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PART | - FINANCIAL INFORMATION
Item 1. Financial Statements
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
YUM! BRANDS, INC. AND SUBSIDIARIES
(in millions, except per share data)
Quarter Year to date
6/11/05 6/12/04 6/11/05 6/12/04
Revenues
Company sale $ 1,90: $ 1,84¢ $ 3,71 $ 3,59:
Franchise and license fe 251 231 49k 454
Total revenue 2,157 2,071 4,207 4,047
Costs and expenses, n
Company restauran
Food and papt 60C 58¢ 1,17¢ 1,12¢
Payroll and employee benel 504 49: 987 973
Occupancy and other operating expetr 53C 49t 1,021 96€
1,63¢ 1,57¢ 3,18 3,067
General and administrative expen 262 234 49¢ 471
Franchise and license expen 4 6 12 8



Facility actions 4 10 15 19
Other (income) expen: (25) (10 (39 (22
Wrench litigation (income) expen - - - -
AmeriServe and other charges (crec - (14 - 14
Total costs and expenses, 1,87¢ 1,80z 3,66¢ 3,52¢
Operating Profit 274 27¢ 53¢ B1¢€
Interest expense, n 30 32 58 67
Income Before Income Taxe: 244 245 48( 451
Income tax provisiol 57 65 13z 131
Net Income $ 18 $ 17¢ $ 34 $ 32
Basic Earnings Per Common Shart $ 0.6* $ 0.6 $ 1.2 $ 1.U
Diluted Earnings Per Common Share $ 0.6: $ 0.5¢ $ 1.1t $ 1.0
Dividends Declared Per Common Shar $0.11¢ $ 0.1 $0.21¢ $ 0.1

See accompanying Notes to Condensed Consolidatedi¢tal Statements.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
YUM! BRANDS, INC. AND SUBSIDIARIES
(in millions)

Cash Flows- Operating Activities
Net income
Adjustments to reconcile net income to net cashigeal by operating activitie:
Depreciation and amortizatit
Facility actions
Other liabilities and deferred crec
Deferred income taxt
Other no-cash charges and credits,
Changes in operating working capital, excludinge§ of acquisitions ar
dispositions
Accounts and notes receiva
Inventories
Prepaid expenses and other current a
Accounts payable and other current liabili
Income taxes payak

Net change in operating working cap
Net Cash Provided by Operating Activities
Cash Flows- Investing Activities
Capital spendini

Proceeds from refranchising of restaur:
Acquisition of restaurants from franchise

Year to date

6/11/0°  6/12/0
$ 34¢ $ 32
20€ 195
15 19

4 8
(23 -
(4) 19
4) (19

4 (6)

57 (21)

- (64

- (66)

57 171)
605 39¢
(210) (221)
41 8

- ®)



Shor-term investment (31 (27
Sales of property, plant and equipm 22 24
Other, ne 38 23
Net Cash Used in Investing Activities (140 (19¢)
Cash Flows- Financing Activities
Revolving Credit Facility activity
Three months or less, r 46 -
Repayments of lor-term debt 9 (7)
Shor-term borrowing-three months or less, r (23 -
Repurchase shares of common st (489 (299)
Employee stock option procee 89 10z
Dividends paid on common shal (58) -
Net Cash Used in Financing Activities (4449 (199
Effect of Exchange Rates on Cash and Cash Equivalesr ()] 2
Net Increase (Decrease) in Cash and Cash Equivalst 17 9)
Net Increase in Cash and Cash Equivalents of Maintad China for December
2004 34 -
Cash and Cash Equivalent:- Beginning of Period 62 19z
Cash and Cash Equivalent- End of Period $ 11z $ 18:
See accompanying Notes to Condensed Consolidatedi¢ial Statements.
4
CONDENSED CONSOLIDATED BALANCE SHEETS
YUM! BRANDS, INC. AND SUBSIDIARIES
(in millions)
6/11/0f  12/25/0:
ASSETS
Current Assets
Cash and cash equivale $ 11 $ 6
Shor-term investment 87 54
Accounts and notes receivable, less allowanceir$2005 and $22 in 20C 21z 19z
Inventories 77 76
Prepaid expenses and other current a: 91 142
Deferred income taxe 14z 15¢
Advertising cooperative assets, restric 78 65
Total Current Assets 801 747
Property, plant and equipment, net of accumulaggetiation and amortizatic 3,371 3,43¢
of $2,733 in 2005 and $2,618 in 2(
Goodwill 55C 552
Intangible assets, n 34C 347
Investments in unconsolidated affilias 17¢ 194
Other asset 434 41¢
Total Assets $5,67¢ $ 5,69¢

LIABILITIES AND SHAREHOLDERS ' EQUITY
Current Liabilities




Accounts payable and other current liabilit $1,21- $1,18¢

Income taxes payab 60 111
Shor-term borrowings 222 11
Advertising cooperative liabilitie 78 65

Total Current Liabilities 1,574 1,37¢
Long-term debi 1,562 1,731
Other liabilities and deferred cred 992 994

Total Liabilities 4,12¢ 4,101

Shareholders Equity
Preferred stock, no par value, 250 shares autlthneeshares issue - -
Common stock, no par value, 750 shares authorP&&ishares and 290 shares issued in :

and 2004, respective 32¢ 65¢
Retained earning 1,35¢ 1,067
Accumulated other comprehensive | (140 (137
Total Shareholders Equity 1,547 1,59¢
Total Liabilities and Shareholders’ Equity $5,67¢ $ 5,69¢

See accompanying Notes to Condensed Consolidatedi¢tal Statements.

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

1. Financial Statement Presentatior

We have prepared our accompanying unaudited Coadedbsnsolidated Financial Statements (“Financiate®tents”) in accordance with the rules and regulat
of the Securities and Exchange Commission (“SEG@F)riterim financial information. Accordingly, thedo not include all of the information and footreote
required by United States generally accepted a¢swuprinciples for complete financial statemefiserefore, we suggest that the accompanying Fialnci
Statements be read in conjunction with the Conatdidl Financial Statements and notes thereto indlideur annual report on Form X0for the fiscal year ende
December 25, 2004 (“2004 Form 10-KBxcept as disclosed herein, there has been noialateange in the information disclosed in the sdteour Consolidate
Financial Statements included in the 2004 Form 10-K

Our Financial Statements include YUM! Brands, laxed its wholly-owned subsidiaries (collectivelyaatd to as “YUM” or the “Company”). The Financial
Statements include the worldwide operations of KPi2za Hut, Taco Bell, Long John Silver’s (“LISTHhA&W All-American Food Restaurants (“A&W")

(collectively the “Concepts”). References to YUMdhghout these notes to our Financial Statemeetsade using the first person notations of “wes™“ar
“our.

In 2005, we began reporting information for oueimiational business in two separate operating segnas a result of changes to our management iegort
structure. The China Division includes mainlandr@h{“China”), Thailand and KFC Taiwan, and the inggional Division includes the remainder of our
international operations. While this reporting cgamlid not impact our consolidated results, segriméatmation for previous periods has been resttidze
consistent with the current period presentation.

Beginning in 2005, we also changed the China bssineporting calendar to more closely align théninof the reporting of its results of operationgwour U.S.
business. Previously our China business, likedlseaf our international businesses, closed onehm{@n one period for certain of our internatiobakinesses)
earlier than YUM'’s period end date to facilitatensolidated reporting. To maintain comparabilityoof consolidated results of operations, amoungtedIto our
China business for December 2004 have not beegttefl in our Condensed Consolidated Statementsofrie and net income for the China business footiee
month period ended December 31, 2004 was recogazet adjustment directly to consolidated retagardings in the year to date ended June 11, ZD05.
consolidated results of operations for the quaatet year to date ended June 11, 2005 include sdtsef operations of the China business for tbatims of
March, 2005 through May, 2005 and January, 200&utjin May, 2005, respectively, and the months tmbleided in future quarterly reporting periods wviégin
one month later than in previous years. Our codatgid results of operations for the quarter and tgedate ended June 12, 2004 continue to inclueedsults of
operations of the China business for the monthiebfuary, 2004 through April, 2004 and Decembe®32Brough April, 2004, respectively, as previously
reported



For the month of December, 2004 the China busihadsevenues of $79 million and net income of $fioni As mentioned previously, neither of theseoamts
is included in our Condensed Consolidated Statewfdnicome for the year to date ended June 11, 20@%he net income figure was credited directlyetained
earnings in the first quarter of 2005. Net incomethe month of December, 2004 was negatively irngghby costs incurred in preparation of openingaiicant
number of new stores in early 2005 as well as as®d advertising expense, all of which was recomi@tcember’s results of operations. Additionathg net
increase in cash for the China business in Decer2b@# has been presented as a single line iteouo@ondensed Consolidated Statement of Cash Ftovise
year to date ended June 11, 2005. The $34 million

net increase in cash was primarily attributablsthort-term borrowings for working capital purposesnajority of which were repaid prior to the eridtee China
business’ first quarter.

Our preparation of the accompanying Financial &tetes in conformity with U.S. generally acceptedoamting principles requires us to make estimates a
assumptions that affect reported amounts of aasetdiabilities, disclosure of contingent assetd keilities at the date of the Financial Statetseand the
reported amounts of revenues and expenses duengplorting period. Actual results could differrfrdhe estimates.

In our opinion, the accompanying Financial Statet:iérclude all normal and recurring adjustmentssadgred necessary to present fairly, when read in
conjunction with our 2004 Form 10-K, our finangsition as of June 11, 2005, the results of oeratons for the quarters and years to date enawsl 11, 2005
and June 12, 2004 and cash flows for the yearatmehded June 11, 2005 and June 12, 2004. OltsreSoperations for these interim periods arermestessarily
indicative of the results to be expected for tHeyfear.

Our significant interim accounting policies incluthe recognition of certain advertising and margtosts, generally in proportion to revenue, dwedrécognitior
of income taxes using an estimated annual effetéiveate.

We have reclassified certain items in the accomipgnlyinancial Statements and Notes to the FinaiStetements in order to be comparable with thesctirr
classifications. These reclassifications had neatfbn previously reported net income.

2. Stock-Based Employee Compensatio

The Company accounts for its stossed employee compensation plans under the reéimogand measurement principles of Accounting Rpiles Board Opiniol
No. 25,“Accounting for Stock Issued to Employees,” andted Interpretations (“APB 25”). No stock-based myee compensation cost is reflected in net
income, as all options granted under those pladsahaexercise price equal to the market value®titiderlying common stock on the date of grant. félewing
table illustrates the effect on net income andiegmper share had the Company applied the faireviacognition provisions of Statement of Finangietounting
Standards (“SFAS”) No. 123 “Accounting for Stocksed Compensation” (“SFAS 123") to stock-based eggs#acompensation.

Quarter Year to date
6/11/05 6/12/04 6/11/05 6/12/04

Net income, as reporte $ 18 $ 17 $ 341 $ 32
Deduct: Total stoc-based employe
compensation expense determined undel
value based method for all awards, ne
related tax effect 8 (10 (16) (18)
Net income, pro form $ 17 $ 16 $ 33 $ 30.
Basic Earnings per Common Sh

As reportec $ 0.6 $ 0.6 $ 1.2 $  1.u

Pro forme 0.62 0.5¢ 1.1t 1.04
Diluted Earnings per Common Shi

As reportec $ 0.6 $ 0.5 $ 1.1 $ 1.0

Pro forme 0.5¢ 0.5t 1.1C 0.9¢

3. Recently Adopted Accounting Pronouncement



In October 2004, the Financial Accounting Stand&dard (“FASB”) ratified the consensus reachedh®s/Emerging Issues Task Force (“EITF”) on Issuel04-
“Accounting for Preexisting Relationships betweka Parties to a Business Combination” (“EITF 04-EN)TF 04-1 requires that a business combinatidwéen
two parties that have a preexisting relationshig¥eduated to determine if a settlement of thaépisting relationship exists. EITF 04-1 also regsithat certain
reacquired rights (including the rights to the dpeyls trade name under a franchise agreementd@gnized as intangible assets apart from gooddadlvever, if
a contract giving rise to the reacquired rightdudes terms that are favorable or unfavorable wdmnpared to pricing for current market transactifmnghe same
or similar items, EITF 04- requires that a settlement gain or loss shoulshé@sured as the lesser of a) the amount by whéchdntract is favorable or unfavora
to market terms from the perspective of the acquiré) the stated settlement provisions of thetrea available to the counterparty to which thetcact is
unfavorable.

EITF 04-1 was effective prospectively for businesmbinations consummated in reporting periods beggafter October 13, 2004 (the fiscal year beigign
December 26, 2004 for the Company). EITFI0dpplies to acquisitions of restaurants we mayariedkn our franchisees or licensees. We curreittgngt to hav
our franchisees or licensees enter into standartfise or license agreements for the applicabie€at and/or market when renewing or entering anbew
agreement. However, in certain instances franchiseéicensees have existing agreements that pos=®ss, including royalty rates, that differ framur current
standard agreements for the applicable Concepbantirket. We acquired no franchisee or licensegupeants in the quarter and year to date endesl ILy200E
However, if in the future we were to acquire resaats from a franchisee or licensee with such astiag agreement, we would be required to recosdtlement
gain or loss at the date of acquisition. The amamattiming of any such gains or losses we migtineis dependent upon the franchisees or licerfse@swhich
we might acquire restaurants and when the resteuaae acquired. Accordingly, any impact cannotireently determined.

4. New Accounting Pronouncements Not Yet Adopte

In December 2004, the FASB issued SFAS No. 123i@eev2004), “Share-Based Payment” (“SFAS 123R")ctvineplaces SFAS 123, supersedes APB 25 and
related interpretations and amends SFAS No. 95té8tent of Cash FlowsThe provisions of SFAS 123R are similar to thos8BAS 123, however, SFAS 12
requires all share-based payments to employedading grants of employee stock options, to be gacted in the financial statements as compensatshbased
on their fair value on the date of grant. Fair eat share-based awards will be determined usitigroricing models (e.g. BlacBeholes or binomial models) ¢
assumptions that appropriately reflect the specificumstances of the awards. Compensation cosbailecognized over the vesting period on a dttdige basis
for the fair value of awards that actually vest.

