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PART | - FINANCIAL INFORMATION

Iltem 1. Financial Statements

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (Unaudi ted)

YUM! BRANDS, INC. AND SUBSIDIARIES
(in millions, except per share data)

Revenues
Company sales
Franchise and license fees

Total revenues

Costs and Expenses, Net

Company restaurants
Food and paper
Payroll and employee benefits
Occupancy and other operating expenses

General and administrative expenses
Franchise and license expenses
Closures and impairment expenses
Refranchising (gain) loss

Other (income) expense

Total costs and expenses, net

Operating Profit
Interest expense, net

Income Before Income Taxes
Income tax provision

Net Income

Basic Earnings Per Common Share

Diluted Earnings Per Common Share

Dividends Declared Per Common Share

Quarter Year to date

6/16/07 6/17/06 6/16/07 6/17/06
$ 2,07 $ 1,912 $ 4,01 3,731
294 27C 57¢ 53€
2,361 2,182 4,59( 4,267
63¢€ 582 1,22¢ 1,14C
527 492 1,041 96¢
59¢ 53€ 1,152 1,037
1,76: 1,611 3,417 3,14¢
287 264 54¢ 51¢
10 9 18 17

9 18 13 24

4 (19 ®) (11

) (12 (28) (16)
2,057 1,87¢ 3,964 3,67¢
31C 307 62€ 58¢
38 36 74 71
272 271 552 51¢
58 79 144 15€

$ 214 $ 192 $ 40¢ 362
$ 041 $ 0.3 $ 0.77 0.6¢€
$ 0.3¢ $ 0.34 $ 0.74 0.64
$ 0.1F $ 0.07¢ $ 0.1f 0.132¢

See accompanying Notes to Condensed Consolidateaid¢tal Statements.




CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

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

Cash Flows — Operating Activities

Net income

Depreciation and amortization

Closures and impairment expenses

Refranchising (gain) loss

Contributions to defined benefit pension plans
Deferred income taxes

Equity income from investments in unconsolidatefdiaties
Distributions of income received from unconsolidbsdfiliates
Excess tax benefits from share-based compensation
Share-based compensation expense

Changes in accounts and notes receivable

Changes in inventories

Changes in prepaid expenses and other currensasset
Changes in accounts payable and other currenlitie®i

Changes in income taxes payable
Other non-cash charges and credits, net

Net Cash Provided by Operating Activities

Cash Flows — Investing Activities

Capital spending

Proceeds from refranchising of restaurants
Short-term investments

Sales of property, plant and equipment
Other, net

Net Cash Used in Investing Activities

Cash Flows — Financing Activities
Proceeds from long-term debt
Repayments of long-term debt
Revolving credit facilities, three months or lesst
Short-term borrowings by original maturity
More than three months - proceeds
More than three months - payments
Three months or less, net
Repurchase shares of common stock
Excess tax benefits from share-based compensation

Employee stock option proceeds
Dividends paid on common shares

Net Cash Used in Financing Activities

Effect of Exchange Rates on Cash and Cash Equivalisn
Net Increase in Cash and Cash Equivalents

Cash and Cash Equivalents - Beginning of Period
Cash and Cash Equivalents - End of Period

Year to date

6/16/07 6/17/06
40¢ $ 362
23z 21¢

13 24
(5) (11)
— (18)
(12) (58)
(21) (21)
2C 15
(30) (37)
2¢ 3C
(16) 25
4 1

1 (24)
(64) (50)
24 2C
17 9C
592 55¢
(219) (186)
65 48
5 (31)
25 26

6 (16)
(116 (159
— 30C
(7) (203)
31¢ 77
1 _
(189 —
11 4
(479 (529
3C 37
63 84
(119 (63)
(366) (299
6 3
117 10¢
31¢ 15¢
43¢ $ 267

See accompanying Notes to Condensed Consolidatedi¢tal Statements.




CONDENSED CONSOLIDATED BALANCE SHEETS
YUM! BRANDS, INC. AND SUBSIDIARIES

(in millions)
(Unaudited)
6/16/07 12/30/06
ASSETS
Current Assets
Cash and cash equivalel $ 43€ $ 31¢
Accounts and notes receivable, less allowanceir$2007 and $18 in 20C 252 22C
Inventories 98 93
Prepaid expenses and other current a: 152 13¢
Deferred income taxe 90 57
Advertising cooperative assets, restricted 76 74
Total Current Assets 1,104 901
Property, plant and equipment, net of accumulaggatetiation and amortization of $3,206 in 2007
$3,146 in 200¢ 3,55 3,631
Goodwill 65€ 662
Intangible assets, n 34C 347
Investments in unconsolidated affilia 11¢ 13€
Other asset 39t 36¢
Deferred income taxes 265 305
Total Assets $ 6,43( $ 6,351
LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities
Accounts payable and other current liabilit $ 1,26¢ $ 1,38¢
Income taxes payab 49 37
Shor-term borrowings 30¢€ 227
Advertising cooperative liabilities 76 74
Total Current Liabilities 1,69t 1,72¢
Long-term debt 2,08¢ 2,04t
Other liabilities and deferred credits 1,19( 1,147
Total Liabilities 4,97: 4,91¢

Shareholders’ Equity
Preferred stock, no par value, zero shares and2&®@s authorized in 2007 and 2006, respectively; n

shares issue — —
Common stock, no par value, 750 shares author&&Hshares and 530 shares issued in 2007 and 2006,

respectively — —

Retained earning 1,57¢ 1,59:
Accumulated other comprehensive loss (122) (156
Total Shareholders’ Equity 1,457 1,437
Total Liabilities and Shareholders’ Equity $ 6,43( $ 6,35

See accompanying Notes to Condensed Consolidatetid¢tal Statements.




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

1. Financial Statement Presentation

We have prepared our accompanying unaudited Coaddbsnsolidated Financial Statements (“Financiate®tents”)n accordance with ti
rules and regulations of the Securities and Exch&@gmmission (“SEC"jor interim financial information. Accordingly, tigedo not include a
of the information and footnotes required by Unittdtes (“U.S.")generally accepted accounting principles for cotepfimancial statemen
Therefore, we suggest that the accompanying FinhB8tatements be read in conjunction with the Cliststed Financial Statements and n
thereto included in our annual report on Form 1@Kthe fiscal year ended December 30, 2006 (“2B66m 10-K"). Except as disclos
herein, there has been no material change in fbamation disclosed in the notes to our Consolid&mancial Statements included in the 2
Form 10-K.

Our Financial Statements include YUM! Brands, laed its wholly-owned subsidiaries (collectivelyewgd to as “YUM” or the “Company”
The Financial Statements include the worldwide api@ns of KFC, Pizza Hut, Taco Bell, Long John 8ilg (“LJS”) and A&W All-Americar
Food Restaurants (“A&W”) (collectively the “Concspt References to YUM throughout these notes to ouartdial Statements are mi
using the first person notations of “we,” “us” anur.”

Our preparation of the accompanying Financial &tates in conformity with U.S. generally acceptedaamting principles requires us to m
estimates and assumptions that affect reported mim@f assets and liabilities, disclosure of caygint assets and liabilities at the date o
Financial Statements, and the reported amount®w#nues and expenses during the reporting periotuahresults could differ from t
estimates. The Company is undertaking a reviewsoiternational operations that could impact dhilitg to utilize certain foreign tax cre:
carryforwards. The Company has previously taken, @ntinues to take, the position that we do ndiebe it is more likely than not th
deferred tax assets of approximately $120 milliasirg from certain foreign tax credit carryforwardill be realized and have establisht
valuation allowance accordingly. However, we badigv is reasonably possible within the next twehaenths that some amount of th
valuation allowances will be reversed upon a deiation that it is more likely than not such deéetrtax assets will be realizedle art
currently not able to estimate the amount, if afythese valuation allowances that might be reverse

In our opinion, the accompanying Financial Stateismiémclude all normal and recurring adjustmentssatgred necessary to present fa
when read in conjunction with our 2006 Form K Qeur financial position as of June 16, 2007, #mgresults of our operations for the qua
and years to date ended June 16, 2007 and Ju280d4 and cash flows for the years to date ended 1602007 and June 17, 2006. Our re
of operations for these interim periods are noessarily indicative of the results to be expectadtie full year.

Our significant interim accounting policies incluthe recognition of certain advertising and markgtiosts, generally in proportion to revel
and the recognition of income taxes using an estichannual effective tax rate.

We have reclassified certain items in the accomip@nlinancial Statements and Notes to the Finargtalements in order to be compar
with the current classifications. These reclasatfans had no effect on previously reported nebine.

2 . Two-for-One Common Stock Split

On May 17, 2007, the Company announced that itsdoé Directors approved a two-for-one split of tBempanys outstanding shares
Common Stock. The stock split was effected in trenfof a stock dividend and entitled each sharedrodd record at the close of busines:
June 1, 2007 to receive one additional share feryesutstanding share of Common Stock held. Thekstévidend was distributed on June
2007, with approximately 261 million shares of Coom&tock distributed. All per share and share arsourthe
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accompanying Financial Statements and Notes t&itlencial Statements have been adjusted to reflecttock split.

3. Earnings Per Common Share (“EPS”")

Quarter Year to date
6/16/07 6/17/06 6/16/07 6/17/06
Net income $ 214 % 192 $ 406 % 362
Weighte-average common shares outstanding (for basic edicn) 52¢ 544 53C 54¢
Effect of dilutive share-based employee compensatio 19 19 19 19
Weighted-average common and dilutive potential coamsshares outstanding
(for diluted calculation 547 563 54¢ 567
Basic EPS $ 041 $ 035 $ 077 $  0.6€
Diluted EPS $ 03 $ 034 $ 074 $ 064
Unexercised employee stock options and stock ajgiea rights (in millions
excluded from the diluted EPS computati®n 7.2 16.7 8.5 15.7

(a) These unexercised employee stock options a#t sippreciation rights were not included in thenpatation of diluted EPS becaus:
do so would have been antidilutive for the periptssented.

4 . Shareholders’ Equity

On May 17, 2007, we declared a cash dividend ofl%@er share of Common Stock, which will be disttdal on August 3, 2007
shareholders of record at the close of busineskilyn13, 2007. We had dividends payable of $78iomland $119 million at June 16, 2007
December 30, 2006, respectively.

Under the authority of our Board of Directors, vepurchased shares of our Common Stock during taesyte date ended June 16, 2007
June 17, 2006 as indicated below. All amounts elehpplicable transaction fees.

Shares
Repurchased Dollar Value of
(thousands) Shares Repurchased
Authorization Date 2007 2006 2007 2006
September 200 14,964 — $ 460 $ -
March 200€ — 2,356 — 60
November 200! — 19,128 — 46¢
Total 14,964 21,484 $ 460 @ $  52¢

(a) Amount excludes effects of $17 million in shegpurchases (0.6 million shares) with trade dptes to December 30, 2006 but settlen
dates subsequent to December 30, 2006.

In March 2007, our Board of Directors authorizedliidnal share repurchases allowing us to repushdgough March 2008, up to
additional $500 million (excluding applicable trantion fees) of our outstanding Common Stock. Neresh have been repurchased unde
authorization.



As of June 16, 2007, we have $509 million availdiole future repurchases under our September 20@6March 2007 share repurch
authorizations combined. Based on market conditems other factors, repurchases may be made frovm tb time in the open market
through privately negotiated transactions at tiserdtion of the Company.

Comprehensive income was as follows:

Quarter Year to date

6/16/07 6/17/06 6/16/07 6/17/06
Net income $ 214 % 192 % 40¢ % 362
Foreign currency translation adjustment arisingrduthe period o8 9 26 23
Foreign currency translation adjustment includedehincome 1 — 1 —
Changes in fair value of derivatives, net of tax 1 2 2 4
Reclassification of pension actuarial losses tammime, net of tax 4 . 3 .
Reclassification of derivative (gains) losses tbineome, net of tax ) _ (3) _
Total comprehensive income $ 24€ % 202 % 44z $ 38¢

5. Recently Adopted Accounting Pronouncements

Effective December 31, 2006, we adopted Financ@lodinting Standards Board (“FASB”) Interpretation. M8, “Accounting for Uncertaini
in Income Taxes” (“FIN 48”), an interpretation ofaBement of Financial Accounting Standards (“SFAN®. 109, ‘Accounting for Incom
Taxes.”FIN 48 requires that a position taken or expectetld taken in a tax return be recognized in thanfimal statements when it is m
likely than not (i.e., a likelihood of more tharft§i percent) that the position would be sustain@druexamination by tax authorities.
recognized tax position is then measured at thgetdramount of benefit that is greater than figygent likely of being realized upon ultim
settlement. Upon adoption, we recognized an aduditi$13 million for unrecognized tax benefits, whigas accounted for as a reduction tc
opening balance of retained earnings on Decemhe2@®I6. Subsequent to this adjustment, we had $288n of unrecognized tax benefits
December 31, 2006, $185 million of which, if recag, would affect the effective income tax rate.

FIN 48 also requires that changes in judgmentriégsult in subsequent recognition, derecognitionh@nge in a measurement of a tax pos
taken in a prior annual period (including any rethinterest and penalties) be recognized as aetiisitem in the period in which the cha
occurs. Prior to the adoption of FIN 48, we recdrédeich changes in judgment, including audit set#sy as a component of our ani
effective rate. As discussed below, we recognizekfits associated with certain tax positions takeprior annual periods in the quarter
year to date ended June 16, 2(C

The Company recognizes interest and penalties edarelated to unrecognized tax benefits and pesalis components of its Income
provision. The Company had approximately $74 millior the payment of interest and penalties accatddkecember 31, 2006.

