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PART | - FINANCIAL INFORMATION
Item 1. Financial Statements
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
YUM! BRANDS, INC. AND SUBSIDIARIES
(in millions, except per share data)
Quarter Year to date

9/6/03  9/7/02  9/6/03

9/7/02




Revenues

Company sale $1,768 $1,70¢ $5,08 $4,70:
Franchise and license fe 224 21C 64z 594
Total revenue 1,98¢ 1,91¢ 5,72 5,29¢
Costs and expenses, n
Company restauran

Food and pape 544 517 1,56¢ 1,43¢

Payroll and employee benei 473 457 1,39¢ 1,27¢

Occupancy and other operating expel 481 45C 1,37: 1,22¢

1,49¢ 1,424 4,33 3,93¢

General and administrative expen 212 21¢ 623 61€
Franchise and license expen 7 12 2C 31
Other (income) expen: @) 9 (13 21
Refranchising net loss (gai 6 3 13 9
Wrench litigation 7 - 42 -
AmeriServe and other charges (crec 3 4) (2) (24)
Total costs and expenses, 1,72 1,657 5,021 4,571
Operating Profit 26¢ 25¢ 70¢€ 72t
Interest expense, n 39 45 12¢ 112
Income Before Income Taxes and Cumulativ

Effect of Accounting Change 23C 21¢ 582 61<
Income tax provisiol 66 66 17¢ 20z
Income Before Cumulative Effect of Accounting
Change 164 147 404 411
Cumulative effect of accounting change, net of - - (2) -
Net Income $ 16« $ 147 $ 400 $ 41
Basic Earnings Per Common Shar: $ 05¢ $ 04¢ $ 1.3 $ 1.3¢
Diluted Earnings Per Common Share $ 05 $ 04 $ 13 $ 13

See accompanying Notes to Condensed Consolidatati¢ial Statements.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS



YUM! BRANDS, INC. AND SUBSIDIARIES
(in millions)

Cash Flows- Operating Activities
Net income
Adjustments to reconcile net income to net cashigeal by operating
activities:
Cumulative effect of accounting change, neagi
Depreciation and amortizatis
Refranchising net loss (gai
Wrench litigatior
AmeriServe and other charges (crec
Other liabilities and deferred crec
Deferred income tax¢
Other no-cash charges and credits,
Changes in operating working capital, excludinget§ of acquisitions ar
dispositions
Accounts and notes receiva
Inventories
Prepaid expenses and other current a
Accounts payable and other current liabili
Income taxes payakt

Net change in operating working cap
Net Cash Provided by Operating Activities

Cash Flows- Investing Activities

Capital spendin

Proceeds from refranchising of restaur
Acquisition of Yorkshire Global Restaurants, |
Acquisition of restaurants from franchise
Shor-term investment

Sales of property, plant and equipm

Other, ne

Net Cash Used In Investing Activities

Cash Flows- Financing Activities
Proceeds from Senior Unsecured Nc
Revolving Credit Facility activit

Three months or less, r
Repayments of lor-term debt
Shor-term borrowing-three months or less, r
Repurchase shares of common st
Employee stock option procee
Other, ne

Net Cash Used In Financing Activities
Effect of Exchange Rates on Cash and Cash Equivalsr

Net Increase in Cash and Cash Equivalent
Cash and Cash Equivalel- Beginning of Periot

Year to date

9/6/0:  9/7/02
$40:  $ 411
1 -
275 244
13 (9)
42 -
(3) (7
(24) 13
2 3
41 62
3 34
@ 12
(17) 5
(19) (26)
58 03
21 11€
76¢ 83t
(35§)  (461)
11 67

- (@279
(300 (13
3 3)
29 33
9 2
(336)  (650)
- 30t
(159 79
(15) (49§
(500 (25
(121)  (161)
70 11C

- (19
(269  (112)
4 3
16€ 76
13 11C



Cash and Cash Equivalent- End of Period $29¢ $18¢
See accompanying Notes to Condensed Consolidatadi¢ial Statements.
CONDENSED CONSOLIDATED BALANCE SHEETS
YUM! BRANDS, INC. AND SUBSIDIARIES
(in millions)
9/6/03 12/28/0:
ASSETS
Current Assets
Cash and cash equivalel $ 29 $ 13
Shor-term investments, at cc 26 27
Accounts and notes receivable, less allowanceir$2R03 and $42 in 20( 18¢ 16¢€
Inventories 67 63
Assets classified as held for s 95 111
Prepaid expenses and other current a: 107 11C
Deferred income taxe 121 121
Total Current Assets 90C 73C
Property, plant and equipment, | 3,12¢ 3,03
Goodwill 49¢ 48E
Intangible assets, n 361 364
Investments in unconsolidated affilias 22¢ 22¢
Other asset 544 55k
Total Assets $5,65¢ $5,40(
LIABILITIES AND SHAREHOLDERS ' EQUITY
Current Liabilities
Accounts payable and other current liabilit $1,19¢ $1,16¢
Income taxes payab 26¢ 20¢
Shor-term borrowings 97 14¢
Total Current Liabilities 1,564 1,52(



Long-term debr 2,04¢ 2,29¢
Other liabilities and deferred cred 1,04z 987

Total Liabilities 4,652 4,80¢

Shareholders Equity
Preferred stock, no par value, 250 authorized;hawes issue - -
Common stock, no par value, 750 shares author2@®tishares issued in

2003 and 200 1,02¢ 1,04¢
Retained earnings (accumulated defi 20C (203)
Accumulated other comprehensive income (li (221) (249)
Total Shareholders Equity 1,00: 594
Total Liabilities and Shareholders’ Equity $5,65¢ $5,40(

See accompanying Notes to Condensed Consolidated¢tal Statements.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Tabular amounts in millions, except per share)data

1. Financial Statement Presentatior

We have prepared our accompanying unaudited Coaddédsnsolidated Financial Statements (“Financiatédtents”jn accordance with tr
rules and regulations of the Securities and Exce&@gmmission for interim financial information. Awdingly, they do not include all of the
information and footnotes required by accountinggples generally accepted in the United State&mérica for complete financial
statements. Therefore, we suggest that the acconimggRinancial Statements be read in conjuncticth wie Consolidated Financial
Statements and notes thereto included in our anepalt on Form 10-K for the fiscal year ended Deloer 28, 2002 (“2002 Form 10-K").
Except as disclosed herein, there has been noialatieange in the information disclosed in the sdteour Consolidated Financial
Statements included in the 2002 Form 10-K.

Our Financial Statements include YUM! Brands, laed its wholly-owned subsidiaries (collectivelyaetd to as “YUM” or the
“Company”). The Financial Statements include theleh@ide operations of KFC, Pizza Hut, Taco Belldaince May 7, 2002, Long John
Silver’'s (“LJS”) and A&W All-American Food Restaurts (“A&W") (collectively the “Concepts”), which we added when we acquired
Yorkshire Global Restaurants, Inc. (“YGR"). Refeces to YUM throughout these notes to our Finariatements are made using the first
person notations of “we,” “us” or “our.”

Our preparation of the accompanying Financial $tatgs in conformity with accounting principles geally accepted in the United States of
America requires us to make estimates and assunsptiat affect reported amounts of assets andifiabj disclosure of contingent assets
liabilities at the date of the Financial Statemgeatsl the reported amounts of revenues and expduosesg the reporting period. Actual rest
could differ from the estimate



In our opinion, the accompanying Financial Statetmérclude all adjustments considered necessamyesent fairly, when read in conjunct
with our 2002 Form 10-K, our financial position@&sSeptember 6, 2003, and the results of our ojpersafor the quarters and years to date
ended September 6, 2003 and September 7, 2002aahdlows for the years to date ended Septem008 and September 7, 2002. Our
results of operations for these interim periodsrmtenecessarily indicative of the results to bpeeted for the full year.

We have reclassified certain items in the accomipgrlyinancial Statements and Notes to the FinaiStatements in order to be comparable
with the current classifications. These reclasatfans had no effect on previously reported netbine.

2. Stock-Based Employee Compensatio

The Company accounts for its stock-based emploge®mensation plans under the recognition and measmeprinciples of Accounting
Principles Board Opinion No. 25, “Accounting foio8k Issued to Employees,” and related Interpretatidlo stock-based employee
compensation cost is reflected in net income, lagpaibns granted under those plans had an exapcise equal to the market value of the
underlying common stock on the date of grant. Tewing table illustrates the effect on net incoamel earnings per share if the Company
had applied the fair value recognition provisiohStatement of Financial Accounting Standards (“SPANo. 123 “Accounting for Stock-
Based Compensation” (“SFAS 123”), to stock-basegdleyee compensation.

Quarter Year to date

9/6/03  9/7/02  9/6/03  9/7/02

Net Income, as reporte $ 16 $ 14 $ 40: $ 41
Deduct: Total stock-based employee
compensatiol
expense determined under fair value based m
for
all awards, net of related tax effe @) (10) (25) (27)
Net income, pro form 157 137 37¢ 384
Basic Earnings per Common Sh.
As reportec $ 05 $ 04 $ 13 $ 1.3
Pro forme 0.5¢ 0.4¢ 1.2¢€ 1.3C
Diluted Earnings per Common Shz
As reportec $ 05 $ 04 $ 13 $ 13
Pro forme 0.51 0.44 1.24 1.2t

3. Recently Adopted Accounting Pronouncement

Effective December 29, 2002, the Company adoptesSIRo. 143, “Accounting for Asset Retirement Obtigas” (“SFAS 143"). SFAS 143
addresses the financial accounting and reportintefal obligations associated with the retirenafrtangible long-lived assets and the
associated asset retirement costs. As a resuliliglations under certain leases that are withinsttape of SFAS 143, the Company record
cumulative effect adjustment of $2 million ($1 nwh after tax) which did not have a material effectdiluted earnings per common share.
The adoption of SFAS 143 also did not materialfgetfour Financial Statements for the quarter @rye date ended September 6, 2003. If
SFAS 143 had been adopted as of the beginningeofahr 2002, the cumulative effect adjustment wowoldhave been materially different
from that recorded on December 29, 2002.

The Company has adopted SFAS No. 146, “Accountingbsts Associated with Exit or Disposal Activifig“SFAS 146"). SFAS 146
addresses significant issues regarding the redognineasurement, and reporting of costs assocwitlcexit or disposal activities, and
nullifies Emerging Issues Task Force Issue N«3, “Liability Recognition for Certain Employee Termiitat Benefits and Other Costs



Exit an Activity (including Certain Costs Incurréda Restructuring).” Costs addressed by SFAS tidiBide costs to terminate a contract that
is not a capital lease, costs of involuntary em@étermination benefits pursuant to a one-time fiteer@angement, costs to consolidate
facilities and costs to relocate employees. SFAGW4As effective for exit or disposal activitiesttheere initiated after December 31, 2002.
SFAS 146 changes the timing of expense recognfitionertain costs we incur while closing restausasttundertaking other exit or disposal
activities; however, the timing difference is ngpically significant in length. Adoption of SFAS @4lid not have a material impact on our
Financial Statements for the quarter or year te datled September 6, 2003.

The Company has adopted SFAS No. 148, “Accountingfock-Based Compensation - Transition and Disol’ (“SFAS 148”). SFAS 148
provides alternative methods of transition for &uatary change to the fair value method of accauntor stock-based employee
compensation as required by SFAS 123. In addiB®AS 148 amends the disclosure requirements of 2830 require more prominent
and more frequent disclosures in financial statémabout the effects of stock-based compensatiand@closure regarding the effects of
stock-based compensation included in Note 2 i®impliance with SFAS 148.

The Company has adopted Financial Accounting Stalsdgoard (“FASB”) Interpretation No. 45, “GuararsAccounting and Disclosure
Requirements for Guarantees, Including Indirectr@uizes of Indebtedness to Others, an interpratafie ASB Statements No. 5, 57 and
107 and a rescission of FASB Interpretation No. BBIN 45”). FIN 45 elaborates on the disclosuredé made by a guarantor in its interim
and annual financial statements about its obligationder guarantees issued. FIN 45 also clarffigisa guarantor is required to recognize, at
inception of a guarantee, a liability for the fa&lue of the obligation undertaken. The initialagnition and measurement provisions were
applicable to guarantees issued or modified afedber 31, 2002. While the nature of our busiresgts in the issuance of certain
guarantees from time to time, the adoption of FENd#l not have a material impact on our Financiaténents for the quarter or year to date
ended September 6, 2003.