We will be required to choose between the modifieaspective and modified-retrospective transititieraatives in adopting SFAS 123R. Under the medifi
prospective-transition method, compensation coteirecognized in financial statements issuedsgbent to the date of adoption for all shareddbasgyments
granted, modified or settled after the date of éidopas well as for any unvested awards that \gesiated prior to the date of adoption. As we prasip adopted
only the pro forma disclosure provisions of SFAS,1&e will recognize compensation cost relatingh® unvested portion of awards granted prior toddme of
adoption using the same estimate of the grantfdatgalue and the same attribution method usetktermine the pro forma disclosures under SFAS Wader
the modified-retrospective-transition method congadion cost will be recognized in a manner constsigth the modified-prospective-transition method,
however, prior period financial statements willcelse restated by recognizing compensation costeagqusly

reported in the pro forma disclosures under SFAS TRe restatement provisions can be applied keed) all periods presented or b) to the beginoirthe fisca
year in which SFAS 123R is adopted.

On April 14, 2005, the SEC adopted a new rule énanded the compliance dates of SFAS 123R to eequplementation at the beginning of the firstdisgear
beginning after June 15, 2005 (the year beginnamydry 1, 2006 for the Company). Early adoptioBBAS 123R is permissible. We are currently congider
whether to adopt SFAS 123R in the quarter endecetibdber 31, 2005 or the quarter ended March 25, 2D® Company is also in the process of evaluatieg t
use of certain option-pricing models as well asadsumptions to be used in such models. When sathagion is complete, we will determine the tréosi
method to use and the impact any change in valuatiodels might have.

5. Earnings Per Common Share“EPS")
Quarter Year to date
6/11/0t  6/12/0¢  6/11/0f  6/12/0¢

Net income $ 18 $17¢ $ 34¢ $ 32(
Basic EPS
Weightec-average common shares outstanc 28¢€ 29C 29C 29C
Basic EPS $ 0.6f $ 0.6 $ 1.2 $1.1(
Diluted EPS
Weightec-average common shares outstanc 28¢ 29C 29C 29C
Shares assumed issued on exercise of dilutive

equivalent: 40 49 40 51

Shares assumed purchased with proceeds of di



share equivalen (26) (35 (27 (36)

Shares applicable to diluted earnit 30z 304 303 30¢

Diluted EPS $ 0.62 $ 0.5¢ $1.1¢ $1.0¢

Unexercised employee stock options to purchaseoappately 0.4 million and 0.2 million shares of dilommon Stock for the quarter and year to datecddee
11, 2005, respectively, were not included in thenpotation of diluted EPS because their exercisgeprivere greater than the average market pricarad@ommon
Stock during the quarter and year to date endee 1n2005, respectively. Unexercised employeeksiptions to purchase approximately 0.3 millionrsksaand
0.5 million of our Common Stock for the quarter am@r to date ended June 12, 2004, respectively ma included in the computation of diluted ER8duse
their exercise prices were greater than the avaragket price of our Common Stock during the quaatel year to date ended June 12, 2004, respactivel

During the year to date ended June 11, 2005, we geanted employee stock options to purchase appabaly 4 million shares of our Common Stock at an
exercise price equal to the average market pridh@udate of grant. The weighted-average exercise pf these options was approximately $46.
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6. Comprehensive Income
Comprehensive income was as follows:
Quarter Year to date
6/11/0t  6/12/0¢  6/11/0t  6/12/0¢
Net income $ 187 $17¢ $ 34¢ $ 32(
Foreign currency translation adjustment aris
during the perio (15) (49 9 (5)
Changes in fair value of derivatives, net of 1 - 1 2
Reclassification of derivative (gains) losses tb
income, net of ta (D] - Q) 2
Total comprehensive incon $ 17 $ 12¢ $ 33¢ $ 31t
7. Items Affecting Comparability of Net Income
Facility actions
Facility actions consists of the following compotsen
e Refranchising net (gains) losses;
e Store closure costs;
e Impairment of long-lived assets for stores we idtemclose and stores we intend to continue tdrugiee business.
Quarter ended June 11, 200!
International
China
u.s. Division Division  Worldwide
Refranchising net (gains) loss $ (19 $ - $ - $ (19
Store closure costs( D - - (@H)]
Store impairment chargt 15 1 2 18
Facility actions $ $ 1 $ =z $ ¢

Quarter ended June 12, 200.

International



China

u.s. Division Division Worldwide

Refranchising net (gains) loss $ () $ <4 $ - $ :
Store closure costs( @ 4) - (5)
Store impairment charg: 5 6 1 12
Facility actions $ $ € $ 1 $ 1

10
Year to date ended June 11, 20C
International
China
u.s. Division Division  Worldwide
Refranchising net (gains) loss $ (19 $ 1 $ - $ (1)
Store closure cos 3 - - 3
Store impairment chargt 19 2 2 23
Facility actions $ « $ < $ =z $ 1t
Year to date June 12, 200
International
China
uU.S. Division Division  Worldwide
Refranchising net (gains) loss $ 7 $ 4 $ - $ 11
Store closure cos(® ) 4) - (5)
Store impairment charg: 6 6 1 13
Facility actions $ 1 $ € $ 1 $ 1¢

(@ The income in store closure costs is primarilyrgslt of gains from the sale of properties on Whi@ formerly operated
restaurants

Sale of an Investment in Unconsolidated Affiliate

During the quarter ended June 11, 2005, we soldiftyipercent interest in the entity that operasdehost all KFCs and Pizza Huts in Poland and thec@
Republic to our then partner in the entity, priradip for cash. Concurrent with the sale, our formpartner completed an initial public offering (“IP®f the
majority of the stock it then owned in the entiye previously accounted for our investment in #risity using the equity method. Subsequent to B, the new
publicly held entity, in which YUM has no ownershigerest, is a franchisee as was the entity irctviie previously held a fifty percent interest.

This transaction generated a one-time gain of aqmately $17 million for YUM as cash proceeds (oEexpenses) of approximately $25 million from dade of
our interest in the entity exceeded our recordedstment in this unconsolidated affiliate. As watlr equity income from investments in unconsolida€filiates,
the approximate $17 million gain was recorded ihgdincome (expense) in our Condensed Consolidgtiement of Income for the quarter and year te dat
ended June 11, 2005.

Income Tax Impact of Repatriating Qualified Forelegrnings

The American Jobs Creation Act of 2004 (the “Ac®jich became law on October 22, 2004, allows adéivds received deduction of 85% of repatriatedifig
foreign earnings in fiscal year 2005. We record@drilion in income tax expense during the quaeteded December 25, 2004 as a result of our then
determination to repatriate approximately $110ionillin 2005 which will be eligible for the Act’swddends received deduction. In accordance with F/AS8f
Position 109-2, “Accounting and Disclosure Guidafarethe Foreign Earnings Repatriation Provisiorithin the American Jobs Creation Act of 2004,” we
continued to evaluate in 2005 whether we would trégge other undistributed earnings from foreigmestments as a result of the Act. During the quaneled
June 11, 2005, we determined that we will repatréatditional qualified foreign earnings of approately $390 million in fiscal year 2005 which wilekeligible
for the Act’s dividends received deduction (foogat repatriation of qualified earnings of approabely $500 million). As a result of this determioat
approximately $19 million of additional tax expengié be recognized in fiscal 2005, $8 million ohieh was recognized in the quarter and year to eladed Jun



11, 2005. No additional
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amounts beyond the approximately $500 million asulised above are eligible for the Act's dividered®ived deduction.

LJS Trademark/Brand

As required by SFAS No. 142, “Goodwill and Othetalmgible Assets” we evaluate the remaining usé®ildf our intangible assets each reporting periating
the first quarter of 2005 several factors occuthed caused us to reconsider our decision thatd8strademark/brand, which was allocated $140 onilin value
upon acquisition, had an indefinite useful life eTgrimary factor was the Company’s decision to sidjievelopment of certain multibrand combinatiorith wJS.
While we and our franchisees continue to build hd® stand alone units as well as multibrand uhis include LJS, our decision to reallocate certaipital
spending in the near term to other investmentratéres is considered an economic factor that nmaiy the useful life of the LIS trademark/brand.cAddingly,
during the first quarter of 2005, we began to aimerthe LJS trademark/brand over thirty yearstypécal term of our multibrand franchise agreememttuding
one renewal. We reviewed the LJS trademark/brangrfpairment prior to beginning amortization andedmined no impairment existed. Amortization exgeas
approximately $1 million was recorded during theuger and year to date ended June 11, 2005 andiaation expense in the fiscal year ended Decer@ber
2005 will total approximately $4 million.

Wrench Litigation

There was no Wrench litigation (income) expensenaad for the quarter and year to date ended JUn20D5. An insignificant amount of Wrench litigadi
expense was recorded for the quarter and year¢oeted June 12, 2004. See Note 14 for furtheusison of Wrench litigation.

AmeriServe and Other Charges (Credits)

AmeriServe Food Distribution Inc. (“AmeriServe”) sghe primary distributor of food and paper suppt@our U.S. stores when it filed for protectiordar
Chapter 11 of the U.S. Bankruptcy Code on Janudy2B00. A plan of reorganization for AmeriSentee(tPOR”) was approved on November 28, 2000, which
resulted in, among other things, the assumptiasuofistribution agreement, subject to certain adneents, by McLane Company, Inc. During the Ameri8er
bankruptcy reorganization process, we took a nurabactions to ensure continued supply to our sgsfEhose actions resulted in significant expensétie
Company, primarily recorded in 2000. Under the ReRare entitled to proceeds from certain resideséss, preference claims and other legal recovefite
estate.

We classify expenses and recoveries related to iS®ere, as well as certain other items, as AmeviSand other charges (credits). The amounts redasle
AmeriServe and other charges (credits) were naiifiignt for both the quarter and year to date entiene 11, 2005. Income of $14 million was recoraed
AmeriServe and other charges (credits) for bothgiherter and year to date ended June 12, 2004afbent primarily resulted from cash recoveriestesldo the
AmeriServe bankruptcy reorganization process.
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8. Other (Income) Expense
Quarter Year to date

6/11/0t  6/12/0¢ 6/11/0¢ 6/12/0<
Gain upon sale of investment in unconsolidatediatifi $ (19) $ - $ (17) $ -
Equity income from investments in unconsolidatddiates (8) (10 (23 (22

Foreign exchange net (gain) Ic
- - 1 -
Other (income) expen: $(2H $(10 $3BY9 $ (29

Dividends received from unconsolidated affiliatesrevapproximately $17 million and $13 million ftretyears to date ended June 11, 2005 and Junéd2, 2
respectively.

9. Debt



Our primary bank credit agreement comprises a Billion senior unsecured Revolving Credit Facilitiie “Credit Facility”) which matures in SeptemI2809.
The Credit Facility is unconditionally guarantegddur principal domestic subsidiaries and contéimsncial covenants relating to maintenance of lage and
fixed charge coverage ratios. The Credit Facilispaontains affirmative and negative covenanthiging, among other things, limitations on certadditional
indebtedness, guarantees of indebtedness, leeakbfdividends, aggregate non-U.S. investment ertdic other transactions as defined in the agraeriée
were in compliance with all debt covenants at JLhe2005.

Under the terms of the Credit Facility, we may barup to the maximum borrowing limit, less outstagdetters of credit. At June 11, 2005, our unu€eedit
Facility totaled $739 million, net of outstandiregters of credit of $196 million. There were boriegs of $65 million outstanding under the Creditifity at June
11, 2005. The interest rate for borrowings under@hedit Facility ranges from 0.35% to 1.625% abwerLondon Interbank Offered Rate (“LIBOR”) or 0%Q0
0.20% over an Alternate Base Rate, which is thatgreof the Prime Rate or the Federal Funds Effedtiate plus 0.50%. The exact spread over LIBORer
Alternate Base Rate, as applicable, will depenchupg performance under specified financial critehnterest on any outstanding borrowings undeCiteslit
Facility is payable at least quarterly.

During the quarter ended June 11, 2005, we begasitying $200 million in Senior Unsecured Noteshasrt-term borrowings due to their April 2006 miégu
date.

