Opi nions of the Col orado Suprene Court are available to the
public and can be accessed through the Court’s honepage at
http://ww. courts. state.co.us/supct/supctcaseannctsi ndex. ht m

Opi nions are al so posted on the Col orado Bar Associ ation
honmepage at www. cobar. org.

ADVANCE SHEET HEADNOTE
December 5, 2005

No. 04SC421, Martinez v. Affordabl e Housing Network, Inc. — Real
Property Titles, Inquiry Notice, Bona Fide Purchasers

In this quiet title action, the Suprenme Court hol ds that
where a purchaser of real property is aware that the person(s)
i n possession of the property are not the sellers, the property
is conveyed by consecutive quitclaimdeeds, and the property
remai ns subject to nortgages, the circunstances are sufficient
to put the purchaser on inquiry notice of defect in title. And,
where such an inquiry would have reveal ed the patent fraud of an
underlying option agreenent, the subsequent purchaser is not a
bona fide purchaser for value. Accordingly, the court finds

that title is not properly quieted in the subsequent purchaser.


http://www.courts.state.co.us/supct/supctcaseannctsindex.htm
http://www.cobar.org.

SUPREME COURT, STATE OF COLORADO
Two East 14t h Avenue Case No.
Denver, Col orado 80203 04SC421

Certiorari to the Colorado Court of Appeals
Court of Appeals Case Nos. 01CA1669; 01CA2185;
01CA2188; 01CA2189

Petitioners:

MARVI N L. MARTINEZ and JORENE M MARTI NEZ,
V.

Respondent s:

AFFORDABLE HOUSI NG NETWORK, | NC.; SEN OR ENTREPRENEURS FOUNDATI ON;
E. W BROSSMAN, TOM SKAGGS; TROCO, INC.; and ELDON R STRONG

JUDGVENT REVERSED AND REMANDED W TH DI RECTI ONS
EN BANC
December 5, 2005

Underhill & Underhill, P.C.
Joanne P. Under hil
Dana M Arvin

G eenwood Vil |l age, Col orado

Attorneys for Petitioners
Laf f Canpbel |l Tucker Del aney & Gordon, LLP
Darrel L. Canpbell

Engl ewood, Col orado

Attorney for Respondents Troco, Inc. and Eldon R Strong
Robert Stuart MCorm ck

Fort Collins, Col orado

Attorney for Respondent Tom Skaggs




JUSTI CE MARTI NEZ del i vered the Opinion of the Court.

In this case we consider whether an interest in the
property of honmeowners, acquired through a fraudul ent schene,
properly passed to purchasers w thout actual or constructive
notice of the fraud. W examne the doctrine of inquiry notice,
particularly notice of the rights of persons in exclusive
possession of real property and of rights acquired by quitclaim
deed. Because we find inquiry notice in the factual
circunstances of this case, we reverse the decision of the court

of appeals. Martinez v. Affordable Hous. Network, Inc., 109

P.3d 983 (Col 0. App. 2005).
| . Facts and Proceedi ngs Bel ow

In the early fall of 1999, Affordable Housing Network, Inc.
(AHN) sent a mail solicitation to Marvin and JoRene Martinez
(collectively “Martinez”). The solicitation targeted homeowners
who had fallen behind on their nortgage paynents and were in
need of financial assistance. AHN advertised financial
counsel ing services, assistance with refinancing hones,
assi stance with avoiding foreclosure, and other simlar
services. After contacting AHN, Martinez nmet several tinmes with
Tom Skaggs and E. W Brossman, representatives of AHN. Skaggs
and Brossman fal sely clained that AHN was a nonprofit, volunteer
organi zation qualifying under section 501(c)(3) of the Internal

Revenue Code. Skaggs and Brossman al so falsely represented to



Martinez that AHN was part of a HUD approved programaffiliated
with Fannie Mae. They offered to help Martinez refinance the
home and, if that failed, help Martinez sell the property and
purchase a new honme with the remaining equity.