The Company has adopted SFAS No. 149, “Amendme8taiEment 133 on Derivative Instruments and Heggictivities” (“SFAS 149”).
SFAS 149 amends and clarifies accounting for dévieanstruments, including certain derivative mushents embedded in other contracts,
and for hedging activities under SFAS No. 133, “dwating for Derivative Instruments and Hedging Aities” (“SFAS 133"). SFAS 149

was generally effective for contracts entered ortonodified after June 30, 2003 and for hedgingtiehships designated after June 30, 2003.
Adoption of SFAS 149 did not have a material impactbur Financial Statements for the quarter or yeedate ended September 6, 2003.

4. New Accounting Pronouncements Not Yet Adopte

In May 2003, the FASB issued SFAS No. 150, “Accanmfor Certain Financial Instruments with Charaistécs of both Liabilities and
Equity” ("SFAS 150”). SFAS 150 establishes standdnt how an issuer classifies and measures thagses of freestanding financial
instruments with characteristics of both liabiltiend equity. It requires that an issuer classffgancial instrument that is within its scope i
liability (or an asset in some circumstances). SAAS was effective for financial instruments entiergo or modified after May 31, 2003,
and otherwise was effective at the beginning offitls¢ interim period beginning after June 15, 200Be Company has not entered into or
modified any financial instruments within the scafe&SFAS 150 since May 31, 2003, nor does it culydrold any significant financial
instruments within its scope.

In January 2003, the FASB issued Interpretation4%p.“Consolidation of Variable Interest Entiti@s) interpretation of ARB No. 51" (“FIN
46"). FIN 46 addresses the consolidation of ergtitidose equity holders have either (a) not provaléticient equity at risk to allow the
entity to finance its own activities or (b) do mpaissess certain characteristics of a controllingrfcial interest. FIN 46 requires the
consolidation of these entities, known as variatierest entities (“VIE's”) by the primary beneficiary of the entity. The primmaeneficiary i
the entity, if any, that is subject to a majorifitle risk of loss from the VIE’s activities, et to receive a majority of the VIE’s residual
returns, or both. FIN 46 applies immediately toiadale interests in VIES created or obtained afaeudry 31, 2003. As amended by FASB
Staff Position (“FSP”) No. FIN 46-6, FIN 46 is efteve for variable interests in a VIE created befBebruary 1, 2003 at the end of the first
interim or annual period ending after December2l®3 (the end of fiscal 2003, December 27, 2003thi@ Company). FIN 46 requires
certain disclosures in financial statements isaftat January 31, 2003, if it is reasonably possibat the Company will consolidate or
disclose information about variable interest easitivhen FIN 46 becomes effective.

As discussed further in Note 13, we have postetlandillion of letter of credit supporting our guatee of a franchisee loan pool.
Additionally, we have provided a standby lettecoddit of $23 million under which we could potetfitisdoe required to fund a portion of this
loan pool. The letters of credit were issued urmdgrexisting bank credit agreement. This loan pabich is not held or funded by an affilie



of the Company,

primarily funded purchases of restaurants from@bepany and, to a lesser extent, franchisee dewslopof new restaurants. The total loans
outstanding under this loan pool were approxima®&ly million at September 6, 2003. Our maximum expe to loss as a result of our
involvement with this loan pool was $29 millionSeptember 6, 2003. During the quarter ended Seete@ 2003 the entity which holds this
loan pool sold these loans to a qualifying spepiapose entity (“QSPE”") as described in SFAS Nd@, IAccounting for Transfers and
Servicing of Financial Assets and Extinguishmeifitsiabilities” and settled its existing obligatiomsth the proceeds. As QSPEs are not
within the scope of FIN 46, the Company will notreguired to consolidate the entity that now halds loan pool.

The Company, along with representatives of thechiza®ee groups of each of its Concepts, has formethpsing cooperatives for the purpose
of purchasing certain restaurant products and ewgnp in the U.S. Our equity ownership in each coatpee is generally proportional to our
percentage ownership of the U.S. system unitshimiConcept. We are continuing to evaluate whethgiofthese cooperatives are VIES
under the provisions of FIN 46 and, if so, whetlverare the primary beneficiary. We do not currebtiieve that consolidation will be
required for these cooperatives as a result oadoption of FIN 46.

As of the date of this filing, we understand theSBAis in the process of modifying and/or clarifyicgrtain provisions of FIN 46.
Additionally, certain FSPs relating to FIN 46 ardriy deliberated. These modifications and FSPsnvihalized, could impact the
Company’s analysis of the applicability of FIN 46dntities that are franchisees of our Concepts.ddmpany is aware of certain
interpretations by some parties of the provisionBIN 46, given its continuing evolution, which dduhave applicability when certain
conditions exist that are not representative gfpictl franchise relationship. These conditiondude the franchisor possessing an equity
interest in or providing significant levels of fimgial support to a franchisee. We do not posseg®wanership interests in our franchisees
except for our investments in various unconsolidatfliates accounted for under the equity metfs®k Note 13 for further description).
Additionally, we generally do not provide financg&lpport to the franchisee in our typical franchiationship. While we continue to moni
and analyze developments regarding FIN 46 that evitopact its applicability to franchise relationsi at this time we do not believe that
required consolidation of franchise entities, i awould materially impact our Financial Statements

5. Acquisition of YGR

On May 7, 2002, YUM completed its acquisition of RGAs of the date of the acquisition, YGR consisi€@42 and 496 company and
franchise LJS units, respectively, and 127 andcot@pany and franchise A&W units, respectively. THS unit totals included 133
multibranded LIS/A&W restaurants. This acquisitiess made to facilitate meeting our strategic objeadf achieving growth through
multibranding, where two or more of our Concepts@perated in a single restaurant unit. We paidequpately $275 million in cash and
assumed approximately $48 million of bank indeb&sdnn connection with the acquisition of YGR.

Additionally, as of the date of acquisition we reted approximately $49 million of reserves (“ejatilities”) related to our plans to
consolidate certain support functions and clostateacquired restaurants. The consolidation dagesupport functions included the
termination of approximately 100 employees. Thée kadvilities were reduced by cash payments of apipnately $9 million in 2002. Our
remaining exit liabilities at September 6, 2003na#l as amounts utilized through cash paymentsxdl#003 to date, are presented in the
table below.




Lease and
Severanct  Other
Contract Other
Benefits Terminations CostsTotal

Total reserve as of December 28, 2 $E $ 31 $4 3$4C
Amounts utilized in the quarters end:
March 22, 200:. (2) - (2) ©)]
June 14, 200 - (D 3 4
September 6, 20( - (D - (@8]
Total reserve as of September 6, 2 $ 3 $ 2¢ - $32

The results of operations for YGR have been indudeour Financial Statements since the date ofiiaitepn. If the acquisition had been
completed as of the beginning of the year to datked September 7, 2002, pro forma Company salefamchise and license fees for the
year to date ended September 7, 2002 would have$811 million and $603 million, respective

The pro forma impact of the acquisition, includintgrest expense on debt incurred to finance thjeisition, on net income and diluted
earnings per share for the year to date ended f@bpte7, 2002 would not have been significant. Tieefprma information is not necessarily
indicative of the results of operations had theugitjon actually occurred at the beginning of thésiod nor is it necessarily indicative of
future results.

6. Earnings Per Common Share“EPS")

Quarter Year to date

9/6/0:  9/7/0z 9/6/0: 9/7/0z

Net income $16¢ $147 $40: $411
Basic EPS
Weighte-average common shat

outstandin 294 297 29: 29¢€
Basic EPS $05¢ $04¢ $1.37 $1.3¢
Diluted EPS
Weighte-average common shat

outstanding 294 297 29¢ 29¢
Shares assumed issued on exercise of dil

share equivalen 54 55 52 58
Shares assumed purchased with proceeds of di

share equivalen (42 (40 (40) (42
Shares applicable to diluted earnil 307 31z 30t 31z
Diluted EPS $05: $047 $1.3. $1.3

Unexercised employee stock options to purchaseoajpately 1 million and 5 million shares of our Coron Stock for the quarter and year
to date ended September 6, 2003, respectively, marimcluded in the computation of diluted EPSéhese their exercise prices were greater
than the average market price of our Common Stackg the quarter and year to date ended Septe&a€03.
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Unexercised employee stock options to purchaseoapately 1 million shares of our Common Stockljoth the quarter and year to date
ended September 7, 2002 were not included in thgatation of diluted EPS because their exerciseeprivere greater than the average
market price of our Common Stock during the quaatet year to date ended September 7, 2002.

During the year to date September 6, 2003, we gdaginployee stock options to purchase approximdtetyllion shares of our Common
Stock at an exercise price equal to the averagkenprice on the date of grant. The weighted-avemgrcise price of these options was
approximately $24.

7. Comprehensive Income

Comprehensive income was as follows:

Quarter Year to date

9/6/0:  9/7/0z 9/6/0:  9/7/0z

Net income $16¢  $147 $40: $ 411
Foreign currency translation adjustment aris

during the perio @) 24 28 19
Foreign currency translation adjustment inclu

in net income - 1 - 1
Changes in fair value of derivatives, net of - - (20) 9

Reclassification of derivative (gains) los:
to net income, net of te - 2 10 9

Total comprehensive incon $157 $17¢ $431 $431]

8. Items Affecting Comparability of Net Income

Store Closures, Impairment and Refranchising

In the course of operating our restaurants, ousrted results are impacted from time to time byftilewing:

e Store closure costs;
e Impairment of long-lived assets for stores we idtemclose and stores we intend to continue tarutiee business; and
e Refranchising net loss (gain).

11

The following table sets out store closure costbimpairment charges which are included in othezdime) expense in our Condensed
Consolidated Statements of Incor



Quarter Ended September 6, 2003

U.S. International Worldwide
Store closure cos $ (0 $ 1 $ -
Store impairment chargt 1 2 3
Store closure costs and impairment che $ - $ < $ :

Quarter Ended September 7, 2002

U.S. International Worldwide
Store closure cos $ ¢ $ - $ <
Store impairment chargt 2 10 12
Store closure costs and impairment cha $ € $1C $ 1€

Year to date Ended September 6, 2003

U.S. International Worldwide
Store closure cos $ (0 $ - $ (2
Store impairment charg: 5 8 13
Store closure costs and impairmentcha $ ¢ $ € $ 11

Year to date Ended September 7, 2002

U.S. International Worldwide
Store closure cos $ 1 $ < $ 17
Store impairment chargt 10 14 24
Store closure costs and impairment cha $ 2¢ $ 1¢ $ 41

The income in store closure costs in the U.S. sagfioe the quarter and year to date ended Septef)#8003 and on a worldwide basis for
the year to date ended September 6, 2003 is piinthe result of adjustments to previously recortisse reserves as a result of changes in
settlement and/or sublease estimates and gainstfr®sale or condemnation of properties on whicHammerly operated restaurants.

The following table summarizes the refranchisingloss (gain) which is included in our Condensedi€iidated Statements of Income:

u.S. International Worldwide
Quarter Ended 9/6/C $ () $ 7 $ ¢
Quarter Ended 9/7/C $ - $ O $ 9
Year to Date Ended 9/6/( $ () $ 2 $ 1
Year to Date Ended 9/7/( $ ¥ $ (B $ (9

12



The following table summarizes the carrying valoéthe major classes of assets held for sale ae8dqer 6, 2003 and December 28, 2002.
U.S. amounts primarily represent land on which wesjusly operated restaurants and are net of inmgait charges of $2 million and $4
million at September 6, 2003 and December 28, 2@&hectively. The carrying values in Internatiordte primarily to our Puerto Rican
business, which we wrote down $5 million ($3 mitliafter tax) during the quarter ended Septemb20®3 and $10 million ($6 million after
tax) during the quarter ended March 22, 2003 tiecethen current estimates of its fair value. Ehesite-downs were recorded as a
refranchising loss. The carrying values of lial@btof the Puerto Rican business that we anticiwatdd be assumed by a buyer were not
significant at September 6, 2003 or at DecembeRQ82.

