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Forward-Looking Statements

From time to time, in both written reports and astdtements, we present “forward-looking statenientthin the meaning of Section 27A of the Securitbet of 1933, a
amended, and Section 21E of the Securities ExchAogef 1934, as amended. We intend such forwao#ting statements to be covered by the safe hgrtmrisions o
the Private Securities Litigation Reform Act of B9@&nd we are including this statement for purpae$e®mplying with those safe harbor provisions.

Forward-looking statements can be identified by fawt that they do not relate strictly to histotica current facts. These statements often inclwdeds such as “may,”
“will,” “estimate,” “intend,” “seek,” “expect,” “ppject,” “anticipate,” “believe,” “plan” or other siilar terminology. These forwardoking statements are based on cui
expectations and assumptions and upon data awadalthe time of the statements and are neitheligtiens nor guarantees of future events or cirdamses. The forward-
looking statements are subject to risks and uniceiga, which may cause actual results to diffeterially. Important factors that could cause atteaults and events
differ materially from our expectations and forwdodking statements include (i) the risks and uraieties described in the Risk Factors includedant P Item 1A of thi
Form 10-K and (ii) the factors described in the lig@ment Discussion and Analysis of Financial Conditiom &esults of Operations included in Part Il, Iterof#his
Form 10-K. You should not place undue reliancéasward{ooking statements, which speak only as of the Hateof. In making these statements, we are nibémeking
to address or update any risk factor set forthihene future filings or communications regardingrdusiness results.
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PART |
Item 1. Business

YUM! Brands, Inc. (referred to herein as “YUM” dre “Company”)was incorporated under the laws of the state offiNGarolina in 1997. The principal executive off
of YUM are located at 1441 Gardiner Lane, LouigyiKKentucky 40213, and the telephone number &atdbation is (502) 874-8300.

YUM, the registrant, together with its subsidiariesreferred to in this Form 10-K annual repofdfm 10-K”) as the Company. The terms “we,” “usidd‘our” are als
used in the Form 10-K to refer to the Company. olilghout this Form 10-K, the terms “restaurantstdfes” and “units” are used interchangeably.

This Form 10-K should be read in conjunction whlke Forward-Looking Statements on page 2 and the IRistors set forth in ltem 1A.
(€) General Development of Busines

In January 1997, PepsiCo announced its decisi@pitooff its restaurant businesses to sharehole@n independent public company (the “Spin-ofEffective Octobe
6, 1997, PepsiCo disposed of its restaurant busisdsy distributing all of the outstanding shafe@@mmon Stock of YUM to its shareholders.

On May 7, 2002, YUM completed the acquisition ofrighire Global Restaurants, Inc. (“YGR”), the pareompany and operator of Long John Silver's (“J&id A&W
All-American Food Restaurants (“A&W")On May 16, 2002, following receipt of shareholdpprval, the Company changed its name from TRICObb& Restaurant
Inc. to YUM! Brands, Inc.

(b) Financial Information about Operating Segments

YUM consists of six operating segments: KFC-URBzza Hut-U.S., Taco Bell-U.S., LIS/A&W-U.S., YUMeRaurants International (“YRI” or “Internationaivision”)
and YUM Restaurants China (“China Division'for financial reporting purposes, management censithe four U.S. operating segments to be simaita; therefore, h.
aggregated them into a single reportable operaegment. The China Division includes mainland @h{fChina”), Thailand and KFC Taiwan, and the Internatic
Division includes the remainder of our internatiboperations.

Operating segment information for the years endedebhber 27, 2008, December 29, 2007 and Decemhe20®® for the Company is included in Managenent’
Discussion and Analysis of Financial Condition d@Results of Operations (“MD&A”)n Part I, Item 7, pages 24 through 52 and in rlated Consolidated Financ
Statements and footnotes in Part I, Item 8, p&§ethrough 106.

(c) Narrative Description of Business
General

YUM is the world's largest quick service restaur§f@SR”) company based on number of system units, with niome 36,000 units in more than 110 countries
territories. Through the five concepts of KFC,ZRiHut, Taco Bell, LIS and A&W (the “Conceptdhe Company develops, operates, franchises anusksea worldwic
system of restaurants which prepare, package dhd seenu of competitively priced food items. T@empany either operates units or they are opetayeddependel
franchisees or licensees under the terms of fraecbi license agreements. Franchisees can rangigeirfrom individuals owning just one unit to largublicly trade
companies. In addition, the Company owns non-atiittg interests in Unconsolidated Affiliates in i@k who operate similar to franchisees.
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At year end 2008, we had approximately 20,000 systestaurants in the U.S. which achieved revendieés5d billion and Operating Profit of $694 millioduring
2008. The International Division, based in Dalldagxas, comprises approximately 13,000 system uemtés, primarily KFCs and Pizza Huts, operatingoirer 11(
countries outside the U.S. In 2008, YRI achieveeenues of $3.0 billion and Operating Profit of 85Rillion. The China Division, based in Shangt@hina, comprise
approximately 3,600 system restaurants, predominEfeCs. In 2008, the China Division achieved newes of $3.1 billion and Operating Profit of $46Blion.

Restaurant Concepts

Most restaurants in each Concept offer consumeralility to dine in and/or carry out food. In &tzh, Taco Bell, KFC, LIS and A&W offer a drivteru option in man
stores. Pizza Hut offers a drive-thru option anuwch more limited basis. Pizza Hut and, on a mmoke limited basis, KFC offer delivery service.

Each Concept has proprietary menu items and eng#wagie preparation of food with high quality irdjents, as well as unique recipes and special seagoto provid
appealing, tasty and attractive food at competipiriees.

The franchise program of the Company is designedsture consistency and quality, and the Comparselective in granting franchises. Under standaadchise
agreements, franchisees supply capitalitially by paying a franchise fee to YUM, purcliag or leasing the land, building and equipment pacthasing signs, seatil
inventories and supplies and, over the longer téymeinvesting in the business. Franchisees toatribute to the Company’revenues through the payment of roya
based on a percentage of sales.

The Company believes that it is important to mamttrong and open relationships with its francegsand their representatives. To this end, the paom invests
significant amount of time working with the fransbe community and their representative organizatimm all aspects of the business, including prejueguipmen
operational improvements and standards and manageeahniques.

The Company and its franchisees also operate maftibunits, primarily in the U.S., where two or marf the Concepts are operated in a single unitye@r end 200
there were 4,958 multibranded units in the worldwsgstem, of which 4,629 were in the U.S. Theses uvere comprised of 2,751 units offering foodgwots from two ¢
the Concepts, 40 units offering food products fribmee of the Concepts and 2,167 units offering fpoatlucts from Pizza Hut and WingStreet, a flavackitken wing
concept.

Following is a brief description of each concept:
KFC

. KFC was founded in Corbin, Kentucky by Colonel lad D. Sanders, an early developer of the quickicefood business and a pioneer of the restadranchist
concept. The Colonel perfected his secret blentildierbs and spices for Kentucky Fried Chickeh989 and signed up his first franchisee in 195ECHKs based |
Louisville, Kentucky.

« Asof year end 2008, KFC was the leader in the thi&ken QSR segment among companies featuringg@hion-thebone as their primary product offering, with &
percent market share (Source: The NPD Group, ND Foodworld; CREST) in that segment, which is entran three times that of its closest national petitor.

. KFC operates in 109 countries and territories thhmut the world. As of year end 2008, KFC had 3,86its in the U.S., and 10,327 units outside th®. Uncluding
2,497 units in mainland China. Approximately 18geat of the U.S. units and 28 percent of the-U.S. units are operated by the Compe




« Traditional KFC restaurants in the U.S. offer frighicken-on-thésone products, primarily marketed under the namegir@l Recipe and Extra Tasty Crispy. Of
principal entree items include chicken sandwicliesli{ding the Snacker and the Twister), KFC FamBawls, Colonels Crispy Strips, Wings, Popcorn Chicken
seasonally, Chunky Chicken Pot Pies. KFC restasirianthe U.S. also offer a variety of side itemsch as biscuits, mashed potatoes and gravy, aalesbrn, an
potato wedges, as well as desserts. While maresfe products are offered outside of the U.Sermattional menus are more focused on chicken sahéwian
Colonel’s Crispy Strips, and include side items that areeduo local preferences and tastes. Restaursrardhroughout the world is characterized by thage of th
Colonel.

Pizza Hut

«  The first Pizza Hut restaurant was opened in 1858/ichita, Kansas, and within a year, the firshfiaise unit was opened. Today, Pizza Hut is thgekt restaura
chain in the world specializing in the sale of rg-to-eat pizza products. Pizza Hut is based in Dallagas.

« As of year end 2008, Pizza Hut was the leadererlils. pizza QSR segment, with a 15 percent mataae (Source: The NPD Group, Inc.; NPD Foodw@REST
in that segmen

. Pizza Hut operates in 97 countries and territotfigeughout the world. As of year end 2008, Pizza kad 7,564 units in the U.S., and 5,611 unitsidatef the
U.S. Approximately 14 percent of the U.S. unitdl @5 percent of the n-U.S. units are operated by the Compe

. Pizza Hut features a variety of pizzas, which maglude Pan Pizza, Thim‘Crispy, Hand Tossed, Sicilian, Stuffed Crust, §ted Crust, Sicilian Lasagna Piz
Cheesy Bites Pizza, The Big New Yorker, The Insidére Chicago Dish, the Natural and 4forALL. Eawhthese pizzas is offered with a variety of diffief
toppings. Pizza Hut now also offers a variety afsdani Pastas. In some restaurants, Pizza Hutadlecs WingStreet chicken wings, breadsticks, dslan
sandwiches. Menu items outside of the U.S. are@dly similar to those offered in the U.S., thouymkza toppings are often suited to local prefeesrand taste:

Taco Bell

. The first Taco Bell restaurant was opened in 196%ken Bell in Downey, California, and in 1964, tfiest Taco Bell franchise was sold. Taco Belbased in Irvine
California.

« As of year end 2008, Taco Bell was the leader mWhS. Mexican QSR segment, with a 54 percent niatkare (Source: The NPD Group, Inc.; NPD Foodw
CREST) in that segmer

« Taco Bell operates in 17 countries and territotiesughout the world. As of year end 2008, thereew®588 Taco Bell units in the U.S., and 245 uaiitside of th
U.S. Approximately 24 percent of the U.S. unitd drpercent of the ni-U.S. units are operated by the Compe

« Taco Bell specializes in Mexicastyle food products, including various types ofogdurritos, gorditas, chalupas, quesadillas,itasjusalads, nachos and other rel
items. Additionally, proprietary entrée items ingé Grilled Stuft Burritos and Border Bowls. Téagell units feature a distinctive bell logo on theignage
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The first LJS restaurant opened in 1969 and tis¢ [filS franchise unit opened later the same yied®. is based in Louisville, Kentucky.

As of year end 2008, LJS was the leader in the §e8food QSR segment, with a 35 percent markee gBaurce: The NPD Group, Inc.; NPD Foodworld; CRE®
that segmen

LJS operates in 7 countries and territories througithe world. As of year end 2008, there wer@2,0JS units in the U.S., and 38 units outsideUt®. All single-
brand units inside and outside of the U.S. are atpdrby franchisees or licensees. As of year &8 2there were 137 company operated nhrkind units th:
included the LJS conceg

LJS features a variety of seafood and chicken itémctuding meals featuring batter-dipped fish,olein and shrimp, nofried salmon, shrimp and tilapia, hushpup
and portable snack items. LJS units typicallydeat distinctive seaside/nautical thel

A&W

A&W was founded in Lodi, California by Roy Allen 919 and the first A&W franchise unit opened ir239 A&W is based in Louisville, Kentucky.

A&W operates in 10 countries and territories throogt the world. As of year end 2008, there werg 8&W units in the U.S., and 264 units outside the. All
single-brand units inside and outside of the Ur8.aperated by franchisees. As of year end 20@8etwere 89 company operated mbiégnd units that included t
A&W concept.

A&W serves A&W draft Root Beer and a signature A&R@ot Beer float, as well as hot dogs and hamburgers

Restaurant Operations

Through its Concepts, YUM develops, operates, fi@es and licenses a worldwide system of bothtimawil and nortraditional QSR restaurants. Traditional unitsdee
dine-in, carryout and, in some instances, drive-thr delivery services. Nomaditional units, which are typically licensed let$, include express units and kiosks w
have a more limited menu and operate in traditional locations like malls, airports, gaseliservice stations, convenience stores, stadiumssement parks and collec
where a full-scale traditional outlet would notgractical or efficient.

The Company’s restaurant management structuresvasieConcept and unit size. Generally, each Compestaurant is led by a restaurant general man@dg&M”),
together with one or more assistant managers, diémgon the operating complexity and sales volurhthe restaurant. In the U.S., the average reatduras 25 to &
employees, while internationally this figure candignificantly higher depending on the location @ades volume of the restaurant. Most of the egg#e work on a part-
time basis. We issue detailed manuals, which rhap be customized to meet local regulations antbmss covering all aspects of restaurant operatimaduding fooc
handling and product preparation procedures, saiety quality issues, equipment maintenance, facdttndards and accounting control procedures. réstaurar
management teams are responsible for the day-t@genation of each unit and for ensuring complianith operating standards. CHAMP Swvhich stands for Cleanline:
Hospitality, Accuracy, Maintenance, Product Quakityd Speed of Serviceis our proprietary core systemwide program fornirag, measuring and rewarding emplc
performance against key customer measures. CHAMHR®tended to align the operating processes ofemiire system around one set of standards. RGNfetts
including CHAMPS performance measures, are morttdng Area Coaches. Area Coaches typically workhveipproximately six to twelve restaurants. Varigesio
operators visit the Company'’s restaurants from tionéme to help ensure adherence to system stds@ad mentor restaurant team members.
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Supply and Distribution

The Company is a substantial purchaser of a numbfrod and paper products, equipment and otheawesnt supplies. The principal items purchasetude chicker
cheese, beef and pork products, seafood, papgyankaéging materials.

The Company is committed to conducting its businasan ethical, legal and socially responsible neanrOur suppliers are selected, assessed anddedvéirough
rigorous audit system that sets and monitors stasd@r all of our brandskey suppliers. All of our restaurants, regardlekgheir ownership structure or location, n
adhere to our strict food quality and safety stadslaThe guidelines are translated to local mareefuirements and regulations where appropriate \&itdout
compromising the standards. Long-term contractk langterm vendor relationships are used to ensure dittijaof products. The Company has not experiehaey
significant continuous shortages of supplies, diefraative sources for most of these products arerlly available. Prices paid for these supgligstuate. When prict
increase, the Company may be able to pass on sadkases to its customers, although there is noasse that this can be done practically.

U.S. Division. The Company, along with the representatives ef@Gbmpanys KFC, Pizza Hut, Taco Bell, LIS and A&W franchiggeups, are members in the Unil
FoodService Purchasing Co-op, LLC (the “Unified @@ which was created for the purpose of purchasintaterestaurant products and equipment in the U8 cor
mission of the Unified Co-op is to provide the I@stgossible sustainable statelivered prices for restaurant products and eqefgmvhile ensuring compliance w
certain quality and safety standards. This arrarege combines the purchasing power of the Companyfianchisee restaurants in the U.S. which the fizom believe
leverages the system’s scale to drive cost sawangseffectiveness in the purchasing function. Toenpany also believes that the Unified @w-has resulted, and sho
continue to result, in closer alignment of intesestd a stronger relationship with its franchiseamunity.

Most food products, paper and packaging supplied,euipment used in the operation of the Commamstaurants are distributed to individual restatiunits by thir
party distribution companies. McLane Company, [fiblcLane”) is the exclusive distributor for Compabpperated restaurants in the U.S. and for a sulistantmber o
franchisee and licensee stores. McLane becameliiigbutor when it assumed all distribution resgibilities under an existing agreement between Aseeve Foo
Distribution, Inc. (“AmeriServe”) and the Companyhis agreement extends through October 31, 20@i0generally prohibits Compargperated restaurants from us
alternative distributors in the U.S.

International and China DivisionsOutside of the U.S. we and our franchisees userdealized sourcing and distribution systems imvm many different global, region
and local suppliers and distributors. In China,wak with approximately 500 suppliers. In our YRbrkets we have approximately 1,400 supplierduding U.S.basel
suppliers that export to many countries. In certauntries, we own all or a portion of the digfitibn system, including China where we own thererdistribution system.

Trademarks and Patents

The Company and its Concepts own numerous registeaglemarks and service marks. The Company leigvat many of these marks, including its KentuEkigc
Chicken®, KFC®, Pizza Hut®, Taco Bell® and Long ddilver's® marks, have significant value and am@enally important to its business. The Comparmplicy is tc
pursue registration of its important marks whendeasible and to oppose vigorously any infringenants marks. The Company also licenses certé@WAtrademark
and service marks (the “A&W Marks"which are owned by A&W Concentrate Company (formmeX&W Brands, Inc.). A&W Concentrate Company, whics no
affiliated with the Company, has granted the Conypam exclusive, worldwide (excluding Canada), pargk royaltyfree license (with the right to sublicense) to tis
A&W Marks for restaurant services.

The use of these marks by franchisees and licefseebeen authorized in KFC, Pizza Hut, Taco BJI§ and A&W franchise and license agreements. Uodeent lav
and with proper use, the Compasyights in its marks can generally last indefilyiteThe Company also has certain patents on restaequipment which, while valuak
are not material to its business.




Working Capital

Information about the Comparsyworking capital is included in MD&A in Part llitdm 7, pages 24 through 52 and the ConsolidateerSemts of Cash Flows in Part
Item 8, page 57.

Customers

The Company’s business is not dependent upon &singtomer or small group of customers.

Seasonal Operations

The Company does not consider its operations &ebgonal to any material degree.

Backlog Orders

Company restaurants have no backlog orders.

Government Contracts

No material portion of the Compg’s business is subject to renegotiation of prajitéermination of contracts or subcontracts ateleetion of the U.S. government.
Competition

The retail food industry, in which the Company catgs, is made up of supermarkets, supercenterghaase stores, convenience stores, coffee shopsk drars
delicatessens and restaurants (including the Q§Reamat), and is intensely competitive with respectoiod quality, price, service, convenience, lamatand concept. TI
industry is often affected by changes in consurastes; national, regional or local economic condgj currency fluctuations; demographic trenddficraatterns; the typ
number and location of competing food retailers pnaducts; and disposable purchasing power. E&t¢heoConcepts compete with international, naticerad region:
restaurant chains as well as locathned restaurants, not only for customers, but &somanagement and hourly personnel, suitable estdte sites and qualifi
franchisees. In 2008, the restaurant busineskenUtS. consisted of about 945,000 restaurantesepting approximately $552 billion in annual saléke Companyg

Concepts accounted for about 2% of those restauard about 3% of those sales. There is curremtiyay to reasonably estimate the size of the ctithgemarke
outside the U.S.

Research and Development (“R&D")

The Companys subsidiaries operate R&D facilities in Louisvilléentucky (KFC); Dallas, Texas (Pizza Hut and Y,RIhd Irvine, California (Taco Bell) and in sevi
locations outside the U.S., including Shanghai,n@hiChina). The Company expensed $34 million, ®88on and $33 million in 2008, 2007 and 2006, pestively, fo
R&D activities. From time to time, independent gligrs also conduct research and development esvior the benefit of the YUM system.
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Environmental Matters

The Company is not aware of any federal, stat®aallenvironmental laws or regulations that willterally affect its earnings or competitive positjor result in materi
capital expenditures. However, the Company capredict the effect on its operations of possibleifes environmental legislation or regulations. iDgr2008, there we
no material capital expenditures for environmentaitrol facilities and no such material expendisusee anticipated.

Government Regulation

U.S. Division. The Company and its U.S. Division are subject tooues federal, state and local laws affecting iisihess. Each of the Compasyestaurants in the U
must comply with licensing and regulation by a nembf governmental authorities, which include headtanitation, safety and fire agencies in theestatmunicipality il
which the restaurant is located. In addition, @enpany must comply with various state laws thgtil@te the franchisor/franchisee relationship.date, the Company
not been significantly affected by any difficulyelay or failure to obtain required licenses orrappls.

The Company is also subject to federal and state ggoverning such matters as employment and payipea, overtime, tip credits and working condisorThe bulk of th
Company’s employees are paid on an hourly basistes related to the federal and state minimum sage

The Company is also subject to federal and statd bor laws which, among other things, prohibi¢ use of certain “hazardous equipmdnt’employees younger th
18 years of age. The Company has not been mdyeathlersely affected by such laws to date.

The Company continues to monitor its facilities é@mpliance with the Americans with DisabilitiestAtADA”) in order to conform to its requirements. Under Ai2A,
the Company could be required to expend funds tdifpdts restaurants to better provide serviceaomake reasonable accommodation for the employwierdisable:
persons.

International and China Divisions The Compans restaurants outside the U.S. are subject tomadténd local laws and regulations which are simiathose affectin
the Companys U.S. restaurants, including laws and regulat@mrgerning labor, health, sanitation and safetiye flestaurants outside the U.S. are also subjeatiffs anc
regulations on imported commodities and equipmertt lws regulating foreign investment. Internasionompliance with environmental requirements has hrad
material adverse effect on the Company’s resultspefations, capital expenditures or competitiveitmmn.

Employees

As of year end 2008, the Company employed appraein836,000 persons, approximately 85 percent bbrw were partime. Approximately 26 percent of 1
Companys employees are employed in the U.S. The Compaligves that it provides working conditions and pamsation that compare favorably with those ¢
principal competitors. Most Company employeesaigl on an hourly basis. Some of the Company’'slddh employees are subject to labor council retestiips the
vary due to the diverse cultures in which the Comypaperates. The Company considers its employegaes to be good.

(d) Financial Information about Geographic Areas

Financial information about our significant geodrapareas (U.S., International Division and Chingiglon) is incorporated herein by reference froele8ted Financi
Data in Part Il, Item 6, page 22; Management's 8ston and Analysis of Financial Condition and Rssaf Operations (“MD&A”)in Part 1l, Iltem 7, pages 24 through
and in the related Consolidated Financial Statesnand footnotes in Part Il, Item 8, pages 53 thinol@g6.
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(e) Available Information

The Company makes available through the Investtati®as section of its internet website_at www.yaam its annual report on Form 10-K, quarterly reporsForm 10-
Q, current reports on Formk-and amendments to those reports filed or furrdghersuant to Section 13(a) or 15(d) of the Excleafigt, as soon as reasonably practic
after electronically filing such material with tf&ecurities and Exchange Commission. Our Corpdeateernance Principles and our Code of Conduct @ lacate:
within this section of the website. The referetecéhe Company website address does not constitute incorporatyaeference of the information contained on thedbsite
and should not be considered part of this docum&hese documents, as well as our SEC filingsaaeglable in print to any shareholder who requast®py from oL
Investor Relations Department.

Item 1A. Risk Factors.

You should carefully review the risks describedolehls they identify important factors that couldi®a our actual results to differ materially fronodk in our forward-
looking statements and historical trends. Thesksrare not exclusive, and our business and ouftsesf operations could also be affected by ottsks that we cann
anticipate or that we do not consider material Basecurrently available information.

Food safety and focborne illness concerns may have an adverse affeour business.

Food safety is a top priority, and we dedicate &gl resources to ensure that our customers/esgite, quality food products. However, fobdrne ilinesses, such as
coli, hepatitis A, trichinosis or salmonella, ambd safety issues have occurred in the past (sé& 29 Contingencies, to the Consolidated Finargiatements included
Part II, Item 8 of this report for a discussionliifjation arising from an E. coli outbreak alledggdinked to a number of Taco Bell restaurantshie Northeast U.S. duril
November/December 2006), and could occur in theréut Any report or publicity linking us or one ofir Concepts to instances of f-borne illness or other food saf
issues, including food tampering, could adversélgca our Concepts’ brands and reputations as a&lbur revenues and profits. If our customers mecitl from food-
borne illnesses, we could also be forced to tempypreose some restaurants. In addition, instanmfefoodborne illness or food tampering occurring solelyestaurants
competitors could adversely affect our sales assalt of negative publicity about the foodservindustry generally. Foolerne illness or food tampering could alsc
caused by food suppliers or distributors and, essalt, could be out of our control. The occureen€ foodborne ilinesses or food safety issues could alseraely affec
the price and availability of affected ingrediemsich could result in disruptions in our supplyaghand/or lower margins for us and our franchisees

Furthermore, like other companies in the restaurahistry, some of our products may contain gea#fiengineered food products, and our U.S. suppbee currently ni
required to label their products as such. Incréasgulation of and opposition to genetically ergired food products have on occasion and may ifuthee force the us
of alternative sources at increased costs and laveegins for us and our franchisees.

Our China operations subject us to risks that cautgatively affect our business.

A significant and growing portion of our restaumm@ire located in China. As a result, our finanoéslults are increasingly dependent on our resalShina, and ot
business is increasingly exposed to risks thetees® risks include changes in economic conditiomduding wage and commodity inflation, consumeersging an
unemployment levels), tax rates and laws and coesymeferences, as well as changes in the regulatorironment and increased competition. In additour results «
operations in China and the value of our Chinesetasare affected by fluctuations in currency ergearates, which may favorably or adversely affiesgiortec
earnings. There can be no assurance as to thre ffiect of any such changes on our results ofatjpes, financial condition or cash flows.
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In addition, any significant or prolonged deteritoa in U.S.China relations could adversely affect our Chinaibess. Many of the risks and uncertainties ohg
business in China are solely within the controlhaf Chinese government. Chisajovernment regulates the scope of our foreigasimaents and business conducted w
China. Although management believes it has stradtour China operations to comply with local latigre are uncertainties regarding the interpieatagind application «
laws and regulations and the enforceability ofliatéual property and contract rights in China.wié were unable to enforce our intellectual propertcontract rights i
China, our business would be adversely impacted.

Our other foreign operations subject us to riskattbould negatively affect our business.

A significant portion of our restaurants are opedatn foreign countries and territories outsidetltoé U.S. and China, and we intend to continue esipanof ou
international operations. As a result, our bussrissncreasingly exposed to risks inherent inifpreperations. These risks, which can vary subistity by market, includ
political instability, corruption, social and eteninrest, changes in economic conditions (includirage and commodity inflation, consumer spending amemploymet
levels), the regulatory environment, tax rates lamgs and consumer preferences as well as changles laws and policies that govern foreign investtiie countries whe
our restaurants are operated.

In addition, our results of operations and the gabfi our foreign assets are affected by fluctuationforeign currency exchange rates, which mayrably or adverse
affect reported earnings. More specifically, acréase in the value of the United States Dollatiet to other currencies, such as the Australiatidd, the British Poun:
the Canadian Dollar and the Euro, could have arm@veffect on our reported earnings. There camtassurance as to the future effect of any shehges on our resu
of operations, financial condition or cash flows.

Changes in commodity and other operating costsccadlersely affect our results of operations.

Any increase in certain commodity prices, suchoasif energy and supply costs, could adversely tffecoperating results. Because we provide maelgrariced fooc
our ability to pass along commodity price increagesur customers may be limited. Significant @ases in gasoline prices could also result in aedse of custom
traffic at our restaurants or the imposition oflfsarcharges by our distributors, each of whichldadversely affect our business. Our operatingeesges also inclu
employee benefits and insurance costs (includiners’ compensation, general liability, propertydrealth) which may increase over time.

Shortages or interruptions in the availability addlivery of food and other supplies may increasgor reduce revenues.

We are dependent upon third parties to make freiqiediveries of food products and supplies that noee specifications at competitive prices. Shgesor interruptions
the supply of food items and other supplies to mstaurants could adversely affect the availabilgyality and cost of items we buy and the openatiof ou
restaurants. Such shortages or disruptions coelldaosed by inclement weather, natural disastets as floods, drought and hurricanes, increasedaddnproblems |
production or distribution, the inability of our méors to obtain credit, food safety warnings orisoliies or the prospect of such pronouncementsh(ascreports durir
2008 relating to tomatoes and jalapenos in the)UJo other conditions beyond our control. A shge or interruption in the availability of certdood products or suppli
could increase our costs and limit the availabitifyproducts critical to our restaurant operatiohsaddition, if a principal distributor for us éor our franchisees fails
meet its service requirements for any reason,ttcctead to a disruption of service or supply uatihew distributor is engaged, which could havedverse effect on o
business.
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Our operating results are closely tied to the ssscef our Concepts’ franchisees.

We receive significant revenues in the form of toga from our franchisees. Because a signifieamt growing portion of our restaurants are runrapcéhisees, the succ
of our business is increasingly dependent uponojerational and financial success of our franclsis&¥hile our franchise agreements set forth aertgeration:
standards and guidelines, we have limited contver tlow our franchiseegusinesses are run, and any significant inabilitpur franchisees to operate successfully ¢
adversely affect our operating results through eigeed royalty payments. For example, franchisessmt have access to the financial or managenesources that th:
need to open or continue operating the restaucamtemplated by their franchise agreements withlnsddition, franchisees may not be able to Bodable sites on whit
to develop new restaurants or negotiate accepiable or purchase terms for the sites, obtain #uwessary permits and government approvals or nmaedtreictior
schedules.

In addition, although in certain instances we regjfianchisees to meet certain financial critericao ongoing basis or in order to grow, franchiskes®ls of indebtedne
are generally not within our control. If our frdnisees incur too much debt or if economic or saksds deteriorate such that they are unable @yregisting debt, it cou
result in financial distress or even possible imenty or bankruptcy. If a significant number of dkanchisees become financially distressed, thiddcharm our operatit
results through reduced or delayed royalty paymeniscreased rent obligations for leased propexie which we are contingently liable.

Our results and financial condition could be afftby the success of our refranchising program.

We are in the process of a refranchising prograhichvcould reduce the percentage of company owigeistihe U.S., excluding licensees, from approxiehal9% at th
end of 2008 to potentially less than 10% by the eh@010. Our ability to execute this plan willpgd on, among other things, whether we receiveoféérs for ou
restaurants, whether we can find viable and swthblyers and how quickly we can agree to terms pdtiential buyers. In addition, some lenders hacesased lendir
requirements or otherwise reduced the amount afsidhey are making generally or to the restaunaditistry in particular. To the extent potential érgyare unable
obtain financing at attractive prices — or unabletain financing at any price — our refranchigimggram could be delayed.

Once executed, the success of the refranchisingramo will depend on, among other things, selectibbuyers who can effectively operate our restatstaour ability tc
limit our exposure to contingent liabilities in awection with the sale of our restaurants, and wdrethe resulting ownership mix of Company-operaded franchisee-
operated restaurants allows us to meet our finhobjectives. In addition, refranchising activitpuld vary significantly from quarter-to-quarterdayear-toyear and thi
volatility could impact our reported earnings.

We could be party to litigation that could adveysaffect us by increasing our expenses or subjgetito significant money damages and other rersedie

Like others in the restaurant industry, we are spsble to claims filed by customers alleging that are responsible for an illness or injury theffesed at or after a visit
our restaurants. Regardless of whether any clagainst us are valid, or whether we are ultimakelg liable, such litigation may be expensive téedd and may dive
time and money away from our operations and hurtpauformance. A judgment for significant monetaigmages in excess of any insurance coverage eawiersel
affect our financial condition or results of opévas. Any adverse publicity resulting from thedlegations may also adversely affect our reputatiehich in turn coul
adversely affect our results.

In addition, the restaurant industry has been stitgeclaims that relate to the nutritional contehfood products, as well as claims that the memd practices of restaur.
chains have led to the obesity of some custométs.may also be subject to this type of claim infiitare and, even if we are not, publicity abowtsth matters (particula
directed at the quick service and fast-casual satgrd the industry) may harm our reputation aneeaskly affect our results.
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Health concerns arising from outbreaks of Avian Fay have an adverse effect on our busir

Asian and European countries have experienced eakbrof Avian Flu, and some commentators have hgsited that further outbreaks could occur andhr@andemi
levels. While fullyeooked chicken has been determined to be safeofesunption, and while we have taken and continuake measures to prepare for and minimiz
effect of these outbreaks on our business, fututbreaks could adversely affect the price and abdity of poultry and cause customers to eat tdusken. In additior
outbreaks on a widespread basis could also affecalaility to attract and retain employees.

We may not attain our target development goals.

Our growth strategy depends in large part on oilitylo increase our net restaurant count in meglautside the United States. The successful dpuent of new uni
will depend in large part on our ability and théligbof our franchisees to open new restauranggrade existing restaurants, and to operate tlessaurants on a profital
basis. We cannot guarantee that we, or our fraeelkj will be able to achieve our expansion goalthat new, upgraded or converted restaurants hvélloperate
profitably. Further, there is no assurance thgtrastaurant we open or convert will produce opegatesults similar to those of our existing restants. Other risks whit
could impact our ability to increase our net restaticount include prevailing economic conditionsl @ur, or our franchiseesdpility to obtain suitable restaurant locatic
obtain required permits and approvals and hireteaid qualified personnel.

Our franchisees also frequently depend upon fimanéiom banks and other financial institutions imler to construct and open new restaurants. Dismg in credi
markets may make financing more difficult or expeasto obtain. If it becomes more difficult or eqsive for our franchisees to obtain financing &velop nev
restaurants, our planned growth could slow andature revenue and cash flows could be adversebaated.

Our business may be adversely impacted by econmomititions.

Our results of operations are dependent upon disoery spending by consumers, which may be aftebtegeneral economic conditions and the currenibal financia
crisis. Worldwide economic conditions and consusmending have recently deteriorated significaatig may remain depressed for some time. Someedfattors th¢
are having an impact on discretionary consumerdipgrinclude increased unemployment, reductiondisposable income as a result of recent severeanhddclines ar
declines in residential real estate values, cr@diilability and consumer confidence. These ah@romacroeconomic factors could have an advergetedh our sales a
development plans, which could harm our financtaldition and operating results.

In addition, the current financial crisis has résdlin diminished liquidity and credit availabiljtgnd the recent or future turmoil in the financrarkets could make it mc
difficult for us to refinance our existing indebtexss (if necessary) or incur additional indebtedrsesl could impact the ability of banks to honaves on our existir
credit facilities.

The current credit crisis is also having a sigmifitnegative impact on businesses around the wamldi the impact of this crisis on our suppliersnzarbe predicted. Tl
inability of suppliers to access financing, or theolvency of suppliers, could lead to disruptiam®ur supply chain which could adversely impact sales and financi
condition.

Changes in governmental regulations may adversiéécour business operations.

We and our franchisees are subject to various &dstate and local regulations. Each of our tesfats is subject to state and local licensing regullation by healtl
sanitation, food, workplace safety, fire and othgencies. Requirements of local authorities wibpect to zoning, land use, licensing, permitting anvironmenti
standards could delay or prevent development of restaurants in particular locations. In additiore face risks arising from compliance with andoecément ¢
increasingly complex federal and state immigratawms and regulations.
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We are subject to the Americans with Disabilitiest And similar state laws that give civil rightofactions to individuals with disabilities in therdext of employmer
public accommodations and other areas. The expass®mciated with any facilities modifications negd by these laws could be material. Our openatiare also subje
to the U.S. Fair Labor Standards Act, which govesunsh matters as minimum wages, overtime and etbeking conditions, family leave mandates and aefgrof similai
state laws that govern these and other employnaantmatters. The compliance costs associated Wwéket laws and evolving regulations could be subiataand an
failure or alleged failure to comply with these leould lead to litigation, which could adverseffeat our financial condition.

We also face risks from new or changing laws amglilegions relating to nutritional content, nutrited labeling, product safety and menu labeling l&gann. Complianc
with these laws and regulations can be costly aam increase our exposure to litigation or goverrtaemvestigations or proceedings. New or chandegs ani
regulations relating to union organizing rights auivities may impact our operations at the rastaulevel and increase our cost of labor. In &oldj we are subject
laws relating to information security, privacy, bess payments and consumer credit, protectionfrad, and any failure or perceived failure to ctynpith those law
could harm our reputation or lead to litigation,igécould adversely affect our financial condition.

The retail food industry in which we operate istljgcompetitive.

The retail food industry in which we operate istiijgcompetitive with respect to price and qualifyf@od products, new product development, priceeatising levels ar
promotional initiatives, customer service, repwatatirestaurant location, and attractiveness andter@nce of properties. If consumer preferencas@d, or our restaura
are unable to compete successfully with otherIrédad outlets in new and existing markets, ouribess could be adversely affected. In the retaitifindustry, labor is
primary operating cost component. Competitiondoalified employees could also require us to pahéi wages to attract a sufficient number of emgésy which coul
adversely impact our margins.

Item 1B. Unresolved Staff Comments

The Company has received no written comments régaith periodic or current reports from the staffthe Securities and Exchange Commission that vgsteed 180 da
or more preceding the end of its 2008 fiscal yeaf that remain unresolved.
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Item 2. Properties.

As of year end 2008, the Company owned more th&@01units and leased land, building or both in mben 5,800 units worldwide. These units are frtiletailed ¢
follows:

«  The Company owned more than 1,100 units and ldasel building or both in more than 2,100 unit¢hia U.S.
«  The International Division owned more than 400 siaihd leased land, building or both in more tha0Q units.
«  The China Division leased land, building or bothrinre than 2,600 units.

Company restaurants in the U.S. which are not owaredgenerally leased for initial terms of 15 ory&ars and generally have renewal options; howeRigza Hu
delivery/carryout units in the U.S. generally aeaded for significantly shorter initial terms withort renewal options. Company restaurants inrternational Divisiol
which are not owned have initial lease terms anéwal options that vary by country. Company restats in the China Division are generally leasedriial terms of 1
to 15 years and generally do not have renewal pgtidistorically, the Company has either been &blenew its China Division leases or enter intnpetitive leases
replacement sites without significant impact on operations, cash flows or capital resources. Chmpany currently does not have a significant nundbeunits that i
leases or sub-leases to franchisees.

Pizza Hut and YRI lease their corporate headquaded a research facility in Dallas, Texas. Tactl Bases its corporate headquarters and reseaility in Irvine,
California. YRI owns KFC's, LJS’s, A&W'’s and YUM' corporate headquarters and a research facilitpusville, Kentucky. In addition, YUM leases wf facilities fo
certain support groups in Louisville, Kentucky. eT€hina Division leases their corporate headquaded research facilities in Shanghai, China. Aoldal informatior
about the Company’s properties is included in tbaesdlidated Financial Statements and footnotesaim IR, Item 8, pages 53 through 106.

The Company believes that its properties are gégpaenagood operating condition and are suitabletfee purposes for which they are being used.

Item 3. Legal Proceedings

The Company is subject to various claims and cgeticies related to lawsuits, real estate, environahend other matters arising in the normal cowfseusiness. Tt
Company believes that the ultimate liability, ifyain excess of amounts already provided for thmatters in the Consolidated Financial Statemestspt likely to have
material adverse effect on the Companghnual results of operations, financial conditiorcash flows. The following is a brief descrigptiof the more significant of t
categories of lawsuits and other matters we fame fime to time. Descriptions of specific claintglacontingencies appear in Note 21, Contingentiethe Consolidate
Financial Statements included in Part Il, Item 8.
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Franchising

A substantial number of the restaurants of eadh®iConcepts are franchised to independent busisexserating under arrangements with the Concéptthe course «
the franchise relationship, occasional disputesedetween the Company and its Concefpésichisees relating to a broad range of subjéutéyding, without limitatior
quality, service, and cleanliness issues, contestiegarding grants, transfers or terminationsafdhises, territorial disputes and delinquent payts

Suppliers

The Company, through approved distributors, pureka®od, paper, equipment and other restaurantlisspffom numerous independent suppliers througtbe
world. These suppliers are required to meet anihtaia compliance with the Comparsystandards and specifications. On occasion, tisparise between the Comp
and its suppliers on a number of issues, includiug not limited to, compliance with product spexfions and terms of procurement and service rements.
Employees

At any given time, the Company or its affiliatesgay hundreds of thousands of persons, primarilytsrrestaurants. In addition, each year thousarfigsersons set
employment with the Company and its restaurantsmRime to time, disputes arise regarding empldyigag, compensation, termination and promotioagces.

Like other retail employers, the Company has beeed in a few states with allegations of purpodieds-wide wage and hour and other labor law vimbat
Customers

The Company’s restaurants serve a large and diweosssection of the public and in the course of sengngmany people, disputes arise regarding prodsetsjce
accidents and other matters typical of large reat#tisystems such as those of the Company.

Intellectual Property

The Company has registered trademarks and senacksinmany of which are of material importanceite €ompanys business. From time to time, the Company
become involved in litigation to defend and protiésuse and ownership of its registered marks.
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Iltem 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of shareholdersg the fourth quarter of 200

Executive Officers of the Registrant

The executive officers of the Company as of Felyrddr, 2009, and their ages and current positiorsf #sat date are as follows:

David C. Novak, 56, is Chairman of the Board, Chief Executivei€f and President of YUM. He has served in tloisifion since January 2001. From December 19
January 2001, Mr. Novak served as Vice ChairmathefBoard, Chief Executive Officer and PresidenYtfM. From October 1997 to December 1999, he seaselice
Chairman and President of YUM. Mr. Novak previgusérved as Group President and Chief ExecutiveEe@ffKFC and Pizza Hut from August 1996 to Jul@19

Richard T. Carucci , 51, is Chief Financial Officer for YUM. He haersed in this position since March 2005. From OetoP004 to February 2005, he served as S
Vice President, Finance and Chief Financial Offie@esignate of YUM. From May 2003 to October 2004 skeved as Executive Vice President and Chief [@reén
Officer of YRI. From November 2002 to May 2003, $erved as Senior Vice President for YRI and atsiséed Pizza Hut in asset strategy developmenam Rovembe
1999 to July 2002, he was Chief Financial OfficE¥&lI.

