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Borrowing money is quite the fad with big companies, including Microsoft (MSFT) and Apple
(AAPL). But a small group of big companies are saying no to debt.

There are 9 giant non-financial companies in the Standard & Poor’s 500, including social
networking company Facebook (FB), credit processor Visa (V) and mobile computer chip designer
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Qualcomm (QCOM) that carry no long-term debt and are valued at $15 billion or more, according
to a USA TODAY analysis of data from S&P Capital IQ. Long-term debt, or loans that come due in
more than a year, is the kind of borrowing most think of when it comes to using leverage to boost
returns.

Resisting the urge to borrow is becoming increasingly difficult for companies. With interest rates
so low, companies can use debt to goose their returns to shareholders. Additionally, borrowed
money can be used to please investors in the form of dividends and buybacks of company stocks.
Both Apple and Microsoft are using debt as a way to pay dividends to U.S. investors, while leaving
billions of cash untouched in overseas accounts. Bringing tax that’s stored overseas to U.S. shores
could incur a tax hit.

There’s nothing necessarily nefarious about debt, it’s part of financing options available to
companies. And there’s no question many companies see opportunity to borrow at low rates and
get better returns on that money. That story can change quickly, however, if companies’ profits
slow faster than expected or interest rates rise and cause companies to pay higher interest costs
in the future. Few companies are worrying about those “what ifs” now, however. Just 22
companies in the S&P 500 have no long-term debt.

The posterboy company of shunning debt must be Facebook. The company, valued at $214
billion, carries no long-term debt as of its latest quarterly filing, says S&P Capital IQ. That gives
investors a big piece of mind, especially since the company has more than $11 billion in cash and
short-term investments. But there is a downside to being debt-free. Facebook still pays no
dividend. Facebook, too, needs to rely more on shareholder’s money for growth. That lowers the
company’s return on equity – a key metric watched by stock investors. Facebook’s 11% return on
equity is below that of other tech companies that use more debt. Apple’s return on equity is more
than 30% and Microsoft’s 23%.

Visa is another interesting example. Investors love the company’s business model – as a tolltaker –
stepping in credit card and debit card transactions and collecting a fee. The business is a
remarkable cash-generation machine. Visa generated $7.4 billion in cash from operations during
the 12 months ended Dec. 2014. With cash flow like that, who needs to borrow? Now the
company is sitting on $4.6 billion in cash and short-term investments. But again, there’s that catch,
again. Visa pays a microscopic dividend yield of 0.7%, which is about half that of the S&P 500.

It’s important to note that this analysis focuses on long-term debt. Some of the companies might
carry short-term loans for working capital needs or capital leases on buildings, which is a form of
debt. And all the data is as of the most recent quarter based on S&P Capital IQ. But long-term
debt is where the big borrowers in Corporate America are loading up.

The biggest question is whether these long-term debt free companies can stay that way. Investors
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are beating down the doors for bigger dividends, bigger stock buybacks and higher return on
equity. But for now, these companies are taking the high-road when it comes to leverage.

S&P 500 COMPANIES WITH NO LONG-TERM DEBT

Company Ticker Market value ($ billions)
Facebook FB $214.2
Visa V $162.4
Qualcomm QCOM $115.8
PACCAR PCAR $22.3
Chipotle Mexican CMG $20.6
Monster Beverage MNST $19.9
Whole Foods WFM $19.3
Intuitive Surgical ISRG $18.3
Paychex PAYX $17.5

Sources: S&P Capital IQ, USA TODAY research
* As of most recent filing
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