September 6, 2003

U.S. International Worldwide

Property, plant and equipment, | $ 7 $ 74 $ 81
Goodwill - 12 12
Other asset - 2 2

Assets classified as held for s $ 7 $ 8¢ $ o

December 28, 2002

U.S. International Worldwide

Property, plant and equipment, | $ 7 $ 8¢ $ O
Goodwill - 13 13
Other asset - 2 2

Assets classified as held for s $ 7 $ 10¢ $ 117

The following table summarizes Company sales asthoeant profit related to stores held for sal8egitember 6, 2003, or disposed of
through refranchising or closure during 2003 and2(tores disposed of through closure includeatestores we have relocated within the
same trade area. The operations of such storesfiddsas held for sale as of September 6, 20@8sposed of in the quarter and year to date
ended September 6, 2003, which meet the conditibB&AS No. 144, “Accounting for the Impairment@isposal of Long-Lived

Assets” (“SFAS 144”), for reporting as discontinuggkrations were not material. Restaurant profitesents Company sales less the cost of
food and paper, payroll and employee benefits aedmancy and other operating expenses.

Quarter Year to date

9/6/0:  9/7/0z 9/6/0: 9/7/0z

Stores held for sale at September 6, 2!

Sales $ 48 $ 47 $ 13« $ 130

Restaurant prof 9 7 26 19
Stores disposed of in 2003 and 20

Sales $ £ $ 55 % 47 $ 21¢

Restaurant prof 1 8 4 32

13




Wrench Litigation

Expense of $42 million for the year to date endept&mber 6, 2003 reflects the legal judgment agdiaso Bell Corp. on June 4, 2003 in
Wrench v. Taco Bell Cor@and related interest. The amount recorded as Wrigigztion for the quarter ended September 6, 2@@@cts the
interest accrued for the passage of time duringjtfagter and an adjustment to previously recordatest necessary as a result of an ame
judgment on September 9, 2003. See Note 13 fasausision of Wrench litigatiol

AmeriServe and Other Charges (Credits)

AmeriServe was the primary distributor of food gquaber supplies to our U.S. stores when it filedgimtection under Chapter 11 of the U.S.
Bankruptcy Code on January 31, 2000. A plan ofganization for AmeriServe (the “POR") was approeadNovember 28, 2000, which
resulted in, among other things, the assumpticsuodistribution agreement, subject to certain angents, by McLane Company, Inc.
During the AmeriServe bankruptcy reorganizationcpss, we took a number of actions to ensure cadisupply to our system. Those
actions resulted in significant expense for the Gany, primarily recorded in 2000. Under the PORangeentitled to proceeds from certain
residual assets, preference claims and other tegaleries of the estate.

We classify expenses and recoveries related to i@aere, as well as integration costs related toaoqguisition of YGR, costs to defend
certain wage and hour litigation and certain otteans, as AmeriServe and other charges (creditg)s@ amounts were classified as unusual
items in previous years.

Income of $3 million was recorded as AmeriServe aifetr charges (credits) for the quarter endedeBaper 6, 2003 and primarily includes
the reversal of reserves associated with the setie of certain wage and hour litigation. Incomé&bfmillion was recorded as AmeriServe
and other charges (credits) for the year to datie@september 6, 2003 and primarily includes reweseelated to the AmeriServe
bankruptcy reorganization process and the revefsalserves associated with the settlement of ioertage and hour litigation, partially off:
by costs to defend certain wage and hour litigatiod integration costs related to our acquisitibf@R. Amounts recorded as AmeriServe
and other charges (credits) for the quarter andtgedate ended September 7, 2002, primarily reddtiom recoveries related to the
AmeriServe bankruptcy reorganization process gbriidfset by costs to defend certain wage and Hitigation and integration costs related
to our acquisition of YGR.

9. Debt

Our primary bank credit agreement comprises a Billidn senior unsecured Revolving Credit Facilitiie “Credit Facility”) which matures
on June 25, 2005. The Credit Facility is uncondiity guaranteed by our principal domestic subsiesaand contains other terms and
provisions (including representations, warranti@senants, conditions and events of default). Treai€ Facility contains financial covenants
relating to leverage and fixed charge coveragesaiihe Credit Facility also contains affirmativelanegative covenants including, among
other things, limitations on certain additional ébtedness, guarantees of indebtedness, cash digided certain other transactions.

At September 6, 2003, our unused Credit Facilitgléal $951 million, net of outstanding letters o#dit of $249 million. There were no
borrowings outstanding under the Credit Facilityhat end of the quarter. The interest rate fordwimgs under the Credit Facility ranges
from 1.0% to 2.0% over the London Interbank OffeRate (“LIBOR”)or 0.00% to 0.65% over an Alternate Base Rate, lwisithe greater
the Prime Rate or the Federal Funds Effective Rlai®0.50%. The exact spread over LIBOR or therAltee Base Rate, as
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applicable, will depend upon our performance urspercified financial criteria. Interest on any oat&ting borrowings under the Credit
Facility is payable at least quarterly.

In connection with our acquisition of YGR, we assghapproximately $168 million in present valuewttife rent obligations related to three
existing saldeaseback agreements entered into by YGR involapproximately 350 LJS units. As a result of lieetdrhy the buyer/lessor
certain personal property within the units, thes-leaseback agreements were accounted for as firgmaon acquisition. During the quar



ended September 6, 2003, we amended two of thesséeageback agreements to remove the liens opettsenal property within the units.
As the two amended agreements now qualify for Esleeback accounting, they will be accounted famesating leases. Accordingly, the
future rent obligations associated with the two adesl agreements, previously recorded as long-tetshaf $88 million, are no longer
reflected on our Condensed Consolidated BalancetSiseof September 6, 2003. There was no gairssrrirorded as a result of this
transaction.

Interest expense on short-term borrowings and teng-debt was $43 million and $48 million for theagters ended September 6, 2003 and
September 7, 2002, respectively, and $131 millicch $118 million for the years to date ended Sepe&rb2003 and September 7, 2002,
respectively.

10.Reportable Operating Segment:

Quarter Year to date

9/6/03 9/7/02 9/6/03 9/7/02
Revenues

United State: $ 1,33 $ 1,32 $ 3917 $ 3,65t
International 652 59z 1,81( 1,64(

$ 1,98 $ 1,91t $ 5720 $ 529

Quarter Year to date

9/6/03 9/7/02  9/6/03  9/7/02

Operating Profit

United State: $ 20« $ 208 $ 57 $ 56
Internationa 114 90 297 24¢
Unallocated and corporate expen (38) (43 (207) (119
Unallocated other income (expen (1) (1) 2 Q)
Refranchising net (loss) ga (6) 3 (13) 9
Wrench litigation (7) - (42 -
AmeriServe and other (charge

credits 3 4 1 24
Operating profii 26¢ 25¢ 70€ 72%
Interest expense, n (39) (45) (229 (112)
Income before income taxes &

cumulative effect of accountir

change $ 23 $ 217 $ 58! $ 61
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9/6/03  12/28/0:

Identifiable Assets
United State: $ 3,26: $ 3,30:
International 1,88¢ 1,732
Corporate(a 504 367




$ 565! $ 5,40

9/6/03 12/28/0:
Long-Lived Assets(b)

United State: $ 283 $ 2,82
International 1,097 1,021
Corporate 49 44

$ 3,98, $ 3,88t

(a) Primarily includes deferred tax assets, cashcash equivalents, fair value of interest ratepsyand property,
plant and equipment, net, related to our officdlifaes.
(b) Includes property, plant and equipment, net; gotidand intangible assets, n

11.Share Repurchase Progran

In November 2002, our Board of Directors authoriaeshare repurchase program. This program auttsonzéo repurchase, through
November 20, 2004, up to $300 million (excludinglagable transaction fees) of our outstanding Comi@tock. During the year to de
ended September 6, 2003, we repurchased approkmdafemillion shares for approximately $121 miliat an average price per share of
approximately $26 under this program. At Septen@h@003, approximately $151 million remained avagaor repurchases under this
program. Based on market conditions and other factmlditional repurchases may be made from tintient® in the open market or through
privately negotiated transactions at the discretibtihe Company.

In February 2001, our Board of Directors authoriaeshare repurchase program. This program authbuizéo repurchase up to $300 million
(excluding applicable transaction fees) of our autding Common Stock and was completed in Nover2®@2. During the year to date en
September 7, 2002, we repurchased approximatelynBidn shares for approximately $161 million at average price per share of
approximately $30 under this program.

12.Supplemental Cash Flow Datze
Year to date

9/6/0% 9/7/02

Cash Paid for
Interes $ 11¢ $ 8¢
Income taxe 12C 111

Significant Nor-Cash Investing and Financing Activitie

Assumption of debt and capital leases relateddatiyuisition of YGF $ - $22i

Assumption of negative working capital relatedhe acquisition of YGF - 21

Debt reduction due to amendment of -leaseback agreements (See Not 88 -

Capital lease obligations incurred to acquire & 7 8
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13.Guarantees, Commitments and Contingencie

Lease Guarantees and Contingen




As a result of (a) assigning our interest in anligations under real estate leases as a condiitimetrefranchising of certain Company
restaurants; (b) contributing certain Company rastats to unconsolidated affiliates; and (c) guas@img certain other leases, we are
frequently contingently liable on lease agreementese leases have varying terms, the latest afhwdpires in 2030. As of September 6,
2003 and December 28, 2002, the potential amoumhdiscounted payments we could be required to rmattee event of non-payment by
the primary lessee was $364 million and $388 mmilli@spectively. The present value of these pakpsiyments discounted at our pre-tax
cost of debt at September 6, 2003 was $282 milldur. franchisees are the primary lessees underattemajority of these leases. We
generally have cross-default provisions with theaechisees that would put them in default of tiieinchise agreement in the event of non-
payment under the lease. We believe these crossdtipfovisions significantly reduce the risk taa will be required to make payments
under these leases. Accordingly, the liability releal for our exposure under such leases at SeptédnB803 and December 28, 2002 was
material.

Guarantees Supporting Financial Arrangements afdhiaees, Unconsolidated Affiliates and Other Tikedties

At September 6, 2003 and December 28, 2002, wetwdded approximately $32 million of partial guatees of two franchisee loan pools
related primarily to the Company’s historical refchising programs and, to a lesser extent, frapehievelopment of new restaurants. The
total loans outstanding under these loan pools awepeoximately $129 million at September 6, 2003support of these guarantees, we have
posted $32 million of letters of credit. We alsoyide a standby letter of credit of $23 million @ndvhich we could potentially be required to
fund a portion of one of the franchisee loan poAtsy funding under the guarantees or letters oditreould be secured by the franchisee
loans and any related collateral. We believe treahave appropriately provided for our estimatedpbbe exposures under these contingent
liabilities. These provisions were primarily chadge net refranchising loss (gain). New loans arecairrently being added to either loan p

We have guaranteed certain lines of credit andsl@dminconsolidated affiliates totaling $27 milliand $26 million at September 6, 2003 and
December 28, 2002, respectively. If all such liokeredit were fully drawn the maximum contingeability under these arrangements would
be approximately $33 million and $26 million asS#fptember 6, 2003 and December 28, 2002, resplgctinar unconsolidated affiliates had
total revenues of over $480 million and $1.3 billicespectively, for the quarter and year to datted September 6, 2003, and assets of over
$1 billion and debt of $156 million at Septembe603.

We have also guaranteed certain lines of credifjdand letters of credit of third parties totaig million and $15 million at September 6,
2003 and December 28, 2002, respectively. If alhdines of credit and letters of credit were fulkawn the maximum contingent liability
under these arrangements would be approximatelyn#®dn as of both September 6, 2003 and DeceriBeR002.

