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ethics
C O U R S E  O V E R V I E W  •  P A R T  I I

The field of real estate involves relationships of trust, fiduciary, and confidence between principals and 
their appointed agents. For the vast majority of real estate clients or principals, the purchase of their 
primary owner-occupied home will likely represent the most expensive investment decision that they will 
ever make in their entire life.

Real estate is a complicated process involving multiple decisions related to value estimates, complex 
financial decisions, and usually involving large sums of the principal’s cash for things such as down 
payments and closing costs. In most real estate transactions, the buyer or seller probably has never 
bought or sold more than one or two properties in their lifetime, so they will rely upon the expertise, 
honesty, and ethics of their agents to guide them through the process. An agent who is not ethical could 
cost their clients a lot of money and significant amounts of stress. This is why ethics is so important to 
the real estate profession. 
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“Ethical decisions ensure that 
everyone’s best interests are 
protected. When in doubt, don’t.”

Harvey Mackay
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CHAPTER 1:  
root of ethics

Learning Objectives
Some of the most important points in this section include:

m  How and why ethical or unethical behavior can determine whether or not an agent has  
a short and unprofitable career, or a very long and prosperous career.

m  The financial and license restriction consequences related to unethical behaviors.

m  The National Association of REALTORS® guidelines related to agents’ ethics.
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key terms

Greek Philosophy and the Early Origins of Ethics 
The famous Greek philosopher Aristotle (circa 500 B.C.) was reported to have helped conceive the 
earliest standards of conduct and human behavior which he had linked to the various Gods of Greek 
history.

Aristotle supposedly first defined “True Success” before later defining ethics. The “True Success” 
definition, first written well over 2,500 years ago, was explained as follows:

“All men seek one goal: Success or happiness. The only way to achieve true success is to express 
yourself completely in service to society.

First have a definite, clear, practical ideal - a goal, an objective;

Second, have the necessary means to achieve your ends - wisdom, money, materials, and methods;

Third, adjust all your means to that end.”

Within the definition above, Aristotle was allegedly not defining just the core meaning of the word -  
“success.” He was attempting to define “true success” which may only be reached by a person using 
ethical conduct and a positive relationship with others in their services to fellow men and women. 
Without solid ethics, then true success is not really obtainable. 

Aristotle went on to state that not very many people sought any form of success. He also said that 
success doesn’t need to be the peak goal of human endeavor. Per Aristotle, he thought that there were 
really just two primary goals for people:

1. Success and happiness, or

2. Happiness alone

Beneficial Conduct

Client Farm

Code of Conduct

Code of Ethics 

Ethics

Golden Rule

Real Estate Commissioner
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D E C I S I O N

Right

Wrong
D E C I S I O N

With the singular goal of happiness (good health would probably be included here as well), truly being 
the top goal for most people, Aristotle emphasized that happiness could be achieved more easily for 
people that made decisions based upon more positive conduct and moral judgments. 

Aristotle thought that happiness alone was an honorable goal as opposed to just striving for success by 
itself with his eloquent words quoted below:

“Happiness itself is sufficient excuse. Beautiful things are right and true. Beautiful actions are 
those pleasing to the gods.

Wise men have an inward sense of what is beautiful. The highest wisdom is to trust this intuition 
and be guided by it.

The answer to the last appeal of what is right, lies within a man’s own breast. Trust yourself!”

At the true basic core of Aristotle’s teachings, he thought that every person knew, intuitively, the primary 
difference between what is right and what is wrong. These core teachings also noted that people do not 
need laws in order to better understand what is the right thing to do since we intuitively know it from 
within.

Golden Rule of Ethics 
Doing what is right and acting in the best interests of people in relationships or conducting business 
together is what defines ethical behavior. 

The Golden Rule for real estate and life may be simplified with a slight positive variation of the old 
Chinese proverb that went something like these words: “Do unto others as you would have others do unto 
you.” It can also be described as akin to a Karma-like experience in that what we send out or project 
onto others may come back as either a positive or negative boomerang experience or reaction (“what 
goes around comes around”). 
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The Golden Rule of ethical behavior is so important as it pertains to real estate agency that it is included 
within the National Association of REALTORS® Code of Ethics. Ethical agents who closely follow the 
Golden Rule will most likely stay employed in the field of real estate for the longest amounts of time 
which will, in turn, lead them to more types of gold-like income with happy and loyal clients.

Beneficial Conduct 
The Beneficial Conduct guidelines actively promoted and encouraged by governing agencies and top 
real estate personnel have included these positive and empowering business practices:

1.  Agents should measure their success in each individual deal as well as throughout their careers 
by the positive experiences (emotional and financial) and benefits rendered to their clients as 
opposed to the financial gains earned by the agent by way of a commission check.

2. Agents should treat all parties involved with a transaction as honestly as possible.

3.  Agents are encouraged to report any perceived or obviously apparent violations committed 
by agents around them to the California Department of Real Estate or their local real estate 
association.

4.  Agents must use care in the preparation of any and all forms of advertisement (online and 
offline) so that readers truly understand the most factual terms and details related to the agent’s 
products or services being offered to the public.

5. Agents must submit all written offers as one of their top priorities.

6.  It is imperative and critically important that agents maintain adequate and complete records of 
current and past real estate files. 

7.  Agents need to stay up to date with the most new rules or rule changes, economic and financial 
data trends, and other important factors or guidelines which could positively or negatively impact 
their business operations.

8.  Agents are to fully cooperate with other licensed agents when working on real estate transactions 
as openly and honestly as possible which benefits the principals and the general public as well.

9.  It is suggested that agents first attempt to settle any financial or legal disputes with other 
licensed agents by way of mediation or arbitration instead of through the more costly and time-
consuming court systems.

10.  Agents must comply with standards of professional conduct and the Code of Ethics associated 
with any real estate group that the licensee is a member. 

Can Ethics be Taught?

This is the question the author posed to the Real Estate Commissioner when the question first arose in 
the early 1980’s as to whether or not a mandatory three-hour course on “Ethics” should be taught.