Based upon these representations, Martinez entered into an
option agreenent with AHN on Cctober 2, 1999. Under the
agreenent, AHN had an option to purchase the property for an
option fee equivalent to the amount needed to cure the nortgage
deficiency. AHN could purchase the hone under certain
conditions, including that AHN cure the default wthin ten days
and place the deed into escrow with Rocky Mountain Title.* The
deed coul d be renoved fromescrow only after receiving witten
instructions fromAHN and with proof that the two nortgages had
been paid in full or would be satisfied at cl osing.

On Cctober 7, 1999, Skaggs and Brossman net with Marvin and
JoRene Martinez and asked themto sign a quitclaimdeed to their
home. Skaggs and Brossman told Martinez that the quitclai mdeed
was for AHN s “protection” should the homeowners abandon the
property once AHN cured the nortgage default.

On Cctober 28, 1999, twenty-six days after the option
agreenent was executed, AHN cured the nortgage deficiency with a

payment of $9,020.00 and subsequently put the property up for

1 As there is no entity known as “Rocky Mountain Title,” the
parties stipulate that it is the same entity as “Rocky Muntain
Title Services, Inc.”



sale. Anong the ternms of the option agreenment, AHN was to pay
the arrears within ten days, declare in witing to the
homeowners the intent to exercise the option, and deliver the
deed into escrow. Although AHN failed to cure the nortgage
default within the specified ten-day limt, Mrtinez never
objected to the | ate paynent.

For the next six nmonths, Martinez cooperated with AHN s
efforts to sell the property. Martinez becane increasingly
di ssatisfied wth AHN s | ack of communication, |ack of effort to
refinance the hone, and failure to show the coupl e conparabl e
homes for purchase in the event their hone sold. Martinez began
receiving solicitations to refinance the honme and, ultimately,
Martinez decided to keep the honme, refinance, and rei nburse AHN
t he $9, 020.00 for the deficiency.

Martinez testified that on May 2, 2000, a real estate agent
t el ephoned the Martinez hone because she wi shed to bring a
potential buyer over to see the property. JoRene Martinez told
t he agent that she and her husband were no | onger interested in
selling their honme and intended to refinance and pay the noney
owed to AHN for the deficiency.

The real estate agent “got silent on the phone” and the
parties ended the call. The agent then contacted Brossnan who
in turn phoned JoRene Martinez and insisted that she allow the

real estate agent to show the house.



Wen the real estate agent arrived at the Martinez
resi dence, JoRene Martinez confronted the agent at her doorstep.
JoRene Martinez again stated that she did not wsh to sell the
home and told the agent not to enter the honme. The real estate
agent ignored JoRene Martinez’ protests, pushed her way into the
home, and proceeded to show the hone to Overton, a Troco, Inc.
investor. Although Overton arrived with the real estate agent
and was “right behind her” as she entered the honme, Overton
testified that he had no knowl edge of JoRene Marti nez’
statenents to the agent or JoRene Martinez’' objection to their
view ng of the property. Overton also clainmed to be unaware of
any fraudul ent conduct on the part of AHN, however, none of the
Troco investors - including Overton - sought any additional
assurances from AHN, conducted a title search, or acquired title
i nsurance before purchasing AHN's interest in the property.

Several days after the real estate agent showed the
property to Overton, the agent phoned the Martinez home and
agai n spoke with JoRene Martinez. JoRene Martinez insisted that
the real estate agent renove the sale sign fromthe yard and
remove the | ockbox for the realtor keys from outside the hone.
The real estate agent went to the Martinez honme and renoved the
sign and | ockbox that day.

Wthin the week, however, the Respondents, Troco, Inc. and

Strong (collectively “Troco”), agreed to purchase AHN s interest



in the property for $25,000.00. Martinez was not informed of
this agreenent by AHN, the real estate agent, or Troco. On My
8, 2000, AHN conpleted and recorded the Martinez quitclai mdeed.

