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PART |
Item 1. Business.

YUM! Brands, Inc. (referred to herein as “YUM” dnd “Company”),was incorporated under the laws of
state of North Carolina in 1997. The principal axae offices of YUM are located at 1441 Gardinemk
Louisville, Kentucky 40213, and the telephone nundighat location is (502) 874-8300.

YUM, the registrant, together with its subsidiarissreferred to in this Form 10-K annual repofdfm 10-K")
as the Company. The terms “we,” “us” and “our” al&o used in the Form 10-K to refer to the Company.

This Form 10-K should be read in conjunction whb Cautionary Statements on page 52.
€)) General Development of Busines

In January 1997, PepsiCo announced its decisiospitwoff its restaurant businesses to shareholders
independent public company (the “Spin-offgffective October 6, 1997, PepsiCo disposed ofattaurar
businesses by distributing all of the outstandimgres of common stock of YUM to its shareholders.

On May 7, 2002, YUM completed the acquisition ofrkghire Global Restaurants, Inc. (“YGRthe parer
company and operator of Long John Silver's (“LJ&d A&W All-American Food Restaurants (“A&W"Dn
May 16, 2002, following receipt of shareholder ap@l, the Company changed its name from TRICON
Restaurants, Inc. to YUM! Brands, Inc.

Throughout this Form 10-K, the terms “restaurantstdres” and “units” are used interchangeably.
(b) Financial Information about Operating Segments

YUM consists of six operating segments: KFC, Pi2dat, Taco Bell, LIJS/A&W, YUM Restaurar
International (“YRI” or “International Division”) mad YUM Restaurants China (“China Division”}or
financial reporting purposes, management consitleesfour U.S. operating segments to be similar
therefore, has aggregated them into a single raeplertoperating segment. The China Division incl
mainland China (“China”)Thailand and KFC Taiwan, and the International Bl includes the remainder
our international operations.

Operating segment information for the years endedeimber 30, 2006, December 31, 2005 and Decemt
2004 for the Company is included in Managenerdiscussion and Analysis of Financial Conditiord
Results of Operations (“MD&Ain Part Il, Item 7, pages 25 through 52 and in thlated Consolidate
Financial Statements and footnotes in Part Il, 1&mpages 53 through 101.

(c) Narrative Description of Business
General

YUM is the world’s largest quick service restaur@i@SR”) company based on number of system units,
more than 34,000 units in more than 100 countmestarritories. Through the five concepts of KF@&zR Hut
Taco Bell, LIS, and A&W (the “Conceptshe Company develops, operates, franchises andsbkse
worldwide system of restaurants which prepare, pgeland sell a menu of competitively priced foednis. Ir
all five of its Concepts, the Company either opesainits or they are operated by independent fiseeh ¢
licensees under the terms of franchise or licemgeements. Franchisees can range in size fromidhdiiz
owning just one unit to large publicly traded comies. In addition, the Company owns nmomtrolling
interests in Unconsolidated Affiliates who opersitailar to franchisees. As
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of year-end 2006, approximately 22 percent of YdMuorldwide units were operated by the Comp
approximately 68 percent by franchisees, approxiya@ percent by licensees and approximately 4gueroy
Unconsolidated Affiliates.

At yearend 2006, we had more than 20,000 system unitseirdtS. which generated revenues of $5.6 b
and operating profit of $763 million during 2006s Af yearend 2006, approximately 21 percent of U.S. |
were operated by the Company, approximately 69emérby franchisees and approximately 10 percel
licensees.

The International Division, based in Dallas, Texemmprises more than 11,000 restaurants, prim&Mgs
and Pizza Huts, operating in over 100 countriesidatthe U.S. In 2006, YRI achieved revenues a3 $dlion
and operating profit of $407 million. As of yeand 2006, approximately 15 percent of Internatiddigision
units were operated by the Company, approximat8lypé&rcent by franchisees, approximately 1 percg
licensees and approximately 5 percent by Uncors@d Affiliates. In 2006, YRI opened more than 7@
restaurants for the seventh straight year.

The China Division, based in Shanghai, China, feenhbreported separately since the beginning of .Z00é
China Division has more than 2,600 system restasirgamedominately KFCs. In 2006, the China Divi
achieved revenues of $1.6 billion and operatindipod $290 million. As of yeaend 2006, approximately
percent of China Division units were operated by @ompany, approximately 8 percent by franchisew
approximately 25 percent by Unconsolidated AffésitIn 2006, the China Division opened nearly 468G
restaurants.

Restaurant Concepts

In each Concept, consumers can dine in and/or cartrfjood. In addition, Taco Bell, KFC, LIS and A&bffer
a drive-thru option in many stores. Pizza Hut afferdrivethru option on a much more limited basis. Pizza
and, on a much more limited basis, KFC offer deingervice.

Each Concept has proprietary menu items and eng@sagie preparation of food with high quality irdjests
as well as unique recipes and special seasoningotéde appealing, tasty and attractive food ahjgetitive
prices.

The franchise program of the Company is designedsture consistency and quality, and the Compe
selective in granting franchises. Under standaaddhise agreements, franchisees supply capitatially by
paying a franchise fee to YUM, purchasing or legdime land, building and equipment and purchasiggs:
seating, inventories and supplies and, over thgdoiterm, by reinvesting in the business. Franesigbel
contribute to the Company’s revenues through tlyeneat of royalties based on a percentage of sales.

The Company believes that it is important to mamtrong and open relationships with its franckgsan
their representatives. To this end, the Compangstsva significant amount of time working with frenchise
community and their representative organizationsatinaspects of the business, including new prag
equipment and management techniques.

The Company and its franchisees also operate matiibunits, primarily in the U.S., where two or maf the
Concepts are operated in a single unit. At y@at-2006, there were 3,636 multibranded units énvibridwide
system, of which 3,433 were in the U.S. These umiise comprised of 2,619 units offering food pradiufoorr
two of the Concepts (a “2n1”), 48 units offeringpébproducts from three of the Concepts (a “3natjd 94
units offering food products from Pizza Hut and §&treet, a flavored chicken wings concept. YUM
developed 23 units offering food products from K& Wing Works, another flavored chicken wings &g
developed by YUM.



Following is a brief description of each concept:

KFC

KFC was founded in Corbin, Kentucky by Colonel ldad D. Sanders, an early developer of the ¢
service food business and a pioneer of the restafmr@nchise concept. The Colonel perfected hised
blend of 11 herbs and spices for Kentucky Friecckdm in 1939 and signed up his first franchise#952
KFC is based in Louisville, Kentuck

As of yearend 2006, KFC was the leader in the U.S. chickeR @&gment among companies featt
chicken-on-thesone as their primary product offering, with a 4&qent market share (Source: The
Group, Inc.; NPD Foodworld; CREST) in that segmehich is nearly four times that of its closest oat
competitor.

KFC operates in 102 countries and territories thhmut the world. As of yeaend 2006, KFC had 5,3
units in the U.S., and 8,864 units outside the Urluding 1,822 units in Mainland China. Approxtaly
19 percent of the U.S. units and 24 percent ohthn-U.S. units are operated by the Comps

Traditional KFC restaurants in the U.S. offer frigicken-on-thésone products, primarily marketed un
the names Original Recipe and Extra Tasty CrisgiieOprincipal entree items include chicken santies
(including the Snacker and the Twister), KFC FamBuasvils, Colonels Crispy Strips, Wings, Popct
Chicken and, seasonally, Chunky Chicken Pot Pi€< Kestaurants in the U.S. also offer a varietgidé
items, such as biscuits, mashed potatoes and gralgslaw, corn, and potato wedges, as well axds
While many of these products are offered outsid¢hef U.S., international menus are more focuse
chicken sandwiches and ColorelCrispy Strips, and include side items that areeduo local preferenc
and tastes. Restaurant decor throughout the wedtaracterized by the image of the Colo

Pizza Hul

The first Pizza Hut restaurant was opened in 1858/ichita, Kansas, and within a year, the firshiraise
unit was opened. Today, Pizza Hut is the largestatgant chain in the world specializing in theesal
read\y-to-eat pizza products. Pizza Hut is based in Dallaga$.

As of yearend 2006, Pizza Hut was the leader in the U.S.ap23R segment, with a 15 percent me
share (Source: The NPD Group, Inc.; NPD FoodwdEHEST) in that segmer

Pizza Hut operates in 92 countries and territahesughout the world. As of yeand 2006, Pizza Hut h
7,532 units in the U.S., and 5,153 units outsidéhefU.S. Approximately 19 percent of the U.S. siib¢
26 percent of the n-U.S. units are operated by the Comps

Pizza Hut features a variety of pizzas, which nmgjude Pan Pizza, Thim ‘Crispy, Hand Tossed, Sicili
Stuffed Crust, Twisted Crust, Sicilian Lasagnha BjZ2heesy Bites Pizza, The Big New Yorker, Theder
The Chicago Dish and 4forALL. Each of these pizzasffered with a variety of different toppings. $ome
restaurants, Pizza Hut also offers breadstickdapaalads and sandwiches. Menu items outsideeo)tB
are generally similar to those offered in the UtBough pizza toppings are often suited to locafgrence
and tastes

Taco Bell

The first Taco Bell restaurant was opened in 196%ken Bell in Downey, California, and in 1964, tfirst
Taco Bell franchise was sold. Taco Bell is basekiviime, California.

As of yearend 2006, Taco Bell was the leader in the U.S. B@axiQSR segment, with a 58 percent m:
share (Source: The NPD Group, Inc.; NPD FoodwdZREST) in that segmer
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Taco Bell operates in 14 countries and territotfeeughout the world. As of yeand 2006, there we
5,608 Taco Bell units in the U.S., and 238 unittsiole of the U.S. Approximately 23 percent of th&.
units and 1 percent of the r-U.S. units are operated by the Compsz

Taco Bell specializes in Mexicastyle food products, including various types ofomcburritos, gordita
chalupas, quesadillas, salads, nachos and otleeddtems. Additionally, proprietary entrée itemslude
Grilled Stuft Burritos and Border Bowls. Taco Betflits feature a distinctive bell logo on their sige.

LIS

The first LJS restaurant opened in 1969 and ths¢ fidS franchise unit opened later the same yel8. i
based in Louisville, Kentuck:

As of yearend 2006, LJS was the leader in the U.S. seafod®l §ggment, with a 32 percent market s
(Source: The NPD Group, Inc.; NPD Foodworld; CREBITthat segmen

LJS operates in 6 countries and territories througithe world. As of yeaend 2006, there were 1,121 |
units in the U.S., and 35 units outside the U.Spragimately 41 percent of the U.S. units and 3 peto
the nor-U.S. units are operated by the Compe

LJS features a variety of seafood and chicken iténtduding meals featuring battdipped fish, chickel
shrimp, hushpuppies and portable snack items. Lnl& typically feature a distinctive seaside/naal
theme.

A&W

A&W was founded in Lodi, California by Roy Allen ih919 and the first A&W franchise unit opene:
1925. A&W is based in Louisville, Kentuck

A&W operates in 11 countries and territories thiooigt the world. As of yeaend 2006, there were 4
A&W units in the U.S., and 238 units outside theSUApproximately 2 percent of the U.S. units
operated by the Company. All r-U.S. units are operated by franchisees or licen:

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

Restaurant Operations

Through its Concepts, YUM develops, operates, fiess and licenses a worldwide system of both ticadil
and non-traditional QSR restaurants. Traditionatsufeature dine-in, carryout and, in some instanceive-
thru or delivery services. Namaditional units, which are typically licensed lets, include express units ¢
kiosks which have a more limited menu and openateontraditional locations like malls, airports, gase
service stations, convenience stores, stadiumssament parks and colleges, where a $alide tradition:
outlet would not be practical or efficient.

The Companys restaurant management structure varies by correptunit size. Generally, each Comg
restaurant is led by a restaurant general mandg&N”), together with one or more assistant mana
depending on the operating complexity and saleamelof the restaurant. In the U.S., the averagauem
has 25 to 30 employees, while internationally flgsre can be significantly higher depending on liheatior
and sales volume of the restaurant. Most of theleysps work on a patime basis. We issue detai
manuals, which may then be customized to meet loegllations and customs, covering all aspec
restaurant operations, including food handling pratiuct preparation
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procedures, safety and quality issues, equipmenntemance, facility standards and accounting cd
procedures. The restaurant management teams pansdsle for the day-tday operation of each unit and
ensuring compliance with operating standards. CH&M®hich stands for Cleanliness, Hospitality, Accur,
Maintenance, Product Quality and Speed of Servieour proprietary core systemwide program fomirad,
measuring and rewarding employee performance agagscustomer measures. CHAMPS is intended tan
the operating processes of our entire system aroundset of standards. RGMsfforts, including CHAMP.
performance measures, are monitored by Area Coadhea Coaches typically work with approximately &
twelve restaurants. The Compasyestaurants are visited from time to time by aasisenior operators w
help ensure adherence to system standards andrmestegurant team members.