Christian L. Campbell , 58, is Senior Vice President, General Counsel, Segretad Chief Franchise Policy Officer for YUM. Hasserved as Senior Vice Presic
General Counsel and Secretary since September 18@anuary 2003, his title and job responsileisitivere expanded to include Chief Franchise P@itiger.

Jonathan D. Blum, 50, is Senior Vice President Public Affairs fodM. He has served in this position since July 1997

Anne P. Byerlein, 50, is Chief People Officer for YUM. She hasveel in this position since December 2002. FromoBet 1997 to December 2002, she was
President of Human Resources of YUM. From Oct@®80 to December 2002, she also served as KFCe&f @eiople Officer.

Ted F. Knopf, 57, is Senior Vice President Finance and Corporate iGbet of YUM. He has served in this position #n&pril 2005. From September 2001 to A
2005, Mr. Knopf served as Vice President of CormRlanning and Strategy of YUM.

Emil J. Brolick , 61, is Chief Operating Officer for YUM. He haarged as Chief Operating Officer since June 2@®8or to this position, he served as President &
Brand Building, a position he held from Decembed@®@ June 2008. Prior to that, he served as diesand Chief Concept Officer of Taco Bell, a fiosi he held fror
July 2000 to November 2006. Prior to joining TaBell, Mr. Brolick served as Senior Vice PresidefitNew Product Marketing, Research & Strategic Pilagrfor
Wendy's International, Inc. from August 1995 toyJ2D0O0.

Scott O. Bergren, 62, is President and Chief Concept Officer of Pizza.Hdé has served in this position since Novemb@&62Prior to this position, he served as C
Marketing Officer of KFC and YUM from August 2008 November 2006. From September 2002 until July32®e was the Executive Vice President, Marke#ing
Chief Concept Officer for YUM Restaurants Interoatil, Inc. From April 2002 until September 2008,Vhas Senior Vice President New Concepts for YUMtRerant
International, Inc. From June 1995 until 2002w Chief Executive Officer of Chevy’s Mexican Rastants, Inc.

Greg Creed, 51, is President and Chief Concept Officer ofd'Bell. He has served in this position since Decen#®06. Prior to this position, Mr. Creed serasdChie
Operating Officer of YUM from December 2005 to Naveer 2006. Mr. Creed served as Chief Marketingo®ffof Taco Bell from July 2001 to October 2005.

17




Roger Eaton, 48, is President and Chief Concept Officer of KR@e has served in this position since June 2698m April 2008 to June 2008, he served as (
Operating and Development Officer of YUM. From Jary 2008 until April 2008, he served as Chief @pieg and Development Officer Besignate. From 2000 ur
January 2008, he was Senior Vice President/Mandgirector of YUM! Restaurants International SouticHic.

Graham D. Allan , 53, is the President of YRI. He has served in this posis;nce November 2003. Immediately prior to thisibon he served as Executive V
President of YRI. From December 2000 to May 20@8,Allan was the Managing Director of YRI.

Jing-Shyh S. Su, 56, is Vice-Chairman of the Board and PresidénM Restaurants China. He has served as M@leirman of the Board since March 2008, and h:
served as President of YUM Restaurants China si88&. Prior to this, he was the Vice Presiderofth Asia for both KFC and Pizza Hut. Mr. Su &drhis career wil
YUM in 1989 as KFC International’s Director of Mating for the North Pacific area.

Executive officers are elected by and serve atliberetion of the Board of Directors.
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PART Il
Item 5. Market for the Registrant’'s Common Stock, Related ®ckholder Matters and Issuer Purchases of Equity &curities.

The Company’s Common Stock trades under the syMbidll and is listed on the New York Stock Exchang®Y'SE”). The following sets forth the high and low NY
composite closing sale prices by quarter for thenfany's Common Stock and dividends per common sharepeXlshare and share amounts herein have beeneatifor
the two-for-one stock split on June 26, 2007.

2008
Dividends Dividends
Quarter High Low Declarec Paid
First $ 39.0C $ 33.1: $ 0.1f $ 0.15
Seconc 41.3¢ 36.8¢ 0.1¢ 0.15
Third 38.6¢ 33.7¢ — 0.19
Fourth 39.2: 22.2¢ 0.3¢ 0.19
2007
Dividends Dividends
Quarter High Low Declarec Paid
First $ 31.0¢ $ 27.6¢ $ — $ 0.075
Seconc 34.37 28.8¢ 0.1¢ 0.15
Third 34.8( 29.6:2 — 0.15
Fourth 40.27 31.4¢ 0.3C 0.15

In 2007, the Company declared three cash dividen&8.15 per share of Common Stock, one of whick paid in 2008. In 2008, the Company declaredoarsé dividen
of $0.15 per share of Common Stock and three casthedids of $0.19 per share of Common Stock, oneta€h had a distribution date of February 6, 2008e Compan
is targeting an annual dividend payout ratio of 36%40% of net income.

As of February 11, 2009, there were approximat&lp@0 registered holders of record of the Compa@gmmon Stock.

The Company had no sales of unregistered secudtigsg 2008, 2007 or 2006.
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Issuer Purchases of Equity Securities

The following table provides information as of Dedger 27, 2008 with respect to shares of CommonkStepurchased by the Company during the quarter ¢émeled:

Total number of Approximate dollar
shares purchased value of shares that
Average as part of publicly may yet be
Total number price paid per announced plans purchased under the
Fiscal Period: of shares purchast share or programs plans or program
Period 1C
9/7/08- 10/4/08 — $ — — $ 563,376,20:
Period 11
10/5/08- 11/1/08 3,269,40( $ 27.08 3,269,40( $ 474,840,41:
Period 12
11/2/08- 11/29/08 1,089,50C $ 24.96 1,089,50( $ 447,649,89¢
Period 1%
11/30/08- 12/27/08 — $ — — $ 447,649,89¢
Total 4,358,90C $ 26.55 4,358,90(C $ 447,649,89¢

In January 2008, our Board of Directors authoriadditional share repurchases of up to an additiphal5 billion (excluding applicable transactioedg of our outstandit
Common Stock. For the quarter ended December @J8,2approximately 4.4 million shares were repuseldaunder this authorization. This authorizatiapired ir
January 2009.
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Stock Performance Graph

This graph compares the cumulative total returowofCommon Stock to the cumulative total returrihef S&P 500 Stock Index and the S&P 500 ConsumscrBiionar
Sector, a peer group that includes YUM, for theéqaefrom December 26, 2003 to December 26, 20G8)dkt trading day of our 2008 fiscal year. Thapgrassumes tt
the value of the investment in our Common Stock each index was $100 at December 26, 2003 andlihdividends were reinvested.

— YUM! = = =5&P 500 == =S&P Consumer Discretionary

$250

$200 -

$150 -

$100 -

$50

12/26/03 12/23/04 12/30/05 12/29/06 12/28/07 12/27/08

YUM! $ 100 $ 138 $ 14 $ 179 $ 23¢9 $ 191
S&P 500 $ 100 $ 112 $ 118 $ 137 $ 145 $ 88
S&P Consume
Discretionary $ 100 $ 113 $ 108 $ 128 $ 111 $ 7C
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Item 6. Selected Financial Data.
Selected Financial Data

YUM! Brands, Inc. and Subsidiaries

(in millions, except per share and unit amounts)

Fiscal Yeal
2008 2007 2006 2005 2004

Summary of Operations
Revenue:

Company sale 8 9,84: 9,10( 8,36t 8,22t 7,992

Franchise and license fees 1,43€ 1,31¢€ 1,19¢ 1,124 1,01¢

Total 11,27¢ 10,41¢ 9,561 9,34¢ 9,011
Closures and impairment income (expené®s) (43 (35) (59) (62) (38)
Refranchising gain (los&) 5 11 24 43 12
Operating Proﬂfb) 1,506 1,35_1 1,26: 1,15: 1,155
Interest expense, net 22€ 16€ 154 127 12¢
Income before income taxes 1,28( 1,191 1,10¢ 1,02¢ 1,02¢
Net income 964 90¢ 824 762 74C
Basic earnings per common shéte 2.0¢ 1.74 1.51 1.3¢ 1.27
Diluted earnings per common shife 1.9¢ 1.6€ 1.4€ 1.2¢ 1.21
Cash Flow Data
Provided by operating activitie 5 1,521 1,551 1,257 1,23: 1,18¢
Capital spending, excluding acquisitic 93t 72€ 572 60¢ 64%
Proceeds from refranchising of restaure 26€ 117 257 14t 14C
Repurchase shares of Common St 1,62¢ 1,41C 983 1,05¢ 56¢
Dividends paid on Common Sto 322 273 144 122 58
Balance Shee
Total asset 5 6,527 7,18¢ 6,36¢ 5,797 5,69¢
Long-term debr 3,564 2,924 2,04t 1,64¢ 1,731
[Total debt 3,58¢ 3,217 2,27 1,86( 1,742
Other Data
Number of stores at year e

Company 7,56¢ 7,62¢ 7,73¢€ 7,587 7,745

Unconsolidated Affiliate: 64E 1,31¢ 1,20¢€ 1,64¢ 1,662

Franchisee 25,91: 24,297 23,51¢ 22,66¢ 21,85¢

Licensees 2,16¢ 2,10¢ 2,137 2,37¢ 2,34t

System 36,29: 35,34¢ 34,59t 34,27: 33,60¢
U.S. same store sales growth 2% — 1% 3% 3%
YRI system sales grovw(d)

Reportec 10% 15% % 9% 14%

Local currency® 8% 10% % 6% 6%
China Division system sales grovxff'?l

Reportec 31% 31% 26% 13% 23%

Local Currencye) 20% 24% 23% 11% 23%
Shares outstanding at year €fd 45¢ 49¢ 53C 55¢€ 581
Cash dividends declared per Common Stfck $ 0.7z 0.4£ 0.42 0.2z 0.1%
Market price per share at year éfld S 30.2¢ 38.5¢ 29.4( 23.4¢ 23.1¢




Fiscal years 2008, 2007, 2006 and 2004 include &Xw and fiscal year 2005 includes 53 weeks.

Fiscal years 2008, 2007, 2006 and 2005 includdntipact of the adoption of Statement of Financiatéunting Standards (“SFAS”) No. 123R (Revised 2008hart
Based Payment,” (“SFAS 123R")f SFAS 123R had been effective for 2004 both reggmbbasic and diluted earnings per share would Hacecased $0.06 consistent \
pro-forma information that was disclosed previcusiat date.

The selected financial data should be read in cmtion with the Consolidated Financial Statements$ the Notes thereto.

@

(b)

(©)
(d)

(e)

See Note 5 to the Consolidated Financial Statenfenta description of Closures and Impairment Exgesnand Refranchising Gain (Loss) in 2008, 200}
2006.

Fiscal year 2008 included a gain of approximatdl@@million related to the sale of our interesbur unconsolidated affiliate in Japan and $61 onillexpens
related to U.S. business transformation measurdseasssed in the Significant Gains and Chargetsoseof the MD&A. Fiscal year 2004 included $30llion
of income related to Wrench litigation and Ameri8er The Wrench litigation relates to a lawsuitiagaTaco Bell Corporation, which was settled ifd20anc
the income was a result of financial recoveriesnfigettiements with insurance carriers. Amountateel to AmeriServe are the result of cash recosedkte:
to the AmeriServe bankruptcy reorganization procéss which we incurred significant expense in yegmsor to those presented here (prime
2000). AmeriServe was formerly our primary distitidr of food and paper supplies to our U.S. stc

Adjusted for the two for one stock split on June 2807. See Note 3 to the Consolidated Finand&ksents

System sales growth includes the results of athteants regardless of ownership, including Companyed, franchise, unconsolidated affiliate anérs
restaurants. Sales of franchise, unconsolidatiéiéhtef and license restaurants generate franciugklicense fees for the Company (typically atte of 4% tc
6% of sales). Franchise, unconsolidated affilate license restaurant sales are not included mpaoy sales we present on the Consolidated Stateroi
Income; however, the fees are included in the Camsarevenues. We believe system sales growth isilugeinvestors as a significant indicator of thell
strength of our business as it incorporates allreuenue drivers, Company and franchise same stdes as well as net unit development. Same stile:
growth includes the results of all restaurants tizate been open one year or more. Additionallybegan reporting information for our internatiobakiness i
two separate operating segments (the Internatibnasion and the China Division) in 2005 as a résfl changes in our management structure. Sec
information for periods prior to 2005 has beenatest to reflect this reportin

Local currency represents the percentage chandaedéxg the impact of foreign currency translatiothese amounts are derived by translating curreai

results at prior year average exchange rates. #lieve the elimination of the foreign currency skation impact provides better yearytear comparabilit
without the distortion of foreign currency fluctiats.
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Item 7. Management'’s Discussion and Analysis of Financial @dition and Results of Operations.
Introduction and Overview

The following Management’s Discussion and Analy@MD&A”), should be read in conjunction with the Consolidafédancial Statements on pages 56 throug
(“Financial Statements”) and the Forward-Lookingt8ments on page 2 and the Risk Factors set fottein 1A. Throughout the MD&A, YUM! Brands, In¢:YUM” or
the “Company”) makes reference to certain perforreaneasures as described below.

. The Company provides the percentage changes erglide impact of foreign currency translation. §&@mounts are derived by translating current yesults ¢
prior year average exchange rates. We believeeling@nation of the foreign currency translation iag provides better year-teear comparability without tt
distortion of foreign currency fluctuatior

« System sales growth includes the results of altatgants regardless of ownership, including Companged, franchise, unconsolidated affiliate and nge
restaurants. Sales of franchise, unconsolidatiétheef and license restaurants generate franchigklicense fees for the Company (typically atta of 4% to 6% ¢
sales). Franchise, unconsolidated affiliate andnise restaurant sales are not included in Compal®s on the Consolidated Statements of Incomeghery thi
franchise and license fees are included in the Gmyip revenues. We believe system sales growth isuugefinvestors as a significant indicator of theerall
strength of our business as it incorporates adiwfrevenue drivers, Company and franchise sanme stdes as well as net unit developm

. Same store sales is the estimated growth in séksrestaurants that have been open one yeaooe.m

« Company restaurant margin as a percentage of sattefined as Company sales less expenses incdimectly by our Company restaurants in generatiogn@an
sales divided by Company sal

«  Operating margin is defined as Operating Profitd#id by Total revenue.

All Note references herein refer to the Notes ® Fimancial Statements on pages 60 through 10Bul@iaamounts are displayed in millions exceptgiere and unit cou
amounts, or as otherwise specifically identifiédl per share and share amounts herein, and ia¢thempanying Financial Statements and Notes t&itrencial Statemer
have been adjusted to reflect the June 26, 20@k sglit (see Note 3).

Description of Business

YUM is the world’s largest restaurant company in terms of systetauesmnts with over 36,000 restaurants in more thE® countries and territories operating unde
KFC, Pizza Hut, Taco Bell, Long John Silver’'s or &AIl-American Food Restaurants brands. Four ef@ompany’s restaurant brand&FC, Pizza Hut, Taco Bell al
Long John Silver’s — are the global leaders indhieken, pizza, Mexican-style food and quervice seafood categories, respectively. Of thex 86,000 restaurants, 2.
are operated by the Company, 73% are operatedahghisees and unconsolidated affiliates and 6% peeated by licensees.

YUM'’s business consists of three reporting segmebisited States, YUM Restaurants InternationalRtYor “International Division”)and the China Division. The Chi
Division includes mainland China (“China”Yhailand and KFC Taiwan and YRI includes the rerdainof our international operations. The Chinaiflon and YRI hav
been experiencing dramatic growth and now represeatly 60% of the Comparg/'operating profits. The U.S. business operates lmghly competitive marketpla
resulting in slower profit growth, but continuespimduce strong cash flows.
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Strategies
The Company continues to focus on four key strategi

Build Leading Brands in China in Every Significabategory -The Company has developed the KFC and Pizza Hatbrito the leading quick service and casual @
restaurants, respectively, in mainland China. Addally, the Company owns and operates the digiidn system for its restaurants in mainland Chitech we believ
provides a significant competitive advantage. @itieis strong competitive position, a rapidly grogieconomy and a population of 1.3 billion in maimd China, th
Company is rapidly adding KFC and Pizza Hut Cafliaing restaurants and testing the additional restiast concepts of Pizza Hut Home Service (pizzavelsl) and Eas
Dawning (Chinese food). Our ongoing earnings ghomibdel includes annual systesales growth of 20% in mainland China driven by nevit development each ye
which we expect to drive annual operating profawth of 20% in the China Division.

Drive Aggressive International Expansion and Bufittong Brands Everywhere The Company and its franchisees opened over 900 restaurants in 2008 in t
Companys International Division, representing 9 straigbtaiss of opening over 700 restaurants. The Intiemet Division generated $528 million in OperatiRgofit in
2008 up from $186 million in 1998. The Company eofs to continue to experience strong growth byding out existing markets and growing in new maskecluding
India, France and Russia. Our ongoing earnings/tironodel includes annual operating profit growttl0% driven by new unit development and same states growt
for the International Division. New unit developntés expected to contribute to system sales groivtt least 6% each year.

Dramatically Improve U.S. Brand Positions, Consisteand Returns Fhe Company continues to focus on improving its.p&sition through differentiated products
marketing and an improved customer experience. dmpany also strives to provide industry leadiegvrproduct innovation which adds sales layers aqphrds da
parts. We are the leader in multibranding, withrenthan 4,600 restaurants providing customers twaare of our brands at a single location. We it to evaluate o
returns and ownership positions with an earn thbtrio own philosophy on Company owned restaura®ist ongoing earnings growth model calls for ahragerating
profit growth of 5% in the U.S. with same storeesagirowth of 2% to 3% and leverage of our GenerdlAdministrative (“G&A”) infrastructure.

Drive Industry-Leading, Long-Term Shareholder amdriehisee Value Fhe Company is focused on delivering high retumd eeturning substantial cash flows tc
shareholders via share repurchases and dividefus. Company has one of the highest returns on fedesapital in the Quick Service Restaurants (“QSR”
industry. Additionally, 2008 was the fourth constee year in which the Company returned over $fillion to its shareholders through share repurebaan
dividends. The Company is targeting an annuabeivd payout ratio of 35% to 40% of net income.

Details of our 2009 Guidance by division can benfbwnline at http://www.yum.com/investors/news.asyl http://investors.yum.com/phoenix.zhtml?c=11729zHirol -
newsEarnings The fourth quarter earnings release included pieiny and unaudited Consolidated Statements of Géshs and Consolidated Balance Sheets, w
have been updated in this Form 10-K.

2008 Highlights

«  Worldwide system sales growth of 7%, excluding iigmecurrency translation

«  Worldwide same store sales growth of 3%

. Record international development of 1,495 new units

«  Worldwide Operating Profit growth of 11%, includiag3%, or $39 million, positive impact as describethe Significant Gains and Charges section isf MiD&A
. Operating Profit growth of 25% in the China Divisiand 10% in the YRI Division, partially offset lby6% decline in the U.S.

. Record shareholder payout of nearly $2 billion tlylo share buybacks and dividends, with share bigb@tiucing average diluted share counts by 9%
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Significant Known Events, Trends or Uncertainties mpacting or Expected to Impact Comparisons of Repded or Future Results

The following factors impacted comparability of ogéng performance for the years ended Decembe2@@8, December 29, 2007 and December 30, 2006canid
impact comparability with our results in 2009.

U.S. Restaurant Profit

Our U.S. restaurant margin as a percentage of dalegased 0.8 percentage points in 2008 and dectda3 percentage points in 2007. These decressesthe primait
drivers in the U.S. Operating Profit declines of & 3% for the years ended December 27, 2008 andrbber 29, 2007, respectively.

Restaurant profit in dollar terms was negativelypautted by $119 million of commodity inflation fohe full year 2008. Additionally, restaurant profit 2008 wa
negatively impacted by $30 million due to higheoperty and casualty self insurance expense, exeuwdithe estimated reduction due to refranchiseces, as we lapp
favorability in 2007. These decreases were partidfset by Company same store sales growth of&84lting from pricing actions we have taken.

In 2007, restaurant profit was negatively impactedsus 2006 by Company same store sales declind%dprimarily due to Taco Bell) and $44 million cdmmodity
inflation. This unfavorability was partially offsey $27 million of lower selinsured property and casualty insurance expenstysixe of the estimated reduction du
refranchised stores, driven by improved loss trends

We anticipate that the U.S. restaurant margin psreentage of sales will improve approximately Ifthe full year 2009 as a result of pricing actiave have taken a
the moderation of commodity inflation.

China Restaurant Profit

China Division restaurant margin as a percentagsalefs was 18.4%, 20.1% and 20.4% for 2008, 20672806, respectively. The declines in 2008 and7206re drive
by commodity inflation, primarily chicken, of appimately $78 million and $34 million, respectivelgnd higher labor costs. The decreases were paxtigset by the
impact of same store sales growth on restaurangimain the China Division, we expect that comntpdinflation will moderate as 2009 progresses agstaurant marg
will be at least flat versus 2008.

Impact of Foreign Currency Translation on Opera@ngfit

Changes in foreign currency exchange rates poblitiwgacted the translation of our foreign curremgnominated Operating Profit in our Internatiomadl China Divisior
by $9 million and $41 million, respectively, forettyear ended December 27, 2008 and $24 million$d®dmillion, respectively, for the year ended Deben29, 2007. |
2009, we currently expect foreign currency transtato have a significant negative impact on oyoréed International Division Operating Profit amal significant impac
on our reported China Division Operating Profitivéh the nature and volatility of the foreign curcg markets the full year forecasted foreign cucyeimpact is difficult tc
quantify. However, for the first quarter of 200@ wurrently expect a $20 million negative impactYRi’s Operating Profit and a similar impact for thea®t quarter ¢
2009.
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Consolidation of a Former Unconsolidated Affiliate in China

In 2008, we began consolidating an entity in whied have a majority ownership interest and that ajesrthe KFCs in Beijing, China. Our partnershis entity ar
essentially statewned enterprises. We historically did not cordatie this entity, instead accounting for the unobidated affiliate using the equity method of acacting,
due to the effective participation of our partnigrshe significant decisions of the entity that wenade in the ordinary course of business as askltéa Emerging Issu
Task Force ("EITF") Issue No. 983, "Investor's Accounting for an Investee When limneestor Has a Majority of the Voting Interest ihe Minority Shareholder
Shareholders Have Certain Approval or Veto RightSncurrent with a decision that we made on JaniaR008 regarding top management of the entigy,ne longe
believe that our partners effectively participatéhie decisions that are made in the ordinary eofdusiness. Accordingly, we began consolidatiiig entity.

Like our other unconsolidated affiliates, the aatiing for this entity prior to 2008 resulted in edifes being reflected as Franchise and licensg &eel our share of t
entity’s net income being reflected in Other (income) egpe The impact on our Consolidated Statememarhe for the year ended December 27, 2008 asuli céoul
consolidation of this entity was as follows:

Increase (Decreas

Company sale $ 29¢
Company restaurant expen: 237
Franchise and license fe (19)
General and administrative expen

Other (income) expense (30)
Operating Profit 7

The impact on Other (income) expense includes bwthcurrent year minority interest in pia¢ earnings of the unconsolidated affiliate aslwslthe reduction in Oth
(income) expense that resulted from our share tef-&fx earnings no longer being reported in Othergjine) expense. The increase in Operating Profit ofset by :
corresponding increase in Income tax provision ghahthere was no impact to Net Income.

Significant Gains and Charges

As part of our plan to transform our U.S. businesstook several measures in 2008 that we do nagJeehre indicative of our ongoing operations. Seheneasures tfie
U.S. business transformation measuréstjuded: expansion of our U.S. refranchising, ptigdly reducing our Company ownership in the Udsbelow 10% by year e
2010; charges relating to G&A productivity initiadis and realignment of resources (primarily sevageand early retirement costs); and investmentsumU.S. Branc
made on behalf of our franchisees such as equipmenhases. As discussed in Note 5, we are nhtdimg the impacts of these U.S. business transition measures
our U.S. segment for performance reporting purposes

In the year ended December 27, 2008, we recorgee-tax loss of $5 million from refranchising ireth).S., pretax expense related to U.S. G&A productivity irtitres
and realignment of resources of $49 million, aneltpx expense related to investments in our U.S.dsaf $7 million. The refranchising losses are enforlly discussed |
Note 5 and the Store Portfolio Strategy of the MD¢

These losses were more than offset in the yeardebdEember 27, 2008 by a pie¢ gain of approximately $100 million related twetsale of our interest in ¢
unconsolidated affiliate in Japan (See Note 5 @other discussion of this transaction). This gaas recorded in Other (income) expense in our afeged Statement
Income and was not allocated to any segment fdopeance reporting purposes.
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In 2009, we currently expect to refranchise 50@a@snts in the U.S. The impact of this refranicigon our 2009 results will be determined by ttares that we are at
to sell and the specific prices we are able toiolftar those stores. In the first quarter of 200@, expenses related to the U.S. G&A productiwitifatives and realignme
of resources are expected to total approximateljnion and investments in our U.S. Brands areesxted to total approximately $25 million.

We currently anticipate ongoing G&A savings of appmately $70 million, primarily within the U.S. gment, as a result of the U.S. business transfaomateasures v
took in 2008 and will take in 2009.

Mexico Value Added Tax'{VAT") Exemption

On October 1, 2007, Mexico enacted new legislatiat eliminated a tax ruling that allowed us tarol@n exemption related to VAT payments. BeginnimgJanuary :
2008, we were required to remit VAT on all Compaegtaurant sales resulting in lower Company sahes Restaurant profit. As a result of this new legisn, ou
International Divisions Company sales and Restaurant profit for the geded December 27, 2008 were unfavorably impacyedpproximately $38 million and $
million, respectively. The International Divisiansystem sales growth and restaurant margin ascargage of sales were negatively impacted by aqpiately 0.3 and 1
percentage points, respectively, for the year eridecember 27, 2008. For the first quarter of 2088, negative lapping impact is expected to be $lom after whict
there will be no impact on subsequent quarter9Bn2

Tax Legislation- Mainland China

On March 16, 2007, the National Peopl€€ongress in mainland China enacted new tax &gsl that went into effect on January 1, 2008.otugnactment, whic
occurred in the China Divisiog’2007 second fiscal quarter, the deferred taxnioak of all Chinese entities, including our uncdidsted affiliates, were adjusted. Th
income tax rate changes positively impacted ouB20€ income by approximately $20 million compatedvhat it would have otherwise been had no newegislatior
been enacted. The impacts on our income tax poovand operating profit in the year ended Decen®8e2007 were not significant.

Pizza Hut United Kingdom Acquisition

On September 12, 2006, we completed the acquisitidhe remaining fifty percent ownership interesour Pizza Hut United Kingdom (“U.K."Jinconsolidated affilia
from our partnerpaying approximately $178 million in cash, incluglitansaction costs and net of $9 million of cassumed. Additionally, we assumed the full liakj
as opposed to our fifty percent share, associaféd the Pizza Hut U.K.’s capital leases of $97 ioill and short-term borrowings of $23 millionThis unconsolidate
affiliate operated more than 500 restaurants inthe at the date of acquisition.

Prior to the acquisition, we accounted for ouryfiftercent ownership interest using the equity methbaccounting. Thus, we reported our fifty pertcehare of the n
income of the unconsolidated affiliate (after ietgrexpense and income taxes) as Other (incomensgpn the Consolidated Statements of Income.alterecorded
franchise fee for the royalty received from theresoowned by the unconsolidated affiliate. Sirtoe date of the acquisition, we have reported Comsates and tt
associated restaurant costs, G&A expense, intevgetnse and income taxes associated with the rastaupreviously owned by the unconsolidated afffliin ths
appropriate line items of our Consolidated Statenoérincome. We no longer record franchise feeoine for the restaurants previously owned by theonsalidate
affiliate, nor do we report other income under dugiity method of accounting. As a result of thiguisition, Company sales and restaurant profiteiased $576 millic
and $59 million, respectively, franchise fees daseel $19 million and G&A expenses increased $3Bomiln the year ended December 29, 2007 comparetie yee
ended December 30, 2006.

28




Store Portfolio Strategy

From time to time we sell Company restaurants ieting and new franchisees where geographic syegican be obtained or where franchisegpertise can generally
leveraged to improve our overall operating perfarogg while retaining Company ownership of stratedi§. and international markets. In the U.S., we targetin
Company ownership of restaurants potentially bel®& by year end 2010, down from its current leel@%. Consistent with this strategy, 700 Compeastaurants |
the U.S. were sold to franchisees in 2008. We rommb net refranchising losses of $5 million in theS. for the year ended December 27, 2008, prisnaliie to ou
refranchising of, or our offers to sell, certaiorsis or groups of stores for a price less tham t&iying values. We currently anticipate refiaising 500 units in the U.S.
2009.

We expect U.S. refranchising will generate thedwihg financial impacts over the three-year pe@@08-2010): prdax sales proceeds of about $1 billion, U.S. resia
margin improvement of about 2.5 percentage poirgairal to slightly dilutive to U.S. operating pitaind net refranchising gains of about $150 millio

While it remains our intent to significantly reduear ownership levels of Pizza Huts in the U.Kotlgh refranchising, minimal activity took place2008. The timing ¢
future refranchising is currently difficult to prietigiven refranchising results to date and theenireconomic environment.

Refranchisings reduce our reported revenues anaduresit profits and increase the importance ofesystales growth as a key performance measure.tiduaily, G&A
expenses will decline over time as a result of ehedranchising activities. The timing of such liees will vary and often lag the actual refranahisactivities as tr
synergies are typically dependent upon the sizegaography of the respective deals. G&A expensesded in the tables below reflect only direct G&#at we no longe
incurred as a result of stores that were operayedstfor all or some of theespective previous year and were no longer opgfayeus as of the last day of the respe:
current year.

The following table summarizes our worldwide refthising activities:

2008 2007 2006
Number of units refranchise 77E 42C 622
Refranchising proceeds, pret $ 26€ $ 117 $ 257
Refranchising net gains, pret $ 5 $ 11 $ 24

The impact on operating profit arising from refrhising is the net of (a) the estimated reductionsesstaurant profit, which reflects the decreas€ampany sales, a
G&A expenses and (b) the increase in franchise fi@es the restaurants that have been refranchi3ée. tables presented below reflect the impact$aial revenues ai
on Operating Profit from stores that were operdtgdis for all or some portion of the respectivevipes year and were no longer operated by us #iseolast day of tk
respective current year. In these tables, Decde&@®mpany sales and Decreased Restaurant profiesems the amount of sales or restaurant profitegaby th
refranchised restaurants during the period we owtheth in the prior year but did not own them in therent year. Increased Franchise and license riggresents tl
franchise and license fees from the refranchissthueants that were recorded by the Company irctineent year during periods in which the restaiwwamre Compar
stores in the prior year.

The following table summarizes the impact of reftsising as described above:

2008
U.S. YRI China Division Worldwide
Decreased Company sa $ (300 $ (10€) $ (5) $ (411)
Increased Franchise and license 1 16 6 — 22
Decrease in Total revenu $ (284 $ (100) $ (5 $ (389)
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2007

U.S. YRI China Division Worldwide
Decreased Company sa $ (379 (144 $ 3) $ (521)
Increased Franchise and license 1 20 9 — 28
Decrease in Total revenu $ (359 (13%) $ 3 $ (492
The following table summarizes the estimated impacOperating Profit of refranchising:
2008
U.S. YRI China Division Worldwide
Decreased Restaurant pre $ (19 (8) $ (1) $ (28)
Increased Franchise and license 1 16 6 — 22
Decreased G&/ 7 1 — 8
Increase (decrease) in Operating P $ 4 d) $ (@) $ 2
2007
U.S. YRI China Division Worldwide
Decreased Restaurant pre $ (37) (7) $ — $ (44)
Increased Franchise and license 1 20 9 — 29
Decreased G&/ 7 3 — 10
Increase (decrease) in Operating P $ (10 5 $ — $ (5)
Results of Operations
% B/(W) % B/(W)
2008 vs. 2007 2007 vs. 200€
Company sale $ 9,84: 8 $ 9,10(¢ 9
Franchise and license fe 1,43¢ 9 1,31¢ 10
Total revenue $ 1127¢ 8 $ 10,41¢ 9
Company restaurant pro $ 137 4 $ 132 4
% of Company sale _1o% (0.€) ppts. 14.6% (0.6) ppts.
Operating profii 1,50¢ 11 1,357 8
Interest expense, n 22€ (36) 16€ 8
Income tax provisiol 31€ (12 282 1
Net income $ 964 6 $ 90¢ 10
Diluted earnings per sha® $ 19 17 $ 1.6¢ 15
(€) See Note 4 for the number of shares used in thisiledion.
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Restaurant Unit Activity

Worldwide

Balance at end of 20(
New Builds
Acquisitions
Refranchisinc
Closures

Other

Balance at end of 20(
New Builds
Acquisitions
Refranchising
Closures

Other®®©

Balance at end of 20(
% of Total

United States
Balance at end of 20(
New Builds
Acquisitions
Refranchising
Closures

Other

Balance at end of 20(
New Builds
Acquisitions
Refranchising
Closures

Other

Balance at end of 20(
% of Total

Total Excluding

Company Unconsolidated Affiliate: Franchisee Licensee$?
7,73¢€ 1,20¢ 23,51¢ 32,45¢
50E 132 1,07(C 1,707
9 6 (14) 1
(420) (6) 42€ —
(209) (24) (70€) (939
(1) — 5 4
7,62¢ 1,31 24,297 33,23¢
59€ 89 1,17: 1,85¢
10€ — (10%) 1
(77%) 1) 77€ —
(16€) (8) (800) (974)
182 (749) 57C 3
7,56¢ 64E 25,91! 34,12«
22% 2% 76% 100%
Total Excluding
Company Unconsolidated Affiliate: Franchisee Licenseed?
4,212 — 13,90¢ 18,117
87 — 262 34¢
8 — @ 1
(304) — 304 —
(10€) — (38€) (492)
(1) — 3 2
3,89¢ — 14,08: 17,977
94 — 26¢ 362
95 — (94) 1
(700) — 70C —
(71 — (477) (54¢)
— — 3 3
3,31« — 14,48 17,79¢
19% — 81% 100%
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Total Excluding

YRI Company Unconsolidated Affiliate: Franchisee Licenseed?
Balance at end of 20( 1,762 561 9,381 11,71C
New Builds 54 18 78C 852
Acquisitions 1 6 ) —
Refranchising (209) (6) 11E —
Closures (66) (12) (319 (391)
Other — — 2 2
Balance at end of 20( 1,642 56¢€ 9,96: 12,17:
New Builds 55 — 86¢ 924
Acquisitions 4 — 4) —
Refranchising (71) Q) 72 —
Closures (41) — (310 (35))
Other® — (567) 567 —
Balance at end of 20( 1,58¢ — 11,15 12,74¢
% of Total 12% — 88% 100%
Total Excluding

China Division Company Unconsolidated Affiliate: Franchisee Licenseed?
Balance at end of 20( 1,762 64t 224 2,631
New Builds 364 114 28 50€
Acquisitions — — — —
Refranchising @) — 7 —
Closures 32 (23) (6) (51
Other — — — —
Balance at end of 20( 2,087 74€ 252 3,08¢
New Builds 447 89 35 571
Acquisitions 7 — (@) —
Refranchising 4) — 4 —
Closures (54) (8) (13) (75)
Other® 182 (182) — —
Balance at end of 20( 2,668 64¢< 272 3,582
% of Total 74% 18% 8% 100%

@

The Worldwide, U.S. and YRI totals exclude 2,16®9% and 174 licensed units, respectively, at Déegr27, 2008 There are no licensed units in the C
Division. Licensed units are generally units tioffer limited menus and operate in nwaditional locations like malls, airports, gaseliservice station
convenience stores, stadiums and amusement pae® waHull scale traditional outlet would not bagtical or efficient. As licensed units have loveeerag
unit sales volumes than our traditional units andaurrent strategy does not place a significarpteasis on expanding our licensed units, we do ali¢\e tha
providing further detail of licensed unit activipyovides significant or meaningful informatic
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(b) In our fiscal quarter ended March 22, 2008, we saidinterest in our unconsolidated affiliate ipda. While we will no longer have an ownershigipst it
the entity that operates both KFCs and Pizza Hulapan, it will continue to be a franchisee aga$ when it operated as an unconsolidated affilisee Not
5.

(c) On January 1, 2008, we began consolidating anyeintiChina in which we have a majority ownershigenest. This entity was previously accounted gt
unconsolidated affiliate and we reclassified thgésuaccordingly. See Note

Multibrand restaurants are included in the totéleve. Multibrand conversions increase the salédspaints of distribution for the second brand adtied restaurant but
not result in an additional unit count. Similarlynew multibrand restaurant, while increasingsaled points of distribution for two brands, resuft just one addition
unit count. Franchise unit counts include botimétsisee and unconsolidated affiliate multibrandsinMultibrand restaurant totals were as follows:

2008 Company Franchise Total
u.s. 1,601 3,02¢ 4,62¢
YRI — 32¢ 32¢
Worldwide 1,601 3,351 4,95¢
2007 Company Franchise Total
u.s. 1,75(C 1,94¢ 3,69¢
YRI 6 284 29C
Worldwide 1,75¢ 2,23t 3,98¢

For 2008 and 2007, Company multibrand unit groshtiexhs were 251 and 86, respectively. For 2008 2007, franchise multibrand unit gross additiorser830 and 28
respectively. There are no multibrand units in@tena Division.
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System Sales Growth

System sales growth includes the results of altateants regardless of ownership, including Compamged, franchise, unconsolidated affiliate and rigz
restaurants. The following tables detail the keyets of system sales growth for each reportabtgrent by year. Same store sales growth is thiraaed growth in salt
of all restaurants that have been open one yearose. Net unit growth and other represents thempact of actual system sales growth due to neivapenings an
historical system sales lost due to closures akasedny necessary rounding.

2008 vs. 200°
China
U.S. YRI Division Worldwide
Same store sales growth (decli 2% 4% 6% 3%
Net unit growth and othe 1 4 14 4
Foreign currency translatio*forex") N/A 2 11 1
% Change 3% 10% 31% 8%
% Change, excluding fore N/A 8% 20% 7%
2007 vs. 200t
China
U.S. YRI Division Worldwide
Same store sales growth (decli —% 6% 10% 3%
Net unit growth and othe — 4 14 3
Foreign currency translatio®forex") N/A 5 7 2
% Chang( —% 15% 31% 8%
% Change, excluding fore N/A 10% 24% 6%
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Revenues

Company sales were as follows:

2008 2007 2006
u.s. $ 4,41( $ 4,51¢ $ 4,952
YRI 2,37¢ 2,507 1,82¢
China Division 3,05¢ 2,07t 1,587
Worldwide $ 9,84: $ 9,10( $ 8,36¢

The following tables detail the key drivers of ff@ar-over-year changes of Company sales and Fismahd license fees. Same store sales growth &sstimated growth
in sales of all restaurants that have been operyeaeor more. Net unit growth represents thamptct of actual sales or fee additions due to neivopenings and
historical sales or fee reductions due to closuRsfranchising represents the amount of Compales $ar the periods in the prior year while the Qxamy operated the
restaurants but did not operate them in the cugreat or the impact on Franchise and license feearhounts from refranchised restaurants that wesrerded by the
Company in the current year during periods in whighrestaurants were Company stores in the pear.yOther represents the impact of acquisitionasual or
significant items and roundings, which are footdods necessary.

