PART 10
LIABILITY OF TRUSTEES AND RIGHTS

OF PERSONS DEALING WITH TRUSTEES

15-5-1012. Protection of person dealing with trustee. (a) A PERSON OTHER THAN A
BENEFICIARY WHO IN GOOD FAITH ASSISTS A TRUSTEE, OR WHO IN GOOD FAITH AND FOR
VALUE DEALS WITH A TRUSTEE, WITHOUT KNOWLEDGE THAT THE TRUSTEE IS EXCEEDING
OR IMPROPERLY EXERCISING THE TRUSTEE'S POWERS, IS PROTECTED FROM LIABILITY AS IF
THE TRUSTEE PROPERLY EXERCISED THE POWER.

(b) A PERSON OTHER THAN A BENEFICIARY WHO IN GOOD FAITH DEALS WITH A
TRUSTEE IS NOT REQUIRED TO INQUIRE INTO THE EXTENT OF THE TRUSTEE'S POWERS OR
THE PROPRIETY OF THEIR EXERCISE.

(c) A PERSON WHO IN GOOD FAITH DELIVERS ASSETS TO A TRUSTEE NEED NOT
ENSURE THEIR PROPER APPLICATION.

(d) A PERSON OTHER THAN A BENEFICIARY WHO IN GOOD FAITH ASSISTS A
FORMER TRUSTEE, OR WHO IN GOOD FAITH AND FOR VALUE DEALS WITH A FORMER
TRUSTEE, WITHOUT KNOWLEDGE THAT THE TRUSTEESHIP HAS TERMINATED, IS
PROTECTED FROM LIABILITY AS IF THE FORMER TRUSTEE WERE STILL A TRUSTEE.

(e) COMPARABLE PROTECTIVE PROVISIONS OF OTHER LAWS RELATING TO
COMMERCIAL TRANSACTIONS OR TRANSFER OF SECURITIES BY FIDUCIARIES PREVAIL

OVER THE PROTECTION PROVIDED BY THIS SECTION.

UTC Part 1012, Page 1



NCCUSL COMMENTS
This section is derived from Section 7 of the Uniform Trustee Powers Act.

Subsection (a) protects two different classes; persons other than beneficiaries who assist a trustee
with a transaction, and persons other than beneficiaries who deal with the trustee for value. As
long as the assistance was provided or the transaction was entered into in good faith and without
knowledge, third persons in either category are protected in the transaction even if the trustee
was exceeding or improperly exercising the power. For the definition of “know,” see Section
104. This Code does not define “good faith” for purposes of this and the next section. Defining
good faith with reference to the definition used in the State’s commercial statutes would be
consistent with the purpose of this section, which is to treat commercial transactions with
trustees similar to other commercial transactions.

Subsection (b) confirms that a third party who is acting in good faith is not charged with a duty
to inquire into the extent of a trustee’s powers or the propriety of their exercise. The third party
may assume that the trustee has the necessary power. Consequently, there is no need to request
or examine a copy of the trust instrument. A third party who wishes assurance that the trustee has
the necessary authority instead should request a certification of trust as provided in Section 1013.
Subsection (b), and the comparable provisions enacted in numerous States, are intended to
negate the rule, followed by some courts, that a third party is charged with constructive notice of
the trust instrument and its contents. The cases are collected in George G. Bogert & George T.
Bogert, The Law of Trusts and Trustees § 897 (Rev. 2d ed. 1995); and 4 Austin W. Scott &
William F. Fratcher, The Law of Trusts § 297 (4th ed. 1989).

Subsection (c) protects any person, including a beneficiary, who in good faith delivers property
to a trustee. The standard of protection in the Restatement is phrased differently although the
result is similar. Under Restatement (Second) of Trusts § 321 (1959), the person delivering
property to a trustee is liable if at the time of the delivery the person had notice that the trustee
was misapplying or intending to misapply the property.

Subsection (d) extends the protections afforded by the section to assistance provided to or
dealings for value with a former trustee. The third party is protected the same as if the former
trustee still held the office.