RGMs attend and complete their respective Conceptglired training programs. These programs coins
initial training, as well as additional continuirgvelopment and training programs that may be edfe
required from time to time. Initial manager traigiprograms generally last at least six weeks anphasiz
leadership, business management, supervisory gkiltduding training, coaching, and recruiting),oguc
preparation and production, safety, quality contmistomer service, labor management, and equij
maintenance.

Supply and Distribution

The Company is a substantial purchaser of a nuwitfeod and paper products, equipment and othéawesn
supplies. The principal items purchased includeldn products, cheese, beef and pork products, zap
packaging materials, flour, produce, certain beyesa seafood, cooking oils, pinto beans, seasoramng
tomato-based products.

U.S. Division.The Company, along with the representatives ofdbmpanys KFC, Pizza Hut, Taco Bell, L
and A&W franchisee groups, are members in the BdifroodService Purchasing Co-op, LLC (thified
Co-op”) which was created for the purpose of purchasintpiterestaurant products and equipment in the
The core mission of the Unified Co-op is to provitle lowest possible sustainable stdedivered prices ft
restaurant products and equipment. This arrangec@nbines the purchasing power of the Company
franchisee restaurants in the U.S. which the Compatieves will further leverage the systenscale to driv
cost savings and effectiveness in the purchasingtitn. The Company also believes that the Unifidop
has resulted, and should continue to result, iserl@lignment of interests and a stronger relatignwith its
franchisee community.

The Company is committed to conducting its busirniesan ethical, legal and socially responsible naaniic
encourage compliance with all legal requirements @thical business practices, YUM has a suppligean
conduct for all U.S. suppliers to our business.efsure the quality and safety of food productspbers ar
required to meet strict quality control standaindsng-term contracts and lortggim vendor relationships ¢
used to ensure availability of products. The Comypaas not experienced any significant continuoustalye:
of supplies, and alternative sources for most ek¢hproducts are generally available. Prices paidhies:
supplies are subject to fluctuation. When pricesdase, the Company may be able to pass on sudagss t
its customers, although there is no assurancedide done in the future.

Most food products, paper and packaging supplied, equipment used in the operation of the Commany’
restaurants are distributed to individual restauuanits by third party distribution companies. Sifdovembe
30, 2000, McLane Company, Inc. (“McLane”) has bdenexclusive distributor for Comparmperated KFC:
Pizza Huts and Taco Bells in the U.S. and for sstauttial number of franchisee and licensee stddetane
became the distributor when it assumed all distidlburesponsibilities under an existing agreemezitvbel
AmeriServe Food Distribution, Inc. (“AmeriServedthe Company (the “AmeriServe AgreemenWicLane
acquired AmeriServe after AmeriServe emerged frohapfer 11 bankruptcy on November 28, 200(
discussion of the impact of the AmeriServe banlaypeorganization process on the Company is coedair
Note 4 to the Consolidated Financial Statementg. fBhms of the AmeriServe agreement with the Coly
extend through October 31, 2010 and generally piblcsompanyeperated KFC, Pizza Hut and Taco |
restaurants from using alternative distributorstie U.S. The Company stores within the LJS and £
systems are covered under a separate agreemerilelitme.
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International and China DivisionsOutside of the U.S. we and our franchisees userdmalized sourcing a
distribution systems involving many different gldbeegional, and local suppliers and distributdrscertair
countries, we own all or a portion of the distribatsystem, including Mainland China where we ol éntir
distribution system.

Trademarks and Patents

The Company and its Concepts own numerous registeademarks and service marks. The Company be
that many of these marks, including its Kentuckie#rChicken®, KFC®, Pizza Hut®, Taco Bell@&d Long
John Silver's® marks, have significant value and araterially important to its business. The Company
policy is to pursue registration of its importantams whenever feasible and to oppose vigorously
infringement of its marks. The Company also licensertain A&W trademarks and service marks (tR&W
Marks”), which are owned by A&W Concentrate Company (form&&W Brands, Inc.). A&W Concentra
Company, which is not affiliated with the Comparhgs granted the Company an exclusive, world
(excluding Canada), perpetual, royditge license (with the right to sublicense) to tise A&W Marks fol
restaurant services.

The use of these marks by franchisees and licetseeleen authorized in KFC, Pizza Hut, Taco RJI§ an
A&W franchise and license agreements. Under curi@mtand with proper use, the Compamnyights in it:
marks can generally last indefinitely. The Compatgo has certain patents on restaurant equipmeich)
while valuable, are not material to its business.

Working Capital

Information about the Comparsyivorking capital is included in MD&A in Part litdm 7, pages 25 through
and the Consolidated Statements of Cash FlowsrinlPdem 8, page 57.

Customers

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

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

Backlog Orders

Company restaurants have no backlog orders.

Government Contracts

No material portion of the Compg’s business is subject to renegotiation of profitseomination of contrac
or subcontracts at the election of the U.S. goveimtm

Competition

The retail food industry, in which the Company catgs, is made up of supermarkets, supercentershaas
stores, convenience stores, coffee shops, snaskdelicatessens and restaurants (including the $ggRient
and is intensely competitive with respect to fooldy, price, service, convenience, location aadoept. Th
industry is often affected by changes in consunastet; national, regional or local economic coodg
currency fluctuations; demographic trends; traffatterns; the type, number and location of competiroc
retailers and products; and disposable purchasawgep Each of the Concepts compete with internati
national and regional restaurant chains as wetcaly-owned
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restaurants, not only for customers, but also fanagement and hourly personnel, suitable realeesiizts an
qualified franchisees. In 2006, the restaurantimss in the U.S. consisted of about 925,000 remté
representing approximately $511 billion in annwgles. The Compang’Concepts accounted for about 29
those restaurants and about 3% of those salese Theurrently no way to reasonably estimate the of the
competitive market outside the U.S.

Research and Development (“R&D”)

The Company operates R&D facilities in Louisvilléentucky; Dallas, Texas; and Irvine, California ain
several locations outside the U.S., including ShangChina. The Company expensed $33 million, $8Bom
and $26 million in 2006, 2005 and 2004, respecfivédr R&D activities. From time to time, indepemd
suppliers also conduct research and developmenitiast for the benefit of the YUM system.

Environmental Matters

The Company is not aware of any federal, stat@callenvironmental laws or regulations that willterally
affect its earnings or competitive position, orulesn material capital expenditures. However, Gempan
cannot predict the effect on its operations of fidesuture environmental legislation or regulasormuring
2006, there were no material capital expendituomrsehvironmental control facilities and no such eniat
expenditures are anticipated.

Government Regulation

U.S. Division.The Company and its U.S. Division are subject tdous federal, state and local laws affec
its business. Each of the Companyéstaurants in the United States must comply hdgémsing and regulatic
by a number of governmental authorities, whichudel health, sanitation, safety and fire agencighénstat
or municipality in which the restaurant is locatédl.addition, the Company must comply with varicaiate
laws that regulate the franchisor/franchisee rmefethip. To date, the Company has not been signific
affected by any difficulty, delay or failure to @it required licenses or approvals.

A small portion of Pizza Hut's and LXS$ales are attributable to the sale of beer and.véi license is requir
in most cases for each site that sells alcohohefl@es (in most cases, on an annual basis) artsés may |
revoked or suspended for cause at any time. Reégugagoverning the sale of alcoholic beveragesteete
many aspects of restaurant operations, includirgy rthnimum age of patrons and employees, hou
operation, advertising, wholesale purchasing, itmgn control and handling, storage and dispensifi
alcoholic beverages.

The Company is also subject to federal and state ¢pverning such matters as employment and payipea
overtime, tip credits and working conditions. Thekbof the Company employees are paid on an hourly k
at rates related to the federal and state minimages.

The Company is also subject to federal and staté letbor laws which, among other things, prohtbi¢ use ¢
certain “hazardous equipmerityy employees younger than 18 years of age. The @oynpas not to date be
materially adversely affected by such laws.

The Company continues to monitor its facilities fmompliance with the Americans with Disabilities t
(“ADA™ in order to conform to its requirements. Under #i2A, the Company could be required to exp
funds to modify its restaurants to better providgviee to, or make reasonable accommodation fo
employment of, disabled persons. We believe thpeeditures, if required, would not have a mateagilers
effect on the Company’s results of operations shdtows.

International and China Division. The Companys restaurants outside the U.S. are subject to nedtianc
local laws and regulations which are similar tosth@affecting the Compars/U.S. restaurants, including le
and regulations




concerning labor, health, sanitation and safetye féstaurants outside the U.S. are also subjeteirifés and
regulations on imported commodities and equipment &ws regulating foreign investment. Internationa
compliance with environmental requirements hashaot a material adverse effect on the Company’dteest
operations, capital expenditures or competitivatjmrs

Employees

As of year-end 2006, the Company employed over@&0persons, approximately 81 percent of whom were
part-time. Approximately 39 percent of the Compangmployees are employed in the U.S. The Company
believes that it provides working conditions andnpensation that compare favorably with those of its
principal competitors. Most Company employees aid pn an hourly basis. Some of the Company’s nda-U
employees are subject to labor council relatiorstiyat vary due to the diverse cultures in whigh@ompany
operates. The Company considers its employeeaetatd be good.

(d) Financial Information about Geographic Areas

Financial information about our significant geodrapareas (U.S., International Division and Chinaigon)
is incorporated herein by reference from Selectimdri€ial Data in Part I, Item 6, page 23; Managetise
Discussion and Analysis of Financial Condition &wbults of Operations (“MD&A”) in Part I, Item pages
25 through 52; and in the related Consolidated rigizd Statements and footnotes in Part Il, Iterpd&yes 53
through 101.

(e) Available Information

The Company makes available through the Investtati®as section of its internet websitevatyw.yum.com

its annual report on Form 10-K, quarterly repomsForm 10-Q, current reports on Form 8-K and amesrds

to those reports filed or furnished pursuant totiSacl3(a) or 15(d) of the Exchange Act, as sooreasonably
practicable after electronically filing such ma#triwith the Securities and Exchange Commission. Our
Corporate Governance Principles and our Code oflGanare also located within this section of thésite.
The reference to the Company’'s website address doesconstitute incorporation by reference of the
information contained on the website and shouldb®otonsidered part of this document. These doctanas
well as our SEC filings, are available in print day shareholder who requests a copy from our lovest
Relations Department.

ltem 1A. Risk Factors.

We face a variety of risks that are inherent in business and our industry, including operatiofegal,
regulatory and product risks. The following are soof the more significant factors that could affecir
business and our results of operations. Other fact@my exist that the Company cannot anticipatthatr the
Company does not consider to be significant basedformation that is currently available.

Health concerns arising from outbreaks of Avian flay have an adverse effect on our busir

Asian and European countries have experienced eakbrof Avian Flu, and some commentators have
hypothesized that further outbreaks could occur eeath pandemic levels. While fully-cooked chickeas
been determined to be safe for consumption, antewte Company has taken and continues to takeuresas
to anticipate and minimize the effect of these pedks on our business, any further outbreaks cadiersely
affect the price and availability of poultry andusa customers to shift their preferences. In aglditbutbreaks

on a widespread basis could also affect our aliitgttract and retain employees.



Food safety and foc-borne illness concerns may have an adverse affeour business.