My position was that a three-hour course will not convert an unethical person into an ethical person. 
Quite the opposite may be true, depending on the writer and the examples of unethical behavior given. 
Unethical people, seeing an example of unethical conduct that is not covered by law, might say to 
themselves, “I can do that and get away with it.” On the other hand, ethical people will always be 
ethical. It is their intuitive nature to be so and a three-hour course only reaffirms their basic beliefs.
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Now that we have turned the corner of the 21st century our world has obviously changed. Each of you is 
old enough to be aware of the changes in our attitude toward our work, our associates, our environment, 
our political institutions, and the international corporate “money only” bottom line thinking that so 
pervades our society.

People, it appears, no longer matter. Only the growth of a corporation’s stock prices through the growth 
of the corporation’s “bottom line” income deserves consideration.

When people are taken out of the equation of corporate endeavor and “bottom line” becomes the 
substitution, the question of “ethics” becomes far more complex.

People have ethics.  Money has no ethics. This is the one of the most terrifying thoughts of our generation. 
If there is no ethical basis of behavior for the “bottom line” corporate world then, “Who can we trust?”

On the other hand, this a most profound thought to any true real estate professional. Very few real estate 
licensees deal with the corporate world. We deal with people and: 

• People like to deal with ethical licensees.
• People will become the permanent clients of ethical licensees.
• People will refer all of their friends and relations to ethical licensees.

It makes no difference if the clients are themselves ethical or unethical, they are people and:

• People like to deal with ethical licensees.
• People will become the permanent clients of ethical licensees.
• People will refer all of their friends and relations to ethical licensees.
• People do not want to deal with unethical licensees. 
• People do not want to be associated with a licensee they cannot trust.

Can ethics be taught? Can an unethical person be converted to an ethical person? My position today has 
changed.

The answer to the questions is “Yes”!  An unethical person can be taught to be ethical, but only when 
it can be proven that it is more profitable to be ethical than unethical.

In 1966, I created a sales training course and textbook called “The Creation of a Successful Real Estate 
Salesperson.” In that course and textbook, for the first time, real estate licensees were taught how to 
build a permanent clientele. The method was called The Client Farm. The Client Farm today is still the 
basis for an individual’s success in the profession of real estate.

“The Client Farm” is based on ethical real estate practice that teaches how to “serve” a client’s needs 
rather than how to manipulate and use a client to produce a commission.

A three-hour course in each of five areas (Ethics, Agency, Trust Fund Handling, Risk Management and 
Fair Housing) is mandated in the State of California to renew a license each four years along with other 
courses. When you stand back and look at all five areas something becomes obvious. If everyone was 
ethical the other four courses, based upon laws, would be totally unnecessary.
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If everyone was ethical there would be no need for the Law of Agency. This law mandates an ethical 
relationship be established between a real estate licensee and the clients he or she serves. The three-
hour course on Agency would be unnecessary.

If everyone was ethical there would be no commingling or conversion of a client’s monies. It follows that 
there would be no need for trust funds, trust accounts, or any laws to regulate the use or application 
of other people’s money in the profession of real estate. The three-hour course on Trust Fund Handling 
would be unnecessary.

If everyone was ethical there would not be any bigotry in the world. No one would have to use discrimination 
to make themselves feel superior to anyone else. The federal and state laws that mandate real estate 
licensees to be color blind would be totally unnecessary. The three-hour course on Fair Housing would 
be unnecessary.

If everyone was ethical there would be a need for very few laws because an ethical person knows in their 
heart and soul exactly what is right and what is wrong in every circumstance, in every relationship, and 
in every endeavor.

Ethics is doing the right thing.

Aristotle described it as “that which is pleasing to God”. Both the right thing and the wrong thing are 
subconsciously known.



Chapter 1 Summary
Ethics: The study of standards of conduct and moral judgment.

“Do unto others as you would have others do unto you” (or treat others how you wish them 
to treat you). 

The Golden Rule of ethical behavior is so important as it pertains to real estate agency that it 
is included within the National Association of REALTORS® Code of Ethics guidelines. 

The Beneficial Conduct guidelines actively promoted and encouraged by governing agencies 
and top real estate personnel have included these more positive and empowering business 
practices: 

1.  Agents should measure their success in each individual deal as well as throughout 
their careers by the positive experiences (emotional and financial) and benefits 
rendered to their clients as opposed to the financial gains earned by the agent by way 
of a commission check.

2. Agents should treat other parties as honestly as possible.

3. Agents should report other agent’s violations to the appropriate governing agencies.

4. Agents must use care in the preparation of forms and advertisements.

5. Agents must submit all written offers received or created on behalf of their clients.

6. Agents must maintain organized records.

7. Agents should stay up to date with the latest rules changes.

8. Agents must fully cooperate with other agents and principals.

9.  Agents should first try to settle any financial or legal disputes by way of mediation or 
arbitration outside of court.

10. Agents must follow the Golden Rule and the Code of Ethics. 
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Chapter 1 Glossary

Beneficial Conduct: Guidelines actively promoted and encouraged by governing agencies and top real 
estate personnel for positive and empowering business practices. 

Client Farm: An area in which a salesperson is searching for clients. It may be based on a geographical 
area or a list of potential clients.

Code of Conduct: A set of rules commonly written for employees of a company to protect the business 
and to inform employees of the company’s expectations typically part of a broker’s Office Manual of 
policy and procedures. 

Code of Ethics: Principles, values, standards, or rules of behavior used to guide REALTORS® in their 
business dealings with the public, clients and fellow agents 

Consumer Recovery Account: Funded by fees paid by licensees to financially support victims who have 
been defrauded by real estate licensees. 

Golden Rule: The most familiar version says, “Do unto others as you would have them do unto you.” 

Real Estate Commissioner: Appointed by the Governor and heads the DRE which is responsible for 
administering real estate license examinations, issuing real estate licenses and certain mortgage 
loan originator endorsements to such licensees; regulating and disciplining real estate licensees, and 
qualifying certain residential subdivision offerings.  
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                       chapter 1 quiz 
1. What is known as “doing what is right?”

