


FAQ: Referral Fee Disclosure & 
Updated C.A.R. RAD Form
Referral fees can occur as part of real estate practice, but they are not always disclosed as they should be. To reinforce 
transparency and trust, C.A.R. has updated its standard forms to strengthen disclosure of referral fee arrangements.

THE BASICS
What is a referral fee?
Legally paid referral fees involving real estate professionals typically involve receipt of compensation in exchange for 
referring a principal, for representation in the purchase or sale of a property, property management, or other licensed real 
estate activity. Since agents are not permitted to receive compensation, except through their broker, the best practice is 
that all referral fees be paid through the brokerage.

Is disclosing the receipt of referral fees legally required? 
Yes, an agent must disclose all things of value received. The fiduciary obligation of full disclosure prohibits an agent’s 
receipt of “secret profits.” An agent has a fiduciary duty not to acquire any material benefit from a third party in 
connection with the transaction or the agency relationship, unless with the informed written consent and agreement 
of the principal. Additionally, the California Department of Real Estate (DRE) requires real estate licensees to disclose 
the receipt of referral fees to their clients whenever those fees relate to the client’s transaction. 
 
Are there other reasons REALTORS® should disclose referral fees? 
Yes, Article 2 of the Code of Ethics requires REALTORS® to avoid concealment of pertinent facts, and the motivation 
behind and existence of a referral fee may be material to the principal. The principal may want to know if the REALTOR® 
representing them has an obligation to pay a referral fee, which may impact the negotiation of the compensation amount 
or flexibility to adjust to expenses in a particular transaction. Additionally, in light of recent lawsuits and legal activity, the 
real estate industry remains under scrutiny to have even more transparency. For these reasons, we advise that brokers 
should disclose payment of referral fees to other brokers, even if the real estate law doesn’t require it. 
 
Do REALTORS® need to disclose the receipt of referral fees even if they don’t affect the client’s costs? 
Yes, disclosure is still required, even when a referral fee does not change the principal’s costs or compensation structure.  
It is immaterial whether the transaction is otherwise fair to the principal, or the principal receives exactly the price wanted 
for the property, or pays no more for it than intended.

Do I need to disclose the amount of a referral fee received? 
Yes, REALTORS® should disclose the amount of the fee, if known, or the way it will be calculated. California law prohibits 
taking or claiming a secret or undisclosed amount of compensation, commission, or profit. If the exact amount is not yet 
determined, disclose that a referral fee will be paid and provide the details as soon as they are finalized. 
 
How should referral fees between agents working under the same broker be treated? 
Payments to different agents under the same broker are not treated as referral fees but rather distribution of compensa-
tion by the broker. Payments are categorized as “referral fees” for legal purposes when they are paid between separate 
brokers involved in the referral arrangement. 
 
Can licensees accept or pay referral fees from or to settlement service providers other than other 
real estate brokers? 
No, California law prohibits the receipt of referral fees in any transaction where payment is received from any escrow 
agent, structural pest control firm, home protection company, title insurer, controlled escrow company, or underwritten 
title company. Additionally, under the federal Real Estate Settlement Procedures Act (RESPA), real estate professionals 
may not accept or pay referral fees, kickbacks, or anything of value from or to settlement service providers, including 
lenders, title companies, escrow companies, home inspectors, and other providers involved in closing services. RESPA 
is generally applicable when the sale involves residential property of one-to-four units to be occupied by the borrower 
when the property is secured by a federally related loan.

Best practices for communicating referral-related compensation to clients



Who can receive a referral fee under the federal RESPA law? 
Under this law, real estate professionals may refer principals and receive a referral fee from another broker. This is an 
explicit exception to the general prohibition against referral fees, as long as they are not acting in the capacity of a 
mortgage broker. However, it is illegal under RESPA to pay a non-licensee a referral fee.  
 
What about non-RESPA transactions? 
For non-RESPA transactions, such as commercial transactions, it is legal to pay a referral fee to a “finder.” But a finder is 
one who does not engage in any licensed activity. Their role is limited to introductions, and they can have no part in any 
negotiation or solicitation. Any activity by the finder beyond mere introduction, however slight, results in the finder being 
classified as an agent. Paying a referral fee in this context would mean paying a non-licensee for licensed activity, which 
is a significant violation of the real estate law.  
 
Is there a difference between a referral and a lead? 
Yes. A referral involves a licensed real estate professional directing a principal to another licensed professional in 
exchange for a referral fee paid between their brokers. Certain lead generation services are different. Some services 
generate a list of potential sellers or buyers through marketing or other means, and they will provide a list with contact 
information for potential clients. They then sell this list for licensees to try and solicit, and the payment is not generally 
classified as a referral fee. To make sure that you’re purchasing a lead list and not paying an improper referral fee to an 
unlicensed person, payment must not be in any manner tied to or dependent upon a closing, nor should the payment be 
dependent upon endorsement of the referred agent. 

Using C.A.R.’s REALTOR® Acknowledgement and Disclosures  
(RAD) Form  
 
Why is C.A.R. emphasizing referral-fee transparency? 
C.A.R. has long supported compensation transparency. The updated RAD form provides REALTORS® with a 
standardized, easy-to-use method for disclosing referral fees so clients clearly understand how their real estate 
professional is compensated. The revised RAD form will direct the agent to disclose 1) compensation from multiple 
sources 2) their present or potential ownership interest in the property that is the subject of the transaction, and 
3) referral (or other) fees received or paid.   
 
When should I present the RAD form to my client or principal I referred to another licensee? 
Present the form as soon as you know a referral fee will be paid or at the first appropriate point in your working relation-
ship. Ideally, this occurs when signing representation agreements or when referring the principal to another licensee. 
 
Other than the RAD form, will there be anywhere else to disclose a referral fee? 
Yes, while the RAD form is the primary tool for referral-fee disclosure, it does not replace other required documents, such 
as the Buyer Representation and Broker Compensation Agreement (BRBC) and the Residential Listing Agreement (RLA). 
Because these forms were already undergoing updates, C.A.R. is also adding a check box in the BRBC and RLA if a 
referral fee is being paid. If checked, Transact (a.k.a. zipForm) will bring in the RAD form to ensure consistent, 
comprehensive disclosure across the transaction. 
 
What if the referral fee is negotiated after the transaction begins? 
Disclose it immediately. The RAD form can be presented at any point but earlier is always better for clarity and trust. 
 
What if I receive a referral from an out-of-state agent? 
It is good practice to still disclose that you are paying a referral fee. This may be a pertinent fact to many clients. Referral 
fees paid across state lines are common, and the RAD form helps ensure transparency regardless of where the referring 
agent is licensed. 
 
What happens if referral fees aren’t disclosed? 
Failing to disclose receipt of a referral fee could expose a REALTOR® to the following: legal liability, DRE discipline, 
arbitration or disciplinary complaints, and/or loss of client trust
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