The major jurisdictions in which the Company filasome tax returns include the U.S. federal juddn, China, the United Kingdom, Mexi
and Australia. Upon adoption of FIN 48, the eatli=ars that the Company was subject to examinatidhese jurisdictions were 1999 in
U.S., 2003 in China, 2000 in the United KingdomQ20n Mexico and 2001 in Australia. In additiongt@ompany is subject to various L
state income tax examinations, for which, in thgragate, we have significant unrecognized tax litsnaf December 31, 2006. We anticij
that our recorded uncertain tax benefits for certak positions we have taken may increase or dserduring the remainder of 2007 as a r
of the continuation of these and other



examinations. However, given the status of thesaméxations we cannot reliably estimate a range pbt@ntial change at this timepor
completion of audit examinations and the expiratidrcertain statutes of limitation during the gearended June 16, 2007, the Company’
aggregate, unrecognized tax benefits recorded e¢bker 31, 2006 were reduced by $8 million andatheunt accrued for payment of inte
and penalties for these unrecognized tax beneéissreduced by $21 million. As a result of theseicddns, our recorded Income tax provis
was $18 million lower for the quarter and year édedended June 16, 2007.

In June 2006, the FASB ratified the Emerging Isstesk Force (“EITF") issue 06-3Hbw Taxes Collected From Customers and Remitt
Governmental Authorities Should Be Presented inltiteme Statement (That Is Gross Versus Net Prasen)’ (“EITF 06-3"). EITF 063
addresses income statement presentation and diselejuirements for taxes assessed by a goverahanhority that are directly imposed
and concurrent with a revenue-producing transadietween a seller and a customer, including sakss, valueadded and some excise ta
EITF 06-3 permits such taxes to be presented on eithevss dgrasis (included in revenues and costs) orrat hasis (excluded from revenu
The Company has historically presented and wiltiome to present such taxes on a net basis.

6 . New Accounting Pronouncements Not Yet Adopted

In September 2006, the FASB issued SFAS No. 153@jr“Falue Measures” (“SFAS 157"6FAS 157 defines fair value, establishe
framework for measuring fair value and enhanceslasires about fair value measures required uniher @ccounting pronouncements,
does not change existing guidance as to whethapban instrument is carried at fair value. SFAS ibeffective for fiscal years beginn
after November 15, 2007, the year beginning DecerBbe2007 for the Company. We are currently reuigmthe provisions of SFAS 157
determine the impact for the Company.

In September 2006, the FASB issued SFAS No. 158nplByers’ Accounting for Defined Benefit Pension and OtherstRetiremer
Plans,” (“SFAS 158"). SFAS 158 amends SFAS No.“@mployers’ Accounting for Pensions,” SFAS No. 8Bmployers’ Accounting fo
Settlements and Curtailments of Defined BenefitnBland for Termination Benefits,” SFAS No. 106, ‘{dayers’ Accounting fo
Postretirement Benefits Other Than Pensions” andSSKNo. 132(R), “EmployersDisclosures about Pensions and Other Postretire
Benefits.” In the fourth quarter of 2006, we adabtiee recognition and disclosure provisions of SAA8 as described in our 2006 FormKLO-
Additionally, SFAS 158 requires measurement offthreled status of pension and postretirement plartf the date of a compamyfiscal yee
ending after December 15, 2008 (the year endedrbeee27, 2008 for the Company). Certain of our plearrently have measurement d
that do not coincide with our fiscal year end amastwe will be required to change their measurerdatgs in 2008. At this time, we have
yet determined which of the two approaches perthite SFAS 158 we will use in transitioning to acsyea-end measurement date. Ur
both approaches the impact of the transition, uliclg the net periodic benefit cost computed forpkeod between our previous measurel
date and our fiscal year end, as well as chang#wiffiair value of plan assets and benefit oblayegtiduring the same period, will be recol
directly to Shareholders’ Equity. We do not curhgminticipate any such amount will materially impaar financial condition.

In February 2007, the FASB issued SFAS No. 159¢“Fhir Value Option for Financial Assets and Finalnciabilities” (“SFAS 159”).SFAS
159 provides companies with an option to reporectet financial assets and financial liabilitiedat value. Unrealized gains and losse:
items for which the fair value option has beentelé@re reported in earnings at each subsequentirgpdate. SFAS 159 is effective for fis
years beginning after November 15, 2007, the yegimiming December 30, 2007 for the Company. Whigecantinue to review the provisic
of SFAS 159, we have not yet identified any assetmabilities for which we currently believe we lelect the fair value reporting option.

7 . Facility Actions

For the year to date ended June 16, 2007, the Gomp&ranchised 191 stores including 74 in the tpragnded June 16, 2007.
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Refranchising (gain) loss, store closure costo¢ime) and store impairment charges by reportablmergare as follows:

Quarter ended June 16, 2C

International China
U.S. Division Division Worldwide
Refranchising (gain) los® $ — $ (3 $ €] $ (4
Store closure costs (incorm&) $ (5 $ (1) $ — $ (6)
Store impairment charges 9 4 2 15
Closure and impairment expenses $ 4 $ 3 $ 2 $ 9

Quarter ended June 17, 2(

International China
U.S. Division Division Worldwide
Refranchising (gain) los® $ (13 $ (2) $ — $ (15
Store closure costs (incorm®) $ 2 $ — $  — $ 2
Store impairment charges 12 3 1 16
Closure and impairment expenses $ 14 $ 3 $ 1 $ 18

Year to date ended June 16, 2!

International China
U.S. Division Division Worldwide
Refranchising (gain) los@ $ 2) $ 2 $ [€)) $ (5)
Store closure costs (incom&) $ (6) $ — $ — $ (6)
Store impairment charges 10 7 2 19
Closure and impairment expenses $ 4 $ 7 $ 2 $ 13

Year to date ended June 17, 2!

International China
U.S. Division Division Worldwide
Refranchising (gain) losd $ (10 $ (1) $ — $ (11
Store closure costs (incom&) $ 2 $ 1 $ — $ 3
Store impairment charges 13 6 2 21
Closure and impairment expenses $ 15 $ 7 $ 2 $ 24

(@) Refranchising (gain) loss is not allocated to segméor performance reporting purpos
(b) Store closure costs (income) includes the net galpss on sales of real estate on which we foyneperated a Company restaur

lease reserves established when we cease usimgpartyr under an operating lease and subsequergtadjots to those reserves,
other facility-related expenses from previously closed stc
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8. Other (Income) Expense

Quarter Year to date
6/16/07 6/17/06 6/16/07 6/17/06
Equity income from investments in unconsolidatediafes $ 8 $ (100 $ 1) % (21)
Gain upon sale of investment in unconsolidatediatii () — — (5) —
Contract termination chard® — — — 8
Foreign exchange net (gain) loss and other — (2 (2 (3)
Other (income) expense $ 8 $ 12y $ (28) $ (16)

(@) Reflects recognition of income associated with icef payment for a note receivable arising frdme 2005 sale of our fifty perce
interest in the entity that operated almost all KE@d Pizza Huts in Poland and the Czech Repubbiait then partner in the enti

(b) Reflects an $8 million charge associated with #imination of a beverage agreement in the UnitateStsegmen

9. Reportable Operating Segments

The following tables summarize revenue and opeagainofit for each of our reportable operating segtse

Quarter Year to date
Revenues 6/16/07 6/17/06 6/16/07 6/17/06
United States $ 1218 $ 1330 $ 2418 $ 2,66¢
International Divisiorf2) 69€ 48¢ 1,377 95¢
China Division(®) 452 362 79t 64C
$ 2361 $ 218 $ 459 $ 4,26
Quarter Year to date
Operating Profit 6/16/07 6/17/06 6/16/07 6/17/06
United States $ 191 % 194 % 35¢ $ 382
International Divisior{®) 101 88 22C 182
China Division 65 57 141 115
Unallocated and corporate expen (52) (49) (100) (104)
Unallocated other income (expen — 2 4 2
Unallocated refranchising gain (Io$%) 4 15 5 11
Operating profit 31C 307 62€ 58¢
Interest expense, net (38) (36) (74 (71
Income before income taxes $ 27z $ 271  $ 552 § 51€

(@) Includes revenues of $293 million and $114 million the quarters ended June 16, 2007 and June(QDB, 2espectively, and $5
million and $216 million for the years to date eddine 16, 2007 and June 17, 2006, respectivalgriities in the United Kingdol
The increases primarily resulted from our acquisitof the remaining fifty percent ownership of deizza Hut United Kingdo

unconsolidated affiliate in September 20
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(b) Includes revenues of approximately $388 million 302 million for the quarters ended June 16, 280F June 17, 2006, respectiv

and $688 million and $536 million for the yeargiate ended June 16, 2007 and June 17, 2006, reghgdn mainland Chine

(c) Includes equity income of unconsolidated affiliabé$1 million and $3 million for the quarters enld&une 16, 2007 and June 17, 2
respectively, and $4 million and $7 million for tlyears to date ended June 16, 2007 and June 1B, 28&pectively, for tt

International Division

(d) Includes equity income of unconsolidated affiliabést7 million for both the quarters ended June 287 and June 17, 2006, and

million and $14 million for the years to date endethe 16, 2007 and June 17, 2006, respectivelyhéChina Division

(e) Unallocated refranchising gain (loss) is not altedato the U.S., International Division or ChinaviBion segments for performar

reporting purpose:

10. Pension Benefits

We sponsor noncontributory defined benefit pengiams covering certain futime salaried and hourly U.S. employees. The migsifecant of
these plans, the YUM Retirement Plan (the “Plaig’Yfunded while benefits from the other U.S. plans paid by the Company as incur
During 2001, the plans covering our U.S. salariegpleyees were amended such that any salaried eegloyed or rehired by YUM afi
September 30, 2001 is not eligible to participat¢hiose plans. We also sponsor various definedfibgramsion plans covering certain of
non-U.S. employees, the most significant of whioh ia the United Kingdom (“U.K.”)Our plans in the U.K. have previously been ame
such that new participants are not eligible toipgnate in these plans.

The components of net periodic benefit cost assettiaith our U.S. pension plans and significaneinational pension plans are as follows:

Service cost
Interest cost
Expected return on plan assets

Amortization of prior service cost
Amortization of net loss

Net periodic benefit co:

Service cost

Interest cost

Expected return on plan assets
Amortization of prior service cost
Amortization of net loss

Net periodic benefit co:

U.S. Pension Plar

International Pension Pla

Quarter Quarter
6/16/07 6/17/06 6/16/07 6/17/06@
$ 7 $ 8
12 11
(11) (113) 1)
— 1
5 7
$ 13 $ 16
U.S. Pension Plar International Pension Pla
Year to date Year to date
6/16/07 6/17/06 6/16/07 6/17/06
$ 15 $ 16 $ 4 $ 2
24 21 3 2
(23) (22) 4 )
— 2 —_ —_
11 14 1 —
$ 27 $ 31 $ 4 $ 2
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(a) Excludes pension expense for the Pizza Hut U.Ksipenplan of $1 million and $2 million for the gter and year to date ended June
2006, respectively, related to periods prior to aoguisition of the remaining fifty percent interés the unconsolidated affiliate
September 200¢

As disclosed in our 2006 Form ¥Q-based on current funding rules, we are not meguio make contributions to the Plan in 2007. \&/kik
may make discretionary contributions to the Plarinduthe year, we do not currently intend to do Additionally, as disclosed in our 2C
Form 10K, the projected benefit obligation of our PizzatMUK. pension plan exceeded plan assets by appedrly $35 million at our 20(
measurement date. We anticipate taking steps teceethis deficit in the near term, which could ird# a decision to partially or complet
fund the deficit in 2007. Also, as disclosed in @006 Form 1K, since plan assets approximate the projectedfiberidigation at the 20C
measurement date for our KFC U.K. pension plangavaot anticipate significant near term funding.

11. Guarantees, Commitments and Contingencies

Guarantees and Contingencies

As a result of (a) assigning our interest in oklilg@s under real estate leases as a conditioretoetinanchising of certain Company restaur:
(b) contributing certain Company restaurants toomsolidated affiliates; and (c) guaranteeing certather leases, we are freque
contingently liable on lease agreements. Thesedeagve varying terms, the latest of which exgme)26. As of June 16, 2007 and Decer
30, 2006, the potential amount of undiscounted paytmwe could be required to make in the evenboofgayment by the primary lessee
approximately $400 million. The present value ofsh potential payments discounted at ourtgxeeost of debt at June 16, 2007
approximately $325 million. Our franchisees are phienary lessees under the vast majority of thessds. We generally have craesaul
provisions with these franchisees that would petrthin default of their franchise agreement in thiené of nonpayment under the lease.
believe these crosdefault provisions significantly reduce the rislathve will be required to make payments under theases. Accordingl
the liability recorded for our probable exposuréemsuch leases at June 16, 2007 and Decembe®@® was not material.

Franchise Loan Pool Guarantees

We have provided approximately $16 million of palrjuarantees of two franchisee loan pools relptgdarily to the Company' historica
refranchising programs and, to a lesser extenicfrigee development of new restaurants, at bote 16n 2007 and December 30, 200¢
support of these guarantees, we posted lettereedftof $4 million. We also provide a standby detbf credit of $18 million under which
could potentially be required to fund a portionarfe of the franchisee loan pools. The total loamstanding under these loan pools v
approximately $70 million and $75 million at Jur 2007 and December 30, 2006, respectively.

Any funding under the guarantees or letters of itcneduld be secured by the franchisee loans andralayed collateral. We believe that
have appropriately provided for our estimated pbbb@&xposures under these contingent liabilitidsesSE provisions were primarily charge
Refranchising (gain) loss. New loans added todhe pools in the quarter ended June 16, 2007 warsignificant.

