UNITED STATES DISTRICT COURT FOR THE DISTRICT OF COLUMBIA

In re Matthew Edward Shkor

In re Shkor - No. Case No. 23-cv-03648 (APM) - Decided December 3, 2025

SUMMARY

The U.S. District Court for the District of Columbia affirmed a bankruptcy court judgment recognizing
Capital Bank’s first-priority lien under the equitable doctrine of replacement of mortgages. The court
held that District of Columbia law would recognize the doctrine and that Cornerstone was not
materially prejudiced by Capital Bank’s refinancing of its original mortgage or by Cornerstone’s

subsequent loans made with knowledge of the refinancing.
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QUESTIONS PRESENTED
1. Whether District of Columbia law recognizes the equitable doctrine of replacement of mortgages.

2. Whether the requirements of the replacement-of-mortgages doctrine were satisfied on the undisputed

facts, including whether the refinance materially prejudiced Cornerstone.

3. Whether Capital Bank's first-priority lien was limited to the subrogated principal amount without

interest exceeding that amount.

HOLDINGS

1. District of Columbia law recognizes, or would recognize, the equitable doctrine of replacement of
mortgages, under which a lender refinancing its own senior mortgage may retain the original lien's
priority when the original mortgage is released and replaced in the same transaction, absent material

prejudice to a junior lienholder.

2. The doctrine applied because Capital Bank's original mortgage was paid off and released and was
replaced by a new mortgage in the same transaction, and Cornerstone was not materially prejudiced by
the refinance.

3. Capital Bank's first-priority lien properly secured $1,583,473.95 in principal plus interest at five percent

per annuim.

KEY QUOTATIONS

“when a senior mortgage is released of record and, as part of the same transaction, is replaced with a new
mortgage, the latter mortgage retains the same priority as its predecessor, except to the extent that any
change in the terms of the mortgage or the obligation it secures is materially prejudicial to the holder of a

junior interest in the real estate.” (9)

“Ultimately, the guiding question is “whether the payor reasonably expected to get security with a priority

equal to the mortgage being paid.”” (11)

“Cornerstone cannot now claim prejudice from having lost that bet.” (12)

FACTUAL BACKGROUND

In 2017, Matthew Shkor obtained a first-position deed of trust loan from Capital Bank and a second-position
deed of trust loan from Cornerstone. In 2018, Capital Bank refinanced its loan, paid off and released the original
lien, and recorded a new lien, but Cornerstone did not release its existing lien. Because the refinance made
Cornerstone's lien appear first in the land records, Cornerstone later made additional loans to Shkor and initiated

foreclosure proceedings. Capital Bank sought a declaration that its refinanced lien retained first priority.

PROCEDURAL HISTORY

Capital Bank filed an action in the District of Columbia Superior Court to prevent Cornerstone from foreclosing
on property owned by Matthew Shkor. After Shkor filed for bankruptcy, the matter was removed to the
bankruptcy court, where Capital Bank amended its complaint to seek a declaratory judgment concerning lien

priority. Following cross-motions for summary judgment and a two-day bench trial, the bankruptcy court



recognized the equitable doctrine of replacement of mortgages under District of Columbia law and entered

judgment giving Capital Bank first-priority status. Cornerstone timely appealed.

DISPOSITION

affirmed
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