Interest expense on short-term borrowings and teng-debt was $33 million and $36 million for theagters ended June 11, 2005 and June 12, 2004ctasly,
and $66 million and $74 million for the years tdalanded June 11, 2005 and June 12, 2004, resglgctiv

10. Reportable Operating Segment:

As described in Note 1, in 2005 we began repoitifgymation for our international business in tveparate operating segments as a result of changes i
management reporting structure. The China Divigiatudes mainland China, Thailand and KFC Taiwant #he International Division includes the remainoe
our international operations. Segment informatimnprevious periods has been restated to reflectéiporting change.
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Quarter Year to date
6/11/05 6/12/04 6/11/05 6/12/04
Revenues E —
United State! $ 1,38t $ 1,34¢ $2,72 $ 2,64¢
International Divisior 492 491 97¢€ 97¢€
China Division® 27€ 237 511 425
$2,15! $2,07° $4,20° $4,04°
Quarter Year to date
. . 6/11/05 6/12/04 6/11/05 6/12/04
Operating Profit E ———
United State: $ 19( $ 19¢ $ 352 $ 371
International Divisior 90 74 184 16z
China Division 25 35 78 77
Unallocated and corporate expen (61) (44 (109 (92
Unallocated other income (expen(b) 17 - 16 3
Unallocated facility action(®) 13 ©) 11 (11)
Wrench litigation income (expens(d) - - - -
AmeriServe and other (charges) cre(@ - 14 - 14
Operating profit 274 27¢ 53¢ 51¢
Interest expense, n (30 (32 (58) (67)
Income before income tax $ 24« $ 24: $ 48( $ 451

6/11/05 12/25/04
Identifiable Assets

United State: $ 3,14¢ $ 3,31¢
International Divisior 1,501 1,441




China Division 68¢ 615

Corporate(® 33¢ 32¢
$5,67¢ $ 5,69¢
6/11/05 12/25/04
Long-Lived Assets(
United State: $ 2,82¢ $ 2,90(
International Divisior 85¢ 904
China Division 46¢ 43¢
Corporate 10¢€ 99
$ 4,26 $ 4,33¢
(@ Includes revenues of approximately $210 million &85 million in mainland China for the quartersled June 11, 2005 and
June 12, 2004, respectively. Includes revenuepmfoximately $399 million and $336 million in maanid China for the years
date ended June 11, 2005 and June 12, 2004, regbec
(b) Includes a gain of approximately $17 million rethte the sale of our 50% interest in our formeranmsolidated affiliate in
Poland and the Czech Republic in the quarter andtgedate ended June 11, 20
()  Unallocated facility actions comprise refranchisgains (losses) which are not allocated to the,Un&rnational Division or
China Division segments for performance reportingppses
(d) See Note 7 for a discussion of AmeriServe and atharges (credits) and Wrench litigation (incomg)ense
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(e) Primarily includes deferred tax assets; propergniand equipment, net, related to our officelitées; income taxes receivable;
and fair value of derivative instrumen
) Includes property, plant and equipment, net; gotidand intangible assets, n
11. Pension and Postretirement Medical Benefit

Pension Benefits

We sponsor noncontributory defined benefit penglams covering a majority of full-time U.S. salatiemployees, certain U.S. hourly employees andicert
international employees. The most significant efséaplans, the YUM Retirement Plan (the “Plan”juisded while benefits from the other plans arel fgi the
Company as incurred. During 2001, the plans cogesiir U.S. salaried employees were amended suthrkaalaried employee hired or rehired by ug afte
September 30, 2001 is not eligible to participatéhbse plans. Benefits are based on years ofcgeavid earnings or stated amounts for each yesaroice.

Postretirement Medical Benefits

Our postretirement plan provides health care benefiincipally to U.S. salaried retirees and thiipendents. This plan includes retiree cost spamiavisions.
During 2001, the plan was amended such that amayisdlemployee hired or rehired by us after Septer8b, 2001 is not eligible to participate in thian.
Employees hired prior to September 30, 2001 agébédi for benefits if they meet age and servicainenents and qualify for retirement benefits.

Components of Net Periodic Benefit Cost

Pension Benefits Pension Benefits

Quarter Year to date

6/11/0¢ 6/12/0¢ 6/11/0% 6/12/0+
Service cos $ € $ € $ 1t $ 1t
Interest cos 10 9 20 18
Expected return on plan ass (11) (10 (21) (19
Amortization of prior service co: 1 1 2 2
Recognized actuarial lo: 5 5 10 9
Net periodic benefit co: $ 1 $1: $ 2¢ $ 2t




Other Other

Postretirement Postretirement
Benefits Benefits
Quarter Year to date
6/11/0¢ 6/12/0¢ 6/11/0¢ 6/12/0¢
Service cos $- $- $1 $1
Interest cos 1 1 2 2
Expected return on plan ass - - - -
Amortization of prior service co: - - - -
Recognized actuarial lo: 1 1 1 1
Net periodic benefit co: $2 $2 $4 $4
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Contributions

As disclosed in our 2004 Form 10-K, we are not nexglito make contributions to the Plan in 2005.ddatributions have been made to the Plan during¢lae to
date ended June 11, 2005. While we may make aetiisgary contribution to the Plan during 2005, aisien has not yet been reached.

12. Share Repurchase Progran

In May 2005, our Board of Directors authorized arstrepurchase program. This program authorizéd tepurchase, through May 2006, up to $500 million
(excluding applicable transaction fees) of our tautding Common Stock. There have been no repurstmade under this program.

In January 2005, our Board of Directors authoriaeshhare repurchase program. This program authouizéal repurchase, through January 2006, up to 8806n
(excluding applicable transaction fees) of our tautding Common Stock. During the year to date edded 11, 2005, we repurchased approximately di®mi
shares for approximately $464 million at an avenagee per share of approximately $50 under thigmm. At June 11, 2005, approximately $36 milliemaine:
available for repurchases under this program. Baseularket conditions and other factors, additiseplrchases may be made from time to time in gemo
market or through privately negotiated transactatite discretion of the Company.

In May 2004, our Board of Directors authorized arstrepurchase program. This program authorized tepurchase, through November 2005, up to $30@®mi
(excluding applicable transaction fees) of our tatding Common Stock. During the year to date eddee 11, 2005, we repurchased approximately 500,00
shares for approximately $25 million at an avenagee per share of $47 under this program. Thigim was completed during the first quarter of 2005

During the fourth quarter of 2004, we entered Bmoaccelerated share repurchase program (the ‘@®ndprin connection with the Program, a third-party
investment bank borrowed approximately 5.4 millghares of our Common Stock from shareholders. \&ie tpurchased those shares at their then market va
of $46.58 from the investment bank for approxima®&250 million. The repurchase was made pursuatiteéghare repurchase program authorized by oudBifa
Directors in May 2004. Simultaneously, we entergd & forward contract with the investment bank thas indexed to the number of shares repurchaseger
the terms of the forward contract, we were requicegay or entitled to receive a price adjustmexsda on the difference between the weighted avenace of ou
Common Stock during the duration of the Programtaednitial purchase price of $46.58 per sharea Plogram was completed during the first quarte&0d5.
We made a cash payment of approximately $3 miliiothe investment bank to settle the forward cantirafull. This payment was recognized as an adjest to
Common Stock and is included in the $464 milliomepurchases as described above.

In November 2003, our Board of Directors authoriaeshare repurchase program. This program autlibuigéo repurchase, through May 21, 2005, up t®@$30
million (excluding applicable transaction fees)of outstanding Common Stock. This share repurcpesgam was completed in 2004. During the yeatate
ended June 12, 2004, we repurchased approximatelyi8ion shares for approximately $294 millionzat average price per share of approximately $8@uthis
program.
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13. Supplemental Cash Flow Datz



Year to date

6/11/0% 6/12/0¢

Cash Paid for

Interes’ $6E $ 7€

Income taxe 98 19¢
Significant Noi-cash Investing and Financing Activitie

Capital lease obligations incurred to acquiets $1 $ 1C

14. Guarantees, Commitments and Contingencie

Lease Guarantees and Contingencies

As a result of (a) assigning our interest in oliligas under real estate leases as a conditioreteefhanchising of certain Company restaurantsc@n}ributing
certain Company restaurants to unconsolidateda#f; and (c) guaranteeing certain other leasesre/ frequently contingently liable on lease agie@s. These
leases have varying terms, the latest of whichrespn 2031. As of June 11, 2005 and December@®,2he potential amount of undiscounted paymeets
could be required to make in the event of non-parbg the primary lessee was $338 million and $3@5on, respectively. The present value of theeteptial
payments discounted at our pre-tax cost of debtia¢ 11, 2005 was $284 million. Our franchiseegtagrimary lessees under the vast majority afeHeases.
We generally have cross-default provisions wittsthifanchisees that would put them in default efrtfranchise agreement in the event of non-payraeder the
lease. We believe these cross-default provisiansfgiantly reduce the risk that we will be requir® make payments under these leases. Accorditigyiability
recorded for our exposure under such leases atllyr2905 and December 25, 2004, was not material.

Guarantees Supporting Financial Arrangements afdfiigees, Unconsolidated Affiliates and Other THRedties

We had provided approximately $16 million of pdrjaarantees of two loan franchisee pools relatédarily to the Company’s historical refranchisipgograms
and, to a lesser extent, franchisee developmemwfrestaurants, at both June 11, 2005 and Dece2Bb@004. In support of these guarantees, we gastetter
of credit of $4 million. We also provided a standbiter of credit of $18 million under which we ddyotentially be required to fund a portion of mfahe
franchisee loan pools. The total loans outstandimder these loan pools were approximately $84 oniltit June 11, 2005.

Any funding under the guarantees or letters oficsduld be secured by the franchisee loans andelayed collateral. We believe that we have appatgly
provided for our estimated probable exposures utigise contingent liabilities. These provisionseverimarily charged to refranchising loss (gaingwNoans
have not been added to either loan pool in the tgedate ended June 11, 2005.

We had guaranteed certain lines of credit and lo&nsiconsolidated affiliates totaling $34 milliah December 25, 2004. There were no such guarantees
outstanding at June 11, 2005. Our unconsolidatétheeds had total revenues of approximately $7Rion for the year to date ended June 11, 2008, assets ar
debt of approximately $840 million and $32 milliaespectively, at June 11, 2005.
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We have also guaranteed certain lines of credifdaand letters of credit of third parties total#gmillion and $9 million at June 11, 2005 and &maber 25, 200:
respectively. If all such lines of credit and lestef credit were fully drawn down, the maximum togent liability under these arrangements would be
approximately $20 million and $26 million as of &uhl, 2005 and December 25, 2004, respectively.

We have varying levels of recourse provisions aithteral that mitigate the risk of loss relatedto guarantees of these financial arrangemerasiof
unconsolidated affiliates and other third part&scordingly, our recorded liability as of June 2005 and December 25, 2004 is not significant.

Insurance Programs

We are self-insured for a substantial portion af @urent and prior years’ coverage including woskeompensation, employment practices liabilitgngral
liability, automobile liability and property lossésollectively, “property and casualty losses”). mitigate the cost of our exposures for certairpprty and
casualty losses, we make annual decisions torsalf¢ the risks of loss up to defined maximum peuaence retentions on a line by line basis @otmbine
certain lines of coverage into one loss pool wittirgle self-insured aggregate retention. The Camplaen purchases insurance coverage, up to arcénté, for
losses that exceed the self-insurance per occ@mnaggregate retention. The insurers’ maximumeaggge loss limits are significantly above our adlly
determined probable losses; therefore, we beliesdiltelihood of losses exceeding the insurers’imam aggregate loss limits is remote.

In the U.S. and in certain other countries, weadse self-insured for healthcare claims for eligiphrticipating employees subject to certain dediest and
limitations. We have accounted for our retainetiliges for property and casualty losses and Ihealte claims, including reported and incurred kmitreported
claims, based on information provided by indepenhdetuaries.

Due to the inherent volatility of actuarially det@ned property and casualty loss estimates, #asonably possible that we could experience changegimated
losses which could be material to our growth inrtgréy and annual net income. We believe that weelhracorded our reserves for property and casiadges at a
level which has substantially mitigated the pot@miegative impact of adverse developments andfatility.



Change of Control Severance Agreements

The Company has severance agreements with ceggiaXecutives (the “Agreements”) that are renewahlan annual basis. These Agreements are trigfpgrad
termination, under certain conditions, of the exieels employment following a change in controltbé Company, as defined in the Agreements. If &igd, the
affected executives would generally receive twieeamount of both their annual base salary and dmeiual incentive at the higher of target for ¢herent year or
actual for the preceding year, a proportionate batuhe higher of target or actual performancaeghthrough the date of termination, outplacementises and a
tax gross-up for any excise taxes. These Agreenmavis a three-year term and automatically renew dasuary 1 for another three-year term unles€trepany
elects not to renew the Agreements. If these Agesesnhad been triggered as of June 11, 2005, pagratapproximately $34 million would have been maldh
the event of a change of control, rabbi trusts wdd established and used to provide payouts wdging deferred and incentive compensation plans.
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Litigation

We are subject to various claims and contingeneileded to lawsuits, taxes, environmental and athetters arising out of the normal course of bussngve
provide reserves for such claims and contingengfean payment is probable and estimable in accomdasitth SFAS No. 5 “Accounting for Contingencies”.