Insurance Programs

We are self-insured for a substantial portion of current and prior years’ coverage including woskeompensation, employment practi
liability, general liability, automobile liabilityand property losses (collectively, “property andualty losses”)To mitigate the cost of o
exposures for certain property and casualty lossesmake annual decisions to sieléure the risks of loss up to defined maximum
occurrence retentions on a line by line basis ocambine certain lines of coverage into one lossl path a single selinsured aggregs
retention. The Company then purchases insurancerage, up to a certain limit, for losses
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that exceed the self-insurance per occurrence greggte retention. The insurersaximum aggregate loss limits are significantly \aou
actuarially determined probable losses; therefarebelieve the likelihood of losses exceeding timuiers’maximum aggregate loss limits
remote.

In the U.S. and in certain other countries, we @s® self-insured for healthcare claims and ltetga disability for eligible participatir
employees subject to certain deductibles and ltinita. We have accounted for our retained liab#itfor property and casualty losses
healthcare and lontgrm disability claims, including reported and imad but not reported claims, based on informagwavided b
independent actuaries.

Due to the inherent volatility of actuarially deténed property and casualty loss estimates, iédsonably possible that we could experi
changes in estimated losses which could be materialur growth in quarterly and annual net incomMé& believe that we have recor
reserves for property and casualty losses at d lghieh has substantially mitigated the potentiabative impact of adverse developm
and/or volatility.

Litigation
We are subject to various claims and contingerrakded to lawsuits, real estate, environmental@hdr matters arising in the normal col

of business. We provide reserves for such claindscamtingencies when payment is probable and ebtéria accordance with SFAS No.
“Accounting for Contingencies.”

On November 26, 2001, a lawsuit against Long JalveiSs, Inc. (“LJS”) styledKevin Johnson, on behalf of himself and all othamsilarly
situated v. Long John Silves, Inc.(“Johnson”)was filed in the United States District Court foetMiddle District of Tennessee, Nash\
Division. Johnson’s suit alleged that LJS’s forni@ecurity/Restitution for Losses” policy (the “Poji’) provided for deductions fro
Restaurant General Managers’ (‘“RGMs”) and AssisRedtaurant General Managers’ (“ARGMs3glaries that violate the salary basis tes
exempt personnel under regulations issued pursadhé U.S. Fair Labor Standards Act (“FLSAJphnson alleged that all RGMs and ARC
who were employed by LJS for the three year pepigar to the lawsuit — i.e., since November 26,8 9%hould be treated as the equivalel
hourly employees and thus were eligible under th®A-for overtime for any hours worked over 40 dgrill weeks in the recovery period
addition, Johnson claimed that the potential membéthe class are entitled to certain liquidatathdges and attorneys’ fees under the FLSA.

LJS believed that Johnsantlaims, as well as the claims of all other sinylaituated parties, should be resolved in indigdarbitration
pursuant to LJS’s Dispute Resolution Program (“DRBHd that a collective action to resolve these daimcourt was clearly inappropri
under the current state of the law. AccordinglySldoved to compel arbitration in the Johnson ca38.and Johnson also agreed to sta
action effective December 17, 2001, pending meatiatand entered into a tolling agreement for thappse. After mediation did not resc
the case, and after limited discovery and a heatimgCourt determined on June 7, 2004, that Jatiasodividual claims should be referrec
arbitration. Johnson appealed, and the decisidheoDistrict Court was affirmed in all respectsthg United States Court of Appeals for
Sixth Circuit on July 5, 2005.

On December 19, 2003, counsel for plaintiff in #imve referenced Johnson lawsuit, filed a sepdeateand for arbitration with the Americ
Arbitration Association (“AAA”) on behalf of formeLJS managers Erin Cole and Nick Kaufman (the “Cadbitration”). Claimants in th
Cole Arbitration demand a class arbitration on tfebfathe same putative class - and the same uyidgrFLSA claims -as were alleged in t
Johnson lawsuit. The complaint in the Cole Arbitnatsubsequently was amended to allege a pracficgeductions (distinct from tl
allegations as to the Policy) in violation of theSA salary basis test, and to add Victoria McWhgremother LJS former manager, a:
additional claimant. LJS has denied the claimstaegutative class alleged in the Cole Arbitration.

Arbitrations under LJS DRP, including the Cole Arbitration, are goverrdmdthe rules of the AAA. In October 2003, the Afs#lopted it

Supplementary Rules for Class Arbitrations (“AAAa€$ Rules”)The AAA appointed an arbitrator for the Cole Arhtton. On June 15, 20(
the arbitrator issued a clause

14



construction award, ruling that the DRP does netlude class arbitration. LIS moved to vacate these construction award in the Un
States District Court for the District of South Gléma. On September 15, 2005, the federal couBanth Carolina ruled that it did not hi
jurisdiction to hear LJ's motion to vacate. LIS appealed the U.S. Dis@iotirt’s ruling to the United States Court of Appealstfar Fourt
Circuit.

On January 5, 2007, LJS moved to dismiss the claosstruction award appeal and that motion wastgdaby the Fourth Circuit on Janu
10, 2007. LJS had also filed a motion to vacatecthese construction award in South Carolina statet, which was stayed pending a deci
by the Fourth Circuit. LIS has agreed to dismissntiotion to vacate the clause construction awaddhas also agreed not to oppose claimants
crossmotion to confirm that award by the South Carolioart. While judicial review of the clause constian award was pending in the L
District Court, the arbitrator permitted claimattsmove for a class determination award, which eggosed by LJS. On September 19, 2
the arbitrator issued a class determination aweedifying a class of LJIS’RGMs and ARGMs employed between December 17,,18%
August 22, 2004, on FLSA claims, to proceed on oot basis under the AAA Class Rules. That claserdehation award was upheld
appeal by the United States District Court for Bistrict of South Carolina on January 20, 2006, #me arbitrator declined to reconsider
award. LJS has appealed the ruling of the U.SriDistourt to the United States Court of Appealstfee Fourth Circuit. LIS has also file
motion to vacate the class determination awardaduatls Carolina state court, which has been stayethbySouth Carolina court pendin
decision by the Fourth Circuit in the class deteation award appeal. Oral argument in the Fourtlculliwas heard on January 31, 2(
Discovery in the underlying arbitration is ongoiagd LJS expects partial motions for summary judgnebe filed before the arbitrator in-
third quarter of 2007.

LJS believes that if the Cole Arbitration must gred on a class basis, (i) the proceedings shoulgbberned by the optr collective actio
structure of the FLSA, and (ii) a class should metertified under the applicable provisions of fiSA. LJS also believes that each indivic
should not be able to recover for more than twoyéand a maximum three years) prior to the datg tie a consent to join the arbitration.
have provided for the estimated costs of the Calaitfation, based on a projection of eligible clainthe amount of each eligible claim,
estimated legal fees incurred by the claimantsthadesults of settlement negotiations in this atietr wage and hour litigation matters. Bt
view of the novelties of proceeding under the AARSS Rules and the inherent uncertainties of titga there can be no assurance tha
outcome of the arbitration will not result in losda excess of those currently provided for in Gondensed Consolidated Financial Statem

On September 2, 2005, a collective action lawggairest the Company and KFC Corporation, originatigledParler v. Yum Brands, Inc., d/|
KFC, and KFC Corporationwas filed in the United States District Court the District of Minnesota. Plaintiffs allege ththey and othe
current and former KFC Assistant Unit Managers (M&J) were improperly classified as exempt employees utide FLSA. Plaintiffs see
overtime wages and liquidated damages. On Januar2do6, the District Court dismissed the claimaiagt the Company with prejudi
leaving KFC Corporation as the sole defendant.d¢otvas mailed to current and former AUMs advisimgnt of the litigation and providing
opportunity to join the case if they choose to doRlaintiffs amended the complaint on Septemb&@086, to add related state law claim:
behalf of a putative class of KFC AUMs employedliimois, Minnesota, Nevada, New Jersey, New Y ddkio, and Pennsylvani@n Octobe
24, 2006, plaintiffs moved to decertify the cormfitally certified FLSA action, and KFC Corporatioid chot oppose the motion. On Juni
2007, the District Court decertified the collectaetion and dismissed all ojpt-plaintiffs without prejudice. Subsequently, piglifs have filec
twenty-five new cases in state and federal coudaral the country, most of which allege a statevpiditive collective/class action. Plaintiffs’
counsel has advised KFC that two more cases wifilee in the near future. Plaintiffs have alsceéll 324 individual arbitrations with t
American Arbitration Association (“AAA”)KFC has moved to enjoin the AAA arbitrations on greund that the claimants have waived 1
right to arbitrate by actively pursuing the Minngstitigation for nearly two years. KFC is in theopess of removing and/or answering
cases plaintiffs have filed against it in court.

We believe that KFC has properly classified its AtJ&s exempt under the FLSA and applicable statedad accordingly intend to vigorou
defend against all claims in these lawsuits. Howgweview of the inherent
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uncertainties of litigation, the outcome of thisseacannot be predicted at this time. Likewise, dheount of any potential loss cannot
reasonably estimated.

On August 4, 2006, a putative class action lawagéinst Taco Bell Corp. styled Rajeev ChhibberTaco Bell Corp.was filed in Orang
County Superior Court. On August 7, 2006, anothéative class action lawsuit styled Marina Puchalsklaco Bell Corpwas filed in Sa
Diego County Superior Court. Both lawsuits werediby a Taco Bell RGM purporting to represent afirent and former RGMs who work
at corporate-owned restaurants in California froogidst 2002 to the present. The lawsuits allegeatiais of Californias wage and hour la\
involving unpaid overtime and meal and rest petimdations and seek unspecified amounts in damagdgenalties. As of September 7, 2
the Orange County case was voluntarily dismissethéylaintiff and both cases have been consoliiat&an Diego County.

Taco Bell denies liability and intends to vigorgudefend against all claims in this lawsuit. Howeve view of the inherent uncertainties
litigation, the outcome of this case cannot be joted at this time. Likewise, the amount of anygmial loss cannot be reasonably estimated.

On December 17, 2002, Taco Bell was named as tleadkent in a class action lawsuit filed in the @ditStates District Court for the North
District of California styled Moeller, et al. v. Ta Bell Corp.On August 4, 2003, plaintiffs filed an amended ctaim that alleges, amo
other things, that Taco Bell has discriminated @asfathe class of people who use wheelchairs ortstddor mobility by failing to make |
approximately 220 company-owned restaurants inf@aia (the “California Restaurantsgccessible to the class. Plaintiffs contend thate
rails and other architectural and structural elesmefithe Taco Bell restaurants relating to thénpdttravel and use of the facilities by pers
with mobility-related disabilities (including parking spaces, pamcounters, restroom facilities and seating) do aomply with the U.¢
Americans with Disabilities Act (the “ADA”), the UWnh Civil Rights Act (the “Unruh Act”)and the California Disabled Persons Act
“CDPA"). Plaintiffs have requested: (a) an injunction frdma District Court ordering Taco Bell to comply witie ADA and its implementir
regulations; (b) that the District Court declarecd8ell in violation of the ADA, the Unruh Act, aride CDPA; and (c) monetary relief un
the Unruh Act or CDPA. Plaintiffs, on behalf of thlass, are seeking the minimum statutory damage®ffense of either $4,000 under
Unruh Act or $2,000 under the CDPA for each aggiewmember of the class. Plaintiffs contend thatettreay be in excess of 100,
individuals in the class. For themselves, the foamed plaintiffs have claimed aggregate minimurtuttey damages of no less than $16,
but are expected to claim greater amounts baseth@mumber of Taco Bell outlets they visited at athithey claim to have suffer
discrimination.

On February 23, 2004, the District Court granteairiffs' motion for class certification. The Distr Court certified a Rule 23(b)(2) mandat
injunctive relief class of all individuals with dibilities who use wheelchairs or electric scoofersmobility who, at any time on or af
December 17, 2001, were denied, or are currentiggbdenied, on the basis of disability, the fulldaequal enjoyment of the Califori
Restaurants. The class includes claims for injueatelief and minimum statutory damages.

Pursuant to the partieagreement, on or about August 31, 2004, the Dishrawirt ordered that the trial of this action bRilbated so that sta
one will resolve Plaintiffs’ claims for equitablelief and stage two will resolve Plaintiffglaims for damages. The parties are currn
proceeding with the equitable relief stage of @ision. During this stage, Taco Bell filed a motionpartially decertify the class to exclt
from the Rule 23(b)(2) class claims for monetaryneges. The District Court denied the motion. Pitisnfiled their own motion for parti
summary judgment as to liability relating to a sthsf the California Restaurants. The District Galenied that motion as well. Discover
ongoing as of the date of this report.

On May 17, 2007, a hearing was held on Plaintiffgition for Partial Summary Judgment seeking judidieclaration that Taco Bell was
violation of accessibility laws as to three specifisues: seating, queue rails and door openirgspre. The court has not yet issued a rulir
this motion.

Taco Bell has denied liability and intends to vigasly defend against all claims in this lawsuitcd@ell has taken certain steps to adc
potential architectural and structural compliaresies at the restaurants in
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accordance with applicable state and federal digalsiccess laws. The costs associated with adidiggghese issues are not expecte
significantly impact our results of operations.

Taco Bell has requested leave to file its own Mofior Partial Summary Judgment seeking judicialatation that Plaintiffsclaims are mot
due to the remediation.

It is not possible at this time to reasonably eaterthe probability or amount of liability for maaey damages on a class wide basis to
Bell.

On May 11, 2007, plaintiff John Whited filed a ptite class action against Long John Silgethc. in Superior Court, Kings County Califor
styled_John Whited, For Himself and On Behalf of @thers Similarly Situated v. Long John Sil\&rinc. and Does 4 10 . The complair
alleges, among other things, that LJS has discatath against the class of people who use wheetcbaiscooters for mobility by failing
make its 23 company-owned restaurants in Califofthia “LJS California Restaurants”) accessibleh® tlass. Plaintif§ complaint is bas:
upon the Plaintiffs inspection of one of the LJS California Restatg@md contends that the restroom paper towel disgrecustomer servi
sales, order and condiment counters do not comftly the ADA and certain provisions of the CDPA. iRtdf has requested unspecif
injunctive relief and damages. On June 7, 2007, fild8 to remove the case to the U.S. District @dar the Eastern District of California
Fresno.