Prior to recording the deed, AHN did not place the deed
into escrow, did not informMartinez of any arrangenent to sel
the property, and did not pay the bal ance of the two hone
nort gages or provide any proof that the nortgages woul d be
satisfied at closing.

The next day, on May 9, 2000, AHN quitclainmed the property
to Troco. The deed was recorded that sanme day. The nortgages
wer e not paid.

The parties do not dispute that placing the deed into
escrow was part of the agreenent between AHN and Martinez. The
parties also stipulate that AHN breached the terns of the
agreenent and AHN did not deliver the deed to Rocky Muntain
Title to hold in escrow. Instead, AHN recorded the deed and
conveyed its interest to Troco wthout the know edge or consent
of Martinez.

Troco purchased the home with the understanding that its
interest was subject to the bal ance of the two nortgages
totaling $112,646.00. However, the liens on the home were never
assigned to AHN or Troco, and Martinez remai ned personally
Iiable for the balance of the two nortgages. Wile Troco

averred that it intended to pay the balance of the nortgages



with the sale of the honme, Troco assunmed no actual obligation to
do so. The profits fromthe sale to Troco were retai ned by AHN
and distributed in part to Skaggs and the real estate agent. At
no point did AHN offer to return the skinmred equity to Martinez.
On May 10, 2000, Martinez received a letter from AHN
i ndicating that the hone had been sold to Troco. 1In a letter
dated May 18, 2000, Martinez was informed by Overton that
Martinez had the option of repurchasing the honme for $150, 000. 00
or vacating it by June 15, 2000. Martinez then filed suit.?
Pursuant to a court order, Martinez has remained in the honme and
has continued to make all nortgage paynents on the hone. As
part of the order, the nortgage paynents are said to be the
equi valent of rent. Martinez contributes to the equity in the
home in exchange for physical occupation of the honme and the
reduction of Martinez personal liability on the two nortgages.
At the close of Martinez’ evidence, Troco noved for a
directed verdict on the rescission claim The trial court found

that Martinez had abandoned the claimfor rescission by failing

2 Martinez’ anended conplaint alleged clains of breach of
contract, fraud, rescission, unjust enrichment, filing a
fraudul ent deed in the public record, and violations of the

Col orado Organi zed Crinme Control Act, 8§ 18-17-104 to § 18-17-
109, C. R S. (2003), the Uniform Consuner Credit Code, § 5-1-101
to 8§ 5-13-101, C R S (2003) (UCCC), and the Col orado Consuner
Protection Act, 8 6-1-101 to 8 6-1-1001, C R S. (2003). The
trial court dismssed the UCCC claimon sumrary judgnent notion
and the remaining clains proceeded to trial.



to restore to AHN the option price that would have put AHN in
the position it would have been in but for the contract. The
court further reasoned that Troco was a bona fide purchaser
entitled to rely upon the deed recorded by AHN. Based on these
findings, the trial court quieted title wth Troco and di sm ssed
the Martinez’ clainms against them A jury returned verdicts for
Martinez and agai nst the other defendants on all of the
remai ni ng cl ai ns.

Martinez raised a nunber of issues on appeal, the mgjority
of which were appropriately resolved by the | ower courts and
w Il not be disturbed here. W address only those issues raised
wWith respect to Martinez’ quiet title claim In the argunent to
the appellate court, Martinez asserted that the trial court
erred in quieting title wth Troco on three grounds: 1) the
property should have been returned to Martinez under Col orado’ s
stolen property statute, section 18-4-405, C.R S. (2003)3% 2) the
trial court inproperly dism ssed the Martinez’ rescission claim
and 3) the purchasers had notice of Martinez interests.