On August 13, 2003, a class action lawsuit agdtizsta Hut, Inc., entitled Coldiron v. Pizza Hutcinwas filed in the United States District Court,n@al District
of California. Plaintiff alleges that she and otharrent and former Pizza Hut Restaurant Generaldgars (“RGM’s”) were improperly classified as exgm
employees under the U.S. Fair Labor Standards“&tiSA”). There is also a pendent state law claiffeging that current and former RGM’s in Californieere
misclassified under that state’s law. Plaintifflseanpaid overtime wages and penalties. On May64 2the District Court granted conditional cectfiion of a
nationwide class of RGM'’s under the FLSA claim,\pding notice to prospective class members andpgroitunity to join the class. Approximately 12 pamtof
the eligible class members have joined the litigats of June 29, 2005 (although a number weredaieken by the District Court as described bgladnce clas
certification discovery is completed, Pizza Huteimds to challenge the propriety of conditional lesrtification. On July 20, 2004, the District Cogranted
summary judgment on Ms. Coldiron’s individual FL8RIm. Pizza Hut believes that the District Cousttsnmary judgment ruling in favor of Ms. Coldiran i
clearly erroneous under well-established legalguleat. Ms. Coldiron also filed a motion to cerdfly additional class of current and former CalifarRIGM’s
under California state law, a motion for summamgment on her individual state law claims and aiemotequesting that the District Court enter summar
judgment on the damages that FLSA class memberkiwewdue upon successful prosecution of the -wide litigation. Pizza Hut opposed all three motoOn
April 1, 2005, the District Court issued an ordesuging Ms. Coldiron’s motion to certify a Califaenstate law class. On April 15, 2005, Pizza Higfia petition
for review of that order by the United States CafirAppeals for the Ninth Circuit. On May 5, 20@be District Court sua sponte filed an order extegdhe optin
cut-off date in the FLSA action until SeptembeRQ05. On May 13, 2005, the District Court sua spa@rhended its April 1, 2005 order to identify thaifornia
class claims and appoint class counsel. On Mag@J5, Pizza Hut filed a petition for review of theended order by the Ninth Circuit. The Ninth Cittias not
yet ruled on either petition. On June 30, 2005 District Court granted Pizza Hstmotion to strike all FLSA class members who jditfee litigation after July 1t
2004. The effect of this order is to reduce the bemnof FLSA class members to only approximately@7approximately 2.5% of the eligible class menshper

We continue to believe that Pizza Hut has propadgsified its RGM'’s as exempt under the FLSA aatif@rnia law and accordingly intend to vigorouslgfend
against all claims in this lawsuit. However, inwief the inherent uncertainties of litigation, thetcome of this case, and any potential litigat@ss from the
outcome of the case, cannot be predicted at this.ti

On December 17, 2002, Taco Bell was named as fleadient in a class action lawsuit filed in the BdiStates District Court for the Northern Disto€t
California entitled Moeller, et al. v. Taco Bell 20On August 4, 2003, plaintiffs filed an amended cbam that alleges, among other things, that Taeth [Bas
discriminated against the class of people who useelehairs or scooters for mobility by failing t@ke its approximately 220 company-owned restauiants
California (the “California Restaurants”) accessitd) the class. Plaintiffs contend that queue eail$ other architectural and structural elementh@fTaco Bell
restaurants relating to the path of travel andaigbe facilities by persons with mobility-relatdgabilities (including parking spaces, ramps, ¢ets) restroom
facilities and seating) do not comply with the UASnericans with Disabilities Act (the “ADA”), the hduh Civil Rights Act (the “Unruh Act”), and the @farnia
Disabled Persons Act (the “CDPA”"). Plaintiffs haeguested: (a) an injunction from the District Gour
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ordering Taco Bell to comply with the ADA and itaplementing regulations; (b) that the District Galeclare Taco Bell in violation of the ADA, the ki Act,
and the CDPA; and (c) monetary relief under theutinkct or CDPA. Plaintiffs, on behalf of the claase seeking the minimum statutory damages penséfef
either $4,000 under the Unruh Act or $1,000 unHer@DPA for each aggrieved member of the clas@ti#fa contend that there may be in excess of Q00,
individuals in the class. For themselves, the ftamed plaintiffs have claimed aggregate minimurtusiay damages of no less than $16,000, but arect&g to
claim greater amounts based on the number of TatlmBtlets they visited at which they claim to kauffered discrimination.

On February 23, 2004, the District Court grantealrRiffs’ motion for class certification. The Digtt Court certified a Rule 23(b)(2) mandatory injtixe relief
class of all individuals with disabilities who uséeelchairs or electric scooters for mobility wahbany time on or after December 17, 2001, weréedeor are
currently being denied, on the basis of disabitity full and equal enjoyment of the California Resants. The class includes claims for injunctaleef and
minimum statutory damage



Pursuant to the parties’ agreement, on or aboutisiugl, 2004, the District Court ordered that tied of this action be bifurcated so that stage wiieresolve
Plaintiffs’ claims for equitable relief and stageotwill resolve Plaintiffs’ claims for damages. Tharties are currently proceeding with the equéablief stage of
this action. During this stage, Taco Bell filed atian to partially decertify the class to excluderfi the Rule 23(b)(2) class claims for monetary ages. The
District Court denied the motion. Plaintiffs fil¢kleir own motion for partial summary judgment a$ability relating to a subset of the Californi@&aurants. The
District Court denied that motion as well.

Taco Bell has denied liability and intends to vigesly defend against all claims in this lawsuitth&lugh this lawsuit is at an early stage in theepedlings, it is
likely that certain of the California Restaurantdl ve determined to be not fully compliant withcassibility laws and that Taco Bell will be requir® take certai
steps to make those restaurants fully complianwvél@r, at this time, it is not possible to estimaith reasonable certainty the potential costsriogoany non
compliant California Restaurants into compliancéwaipplicable state and federal disability accaas! Nor is it possible at this time to reasona&sifmate the
probability or amount of liability for monetary dages on a class wide basis to Taco Bell.

On January 16, 1998, a lawsuit against Taco BalpCentitled Wrench LLC, Joseph Shields and ThoRiag&s v. Taco Bell Corg*Wrench”) was filed in the
United States District Court for the Western Digtof Michigan. The lawsuit alleged that Taco Bedirp. misappropriated certain ideas and concepetd usits
advertising featuring a Chihuahua. The plaintifisght to recover monetary damages under sevemii¢gse including breach of implied-in-fact contradea
misappropriation, conversion and unfair competition June 10, 1999, the District Court granted samrjudgment in favor of Taco Bell Corp. Plaintiffeed an
appeal with the U.S. Court of Appeals for the Siihcuit and oral arguments were held on Septer@@e2000. On July 6, 2001, the Sixth Circuit Cafrt
Appeals reversed the District Court’s judgmentandr of Taco Bell Corp. and remanded the casea®iktrict Court. Taco Bell Corp. unsuccessfullyifiened
the Sixth Circuit Court of Appeals for rehearingkenc, and its petition for writ of certiorari toet United States Supreme Court was denied on Ja2aR002.
The case was returned to District Court for triliehh began on May 14, 2003 and on June 4, 200Riteawarded $30 million to the plaintiffs. Subseqtly, the
plaintiffs’ moved to amend the judgment to inclyzfe-judgment interest and post-judgment interedtTeaco Bell filed its post-trial motion for judgmess a
matter of law or a new trial. On September 9, 2@08,District Court denied Taco Bell's motion andmgfed the plaintiff's motion to amend the judgment

In view of the jury verdict and subsequent Dist@turt ruling, we recorded a charge of $42 millior2003. We appealed the verdict to the Sixth Gir€ourt of
Appeals and interest continued to accrue durin@fipeal process. Prior to a ruling from the Sixttt@t Court of Appeals, we settled this matteriwtihe
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Wrench plaintiffs on January 15, 2005. Concurreith the settlement with the plaintiffs, we alsotlset the matter with certain of our insurance eagi As a resu
of these settlements, reversals of previously deEmbexpense of $14 million were recorded in the geded December 25, 2004. We paid the settlenmeotiat to
the plaintiffs and received the insurance recownyng the first quarter of 2005.

We intend to seek additional recoveries from oheotnsurance carriers during the periods in qaastiVe also filed suit against Taco Bell's formdwertising
agency in the United States District Court for @entral District of California seeking reimbursermfar the settlement amount as well as any costswie have
incurred in defending this matter. The District @cas issued a minute order granting defendanvsam for summary judgment but has requested suiams
from the defendant for its review before issuirfgnal order. We believe that a grant by the Dist@ourt of this summary judgment motion would beeeous
under the law. We will evaluate our options ondmal order has been issued. Any additional reciegewill be recorded as they are realized.

Obligations to PepsiCo, Inc. After Sparif

In connection with our October 6, 1997 spin-offfr@epsiCo, Inc. (“PepsiCo”) (the “Spin-off”), wetered into separation and other related agreentirgs
“Separation Agreements”) governing the Spin-off and subsequent relationship with PepsiCo. Thesseagents provide certain indemnities to PepsiCo.

Under the terms of these agreements, we have inflechRepsiCo for any costs or losses it incurdwitspect to all letters of credit, guaranteesamdingent

liabilities relating to our businesses under whrgpsiCo remains liable. As of June 11, 2005, Peps@ains liable for approximately $29 million om@minal
basis related to these contingencies. This obtigands at the time PepsiCo is released, termiratezplaced by a qualified letter of credit. Werdaot been

required to make any payments under this indemnity.

Under the Separation Agreements, PepsiCo mainfialinsontrol and absolute discretion with regarcatty combined or consolidated tax filings for pdgahrougl
October 6, 1997. PepsiCo also maintains full cdranal absolute discretion regarding any commoratatdit issues. Although PepsiCo has contractualtgedyto,
in good faith, use its best efforts to settle @iihf interests in any common tax audit issue oasisconsistent with prior practice, there candassurance that
determinations made by PepsiCo would be the same agould reach, acting on our own behalf. Throdghe 11, 2005, there have not been any determmsatio
made by PepsiCo where we would have reached aatiffedetermination.

15. Subsequent Even

Our KFC business in mainland China has been neggtimpacted by the interruption of product offggnand negative publicity associated with a supplie

ingredient issue experienced in late March, 200®s8quent to the end of our China Division’s secqumatter, we entered into an agreement with thelsrpof
the ingredient for partial recovery of our lossis.a result of the agreement, we expect to recegaiproximately $13 million in operating profittime quarter
ended September 3, 2005 related to this recovetypuissible additional, lesser amounts recognigetie quarter ended December 31, 2005 or MarcR@H,.
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Item 2. Management’s Discussion and Analysis of Famcial Condition and Results of Operations
Introduction and Overview

YUM! Brands, Inc. and Subsidiaries (collectivelyaeed to as “YUM” or the “Companygdomprises the worldwide operations of KFC, Pizz&, AHlaco Bell, Lon
John Silver’s (“LJS”) and A&W All-American Food Resirants (“A&W") (collectively “the Concepts”) arid the world’s largest quick service restaurant§R))
company based on the number of system units. YUtllesecond largest QSR company outside the UtB.18i257 units. Our business consists of threeatipg
segments: United States, the International Divisiod the China Division. The China Division inclsdeainland China (“China”), Thailand and KFC Taivward

the International Division includes the remaindeouwr international operations.

Through its Concepts, YUM develops, operates, tieses and licenses a system of both traditionalnamdtraditional QSR restaurants. Traditional ufétsture
dine-in, carryout and, in some instances, drive-thrdelivery services. Non-traditional units, whigre typically licensed outlets, include expresisstand kiosks
which have a more limited menu and operate in madiional locations like malls, airports, gasolservice stations, convenience stores, stadiumssament
parks and colleges, where a full-scale traditiandlet would not be practical or efficient.

The retail food industry, in which the Company categs, is made up of supermarkets, supercentershauase stores, convenience stores, coffee shak bars
delicatessens and restaurants (including the Q§Resat), and is intensely competitive with respedbbd quality, price, service, convenience, lanatnd
concept. The industry is often affected by charige®nsumer tastes; national, regional or locaheauic conditions; currency fluctuations; demograghends;
traffic patterns; the type, number and locatioc@hpeting food retailers and products; and dispesalrchasing power. Each of the Concepts compeéths
international, national and regional restaurantrchas well as locally-owned restaurants, not éofycustomers, but also for management and hownggnnel,
suitable real estate sites and qualified franckisee

The Company’s key strategies are:

e Building dominant restaurant brands in mainlandn@hi
e Driving profitable international expansion
e Improving restaurant operations

e Multibranding category-leading brands

The Company is focused on five long-term measutestified as essential to our growth and progréssse five measures and related key performandesitods
are as follows:

e China Division and International Division expansion
China Division and International Division syt sales growth (local currency)
Number of new China Division and InternatioBalision restaurant openings
Net China Division and International Divisianit growth

e Multibrand innovation and expansion
Number of multibrand restaurant locations
Number of multibrand units added
Number of franchise multibrand units added
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o Portfolio of category-leading U.S. brands
U.S. blended same store sales growth
U.S. system sales growth

e Global franchise fees
New restaurant openings by franchisees
Franchise fee growth

e Strong cash generation and returns
Cash generated from all sources
Cash generated from all sources after cagitahding
Restaurant margins

Our progress against these measures is discussegliout the Management's Discussion and AnalyMDE&A”).

Throughout the MD&A, the Company provides the patage change excluding the impact of foreign cuyeranslation. These amounts are derived by
translating current year results at prior year agerexchange rates. We believe the eliminatiohefdreign currency translation impact providegdrsetear-to-
year comparability without the distortion of foraigurrency fluctuations



The following MD&A should be read in conjunctiontiithe unaudited Condensed Consolidated Finantagé¢®ents (“Financial Statements”), the Cautionary
Statements and our annual report on Form 10-Khiefiscal year ended December 25, 2004 (“2004 F@+K”).

All Note references herein refer to the accompagmintes to the Financial Statements. Tabular anscang displayed in millions except per share antoaunt
amounts, or as otherwise specifically identified.

Significant Known Events, Trends or Uncertainties Epected to Impact 2005 Comparisons with 2004

The following factors impacted comparability of oating performance for the quarter and/or yearati® @nded June 11, 2005 or could impact comparisorise
remainder of 2005. Certain of these factors weeeipusly discussed in our 2004 Form 10-K.

New Accounting Pronouncements Not Yet Adog

Upon the adoption of Statement of Financial AccoyhStandards No. 123 (Revised 2004), “Share-B&ssunent” (“SFAS 123R"), we will be required to
recognize compensation cost in the financial stateémfor all share-based payments to our employmesding grants of stock options, based on tlireviaue of
the share-based awards on the date of grant. Theafae of the share-based awards will be detesthimsing option pricing models and assumptions that
appropriately reflect the specific circumstancethefawards. Compensation cost will be recognizex the vesting period on a straight-line basiglerfair value
of awards that actually vest.

On April 14, 2005, the Securities and Exchange Casion adopted a new rule that amended the conuaidates of SFAS 123R to require implementatidheat
beginning of the first fiscal year beginning affene 15, 2005 (the year beginning January 1, 2006& Company). Early adoption of SFAS 123R isipssible.
We are currently considering whether to adopt SE&3R in the quarter ended December 31, 2005 ayjubeter ended March 25, 2006. We are also in thegss
of evaluating the use of certain option-pricing relscas
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well as the assumptions to be used in such modéien such evaluation is complete, we will deterntivetransition method to use and the impact aayngé in
valuation models might have.

See Note 4.

International Reporting Changes

In 2005, we began reporting information for oueimiational business in two separate operating setgnas a result of changes to our management iegort
structure. The China Division includes mainlandr@h{“China”), Thailand and KFC Taiwan, and the in&ional Division includes the remainder of our
international operations. While this reporting cpemlid not impact our consolidated results, segnméotmation for previous periods has been resttdduk
consistent with the current period presentation.