LJS has entered into an Asset Purchase Agreem&R®A(") to sell the LJS California Restaurants toeaisting LJS franchisee (the “Buyégr”
Under the APA, the parties have agreed, among dthiegs: (1) that LIS will undertake defense of #ution and be responsible for i
attorney fees or damages arising out of the actiod; (2) that the Buyer will be responsible forfpening such construction and other w
needed to ensure that the LIS California Restaaicambply with the ADA.

LJS intends to vigorously defend against all claimshis lawsuit. However, in view of the inheramicertainties of litigation, the outcome
this case cannot be predicted at this time. Likewtise amount of any potential loss cannot be redsy estimated.

According to the Centers for Disease Control (“CIpGfiere was an outbreak of illness associated wjhrticular strain of E. coli 0157:H7
the northeast United States during November andeber 2006. Also according to the CDC, the outbrfeain this particular strain w
associated with eatingt Taco Bell restaurants in Pennsylvania, New yeidew York, and Delaware. The CDC concluded that dutbrea
ended on or about December 6, 2006. The CDC htidtaat it received reports of 71 persons who imec#l in association with the outbre
in the above-mentioned area during the above tiarad, and that no deaths have been reported.

On December 6, 2006, a lawsuit styled Tyler Voragittet. al. v. Taco Bell Corp, Taco Bell of Ameritgc. and Yum! Brands, Inevas filed ir
the Supreme Court of the State of New York, Cowft@uffolk. Mr. Vormittag, a minor, alleges he bewill after consuming food purcha:
from a Taco Bell restaurant in Riverhead, New Yavkjch was allegedly contaminated with E. coli 02b7. Subsequently, twenty other ce
have been filed naming the Company, Taco Bell Cofaco Bell of America, K.F.C. Company (alleged @woperator of the Taco B
restaurant claimed to be at issue in one case)panlim! Restaurant Services Group, Inc. and atiggsimilar facts on behalf of ott
customers.

According to the allegations common to all the Ctaimis, each Taco Bell customer became ill aftgresting contaminated food in |
November or early December 2006 from Taco Bellawstnts located in the northeast states implicetede outbreak. As these lawsuits
new, discovery is in the preliminary stages. Howetlee Company believes, based on the allegatibas the stores identified in twelve of
Complaints are in fact not owned by the Compangror of its subsidiaries. As such, the Company eighat at a minimum it is not liable
any losses at these stores. Three of these twebvaplaints have been dismissed without prejudicedipensettiement discussions w
plaintiffs’ counsel.

17



Additionally, the Company has received a numbeclaims from customers who have alleged injurieatiiged to the E.coli outbreak, but hi
not filed lawsuits.

We have provided for the estimated costs of thisms and litigation, based on a projection of ptitd claims and their amounts as well as
results of settlement negotiations in similar nratt®ut in view of the inherent uncertainties digktion, there can be no assurance the
outcome of the litigation will not result in lossiesexcess of those currently provided for in oen@ensed Consolidated Financial Statements.

On March 14, 2007, a lawsuit styled Boskovich Farine. v. Taco Bell Corp. and Does 1 through ¥ filed in the Superior Court of
State of California, Orange County. Boskovich Farmsupplier of produce to Taco Bell, alleges ;nGomplaint, among other things, th:
suffered damage to its reputation and businessresudt of publications and/or statements it clamese made by Taco Bell in connection v
Taco Bell's reporting of results of certain tests conductedng investigations on green onions used at Taelb lstaurants. The Compsz
believes that the Complaint should properly be théaan alternative dispute resolution forum acewdo the contractual terms governing
relationship of the parties. The Company filed aioroto compel arbitration and stay the litigatiom May 1, 2007. The Court entered an ¢
granting this motion on June 14, 2007. To date kBoich has not initiated arbitration proceedingse TTCompany denies liability and intend
vigorously defend against all claims in any arlitra and the lawsuit. However, in view of the indsetr uncertainties of litigation, the outca
of this case cannot be predicted at this time.\ike, the amount of any potential loss cannot bearably estimated.

On July 5, 2007, a lawsuit styled Doran Phillips Vaco Bell Corp., et al.was delivered to Taco Bedl'agent for service of process in Illin
The lawsuit was filed in the U.S. District Court the Northern District of Illinois. It is a proped class action and alleges that Taco Bell f
to protect the private information of its customersler the new federal Fair and Accurate Credih3aation Act ("FACTA"). The complai
alleges a violation of FACTA based on a transactiomolving a licensed restaurant. The Company idseto vigorously defend against
claims in the lawsuit. However, in view of the in@let uncertainties of litigation, the outcome oisthase cannot be predicted at this t
Likewise, the amount of any potential loss canretdasonably estimated.

On July 11, 2007, a lawsuit styled Melissa PeraridFC Corp., et al, was filed in the U.S. District Court of New Jersk is a proposed cla
action and alleges that KFC failed to protect thiegte information of its customers under FACTA.eThomplaint alleges a violation
FACTA based on a transaction involving a franchisestaurant. The Company intends to vigorously mkiggainst all claims in the laws
However, in view of the inherent uncertainties igation, the outcome of this case cannot be ptediat this time. Likewise, the amoun
any potential loss cannot be reasonably estimated.

Proposed Internal Revenue Service Adjustments

In early 2007, the Internal Revenue Service (tfRS™) informed the Company of its intent to propose éersaljustments based on its posi
that the Company did not file Gain Recognition Agrents (“GRAs”)in connection with certain transfers of foreign sidiaries among i
affiliated group. On April 30, 2007, the Companytméth the IRS and stated its belief that the fjliof GRAs was not required, or if requir
the Company should be granted relief for a latergi Although the Company believes that any pregbadjustment will not be upheld, if
IRS were to prevail, the Company could be requicethake incremental tax payments that would be ne@hiea amount. The Company inter
to vigorously contest any proposed adjustment aresb chot believe at this time that estimation ofeaningful range of potential payment:
the IRS is possible. However, the Company currdmljeves, given our strong defenses to the RfSition, that any payments we would m
to the IRS for the resolution of this matter wonlat have a significant adverse impact on the Cowyigdimancial results or condition.
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Obligations to PepsiCo, Inc. After Spaff

In connection with our October 6, 1997 spin-offifré®epsiCo, Inc. (“PepsiCo”) (the “Spin-offye entered into separation and other re
agreements (the “Separation Agreements”) goverttiegSpineff and our subsequent relationship with PepsiCuesé agreements prov
certain indemnities to PepsiCo.

Under the terms of these agreements, we have inflechRepsiCo for any costs or losses it incurdwétspect to all letters of credit, guaran
and contingent liabilities relating to our busiressinder which PepsiCo remains liable. As of Jusie2D07, PepsiCo remains liable
approximately $21 million on a nominal basis redate these contingencies. This obligation ends@time PepsiCo is released, terminate
replaced by a qualified letter of credit. We hae¢ Imeen required to make any payments under ttenimity.

Under the Separation Agreements, PepsiCo mainfialinsontrol and absolute discretion with regardatty combined or consolidated tax filii
for periods through October 6, 1997. PepsiCo alsintains full control and absolute discretion reliigg any common tax audit isstL
Although PepsiCo has contractually agreed to, iodgfaith, use its best efforts to settle all jaimierests in any common tax audit issue

basis consistent with prior practice, there candassurance that determinations made by PepsiGluWwe the same as we would reach, a
on our own behalf. Through June 16, 2007, thereehat been any determinations made by PepsiCohéns not been resolved to

satisfaction.

Item 2 . Management'’s Discussion and Analysis of Financial @dition and Results of Operations.
Introduction and Overview

The following Management’s Discussion and Analy$MD&A”), should be read in conjunction with the unauditeshd@msed Consolidat
Financial Statements (“Financial Statements”), @eutionary Statements and our annual report on FIBOH for the fiscal year end
December 30, 2006 (“2006 Form 10-KThroughout the MD&A the Company makes referenceetdain performance measures as desc
below.

* The company provides the percentage changes ergltitk impact of foreign currency translation. Thamounts are derived by transla
current year results at prior year average excheaitgs. We believe the elimination of the foreigimrency translation impact provides be
yearto-year comparability without the distortion of foreigurrency fluctuations

» System sales growth includes the results of athreants regardless of ownership, including Comganged, franchise, unconsolida
affiliate and license restaurants. Sales of frasghinconsolidated affiliate and license restagrgaherate franchise and license fees fc
Company (typically at a rate of 4% to 6% of sald¥anchise, unconsolidated affiliate and licensgaugrant sales are not includet
Company sales on the Condensed Consolidated Stattefdncome; however, the franchise and liceess fre included in the Compasny’
revenues. We believe system sales growth is ugefihvestors as a significant indicator of the @lestrength of our business a
incorporates all of our revenue drivers, Compary faanchise same store sales as well as net welasment.

« Company restaurant margin as a percentage of isatiefined as Company sales less expenses inadinedly by our Company restaura
in generating Company sales divided by Companyss

» Worldwide same store sales is the estimated growshles of all restaurants that have been operyeaeor more. Blended U.S. same <
sales include only KFC, Pizza Hut and Taco Bell @any owned restaurants that have been open oneyeaore. U.S. same store Si
for Long John Silvers and A&W restaurants are notuded given the relative insignificance of thenpany stores for these brands anc
limited impact they currently have, and will hawethe future, on our blended U.S. same store salegell as our overall U.S. performan
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All Note references herein refer to the accompamyiiotes to the Financial Statements. Tabular ansoarg displayed in millions except
share and unit count amounts, or as otherwise fagalyi identified. All per share and share amoumggein, and in the accompanying Finar
Statements and Notes to the Financial Statemenmtsiieen adjusted to reflect the June 26, 2007 splik(see Note 2).

Description of Business

YUM! Brands, Inc. (“YUM” or the “Company”) is the erld’s largest restaurant company in terms of systemauemts with over 34,0
restaurants in more than 100 countries and teleg@perating under the KFC, Pizza Hut, Taco Belhg John Silver’'s or A&W AllAmericar
Food Restaurants brands. Four of the Company’auestt brands — KFC, Pizza Hut, Taco Bell and Lawign Silver’s -are the global leade
in the chicken, pizza, Mexican-style food and qgtsekvice seafood categories, respectively. Of ther 84,000 restaurants, 22% are opel
by the Company, 72% are operated by franchiseesiacmhsolidated affiliates and 6% are operateddansees.

YUM’s business consists of three reporting segmentged)States, the International Division and ther@hbDivision. The China Divisic
includes mainland China, Thailand and KFC Taiwad tre International Division includes the remaindéour international operations. 1
China and International Divisions have been expeiigy dramatic growth and now represent approxipdtalf of the Company operatin
profits. The U.S. business operates in a highly metitive marketplace resulting in slower profit gith, but continues to produce strong ¢
flows.

Strategies

The Company continues to focus on four key strategi

Build Dominant China Brands ¥he Company has developed the KFC and Pizza Hudbranto the leading quick service and casual d
restaurants, respectively, in mainland China. Adddlly, the Company owns and operates the digighisystem for its restaurants in mainl
China which we believe provides a significant cotitpe advantage. Given this strong competitiveifios, a rapidly growing economy an
population of 1.3 billion in mainland China, the rGpany is rapidly adding KFC and Pizza Hut Casualiij restaurants and testing
additional restaurant concepts of Pizza Hut Homevi&e (pizza delivery) and East Dawning (Chinesedo Our ongoing earnings grov
model includes annual systesales growth of 20% driven by at least 375 newargsints each year in mainland China, which we expeatrive
annual operating profit growth of 20% in the Chibigision.

Drive Profitable International Division Expansion Fhe Company and its franchisees opened over 700 restaurants in 2006 in 1
Companys International Division, representing seven straigears of opening over 700 restaurants. Theratemal Division generated o\
$400 million in operating profit in 2006 up from 8 million in 1998. The Company expects to contitaeexperience strong growth
building out existing markets and growing in newrkeds including India, France and Russia. Our omgaarnings growth model incluc
annual operating profit growth of 10% driven by nemit development of 750 new restaurant openingwalty for the International Divisio
New unit development is expected to contributeystesm sales growth of at least 5% (at least 3% gnoitvth and 2% to 3% same store s
growth) each year.

Improve U.S. Brands Positions and ReturriBhe Company continues to focus on improving its.&sition through differentiated produ
and marketing and an improved customer experieftee.Company also strives to provide industry legdiew product innovation which ac
sales layers and expands day parts. We are therl@adnultibranding, with over 3,500 restauranteviling customers two or more of «
brands at a single location. We continue to evaleair returns and ownership positions with an ¢aerright to own philosophy on Comps
owned restaurants. Our ongoing earnings growth heads for annual operating profit growth of 5%time U.S. with same store sales grc
of 2% to 3% and leverage of our General and Adnritise infrastructure.
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Drive High Return on Invested Capital & Strong Sfenider Payout The Company is focused on delivering high returnd geturnin
substantial cash flows to its shareholders viashgpurchases and dividends. The Company has dhe bfghest returns on invested capit
the Quick Service Restaurants (“QSRijlustry. During 2006, the Company announced thats doubling its quarterly dividend rate for
second quarter, 2007 dividend payment to $0.15@emon share.

Quarter Ended June 16, 2007 Highlights
 Diluted earnings per share growth of 15% or $0.80ghare

» Worldwide syster-samestore sales grew by 2%, including 7% growth in rzaid China, 5% growt
in the International Division, and flat resultstire U.S.

» Double-digit systen-sales growth from both our international businesS&éna Division,
25%; International Division, 15%.

» Mainland China restaurant unit growth of 1¢

 International Division unit growth of 4%, the eigktth consecutive quarter of at least 3% year-ggar-unit growth, our ongoing growth
target.