A. Agency
B. Ethics
C. Agreements
D. Economics

2. “The Golden Rule” in both life and real estate can be summarized as:
A. “He who owns the gold rules.”
B. Gold is a safer investment than real estate
C. “Do unto others as you would have others do unto you.”
D. The person who writes the checks makes the decisions

3.  Which well-known philosopher was credited with some of the earliest  
definitions or descriptions of ethical behaviors?
A. Socrates
B. Aristotle
C. Plato
D. Thales

4. Per the “Beneficial Success” guidelines, how should agents first measure their success?
A. By the agent’s income
B. By the number of completed real estate transactions
C. By the number of licenses held
D. By the success of their clients

5. What should be one of the top priorities for agents?
A. Present all written offers as soon as possible
B. Ask for referrals
C. Focus on marketing strategies
D. Earn consistent income

     chapter 1 quiz 
1. What is known as “doing what is right?”

A. Agency
B. Ethics
C. Agreements
D. Economics

2. “The Golden Rule” in both life and real estate can be summarized as:
A. “He who owns the gold rules.”
B. Gold is a safer investment than real estate
C. “Do unto others as you would have others do unto you.”
D. The person who writes the checks makes the decisions

3.  Which well-known philosopher was credited with some of the earliest  
definitions or descriptions of ethical behaviors?
A. Socrates
B. Aristotle
C. Plato
D. Thales

4. Per the “Beneficial Success” guidelines, how should agents first measure 
their success?

A. By the agent’s income
B. By the number of completed real estate transactions
C. By the number of licenses held
D. By the success of their clients

5. What should be one of the top priorities for agents?
A. Present all written offers as soon as possible
B. Ask for referrals
C. Focus on marketing strategies
D. Earn consistent income
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“Morality is not the doctrine of how we  
may make ourselves happy, but how we  

may make ourselves worthy of 
happiness.”

Immanuel Kant
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CHAPTER 2:  
ethics and california  

real estate 
Learning Objectives
Within this section, readers will learn about the following key points:

m  How beneficial conduct for California agents is encouraged and welcomed by most agents, 
principals, and governing agencies.

m The negative consequences for California licensees who don’t act ethically. 

m How the legal system and California Commissioner regulate and punish agents who behave
   unethically.
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key terms
              

Consequences of Not Being Ethical 
Many different California Real Estate Commissioners over the past several decades have strongly believed 
that the real estate profession should be inspired by a more positive Code of Ethics (i.e., “Do unto others 
as you want them to do to you”) mentality.

Agents who are not ethical in their careers may one day have their licenses suspended or revoked and 
may also be sued in civil courts as well as face potential criminal penalties and fines. 

California Business and Professions Code Section 10176: 

Grounds for Revocation or Suspension of a Licensee

“10176. The commissioner may, upon his or her own motion, and shall, upon the verified 
complaint in writing of any person, investigate the actions of any person engaged in the 
business or acting in the capacity of a real estate licensee within this state, and he or she 
may temporarily suspend or permanently revoke a real estate license at any time where the 
licensee, while a real estate licensee, in performing or attempting to perform any of the acts 
within the scope of this chapter has been guilty of any of the following:

  (a) Making any substantial misrepresentation.

  (b) Making any false promises of a character likely to influence, persuade, or induce.

  (c)  A continued and flagrant course of misrepresentation or making of false promises 
through real estate agents or salespersons.

  (d)  Acting for more than one party in a transaction without the knowledge or consent of all 
parties thereto.

Code of Conduct

Code of Ethics 

Consumer Recovery Account

Commingling

Real Estate Commissioner

Revocation

Suspension



15 C O N T I N U I N G  E D U C A T I O N  ethics

 II

 

 (e)  Commingling with his or her own money or property the money or other property of 
others which is received and held by him or her.

  (f)  Claiming, demanding, or receiving a fee, compensation, or commission under any 
exclusive agreement authorizing or employing a licensee to perform any acts set forth in 
Section 10131 for compensation or commission where the agreement does not contain 
a definite, specified date of final and complete termination.

  (g)  The claiming or taking by a licensee of any secret or undisclosed amount of compensation, 
commission, or profit or the failure of a licensee to reveal to the employer of the 
licensee the full amount of the licensee’s compensation, commission, or profit under 
any agreement authorizing or employing the licensee to do any acts for which a license 
is required.

  (h)  The use by a licensee of any provision allowing the licensee an option to purchase in an 
agreement authorizing or employing the licensee to sell, buy, or exchange real estate 
or a business opportunity for compensation or commission, except when the licensee 
prior to or coincident with election to exercise the option to purchase reveals in writing 
to the employer the full amount of the licensee’s profit and obtains the written consent 
of the employer approving the amount of the profit.

  (i)  Any other conduct, whether of the same or a different character than specified in this 
section, which constitutes fraud or dishonest dealing.

  (j)  Obtaining the signature of a prospective purchaser to an agreement which provides 
that the prospective purchaser shall either transact the purchasing, leasing, renting, 
or exchanging of a business opportunity property through the broker obtaining the 
signature, or pay a compensation to the broker if the property is purchased, leased, 
rented, or exchanged without the broker first having obtained the written authorization 
of the owner.

  (k)  Failing to disburse funds in accordance with a commitment to make a mortgage 
loan that is accepted by the applicant when the real estate broker represents to the 
applicant that the broker is either of the following:

  (1) The lender.

  (2)  Authorized to issue the commitment on behalf of the lender or lenders in the 
mortgage loan transaction.

  (l)  Intentionally delaying the closing of a mortgage loan for the sole purpose of increasing 
interest, costs, fees, or charges payable by the borrower.

  (m)  Violating any section, division, or article of law which provides that a violation of that 
section, division, or article of law by a licensed person is a violation of that person’s 
licensing law, if it occurs within the scope of that person’s duties as a licensee.”
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www
CA Business & Professions Code Section 10176

Lumbleau.com/bp-code-10176

Consumer Recovery Account
This fund was first created on July 1, 1964 in order to financially compensate victims of real estate 
fraud, bad practice, or other matters which financially harmed a client. The California Department of 
Real Estate has paid more than $41 million dollars to members of the general public from the Recovery 
Fund set up by way of the Real Estate General Fund.

There is a limit of $50,000 per transaction and a grand total limit of $250,000 against an individual 
licensee in their lifetime. These payments are typically based upon recorded civil judgements or criminal 
court convictions which were based upon alleged “intentional fraud” or conversion of trust funds.

www
CA DRE Recovery Account 

Lumbleau.com/DRE-recovery-account

Code of Ethics and the Law
One or more Code of Ethics guidelines for California real estate agents to follow may not be the same 
as local, state, or federal laws in regard to real estate, financial, or legal matters. In many cases, the 
agent’s governing board, MLS, and/or the Department of Real Estate has Code of Ethics guidelines that 
are much more stringent and challenging than local laws.