The Company considers food safety a top prioritd aedicates substantial resources to ensure th
customers enjoy safe, quality food products. Howef@od-borne illnesses (such as E. coli, hepatiti
trichinosis or salmonella) and food safety issuagehoccurred in the past (see Item 3, Legal Pracgsdir
this Form 10K for a discussion of litigation arising from an &oli outbreak allegedly linked to a numbe
Taco Bell restaurants in the Northeast U.S. duNogember/December 2006), and could occur in theréutl
such instances of fodderne illness or other food safety issues werectuQ whether at our restaurants
those of our competitors, negative publicity corddult which could adversely affect sales and mbfiity. If
our customers become ill from fodmbrne illnesses, we could also be forced to temppralose som
restaurants. Additionally, the occurrence of fdmdne illnesses or food safety issues could adieestect the
price and availability of affected ingredients. &y, like other companies in the restaurant indystome ¢
our products may contain genetically engineered fpooducts; increased regulation of and oppositia
genetically engineered food products have on oocnamnd may in the future force us to use alterpagivurce
at increased costs.

Our foreign operations subject us to risks thatldmegatively affect our business.

Our restaurants are operated in numerous courgndgerritories and our foreign business is sigaift. W
intend to further expand our international operaiover the next several years. As a result, oginkss an
operations are subject to the risk of changes éim@wmic conditions, tax systems, consumer prefesersmis
conditions and political conditions inherent indimgn operations, including changes in the laws polities
that govern foreign investment in countries wheue i@staurants are operated, as well as changésitac
States laws and regulations relating to foreigderand investment. In addition, our results of apens an
the value of our foreign assets are affected bgtdlations in foreign currency exchange rates, whith,
favorably or adversely affect reported earningseréhcan be no assurance as to the future effeamyofucl
changes on our results of operations, financiatlitmm or cash flows.

Mainland China is one of our fastest developingkats. Any significant or prolonged deteriorationUurs.-
China relations could adversely affect our Chinaitess. Our growing investments in our China ojare
will increase our exposure in this market. Manytted risks and uncertainties of doing business im&lare
solely within the control of the Chinese governmedhinas government regulates the scope of our fol
investments and business conducted within Chinthofigh management believes it has structured oina
operations to comply with local laws, there areartainties regarding the interpretation and appiboeof laws
and regulations and the enforceability of intellettproperty and contract rights in China. If werevanable t
enforce our intellectual property and contract tsgh China, our business would be adversely ingghct

Changes in commodity and other operating costapply chain and business disruptions could advgrsel
affect our results of operations.

While the Company takes measures to anticipate@at to changes in food and supply costs, angase i
the prices of the ingredients most critical to menu, such as beef, chicken, cheese and producegasther:
could adversely affect our operating results. Alifo we try to manage the impact that these fluinathaw:
on our operating results, we remain susceptibleitoeases in food costs as a result of factors ryau
control, such as general economic conditions, seddtuctuations, weather conditions, demand, featety
concerns, product recalls, labor disputes and gowent regulations. In addition to food, we purcl
electricity, oil and natural gas needed to opemte restaurants, and suppliers purchase gasoliededet
transport food and supplies to us. Any significgutrease in energy costs could adversely affectbogines
through higher rates and the imposition of fuelchkarges by our suppliers. Because we provide mtedy
priced food, we may choose not to, or be unablg#ss along commodity price increases to our custs
Additionally, significant increases in gasoline gas could result in a decrease of customer trafioul
restaurants. We rely on third party distributiomganies to deliver food and supplies to our stdrésrruptior
of distribution services due to financial distresother issues could impact our operations. Oeratng cosi
also include premiums that we pay for our insurafioeluding workers’compensation, general liabili
property and health) which
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may increase over time, thereby further increasing costs. Finally, our industry is susceptiblentttural
disasters which could result in restaurant closanesbusiness disruptions.

Our operating results are closely tied to the ssscef our Concepts’ franchisees.

As a result of our franchising programs, our opegatesults are dependent upon the sales volume:
viability of our franchisees. Any significant indibi of our franchisees to operate successfullyld@dversely
affect our operating results. Franchisees may ae¢ laccess to the financial or management resotiraethey
need to open or continue operating the restau@rttemplated by their franchise agreements withoude
able to find suitable sites on which to developnthén addition, franchisees may not be able to tiatg
acceptable lease or purchase terms for the sitésinahe necessary permits and government apgavahee
construction schedules. Our franchisees generalyendd upon financing from banks and other finar
institutions in order to construct and open newaw=nts. In some instances, financing has bedicudifto
obtain for some operators. Any of these problemsdcslow our planned growth.

We could be party to litigation that could adveyseaffect us by increasing our expenses or subjgaiis to
material money damages and other remedies.

As a restaurant industry participant, we are sufidlepto claims filed by customers alleging that aee
responsible for an iliness or injury they suffesgdr after a visit to our restaurants. Regardiésghether an
claims against us are valid, or whether we arenaltely held liable, such litigation may be expeadiv defenc
and may divert time and money away from our openatiand hurt our performance. A judgment for sigaift
monetary damages in excess of any insurance cavemagd adversely affect our financial conditionresults
of operations. Any adverse publicity resulting frénese allegations may also adversely affect qoutagion,
which in turn could adversely affect our results.

In addition, the restaurant industry has been stilije claims that relate to the nutritional contefitfood
products, as well as claims that the menus andipescof restaurant chains have led to the obeditsome
guests. We may also be subject to this type ofrclaithe future and, even if we are not, publi@tout thes
matters (particularly directed at the quick servénel fasteasual segments of the industry) may harm
reputation and adversely affect our results.

Changes in governmental regulations may adverdédgour business operations.

We and our franchisees are subject to various &dstate and local regulations. Each of our reatas is
subject to state and local licensing and regulabiprhealth, sanitation, food and workplace safetst athel
agencies. Requirements of local authorities withpeet to zoning, land use, licensing, permittingl
environmental factors could delay or prevent dewelent of new restaurants in particular locations.

We are subject to the Americans with Disabilitiest And similar state laws that give civil rightefactions tc
individuals with disabilities in the context of elapment, public accommodations and other areas.
expenses associated with any facilities modificeticequired by these laws could be material. Owratns
are also subject to the U.S. Fair Labor Standadswhich governs such matters as minimum wagesitiove
and other working conditions, family leave mandaired a variety of similar state laws that govermsthant
other employment law matters. The compliance casteciated with these laws and evolving regulatimnsd
be substantial.

We may not attain our target development goals.

We are pursuing a disciplined growth strategy, Whio be successful, will depend in large part anability
and the ability of our franchisees to upgrade @&gstestaurants and open new restaurants, andetatepthes
restaurants on a profitable basis. We cannot gtesahat we, or our franchisees, will be able toiae ou
expansion goals or that new, upgraded or conveestaurants will be operated profitably. Furthberé is nc
assurance that any restaurant we open or convirblytain operating results similar to those of existing
restaurants. The success of our planned expansidnding our multibranding initiatives, will deperupon
numerous factors, many of which are beyond ourrotint

11



The restaurant industry in which we operate is higtompetitive.

The restaurant industry in which we operate is lyiglompetitive with respect to price and quality fobd
products, new product development, advertisingléeaed promotional initiatives, customer serviemutation
restaurant location, and attractiveness and mantan of properties. If our restaurants and framc
restaurants are unable to compete successfullyotliter restaurants in new and existing marketsbosies
could be adversely affected. In the restaurant dtrgly labor is a primary operating cost compor
Competition for qualified employees could also liegus to pay higher wages to attract a sufficrember o
employees. In addition, our success depends tgnifisant extent on numerous factors affecting difonan
consumer spending, including economic conditionspabkable consumer income and consumer confic
Adverse changes in these factors could reduce tnaéfst or impose practical limits on pricing, legr of whicl
could harm our results of operations.

ltem 1B. Unresolved Staff Comments

The Company has received no written comments ra@gaits periodic or current reports from the staffthe
Securities and Exchange Commission that were is&88ddays or more preceding the end of its 2008l
year and that remain unresolv:

Item 2. Properties.

As of yearend 2006, the Company owned more than 1,800 umitdessed land, building or both in more t
5,800 units worldwide. These units are further itkdeas follows:

» The Company owned more than 1,500 units and lelasel] building or both in more than 2,600 unitghe
u.s.

» The International Division owned more than 200 si@ihd leased land, building or both in more tha®C
units.

» The China Division leased land, building or bothrinre than 1,700 unit

Company restaurants in the U.S. which are not ovamedjenerally leased for initial terms of 15 ory2@rs an
generally have renewal options; however, Pizzadélitvery/carryout units in the U.S. generally agaded fc
significantly shorter initial terms with short remal options. Company restaurants in the Internati@ivision
which are not owned have initial lease terms améwel options that vary by country. Company restats ir
the China Division are generally leased for initiims of 10 to 15 years and generally do not hramewa
options. The Company generally does not leaselwiease units that it owns or leases to franchisees

Pizza Hut and YRI lease their corporate headquserd a research facility in Dallas, Texas. Tacl IBase:
its corporate headquarters and research facilitinime, California. KFC owns its and LJS’s, A&W/ anc
YUM' s corporate headquarters and a research facilitpinsville, Kentucky. In addition, YUM leases afé
facilities for certain support groups in Louisvjll&entucky. The China Division leases their corpe
headquarters and research facilities in ShanghmnaCAdditional information about the Compasyropertie
is included in the Consolidated Financial Statemantd footnotes in Part II, Item 8, pages 53 thinoL@.

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

Item 3. Legal Proceedings

The Company is subject to various claims and cgeticies related to lawsuits, real estate, enviromahen
other matters arising in the normal course of bessn The following is a brief description of thers
significant of these categories of lawsuits andepthatters. Except as stated below, the Compargviesl the
the ultimate liability, if any, in excess of amosirdiready provided for these matters in the Codatst
Financial Statements, is not likely to have a mateadverse effect on the Compasyannual results
operations, financial condition or cash flows.
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Franchising

A substantial number of the restaurants of eaclthef Concepts are franchised to independent busi
operating under arrangements with the Concepthdtourse of the franchise relationship, occasidisapute:
arise between the Company and its Concefptsichisees relating to a broad range of subjéntduding
without limitation, quality, service, and cleanlg®e issues, contentions regarding grants, transfe
terminations of franchises, territorial disputes @elinquent payments.

Suppliers

The Company, through approved distributors, purebdsod, paper, equipment and other restauranties
from numerous independent suppliers throughoutnvbied. These suppliers are required to meet anahtaia
compliance with the Compars/’ standards and specifications. On occasion, dispatise between t
Company and its suppliers on a number of issuedyding, but not limited to, compliance with prod
specifications and terms of procurement and seregairements.

Employees

At any given time, the Company or its affiliatesm@ay hundreds of thousands of persons, primarilytg
restaurants. In addition, each year thousandsrsbpe seek employment with the Company and itaueshts
From time to time, disputes arise regarding empoyéring, compensation, termination and promc
practices.

Like other retail employers, the Company has besed in a few states with allegations of purpokds-
wide wage and hour violations.

On August 13, 2003, a class action lawsuit ag@irta Hut, Inc., styled Coldiron v. Pizza Hut, Inevas filec
in the United States District Court, Central Disttiof California. Plaintiff alleged that she andet current ar
former Pizza Hut Restaurant General Managers (“RGMere improperly classified as exempt emplo
under the U.S. Fair Labor Standards Act (“FLSAThere was also a pendent state law claim, allethiat
current and former RGMs in California were miscifisd under that state’ law. Plaintiff sought unpa
overtime wages and penalties. On May 5, 2004, tiriet Court granted conditional certification a
nationwide class of RGMs under the FLSA claim, jong notice to prospective class members an
opportunity to join the class. Approximately 12 gmmt of the eligible class members elected to jbie
litigation. However, on June 30, 2005, the Distf@murt granted Pizza Hat'motion to strike all FLSA cla
members who joined the litigation after July 15020The effect of this order was to reduce the remdi
FLSA class members to only approximately 88 (orapimately 2.5% of the eligible class members).

In November 2005, the parties agreed to a settlenweinich we provided for in our 2005 Consolide
Financial Statements. The Court granted preliminapproval of the settlement on June 28, 2006.
approval of the settlement was granted on Octob@066, and payment was made during the quartesc
December 30, 2006.