» Double-digit operatin-profit growth from our international divisions: @fai Division, 14%, and International Division, 15

» Average diluted shares outstanding were reduce&¥ythe twelfth consecutive quarter with y-ovel-year share reduction as a resul
substantial share buybacl

» An overall effective tax rate of 21.5%, which wa$ percentage points lower than last y:

All preceding comparisons are versus the same ejuarnear ago.

Significant Known Events, Trends or Uncertainties mpacting or Expected to Impact Comparisons of Repded or Future Results

The following factors impacted comparability of ogiéng performance for the quarters and/or yeadate ended June 16, 2007 and Jun
2006 and/or could impact comparability with the aémder of our results in 2007 or beyond. Certaitheke factors were previously discu

in our 2006 Form 10-K.

U.S. Restaurant Profit

Our U.S. restaurant margin as a percentage of detrgased by 0.8 percentage points and 1.2 pagsepoints for the quarter and year to
ended June 16, 2007, respectively. These decreasesthe primary driver in U.S. operating profictiees of 2% and 7% for the quarter
year to date ended June 16, 2007, respectivell,iow our ongoing earnings growth model targei%fgrowth.

Contributing to the decreases in restaurant piofitollar terms were declines in U.S. company satoee sales, particularly at Taco Bell.
Taco Bell business has been negatively impacteatbgrse publicity related to a produsmarcing issue during November and December
and an infestation issue in one franchise stor&ehruary 2007. As a result, Taco Bell has expeedrsignificant sales declines at t
company and franchise stores, particularly in tbeheast United States where both issues origindtado Bell's company same store <
were down 7% and 9% for the quarter and year te eatled June 16, 2007, respectively. We currentigipate that Taco Bell will continue
show improved sales trends in the second half 67 2While we believe that Taco Bell will fully reeer from these issues and generate s
fiscal 2008 results, our experience has been ¢uatveries of this type vary in duration.
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Also negatively impacting U.S. restaurant profiwsreshigher commodity costs (principally meats amnelese) and higher wage rates due to
minimum wage laws enacted over the last twelve hmntogether these factors negatively impactechueasnt profit by $18 million in tt
second quarter and $21 million in the year to @éaged June 16, 2007. These decreases in restpuoéitd were partially offset by lower self-
insured property and casualty insurance expensetysive of the estimated reduction due to refréging Company stores, in the sec
quarter ($21 million) and year to date ($29 miljicended June 16, 2007. These lower insurance egpamare the result of improved |
trends, which we believe are primarily driven byesa and claim handling procedures we have impldetwover time, as well as workers’
compensation reforms at the state level.

Mainland China Commodity Inflation

China Division restaurant margin as a percentagalefs declined to 18.2% in the quarter ended 16n2007 from 18.8% in the quarter en
June 17, 2006. This decline was in part due tagisihicken costs, which make up approximately 4@%mainland Chinas cost of food ar
paper, resulting from both increased demand anérdadan expected availability in the market. Wihile believe that this impact will be short-
term in nature, we do expect that mainland Chinbexperience double digit percentage price inoesas chicken supplies in the third qua

of 2007 as compared to the third quarter of 2006.

U.S. Beverage Agreement Contract Termination

During the quarter ended March 25, 2006 we entertedan agreement with a beverage supplier to iceofaour Concepts to terminate a long-
term supply contract. As a result of the cash payme made to the supplier in connection with tkeisnination, we recorded a ptax charg

of $8 million to Other (income) expense in the demended March 25, 2006. The affected Concepts katered into an agreement witt
alternative beverage supplier. The contract tertiinacharge we recorded in the quarter ended M&2&h2006 was partly offset by mi
favorable beverage pricing for our Concepts in 2006 expect to continue to benefit from the morefable pricing in 2007 and beyond.

Pizza Hut United Kingdom Acquisition

On September 12, 2006, we completed the acquisitfotme remaining fifty percent ownership intere$tour Pizza Hut United Kingda
(“U.K.”) unconsolidated affiliate from our partner, payinmgeximately $178 million in cash, including trangan costs and net of $9 milli
of cash assumed. Additionally, we assumed thelifbility, as opposed to our fifty percent sharesaciated with the Pizza Hut U.K.tapits
leases of $95 million and short-term borrowing$a8 million. This unconsolidated affiliate operatadre than 500 restaurants in the U.K.

Prior to the acquisition, we accounted for oulyfifiercent ownership interest using the equity metbfoaccounting. Thus, we reported our 1
percent share of the net income of the unconselaffiliate (after interest expense and incomeedgras Other (income) expense in
Condensed Consolidated Statements of Income. Weratorded franchise fee income from the storesedwby the unconsolidated affilis
Since the date of the acquisition, we have repo@echpany sales and the associated restaurant gestsral and administrative expel
interest expense and income taxes associated lathestaurants previously owned by the unconseliiaffiliate in the appropriate line ite
of our Condensed Consolidated Statements of Incdeeno longer record franchise fee income for #staurants previously owned by
unconsolidated affiliate nor do we report otheoime under the equity method of accounting. As altres this acquisition, Company sales
restaurant profit increased $164 million and $13liom, respectively, franchise fees decreased $fiamiand general and administrat
expenses increased $9 million in the quarter eddeé 16, 2007 compared to the quarter ended Jyr29@8. Additionally, Company sales i
restaurant profit increased $337 million and $33iom, respectively, franchise fees decreased $1iom and general and administrat
expenses increased $19 million in the year to datted June 16, 2007 compared to the year to daedejune 17, 2006. The impacts
operating profit and net income were not significan
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Income Tax Rate

The Company's reported income tax rate was 21.5%hé&quarter ended June 16, 2007 as compared.®@®c2for the quarter ended June
2006. The lower 2007 rate was driven by the digaretognition of approximately $18 million in taeserve reversals upon the expiration o
statute of limitations in certain foreign jurisdarts and settlements of U.S. state audits. Alsdritarting to the decrease were approxime
$10 million of out of year adjustments to reserard accruals in the quarter ended June 16, 2007.

Mainland China Tax Legislation

On March 16, 2007, the National Peopl€ongress in mainland China enacted new tax &gial that will go into effect on January 1, 2(
Upon enactment, which occurred in the China Divisosecond fiscal quarter, the deferred tax balanted Chinese entities, including ¢
unconsolidated affiliates, were adjusted. The ingpaa our income tax provision and operating priofihe quarter and year to date ended
16, 2007 were not significant. We are in the precefsanalyzing the impact of the new tax legiskatam the Company in future years
anticipate the issuance of additional interpreiuédance from the Chinese government. Based omnvation currently available, we belie
that these income tax rate changes will positivelgact our 2008 net income by approximately $1diomlto $15 million. The impact of tt
reduced tax rate in 2008 and beyond has previdiesy factored into our ongoing earnings growth rhode

Store Portfolio Strategy

From time to time we sell Company restaurants tstiemg and new franchisees where geographic syeergan be obtained or wh
franchiseesexpertise can generally be leveraged to improveowarall operating performance, while retaining @amy ownership of strate(
U.S. and international markets. In the U.S., weiare process of decreasing our Company ownershipstaurants from its current leve
22% to approximately 17%. This thrgear plan calls for selling approximately 1,500 Qamy restaurants to franchisees from 2006 thr
2008. From the beginning of 2006 through the quamteled June 16, 2007, 599 Company restauranteibl iS. have been sold to franchit
as part of this plan, including 42 U.S. restauraintshe second quarter 2007. In the Internationalidibn, we expect to refranch
approximately 300 Pizza Huts in the United Kingdower the next several years reducing our PizzaGtuhpany ownership in that mar
from approximately 80% currently to approximatelyod. Refranchisings reduce our reported revenuegestdurant profits and increase
importance of system sales growth as a key perfocmaneasure.

The following table summarizes our worldwide refrhising activities:

Quarter Year to date
6/16/07 6/17/06 6/16/07 6/17/06
Number of units refranchise 74 51 191 132
Refranchising proceeds, |-tax $ 31 % 26 % 65 % 48
Refranchising (gain) loss, [-tax $ 4 3 (15 $ 5 $ (11

In addition to our refranchising program, from tingetime we close restaurants that are poor peif@gnwe relocate restaurants to a new
within the same trade area or we consolidate twmore of our existing units into a single unit {eotively “store closures”)Store closur
costs (income) includes the net gain or loss oessaf real estate on which we formerly operatedomg@any restaurant, lease rese
established when we cease using a property undeparating lease and subsequent adjustments te tessrves, and other facilitgtatec
expenses from previously closed stores.
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The following table summarizes worldwide Comparyretclosure activities:

Quarter Year to date
6/16/07 6/17/06 6/16/07 6/17/06
Number of units close 35 4Q 77 75
Store closure costs (incomr $ ® $ 2 $ ® $ 3

The impact on operating profit arising from refraising and Company store closures is the net ofh@)estimated reductions in restau
profit, which reflects the decrease in Companyssaad general and administrative expenses anthé€bgstimated increase in franchise
from the stores refranchised. The amounts presdrekniv reflect the estimated impact from storeg there operated by us for all or sc
portion of the comparable period in 2006 and werdomger operated by us as of June 16, 2007. Thoaats do not include results from r
restaurants that we opened in connection with @agion of an existing unit or any incremental iripapon consolidation of two or more
our existing units into a single unit.

The following table summarizes the estimated impactevenue of refranchising and Company storeucéss

Quarter ended 6/16/(

International China
U.S. Division Division Worldwide
Decreased Company sales $ (112 $ (38) $ (8) $ (158)
Increased franchise and license fees 6 2 — 8
Decrease in total revenues $ (106 $ (36) $ (8) $ (150

Year to date ended 6/16/

International China
u.s. Division Division Worldwide
Decreased Company sales $ (221 $ 77 $ (14) $ (312
Increased franchise and license fees 10 4 — 14
Decrease in total revenues $ (211 $ (73) $ (14) $ (298)

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

Quarter ended 6/16/(

International China
U.S. Division Division Worldwide
Decreased restaurant profit $ (12) $ 2) $ (1) $ (14)
Increased franchise and license f 6 2 — 8
Decreased general and
administrative expenst 1 1 — 2
Increase (decrease) in operating
profit $ (4 $ 1 $ 1) $ 4
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Decreased restaurant profit

Increased franchise and license f

Decreased general and
administrative expenst

Increase (decrease) in operating
profit

Results of Operations

Company sales
Franchise and license fees

Total revenue
Company restaurant profit

% of Company sales
Operating profit

Interest expense, net
Income tax provision

Net income

Diluted earnings per shaf®

Year to date ended 6/16/

(a) See Note 3 for the number of shares used in thisilegion.

Restaurant Unit Activity

Worldwide
Beginning of year
New Builds
Acquisitions
Refranchising
Closures

Other

End of quarter

% of Total

International China
U.S. Division Division Worldwide
$ (23) (4) $ 2 $ (29
10 4 — 14
3 1 — 4
$ (10) 1 $ (2 $ (11)
Quarter Year to date
6/16/07 6/17/06 % B/(W) 6/16/07 6/17/06 % B/(W)
$ 2,077 $ 191 8 $ 401t $ 3,731 8
294 27C 9 57¢ 53€ 7
$ 2,367 $ 2,18¢ 9 $ 459 $ 4,267 8
$ 31C $ 301 2 $ 50t  $ 58E 2
14.9% 15.8%  (0.9)ppts. 14.9% 15.7% (0.8)ppts.
31C 307 1 62€ 58¢ 7
38 36 4) 74 71 (5)
58 79 25 144 15€ 7
$ 214 % 192 12 $ 408 $ 362 13
$ 03¢ $ 03¢ 15 $ 074 $ 0.64 17
Unconsolidated Total Excluding
Company Affiliates Franchisee Licensee$d)(®)
7,73¢ 1,20¢ 23,51¢ 32,45¢
171 45 41¢ 63¢
2 2 4 —
(191 (4) 19t —
77) (8) (305) (390
— — 5 5
7,641 1,241 23,82¢ 32,70¢
23% 4% 73% 100%
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United State:
Beginning of year
New Builds
Acquisitions
Refranchising
Closures

Other

End of quarter

% of Total

International Divisior

Unconsolidated

Total Excluding

Beginning of year
New Builds
Acquisitions
Refranchising
Closures

Other

End of quarter

% of Total

China Division
Beginning of year
New Builds
Acquisitions
Refranchising
Closures

Other

End of quarter

% of Total

Company Affiliates Franchisee Licensee$?
4,21z — 13,90¢ 18,117
18 - 107 12&
1 — 1) —
(147) — 147 —
(47 — () (229)
— — 3 3
4,037 — 13,98¢ 18,02
22% —% 78% 100%
Unconsolidated Total Excluding
Company Affiliates Franchisee Licensee$d)(®)
1,762 561 9,381 11,71(
18 6 29¢ 32z
1 2 €) —
(43) (4) 47 —
17) (4) (124) (145)
— — 2 2
1,721 561 9,607 11,88¢
14% 5% 81% 100%
Unconsolidated Total Excluding
Company Affiliates Franchisee Licensee$?
1,76z 64t 224 2,631
13E 39 14 18¢
1) — 1 —
(13 4 4 (21)
1,88: 68C 23t 2,79¢
67% 24% 9% 100%

(@) The Worldwide, U.S. and International Division tet@xclude 2,112, 1,921 and 191 licensed unitpeds/ely at June 16, 20(

There are no licensed units in the China Divisibicensed units are generally units that offer leditmenus and operate in non-

traditional locations like malls, airports, gaseliservice stations, convenience stores, stadiumisaarusement parks where a
scale traditional outlet would not be practicakfficient. As licensed units have lower averagd sales volumes than our traditio
units and our current strategy does not place rfgignt emphasis on expanding our licensed unitsdo not believe that providi
further detail of licensed unit activity providagrsficant or meaningful informatior

(b) The Worldwide and International Division totals ke approximately 40 units from the acquisitiortiod Rostiks brand (see 20!
Form 10-K) that have not yet been co-branded indetiR’'s/KFC restaurants. The Rosskunits will be presented as franchisee

builds as the ¢-branding into Rost’ s/KFC restaurants occul
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Multibrand restaurants are included in the tothlsve. Multibrand conversions increase the salespaimds of distribution for the second bri
added to a restaurant but do not result in an iaddit unit count. Similarly, a new multibrand rastant, while increasing sales and point
distribution for two brands, results in just oneditidnal unit count. Franchise unit counts belowlile both franchisee and unconsolid
affiliate multibrand units. Following are multibramestaurant totals at June 16, 2007 and Decenth@086:

6/16/07 Company Franchise Total
United States 1,76¢ 1,75¢ 3,51¢
International Division 6 257 262@
Worldwide 1,771 2,01( 3,781
12/30/06 Company Franchise Total
United States 1,80 1,631 3,43¢
International Division 11 192 202
Worldwide 1,81: 1,82¢ 3,63¢

(@) Includes 48 Pizza Hut Wing Street units that wexeraflected as multibrand units at December 3062

For the year to date ended June 16, 2007, Compashyranchise multibrand unit gross additions we9ea®d 88, respectively. There are
multibrand units in the China Division.