Many times there are higher standards of practice or care that an agent must follow as it pertains to 
real estate boards or their broker’s office manual than governing laws issued by the local, state, or 
federal judiciary. A major exception to this rule about real estate agencies being tougher to follow than 
city, county, state, or federal laws is when an agent ends up in a specific court of law, mediation, or 
arbitration. In those situations, the court will follow the governing laws more so than the licensee’ real 
estate agency guidelines. 
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Every state in the U.S. has their own set of ethics and licensing guidelines which agents must follow 
in addition to the National Association of REALTORS® rules and regulations. The California Association 
of REALTORS® (CAR) also creates their own rules and regulations specifically for California agents. 
California agents, in turn, must keep a close eye on both the California Association of REALTORS® and 
the National Association of REALTORS® regulations which may change slightly or significantly on an 
annual basis. Additionally, agents must be aware of local, statewide, and federal laws which can impact 
them personally and professionally. 

California Real Estate Commissioner
The top person in charge of California real estate agents is the Real Estate Commissioner. The 
Commissioner is directly appointed by the Governor. The Real Estate Commissioner, the California 
Attorney General, and legal professionals work closely to create new or modified rules and regulations 
each year.

The Real Estate Commissioner is truly described as the Chief Executive of the Department of Real 
Estate.

California Business and Professions Code Section 10050 defines the expected roles and job functions 
that should be carried out by the Real Estate Commissioner. Listed below are some of the descriptions 
of the Commissioner’s office:

“10050.

(a) (1) There is in the Business, Consumer Services, and Housing Agency a Department of Real
     Estate, the chief officer of which department is named the Real Estate Commissioner.

(2) Notwithstanding any other law, the powers and duties of the department, as set forth 
in this part and Chapter 1 (commencing with Section 11000) of Part 2, shall be subject 
to review by the appropriate policy committees of the Legislature. The review shall be 
performed as if this part and that chapter were scheduled to be repealed as of January 1, 
2021.

(b) It shall be the principal responsibility of the commissioner to enforce all laws in this part 
and Chapter 1 (commencing with Section 11000) of Part 2 in a manner that achieves the 
maximum protection for the buyers of real property and those persons dealing with real estate 
licensees.

(c) Wherever the term “commissioner” is used in this division, it means the Real Estate 
Commissioner.

(d) This section shall become operative on July 1, 2018.

10050.1.  Protection of the public shall be the highest priority for the Department of 
Real Estate in exercising its licensing, regulatory, and disciplinary functions. Whenever 
the protection of the public is inconsistent with other interests sought to be promoted, 
the protection of the public shall be paramount.

10051.  The commissioner shall be appointed by the Governor.
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10052.  The commissioner shall have been for five years a real estate broker actively 
engaged in business as such in California, or shall possess related experience associated 
with real estate activity in California for five years within the last 10 years.

10071.  The commissioner shall enforce the provisions of this part and of Chapter 1 of Part 
2. He has full power to regulate and control the issuance and revocation, both temporary 
and permanent, of all licenses to be issued.

10077.  The commissioner shall have his principal office in the City of Sacramento, and 
may establish branch offices in the City and County of San Francisco, the City of Los 
Angeles and in such other cities as the commissioner may deem necessary, subject to the 
approval of the Department of Finance.”

www
CA DRE Commissioner Regulations 

Lumbleau.com/DRE-regulations

The most informed agents, new or very experienced, will be the least likely to ever have any legal, 
financial, or regulatory licensing suspension or revocation issues during their careers. Acting as ethically 
as possible in one’s real estate profession while staying up to date with the most recent new or modified 
rules or guidelines, which originate directly or indirectly from the Real Estate Commissioner’s office or 
the Department of Real Estate, is one of the best ways to have happy and satisfied clients as well as a 
very long and prosperous career.  

Success and Prosperity
Agents are advised to stop thinking, first and foremost, about their own goals and success when dealing 
with their clients. True success for agents often happens when the agent focuses on their clients achieving 
success with their goals and aspirations such as finding their perfect “Dream Home” in a specific school 
district region for their young children. 

When the agent’s clients find the desired home thanks to the hard work and determination from their 
ethical agent who decided to listen more to the client’s needs and interests instead of the agent’s, then 
the agent will also find true success for themselves.

Each individual agent within an office who makes their own clients successful will also make the entire 
office more successful. This is true because the happy and successful client who just recently closed 
a transaction in the purchase of their targeted home will also hopefully provide very positive “word of 
mouth” reactions and referrals for both the agent as well as the employing firm. 

Agents with a primary goal of serving the best interests of their clients will find it extremely difficult to 
act unethically in their transactions. As such, acting ethically is truly a “win-win” for all parties involved. 



Chapter 2 Summary
Agents who are not ethical can later have their licenses suspended or revoked and may also 
be sued in civil courts as well as face potential criminal penalties and fines as defined in 
codes like California Business and Professions Code Section 10176.

Agents’ dishonest actions and behaviors which may subject their licenses to be suspended 
or revoked include lack of agency or financial interest disclosures, dishonest forms of 
advertisements, the commingling or conversion of their clients’ funds, misrepresentations 
(mistake or intentional) to their clients, and other types of fraud.

The Consumer Recovery Account is a reimbursement fund that was first created on July 1, 
1964 by the California Department of Real Estate (now known as the California Department 
of Real Estate-DRE) in order to financially compensate victims of real estate fraud or bad 
practice which financially harmed a client. The maximum payout limits to damaged parties 
are capped at $50,000 per real estate transaction and up to $250,000 per licensee in 
their agency careers.

The top person in California who governs real estate agents is the Real Estate Commissioner. 
The Commissioner is directly appointed by the California Governor. 

CA Civil Code Section 10077:“The commissioner shall have his principal office in the City 
of Sacramento, and may establish branch offices in the City and County of San Francisco, 
the City of Los Angeles and in such other cities as the commissioner may deem necessary, 
subject to the approval of the Department of Finance.”