We have varying levels of recourse provisions avlthteral that mitigate the risk of loss relatedbto guarantees of these financial
arrangements of unconsolidated affiliates and dthied parties. Accordingly, our recorded liabilég of September 6, 2003 and Decembe
2002 is not significant.
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Insurance Programs

We are self-insured for a substantial portion af @urent and prior years’ insurable lines of caggr including workers’ compensation,
employment practices liability, general liabiligtjtomobile liability and property losses (colleetiy, “property and casualty losses”). To
mitigate the cost of our exposures for certain prgpand casualty losses, we make annual decisioself-insure the risks of loss up to
defined maximum per occurrence retentions on alinkne basis or to combine certain lines of cagerinto one loss pool with a single self-
insured aggregate retention. The Company then paeshinsurance coverage, up to a specified liotitpEses that exceed the self-insurance
per occurrence or aggregate retention. The insumeasimum aggregate loss limits are significantly\abour actuarially determined proba
losses; therefore, we believe the likelihood of&ssexceeding the insurers’ maximum aggregatdifois is remote.

We are also self-insured for healthcare claimsfigible participating employees subject to cerdductibles and limitations. We have
accounted for our retained liabilities for propeaityd casualty losses and healthcare claims, ingudiported and incurred but not reported
claims, based on information provided by indepehdetuaries.

Due to the inherent volatility of actuarially deténed property and casualty loss estimates, gaswonably possible that we could experience
changes in estimated losses which could be mater@lr growth in quarterly and annual net incolive. believe that we have recorded
reserves for property and casualty losses at &\ehieh has substantially mitigated the potentiadjative impact of adverse developments
and/or volatility.



Change of Control Severance Agreements

The Company has severance agreements with cedgiaxecutives (the “Agreements”) that are renewahlan annual basis. These
Agreements are triggered by a termination, undgaireconditions, of the executive’s employmentdaling a change in control of the
Company, as defined in the Agreements. If triggetieel affected executives would generally recenied the amount of both their annual
base salary and their annual incentive in a lunmp, flutplacement services and a tax gross-up foeaoige taxes. These Agreements have a
three-year term and automatically renew each Jgriutor another three-year term unless the Compdauts not to renew the Agreements. If
these Agreements had been triggered as of SepténBe03, payments of approximately $36 million vaoiave been made. In the event
change of control, rabbi trusts would be estabtisdned used to provide payouts under existing defiesind incentive compensation plans.

Litigation

We are subject to various claims and contingeneleded to lawsuits, taxes, environmental and athegtters arising out of the normal course
of business. Like certain other large retail emptsythe Company has been faced in certain statiesllegations of purported class-wide
wage and hour violations.

On August 29, 1997, a class action lawsuit agdiasb Bell Corp., entitled Bravo, et al. v. TacolBebrp. (“Bravo”), was filed in the Circuit
Court of the State of Oregon of the County of Maittrah. The lawsuit was filed by two former Taco Bift managers purporting to
represent approximately 17,000 current and formerlis employees statewide. The lawsuit allegesatiohs of state wage and hour laws,
principally involving unpaid wages including oventt, and rest and meal period violations, and seeksispecified amount in damages.
Under Oregon class action procedures, Taco Bellallagied an opportunity to “cure” the unpaid wagel &our allegations by opening a
claims process to all putative class members poigertification of the class. In this cure proce&aco Bell paid out less than $1 million. On
January 26, 1999, the Court certified a
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class of all current and former shift managers @es members who claim one or more of the allegel&tions. A Courtapproved notice ar
claim form was mailed to approximately 14,500 classnbers on January 31, 2000. Trial began on Jadu&001. On March 9, 2001, the
jury reached verdicts on the substantive issuéisisTmatter. A number of these verdicts were irofasf the Taco Bell position; howeve
certain issues were decided in favor of the pléimtin April 2002, a jury trial to determine thamiages of 93 of those claimants found that
Taco Bell failed to pay for certain meal breaks/andff-the-clock work for 86 of the 93 claimanksowever, the total amount of hours
awarded by the jury was substantially less thahgbaght by the claimants. In July and Septemb6g2the court ruled on several post-trial
motions, including fixing the total number of poti@hclaimants at 1,031 (including the 93 claimdietswhich damages have already been
determined) and holding that claimants who preaaglentitled to prejudgment interest and penaltyagaThe second damages trial for the
remaining 938 claimants began on July 7, 2003. igetae trial concluded, the parties reached aneageat to settle this matter in full. The
court has granted preliminary approval of the eetént which is subject to delivery of a noticeld settlement terms to the class with an
opportunity to object and be heard. We have preslyoprovided for the costs of this settlement asefiBerve and other charges (credits).

On January 16, 1998, a lawsuit against Taco BelpCentitled Wrench LLC, Joseph Shields and ThoRia&s v. Taco Bell Corpwvas filed

in the United States District Court for the WestBistrict of Michigan. The lawsuit alleged that TaBell Corp. misappropriated certain ideas
and concepts used in its advertising featuring ia@thua. The plaintiffs sought to recover monetignages under several theories, inclu
breach of implied-in-fact contract, idea misapptaton, conversion and unfair competition. On Jafe 1999, the District Court granted
summary judgment in favor of Taco Bell Corp. Pldistfiled an appeal with the U.S. Court of Appefis the Sixth Circuit (the “Court of
Appeals”), and oral arguments were held on Septe®e2000. On July 6, 2001, the Court of Appeaigersed the District Court’s judgment
in favor of Taco Bell Corp. and remanded the caghé District Court. Taco Bell Corp. unsuccessfpititioned the Court of Appeals for
rehearing en banc, and its petition for writ ofticeari to the United States Supreme Court waseteoh January 21, 2002. The case was
returned to District Court for trial which began Blay 14, 2003 and on June 4, 2003 the jury awa#®&dmillion to the plaintiffs.
Subsequently, the plaintiffs’ moved to amend thdgjuent to include pre-judgment interest and podtpjnent interest and Taco Bell filed its
post-trial motion for judgment as a matter of lamamew trial. On September 9, 2003, the Distrioti€ denied Taco Bell’s motion and
granted the plaintiff's motion to amend the judgmen

In view of the jury verdict and our belief as t@ thppropriate amount of pre-judgment interest,eeended a charge of $35 million during the
quarter ended June 14, 2003. As a result of theeStger 9, 2003 District Court ruling, we have relsat an additional $7 million charge
related to interest in the quarter ended Septe®2003, for a total charge year to date of $42ianil We continue to believe that the Wre



plaintiffs’ claims are without merit and intendappeal the verdict to the Sixth Circuit Court ofpijals. Post-judgment interest will continue
to accrue during the appeal process. If unsucdeggtun appeal, we intend to seek reimbursement raninsurance carriers and Taco Bell's
former advertising agency.

Obligations to PepsiCo, Inc. After Spaff

In connection with our October 6, 1997 spin-offfr@epsiCo, Inc. (“PepsiCo”) (the “Spin-off”), wetered into separation and other related
agreements (the “Separation Agreements”) governtiagpin-off and our subsequent relationship wapgfCo.

Under the terms of these agreements, we have inlechRepsiCo for costs or losses it incurs witkpect to all letters of credit, guarantees
and contingent liabilities relating to our busiressinder which PepsiCo remains liable. As of Sepézr, 2003, PepsiCo remains liable for
approximately $56 million on a nominal basis
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related to these contingencies. This obligatiorsaaidhe time PepsiCo is released, terminatedptaced by a qualified letter of credit. To
date, we have not been required to make any pagnedier this indemnity.

Under the Separation Agreements, PepsiCo maintalinsontrol and absolute discretion with regardattyy combined or consolidated tax
filings for periods through October 6, 1997. Pepsélso maintains full control and absolute disoretiegarding any common tax audit iss!
Although PepsiCo has contractually agreed to, indgfaith, use its best efforts to settle all jairterests in any common audit issue on a basis
consistent with prior practice, there can be no@sge that determinations made by PepsiCo woutddosame as we would reach, acting on
our own behalf. Through September 6, 2003, theve hat been any determinations made by PepsiCoewhemwould have reached a
different determination.
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Item 2. Management'’s Discussion and Analysis of Rancial Condition and Results of Operations
Introduction

YUM! Brands, Inc. and Subsidiaries (collectivelyaeed to as “YUM” or the “Company@omprises the worldwide operations of KFC, P
Hut, Taco Bell, Long John Silver’s (“LJS”) and A&WI-American Food Restaurants (“A&W?") (collectivelyhe “Concepts”) and is the
world’s largest quick service restaurant (“QSR”"jmmany based on the number of system units. LJA&W were added when YUM
acquired Yorkshire Global Restaurants, Inc. (“YGRi)May 7, 2002.

The following Management’s Discussion and AnalysMD&A”) should be read in conjunction with the undited Condensed Consolidated
Financial Statements (“Financial Statements”),Gla@tionary Statements and our annual report on BOHK for the fiscal year ended
December 28, 2002 (“2002 Form 10-K"). All Note nefeces herein refer to the accompanying Notesadé-thancial Statements. Tabular
amounts are displayed in millions except per sharkunit count amounts, or as specifically ideaif



New Accounting Pronouncements Not Yet Adopted
See Note 4.
Significant Known Events, Trends or Uncertainties Kpected to Impact 2003 Comparisons with 2002

The following factors impacted comparability of oping performance for the quarter and year to datked September 6, 2003 to the quz
and year to date ended September 7, 2002 or amylalat comparisons for the remainder of 2003. Gedhthese factors were previously
discussed in our 2002 Form 10-K.

Acquisition

On May 7, 2002, the Company completed its acqaisitif YGR, the parent company of LIS and A&W. Seteld for a discussion of the
acquisition.

As of the date of the acquisition, YGR consisted42 and 496 company and franchise LJS units, cispty, and 127 and 742 company and
franchise A&W units, respectively. The LJS unitatstincluded 133 multibranded LIS/A&W restaurabbecept as discussed in certain
sections of MD&A, the impact of the acquisition our results of operations in the year to date erf@atember 6, 2003 was not significant
relative to the comparable prior year period.

Wrench Litigation

Expense of $7 million and $42 million was recordethe quarter and year to date ended SeptemIi2803. See Note 13 for a discussion of
Wrench litigation.

AmeriServe and Other Charges (Credits)

Income of $3 million and $1 million was recordedfareriServe and other charges (credits) for thetguand the year to date ended
September 6, 2003, respectively. Income of $4 omlind $24 million was recorded as AmeriServe ahdracharges (credits) for the quarter
and year to date ended September 7, 2002, resplgctBee Note 8 for a discussion of AmeriServe ahér charges (credits).
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Pension Plan Funded Status

Certain of our employees are covered under noribombdry defined benefit pension plans. The mosti§icant of these plans was amende
2001 such that employees hired after Septembe2@®H, are not eligible to participate. As disclogedur 2002 Form 10-K, as of our
September 30, 2002 measurement date these pla@spragcted benefit obligation (“PBO”) of $501 hwih and a fair value of plan assets of
$251 million. As a result of the overall declinenrarket interest rates, we will be required to asewer discount rate to measure our PBO as
of our September 30, 2003 measurement date. Thigy avith continued benefits earned by covered egg#s and interest on benefits
previously earned, will result in an increase in BBO. However, stock market gains since Septerd®e2002 as well as pension plan
contributions we have made (including a $130 millamntribution made subsequent to September 6, BGOBrior to our September 30, 2003
measurement date), have significantly increasen ggaets and improved the funded status of ousplre estimated change in our
underfunded status from September 30, 2002 to Bdyete30, 2003 is as follows:

Underfunded status at September 30, 2 $ (250
Estimated increase in PBO due
Change in discount rg (200
Interest and othu (65)
Service cos (25)

Estimated increase in plan assets du



Contributions 157

Asset return 50
Estimated underfunded status at September 30, $ (23)

As of our September 30, 2002 measurement date eeckcarded a cumulative after-tax charge of $7ligniltto shareholders’ equity due to
the underfunded status of our plans. Although weshweot yet determined the exact amount, we willdzpiired to record an additional charge
to shareholders’ equity in 2003. We currently eati#rthat our cumulative after-tax charge to shddehs’ equity will increase approximately
$54 million to $125 million at September 30, 20B$.comparison, our shareholders’ equity has ine@eédey more than $400 million during
the year to date ended September 6, 2003.

