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Brushing off skeptics, Yung happy with $2.75B casino buy

As it happened, gaming analyst Cory Morowitz pegged Yung's purchase at nine times EBITDA (earnings before interest, taxes, depreciation and amortization), placing it at the high end of recent casino acquisitions.
"If they're looking to build a national brand, this gets them into the two largest marketplaces, with the potential for a great property in Las Vegas and one of the better performers in Atlantic City right now. If the strategy is to tie all the properties together and he's got the capital to make these things winners in the markets where they operate, it could turn out to be a great story in the future. But it's got significant risks associated with it," said Morowitz, chairman of Morowitz Gaming Advisors LLC, a financial consultancy based in New Jersey. 

The Aztar purchase agreement requires Columbia Sussex to pay an extra $321,000 a day if the deal isn't closed by November. The figure rises to $428,000 a day if it doesn't close by February. Before the deal can close, Yung has to sell off a casino in Caruthersville, Mo., then get regulatory approval in four states. Morowitz called that "an aggressive timetable." 

He also questioned whether Yung will be able to squeeze operating efficiencies out of Aztar's existing properties. Yung said Columbia Sussex is one of the hotel industry's leanest operators, adopting practices he learned while improving factory efficiencies at the Andrew Jergens plant in Cincinnati. 

But Morowitz said the Tropicana property in Atlantic City is a sprawling complex that has "built-in inefficiencies." In other properties, he said, "there might be another $20 million in cash flow that you can wring out of efficiencies, but that doesn't get you the kind of returns you're going to need." 

Likewise, a national marketing campaign to build up the Tropicana brand would take a major capital investment, Morowitz said.

Morowitz said $1.5 billion won't be enough to maximize the site's value.

Gaming industry experts say that Bill Yung is paying too much to acquire Aztar Corp., the publicly traded parent company of the Tropicana casinos in Las Vegas and Atlantic City. 

Yung's Columbia Sussex Corp. agreed May 19 to pay $2.75 billion for the Phoenix-based company, topping a rival bid from Pinnacle Entertainment Inc. by more than $100 million. 

Experts question whether Yung can get a return on his massive investment. But six days after the deal was signed, Yung let the Courier in on a little secret: He was willing to pay even more. 

"My breaking point was higher than theirs," Yung said of the bidding war with Pinnacle. "They knew I could outbid 'em." 

As it happened, gaming analyst Cory Morowitz pegged Yung's purchase at nine times EBITDA (earnings before interest, taxes, depreciation and amortization), placing it at the high end of recent casino acquisitions. Morgan Joseph & Co. analyst Adam Steinberg started questioning the economics of the deal once bidding reached $43 per share. Yung's winning bid came in at $54 per share. Christian Marfels, an economics professor in Halifax, Nova Scotia, agreed the deal is too rich. 

"Tropicana (Las Vegas) is an old property. It couldn't compete. What do you get for your money? You get the land. That casino has to be imploded," he said. 

The Aztar deal was the last volley in a running feud between Yung's company and Las Vegas-based Pinnacle, owner of the Belterra Casino Resort & Spa near Vevay, Ind. Prior to the Aztar bid, the two companies fought in court for more than two years over casino sites in St. Louis. Yung told the Courier that he might file a new lawsuit, alleging that Pinnacle persuaded Missouri regulators to deny Columbia Sussex a gaming license in that state. 

In conference calls with analysts, Pinnacle CEO Dan Lee has accused Columbia Sussex of using court challenges to stall its plans for a $400 million casino on the St. Louis riverfront. By next summer, Yung will be competing head-to-head against Pinnacle in St. Louis, with an Illinois gaming boat he recently purchased in East St. Louis, just across the river from Pinnacle's downtown site. Pinnacle officials wouldn't comment on the allegations. 

Those who know Yung don't think the rivalry was a factor in the Aztar bidding war. Yung said flatly that he didn't pay too much for the Aztar properties. 

"The lenders feel very confident about it, and so do I," he said. "We're not going to have any trouble servicing our debt." 

Yung said he can make a return on his Aztar investment by operating its casinos more efficiently, expanding the Tropicana complex in Las Vegas and extending the use of the Tropicana brand to other casinos Columbia Sussex already owns. All of those strategies make sense but are fraught with risk, according gaming experts. 

"If they're looking to build a national brand, this gets them into the two largest marketplaces, with the potential for a great property in Las Vegas and one of the better performers in Atlantic City right now. If the strategy is to tie all the properties together and he's got the capital to make these things winners in the markets where they operate, it could turn out to be a great story in the future. But it's got significant risks associated with it," said Morowitz, chairman of Morowitz Gaming Advisors LLC, a financial consultancy based in New Jersey. 

The Aztar purchase agreement requires Columbia Sussex to pay an extra $321,000 a day if the deal isn't closed by November. The figure rises to $428,000 a day if it doesn't close by February. Before the deal can close, Yung has to sell off a casino in Caruthersville, Mo., then get regulatory approval in four states. Morowitz called that "an aggressive timetable." 

He also questioned whether Yung will be able to squeeze operating efficiencies out of Aztar's existing properties. Yung said Columbia Sussex is one of the hotel industry's leanest operators, adopting practices he learned while improving factory efficiencies at the Andrew Jergens plant in Cincinnati. 

"I'm a time-study guy," Yung said. "Typically, we run margins better than anybody else." 

But Morowitz said the Tropicana property in Atlantic City is a sprawling complex that has "built-in inefficiencies." In other properties, he said, "there might be another $20 million in cash flow that you can wring out of efficiencies, but that doesn't get you the kind of returns you're going to need." 

Likewise, a national marketing campaign to build up the Tropicana brand would take a major capital investment, Morowitz said. Columbia Sussex has spent $4.7 billion on acquisitions since last fall and is borrowing up to $3.2 billion to finance the Aztar deal. Yung said Columbia Sussex will invest another $60 million in its newly acquired St. Louis property and up to $1.5 billion in the Tropicana's 34-acre site on the Las Vegas strip. He said those will be the only major capital investments Columbia Sussex makes for at least the next six months. 

The Vegas investments will bring up to 6,000 new hotel rooms to the 1,900-room site and, perhaps, a new retail center. Yung said FRCH Design is working on a site plan for the property. He hopes to keep the casino open while construction takes place over the next three to four years. 

Morowitz said $1.5 billion won't be enough to maximize the site's value. 

William Thompson, a professor of public administration at the University of Nevada at Las Vegas, agreed. The author of numerous studies on the economics of gambling, Thompson said the strip's top properties will steal the Tropicana's patrons unless Yung matches the billions spent at places like the Wynn Hotel & Casino, which cost an estimated $2.7 billion. 

"What a lot of people do at that property now is they stay at that hotel and they walk across the street to the nicer places," said Thompson. "He'll get his money out, but it's not going to be with the cheaper crowd." 

In Atlantic City, the gaming market could be threatened in the next few years by the development of slots parlors in Pennsylvania. In Illinois, the House of Representatives voted last fall to make riverboat gambling illegal, an obvious threat to Yung's newly acquired Casino Queen property in East St. Louis. The measure was later rejected in the Illinois Senate. 

Yung is aware of the threats but is more concerned with digesting a series of acquisitions that makes Columbia Sussex Cincinnati's largest privately held company, with 28,000 employees and nearly $2 billion in annual revenue. 

"If we take over by the end of the year, it's going to take us another six months to get comfortable with it," said the 65-year-old Yung. "Maybe a year from now, I might start looking again." 
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