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Flexing Your Financial Modeling Muscle 
By Aaron Mugg 

   

   

   

   

   

TFA Index Chart: A Comparison of HY Bond Interest Rates Select TFA Mandates: 

California Tribe:  TFA is en-

gaged as Financial Advisor and 

Placement Agent in connection 

with raising $63 million of debt 

in the bank market. 

Project Development:  TFA is 

engaged to raise approxi-

mately $50mm of equity from 

one or more Tribes for a con-

templated corporate gaming 

project development. 

TFA Monthly Newsletter 
Headline News: 

7/27/11: Fitch affirms San 

Manuel Entertainment Author-

ity Bonds at ‘BBB’ 

(www.businesswire.com) 

7/14/11: Harrah’s Ak-Chin 

expands to meet demand 

(www.azcentral.com) 

7/13/11: Duluth’s contract with 

casino called illegal 

(www.duluthnewstribune.com) 

7/12/11: Santee Sioux gets 

loan for a casino 

(www.omaha.com) 

7/5/11: The Mohegan Tribe 

plans national push for casino 

brand 

(www.nypost.com) 

7/1/11: Judge nixes lawmak-

ers' attempt to prevent reser-

vation expansion 

(www.yumasun.com) 

In the realm of a financial 

transaction, the financial model is 

an important tool – it allows all 

parties involved to communicate 

clearly via a universal mathemati-

cal language. ‘Seeing the num-

bers’ allows bankers or investors 

to understand a transaction and 

analyze anticipated performance, 

risk, returns, timing of cash flows, 

etc.  Likewise, a financial model 

allows business operators to bet-

ter understand the implications of 

making a critical decision, such as 

raising new debt to fund a pro-

ject or refinancing existing debt.  

At the heart of any model are 

the three major financial state-

ments: Income Statement, Balance 

Sheet and Cash Flow Statement.  

Models are typically set up to 

forecast five years into the future 

and run on a quarterly or yearly 

basis.  In some situations, such as 

one that involves a construction 

project, a monthly model might be 

most appropriate. The model is 

generally built by the borrower’s 

finance staff or financial advisor 

and is almost always created in 

Excel. 

Central to any model is the 

input section.  In the case of gam-

ing, model inputs include the num-

ber of slot machines and the win 

per unit per day.  Capital expen-

ditures and other cash flow items 

are important, as are accurate 

estimates of expenses.  Typically, 

for a Tribe, the most important 

(Continued on Page 2) 
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inputs relate to the regular distributions needed 

by the government.  All of these assumptions 

work together to form the premise for the busi-

ness case - and the cash flows that result. 

Once the base cash flow model is set up, the 

ability to run scenarios makes the model a pow-

erful tool.  For example, in the case of a refi-

nancing, the debt schedule can be expanded to 

accommodate new debt structures.  The model 

can then be used to forecast the impact of alter-

native structures and terms, and the impact such 

alternatives will have on interest expense, cash 

position, debt balances and ultimately, distribu-

tion levels.  A borrower can use its financial 

model to evaluate the relative merits of lender 

proposals. 

While at times a financial model is created 

specifically for a transaction and then set aside, 

benefits exist to revisiting the model on a peri-

odic basis.  Keeping the model current can be as 

simple as replacing projections with actual per-

formance and revising future operating projec-

tions based on new budgets.  Models allow op-

erators to evaluate the impact of external 

events or significant business decisions. Some ex-

amples: 

Decreased business performance - If EBITDA 

is projected to be off by 5% due to an eco-

nomic downturn or the opening of a new com-

petitor, what is the impact to distributions?  How 

are cash balances impacted?  If this continues 

over a prolonged period, what is the impact to 

covenant compliance? 

Increased business performance – If the busi-

ness is outperforming expectations and cash is 

building, what options exist to maximize value?  

Do the benefits of a prepayment, refinancing or 

an amendment outweigh the cost or allow for 

increased distributions?  

Evaluating a project – What is the impact of 

pursuing a particular project, such as a slot floor 

expansion or a hotel renovation?  Should cash 

be used from the balance sheet or should the 

project be financed with debt?  How does this 

impact distributions? 

Finally, when working with models, always 

scrutinize the inputs. Like any analysis tool, a 

model is only as good as the inputs and assump-

tions built into it - the old adage "Garbage in, 

Garbage out" certainly applies here.  If the as-

sumptions have errors or are inaccurate, the out-

put can be misleading or worse, suggest the 

wrong course of action.  Every modeling exer-

cise is an iterative process, but flexing your fi-

nancial modeling muscle can yield valuable in-

sights. 
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