System Sales Growth

Increase excluding

Quarter Increase/(Decreas currency translatio
6/16/07 6/17/06 6/16/07 6/17/06
United States -0 1% N/A N/A
International Divisior 15% 5% 11% 8%
China Division 2504 33% 19% 290
Worldwide 7% 5% 5% 5%

U.S. system sales were flat as new unit developmastoffset by store closures.

The increases in Worldwide, International Divisiamd China Division system sales were all drivembw unit development and same s
sales growth, partially offset by store closures.

Increase excluding

Year to date Increase/(Decreas currency translatio
6/16/07 6/17/06 6/16/07 6/17/06
United States 1)% 3% N/A N/A
International Division 14% 4% 10% 7%
China Division 24% 25% 19% 22%
Worldwide 6% 5% 4% 6%

The decrease in U.S. system sales was driven bg store sales declines and store closures, partitidlet by new unit development.

The increases in Worldwide, International Divisiand China Division system sales were all drivembw unit development and same s
sales growth, partially offset by store closures.
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Revenues

% Increase/(Decrease)
excluding currency

Quarter Amount % Increase/(Decreas translatior
6/16/07 6/17/06
Company sale
United State: $  1,06( $  1,17¢ (10 N/A
International Divisior 574 381 51 44
China Division 43¢ 352 25 19
Worldwide 2,07: 1,912 8 6

Franchise and license fe

United State: 15¢ 151 5 N/A
International Divisior 122 10€ 14 11
China Division 14 11 29 23
Worldwide 294 27C 9 8

Total revenue

United State: 1,21¢ 1,33( (8) N/A
International Divisior 69¢€ 48¢ 43 37
China Division 457 3632 25 19
Worldwide $ 2,367 $ 2,18 9 6

The explanations that follow for revenue fluctuaiconsider year over year changes excluding tpadirof foreign currency translation.

Excluding the favorable impact of the Pizza Hut Uacquisition, Worldwide Company sales decreased Ph& decrease was driven
refranchising and store closures, partially offsehew unit development.

Excluding the unfavorable impact of the Pizza HuKUacquisition, Worldwide franchise and licensedancreased 10%. The increase
driven by new unit development, refranchising aahe store sales growth, partially offset by stdoswres.

The decrease in U.S. Company sales was driven fognohising, same store sales declines and stomumds, partially offset by new u
development.

Blended U.S. Company same store sales decreasedi®% a decrease in transactions, partially offigetn increase in average guest check.
The increase in U.S. franchise and license feesinmasn by refranchising and new unit developmeattially offset by store closures.

Excluding the favorable impact of the Pizza Hut Ua€quisition, International Division Company salesreased 1%. The increase was dr
by same store sales growth and new unit developmartially offset by refranchising.

Excluding the unfavorable impact of the Pizza HuKUacquisition, International Division franchisadlicense fees increased 16%.
increase was driven by new unit development, saare sales growth and refranchising, partially effsy store closures.
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The increases in China Division Company sales amuchise and license fees were primarily driveméw unit development and same s
sales growth, partially offset by store closures.

% Increase/(Decrease)
excluding currency

Year to date Amount % Increase/(Decreas translatior
6/16/07 6/17/06
Company sale
United State: $ 2,117 $  2,37( (171) N/A
International Divisior 1,13¢ 74C 53 47
China Division 77C 621 24 19
Worldwide 4,01t 3,731 8 6

Franchise and license fe

United State: 307 29¢ 3 N/A
International Divisior 242 21¢ 12 9
China Division 25 19 29 23
Worldwide 57¢ 53¢ 7 6

Total revenue

United State: 2,41¢ 2,66¢ 9) N/A
International Divisior 1,377 95¢ 44 39
China Division 79¢E 64C 24 19
Worldwide $ 4,59 $  4,26i 8 6

The explanations that follow for revenue fluctuatia@onsider year over year changes excluding tpadtof foreign currency translation.

Excluding the favorable impact of the Pizza Hut Uacquisition, Worldwide Company sales decreased B&& decrease was driven
refranchising and store closures, partially offsehew unit development.

Excluding the unfavorable impact of the Pizza HuKUacquisition, Worldwide franchise and licensedéncreased 8%. The increase
driven by new unit development, refranchising aaghg store sales growth, partially offset by stdosures.

The decrease in U.S. Company sales was driven fognahising, same store sales declines and stosum@s, partially offset by new u
development.

Blended U.S. Company same store sales decreased®% a decrease in transactions, partially offigetn increase in average guest check.

The increase in U.S. franchise and license feesidnweasn by refranchising and new unit developmeattially offset by store closures and si
store sales declines.

Excluding the favorable impact of the Pizza Hut Ua€quisition, International Division Company salesreased 2%. The increase was dr
by same store sales growth and new unit developmartially offset by refranchising.

Excluding the unfavorable impact of the Pizza HuKUacquisition, International Division franchisadalicense fees increased 15%.
increase was driven by new unit development, saare sales growth and refranchising, partially efffsy store closures.
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The increases in China Division Company sales aamkchise and license fees were primarily driveméw unit development and same s
sales growth, partially offset by store closures.

Company Restaurant Margins

Quarter ended 6/16/07 U.S. " Bidon Diuison Worldwide
Company sales 100.(% 100.(% 100.(% 100.(%
Food and paper 29.2 29.¢ 35.7 30.€
Payroll and employee benefits 29 € 26.4 14.C 25 E
Occupancy and other operating expenses 25.¢ 31.€ 32.1 28.¢
Company restaurant margin 15.2% 11.%% 18.2% 14.9%
Quarter ended 6/17/06 U.S. " Bidon Diuison Worldwide
Company sales 100.(% 100.(% 100.(% 100.(%
Food and paper 28.2 33.C 35.t 30.t
Payroll and employee benef 29.€ 24.€ 13.€ 257
Occupancy and other operating expenses 26.1 30.1 32.1 28.C
Company restaurant margin 16.1% 12.1% 18.8% 15.8%

The decrease in U.S. restaurant margin as a pageof sales was driven by higher commaodity cgsis@rily meats and cheese), higher [
costs and the impact of same store sales declinegstaurant margin. Higher labor costs were piilgnariven by higher wage rates ¢
benefits. The decrease was partially offset byféwerable impact of lower seifisured property and casualty insurance expenserdidy
improved loss trends.

The decrease in International Division restauraatgim as a percentage of sales was driven by hilglher costs, primarily driven by wa
rates, and the impact of lower margins associatéil izza Hut units in the U.K. which we now operathe decrease was partially offse
the impact of same store sales growth on restaumargin and the favorable impact on restaurant marfyrefranchising certain restaurants.
a percentage of sales, Pizza Hut U.K. units neglgtimpacted payroll and employee benefits and rodperating expenses and positiy
impacted food and paper.

The decrease in China Division restaurant margia psrcentage of sales was driven by the impaldvedr margins associated with new u
during the initial periods of operation, higherdalzosts and higher commodity costs (primarily kbit). The decrease was partially offse
the impact of same stores sales growth on restaorargin.

International China
Year to date ended 6/16/07 United State: Division Division Worldwide
Company sales 100.(% 100.(% 100.(% 100.(%
Food and pape 28.€ 29.¢ 35.¢ 30.t
Payroll and employee benef 30.2 26.2 13.t 25.¢
Occupancy and other operating
expense: 26.5 31.t 30.4 28.7
Company restaurant margin 14.2% 12.5% 20.2% 14.9%
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International China

Year to date ended 6/17/06 United State: Division Division Worldwide
Company sales 100.(% 100.(% 100.(% 100.(%
Food and pape 28.4 33.c 35.7 30.t
Payroll and employee benef 29.¢ 24.1 13.c 26.C
Occupancy and other operating

expense! 26.2 30.1 30.¢ 27.¢
Company restaurant margin 15.5% 12.59% 20.1% 15.7%

The decrease in U.S. restaurant margin as a pegemf sales was driven by the impact of same sales declines on restaurant ma
higher labor costs and higher commodity costs (grily meats and cheese). Higher labor costs weneapity driven by higher wage rates ¢
benefits. The decrease was partially offset byféawerable impact of lower selftsured property and casualty insurance expenserdiy
improved loss trends.

International Division restaurant margin as a petage of sales was flat. The impact of same stalessgrowth on International Divisi
restaurant margin as well as the favorable impaotfoeanchising and closing certain restaurants effset by higher labor costs and the im,
of lower margins associated with Pizza Hut unitshiea U.K. which we now operate. Higher labor casése primarily driven by higher wa
rates. As a percentage of sales, Pizza Hut U.Ksumégatively impacted payroll and employee besefitd other operating expenses
positively impacted food and paper.

The increase in China Division restaurant margira ggercentage of sales was driven by the impastwofe stores sales growth on restal
margin. The increase was almost fully offset by downargins associated with new units during théainperiods of operation, higt
commodity costs (primarily chicken) and higher labosts.

Worldwide General and Administrative Expenses

General and Administrative (“G&A"expenses increased $23 million or 9% in the quamner $31 million or 6% year to date, including a
and 1%, respectively, unfavorable impact of fordigmslation. Excluding the additional G&A expensssociated with acquiring the Pizza
U.K. business (which were previously netted witb@uity income prior to our acquisition of the remiag fifty percent of the business) and
unfavorable impacts of foreign currency translatiG&A expense increased 4% and 1% for the quanmdryeear to date, respectively. -
increases were driven by higher compensation kklatests, including amounts associated with strategjtiatives in China and otk
international growth markets, and higher coststeeldo conferences. The year to date increase wawdislty offset by the impact of lappi
higher prior year litigation related costs.

Worldwide Other (Income) Expense

Quarter Year to date
6/16/07 6/17/06 6/16/07 6/17/06
Equity income from investments in unconsolidatddiaties $ ‘8 $ 10 $ 1)) $ (21)
Gain upon sale of investment in unconsolidatediafi (® — — (5) —
Contract termination chard® — — — 8
Foreign exchange net (gain) loss and other — (2) (2) (3)
Other (income) expense $ 8 % 12 $ (28) % (16)
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(a) Reflects recognition of income associated with ifggicef payment for a note receivable arising frame 2005 sale of our fif
percent interest in the entity that operated almtdtFCs and Pizza Huts in Poland and the CzegbtuRl& to our then partner
the entity.

(b) Reflects an $8 million charge associated with gmmination of a beverage agreement in the UnitateStsegmen

Worldwide Closure and Impairment Expense and Refraghising (Gain) Loss

See the Store Portfolio Strategy section for maitlof our refranchising and closure activitiesldNote 7 for a summary of the compon
of facility actions by reportable operating segment

Operating Profit

Quarter Year to date

6/16/07 6/17/06 % B/(W) 6/16/07 6/17/06 % B/I(W)
United States $ 191 $ 194 2 $ 35¢ $ 38z @)
International Division 101 88 15 22C 183 20
China Division 65 57 14 141 11t 23
Unallocated and corporate expenses (52) (49) 2 (100 (109 5
Unallocated other income (expense) - 2 NM 4 2 NM
Unallocated refranchising gain (loss) 4 15 NM 5 11 NM
Operating profit $ 31C $ 307 1 $ 626 $ 58¢ 7
United States operating margin 15.6% 14.6%  1.C ppts. 14.7% 14.3% 0.4 ppts.
International Division operating margin 14.6% 18.1% (3.5 ppts. 16.0% 19.1%  (3.1) ppts.

Neither unallocated and corporate expenses, whiolpdse general and administrative expenses ndtogaged refranchising gain (loss),
allocated to the U.S., International Division orii@h Division segments for performance reportingppses. The year to date decreas
unallocated and corporate expenses was drivenebyrtpact of lapping higher prior year litigationated costs.

The decreases in U.S. operating profit for the tgmamd year to date were driven by the impactaies store sales declines on restaurant
and higher restaurant operating costs. These @sclirere partially offset by lower closure and impe&int expense and lower G&A expen
Additionally, the year to date decline was panjialffset by higher other income (expense), prinyadlilie to the lapping of a prior year che
associated with the termination of a beverage ageeein 2006.

Excluding the favorable impact from foreign currgricanslation, International Division operating firéncreased 11% in the quarter and 1
year to date. The increases were driven by the éinplasame store sales growth and new unit devedopron franchise and license fees
restaurant profit. The increases were partiallgetfby higher G&A expenses and higher restauragrabipg costs.