The percentage changes in company sales by yearasdpllows:

2008 vs. 200°
China
U.S. YRI Division Worldwide
Same store sales growth (decli 3% —% 7% 3%
Net unit growth 1 1 16 4
Refranchisinc (@) 4 — 5)
Other® 1 — 13 4
Foreign currency translatio® forex") N/A 2 11 2
% Change (2% (5% 47% 8%
% Change, excluding fore N/A @)% 36% 6%
2007 vs. 2001
China
U.S. YRI Division Worldwide
Same store sales growth (decli ()% 5% 10% 2%
Net unit growth 1 2 15 4
Refranchising 8) (8) — (6)
other® 1 32 D 6
Foreign currency translatio forex") N/A 6 7 3
% Change (9% 37% 31% 9%
% Change, excluding fore N/A 31% 24% 6%

(€) China and Worldwide include 13 percentage points &upercentage points, respectively, attributablthée consolidation of a former China unconsolida€iliate
at the beginning of 2008. See Note

(b) YRI and Worldwide include 32 percentage points &ngercentage points, respectively, attributableht acquisition of the remaining fifty percent owster
interest of our Pizza Hut U.K. unconsolidated &ffé on September 12, 2006. See Noi
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Franchise and license fees were as follows:

2008 2007 2006
u.s. $ 71t $ 67¢ $ 651
YRI 651 56¢ 494
China Division 70 69 51
Worldwide $ 1,43¢ $ 1,31¢ $ 1,19¢
The percentage changes in franchise and licensebfegear were as follows:
2008 vs. 200
China

U.S. YRI Division Worldwide
Same store sales growth (decli 2% 6% 4% 4%
Net unit growth 1 5 6 3
Refranchising 2 1 — 2
Other® — 1 (16) D
Foreign currency translatio”forex”) N/A 2 8 1
% Change 5% 15% 2% 9%
% Change, excluding fore N/A 13% (6)% 8%

2007 vs. 200t
China

U.S YRI Division Worldwide
Same store sales growth (decli —% 6% 10% 3%
Net unit growth 1 6 15 3
Refranchising 3 2 — 2
other® — (4) 4 —
Foreign currency translatio forex") N/A 5 6 2
% Change 4% 15% 35% 10%
% Change, excluding fore N/A 10% 2% 8%

(€) China and Worldwide include negative 19 percentpgimits and negative 1 percentage point, respegtiatributable to the consolidation of a formerirgz

unconsolidated affiliate at the beginning of 20@&:e Note £

(b) YRI and Worldwide include negative 4 percentagentsoand negative 2 percentage points, respectiattiyputable to the acquisition of the remainiifgyfpercen

ownership interest of our Pizza Hut U.K. unconsatiédi affiliate on September 12, 2006. See No
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Company Restaurant Margins

2008
China
U.S. YRI Division Worldwide
Company sale 100.(% 100.(% 100.(% 100.(%
Food and pape 30.2 31.€ 37.7 32.¢
Payroll and employee benef 30.1 26.C 13.€ 24.1
Occupancy and other operating exper 27.1 31.2 30.1 29.C
Company restaurant marg 12.5% 11.1% 18 4% 14.¢%
2007
China
U.S. YRI Division Worldwide
Company sale 100.(% 100.(% 100.(% 100.(%
Food and pape 29.2 29.¢ 36.4 31.C
Payroll and employee benef 30.5 26.1 13.2 25.2
Occupancy and other operating exper 27.C 317 30.5 29.1
Company restaurant marc 13.5% 12.2% 20.1% 14.6%
2006
China
U.S. YRI Division Worldwide
Company sale 100.(% 100.(% 100.(% 100.(%
Food and pape 28.2 32.2 35.4 30.t
Payroll and employee benef 30.1 24.¢€ 12.¢ 25.€
Occupancy and other operating exper 27.1 31.C 31.5 28.7
Company restaurant marg 14.6% 12.2% 20.4% 15.2%

In 2008, the decrease in U.S. restaurant margia psrcentage of sales was driven by the impacigifen commodity costs (primarily cheese, meat, lafricand whei
costs), higher labor costs (primarily wage rate saldry increases) and higher property and casurdtyrance expense as we lapped favorability razedrnin 2007. Th
decrease was partially offset by the favorable ichpdsame store sales growth on restaurant marginding the impact of higher average guest check.

In 2007, the decrease in U.S. restaurant margan @eycentage of sales was driven by the impactgbfelh commodity costs (primarily cheese and meatsl) higher wac
rates, due primarily to state minimum wage ratedases. The decrease was partially offset byateréble impact of lower seifisured property and casualty insure
expense driven by improved loss trends, as wehad$avorable impact on restaurant margin of refhégsing and closing certain restaurants.

In 2008, the decrease in YRI restaurant margin psreentage of sales was driven by the eliminadioa VAT exemption in Mexico. An increase in conulity costs wa
partially offset by higher average guest check.

In 2007, the increase in YRI restaurant margin pem@entage of sales was driven by the impact wfesstore sales growth on restaurant margin asasethe favorab
impact of refranchising certain restaurants. Ttoedase was almost fully offset by higher labortgggrimarily wage rates) and the impact of lowergins associated w
Pizza Hut units in the U.K. which we now operages a percentage of sales, Pizza Hut U.K. restasinaegatively impacted payroll and employee benefits occupanc
and other expenses and positively impacted foodpaper.
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In 2008, the decrease in China Division restaunaatgin as a percentage of sales was driven by higtramodity costs (primarily chicken products), theact of lowe
margins associated with new units during the ihjiriods of operation, and higher labor costse @bcrease was partially offset by the impact afesatore sales grow
on restaurant margin.

In 2007, the decrease in China Division restaunaatgin as a percentage of sales was driven by higdramodity costs (primarily chicken products), thrpact of lowe
margins associated with new units during the ihfiriods of operation and higher labor costs. déerease was partially offset by the impact ofesatore sales growth
restaurant margin.

Worldwide General and Administrative Expenses

G&A expenses increased 4% in 2008, including a Iffaworable impact of foreign currency translatiorhis increase was driven by approximately $49iamillof G&A
productivity initiatives and realignment of resoesaelated to the U.S. transformation as discusstite Significant Gains & Charges section of MiB&A.

G&A expenses increased 9% in 2007, including a 2%avorable impact of foreign currency translatidExcluding the additional G&A expenses associatét acquiring
the Pizza Hut U.K. business (which were previousjted within equity income prior to our acquisitiof the remaining fifty percent of the businessyl she unfavorab
impact of foreign currency translation, G&A expernsereased 4%. The increase was driven by higheuoa incentive and other compensation costs, diiefiamount
associated with strategic initiatives in China atiter international growth markets.

Worldwide Franchise and License Expense

Franchise and license expenses increased 86% B 20 increase was driven by higher marketinglifogn on behalf of franchisees, investments in ou8.Urands ¢
discussed in the Significant Gains & Charges seaticthis MD&A and increased provision for uncoliéte receivables.

Franchise and license expenses increased 14% in. Z0& increase was driven by higher marketinglifug on behalf of franchisees, franchise conventiosts an
increased provision for uncollectible receivables.

Worldwide Other (Income) Expense

2008 2007 2006
Equity income from investments in unconsolidatediafes $ (41) $ (52) $ (52)
Minority Interest® 11 — —
Gain upon sale of investment in unconsolidatediatié ®© (100) (6) 2
Contract termination charé‘@ — — 8
Wrench litigation incomé&” — (11 —
Foreign exchange net (gain) loss and o (16 ©) )
Other (income) expen $ (14¢€) $ (71) $ (52)
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(@) On January 1, 2008 the Company began consolidatirentity in China in which we have a majority onsigp interest. See Note
(b) Fiscal year 2008 reflects the gain recognized erstile of our interest in our unconsolidated affiin Japan. See Note

(c) Fiscal years 2007 and 2006 reflect recognitiomobime associated with receipt of payments for a neteivable arising from the 2005 sale of ouy fifercen
interest in the entity that operated almost all KFE@Dd Pizza Huts in Poland and the Czech Repubbatt then partner in the entit

(d) Reflects an $8 million charge associated with grentnation of a beverage agreement in the U.S. sagim 2006
(e) Fiscal year 2007 reflects financial recoveries fregttlements with insurance carriers related #nsuit settled by Taco Bell Corporation in 20
Worldwide Closure and Impairment Expenses and Refrachising (Gain) Loss

See the Store Portfolio Strategy section for maitiof our refranchising activity and Note 5 foisummary of the components of facility actionsréyortable operatir
segment.

Operating Profit

% BI/(W)

2008 2007 2008 2007
United State: $ 694 $ 73¢ (6) (3)
YRI 52€ 48( 10 18
China Division 46¢ 37t 25 30
Unallocated and corporate expen (307) (257) (29) (12)
Unallocated Other income (expen 117 9 NM NM
Unallocated Refranchising gain (loss) 5 11 NM NM
Operating Profi $ 1,50¢ $ 1,357 11 8
United States operating marg 13.5% 14.2% (0.7) ppts. 0.€ ppts.
YRI operating margit 17.4% 15.6% 1.8 ppts. (2.C) ppts.

U.S. Operating Profit decreased 6% in 2008. Thaadese was driven by higher restaurant operatists@nd higher closure and impairment expensesalpaoffset by
the impact of same store sales growth on restapraifit (primarily due to higher average guest d&)eand Franchise and license fees. The increasestaurant operatil
costs was primarily driven by higher commodity sost

U.S. Operating Profit decreased 3% in 2007. Tleadse was driven by higher restaurant operatistscprincipally commodities and labor, partialf§set by lower G&#
expenses, lower closure and impairment expensearaimtrease in Other income.

YRI Operating Profit increased 10% in 2008, inchgla 2% favorable impact from foreign currency $fation. The increase was driven by the impacavhe store sal
growth and net unit development on Franchise arahie fees. These increases were partially dffstte loss of the VAT exemption in Mexico.
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YRI Operating Profit increased 18% in 2007 inclyla 6% favorable impact from foreign currency ttatisn. The increase was driven by the impacteshe store sal
growth and new unit development on restaurant peofd franchise and license fees. The increaseparilly offset by higher G&A expenses (includiagpenses whic
were previously netted within equity income prioraur acquisition of the remaining fifty percenttbé Pizza Hut U.K. business) and higher restawpatating costs.

China Division Operating Profit increased 25% afd863in 2008 and 2007, respectively, including an 148d 7% favorable impact from foreign currency $tation
respectively. The increases were driven by theatchpf same store sales growth and net unit dewgdop on restaurant profit. The increases weragtlgroffset by highe
restaurant operating costs and higher G&A expenses.

Unallocated and corporate expenses increased 122808 due to U.S. G&A productivity initiatives amelalignment of resources and investments in the Br&nds, &
discussed in the Significant Gains and Chargesoseof this MD&A, partially offset by lower annu@hcentive compensation expenses. The 12% incrieaseallocate
and corporate expenses in 2007 was driven by aeadse in annual incentive compensation and profEsis.

Unallocated Other income (expense) in 2008 incled®$00 million gain recognized on the sale ofiaterest in our unconsolidated affiliate in Jap&ee Note 5.

Interest Expense, Net

2008 2007 2006
Interest expens $ 252 $ 19¢ $ 172
Interest incom (27) (33) (18)
Interest expense, n $ 22¢ $ 16€ $ 154

Net interest expense increased $60 million or 382008. The increase was driven by an increaberirowings in 2008 compared to 2007, partially effsy a decrease
interest rates in the variable portion of our debtompared to prior year.

Net interest expense increased $12 million or 82007. The increase was driven by an increaseiirotvings in 2007 compared to 2006, partially offigg an increase
interest bearing cash equivalents in 2007 comp@r@006.

Income Taxes

2008 2007 2006
Reportec
Income taxe: $ 31¢€ $ 282 $ 284
Effective tax rate 24.1% 23.71% 25.6%
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The reconciliation of income taxes calculated attthS. federal tax statutory rate to our effectaserate is set forth below:

2008 2007 2006
U.S. federal statutory ra 35.(% 35.(% 35.(%
State income tax, net of federal tax ben 0.6 1.C 2.C
Foreign and U.S. tax effects attributable to fonedgeration: (14.5) (5.7) (7.9)
Adjustments to reserves and prior ye 3.5 2.6 (3.5
Repatriation of foreign earning — — (0.4)
Non-recurring foreign tax credit adjustme — — (6.2
Valuation allowance additions (reverse 0.6 (9.0 6.8
Other, ne (0.5 (0.2 (0.3)
Effective income tax rat 24. 1% 23.1% 25.6%

Our 2008 effective income tax rate was negativeipacted by lapping valuation allowance reversalderia the prior year as discussed below. This teg@mpact wa
partially offset by the reversal of foreign valuatiallowances in the current year associated vettam deferred tax assets that we now believenare likely than not to t
utilized on future tax returns. Additionally, teéfective tax rate was negatively impacted by tharyoveryear change in adjustments to reserves and pramsy@cludin
certain out-ofyear adjustments that increased our effectivedéx oy 1.8 percentage points in 2008). Benefgsciated with our foreign and U.S. tax effectsifatitiable tc
foreign operations positively impacted the effeetiax rate as a result of lapping 2007 expensexiassd with the distribution of an intercompanyidend and adjustmer
to our deferred tax balances that resulted fromMbeico tax law change, as further discussed betmmyell as a higher percentage of our income beamged outside t
U.S. These benefits were partially offset in 2@38the gain on the sale of our interest in our msotidated affiliate in Japan and expense assatiatth our plan t
distribute certain foreign earnings. We also rexped deferred tax assets for the net operatingebbgenerated by certain tax planning strategigéemented in 20C
included in foreign and U.S. tax effects attribl¢ato foreign operations (1.7 percentage point ictpaHowever, we provided a full valuation alloveanon these assets
we do not believe it is more likely than not thagy will be realized in the future.

Our 2007 effective income tax rate was positivehpacted by valuation allowance reversals. In Démn2007, the Company finalized various tax plagrsirategie
based on completing a review of our internationmdrations, distributed a $275 million intercompalividend and sold our interest in our Japan uncittested affiliate. A
a result, in the fourth quarter of 2007, we revérapproximately $82 million of valuation allowanc@ssociated with foreign tax credit carryovers #ra&t more likely the
not to be claimed on future tax returns. In 2a@8hefits associated with our foreign and U.S. ffeces attributable to foreign operations were riegly impacted by $3
million of expense associated with the $275 milliotercompany dividend and approximately $20 milliaf expense for adjustments to our deferred tdarloas as a res
of the Mexico tax law change enacted during thetfoquarter of 2007. These negative impacts weréiglly offset by a higher percentage of our ineobreing earne
outside the U.S. Additionally, the effective tate was negatively impacted by the year-over-ybange in adjustments to reserves and prior years.

Our 2006 effective income tax rate was positivehpacted by the reversal of tax reserves in conmeatiith our regular U.S. audit cycle as well astaier out-ofyea
adjustments to reserves and accruals that lowenedfbective income tax rate by 2.2 percentage tgoiThe reversal of tax reserves was partiallpaifoy valuatio
allowance additions on foreign tax credits for whias a result of the tax reserve reversals, wieve were not likely to be utilized before theyperd. We als
recognized deferred tax assets for the foreigrctadit impact of norrecurring decisions to repatriate certain foreigméengs in 2007. However, we provided full valoa
allowances on such assets as we did not beliavasitmore likely than not that they would be realia¢ that time.
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Adjustments to reserves and prior years includeefffiects of the reconciliation of income tax amauntcorded in our Consolidated Statements of Inctom@mount
reflected on our tax returns, including any adjwestts to the Consolidated Balance Sheets. Adjugsrerreserves and prior years also includes clamgeax reserve
including interest thereon, established for potdrexposure we may incur if a taxing authority ®leposition on a matter contrary to our positigve evaluate the
reserves on a quarterly basis to insure that theg bheen appropriately adjusted for events, inolydiudit settlements that we believe may impacteaposure.

Consolidated Cash Flows

Net cash provided by operating activitiesvas $1,521 million compared to $1,551 million in0Z0 The decrease was primarily driven by highéerest payments a
pension contributions.

In 2007, net cash provided by operating activities $1,551 million compared to $1,25million in 2006. The increase was driven by highet income, lower pensi
contributions and lower income tax payments in 2007

Net cash used in investing activitiesvas $641 million versus $416 million in 2007. Tiherease was driven by higher capital spendingi®82and the lapping of procet
from the sale of our interest in the Japan uncadated affiliate in 2007, partially offset by thear over year change in proceeds from refranchisimgstaurants.

In December 2007, we sold our interest in our usotidated affiliate in Japan for $128 million (indes the impact of related foreign currency comsrétat were settled
December 2007). The international subsidiary thahed this interest operates on a fiscal calendtr & period end that is approximately one montHierathan ou
consolidated period close. Thus, consistent with tastorical treatment of events occurring durthg lag period, the priax gain on the sale of this investment of $
million was recorded in the first quarter of 2008owever, the cash proceeds from this transactieneviransferred from our international subsidiasytie U.S. il
December 2007 and were thus reported on our Calageli Statement of Cash Flows for the year endexeer 29, 2007. The offset to this cash on oursGlidate:
Balance Sheet at December 29, 2007 was in accpagigble and other current liabilities.

In 2007, net cash used in investing activities %4%6 million versus $434 million in 2006. The demse was driven by the lapping of the acquisitibthe remainin
interest in our Pizza Hut U.K. unconsolidated &ifé in 2006 and proceeds from the sale of ouréstein the Japan unconsolidated affiliate in Dewen®007, partiall
offset by the year over year change in proceeds fiefranchising of restaurants and a 2007 incregasapital spending.

Net cash used in financing activitiesvas $1,459 million versus $678 million in 2007. €Timcrease was driven by lower net borrowings, @igthare repurchases :
higher dividend payments in 2008.

In 2007, net cash used in financing activities B&38 million versus $670 million in 2006. The iease was driven by higher share repurchases aheérhdividen:
payments, partially offset by an increase in netdeings.

Consolidated Financial Condition

Upon recognition of the sale of our interest in ounconsolidated affiliate in Japan, as describeav@bduring the first quarter 2008 accounts payailolé other curre
liabilities decreased by $128 million due to theemsal of the associated deferred gain.

In May 2008, $250 million of Senior Unsecured Notestured, and the repayment was funded with additiborrowings under our Credit Facility, which ameluded ir
Long-term debt.
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During 2008 our Shareholders’ Equity decreased afiprately $1.2 billion resulting in the Company érgithe year with a Shareholdereficit. This decrease w
primarily driven by our shareholder payouts of apgmately $2 billion through share buybacks anddénds, a decline in the unrecognized funded stafusur U.S
pension plans of approximately $200 million andrappnately $200 million of foreign currency transtan adjustments during the year due to the stremghg of the U.¢
Dollar. These declines were partially offset by tBompany’s Net income for the year ended Decer@Fer2008. A recorded ShareholdeBgficit under general
accepted accounting principles does not by itsel€lpde us from paying dividends to our sharehal@derepurchasing shares of our Common Stock.

Liquidity and Capital Resources

Operating in the QSR industry allows us to genesatestantial cash flows from the operations of @ampany stores and from our substantial franchisaiions whic
require a limited YUM investment. In each of tlastlseven fiscal years, net cash provided by dpgrattivities has exceeded $1.1 billion. We exese levels of n
cash provided by operating activities to continnghie foreseeable future. Additionally, we estientitat refranchising proceeds, prior to income saxell total at leas
$250 million in 2009. However, unforeseen downsuim our business could adversely impact our chshsffrom operations from the levels historicalgatized or oL
refranchising proceeds from those amounts expected.

In the event our cash flows are negatively impadigdbusiness downturns, we believe we have thetahd temporarily reduce our discretionary spegdimithou
significant impact to our longerm business prospects. Our discretionary spgridioludes capital spending for new restaurantguia@tions of restaurants from franchiss
repurchases of shares of our Common Stock andedidisl paid to our shareholders. Additionally, aBDetember, 2008 we had approximately $1 billionmused capaci
under revolving credit facilities that expire in1Z20 Given this available borrowing capacity undar credit facilities, our debt maturity schedutedaur ability to reduc
discretionary spending, we do not believe we wikd to access the credit markets during 2009. T dresure that we do not need to access the ametitets whili
continuing to build our liquidity and maintainingiiofinancial flexibility, we do not currently plao repurchase shares in 2009.

Additionally, we are managing our cash and debitipos in order to maintain our current investmgrade ratings from Standard & Poor’'s Rating Sewvi@BB-) anc
Moody'’s Investors Service (Baa3). A downgrade of oredit rating would increase the Company’s aurteorrowing costs and could impact the Compargpility tc
access the credit markets if necessary. Baseti@marnount and composition of our debt at DecemBer2Q08 our interest expense would increase apmately $1..
million on a full year basis should we receive &-devel downgrade in our ratings.

Discretionary Spending

During 2008, we invested $935 million in our busises, including approximately $355 million in theSU $260 million for the International Division&&320 million fo
the China Division. For 2009, we estimate captsnding will be approximately $900 million.

We returned approximately $2 billion to our shalekos through share repurchases and quarterly alidsl in 2008. This is the fourth straight yeat the returned ow
$1.1 billion to our shareholders. Under the aditiiaf our Board of Directors, we repurchased 4@i8ion shares of our Common Stock for $1.6 billidaring 2008. A
mentioned above, the Company does not currently fol@epurchase shares during 2009.

During the year ended December 27, 2008, we pal davidends of $322 million. Additionally, on Nember 21, 2008 our Board of Directors approved cisbends o
$.19 per share of Common Stock to be distribute@eiruary 6, 2009 to shareholders of record athbse of business on January 16, 2009. The Comigataygeting a
ongoing annual dividend payout ratio of 35% - 40Rf&t income.
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Borrowing Capacity

Our primary bank credit agreement comprises a $1illibn syndicated senior unsecured revolving dréatility (the “Credit Facility”) which matures in November 2C
and includes 23 participating banks with commitrsemanging from $20 million to $113 million. We kmle the syndication reduces our dependency oroaayank.

Under the terms of the Credit Facility, we may barrup to the maximum borrowing limit, less outstmaggdletters of credit or banker’acceptances, where applicable
December 27, 2008, our unused Credit Facility eats685 million net of outstanding letters of ctexfi$166 million. There were borrowings of $2949lion outstandiny
under the Credit Facility at December 27, 2008e Trtierest rate for borrowings under the Creditilfpcanges from 0.25% to 1.25% over the Londotethank Offere
Rate (“LIBOR”) or is determined by an Alternate Base Rate, wigdihné greater of the Prime Rate or the Federal $&ade plus 0.50%. The exact spread over LIBC
the Alternate Base Rate, as applicable, dependsuomperformance under specified financial critetiaterest on any outstanding borrowings underGhedit Facility i
payable at least quarterly.

We also have a $350 million, syndicated revolvinedit facility (the “International Credit Facilityor “ICF”) which matures in November 2012 and includes 6 baviks
commitments ranging from $35 million to $90 millioWe believe the syndication reduces our dependenany one bank. There was available credit3&03million anc
no borrowings outstanding under the ICF at the @@008. The interest rate for borrowings underlt®E ranges from 0.31% to 1.50% over LIBOR or itegmined by
Canadian Alternate Base Rate, which is the grestére Citibank, N.A., Canadian Branch’s publiciynr@unced reference rate or the “Canadian Dollae@tf Rate’plus
0.50%. The exact spread over LIBOR or the Canaditernate Base Rate, as applicable, depends upéM”¥ performance under specified financial criterigetest o
any outstanding borrowings under the ICF is payableast quarterly.

On July 11, 2008 we entered into a variable ratéoseinsecured term loan (“Domestic Term Loairi)an aggregate principal amount of $375 millioattmatures in thre
years. At our discretion the variable rate reaétsne, two, three or six month intervals. We detee whether the variable rate at each resetiddtased upon: (1) LIBC
plus an applicable spread of up to 2.5%, or (2Ak@rnative Base Rate. The Alternate Base Rateagyreater of the Prime Rate or the Federal F&ads plus 0.50%, pli
an applicable spread of up to 1.5%. The procemxuis fhe Domestic Term Loan were used for genengarate purposes.

The Credit Facility, Domestic Term Loan, and thé=1&re unconditionally guaranteed by our principaingstic subsidiaries. Additionally, the ICF is anditionally
guaranteed by YUM. These agreements contain finanovenants relating to maintenance of leverayg faxed charge coverage ratios and also contdinedtive anc
negative covenants including, among other thingsfdtions on certain additional indebtedness aends| and certain other transactions specifiethénagreement. Giv:
the Companys strong balance sheet and cash flows we weretabdemply with all debt covenant requirements até&eber 27, 2008 with a considerable amou
cushion.

The majority of our remaining lontgrm debt primarily comprises Senior Unsecured Bletgh varying maturity dates from 2011 through 2@8d interest rates rang
from 6.25% to 8.88%. The Senior Unsecured Notpeesent senior, unsecured obligations and rankllggoaight of payment with all of our existing drfuture unsecure
unsubordinated indebtedness. Amounts outstandidgruSenior Unsecured Notes were $2.6 billion atdbeber 27, 2008. In May 2008, $250 million of $eninsecure
Notes matured, and the repayment was funded wiitiadal borrowings under our Credit Facili
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Contractual Obligations

In addition to any discretionary spending we magade to make, our significant contractual obligagiand payments as of December 27, 2008 included:

Total Less than 1 Yee 1-3 Years 3-5 Years More than 5 Year
Long-term debt obligation@ $ 5,22¢ $ 201 $ 1,368 $ 92t $ 2,73¢
Capital lease® 384 26 87 43 22¢
Operating lease® 4,57¢ 491 86C 701 2,52¢
Purchase obligatior§ 67 57C 96 6 3
Other@ 16¢ 144 9 7 9
Total contractual ob“gatior $ 11,025 $ 1,43: $ 2,41_1 $ 1,682 $ 5,49_1
(€) Debt amounts include principal maturities and expeéénterest payments. Rates utilized to deterrmiterest payments for variable rate debt are basedr

estimate of future interest rates. Excludes avalue adjustment of $59 million included in deblated to interest rate swaps that hedge the &irevof :
portion of our debt. See Note

(b) These obligations, which are shown on a nominakbaslate to more than 5,800 restaurants. See N&x

(c) Purchase obligations include agreements to purcbasds or services that are enforceable and ledptiging on us and that specify all significantnei
including: fixed or minimum quantities to be purekd; fixed, minimum or variable price provisionadahe approximate timing of the transaction. Véege
excluded agreements that are cancelable withoulfyenPurchase obligations relate primarily toommation technology, marketing, commodity agreers,
purchases of property, plant and equipment asagetionsulting, maintenance and other agreemr

(d) Other consists of 2009 pension plan funding obiiyes, the current portion of unrecognized tax biemeid projected payments for deferred compense

We have not included in the contractual obligatitaise approximately $229 million for lortgrm liabilities for unrecognized tax benefits f@rious tax positions we hz
taken. These liabilities may increase or decrease time as a result of tax examinations, andrgihe status of the examinations, we cannot rgliabtimate the period
any cash settlement with the respective taxingaittes. These liabilities also include amountsttare temporary in nature and for which we ansi@that over time the
will be no net cash outflow. We have includedhie tontractual obligations table $53 million irbligies for unrecognized tax benefits that we eotpe settle in cash in t
next year.

We have included $85 million in contributions wepexgt to make to our pension plans in 2009 in thatractual obligations table. Our most significafan, the YUN
Retirement Plan (the “U.S. Plan”), is a noncontidloy defined benefit pension plan covering cerfaiftime U.S. salaried employees. Our funding poligthwespect t
the U.S. Plan is to contribute amounts necessasgtisfy minimum pension funding requirements, udahg requirements of the Pension Protection AQQd6, plus suc
additional amounts from time to time as determiteete appropriate to improve the U.S. P&afunded status. We currently estimate that weaeihtribute approximate
$80 million to the U.S. Plan in 2009. Contribusobeyond 2009 will depend upon the timing and arhafirour asset returns as well as changes in adpécdiscour
rates. At our 2008 measurement date, our pendams pn the U.S., which include the U.S. Plan anduafunded supplemental executive plan, had a giejebenef
obligation of $923 million and plan assets of $5diion.
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The funding rules for our pension plans outsid¢hef U.S. vary from country to country and dependrany factors including discount rates, performaoicplan asset
local laws and regulations. Our most significalaing are in the U.K. The projected benefit oblabf our pension plans in the U.K. exceeded plssets by $43 millic
at our 2008 measurement date. We have committetai® a discretionary funding contribution of apqmeately $5 million in 2009 to one of these plarie plans ai
currently under review to determine if addition@adetionary pension funding payments will be cotedi to in 2009.

Our postretirement plan in the U.S. is not requit@dbe funded in advance, but is pay as you go.nvsde postretirement benefit payments of $5 milli2008 and n
future funding amounts are included in the contrakcbbligations table. See Note 15 for furthermdstabout our pension and postretirement plans.

We have excluded from the contractual obligati@ide payments we may make for exposures for whielare self-insured, including workedmpensation, employme
practices liability, general liability, automobiliability, product liability and property losseso{tectively “property and casualty losses”) and éogpe healthcare and long-
term disability claims.

The majority of our recorded liability for self-ined employee healthcare, loteym disability and property and casualty lossgsegents estimated reserves for inct
claims that have yet to be filed or settled.

Off-Balance Sheet Arrangements

We have provided a partial guarantee of approxima#6 million of a franchisee loan program useinarily to assist franchisees in the developmente@# restauran
and, to a lesser extent, in connection with the gamy’s historical refranchising programs at December2008. We have also provided two letters of créatialing
approximately $23 million in support of the franede loan program. One such letter of credit cteldised if we fail to meet our obligations under guarantee. Tt
other letter of credit could be used, in certaitwinstances, to fund our participation in the fugdof the franchisee loan program. The total loaumstanding under tl
loan pool were approximately $48 million at Decem®g, 2008.

Our unconsolidated affiliates had approximately $&llion and $22 million of debt outstanding aslzécember 27, 2008 and December 29, 2007, respBrctive

New Accounting Pronouncements Not Yet Adopted

See Note 2 to the Consolidated Financial Statemediisded in Part Il, Item 8 of this report for foer details of new accounting pronouncements abaglopted.

Critical Accounting Policies and Estimates

Our reported results are impacted by the applinatib certain accounting policies that require usrtake subjective or complex judgments. These jidminvolve
estimations of the effect of matters that are ieh#ly uncertain and may significantly impact ouaderly or annual results of operations or finahcandition. Changes

the estimates and judgments could significantlgetfbur results of operations, financial conditaord cash flows in future years. A description dfatvwe consider to |
our most significant critical accounting policiesléws.
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Impairment or Disposal of Lorbived Assets

We evaluate our restaurant assets and certainitéelfired intangible assets for impairment at the indlisal restaurant level except when there is an esgtien that we wi
refranchise restaurants as a group. Impairmentatians for individual restaurants that we arerently operating and have not offered for salepedormed on a semi-
annual basis or whenever events or circumstancisaite that the carrying amount of a restaurant matybe recoverable (including a decision to clagestaurant). O
semi-annual impairment test includes those restdsithat have experienced two consecutive yeaopefating losses. Our semmnual impairment evaluations require
estimation of forecasted cash flows of the restauaad any terminal value. We limit assumptionsutbmportant factors such as sales growth and imamgprovement t
those that are supportable based upon our plarieéarnit and actual results at comparable restésira

If the long-lived assets of a restaurant subjeciunsemiannual test are not recoverable based upon foegbastdiscounted cash flows, we write the assetsdo thei
fair value. This fair value is determined by dignting the forecasted after tax cash flows, inclgdierminal value, of the restaurant. The discoat# is our estimate of t
required rate of return that a third-party buyermidoexpect to receive when purchasing a restawmagtoups of restaurants and its related l6wgd assets. The discol
rate incorporates observed rates of returns fdotésl refranchising market transactions and wiebe it is commensurate with the risks and undetyainherent in th
forecasted cash flows.

We often refranchise restaurants in groups andetbee, perform such impairment evaluations atgi@ip level. These impairment evaluations are ggiyeperformed ¢
the date such restaurants are offered for saleecBsted cash flows in such instances consist tim&gd holding period cash flows and the expectate:
proceeds. Expected sales proceeds are based oogheelevant of historical sales multiples orsbiim buyers, and have historically been reasgnatdurate estimatio
of the proceeds ultimately received.

We have certain definitéved intangible assets that are not attributable specific restaurant, such as the LIS and A&tlemark/brand intangible assets and fran
contract rights, which are amortized over theireotpd useful lives. We base the expected usefes lof our trademark/brand intangible assets onraber of factor
including the competitive environment, our futuevdlopment plans for the applicable Concept andethel of franchisee commitment to the Concept. §¥aerally bas
the expected useful lives of our franchise contragits on their respective contractual terms idig renewals when appropriate.

These definitdived intangible assets are evaluated for impaitmérenever events or changes in circumstancesatelibat the carrying amount of the intangible tss®
not be recoverable. An intangible asset that endsl impaired is written down to its estimated failue, which is based on discounted cash flows. gerposes of o
impairment analysis, we update the cash flows wWeze initially used to value the definiiwed intangible asset to reflect our current esties and assumptions over
asset'’s future remaining life.

See Note 2 for a further discussion of our poliegarding the impairment or disposal of long-livedets.

Impairment of Goodwiill

We evaluate goodwill for impairment on an annuadibar more often if an event occurs or circumstanchange that indicates impairment might existodwill is
evaluated for impairment through the comparisofeofvalue of our reporting units to their carryimglues. Our reporting units are our operatingveags in the U.S. al
our business management units internationally ¢glpi individual countries). Fair value is the g@ia willing buyer would pay for the reporting yrdind is general
estimated using either discounted expected futash ¢lows from operations or the present valuenefdstimated future franchise royalty stream phus estimated sal
proceeds from refranchising.
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Future cash flow estimates and the discount raettee key assumptions when estimating the fairevalua reporting unit. Future cash flows are basedur growt
expectations relative to recent historical perfanoe These growth expectations are based on assmsifor key performance indicators such as comsates, franchis
and license fees and restaurant profit and areistens with our internal operating plans. The disat rate is our estimate of the required rateetdirn that a thirgparty
buyer would expect to receive when purchasing ankss from us that constitutes a reporting unit. Mééeve the discount rate is commensurate withritles an
uncertainty inherent in the forecasted cash flows.

We have two international reporting units that haxperienced deteriorating operating performana tive past few years. These reporting units tgmaslwill of $10(
million and $36 million as of the end of 2008. Témsumptions used in determining fair value foséheeporting units reflect our belief that the besses are experienc
temporary declines and that they will turn arouidhile these growth assumptions are consistent euithinternal operating plans and reflect what whelve are reasonal
and achievable growth rates, failure to realizes¢hgrowth rates could result in future impairmeiné@me or all of the recorded goodwill. Likewisewe believe the risk
inherent in the businesses increase, the resudtingge in the discount rate could result in futorpairment of some or all of the recorded goodwill.

See Note 2 for a further discussion of our policegarding goodwill.

Allowances for Franchise and License Receivableskesuarantees

We reserve a franchisee’s or licensee’s entireivabée balance based upon mtefined aging criteria and upon the occurrencetioéoevents that indicate that we may
collect the balance due. As a result of reservisigig this methodology, we have an immaterial arh@fimeceivables that are past due that have ne beserved for
December 27, 2008.

We have also issued certain guarantees as a msa#isigning our interest in obligations under agiag leases, primarily as a condition to the metrasing of certai
Company restaurants. Such guarantees are subjeat tequirements of Statement of Financial ActiognStandards (“SFAS”) No. 145Réscission of FASB Stateme
No. 4, 44 and 64, Amendment of FASB Statement Ng.ahd Technical Correctic” (“SFAS 145"). We recognize a liability for the fair value of suldase guarante
under SFAS 145 upon refranchising and upon anyespteEnt renewals of such leases when we remainngamily liable. The fair value of a guaranteehis estimate
amount at which the liability could be settled inwarent transaction between willing unrelated ipart

If payment on the guarantee becomes probable amdadde, we record a liability for our exposure endhese lease assignments and guarantees. Ambec®7, 200!
we have recorded an immaterial liability for oupegure which we consider to be probable and estenakhe potential total exposure under such leassignificant, witl
approximately $325 million representing the preseaitie, discounted at our ptax cost of debt, of the minimum payments of theigieed leases at December
2008. Current franchisees are the primary lesardsr the vast majority of these leases. We gépdrave crossdefault provisions with these franchisees that wqu
them in default of their franchise agreement ingkient of non-payment under the lease. We belieege crosslefault provisions significantly reduce the rislathve will
be required to make payments under these leasesiatatically, we have not been required to makehgpayments in significant amounts.

See Note 2 for a further discussion of our policegarding franchise and license operations.

See Note 14 for a further discussion of our leasgantees.
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Self-Insured Property and Casualty Losses

We record our best estimate of the remaining epsettle incurred selfisured property and casualty losses. The estimdtased on the results of an independent act
study and considers historical claim frequency sexerity as well as changes in factors such aduesiness environment, benefit levels, medical caststhe regulato
environment that could impact overall seifurance costs. Additionally, a risk margin tve@ounforeseen events that may occur over the akeyears it takes for claims
settle is included in our reserve, increasing aunfidence level that the recorded reserve is adequa

See Note 21 for a further discussion of our inscegorograms.
Pension Plans

Certain of our employees are covered under defirefit pension plans. The most significant osthplans are in the U.S. We have recorded thert#fndded status «
$410 million for these U.S. plans as a pensionilitghin our Consolidated Balance Sheet as of Deoen27, 2008. These U.S. plans had a projectedfibarbligatior
(“PBO") of $923 million and a fair value of plansets of $513 million at December 27, 2008.

The PBO reflects the actuarial present value obatiefits earned to date by employees and incogmessumptions as to future compensation le@le to the relativel
long time frame over which benefits earned to daeeexpected to be paid, our PB@re highly sensitive to changes in discount rakes our U.S. plans, we measured
PBO using a discount rate of 6.5% at December R@82 This discount rate was determined with treséance of our independent actuary. The primasisbfor ou
discount rate determination is a model that cossisa hypothetical portfolio of ten or more corgier debt instruments rated Aa or higher by Moedyith cash flows th.
mirror our expected benefit payment cash flows urtle plans. We excluded from the model those aae debt instruments flagged by Moaglyfbr a potenti
downgrade and bonds with yields that were two steshdeviations or more above the mean. In consiggrossible bond portfolios, the model allows boad cash flon
for a particular year to exceed the expected benafh flows for that year. Such excesses ararasbiio be reinvested at appropriate gaar forward rates and usec
meet the benefit cash flows in a future year. We@hted average yield of this hypothetical portfakas used to arrive at an appropriate discouet ré/e also insure tr
changes in the discount rate as compared to tloe ypear are consistent with the overall changeravailing market rates and make adjustments asseape A 50 basi:
point increase in this discount rate would haverelesed our U.S. plan®BO by approximately $64 million at our measurendate. Conversely, a 50 basis point dect
in this discount rate would have increased our pl&s’ PBO by approximately $74 million at our reeeement dates.

The pension expense we will record in 2009 is algpacted by the discount rate we selected at owsorement date. We expect pension expense fod &irplans t
increase approximately $3 million to $39 million2609. The increase is primarily driven by an &ase in amortization of net loss. A 50 basis pdirsinge in our discou
rate assumption at our measurement date would ingeai?009 U.S. pension expense by approximateRyriilion.

The assumption we make regarding our expected temg-rates of return on plan assets also impaatpeunsion expense. Our estimated loegn rate of return on U.
plan assets represents the weighted-average ofibatreturns for each asset category, adjustedri@assessment of current market conditions. eRQpected londerm rat:
of return on U.S. plan assets at December 27, 200388.0%. We believe this rate is appropriate rgittee composition of our plan assets and historicatket returr
thereon. A one percentage point increase or deer@aour expected longrm rate of return on plan assets assumption wdetdease or increase, respectively, our
U.S. pension plan expense by approximately $7 onilli
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The losses our U.S. plan assets have experiented) with a decrease in discount rates over tina@eHargely contributed to an unrecognized fasenet loss of $3i
million included in Accumulated other comprehensiveome (loss) for the U.S. plans at December P082 For purposes of determining 2008 expensefundged statt
was such that we recognized $6 million of net logsset periodic benefit cost. We will recognizepagximately $13 million of such loss in 2009.

See Note 15 for further discussion of our pensiwh @ost-retirement plans.

Stock Options and Stock Appreciation Rights Expense

Compensation expense for stock options and stopkeafation rights (“SARs”") is estimated on the drdate using a Blackcholes option pricing model. Our spec
weighted-average assumptions for the fige interest rate, expected term, expected vibjatihd expected dividend yield are documented ateNL6. Additionally, und:
SFAS No. 123 (revised 2004), “Share-Based CompEmsat'SFAS 123R”") we are required to estimate pessting forfeitures for purposes of determining pemsatio
expense to be recognized. Future expense amoantmny particular quarterly or annual period cobtl affected by changes in our assumptions or clsaimgenarke
conditions.

We have determined that it is appropriate to group awards into two homogeneous groups when estijya&xpected term and presting forfeitures. These grot
consist of grants made primarily to restaurantdl@reployees under our Restaurant General Managek S2ption Plan (the “RGM Plan’gnd grants made to executi
under our other stock award plans. Historicalppraximately 15% - 20% of total options and SARarged have been made under the RGM Plan.

Grants under the RGM Plan typically cliff vest afteur years and grants made to executives undeother stock award plans typically have a gradesting schedule a
vest 25% per year over four years. We use a singightedaverage expected term for our awards that havededrvesting schedule as permitted by SFAS 123B
revaluate our expected term assumptions usingrhiatexercise and posesting employment termination behavior on a regbiesis. Based on the results of this anal
we have determined that six years is an appropeigtected term for awards to both restaurant lerglloyees and to executives.

Upon each stock award grant we revaluate the eggeadlatility, including consideration of both hisical volatility of our stock as well as impliedhatility associated wit
our traded options. We have estimated forfeitlm@sed on historical data. Based on such data,elievb that approximately 50% of all awards granieder the RG!
Plan will be forfeited and approximately 20% ofalvards granted to above-store executives wilbokeited.

Income Taxes

At December 27, 2008, we had a valuation allowafck254 million primarily to reduce our net opergfiloss and tax credit carryforward benefits of @2aillion, as wel
as our other deferred tax assets, to amounts tilahare likely than not be realized. The net ggierg loss and tax credit carryforwards exist idefel, state and forei
jurisdictions that have varying carryforward pesoand restrictions on usage, including approxinga$dl50 million in certain foreign jurisdictions thenay be carrie
forward indefinitely. The estimation of future &ble income in these jurisdictions and our resgltbility to utilize net operating loss and taxditecarryforwards ce
significantly change based on future events, indgiédur determinations as to the feasibility oftaer tax planning strategies. Thus, recorded \ainallowances may |
subject to material future changes.
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As a matter of course, we are regularly auditedelgral, state and foreign tax authorities. EffecDecember 31, 2006, we adopted Financial Acdogrtandards Boa
(“FASB”) Interpretation No. 48, “Accounting for Uectainty in Income Taxes” an interpretation of 8taént of Financial Accounting Standards No. 1@g;cbunting fo
Income Taxes” (“FIN 48").FIN 48 requires that a position taken or expectelet taken in a tax return be recognized in thanftial statements when it is more likely t
not (i.e. a likelihood of more than fifty percetitat the position would be sustained upon exanonaby tax authorities. A recognized tax positierthen measured at
largest amount of benefit that is greater thary fiercent likely of being realized upon settlemeft.December 27, 2008, we had $296 million of wognized tax benefil
$225 million of which, if recognized, would affettte effective tax rate. Since adopting FIN 48,hage evaluated unrecognized tax benefits, inclutliteyest thereon, or
quarterly basis to insure that they have been gpately adjusted for events, including audit sgttents, which may impact our ultimate payment émhsexposures.

