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Priority Distributions: Good, Bad, or Indifferent? 
by David Howard 

As we walk through gaming debt 

agreements with Tribal leadership, 

some are surprised and also a bit con-

cerned when they realize that upon a 

default, the lender may stop any and 

all distributions to the Tribe.  This pro-

vision is standard in all Tribal gaming 

loans and is the lenders’ primary way 

to protect their loan.  This is a scary 

thought for any Tribe – particularly 

those that depend on gaming revenues 

to fund their governmental operations, 

programs and per capita distributions. 

 

One way to protect a certain amount 

of distributions to the Tribe is to in-

clude a provision called a Priority Dis-

continued on Page  

tribution.  These distributions are al-

lowed to be made even in the event of 

default and are paid even before the 

lenders’ are paid their principal and 

interest payments.  The size of a Priori-

ty Distribution depends upon the total 

level of cash flow that supports the 

related financing; however, priority 

distributions typically range from 

$ ,  to $  million per month, or 

$  million to $  million annually.  

 

Important to note, the amount of Pri-

ority Distributions is not meant to fully 

fund government operations; rather, it 

provides for a baseline of protection 

that can be counted upon even in a 
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default situation. 

 

In a gaming-related financing, Priority 

Distributions are effectively treated 

like an operating expense of the casi-

no.  Therefore, lenders will deduct the 

amount of Priority Distributions from 

the casino EBITDA.  The total amount 

of outstanding gaming debt is then 

divided by this adjusted  EBITDA to 

calculate the primary financial loan 

covenant ratio – Total Leverage.  Like 

all good things, the Priority Distribu-

tion comes with a cost, as the Total 

Leverage Ratio is a key metric in deter-

mining the interest rate on the loan… 

the higher the leverage, the more ex-

pensive the interest costs.   While it 

may be important, having the safety of 

a Priority Distribution could cost a 

Tribe millions of dollars over the life of 

the loan. 

 

Is it worth it?  The answer, as you 
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might expect, is that it depends.  For 

Tribes with slightly higher Total Lever-

age greater than . x  and a high de-

pendence on gaming revenues to fund 

governmental operations, it often is a 

good idea to negotiate a Priority Distri-

bution into the debt agreements.  For 

Tribes with lower Total Leverage and 

strong cash flow from their gaming 

operations that generate well in excess 

of $  to $  million in tribal distribu-

tions anyway, the incremental interest 

cost is like buying insurance that you 
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will never need.  That said, political 

factors may come into play and some 

Tribes may want to insure a default 

proof  distribution to protect govern-

ment bond obligations or per capita 

payments. 

 

Each situation is unique, but it’s good 

to know there is mechanism available 

to Tribes to protect a certain amount 

of distributions. 
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