Excluding the favorable impact from foreign currgnianslation, China Division operating profit ieased 9% in the quarter and 18% ye

date. The increases were driven by the impact mifesstore sales growth on restaurant profit and neivdevelopment. The increases v
partially offset by higher G&A expenses and higrestaurant operating costs.
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Interest Expense, Ne

Quarter Year to date
6/16/07 6/17/06 % B/(W) 6/16/07 6/17/06 % B/(W)
Interest expense $ 43 $ 37 (16%) $ 86 $ 76 (14%)
Interest income (5) (1) NM (12) (5) NM
Interest expense, net $ 38 $ 36 $ 74 $ 71

Interest expense increased $6 million or 16% ferdharter and $10 million or 14% year to date. Thisease was driven by an increas
borrowings compared to prior year, including theita leases associated with the Pizza Hut U.Kuasitipn, and higher interest rates on
variable portion of our debt compared to prior year

Income Taxes

Quarter Year to date
6/16/07 6/17/06  6/16/07 6/17/06
Income taxes $ 58 % 79 % 144  $ 15€
Effective tax rate 21.5% 29.0% 26.1% 30.1%

Our effective tax rate for the quarter and yeattdte was favorably impacted by tax reserve revermad out of year adjustments to reserve:
accruals. Reserve reversals were due to the eipiraf the statue of limitations in certain foreigmisdictions and settlements of U.S. s
audits.

Consolidated Cash Flows

Net cash provided by operating activities was $68Bon compared to $558 million in 2006. The inase was driven by lower income
payments and pension contributions in 2007.

Net cash used in investing activities was $116iomlversus $159 million in 2006. The decrease wasd by the year over year chang
short term investments, an increase in proceeds fegranchising and the lapping of the acquisitidrthe Rostiks brand in Russia in 20(
partially offset by an increase in capital spending

Net cash used in financing activities was $366iarmillversus $293 million in 2006. The increase wasget by higher dividend payments ar
decrease in net borrowings, partially offset bydowhare repurchases.

Consolidated Financial Condition

The increase in accounts and notes receivable landié¢crease in investments in unconsolidated a##i were primarily due to divider
declared by our unconsolidated affiliates for teanto date ended June 16, 2007.

The decrease in accounts payable and other liabilitas primarily due to the timing of paymentgita expenditures and dividend payments.
The increase in short-term borrowings was primadle to the classification of $250 million in Senidnsecured Notes as shéetr
borrowings due to their May 2008 maturity date ipélyt offset by the repayment of two terdmans in the International Division during the y
to date ended June 16, 2007.

Liquidity and Capital Resources

Operating in the QSR industry allows us to genesatestantial cash flows from the operations of @ampany stores and from our francl
operations, which require a limited YUM investmenteach of the last five fiscal years, net caghvigled by operating activities has excee

$1 billion. We expect these levels of net cash
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provided by operating activities to continue in fbeeseeable future. Our discretionary spendintudes capital spending for new restaur:
acquisitions of restaurants from franchisees, r@mses of shares of our Common Stock and dividpadbsto our shareholders. Unfores
downturns in our business could adversely impactcash flows from operations from the levels histlty realized. However, we believe
ability to reduce discretionary spending and ourdwing capacity will allow us to meet our cashuigments in 2007 and beyond.

Discretionary Spending
In the year to date ended June 16, 2007, capitidipg has totaled $217 million, including $71 moill in the U.S., $63 million for tt
International Division and $83 million for the Chiivision.

During the year to date ended June 16, 2007, warcbpsed shares for $477 million (including $17lioml for shares with trade dates prio
December 30, 2006 but cash settlement dates sudrstetpuDecember 30, 2006 and excluding applicablesaction fees). In March 200Ut
Board of Directors authorized additional share repases of up to $500 million (excluding applicatlensaction fees) of our outstanc
Common Stock through March 2008t June 16, 2007, we had remaining capacity to nepase up to approximately $509 million of
outstanding Common Stock (excluding applicablegaation fees) under September 2006 and March 20@drézations.

During the year to date ended June 16, 2007, we gash dividends of $119 million. Additionally, day 17, 2007, our Board of Direct
approved a cash dividend of $04ér share of common stock, which will be distrilsbiten August 3, 2007 to shareholders of recordettbs:
of business on July 13, 2007. The Company is temgein annual dividend payout ratio of 35% to 40R4eat income.

Borrowing Capacity

Our primary bank credit agreement comprises a Billion senior unsecured Revolving Credit Facilitiie “Credit Facility”)which matures i
September 2009. At June 16, 2007, our unused Cireditity totaled $476 million, net of outstanditegters of credit of $221 million. The
were borrowings of $303 million outstanding undee Credit Facility at June 16, 2007. We were in glimnce with all debt covenants un
this facility at June 16, 2007.

We also have a $350 million, five-year revolvingdit facility (the “International Credit Facilitydr “ICF”) which matures in November 20
There were borrowings of $186 million outstandimgl @available credit of $164 million under the IGRJane 16, 2007. We were in complia
with all debt covenants under the ICF at June 0672

In 2006, we executed two terlmans on behalf of the International Division iretamount of $183 million, both of which were repaicthe
quarter ended March 24, 2007.

The majority of our remaining debt primarily conga$s Senior Unsecured Notes with varying maturitesldrom 2008 through 2016 ¢
interest rates ranging from 6.25% to 8.88%. Thei@ddnsecured Notes represent senior, unsecurédations and rank equally in right
payment with all of our existing and future unsecliunsubordinated indebtedness. Amounts outstandidgr Senior Unsecured Notes v
$1.6 billion at June 16, 2007.

Recently Adopted Accounting Pronouncements

Effective December 31, 2006, we adopted Financ@lolinting Standards Board (“FASB”) Interpretatioa. M8, “Accounting for Uncertaint
in Income Taxes” (“FIN 48”), an interpretation ofaBement of Financial Accounting Standards No. IB8counting for Income TaxesFIN
48 requires that a position taken or expected ttaken in a tax return be recognized in the finalnstatements when it is more likely than
(i.e., a likelihood of more than fifty percent) thhe position would be sustained upon examinabipitax authorities. A recognized tax posi
is then measured at the largest amount of berfedit is greater than fifty percent likely of beingalized upon ultimate settlement. U
adoption, we recognized an additional $13 million f
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unrecognized tax benefits, which was accountedafora reduction to our opening balance of retairethiegs on December 31, 20
Subsequent to this adjustment, we had $283 milionnrecognized tax benefits at December 31, 28085 million of which, if recognize
would affect the effective income tax rate.

FIN 48 also requires that changes in judgmentrgsilt in subsequent recognition, derecognitiool@nge in a measurement of a tax pos
taken in a prior annual period (including any rethinterest and penalties) be recognized as aetiésitem in the period in which the cha
occurs. Prior to the adoption of FIN 48, we recdrdeich changes in judgment, including audit setlaisy as a component of our ani
effective rate. As discussed below, we recognizehits associated with certain tax positions takeprior annual periods in the quarter
year to date ended June 16, 2C

The Company recognizes interest and penalties edarelated to unrecognized tax benefits and pesalis components of its Income
provision. The Company had approximately $74 millior the payment of interest and penalties accaiddkecember 31, 2006.

The major jurisdictions in which the Company filasome tax returns include the U.S. federal juggdn, China, the United Kingdom, Mexi
and Australia. Upon adoption of FIN 48, the eatli=ars that the Company was subject to examinatidhese jurisdictions were 1999 in
U.S., 2003 in China, 2000 in the United KingdomQ20n Mexico and 2001 in Australia. In additionet@ompany is subject to various L
state income tax examinations, for which, in thgragate, we have significant unrecognized tax htsnaf December 31, 2006. We anticij
that our recorded uncertain tax benefits for certak positions we have taken may increase or dserduring the remainder of 2007 as a r
of the continuation of these and other examinatibtmvever, given the status of these examinatioeasannot reliably estimate a range
potential change at this time. Upon completionudibexaminations and the expiration of certainuges of limitation during the quarter en
June 16, 2007, the Comparyaggregate, unrecognized tax benefits recordBeéeember 31, 2006 were reduced by $8 million aedathour
accrued for payment of interest and penaltiestfesé unrecognized tax benefits was reduced by $ftrmAs a result of these reductions,
recorded Income tax provision was $18 million lov@rthe quarter and year to date ended June 1§,.20

In June 2006, the FASB ratified the Emerging Isst&sk Force (“EITF") issue 06-3Hbw Taxes Collected From Customers and Remitt
Governmental Authorities Should Be Presented inltlteme Statement (That Is Gross Versus Net Praten}’ (“EITF 06-3"). EITF 063
addresses income statement presentation and diselegjuirements for taxes assessed by a goveraharthority that are directly imposed
and concurrent with a revenue-producing transadietween a seller and a customer, including sakss, valueadded and some excise ta
EITF 06-3 permits such taxes to be presented on eithevss dpasis (included in revenues and costs) orrat hasis (excluded from revenu
The Company has historically presented and wiltiome to present such taxes on a net basis.

Item 3. Quantitative and Qualitative Disclosures Alout Market Risk

There were no material changes during the quaniged June 16, 2007 to the disclosures made in7#ewf the Company’s 2006 Form 10-K.
Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

The Company has evaluated the effectiveness odlekiggn and operation of its disclosure controls prdedures pursuant to Rules 11¥de’
and 15d15(e) under the Securities Exchange Act of 193dfadke end of the period covered by this reporsdéghon the evaluation, perforn
under the supervision and with the participationhef Companys management, including the Chairman, Chief Exeeuifficer and Preside
(the “CEO”) and the Chief Financial Officer (the FO”), the Company management, including the CEO and CFO, conclublat the
Company’s disclosure controls and procedures wigeetave as of the end of the period covered byréport.
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Changes in Internal Control

There were no significant changes with respech& @ompanys internal control over financial reporting or ither factors that materia
affected, or are reasonably likely to materiallfeaf, internal control over financial reporting thg the quarter ended June 16, 2007.

Cautionary Note Regarding Forward-Looking Statemens

This report may contain forward-looking statemewithin the meaning of the U.S. federal securiteagd. These forwartboking statements ¢
intended to be covered by the safe harbor prowssionforwardlooking statements in the federal securities laiee statements include thi
identified by such words as “may,” “will,” “expett;project,” “anticipate,” “believe,” “plan” and dter similar terminology. These “forward-
looking statementsteflect our current expectations regarding futwengs and operating and financial performance aadased upon d:
available at the time of the statements. Actualltesnvolve risks and uncertainties, includingtbttose specific to us and those specific t
industry, and could differ materially from expeaat. These risks and uncertainties include, baitrat limited to those described in Par
Item 1A “Risk Factors” in this report, those debed under “Risk Factors” in Part |, Item 1A of dewrm 10K for the year ended Decem
30, 2006, and those described from time to timeunreports filed with the Securities and Excha@genmission. We do not undertake
obligation to update or revise publicly any forwdodking statements, whether as a result of newriinéion, future events or otherwise. Y
are cautioned not to place undue reliance on fa@wking statements.
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Report of Independent Registered Public Accountingrirm

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

We have reviewed the accompanying Condensed Cdasadi Balance Sheet of YUM! Brands, Inc. and Sudses (“YUM”) as of June 1
2007, the related Condensed Consolidated Statern&htsome for the twelve and twentgur weeks ended June 16, 2007 and June 17,
and the Condensed Consolidated Statements of Gasis For the twentyfour weeks ended June 16, 2007 and June 17, 20@8eTcondens
consolidated financial statements are the respiibsif YUM'’s management.

We conducted our review in accordance with thedsteas of the Public Company Accounting Oversighamlo(United States). A review
interim financial information consists principalty applying analytical procedures and making inigsiof persons responsible for financial
accounting matters. It is substantially less inpgcthan an audit conducted in accordance withtdredards of the Public Company Accoun
Oversight Board (United States), the objective tficl is the expression of an opinion regarding fthancial statements taken as a wt
Accordingly, we do not express such an opinion.

Based on our review, we are not aware of any naterodifications that should be made to the conelérconsolidated financial stateme
referred to above for them to be in conformity witts. generally accepted accounting principles.

We have previously audited, in accordance with stendards of the Public Company Accounting Ovetsibard (United States), t
Consolidated Balance Sheet of YUM as of December 2806, and the related Consolidated Statementtadme, Cash Flows a
ShareholdersEquity and Comprehensive Income for the year thedeé not presented herein; and in our report dagdmluary 28, 2007, v
expressed an unqualified opinion on those congeliifinancial statements. In our opinion, the infation set forth in the accompany
Condensed Consolidated Balance Sheet as of Dece&@b2006, is fairly stated, in all material reggem relation to the Consolidated Bala
Sheet from which it has been derived.

KPMG LLP
Louisville, Kentucky
July 20, 2007
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PART Il — Other Information and Signatures
Item 1. Legal Proceedings

Information regarding legal proceedings is incogted by reference from Note 11 to the Compangbondensed Consolidated Finar
Statements set forth in Part | of this report.

Iltem 1A. Risk Factors

We face a variety of risks that are inherent in business and our industry, including operatiotedal, regulatory and product risks.
following are some of the more significant facttirat could affect our business and our resultgefations:

. Foodborne illness (such as E. coli, hepatitis A., tiicisis or salmonella) concerns, and health concatisgg from outbreaks
Avian Flu, may have an adverse effect on our bissi

. Our foreign operations, which are significant, gabjus to risks that could negatively affect ousibess such as fluctuations
foreign currency exchange rates and changes inoedionconditions, tax systems, consumer preferersmsal conditions ar
political conditions inherent in foreign operatio

. Changes in commodity and other operating costaupplg chain and business disruptions could adweragéct our results
operations
. Our operating results are closely tied to the sss@# our franchisees, and any significant inabiit our franchisees to oper

successfully could adversely affect our operatagyits;

. We could be party to litigation that could adveyseffect us by increasing our expenses or subjgati® to material mon
damages and other remedi

. Changes in governmental regulations may adverdidgtaour business operations;

. We may not attain our target development goals whie dependent upon our ability and the abilitpaf franchisees to upgre
existing restaurants and open new restaurantsoaolerate these restaurants on a profitable beasit

. The restaurant industry in which we operate is lyigbmpetitive.