California Business and Professions Code Section 10050 defines the expected roles and 
job functions that should be carried out by the Real Estate Commissioner. The commissioner 
shall have been a real estate broker for at least five (5) years in California or shall have 
similar real estate experience for five years within the previous 10 years.



20L U M B L E A U  R E A L  E S T A T E  S C H O O L

            II

Chapter 2 Glossary

Code of Conduct: A set of rules commonly written for employees of a company to protect the 
business and to inform employees of the company’s expectations, typically part of a broker’s 
Office Manual of policy and procedures. 

Code of Ethics: Principles, values, standards, or rules of behavior used to guide REALTORS® 
in their business dealings with the public, clients and fellow agents 

Commingling: The mixing of broker’s personal or business funds with one or more client’s de-
posited funds that were supposed to go into a separate escrow or bank account.

Consumer Recovery Account: Funded by fees paid by licensees to financially support victims 
who have been defrauded by real estate licensees.

Real Estate Commissioner: Appointed by the Governor and heads the DRE which is responsible 
for administering real estate license examinations, issuing real estate licenses and certain 
mortgage loan originator endorsements to such licensees; regulating and disciplining real 
estate licensees, and qualifying certain residential subdivision offerings. 

Revocation: For real estate licensees, an option the Commissioner has to take away your real 
estate license for a serious offense. 

Suspension: For real estate licensees, a period of time that the Commissioner can take away 
your use of a real estate license as penalty for illegal activity. 
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chapter 2 quiz
1.  What is the maximum dollar amount limit for a person’s claim against the  

Consumer Recovery Account fund per each transaction?
A. $10,000
B. $25,000
C. $50,000
D. $100.000

2.  What is the maximum amount paid against a licensed agent throughout  
their career as it relates to the Consumer Recovery Account fund?
A. $50,000
B. $250,000
C. $350,000
D. $500,000

3. Who is the top person in charge of real estate agents in California?
A. Governor
B. Employing Broker
C. Attorney General
D. Real Estate Commissioner

4. Who directly appoints the Real Estate Commissioner?
A. Attorney General
B. Governor
C. California Association of Realtors members
D. Department of Real Estate staff

5. Agents must comply with the following guidelines:
A. Standard of Professional Conduct
B. Code of Ethics
C. Employing Broker’s Office Manual
D. All of the Above 
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“In the real estate business you learn more about 
people, and you learn more about community issues, 
you learn more about life, you learn more about the 

impact of government, probably than any other
 profession that I know of.”

Johnny Isakson 
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CHAPTER 3:  
ethics & the national 

association of realtors®

Learning Objectives
This chapter details the Code of Ethics and Standards of Practice of the National Association of 
REALTORS®:

m  How the NAR’s “Code of Ethics and Standards of Practice” is drafted with the first nine articles 
(Articles 1 - 9) addressing an agent’s duties to the clients or customers.

m  The second section (Articles 10 - 14) within the NAR’s “Code of Ethics” is associated with an 
agent’s duties to the public.

m  The third section (Articles 15 - 17) is directly linked to an agent’s duties to fellow REALTORS®.
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key terms

Code of Ethics
Agents are required to follow the ethics regulations and guidelines established by their local MLS 
(Multiple Listing Service), the California Department of Real Estate and the National Association of 
REALTORS® (NAR) if the agent is a member. Regardless of whether an agent is a member of NAR, their 
Code of Ethics is the closest thing to an official national code of ethics for most real estate professionals.

www

 

DRE Home Page

Lumbleau.com/DRE

The National Association of REALTORS® has a detailed ethics code which is entitled “The Code of Ethics 
and Standards of Practice of the National Association of REALTORS®.” This code consists of 17 articles 
which can be best summarized as the “Golden Rule” (or “do to others as you would like them to do to 
you”).

Duties to Clients and Customers

Duties to the Public

Duties to REALTORS®

Golden Rule

NAR Code of Ethics

Professional Standards Committee

REALTOR®

REALTOR®  Associate

Standards of Practice
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Members who fail to follow any of these 17 major steps related to ethics codes could possibly lose 
their real estate license, face hefty fines or fees, and even potentially face criminal charges. These 17 
articles listed in the NAR’s Code of Ethics can be briefly summarized and broken down into just three 
subsections which follow the Preamble below:

“Duties to Clients and Customers
 Articles 1-9

Duties to the Public
 Articles 10-14

Duties to REALTORS®

 Articles 15-17

Where the word REALTORS® is used in this Code and Preamble, it shall be deemed to include 
REALTOR® Associates.

While the Code of Ethics establishes obligations that may be higher than those mandated by 
law, in any instance where the Code of Ethics and the law conflict, the obligations of the law 
must take precedence.

Preamble
Under all is the land. Upon its wise utilization and widely allocated ownership depend the 
survival and growth of free institutions and of our civilization. REALTORS® should recognize 
that the interests of the nation and its citizens require the highest and best use of the land 
and the widest distribution of land ownership. They require the creation of adequate housing, 
the building of functioning cities, the development of productive industries and farms, and the 
preservation of a healthful environment.

Such interests impose obligations beyond those of ordinary commerce. They impose grave 
social responsibility and a patriotic duty to which REALTORS® should dedicate themselves, 
and for which they should be diligent in preparing themselves. REALTORS®, therefore, are 
zealous to maintain and improve the standards of their calling and share with their fellow 
REALTORS®  a common responsibility for its integrity and honor.

In recognition and appreciation of their obligations to clients, customers, the public, and each 
other, REALTORS®  continuously strive to become and remain informed on issues affecting real 
estate and, as knowledgeable professionals, they willingly share the fruit of their experience 
and study with others. They identify and take steps, through enforcement of this Code of Ethics 
and by assisting appropriate regulatory bodies, to eliminate practices which may damage the 
public or which might discredit or bring dishonor to the real estate profession. REALTORS®  
having direct personal knowledge of conduct that may violate the Code of Ethics involving 
misappropriation of client or customer funds or property, willful discrimination, or fraud 
resulting in substantial economic harm, bring such matters to the attention of the appropriate 
Board or Association of REALTORS® . (Amended 1/00)
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Realizing that cooperation with other real estate professionals promotes the best interests of 
those who utilize their services, REALTORS® urge exclusive representation of clients; do not 
attempt to gain any unfair advantage over their competitors; and they refrain from making 
unsolicited comments about other practitioners. In instances where their opinion is sought, or 
where REALTORS®  believe that comment is necessary, their opinion is offered in an objective, 
professional manner, uninfluenced by any personal motivation or potential advantage or gain.