Additionally, we have not recorded the deferreditapact for certain undistributed earnings from @areign subsidiaries totaling approximately $1illidn at Decembe
27, 2008, as we believe these amounts are indgfimginvested. If our intentions were to changéhie future based on a change in circumstancésirdd tax may need
be provided that could materially impact incomeetx
See Note 19 for a further discussion of our inceaxes.
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

The Company is exposed to financial market risk®eiated with interest rates, foreign currency exde rates and commodity prices. In the normalseoaf business a
in accordance with our policies, we manage theses through a variety of strategies, which mayudelthe use of derivative financial and commodistiuments to hed
our underlying exposures. Our policies prohibé tise of derivative instruments for trading purgoséd we have procedures in place to monitor antta their use.

Interest Rate Risk

We have a market risk exposure to changes in siteates, principally in the U.S. We attempt taonimize this risk and lower our overall borrowingst® through tt
utilization of derivative financial instruments,imarily interest rate swaps. These swaps are ehtieto with financial institutions and have redates and critical terr
that match those of the underlying debt. Accorblingny change in market value associated withr@sterate swaps is offset by the opposite marketighon the relate
debt.

At December 27, 2008 and December 29, 2007, a hgtioal 100 basis point increase in short-termregterates would result, over the following twelmenth period, in
reduction of approximately $9 million and $3 miliiorespectively, in income before income taxese &stimated reductions are based upon the cugesitdf variable ra
debt and assume no changes in the volume or cotigoef that debt and include no impact from inggri@come related to cash and cash equivalentaddition, the fa
value of our derivative financial instruments atcBmber 27, 2008 and December 29, 2007 would dez@ggzroximately $35 million and $31 million, resfreely. The
fair value of our Senior Unsecured Notes at Decen2ife 2008 and December 29, 2007 would decreasexprately $120 million and $173 million, respealy. Fai
value was determined based on the present valerpaicted future cash flows considering the riskslived and using discount rates appropriate fodiiration.

Foreign Currency Exchange Rate Risk

The combined International Division and China Diwis Operating Profits constitute approximately 60%our Operating Profit in 2008, excluding unalltez incom:
(expenses). In addition, the Compaylet asset exposure (defined as foreign curressgts less foreign currency liabilities) totalegrapimately $2.1 billion as
December 27, 2008. Operating in international mark&poses the Company to movements in foreigrenayr exchange rates. The Compangtimary exposures res
from our operations in AsiRacific, Europe and the Americas. Changes in dore@urrency exchange rates would impact the tréoslaf our investments in forei
operations, the fair value of our foreign curremignominated financial instruments and our repofteeign currency denominated earnings and cashsflowor the fisci
year ended December 27, 2008, Operating Profit dvbave decreased $109 million if all foreign cumies had uniformly weakened 10% relative to the.d@lar. Thi
estimated reduction assumes no changes in saleseslor local currency sales or input prices.

We attempt to minimize the exposure related toimuestments in foreign operations by financing thowestments with local currency debt when pratti¢n addition, w
attempt to minimize the exposure related to foreigmency denominated financial instruments by pasing goods and services from third parties iallearrencies whe
practical. Consequently, foreign currency denongiddinancial instruments consist primarily of idempany shorterm receivables and payables. At times, we &
forward contracts to reduce our exposure relatetdee intercompany shdgrm receivables and payables. The notional amauthimaturity dates of these contracts
those of the underlying receivables or payables siuat our foreign currency exchange risk relatethese instruments is minimized.

Commodity Price Risk

We are subject to volatility in food costs as autesf market risk associated with commodity pric&ur ability to recover increased costs througdhér pricing is, ¢
times, limited by the competitive environment inisthwe operate. We manage our exposure to thgrisarily through pricing agreements with our ders.
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Item 8. Financial Statements and Supplementary Data.

INDEX TO FINANCIAL INFORMATION

Page Referenc

Consolidated Financial Statements

Reports of Independent Registered Public Accourfing 54
Consolidated Statements of Income for the fiscatyended December 27, 2008, December 29, 200December 30, 20C 56
Consolidated Statements of Cash Flows for the [figears ended December 27, 2008, December 29, @@ December 30, 20( 57
Consolidated Balance Sheets as of December 27, &0@®ecember 29, 20( 58
Consolidated Statements of Shareholders’ Equitfi¢iDpand Comprehensive Income (Loss) for thedisgears ended

December 27, 2008, December 29, 2007 December 30, 200 59
Notes to Consolidated Financial Statem 60
Managemer's Responsibility for Financial Stateme 106

Financial Statement Schedules

No schedules are required because either the eghjiriformation is not present or not present in amt® sufficient to require submission of the schedar because tl
information required is included in the above lisfmancial statements or notes thereto.
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Report of Independent Registered Public Accountindrirm

The Board of Directors and Shareholders
YUM! Brands, Inc.:

We have audited the accompanying consolidated balaheets of YUM! Brands, Inc. and Subsidiaries i¥las of December 27, 2008 and December 29, 200¥ tfe
related consolidated statements of income, cas¥sfland shareholders’ equity (deficit) and compnshe income (loss) for each of the years in tmeetlyear period ende
December 27, 2008. These consolidated finan@#éistents are the responsibility of YUsnanagement. Our responsibility is to expresspamion on these consolidat
financial statements based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting Oversighalo(United States). Those standards requireviieaplan anc
perform the audit to obtain reasonable assuranoetalhether the financial statements are free oferred misstatement. An audit includes examiniog,a test basi:
evidence supporting the amounts and disclosuréseifinancial statements. An audit also includeseasing the accounting principles used and sigmifiestimates mau
by management, as well as evaluating the overahftial statement presentation. We believe thatodits provide a reasonable basis for our opinion

In our opinion, the consolidated financial stateteeeferred to above present fairly, in all materéspects, the financial position of YUM as of Betber 27, 2008 ar
December 29, 2007, and the results of its operatiom its cash flows for each of the years in tineetyear period ended December 27, 2008, in conformuith U.S.
generally accepted accounting principles.

As discussed in the Notes to the consolidated Giustatements, YUM adopted the provisions of Raial Accounting Standards Board Interpretation M&.Accounting
for Uncertainty in Income Taxg, in 2007, and Statement of Financial Accountinan8ards (SFAS) No. 15&mployers’Accounting for Defined Benefit Pension and O1
Postretirement Plan, and Staff Accounting Bulletin No. 1080nsidering the Effects of Prior Year Misstatemeriten Quantifying Misstatements in the Current Y,aar
2006.

We also have audited, in accordance with the stalsdaf the Public Company Accounting Oversight RBio@Wnited States), YUM internal control over financial reportil
as of December 27, 2008, based on criteria eshegali Internal Control — Integrated Framewoiksued by the Committee of Sponsoring Organizatafrthe Treadwa
Commission, and our report dated February 23, 20@9essed an unqualified opinion on the effectiserd internal control over financial reporting.

/s/ KPMG LLP
Louisville, Kentucky
February 23, 2009
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Report of Independent Registered Public Accountindrirm

The Board of Directors and Shareholders
YUM! Brands, Inc.:

We have audited the internal control over financeggorting of YUM! Brands, Inc. and SubsidiariesUM) as of December 27, 2008, based on criteriabéisteed in
Internal Contro—Integrated Frameworkssued by the Committee of Sponsoring Organizatiointhe Treadway Commission. YUBI’'management is responsible
maintaining effective internal control over finaakireporting and for its assessment of the effecss of internal control over financial reportingcluded in
“Management’s Report on Internal Control over FiciahReporting” appearing under Item 9A. Our respbitity is to express an opinion on YUBlinternal control ove
financial reporting based on our audit.

We conducted our audit in accordance with the stedsdof the Public Company Accounting Oversight lBo@Jnited States). Those standards require tiaphlan anc
perform the audit to obtain reasonable assurancetabhether effective internal control over finaaldieporting was maintained in all material resped@ur audit include
obtaining an understanding of internal control ofieancial reporting, assessing the risk that aemalt weakness exists, and testing and evaluatieglésign and operatil
effectiveness of internal control based on thessssgrisk. Our audit also included performing sottter procedures as we considered necessary wirthenstances. W
believe that our audit provides a reasonable Basisur opinion.

A company's internal control over financial repogtis a process designed to provide reasonablesassiregarding the reliability of financial reppg and the preparatic
of financial statements for external purposes icoatance with generally accepted accounting priesipA company's internal control over financigporting include:
those policies and procedures that (1) pertairhéonhaintenance of records that, in reasonableldataiurately and fairly reflect the transactiomsl alispositions of th
assets of the company; (2) provide reasonable @sseithat transactions are recorded as necesspeyrtot preparation of financial statements in adaace with generall
accepted accounting principles, and that receipdsexpenditures of the company are being madeiordgcordance with authorizations of managementdargttors of the
company; and (3) provide reasonable assurancediegaprevention or timely detection of unauthorizedjuisition, use, or disposition of the compangssets that cou
have a material effect on the financial statements.

Because of its inherent limitations, internal cohtsver financial reporting may not prevent or @¢taisstatements. Also, projections of any evadueof effectiveness t
future periods are subject to the risk that costrohy become inadequate because of changes irticosdor that the degree of compliance with thicpes or procedure
may deteriorate.

In our opinion, YUM maintained, in all material pescts, effective internal control over financigboeting as of December 27, 2008, based on critsmiablished innternal
Control—Integrated Framewotksued by the Committee of Sponsoring Organizatidriee Treadway Commission.

We also have audited, in accordance with the stasdaf the Public Company Accounting Oversight Bo@nited States), the consolidated balance sl#et®¥JM as of
December 27, 2008 and December 29, 2007, and thtedeconsolidated statements of income, cash flawd shareholdergquity (deficit) and comprehensive inco
(loss) for each of the years in the thgesar period ended December 27, 2008, and our relptetl February 23, 2009 expressed an unqualifigdom on those consolidat
financial statements.

/s/ KPMG LLP
Louisville, Kentucky
February 23, 2009
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Consolidated Statements of Income

YUM! Brands, Inc. and Subsidiaries

Fiscal years ended December 27, 2008, Decemb@029, and December 30, 2006
(in millions, except per share data)

2008 2007 2006

Revenues
Company sale $ 9,84: 9,10( 8,365
Franchise and license fees 1,43€ 1,31¢ 1,19¢
Total revenues 11,27¢ 10,41¢ 9,561
Costs and Expenses, Net
Company restauran

Food and pape 3,23¢ 2,82¢ 2,54¢

Payroll and employee benef 2,37( 2,30¢ 2,142

Occupancy and other operating expenses 2,85¢€ 2,64 2,402
Company restaurant expen: 8,46% 7,77: 7,094
General and administrative expen 1,34Z 1,29: 1,187
Franchise and license expen 74 40 35
Closures and impairment (income) exper 43 35 59
Refranchising (gain) los 5) (12) (24)
Other (income) expense (14€) (71) (52)
Total costs and expenses, net 9,77: 9,05¢ 8,29¢
Operating Profit 1,50¢ 1,357 1,262
Interest expense, net 22€ 16€ 154
Income before Income Taxes 1,28( 1,191 1,10¢
Income tax provision 31€ 282 284
Net Income $ 964 90¢ 824
Basic Earnings Per Common Shar $ 2.0 1.74 1.51
Diluted Earnings Per Common Share $ 1.9€ 1.6¢ 1.4€
Dividends Declared Per Common Shar $ 0.72 0.4t 0.4%

See accompanying Notes to Consolidated Financéé®ients.
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Consolidated Statements of Cash Flows
YUM! Brands, Inc. and Subsidiaries
Fiscal years ended December 27, 2008, Decemb@029,and December 30, 2006

(in millions)
2008 2007 2006

Cash Flows- Operating Activities
Net income $ 964 $ 90¢ $ 824
Depreciation and amortizatic 55€ 542 47¢
Closures and impairment expen 43 35 59
Refranchising (gain) los (5) 11 (24)
Contributions to defined benefit pension pli (66) 8) (43)
Gain on sale of interest in Japan unconsolidatilibss (200) — —
Deferred income taxe 1 (41 (30)
Equity income from investments in unconsolidatddiafes (41) (51 (51
Distributions of income received from unconsolidbidfiliates 41 40 32
Excess tax benefit from shi-based compensatic (44) (74) (65)
Share-based compensation expel 59 61 65
Changes in accounts and notes receiv (6) 4) 24
Changes in inventorie (8) 31 3)
Changes in prepaid expenses and other currensi 4 (6) (39)
Changes in accounts payable and other currentifiab 18 102 (72
Changes in income taxes paya 39 70 10
Other non-cash charges and credits, net 66 18 85
Net Cash Provided by Operating Activities 1,521 1,551 1,257
Cash Flows- Investing Activities
Capital spendint (935) (72€) (572)
Proceeds from refranchising of restaure 26€ 117 257
Acquisition of remaining interest in unconsolidattliate, net of cash assum — — (17¢)
Proceeds from the sale of interest in Japan untidased affiliate — 12¢ —
Acquisition of restaurants from franchise (35) 4) @)
Sales of property, plant and equipm 72 56 57
Other, net (9) 13 9
Net Cash Used in Investing Activities (6417 (41€) (434)
Cash Flows- Financing Activities
Proceeds from issuance of lc-term deb 37t 1,19t 30C
Repayments of lor-term debt (26¢) (24) (21)
Revolving credit facilities, three months or lesst 27¢ (149 (23
Shor-term borrowings by original maturi

More than three montt- proceed:s — 1 23€

More than three montt- payments — (189 (54)

Three months or less, r (12) (8) 4
Repurchase shares of Common St (1,629 (1,410 (983)
Excess tax benefit from shi-based compensatic 44 74 65
Employee stock option procee 72 112 142
Dividends paid on Common Sto (322) (272 (144
Other, net — (12 (2)
Net Cash Used in Financing Activities (1,459 (678 (670
Effect of Exchange Rate on Cash and Cash Equivale (11) 13 8
Net Increase (Decrease) in Cash and Cash Equivalesnt (590 47C 161
Change in Cash and Cash Equivalents due to Consoéition of an entity in China 17 — —
Cash and Cash Equivalents — Beginning of Year 78¢ 31¢ 15€
Cash and Cash Equivalents — End of Year $ 21€ $ 78¢ $ 31¢

See accompanying Notes to Consolidated Financéé®ients.
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Consolidated Balance Sheets
YUM! Brands, Inc. and Subsidiaries
December 27, 2008 and December 29, 2007

(in millions)
2008 2007
ASSETS
Current Assets
Cash and cash equivalel 21€ 78¢
Accounts and notes receivable, less allowancei$2808 and $21 in 20C 22¢ 22k
Inventories 142 12¢
Prepaid expenses and other current a 17z 14z
Deferred income taxe 81 12t
Advertising cooperative assets, restric 11C 72
Total Current Assets 951 1,481
Property, plant and equipment, | 3,71(C 3,84¢
Goodwill 60% 672
Intangible assets, n 33t 354
Investments in unconsolidated affilia 65 152
Other asset 561 443
Deferred income taxe 30C 23€
Total Assets 6,521 7,18¢
LIABILITIES AND SHAREHOLDERS ' EQUITY (DEFICIT)
Current Liabilities
Accounts payable and other current liabilit 1,47: 1,65(C
Income taxes payab 114 52
Shor-term borrowings 25 28¢
Advertising cooperative liabilitie 11C 72
Total Current Liabilities 1,722 2,062
Long-term debr 3,564 2,92¢
Other liabilities and deferred cred 1,34¢ 1,06:
Total Liabilities 6,63¢ 6,04¢
Shareholders’ Equity (Deficit)
Common Stock, no par value, 750 shares author#f&@ishares and 499 shares issued in 2008 and 2007,
respectively 7 —
Retained earning 303 1,11¢
Accumulated other comprehensive income (It (419 20
Total Shareholders Equity (Deficit) (108 1,13¢
6,527 7,18¢

Total Liabilities and Shareholders’ Equity (Deficit)

See accompanying Notes to Consolidated FinanciéSents.
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Consolidated Statements of Shareholders’ Equity (Okit) and Comprehensive Income (Loss)

YUM! Brands, Inc. and Subsidiaries

Fiscal years ended December 27, 2008, Decemb@029,and December 30, 2006

(in millions, except per share data)

Balance at December 31, 2005
Adjustment to initially apply SAB No. 10

Net income

Foreign currency translation adjustment arisingrduthe period (include

tax impact of $13 million

Minimum pension liability adjustment (net of taxpact of $11 million]

Net unrealized gain on derivative instruments @féax impact of $:
million)

Comprehensive Incon

Adjustment to initially apply SFAS No. 158 (nettak impact of $37
million)

Dividends declared on Common Stock ($0.43 per comshare’

Repurchase of shares of Common St

Employee stock option and SARs exercises (incltaesmpact of $68
million)

Compensatic-related events (includes tax impact of $3 milli

Balance at December 30, 20C

Net income

Foreign currency translation adjustment arisingrauthe perioc

Foreign currency translation adjustment includedehincome

Pension and post-retirement benefit plans (newofrhpact of $55
million)

Net unrealized loss on derivative instruments ¢i¢ax impact of $¢
million)

Comprehensive Inconr

Adjustment to initially apply FIN 4t

Dividends declared on Common Stock ($0.45 per comshare’

Repurchase of shares of Common St

Employee stock option and SARs exercises (inclaaesmpact of $69
million)

Compensatic-related events (includes tax impact of $5 milli

Balance at December 29, 2007

Net income

Foreign currency translation adjustment arisingrduthe perioc

Foreign currency translation adjustment includedehincome

Pension and post-retirement benefit plans (nedofrhpact of $114
million)

Net unrealized loss on derivative instruments @i¢ax impact of $¢
million)

Comprehensive Incon

Adjustment to change measurement date pursuarAS 358 (net of tax

impact of $4 million)
Dividends declared on Common Stock ($0.72 per comshare’
Repurchase of shares of Common St
Employee stock option and SARs exercises (inclaaesmpact of $40
million)
Compensatio-related events (includes tax impact of $6 milli
Balance at December 27, 2008

Accumulated

Other
Issued Common Stoc Retainec Comprehensivi
Shares Amount Earnings Income(Loss Total

55€ — $ 1,631 $ (170 $ 1,461
10C 10C

824 824

59 59

17 17

5 5

90t
(67) (67)
(239 (239
(40) (287) (713 (1,000
13 21C 21C
1 77 77
53C — $ 1,60¢ $ (156) $ 1,452
90¢ 90¢

93 93

1 1

96 96

(14) 14

1,08t
(13 (13
(231 (231
(42) (252) (1,159 (1,406
10 181 181
1 71 71
49¢ — $ 1,11¢ $ 20 $ 1,13¢
964 964
(199¢) (19§

(25) (25)

(209¢) (208

@) )

52€

(7) )

(339 (339

(47) (187 (1,439 (1,615
6 112 112

1 76 76
45¢ 7 $ 302 $ (418 $ (10§

See accompanying Notes to Consolidated FinanciéSents.
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Notes to Consolidated Financial Statements
(Tabular amounts in millions, except share data)

Note 1 — Description of Business

YUM! Brands, Inc. and Subsidiaries (collectivelyffered to as “YUM” or the “Company”3omprises the worldwide operations of KFC, Pizzd, Haco Bell, Long Jof
Silver’s (“LJS”) and A&W All-American Food Restaures (“A&W?”) (collectively the “Concepts”). YUM ighe world’s largest quick service restaurant company bas
the number of system units, with more than 36,00i@swf which approximately 45% are located outdige U.S. in more than 110 countries and terrigorigUM waz
created as an independent, publicly-owned compan®aiober 6, 1997 (the “Spin-off Date”) via a e distribution by our former parent, PepsiCa, lof our Commo
Stock (the “Spin-off”) to its shareholders. Refares to YUM throughout these Consolidated Finar8fatements are made using the first person naogatb“we,” “us” or
“our.”

Through our widely-recognized Concepts, we devedperate, franchise and license a system of batlitibnal and norraditional quick service restaurants. Each Cot
has proprietary menu items and emphasizes the ratéga of food with high quality ingredients as Wa$ unique recipes and special seasonings toge@ppealing, tas
and attractive food at competitive prices. Ouditianal restaurants feature dine-in, carryout andsome instances, drive-thru or delivery servibn4raditional units
which are principally licensed outlets, include Bgs units and kiosks which have a more limited ureamd operate in nomaditional locations like malls, airports, gase
service stations, convenience stores, stadiumssement parks and colleges, where a $olde traditional outlet would not be practicalefficient. We also opere
multibrand units, where two or more of our Concepts operated in a single unit. In addition, wattwe to pursue the multibrand combination of Riztut an
WingStreet, a flavored chicken wings concept weehdeveloped.

YUM consists of six operating segments: KFC-URBzza Hut-U.S., Taco Bell-U.S., LIS/A&W-U.S., YUMeRaurants International (“YRI” or “Internationaivision”)
and YUM Restaurants China (“China Division'for financial reporting purposes, management censithe four U.S. operating segments to be simaita; therefore, h.
aggregated them into a single reportable operaegment. The China Division includes mainland @h{fChina”), Thailand and KFC Taiwan, and the Internatic
Division includes the remainder of our internatiboperations.

Note 2 — Summary of Significant Accounting Policies

Our preparation of the accompanying Consolidate@miéial Statements in conformity with accountingngiples generally accepted in the United StateAroérica require
us to make estimates and assumptions that affeottezl amounts of assets and liabilities, disclesircontingent assets and liabilities at the dathe financial statemen
and the reported amounts of revenues and expensag the reporting period. Actual results couiffedt from these estimates.

Principles of Consolidation and Basis of Preparatin. Intercompany accounts and transactions have élmmated. Certain investments in businessesdpatate ot
Concepts are accounted for by the equity methaoak 1&k of majority voting rights precludes us framontrolling these affiliates, and thus we do nobsolidate the:
affiliates. Our share of the net income or losthoke unconsolidated affiliates is included ineottincome) expense. On January 1, 2008 we begasotidating the enti
that operates the KFCs in Beijing, China that wavijpusly accounted for using the equity methode Sote 5 for the impact on our Consolidated Firedi8tatements.
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We participate in various advertising cooperatiwgth our franchisees and licensees establishecblieat and administer funds contributed for useadvertising an
promotional programs designed to increase saleseahdnce the reputation of the Company and it<cfiae owners. Contributions to the advertising evafives ar
required for both company operated and franchistaveants and are generally based on a perceestafurant sales. In certain of these cooperatiepossess major
voting rights, and thus control and consolidate ¢tbeperatives. We report all assets and liabslité these advertising cooperatives that we codatdi as advertisit
cooperative assets, restricted and advertising exatipe liabilities in the Consolidated Balance &heThe advertising cooperatives assets, congigtiimarily of cas
received from the Company and franchisees and atsaeaceivable from franchisees, can only be useddlected purposes and are considered restridiee .advertisin
cooperative liabilities represent the correspondafdigation arising from the receipt of the contifions to purchase advertising and promotional Eeg. As th
contributions to these cooperatives are designated segregated for advertising, we act as an affenthe franchisees and licensees with regard w®se¢
contributions. Thus, in accordance with Statem@nFinancial Accounting Standards (“SFAS”) No. 4Bccounting for Franchise Fee Revenueyé do not reflec
franchisee and licensee contributions to these @@bipes in our Consolidated Statements of Inconfeamsolidated Statements of Cash Flows.

Fiscal Year. Our fiscal year ends on the last Saturday in béEr and, as a result, a 53rd week is added euaryof six years. Fiscal year 2005 included 53 vee€khe
Companys next fiscal year with 53 weeks will be 2011. Tinst three quarters of each fiscal year consistdweeks and the fourth quarter consists of 16ksen fisce
years with 52 weeks and 17 weeks in fiscal yeath WB weeks. Our subsidiaries operate on simikraf calendars with period or month end dateseduib thei
businesses. Our U.S. and China subsidiaries’ gpezial dates are within one week of YUMeriod end date. All of our international busses except China close
period or one month earlier to facilitate consdiédhreporting.

Reclassifications. We have reclassified certain items in the accomipg Consolidated Financial Statements and Ndtegeto for prior periods to be comparable witt
classification for the fiscal year ended Decemi#®r2D08. These reclassifications had no effegtreniously reported Net income.

Specifically, we reclassified $21 million from Othassets to Intangible assets in our December @7 Zonsolidated Balance Sheet representing onsfaeable right t
tenancy under commercial property leases in cettagrnational locations. Additionally, we recldiex $54 million from longterm Deferred income tax assets to C
liabilities and deferred credits to present defétex assets associated with foreign tax crediyé@wards and unrecognized tax benefits on a esisbwhere appropriate.

We have reduced Capital spending on our Consotid8tatements of Cash Flows by $16 million and $4fiam in 2007 and 2006, respectively, for the mapact o
capital spending that had been accrued for buyetopaid. The offsetting impact was to Change&doounts payable and other current liabilities.

Franchise and License Operations. We execute franchise or license agreements foh eait which set out the terms of our arrangemeith the franchisee
licensee. Our franchise and license agreementsatjprequire the franchisee or licensee to payrémal, nontefundable fee and continuing fees based upon@ptgy
of sales. Subject to our approval and their payroéa renewal fee, a franchisee may generallywethe franchise agreement upon its expiration.

The internal costs we incur to provide support e to our franchisees and licensees are chamgdreral and administrative (“G&A'®xpenses as incurred. Cer
direct costs of our franchise and license operat@nme charged to franchise and license expendesseTcosts include provisions for estimated unciilike fees, franchis
and license marketing funding, amortization expdnséranchise related intangible assets and aed#ier direct incremental franchise and licengmstt costs.
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We monitor the financial condition of our franchéseand licensees and record provisions for estinia®ses on receivables when we believe that @mnchisees «
licensees are unable to make their required paysnefthile we use the best information availablengking our determination, the ultimate recoveryeaforded receivabl
is also dependent upon future economic events Hret oonditions that may be beyond our controlt ptevisions for uncollectible franchise and licerrsceivables of ¢
million, $2 million and $2 million were included Franchise and license expenses in 2008, 2007 @0’} Pespectively.

Revenue Recognition. Our revenues consist of sales by Company operastdurants and fees from our franchisees ands@ss. Revenues from Company opel
restaurants are recognized when payment is tenéeérnbe time of sale. The Company presents s@&esfrsales tax and other sales related taxesredfegnize initial fee
received from a franchisee or licensee as revermenwe have performed substantially all initiavieses required by the franchise or license agreénvamich is generall
upon the opening of a store. We recognize conigniges based upon a percentage of franchisea@mdée sales as earned. We recognize renewalfesssa renew
agreement with a franchisee or licensee becomestifé. We include initial fees collected upon tlage of a restaurant to a franchisee in Reframghigain) loss.

Direct Marketing Costs. We charge direct marketing costs to expense lsaiabrelation to revenues over the year in whidkurred and, in the case of adverti
production costs, in the year the advertisemerfirs$ shown. Deferred direct marketing costs, whare classified as prepaid expenses, consist diarend relate
advertising production costs which will generally bsed for the first time in the next fiscal yead dave historically not been significant. To théent we participate
advertising cooperatives, we expense our contobstias incurred. Our advertising expenses werd $#i8ion, $556 million and $521 million in 20080@7 and 200
respectively. We report substantially all of oinedt marketing costs in occupancy and other opeyaxpenses.

Research and Development ExpensesResearch and development expenses, which we sx@enincurred, are reported in G&A expenses. &elseand developme
expenses were $34 million, $39 million and $33 imillin 2008, 2007 and 2006, respectively.

Share-Based Employee Compensation.We account for share-based employee compensatiomccordance with SFAS No. 123 (Revised 2004),at8Basel
Payment” (“SFAS 123R"). SFAS 123R requires allrshased payments to employees, including grangsnpfloyee stock options and stock appreciationsi¢tsSARs”),
to be recognized in the financial statements aspemsation cost over the service period based anfttievalue on the date of grant. Compensatiostds recognized ov
the service period on a straight-line basis forfievalue of awards that actually vest.

Impairment or Disposal of Long-Lived Assets. In accordance with SFAS No. 144, “Accounting fiee Impairment or Disposal of Long-Lived AssetsSFAS 144"),we
review our longlived assets related to each restaurant that weuarently operating and have not offered to reftase, including any allocated intangible assebgesat tc
amortization, semannually for impairment, or whenever events or gesnin circumstances indicate that the carryinguarhof a restaurant may not be recoverable.
evaluate restaurants using a “two-year historypsrating lossesas our primary indicator of potential impairmeBtased on the best information available, we wriei
an impaired restaurant to its estimated fair maviedtie, which becomes its new cost basis. Fauwevéd determined by discounting the forecasted &fte cash flows
including terminal value, of the restaurant. Th&cdunt rate is our estimate of the required rétesturn that a thirgsarty buyer would expect to receive when purchas
restaurant or groups of restaurants and its relategHived assets. The discount rate incorporates wbderates of returns for historical refranchisingrket transactior
and we believe it is commensurate with the risk$ amcertainty inherent in the forecasted cash flolmsaddition, when we decide to close a restatuitans reviewed fo
impairment and depreciable lives are adjusted basethe expected disposal date. The impairmeriuatian is based on the estimated cash flows fromtiouing us
through the expected disposal date plus the exgpéetminal value.
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We account for exit or disposal activities, inclugli store closures, in accordance with SFAS No. I#&counting for Costs Associated with Exit or Displ
Activities” (“SFAS 146"). Store closure (incomedsts include costs of disposing of the assets #sawether facilityrelated expenses from previously closed store®sé
store closure costs are generally expensed asr@ttuAdditionally, at the date we cease usingaperty under an operating lease, we record a iiptfdr the net prese
value of any remaining lease obligations, net tifrested sublease income, if any. Any subsequejnstidents to that liability as a result of leaseni@eation or changes
estimates of sublease income are recorded in slosare costs as well. To the extent we sell asgeimarily land, associated with a closed starg, gain or loss upon tt
sale is also recorded in store closure (incomefscos

Refranchising (gain) loss includes the gains osdssfrom the sales of our restaurants to new aigdirex franchisees and the related initial franehises, reduced
transaction costs. In executing our refranchisiitiatives, we most often offer groups of restanisa We classify restaurants as held for salesaisgend depreciation &
amortization when (a) we make a decision to retné®; (b) the stores can be immediately removeih foperations; (c) we have begun an active progratodate a buye
(d) significant changes to the plan of sale arelikety; and (e) the sale is probable within oneyeWe recognize estimated losses on refranchisiviten the restaural
are classified as held for sale. When we haveredf¢o refranchise stores or groups of stores foriee less than their carrying value, but do nelidve the store(s) ha
met the criteria to be classified as held for sele,recognize impairment at the offer date for argess of carrying value over the expected salesepds plus holdir
period cash flows, if any. Such impairment is sifisd as refranchising loss. We recognize gainsrestaurant refranchisings when the sale traradtioses, tt
franchisee has a minimum amount of the purchase pni atrisk equity, and we are satisfied that the franetiisan meet its financial obligations. If theemia for gai
recognition are not met, we defer the gain to titeret we have a remaining financial exposure innemtion with the sales transaction. Deferred gamesrecognized wh
the gain recognition criteria are met or as ouafficial exposure is reduced. When we make a dectsigetain a store, or group of stores, previolmsd for sale, w
revalue the store at the lower of its (a) net beakie at our original sale decision date less nbdegreciation and amortization that would haverbezorded during tt
period held for sale or (b) its current fair markelue. This value becomes the store’s new cosisbaVe record any resulting difference betweendtores carrying
amount and its new cost basis to Refranchisingijdess.

Considerable management judgment is necessaryihasags future cash flows, including cash flows frepntinuing use, terminal value, sublease inconterafranchisin
proceeds. Accordingly, actual results could vagyigicantly from our estimates.

Impairment of Investments in Unconsolidated Affiliadtes. We record impairment charges related to an imvest in an unconsolidated affiliate whenever even
circumstances indicate that a decrease in thevigine of an investment has occurred which is othan temporary. In addition, we evaluate our itwvests ir
unconsolidated affiliates for impairment when theywe experienced two consecutive years of operéiggps. We recorded no impairment associatedawithinvestmen
in unconsolidated affiliates during the years enBedember 27, 2008, December 29, 2007 and Dece3®h@006.

Guarantees. We account for certain guarantees in accordanite Rinancial Accounting Standards Board (“FASBftdrpretation (“FIN") No. 45, “Guarant®’
Accounting and Disclosure Requirements for Guaesiténcluding Indirect Guarantees of Indebtednegs3thers, an interpretation of FASB Statements &7 and 10

and a rescission of FASB Interpretation No. 34"IE5”). FIN 45 clarifies that a guarantor is required tocognize, at inception of a guarantee, a liabildy the fair valu

of certain obligations undertaken.

We have also issued guarantees as a result ofnagsigur interest in obligations under operatingsies as a condition to the refranchising of cer@mpan'
restaurants. Such guarantees are subject to go@ements of SFAS No. 145Rescission of FASB Statements No. 4, 44 and 64,sment of FASB Statement No.

and Technical Corrections” (“SFAS 145"We recognize a liability for the fair value of sulglase guarantees under SFAS 145 upon refranchasidgipon any subsequ
renewals of such leases when we remain contingéablie. The related expense in both instancéscisided in Refranchising (gain) loss.
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Income Taxes. We account for income taxes in accordance witASRNo. 109, “Accounting for Income Taxes” (“SFASAN Under SFAS 109, we record deferred
assets and liabilities for the future tax consegesrattributable to temporary differences betwéenfinancial statement carrying amounts of existisgets and liabilitit
and their respective tax bases and operating lodgax credit carryforwards. Deferred tax assets la@bilities are measured using enacted tax rexpected to apply
taxable income in the years in which those diffeemnare expected to be recovered or settled. ffeet ®n deferred tax assets and liabilities ofharge in tax rates
recognized in income in the period that includeseéhactment date. In addition, a valuation allavesis recorded to reduce the carrying amount cérded tax assets if it
more likely than not all or a portion of the assdt not be realized.

Effective December 31, 2006, we adopted FASB Im&tgtion No. 48, “Accounting for Uncertainty in lmmoe Taxes”, an interpretation of SFAS 109 (“FIN ¥8FIN 48
requires that a position taken or expected to kentan a tax return be recognized in the finanstatements when it is more likely than not (i.dikalihood of more tha
fifty percent) that the position would be sustaingmn examination by tax authorities. A recognited position is then measured at the largest amotibenefit that i
greater than fifty percent likely of being realizegon settlement. FIN 48 also requires that chariggudgment that result in subsequent recogniti®recognition ¢
change in a measurement of a tax position takenprior annual period (including any related ins¢r@nd penalties) be recognized as a discreteiitéhe interim period i
which the change occurs. Prior to adopting FIN w8, provided reserves for potential exposures wivenconsidered it probable that a taxing authorigyntake
sustainable position on a matter contrary to owitpm and recorded any changes in judgment theasancomponent of our annual effective rate.

The Company recognizes interest and penalties edarlated to unrecognized tax benefits as compsrérits income tax provision.
See Note 19 for a further discussion of our incoaxes.

Fair Value Measurements . In September 2006, the Financial Accounting Stedsl@Board (“FASB”) issued SFAS No. 157, “Fair ValiMeasurements” GFAS
157"). SFAS 157 defines fair value, establishes a framkwor measuring fair value and enhances disclosat®sut fair value measurements required under
accounting pronouncements, but does not changénexiguidance as to whether or not an instrumertisied at fair value. For those financial assetd liabilities w
record or disclose at fair value, we adopted SFAZ &t the beginning of 2008. Fair value is detesdi based on the present value of expected futash Bow:
considering the risks involved and using discoateés appropriate for the duration, and consideusiteoparty performance risk.

Cash and Cash Equivalents. Cash equivalents represent funds we have tenijyorarested (with original maturities not exceegithree months) as part of managing
day-to-day operating cash receipts and disbursemieruding short-term, highly liquid debt seciast

Inventories. We value our inventories at the lower of cosnfpated on the first-in, first-out method) or market

Property, Plant and Equipment. We state property, plant and equipment at cos$ kccumulated depreciation and amortization. \Weutate depreciation a
amortization on a straighithe basis over the estimated useful lives of thgets as follows: 5 to 25 years for buildings enprovements, 3 to 20 years for machinery
equipment and 3 to 7 years for capitalized softveasts. As discussed above, we suspend deprecaiibamortization on assets related to restautatsre held for sal

Leases and Leasehold Improvements.We account for our leases in accordance with SRAS13, “Accounting for Leases” (“SFAS 134nd other related authoritat
guidance. When determining the lease term, wenadftelude option periods for which failure to rentive lease imposes a penalty on the Company inauemount that
renewal appears, at the inception of the leasketeeasonably assured. The primary penalty tolwivie are subject is the economic detriment assatiatth the existen:
of leasehold improvements which might be impairedé choose not to continue the use of the leasegenty. Leasehold improvements, which are a comapbo
buildings and improvements described above, aretirad over the shorter of their estimated usefidd or the lease term.
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We record rent expense for leases that containdsdd rent increases on a straitjhe basis over the lease term, including any aptieriods considered in t
determination of that lease term. Contingent isrdaee generally based on sales levels in excespoflated amounts, and thus are not consideredhmim lease paymer
and are included in rent expense as they accruegéfierally do not receive leasehold improvemeg#ritives upon opening a store that is subjecti¢ase.

In accordance with FASB Staff Position (“FSP”) N@&-1, “Accounting for Rental Costs Incurred dure@onstruction Period” (“FSP 13-1'\ye expense rent associe
with leased land or buildings while a restaurarteésg constructed whether rent is paid or we abgest to a rent holiday.

Internal Development Costs and Abandoned Site CostsWe capitalize direct costs associated with the acquisition and construction of a Company unithat site
including direct internal payroll and payroll-reddt costs. Only those sipecific costs incurred subsequent to the time ttietsite acquisition is considered probable
capitalized. If we subsequently make a determomeatfhat a site for which internal development cbstge been capitalized will not be acquired or ¢yed, any previous
capitalized internal development costs are expeasddncluded in G&A expenses.

Goodwill and Intangible Assets. The Company accounts for acquisitions of restasrirom franchisees and other acquisitions ofiegsies that may occur from time
time in accordance with SFAS No. 141, “Business Biations” (“SFAS 141").Goodwill in such acquisitions represents the exoéshe cost of a business acquired
the net of the amounts assigned to assets acqum@dding identifiable intangible assets and ligieis assumed. SFAS 141 specifies criteria taubed in determinir
whether intangible assets acquired in a businesgimtion must be recognized and reported sepgrtgh goodwill. We base amounts assigned to galb@nd othe
identifiable intangible assets on independent dpalsor internal estimates. If a Company restaugasold within two years of acquisition, the gedll associated with tt
acquisition is written off in its entirety. If theestaurant is refranchised beyond two years, theuat of goodwill written off is based on the rélatfair value of th
restaurant to the fair value of the reporting uait described below.

The Company accounts for recorded goodwill and rothiangible assets in accordance with SFAS No., 1@odwill and Other Intangible Assets” (“SFAS I42In
accordance with SFAS 142, we do not amortize golbdwd indefinitelived intangible assets. We evaluate the remaiosgful life of an intangible asset that is notnig
amortized each reporting period to determine whegrents and circumstances continue to suppomaefinite useful life. If an intangible asset tighot being amortize
is subsequently determined to have a finite udé®jlwe amortize the intangible asset prospecyiveler its estimated remaining useful life. Ampatble intangible asse
are amortized on a straight-line basis.

In accordance with the requirements of SFAS 14pdgdll has been assigned to reporting units foppees of impairment testing. Our reporting units @ur operatin
segments in the U.S. (see Note 20) and our businassigement units internationally (typically indiual countries). We evaluate goodwill and indeééiived assets fi
impairment on an annual basis or more often if e@ne occurs or circumstances change that indicafmirments might exist. Goodwill impairment testmsist of .
comparison of each reporting usitfair value with its carrying value. Fair valgethe price a willing buyer would pay for a repogtiunit, and is generally estimated u
either discounted expected future cash flows frqrarations or the present value of the estimateardutranchise royalty stream plus any estimatedsspfoceeds fro
refranchising. Any estimated sales proceeds asedan relevant historical sales multiples. Tisealint rate is our estimate of the required rateetfrn that a thirgsarty
buyer would expect to receive when purchasing ankss from us that constitutes a reporting unie Bélieve the discount rate is commensurate wighribks an
uncertainty inherent in the forecasted cash floifshe carrying value of a reporting unit exceéssfair value, goodwill is written down to its irfigd fair value. We hay
selected the beginning of our fourth quarter asdhi on which to perform our ongoing annual impeint test for goodwill. For 2008, 2007 and 200®&ré was n
impairment of goodwill identified during our annuaipairment testing.
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For indefinitelived intangible assets, our impairment test cdasi$ a comparison of the fair value of an intahgidsset with its carrying amount. Fair valueriseatimat
of the price a willing buyer would pay for the intable asset and is generally estimated by dis@ogrthe expected future cash flows associated thiehintangibli
asset. We also perform our annual test for impamthof our indefinite-lived intangible assets a teginning of our fourth quarter. No impairmeftiraefinitedived
intangible assets was recorded in 2008, 2007 afid.20

Our definitelived intangible assets that are not allocatedntindividual restaurant are evaluated for impairmehenever events or changes in circumstancesateliba
the carrying amount of the intangible asset maybeotecoverable. An intangible asset that is deeimeaired is written down to its estimated faitueg which is based «
discounted cash flows. For purposes of our impaiimanalysis, we update the cash flows that watiallp used to value the definitiéved intangible asset to reflect ¢
current estimates and assumptions over the a$satre remaining life.