We do not believe the remaining underfunded stafttise pension plan will materially affect our rééswof operations, financial position or
cash flows and have incorporated the estimatedeuitnpact into our financial projections and plang estimate that pension expense will
increase approximately $20 million in 2004 from $#4 million that is being expensed in 2003.

Due to the relatively long time frame over whicinbfts are expected to be paid, our PBO is higbhsgive to changes in discount rates. A
50 basis point increase/decrease in the discotmtulaich we have used to estimate our underfuntiddssat September 30, 2003 above
would decrease/increase the amount by which waraderfunded, holding all other variables and assiomg constant, by approximately $60
million.

Store Refranchisings and Closures

From time to time we sell Company restaurants tstiexg and new franchisees where geographic syaeigin be obtained or where their
expertise can generally be leveraged to improveowerall operating performance, while retaining @amy ownership of key U.S. and
International markets. Such refranchisings reduge o
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reported revenues and restaurant profits and iserée importance of system sales as a key penfmermaeasure.

The following table summarizes our refranchisintjattes:

Quarter Year to date

9/6/0:  9/7/0z 9/6/0:  9/7/0Z

Number of units refranchise 9 94 76 141
Refranchising proceeds, -tax $ - $43 $ 11 $ 67
Refranchising gains (losses), -tax $€® $ 2 $1y $ ¢

The carrying value of our Puerto Rican businesswiitten down by approximately $5 million ($3 mdh after tax) during the quarter ended
September 6, 2003 and $10 million ($6 million aftes) in the quarter ended March 22, 2003 to rétleen current estimates of its fair value.
The write downs were recorded as a refranchisiag, lo

In addition to our refranchising program, from titogtime we close restaurants that are poor peifarmve relocate restaurants to a new site
within the same trade area or we consolidate twoane of our existing units into a single unit (eotively, “store closures”).

The following table summarizes Company store clesativities:

Quarter Year to date



9/6/0:  9/7/0z 9/6/0:  9/7/0z

Number of units close 58 58 15¢ 145
Store closure cos $ - $ 4 $ (2 $ 17
Impairment charges for stores to be clo $ Z $ < $ ¢ $ €

The income in store closure costs for the yeamate énded September 6, 2003 is primarily the redatjustments to previously recorded
lease reserves as a result of changes in settlemdrdr sublease estimates and gains from thesatendemnation of properties on which we
formerly operated restaurants.

The impact on operating profit arising from refrhising and Company store closures is the net dh@gstimated reduction in Company
sales, restaurant profit and general and admitiigraxpenses and (b) the estimated increasenctise fees from the stores refranchised.
The amounts presented below reflect the estimatpddt from stores that were operated by us fasradbme portion of the comparable
period in 2002 and are no longer operated by ud 8eptember 6, 2003.
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The following table summarizes the estimated impactevenue of refranchising and Company storeuchss

Quarter Ended 9/6/03

U.S. International Worldwide

Decreased sale $ (39 $ (39 $ (6€)
Increased franchise fe 1 1 2
Decrease in total revenu $ (39 $ (3)) $ (69

Year to date Ended 9/6/03

U.S. International Worldwide

Decreased sal¢ $ (109 $ (99 $ (19
Increased franchise fe 1 4 5
Decrease in total revenu $ (107 $ (89 $ (19)

The following table summarizes the estimated impacbperating profit of refranchising and Compatoyes closures:

Quarter Ended 9/6/03

U.S. International Worldwide

Decreased restaurant prc $ (5 $ ) $ (9
Increased franchise fe 1 1 2
Decreased general and administrative expe - 2 2

Decreased operating pro $ ¢ $ @) $ (5



Decreased restaurant prc
Increased franchise fe
Decreased general and administrative expe

Decreased operating pro

Year to date Ended 9/6/03

U.S. International Worldwide

$ (19 $ (19  $(2)

1 4 5

- 5 5

$ (19 $@ $ (1)
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Worldwide Results of Operations

Quarter Year to date

9/6/03 9/7/02 % B(W) 9/6/03 9/7/02 % B(W)
Company sale $1,76 $1,70¢ 4 $5,08¢ $4,70: 8
Franchise and license fe 224 21C 6 64z 594 8
Revenue: $1,98¢ $1,91¢ 4 $5,72° $5,29¢ 8
Company restaurantpro $ 267 $ 28 5) $ 74t $ 76¢ (2

% of Company sale 15.1% 16.4% (1.3)ppts 14.7% 16.2% (1.6 ppts

Operating profii $ 26¢ $ 25¢ 4 $ 706 $ 72 (3)
Interest expense, n 39 45 14 125 112 9
Income tax provisiol 66 66 - 17¢ 20z 11
Income before cumulative
effect of
accounting chang 164 147 12 404 411 2
Cumulative effect of
accounting
change, net of ta - - - Q) - NM
Net income $ 16« $ 147 12 $ 400 $ 41 (2
Diluted earnings per share( $ 0.5¢ $ 0.4 14 $ 130 $ 1.3 -

(a) See Note 6 for the number of shares used in tlgsiledion.

Worldwide Restaurant Unit Activity



Unconsolidatec

Company Affiliates Franchisee: Licensee Total
Balance at December 28,
2002 7,52¢ 2,14¢ 20,72« 2,52¢ 32,92«
New builds 263 90 51z 16€ 1,03
Acquisitions 113 4) (111) 2 -
Refranchising (76) - 76 - -
Closures (159 (40) (459) (253 (91))
Other - - (5) - (5)
Balance at September 6,
2003 7,667 2,19« 20,73" 2,441 33,03¢
% of Total 23% 7% 63% 7% 10(%

Worldwide Revenues

Company sales increased $60 million or 4% in thertgu, including a 2% favorable impact from foremnrency translation. The increase
primarily resulted from new unit development, peii offset by store closures and refranchising.

Franchise and license fees increased $14 millid%oin the quarter, including a 2% favorable imgdeaain foreign currency translation. The
increase was primarily driven by new unit developmeartially offset by store closures.
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Company sales increased $383 million or 8% yedate, including a 1% favorable impact from fore@mrency translation. Excluding the
favorable impact of both foreign currency translatand the YGR acquisition, Company sales increa%edThe increase primarily resulted
from new unit development, partially offset by st@tosures, refranchising and same store salemdscl

Franchise and license fees increased $48 milli@d%orear to date, including a 2% favorable impaatf foreign currency translation.
Excluding the favorable impact of both foreign ety translation and the YGR acquisition, franclaisd license fees increased 4%. The
increase was primarily driven by new unit developmeartially offset by store closures.

Worldwide Company Restaurant Margin

Quarter Year to date

9/6/03 9/7/02 % B(W) 9/6/03 9/7/02 % B(W)

Company sale 100.(% 100.(% 100.(% 100.(%

Food and pape 30.¢ 30.: (0.5) ppts  30.¢ 30.€ (0.2 ppts
Payroll and employee

benefits 26.¢ 26.¢ - 27.5 27.1 (0.4) ppts
Occupancy and other

operating

expense 27.2 26.5 (0.8) ppts  27.C 26.C (2.0 ppts




Company restaurant
margin 151% 16.£ (1.3)ppts 14.7% 16.% (1.6 ppts

Restaurant margin as a percentage of sales dedrapgmximately 130 basis points in the quarte®. @nd International restaurant margin
decreased approximately 140 and 100 basis poegpectively.

Restaurant margin as a percentage of sales dedrapgmximately 160 basis points year to date.ddwzease included an unfavorable im
of approximately 10 basis points from the acquisitof YGR. U.S. restaurant margin decreased apprabely 180 basis points and
International restaurant margin decreased apprdgina00 basis points.

Worldwide General and Administrative Expenses

Worldwide general and administrative (“G&A”) expessdecreased $7 million or 3% in the quarter, &t&¥% unfavorable impact from
foreign currency translation. The decrease wasailyndriven by lower management incentive comp&nsacosts.

Worldwide G&A expenses increased $7 million or 18&auyto date, including a 1% unfavorable impact fforeign currency translation.
Excluding the unfavorable impact from both fore@mnrency translation and the YGR acquisition, G&&crbased 3% year to date. The
decrease was primarily driven by lower managemeritive compensation costs.

Worldwide Franchise and License Expenses

Worldwide franchise and license expenses decregedillion or 46% in the quarter and decreasediltion or 37% year to date. The
decreases were primarily attributable to lower fmions for doubtful franchise and license fee reakles, primarily at Taco Bell.
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Worldwide Other (Income) Expense

Quarter Year to date

9/6/0: 9/7/0z 9/6/0: 9/7/0z

Store closure cos $ - $ 4 $ () $ 17
Store impairment chargt 3 12 13 24
Equity income from investments

unconsolidated affiliate 9 (6) (22) (19)
Foreign exchange net (gain) Ic D (D (2 (D
Other (income) expen: $ () $ ¢ $ (19 $ 21

See Note 8 for further discussion regarding sttsuce costs and store impairment charges.
Worldwide Refranchising Net Loss (Gain)

Refranchising net loss (gain) was a $6 million lasd a $13 million loss for the quarter and yeatate ended September 6, 2003,
respectively. Refranchising net loss (gain) wa8 anfllion gain and a $9 million gain for the quaréand year to date ended September 7,
2002, respectively. See the Store RefranchisingsCdosures section on page 22 for detail of ouarefhising activities



Wrench Litigation

Expense of $42 million for the year to date endept&mber 6, 2003 reflects the legal judgment agdaso Bell Corp. on June 4, 2003 in
Wrench v. Taco Bell Corand related interest. The amount recorded as Wiérgation for the quarter ended September 6, 2@0i@cts the
interest accrued for the passage of time duringjtizter and an adjustment to previously recordeatést necessary as a result of an ame
judgment on September 9, 2003. See Note 13 fosaussion of the Wrench litigatio

AmeriServe and Other Charges (Credits)

Income of $3 million was recorded as AmeriServe aifgr charges (credits) for the quarter endedeBaper 6, 2003 and primarily includes
the reversal of reserves associated with the setie of certain wage and hour litigation. Incomé&bfmillion was recorded as AmeriServe
and other charges (credits) for the year to datie@iSeptember 6, 2003 and primarily includes reteseelated to the AmeriServe
bankruptcy reorganization process and the revefgalserves associated with the settlement of icertage and hour litigation, partially off:
by costs to defend certain wage and hour litigatiod integration costs related to our acquisitibf@R. Amounts recorded as AmeriServe
and other charges (credits) for the quarter andtgedate ended September 7, 2002, primarily reddtiom recoveries related to the
AmeriServe bankruptcy reorganization process dbridfset by costs to defend certain wage and Hitigation and integration costs related
to the acquisition of YGR. See Note 8 for a distussf AmeriServe and Other Charges (Credits), Whigs referred to as Unusual Items in
2002.
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Worldwide Operating Profit

Quarter Year to date

9/6/0% 9/7/0z % B(W) 9/6/0% 9/7/0z % B(W)

United State: $ 20 $ 20 - $57. $56: 2

International 114 9C 26 297 24¢ 19

Unallocated and corporate expen (38) (43 11 (107) (119 1C

Unallocated other income (expen (1) (2) NM (2 Q) NM

Refranchising net gain (los (6) 3 NM  (13) 9 NM

Wrench litigation (7) - NM  (42) - NM

AmeriServe and other (charge

credits 3 4 NM 1 24 NM

Operating profii $26¢ $ 25¢ 4 $70€ $72¢ (3)

U.S. and International operating profit are disedsis the respective sections.
Worldwide Interest Expense, Net

Quarter Year to date

9/6/0:  9/7/0z % B(W) 9/6/0: 9/7/0z % B(W)

Interest expens $ 4z $ 4¢ 10 $131 $11¢ (11)
Interest income (4) 3 54 (8 (6) 55




Interest expense, n $ 3¢ $ 4L 14 $12: $11c (9)

Interest expense decreased $5 million or 10% imtleeter. The decrease was primarily due to a dser our average debt outstanding.