The term REALTOR®  has come to connote competency, fairness, and high integrity resulting 
from adherence to a lofty ideal of moral conduct in business relations. No inducement of profit 
and no instruction from clients ever can justify departure from this ideal.

In the interpretation of this obligation, REALTORS®  can take no safer guide than that which 
has been handed down through the centuries, embodied in the Golden Rule, “Whatsoever ye 
would that others should do to you, do ye even so to them.”

Accepting this standard as their own, REALTORS®  pledge to observe its spirit in all of their 
activities whether conducted personally, through associates or others, or via technological 
means, and to conduct their business in accordance with the tenets set forth below. (Amended 
1/07)”

www
NAR Home Page 

Lumbleau.com/NAR
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Agent’s Duties to Clients
The articles numbered 1 through 9 in the NAR’s main Code of Ethics are related to an agent’s 
responsibilities which must show toward their own clients or prospects.

Article 1 is about how agents must promote the interests of their clients, first and foremost, while also 
treating all parties to any real estate transaction honestly and fairly. This article also requires that agents 
not mislead any of their clients on the current estimated market value of their owned or prospective new 
properties, or the potential savings/future profits the clients can earn if they select the agent for their 
services.

Article 2 instructs licensees to not widely exaggerate benefits or gains for their clients, or to hide or 
conceal any known pertinent facts which could make the real estate deals not as attractive to the client.

Article 3 can be summarized as the requirement that licensees cooperate with other agents primarily 
since it is usually in their clients’ best interests. 

Article 4 informs agents that they cannot represent themselves, close family members, other people 
in close relationships with the agent, separate legal entities (LLCs, corporations, partnerships, etc.) or 
companies where the agents may hold ownership or beneficial interests without first fully disclosing the 
agent’s relationship to other main parties in the transaction.

Article 5 requires that licensees with some type of interest in a property or service being offered to a 
client also disclose their interest to all affected parties.

Article 6 is about the requirement that agents do not accept commissions, rebates, or profits on 
expenditures made for their clients without the client’s knowledge and consent.

Article 7 is about how licensees must disclose money received from more than one party to all parties 
involved.

Article 8 deals with the requirement that agents maintain a special account, separate from the agent’s 
personal account that holds funds or monies in trust on behalf of clients or other interested parties in 
various types of real estate transactions.

Article 9 requires that agents provide most or all agreements in writing to the parties involved and that 
the parties receive copies based upon their mutual agreements upon signing and initialing.    

Case Study #1-4: Fidelity to Client: 

Client A contacted REALTOR® B to list a vacant lot. Client A said he had heard that similar lots in the 
vicinity had sold for about $50,000 and thought he should be able to get a similar price. REALTOR® B 
stressed some minor disadvantages in location and grade of the lot and said that the market for vacant 
lots was sluggish. He suggested listing at a price of $32,500 and the client agreed.

In two weeks, REALTOR® B came to Client A with an offer at the listed price of $32,500. The client 
raised some questions about it, pointing out that the offer had come in just two weeks after the property 
had been placed on the market which could be an indication that the lot was worth closer to $50,000 
than $32,500. REALTOR® B strongly urged him to accept the offer, stating that because of the sluggish 
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market, another offer might not develop for months and that the offer in hand simply vindicated 
REALTOR® B’s own judgment as to pricing the lot. Client A finally agreed, and the sale was made to 
Buyer C.

Two months later, Client A discovered the lot was no longer owned by Buyer C but had been purchased 
by Buyer D at $55,000. He investigated and found that Buyer C was a brother-in-law of REALTOR® B, 
and that Buyer C had acted on behalf of REALTOR® B in buying the property for $32,500.

Client A outlined the facts in a complaint to the Board of REALTORS®, charging REALTOR® B with 
collusion in betrayal of a client’s confidence and interests, and with failing to disclose that he was 
buying the property on his own behalf.

At a hearing before a panel of the Board’s Professional Standards Committee, REALTOR® B’s defense 
was that in his observation of real estate transactions there can be two legitimate prices of property— 
the price that a seller is willing to take in order to liquidate his investment, and the price that a buyer is 
willing to pay to acquire a property in which he is particularly interested. His position was that he saw  
no harm in bringing about a transaction to his own advantage in which the seller received a price that 
he was willing to take, and the buyer paid a price that he was willing to pay.

The Hearing Panel concluded that REALTOR® B had deceitfully used the guise of rendering professional 
service to a client in acting as a speculator; that he had been unfaithful to the most basic principles of 
agency and allegiance to his client’s interest; and that he had violated Articles 1 and 4 of the Code of 
Ethics.
Source: NAR

Agent’s Duties to the Public
Articles 10 through 14 in the NAR’s Code of Ethics are primarily related to an agent’s responsibilities 
to the general public.

Article 10 is specifically about the forbidding of agents from denying their professional services to 
people due to issues related to a prospect’s race, color, nation of origin, religious beliefs, gender, family 
status, or other discriminatory factors.

Article 11 is linked to agents who offer misleading spoken, advertised, or other forms of written 
communication noting their alleged “specialized services” for one or more sectors of real estate where 
the agent is not really qualified, competent, or experienced. An example would be an agent who 
advertises that he or she is a “1031-tax deferred exchange specialist” even though the same agent has 
never closed even one 1031 exchange transaction in their entire career.

Article 12 does allow certain offers of bonuses, prizes, or other forms of incentive by agents to prospects 
or clients who use the same agent’s services. This may be true for so long as the prize or bonus offers 
are clearly outlined, explained, and disclosed to the clients. The payment of a commission referral to an 
unlicensed client does not violate real estate agency laws in California as well as in most other states 
nationwide.

Article 13 forbids licensed agents for providing any type of legal advice which may be construed as the 
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unauthorized practice of law. With legal and accounting matters, real estate agents are encouraged to 
suggest that their clients contact their own attorneys, accountants, or financial planners for legal, tax, 
or financial advice.