Derivative Financial Instruments. Historically, our use of derivative instrumen@shprimarily been to hedge interest rates anddareurrency denominated assets
liabilities. These derivative contracts are erddreo with financial institutions. We do not uderivative instruments for trading purposes anchaee procedures in ple
to monitor and control their use.

We account for these derivative financial instrutsen accordance with SFAS No. 133, “Accounting Berivative Instruments and Hedging Activities” FAS 133")as
amended by SFAS No. 149, “Amendment of Statemeft A8 Derivative Instruments and Hedging Activitig8SFAS 149"). SFAS 133 requires that all derivat
instruments be recorded on the Consolidated Bal8heet at fair value. For derivative instrumehtt tare designated and qualify as a fair value éethg gain or loss «
the derivative instrument as well as the offsetjain or loss on the hedged item attributable eohtbdged risk are recognized in the results ofaifmers. For derivati
instruments that are designated and qualify assh flaw hedge, the effective portion of the gainlass on the derivative instrument is reported @sraponent of oth
comprehensive income (loss) and reclassified iarmiags in the same period or periods during whiehhedged transaction affects earnings. For dgévey instrument
that are designated and qualify as a net investimetige, the effective portion of the gain or losgthee derivative instrument is reported in the iigmecurrency translatic
component of other comprehensive income (loss)y iaeffective portion of the gain or loss on theidative instrument for a cash flow hedge or neteistment hedge
recorded in the results of operations immediatélgr derivative instruments not designated as megdgistruments, the gain or loss is recognizedénresults of operatio
immediately. See Note 14 for a discussion of @& of derivative instruments, management of créghitinherent in derivative instruments and failnesinformation.

Common Stock Share Repurchases.From time to time, we repurchase shares of ouni@on Stock under share repurchase programs autdoby our Board ¢
Directors. Shares repurchased constitute authiyrtagt unissued shares under the North Carolina lavder which we are incorporated. Additionallyy €ommon Stoc
has no par or stated value. Accordingly, we red¢bedfull value of share repurchases, upon thestdate, against Common Stock except when to doosddwesult in
negative balance in our Common Stock account.ukh dnstances, on a period basis, we record the afoany further share repurchases as a reductioretaine:
earnings. Due to the large number of share repsehand the increase in our Common Stock marke¢ wever the past several years, our Common Statdnbe i
frequently zero at the end of any period. Accagtliin $1,434 million, $1,154 million and $713 miliioin share repurchases were recorded as a reduntiBetaine
earnings in 2008, 2007 and 2006, respectively. NBge 18 for additional information.

Pension and Post-Retirement Medical Benefits.In September 2006, the FASB issued SFAS No. 1B8ployers’ Accounting for Defined Benefit Pension and O
Postretirement Plans — an amendment of FASB Statisnid¢o. 87, 88, 106 and 132(R),” (“SFAS 158M). the fourth quarter of 2006, we adopted the redamn anc
disclosure provisions of SFAS 158. Additionall\sAS 158 requires measurement of the funded stdtpsrsion and postretirement plans as of the dateammpanys
fiscal year ending after December 15, 2008, the gaded December 27, 2008 for the Company. Thepaosnhad certain plans which had measurement taéeslid no
coincide with our fiscal year end and thus wereunel to change their measurement dates in 20@8pekmitted by SFAS 158, we used the measuremenfisrmed i
2007 to estimate the effects of our change to figear end measurement dates.
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The recognition and disclosure requirements of SEBS required the Company to recognize the fund&s of its pension and pastirement plans in the December
2006 Consolidated Balance Sheet, with a correspgnaldjustment to Accumulated other comprehensigente (loss), net of tax. The impact of adoptingsthprovisior
of SFAS 158 was an after tax reduction of Sharedrsl&Equity (Deficit) of $67 million in 2006. Subsequén the adoption of SFAS 158, gains or lossesgiut servict
costs or credits are being recognized as they asse component of other comprehensive income)(tosthe extent they have not been recognized @srgponent of ni
periodic benefit cost pursuant to SFAS No. 87, “Egers’ Accounting for Pensions,” or SFAS No. 10Bmployers’ Accounting for Postretirement Benefits Other T
Pensions”.In the fourth quarter of 2008, we adopted the mesamant date provisions of SFAS 158 and recordeeceedse to Retained Earnings of $9 million, or $6an
after tax, for our pension plans and $2 milliongarmillion after tax, for our post-retirement meali plan, respectively.

Quantification of Misstatements. In September 2006, the Securities and Exchangen@ssion (the “SEC”) issued Staff Accounting BuhelNo. 108, ‘Considering th
Effects of Prior Year Misstatements when QuantifyMisstatements in Current Year Financial StatesiefiBEAB 108"). SAB 108 provides interpretive guidance on |
the effects of the carryover or reversal of pri@ay misstatements should be considered in quamgifgi current year misstatement for the purpose ofateriality
assessment. SAB 108 requires that registrantstifuancurrent year misstatement using an apprabahconsiders both the impact of prior year miesteents that rems
on the balance sheet and those that were recordélaei current year income statement (the “Dual Méth Historically, we quantified misstatements and asest
materiality based on a current year income statéaygoroach. We were required to adopt SAB 108énfourth quarter of 2006.

The transition provisions of SAB 108 permitted umeoted prior year misstatements that were not @t any prior periods under our historical ino® stateme|
approach but that would have been material undedttal method of SAB 108 to be corrected in theyaay amounts of assets and liabilities at the beigig of 2006 witl
the offsetting adjustment to retained earningstifier cumulative effect of misstatements. We hayaséed certain balances in the accompanying Caesteddl Financii
Statements at the beginning of 2006 to correctilestatements discussed below which we considerée immaterial in prior periods under our histatiapproach. Tt
impact of the January 1, 2006 cumulative effectsitpent, net of any income tax effect, was an emedo retained earnings as follows:

Deferred Tax Liabilities Adjustmen $ 79
Reversal of Unallocated Resel 6

Non-GAAP Conventions 15
Net Increase to January 1, 2006 Retained Eart $ 100

Deferred Taxes Our opening Consolidated Balance Sheet at 8ffimcluded significant deferred tax assets aadilities. Over time we have determined that deféta
liability amounts were recorded in excess of thoseessary to reflect our temporary differences.

Unallocated ReservesA reserve was established in 1999 equal to cedat of year corrections recorded during that yearh that there was no misstatement unde
historical approach. No adjustments have beerrdedao this reserve since its establishment andaweot believe the reserve is required.

Non-GAAP Accounting ConventionsPrior to 2006, we used certain nG#&AP conventions to account for capitalized intemsrestaurant construction projects, the le
of our then Pizza Hut United Kingdom (“U.K.Unconsolidated affiliate and certain state tax BeneThe net income statement impact on any giwear from the use
these norfsAAP conventions was immaterial both individuallgdain the aggregate under our historical approd&#low is a summary of the accounting policies
adopted effective the beginning of 2006 and thegichjpf the cumulative effect adjustment under SMB,Inet of any income tax effect.

Interest Capitalization SFAS No. 34, “Capitalization of Interest Costfuéres that interest be capitalized as part of sset acquisition cost. We traditionally have
capitalized interest on individual restaurant comston projects. We increased our 2006 beginnatgined earnings balance by approximately $124anifior the estimate
capitalized interest on existing restaurants, fi@coumulated depreciation.
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Lease Accounting by our Pizza Hut United Kingdoncbimsolidated Affiliate Prior to our fourth quarter 2006 acquisition lné remaining fifty percent interest in our Pi
Hut U.K. unconsolidated affiliate, we accounted &amr ownership under the equity method. The unalichested affiliate historically accounted for alf its leases ¢
operating and we made no adjustments in recordjugyeincome. We decreased our 2006 beginningmedaearnings balance by approximately $4 millioneflect ou
fifty percent share of the cumulative equity incoimg@act of properly recording certain leases astaap

Recognition of Certain State Tax Benefitd/e historically recognized certain state tax fésme®n a cash basis as they were recognized onefigective state tax retu
instead of in the year the benefit originated. M&Eeased our 2006 beginning retained earningppyoximately $7 million to recognize these statelianefits as deferr:
tax assets.

New Accounting Pronouncements Not Yet Adopted.

In February 2008, the FASB issued FASB Staff Posiff‘FSP”) No. 157-2, “Effective Date of FASB Statent No. 157" which permits a oryear deferral for tr
implementation of SFAS 157 with regard to rfiovancial assets and liabilities that are not retped or disclosed at fair value in the financiatements on a recurring be
(at least annually). We elected to defer adoptib®EAS 157 for such non-financial assets and ligdd, which, for the Company, primarily includemngdived asset:
goodwill and intangibles for which fair value woule¢ determined as part of related impairment testd, we do not currently anticipate that full adoptin 2009 wil
materially impact the Company’s results of operatior financial condition.

In December 2007, the FASB issued SFAS No. 141igeev2007), “Business Combinations” (“SFAS 141R3F-AS 141R, which is broader in scope than SFAS
applies to all transactions or other events in Wien entity obtains control of one or more busiassand requires that the acquisition method bé fesesuch transactio
or events. SFAS 141R, with limited exceptions,| wéiquire an acquirer to recognize the assets esdjuthe liabilities assumed, and any noncontrgliimterest in th
acquiree at the acquisition date, measured at thgivalues as of that date. This will resultaoquisition related costs and anticipated restrirgucosts related to t
acquisition being recognized separately from theiress combination. SFAS 141R is effective aseflieginning of an entitg’first fiscal year beginning after Decem
15, 2008, the year beginning December 28, 200&hCompany. The impact of SFAS 141R on the Compaifl be dependent upon the extent to which wee
transactions or events occur that are within itgpsc

In December 2007, the FASB issued SFAS No. 160,ntatrolling Interests in Consolidated Financiaht8iments” (“SFAS 160")SFAS 160 amends Accounti
Research Bulletin No. 51, “Consolidated Financiat&ments,’and will change the accounting and reporting fangumtrolling interests, which are the portion otiggin e
subsidiary not attributable, directly or indirectlp a parent. SFAS 160 is effective for fiscahngeand interim periods beginning on or after Ddoeni5, 2008, the ye
beginning December 28, 2008 for the Company andires| retroactive adoption of its presentation disglosure requirements. We do not anticipate tiratadoption ¢
SFAS 160 will materially impact the Company.

In March 2008, the FASB issued SFAS No. 161, “Oisares about Derivative Instruments and Hedgingvaiets” (“SFAS 161"). SFAS 161 amends and expands
disclosure requirements in SFAS 133, “AccountingDerivative Instruments and Hedging ActivitiesSFAS 161 is effective for fiscal years and integeriods beginnin
after November 15, 2008, the year beginning Decer28g2008 for the Company.

In December 2008, the FASB issued FSP No. FAS 182(RFSP FAS 132(R)-1"), “Employers’ Disclosurelscat Postretirement Benefit Plan Assetstiich expands tt
disclosure requirements about plan assets for eéfirenefit pension plans and postretirement pl&Sf FAS 132(R}-is effective for financial statements issuedffscal
years ending after December 15, 2009, the yeangridecember 26, 2009 for the Compa

68




Note 3— Two-for-One Common Stock Split

On May 17, 2007, the Company announced that itsdo&Directors approved a two-for-one split of iempanys outstanding shares of Common Stock. The stolit
was effected in the form of a stock dividend antitled each shareholder of record at the closeusitess on June 1, 2007 to receive one additidrelesfor ever
outstanding share of Common Stock held. The sttiwklend was distributed on June 26, 2007, withrapimately 261 million shares of Common Stock dlsited. All
per share and share amounts in the accompanyirgdial Statements and Notes to the Financial S&et&rhave been adjusted to reflect the stock split.

Note 4 — Earnings Per Common Share (“EPS”)

2008 2007 2006

Net income $ 964 $ 90¢ $ 824
Weightec-average common shares outstanding (for basic eaicn) 47¢ 522 54¢€
Effect of dilutive shar-based employee compensat 16 19 18
Weighted-average common and dilutive potential camishares outstanding (for diluted

calculation) 491 541 564
Basic EP< $ 2.0¢ $ 1.74 $ 1.51
Diluted EPS $ 1.9¢ $ 1.6€ $ 1.4€
Unexercised employee stock options and stock ajggiac rights (in millions) excluded from the

diluted EPS compensatic® 5.¢ 5.7 13.2
(@ These unexercised employee stock options and stogteciation rights were not included in the corafioh of diluted EPS because to do so would haeg

antidilutive for the periods presente
Note 5 — Items Affecting Comparability of Net Incone and Cash Flows

Consolidation of a Former Unconsolidated AffiliateChina

In 2008, we began consolidating an entity in whioh have a majority ownership interest and that ajesrthe KFCs in Beijing, China. Our partnershis entity ar
essentially statewned enterprises. We historically did not cordatie this entity, instead accounting for the unotidated affiliate using the equity method of aceting,
due to the effective participation of our partnershe significant decisions of the entity that ewenade in the ordinary course of business as asizttan Emerging Issu
Task Force ("EITF") Issue No. 985, "Investor's Accounting for an Investee When ltineestor Has a Majority of the Voting Interest lihe Minority Shareholder
Shareholders Have Certain Approval or Veto RighS8tncurrent with a decision that we made on JantiaP008 regarding top management of the entiy,na longe
believe that our partners effectively participatehie decisions that are made in the ordinary eafdusiness. Accordingly, we began consolidatimg entity.

Like our other unconsolidated affiliates, the aating for this entity prior to 2008 resulted in edifes being reflected as Franchise and license &€l our share of t
entity’s net income being reflected in Other (income) espe The impact on our Consolidated Statememiazirhe for the year ended December 27, 2008 asii oéul
consolidation of this entity was as follows:
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Increase

(Decrease
Company sale $ 29¢
Company restaurant expen: 237
Franchise and license fe (19)
General and administrative expen 6
Other (income) expense (30
Operating Profit 7

The impact on Other (income) expense includes bwthcurrent year minority interest in pia¢ earnings of the unconsolidated affiliate aslwaslthe reduction in Oth
(income) expense that resulted from our share tef-&fx earnings no longer being reported in Othergjine) expense. The increase in Operating Profit ofset by :
corresponding increase in Income tax provision stiet there was no impact to Net Income. Our Clidasied Balance Sheet at December 27, 2008 reflde
consolidation of this entity; with Investment inaamsolidated affiliates eliminated, the entityjalance sheet consolidated and a minority inteefiected in Other liabilitie
and deferred credits.

Sale of Our Interest in Our Japan Unconsolidatefdidte

In December 2007, we sold our interest in our usotidated affiliate in Japan for $128 million insta(including the impact of related foreign curngontracts that we
settled in December 2007). Our international slibsy that owned this interest operates on a fisad#ndar with a period end that is approximatelg month earlier th¢
our consolidated period close. Thus, consistetit wirr historical treatment of events occurringiigithe lag period, the prax gain on the sale of this investment of $
million was recorded in the quarter ended MarchZZ®8. However, the cash proceeds from this tidisawere transferred from our international sdizsly to the U.S. i
December 2007 and thus were reported on our Calagetl Statement of Cash Flows for the year endedeer 29, 2007. The offset to this cash on oursGlidate
Balance Sheet at December 29, 2007 was in accpagtble and other current liabilities, which walsered in the quarter ended March 22, 2008 upowngeition of the
gain.

While we will no longer have an ownership intergsthe entity that operates both KFCs and PizzasHutJapan, it will continue to be a franchiseatasas when |
operated as an unconsolidated affiliate. Excludirggonetime gain, the sale of our interest in our Japaconsolidated affiliate did not have a significamipact on ot
results of operations for the year ended DecemBgeR@08 as the Other income we previously recordpdesenting our share of earnings of the uncatesied affiliate he
historically not been significant.

U.S. Business Transformation

As part of our plan to transform our U.S. businesstook several measures (“the U.S. business tramstion measuresih 2008. These measures included: expansi
our U.S. refranchising; charges relating to G&Adurotivity initiatives and realignment of resour¢psmarily severance and early retirement costs)d investments in o
U.S. Brands made on behalf of our franchisees as@quipment purchases.

In the year ended December 27, 2008, we refranti8 restaurants in the U.S. resulting in atpseloss of $5 million. These refranchising lose&se the net result
our refranchising of, or offers to refranchise retoor groups of stores in the U.S. at pricestleas their recorded carrying values.

We provided severance and early retirement bertefitertain U.S. based employees as part of our @&aluctivity initiatives and realignment of resoess. In connectic
with this we recorded a pttex charge of $49 million during 2008 including $i#illion from the resulting impact on our pensiamdgpost retirement medical plans. -
current liability for the severance portion of thisarge was $27 million as of December 27, 2008.
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Additionally, the Company recognized pre-tax exgsnsf $7 million related to investments in our UBgands.

We are not including the impacts of these U.S. ness transformation measures in our U.S. segmermieidormance reporting purposes as we do not\eelieey ar
indicative of our ongoing operations.

Pizza Hut United Kingdom Acquisition

On September 12, 2006, we completed the acquisitiche remaining fifty percent ownership intere$tour Pizza Hut U.K. unconsolidated affiliate %87 million ir
cash, including transaction costs and prior to $ian of cash assumed .This unconsolidated affiliate owned more than B&taurants in the U.K. The acquisition
driven by growth opportunities we see in the maeed the desire of our former partner in the unobdated affiliate to refocus its business to otimelustry sectors. Pri
to this acquisition, we accounted for our ownershtprest under the equity method of accounting.

Under the equity method of accounting, we repodedfifty percent share of the net income of theamsolidated affiliate (after interest expense imedme taxes) as Ott
(income) expense in the Consolidated Statementsicafme. We also recorded a franchise fee for thalty received from the stores owned by the uncldetec
affiliate. Since the date of acquisition, we hagported Company sales and the associated restawsta, G&A expense, interest expense and incaxestassociated w
the restaurants previously owned by the unconselitiaffiliate in the appropriate line items of d@onsolidated Statements of Income. We no longesreefranchise fe
income for the restaurants previously owned by utheonsolidated affiliate nor do we report otherome under the equity method of accounting. Assalteof this
acquisition, Company sales and restaurant prafieimsed $576 million and $59 million, respectivéiginchise fees decreased $19 million and G&A esgpsrincreased $
million in 2007 compared to 2006.

If the acquisition had been completed as of therimgg of the year ended December 30, 2006, pnmégo€ompany sales and franchise and license feekl\aue been i
follows:

2006
Company sale $ 8,886
Franchise and license fe $ 1,176

The pro forma impact of the acquisition on net meoand diluted earnings per share would not haee begnificant in 2006. The pro forma informatiemot necessari
indicative of the results of operations had theugition actually occurred at the beginning of thesiod nor is it necessarily indicative of futuesults.
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Facility Actions

Refranchising (gain) loss, Store closure (inconmstE and Store impairment charges by reportabl@segare as follows:

2008 2007 2006
u.s.
Refranchising (gain) los® $ 5 $ (12) $ (0
Store closure (income) costs (4) 9) 1)
Store impairment charge 34 23 38
Closure and impairment (income) expen $ 30 $ 14 $ 37
YRI
Refranchising (gain) los® $ €) $ 3 38 @4
Store closure (income) co® (6) 1 1
Store impairment chargt 11 13 15
Closure and impairment (income) expen $ 5 $ 14 $ 16
China Division
Refranchising (gain) los® $ 1) $ (2 $ -
Store closure (income) costs 2 — (1)
Store impairment charge 10 7 7
Closure and impairment (income) expen $ 8 $ 7 $ 6
Worldwide
Refranchising (gain) los® $ (5 $ (12) $ (29
Store closure (income) codbs (12) (8) 1)
Store impairment charges 55 43 60
Closure and impairment (income) expen $ 43 $ 35 $ 59
[€) Refranchising (gain) loss is not allocated to segsér performance reporting purpos
(b) Store closure (income) costs include the net gaifoss on sales of real estate on which we formepgrated a Company restaurant that was closesk

reserves established when we cease using a prapedgr an operating lease and subsequent adjustntettiose reserves, and other facitityated expens
from previously closed store
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The following table summarizes the 2008 and 20QXiacrelated to reserves for remaining lease giétions for closed stores.

CTA/
Beginning Balanct Amounts Use( New Decision:  Estimate/Decision Chang Other Ending Balanct
2008 Activity $ 34 @) 3 — 3) $ 27
2007 Activity $ 36 (12) 8 1 1 $ 34

Assets held for sale at December 27, 2008 and Disee@®, 2007 total $31 million and $9 million, respvely, of U.S. property, plant and equipment anel included i
prepaid expenses and other current assets on awsoldated Balance Sheets.

Note 6 — Supplemental Cash Flow Data

2008 2007 2006
Cash Paid Foi
Interest $ 24¢ $ 177 $ 18t
Income taxe: 26C 264 304
Significant Noi-Cash Investing and Financing Activitie
Capital lease obligations incurred to acquire asset $ 24 $ 59(@) $ 9
Net investment in direct financing leas 26 33 —

[€) Includes the capital lease of an airplane (see 18}e
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Note 7 — Franchise and License Fees

2008 2007 2006
Initial fees, including renewal fet $ 61 $ 49 $ 57
Initial franchise fees included in refranchisingngz (20 (10 (17
41 39 40
Continuing fee 1,39¢ 1,277 1,15¢
$ 1,43¢ $ 1,31¢€ $ 1,19¢
Note 8 — Other (Income) Expense
2008 2007 2006
Equity income from investments in unconsolidatediafes $ (42) $ (52) $ (51)
Minority Interest® 11 — —
Gain upon sale of investment in unconsolidatediatié ®© (100 (6) (2
Contract termination char(j@ — — 8
Wrench litigation incom(® — (12) —
Foreign exchange net (gain) loss and other (16) (3) (7)
Other (income) expen $ (14€) $ (71) $ (52)
(@) On January 1, 2008, the Company began consolidatirentity in China in which we have a majority @ship interest. See Note
(b) Fiscal year 2008 reflects the gain recognized erstile of our interest in our unconsolidated affiin Japan. See Note
(c) Fiscal years 2007 and 2006 reflect recognitiomobime associated with receipt of payments for @ neteivable arising from the 2005 sale of ouy fifercen

interest in the entity that operated almost all KE@d Pizza Huts in Poland and the Czech Repubbatt then partner in the entit

(d) Reflects an $8 million charge associated with grentnation of a beverage agreement in the U.S. sag

(e) Fiscal year 2007 reflects financial recoveries fregttlements with insurance carriers related #nsuit settled by Taco Bell Corporation in 20




Note 9— Property, Plant and Equipment, net

2008 2007

Land $ 517 $ 548
Buildings and improvemen 3,59¢ 3,64¢
Capital leases, primarily building 25¢ 284
Machinery and equipme 2,52¢ 2,651
6,897 7,13
Accumulated depreciation and amortizat (3,189 (3,289
$ 3,71(C $ 3,84¢

Depreciation and amortization expense related apguty, plant and equipment was $542 million, $&filion and $466 million in 2008, 2007 and 2006spectively.
Note 10 — Goodwill and Intangible Assets

The changes in the carrying amount of goodwillasdollows:

U.S. YRI China Division Worldwide
Balance as of December 30, 2( $ 367 $ 237 $ 58 $ 662
Acquisitions — — — —
Disposals and other, nét (9) 17 2 10
Balance as of December 29, 2( $ 35¢ $ 254 $ 60 $ 672
Acquisitions 10 — 6 16
Disposals and other, nét (12 (711 — (83)
Balance as of December 27, 2( $ 35¢€ $ 183 $ 66 $ 60<
(@) Disposals and other, net for YRI primarily refleesgjustments to the Pizza Hut U.K. goodwill allésatand the impact of foreign currency translatom

existing balances. Disposals and other, net ®iUlS. Division, primarily reflects goodwill wri-offs associated with refranchisir

(b) Disposals and other, net for YRI primarily reflette impact of foreign currency translation on &g balances. Disposals and other, net for tif Division
primarily reflects goodwill writ-offs associated with refranchisir
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Intangible assets, net for the years ended 200280d are as follows:

2008 2007
Gross Carrying Accumulated Gross Carrying Accumulated
Amount Amortization Amount Amortization
Definite-lived intangible asse’
Franchise contract righ $ 147 $ (70) $ 157 $ (73)
Trademarks/branc 221 (35) 221 (26)
Lease tenancy righ 31 @) 27 (6)
Favorable/unfavorable operating lea 12 9) 15 12
Reacquired franchise righ 11 Q) 17 (@)
Other 6 (2 6 (2)
$ 42¢ $ (124 $ 445 $ (120
Indefinite-lived intangible asse:
Trademarks/branc $ 31 $ 31

We have recorded intangible assets through pastisitgns representing the value of our KFC, LIS #&&W trademarks/brands. The value of a tradentaedd i
determined based upon the value derived from theltyowe avoid, in the case of Company storesgoeive, in the case of franchise and licensee stfoethe use of tt
trademark/brand. We have determined that our KB@etmark/brand intangible asset has an indefiiiéeahd therefore is not amortized. We have deieththat our LJ
and A&W trademarks/brands are subject to amortimatind are being amortized over their expectedulibeés which are currently thirty years.

Amortization expense for all definite-lived intabt# assets was $18 million in 2008, $19 millior207 and $15 million in 2006. Amortization expemsedefinitelived
intangible assets will approximate $17 million aalyiin 2009 through 2012 and $14 million in 2013.

Note 11 — Accounts Payable and Other Current Liabities

2008 2007

Accounts payabl $ 50€ $ 51¢
Capital expenditure liabilit 13C 12C
Accrued compensation and bene 37€ 372
Dividends payabl: 87 75
Proceeds from sale of interest in Japan uncondetidzfiliate (See Note ¢ — 12¢
Other current liabilitie: 372 43¢
$ 1,47% $ 1,65(
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Note 12 — Short-term Borrowings and Long-term Debt

2008 2007
Short-term Borrowings
Current maturities of lor-term debi $ 15 $ 268
Other 1C 20

$ 25 _$ 288

Long-term Debt
Unsecured International Revolving Credit Facilgypires November 201 $ — $ 28
Unsecured Revolving Credit Facility, expires NovemB012 29¢ —
Senior, Unsecured Term Loan, due July 2 37t —
Senior, Unsecured Notes, due May 2! — 25C
Senior, Unsecured Notes, due April 2( 64¢ 648
Senior, Unsecured Notes, due July 2! 39¢ 39¢
Senior, Unsecured Notes, due April 2( 30C 30C
Senior, Unsecured Notes, due March 2 59¢ 598
Senior, Unsecured Notes, due November 2 597 597
Capital lease obligations (See Note 234 282
Other, due through 2019 (11¢ 7C 73

3,52( 3,17¢
Less current maturities of lo-term debi (15 (26€)
Long-term debt excluding SFAS 133 adjustm 3,50¢ 2,907
Derivative instrument adjustment under SFAS 132 (Sete 14 59 17
Long-term debt including SFAS 133 adjustm $ 3,56/ _$ 2922

Our primary bank credit agreement comprises a $tillibn syndicated senior unsecured revolving dréatility (the “Credit Facility”) which matures in November 2C
and includes 23 participating banks with commitrseainging from $20 million to $113 million. Undére terms of the Credit Facility, we may borrowtaghe maximur
borrowing limit, less outstanding letters of creditbankers acceptances, where applicable. At December @¥8,2ur unused Credit Facility totaled $685 miilioet o
outstanding letters of credit of $166 million. Teevere borrowings of $299 million outstanding untlee Credit Facility at December 27, 2008. Theerest rate fc
borrowings under the Credit Facility ranges frord586 to 1.25% over the London Interbank Offered RAtEBBOR”) or is determined by an Alternate Base Rate, wtdg
the greater of the Prime Rate or the Federal FiRade plus 0.50%. The exact spread over LIBOR erAlternate Base Rate, as applicable, depends opestormanc
under specified financial criteria. Interest oy antstanding borrowings under the Credit Facibtpayable at least quarterly.

We also have a $350 million, syndicated revolvinedit facility (the “International Credit Facilityor “ICF”) which matures in November 2012 and includes 6 baviks
commitments ranging from $35 million to $90 millioiThere was available credit of $350 million arwlborrowings outstanding under the ICF at the eh@088. The
interest rate for borrowings under the ICF rangemf0.31% to 1.50% over LIBOR or is determined lyanadian Alternate Base Rate, which is the grexdtire Citibank
N.A., Canadian Brancs publicly announced reference rate or the “Casaddollar Offered Rateplus 0.50%. The exact spread over LIBOR or theadam Alternat
Base Rate, as applicable, depends upon YdJpErformance under specified financial criterigetest on any outstanding borrowings under the iKCpayable at les
quarterly.
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On July 11, 2008 we entered into a variable ratéoseinsecured term loan (“Domestic Term Loairi)an aggregate principal amount of $375 millioattmatures in thre
years. At our discretion the variable rate reaétsne, two, three or six month intervals. We detee whether the variable rate at each resetiddtased upon: (1) LIBC
plus an applicable spread of up to 2.5%, or (2\kernate Base Rate. The Alternate Base Rateeigitbater of the Prime Rate or the Federal Fundis ias 0.50%, plt
an applicable spread of up to 1.5%. The procemxuis the Domestic Term Loan were used for genengarate purposes.

The Credit Facility, Domestic Term Loan, and theé=1@re unconditionally guaranteed by our principainéstic subsidiaries. Additionally, the ICF is anditionally
guaranteed by YUM. These agreements contain finagovenants relating to maintenance of leverage fixed charge coverage ratio and also contaiimnadtive anc
negative covenants including, among other thinigsifdtions on certain additional indebtedness aeds|, and certain other transactions specifiedhénagreement. Giv:
the Companys strong balance sheet and cash flows we weretaltemply with all debt covenant requirements at&wsber 27, 2008 with a considerable amoul
cushion.

The majority of our remaining lontgrm debt primarily comprises Senior Unsecured Bletéh varying maturity dates from 2011 through 2G$d interest rates rang
from 6.25% to 8.88%. The Senior Unsecured Notpeesent senior, unsecured obligations and rankliggoaight of payment with all of our existing drfuture unsecure

unsubordinated indebtedness. Amounts outstandidgruSenior Unsecured Notes were $2.6 billion atdbeber 27, 2008. In May 2008, $250 million of $eninsecure
Notes matured, and the repayment was funded wiktiadal borrowings under our Credit Facili

The following table summarizes all Senior Unsecuedes issued that remain outstanding at Decembe2(08:

Interest Rat

Principal Amount

Issuance Dat&’ Maturity Date (in millions) Stated Effective®

April 2001 April 2011 $ 650 8.88% 9.20%

June 200: July 2012 $ 400 7.70% 8.04%

April 2006 April 2016 $ 300 6.25% 6.03%
October 200" March 201€ $ 600 6.25% 6.38%
October 200" November 203’ $ 600 6.88% 7.29%

(€) Interest payments commenced six months after issudate and are payable s-annually thereafte

(b) Includes the effects of the amortization of anyfigmium or discount; (2) debt issuance costs;(8hdain or loss upon settlement of related treataeks ani

forward starting interest rate swaps utilized tddethe interest rate risk prior to the debt issearExcludes the effect of any swaps that rematstanding &
described in Note 1«

The annual maturities of short-term borrowings &nyterm debt as of December 27, 2008, excluding calgitse obligations of $234 million and derivatimstrumen
adjustments of $59 million, are as follows:

Year ended
2009 $ 12
2010 3
2011 1,02¢
2012 704
2013 5
Thereaftel 1,55]
Total $ 3,304
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Interest expense on short-term borrowings and teng-debt was $253 million, $199 million and $17#iom in 2008, 2007 and 2006, respectively.
Note 13 — Leases

At December 27, 2008 we operated more than 7,3@@ueants, leasing the underlying land and/or Ingléih more than 5,800 of those restaurants wighwviist majority ¢
our commitments expiring within 20 years from timedption of the lease. Our longest lease expite®lbl. We also lease office space for headqusaged suppo
functions, as well as certain office and restausaqiipment. We do not consider any of these iddiai leases material to our operations. Most keasquire us to pi
related executory costs, which include propertg$axnaintenance and insurance.

In 2007, we entered into an agreement to leasemraie aircraft to enhance our international tr@apabilities. This lease provided for an upfrpayment of $10 millio
and monthly payments for three years. At the enfhethree year period we have the option to paselthe aircraft. In accordance with SFAS No.thi3, lease has be
classified as capital and we had a related calgitede obligation recorded of $40 million at Decemdg 2008. Our lease is with CVS Corporation (€Y. One of thi
Companys directors is the Chairman, Chief Executive Offiaad President of CVS. Multiple independent ajgala were obtained during the negotiation protesssure
that the lease was reflective of an arms-lengtistation.

Future minimum commitments and amounts to be reckas lessor or sublessor under non-cancelablesleas set forth below:

Commitments Lease Receivable
Direct
Capital Operating Financing Operating

2009 $ 26 $ 491 $ 13 $ 41
2010 64 451 13 37
2011 23 409 14 34
2012 22 368 14 30
2013 21 333 14 27
Thereafter 228 2,524 79 103

$ 384 $ 4,576 $ 147 $ 272

At December 27, 2008 and December 29, 2007, theeptevalue of minimum payments under capital leases$234 million and $282 million, respectivekt Decembe
27, 2008 and December 29, 2007, unearned incompeiatad with direct financing lease receivables $@3 million and $46 million, respectively.

The details of rental expense and income are sttt fi@low:

2008 2007 2006
Rental expens
Minimum $ 531 $ 474 $ 41z
Contingent 113 81 62
$ 644 $ 55E $ 474
Minimum rental income $ 28 $ 23 $ 21
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Note 14 — Financial Instruments

Derivative Instruments

We enter into interest rate swaps with the objectiffreducing our exposure to interest rate rigk lawering interest expense for a portion of oustdeJnder the contrac
we agree with other parties to exchange, at sgekcifitervals, the difference between variable eaté fixed rate amounts calculated on a notionalgypal amount. /
December 27, 2008 and December 29, 2007, inteaéstderivative instruments outstanding had noti@mabunts of $775 million and $850 million, respeely. Thes
swaps have reset dates and floating rate indicashwhatch those of our underlying fixedte debt and have been designated as fair valdgebeof a portion of th
debt. As the swaps qualify for the short-cut mdtboder SFAS 133, no ineffectiveness has beendedor

We enter into foreign currency forward contractthwihe objective of reducing our exposure to cémlv ¥/olatility arising from foreign currency flucations associated w
certain foreign currency denominated intercomparmyrtserm receivables and payables. The notional amonaturity date, and currency of these contractimtnose ¢
the underlying receivables or payables. For tHossign currency exchange forward contracts thaheee designated as cash flow hedges, we mea®ffedtiveness
comparing the cumulative change in the forward i@twith the cumulative change in the hedged ité&n. material ineffectiveness was recognized in&@D07 or 200
for those foreign currency forward contracts deatgd as cash flow hedges.

As of December 27, 2008, we had a net deferred dessciated with cash flow hedges of approxima®dly million, net of tax, due to treasury locks,Ward startin
interest rate swaps and foreign currency forwamtrests. The majority of this loss arose from skhétlement of forward starting interest rate swaptered into prior to tt
issuance of our Senior Unsecured Notes due in 2087 s being reclassified into earnings througB72® interest expense.

As a result of the use of derivative instrument® €ompany is exposed to risk that the countegmmtiill fail to meet their contractual obligationRecent adver:
developments in the global financial and creditkets could negatively impact the creditworthinebsuwr counterparties and cause one or more of ounterparties to fe
to perform as expected. To mitigate the countéypenedit risk, we only enter into contracts witarefully selected major financial institutions baéagon their cred
ratings and other factors, and continually asdes<teditworthiness of counterparties. At Decen#¥r2008, all of the counterparties to our interagt swaps and forei
currency forwards had investment grade ratingsddte, all couterparties have performed in accareavith their contractual obligations.

Lease Guarantees

As a result of (a) assigning our interest in oldiigas under real estate leases as a conditionetaetfianchising of certain Company restaurants;c(tributing certai
Company restaurants to unconsolidated affiliates @) guaranteeing certain other leases, we aguéntly contingently liable on lease agreemefitsese leases ha
varying terms, the latest of which expires in 202& of December 27, 2008, the potential amounirafiscounted payments we could be required to nrakiee event ¢
non-payment by the primary lessee was approxim&#4B6 million. The present value of these potémizeyments discounted at our pgeec cost of debt at December
2008 was approximately $325 million. Our francksare the primary lessees under the vast majufrityese leases. We generally have caefsult provisions with the
franchisees that would put them in default of tHeinchise agreement in the event of non-paymedeuthe lease. We believe these csult provisions significant
reduce the risk that we will be required to makgnpents under these leases. Accordingly, the Itgbiécorded for our probable exposure under seelsds at Decemt
27, 2008 and December 29, 2007 was not material.
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Franchise Loan Pool and Equipment Guarantees

We have provided a partial guarantee of approximai#6 million of a franchisee loan program useinarily to assist franchisees in the developmente# restauran
and, to a lesser extent, in connection with the gamy’s historical refranchising programs at December2208. We have also provided two letters of créatifiling
approximately $23 million in support of the fransdé loan program. One such letter of credit cheldised if we fail to meet our obligations under guarantee. Tt
other letter of credit could be used, in certaitwinstances, to fund our participation in the fugdof the franchisee loan program. The total loaumstanding under tl
loan pool were approximately $48 million at Decem®g, 2008.

In addition to the guarantee described above, Yid provided guarantees of approximately $14 milbarbehalf of franchisees for several equipmerarfaing progran
related to specific initiatives. We have providedetter of credit totaling $5 million which coule used if we fail to meet our obligations under guarantee under o
equipment financing program. The total loans aunding under these equipment financing programs wpproximately $29 million at December 27, 2008.

Unconsolidated Affiliates Guarantees

From time to time we have guaranteed certain lioksredit and loans of unconsolidated affiliatég. December 27, 2008 there are no guarantees adista fol
unconsolidated affiliates. Our unconsolidatedliaffts had total revenues of $871 million for tlemyended December 27, 2008 and assets and dappmaiximately $3C
million and $51 million, respectively, at Decemi2&t, 2008.
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Fair Value

At December 27, 2008 and December 29, 2007, tmevédiles of cash and cash equivalents, accoungsvedile and accounts payable approximated theiyicar value:
because of the shomrm nature of these instruments. The fair valde notes receivable approximates the carrying vahfter consideration of record
allowances. Accounts receivable consists primasfllamounts due from franchisees and licenseesnfial and continuing fees. In addition, we havetes and lea
receivables from certain of our franchisees. Tinarfcial condition of these franchisees and licessie largely dependent upon the underlying busitesnds of ot
Concepts. This concentration of credit risk isigaited, in part, by the large number of franchisees licensees of each Concept and the gkart-nature of the franchi
and license fee receivables.

On December 30, 2007, the Company adopted the gpoma of SFAS 157 related to its financial assets$ labilities. The carrying amounts and fair v@duwf our othe
financial instruments not measured on a recurresgjsbsubject to fair value disclosures are asvidlo

2008 2007
Carrying Fair Carrying Fair
Amount Value Amount Value
Debt
Short-term borrowings and long-term debt, excludiagital leases .
and the derivative instrument adjustme 3,29¢ $ 3,18t $ 2,91¢ $ 3,081
Lease guarantet 26 26 22 26
Guarantees supporting financial arrangements ¢dicefranchisees
and other third partie 8 8 8 8
— 1 — 1

Letters of credi

We estimated the fair value of debt, guaranteedettets of credit using market quotes and calcutatbased on market rates.
The following table presents the fair values fargh financial assets and liabilities measured i@tarring basis as of December 27, 2008:

Fair Value Measuremen

Quoted Prices

in Active
Markets for Significant Other Observak  Significant Unobservable
Identical Assets Inputs Inputs
Description Total (Level 1) (Level 2) (Level 3)
Foreign Currency Forwards, r $ 12 $ — $ 12 $ —
Interest Rate Swaps, r 62 — 62 —
Other Investment 10 10 — —
Total $ 84 $ 10 $ 74 $ —

The fair value of the Comparg/foreign currency forwards and interest rate sweg® determined based on the present value ofceegbéuture cash flows considering
risks involved, including nonperformance risk, arging discount rates appropriate for the duratibhe other investments include investments in miutuads, which ar
used to offset fluctuations in deferred compensadiabilities that employees have chosen to inuegthantom shares of a Stock Index Fund or Bonéxrielind. The oth
investments are classified as trading securitielstheir fair value is determined based on the olpsnarket prices of the respective mutual fundsfdecember 27, 2008.

82




As of December 27, 2008, $62 million was includadGther assets related to the fair value of the @ow's interest rate swaps. The fair value of thesepsves ¢
December 29, 2007 was a net asset of approxim@i&ymillion, of which $16 million and $1 million we included in Other assets and Other liabilitied deferred credit
respectively. The portion of this fair value whibhs not yet been recognized as an addition teesteexpense at December 27, 2008 and Decemb&0R9, has be
included as an addition of $59 million and an addibf $17 million, respectively, to long-term debt

Note 15 — Pension and Postretirement Medical Bentdi
The following disclosures reflect our adoption lo€ tprovisions of SFAS 158 as discussed in Note 2.