On November 26, 2001, a lawsuit against Long JahleiSs, Inc. (“LJS”) styledKevin Johnson, on behalf
himself and all others similarly situated v. Lorghd Silvets, Inc.(“Johnson”)was filed in the United Stat
District Court for the Middle District of Tennessé¢ashville Division. Johnson’s suit alleged thdtls forme
“Security/Restitution for Losses” policy (the “Poji") provided for deductions from RGMsind Assistar
Restaurant General Managers’ (‘“ARGMs3laries that violate the salary basis test formgtepersonnel und
regulations issued pursuant to the FLSA. Johnsieged that all RGMs and ARGMs who were employe
LJS for the three year period prior to the lawsuite., since November 26, 1998should be treated as -
equivalent of hourly employees and thus were dbgimder the FLSA for overtime for any hours workee
40 during all weeks in the recovery period. In &ddi Johnson claimed that the potential membetb®tlas
are entitled to certain liquidated damages andrais’ fees under the FLSA.
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LJS believed that Johnson’s claims, as well ascthans of all othersimilarly situated parties, should
resolved in individual arbitrations pursuant to IsJBispute Resolution Program (“DRP3nd that a collectiy
action to resolve these claims in court was cleadppropriate under the current state of the Kecordingly
LJS moved to compel arbitration in the Johnson.ca38 and Johnson also agreed to stay the actfeatigt
December 17, 2001, pending mediation, and entetedai tolling agreement for that purpose. After ragadn
did not resolve the case, and after limited discpesd a hearing, the Court determined on Jun®@4 2tha
Johnsonrs individual claims should be referred to arbitvatiJohnson appealed, and the decision of thei®@
Court was affirmed in all respects by the Unitedt&t Court of Appeals for the Sixth Circuit on Jbjy2005.

On December 19, 2003, counsel for plaintiff in #mve referenced Johnson lawsuit, filed a sepaetean:
for arbitration with the American Arbitration Assation (“AAA”") on behalf of former LJS managers Erin (
and Nick Kaufman (the “Cole Arbitration”Claimants in the Cole Arbitration demand a cladsteation or
behalf of the same putative class - and the sanderlying FLSA claims -as were alleged in the John
lawsuit. The complaint in the Cole Arbitration sehsently was amended to allege a practice of diuhs
(distinct from the allegations as to the Policy)vinlation of the FLSA salary basis test, and td &tictoria
McWhorter, another LJS former manager, as an adfditiclaimant. LJS has denied the claims and thatipe
class alleged in the Cole Arbitration, and it isSIsIposition that the claims of Cole, Kaufman, and/\hortel
should be individually arbitrated.

Arbitrations under LJS DRP, including the Cole Arbitration, are govern®d the rules of the AAA. |
October 2003, the AAA adopted its SupplementaryeRudbr Class Arbitrations (“AAA Class Rules”The
AAA appointed an arbitrator for the Cole ArbitratioOn June 15, 2004, the arbitrator issued a c
construction award, ruling that the DRP does netclude class arbitration. LJS moved to vacate these
construction award in the United States Districu€dor the District of South Carolina. On Septemhé,
2005, the federal court in South Carolina ruled théid not have jurisdiction to hear L¥Smotion to vacat
LJS appealed the U.S. District Court’s ruling te thnited States Court of Appeals for the Fourtle@ir

On January 5, 2007, LJS moved to dismiss the clemisstruction award appeal and that motion wastegdaloy
the Fourth Circuit on January 10, 2007. LJS had filed a motion to vacate the clause constructiosard ir
South Carolina state court, which was stayed pendirdecision by the Fourth Circuit. LIS has agra
dismiss the motion to vacate the clause constmictiward and has also agreed not to oppose claihtainss-
motion to confirm that award by the South Carolewaurt. While judicial review of the clause constian
award was pending in the U.S. District Court, thbiteator permitted claimants to move for a ¢
determination award, which was opposed by LJS. @ptesnber 19, 2005, the arbitrator issued a
determination award, certifying a class of LIRGMs and ARGMs employed between December 17,,
and August 22, 2004, on FLSA claims, to procee@womptout basis under the AAA Class Rules. That «
determination award was upheld on appeal by théedrtates District Court for the District of So@hroline
on January 20, 2006, and the arbitrator declinggdonsider the award. LJS has appealed the rofitige U.S
District Court to the United States Court of Apgefalr the Fourth Circuit. LJS has also filed a rootio vacat
the class determination award in South Carolinte staurt, which has been stayed by the South Caraiour
pending a decision by the Fourth Circuit in thessldetermination award appeal. Oral argument irFthett
Circuit was heard on January 31, 2007.

LJS believes that if the Cole Arbitration must med on a class basis, (i) the proceedings shougibberne:
by the optin collective action structure of the FLSA, and &iclass should not be certified under the applé
provisions of the FLSA. LJS also believes that eadividual should not be able to recover for mthran twc
years (and a maximum three years) prior to the tiiete file a consent to join the arbitration. Werdgrovide:
for the estimated costs of the Cole Arbitrationsdzhon a projection of eligible claims, the amooheact
eligible claim, the estimated legal fees incurrgdtlire claimants and the results of settlement riatyms ir
this and other wage and hour litigation matters. iBwiew of the novelties of proceeding under A%A Class
Rules and the inherent uncertainties of litigatittrére can be no assurance that the outcome airkiieatior
will not result in losses in excess of those cutygorovided for in our Consolidated Financial $taents.
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On September 2, 2005, a collective action lawsgdiresst the Company and KFC Corporation, originatigec
Parler v. Yum Brands, Inc., d/b/a KFC, and KFC Quation, was filed in the United States District Court
the District of Minnesota. Plaintiff alleges tha Bnd other current and former KFC Assistant Uréinisliger
(“AUMs™) were improperly classified as exempt employees uttte FLSA. Plaintiff seeks overtime way
and liquidated damages. On January 17, 2006, th&i®@iCourt dismissed the claims against the Cay
with prejudice, leaving KFC Corporation as the stééendant. Notice was mailed to current and forAigiMs
advising them of the litigation and providing anpoptunity to join the case if they choose to do Blaintiff
amended the complaint on September 8, 2006, taeldted state law claims on behalf of a putatiasglo
KFC AUMs employed in lllinois, Minnesota, NevadaeW Jersey, New York, Ohio, and Pennsylvada.
October 24, 2006, plaintiff moved to decertify ttanditionally certified FLSA action, and KFC Corptior
did not oppose the motion. In January, 2007 theistrage recommended that the motion for decertificabe
granted.

We believe that KFC has properly classified its AtJbs exempt under the FLSA and applicable statedas
accordingly intend to vigorously defend againstcdlims in this lawsuit. However, in view of theharen
uncertainties of litigation, the outcome of thiseaannot be predicted at this time. Likewise aim®unt of an
potential loss cannot be reasonably estimated.

On August 4, 2006, a putative class action lawag#inst Taco Bell Corp. styldRhajeev Chhibber vs. Taco B
Corp. was filed in Orange County Superior Court. On Auglis2006, another putative class action lav
styled Marina Puchalski v. Taco Bell Compas filed in San Diego County Superior Court. Blatlvsuits wer
filed by a Taco Bell RGM purporting to represent @lrrent and former RGMs who worked at corporate-
owned restaurants in California from August 2002h® present. The lawsuits allege violations ofifGalia’s
wage and hour laws involving unpaid overtime andalmend rest period violations and seek unsper
amounts in damages and penalties. As of Septem2808, the Orange County case was voluntarily idiset

by the plaintiff and both cases have been condelitiln San Diego County.

Taco Bell denies liability and intends to vigorgudefend against all claims in this lawsuit. Howg\va view
of the inherent uncertainties of litigation, theeaame of this case cannot be predicted at this. tinkewise, th
amount of any potential loss cannot be reasonattignated.

Customers

The Company’s restaurants serve a large and digeosssection of the public and in the course of sendc
many people, disputes arise regarding productsicggraccidents and other matters typical of lanegtaurar
systems such as those of the Company.

On December 17, 2002, Taco Bell was named as tfendient in a class action lawsuit filed in the o
States District Court for the Northern District@&lifornia styled Moeller, et al. v. Taco Bell Cofpn Augus
4, 2003, plaintiffs filed an amended complaint thiléges, among other things, that Taco Bell hasrithinate:
against the class of people who use wheelchaiss@oters for mobility by failing to make its appimately
220 company-owned restaurants in California (thalif6rnia Restaurants™jccessible to the class. Plaint
contend that queue rails and other architecturdlstructural elements of the Taco Bell restauragitsting tc
the path of travel and use of the facilities byspeis with mobilityrelated disabilities (including parking spau
ramps, counters, restroom facilities and seatirghaot comply with the U.S. Americans with Disalidg Ac
(the “ADA"), the Unruh Civil Rights Act (the “UnrutAct”), and the California Disabled Persons Act
“CDPA"). Plaintiffs have requested: (a) an injunction frdra District Court ordering Taco Bell to comply w
the ADA and its implementing regulations; (b) thihé District Court declare Taco Bell in violatiofi ihe
ADA, the Unruh Act, and the CDPA; and (c) monetaglief under the Unruh Act or CDPA. Plaintiffs,
behalf of the class, are seeking the minimum siafutiamages per offense of either $4,000 undeitimai
Act or $2,000 under the CDPA for each aggrieved bemof the class. Plaintiffs contend that there toayr
excess of 100,000 individuals in the class. Fomtadves, the four named plaintiffs have claimedregat:
minimum statutory
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damages of no less than $16,000, but are expeztelditn greater amounts based on the number of Bad
outlets they visited at which they claim to havéfeed discrimination.

On February 23, 2004, the District Court grantedirRiffs' motion for class certification. The Distr Coun
certified a Rule 23(b)(2) mandatory injunctive eéliclass of all individuals with disabilities whaose
wheelchairs or electric scooters for mobility wiab,any time on or after December 17, 2001, weréedero
are currently being denied, on the basis of diggpthe full and equal enjoyment of the Califorfastaurant
The class includes claims for injunctive relief anohimum statutory damages.

Pursuant to the partieagreement, on or about August 31, 2004, the Distiimrt ordered that the trial of tl
action be bifurcated so that stage one will resdMaintiffs’ claims for equitable relief and stage two
resolve Plaintiffs’claims for damages. The parties are currently mdiog with the equitable relief stage
this action. During this stage, Taco Bell filed ation to partially decertify the class to excludenfi the Rul
23(b)(2) class claims for monetary damages. ThéribisCourt denied the motion. Plaintiffs filed thewn
motion for partial summary judgment as to liabilitylating to a subset of the California Restauramts
District Court denied that motion as well. Discoyé ongoing as of the date of this report.

Taco Bell has denied liability and intends to vigasly defend against all claims in this lawsuitth&lugh thi:
lawsuit is at a relatively early stage in the pemtiags, it is likely that certain of the CaliforrfiRestaurants w
be determined to be not fully compliant with acdaitisy laws, and Taco Bell has begun to take dersieps t
make those restaurants compliant. However, atithis, it is not possible to estimate with reasoaat#rtaint
the potential costs to bring naempliant California Restaurants into compliancéhwapplicable state a
federal disability access laws. Nor is it possiuie¢his time to reasonably estimate the probabditamount ¢
liability for monetary damages on a class wide $#siTaco Bell.

Intellectual Property

The Company has registered trademarks and sendcksimmany of which are of material importancette
Companys business. From time to time, the Company mayredavolved in litigation to defend and prot
its use of its registered marks.

Other Litigation

According to the Centers for Disease Control (“CDGhere was an outbreak of illness associated w
particular strain of E. coli 0157:H7 in the northebdlnited States during November and December 28136
according to the CDC, the outbreak from this patéic strain was associated with eatiag Taco Be
restaurants in Pennsylvania, New Jersey, New YodckRelaware. The CDC concluded that the outbrediee
on or about December 6, 2006. The CDC has confirfiechses of persons who became ill from this qadi
strain of E. coli 0157:H7 in the aboweentioned area during the above time frame, andrntbaleaths ha
been reported.

On December 6, 2006, a lawsuit stylBger Vormittag, et. al. v. Taco Bell Corp, TacolBaf America, Inc
and Yum! Brands, Incwas filed in the Supreme Court of the State of Néaovk, County of Suffolk. Mi
Vormittag, a minor, alleges he became ill afterstoning food, which was allegedly contaminated vittcoli
0157:H7, purchased from a Taco Bell restaurantiveiRead, New York. Subsequently, ten other cases
been filed naming the Company, Taco Bell Corp. andiaco Bell of America and alleging similar facs
behalf of other customers.