Subsection (e) clarifies that a statute relating to commercial transactions controls whenever both
it and this section could apply to a transaction. Consequently, the protections provided by this
section are superseded by comparable protective provisions of these other laws. The principal
statutes in question are the various articles of the Uniform Commercial Code, including Article 8
on the transfer of securities, as well as the Uniform Simplification of Fiduciary Securities
Transfer Act.
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Colorado 2005 UTC Committee Comments

The Colorado Probate Code, §15-1-509, C.R.S., provides that a fiduciary has a
duty to act reasonably and equitably with due regard for his obligations and
responsibilities towards the interests of beneficiaries and creditors and the estate
or trust involved. Section 15-1.1-101, et. seq., C.R.S., of the Prudent Investor
Rule, provides that a trustee is not liable to a beneficiary to the extent that the
trustee has acted reasonably and with reasonable reliance under the provisions
of the trust.

Colorado 2016 UTC Committee Comments/Recommendation
1. Section 1012 is referenced in 15-5-802(b), and 15-5-1001(b)(9).

2. Recommendation: Keep UTC language.

REFERENCE MATERIAL

C.R.S. § 15-1-509. Fiduciary duty

In the exercise of any of the powers granted in this part 5, a fiduciary has a duty to act
reasonably and equitably with due regard for his obligations and responsibilities toward the
interests of beneficiaries and creditors and the estate or trust involved and the purposes
thereof and with due regard for the manner in which men of prudence, discretion, and
intelligence would act in the management of the property of another.

HISTORY: Source: L. 77: Entire part R&RE, p. 827, § 1, effective July 1.

C.R.S. § 15-1.1-101. Prudent investor rule

(a) Except as otherwise provided in subsection (b) of this section, a trustee who invests and
manages trust assets owes a duty to the beneficiaries of the trust to comply with the
prudent investor rule set forth in this article.

(b) The prudent investor rule, a default rule, may be expanded, restricted, eliminated, or
otherwise altered by the provisions of a trust. A trustee is not liable to a beneficiary to the
extent that the trustee acted in reasonable reliance on the provisions of the trust.

HISTORY: Source: L. 95: Entire article added, p. 309, § 1, effective July 1.
C.R.S. § 15-1.1-102. Standard of care - portfolio strategy - risk and return objectives

(d) A trustee shall make a reasonable effort to verify facts relevant to the investment and
management of trust assets.
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C.R.S. § 15-1.1-104. Duties at inception of trusteeship

Within a reasonable time after accepting a trusteeship or receiving trust assets, a trustee
shall review the trust assets and make and implement decisions concerning the retention
and disposition of assets, in order to bring the trust portfolio into compliance with the
purposes, terms, distribution requirements, and other circumstances of the trust, and with
the requirements of this article.

C.R.S. § 15-1.1-107. Investment costs
In investing and managing trust assets, a trustee may only incur costs that are appropriate

and reasonable in relation to the assets, the purposes of the trust, and the skills of the
trustee.

C.R.S. § 15-1.1-109. Delegation of investment and management functions

(@) A trustee may delegate investment and management functions that a prudent trustee of
comparable skills could properly delegate under the circumstances. The trustee shall
exercise reasonable care, skill, and caution in:

(1) Selecting an agent;

(2) Establishing the scope and terms of the delegation, consistent with the purposes and
terms of the trust; and

(3) Periodically reviewing the agent's actions in order to monitor the agent's performance
and compliance with the terms of the delegation.

(b) In performing a delegated function, an agent owes a duty to the trust to exercise
reasonable care to comply with the terms of the delegation.

(c) A trustee who complies with the requirements of subsection (a) of this section is not
liable to the beneficiaries or to the trust for the decisions or actions of the agent to whom
the function was delegated.

(d) By accepting the delegation of a trust function from the trustee of a trust that is subject
to the law of this State, an agent submits to the jurisdiction of the courts of this State.

HISTORY: Source: L. 95: Entire article added, p. 311, § 1, effective July 1.
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