Pension Benefits.We sponsor noncontributory defined benefit pemgitans covering certain fulime salaried and hourly U.S. employees. The ramgtificant of thes
plans, the YUM Retirement Plan (the “Plan®,funded while benefits from the other U.S. plans paid by the Company as incurred. During 2694 plans covering o
U.S. salaried employees were amended such thatsalayied employee hired or rehired by YUM after t8epber 30, 2001 is not eligible to participate froge
plans. Benefits are based on years of serviceearmings or stated amounts for each year of seniiée also sponsor various defined benefit penglans covering certa
of our nonY.S. employees, the most significant of which aréhie U.K. (including a plan for Pizza Hut U.K. eloyees that was sponsored by our unconsolidatéithed
prior to our acquisition of the remaining fifty pent interest in the unconsolidated affiliate irD0 Our plans in the U.K. have previously beereaded such that ne
employees are not eligible to participate in thelsas.
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Obligation and Funded Status at Measurement Date:

The following chart summarizes the balance shegtit) as well as benefit obligations, assets, anddd status associated with our U.S. pension @adssignificar
International pension plans. The actuarial vabretifor all plans reflect measurement dates coimgidith our fiscal year ends in 2008 and Septen®@ein 2007 except fi

the Pizza Hut U.K. Plan which has historically beegasured as of its fiscal year end.

U.S. Pension Plar

International Pension Pla

2008 2007 2008
Change in benefit obligation
Benefit obligation at beginning of ye $ 84z $ 864 $ 161
SFAS 158 measurement date adjustn 21 — 2
Service cos 30 33 8
Interest cos 53 50 8
Participant contribution — — 2
Plan amendmen 1 4 —
Acquisitions — — —
Curtailment gair (6) 4 —
Settlement los 1 — —
Special termination benefi 13 — —
Exchange rate chang — — (48)
Benefits paic (48) (34) ?3)
Settlement paymen 9) — —
Actuarial (gain) los: 25 () 4@
Benefit obligation at end of ye $ 922 $ 842 $ 12€
Change in plan asset
Fair value of plan assets at beginning of y $ 732 $ 673 $ 13¢
Actual return on plan asse (213) 93 (33
Employer contribution 4 2 12
Participant contribution — — 2
Settlement paymen 9 — —
Benefits paic (48) (33 3
Exchange rate chang — — (34)
Administrative expense ©)] ©)] —
Fair value of plan assets at end of year $ 512 $ 732 $ 83
Funded status at end of year $ (410 $ (110 $ (43

84

2007
$ 152
9
8
2
4
8
@
(20)
$ 161
$ 117
11
6
2
(2
5
$ 13¢
$ (22)




Amounts recognized in the Consolidated Balance tS

U.S. Pension Plar

International Pension Plai

2008 2007 2008 2007

Accrued benefit ass— nor-current $ — $ — $ — $ 5
Accrued benefit liability- current 11 (6) — —
Accrued benefit liability- nor-current (399 (104 43 (27)
$  (41C $ (110 $ (43) $ (22

Amounts recognized as a loss in Accumulated Otloeng@ehensive Incom:

U.S. Pension Plar

International Pension Plal

2008 2007 2008 2007

Actuarial net los: $ 371 $ 77 $ 41 $ 13
Prior service cos 3 3 — —
$ 374 $ 80 $ 41 $ 13

The accumulated benefit obligation for the U.S. amrnational pension plans was $970 million af®®® million at December 27, 2008 and December 2®7.

respectively.
Information for pension plans with an accumulated enefit obligation in excess of plan assets:

U.S. Pension Plar

International Pension Pla

2008 2007 2008 2007
Projected benefit obligatic $ 923 $ 73 63 $ 80
Accumulated benefit obligatic 867 64 58 74
Fair value of plan asse 513 — 34 53

Information for pension plans with a projected benéit obligation in excess of plan assets:

U.S. Pension Plar

International Pension Pla

2008 2007 2008 2007
Projected benefit obligatic $ 923 $ 842 12€ $ 80
Accumulated benefit obligatic 867 77C 103 74
Fair value of plan asse 513 73z 83 53

Our funding policy with respect to the U.S. Platdsontribute amounts necessary to satisfy mininpemsion funding requirements, including requiretaaf the Pensic
Protection Act of 2006, plus such additional amsundm time to time as are determined to be apjmtgpto improve the U.S. Planfunded status. We currently estin

that we will contribute approximately $80 millioa the U.S. Plan in 2009.
85




The funding rules for our pension plans outsid¢hef U.S. vary from country to country and dependrany factors including discount rates, performaoicplan asset
local laws and regulations. The projected berddfligation of our pension plans in the U.K. excebgéan assets by $43 million at our 2008 measur¢mate. We hay
committed to make a discretionary funding contiitutof approximately $5 million in 2009 to one dfese plans. The plans are currently under reviedetermine
additional discretionary pension funding paymenitslve committed to in 2009.

We do not anticipate any plan assets being retuméte Company during 2009 for any plans.

Components of net periodic benefit cost:
(d)

U.S. Pension Plar International Pension Pla

Net periodic benefit cost 2008 2007 2006 2008 2007 2006
Service cos $ 30 $ 33 $ 34 $ 8 $ 9 $ 5
Interest cos 53 50 46 8 8 4
Amortization of prior service cof? — 1 3 — — —
Expected return on plan ass (59) (5)1) 47 9) 9) 4)
Amortization of net los 6 23 30 — 1 1
Net periodic benefit cot $ 36 $ 56 $ 66 $ 7 $ 9 $ 6
Additional loss recognized due to:

Settlement” $ 2 $ — $ — $ — $ — $ —

Special termination benefifg $ 13 $ — $ — $ — $ — $ —
Pension losses in accumulated other comprehensiveeome (loss):

U.S. Pension Plar International Pension Pla
2008 2007 2008 2007

Beginning of yea $ 80 $ 21€ $ 13 $ 31
Net actuarial los 301 (11€) 40 a7
Amortization of net los (6) (23) — (@)
Settlement: Q) — — —
Prior service cos — 4 — —
Amortization of prior service co: — ()] — —
Exchange rate chang — — (12) —
End of yeal $ 374 $ 80 $ 41 $ 13
[€) Prior service costs are amortized on a str-line basis over the average remaining service dexfemployees expected to receive bene
(b) Settlement loss results from benefit payments feonor-funded plan exceeding the sum of the service aubiraterest cost for that plan during the ye
(c) Special termination benefits primarily relatedte U.S. business transformation measures take®08.
(d) Excludes pension expense for the Pizza Hut U.Ksjoenplan of $4 million in 2006 related to periguisor to our acquisition of the remaining fifty pen

interest in the unconsolidated affilia
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The estimated net loss for the U.S. and Internatipension plans that will be amortized from acclatad other comprehensive loss into net perioditsimn cost in 2009
$13 million and $2 million, respectively. The estited prior service cost for the U.S. pension ptaas will be amortized from accumulated other cosmensive loss in
net periodic pension cost in 2009 is $1 million.

Weighted-average assumptions used to determine benefit ogditions at the measurement dates:

U.S. Pension Plar International Pension Plai
2008 2007 2008 2007
Discount rate 6.50% 6.50% 5.50% 5.60%
Rate of compensation increz 3.75% 3.75% 4.10% 4.30%

Weighted-average assumptions used to determine the net pedic benefit cost for fiscal years:

U.S. Pension Plar International Pension Plal
2008 2007 2006 2008 2007 2006
Discount rate 6.50% 5.95% 5.75% 5.60% 5.00% 5.00%
Long-term rate of return on plan ass 8.00% 8.00% 8.00% 7.28% 7.07% 6.70%
Rate of compensation incree 3.75% 3.75% 3.75% 4.30% 3.78% 3.85%

Our estimated long-term rate of return on plan tsseepresents the weightesterage of expected future returns on the assegaaés included in our target investn
allocation based primarily on the historical retifar each asset category, adjusted for an assassfneurrent market conditions.

Plan Assets

Our pension plan weighted-average asset allocatibtiee measurement dates, by asset categorytdmrthebelow:

U.S. Pension Plar International Pension Pla
Asset Categor 2008 2007 2008 2007
Equity securities 59% 71% 73% 80%
Debt securitie: 41 29 27 20
Total 10C% 10C% 10C% 10(%

Our primary objectives regarding the Plaua’ssets, which make up 86% of total pension pdaata at the 2008 measurement dates, are to optigtizn on assets subjec
acceptable risk and to maintain liquidity, meet imiam funding requirements and minimize plan expenseo achieve these objectives, we have adoptpédsaivi
investment strategy in which the asset performasciven primarily by the investment allocatio®ur target investment allocation is 65% equity siées and 35% de
securities, consisting primarily of low cost indexitual funds that track several scétegories of equity and debt security performaridee investment strategy is prima
driven by our Plan’s participants’ ages and reflectong-term investment horizon favoring a higdguity component in the investment allocation.

A mutual fund held as an investment by the Plafuihes YUM stock valued at less than $0.5 milliorDacember 27, 2008 and September 30, 2007 (lerslf#taof tota
plan assets in each instance).
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Benefit Payments

The benefits expected to be paid in each of thé finexyears and in the aggregate for the five ge¢hereafter are set forth below:

U.S. International

Year ended Pension Plan Pension Plan
2009 $ 65 $ 1
2010 50 1
2011 34 2
2012 37 2
2013 43 2
2014- 2018 243 7

Expected benefits are estimated based on the sssnenptions used to measure our benefit obligatiothe measurement date and include benefits atiblrito estimate
further employee service.

Postretirement Medical Benefits

Our postretirement plan provides health care b&nefiincipally to U.S. salaried retirees and thipendents, and includes retiree cost sharinggioms. During 2001, tt
plan was amended such that any salaried employed br rehired by YUM after September 30, 2001dt eligible to participate in this plan. Employdgsed prior tc
September 30, 2001 are eligible for benefits ifytheeet age and service requirements and qualifyefiirement benefits. We fund our postretiremdahmas benefits a
paid.

At the end of both 2008 and 2007, the accumulatestretirement benefit obligation was $73 millioflhe unrecognized actuarial loss recognized in Aadatad othe
comprehensive loss is $2 million at the end of 2868 $9 million at the end of 2007. The net peddzknefit cost recorded in 2008, 2007 and 2006 $ddsmillion, $¢
million and $6 million, respectively, the majoritf which is interest cost on the accumulated ptstraent benefit obligation. 2008 costs includedrillion of specie
termination benefits primarily related to the UbBisiness transformation measures described in Blofgpproximately $2 million was charged to retairearnings in 20(
related to the SFAS 158 measurement date charige.weightedaverage assumptions used to determine benefit atlits and net periodic benefit cost for
postretirement medical plan are identical to tresshown for the U.S. pension plans. Our assureathltare cost trend rates for the following yeanfa2008 and 2007 ¢
7.5% and 8.0%, respectively, both with an expeatédhate trend rate of 5.5% reached in 2012.

There is a cap on our medical liability for certagtirees. The cap for Medicare eligible retir@ess reached in 2000 and the cap for Medicare eligible retirees
expected to be reached in 2011; once the capdébedaour annual cost per retiree will not increaene-percentagpeint increase or decrease in assumed health oal
trend rates would have less than a $1 million impactotal service and interest cost and on the¢ sement benefit obligation. The benefits ectpe to be paid in ea
of the next five years are approximately $7 millamd in aggregate for the five years thereaftefs&&million.

Note 16 — Stock Options and Stock Appreciation Righ

At year end 2008, we had four stock award plansfiect: the YUM! Brands, Inc. Long-Term IncentivéaR (“1999 LTIP"), the 1997 Long-Term Incentive RI§'1997
LTIP"), the YUM! Brands, Inc. Restaurant Generalidger Stock Option Plan (“‘RGM Plan”) and the YUMaBds, Inc. SharePower Plan (“SharePowetUhder all ou
plans, the exercise price of stock options andkséppreciation rights (“SARs'§ranted must be equal to or greater than the agaeregket price or the ending market p
of the Company'’s stock on the date of grant.

88




Potential awards to employees and momployee directors under the 1999 LTIP includelstmations, incentive stock options, SARs, restdcséock, stock units, restrict
stock units, performance shares and performance.uRbtential awards to employees and ammployee directors under the 1997 LTIP includerigsd stock an
performance restricted stock units. Prior to Janda 2002, we also could grant stock options, imiee stock options and SARs under the 1997 LTTRrough Decemb
27, 2008, we have issued only stock options anfbpaance restricted stock units under the 1997 LAHE have issued stock options, SARs and restratteak units und:
the 1999 LTIP. While awards under the 1999 LTIR lbave varying vesting provisions and exerciseogisti previously granted awards under the 1997 &R 1999 LTI
vest in periods ranging from immediate to 10 years expire ten to fifteen years after grant.

Potential awards to employees under the RGM Plaludie stock options and SARs. RGM Plan awardstgcahave a four year cliff vesting period and exgen yeat
after grant. Certain RGM Plan awards are granpamhiattainment of performance conditions in thevioes year. Expense for such awards is recogrozed a period th.
includes the performance condition period.

Potential awards to employees under SharePowardadtock options, SARs, restricted stock andiogstt stock units. SharePower awards granted gules¢ to the Spin-
off Date consist only of stock options and SARslabe, which vest over a period ranging from onfto years and expire no longer than ten years gfent.

At year end 2008, approximately 30 million sharesenvavailable for future share-based compensatiamtgunder the above plans.

We estimated the fair value of each award madendu2008, 2007 and 2006 as of the date of grantgutfia Black-Scholes optiopricing model with the followin
weighted-average assumptions:

2008 2007 2006
Risk-free interest rat 3.C% 4.1% 4.5%
Expected term (year: 6.C 6.C 6.C
Expected volatility 30.% 28.9% 31.(%
Expected dividend yiel 1.7% 2.(% 1.C%

We believe it is appropriate to group our awardse two homogeneous groups when estimating expdeted These groups consist of grants made priyntritestaurant-
level employees under the RGM Plan, which cliff tvafter four years and expire ten years after grantl grants made to executives under our othek stzvard plan:
which typically have a graded vesting schedule 5%o2per year over four years and expire ten yedes gfant. We use a singleeighted average expected term for
awards that have a graded vesting schedule as tpeainfly SFAS 123R. Based on analysis of our histbrexercise and posesting termination behavior we hi
determined that six years is an appropriate tembdth awards to our restaurant-level employeesaavatds to our executives.

When determining expected volatility, we considethbhistorical volatility of our stock as well asplied volatility associated with our traded opson
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A summary of award activity as of December 27, 2@0RI changes during the year then ended is pezbbptow.

Weighted-Average Weighted- Average
Exercise Remaining Contractual  Aggregate Intrinsic
Shares Price Term Value (in millions)
Outstanding at the beginning of the y 49,137 $ 17.5%
Granted 6,53: 37.3¢
Exercisec (6,279) 13.4¢
Forfeited or expire: (2,487 23.5¢
Outstanding at the end of the yi 46,91¢ $ 20.5¢ 5.45 $ 501
Exercisable at the end of the yi 30,06( $ 14.8¢ 4.01 $ 463

The weighted-average gradate fair value of awards granted during 2008, 280d 2006 was $10.91, $8.85 and $8.52, respectividtg total intrinsic value of sto
options and SARs exercised during the years endszbiber 27, 2008, December 29, 2007 and Decemhe2086, was $145 million, $238 million and $215 Irail,
respectively.

As of December 27, 2008, there was $107 milliommfecognized compensation cost, which will be reduay any forfeitures that occur, related to uregstwards that
expected to be recognized over a weighaedrage period of 2.7 years. The total fair valtigrant date of awards vested during 2008, 20872806 was $57 million, $!
million and $57 million, respectively.

The total compensation expense for stock optiomsSkRs recognized was $51 million, $56 million &0 million in 2008, 2007 and 2006, respectivelhe related te
benefit recognized from this expense was $17 miJli&L9 million and $21 million in 2008, 2007 and)BQrespectively.

Cash received from stock options exercises for 28087 and 2006, was $72 million, $112 million &1dt2 million, respectively. Tax benefits realizad our tax returr
from tax deductions associated with stock optiormds 8ARs exercised for 2008, 2007 and 2006 totadédrsillion, $76 million and $68 million, respectiye

While historically the Company has repurchasedeshan the open market to satisfy award exercisdsgs not currently plan to repurchase sharesig2009.

In January 2008, we granted an award of 187,398 a&=l stock units to our Chief Executive Offi¢e€EQ”). The award was made under the 1999 LTIP. The awest
after four years and had a market value of $7.0aniks of January 24, 2008. The award is beimgeasged over the four year vesting period. The dwalt be paid to oL
CEO in shares of YUM common stock six months follegvhis retirement provided that he does not leliegecompany before the award vests. Total expes®ded i
2008 was $2 million.
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Note 17 — Other Compensation and Benefit Programs

Executive Income Deferral Program (tHelD Plar’)

The EID Plan allows participants to defer receipaigortion of their annual salary and all or atjwor of their incentive compensation. As defingdtbe EID Plan, w
credit the amounts deferred with earnings basethernvestment options selected by the participafiteese investment options are limited to caslnpm shares of o
Common Stock, phantom shares of a Stock Index Fanmtlphantom shares of a Bond Index Fund. Addilignthe EID Plan allows participants to defer intige
compensation to purchase phantom shares of our @on8tock and receive a 33% Company match on theianueferred. Deferrals receiving a match arelaimio ¢
restricted stock unit award in that participantdl wienerally forfeit both the match and incentivempensation amounts deferred if they voluntarilpasate fror
employment during a vesting period that is two gedNe expense the intrinsic value of the match &edinning in 2006, the incentive compensationr dkie requisit
service period which includes the vesting peritdzestments in cash, the Stock Index fund and thedBndex fund will be distributed in cash at aedas elected by t
employee and therefore are classified as a ligihlit our Consolidated Balance Sheets. We recogrizgpensation expense or income for the appreniatialepreciatiol
respectively, of these investments. We recogneaedpensation income of $4 million in 2008 and congagion expense of $4 million and $3 million in Z0&nd 200¢
respectively, for losses and earnings on thesestments.

As investments in the phantom shares of our Com&took can only be settled in shares of our Comntook$ we do not recognize compensation expenstéor
appreciation or the depreciation, if any, of thesestments. Deferrals into the phantom sharesiofCommon Stock are credited to the Common StamtoAnt. As of
December 27, 2008, deferrals to phantom sharesro€ommon Stock within the EID Plan totaled appnoiely 6.2 million shares. We recognized compéosa&xpense
for amortization of the Company match of $6 milli&® million and $5 million, in 2008, 2007 and 20@éspectively. These expense amounts do notdaediue salary or
bonus actually deferred into Common Stock of $2liani, $17 million and $16 million in 2008, 2007 &@2006, respectively.

Contributory 401(k) Plan

We sponsor a contributory plan to provide retiretrisenefits under the provisions of Section 401(k}he Internal Revenue Code (the “401(k) Plafgh eligible U.S
salaried and hourly employees. Participants aletabelect to contribute up to 75% of eligible quensation on a prax basis. Participants may allocate their contidns
to one or any combination of 10 investment optiovithin the 401(k) Plan. Effective for contributiormade from and after April 1, 2008, we match 100P4he
participant’s contribution to the 401(k) Plan up6b of eligible compensation. Prior to April 1,08) we matched 100% of the participantontribution to the 401(k) PI
up to 3% of eligible compensation and 50% of theigipant's contribution on the next 2% of eligible compeimsat We recognized as compensation expense cal
matching contribution of $16 million in 2008, $13llion in 2007 and $12 million in 2006.
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Note 18 — Shareholders’ Equity

Under the authority of our Board of Directors, vepurchased shares of our Common Stock during Z00, and 2006. All amounts exclude applicablesaation fees.

Shares Repurchaset Dollar Value of Shares
(thousands) Repurchased

Authorization Date 2008 2007 2006 2008 2007 2006
January 200: 23,94 — — $ 802 $ — $ —
October 200’ 22,87t 11,43: — 812 437 —
March 2007 15,09: — — 50C —
September 200 — 15,27« 1,05¢ — 46¢ 31
March 200€ — — 20,14¢ — — 50C
November 200! — — 19,12¢ — — 46¢

Total 46,81¢ 41,79; 4032¢ $ 1,616 $  1,40€” $ 1,00(¢

(€) Amount excludes the effect of $13 million in shaepurchases (0.4 million shares) with trade dates po the 2007 fiscal year end but cash settlendere:

subsequent to the 2007 fiscal year ¢

(b) Amounts excludes the effects of $17 million in €hegpurchases (0.6 million shares) with trade dattes to the 2006 fiscal year end but cash settlendate
subsequent to the 2006 fiscal year end and incltidesffect of $13 million in share repurchased (@illion shares) with trade dates prior to the 268cal yea
end but cash settlement dates subsequent to tirefidoal year

(c) Amount includes effects of $17 million in share ueghases (0.6 million shares) with trade datesrgncthe 2006 fiscal year end but cash settlemaie:
subsequent to the 2006 fiscal year ¢

Accumulated Other Comprehensive Income (LossComprehensive income is net income plus certalreroitems that are recorded directly to sharehslde
equity. Amounts included in other accumulated carhpnsive loss for the Compasyderivative instruments and unrecognized pensiah @ost retirement losses
recorded net of the related income tax effectsfeR® Note 15 for additional information about quension accounting and Note 14 for additional rimfation about ot
derivative instruments. The following table giviesther detail regarding the composition of otheciamulated comprehensive income (loss) at Decerabe008 an
December 29, 2007.

2008 2007
Foreign currency translation adjustm $ (229 $ 94
Pension and post retirement losses, net o (272) (64)
Net unrealized losses on derivative instrumentsph&ax (17) (10)
Total accumulated other comprehensive income (| $ (418) $ 20
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Note 19 — Income Taxes

The details of our income tax provision (benefig aet forth below:

2008 2007 2006

Current: Federal $ 16€ $ 17t $ 181
Foreign 14¢ 151 131

State 1) (3) 2

31E 328 314

Deferred: Federal (12) (71) (33
Foreign 3 7 (13

State 10 3 16

1 (41) (30

$ 31€ $ 282 $ 284

The deferred tax provision includes $30 million &R0 million of benefit in 2008 and 2007, respeaii, and $4 million of expense in 2006 for changesaluatior
allowances due to changes in determinations reggrie likelihood of the use of certain deferrexl &ssets that existed at the beginning of the y&he deferred te
provisions also include $43 million, $16 millionca$72 million in 2008, 2007 and 2006, respectivély,increases in valuation allowances recordedrasgaeferred te
assets generated during the year. Total changesluation allowances, including the impact of fgrecurrency translation and other adjustmentsevescreases of $
million and $37 million in 2008 and 2007, respeelyy and an increase of $112 million in 2006. Seditional discussion of federal valuation allowesi@adjustments in t
effective tax rate discussion on the following page

The deferred foreign tax provision includes lesnti$1 million, $17 million and $2 million of expeni 2008, 2007 and 2006 respectively, for the ichppd changes |
statutory tax rates in various countries. Addiéiltyy in 2008, the deferred foreign tax provisiortluded $36 million of expense offset by the sam®ant in the currel
foreign tax provision that resulted from a tax lelmange. The $17 million of expense for 2007 ineki#20 million for the Mexico tax law change endalering the fourt
quarter of 2007. The 2008 deferred state tax proniincludes $18 million ($12 million, net of fedétax) of expense for the impact associated withplan to distribui
certain foreign earnings. The 2007 deferred stateprovision includes $4 million ($3 million, nef federal tax) of benefit for the impact of stée changes. The 20
deferred state tax provision includes $12 milli§8 (illion, net of federal tax) of expense for thepact of state law changes.
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U.S. and foreign income before income taxes aréostt below:

2008 2007 2006

u.s. $ 43C $ 527 $ 62€
Foreign 85C 664 482
$ 1,28(C $ 1,191 $ 1,10¢

The above U.S. income includes all income taxetiénU.S. even if the income is earned outside tig& U

The reconciliation of income taxes calculated attthS. federal tax statutory rate to our effectaserate is set forth below:

2008 2007 2006
U.S. federal statutory ra 35.(% 35.(% 35.(%
State income tax, net of federal tax ben 0.6 1.C 2.C
Foreign and U.S. tax effects attributable to fonedgeration: (14.5) (5.7 (7.9)
Adjustments to reserves and prior ye 3.5 2.€ (3.5)
Repatriation of foreign earniny — — (0.9
Non-recurring foreign tax credit adjustme — — (6.2)
Valuation allowance additions (reverse 0.6 (9.0) 6.€
Other, ne (0.5 (0.2) (0.3)
Effective income tax rat 24. % 23.1% 25.6%

Our 2008 effective income tax rate was negativeipacted by lapping valuation allowance reversalderia the prior year as discussed below. This teg@mpact wa
partially offset by the reversal of foreign valuatiallowances in the current year associated vettam deferred tax assets that we now believenare likely than not to t
utilized on future tax returns. Additionally, teéfective tax rate was negatively impacted by tharyoveryear change in adjustments to reserves and pramsy@cludin
certain out-ofyear adjustments that increased our effectivedéx oy 1.8 percentage points in 2008). Benefgseated with our foreign and U.S. tax effectsifattiable tc
foreign operations positively impacted the effeetiax rate as a result of lapping 2007 expensexiassd with the distribution of an intercompanyidend and adjustmer
to our deferred tax balances that resulted fromMbgico tax law change, as further discussed betmmyell as a higher percentage of our income beamged outside t
U.S. These benefits were partially offset in 2@38the gain on the sale of our interest in our usotidated affiliate in Japan and expense assatiatth our plan t
distribute certain foreign earnings. We also retpgd deferred tax assets for the net operatingebgenerated by certain tax planning strategigéemented in 20C
included in foreign and U.S. tax effects attribléato foreign operations (1.7 percentage point ictpaHowever, we provided a full valuation alloveanon these assets
we do not believe it is more likely than not thHagy will be realized in the future.

Our 2007 effective income tax rate was positivehpacted by valuation allowance reversals. In Démen2007, the Company finalized various tax plagrsirategie
based on completing a review of our internationmdrations, distributed a $275 million intercompalividend and sold our interest in our Japan uncitfested affiliate. A
a result, in the fourth quarter of 2007, we reveérapproximately $82 million of valuation allowanc@ssociated with foreign tax credit carryovers #ra&t more likely the
not to be claimed on future tax returns. In 2a@8hefits associated with our foreign and U.S. ffeces attributable to foreign operations were riegly impacted by $3
million of expense associated with the $275 milliotercompany dividend and approximately $20 milliaf expense for adjustments to our deferred tdarloas as a res
of the Mexico tax law change enacted during thetfogquarter of 2007. These negative impacts waréiglly offset by a higher percentage of our ineobeing earne
outside the U.S. Additionally, the effective tate was negatively impacted by the year-over-ybange in adjustments to reserves and prior years.
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Our 2006 effective income tax rate was positivehpacted by the reversal of tax reserves in conmreatiith our regular U.S. audit cycle as well astaier out-ofyeal
adjustments to reserves and accruals that lowenedefbective income tax rate by 2.2 percentage fgoiThe reversal of tax reserves was partiallgaifoy valuatio
allowance additions on foreign tax credits for whias a result of the tax reserve reversals, wievss were not likely to be utilized before theyperd. We als
recognized deferred tax assets for the foreigrctadit impact of norrecurring decisions to repatriate certain foreigméngs in 2007. However, we provided full valoa
allowances on such assets as we did not beliavasitmore likely than not that they would be realiaé that time.

Adjustments to reserves and prior years includeefffiects of the reconciliation of income tax amauntcorded in our Consolidated Statements of Incm@mount
reflected on our tax returns, including any adjustis to the Consolidated Balance Sheets. Adjudsrerreserves and prior years also includes cleamgeax reserve
including interest thereon, established for powrgxposure we may incur if a taxing authority tkeposition on a matter contrary to our positigve evaluate the
reserves on a quarterly basis to insure that tiaeg bheen appropriately adjusted for events, inolydiudit settlements that we believe may impactesposure.

The details of 2008 and 2007 deferred tax assatsl{fies) are set forth below:

2008 2007
Net operating loss and tax credit carryforwe $ 25€ $ 30¢
Employee benefits, including sh-based compensatic 32¢ 20¢
Selfinsured casualty clain 71 73
Lease related liabilitie 15C 11E
Various liabilities 98 124
Deferred income and oth 41 36
Gross deferred tax ass 94t 86€
Deferred tax asset valuation allowan (259 (308)
Net deferred tax asse $ 691 $ 55¢
Intangible assets and property, plant and equipi $ (164 $ (15€)
Lease related asse (69) 41
Other !134! !58!
Gross deferred tax liabilitie (367) (25%
Net deferred tax assets (liabilitie $ 324 $ 308
Reported in Consolidated Balance Sheet:
Deferred income taxe- current $ 81 $ 12t
Deferred income taxe- long-term 30C 23€
Accounts payable and other current liabilit 4 (8)
Other liabilities and deferred cred (53) (50)

We have not provided deferred tax on certain uritlisted earnings from our foreign subsidiaries @&sbglieve they are indefinitely reinvested. Thisoant may becon
taxable upon an actual or deemed repatriation s¥tadrom the subsidiaries or a sale or liquidatibthe subsidiaries. We estimate that our toélundistributed earnin
upon which we have not provided deferred tax tapgiroximately $1.1 billion at December 27, 2008détermination of the deferred tax liability on Bugarnings is ni
practicable.
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Foreign operating and capital loss carryforwardalitag $687 million and state operating loss carmyfards totaling $1.2 billion at year end 2008 laeéng carried forwai
in jurisdictions where we are permitted to useltesses from prior periods to reduce future taxaideme. These losses will expire as follows: #iiflion in 2009, $12
million between 2010 and 2013, $1.2 billion betw@&i4 and 2028 and $554 million may be carried &drindefinitely. In addition, tax credits totadii$21 million ar
available to reduce certain federal and statelifegsi, of which $13 million will expire between 28 and 2028 and $8 million may be carried forwadkfinitely.

Effective December 31, 2006, we adopted FIN 48 tvinezjuires that a position taken or expected taken in a tax return be recognized in the findrst@ements when
is more likely than not (i.e. a likelihood of mattean fifty percent) that the position would be sirséd upon examination by tax authorities. A redbpgd tax position
then measured at the largest amount of benefitdtgreater than fifty percent likely of being rieall upon settlement.

At year end 2008, we decreased our 2007 beginmidgeading amounts of unrecognized tax benefits2@$million and $343 million, respectively. Thissulted fror
netting, where appropriate, certain lotegm Deferred income tax assets against unrecoginéebenefits included as part of Other liabiiteend deferred credits recort
on our Consolidated Balance Sheet at December@®.2The Company had $296 million of unrecogniedbenefits at December 27, 2008, $225 milliorwbich, if
recognized, would affect the effective income tater A reconciliation of the beginning and endimgount of unrecognized tax benefits follows:

2008 2007

Beginning of Yea $ 34z $ 294
Additions on tax positions related to the eatryeai 53 10%
Additions for tax positions of prior yee 21 17
Reductions for tax positions of prior ye (110 (58)
Reductions for settlemer 2 (6)
Reductions due to statute expirat @) (1)
Foreign currency translation adjustment (2)

End of Year $ 29€ $ 343

The major jurisdictions in which the Company fileeome tax returns include the U.S. federal jud8dn, China, the United Kingdom, Mexico and AuB&aAs of
December 27, 2008, the earliest years that the @ognpas subject to examination in these jurisdictizvere 1999 in the U.S., 2005 in China, 2000 enUinited Kingdorr
2001 in Mexico and 2004 in Australia. In additisthe Company is subject to various U.S. state irectexx examinations, for which, in the aggregate haé significar
unrecognized tax benefits at December 27, 200& ddmpany believes that it is reasonably posshaeits unrecognized tax benefits may decreasepyoaimately $6
million in the next 12 months, including approxirlgt $18 million, which if recognized upon audit tsehent or statute expiration, will affect the 2088ective ta:
rate. The remaining decrease in unrecognizedeagfits relate to various positions, each of whadhindividually insignificant.

At December 27, 2008, longrm liabilities of $229 million, including $32 niibn for the payment of accrued interest and péssltare included in Other liabilities &
deferred credits as reported on the ConsolidatdanB8a Sheet. Total accrued interest and penatimsded at December 27, 2008 were $49 millionrifigu2008, accrue
interest and penalties decreased by $9 millionwbich $7 million affected the 2008 effective taxeraAt December 29, 2007, lorigrm liabilities of $265 millior
including $51 million for the payment of accruedeirest and penalties, are included in Other lisédiand deferred credits as reported on the Cmiatet Balanc
Sheet. Total accrued interest and penalties redoatl December 29, 2007 were $58 million. DurifB@7 accrued interest and penalties decreased@yn§ilion, of whict

$11 million affected the 2007 effective tax rathe Company recognizes accrued interest and pesaélated to unrecognized tax benefits as compsméiits income te
provision.
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Note 20 — Reportable Operating Segments

We are principally engaged in developing, operatfranchising and licensing the worldwide KFC, RiZzdut, Taco Bell, LIS and A&W concepts. KFC, Pithat, Tacc
Bell, LIS and A&W operate throughout the U.S. amd 08, 96, 16, 6 and 9 countries and territorietsida the U.S., respectively. Our five largeseinational marke
based on operating profit in 2008 are China, AsanEhise, Australia, United Kingdom, and EuropenEhése. At the end of fiscal year 2008, we hacegtments in
unconsolidated affiliates in China which operateCKifestaurants. During 2008 the Company sold terést in its unconsolidated affiliate in Japane(8kote 5 for furthe
discussion) and began consolidating one previoustpnsolidated affiliate in China (See Note 5).

We identify our operating segments based on managenesponsibility. The China Division includesintand China, Thailand, KFC Taiwan, and YRI inclsdne
remainder of our international operations. Fomposes of applying SFAS No. 131, “Disclosure Aboegji®ents of An Enterprise and Related Informatid8FAS 131")in
the U.S., we consider LJS and A&W to be a singlerafing segment. We consider our KFC, Pizza HatoTBell and LIS/A&W operating segments in the WoShe
similar and therefore have aggregated them infoglesreportable operating segment.

Revenue!
2008 2007 2006
u.s. $ 5,12F $ 5,197 $ 5,60%
YRI @ 3,02¢ 3,07t 2,32(
China Division® 3,12¢ 2,144 1,63¢
$ 11,27¢ $ 10,41¢ $ 9,561

Operating Profit; Interest Expense, Net; and
Income Before Income Taxt

2008 2007 2006

u.s. $ 694 $ 73¢ $ 763
YRI 528 48C 407
China Division® 46¢ 37E 29¢C
Unallocated and corporate expen(c)(d) (307) (257) (229
Unallocated Other income (expen&’é(f) 117 9 7
Unallocated Refranchising gain (Ioé@) 5 11 24
Operating Profi 1,50€ 1,357 1,262
Interest expense, n (22€) (166€) (154)
Income Before Income Tax $ 1,28( $ 1,191 $ 1,10¢

Depreciation and Amortizatic

2008 2007 2006

u.s. $ 231 $ 247 $ 25¢
YRI 158 161 11E
China Division 151 117 95
Corporate 16 17 10
$ 55€ $ 542 $ 47¢
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Capital Spendint

2008 2007 2006

u.s. $ 34¢ $ 32C $ 29¢
YRI 26C 17¢ 114
China Division 32C 224 157
Corporate 6 3 2
$ 93E $ 72€ $ 572

Identifiable Asset:

2008 2007 2006

u.s. $ 2,73¢ $ 2,88¢ $ 2,90¢
YRI @ 1,87¢ 2,25¢ 2,10¢
China Division® 1,39t 1,11¢ 86¢
Corporate(g) 52C 934 49C
$ 6,527 3$ 7,18¢ $ 6,36¢

Long-Lived Assets™

2008 2007 2006

u.s. $ 2,417 3$ 2,50¢ $ 2,602
YR ® 1,162 1,45( 1,357
China Division®” 1,01z 757 595
Corporate 63 73 84
$ 4,65( 3$ 4.87¢ $ 4,64(

@

(b)
©

(d)
(e)
®

)
(h)

Includes revenues of $1.2 billion, $1.3 billion a@&i73 million for entities in the United Kingdomrfa008, 2007 and 2006, respectivelyncludes revenues
$2.8 billion, $1.9 billion and $1.4 billion in mdand China for 2008, 2007 and 2006, respectiv

Includes equity income of unconsolidated affiliaté$40 million, $47 million and $41 million in 2802007 and 2006, respectively, for the China Divis

2008 includes approximately $56 million of chargekating to U.S. general and administrative prowitgtinitiatives and realignment of resources aallvas
investments in our U.S. Brands. See Not

Amounts have not been allocated to the U.S., YRThina Division segments for performance reporpogposes

2008 includes a $100 million gain recognized ongle of our interest in our unconsolidated afiian Japan. See Note

Includes investment in unconsolidated affiliates %3 million and $64 million for 2007 and 2006, pestively, for YRI. There was no investmen
unconsolidated affiliates for YRI in 2008, as weddsour interest in our unconsolidated affiliate Japan during 2008. See Note 5. Includes invedtim
unconsolidated affiliates of $65 million, $90 nuifi and $74 million for 2008, 2007 and 2006, respebt, for the China Division

Primarily includes deferred tax assets, propefgntand equipment, net, related to our officelfies and cast

Includes property, plant and equipment, net, gotidand intangible assets, n
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0] Includes longlived assets of $602 million, $843 million and $818lion for entities in the United Kingdom for 2802007 and 2006, respectively. The 2
decrease in long-lived assets was driven by theaainpf foreign currency. Includes lofiged assets of $905 million, $651 million and $48tllion in
mainland China for 2008, 2007 and 2006, respegti*

See Note 5 for additional operating segment discksrelated to impairment, store closure (incooes)s and the carrying amount of assets held fer sa

Note 21 — Contingencies

Insurance Programs

We are self-insured for a substantial portion of ourrent and prior years’ coverage including weske&ompensation, employment practices liability, gahdability,
automobile liability, product liability and propgriosses (collectively, “property and casualty &E£3. To mitigate the cost of our exposures for certaiopprty an
casualty losses, we make annual decisions tarsgife the risks of loss up to defined maximum gumurrence retentions on a line by line basis aotmbine certain lin¢
of coverage into one loss pool with a single gedfired aggregate retention. The Company therhpses insurance coverage, up to a certain limitp&ses that exceed -
self-insurance per occurrence or aggregate retenfilie insurersmaximum aggregate loss limits are significantly \aaur actuarially determined probable los
therefore, we believe the likelihood of losses extieg the insurers’ maximum aggregate loss linsitemote.

In the U.S. and in certain other countries, we @s® self-insured for healthcare claims and Itemga disability for eligible participating employ®eubject to certa
deductibles and limitations. We have accountedforretained liabilities for property and casuadtyses, healthcare and lotegm disability claims, including reported ¢
incurred but not reported claims, based on infoiomgbrovided by independent actuaries.

Due to the inherent volatility of actuarially deténed property and casualty loss estimates, ie@sonably possible that we could experience changestimated loss
which could be material to our growth in quarteasilyd annual net income. We believe that we haverded reserves for property and casualty lossesletel which he
substantially mitigated the potential negative iotpef adverse developments and/or volatility.

Legal Proceedings

We are subject to various claims and contingenaésted to lawsuits, real estate, environmental @thér matters arising in the normal course of hess. We provic
reserves for such claims and contingencies whempayis probable and estimable in accordance withSSNo. 5, “Accounting for Contingencies.”

On November 26, 2001, Kevin Johnson, a former lek¥$aurant manager, filed a collective action agdid$ in the United States District Court for thédile District o

Tennessee alleging violation of the Fair Labor 8tads Act (“FLSA™) on behalf of himself and alledgadimilarly-situated LJS general and assistantagsnt managers.
Johnson alleged that LJS violated the FLSA by peatiag a policy and practice of seeking monetastitution from LIS employees, including Restaur@enere

Managers (“RGMs”) and Assistant Restaurant Geniahagers (“ARGMs”)when monetary or property losses occurred due tovkrg and willful violations of LJ

policies that resulted in losses of company fundproperty, and that LJS had thus improperly cfassiits RGMs and ARGMs as exempt from overtime pager th

FLSA. Johnson sought overtime pay, liquidated dgsaand attorneys’ fees for himself and his predagass.

LJS moved the Tennessee district court to comgaetration of Johnson’s suit. The district couragred LJSS motion on June 7, 2004, and the United Statest@d
Appeals for the Sixth Circuit affirmed on July ®05.

On December 19, 2003, while the arbitrability ofidson’s claims was being litigated, former LIS nggma Erin Cole and Nick Kaufman, represented byxdohs counse
initiated an arbitration with the American Arbiti@t Association (“AAA”) (the “Cole Arbitration”). The Cole Claimants sought a collective arbitratiombehalf of th
same putative class as alleged in the Johnson iaarsdialleged the same underlying claims.
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On June 15, 2004, the arbitrator in the Cole Aabitn issued a Clause Construction Award, findimat LJSs Dispute Resolution Policy did not prohibit Claims fron
proceeding on a collective or class basis. LISedawnsuccessfully to vacate the Clause Construétieard in federal district court in South Carolin@n September 1
2005, the arbitrator issued a Class Determinatiomi, finding,inter alia, that a class would be certified in the Cole Arliibm on an “opt-out’basis, rather than as
“opt-in” collective action as specified by the FLSA

On January 20, 2006, the district court denied £J80tion to vacate the Class Determination Awad thie United States Court of Appeals for the Foitttuit affirmec
the district court’s decision on January 28, 2088petition for a writ of certiorari filed in the tited States Supreme Court seeking a review oFthath Circuits decisiol
was denied on October 7, 2008. The parties ppaied in mediation on April 24, 2008, without reiachresolution. A second mediation is scheduledHebruary 2¢
2009.