According to the allegations common to all the Ctaims, each Taco Bell customer became ill aftgesting
contaminated food in late November or early Decan@06 from Taco Bell restaurants located in
northeast states implicated in the outbreak. AseHawsuits are new, no discovery by any party bees
undertaken. However, the Company believes, basdtieonllegations, that the stores identified iteast five
of the Complaints are in fact not owned by the Companymy of its subsidiaries. As such, the Comj
believes that at a minimum it is not liable for
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any losses at these stores. We have provided éoestimated costs of this litigation, based onaegtion o
potential claims and their amounts as well as #salts of settlement negotiations in similar matt&ut ir
view of the inherent uncertainties of litigatiohete can be no assurance that the outcome oftigdpatibn will
not result in losses in excess of those curremtlyided for in our Consolidated Financial Statersent
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Item 4. Submission of Matters to a Vote of Security Holders
No matters were submitted to a vote of shareholderisg the fourth quarter of 200
Executive Officers of the Registrani

The executive officers of the Company as of Felyr2&; 2007, and their ages and current positionsf dsat
date are as follows:

Name Age Position

David C. Novak 54 Chairman of the Board, Chief Executive Officer and
Presiden

Richard T. Carucc 49 Chief Financial Office

Peter R. Heal 55 Chief Operating and Development Offic

Christian L. Campbell 56 Senior Vice President, General Counsel, Secretady a
Chief Franchise Policy Office

Jonathan D. Blur 48 Senior Vice Presidel- Public Affairs

Anne P. Byerleir 48 Chief People Office

Ted F. Knopf 55 Senior Vice President Finance and Corporate Cdatl

Emil J. Brolick 59 President of U.S. Brand Buildir

Gregg R. Dedricl a7 President and Chief Concept Officer, K

Scott O. Bergre! 60 President and Chief Concept Officer, Pizza

Greg Cree( 49 President and Chief Concept Officer, Taco |

Graham D. Allar 51 President, YUM! Restaurants Internatio

Samuel St 54 President, YUM! Restaurants Chi

David C. Novakis Chairman of the Board, Chief Executive OfficedaPresident of YUM. He has served in
this position since January 2001. From Decembe® 183anuary 2001, Mr. Novak served as Vice Chairofa

the Board, Chief Executive Officer and PresidenYbM. From October 1997 to December 1999, he seaged
Vice Chairman and President of YUM. Mr. Novak pmsly served as Group President and Chief Executive
Officer, KFC and Pizza Hut from August 1996 to J1897.

Richard T. Carucci is Chief Financial Officer of YUM. He has servedtiris position since March 2005. From
October 2004 to February 2005, he served as S#fiber President, Finance and Chief Financial Offieer
Designate of YUM. From May 2003 to October 2004, deeved as Executive Vice President and Chief
Development Officer of YRI. From November 2002 t@y2003, he served as Senior Vice President for YRI
and also assisted Pizza Hut in asset strategy af@weint. From November 1999 to July 2002, he wagfChi
Financial Officer of YRI.

Peter R. Hearl is Chief Operating and Development Officer of YUMe has served in this position since
December 2006. From December 2002 to November 2@06erved as President and Chief Concept Officer o
Pizza Hut. From January 2002 to November 2002, d& @hief People Officer and Executive Vice Predidén
YUM.

Christian L. Campbell is Senior Vice President, General Counsel, Segredad Chief Franchise Policy
Officer of YUM. He has served as Senior Vice PrestdGeneral Counsel and Secretary since SeptetAb&r
In January 2003, his title and job responsibilitiese expanded to include Chief Franchise Polidycéx.

Jonathan D. Blumis Senior Vice President — Public Affairs for YUMe has served in this position since July
1997.

Anne P. Byerleinis Chief People Officer of YUM. She has servedhis position since December 2002. From
October 1997 to December 2002, she was Vice PrasidéHuman Resources of YUM. From October 2000 to
December 2002, she also served as KFC's Chief Béfficer.
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Ted F. Knopf is Senior Vice President Finance and Corporate rGtbet of YUM. He has served in tl
position since April 2005. From September 2001 torilA2005, Mr. Knopf served as Vice Presiden
Corporate Planning and Strategy of YUM.

Emil J. Brolick is President of U.S. Brand Building. He has seliveithis position since December 2006. F
to this position, he served as President and Ghagfcept Officer of Taco Bell, a position he heldnfr July
2000 to November 2006. Prior to joining Taco B#. Brolick served as Senior Vice President of |
Product Marketing, Research & Strategic PlanningViendy’s International, Inc. from August 1995 to <
2000.

Gregg R. Dedrick is President and Chief Concept Officer of KFC. Has Iserved in this position sir
September 2003. From January 2002 to September, 200Dedrick acted as a Strategic Advisor to Y
while serving as Chief Administrative Officer ofshchurch, which is one of the ten largest churdhethe
United States. From July 1997 to January 2002eheed as Chief People Officer of YUM and Executitiee
President of People and Shared Services.

Scott O. Bergrenis President and Chief Concept Officer of Pizza.Hi#¢ has served in this position si
November 2006. Prior to this position, he servedhief Marketing officer of KFC and YUM from Jany:
2003 to November 2006. From September 2002 unti}t 2003, he was the Executive Vice Presic
Marketing and Chief Concept Officer for Yum Restaus International, Inc. From April 2002 until Sexptbe
2002, he was Senior Vice President New Concept&'fon Restaurants International, Inc. From June
until 2002, he was Chief Executive Officer of Chiaviylexican Restaurants, Inc.

Greg Creed is President and Chief Concept Officer of Taco Bele has served in this position si
December 2006. Prior to this position, Mr. Creer/eé as Chief Operating Officer of YUM from Decerr
2005 to November 2006. Mr. Creed served as Chigkdtang Officer of Taco Bell from July 2001 to Obim
2005.

Graham D. Allan is the President of YRI. He has served in this pasismce November 2003. Immedial
prior to this position he served as Executive VRmsident of YRI. From December 2000 to May 2
Mr. Allan was the Managing Director of YRI.

Samuel Suis the President of YUM! Restaurants China. Hedwased in this position since 1997. Prior to -
he was the Vice President of North Asia for bothCK&nd Pizza Hut. Mr. Su started his career with Y
1989 as KFC International’s Director of Marketirgy the North Pacific area.

Executive officers are elected by and serve atltberetion of the Board of Directors.
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PART Il

Item 5. Market for the Registrant’s Common Stock, Related Stockholder Matters and Iser
Purchases of Equity Securities

The Companys common stock trades under the symbol YUM andsisd on the New York Stock Exchai
(“NYSE"). The following sets forth the high and low NYSE carsjpe closing sale prices by quarter for
Company’s common stock and dividends per commoresha

2006
Dividends Dividends
Quarter High Low Declarec Paid
First $ 5117 $ 46.7¢ $ 0.11¢ $ 0.11¢
Second 53.6i 47.6¢€ 0.1t 0.11¢
Third 51.91 4497 — 0.1t
Fourth 63.47 51.1¢ 0.6( 0.1t
2005
Dividends Dividends
Quarter High Low Declarec Paid
First $ 516t $ 45.1° $ 0.1C $ 0.1C
Seconc 53.1¢ 46.9¢ 0.11% 0.1C
Third 53.3: 46.8¢ — 0.11¢
Fourth 52.13 46.7(C 0.2: 0.11¢

In 2005, the Company declared one cash divider8DdfO per share of common stock and three castieidi
of $0.115 per share of common stock. In 2006, tom@any declared one cash dividend of $0.115 paeg
common stock, three cash dividends of $0.15 peresbicommon stock and one cash dividend of $0&3
share of common stock. A dividend of $0.15 per slidrcommon stock and the dividend of $0.30 pereshi
common stock declared in 2006 had distribution slafeFebruary 2, 2007 and March 30, 2007, respelgt
The increased quarterly dividend payable on Mar6h 2007 is expected to double our dividend vyiel
approximately 2%.

As of February 23, 2007, there were approximatéyp®1 registered holders of record of the Company’
common stock.

The Company had no sales of unregistered secudiiesg 2006, 2005 or 2004.
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Issuer Purchases of Equity Securities

The following table provides information as of Ded®er 30, 2006 with respect to shares of Commonk

repurchased by the Company during the quarterehded:

Total number Average

of shares price paid per
Fiscal Period: purchase( share
Period 1C
9/10/06-10/7/06 531,800 $ 52.30
Period 11
10/8/06- 11/4/06 228,500 $ 58.52
Period 12
11/5/06- 12/2/06 49,200 $ 59.56
Period 12
12/3/06- 12/30/06 1,522,35(C $ 59.04
Total 2,331,85C $ 57.46

Total number of
shares purchased
as part of publich
announced plans

Approximate dolla
value of shares thi

may yet be

purchased under t|

or programs plans or program
531,800 $ 575,071,53¢
228,500 $ 561,698,66"
49,200 $ 558,768,41:
1,522,35C $ 468,891,94¢
2,331,85C $ 468,891,94¢

In March 2006, our Board of Directors authorizedrehrepurchases, through March 2007, of up to
million (excluding applicable transaction fees) adfr outstanding Common Stock. For the quarter €
December 30, 2006, approximately 1.8 million shavesre repurchased under this authorization.
authorization was completed during the quarter.

In September 2006, our Board of Directors authdrigkare repurchases, through September 2007, tj
$500 million (excluding applicable transaction feegour outstanding Common Stock. For the quasteter
December 30, 2006, approximately 0.5 million shaveee repurchased under this authorization.
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Stock Performance Graph

This graph compares the cumulative total returawsfcommon stock to the cumulative total returrhef S&F
500 Stock Index and the S&P 500 Consumer Discratipi$ector, a peer group that includes YUM, for
period from December 28, 2001 to December 29, 20@6last trading day of our 2006 fiscal year. Gnapt
assumes that the value of the investment in oumoomstock and each index was $100 at December02d
and that all dividends were reinvested.

TUH — — 58P 5N - - - 58P ConDex:
300
5 -
00 -
150 -
100 -
]
12428 1H2702 120603 127304 1213005 1229006
YUM $100 $98 $137 $189 $193  $245
S&P 500 $100 $75 $94 $104 $107 $122
S&P C(_)nsumer
Discretionary $100 $73 $ 100 $112 $106 $124
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Item 6. Selected Financial Data

Selected Financial Data

YUM! Brands, Inc. and Subsidiaries

(in millions, except per share and unit amounts)

Fiscal Yeal
2006 2005 2004 2003 2002

Summary of Operations
Revenues

Company sales $ 8,36 $ 8,22t $ 7,99 $ 7,441 $ 6,891

Franchise and license fees 1,19¢ 1,12¢ 1,01¢ 93¢ 86€

Total 9,561 9,34¢ 9,011 8,38( 7,751
Closures and impairment expené‘@s (59) (62 (398) (40) (51)
Refranchising gain (Ioséﬁ‘) 24 43 12 4 19
IWrench litigation income (expens@ — 2 14 (42) —
lJAmeriServe and other (charges) creffils 1 2 16 26 27
(Operating profit 1,262 1,152 1,15¢ 1,05¢ 1,03(
Interest expense, net 154 127 12¢ 172 172
Income bgfore income taxes and cumulative effect ¢f

accounting change 1,10¢ 1,02¢ 1,02¢ 88¢ 85¢
Income before cumulative effect of accounting cleang 824 762 74C 61¢ 582
Cumulative effect of accounting change, net of x — — — (1) —
Net income 824 762 74C 617 588
Basic earnings per common share 3.02 2.6€ 2.54 2.1C 1.97
Diluted earnings per common share 2.92 258 2.42 2.0z 1.8¢
Cash Flow Data
Provided by operating activities I$ 1,30z $ 1,23¢ $ 1,18¢ $ 1,09¢ $ 1,11
Capital spending, excluding acquisitions 614 60¢ 64E 663 76C
Proceeds from refranchising of restaurants 257 145 14C 92 81
Repurchase shares of common stock 982 1,05¢ 56¢ 27¢ 22¢
Dividends paid on common shares 144 123 58 — —
Balance Sheet
Total assets $635 $ 5797 $  5,60¢ $ 5620 $ 5400
Long-term debt 2,04t 1,64¢ 1,731 2,05¢ 2,29¢
Total debt 2,272 1,86( 1,74 2,06¢ 2,44%
Other Data
Number of stores at year e

Company 7,73¢ 7,581 7,74: 7,85¢ 7,52¢

Unconsolidated Affiliates 1,20€ 1,64¢ 1,662 1,512 2,14¢

Franchisees 23,51¢ 22,66¢ 21,85¢ 21,47 20,72«

Licensees 2,137 2,37¢ 2,34¢ 2,36z 2,52¢

System 34,59t 34,271 33,60¢ 33,19¢ 32,92«
U.S. Company blended same store sales gréﬁ/\/th —_ 4% 3% —_ 2%
International Division system sales grovVl)h

Reported 7% 9% 14% 13% 6%

Local currencyd 7% 6% 6% 5% 7%
China Division system sales grovxffh

Reported 26% 13% 23% 23% 25%

Local currencyd 23% 11% 23% 23% 25%
Shares outstanding at year end 26E 278 29C 292 294
Cash dividends declared per common share I$ 0.86°¢ $ 0.44¢ $ 0.3C — —
Market price per share at year end $ 58.8( $ 46.8¢ $ 46.27 $ 33.6¢ $ 24.1:
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Fiscal years 2006, 2004, 2003 and 2002 include égkasand fiscal year 2005 includes 53 weeks.