The court of appeals found that the stolen property statute
was not applicable. The court went on to agree with the trial
court that the rescission claimhad been abandoned and that the

purchasers received good title as bona fide purchasers for

® Both the trial court and the court of appeals correctly
determ ned that the stolen property statute does not apply here.
Consequently, we did not grant certiorari on this issue.



value. In reaching this result, the court found that the trial
record supported the conclusion that the purchasers paid val ue,
in good faith, and took title w thout actual or constructive
notice of any defect.

We granted certiorari to determ ne whether the two
quitclaimdeeds resulted in valid title passing to bona fide
purchasers.

1. Analysis

Martinez argues that the deed to AHN is voi d because the
deed was never delivered into escrow and, consequently, the
conditions precedent to the rel ease of the deed from escrow were
never satisfied. In response, Troco asserts that Martinez was
fraudulently induced to quitclaimthe deed to AHN and fraudul ent
i nducenent renders the deed nerely voi dable. Therefore, Troco
asserts, it is protected as a subsequent bona fide purchaser for
val ue, notw t hstandi ng the agreenment between Martinez and AHN to
hold the deed in escrow.

In Part A, we begin with a review of the determ nations
made by the courts below with particular focus on the courts’

treatment of whether Troco qualifies as a bona fide purchaser

* The specific issues on which we granted certiorari are: 1)

whet her the grantee acquired an interest in petitioner’s hone by
a quitclaimdeed notw thstandi ng an agreenent to hold the deed
in escrow and 2) whether the investors who took the subsequent
quitclaimdeed to the honme fromthe grantee were bona fide

pur chasers.



In Part B, we address whether inquiry notice was triggered by
the circunstances of this case. |In that latter part of our
anal ysis, we | ook closely at the factual circunstances of the
case to determ ne whether the know edge of AHN s fraud may be
correctly inputed to Troco, thereby defeating Troco’s bona fide
pur chaser st at us.

A

In its order quieting title with Troco, the trial court
found that Martinez had abandoned the claimfor rescission and
that Troco was a bona fide purchaser entitled to rely upon the
deed recorded by AHN. The court of appeals affirnmed the trial
court on both issues.

In its analysis of the rescission issue, the court of
appeal s correctly determ ned that Martinez signed the deed and
that material changes to the deed were insufficient to render
the deed a forgery. Thus, the deed was not void and the burden
was on Martinez to rescind the fraudulently procured deed prior
to its conveyance to a subsequent bona fide purchaser. The
court correctly determned that Martinez’ failure to tender to
AHN t he $9,020.00 resulted in the abandonment of Martinez’ right
to rescind. However, because a deed voidable for fraud only
protects a subsequent purchaser if the subsequent purchaser took
the property for value and without notice of any defect in

title, see Upson v. Goodl and State Bank & Trust Co., 832 P.2d

10



704, 705-06 (Colo. 1992), the disposition of this case turns
upon whether Troco was a bona fide purchaser

In the quiet title order, the trial court found that Troco
was a bona fide purchaser of the property. The court of appeals
subsequently affirnmed, finding that Troco qualified as a bona
fi de purchaser because Troco paid value, in good faith, wthout
any notice of defect in title. Mrtinez, 109 P.3d at 988-89.
Upon exam nation of the record, we find no error with the
determ nation that Troco paid value in good faith. A closer
exam nation of whether Troco took the property w thout notice of
a defect in title, however, is warranted.

We have traditionally recognized three fornms of notice:
actual notice, constructive notice, and inquiry notice.

Franklin Bank, N.A. v. Bowing, 74 P.3d 308, 313 (Colo. 2003).

Actual notice occurs when a party has actual know edge of a
title defect. 1d. Wile both “constructive and inquiry notice
operate to inpute know edge to a party under certain specific
conditions,” we recognize themas separate inquiries. |d. at
313 n.11. Constructive notice arises where a search of the
title records would have revealed a defect. See id. at 313.
“Inquiry notice arises when a party becones aware or shoul d have
beconme aware of certain facts which, if investigated, would

reveal the claimof another.” 1d. However, notice will not be

“Iinmputed to a purchaser if a reasonable search would prove, or

11



woul d have proven, futile.” Littlefield v. Banberger, 32 P.3d

615, 619 (Colo. App. 2001).