Beginning in 2005, we also changed the China bssineporting calendar to more closely align theninof the reporting of its results of operationshwour U.S.
business. Previously our China business, likedlseaf our international businesses, closed onehm@n one period for certain of our internatiobakinesses)
earlier than YUM'’s period end date to facilitatensolidated reporting. To maintain comparabilityoof consolidated results of operations, amoungtedIto our
China business for December 2004 have not beegrtefl in our Condensed Consolidated Statementsofrie and net income of the China business of $tbm
for the one month period ending December 31, 2089 necognized as an adjustment directly to cors@ltretained earnings in the year to date endeel T4,
2005. Our consolidated results of operations fergharter and year to date ended June 11, 20Qmdhe results of operations of the China busifersthe
months of March, 2005 through May, 2005 and Jan095 through May, 2005, respectively, and the tmoto be included in future quarterly reportingipes
will begin one month later than in previous ye&@ar consolidated results of operations for the tguand year to date ended June 12, 2004 continneltide the
results of operations of the China business fontbeths of February, 2004 through April, 2004 aret&mber, 2003 through April, 2004, respectively, as
previously reported.

See Note 1.

Mainland China Supplier Ingredient Issue

Our KFC business in mainland China has been neggtimpacted by the interruption of product offggnand negative publicity associated with a supplie
ingredient issue experienced in late March, 20@5i@@ 4, the first period of our China Division'sc®ond quarter). An ingredient was included in atéchnumber
of products that necessitated temporarily withdregathose products from restaurants in that mafikest. supplier issue was resolved and the produats méurnet
to the menu. Sales at our Pizza Hut restaurantsinland China were not impacted. As a result afidsue, system sales in our China Division werd 2% in
the quarter ended June 11, 2005 excluding the ihgddoreign currency translation versus our ongdiarget of at least 22% growth. Operating prafitthe
quarter ended June 11, 2005 for the China Divigias $25 million, a decrease of 30% from the quaeted June 12, 2004.

For the remainder of the year, sales trends areateg to steadily improve from the low point iniBdr4. We currently expect full year China Divisisystem sale
and revenue growth of 10% to 15%, excluding theaiotjf foreign currency conversion, and restaungarigins of approximately 17% to 18%. Operating ibfof
the balance of the year is expected to show greetsus the prior year. Operating profit will be pigely impacted by a partial financial recovergiin our
mainland China supplier of the ingredient. We apéite that operating profit in the quarter endegdt&mber 3, 2005 will reflect approximately $13 ioifl related
to this recovery, with possible additional, lesaerounts recognized in the quarter ended Decemb&085 or March 25, 200!
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Extra Week in 2005

Our fiscal calendar results in a fifty-third weekeey five or six years. Fiscal year 2005 includdstg-third week in the fourth quarter for the noaity of our U.S.
businesses as well as our international busingsaéseport on a period, as opposed to a montllgisbin the U.S., we anticipate permanently acagte the
timing of the KFC business closing by one week @ac@mber 2005, and thus, there will be no fiftyedhireek benefit for this business in 2005. We edtntize
fifty-third week will increase revenues and opergtprofit in 2005 by approximately $80 million afi@l5 million, respectively. While the impact of they-third
week adds a potential incremental benefit of $@c0diluted earnings per share, we believe this fiendl be offset by expense associated with assgions.

Sale of Puerto Rico Business

Our Puerto Rico business was sold on October 4 #f0an amount approximating its then carryinguealCompany sales and restaurant profit decreaked $
million and $8 million, respectively, franchise fe@creased $3 million and general and administakpenses decreased $3 million for the quareeedune 11,
2005 as compared to the quarter ended June 12, 2@ddpany sales and restaurant profit decreased#Bdn and $16 million, respectively, franchiseeb
increased $5 million and general and administragixgenses decreased $5 million for the year toefaded June 11, 2005 as compared to the yeareedded
June 12, 2004.

Commodity Inflation

The increased cost of certain commodities negativepacted our U.S. margins for the quarter and yedate ended June 11, 2005. Higher commodittscos
particularly in meat prices, negatively impacte® Lfestaurant margins as a percentage of salgsgogxamately 20 and 110 basis points for the quante year to
date ended June 11, 2005, respectively, as compatkd quarter and year to date ended June 12, 206 currently anticipate that commaodity cost pues will
lessen during the remainder of 2005.

Sale of an Investment in Unconsolidated Affiliate

During the quarter ended June 11, 2005, we soldiftyipercent interest in the entity that operasdehost all KFCs and Pizza Huts in Poland and thec@
Republic to our then partner in the entity, priradip for cash. Concurrent with the sale, our forpartner completed an initial public offering (“IP®f the
majority of the stock it then owned in the entiye previously accounted for our investment in #risity using the equity method. Subsequent to B, the new
publicly held entity, in which YUM has no ownershigerest, is a franchisee as was the entity irctvinie previously held a fifty percent interest.

This transaction generated a one-time gain of aqptely $17 million for YUM as cash proceeds (okexpenses) of approximately $25 million from gate of
our interest in the entity exceeded our recordedstment in this unconsolidated affiliate. As watlr equity income from investments in unconsolidai€filiates,
the approximate $17 million gain was recorded ihé@dincome (expense) in our Condensed Consolidgtetement of Income for the quarter and year te dat
ended June 11, 2005.

The transaction is not expected to have a sigmifiztapact on the Company’s future results of operat However, as a result of having completedrifwesaction
and recording the related gain, the Company magysuadditional facility actions in other marketshe second half of the year which may increastitiaactions
expense.
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Income Tax Impact of Repatriating Qualified ForelEgrnings

The American Jobs Creation Act of 2004 (the “Ac®jich became law on October 22, 2004, allows adéivils received deduction of 85% of repatriatedifigc
foreign earnings in fiscal year 2005. We record@drilion in income tax expense during the quaeteded December 25, 2004 as a result of our then
determination to repatriate approximately $110ionillin 2005 which will be eligible for the Act’s\ddends received deduction. In accordance with F/AE8f
Position 109-2, “Accounting and Disclosure Guidafarethe Foreign Earnings Repatriation Provisiorithin the American Jobs Creation Act of 2004,” we
continued to evaluate in 2005 whether we would trggie other undistributed earnings from foreignestments as a result of the Act. During the quamneled
June 11, 2005, we determined that we will repatréaiditional qualified foreign earnings of approately $390 million in fiscal year 2005 which wilekeligible
for the Act’s dividend received deduction (for #éalaepatriation of qualified earnings of approxtelg $500 million). As a result of this determiruatj
approximately $19 million of additional tax expengié be recognized in fiscal 2005, $8 million ohieh was recognized in the quarter and year to eladed Jun
11, 2005. No additional amounts beyond the appratéhg $500 million as discussed above are eliditehe Act's dividend received deduction.

Store Portfolio Strategy

From time to time we sell Company restaurants tstiexg and new franchisees where geographic syegigin be obtained or where their expertise caergiy



be leveraged to improve our overall operating gentmce, while retaining Company ownership of keg.land international markets. Such refranchisiegsice
our reported revenues and restaurant profits acréase the importance of system sales growth ag performance measure.

The following table summarizes our refranchising\ées:

Quarter Year to date

6/11/0¢ 6/12/0¢  6/11/0% 6/12/0¢

Number of units refranchise 127 11 141 14
Refranchising proceeds, |-tax $ 3i $ € $ 41 $ €
Refranchising net (gains) losses,-tax $ (19 $ < $ (1)) $11

In addition to our refranchising program, from timoetime we close restaurants that are poor peifgnwe relocate restaurants to a new site withéensame trade
area or we consolidate two or more of our existings into a single unit (collectively “store class”).

The following table summarizes Company store clesutivities:

Quarter Year to date
6/11/05 6/12/04 6/11/05 6/12/04
Number of units close 44 11€ 87 18t
Store closure cos $ () $ (5 $ $ O

The income in store closure costs for the quadtelate ended June 11, 2005 and the quarter andoydate ended June 12, 2004 is primarily the tedidains
from the sale of properties on which we previowugbgrated restaurants.
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The impact on operating profit arising from refrhising and Company store closures is the net ah@pstimated reductions in restaurant profit,civhieflects th
decrease in Company sales, and general and admiivistexpenses and (b) the estimated increasarictiise fees from the stores refranchised. Theuatao
presented below reflect the estimated impact fraores that were operated by us for all or someigrof the comparable period in 2004 and were ngéo
operated by us as of June 11, 2005. The amoumistdaclude results from new restaurants that wenep in connection with a relocation of an existing or
any incremental impact upon consolidation of twermre of our existing units into a single unit.

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

Quarter ended 6/11/0¢

International
China
u.s. Division Division Worldwide
Decreased sal¢ $ (45 $ (60) $ @ $ (109
Increased franchise fe 2 3 - 5
Decrease in total revenu $ (49 $ (59) $ @ $ (109

Year to date ended 6/11/0

International
China
u.s. Division Division Worldwide
Decreased sal¢ $ (90 $(117) $(7) $ (219
Increased franchise fe 3 6 - 9

Decrease in total revenu $ (87) $(11) $() $ (20%)




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

Quarter ended 6/11/0¢

International
China
u.s. Division Division Worldwide

Decreased restaurant prc $ (4) $(7) $(2) $ (12
Increased franchise fe 2 3 - 5
Decreased general a

administrative expenst - 3 - 3
Decrease in operating pro $(2) $() $(7) $ (4

Year to date ended 6/11/0
International
China
u.s. Division Division Worldwide

Decreased restaurant prc $ (9 $(17) $() $ (26)
Increased franchise fe 3 6 - 9
Decreased general a

administrative expens: - 5 - 5
Decrease in operating pro $(5) $ (€ $(2) $ (12

27
Results of Operations
Quarter Year to date
6/11/0t  6/12/0¢ % B/(W) 6/11/0t  6/12/0¢ % B/(W)

Company sale $1,90: $1,84¢ 3 $3,71: $ 3,59 3
Franchise and license fe 251 231 9 49k 454 9
Revenue! $2,15: $2,07 4 $4,200 $4,04 4
Company restaurant pro $ 266 $ 27( - $ 53 $ 52¢ 1
% of Company sale 14.1% 14.6% (0.5 ppts  14.2% 14.7% (0.4) ppts
Operating profi $ 27« $ 27 - $ 53¢ $ 51t 4
Interest expense, n 30 32 10 58 67 14
Income tax provisiol 57 65 11 13z 131 1)
Net income $ 187 $ 17¢ 6 $ 34t  $ 32 9
Diluted earnings per sha(® $ 0.6: $0.5¢ 6 $ 1.1f $1.0¢ 10

(@) See Note 5 for the number of shares used in thdslesion.

Restaurant Unit Activity




Unconsolidatec Total
Excluding
Company Affiliates Franchisee:! Licensees
Worldwide —_— E E—— E E——
Beginning of yea 7,75¢ 1,66¢ 21,85¢ 31,28:
New builds 17¢ 58 29¢ 527
Acquisitions - - - -
Refranchising (147 (13%) 274 2
Closures (87 (20 (2649) (377)
Other (16) - 14 2
End of quarte 7,68¢ 1,56¢ 22,18: 31,43
% of Total 24% 5% 71% 10(%
The above totals exclude 2,345 licensed units #t Bone 11, 2005 and December 25, 2004.
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Unconsolidatec Total
Excluding
Company Affiliates Franchisee:! Licensees
United States —_— E E—— E E——
Beginning of yea 4,98¢ - 13,48: 18,47
New builds 32 - 10C 13z
Acquisitions - - - -
Refranchising (83) - 81 2
Closures (62 - (160 (222)
Other (10 - 5 (5)
End of quarte 4,86¢ - 13,50¢ 18,37¢
% of Total 26% - 74% 10(%
The above totals exclude 2,148 and 2,139 licenséd at June 11, 2005 and December 25, 2004, rixgplyc
Unconsolidatec Total
Excluding
Company Affiliates Franchisee:! Licensees
International Division —_—  ——  ——
Beginning of yea 1,504 1,20¢ 8,17¢ 10,881
New builds 14 20 19z 227
Acquisitions - - - -
Refranchising (58) (13%) 19z -
Closures (15) (16) (109 (13%)
Other (6) - 5 @
End of quarte 1,43¢ 1,07: 8,46¢ 10,97¢
% of Total 13% 10% 7% 10(%
The above totals exclude 197 and 206 licensed ahitane 11, 2005 and December 25, 2004, resplyctive
Unconsolidatec Total
Excluding
Company Affiliates Franchisee:! Licensees
China Division —_— E E—— E E——
Beginning of yea 1,26¢€ 46( 19¢ 1,92¢
New builds 5

Acquisitions

124

38

16€



Refranchising

Closures (10 4 - 14
Other - - 4 4
End of quarte 1,38( 49k 207 2,08z
% of Total 66% 24% 10% 10C%

Beginning of the year balances have been adjustettiude December activity in mainland China du¢hie change in its reporting calendar. The nengbavas
an addition of 16, 2, 1 and 19 units for compamgansolidated affiliates, franchisees and totaliging licensees, respectively. There are no liednsits in the
China Division.