Fiscal years 2006 and 2005 include the impact efaithoption of Statement of Financial Accountingn8tad:
(“SFAS”) No. 123R (Revised 2004), “Share Based Payi (“SFAS 123R”).This resulted in a $39 millic
and $38 million decrease in net income, or a deere® $0.14 and $0.13 to both basic and dilutediegs pe
share for 2006 and 2005, respectively. If SFAS 1238 been effective for prior years presented, rteg
basic and diluted earnings per share would havesdsed $0.12 and $0.12, $0.12 and $0.12, and $0
$0.13 per share for 2004, 2003 and 2002, respégtivonsistent with previously disclosed garme
information. See Note 2 to the Consolidated Firargfatements.

From May 7, 2002, results include Long John Silsdf’'LJS”) and A&W All-American Food Restaura
(“A&W"), which were added when we acquired YorkshiBlobal Restaurants, Inc.

The selected financial data should be read in cmtijon with the Consolidated Financial Statememis #ne
Notes theretc

() See Note 4 to the Consolidated Financial Statenfentsdescription of Closures and Impairment Exqae
and Refranchising Gain (Loss) in 2006, 2005 andi2

(b) See Note 4 to the Consolidated Financial Statenfenta description of Wrench litigation in 2006,08
and 2004

(c) See Note 4 to the Consolidated Financial Statenfenta description of AmeriServe and other (cha)
credits in 2006, 2005 and 20(

(d) Fiscal year 2003 includes the impact of the adoptibSFAS No. 143, Accounting for Asset Retireme
Obligations,”which addresses the financial accounting and raygpfor legal obligations associated v
the retirement of lor-lived assets and the associated asset retiremstst

(e) U.S. Company blended sarmstsre sales growth includes the results of Compamyed KFC, Pizza H
and Taco Bell restaurants that have been openaareoy more. LIS and A&W are not includ

() International Division and China Division systemlesagrowth includes the results of all restaur
regardless of ownership, including Company owneadndhise, unconsolidated affiliate and lice
restaurants. Sales of franchise, unconsolidatedlatdf and license restaurants generate franchisi
license fees for the Company (typically at a rdtd% to 6% of sales). Franchise, unconsolidateiic#
and license restaurant sales are not included mpaay sales we present on the Consolidated Stats
of Income; however, the fees are included in then@anys revenues. We believe system sales grov
useful to investors as a significant indicatorted bverall strength of our business as it incorjgsrall ou
revenue drivers, Company and franchise same stbes as well as net unit development. Additionadk
previously noted, we began reporting information dar international business in two separate opey
segments (the International Division and the Chidigision) in 2005 as a result of changes in
management structure. Segment information for gsriprior to 2005 has been restated to reflect
reporting.

(g) Local currency represents the percentage changedaxg the impact of foreign currency translat
These amounts are derived by translating curreat yesults at prior year average exchange rate:
believe the elimination of the foreign currencynskation impact provides better yearytear comparabilit
without the distortion of foreign currency fluctiats.
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Item 7.Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations
Introduction and Overview

Description of Business

YUM! Brands, Inc. (“YUM” or the “Company”) is the arld’s largest restaurant company in terms of syste
restaurants with over 34,000 restaurants in moae ttD0 countries and territories operating underkkC,
Pizza Hut, Taco Bell, Long John Silver's or A&W American Food Restaurants brands. Four of the
Company’s restaurant brands — KFC, Pizza Hut, TBelband Long John Silver's — are the global leader
the chicken, pizza, Mexican-style food and quick#ae seafood categories, respectively. Of the @4000
restaurants, 22% are operated by the Company, T8%perated by franchisees and unconsolidatedasési
and 6% are operated by licensees.

YUM'’s business consists of three reporting segmdditsted States, the International Division and @t@na
Division. The China Division includes mainland ChjnThailand and KFC Taiwan and the International
Division includes the remainder of our internationperations. The China and International Divisidvare
been experiencing dramatic growth and now repregeptoximately half of the Company’s operating figof
The U.S. business operates in a highly competitiaeketplace resulting in slower profit growth, lsontinues

to produce strong cash flows.

Strategies
The Company continues to focus on four key strategi

Build Dominant China Brands — The Company has dgea the KFC and Pizza Hut brands into the leading
quick service and casual dining restaurants, reéised¢ in mainland China. Additionally, the Compaawns
and operates the distribution system for its restas in mainland China which we believe provides a
significant competitive advantage. Given this stramompetitive position, a rapidly growing economydaa
population of 1.3 billion in mainland China, ther@pany is rapidly adding KFC and Pizza Hut Casuaiiij
restaurants and testing the additional restauramtepts of Pizza Hut Home Service (pizza delivery) East
Dawning (Chinese food).

Drive Profitable International Division ExpansionThe Company and its franchisees opened over 700 ne
restaurants in 2006 in the Company’s Internati@iglsion, representing seven straight years of amgover
700 restaurants. The International Division geregtaiver $400 million in operating profit in 2006 fpm
$186 million in 1998. The Company expects to camio experience strong growth by building out &xgs
markets and growing in new markets including Inéince and Russia.

Improve U.S. Brands Positions and Returns — The fiamy continues to focus on improving its U.S. posit
through differentiated products and marketing améh@roved customer experience. The Company ataest
to provide industry leading new product innovatighich adds sales layers and expands day parts.réVihe
leader in multibranding, with over 3,000 restausgmioviding customers two or more of our branda single
location. We continue to evaluate our returns andeyship positions with an earn the right to owilqgophy
on Company owned restaurants.

Drive High Return on Invested Capital & Strong Senider Payout — The Company is focused on defigeri
high returns and returning substantial cash flosvétst shareholders via share repurchases and ddsdélhe
Company has one of the highest returns on invastpial in the Quick Service Restaurants (“QSRuuistry.
Additionally, 2006 was the second consecutive yrawhich the Company returned over $1.1 billionit®
shareholders via share repurchases and dividet#s Company recently announced that it was doubtsg
quarterly dividend rate for the second quarter, 2@vidend payment, and now expects to generate an
approximate 2% dividend yield.

2006 Highlights
*  Worldwide system sales grew by 5% excluding theefieof the 53rd week in 20C
» Diluted earnings per share increased
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e Company restaurant margins increased 1.2 perceptages world wide and grew in all three repor
segment:

e China Division operating profit up a strong 3

* Mainland China restaurant growth of 1¢

» International Division operating profit up 11% exding the benefit of the 53rd week in 2C

* International Division opened 785 new restaur;

» U.S. Division grew operating profit 3% excludingthenefit of the 53rd week in 20

* U.S. operating margin increased by 80 basis ptinis8.6%
Throughout the Management’s Discussion and Analy$#D&A”), the Company provides the percentage
change excluding the impact of currency translatibmese amounts are derived by translating cuyeat
results at prior year average exchange rates. ¥epabvide the percentage change excluding the ewtiek
certain of our businesses had in fiscal 2005. Wiewae the elimination of the currency translatiompact and
the 53rd week impact provides better year-to-yeanmarability without the distortion of foreign carncy
fluctuations or an extra week in fiscal 2005.
This MD&A should be read in conjunction with our @wlidated Financial Statements on pages 56 thréagh
and the Cautionary Statements on page 52. All Kefierences herein refer to the Notes to the Cotesild
Financial Statements on pages 60 through 101. @albwhounts are displayed in millions except perehad

unit count amounts, or as otherwise specificalgniified.

Significant Known Events, Trends or Uncertainties impacting or Expected to Impact Comparisons of
Reported or Future Results

The following factors impacted comparability of ogiing performance for the years ended December 30,
2006, December 31, 2005 and December 25, 2004ard tnpact comparability with our results in 2007.

Extra Week in 2005

Our fiscal calendar results in a 53rd week everg br six years. Fiscal year 2005 included a 53zdknin the
fourth quarter for the majority of our U.S. busises as well as our international businesses tpattren a
period, as opposed to a monthly, basis. In the, W& permanently accelerated the timing of the KieGiness
closing by one week in December 2005, and thustetiveas no 53rd week benefit for this business.
Additionally, all China Division businesses reponta monthly basis and thus did not have a 53rkwee
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The following table summarizes the estimated imee&ecrease) of the 53rd week on fiscal year
revenues and operating profit:

Internations

U.S. Division Unallocate: Total

Revenue:

Company sale $ 58 $ 27 $ — $ 85

Franchise and license fees 8 3 — 11
Total Revenues $ 66 $ 30 $ — $ 96
Operating profit

Franchise and license fees $ 8 $ 3 $ — $ 11

Restaurant profit 14 5 — 19

General and administrative expenses @) ©) ©) ©)

Equity income from investments in

unconsolidated affiliate — 1 — 1

Operating profit $ 20 $ 6 $ (3 $ 23

Mainland China Recovery

Our KFC business in mainland China was negativelpacted by the interruption of product offeringsi
negative publicity associated with supplier ingredient issue experienced in late Ma2OR5 as well ¢
consumer concerns related to Avian Flu in the foguarter of 2005. As a result of the aforementibissues
the China Division experienced system sales growtB005 of 11% excluding currency translation whis
below our ongoing target of at least 22%. During ffear ended December 30, 2006, the China Di\
recovered from these issues and achieved growdl t23% for both system sales and Company dadbék
excluding currency translation. During 2005, we eestl into agreements with the supplier of
aforementioned ingredient. As a result, we recagphizcoveries of approximately $24 million in Otirezome
(expense) in our Consolidated Statement of Incaméhk year ended December 31, 2005.

United States Restaurant Profit

Restaurant profits in the U.S. were positively icted by a decline of approximately $45 million mnumodity
costs (principally meats and cheese) for the yrde@ 2006 versus the year ended 2005. We expechodity
inflation in the U.S. of 2% to 3% in 2007.

Our U.S. restaurant profits were also positivelpatted by lower selfasured property and casualty insure
expenses of $31 million for the year ended 2008u£R005. These lower insurance expenses weregshk o
improved loss trends, which we believe are drivgnséfety and other measures we have implementex
time, on our insurance reserves and lower propetgted losses (including the lapping of the unfatate
impact of Hurricane Katrina in 2005 and a smallated insurance recovery in 2006). While we anéitgptha
these favorable loss trends will continue, it ifficlilt to forecast their impact, including the i@t of larg
property and casualty losses that may occur. Howewe anticipate that given the significant favaligbin
2006, property and casualty insurance expense(dn 24l be flat to slightly higher in comparison.

Taco Bell Northeast United States Prod&mircing Issue

Our Taco Bell business was negatively impacteddwegse publicity related to a produsedrcing issue durir
November and December 2006. As a result, Taco &glerienced significant sales declines at both ey
and franchise stores, particularly in the northéasted States where an outbreak of illness astatiaith ¢
particular strain of E. coli 0157:H7 took place.cAeding to the Centers for Disease Control thidbmak wa
associated with eating at Taco Bell restaurant8annsylvania, New Jersey, New York and Delawarehé
fourth quarter of 2006, Taco Bedl'’company same store sales were down 5%, drivgjelyaby a ver
significant negative sales impact during the moofttDecember. Overall, we estimate this issue negly
impacted operating profit by $20 million in the fduquarter of
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2006 due primarily to lost Company sales and fresechnd license fees as well as incremental mauketsts
Same store sales at Taco Bell have begun to redaw@rtheir lowest point in the third week of Dedasn
While we anticipate that Taco Bell will fully recevfrom this issue by the middle of 2007, our eigare ha
been that recoveries of this type vary in duratom could take longer. The timing of such recowverily
determine the impact on 2007 operating profit. Werently forecast same store sales growth at Taalbii
2007 of one to two percent.