Fromthe record below, it is clear that Troco did not have
actual notice of a defect intitle. It is also clear that
constructive know edge of a defect in title cannot be inputed
fromthe record title at the time of Troco’ s purchase. The
record title would have revealed that title was recorded in
Martinez’ nanme, but it would not have reveal ed a defect in the
t hen unrecorded quitclaimdeed held by AHN, or the underlying
fraud used to procure said deed.

The trial court addressed inquiry notice only briefly
during the court’s oral order at trial:

This claimagainst themis really on the weakest

thread, which is — is that at the tinme they went over

to the house and Ms. Martinez expressed sonme regret

about show ng the house or about wanting to go through

with it, that this should have put them on notice .

The law is not intended to ask bona fide

purchasers to inquire into whether or not a

mani f estati on of sone outward response is .

buyer’s renorse
At this stage of the trial, the court properly considered the
facts in the light nost favorable to Martinez by assum ng that
Troco had know edge of the conversation between the real estate
agent and JoRene Martinez. The court then found that this
knowl edge was not enough to give rise to a duty of inquiry.

The court of appeals largely adopted the trial court’s

conclusion that inquiry notice had not been triggered.

12



Martinez, 109 P.3d at 988-89. The court of appeals further held
that even if a reasonable inquiry had been conducted, it “would
have shown that AHN possessed legitimte title pursuant to the
terms of an executed option agreenent and that [Martinez’ ]
possessi on of the property was in accordance with this
agreenment.” 1d. at 989.

Both the trial court and the court of appeals concl uded
that even if an appropriate inquiry were conducted, such an
inquiry would have led to the discovery of the option agreenent,
but woul d not have reveal ed the fraud of the underlying
transaction. In its suggestion that an inquiry would have
nmerely reveal ed “buyer’s renorse,” the trial court inplicitly
acknow edged t he sal es arrangenent that was enbodied in the
option agreenent. The court of appeals explicitly recognized
that an inquiry would have led to the option agreenent:

[ T] he evidence at trial indicates that a reasonable

i nvestigation would not have reveal ed the fraud

perpetrated by AHN. Instead, a reasonable inquiry

woul d have shown that AHN possessed legitimate title

pursuant to the ternms of an executed option agreenent

and that [Martinez’'] possession of the property was in
accordance wth this agreenent.

We do not find any error wwth the anal ysis of the | ower
courts recogni zing that the option agreenment woul d have been
di scovered upon reasonable inquiry. However, for reasons

di scussed bel ow, we reject the conclusion of the | ower courts

13



that the facts of this case did not require reasonable inquiry
t hat woul d have reveal ed the underlying fraud.
B

Because the court of appeals determned that an inquiry
woul d not have reveal ed that the deed was voi dable due to the
underlying fraud, the court never fully addressed whet her
inquiry notice was triggered by the circunstances of this case.
M ndf ul of the procedural posture of this case, we now exam ne
t he evidence presented at trial to resolve this issue before
returning to the conclusion of the |ower courts that a
reasonabl e inquiry woul d have been futile.

I nquiry notice inputes knowl edge where the circunstances
are such that they would have aroused the suspicions of an

ordinary purchaser. See Littlefield, 32 P.3d at 618-19. And,

once there is a duty to inquire, the purchaser “w |l be charged
with all know edge that a reasonabl e investigation would have

revealed.” Franklin Bank, N A, 74 P.3d at 313; see al so Burnman

v. R chnond Honmes Ltd., 821 P.2d 913, 919 (Col o. App. 1991).