Article 14 recommends that NAR members who are charged with unethical practice, or who are asked 
to present evidence or cooperate in professional standards proceedings, shall place all pertinent facts 
before the appropriate designated member boards, councils, or other groups while taking no action 
to disrupt or hinder the investigation process. Case Study #10-1: Equal Professional Services by the 
REALTOR®

Case Study #10-1 Equal Professional Services by the REALTOR®: 

A minority couple called on REALTOR® A and expressed interest in purchasing a home in the $390,000 
to $435,000 price range with at least three bedrooms, a large lot, and located in the Cedar Ridge 
area of town. Being familiar with Cedar Ridge through handling of numerous listings in that area, 
REALTOR® A explained that houses in Cedar Ridge generally sold in the price range from $540,000 
to $660,000. The couple thereafter indicated that they would then like to see “what was available” 
within their budget. After further discussion with the couple concerning their financial circumstances 
and the maximum price range they could afford, REALTOR® A concluded that the couple could not 
afford more than $412,500 as an absolute maximum. The couple was then shown homes which met 
the criteria they had described to REALTOR® A. However, although REALTOR® A discussed with the 
couple the amenities and assets of each of the properties shown to them, they expressed no interest in 
any of the properties shown. A few days later, the minority couple filed charges with the Professional 
Standards Administrator of the Association, charging REALTOR® A with a violation of Article 10 of the 
Code Ethics, alleging that REALTOR® A had violated the Article by an alleged act of racial steering in 
his service to the minority couple.

The Professional Standards Administrator promptly referred the complaint to the Grievance Committee, 
which conducted a preliminary review and referred the complaint for a hearing. REALTOR® A was duly 
noticed and provided with an opportunity to make his response to the complaint.

At the hearing, the complainants elaborated upon their charge of the alleged racial steering by REALTOR® 
A, telling the Hearing Panel that they had specifically expressed an interest in purchasing a home in 
the Cedar Ridge area, but were not shown any homes in Cedar Ridge. REALTOR® A responded by 
producing e-mail records documenting the housing preference of the couple as they had described it 
to him, including price range and demonstrating that he had shown them a number of listings that met 
the requirements as expressed by them, although admittedly none of the properties shown were located 
in Cedar Ridge. However, REALTOR® A explained that he had advised the couple that there were no 
listings available in Cedar Ridge falling within their budget. Further, REALTOR® A produced listing and 
sales information concerning numerous homes in Cedar Ridge which confirmed an average sales price 
of $540,000 to $660,000. REALTOR® A told the Hearing Panel that he had, in fact, offered equal 
professional service to the minority couple by showing them properties which met the criteria they had 
presented to him. He pointed out to the Hearing Panel that the couple was charging him with “racial 
steering” which presumably they were relating to the denial of equal professional service. REALTOR® 
A stated, “If there were listings in Cedar Ridge in the $390,000 to $435,000 price range with at least 
three bedrooms and a large lot, and I had refused to show them such listings, then they might have a 
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point in their charge. But there are no such listings available now, nor have there been at any time since 
the original development of the Cedar Ridge area five years ago. I could not show them what did not and 
does not exist.”

The Hearing Panel concluded that REALTOR® A had properly met his obligation to offer equal professional 
service and was not in violation of Article 10.

Source: NAR

Agent’s Duties to Other Members

Articles 15 through 17 of the Code of Ethics and Standards of Practice of the National Association of 
REALTORS® is specifically about how licensed agents should treat other real estate professionals during 
their interactions.

Article 15 is about how agents should not make false statements about their fellow real estate professional 
competitors to clients, prospects, or other real estate professionals.

Article 16 discourages agents from attempting to solicit the business of exclusive, long term clients of 
other agents. Specifically, this article attempts to reduce the targeting of other agent’s clients by phone 
or mail. Exceptions to this article section can be when real estate agents offer different types of services 
to other real estate agent’s clients such as property management or mortgage brokering services.

Article 17 can be summarized as the request that agents involved in potential contractual or legal 
disputes first attempt mediation to resolve the conflict. If mediation doesn’t work, then arbitration is the 
next suggested step in the process in order to hopefully avoid litigation in a court of law. 

Case Study #16-5: Solicitation of Expired Exclusive Listing: 

A property was exclusively listed with REALTOR® A who advertised it widely and invited cooperation 
from other REALTORS®. The property was not sold during the term of REALTOR® A’s listing, although 
both REALTOR® A and REALTOR® B, a buyer representative, had shown the property to prospects.

Sometime after the expiration of REALTOR® A’s listing, the listing appeared on REALTOR® B’s 
website. Shortly thereafter, the property was sold by REALTOR® B.

REALTOR® A confirmed that it was listed with REALTOR® B and then charged REALTOR® B in 
having failed to respect his exclusive representation status with the client by soliciting the listing. 
The Grievance Committee referred the complaint for hearing by a Hearing Panel of the Professional 
Standards Committee. Upon due notice to the parties, a hearing on the complaint was called with 
REALTORS® A and B present. REALTOR® A’s specific charge was that REALTOR® B knew that 
the client had originally listed the property with him, REALTOR® A, because he had discussed the 
property with REALTOR® B during the term of the original listing contract; that during the term of 
REALTOR® A’s listing, REALTOR® B had shown the property to the same individual who had now 
purchased the property through REALTOR® B; and that with this knowledge REALTOR® B’s action in 
soliciting the listing, even after it had expired, was a violation of Article 16.

REALTOR® A told the Hearing Panel that when he had asked for an extension of the original exclusive 
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listing, the client told him that because of a family problem he intended to take the property off the 
market for a few months, but would consider relisting at a later date.

REALTOR® B conceded that he had known of REALTOR® A’s exclusive listing at the time the listing 
contract was current; that he had known the term of the listing contract and, hence, knew when it 
expired; and that he had shown the property to the individual who eventually purchased it. However, 
he explained, he had no continued contact with the prospect to whom he had originally shown the 
property. After the expiration date of REALTOR® A’s listing, he was approached by the individual to 
whom he had originally shown the property and who was still actively interested in purchasing a home. 
In reviewing the purchaser’s stated requirements and reviewing the market, the property in question 
seemed to correspond more closely than any other available properties. Knowing that the original 
listing with REALTOR® A had expired some time ago, REALTOR® B simply called the owner to ask if 
the property had been relisted with REALTOR® A. Upon learning that REALTOR® A’s exclusive listing 
had not been extended, REALTOR® B told the owner of his prospective buyer, solicited the listing, 
and obtained it. REALTOR® B said he saw nothing unethical in having solicited the listing when it 
was no longer exclusively listed with another broker and felt that REALTOR® A was without grounds 
for complaint.