U.S. Beverage Agreement Contract Termination

During the first quarter of 2006, we entered into agreement with a beverage supplier to certaiow
Concepts to terminate a lotgrm supply contract. As a result of the cash payme made to the supplier
connection with this termination, we recorded afasecharge of $8 million to Other (income) expeirs¢he
quarter ended March 25, 2006. The affected Condept® entered into an agreement with an alterr
beverage supplier. The contract termination chargeecorded in the quarter ended March 25, 2006pastty
offset by more favorable beverage pricing for oon€epts in 2006. We expect to continue to benefinfthe
more favorable pricing in 2007 and beyond.

Pizza Hut United Kingdom Acquisition

On September 12, 2006, we completed the acquisitidhe remaining fifty percent ownership intere§our
Pizza Hut United Kingdom (“U.K."unconsolidated affiliate from our partner, payingpeoximately $17
million in cash, including transaction costs antdafe$9 million of cash assumed. Additionally, wesamed th
full liability, as opposed to our fifty percent shaassociated with the Pizza Hut U&capital leases of $
million and shortterm borrowings of $23 million. This unconsolidateffiliate operated more than £
restaurants in the U.K.

Prior to the acquisition, we accounted for ouryfifiercent ownership interest using the equity nektht
accounting. Thus, we reported our fifty percentrehaf the net income of the unconsolidated affligafte
interest expense and income taxes) as Other (iNcerpense in the Consolidated Statements of Incake
also recorded franchise fee income from the stovased by the unconsolidated affiliate. From theedzftthe
acquisition through December 4, 2006 (the end effiscal year for Pizza Hut U.K.), we reported Camy
sales and the associated restaurant costs, gameraldministrative expense, interest expense aania taxe
associated with the restaurants previously ownethéynconsolidated affiliate in the appropriates litems ¢
our Consolidated Statement of Income. We no longeorded franchise fee income for the restau
previously owned by the unconsolidated affiliate da we report other income under the equity metbt
accounting. As a result of this acquisition, compaales and restaurant profit increased $164 mikind $1
million, respectively, franchise fees decreasedrfiifon and general and administrative expensesemed $
million compared to the year ended December 3152068e impacts on operating profit and net inconeee
not significant.

Adoption of Statement of Financial Accounting Stamts No. 123R:ShareBased Paymeht

In the fourth quarter 2005, the Company adoptete8tant of Financial Accounting Standards (“SFANY.
123R “Share-Based Payment” (“SFAS 123R"). SFAS 128&uires all new, modified and unvested share-
based payments to employees, including grants qfi@me stock options and stock appreciation right
recognized in the financial statements as compiemsabst over the service period based on theinaue ol
the date of grant. Compensation cost is recognized the service period on a strai¢ihe basis for the fa
value of awards that actually vest. We adopted SARSR using the modified retrospective applice
transition method effective September 4, 2005 peginning of our 2005 fourth quarter. As permitbgdSFAS
123R, we applied the modified retrospective apfiticatransition method to the beginning of the dilsgear o
adoption (our fiscal year 2005). As such, the issfdr the first three quarters of 2005 were regglito b
adjusted to recognize the compensation cost preljiagaported in the pro forma footnote disclosurader th
provisions of SFAS 123. However, years prior to20ave not been restated.

As shown below, the adoption of SFAS 123R resulteé decrease in net income of $38 million ai
reduction of basic and diluted earnings per sh&r®0dl3 for 2005. Additionally, cash flows from opénc
activities decreased $87 million in 2005 and cémivs from financing activities increased $87 mitli;m 2005
The impact of applying SFAS 123R on the resultopérations and cash flows for 2006 was similarhi
impact on 2005.
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2005

U.S. Internationa  China  Unallocatec Total
Payroll and employee benefits $ 8 $ 2 $ —  § — $ 10
General and administrative 14 11 4 19 48
Operating profit $ 22 $ 13 $ 4 $ 19 58
Income tax benefit (20)
Net income impac $ 38
Basic earnings per share $ 0.13
Diluted earnings per share $ 0.13

Prior to 2005, all stock options granted were aoted for under the recognition and measurementiples o
APB 25, "Accounting for Stock Issued to Employeem its related Interpretations. Accordingly, mocg-
based employee compensation expense was reflettéoei Consolidated Statements of Income for ¢
options, as all stock options granted had an esengiice equal to the market value of the undeglgiommol
stock on the date of grant. Had the Company appfiedair value provisions of SFAS 123 to stockiams ir
2004, net income of $740 million would have beesuced by $37 million to $703 million. Additionallpotr
basic and diluted earnings per common share waalé decreased $0.12 per share for 2004.

Sale of an Investment in Unconsolidated Affiliate

During the second quarter of 2005, we sold ouy fiercent interest in the entity that operated alnadl KFC:
and Pizza Huts in Poland and the Czech Republioutothen partner in the entity, principally for h:
Concurrent with the sale, our former partner cott@glean initial public offering (“IPO"pf the majority of th
stock it then owned in the entity. Prior to theesake accounted for our investment in this enting the
equity method. Subsequent to the IPO, the new @yliield entity, in which YUM has no ownership irgst
is a franchisee as was the entity in which we presly held a fifty percent interest.

In 2005, this transaction generated a gain of apprately $11 million for YUM as cash proceeds (iof
expenses) of approximately $25 million from theesaf our interest in the entity exceeded our reec
investment in this unconsolidated affiliate. As lwibur equity income from investments in unconsaéd
affiliates, the gain of approximately $11 millioras/ recorded in Other income (expense) in our Cafetel
Statement of Income.

The sale did not have a significant impact on ansgquently reported results of operations in 20005006.

Sale of Puerto Rico Business

Our Puerto Rico business was held for sale begintiie fourth quarter of 2002 and was sold on Octdl,
2004 for an amount approximating its then carryiatye. As a result of this sale, company salesrasturar
profit decreased $159 million and $29 million, resfively, franchise fees increased $10 million geders
and administrative expenses decreased $9 millioth® year ended December 31, 2005 as compardtt
year ended December 25, 20

Lease Accounting Adjustments

In the fourth quarter of 2004, we recorded an adjest to correct instances where our leaseholdargment
were not being depreciated over the shorter of thekful lives or the term of the lease, includamions ir
some instances, over which we were recording ngmetrese, including escalations, on a straight-liagid

The cumulative adjustment, primarily through inae@ U.S. depreciation expense, totaled $11.5 mill&y
million after tax). The portion of this adjustmethiat related to 2004 was approximately $3 milligis. the
portion of our adjustment recorded that was a ctioe of errors of amounts reported in our prioripd
financial statements was not material to
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any of those prior period financial statements, ¢hére adjustment was recorded in the 2004 Coohesiali
Financial Statements and no adjustment was maaeytprior period financial statements.

Wrench Litigation

We recorded income of $2 million and $14 million2@05 and 2004, respectively. There was no impaat f
Wrench Litigation in 2006. See Note 4 for a distus®f the Wrench litigation.

AmeriServe and Other Charges (Credits)

We recorded income of $1 million, $2 million andé®illion in 2006, 2005 and 2004, respectively. Slete ¢
for a detailed discussion of AmeriServe and otlarges (credits).

Store Portfolio Strategy

From time to time we sell Company restaurants tstiexy and new franchisees where geographic syesigai
be obtained or where franchiseestpertise can generally be leveraged to improve awarall operatin
performance, while retaining Company ownershiptodtegic U.S. and international markets. In the .| &
are in the process of decreasing our Company oWwiped restaurants from its current level of 23%
approximately 17%. This thregear plan calls for selling approximately 1,500 Qamy restaurants
franchisees from 2006 through 2008. In 2006, 458pamy restaurants in the U.S. were sold to fraeelsis
the International Division, we expect to refraneh@pproximately 300 Pizza Huts in the United Kingdaovel
the next several years reducing our Pizza Hut Commavnership in that market from approximately ¢
currently to approximately 40%. Refranchisings i@wur reported revenues and restaurant profits
increase the importance of system sales growthkay aerformance measure.

The following table summarizes our refranchisingaties:

2006 2005 2004
Number of units refranchise 622 382 317
Refranchising proceeds, |tax $ 257 $ 145 $ 140
Refranchising net gains, |-tax $ 24 $ 43 $ 12

In addition to our refranchising program, from titeetime we close restaurants that are poor peifaynwe
relocate restaurants to a new site within the saatke area or we consolidate two or more of oustard unit:
into a single unit (collectively “store closures3tore closure costs (income) includes the net ofsgar losse
on sales of real estate on which we are not cuyreperating a Company restaurant, lease resestableshe
when we cease using a property under an operatggeland subsequent adjustments to those resan
other facility-related expenses from previouslyseld stores.

The following table summarizes Company store clesativities:

2006 2005 2004
Number of units close 214 24¢ 31¢
Store closure costs (incomr $ @ $ — $ 3

The impact on operating profit arising from refraising and Company store closures is the net otHe
estimated reductions in restaurant profit, whiceots the decrease in Company sales, and gened
administrative expenses and (b) the estimated aserén franchise fees from the stores refranchi$éd
amounts presented below reflect the estimated itmjpam stores that were operated by us for all @ne
portion of the respective previous year and werdonger operated by us as of the last day of tepeetive
year. The amounts do not include results from resteurants that we opened in connection with aéln o
an existing unit or any incremental impact uponsmtidation of two or more of our existing unitsard singl
unit.
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The following table summarizes the estimated impactevenue of refranchising and Company storeuctss

2006
Internationg China
U.S. Division Division Worldwide
Decreased Company sales $ (37 $ (136 $ (22) $ (535)
Increased franchise fees 14 6 _ 20
Decrease in total revenues $ (369 $ (130 $ (22) $ (515)
2005
Internationg China
U.S. Division Division Worldwide
Decreased Company sales $ (240 $ (269 $ (15) $ (518)
Increased franchise fees 8 13 _ 21
Decrease in total revenues $ (232 $ (250 $ (15) $ (497

The following table summarizes the estimated immarcbperating profit of refranchising and Compatores
closures:

2006
Internations China
U.S. Division Division Worldwide
Decreased restaurant profit $ (39 $ (5) $ _ $ (43)
Increased franchise fees 14 6 _ 20
Decreased general and administrative expenses 1 1 — 2
Increase (decrease) in operating profit $ (23 $ 2 $ — $ (21)
2005
Internationg China
U.S. Division Division Worldwide
Decreased restaurant profit $ (22 $  (34) $ Q@ $ (57)
Increased franchise fees 8 13 _ 21
Decreased general and administrative expenses 1 10 — 11

Increase (decrease) in operating profit $ (13 $ (11 $ (1) $ (25)
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Results of Operations

Company sales
Franchise and license fees
Total revenues
Company restaurant profit

% of Company sales

Operating profit
Interest expense, net
Income tax provision
Net income

Diluted earnings per shaf®

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

Restaurant Unit Activity

Worldwide

Balance at end of 20(
New Builds
Acquisitions
Refranchising
Closures

Other

Balance at end of 20(
New Builds
Acquisitions
Refranchising
Closures

Other

Balance at end of 20(
% of Total

% B/(W) % B/(W)
2006 vs. 2005 2005 vs. 2004
$ 8,36¢ 2 $ 8,22¢ 3
1,19¢ 7 1,124 10
$ 9561 2 $  934c 4
$ 1,271 10 $ 1,15¢ —
15.2% 1.2 ppts 14.0% (0.5) ppts.
1,262 9 1,15:% -
154 (22) 127 2
284 () 264 7
$ 824 8 $ 762 3
$  2.9: 14 $ 2.5E 5
Unconsolidated Total Excluding
Company Affiliates Franchisee Licensee:
7,75¢ 1,66¢ 21,85¢ 31,28:
47C 16C 924 1,55¢
1 — (1) —
(382) (142) 522 2
(24¢€) (35) (664) (945)
(15 1 26 12
7,587 1,64¢ 22,66¢ 31,90:
42¢ 13€ 95z 1,515
55€ (541) (15) —
(622) (1) 62€ 3
(219 (33 (675) (922)
3 (3 (39 (39)
7,73¢€ 1,20¢ 23,51¢ 32,458
24% 4% 2% 100%

The above total excludes 2,137 and 2,376 licensets @it the end of 2006 and 2005, respectively.
worldwide total excludes 46 units from the acqiositof the Rostiks brand (see Note 10) that have not
been co-branded into Rostik's/KFC restaurants. & basts will be presented as franchisee new buaitdthe co-
branding into Rostils/KFC restaurants occurs. Balances at the end @£ &fr the worldwide and China u
activity have been adjusted to include Decemberd28€tivity in mainland China due to the changets
reporting calendar. The net change was an adddfoh6, 2, 1 and 19 units for company, unconsolid
affiliates, franchisees and total, respectively.
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Unconsolidate Total

Excluding

United State: Company Affiliates Franchisee Licensee:
Balance at end of 20( 4,98¢ — 13,48: 18,47
New Builds 12t - 24C 36E
Acquisitions — - — —
Refranchising (249 - 242 2
Closures (174 - (364) (53¢
Other (10 — 5 (5)
Balance at end of 20( 4,68¢ — 13,60¢ 18,29
New Builds 99 - 23t 334
Acquisitions — - — —
Refranchising (452) — 45E 3
Closures (129 - (36¢) (492
Other 3 — (22) 19
Balance at end of 20( 4,217 — 13,90¢ 18,11%
% of Total 23% — T7% 100%

The above total excludes 1,944 and 2,181 licenséd at the end of 2006 and 2005, respectively.