It is well settled in Colorado that, with certain
exceptions inapplicable here, possession of real estate is
sufficient to put an interested person on inquiry notice of any
| egal or equitable claimthe person or persons in open,
not ori ous, and excl usi ve possession of the property may have.

See Hitchens v. MIner Land, Coal & Townsite Co., 65 Colo. 597

14



601, 178 P. 575, 576 (1919); Col burn v. Glcrest, 60 Colo. 92,

94, 151 P. 909, 910 (1915); Yates v. Hurd, 8 Colo. 343, 344, 8

P. 575, 576 (1885); Tiger v. Anderson, 976 P.2d 308, 310 (Col o.

App. 1998).

This court has found that the rule applies where “the
party having and al |l egi ng possession is the plaintiff in a suit
to reforman instrunent which purports to vest title to the
| and, so possessed, in another.” Hitchens, 65 Colo. at 601, 178
P. at 577. Further, where the party in possession is the sole
tenant and | essee, certain circunstances nay give rise to a duty
toinquire as to their rights as tenants beyond nere possessory

rights. See Cohen v. Thomas & Son Transfer Line, Inc., 196

Col 0. 386, 388, 586 P.2d 39, 41 (1978).

I n Cohen, we rejected the assertion that a prospective
purchaser with constructive notice of the | essee’s tenancy has
only the limted duty to inquire about the possessory rights of
the tenant. 1d. The party in possession of the property in

Cohen was the | essee of a commercial property which had been

conveyed fromthe |essor/grantor to a third-party grantee. |d.
at 387, 586 P.2d at 40. The |essee sought specific perfornance
of aright of first refusal contained in the lease. 1d. The

| ease was never recorded, and the |ease termhad actually

expired at the time of the sale. 1d. Although the purchasers

were aware of the existence of the expired | ease, they never

15



asked to see the | ease, nor did they question the | essee.
Cohen, 196 Col o. at 387-88, 586 P.2d at 40. Under those

ci rcunst ances, we concluded that a “reasonable inquiry woul d
have included inquiry of the | essee who was the sole tenant in
possession.” |d. at 388, 586 P.2d at 41.

The present case is not dissimlar on the facts. Troco was
aware that Martinez was in physical possession of the property.
Troco also had a duty to inquire as to Martinez’ rights as a
| essee, and is deened to have constructive notice of those

rights. Id. at 388, 586 P.2d at 40. See also Cook v. Hargis,

164 Col 0. 368, 376, 435 P.2d 385, 390 (1967). Here, the | ease
agreenent was contained within the option agreenent. Thus,
Troco was on inquiry notice of Martinez’ rights as contained in

the option agreenment. As in Cohen, the | essee had both tenancy

and possessory rights contained in an agreenent of which the
purchaser had inquiry notice. Consequently, Troco had a duty
under the circunstances to inquire as to both the Martinez’
possessory and tenancy rights.

In determ ning that the circunstances of this transaction
were sufficient to put Troco on inquiry notice, we also consider
that these conveyances were nmade by quitcl ai m deeds.

Col orado has rejected the now di sfavored notion that a
quitclaimdeed is enough, in itself, to put a purchaser on

notice of a defect in title. Franklin Bank, N A, 74 P.3d at
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313 n.12. Although it is true that a quitclai mdeed does not
convey title but only that interest that the grantor has to
convey, we do not find this [imtation so unusual that a
pur chaser should, on this basis alone, be wary of the validity
of this type of conveyance. However, while a conveyance by
quitclai mshould not automatically raise suspicion, it should
not shield a transaction fromscrutiny either. Wen a grantor
chooses to convey property by quitclaim an elenment of risk is
i nposed upon the buyer that would not otherw se be present if
t he conveyance were by warranty deed. Thus, although by no
means di spositive, a conveyance by quitclaimis a significant
factor to be considered when assessing inquiry notice. See id.
Here, there were two back-to-back quitclai mconveyances.
Troco purchased the second quitclai mdeed from AHN w t hout
conducting a title search or making any further inquiry into the
transaction. Troco al so purchased the property fully aware that
the Martinez’ two recorded nortgages had not been satisfied. It
does not appear that Troco nmade any inquiry as to why the
property remai ned subject to these liens. Fromthe buyer’s
standpoint, this is an unusual transaction to sinply accept at
face val ue.
Pursuant to two back-to-back quitclaimconveyances -
nei ther of which satisfied the attendant nortgages prior to sale