These risks are described in more detail underk’Réctors” in Item 1A of our 2006 Form 2Q-We encourage you to read these risk factc
their entirety. Other factors may also exist that gannot anticipate or that we do not considereaignificant based on information tha
currently available.
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Item 2. Unregistered Sales of Equity Securities drd of Proceeds

The following table provides information as of Jur& 2007 with respect to shares of Common Stoplrahased by the Company during
quarter then ended adjusted for the June 26, 2067dr-one stock split:

Total number o Approximate dollai
shares purchased as value of shares that
part of publicly may yet be purchased
Total number of Average price announced plans or under the plans or
Fiscal Period: shares purchase paid per shar programs programs
Period 4
3/25/07-4/21/07 2,200,00( $29.56 2,200,00( $675,242,23!
Period 5
4/22/07-5/19/07 2,580,00( $32.35 2,580,00( $591,779,61¢
Period 6
5/20/07- 6/16/07 2,440,00( $33.74 2,440,00( $509,460,10¢
Total 7,220,00( $31.97 7,220,00( $509,460,10¢

In September 2006, our Board of Directors authariaéditional share repurchases, through Septentif, 2ip to an additional $500 milli
(excluding applicable transaction fees) of our mutding Common Stock. For the quarter ended Jun2¥, approximately 7.2 million sha
were repurchased under this authorization.

In March 2007, our Board of Directors authorizeditidnal share repurchases, through March 20089 @m additional $500 million (excludi
applicable transaction fees) of our outstanding @om Stock. For the quarter ended June 16, 2005haces were repurchased under
authorization.

Item 4. Submission of Matters to a Vote of Securtlders

1)

2)

3)

Our Annual Meeting of Shareholders was held on Way2007. At the meeting, shareholders:

Elected eleven directors to serve until the nexhdal Meeting of Shareholders and until their refipecsuccessors are d
elected and qualifiec
Ratified the appointment of KPMG LLP as our indeghemt auditors for the fiscal year ended DecembeQ07.
through 8) Rejected five and ratified one of thareholder proposal
Results of the voting in connection with each iteere as follows (these numbers reflect actual votess by shareholders and
not adjusted for the June 26, 2007 two-for-onekstpdit):
(1) Election of Director: For Withheld
David W. Dorman 231,690,67¢ 2,813,82(
Massimo Ferragam 232,167,64: 2,336,85¢
J. David Grisson 232,122,99¢ 2,381,504
Bonnie G. Hill 230,235,09( 4,269,40¢
Robert Holland, Ji 231,870,64( 2,633,85¢
Kenneth G. Langon 231,172,07¢ 3,332,42(
Jonathan S. Line 232,119,48¢ 2,385,01¢
David C. Novak 229,116,41¢ 5,388,081
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Thomas C. Nelso 232,257,857 2,246,64:
Thomas M. Ryal 231,450,30¢ 3,054,19C
Jackie Trujillo 232,025,48: 2,479,012
For Against Abstain
(2) Ratification of 227,830,407 4,875,198 1,798,894
Independent Auditor
For Against Abstain Non-Votes
(3) Shareholder Proposal — 18,954,35¢ 169,377,17: 17,699,85( 28,473,117
MacBride Principle:
(4) Shareholder Proposal - 82,501,271 120,073,795 3,456,319 28,473,114
Advisory Shareholder
Vote to Ratify
Executive
Compensatiol
(5) Shareholder Propos- 55,165,80¢ 146,381,811 4,483,45¢ 28,473,41¢
Pay for Superior
Performanct
(6) Shareholder Proposal - 121,579,300 81,468,360 2,978,324 28,478,515
Future Severance
Agreements
(7) Shareholder Proposal - 12,873,073 167,429,712 25,728,602 28,473,112
Sustainable Fis
(8) Shareholder Propos— 14,549,45¢ 164,228,56¢ 27,067,467 28,659,01:

Animal Welfare
Item 6. Exhibits

(@) Exhibit Index

EXHIBITS

Exhibit 15 Letter from KPMG LLP regarding Unaudited Interim nkncial Information
(Acknowledgement of Independent Registered Pubticolinting Firm)

Exhibit 31.1 Certification of the Chairman, Chief Executive @#i and President pursuant to
Rule 13a-14(a) of Securities Exchange Act of 1¥®adopted pursuant to Section
302 of the Sarban-Oxley Act of 2002

Exhibit 31.2 Certification of the Chief Financial Officer pursuao Rule 13a-14(a) of Securities
Exchange Act of 1934, as adopted pursuant to Se@d2 of the Sarbanes-Oxley
Act of 2002.

Exhibit 32.1 Certification of the Chairman, Chief Executive @#t and President pursuant to 18
U.S.C. Section 1350, as adopted pursuant to Se806rof the Sarbanes-Oxley Act
of 2002.

Exhibit 32.2 Certification of the Chief Financial Officer pursuao 18 U.S.C. Section 1350, as

adopted pursuant to Section 906 of the Sart-Oxley Act of 2002
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SIGNATURES
Pursuant to the requirement of the Securities Bxgbaict of 1934, the registrant has duly causesi régport to be signed on its behalf by
undersigned, duly authorized officer of the registr

YUM! BRANDS, INC.
(Registrant

Date: July 20, 200 /sl Ted F. Knopf

Senior Vice President of Finan
and Corporate Controll¢
(Principal Accounting Officer
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Exhibit 15

Acknowledgement of Independent Registered Public Aounting Firm

The Board of Directors
YUM! Brands, Inc.:

We hereby acknowledge our awareness of the userofeport dated July 20, 2007, included within @earterly Report on Form 1Q- ol
YUM! Brands, Inc. for the twelve and twentgur weeks ended June 16, 2007, and incorporatectfiegyence in the following Registrat
Statements:

Description Registration Statement Number
Forms &-3 and $-3/A

$300,000,000 Debt Securiti 333133097

YUM! Direct Stock Purchase Progre 33:-46242

$2,000,000,000 Debt Securiti 333-42969

Form S-8s

YUM! Restaurants Puerto Rico, Inc. S-Up Plan 33:-85069

Restaurant Deferred Compensation F 33:-36877, 33-32050

Executive Income Deferral Progre 33:-36955

YUM! Long-Term Incentive Plal 33536895, 33-85073, 33-32046
SharePower Stock Option PI 33:-36961

YUM! Brands 401(k) Plai 333-36893, 33-32048, 33-109300
YUM! Brands, Inc. Restaurant General Manager Stopkon Plar 33:2-64547

YUM! Brands, Inc. Lon-term Incentive Pla 333-32052, 33-109299

Pursuant to Rule 436(c) under the Securities AQA9#3 (the “Act”),such report is not considered part of a registnasimtement prepared
certified by an independent registered public antiog firm, or a report prepared or certified by iadependent registered public accour
firm within the meaning of Sections 7 and 11 of #w.

KPMG LLP

Louisville, Kentucky
July 20, 2007
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Exhibit 31.1

CERTIFICATION

[, David C. Novak, certify that:

@)

(b)

(©

(d)

(@)

(b)

I have reviewed this report on Form-Q of YUM! Brands, Inc.

Based on my knowledge, this report does not corgainuntrue statement of a material fact or omistade ¢
material fact necessary to make the statements,nratight of the circumstances under which sucieshents
were made, not misleading with respect to the pec@vered by this repot

Based on my knowledge, the financial statementd,cdher financial information included in this repdairly
present in all material respects the financial don results of operations and cash flows ofrbgistrant, as of,
and for, the periods presented in this reg

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disgte controls
and procedures (as defined in Exchange Act Ruleslb8) and 15d-15(e)) and internal control ovearicial
reporting (as defined in Exchange Act Rules-15(f) and 15-15(f)) for the registrant and hav

designed such disclosure controls and proceduresawsed such disclosure controls and procedurdseto
designed under our supervision, to ensure that rieht@formation relating to the registrant, inclog its
consolidated subsidiaries, is made known to usthgre within those entities, particularly during theriod in
which this report is being prepare

designed such internal control over financial répgr or caused such internal control over finah@gorting to

be designed under our supervision, to provide regde assurance regarding the reliability of finaheporting
and the preparation of financial statements foremsal purposes in accordance with generally acdepte
accounting principles

evaluated the effectiveness of the registrant’slossire controls and procedures and presentedsimefort our
conclusions about the effectiveness of the discsontrols and procedures, as of the end of tHegeovered
by this report based on such evaluation;

disclosed in this report any change in the registsanternal control over financial reporting thatcurred during
the registrant’s most recent fiscal quarter (thggsteant’s fourth fiscal quarter in the case ofaamual report) that
has materially affected, or is reasonably likelyrtaterially affect, the registrant’s internal cahtover financial

reporting; anc

The registrar's other certifying officer and | have disclosedsdxh on our most recent evaluation of inte
control over financial reporting, to the registrarduditors and the audit committee of the regmtsaboard of
directors (or persons performing the equivalentfiom):

all significant deficiencies and material weaknssisethe design or operation of internal controtéiofinancial
reporting which are reasonably likely to adversfgct the registrant’s ability to record, processnmarize and
report financial information; an

any fraud, whether or not material, that involvesnaggement or other employees who have a significdatin
the registrar’'s internal control over financial reportir

Date: July 20, 200 /s/ David C. Noval

Chairman, Chief Executive Officer and Presid
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Exhibit 31.2

CERTIFICATION

I, Richard T. Carucci, certify that:

@)

(b)

(©

(d)

(@)

(b)

I have reviewed this report on Form-Q of YUM! Brands, Inc.

Based on my knowledge, this report does not corgainuntrue statement of a material fact or omistade ¢
material fact necessary to make the statements,nratight of the circumstances under which sucieshents
were made, not misleading with respect to the pec@vered by this repot

Based on my knowledge, the financial statementd,cdher financial information included in this repdairly
present in all material respects the financial don results of operations and cash flows ofrbgistrant, as of,
and for, the periods presented in this reg

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disgte controls
and procedures (as defined in Exchange Act Ruleslb8) and 15d-15(e)) and internal control ovearicial
reporting (as defined in Exchange Act Rules-15(f) and 15-15(f)) for the registrant and hav

designed such disclosure controls and proceduresawsed such disclosure controls and procedurdseto
designed under our supervision, to ensure that rieht@formation relating to the registrant, inclog its
consolidated subsidiaries, is made known to usthgre within those entities, particularly during theriod in
which this report is being prepare

designed such internal control over financial répgr or caused such internal control over finah@gorting to

be designed under our supervision, to provide regde assurance regarding the reliability of finaheporting
and the preparation of financial statements foremsal purposes in accordance with generally acdepte
accounting principles

evaluated the effectiveness of the registrant’slossire controls and procedures and presentedsimefort our
conclusions about the effectiveness of the discsontrols and procedures, as of the end of tHegeovered
by this report based on such evaluation;

disclosed in this report any change in the registsanternal control over financial reporting thatcurred during
the registrant’s most recent fiscal quarter (thggsteant’s fourth fiscal quarter in the case ofaamual report) that
has materially affected, or is reasonably likelyrtaterially affect, the registrant’s internal cahtover financial

reporting; anc

The registrar's other certifying officer and | have disclosedsdxh on our most recent evaluation of inte
control over financial reporting, to the registrarduditors and the audit committee of the regmtsaboard of
directors (or persons performing the equivalentfiom):

all significant deficiencies and material weaknssisethe design or operation of internal controtéiofinancial
reporting which are reasonably likely to adversfgct the registrant’s ability to record, processnmarize and
report financial information; an

any fraud, whether or not material, that involvesnaggement or other employees who have a significdatin
the registrar’'s internal control over financial reportir

Date: July 20, 200 /sl Richard T. Caruct

Chief Financial Office!
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Exhibit 32.]

CERTIFICATION OF CHAIRMAN AND CHIEF EXECUTIVE OFFIER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of YUM! Buds, Inc. (the “Company”) on Form 1@for the quarter ended June 16, 200
filed with the Securities and Exchange Commissiorthe date hereof (the “Periodic Report;)David C. Novak, Chairman, Chief Execui
Officer and President of the Company, certify, parg to 18 U.S.C. Section 1350, as adopted purdoa®éction 906 of the Sarban@siey
Act of 2002, that:

1. the Periodic Report fully complies with the requaiments of Section 13(a) or 15(d) of the Securitigshange Act of 1934; ar

2. the information contained in the Periodic Repoitlfapresents, in all material respects, the finahcondition and results
operations of the Compan

Date: July 20, 200 /s/ David C. Noval
Chairman, Chief Executive Officer and Presid

A signed original of this written statement reqdifey Section 906 has been provided to YUM! Brards, and will be retained by YUN
Brands, Inc. and furnished to the Securities anthBrge Commission or its staff upon request.
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Exhibit 32.Z

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 Report of YUM! Buds, Inc. (the “Company”) on Form 1D for the quarter ended June 16, 200
filed with the Securities and Exchange Commissiorihe date hereof (the “Periodic Report))Richard T. Carucci, Chief Financial Officer
the Company, certify, pursuant to 18 U.S.C. Secli®b0, as adopted pursuant to Section 906 of tHea8as-Oxley Act of 2002, that:

1. the Periodic Report fully complies with the requments of Section 13(a) or 15(d) of the Securitieshiange Act of 1934; ar

2. the information contained in the Periodic Repoitlyapresents, in all material respects, the firiahcondition and results
operations of the Compan

Date: July 20, 200 /s/ Richard T. Caruct
Chief Financial Office

A signed original of this written statement reqdifey Section 906 has been provided to YUM! Brards, and will be retained by YUN
Brands, Inc. and furnished to the Securities anchBrge Commission or its staff upon request.
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