Multibrand restaurants are included in the totalsva. Multibrand conversions increase the salegaimts of distribution for the second brand adtied
restaurant but do not result in an additional aaitnt. Similarly, a
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new multibrand restaurant, while increasing sates@oints of distribution for two brands, resuligust one additional unit count. Franchise uniirds below
include both franchisee and unconsolidated aféiliaultibrand units. Following are multibrand resta totals at June 11, 2005 and December 25, 2004:

Company Franchise Total
6/11/05 _—
United State! 1,522 1,29( 2,81:
International Divisior 22 162 18t
Worldwide 1,54¢ 1,45: 2,99¢
Company Franchise Total
12/25/04 S
United State: 1,391 1,25( 2,641
International Divisior 25 15¢& 18C
China Division 3 - 3
Worldwide 1,41¢ 1,40¢ 2,82¢

For the year to date ended June 11, 2005, Compahfranchise multibrand unit gross additions wes@ &nd 69, respectively.
System Sales Growth

Increase excluding currenc'

Increase translation
Quarter
6/11/0¢ 6/12/0¢ 6/11/0¢ 6/12/04
United State: 4% 3% N/A N/A
International Divisior 11% 15% 6% 6%
China Division 13% 17% 12% 16%
Worldwide 7% 8% 5% 5%

System sales growth includes the results of alateants regardless of ownership, including Compamged, franchise, unconsolidated affiliate andrge
restaurants. Sales of franchise, unconsolidatéthédfand license restaurants generate franciiddieense fees for the Company (typically at @ @ft4% to 6% c
sales). Franchise, unconsolidated affiliate anehe restaurants sales are not included in Comgzdey on the Consolidated Statements of Incomeehevthe
franchise and license fees are included in the Gmyip revenues. We believe system sales growtkafulito investors as a significant indicator af tverall
strength of our business as it incorporates aiusfrevenue drivers, Company and franchise sanme stdes as well as net unit development.

Worldwide system sales growth was driven by new development and same store sales growth, pgrtéBet by store closures.
U.S. system sales growth was driven by same stbes growth and new unit development, partiallgeifboy store closures.

International Division system sales growth was ehiby new unit development and same store saleglyrpartially offset by store closure



China Division system sales growth was driven by neit development, partially offset by same steaites declines.
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Increase excluding currenc
Increase translation
Year to date
6/11/0¢ 6/12/0¢ 6/11/05 6/12/04
United State! 4% 4% N/A N/A
International Divisior 11% 15% 7% 5%
China Division 16% 23% 16% 22%
Worldwide 7% 8% 5% 5%

Worldwide system sales growth was driven by nev dewelopment and same store sales growth, pgraéet by store closures.
U.S. system sales growth was driven by same stbes growth and new unit development, partiallgeifby store closures.
International Division system sales growth was ehiby new unit development and same store saleglyrpartially offset by store closures.

China Division system sales growth was driven by neit development, partially offset by same staites declines.

Revenues
% Increase;
(Decrease)
Amount excluding
Quarter % Increase; currency
6/11/05 6/12/04 (Decrease translation
Company sale
United State $1,24( $1,20¢ 3 N/A
International Divisior 394 40¢ 4) 9)
China Division 26¢ 22¢ 17 16
Worldwide 1,90z 1,84¢ 3 2
Franchise and license fe
United State 14¢& 141 3 N/A
International Divisior 98 82 19 13
China Division 8 8 5 5
Worldwide 251 231 9 7
Total revenue
United State 1,38¢ 1,34¢ 3 N/A
International Divisior 492 491 - (6)
China Division 27¢ 237 16 15
Worldwide $2,15: $2,07" 4 2

The increase in Worldwide Company sales was dribsenew unit development and same store sales greathially offset by refranchising and store clesu
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The increase in Worldwide franchise and license feas driven by new unit development, refranchisiagne store sales growth and royalty rate incegase
partially offset by store closures.

The increase in U.S. Company sales was driven tmg sdore sales growth and new unit developmentiafgroffset by refranchising and store closures.

U.S. same store sales include only Company restautlaat have been open one year or more. U.Sdétesame store sales include KFC, Pizza Hut and Bett
Company-owned restaurants only. U.S. same stoes §al Long John Silver’s and A&W restaurants aseincluded. Following are the same store salewtiro
results by brand:

Quarter ended 6/11/0¢

Same Stort Average Gues
Sales Transactions Check
KFC 8% 8% -
Pizza Hul 2% (2)% 1%
Taco Bell 5% 3% 2%

U.S. blended Company same store sales increasetliB% increases in transactions and average ghesk.
The increase in U.S. franchise and license feesdwasn by same store sales growth, new unit dgreént and refranchising, partially offset by stolesures.
The decrease in International Division Companyssalas driven by refranchising (primarily our PueRico business), partially offset by new unit deyshent.

The increase in International Division franchise éinense fees was driven by new unit developnrefitanchising (primarily our Puerto Rico businessyalty
rate increases and same store sales growth.

The increase in China Division Company sales waedrby new unit development, partially offset layree store sales declines.

China Division franchise and license fees weredadlyi flat. Increases due to new unit developmeaitedtargely offset by same store sales declines.
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% Increasei
(Decrease)
Amount excluding
Year to date % Increase; currency
6/11/05 6/12/04 (Decrease translation
Company sale
United State $2,43¢ $2,37¢ 3 N/A
International Divisior 77¢ 80¢ (4) (9)
China Division 49t 41C 21 20
Worldwide 3,71: 3,59: 3 2
Franchise and license fe
United State 281 272 3 N/A
International Divisior 19¢ 167 18 13
China Division 16 15 14 13
Worldwide 49t 454 9 7
Total revenue
United State 2,72 2,64¢ 3 N/A
International Divisior 97¢ 97¢ - (5)
China Division 511 42¢ 20 20
Worldwide $4,20° $4,047 4 3

The increase in Worldwide Company sales was dribyenew unit development and same store sales gr@athally offset by refranchising and store clesu



The increase in Worldwide franchise and license feas driven by new unit development, same stdes ggowth, refranchising and royalty rate increase
partially offset by store closures.

The increase in U.S. Company sales was driven img store sales growth and new unit developmentiafigroffset by refranchising and store closurésllowing
are the same store sales growth results by brand:

Year to date ended 6/11/0

Same Stor Average Gues
Sales Transactions Check
KFC 6% 6% -
Pizza Hul 2% (2)% 1%
Taco Bell 5% 2% 3%

U.S. blended Company same store sales increasetlid%d increases in transactions and average ghesk.
The increase in U.S. franchise and license feesdwasn by same store sales growth, new unit dg@reémnt and refranchising, partially offset by stol@sures.

The decrease in International Division Companyssalas driven by refranchising (primarily our PueRico business), partially offset by new unit deyshent.
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The increase in International Division franchise éinense fees was driven by new unit developnrefitanchising (primarily our Puerto Rico businessine stor
sales growth and royalty rate increases.

The increase in China Division Company sales wasgoily driven by new unit development.
The increase in China Division franchise and lieefees was primarily driven by new unit developmeattially offset by same store sales declines.

Company Restaurant Margins

International

China
United State: Division Division  Worldwide
Quarter ended 6/11/0¢
Company sale 100.(% 100.(% 100.(% 100.(%
Food and pape 30.2 32.¢ 36.£ 31.€
Payroll and employee benef 29.7 24.£ 14.t 26.5
Occupancy and other operati
expense 25.5 30.1 35.2 27.¢
Company restaurant marg 14.€% 12.%% 13.¢% 14.1%
International
China
United State Division Division ~ Worldwide
Quarter ended 6/12/04
Company sale 100.(% 100.(% 100.(% 100.(%
Food and pape 30.2 33.¢ 37.0 31.¢
Payroll and employee benef 30.2 24.1 11.¢ 26.7
Occupancy and other operati
expense 24.¢ 29.2 33.c 26.€
Company restaurant marg 14.7% 13.1% 17.2% 14.€%

The decrease in U.S. restaurant margins as a pageeaf sales was driven by higher occupancy aner @osts and higher food and paper costs, part&tet by
the impact of same store sales growth on restamargin. Higher occupancy and other costs wereedrhy increases in utility costs, advertising castd
depreciation and amortization exper



The decrease in International Division restauraatgims as a percentage of sales was primarily didyea 54 basis point unfavorable impact of refrasiog our
restaurants in Puerto Rico. Also contributing te tlecrease were higher occupancy and other castalaor costs, partially offset by the impact afngastore sales
growth on restaurant margin.

The decrease in China Division restaurant margsnes jpercentage of sales was driven by the impagtsiaurant margin of same store sales declinettiresfrom
the mainland China supplier ingredient issue, higdigor costs and the lower margins associated méth units during the initial periods of operatidmese
decreases were partially offset by the impact statgant margin of same store sales growth at K&@an.

International

China

United State Division Division ~ Worldwide
Year to date ended 6/11/0
Company sale 100.(% 100.(% 100.(% 100.(%
Food and pape 30.2 32.¢ 36.5 31.€
Payroll and employee benef 30.1 24.1 13.z 26.€
Occupancy and other operati
expense 25.7 30.1 32.1 27.5
Company restaurant marg 14.(% 12.9% 18.1% 14.2%

34
International
China

United State Division Division  Worldwide
Year to date ended 6/12/0.
Company sale 100.(% 100.(% 100.(% 100.(%
Food and pape 29.4 33.¢ 37.¢ 31.4
Payroll and employee benef 30.¢ 23.¢ 11.2 27.C
Occupancy and other operati
expense 25.4 29.C 31.4 26.€
Company restaurant marg 14.%% 13.2% 19.2% 14.1%

The decrease in U.S. restaurant margins as a pageeaf sales was driven by higher food and papstsand higher occupancy and other costs, pgrafet by
the impact of same store sales growth on restaorargin. Higher food and paper costs were driveibseased commodity costs (principally meats).héig
occupancy and other costs were driven by increasadlity costs, advertising costs and depreciaémd amortization expense.

The decrease in International Division restauraatgims as a percentage of sales was primarily didyea 62 basis point unfavorable impact of refresiog our
restaurants in Puerto Rico. Also contributing te tlecrease were higher occupancy and other castalaor costs, partially offset by the impact afngastore sales
growth on restaurant margin and lower food and pagsts (principally due to supply chain savingsatives).

The decrease in China Division restaurant margsrs percentage of sales was driven by higher letsis, the impact on restaurant margin of same st&es
declines related to the mainland China supplieradignt issue and the lower margins associated et units during the initial periods of operatidine decreas
was partially offset by the impact of same stolesgrowth exclusive of the mainland China suppligredient issue on restaurant margin and lowed fand
paper costs (principally due to supply chain saviimgfiatives).

Worldwide General and Administrative Expenses

General and administrative expenses increased $k8mor 12% in the quarter, including a 1% unfaable impact from foreign currency translation. Therease
in general and administrative expenses was driydnigher litigation related costs including a chaod $10 million for the potential resolution ofrtzen litigation
matters. Also contributing to the increase werénbigcharitable contributions and higher compennatitated costs, including amounts associated iwitastment:
in strategic initiatives in China and other intafomal growth markets. Such increases were partadfset by reductions associated with operatirggangrants whic
were refranchised in 2004 (primarily the PuertodRicsiness).

General and administrative expenses increased $28mor 6% year to date, including a 1% unfavdeaionpact from foreign currency translation. Thergase in
general and administrative expenses was driverighehlitigation related costs (including the afmentioned charge) and higher compensation relaisi$,c
including amounts associated with investmentsratagic initiatives in China and other internatibgwth markets. Also contributing to the increases higher
charitable contributions. Such increases were glribffset by reductions associated with operatiegfaurants which were refranchised in 2004 (milgnthe
Puerto Rico business).

Worldwide Franchise and License Expenses



Franchise and license expenses decreased $2 nuilid@% for the quarter and increased $4 milliod%¥ year to date. The year to date increase via=aply
driven by the unfavorable impact of lapping the 200
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reversal of previously established allowances fartdful accounts upon the completion of financéstructurings by certain Pizza Hut franchisees.

Worldwide Other (Income) Expense

Quarter Year to date

6/11/0% 6/12/0¢ 6/11/0% 6/12/0¢

Gain upon sale of investment in unconsolidatedizik $(1» $ - % (1)) $ -
Equity income from investments in unconsolidatediates 8) (10 (23 (22
Foreign exchange net (gain) Ic - - 1 -

Other (income) expen: $(2) $(10 $ 39 $ (29

Other income increased $15 million in the quartet $17 million year to date. The increase was drive the $17 million gain associated with the sdleur
investment in our Poland/Czech Republic unconstdidiaffiliate during the quarter ended June 115200

Worldwide Facility Actions

We recorded a net loss from facility actions ofndlion and $10 million for the quarters ended Jdrde 2005 and June 12, 2004, respectively. We decba net
loss from facility actions of $15 million and $19lkon for the years to date ended June 11, 20@bJame 12, 2004, respectively. See the Store ForStrategy
section for more detail of our refranchising anasclire activities and Note 7 for a summary of themonents of facility actions by reportable opemsegment.

Operating Profit

Quarter Year to date

6/11/05  6/12/0¢ % B/(W)  6/11/0¢  6/12/0¢ % B/(W)

United State: $ 19( $ 19¢ 4 $ 352 $ 371 (5)
International Divisior 9C 74 22 184 162 14
China Division 25 35 (30 78 77 -

Unallocated and corporate expen (612) (44 (38) (103 (92 12
Unallocated other income (expen 17 - NM 16 3 NM

Unallocated facility action 13 3) NM 11 (11) NM

Wrench litigation - - - - - -

AmeriServe and other (charge

credits - 14 NM - 14 NM

Operating profit $27¢ $27¢ - $ 53¢ $ 51¢ 4

Unallocated and corporate expenses comprise gesmeladdministrative expenses and unallocated fiaeititions comprise refranchising gains (lossesither of
which are allocated to the U.S., International Biwn or China Division segments for performancergpg purposes. Unallocated other income (expeinstte
quarter and year to date ended June 11, 2005 pijroamprises the gain on the sale of our investnieour Poland/Czech Republic unconsolidatediafélwhict
we did not allocate to the International Divisiam performance reporting purposes.
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Quarter

The decrease in U.S. operating profit was drivetigyier impairment charges related to our longeiassets and higher general and administrative.cbise
impact of same store sales growth on restauraffit pras largely offset by higher occupancy and ottests as well as higher food and paper costs.

Excluding the favorable impact from foreign curremi@nslation, International Division operating firincreased 16%. The increase in Internationai€ion
operating profit was driven by the impact of sanmessales growth on restaurant profit and the shpanew unit development on franchise fees asthrgant
profit. The increase was patrtially offset by theoamt on restaurant profit of higher occupancy ahérocosts and the impact on operating profit &farechising ou
restaurants in Puerto Rico.