- Troco purchased the property fromAHN fully aware that

17



Martinez was in physical possession of the property. W find
that an ordinary purchaser in Troco’ s position would have been
suspi cious of the circunstances surrounding this transaction and
shoul d have inquired further. A reasonable inquiry would have

i ncluded both an inquiry into Martinez’ tenancy rights as well
as into Martinez' possessory rights. Moreover, a reasonable
inquiry into the tenant’s rights in this case woul d have | ed,

w thout further inquiry, to the possessory interests precisely
because the | ease was contained in the fraudul ent option

agr eenent .

Al though it was not necessary for the trial court to
resolve the issue of whether Troco was aware of the conversation
bet ween JoRene Martinez and the real estate agent in a md-trial
order, it is a circunstance relevant to inquiry notice. |If
Overton was aware of JoRene Martinez’ statenents to the rea
estate agent (i.e., her statenents that they did not wish to
sell their hone, planned to repay AHN, and renmain in the hone),
her statenments woul d have put Troco on notice that there was a
potential problemw th the quitclaimconveyance to AHN. JoRene
Martinez’ statenents, described by the trial court as “buyer’s
renorse,” indicated a conflict in the owership of the property.

Contrary to the trial court’s legal conclusion, it is not
too nuch to ask that a buyer make further inquiries when made

aware that the person in physical possession of the property

18



believes they are in fact the true owner of the property. Wen
a reasonabl e person is nade aware that soneone in physica
possessi on of property clains ownership, the prudent course of
action is to make further investigations.

Whet her Troco was aware of JoRene Martinez' statenents is a
relatively mnor consideration in our analysis of inquiry notice
inthis case. That Troco knew Martinez was living in the hone,
especi ally when considered together with the quitclaimdeeds and
unsati sfied nortgages, created a duty on the part of Troco to
inquire further.

As noted in Part A and in our discussion of tenancy rights,
a reasonable inquiry would have led to the option agreenent
between Martinez and AHN. The |ower courts concluded that the
di scovery of the option agreenment would not have reveal ed the
underlying fraud. Martinez, 109 P.3d at 989. However, upon
review of the agreenent, we find this conclusion in error.

By its express terns, the option agreenent woul d have
plainly reveal ed that AHN had not purchased the quitclai mdeed
according to the option terns. This conclusion may be drawn
fromTroco’s avernent that they took the quitclaimdeed subject
to the nortgages, in conjunction with the plain | anguage of the
option agreenent that required that the two nortgages be
satisfied as a condition precedent to the rel ease of the deed

from escrow. G ven that Martinez remained |liable on the
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nort gages and the property remai ned subject to the |iens when
Troco purchased the property, it would have been apparent that
the conditions of the contract were breached by AHN

In sum a reasonabl e investigation would have reveal ed the
option agreenent and the underlying fraud. Hence, because Troco
had a duty to inquire, we inpute the know edge of the contract
breach and resultant defect in delivery of the deed to Troco.
Therefore, Troco is not protected as against Martinez claim
because Troco was on inquiry notice that the deed was
fraudul ently procured.

I11. Conclusion

We conclude that the trial court erred when it found at
md-trial that Troco was a bona fide purchaser w thout notice.
Accordingly, we reverse the decision of the court of appeals
affirmng the trial court’s quiet title order. W remand for

further proceedi ngs consistent wth this opinion.
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