Interest expense increased $13 million or 11% je@date. Excluding the impact of the YGR acquisitimterest expense decreased $6 mi
due to a decrease in our average debt outstanding.

Worldwide Income Taxes

Quarter Year to date
9/6/03 9/7/02 9/6/03 9/7/02
Income taxe: $ ot $ 6¢ $ 17¢ $ 20:
Effective tax rate 28.8% 31.2% 30.8% 33.(%

Income taxes and the effective tax rate as showmeateflect tax on all amounts included in our Hssof operations except for the income
benefit of approximately $1 million on the $2 moli cumulative effect adjustment recorded on Decer2®e2002 due to the adoption of
SFAS 143.

The decrease in our effective tax rate for the tgnavas primarily due to a 310 basis point beradfitlaiming credit against our current U.S.
income tax liability for foreign taxes paid in cairt prior years and the favorable impact of cersgiacific International tax strategies, the n
significant of which will not impact tax rates beybthe current year. The decrease was partialebffy the lapping of favorable adjustme
in 2002 related to prior years.
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The decrease in our year to date effective taxwateprimarily due to a 360 basis point benefitlafming credit against our current U.S.
income tax liability for foreign taxes paid in cart prior years. The decrease was partially offgethe lapping of favorable adjustments in
2002 related to prior years.

In 2003, we recognized the benefit of claiming @radainst our current U.S. income tax liability foreign taxes paid in certain prior years
upon our determination that it was more benefimallaim credit for such taxes than to deduct dagbs. In future years, we anticipate
continuing to claim credit for foreign taxes paidtihose years, as we are doing in 2003. Howevemtior year benefit recognized in 2003 is
non-recurring.

U.S. Results of Operations

Quarter Year to date

9/6/03 9/7/02 % B(W) 9/6/03 9/7/02 % B(W)

Company sale $1,19¢ $1,18¢ 1 $3,51¢ $ 3,26: 8
Franchise and license

fees 13¢€ 13¢ (D 39¢ 394 1
Revenue: $1,33° $1,32 1 $3,91° $ 3,65¢ 7

Company restaural



profit $ 176 $ 19 (8) $ 51 $ 53 (4)

% of Company sale 14.8% 16.2% (1.4)ppts 14.5% 16.2% (1.8 ppts

Operating profif $ 20« $ 20 $ 57 $ 56 2

U.S. Restaurant Unit Activity
Unconsolidatec

Company Affiliates(a) Franchisee: Licensee Total

Balance at December 28,

2002 5,19: 4 13,66 2,26€ 21,12¢
New builds 80 2 167 15€ 40t
Acquisitions 10€ - (10¢) 2 -
Refranchising (26) - 26 - -
Closures (107) - (24¢) (245  (59¢)
Other - - 1 - 1
Balance at September 6,

2003 5,24¢ 6 13,50: 2,181 20,93«

% of Total 25%
(a) Includes 6 Yan Can unit

65% 10% 10(%

U.S. Revenues

Company sales increased $16 million or 1% in thertgu. The increase primarily resulted from new development, partially offset by store
closures.

Franchise and license fees decreased $1 millid9oin the quarter. The decrease was driven by stoseires, partially offset by new unit
development.

Company sales increased $256 million or 8% yedate. Excluding the favorable impact of the YGRusitjon, Company sales increased
1%. The increase primarily resulted from new ueitelopment, partially offset by store closures.
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Franchise and license fees increased $5 milliat¥eyear to date. Excluding the favorable impadhefYGR acquisition, franchise and
license fees decreased 1%. The decrease was tsanore closures, partially offset by new unit elepment.

U.S. Same Store Sales

U.S. same store sales includes only company restiuthat have been open one year or more. U.&ddadesame store sales include KFC,
Pizza Hut, and Taco Bell company owned restauramiis U.S. same store sales for Long John Silvend A&W restaurants are not
included. U.S. franchise and systemwide same sties growth are reported quarterly within the canys earnings release and include ¢
KFC, Pizza Hut and Taco Bell restaural



For the quarter, blended Company same store sal&d-C, Pizza Hut and Taco Bell were flat as amdase in average guest check was c
by a decrease in transactions. For the year tq bisteded Company same store sales for KFC, Pizeahtl Taco Bell were down 1% as a
decrease in transactions was partially offset binarease in average guest check. Following arsdhee store sales growth results by brand
for the quarter and year to date ended Septem|iZ803;

Quarter ended 9/6/03

Same Stor Average
Sales Transactions Guest Checl
KFC (5)% (6)% 1%
Pizza Hut 3% (2% 5%
Taco Bell 2% 1% 1%

Year to date ended 9/6/03

Same Stort Average
Sales Transactions Guest Checl
KFC (3)% (5)% 2%
Pizza Hul (1)% (4)% 3%
Taco Bell 2% - 2%
U.S. Company Restaurant Margin
Quarter Year to date

9/6/03 9/7/02 % B(W) 9/6/03 9/7/02 % B(W)

Company sale 100.(% 100.(% 100.(% 100.(%
Food and pape 28.7 28.C (0.7)ppts  28.7 28.1 (0.6) ppts
Payroll and employee
benefits 30.€ 30.5 (0.1)ppts 31.1 30.¢ (0.3 ppts
Occupancy and other
operating

expense 25.€ 25.Z (0.6) ppts  25.7 24.¢ (0.9)ppts.

Company restaurant
margin 14.8% 16.2% (1.4)ppts 14.5% 16.2% (1.8 ppts

Restaurant margin as a percentage of sales dedrapgeximately 140 basis points in the quartee décrease was primarily driven by
higher commaodity costs (principally cheese and jrexad occupancy expenses, primarily utilities agrtt.r

Restaurant margin as a percentage of sales dedrapgeximately 180 basis points year to date.ddeease was in part due to the
unfavorable impact of approximately 10 basis poirés the acquisition of YGR. The
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remaining decrease was primarily driven by incrdassupancy expenses, primarily utilities and rére,unfavorable impact of discounting
and product mix on food and paper costs and hilgiher costs, primarily driven by low single-digiéqgentage increases in wage rates.

U.S. Operating Profit

Operating profit decreased $1 million for the gaarDecreases were driven by lower margins asudt reflshigher commodity costs and
occupancy expenses, offset by lower store closuldarapairment charges and decreased franchise@sé and general and administrative
expenses.

Operating profit increased $9 million or 2% yeadtde. Excluding the favorable impact of the YGRuasition, operating profit decreased
1%. The decrease was driven by lower margins asudtrof increased occupancy expenses, the unfaleorapact of discounting and prodi
mix shift on food and paper costs and higher laosts, primarily driven by wage rates. The decressepartially offset by lower store
closure and impairment charges and decreased fsgnahd license and general and administrativeresqse

International Results of Operations

Quarter Year to date

9/6/03 9/7/02 % B(W) 9/6/03 9/7/02 % B(W)

Company sale $ 566 $ 52 8 $156° $1,44( 9
Franchise and license

fees 86 71 2C 245 20C 21
Revenue: $ 65: $ 59¢ 10 $1,81( $1,64( 10
Company restaurant

profit $ 8 $ 8¢ 2 $ 23t $ 230 3

% of Company sale 159% 16.% (1.0)ppts 15.2% 16.% (1.0 ppts
Operating profif $ 112 $ A 26 $ 290 $ 24¢ 19

International Restaurant Unit Activity

Unconsolidatec

Company Affiliates Franchisee: Licensee Total

Balance at December 28,

2002 2,33¢ 2,144 7,061 26C 11,79¢
New builds 18% 88 34t 10 62€
Acquisitions 7 (4) 3 - -
Refranchising (50) - 5C - -
Closures (52 (40) (211) (10) (319
Other - - (6) - (6)
Balance at September 6,

2003 2,421 2,18¢ 7,23¢ 26C 12,10¢
% of Total 20% 18% 60% 2% 10(%

International Revenues

Company sales increased $44 million or 8% in thertgu, including a 3% favorable impact from foremnrency translation. The increase
primarily resulted from new unit development, pallyi offset by same store sales declines and relfiiaimg.
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Franchise and license fees increased $15 millic2086 in the quarter, including a 8% favorable intdeam foreign currency translation. The
increase was primarily driven by new unit developtand royalty rate increases, partially offsestyre closures.

Company sales increased $127 million or 9% yedate, including a 4% favorable impact from fore@mrency translation. The increase
primarily resulted from new unit development, pahi offset by refranchising and same store saéedines.

Franchise and license fees increased $43 milli®2lLé6 year to date, including a 7% favorable imgamh foreign currency translation.
Excluding the favorable impact of both foreign ety translation and the YGR acquisition, franclaisd license fees increased 13%. The
increase was primarily driven by new unit developtrend royalty rate increases, partially offseshyre closures.

International Company Restaurant Margin

Quarter Year to date
9/6/03 9/7/02 % B(W) 9/6/03 9/7/02 % B(W)

Company sale 100.(% 100.(% 100.(% 100.(%
Food and pape 35.2 35.¢€ 0.4ppts. 35.€ 36.2 0.€ ppts.
Payroll and employee
benefits 18.¢ 18.Z (0.5) ppts  19.c 18.7 (0.€) ppts
Occupancy and other
operating

expense 30.C 29.1 (0.©) ppts  29.€ 28.€ (2.0) ppts
Company restaurant
margin 15.% 16.“% (2.C) ppts 15.2% 16.2% (2.C) ppts

Restaurant margin as a percentage of sales dedrapgeximately 100 basis points in the quarteluitiog a 20 basis points unfavorable
impact from foreign currency translation. The remivag margin decrease was primarily driven by thpaat of same store sales declines on
margin and the addition, primarily in Mexico, ofid@ average margin new units. This decrease wasaioffset by the impact of supply
chain savings initiatives on the cost of food aagqr, principally in China, and the cessation grdeiation expense of approximately $3
million for the Puerto Rico business which is higdsale.

Restaurant margin as a percentage of sales dedrapgeximately 100 basis points year to date @tinlyia 20 basis points unfavorable
impact from foreign currency translation. The renivag margin decrease was primarily driven by thpaat of same store sales declines on
margin. The decrease was patrtially offset by thegaich of supply chain savings initiatives on thet@d$ood and paper, principally in China,
and the cessation of depreciation expense of appately $9 million for the Puerto Rico business evhis held for sale.

The impact from foreign currency translation on giamas a percentage of sales is a result of thifotiorof markets effect. International
margins in total are impacted unfavorably whenengies strengthen in markets with below averagejimsr

International Operating Profit

Operating profit increased $24 million or 26% ie tuarter, including a 7% favorable impact fromefgn currency translation. The remair
increase was driven by new unit development an@t@tore closure and impairment charges, partidfset by the impact of same store s.
declines on margin:



Operating profit increased $48 million or 19% y&adate, including a 6% favorable impact from fgrecurrency translation. The remaining
increase was driven by new unit development, lcstere closure and

32

impairment charges and the impact of supply chauings initiatives on the cost of food and papére ihcrease was partially offset by the
impact of same store sales declines on marginhigiher general and administrative expenses.

Consolidated Cash Flows

Net cash provided by operating activitiesvas $769 million compared to $835 million in 2002is decrease was primarily driven by lower
AmeriServe collections compared to 2002 and tinmhpterest payments.

Net cash used in investing activitiewas $336 million versus $650 million in 2002. Theange is primarily due to lapping the $275 million
cash paid for the YGR acquisition in 2002 and loeagital spending, partially offset by lower reftaising proceeds compared to 2002.

Net cash used in financing activitiesvas $269 million versus $112 million in 2002. Thenge is primarily due to higher net debt
repayments and lower proceeds from stock optionceses offset by lower stock repurchases compar@002.

Financing Activities

Our primary bank credit agreement comprises a Billidn senior unsecured Revolving Credit Facilitiie “Credit Facility”) which matures
on June 25, 2005. The Credit Facility is uncondiity guaranteed by our principal domestic subsiesaand contains other terms and
provisions (including representations, warranti@senants, conditions and events of default). TregliC Facility contains financial covenants
relating to leverage and fixed charge coveragesaiihe Credit Facility contains affirmative andyatve covenants including, among other
things, limitations on certain additional indebteds, guarantees of indebtedness, cash dividendseasaéh other transactions.