The panel concluded that it was not the intent of Article 16 to provide any extended or continuing 
claim to a client by a REALTOR® following the expiration of a listing agreement between the client 
and the REALTOR®. The panel concluded that REALTOR® A had not been successful in his efforts 
to sell the client’s property and that neither the property owner nor other REALTORS® should be 
foreclosed from entering into a new listing agreement to sell the property.

The panel concluded that REALTOR® B was not in violation of Article 16 of the Code of Ethics.

Source: NAR

www
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Chapter 3 Summary 
The National Association of REALTORS® (NAR) has an ethics code which is entitled The 
Code of Ethics and Standards of Practice of the National Association of REALTORS®. 
There are 17 articles or sections within the code that can also be summarized as the 
Golden Rule for agents.

The very first article (Article 1) referenced in the 17 main articles included within The 
Code of Ethics and Standards of Practice of the National Association of REALTORS® 
relates to how agents must promote their client’s interests and needs ahead of their own 
while also not misleading the clients.

The three main sections within The Code of Ethics and Standards of Practice of the 
National Association of REALTORS® include: 

1. Duties to Clients and Customers (Articles 1 - 9)

2. Duties to the Public (Articles 10 - 14)

3. Duties to REALTORS® (Articles 15 - 17). 
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Chapter 3 Glossary

Duties to Clients and Customers: Statements that are part of the REALTORS® Code of Ethics that 
establishes obligations to clients and customers that may be higher than those mandated by law.

Duties to REALTORS®: Statements that are part of the REALTORS® Code of Ethics that establishes 
obligations to fellow REALTORS® that may be higher than those mandated by law.

Duties to the Public: Statements that are part of the REALTORS® Code of Ethics that establishes 
obligations to the public that may be higher than those mandated by law.

Golden Rule: The most familiar version says, “Do unto others as you would have them do unto you.”

NAR Code of Ethics: Principles, values, standards, or rules of behavior used to guide REALTORS® in 
their business dealings with the public, clients and fellow agents.

Professional Standards Committee: A REALTOR® committee formed to interpret the Code of Ethics, 
to consider and recommend appropriate action on inquiries of Member Boards and Board Members 
concerning enforcement thereof, and to recommend amendments thereto as it deems necessary or 
advisable.

REALTOR®: A member of the National Association of REALTORS® that may be a broker or salesperson.

REALTOR® Associate: A member of the National Association of REALTORS® that is working under a 
broker.

Standards of Practice: In real estate, a degree of care expected by a professional real estate licensee 
with their clients and the public.
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chapter 3 quiz
1.  How many articles are there in The Code of Ethics and Standards of  

Practice of the National Association of REALTORS®?
A. 30
B. 25
C. 17
D. 10

2.  How can The Code of Ethics and Standards of Practice of the National  
Association of REALTORS® be briefly summarized in just a few words?
A. Golden Rule
B. Success Plan
C. Goal Setting
D. Marketing Strategies

3.  Article 1 in The Code of Ethics and Standards of Practice of the  
National Association of REALTORS® relates to:
A. Treating clients fairly
B. Treating clients honestly
C. How to qualify for a license
D. Both A and B

4. What must an agent not do, as included within Article 1?
A. Mislead a client in regard to their property value
B. Act as a Dual Agent
C. Avoid Open Listings
D. Share listings on the MLS

5. Agents with ownership interests in properties must do what?
A. Disclose
B. Elect
C. Confirm
D. Affirm  
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Glossary
Beneficial Conduct: Guidelines actively promoted and encouraged by governing agencies and top real 
estate personnel for positive and empowering business practices.

Client Farm: An area in which a salesperson is searching for clients. It may be based on a geographi-
cal area or a list of potential clients.

Code of Conduct: A set of rules commonly written for employees of a company to protect the business 
and to inform employees of the company’s expectations typically part of a broker’s Office Manual of 
policy and procedures. 

Code of Ethics: Principles, values, standards, or rules of behavior used to guide REALTORS® in their 
business dealings with the public, clients and fellow agents.

Commingling: The mixing of broker’s personal or business funds with one or more client’s deposited 
funds that were supposed to go into a separate escrow or bank account.

Consumer Recovery Account: Funded by fees paid by licensees to financially support victims who 
have been defrauded by real estate licensees.

Duties to Clients and Customers: Statements that are part of the REALTORS® Code of Ethics that 
establishes obligations to clients and customers that may be higher than those mandated by law.

Duties to REALTORS®: Statements that are part of the REALTORS® Code of Ethics that establishes 
obligations to fellow REALTORS® that may be higher than those mandated by law.

Duties to the Public: Statements that are part of the REALTORS® Code of Ethics that establishes 
obligations to the public that may be higher than those mandated by law.

Golden Rule: The most familiar version says, “Do unto others as you would have them do unto you.”

NAR Code of Ethics: Principles, values, standards, or rules of behavior used to guide REALTORS® in 
their business dealings with the public, clients and fellow agents.

Professional Standards Committee: A REALTOR® committee formed to interpret the Code of Ethics, 
to consider and recommend appropriate action on inquiries of Member Boards and Board Members 
concerning enforcement thereof, and to recommend amendments thereto as it deems necessary or 
advisable.
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Real Estate Commissioner: Appointed by the Governor and heads the DRE which is responsible for 
administering real estate license examinations, issuing real estate licenses and certain mortgage 
loan originator endorsements to such licensees; regulating and disciplining real estate licensees, and 
qualifying certain residential subdivision offerings. 

REALTOR®: A member of the National Association of REALTORS®  that may be a broker or salesperson.

REALTOR® Associate: A member of the National Association of REALTORS® that is working under a 
broker.

Revocation: For real estate licensees, an option the Commissioner has to take away an agent’s real 
estate license for a serious offense.

Standards of Practice: In real estate, a degree of care expected by a professional real estate licensee 
with their clients and the public.

Suspension: For real estate licensees, a period of time that the Commissioner can take away your use 
of a real estate license as penalty for illegal activity.
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