Excluding the favorable impact from foreign curremianslation, China Division operating profit deased 31%. The decrease in China Division operatiofif
was driven by the impact on operating profit of thainland China supplier ingredient issue and higiemeral and administrative costs. The decreaseasmially
offset by the impact on restaurant profit of satoeessales growth related primarily to KFC Taiwaud ahe impact on restaurant profit of new unit depment.

Year to date

The decrease in U.S. operating profit was drivehigyer impairment charges related to our longeiassets. The impact of same store sales growtéstaurant
profit was largely offset by higher commodity coatswell as higher occupancy and other costs.

Excluding the favorable impact from foreign currgmianslation, International Division operating firincreased 9%. The increase in Internationali€on
operating profit was driven by the impact of sattgessales growth on restaurant profit and frarechisd license fees as well as the impact of netv uni
development on franchise and license fees andurastiprofit. The increase was partially offsetthg impact on restaurant profit of higher occupaauegt other
costs and the impact on operating profit of refrasiag our restaurants in Puerto Rico.

China Division operating profit was basically f& the impact of new unit development on restayreofit and franchise and license fees was offgghb impact
on operating profit of the mainland China ingredissue.

Interest Expense, Net

Quarter Year to date

6/11/05  6/12/0¢ % B/(W) 6/11/05  6/12/0¢ % B/(W)

Interest expens $ 3¢ $ 3¢ 7 $ 6€ $ 74 11
Interest incomu ©)] 4) 19 ()] @) 24
Interest expense, n $ 3C $ 32 10 $ 5¢ $ 67 14

Interest expense decreased $3 million or 7% imtreeter and $8 million or 11% year to date. Therei@ses were primarily driven by a decrease in versge
interest rates primarily attributable to the payiafle interest rate swaps entered into duringytreerter ended June 12, 2004.
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Income Taxes
Quarter Year to date
6/11/0¢ 6/12/0¢ 6/11/0¢ 6/12/0¢
Income taxe: $ 5i $ 6t $ 130 $ 13
Tax rate 23.€% 26.8% 27.5% 29.1%

Our tax rate for the quarter was favorably impadtgdhe reversal of reserves during the quarteeerddine 11, 2005 associated with audits that vegtied as wel
as the impact on the full year effective tax rdtéhe recognition of certain foreign tax creditatthve were able to substantiate during the quartded March 19,
2005. The tax rate for the quarter was unfavorablyacted by tax provided on foreign earnings we eapect to repatriate in 2005.

Our tax rate for the year to date was favorablydoted by the recognition of certain foreign taxditethat we were able to substantiate during ter as well as
the impact of year over year valuation allowandestchents, including the lapping of valuation allovees established in the prior year. The tax mtéhe year to
date was unfavorably impacted by tax provided arifm earnings we now expect to repatriate in 2005.

Consolidated Cash Flow



Net cash provided by operating activitiesvas $605 million compared to $390 million in 200%e increase was primarily driven by lower incore payments i
2005.

Net cash used in investing activitieaas $140 million versus $198 million in 2004. Treedkase was driven by higher proceeds from thanelfising of
restaurants and the sale of our investment in olar@d/Czech Republic unconsolidated affiliate i920

Net cash used in financing activitiesvas $444 million versus $199 million in 2004. Therease was driven by higher share repurchasedigadénd payments i
2005.

Liquidity and Capital Resources

Operating in the QSR industry allows us to genesafestantial cash flows from the operations ofaampany stores and from our franchise operatioh&tw
require a limited YUM investment. In each of thetlthree fiscal years, net cash provided by opegatttivities has exceeded $1 billion. These clmstsfhave
allowed us to fund our discretionary spending, @/ail the same time reducing our long-term debinoaks We expect these levels of net cash proviged b
operating activities to continue in the foreseedbiere. Our discretionary spending includes cagitending for new restaurants, acquisitions afgsnts from
franchisees, repurchases of shares of our commoch ahd dividends paid to our shareholders. Thaudacline in revenues could adversely impact osi f@ws
from operations, we believe our operating cash $losur ability to reduce discretionary spending} ear borrowing capacity will allow us to meet mash
requirements in 2005 and beyond.

During the quarter and year to date ended Jun2Q0B, we paid cash dividends of $29 million and 8&fion, respectively. Additionally, on May 19, @8, our
Board of Directors approved a cash dividend of $8.4er share of common stock to be distributed ngust 5, 2005 to shareholders of record at theeadbs
business on July 15, 2005. The Company is targetingnnual payout ratio of 15% to 20% of net income
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Our primary bank credit agreement comprises a Billion senior unsecured Revolving Credit Facilitiie “Credit Facility”) which matures in SeptemI2809.
The Credit Facility is unconditionally guarantegddur principal domestic subsidiaries and contéimsncial covenants relating to maintenance of lage and
fixed charge coverage ratios. The Credit Faciligpaontains affirmative and negative covenanthiging, among other things, limitations on certadditional
indebtedness, guarantees of indebtedness, leeakbfdividends, aggregate non-U.S. investment ertdic other transactions as defined in the agraeriée
were in compliance with all debt covenants at JLhe2005.

Under the terms of the Credit Facility, we may barup to the maximum borrowing limit, less outstagdetters of credit. At June 11, 2005, our unu€eedit
Facility totaled $739 million, net of outstandiregters of credit of $196 million. There were boriegs of $65 million outstanding under the Creditifity at June
11, 2005. The interest rate for borrowings under@hedit Facility ranges from 0.35% to 1.625% abwerLondon Interbank Offered Rate (“LIBOR”) or 0%Q0
0.20% over an Alternate Base Rate, which is thatgreof the Prime Rate or the Federal Funds Effed®ate plus 0.50%. The exact spread over LIBOfRer
Alternate Base Rate, as applicable, will depenchupg performance under specified financial critehnterest on any outstanding borrowings undeCiteslit
Facility is payable at least quarterly.

Amounts outstanding under Senior Unsecured Notes ®E5 billion at June 11, 2005. During the quaeteded June 11, 2005, we began classifying $20@mi
in Senior Unsecured Notes as short-term borrowihugsto their April 2006 maturity date. The remag#i.3 billion in Senior Unsecured Notes comprise t
majority of our long-term debt.

We estimate that in 2005 capital spending, inclgdinquisitions of our restaurants from franchiseglébe approximately $720 million. We also estimahat in
2005 refranchising proceeds, prior to taxes, weldpproximately $100 million, employee stock opsipnoceeds, prior to taxes, will be approximatel§million
and sales of property, plant and equipment wilhpproximately $80 million. In May 2005, the Boarfdirectors authorized a new share repurchase prodor
up to $500 million of the Company’s outstanding coom stock (excluding applicable transaction feed)e purchased through May 2006. At June 11, 2095 w
had purchased no shares under this program. Addltig we had remaining capacity at June 11, 200®purchase up to $36 million of our outstandioghmon
stock (excluding applicable transaction fees) urmershare repurchase program authorized in JaraQayy.
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Iltem 3. Quantitative and Qualitative Disclosures Alout Market Risk

The Company is exposed to financial market risk®eiated with interest rates, foreign currency exgfe rates and commaodity prices. In the normalseoaf
business and in accordance with our policies, weaga these risks through a variety of strategidg;iwmay include the use of derivative financiadl an
commodity instruments to hedge our underlying expes. We do not use derivative instruments foritigu@urposes, and we have procedures in place titono
and control their use.

Interest Rate Ris



We have a market risk exposure to changes in stteages, principally in the United States. Werafieto minimize this risk and lower our overall lmwing costs
through the utilization of derivative financial tngments, primarily interest rate swaps. These sveap entered into with financial institutions drae reset dates
and critical terms that match those of the undegydebt. Accordingly, any change in market valisoegted with interest rate swaps is offset byoigosite
market impact on the related debt.

At June 11, 2005 and December 25, 2004, a hypotietd0 basis point increase in short-term intenasts would result, over the following twelve-moperiod,
in a reduction of approximately $7 million and $6lion, respectively, in annual income before inataxes. The estimated reductions are based upauoent
level of variable rate debt and assume no chamgéeeivolume or composition of debt. In additidre fair value of our derivative financial instrunteat June 11,
2005 and December 25, 2004 would decrease apprtelin®13 million and $51 million, respectively. TFar value of our Senior Unsecured Notes at Juhe 1
2005 and December 25, 2004 would decrease apprtetin®0 million and $76 million, respectively. Faalue was determined by discounting the projectesh
flows.

Foreign Currency Exchange Rate Risk

International Division and China Division operatipgfit together constitute approximately 43% of gear to date operating profit, excluding unalteckand
corporate expenses. In addition, the Company'sisstt exposure (defined as foreign currency alesstéoreign currency liabilities) totaled approziely $1.6
billion as of June 11, 2005. Operating in interoasil markets exposes the Company to movementseigfocurrency exchange rates. The Company’s pyimar
exposures result from our operations in Asia-Pacifie Americas and Europe. Changes in foreigrecgsr exchange rates would impact the translatiauof
investments in foreign operations, the fair vallieur foreign currency denominated financial instents and our reported foreign currency denominededings
and cash flows. For the year to date ended Jun20D5, operating profit would have decreased $2Bomiif all foreign currencies had uniformly weated 10%
relative to the U.S. dollar. The estimated reductissumes no changes in sales volumes or locamayrsales or input prices.

We attempt to minimize the exposure related toilmgstments in foreign operations by financing thosvestments with local currency debt when praténd
holding cash in local currencies when possibleddition, we attempt to minimize the exposure eglab foreign currency denominated financial insteats by
purchasing goods and services from third partidsdal currencies when practical. Consequentlygifpr currency denominated financial instrumentssigin
primarily of intercompany short-term receivablesl payables. At times, we utilize forward contractseduce our exposure related to these short{tecsivables
and payables. The notional amount and maturitysdaft¢hese contracts match those of the underigngivables or payables such that our foreign oogre
exchange risk related to these instruments is eéited.
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Commodity Price Risk

We are subject to volatility in food costs as aitiesf market risk associated with commodity pric@sir ability to recover increased costs througjhér pricing is,
at times, limited by the competitive environmentihich we operate. We manage our exposure toigkigrimarily through pricing agreements as wejl@sa
limited basis, commodity future and option contsa@ommodity future and option contracts enteréal firy the Company that were outstanding at Jun@QQd5
and December 25, 2004, did not significantly impaat financial position, results of operations asle flows.

Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

The Company has evaluated the effectiveness afehkign and operation of its disclosure controls prededures pursuant to Rules 13a-15(e) and 15} Ls¢der
the Securities Exchange Act of 1934 as of the énideoperiod covered by this report. Based on tfeduation, performed under the supervision and with
participation of the Company’s management, inclgdire Chairman, Chief Executive Officer and Presiqthe “CEO”) and the Chief Financial Officer (the
“CFQ"), the Company’s management, including the CiE@ CFO, concluded that the Compangisclosure controls and procedures were effeetivef the end «
the period covered by the report.

Changes in Internal Control

There were no significant changes with respedtéoGompany’s internal control over financial repagtor in other factors that materially affected ace
reasonably likely to materially affect, internahtml| over financial reporting during the quarteded June 11, 2005.
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Cautionary Statements

From time to time, in both written reports and @tatements, we preseforwarc-looking statemen” within the meaning of Section 27A of the Securittes of



1933, as amended, and Section 21E of the Secugitielsange Act of 1934, as amended. The statemmitgle those identified by such words as “may,"IEivi
“expect,” “project,” “anticipate,” “believe,” “plahand other similar terminology. These “forward-king statements” reflect our current expectatiegarding
future events and operating and financial perforreaand are based upon data available at the tirttee aftatements. Actual results involve risks amcedtainties,
including both those specific to the Company ambé¢hspecific to the industry, and could differ miatly from expectations. Accordingly, you are dauned not to
place undue reliance on forward-looking statements.

Company risks and uncertainties include, but atdimited to, potentially substantial tax conting@s related to the Spin-off, which, if they ocawguire us to
indemnify PepsiCo, Inc.; changes in effective tabes; our debt leverage and the attendant poteasaiction on our ability to borrow in the futy@otential
unfavorable variances between estimated and débdities; our ability to secure distribution pfoducts and equipment to our restaurants on fal@economic
terms and our ability to ensure adequate supplgsthurant products and equipment in our storesxpected disruptions in our supply chain; effecid autcomes
of any pending or future legal claims involving Bempany; the effectiveness of operating initisgiaad marketing, advertising and promotional effootr
ability to continue to recruit and motivate qualiirestaurant personnel; the ongoing financialiliglof our franchisees and licensees; the sucoéssir
refranchising strategy; the success of our stragefgir international development and operationktility of actuarially determined losses and lestimates; and
adoption of new or changes in accounting policigs practices including pronouncements promulgatesténdard setting bodies.

Industry risks and uncertainties include, but aelimited to, business, economic and politicalditions in the countries and territories where \perate,
including effects of war and terrorist activitiegw legislation and governmental regulations onglea in laws and regulations and the consequeradtmm our
business; new product and concept development bydi®r our food industry competitors; changesoimmodity, labor, and other operating costs; chaitges
competition in the food industry; publicity whichapimpact our business and/or industry; severeheeaonditions; volatility of commodity costs; ieeses in
minimum wage and other operating costs; availatditd cost of land and construction; consumer peefees or perceptions concerning the productseof th
Company and/or our competitors, spending pattendsd@mographic trends; political or economic ingitstin local markets and changes in currency exafe an
interest rates; and the impact that any widespitkreabs or general health concern may have on osiness and/or the economy of the countries in hvivie
operate.
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Report of Independent Registered Public Accounfiimm

The Board of Directors
YUM! Brands, Inc.:

We have reviewed the accompanying Condensed Cdasedi Balance Sheet of YUM! Brands, Inc. and Suases (“YUM”) as of June 11, 2005 and the related
Condensed Consolidated Statements of Income famtblee and twenty-four weeks ended June 11, 20@5Jane 12, 2004 and the Condensed Consolidated
Statements of Cash Flows for the twenty-four wesided June 11, 2005 and June 12, 2004. Theseninteridensed consolidated financial statementshare t
responsibility of YUM’s management.