At September 6, 2003, our unused Credit Facilitgléal $951 million, net of outstanding letters oédit of $249 million. There were no
borrowings outstanding under the Credit facilityregt end of the quarter. The interest rate fordwimgs under the Credit Facility ranges fr
1.0% to 2.0% over the London Interbank Offered R4tEBOR”) or 0.00% to 0.65% over an Alternate BdRate, which is the greater of the
Prime Rate or the Federal Funds Effective Rate @®b8%. The exact spread over LIBOR or the Alterrigdse Rate, as applicable, will
depend upon our performance under specified fiahcditeria. Interest on any outstanding borrowingser the Credit Facility is payable at
least quarterly.

In connection with our acquisition of YGR, we assaghapproximately $168 million in present valuewtfife rent obligations related to three
existing saldeaseback agreements entered into by YGR involapproximately 350 LJS units. As a result of lieetdrhy the buyer/lessor
certain personal property within the units, theedahseback agreements were accounted for as ifiiggngpon acquisition. During the quarter
ended September 6, 2003, we amended two of thieséeaaeback agreements to remove the liens opetts®nal property within the units.
As the two amended agreements now qualify for kaleeback accounting, they will be accounted fapsating leases. Accordingly, the
future rent obligations associated with the two adesl agreements, previously recorded as long-tetshaf $88 million, are no longer
reflected on our Condensed Consolidated BalancetSiseof September 6, 2003. There was no gairseiréxrorded as a result of this
transaction. We anticipate restaurant margin vatiréase by approximately $3 million for the quaeteded December 27, 2003 versus the
same period in 2002 as a result of the two ameagegements now being accounted for as operatisgde&imilarly, restaurant margin will
decrease by approximately $7 million on a
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full year basis in 2004 versus 2003. The decreiasesstaurant margin will largely be offset by d=ses in interest expense.

We use derivative financial instruments, includinggrest rate swaps, to lower interest expensavathge our exposure to interest rate risk.
See our market risk disclosure for further disaussif our interest rate risk.

Consolidated Financial Condition

Assets increased $255 million or 5% to $5.7 billfioym December 28, 2002 to September 6, 2003, pilyrdue to an increase in cash in
anticipation of the $130 million pension plan cdmition made subsequent to September 6, 2003 astliacrease in Property, plant and
equipment driven by capital expenditures and reatdwacquisitions in excess of depreciation andtadispositions. Accounts receivable, net
increased primarily as the result of an increagbérreceivables of consolidated advertising caatpears which was offset by an increase in
advertising cooperative payables and a decreasgviertising cooperative cash (included in Othee&3sThe decrease in the allowance for
doubtful accounts from $42 million to $32 milliora primarily the result of the write-off of receilas previously fully reserved and the
transfer of certain allowance amounts, along withrelated receivables, to long term notes.

Liabilities decreased $154 million or 3% to $4.Midmn from December 28, 2002 to September 6, 20@B4rily due to the repayment of
amounts under our Credit Facility, decreased Steont-borrowings and the long-term debt reductidateel to the amendment of certain sale-
leaseback agreements (see Note 9). These deciedisidlities were partially offset by an increaseincome taxes payable due to the excess
of the current year provision over tax paymentsenad increase in accounts payable and other ¢uiabilities primarily due to the accrual

of $42 million related to the Wrench litigation aad increase in other liabilities and deferred itsgafimarily due to increased pension
liabilities.

Liquidity

Operating in the QSR industry allows us to genesatestantial cash flows from the operations of@ampany stores and from our franchise
operations. Franchise operations require us to radkeited investment in operating assets. Typjcallr cash flows also include a signific
amount of discretionary capital spending. Thougleeline in revenues could adversely impact our fas¥s from operations, we believe our
operating cash flows and ability to adjust disanegiry capital spending and borrow funds will allogito meet our cash requirements for the
remainder of 2003 and beyond. We estimate thatalagending will be approximately $750 million fisgcal year 2003 and in the range of
$750 million to $850 million for fiscal year 200Additionally, we estimate after-tax refranchisinggeeds will be approximately $50 million
for fiscal year 2003 and in the range of $50 millto $100 million for fiscal year 2004.

Item 3. Quantitative and Qualitative Disclosures Alout Market Risk

The Company is exposed to financial market risk®eiated with interest rates, foreign currency exgfe rates and commodity prices. In the
normal course of business and in accordance witlpalicies, we manage these risks through a vaagésgrategies, which include the use of
derivative financial and commodity instruments &alge our underlying exposures. Our policies prohiife use of derivative instruments for
trading purposes, and we have procedures in ptag®hitor and control their use.

34

Interest Rate Risk

Our primary market risk exposure is to changesterest rates, principally in the United States. Afempt to minimize this risk and lower
our overall borrowing costs through the utilizatwinderivative financial instruments, primarily énest rate swaps. These swaps are entered
into with financial institutions and have critiderms that match those of the underlying debt. Adiogly, any change in market value
associated with interest rate swaps is offset byoghposite market impact on the related c



At September 6, 2003 and December 28, 2002, a hgpoal 100 basis point increase in shertn interest rates would result in a reductio
$3 million and $6 million in annual income befoexés. The estimated reductions assume no changeswoelume or composition of debt. In
addition, the fair value of our derivative finarldizstruments at September 6, 2003 and Decembe&2®, would decrease approximately $7
million and $8 million, respectively. The fair va@wf our Senior Unsecured Notes at September & @30 December 28, 2002 would
decrease approximately $88 million and $93 milliespectively. Fair value was determined by distiagrthe projected cash flows.

Foreign Currency Exchange Rate Risk

International operating profit constitutes approxiety 34% of our year to date 2003 operating prefitluding unallocated and corporate
expenses. In addition, the Company’s foreign cunyaret asset exposure (defined as foreign currdanpminated assets less foreign
currency denominated liabilities) totaled approxieha$1.2 billion as of September 6, 2003. Operpiminternational markets exposes the
Company to movements in foreign currency exchaatesr The Company’s primary exposures result franoperations in Asia-Pacific, the
Americas and Europe. Changes in foreign currenchaxge rates would impact the translation of ouestments in foreign operations, the
fair value of our foreign currency denominated ficial instruments and our reported foreign curresheyominated earnings and cash flows.
For the year to date period ended September 6,, 2p@8ating profit would have decreased approxim&@1 million if all foreign currencies
had uniformly weakened 10% relative to the U.SladolThe estimated reduction assumes no changssda volumes or local currency sales
or input prices.

We attempt to minimize the exposure related toimuestments in foreign operations by financing thmsrestments with local currency debt
when practical. In addition, we attempt to minimilie exposure related to foreign currency denorathfihancial instruments by purchasing
goods and services from third parties in local encies when practical. Foreign currency denominteahcial instruments consist primarily
of intercompany short-term receivables and payabiesmes, we utilize forward contracts to redues exposure related to these foreign
currency denominated financial instruments. Théomat amount and maturity dates of these contmaetieh those of the underlying
receivables or payables such that our foreign aagrexchange risk related to these instrumentingrated.

Commodity Price Risk

We are subject to volatility in food costs as autesf market risk associated with commodity pric@sir ability to recover increased costs
through higher pricing is, at times, limited by t@mpetitive environment in which we operate. Wenatge our exposure to this risk primarily
through pricing agreements as well as, on a limi@sis, commodity future and option contracts. Cadity future and option contracts
outstanding at September 6, 2003 and Decembel02®, ®ere not significant to the Financial Stateraent
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Item 4. Disclosure Controls

The Company has evaluated the effectiveness afabign and operation of its disclosure controls negedures pursuant to Rules 13a-15(e)
and 15d-15(e) under the Securities Exchange At98# as of the end of the period covered by therteBased on the evaluation, performed
under the supervision and with the participatiothef Company’s management, including the ChairnmahChief Executive Officer (the
“CEOQO") and Chief Financial Officer (the “CFQ”"), thieompany’s management, including the CEO and CB6xladed that the Company’s
disclosure controls and procedures were effectvefdhe end of the period covered by the report.

There have been no significant changes in the Coypanternal controls or in other factors that kebsignificantly affect internal controls
subsequent to the evaluation.

Cautionary Statements

From time to time, in both written reports and atatements, we present “forward-looking stateniemithin the meaning of Section 27A of
the Securities Act of 1933, as amended, and Se2ti&@of the Securities Exchange Act of 1934, asraleé. The statements include those
identified by such words as “may,” “will,” “expett,anticipate,” “believe,” “plan” and other similaderminology. These “forward-looking
statements” reflect our current expectations reaggrtliture events and operating and financial perfnce and are based upon data available
at the time of the statements. Actual results e aisks and uncertainties, including both thosecHjt to the Company and those specific to
the industry, and could differ materially from egpaions.



Company risks and uncertainties include, but atdimited to, potentially substantial tax contingés related to the Spin-off, which, if they
occur, require us to indemnify PepsiCo, Inc.; alystantial debt leverage and the attendant poteastiction on our ability to borrow in the
future, as well as our substantial interest expamsiprincipal repayment obligations; potentialauafrable variances between estimated and
actual liabilities; our ability to secure distrimn of products and equipment to our restaurant&eorable economic terms and our ability to
ensure adequate supply of restaurant productsarigreent in our stores; the ongoing financial ibof our franchisees and licensees;
volatility of actuarially determined losses andd@stimates; and adoption of new or changes inuatic policies and practices including
pronouncements promulgated by standard settingebodi

Industry risks and uncertainties include, but arelimited to, global and local business, econoamid political conditions; legislation and
governmental regulation; competition; success @frafing initiatives and advertising and promotiogffbrts; volatility of commodity costs;
increases in minimum wage and other operating castlability and cost of land and constructioansumer preferences, spending patterns
and demographic trends; political or economic iniitst in local markets and changes in currencyter@e and interest rates; any adverse
economic or operational repercussions from tefradsvities and any governmental response theth&impact that Severe Acute
Respiratory Syndrome (“SARS”) may have on our bessnand economy of the countries in which we opeeaitd war or risk of war.
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Independent Accountants' Review Report

The Board of Directors
YUM! Brands, Inc.:

We have reviewed the accompanying condensed cdasadi balance sheet of YUM! Brands, Inc. and Sudosés (“YUM”) as of September
6, 2003 and the related condensed consolidateshstats of income for the twelve and thirty-six weekded September 6, 2003 and
September 7, 2002 and the related condensed ctatgalistatements of cash flows for the thirty-seelss ended September 6, 2003 and
September 7, 2002. These condensed consolidatatciail statements are the responsibility of YUMamagement.

We conducted our review in accordance with starmastiablished by the American Institute of CeuifRublic Accountants. A review of
interim financial information consists principaldy applying analytical review procedures to finatdata and making inquiries of persons
responsible for financial and accounting mattdris $ubstantially less in scope than an audit notetl in accordance with auditing standards
generally accepted in the United States of Ametloapbjective of which is the expression of amapi regarding the financial statements
taken as a whole. Accordingly, we do not expres$ sun opinion.

Based on our review, we are not aware of any naterbdifications that should be made to the coneér®nsolidated financial statements
referred to above for them to be in conformity watttounting principles generally accepted in théddnStates of America.

We have previously audited, in accordance withtinglstandards generally accepted in the UniteteStaf America, the consolidated
balance sheet of YUM as of December 28, 2002, la@delated consolidated statements of income, ftask and shareholders’ equity
(deficit) and comprehensive income for the yeantbieded not presented herein; and in our repoeddaebruary 7, 2003, we expressed an
unqualified opinion on those consolidated finanstakements. Our report refers to the adoptioh®fpirovisions of the Financial Accounting
Standards Board’s Statement of Financial Accouritamdards No. 142, “Goodwill and Other Intangibsets,” in 2002. In our opinion, the
information set forth in the accompanying condersatsolidated balance sheet as of December 28,i2038Rly presented, in all material
respects, in relation to the consolidated balaheetsfrom which it has been derived.