LJS expects, based on the rulings issued to ddtésmmatter, that the Cole Arbitration will moiigdly than not proceed as an “opt-out” class agtrather than as an “opt-
in” collective action. LJS denies liability and is @igusly defending the claims in the Cole ArbitratioVe have provided for a reasonable estimateetost of the Co
Arbitration, taking into account a number of fastoincluding our current projection of eligible ich&, the estimated amount of each eligible claime, éstimated clai
recovery rate, the estimated legal fees incurre@laymants and the reasonable settlement valuei®find other wage and hour litigation matterswebeer, in light of th
inherent uncertainties of litigation, the fact-sfiecnature of Claimants’ claims, and the novelfyppsoceeding in an FLSA lawsuit on an “opt-oltésis, there can be
assurance that the arbitration will not resultassles in excess of those currently provided fauinConsolidated Financial Statements.

On September 2, 2005, a collective action lawsgdirst the Company and KFC Corporation, originatyled Parler v. Yum Brands, Inc., d/b/a KFC, and k
Corporation, was filed in the United States District Court ke District of Minnesota. Plaintiffs alleged thaiey and other current and former KFC Assistantt
Managers (“AUMs")were improperly classified as exempt employees utide FLSA. Plaintiffs sought overtime wages ainditlated damages. On January 17, 200¢
District Court dismissed the claims against the @any with prejudice, leaving KFC Corporation as sioée defendant. Plaintiffs amended the complam&eptember
2006, to add related state law claims on beha#f péitative class of KFC AUMs employed in lllinoMjnnesota, Nevada, New Jersey, New York, Ohio, Rednsylvania.
On October 24, 2006, plaintiffs moved to decertifg conditionally certified FLSA action, and KFC ioration did not oppose the motion. On June 972@he Distric
Court decertified the collective action and disradsll opt-in plaintiffs without prejudice. Subseptly, plaintiffs filed twentyseven new cases around the country, mc
which alleged a statewide putative collective/clason. Plaintiffs also filed 324 individual atfztions with the American Arbitration AssociatigiAAA”). KFC filed ¢
motion with the Judicial Panel on Multidistrict Igation (“JPML”) to transfer all twentgight pending cases to a single district courtcimordinated pretrial proceedir
pursuant to the Multidistrict Litigation (“MDL"ptatute, 28 U.S.C. § 1407. KFC also filed a motigth the Minnesota District Court to enjoin thed32AA arbitrations o
the ground that Plaintiffs waived the right to &mdie by their participation in the Minnesota (R&rllitigation. On January 3, 2008, the JPML geanKFC’s motion tt
transfer all of the pending court cases to the Mgata District Court for discovery and pre-triabgeedings. On January 4, 2008, KE@notion to enjoin the 3:
arbitrations on the ground that plaintiffs have veai their right to arbitrate was granted.

On August 30, 2008, KFC and counsel for plaintdfgered into a settlement in principle to resohis tmatter. On November 11, 2008, the partiesredt:to a forms
Settlement Agreement and Release. On NovembeR@08, the court entered an Order Granting Finalgtheht. The costs associated with the settlemehtndi
significantly impact our results of operations.

On August 4, 2006, a putative class action lawagéinst Taco Bell Corp. styled Rajeev ChhibberTeco Bell Corpwas filed in Orange County Superior Court.
August 7, 2006, another putative class action lavetyled Marina Puchalski v. Taco Bell Cokpas filed in San Diego County Superior Court. Blathsuits were filed by
Taco Bell RGM purporting to represent all currenddormer RGMs who worked at corporatemed restaurants in California from August 2002He present. Tt
lawsuits allege violations of California’s wage amalr laws involving unpaid overtime
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and meal period violations and seek unspecifiedwuan®in damages and penaltiess of September 7, 2006, both cases have been latated in San Diego Count
Discovery is underway.

Based on plaintiffsievised class definition in their class certificatimotion, Taco Bell removed the case to federattcm San Diego on August 29, 2008. Plaintiffyé
sought to remand the case back to state courtrendourt took the matter under submission withduearing on November 17, 2008.

Taco Bell denies liability and intends to vigorguslefend against all claims in this lawsuit. Howeun view of the inherent uncertainties of litiige, the outcome of th
case cannot be predicted at this time. Likewise amount of any potential loss cannot be reasgpreatimated.

On September 10, 2007, a putative class actiomsg@aco Bell Corp., the Company and other relatetities styled Sandrika Medlock v. Taco Bell Corpvas filed it
United States District Court, Eastern District, $fre, California. The case was filed on behalflbhaurly employees who have worked for the defenidavithin the las
four years and alleges numerous violations of Gaiifi labor laws including unpaid overtime, faildcepay wages on termination, denial of meal arstl beeaks, improp
wage statements, unpaid business expenses and onfanlawful business practices in violation ofli@ania Business & Professions Code §17200. Tleenfany wa
dismissed from the case without prejudice on Janli@r 2008.

On March 24, 2008, plaintiff filed a motion for keato file a second amended complaint adding eonaide FLSA claim for unpaid overtime. Taco Befippsed th
motion and on June 10, 2008 the court denied pigéninotion to amend. Discovery is underway, wite-<certification discovery cutoff set for February 2009 and a
April 20, 2009 deadline for plaintiff to file a ot for class certification. A hearing on the slaertification motion has been scheduled for 27ly2009.

Taco Bell denies liability and intends to vigorgusglefend against all claims in this lawsuit. Howeun view of the inherent uncertainties of litiige, the outcome of th
case cannot be predicted at this time. Likewise amount of any potential loss cannot be reasgrestimated.

On June 16, 2008, a putative class action lawgiainst Taco Bell Corp. and the Company styled Mirieeyva vs. Taco Bell Corp., et alas filed in Los Angele
Superior Court. The case was filed on behalf giMaeand purportedly all other California hourly doyees and alleges failure to pay overtime, faior@rovide meal ar
rest periods, failure to pay wages upon dischdajkire to provide itemized wage statements, unfaisiness practices and wrongful termination amsdranination. Thi
case is very similar to the Medlockse; accordingly, on July 3, 2008, Taco Bell fitedotice of related case. The Company was digmif®m the case without prejud
on August 20, 2008. Taco Bell removed the cadederal court in Los Angeles on January 23, 20RRuintiff did not oppose removal, and the partigsusated to transfe
the case to the Eastern District of California, renthe_Medloclcase is pending.

Taco Bell denies liability and intends to vigorgudefend against all claims in this lawsuit. Howe\in view of the inherent uncertainties of litiigea, the outcome of th
case cannot be predicted at this time. Likewise amount of any potential loss cannot be reasgpreatimated.

On April 11, 2008, Lisa Hardiman filed a Privatetédxheys General Act (“PAGA"¢omplaint in the Superior Court of the State ofifdahia, County of Fresno against T:
Bell Corp., the Company and other related entitiEsis lawsuit, styled Lisa Hardiman vs. Taco Bedrp., et al., is filed on behalf of Hardiman individually and althe
aggrieved employees pursuant to PAGA. The compk#rks penalties for alleged violations of Cailifats Labor Code. On June 25, 2008, Hardiman filecimende
complaint adding class action allegations on betfaffourly employees in California very similarttee Medlockcase, including allegations of unpaid overtime,s@ismee
and rest periods, improper wage statements,payment of wages upon termination, unreimbursedéhbas expenses and unfair or unlawful businesgipescin violatiol
of California Business & Professions Code §17200. July 25, 2008, Taco Bell removed the case tdJhiéed States District Court for the Eastern Déstof California
and subsequently filed a notice of related case.J@y 31, 2008, the case was transferred to thee gadge as in the Medlodase. Taco Bell then filed a motion to st
the PAGA claims. A scheduling conference is schetitor February 27, 2009.
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Taco Bell denies liability and intends to vigorgudkefend against all claims in this lawsuit. Howevin view of the inherent uncertainties of litiige, the outcome of th
case cannot be predicted at this time. Likewise amount of any potential loss cannot be reasgprestimated.

On November 5, 2008, a putative class action lawegéinst Taco Bell Corp. and the Company stylechine Naranjo vs. Taco Bell Corpet al., was filed in Oran
County Superior Court. The case was filed on HetfaNaranjo and purportedly all other Californimployees and alleges failure to pay overtime, failio reimburse fc
business related expenses, improper wage statenfehise to pay accrued vacation wages, failuredg minimum wage and unfair business practicexcoBell remove
the case to federal court on December 5, 2008ntRfa did not oppose removal and agreed to trantfe case to the Eastern District of Califormiere the Medlockast
is pending. The Company filed a motion to disnoisDecember 15, 2008, which was denied on Januyra9.

Taco Bell denies liability and intends to vigorgudefend against all claims in this lawsuit. Howe\in view of the inherent uncertainties of litiigea, the outcome of th
case cannot be predicted at this time. Likewise amount of any potential loss cannot be reasgpreatimated.

On December 21, 2007, a putative class action lawagainst KFC U.S. Properties, Inc. styled BaskalKFC U.S. Properties, Incwas filed in San Diego County Supe
Court on behalf of all current and former RGMs, ABMnd Shift Supervisors who worked at KFC's Catirestaurants since December 21, 2003. The iaatege:
violations of Californias wage and hour and unfair competition laws, iniclgddenial of sufficient meal and rest periods, iogerly itemized pay stubs, and delay
issuing final paychecks, and seeks unspecified atsotm damages, injunctive relief, and attornegg'sfand costs. A first amended complaint was filed-ebruary !
2008. KFC answered the amended complaint on M2t¢i2008.

The parties participated in mediation on Februdy2D09 without reaching resolution, but plan tatawue to explore potential settlement options.

KFC denies liability and intends to vigorously dedeagainst all claims in this lawsuit. Howeveryiew of the inherent uncertainties of litigatidhe outcome of this ca
cannot be predicted at this time. Likewise, theant of any potential loss cannot be reasonablynestd.

On October 14, 2008, a putative class action stfdedny Archila v. KFC U.S. Properties, Inevas filed in California state court on behalf of @kalifornia hourly
employees alleging various California Labor Codelations, including rest and meal break violatioogertime violations, wage statement violations avadting time
penalties.

KFC removed the case to the United States Dighraeirt for the Central District of California on dey 7, 2009. No court deadlines have yet been set

KFC denies liability and intends to vigorously dedeagainst all claims in this lawsuit. Howeveryiaw of the inherent uncertainties of litigatidhe outcome of this ca
cannot be predicted at this time. Likewise, th@ant of any potential loss cannot be reasonablynastd.

On December 17, 2002, Taco Bell was named as tlemdient in a class action lawsuit filed in the \@ditStates District Court for the Northern Disto¢tCalifornia style:
Moeller, et al. v. Taco Bell Corp.On August 4, 2003, plaintiffs filed an amendednpdaint that alleges, among other things, that TBeb has discriminated against
class of people who use wheelchairs or scootemnéility by failing to make its approximately 226mpany-owned restaurants in California (the “@afifa Restauranty”
accessible to the class. Plaintiffs contend thetue rails and other architectural and structueahents of the Taco Bell restaurants relating soghth of travel and use
the facilities by persons with mobility-related aliglities do not comply with the U.S. Americanshwidisabilities Act (the “ADA”), the Unruh Civil Rilats Act (the Unrut
Act”), and the California Disabled Persons Act (ti@DPA”"). Plaintiffs have requested: (a) an injunction frtma District Court ordering Taco Bell to comply kvithe
ADA and its implementing regulations; (b) that fistrict Court declare Taco Bell in violation ofe¢iADA, the Unruh Act, and the CDPA; and (c) mongtaiief under
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the Unruh Act or CDPA. Plaintiffs, on behalf oktklass, are seeking the minimum statutory dampeesffense of either $4,000 under the Unruh Ac$Di000 under tt
CDPA for each aggrieved member of the class. fiiontend that there may be in excess of 10DjAdividuals in the class.

On February 23, 2004, the District Court granteargiffs' motion for class certification. The Dist Court certified a Rule 23(b)(2) mandatory ingtive relief class of ¢
individuals with disabilities who use wheelchairsetectric scooters for mobility who, at any time ar after December 17, 2001, were denied, or anegtly being denie
on the basis of disability, the full and equal emjent of the California Restaurants. The claskiges claims for injunctive relief and minimum sty damages.
Pursuant to the parties’ agreement, on or abouuswgl, 2004, the District Court ordered that tie dDf this action be bifurcated so that stage wileresolve plaintiffs’
claims for equitable relief and stage two will resoplaintiffs’ claims for damages. The parties aurrently proceeding with the equitable reliefggt of this action.

On May 17, 2007, a hearing was held on plaintiffsition for Partial Summary Judgment seeking judidieclaration that Taco Bell was in violation otassibility laws &
to three specific issues: indoor seating, queils aand door opening force. On August 8, 2007, d¢bert granted plaintiffsmotion in part with regard to dining roc
seating. In addition, the court granted plaintiffeotion in part with regard to door opening forcesame restaurants (but not all) and denied theanatith regard to quel
lines.

The parties participated in mediation on March 2808, without reaching resolution. A new trial cojudge was assigned on April 4, 2008. The caudere(
supplemental discovery and heard Taco Betiotion for partial summary judgment regardindgugtaof limitations on November 5, 2008, which vdenied. Cross motio
for summary judgment regarding ADA issues, andsrostions for summary judgment regarding stateifswes, are scheduled to be filed in late sumng992

Taco Bell has denied liability and intends to vigasly defend against all claims in this lawsuitac® Bell has taken certain steps to address patarthitectural ar
structural compliance issues at the restaurangéedordance with applicable state and federal disabccess laws. The costs associated with adiirgghese issues he
not, and are not expected to significantly impaat eesults of operations. It is not possible as time to reasonably estimate the probability wroant of liability fo
monetary damages on a class wide basis to Taco Bell

According to the Centers for Disease Control (“CIpGfiere was an outbreak of illness associated wihrticular strain of E. coli 0157:H7 in the norteedlnited State
during November and December 2006. Also accordinthe CDC, the outbreak from this particular straias most likely associated with eating produdstaining
contaminated shredded iceberg lettuce at TacorBsfaurants in Pennsylvania, New Jersey, New Yamkl, Delaware. The CDC concluded that the containimdikely
occurred before the lettuce reached the Taco Bsthurants and that the outbreak ended on or &exémber 6, 2006. The CDC has stated that it vedaieports of 7
persons who became ill in association with the stk in the above-mentioned area during the aioveframe, and that no deaths have been reported.

On December 6, 2006, a lawsuit styled Tyler Voragttet. al. v. Taco Bell Corp, Taco Bell of Ameritac. and Yum! Brands, Inevas filed in the Supreme Court of
State of New York, County of Suffolk. Mr. Vormitiaa minor, alleges he became ill after consumawglfpurchased from a Taco Bell restaurant in Risadh New York
which was allegedly contaminated with E. coli 0357 Subsequently, thirtfive other cases have been filed naming the CompBago Bell Corp., Taco Bell of Americ
and/or other subsidiaries of the Company, eactyialiesimilar facts on behalf of other customersdditionally, the Company has received a numberlaiirs fromn
customers who have alleged injuries related tdetheoli outbreak, but have not filed lawsuits.

According to the allegations common to all the Céais, each Taco Bell customer became ill aftgesting contaminated food in late November or e@dgember 20(
from Taco Bell restaurants located in the northetstes implicated in the outbreak. The majoritythe implicated restaurants are owned and operayedaco Bel
franchisees. The Company believes that at a mimiritis not liable for any losses at these stoi®sme of these claims have been settled.
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We have provided for the estimated costs of thémiens and litigation, based on a projection of ptitd claims and their amounts as well as the tesuil settlemer
negotiations in similar matters. But in view obtlmherent uncertainties of litigation, there c&nno assurance that the outcome of the litigatidhnaet result in losses
excess of those currently provided for in our Cdidsted Financial Statements.

On March 14, 2007, a lawsuit styled Boskovich Faring. v. Taco Bell Corp. and Does 1 through M@&s filed in the Superior Court of the State of ifoahia,
Orange County. Boskovich Farms, a supplier of poedto Taco Bell, alleges in its Complaint, amotigeo things, that it suffered damage to its repotaand business a:
result of publications and/or statements it claimese made by Taco Bell in connection with Taco Beteporting of results of certain tests conductedng investigation
on green onions used at Taco Bell restaurants. drapany believes that the Complaint should prgpkd heard in an alternative dispute resolutionQ(/®) forum
according to the contractual terms governing thetimship of the parties. The Company filed aimoto compel ADR and stay the litigation on May2007. The Cou
entered an order granting this motion on June 0872 Boskovich filed a writ petition to set asithe trial courts ruling compelling ADR; the writ petition was dediir
October 2007. The parties participated in medmatia April 10, 2008, without reaching resolutioAn arbitration panel has been selected, and thigratibn is currentl
scheduled for September, 2009. The Company déalgbty and intends to vigorously defend agaiaBitclaims in any arbitration and the lawsuit. Hoxer, in view of th
inherent uncertainties of litigation, the outconiehis case cannot be predicted at this time. Wwike, the amount of any potential loss cannot beaeably estimated.

104




N ote 22— Selected Quarterly Financial Data (Unaudited)

2008
First Second Third Fourth
Quarter Quarter Quarter Quarter Total

Revenues

Company sale $ 2,094 $ 2,32 $ 2,48 $ 2,94¢ $ 9,84:

Franchise and license fees 314 33C 352 43¢ 1,43¢€

Total revenue 2,40¢ 2,652 2,83t 3,38: 11,27¢
Restaurant proﬁ?) SOE 311 35E 401 1,37E
Net income 254 224 28z 204 964
Basic earnings per common sh 0.5z 0.47 0.6C 0.44 2.0z
Diluted earnings per common shi 0.5C 0.4t 0.5¢ 0.4z 1.9¢
Dividends declared per common sh 0.1t 0.1¢ — 0.3¢ 0.7z

2007
First Second Third Fourth
Quarter Quarter Quarter Quarter Total

Revenues

Company sale $ 1,94 $ 2,07: $ 2,247 $ 2,84z $ 9,10(

Franchise and license fe 281 294 321 42C 1,31¢

Total revenue 2,22: 2,361 2,56¢ 3,26: 10,41¢
Restaurant profffi) 285 31C 35E 376 1,32-1
Operating Profi 31¢€ 31C 401 33C 1,357
Net income 194 214 27C 231 90¢
Basic earnings per common sh 0.3€ 0.41 0.52 0.4t 1.74
Diluted earnings per common shi 0.3t 0.3¢ 0.5C 0.44 1.6¢
Dividends declared per common sh — 0.1t — 0.3C 0.4t
(a) Restaurant profit is defined as Company sales éegenses incurred directly by Company restauramtgeinerating Company sales. These expenst

presented as subtotals on our Consolidated StatsraEmcome

(b) Operating Profit includes a gain of $68 millions$oof $3 million and loss of $26 million in thesfif second and fourth quarters of 2008, respegtivelated t:

the gain on the sale of our interest in our Japaronsolidated affiliate and charges related toUdt® business transformation measures. See Note 5.
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Management's Responsibility for Financial Statersent
To Our Shareholders:

We are responsible for the preparation, integritgt &ir presentation of the Consolidated FinanSi@tements, related notes and other informatioludied in this annu
report. The financial statements were preparedcitordance with accounting principles generallyepted in the United States of America and incluegain amoun
based upon our estimates and assumptions, asedqu@ther financial information presented in thawal report is derived from the financial statetsaen

We maintain a system of internal control over ficiahreporting, designed to provide reasonable rasee as to the reliability of the financial statmts, as well as
safeguard assets from unauthorized use or disposifihe system is supported by formal policies prdedures, including an active Code of Condusgmm intended -
ensure employees adhere to the highest standamirsgnal and professional integrity. We have ootetl an evaluation of the effectiveness of owriml control ove
financial reporting based on the framework litternal Control — Integrated Frameworlssued by the Committee of Sponsoring Organizatiohghe Treadwa
Commission. Based on our evaluation, we conclutiat our internal control over financial reportings effective as of December 27, 2008. Our infeandit functior
monitors and reports on the adequacy of and comg®iavith the internal control system, and apprderactions are taken to address significant comtediciencies ar
other opportunities for improving the system aythee identified.

The Consolidated Financial Statements have beeiteduzhd reported on by our independent auditoPME LLP, who were given free access to all finah@aords an
related data, including minutes of the meetingthefBoard of Directors and Committees of the Boaihk believe that management representations noethe independe
auditors were valid and appropriate. Additionalhg effectiveness of our internal control oveafinial reporting has been audited and reportedydoRMG LLP.

The Audit Committee of the Board of Directors, whis composed solely of outside directors, providesrsight to our financial reporting process ana controls ti
safeguard assets through periodic meetings withralapendent auditors, internal auditors and mamagé Both our independent auditors and internditars have fre
access to the Audit Committee.

Although no coseffective internal control system will preclude affors and irregularities, we believe our contadsof December 27, 2008 provide reasonable ass
that our assets are reasonably safeguarded.

Richard T. Carucci
Chief Financial Officer
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Item 9. Changes In and Disagreements with Accountants on Aounting and Financial Disclosure.
None.
Item 9A. Controls and Procedures.

Evaluation of Disclosure Controls and Procedures

The Company has evaluated the effectiveness ofi¢lsegn and operation of its disclosure controls pratedures pursuant to Rules 13a-15(e) and18ge} under th
Securities Exchange Act of 1934 as of the end @friod covered by this report. Based on theuat@n, performed under the supervision and wighgarticipation of th:
Company’s management, including the Chairman, Chiefcutive Officer and President (the “CEQ”) an& tBhief Financial Officer (the “CFO”), the Compasy’
management, including the CEO and CFO, concludetihie Company’s disclosure controls and proceduege effective as of the end of the period covéngthis report.

Managemerns Report on Internal Control Over Financial Repurti

Our management is responsible for establishing raathtaining adequate internal control over finahecigporting, as such term is defined in Rules 18é) under the
Securities Exchange Act of 1934. Under the suparmiand with the participation of our managemémtiuding our principal executive officer and pripal financial
officer, we conducted an evaluation of the effemtigss of our internal control over financial repgrtbased on the framework internal Control —Integrated Framewor
issued by the Committee of Sponsoring Organizatiohthe Treadway Commission. Based on our evalpatioder the framework ifnternal Control —Integrated
Framework, our management concluded that our internal cobotrer financial reporting was effective as of Dexdxer 27, 2008.

KPMG LLP, an independent registered public accaunfirm, has audited the consolidated financiatesteents included in this Annual Report on FormKl@nd the
effectiveness of our internal control over finamceporting and has issued their reports, incluldeetin.

Changes in Internal Control

There were no changes with respect to the Compaimgérnal control over financial reporting or ither factors that materially affected, or are reawdy likely to
materially affect, internal control over financiaporting during the quarter ended December 278200

Item 9B. Other Information.

None.
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PART IlI
Item 10. Directors, Executive Officers and Corporate Governace.

Information regarding Section 16(a) compliance, thalit Committee and the Audit Committee financédpert, the Compang’code of ethics and background of
directors appearing under the captions “Stock Owslmiprinformation,” “Governance of the Company,” ‘#extive Compensation” and “ltem 1: Election of 2itors”is
incorporated by reference from the Compangéfinitive proxy statement which will be filed thithe Securities and Exchange Commission no thtm 120 days aft
December 27, 2008.

Information regarding executive officers of the Company isuded in Part I.

Item 11. Executive Compensation.

Information regarding executive and director congagion and the Compensation Committee appearingruhe captions “Governance of the Company” aBgetutive
Compensation” is incorporated by reference fromGloenpany$ definitive proxy statement which will be filed twithe Securities and Exchange Commission no tase
120 days after December 27, 2008.

Iltem 12. Security Ownership of Certain Beneficial Owners andMlanagement and Related Stockholder Matters.

Information regarding equity compensation plans aedurity ownership of certain beneficial ownersd ananagement appearing under the captioBgetutive
Compensation” and “Stock Ownership Informationirisorporated by reference from the Compangéfinitive proxy statement which will be filed tvithe Securities ai
Exchange Commission no later than 120 days afteeéer 27, 2008.

Item 13. Certain Relationships and Related Transactions, an®irector Independence.

Information regarding certain relationships andatedl transactions and information regarding direagtdependence appearing under the capti@Governance of tt
Company” is incorporated by reference from the Canys definitive proxy statement which will be filed twithe Securities and Exchange Commission no thter 12!
days after December 27, 2008.

Iltem 14. Principal Accountant Fees and Services.

Information regarding principal accountant fees aadvices and audit committee pre-approval polieies procedures appearing under the captiem‘2: Ratification ¢

Independent Auditors” is incorporated by referefioen the Companyg definitive proxy statement which will be filedtwithe Securities and Exchange Commission no
than 120 days after December 27, 2008.
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Item 15.

@

@
@)

©)

PART IV
Exhibits and Financial Statement Schedules.
Financial Statements: Consolidated financial stetes filed as part of this report are listed urfert Il, Item 8 of this Form -K.
Financial Statement Schedules: No schedules grereel because either the required informatioroispnesent or not present in amounts sufficie
require submission of the schedule, or becausfoenation required is included in the financitdtements or the related notes thereto filed aar

of this Form 1-K.

Exhibits: The exhibits listed in the accompanylndex to Exhibits are filed as part of this FormKOThe Index to Exhibits specifically identifi
each management contract or compensatory planregbia be filed as an exhibit to this Form-K.
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SIGNATURES

Pursuant to the requirements of Section 13 or 16{dhe Securities Exchange Act of 1934, the reaigthas duly caused this Form KGannual report to be signed on

behalf by the undersigned, thereunto duly authdrize

Date: February 23, 200

YUM! BRANDS, INC.

By: /s/ David C. Noval

Pursuant to the requirements of the Securities &xgé Act of 1934, this annual report has been digpedow by the following persons on behalf of thgistrant and in tt

capacities and on the dates indicated.

Signature

/sl David C. Novak

David C. Novak

/sl Richard T. Carucci

Richard T. Carucci

/sl Ted F. Knopf

Ted F. Knopf

/s/ David W. Dorman

David W. Dorman

/sl Massimo Ferragamo

Massimo Ferragamo

/sl J. David Grissom

J. David Grissom

/s/ Bonnie G. Hill

Bonnie G. Hill

/sl Robert Holland, Jr.

Robert Holland, Jr.

/sl Kenneth G. Langone

Kenneth G. Langone

/sl Jonathan S. Linen

Jonathan S. Linen

/sl Thomas C. Nelson

Thomas C. Nelson

/sl Thomas M. Ryan

Thomas M. Ryan

/sl Jing-Shyh S. Su

Jing-Shyh S. Su

sl Jackie Trujillo

Jackie Trujillo

/sl Robert D. Walter

Title

Chairman of the Board,
Chief Executive Officer and President
(principal executive officer)

Chief Financial Officer
(principal financial officer)

Senior Vice President Finance and Corporate ©betr

(principal accounting officer)

Director

Director

Director

Director

Director

Director

Director

Director

Director

Vice-Chairman of the Board

Director

Director

February 23, 20(

February 23, 20(

February 23, 20(

February 23, 20(

February 23, 20C

February 23, 20(

February 23, 20(

February 23, 20(

February 23, 20C

February 23, 20(

February 23, 20(

February 23, 20(

February 23, 20(

February 23, 20(

February 23, 20(



Robert D. Walter
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Exhibit
Number

3.1
3.2

4.1

10.5

10.6

10.7%

10.8t

10.9t

10.10%

10.13%

10.16

10.17%

10.18%

10.197

10.20

10.22%

10.23%

10.24%

10.25%

10.267

YUM! Brands, Inc.
Exhibit Index
(Item 15)

Description of Exhibits

Restated Articles of Incorporation of YUM dated &epber 12, 2008 (as filed herewit
Amended and restated Bylaws of YUM, which are ipooated herein by reference from Exhibit 3.2 onnr&-K filed on May 17, 2002

Indenture, dated as of May 1, 1998, between YUM&Rd Morgan Chase Bank, National Association, esgar in interest to The First National B
of Chicago, pertaining to 7.65% Senior Notes dug &, 2008, 8.5% Senior Notes and 8.875% SenioedNdue April 15, 2006 and April 15, 20
respectively, and 7.70% Senior Notes due July 122@hich is incorporated herein by reference friérhibit 4.1 to YUM's Report on Form B-
filed on May 13, 1998.

0] 6.25% Senior Notes due April 15, 2088ued under the foregoing May 1, 1998 indenturéghvhotes are incorporated by reference from
Exhibit 4.2 to YUM’s Report on Form 8-K filed on Apl17, 2006.

(i) 6.25% Senior Notes due March 15, 208€ed under the foregoing May 1, 1998 indenturéchvhotes are incorporated by reference
from Exhibit 4.2 to YUM'’s Report on Form 8-K fileah October 22, 2007.

(iii) 6.875% Senior Notes due November 1332&sued under the foregoing May 1, 1998 indentwhéch notes are incorporated by
reference from Exhibit 4.3 to YUM’s Report on Fo&K filed on October 22, 2007.

Amended and Restated Sales and Distribution Agraebetween AmeriServe Food Distribution, Inc., YURIzza Hut, Taco Bell and KFC, effect
as of November 1, 1998, which is incorporated mebgi reference from Exhibit 10 to YUM’s Annual Repon Form 10K for the fiscal year endi
December 26, 1998, as amended by the First Amendthereto, which is incorporated herein by refeeefrom Exhibit 10.5 to YUMS Annua
Report on Form 1-K for the fiscal year ended December 30, 2(

Amended and Restated Credit Agreement, dated Noge®, 2007 among YUM, the lenders party there®b,Mbrgan Chase Bank, N.A.,
Administrative Agent, J.P. Morgan Securities Innd&Citigroup Global Markets Inc., as Lead Arrangargl Bookrunners and Citibank N.A.,
Syndication Agent, which is incorporated hereinrbference from Exhibit 10.6 to YUM’s Annual Repaor Form 10K for the fiscal year endi
December 29, 200°

YUM Director Deferred Compensation Plan, as effecOctober 7, 1997, which is incorporated hefgynreference from Exhibit 10.7 to YUM’
Annual Report on Form -K for the fiscal year ended December 27, 1¢

YUM 1997 Long Term Incentive Plan, as effectivet@er 7, 1997, which is incorporated herein bemefice from Exhibit 10.8 to YUM’Annua
Report on Form 1-K for the fiscal year ended December 27, 1¢

YUM Executive Incentive Compensation Plan, whishincorporated herein by reference from ExhibibAYUM' s Definitive Proxy Statement
Form DEF 14A for the Annual Meeting of Shareholdeetd on May 20, 200«

YUM Executive Income Deferral Program, as effect®etober 7, 1997, and as amended through May 1®2,20hich is incorporated herein
reference from Exhibit 10.10 to YU's Annual Report on Form -K for the fiscal year ended December 31, 2(

YUM Pension Equalization Plan, as effective Oetob, 1997, which is incorporated herein by refeeefiom Exhibit 10.14 to YUMS Annual Repo
on Form 1K for the fiscal year ended December 27, 1¢

Form of Directors’ Indemnification Agreement, whiis incorporated herein by reference from Exhibitl7 to YUM’s Annual Report on Form 10-
for the fiscal year ended December 27, 1¢

Amended and restated form of Severance Agreemerthé event of a change in control), which is ipooated herein by reference from Ext
10.17 to YUN's Annual Report on Form -K for the fiscal year ended December 30, 2(

YUM Long Term Incentive Plan, as Amended througé Third Amendment, as effective May 15 2008, whiglncorporated herein by referel
from Appendix | to YUN's Definitive Proxy Statement on Form DEF 14A fog thnnual Meeting of Shareholders held on May 198

Employment Agreement between YUM and Christian Bnmpbell, dated as of September 3, 1997, whichderporated herein by reference fr
Exhibit 10.19 to YUN's Annual Report on Form -K for fiscal year ended December 26, 19

Amended and Restated YUM Purchasing Co-op Agregndated as of August 26, 2002, between YUM awedUhified FoodService Purchasing Co-
op, LLC, which is incorporated herein by referefroen Exhibit 10.20 to YUM's Annual Report on Form-K for the fiscal year ended December
2002.

YUM Restaurant General Manager Stock Option Plareftective April 1, 1999, and as amended througie 23, 2003, which is incorporated he
by reference from Exhibit 10.22 to YU's Annual Report on Form -K for the fiscal year ended December 31, 2(

YUM SharePower Plan, as effective October 7, 18@if, as amended through June 23, 2003, which ispocated herein by reference from Ext
10.23 to YUN's Annual Report on Form -K for the fiscal year ended December 31, 2(

Employment agreement between YUM and David C. Npdaked September 24, 2004, which is incorporagzdih by reference from Exhibit 10.
on Form K filed on September 24, 200

Form of YUM Director Stock Option Award Agreementhich is incorporated herein by reference fronhigi 10.25 to YUMS Quarterly Report ¢
Form 1(-Q for the quarter ended September 4, 2

Form of YUM 1999 Long Term Incentive Plan Awardr&ement, which is incorporated herein by referdrnma Exhibit 10.26 to YUMS Quarterl
Report on Form 1-Q for the quarter ended September 4, 2



10.27t YUM! Brands, Inc. International Retirement Plas,in effect January 1, 2005, which is incorpordteckin by reference from Exhibit 10.27 to YW\’
Annual Report on Form K for the fiscal year ended December 25, 2(

10.28t Letter of Understanding, dated July 13, 2004, bg between the Company and Samuel Su, which is fiecated herein by reference from Ext
10.28 to YUN's Annual Report on Form -K for the fiscal year ended December 25, 2(

10.29t F orm of 1999 Long Term Incentive Plan Award AgreemgStock Appreciation Rights) which is incorporateyl reference from Exhibit 99.1
YUM's Report on Form-K as filed on January 30, 20C

10.30 Amended and Restated Credit Agreement, dated Noge@fh 2007, among YUM, the lenders party ther€itigroup Global Markets Ltd. and J
Morgan Securities Inc., as Lead Arrangers and Baohers, and Citigroup International Plc and CitlhaN.A., Canadian Branch, as Facility Age
which is incorporated herein by reference from BkH0.30 to YUM’s Annual Report on Form 10-K fdret fiscal year ended December 29, 2007.

10.31t Severance Agreement (in the event of change inr@prior Emil Brolick, dated as of February 15, 20@vhich is incorporated herein by refere
from Exhibit 10.31 to YUN's Annual Report on Form -K for the fiscal year ended December 30, 2(

10.32t YUM! Brands Leadership Retirement Plan, as ire&fflanuary 1, 2005, which is incorporated hergimrdference from Exhibit 10.32 to YU’
Quarterly Report on Form -Q for the quarter ended March 24, 20

10.33% 1999 Long Term Incentive Plan Award (Restrictedc&tonit Agreement) by and between the Company amddC. Novak, dated as of January
2008, which is incorporated herein by referencenfiexhibit 10.33 to YUM’s Annual Report on Form KOfor the fiscal year ended December
2007.

10.34 Credit Agreement, dated July 11, 2008, among YURKY ¢éhe lenders party thereto, JPMorgan Chase Bldrk, as Administrative Agent, J.

Morgan Securities Inc. as Lead Arranger and SolekBmner and Bank of America, N.A., as Syndicatikagent, which is incorporated by refere
from Exhibit 10.34 to YUM'’s Quarterly Report on Forl0-Q for the quarter ended June 14, 2008.

12.1 Computation of ratio of earnings to fixed char¢

211 Active Subsidiaries of YUM

231 Consent of KPMG LLP

31.1 Certification of the Chairman, Chief Executivefiodér and President pursuant to Rule 113da) of Securities Exchange Act of 1934, as adi
pursuant to Section 302 of the SarbiOxley Act of 2002

31.2 Certification of the Chief Financial Officer puiant to Rule 13d4(a) of Securities Exchange Act of 1934, as adbptasuant to Section 302 of
Sarbane-Oxley Act of 2002

32.1 Certification of the Chairman, Chief Executive @#i and President pursuant to 18 U.S.C. Sectiof,185 adopted pursuant to Section 906 o
Sarbane-Oxley Act of 2002

32.2 Certification of the Chief Financial Officer pursugo 18 U.S.C. Section 1350, as adopted pursoaécttion 906 of the Sarba-Oxley Act of 2002

T Indicates a management contract or emsgtory plan.
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Exhibit 12.1

YUM! Brands, Inc.
Ratio of Earnings to Fixed Charges Years Ended Zuug!
(In millions except ratio amounts)

52 weeks 53 weeks 52 weeks
2008 2007 2006 2005 2004

Earnings:
Pretax income from continuing operations before alative effect of
accounting change $ 1,280 $ 1,191 $ 1,10¢ $ 1,02¢ $ 1,02¢
Minority interest 11 — — — —
50% or less owned Affiliat¢ interests, ne (D) @) (12 8 2
Interest Expens 273 217 17z 14¢ 14E
Interest portion of net rent exper 25¢ 243 20¢ 17¢ 164
Earnings available for fixed charg $ 1821 $ 1,644 3$ 1,477 $ 1,34¢ $ 1,335
Fixed Charges:
Interest Expens $ 27 $ 217 $ 174 $ 14¢ $ 14€
Interest portion of net rent exper 25¢ 243 20¢ 17¢ 164

531  $ 46C $ 388 $ 327 $ 31C

Total fixed charge $

Ratio of earnings to fixed charg 3.4z 3.57 3.8¢ 4.11 4.31



SUBSIDIARIES OF YUM! BRANDS, INC.
AS OF DECEMBER 27, 200¢

Exhibit 21.1

State or Country of

Name of Subsidiary Incorporation
3018538 Nova Scotia Compa Canade
IA&W Restaurants, Inc Michigan
IACN 002 543 286 Pty. Ltc Australia
IACN 002 812 151 Pty. Ltc Australia
IACN 003 007 690 Pty. Ltc lAustralia
IACN 003 190 163 Pty. Ltc Australia
IACN 003 190 172 Pty. Ltc lAustralia
IACN 003 273 854 Pty. Lt Australia
IACN 004 240 046 Pty. Ltc Australia
IACN 005 041 547 Pty. Ltc lAustralia
IACN 009 064 706 Pty. Ltc Australia
IACN 010 355 772 Pty. Ltc |Australia
IACN 054 055 917 Pty. Ltc Australia
IACN 054 121 416 Pty. Ltc Australia
IACN 084 994 374 Pty. Ltc |Australia
IACN 085 239 961 Pty. Ltd. (SA: Australia
IACN 085 239 998 Pty. Ltd. (SA: lAustralia
IACN 103 640 393 Pty. Ltc Australia
IAdministracion Corporativa YRI, S. de R.L. de C Mexico
IAshton Fried Chicken Pty. Lti lAustralia
Beijing KFC Co., Ltd. China
Beijing Pizza Hut Co., Ltc China
Big Sur Restaurant No. 2, In Delaware
Changsha KFC Co., Lt China
Chongging KFC Co., Ltc China
Dalian Kentucky Foodhall Co., Lt China
Dalian KFC Co., Ltd China
Dongguan KFC Co., Ltc China
Expertos en Reparto a Domicilio, S. de R.L. de ( Mexico
Expertos en Restaurantes, S. de R.L. de Mexico
Finger Lickin' Chicken Limitec United Kingdom
Glenharney Insurance Compa Vermont
Gloucester Properties Pty. Lt IAustralia
Hangzhou KFC Co., Ltc China
Inventure Restaurantes Lic Brazil
Kentucky Fried Chicken (Germany) Restaurant HoldiGgnbH Germany

Kentucky Fried Chicken (Great Britain) Limit

United Kingdom

Kentucky Fried Chicken de Mexico, S. de R.L. de €

Mexico




State or Country of

Name of Subsidiary Incorporation
Kentucky Fried Chicken Global B.\ Netherland
Kentucky Fried Chicken International Holdings, | Delaware
Kentucky Fried Chicken Japan Lt Japar
Kentucky Fried Chicken Pty. Lt IAustralia
KFC Advertising, Ltd. United Kingdom
KFC Corporatior Delaware
KFC Development (Thailand) Co., Lt [Thailand
KFC France SA¢ France

KFC Holding Co. Delaware
KFC Holdings B.V. Netherland:
KFC Productos Alimenticious C./ Venezuele
KFC San Juan, Inc Delaware
KFC U.S. Properties, In: Delaware
KRE Holdings, LLC Delaware
Kunming KFC Co., Ltd China
Lanzhou KFC Co., Ltc China

LJS Advertising, Inc Kentucky
LJS Restaurants, In Delaware
Long John Silver's, Inc Delaware
Multibranding Pty. Ltd lAustralia
Nanchang KFC Co., Ltc China
Nanjing KFC Co., Ltd China
Nanning KFC Co., Ltd China
Newcastle Fried Chicken Pty. Lt lAustralia
Norfolk Fast Foods Limite: United Kingdom
Northside Fried Chicken Pty Limite IAustralia
PCNZ Limited Mauritius
PHP de Mexico Inmobiliaria, S. de R.L. de C Mexico
Pizza Hut (Restaurations) GMB Germany

Pizza Hut (UK) Limitec

United Kingdom

Pizza Hut Del Distrito, S. de R.L. de C.

Mexico

Pizza Hut FSR Advertising Limite

United Kingdom

Pizza Hut Holding Gmbt Germany
Pizza Hut HSR Advertising Limite United Kingdom
Pizza Hut International, LL( Delaware

Pizza Hut Korea Limited f/k/a Pizza Hut Korea Add.

