SUPREME COURT OF MINNESOTA

Shaw Acquisition Co. v. Bank of Elk River
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SUMMARY

The Minnesota Supreme Court held that, in the foreclosure of a split-priority mortgage, an intervening

mechanic's lien must be satisfied from foreclosure-sale proceeds after the mortgagee receives the

amount secured in the first-priority position, but before the junior portion of the mortgage. The court

affirmed summary judgment for Shaw Acquisition Company, relying on common-law priority

principles and concluding that Minn. Stat. §3 580.10 and 580.225 did not clearly abrogate those

principles.
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The Bank appealed from summary judgment entered in favor of Shaw
Acquisition Company, a mechanic's lien claimant. The Minnesota
Court of Appeals affirmed, and the Minnesota Supreme Court granted

review.

Statutory construction is reviewed de novo. The summary-judgment

ruling was also reviewed under the applicable de novo standard.
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QUESTIONS PRESENTED

1. Whether, under Minn. Stat. §§ 580.10 and 580.225, a mechanic's lien in the second-priority position may
be satisfied from foreclosure-sale proceeds after the mortgagee has received satisfaction of the senior

portion of a split-priority mortgage but before the junior portion of that mortgage is satisfied.

2. Whether the Bank's foreclosure-sale bids created a surplus available to satisfy Stewart Lumber's

mechanic's lien.

3. Whether the Bank could redeem from the junior portion of its split-priority mortgage.

HOLDINGS

1. When a mortgage has split priorities, an intervening mechanic's lien may be satisfied from foreclosure-
sale proceeds after the mortgagee has received satisfaction of the mortgage advances holding first

priority, before the mortgagee receives satisfaction of its junior mortgage advances.

2. The parties' stipulation, adopted as the district court's findings and judgment, controlled the priority

arrangement applied to the foreclosure proceeds.

3. A construction lender seeking priority for future advances should enter into a written construction loan

agreement making the advances obligatory.

4. The court declined to decide whether a split-priority mortgagee may redeem from the junior portion of
its mortgage because the issue was not squarely presented and the record did not establish that the Bank

actually redeemed.

KEY QUOTATIONS

“When property is sold under the execution of the power of sale, the proceeds of the sale stand in place of the
property sold.” (639 N.W.2d at 877)

“The rights of the parties, as they before existed, are not transposed by the sale, and the court will apply the
fund in accordance with their rights as they existed in respect to the land.” (639 N.W.2d at 877)

“After Stewart Lumber has received satisfaction for its mechanic's lien, the Bank may claim satisfaction for

the portions of its mortgages in the third-priority positions.” (639 N.W.2d at 877)

“The solution under Minnesota law for a construction lender seeking to protect itself from the loss of its
mortgage's priority is to enter into a written construction loan agreement making all advances obligatory.”
(639 N.W.2d at 878)

FACTUAL BACKGROUND

Allied Mortgage gave the Bank mortgages on two adjoining properties, but the parties did not enter into written
construction loan agreements. The Bank made some advances before the mechanic's lien attached and additional

advances afterward; under the parties' stipulation adopted by the district court, the later advances were junior to



Stewart Lumber's mechanic's lien. The Bank later purchased both properties at foreclosure sales by bidding the

full mortgage indebtedness, and Shaw sought to satisfy its lien from the foreclosure-sale proceeds.

PROCEDURAL HISTORY

Shaw Acquisition commenced a mechanic's lien foreclosure action in district court. The parties stipulated to the
priority of the Bank's mortgage advances and Shaw's mechanic's lien, and the district court entered judgment
adopting that stipulation. After the Bank purchased the properties at mortgage foreclosure sales, Shaw sought
payment from the foreclosure proceeds. The district court granted Shaw summary judgment, the court of appeals

affirmed, and the supreme court affirmed.

DISPOSITION

affirmed
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