KPMG LLP
Louisville, Kentucky
October 6, 200:
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PART Il - Other Information and Signatures

Item 1. Legal Proceedings

Information regarding legal proceedings is incogbed by reference from Note 13 to the Compangisdénsed
Consolidated Financial Statements set forth in Paifrthis report

Item 6. Exhibits and Reports on Form 8-K

(@) Exhibit Index
EXHIBITS

Exhibit 4.03Agreement of Substitution and Amendment of Commbar& Rights Agreement, dated as of
August 28, 2003, by and between Yum! Brands, lika {ricon Global Restaurants, Inc.)
and American Stock Transfer & Trust Compa

Exhibit 15 Letter from KPMG LLP regarding Unaugtitinterim Financial Information (Accountants'
Acknowledgment)

Exhibit 31.1Certification of the Chairman and Chief Executivifi€2r pursuant to Rule 13a-14(a) of
Securities Exchange Act of 1934, as adopted putdaaection 302 of the Sarbanes-Oxley
Act of 2002.

Exhibit 31.2Certification of the Chief Financial Officer pursudo Rule 13dt4(a) of Securities Exchan
Act of 1934, as adopted pursuant to Section 3GBeBarban«-Oxley Act of 2002

Exhibit 32.1Certification of the Chairman and Chief Executiviéi€@r pursuant to 18 U.S.C. Section
1350, as adopted pursuant to Section 906 of tHeaBa-Oxley Act of 2002

Exhibit 32.2Certification of the Chief Financial Officer pursuadao 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarb-Oxley Act of 2002

(b) Reports on Form-K

We filed a Current Report on Form 8-K dated/ A8, 2003, attaching our earnings release foséwend
guarter ended June 14, 20
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SIGNATURES

Pursuant to the requirement of the Securities BxghaAct of 1934, the registrant has duly causesddréport to be signed on its behalf by the
undersigned, duly authorized officer of the registr

YUM! BRANDS, INC.
(Registrant

Date: October 16, 2003 /sl Brent A. Woodford
Vice President and Controller
(Principal Accounting Officer
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Exhibit 31.1
CERTIFICATION
I, David C. Novak, certify that:
1. | have reviewed this report on Form-Q of YUM! Brands, Inc.
2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omsdtéte a

material fact necessary to make the statements,rmalight of the circumstances under which sueteshents
were made, not misleading with respect to the peravered by this repot

3. Based on my knowledge, the financial statements$,oéimer financial information included in this repdairly
present in all material respects the financial doma results of operations and cash flows ofrigistrant, as
of, and for, the periods presented in this ref

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure con
and procedures (as defined in Exchange Act Rule-15(e) and 15-15(e)) for the registrant and ha

(@) designed such disclosure controls and proceduresused such disclosure controls and procedures to
designed under our supervision, to ensure thatrrabilgformation relating to the registrant, incing its
consolidated subsidiaries, is made known to usthgrse within those entities, particularly during th
period in which this report is being prepar

(b) evaluated the effectiveness of the registrant’sloésire controls and procedures and presentedsin th
report our conclusions about the effectivenessi@fdisclosure controls and procedures, as of thetn
the period covered by this report based on sucluatian; anc

(c) disclosed in this report any change in the registsanternal control over financial reporting thatoaoec
during the registrant’s most recent fiscal quathet has materially affected, or is reasonablyyike
materially affect, the registre' s internal control over financial reporting; &



5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiorterhal
control over financial reporting, to the registrarguditors and the audit committee of the regmtsaboard of
directors (or persons performing the equivalentfiom):

(@) all significant deficiencies and material weaknsdgsethe design or operation of internal contratiov
financial reporting which are reasonably likelyaidversely affect the registrant’s ability to record
process, summarize and report financial informatsaoa

(b) any fraud, whether or not material, that involvesnaigement or other employees who have a significant
role in the registra’s internal controls over financial reportir

Date: October 16, 2003 /s/ __ David C. Novak

Chairman and Chief Executive Offic
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Exhibit 31.Z
CERTIFICATION
I, David J. Deno, certify that:
1. | have reviewed this report on Form-Q of YUM! Brands, Inc.
2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omsdtéte a

material fact necessary to make the statements,rmalight of the circumstances under which sueteshents
were made, not misleading with respect to the pecavered by this repol

3. Based on my knowledge, the financial statements$,odimer financial information included in this repdairly
present in all material respects the financial doma results of operations and cash flows ofrigistrant, as
of, and for, the periods presented in this ref

4. The registrant other certifying officer and | are responsibledstablishing and maintaining disclosure con
and procedures (as defined in Exchange Act Rule-15(e) and 15-15(e)) for the registrant and ha

(@)

(b)

(€)

designed such disclosure controls and proceduresused such disclosure controls and procedures to
designed under our supervision, to ensure thatrrabilgformation relating to the registrant, incing its
consolidated subsidiaries, is made known to usthgre within those entities, particularly during th
period in which this report is being prepar

evaluated the effectiveness of the registrant'slassire controls and procedures and presentedsin th
report our conclusions about the effectivenessi@fdisclosure controls and procedures, as of thetn
the period covered by this report based on sucluatian; anc

disclosed in this report any change in the regustsanternal control over financial reporting thatomec
during the registrant’s most recent fiscal quathet has materially affected, or is reasonablyyike
materially affect, the registre’ s internal control over financial reporting; &



5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiorterhal
control over financial reporting, to the registrarguditors and the audit committee of the regmtsaboard of
directors (or persons performing the equivalentfiom):

(@) all significant deficiencies and material weaknsdgsethe design or operation of internal contratiov
financial reporting which are reasonably likelyaidversely affect the registrant’s ability to record
process, summarize and report financial informatsoa

(b) any fraud, whether or not material, that involvesnagement or other employees who have a significant
role in the registra’s internal controls over financial reportir

Date: October 16, 2003 /sl David J. Deno
Chief Financial Office!
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Exhibit 4.0:

AGREEMENT OF SUBSTITUTION AND AMENDMENT OF
COMMON SHARES RIGHTS AGREEMENT

This Agreement of Substitution and Amendmeraritered into as of August 28, 2003, by and betwé#M! Brands, Inc. (fka Tricon
Global Restaurants, Inc.), a North Carolina corpona(the “Company”) and American Stock Transfeil &st Company, a New York
banking corporation (“AST").

RECITALS

A. On or about July 21, 1998, the Company entemtla Common Shares Rights Agreements (the “Rijhiti
BANKBOSTON, N.A.(the"Predecessor Age”’) as rights agen

B. The Company wishes to remove the Predecessor agegubstitute AST as rights agent pursuant ta@e2i of
the Rights Agreemen

C. The Company has given the Predecessor Agent raftiegnoval of the Predecessor Agent as rights a
AGREEMENT

NOW THEREFORE, in consideration of the foregoing and of other édasation, the sufficiency of which is hereby ackhedged, the
parties agree as follows:

1. Section 21 of the Rights Agreement is hereby a®éro provide that any successor rights agent, sttdhe
time of its appointment as rights agent, have abioed capital and surplus of at least $10 milli@ther than
$50 million.

2. The Company hereby appoints AST as rights agasgnt to Section 21 of the Rights Agreementetoesin
that capacity for the consideration and subjedciltof the terms and conditions of the Rights Agneet.

3. AST hereby accepts the appointment as rightstggeauant to Section 21 of the Rights Agreemedtagrees
to serve in that capacity for the consideration sulgject to all of the terms and conditions of Rights



Agreement

4. From and after the effective date hereof, eachemery reference in the Rights Agreement to aliRighgent”
shall be deemed to be a reference to £

5. Section 26 of the Rights Agreement is amendedduige that notices or demands shall be addresskedl@ass
(until another address is filec

If to the Company Yum! Brands, Inc
1441 Gardiner Lan
Louisville, KY 40213
Attention: Corporate Secreta

With a copy to: General Counse

American Stock Transfer & Trust
If to AST: Company

59 Maiden Lan

New York, NY 1003¢

Attention: Corporate Trust

Departmen

6. Except as expressly modified herein, the RightseAgrent shall remain in full force and effe

7. This Agreement of Substitution and Amendment iIp&agxecuted in one or more counterparts, each ichwh
shall together constitute one and the same docul

IN WITNESS WHEREOF, the parties have caused this Agreement to be dlguted as of the date indicated above.

YUM! BRANDS, INC.

/s Matthew M. Preston
Vice President, Associate General
Counsel and Assistant Secret

AMERICAN STOCK TRANSFER
& TRUST COMPANY

/s/ Herbert J. Lemmer
Vice Presiden

EXHIBIT 15

Accountants’ Acknowledgment




The Board of Directors
YUM! Brands, Inc.:

We hereby acknowledge our awareness of the useragport dated October 6, 2003 included withinGuarterly Report on Form 10-Q of
YUM! Brands, Inc. for the twelve and thirty-six weeended September 6, 2003, and incorporated byerafe in the following Registration

Statements:

Description
Forms &£-3 and S-3/A

YUM! Direct Stock Purchase Progre
$2,000,000,000 Debt Securiti

Form S-8s

YUM! Restaurants Puerto Rico, Inc. S-Up Plan
Restaurant Deferred Compensation F
Executive Income Deferral Progre

YUM! Long-Term Incentive Pla

SharePower Stock Option PI

YUM! Brands 401(k) Pla

YUM! Brands, Inc. Restaurant General Mana
Stock Option Pla

YUM! Brands, Inc. Long Term Incentive Pl

Reqistration Statement Number

335-46242
332-42969

335-85069

33:-36877, 33-32050

335-36955

333-36895, 333-85073, 333-32046, 333-
109299

335-36961

33:-36893, 33-32048, 33-109300

332-64547
33:-32052

Pursuant to Rule 436(c) of the Securities Act @d3,%uch report is not considered a part of a tiregisn statement prepared or certified by an
accountant or a report prepared or certified bg@ountant within the meaning of Sections 7 andfle Act.

KPMG LLP
Louisville, Kentucky
October 16, 2003

Exhibit 32.1

CERTIFICATION OF CHAIRMAN AND CHIEF EXECUTIVE OFFIER
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE

SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly ReportyddM! Brands, Inc. (the “Company”) on Form 10-Q fime quarter ended September 6, 2003,
as filed with the Securities and Exchange Commissiothe date hereof (the “Periodic Report”), IvidaC. Novak, Chairman and Chief
Executive Officer of the Company, certify, pursuanil8 U.S.C. Section 1350, as adopted pursua®éttion 906 of the Sarbanes-Oxley Act

of 2002, that:

1. the Periodic Report fully complies wikte requirements of Section 13(a) or 15(d) ofSkeurities Exchange Act of 1934;

and

2. the information contained in the PeriodigBe fairly presents, in all material respects, fihancial condition and results

operations of the Compan



Dated: October 16, 2003 /s/ David C. Novak
Chairman and Chief Executive Offic

A signed original of this written statement reqdit®ey Section 906 has been provided to YUM! Bramais, and will be retained by YUM!
Brands, Inc. and furnished to the Securities anthBrge Commission or its staff upon request.

Exhibit 32.

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 Quarterly ReportydadM! Brands, Inc. (the “Company”) on Form 10-Q fime quarter ended September 6, 2003,
as filed with the Securities and Exchange Commiseinthe date hereof (the “Periodic Report”), lvldal. Deno, Chief Financial Officer of
the Company, certify, pursuant to 18 U.S.C. Secti®®0, as adopted pursuant to Section 906 of tHeBas-Oxley Act of 2002, that:

1. the Periodic Report fully complies wilte requirements of Section 13(a) or 15(d) ofSkeurities Exchange Act of 1934;
and

2. the information contained in the PeriodiqBe fairly presents, in all material respects, fihancial condition and results
operations of the Compan

Dated: October 16, 2003 /s/ _David J. Deno
Chief Financial Officel

A signed original of this written statement reqdit®y Section 906 has been provided to YUM! Bramais, and will be retained by YUM!
Brands, Inc. and furnished to the Securities anthBrge Commission or its staff upon request.

End of Filing
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