Korea, Republic o

Pizza Hut Mexicana, S de RL de (

Mexico

Pizza Hut of America, Inc

Delaware

Pizza Hut of North America, In

Texas




State or Country of

Name of Subsidiary Incorporation
Pizza Hut, Inc California
Pizza Hut, Ltd Texas
Qingdao KFC Co., Ltd China

Restaurant Holdings Limite

United Kingdom

Restaurantes Internacionales Limitada (de C

Chile

SEPSA S.N.C France
Servicios Administrativos R.P.l., S. de R.L. de C Mexico
Shanghai KFC Co., Ltc China
Shanghai Pizza Hut Co., Lt China
Shantou KFC Co., Ltc China
SM2RL S.A.S. (SASU France
Societe Civile Immobiliere Duranton a/k/a SCI Duxan France

Southern Fast Foods Limited (f/k/a Milne Fast Fobuisited)

United Kingdom

Spizza 30 SA

France

Spizza Immo Sal

France

Suffolk Fast Foods Limite

United Kingdom

Suzhou KFC Co., Ltc

China

[Taco Bell Corg California

[Taco Bell of America, Inc Delaware

[TaiYuan KFC Co., Ltd China

TGRI-Relo, Inc. Texas

ITHC | Limited Malta

THC Il Limited Malta

THC 11l Limited Malta

THC IV Limited Malta

THC V Limited Malta

[Tianjin KFC Co., Ltd. China

[Tricon International (Thailand) Co., Lt Thailand
alleythorn Limited United Kingdom
ariAsian, Inc. Delaware

\Wandle Investments Lt Hong Kong

\West End Restaurants (Holdings) Limit

United Kingdom

\West End Restaurants (Investments) Lim

United Kingdom

\West End Restaurants Limit

United Kingdom

\Wuxi KFC Co., Ltd.

China

Xiamen KFC Co., Ltd China
Xinjiang KFC Co., Ltd. China
Y.C.H. S.a.r.l Luxembourg
YA Company One Pty. Ltc lAustralia
YB Operadora, S. de R.L. de C. Mexico




State or Country of

Name of Subsidiary Incorporation
YGR America, Inc Delaware
YGR International Limitec United Kingdom
YGR US, LLC Delaware
YIF US, LLC Delaware
Yorkshire Global Licensing Netherlands B. Netherland:
Yorkshire Global Restaurants, Ir Maryland
YRI Hong Kong Il Limited Hong Kong
YRI Hong Kong IV Limited Hong Kong
YSV Holdings, LLC Delaware
'Yum Restaurant Licensing Cot Delaware
'Yum Restaurants Espana, S Spain

'Yum Restaurants International (Proprietary) Limi South Africa
Yum Restaurants International (Thailand) Co., | Thailand
Yum Restaurants PR Holdings, It Delaware
'Yum Restaurants Services Group, | Delaware
Yum! Asia Franchise Pte Li Singapore
Yum! Asia Holdings Pte. Ltc Singapore
Yum! Australia Equipment Pty. Lt IAustralia
Yum! Australia Holdings | LLC Delaware
Yum! Australia Holdings Il LLC Delaware
Yum! Australia Holdings Il LLC Delaware

'Yum! Australia Holdings Limitec

Cayman Island

Yum! Brands Canada Financing |

Canade

Yum! Brands Canada Management Holding, Canade
Yum! Brands Canada Management Canade
Yum! Brands Global Restaurants (Canada) Comy Canade
'Yum! Brands Mexico Holdings Il LL( Delaware
Yum! Food (Hangzhou) Co., Lti China

Yum! Food (Shanghai) Co., Lt China

Yum! Franchise de Mexico, S. de R Mexico
Yum! Franchise | LF Canade
'Yum! Franchise Il LLF United Kingdom
Yum! Franchise lll Partnersh IAustralia
Yum! Global Investments 111, LLC Delaware
Yum! Global Investments | B.\ Netherlands
Yum! Global Investments Il B.V Netherland
'Yum! International Finance Company S.a Luxembourg
Yum! International Participations S.a.l Luxembourg
'Yum! Luxembourg Investments S.a. Luxembourg
Yum! Mexico, S. De. R. L. de C' Mexico




Name of Subsidiary

State or Country of

Incorporation

Yum! Realty Holdings, Inc

Canade

'Yum! Restaurant Holding

United Kingdom

Yum! Restaurant Holdings (Great Britain) Limit

United Kingdom

Yum! Restaurantes do Brasil Ltc

Brazil

'Yum! Restaurants (Chengdu) Co., L

China

Yum! Restaurants (China) Investment Co., |

China

Yum! Restaurants (France) Limit

United Kingdom

Yum! Restaurants (Fuzhou) Co., L

China

Yum! Restaurants (Guangdong) Co., L China

Yum! Restaurants (Hong Kong) Lt Hong Kong
Yum! Restaurants (India) Private Limit: India

'Yum! Restaurants (Netherlands) Limit United Kingdom
Yum! Restaurants (NZ) Lt New Zealanc
Yum! Restaurants (Shenyang) Co., L China

Yum! Restaurants (Shenzhen) Co., L China

Yum! Restaurants (Taiwan) Co., Li Taiwan

Yum! Restaurants (UK) Limite

United Kingdom

Yum! Restaurants (Wuhan) Co., L

China

Yum! Restaurants (Xian) Co., Lt China
Yum! Restaurants Asia Private L1 Singapore
Yum! Restaurants Australia Pty Limit IAustralia
'Yum! Restaurants Australia Services Pty lAustralia
Yum! Restaurants China Holdings Limit Hong Kong
Yum! Restaurants Consulting (Shanghai) Co., China

'Yum! Restaurants Europe Limitt

United Kingdom

Yum! Restaurants France S/

France

'Yum! Restaurants Germany Gmi Germany
Yum! Restaurants International (Canada) | Canade
Yum! Restaurants International (MENAPAK) WL Bahrain
Yum! Restaurants International B. Netherlands
Yum! Restaurants International Holdings, L Delaware
'Yum! Restaurants International Limit United Kingdom
Yum! Restaurants International Ltd. & Co. k Germany
'Yum! Restaurants International Management S.. Luxembourg
Yum! Restaurants International Russia L Russia
Yum! Restaurants International S.a. Luxembourg
Yum! Restaurants International Switzerland S.e Switzerland
Yum! Restaurants International, Ir Delaware
Yum! Restaurants International, S de RL de Mexico

Yum! Restaurants Limite

United Kingdom




State or Country of

Name of Subsidiary Incorporation
Yum! Restaurants Marketing Private Limit India

Yum! Restaurants Mauritius Lt Mauritius
Yum! Restaurants New Zealand Services Pty. IAustralia

Yum! Restaurants Spolka Z« Poland

Yum! Restaurants, S de RL de ( Mexico

Yum! Services, Ltd Cayman Island
'Yumsop Pty Limitec lAustralia
Zhengzhou KFC Co., Ltc China




Consent of Independent Registered Public Accountingirm

The Board of Directors
YUM! Brands, Inc.:

We consent to the incorporation by reference inréggstration statements listed below of YUM! Branthc. and Subsidiaries (YUM) of our reports daketbruary 23, 200
with respect to the consolidated balance shee¥Udfl as of December 27, 2008 and December 29, 280d,the related consolidated statements of incarmsh flows, an
shareholders’ equity (deficit) and comprehensivaime (loss) for each of the years in the thyear period ended December 27, 2008, and the effeetss of internal contr
over financial reporting as of December 27, 200Bictv reports appear in the December 27, 2008 amepalt on Form 16 of YUM. Our report on the consolidated finan:
statements refers to changes in accounting forrtaingy in income taxes in 2007 and the method wdrdifying errors and accounting for defined betnpénsion and oth
postretirement plans in 2006.

Description Registration Statement Number

Form S-3 and S-3/A

Debt Securitie: 333133097
YUM! Direct Stock Purchase Progre 3332-46242
$2,000,000,000 Debt Securiti 33342969
Form S-8s
YUM! Restaurants Puerto Rico, Inc. S-Up Plan 332-85069
Restaurant Deferred Compensation F 3332-36877, 33-32050
Executive Income Deferral Progre 333-36955
YUM! Long-Term Incentive Plai 3332-36895, 33-85073, 33-32046
SharePower Stock Option PI 333-36961
YUM! Brands 401(k) Plai 333-36893, 33-32048, 33-109300
YUM! Brands, Inc. Restaurant General Mana
Stock Option Pla 333-64547
YUM! Brands, Inc. Lon-Term Incentive Plal 333-32052, 33-109299

/s/ KPMG LLP
Louisville, Kentucky
February 23, 2009



RESTATED ARTICLES OF INCORPORATION
OF

YUM! Brands, Inc.

FIRST: The name of the corporation is YUM! Brankhs,., hereinafter referred to as the “Corporation.

SECOND: The Corporation shall have authority tsues 1,000,000,000 shares, without par value, othvii50,000,000 shall be Common Shares, and of \
250,000,000 shares shall be Preferred Sharesthetfollowing powers, preferences and rights, amali§ications, limitations and restrictions.

@)

(b)

©

Except as otherwise provided by law, each CommaareSkhall have one vote, and, except as otherwmdded in respect of any series of Preferred 3
hereafter classified or reclassified, the exclusie¢ing power for all purposes shall be vestedha holders of the Common Shares. In the eventng
liquidation, dissolution or winding up of the Corption, whether voluntary or involuntary, the hoklef the Common Shares shall be entitled, aftgnmget o
provision for payment of the debts and other litib8 of the Corporation and the amount to whick tiolders of any series of Preferred Shares her
classified or reclassified having a preference istribution in the liquidation, dissolution or wiimdy up of the Corporation shall be entitled, torgh@atably in th
remaining net assets of the Corporati

The Board of Directors is authorized, subject toitations prescribed by the North Carolina Busin€ssporation Act (“NCBCA")and these Atrticles
Incorporation, to adopt and file from time to tiragicles of amendment that authorize the issuaf¢&eferred Shares which may be divided into twanare
series with such preferences, limitations, andtiredarights as the Board of Directors may determime@vided, however, that no holder of any Prefér&har
shall be authorized or entitled to receive uponitiveluntary liquidation of the Corporation an ambin excess of $100.00 per Preferred St

Series A Junior Participating Preferred Stock series of Preferred Shares of the Corporatdrereby created, and the designation and ambergdf and th
voting powers, preferences and relative, partiaigatoptional and other special rights of the shapé such series, and the qualifications, limitasicol
restrictions thereof are as follow

1. Designation and Amount The shares of such series shall be designaté8eages A Junior Participating Preferred Stockd dhe number of shar
constituting such series shall be 750,C




Q)

B)

Dividends and Distribution.

Subject to the prior and superior rights of thedeos of any Preferred Shares ranking prior and rsup® the shares of Series A Junior Participe
Preferred Stock with respect to dividends, the éddf shares of Series A Junior Participatingdtrefl Stock shall be entitled to receive, wherara
if declared by the Board of Directors out of furidgally available for the purpose, quarterly divide payable in cash on the first day of Januaryil/
July and October in each year (each such date befiegred to herein as a "Quarterly Dividend Paynigate"), commencing on the first Quarte
Dividend Payment Date after the first issuance ehare or fraction of a share of Series A Juniatiépating Preferred Stock, in an amount per s
(rounded to the nearest cent) equal to the gresdt€a) $10.00 or (b) subject to the provision faljustment hereinafter set forth, 1,000 times
aggregate per share amount of all cash dividenut, 1e000 times the aggregate per share amountlfgayakind) of all noneash dividends or oth
distributions other than a dividend payable in Cannghares or a subdivision of the outstanding Com@leares (by reclassification or otherwi
declared on the Common Shares of the Corporatiocesihe immediately preceding Quarterly DividengrRent Date, or, with respect to the f
Quarterly Dividend Payment Date, since the firsuance of any share or fraction of a share of Se&idunior Participating Preferred Stock. In
event the Corporation shall at any time after Rdy 1998 (the "Rights Declaration Date") (i) deelamy dividend on Common Shares payab
Common Shares,(ii) subdivide the outstanding ComBloares, or (iii) combine the outstanding Commoar&$into a smaller number of shares, th:
each such case the amount to which holders of sludui®eries A Junior Participating Preferred Staeke entitled immediately prior to such event ui
clause (b) of the preceding sentence shall be &djus/ multiplying such amount by a fraction thenmawator of which is the number of Common Sh
outstanding immediately after such event and theodenator of which is the number of Common Shahed were outstanding immediately priol
such event

The Corporation shall declare a dividend or disttitn on the Series A Junior Participating Prefér&ock as provided in Paragraph (A) ak
immediately after it declares a dividend or digitibn on the Common Shares (other than a dividexydiple in Common Shares); provided that, ir
event no dividend or distribution shall have beeoldred on the Common Shares during the perioddetvany Quarterly Dividend Payment Date
the next subsequent Quarterly Dividend Payment Datdividend of $10.00 per share on the Series WioduParticipating Preferred Stock sl
nevertheless be payable on such subsequent Qudieitiend Payment Datt




©

Q)

Dividends shall begin to accrue and be cumulativeootstanding shares of Series A Junior PartigigaBreferred Stock from the Quarterly Divid:
Payment Date next preceding the date of issue af shares of Series A Junior Participating PreeBtock, unless the date of issue of such sha
prior to the record date for the first Quarterlywbiend Payment Date, in which case dividends oh shares shall begin to accrue from the date a€
of such shares, or unless the date of issue isaat€ly Dividend Payment Date or is a date afterrftord date for the determination of holdershaire:
of Series A Junior Participating Preferred Stocktkedl to receive a quarterly dividend and befonehs Quarterly Dividend Payment Date, in eithe
which events such dividends shall begin to accneelze cumulative from such Quarterly Dividend Pagtrigate. Accrued but unpaid dividends s
not bear interest. Dividends paid on the share3evies A Junior Participating Preferred Stockniraenount less than the total amount of such dide
at the time accrued and payable on such sharelsbghallocated pro rata on a sharedhare basis among all such shares at the timeaadisg. Th
Board of Directors may fix a record date for theedaination of holders of shares of Series A JuRarticipating Preferred Stock entitled to rec
payment of a dividend or distribution declared #wer, which record date shall be no more than 38 gapr to the date fixed for the payment ther:

Voting Rights. The holders of shares of Series A Junior Pasitng Preferred Stock shall have the followingngtights:

Subject to the provision for adjustment hereinastr forth, each share of Series A Junior PartitigePreferred Stock shall entitle the holder toéte
1,000 votes on all matters submitted to a votehefghareholders of the Corporation. In the evieatGorporation shall at any time after the Ri
Declaration Date (i) declare any dividend on Comn8irares payable in Common Shares, (ii) subdivigeahtstanding Common Shares, or
combine the outstanding Common Shares into a smalimber of shares, then in each such case the etuaibvotes per share to which holder:
shares of Series A Junior Participating PreferretiSwere entitled immediately prior to such evenall be adjusted by multiplying such number
fraction the numerator of which is the number ofi@eoon Shares outstanding immediately after suchteash the denominator of which is the nun
of Common Shares that were outstanding immedigedy to such even




(B)

©

Except as otherwise provided herein or by law,hblelers of shares of Series A Junior ParticipaBneferred Stock and the holders of Common S|
shall vote together as one class on all mattersigtéa to a vote of shareholders of the Corporal

0}

(i)

If at any time dividends on any Series A Juniortiegrating Preferred Stock shall be in arrears nnaanount equal to six (6) quarterly divide
thereon, the occurrence of such contingency shatkrthe beginning of a period (herein called a ddéfperiod") which shall extend until such ti
when all accrued and unpaid dividends for all pvesiquarterly dividend periods and for the curggrdrterly dividend period on all shares of Se
A Junior Participating Preferred Stock then outstag shall have been declared and paid or set &mapayment. During each default period
holders of Preferred Shares (including holderhef$eries A Junior Participating Preferred Stocith wividends in arrears in an amount equal
(6) quarterly dividends thereon, voting as a classspective of series, shall have the right sxcetwo (2) directors

During any default period, such voting right of thelders of Series A Junior Participating PreferBtdck may be exercised initially at a spe
meeting called pursuant to subparagraph (iii) @ ®ection 3(C) or at any annual meeting of shddshte, and thereafter at annual meeting
shareholders, provided that neither such votingtrigr the right of the holders of any other sedé®referred Shares, if any, to increase, in @&
cases, the authorized number of directors shadbdeecised unless the holders of ten percent (18%umber of Preferred Shares outstanding sh
present in person or by proxy. The absence ofcaumgo of the holders of Common Shares shall notcatfee exercise by the holders of Prefe
Shares of such voting right. At any meeting atalihihe holders of Preferred Shares shall exercisé goting right initially during an existii
default period, they shall have the right, votisgaaclass, to elect directors to fill such vacasdieany, in the Board of Directors as may theisiexy
to two (2) directors or, if such right is exercissdan annual meeting, to elect two (2) directdfshe number which may be so elected at any s
meeting does not amount to the required numberhtiéers of the Preferred Shares shall have th# tg make such increase in the numbe
directors as shall be necessary to permit theietetly them of the required number. After the leotdof the Preferred Shares shall have exer
their right to elect directors in any default periand during the continuance of such period, theabrer of directors shall not be increaser
decreased except by vote of the holders of Prefeteares as herein provided or pursuant to thdsrighany equity securities ranking senior t
pari passiwith the Series A Junior Participating Preferredcgt




(iif) Unless the holders of Preferred Shares shall, duaim existing default period, have previously eised their right to elect directors, the Boart
Directors may order, or any shareholder or shadsrslowning in the aggregate not less than teneperd0%) of the total number of share:
Preferred Shares outstanding, irrespective of senmy request, the calling of a special meetinthefholders of Preferred Shares, which me:
shall thereupon be called by the President, a Yiesident or the Secretary of the Corporation.idéatf such meeting and of any annual meetil
which holders of Preferred Shares are entitledote pursuant to this Paragraph (C)(iii) shall beegito each holder of record of Preferred Shar
mailing a copy of such notice to him at his lastir@ds as the same appears on the books of ther@bgpo Such meeting shall be called for a
not earlier than 20 days and not later than 60 ddtgs such order or request or in default of théirg of such meeting within 60 days after s
order or request, such meeting may be called oilasimotice by any shareholder or shareholders ogiim the aggregate not less than ten pe
(10%) of the total number of shares of Preferredr&h outstanding. Notwithstanding the provisiohghés Paragraph (C)(iii), no such spe
meeting shall be called during the period withindd®s immediately preceding the date fixed forrtbet annual meeting of the sharehold

(iv) In any default period, the holders of Common Shaaasd other classes of stock of the Corporati@pflicable, shall continue to be entitled to ¢
the whole number of directors until the holderd?oéferred Shares shall have exercised their rigktdct two (2) directors voting as a class, dfte
exercise of which right (x) the directors so eldcby the holders of Preferred Shares shall continugffice until their successors shall have
elected by such holders or until the expirationtted default period, and (y) any vacancy in the Boaf Directors may (except as providec
Paragraph (C)(ii) of this Section 3) be filled byt of a majority of the remaining directors thefete elected by the holders of the class of ¢
which elected the director whose office shall hbeeome vacant. References in this Paragraph (@iyeotors elected by the holders of a partic
class of stock shall include directors elected dhsdirectors to fill vacancies as provided in sky) of the foregoing senten:




(v) Immediately upon the expiration of a default peripd the right of the holders of Preferred Shags class to elect directors shall cease, (Yetime
of any directors elected by the holders of PreteBbares as a class shall terminate, and (z) thdewuof directors shall be such number as m:
provided for in the Restated Articles of Incorpavator By-laws of the Corporation (the "Bsws") irrespective of any increase made pursuattte
provisions of Paragraph (C)(ii) of this SectionsBi¢h number being subject, however, to change dfterén any manner provided by law or in
Restated Articles of Incorporation or Byws). Any vacancies in the Board of Directorseeféd by the provisions of clauses (y) and (z)hie
preceding sentence may be filled by a majorityhef temaining director:

(D) Except as set forth herein, holders of Series AoiuParticipating Preferred Stock shall have nocggdevoting rights and their consent shall
be required (except to the extent they are entitlecbte with holders of Common Shares as set floetiein) for taking any corporate acti

Certain Restriction.

(A) Whenever quarterly dividends or other dividenddistributions payable on the Series A Junior Pignditing Preferred Stock as providec
Section 2 are in arrears, thereafter and untibedirued and unpaid dividends and distributions,tirdreor not declared, on shares of Seri
Junior Participating Preferred Stock outstandinglidiave been paid in full, the Corporation shal

(i) declare or pay dividends on, make any other digtidbps on, or redeem or purchase or otherwise aedoii consideration any shares of stock ran
junior (either as to dividends or upon liquidatidissolution or winding up) to the Series A Juritarticipating Preferred Stoc

(ii) declare or pay dividends on or make any otherilligions on any shares of stock ranking on a pdgtther as to dividends or upon liquidati
dissolution or winding up) with the Series A JunRarticipating Preferred Stock, except dividendsl patably on the Series A Junior Participa
Preferred Stock and all such parity stock on whihidends are payable or in arrears in proportmnhe total amounts to which the holders o
such shares are then entitl




(iii) redeem or purchase or otherwise acquire for coraide shares of any stock ranking on a parityhggitas to dividends or upon liquidati
dissolution or winding up) with the Series A JunRarticipating Preferred Stock, provided that tleepg@ration may at any time redeem, purcha:
otherwise acquire shares of any such parity stoekkchange for shares of any stock of the Corpmratinking junior (either as to dividends or u
dissolution, liquidation or winding up) to the SEiA Junior Participating Preferred Stock

(iv) purchase or otherwise acquire for considerationsdrares of Series A Junior Participating PrefeBtxtk, or any shares of stock ranking on a p
with the Series A Junior Participating Preferredc®t except in accordance with a purchase offereniiadvriting or by publication (as determined
the Board of Directors) to all holders of such &lsanpon such terms as the Board of Directors, afiesideration of the respective annual divic
rates and other relative rights and preferenceth@frespective series and classes, shall determigeod faith will result in fair and equital
treatment among the respective series or cla

(B) The Corporation shall not permit any subsidianthef Corporation to purchase or otherwise acquiredmsideration any shares of stock of
Corporation unless the Corporation could, undea@ph (A) of this Section 4, purchase or othenaisguire such shares at such time ar
such mannei

Reacquired Shares Any shares of Series A Junior Participating mefd Stock purchased or otherwise acquired byCihworation in any mann
whatsoever shall be retired and cancelled promgitigr the acquisition thereof. All such shareslishjon their cancellation become authorized
unissued Preferred Shares and may be reissuedrtasf@anew series of Preferred Shares to be atelayeresolution or resolutions of the Boarc
Directors, subject to the conditions and restritdion issuance set forth here




6.

Liguidation, Dissolution or Winding U.

)

B)

Upon any liquidation, dissolution or winding uptbe Corporation, no distribution shall be madehi® lholders of shares of stock ranking ju
(either as to dividends or upon liquidation, dission or winding up) to the Series A Junior Papating Preferred Stock unless, prior thereto
holders of shares of Series A Junior Participatitreferred Stock shall have received an amount etu#&1,000 per share of Series
Participating Preferred Stock, plus an amount etmaccrued and unpaid dividends and distributiteseon, whether or not declared, to
date of such payment (the "Series A Liquidationfétence"). Following the payment of the full ambofhthe Series A Liquidation Preferen
no additional distributions shall be made to th&las of shares of Series A Junior Participatingf@red Stock unless, prior thereto, the hol
of Common Shares shall have received an amourghzee (the "Common Adjustment") equal to the qubtibtained by dividing (i) the Ser
A Liquidation Preference by (ii) 1,000 (as apprapely adjusted as set forth in subparagraph (Gvbed reflect such events as stock sg
stock dividends and recapitalizations with respe¢he Common Shares) (such number in clausel{#&),’Adjustment Number"). Following t
payment of the full amount of the Series A LiquidatPreference and the Common Adjustment in respieatl outstanding shares of Serie
Junior Participating Preferred Stock and Commonr&haespectively, holders of Series A Junior Eiguditing Preferred Stock and holder:
Common Shares shall receive their ratable and ptiopate share of the remaining assets to be biged in the ratio of the Adjustment Num
to 1 with respect to such Preferred Shares and GomBhares, on a per share basis, respecti

In the event, however, that there are not sufficessets available to permit payment in full of 8eries A Liquidation Preference and
liquidation preferences of all other series of Prefd Shares, if any, which rank on a parity wiik Series A Junior Participating Prefel
Stock, then such remaining assets shall be disgibtatably to the holders of such parity shareprisportion to their respective liquidati
preferences. In the event, however, that thersnareufficient assets available to permit paymeritll of the Common Adjustment, then st
remaining assets shall be distributed ratably ¢ohthlders of Common Shar




© In the event the Corporation shall at any timerafte Rights Declaration Date (i) declare any divid on Common Shares payable in Com
Shares, (ii) subdivide the outstanding Common Share(iii) combine the outstanding Common Shanés & smaller number of shares, the
each such case the Adjustment Number in effect idiabely prior to such event shall be adjusted bytiplying such Adjustment Number by
fraction the numerator of which is the number off@oon Shares outstanding immediately after suchtearsth the denominator of which is
number of Common Shares that were outstanding iratedy prior to such even

(D) Notwithstanding the other provisions of this Sewt no holder of shares of Series A Junior Paxdittng Preferred Stock shall be authorize
entitled to receive upon the involuntary liquidatiof the Corporation an amount in excess of $10p€¥Gshare

Consolidation, Merger, etc In case the Corporation shall enter into anysotidation, merger, combination or other transactio which the Commc
Shares are exchanged for or changed into othek stosecurities, cash and/or any other propertgntim any such case the shares of Series A {
Participating Preferred Stock shall at the same tira similarly exchanged or changed in an amounsipare (subject to the provision for adjustn
hereinafter set forth) equal to 1,000 times theregate amount of stock, securities, cash and/oémsr property (payable in kind), as the case be
into which or for which each Common Share is changreexchanged. In the event the Corporation stiahy time after the Rights Declaration Dat
declare any dividend on Common Share payable in@@mShares, (ii) subdivide the outstanding Commbaré&s, or (iii) combine the outstand
Common Shares into a smaller number of shares,itheach such case the amount set forth in theedieg sentence with respect to the exchan
change of shares of Series A Junior ParticipatirdelPred Stock shall be adjusted by multiplyingtsamount by a fraction the numerator of which &
number of Common Shares outstanding immediatelgr aftich event and the denominator of which is theber of Common Shares that w
outstanding immediately prior to such eve

No Redemptior. The shares of Series A Junior Participatingétrefl Stock shall not be redeemal

Ranking. The Series A Junior Participating Preferred Ktsitall rank junior to all other series of the Gangtion's Preferred Shares, if any, as tc
payment of dividends and the distribution of asaattess the terms of any such series shall prastiderwise




10. Amendment At any time when any shares of Series A Junati€pating Preferred Stock are outstanding, test&ed Articles of Incorporation of 1
Corporation shall not be amended in any manner lwhiculd materially alter or change the powers, gnexices or special rights of the Series A Jt
Participating Preferred Stock so as to affect tl@versely without the affirmative vote of the hoklef a majority or more of the outstanding shark
Series A Junior Participating Preferred Stock,n@separately as a cla

11. Fractional Shares Series A Junior Participating Preferred Stock/ i@ issued in fractions of a share which shaitlernthe holder, in proportion to su
holder's fractional shares, to exercise votingtsgheceive dividends, participate in distributiared to have the benefit of all other rights ofdesk o
Series A Junior Participating Preferred Stc

THIRD: The address of the registered office of @wporation in the State of North Carolina is 2#8sborough Street, Raleigh, Wake County, Northr@liaa 27603
and the name of its initial registered agent ahsaddress is CT Corporation System.

FOURTH: No holder of any share of the Corporatiwhether now or hereinafter authorized, shall heawe preemptive right to subscribe for or to purehasy shares
other securities of the Corporation, nor have aglgtrto cumulate his votes for the election of Bimrs. At all meetings of the Shareholders of@weporation, a quorum bei
present, all matters (other than the election a&&brs) shall be decided by the vote of the haldgra majority of the stock of the Corporationegent in person or by pro:
and entitled to vote thereat.

FIFTH: The following provisions are intended fbetmanagement of the business and for the regulafithe affairs of the Corporation, and it is eegsly provided th.
the same are intended to be in furtherance anthrimitation of the powers conferred by statute:

€)) The Board of Directors shall have the exclusive @oand authority to direct management of the bssirand affairs of the Corporation and shall exerai
corporate powers, and possess all authority, napess appropriate to carry out the intent of thisvision, and which are customarily exercisedhsy thoard ¢
directors of a public company. In furtheranceh® foregoing, but without limitation, the BoardDirectors shall have the exclusive power and aitthtw: (a
elect all executive officers of the Corporationtlas Board may deem necessary or desirable from tintiene, to serve at the pleasure of the Boarlifigbthe
compensation of such officers; (c) fix the compeiesaof Directors; and (d) determine the time ardcp of all meetings of the Board of Directors
Shareholders of the Corporation. A scheduled mgeif Shareholders may be postponed by the BoaRdrettors by public notice given at or prior tettime
of the meeting




(b)

©

(d)

(e)
)

(@)

(h)

The number of Directors constituting the Board afeBtors shall not be less than three nor more flfsen, as may be fixed from time to time by resion
duly adopted by the Board of Directors. Each doeshall be elected to serve a term of one ye#h @ach directos term to expire at the annual meeting
following the directors election as a Director. Notwithstanding the ea¢pin of the term of a Director, the Director dlwantinue to hold office until a succes
shall be elected and qualifie

A vacancy occurring on the Board of Directors, uttthg, without limitation, a vacancy resulting fram increase in the number of Directors or fromftikeire
by Shareholders of the Corporation to elect theduthorized number of Directors, may only be €lley a majority of the remaining Directors or by thol¢
remaining Director in office. In the event of tHeath, resignation, retirement, removal or disdigalion of a Director during his elected term dfi@e, his
successor shall serve until the next Sharehc’ meeting at which Directors are elect

The Board of Directors may adopt, amend or regealGorporatiors Bylaws, in whole or in part, including amendmentepeal of any Bylaw adopted by
Shareholders of the Corporatic

The Corporation may in its Bylaws confer upon Dicgs powers additional to the foregoing and the @vand authorities conferred upon them by sta

The Corporation reserves the right to amend, alteange, or repeal any provision herein contaiirethe manner now or hereafter prescribed by law, al the
rights conferred upon Shareholders hereunder argepl, and are to be held and enjoyed, subjecidio sghts of amendment, alteration, change orak

The only qualifications for Directors of the Corption shall be those set forth in these Articlesnabrporation. Directors need not be residentthefState ¢
North Carolina or Shareholders of the Corporat

The Board of Directors may create and make appe@ntmto one or more committees of the Board coragriexclusively of Directors who will serve at
pleasure of the Board and who may have and exesuisie powers of the Board in directing the managerokthe business and affairs of the Corporati®ihe
Board may delegate, in its sole discretion, coanistvith the provisions of the NCBCA and these éet of Incorporation. The Board of Directors nray
delegate its authority over the expenditure of Binéithe Corporation except to a committee of tibarl and except to one or more officers of the Grior
elected by the Board. No committee comprised abges other than members of the Board of Directdrall possess or exercise any authority ir
management of the business and affairs of the Catipo.




@

SIXTH:
CY

(b)

©

(d)

(e)

Except as provided in Section (c) of this Articlilty a nominee for Director shall be elected te Board of Directors if the number of shares voted” the
nominee’s election exceeds the number of sharesivétgainst” the nomine&’ election at a meeting of the Shareholders ofCbgoration for the election
Directors at which a quorum is present, provideat ihthe number of nominees as of the record émtehe meeting exceeds the number of Directorbe
elected at the meeting ‘* Contested Electic'’), the Directors shall be elected by a plurality ¢f ttotes cast in the election of Directc

The Corporation shall, to the fullest extent frame to time permitted by law, indemnify its Directcand officers against all liabilities and expenseany su
or proceedings, whether civil, criminal, adminisira or investigative, and whether or not brougitds on behalf of the Corporation, including allpagls
therefrom, arising out of their status as suchheirtactivities in any of the foregoing capacitiasjess the activities of the person to be indeimdifvere at th
time taken known or believed by such Director dicef to be clearly in conflict with the best inésts of the Corporation. The Corporation shaiwise and t
the same extent indemnify any person who, at theest of the Corporation, is or was serving asraddr, officer, partner, trustee, employee or agémanothe
foreign or domestic corporation, partnership, joienture, trust or other enterprise, or as a teusteadministrator under any employee benefit ¢

The right to be indemnified hereunder shall includ&hout limitation, the right of a Director orfafer to be paid expenses in advance of the firsgdakition o
any proceedings upon receipt of an undertakingefzay such amount unless it shall ultimately be rd@teed that he or she is entitled to be indemn
hereunder

A person entitled to indemnification hereunder kladgdo be paid reasonable costs, expenses anchattdrfees (including expenses) in connection with
enforcement of rights to the indemnification grahiereundet

The foregoing rights of indemnification shall na éxclusive of any other rights to which those segkndemnification may be entitled and shall netlionitec
by the provisions of Section -8-51 of the NCBCA or any successor stat

The Board of Directors may take such action agénis necessary or desirable to carry out thesenimfieation provisions, including adopting proceésiffol
determining and enforcing the rights guarantee@umter, and the Board of Directors is expressly@mgped to adopt, approve and amend from time te
such Bylaws, resolutions or contracts implemengingh provisions or such further indemnificatioraagement as may be permitted by |




) Neither the amendment or repeal of this Articler thee adoption of any provision of these Articldstlvese Articles of Incorporation inconsistent wittis
Article, shall eliminate or reduce any right to é@mnification afforded by this Article to any persaith respect to their status or any activitiegheir official
capacities prior to such amendment, repeal or &otoy

SEVENTH: To the full extent from time to time pdttad by law, no person who is serving or who hetvad as a Director of the Corporation shall bespeally liable
in any action for monetary damages for breach gfdanty as a Director, whether such action is brautmyhor in the right of the Corporation or otheraisNeither the amendmt
or repeal of this Article, nor the adoption of gumpvision of these Atrticles of Incorporation incéstent with this Article, shall eliminate or reduttes protection afforded by tt
Article to a Director of the Corporation with regpéo any matter which occurred, or in any causaabin, suit or claim which but for this Articleowld have accrued or aris
prior to such amendment, repeal or adoption.

EIGHTH: The provisions of Article 9A of the NCBCghall not be applicable to the Corporation.

NINTH: Except as may be otherwise determined gyBloard of Directors, the Shareholders of the Cafomn shall have access as a matter of right tmiyre book
and records of the Corporation as may be requadsttmade available to qualified shareholders BYNGBCA.

TENTH: To the extent that there ever may be insiescy between these Articles of Incorporation #relBylaws of the Corporation as may be adoptednoende
from time to time, the Articles of Incorporationadhalways control.



Exhibit 31.1
CERTIFICATION
I, David C. Novak, certify that:
1. I have reviewed this report on Form-K of YUM! Brands, Inc.;

2. Based on my knowledge, this report does not corgajnuntrue statement of a material fact or om#téde a material fact necessary to make the s¢atisrmade, in light «
the circumstances under which such statements wade, not misleading with respect to the perioceced by this repor

3. Based on my knowledge, the financial statements,adher financial information included in this repdairly present in all material respects theafigial condition, resul
of operations and cash flows of the registrantfaand for, the periods presented in this reg

4. The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as defined in Exgghéwct Rules 13d5(e;
and 15+~15(e)) and internal control over financial repagti@as defined in Exchange Act Rules -15(f) and 15-15(f)) for the registrant and hav

(a) designed such disclosure controls and proceduresiused such disclosure controls and proceduries tiesigned under our supervision, to enthaiematerial informatic
relating to the registrant, including its consotethsubsidiaries, is made known to us by othersimihose entities, particularly during the perindvhich this report is beir
prepared

(b) designed such internal control over financial réipgr or caused such internal control over finahoéporting to be designed under our supervisiorprovide reasonat
assurance regarding the reliability of financigdaging and the preparation of financial stateméatsexternal purposes in accordance with geneiatiyepted accounti
principles;

(c) evaluated the effectiveness of the registsadisclosure controls and procedures and presémtéés report our conclusions about the effectesnof the disclosure contr
and procedures, as of the end of the period cougyelis report based on such evaluation;

(d) disclosed in this report any change in the regisisanternal control over financial reporting thatcurred during the registrant’'s most recent fisgarter (the registrargt’
fourth fiscal quarter in the case of an annual rggbat has materially affected, or is reasondigly to materially affect, the registrastinternal control over financ
reporting; anc

5. The registrant’s other certifying officer and | leagisclosed, based on our most recent evaluatiomerfal control over financial reporting, to tregistrants auditors an
the audit committee of the registr's board of directors (or persons performing thewedent function):

(a) all significant deficiencies and material weaknesigethe design or operation of internal controéiofinancial reporting which are reasonably likedyadversely affect tt
registran’s ability to record, process, summarize and refmahcial information; ant

(b) any fraud, whether or not material, that involvesnagement or other employees who have a significéain the registra’s internal control over financial reportir

Date: February 23, 2009 /sl David C. Noval
Chairman, Chief Executive Officer and Presid




Exhibit 31.2
CERTIFICATION

I, Richard T. Carucci, certify that:
1. I have reviewed this report on Form-K of YUM! Brands, Inc.;

2. Based on my knowledge, this report does not corgajnuntrue statement of a material fact or om#téde a material fact necessary to make the s¢atisrmade, in light «
the circumstances under which such statements wade, not misleading with respect to the perioceced by this repor

3. Based on my knowledge, the financial statements,adher financial information included in this repdairly present in all material respects theafigial condition, resul
of operations and cash flows of the registrantfaand for, the periods presented in this reg

4. The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as defined in Exgghéwct Rules 13d5(e;
and 15+~15(e)) and internal control over financial repagti@as defined in Exchange Act Rules -15(f) and 15-15(f)) for the registrant and hav

(a) designed such disclosure controls and proceduresiused such disclosure controls and proceduries ttesigned under our supervision, to ensurentiaéérial informatio
relating to the registrant, including its consotethsubsidiaries, is made known to us by othersimihose entities, particularly during the perindvhich this report is beir
prepared

(b) designed such internal control over financial réipgr or caused such internal control over finahoéporting to be designed under our supervisiorprovide reasonat
assurance regarding the reliability of financigdaging and the preparation of financial stateméatsexternal purposes in accordance with geneiatiyepted accounti
principles;

(c) evaluated the effectiveness of the registsadisclosure controls and procedures and presémtéés report our conclusions about the effectesnof the disclosure contr
and procedures, as of the end of the period cougyelis report based on such evaluation;

(d) disclosed in this report any change in the regisisanternal control over financial reporting thatcurred during the registrant’'s most recent fisgarter (the registrargt’
fourth fiscal quarter in the case of an annual rggbat has materially affected, or is reasondigly to materially affect, the registrastinternal control over financ
reporting; anc

5. The registrant’s other certifying officer and | leagisclosed, based on our most recent evaluatiomerfal control over financial reporting, to tregistrants auditors an
the audit committee of the registr's board of directors (or persons performing thewedent function):

(a) all significant deficiencies and material weaknesigethe design or operation of internal controéiofinancial reporting which are reasonably likedyadversely affect tt
registran’s ability to record, process, summarize and refmahcial information; ant

(b) any fraud, whether or not material, that involvesnagement or other employees who have a significéain the registra’s internal control over financial reportir

Date: February 23, 2009 /sl Richard T. Caruct
Chief Financial Office




Exhibit 32.1

CERTIFICATION OF CHAIRMAN AND CHIEF EXECUTIVE OFFIER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of YUM! Brandac. (the “Company”) on Form 1R-for the year ended December 27, 2008, as fileth Wie Securities al
Exchange Commission on the date hereof (the “AnRegort”),1, David C. Novak, Chairman, Chief Executive Offi@nd President of the Company, certify, pursuarté
U.S.C. Section 1350, as adopted pursuant to Se@fi6rof the Sarbanes-Oxley Act of 2002, that:

1. the Annual Report fully complies with the requirerteeof Section 13(a) or 15(d) of the Securitieshzge Act of 1934; an
2. the information contained in the Annual Reportlfapresents, in all material respects, the finalnmiedition and results of operations of the Conypi
Date: February 23, 2009 /s/ David C. Noval

Chairman, Chief Executive Officer and Presid

A signed original of this written statement reqdidey Section 906 has been provided to YUM! Brards, and will be retained by YUM! Brands, Inc. ahdnished to th
Securities and Exchange Commission or its stafhupguest.



Exhibit 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of YUM! Brandac. (the “Company”) on Form 1R-for the year ended December 27, 2008, as fileth Wie Securities al
Exchange Commission on the date hereof (the “AnRegdort”),|, Richard T. Carucci, Chief Financial Officer dfet Company, certify, pursuant to 18 U.S.C. Secti8h0, a
adopted pursuant to Section 906 of the Sarbanesy@dt of 2002, that:

1. the Annual Report fully complies with the requirerteeof Section 13(a) or 15(d) of the Securitiesizxge Act of 1934; and
2. the information contained in the Annual Reportlfapresents, in all material respects, the finalnmiedition and results of operations of the Comypi
Date: February 23, 2009 /s/ Richard T. Caruct

Chief Financial Office

A signed original of this written statement reqditgy Section 906 has been provided to YUM! Brards, and will be retained by YUM! Brands, Inc. ahdnished to th
Securities and Exchange Commission or its staffiupguest.