We conducted our review in accordance with thedsteds of the Public Company Accounting OversighaBoUnited States). A review of interim financial
information consists principally of applying anat@l procedures and making inquiries of persongassible for financial and accounting matterssit i
substantially less in scope than an audit conduotedcordance with the standards of the Public gam Accounting Oversight Board, the objective dich is
the expression of an opinion regarding the findrstEtements taken as a whole. Accordingly, we atoexpress such an opinion.

Based on our review, we are not aware of any naterddifications that should be made to the accamyipg interim condensed consolidated financialestegnts
referred to above for them to be in conformity witts. generally accepted accounting principles.

We have previously audited, in accordance withstaedards of the Public Company Accounting Ovetdiglard (United States), the Consolidated Balarees
of YUM as of December 25, 2004, and the relateds0bdated Statements of Income, Cash Flows andeBbhters’ Equity and Comprehensive Income for the
year then ended not presented herein; and in portrdated February 28, 2005, we expressed an lifigd@pinion on those consolidated financial staents. In
our opinion, the information set forth in the acgamying Condensed Consolidated Balance Sheetlsagmber 25, 2004, is fairly presented, in all mate
respects, in relation to the Consolidated BalarteeeSfrom which it has been derived.

KPMG LLP
Louisville, Kentucky
July 18, 2005
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PART Il - Other Information and Signatures
Item 1. Legal Proceedings

Information regarding legal proceedings is incogted by reference from Note 14 to the Company’sdéased Consolidated Financial Statements
set forth in Part | of this report.

Item 2. Unregistered Sales of Equity Securities ldad of Proceeds
The following table provides information as of Jurie 2005 with respect to shares of Common Stogurchased by the Company during the quarter thdaden

Total number of  Approximate dollar
shares purchased as value of shares that

Average part of publicly  may yet be purchase
Total number of price paid per announced plans or under the plans or

Fiscal Periods shares purchased share programs programs
Period 4

3/20/05- 4/16/05 2,089,10i 51.5¢ 2,089,101 301,116,97
Period 5

4/17/05- 5/14/05 3,311,30! 47.9¢ 3,311,30! 142,307,37
Period 6

5/15/05- 6/11/05 2,092,041 50.7¢ 2,092,041 536,083,85
Total 7,492,441 49.7¢ 7,492,44i 536,083,85

In May 2005, our Board of Directors authorized arstrepurchase program. This program authorized tepurchase, through May 2006, up to $500 million
(excluding applicable transaction fees) of our tautding Common Stock. There have been no repursimade under this program.

In January 2005, our Board of Directors authoriaesthare repurchase program. This program authouizéaol repurchase, through January 2006, up to 85lion
(excluding applicable transaction fees) of our tautding Common Stock. For the quarter ended Jun20b, all share repurchases were made undepribggam.

Item 4. Submission of Matters to a Vote of Securblders

Our Annual Meeting of shareholders was held on W&y2005. At the meeting, shareholdt

1) Approved an amendment to the Company’s Reb#aticles of Incorporation to declassify the BoafdDirectors so that
each director will stand for re-election on an airhasis and to provide that directors can be remaovith or without
cause

2) Elected twelve directors to serve until thetrennual Meeting of Shareholders and until thespective successors are
duly elected and qualifiet

3) Elected four Class Il directors to serve uthidir terms expire at the 2008 annual meetindhafeholders and elected one
Class | director to serve until his term expirethat2007 annual meeting of shareholders and tineiil respective
successors are duly elected and qualified. This wais necessary in the event shareholders didopodee the proposed
amendment to the Compé's Restated Articles of Incorporation as descrilbeaimber 1
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4) Ratified the appointment of KPMG LLP as our indegremt auditors for the fiscal year ended DecembgeP3Q5.
5) through 9) Rejected five shareholder propos
For Against Abstain

(1) Amendment to Restated Articles of
Incorporation 244,570,04¢ 2,668,40¢ 3,904,48(



(2) Election of Directors For Withheld
David W. Dormar 236,852,22¢ 14,290,70¢
Massimo Ferragam 245,864,13¢ 5,278,79¢
J. David Grisson 245,806,15¢ 5,336,77¢
Bonnie G. Hill 243,870,35¢ 7,272,57¢
Robert Holland, Ji 245,327,20: 5,815,731
Kenneth G. Langon 244,543,46" 6,599,467
Jonathan S. Line 236,970,22¢ 14,172,70¢
David C. Novak 240,224,62( 10,918,31¢
Andrall E. Pearso 243,001,05: 8,141,88:
Thomas M. Ryal 204,626,73¢ 46,516,19¢
Jackie Trujillo 243,301,59: 7,841,341
Robert J. Ulrick 237,166,15¢ 13,976,77¢
(3) Election of Class Il Director For Withheld
David W. Dormar 207,497,36. 43,645,57:
Massimo Ferragam 207,567,61" 43,575,315
Thomas M. Ryal 207,553,33¢ 43,589,59¢
Robert J. Ulrick 207,559,06¢ 43,583,86¢
Election of Class | Directc For Withheld
Jonathan S. Line 207,527,94¢ 43,614,98¢
For Against Abstain
(4) Ratification of Independent Auditors
241,849,50: 7,421,87( 1,871,56:
For Against Abstain
(5) Shareholder Proposal —
Sustainability Repol 75,149,00( 117,270,24: 23,606,30¢
(6) Shareholder Proposal —
Diversity Repor 25,425,581 166,619,64¢ 23,983,77¢
(7) Shareholder Proposal —
MacBride Principle: 27,764,824 161,208,17( 27,056,007
(8) Shareholder Proposal —
Genetically Engineered Food Report
14,579,831 177,617,23: 23,831,93¢
(9) Shareholder Proposal —
Animal Welfare Standards Report
16,857,82- 175,528,52¢ 23,642,45¢
Item 6. Exhibits
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(@  Exhibit Index
EXHIBITS

Exhibit 15 Letter from KPMG LLP regarding Unawatitinterim Financial Information (Accountants’



Acknowledgement)

Exhibit 31.1 Certification of the Chairman, Chiefecutive Officer and President pursuant to RGl@-14(a) of Securities
Exchange Act of 1934, as adopted pursuant to Se80@ of the Sarban-Oxley Act of 2002

Exhibit 31.2 Certification of the Chief Financiafficer pursuant to Rule 13b4(a) of Securities Exchange Act of 1934
adopted pursuant to Section 302 of the Sart-Oxley Act of 2002

Exhibit 32.1 Certification of the Chairman, Chiefecutive Officer and President pursuant to 18 C.Section 1350, as
adopted pursuant to Section 906 of the Sart-Oxley Act of 2002

Exhibit 32.2 Certification of the Chief Financiafficer pursuant to 18 U.S.C. Section 1350, agpsetbpursuant to
Section 906 of the Sarbal-Oxley Act of 2002
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SIGNATURES

Pursuant to the requirement of the Securities Exghaict of 1934, the registrant has duly causesirdport to be signed on its behalf by the undeesigduly
authorized officer of the registrant.

YUM! BRANDS, INC.
(Registrant

Date: July 18, 2005 /s/ Ted F. Knopf

Senior Vice President of Finance
and Corporate Controller
(Principal Accounting Officer
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Accountants Acknowledgment

The Board of Directors
YUM! Brands, Inc.:

We hereby acknowledge our awareness of the useraeport dated July 18, 2005 included within thea@erly Report on Form 10-Q of YUM! Brands, Inor f
the twelve and twenty-four weeks ended June 115280d incorporated by reference in the followirggRtration Statements:

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

YUM! Direct Stock Purchase Progre 33346242

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

Form S-8s



Restaurant Deferred Compensation F 33336877, 33-32050

Executive Income Deferral Progre 33336955
YUM! Long-Term Incentive Plal 333-36895, 33-85073, 33-32046, 33-109299
SharePower Stock Option PI 33336961
YUM! Brands 401(k) Pla 333-36893, 33-32048, 33-109300
YUM! Brands, Inc. Restaurant General Mana
Stock Option Pla 33364547
YUM! Brands, Inc. Long Term Incentive Pl 333-32052

Pursuant to Rule 436(c) of the Securities Act d83,%uch report is not considered a part of a tedisn statement prepared or certified by an astamt or a
report prepared or certified by an accountant withe meaning of Sections 7 and 11 of the Act.

KPMG LLP
Louisville, Kentucky
July 18, 2005

Exhibit 31.
CERTIFICATION
I, David C. Novak, certify that:
1. I have reviewed this report on Form-Q of YUM! Brands, Inc.
2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omsitate a material fact

necessary to make the statements made, in lightafircumstances under which such statementsmwade, not misleading
with respect to the period covered by this ref

3. Based on my knowledge, the financial statementsadimer financial information included in this repdairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrangfaand for, the periods presen
in this report

4, The registrant’s other certifying officer and | aesponsible for establishing and maintaining disaie controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1B§d)) and internal control over financial repogtias defined in Exchange
Act Rules 13-15(f) and 15-15(f)) for the registrant and hav

(@) designed such disclosure controls and proceduresused such disclosure controls and procedutes tesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pnegzh

(b) designed such internal control over financial répgr or caused such internal control over finah@gaorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of
financial statements for external purposes in atamoee with generally accepted accounting princijj

(c) evaluated the effectiveness of the registrant'sldésire controls and procedures and presentedsineghort our conclusions
about the effectiveness of the disclosure contints procedures, as of the end of the period cousrehlis report based on such
evaluation; ant

(d) disclosed in this report any change in the registanternal control over financial reporting tratcurred during the registrant’s
most recent fiscal quarter (the registrant’s fotikbal quarter in the case of an annual reposy) lttas materially affected, or is
reasonably likely to materially affect, the regist’s internal control over financial reporting; e

5. The registrans other certifying officer and | have disclosedsdzon our most recent evaluation of internal @mver financia
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of directfws persons performing the
equivalent function)

(@) all significant deficiencies and material weaknessethe design or operation of internal contraérofinancial reporting which
are reasonably likely to adversely affect the itegie’ s ability to record, process, summarize and refpmahcial information; an



(b)

Date:

any fraud, whether or not material, that involvesnagement or other employees who have a signifioéain the registrant’s
internal control over financial reportin

July 18, 2005 /sl David C. Novak
Chairman, Chief Executive Officer and Presid

Exhibit 31.Z

CERTIFICATION

I, Richard T. Carucci, certify that:

(@)

(b)

(©)

(d)

(@)

(b)

Date:

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

Based on my knowledge, this report does not cor@ajnuntrue statement of a material fact or omgtéte a material fact
necessary to make the statements made, in lightafircumstances under which such statementsmwade, not misleading
with respect to the period covered by this ref

Based on my knowledge, the financial statements adimer financial information included in this repdairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrangfaand for, the periods presen
in this report

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1B§d)) and internal control over financial repogtias defined in Exchange
Act Rules 13-15(f) and 15-15(f)) for the registrant and hax

designed such disclosure controls and proceduresused such disclosure controls and procedutes tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pnezh

designed such internal control over financial répgr or caused such internal control over finah@aorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataoece with generally accepted accounting princij

evaluated the effectiveness of the registrant'slaésire controls and procedures and presentedsingihort our conclusions
about the effectiveness of the disclosure contints procedures, as of the end of the period cousrehlis report based on such
evaluation; ant

disclosed in this report any change in the regissanternal control over financial reporting thatcurred during the registrant’s
most recent fiscal quarter (the registrant’s fotigbal quarter in the case of an annual reposy) ttas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

The registrans other certifying officer and | have disclosedsdzon our most recent evaluation of internal @miver financia
reporting, to the registrant’s auditors and theitac@mmittee of the registrant’s board of directfws persons performing the
equivalent function)

all significant deficiencies and material weaknedsethe design or operation of internal contra@rofinancial reporting which
are reasonably likely to adversely affect the itegie’ s ability to record, process, summarize and refpmahcial information; an

any fraud, whether or not material, that involvesnagement or other employees who have a significéain the registrant’s
internal control over financial reportin

July 18, 2005 /s/  Richard T. Carucci
Chief Financial Officel

Exhibit 32.1



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

In connection with the Quarterly Report of YUBFrands, Inc. (the “Company”) on Form 10-Q for tpgarter ended June 11, 2005, as filed with thenSexs
and Exchange Commission on the date hereof (thedtite Report”),l, David C. Novak, Chairman, Chief Executive Offi@ad President of the Company, cer
pursuant to 18 U.S.C. Section 1350, as adoptedipntgo Section 906 of the Sarbanes-Oxley Act O2@hat:

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

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

Date: July 18, 2005 /s/ David C. Novak
Chairman, Chief Executive Officer and Presid

A signed original of this written statement reqdil®y Section 906 has been provided to YUM! Bratais, and will be retained by YUM! Brands, Inc. and
furnished to the Securities and Exchange Commigsidis staff upon request.

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 YUBFrands, Inc. (the “Company”) on Form 10-Q for tpearter ended June 11, 2005, as filed with theSess
and Exchange Commission on the date hereof (thedtie Report”), I, Richard T. Carucci, Chief Firaal Officer of the Company, certify, pursuant ® U.S.C.
Section 1350, as adopted pursuant to Section 9@&dbarbanes-Oxley Act of 2002, that:

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

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

Date: July 18, 2005 /s/ _Richard T. Carucci
Chief Financial Office

A signed original of this written statement reqdil®y Section 906 has been provided to YUM! Bramals, and will be retained by YUM! Brands, Inc. and
furnished to the Securities and Exchange Commissidts staff upon reques