Unconsolidate Total

Excluding

International Divisior Company Affiliates Franchisee Licensee:
Balance at end of 20( 1,50¢ 1,204 8,17¢ 10,88
New Builds 53 61 66€ 78C
Acquisitions 1 — QD —
Refranchising (137 (142) 27¢ —
Closures (47) (28) (292 (367)
Other (5) 1 17 13
Balance at end of 20( 1,37t 1,09¢ 8,84¢ 11,31¢
New Builds 47 35 70z 78t
Acquisitions 55k (547 (14 -
Refranchising (16¢) 1) 16¢ -
Closures 47 (25) (303 (375)
Other — ©) (16) (19)
Balance at end of 20( 1,762 561 9,381 11,71(
% of Total 15% 5% 80% 100%

The above totals exclude 193 and 195 licensed uwatitthe end of 2006 and 2005, respectively.
International Division total excludes 46 units fradhe acquisition of the Rosti&’brand (see Note 10) that h
not yet been ctranded into Rostik's/KFC restaurants. These wniitdbe presented as franchisee new builc
the co-branding into Rostik’s/KFC restaurants oscur

33
Unconsolidate Total
Excluding
China Division Company Affiliates Franchisee Licensee:
Balance at end of 20( 1,26¢€ 46C 19¢ 1,92¢
New Builds 29z 99 18 40¢
Acquisitions — — — —
Refranchising Q) — 1 —
Closures (31 @) (8) (46)
Other — — 4 4
Balance at end of 20( 1,52¢ 552 218 2,291
New Builds 28C 101 15 39¢
Acquisitions 1 — (@D} —
Refranchising (@3] — 2 —



Closures (43) (8) 4 (55)

Other — — €)) €))
Balance at end of 20( 1,762 64t 224 2,631
% of Total 67% 25% 8% 100%

There are no licensed units in the China Division.

Included in the above totals are multibrand restais: Multibrand conversions increase the salegairds o
distribution for the second brand added to a reateibut do not result in an additional unit coimilarly, &
new multibrand restaurant, while increasing sate$ points of distribution for two brands, resultsjust on:
additional unit count. Franchise unit counts ineluabth franchisee and unconsolidated affiliate itowahc
units. Multibrand restaurant totals were as follows

2006 Company Franchise Total
United States 1,80z 1,631 3,43¢
International Division 11 192 205
Worldwide 1,81¢ 1,82¢ 3,63€
2005 Company Franchise Total
United States 1,69¢ 1,40( 3,09¢
International Division 17 17¢€ 192
Worldwide 1,71% 1,57¢ 3,28¢

For 2006 and 2005, Company multibrand unit grostitiths were 212 and 373, respectively. For 200d
2005, franchise multibrand unit gross additionsev®®7 and 171, respectively. There are no multdbranits
in the China Division.
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System Sales Growtt

Increase excluding
Increase excluding currency translation

Increase currency translatio and 53rd weel
2006 2005 2006 2005 2006 2005

United States — 5% N/A N/A 1% 4%
International Divisior 7% 9% 7% 6% 9% 5%
China Division 26% 13% 23% 11% 23% 11%
Worldwide 4% 7% 4% 6% 5% 5%

System sales growth includes the results of athteants regardless of ownership, including Compamged
franchise, unconsolidated affiliate and licenseta®nts. Sales of franchise, unconsolidated atilian:
license restaurants generate franchise and lickresefor the Company (typically at a rate of 4%68 of
sales). Franchise, unconsolidated affiliate anehse restaurants sales are not included in Congzdaey on tr
Consolidated Statements of Income; however, thecfrige and license fees are included in the Comipany
revenues. We believe system sales growth is usefalvestors as a significant indicator of the @lestrengt!

of our business as it incorporates all of our resedrivers, Company and franchise same store aale®ll a
net unit development.

The explanations that follow for system sales ghowdnsider year over year changes excluding thedtng
currency translation and the 53rd week.

The increases in worldwide system sales in 2006 205 were driven by new unit development and :
store sales growth, partially offset by store ctesu

The increase in U.S. system sales in 2006 was rdtdyenew unit development and same store salesthy;
partially offset by store closures. The increas&Ji. system sales in 2005 was driven by same stie
growth and new unit development, partially offsetsore closures.

The increases in International Division system sate2006 and 2005 were driven by new unit develap
and same store sales growth, partially offset byestlosures.

The increase in China Division system sales in 2086 driven by new unit development and same siale
growth, partially offset by store closures. Ther@ase in China Division system sales in 2005 wasdrby
new unit development, partially offset by the impaicsame store sales declines.
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Revenues

% Increase % Increase
(Decrease) (Decrease)
excluding excluding
% Increase currency currency translatio
Amount (Decrease translatior and 53rd weel
2006 2005 2006 2005 2006  200% 2006 2005
Company sale
United States $ 4952 $ 5292  (6) 3 N/A N/A (5) 1
International Divisior 1,82¢ 1,67¢ 9 4) 8 (8 10 (10)
China Division 1,587 1,258 26 16 23 14 23 14
Worldwide 8,36t 8,22t 2 3 1 2 2 1
Franchise and license fees
United State: 651 63¢ 3 6 N/A N/A 4 5
International Division 494 44¢ 10 17 10 15 11 14
China Division 51 41 25 8 21 7 21 7
Worldwide 1,19¢ 1,12¢ 7 10 6 9 8 8
Total revenue
United States 5,60z 592¢ (5 3 N/A N/A (€] 2
International Divisior 2,32( 2,12¢ 9 — 9 4 10 (5)
China Division 1,63¢ 1,29¢€ 26 16 23 14 23 14
Worldwide $ 9,561 $ 9,34¢ 2 4 2 3 3 2

The explanations that follow for revenue fluctuaticconsider year over year changes excluding tip@dino
currency translation and the 53rd week.

Excluding the favorable impact of the Pizza Hut Ua€quisition, worldwide Company sales were flap@D6
Increases from new unit development and same s#des growth were offset by decreases in refraimchanc
store closures. In 2005, the increase in worldwidenpany sales was driven by new unit developmed
same store sales growth, partially offset by refhéging and store closures.

In 2006 and 2005, the increase in worldwide frapetdand license fees was driven by new unit devedop
same store sales growth and refranchising, pariidiset by store closures. In 2006, franchise lisghse fee
were also negatively impacted by the Pizza Hut ddguisition.

In 2006, the decrease in U.S. Company sales wasrdldy refranchising and store closures, partiadfget by
new unit development. In 2005, the increase in @&npany sales was driven by same store sales lyiaw
new unit development, partially offset by refrarsithg and store closures.

In 2006, blended U.S. Company same store sales flaras a decrease in transactions was offsetn
increase in average guest check. In 2005, blend8d@bmpany same store sales increased 4% dueréage
in average guest check and transactions. U.S. &tesdme store sales includes KFC, Pizza Hut and Batl
Company-owned restaurants only. U.S. same stoes $at Long John Silves’and A&W restaurants are |
included.

In 2006, the increase in U.S. franchise and licdess was driven by new unit development, refragingian:
same store sales growth, partially offset by stdosures. In 2005, the increase in U.S. franchig lens
fees was driven by new unit development, same sale growth and refranchising, partially offset digre
closures.
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Excluding the favorable impact of the Pizza Hut Ua€quisition, International Division Company salesre
flat in 2006. The impacts of refranchising and stolosures were partially offset by new unit depetent an
same store sales growth. In 2005, the decreasatarnbtional Division Company sales was driver
refranchising (primarily our Puerto Rico business)l store closures, partially offset by new unitedepment.

Excluding the unfavorable impact of the Pizza HuKUacquisition, International Division franchised
licenses fees increased 13% in 2006. The increasedwwven by new unit development and same staetbi
partially offset by store closures. In 2005, theréase in International Division franchise andrime fees we
driven by new unit development, refranchising (@iity our Puerto Rico business) and royalty rateeases.

In 2006, the increase in China Division Compangsand franchise and licenses fees was driven Wyuné
development and same store sales growth. In 2B65ntrease in China Division Company sales amtcfrie
and licenses fees was driven by new unit developnmartially offset by the impact of same storees
declines.

Company Restaurant Margins

Internationa

China
2006 u.s. Division Division Worldwide
Company sale 100.(% 100.(% 100.(% 100.(%
Food and pape 28.2 32.2 35.4 30.t
Payroll and employee benef 30.1 24.¢€ 12.¢ 25.€
Occupancy and other operating exper 27.1 31.C 31.: 28.7
Company restaurant marg 146% 122% 20‘% 152%

Internationa

China
2005 u.s. Division Division Worldwide
Company sale 100.(% 100.(% 100.(% 100.(%
Food and pape 29.¢ 33.1 36.2 314
Payroll and employee benef 30.Z 24.1 13.z 26.4
Occupancy and other operating exper 26.2 30.7 33.1 28.2
Company restaurant marg 135% 12]% 17‘% 14(%

Internationa

China
2004 u.S. Division Division Worldwide
Company sale 100.(% 100.(% 100.(% 100.(%
Food and pape 29.€ 33.¢ 37.1 31.¢
Payroll and employee benef 30.t 23.¢ 11t 26.4
Occupancy and other operating exper 25.¢ 29.4 31.1 27.2
Company restaurant marg 13E% 13(:% 20:% 145%

In 2006, the increase in U.S. restaurant margia percentage of sales was driven by the impacboweél
commodity costs (primarily meats and cheese), tgatct of same store sales on restaurant margin t@
higher average guest check) and the favorable itrgddower property and casualty insurance expembkest
increases were partially offset by higher occupaanyg other costs, higher labor costs, primarilyedti by
wage rates and benefits, and the lapping of therédle impact of the 53rd week in 2005. The hi
occupancy and other costs were driven by increadedrtising and higher utility costs.

In 2005, U.S. restaurant margin as a percentagales was flat compared to 2004. The impact of sstore
sales growth on restaurant margin was offset biidrigccupancy and other costs. Higher occupancyte
costs were
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driven by increases in utility costs and advertjsoosts. A favorable impact from the 53rd week KHE3i:
points) was offset by the unfavorable impact ofddeption of SFAS 123R (17 basis points).

In 2006, the increase in International Divisiontagsant margin as a percentage of sales was dhyethe
impact of same store sales growth on restaurangimais well as the favorable impact of refranchysamc
closing certain restaurants. These increases Wiset by higher labor costs and higher food andepapsts.

In 2005, the decrease in the International Divisiestaurant margins as a percentage of sales adtladb.
basis point unfavorable impact of refranchising mstaurants in Puerto Rico. Also contributingtte tlecreas
were higher occupancy and other costs and higher leosts. The decrease was partially offset byirtipac
of same store sales growth on restaurant margia. urtfiavorable impact of the adoption of SFAS 1238
basis points) was largely offset by the favorahbipact of the 53rd week (8 basis points).

In 2006, the increase in China Division restauraatgin as a percentage of sales was driven byntpadt o
same store sales growth on restaurant margin. Adredase was partially offset by the impact of lowerrgin:
associated with new units during the initial pesi@d operations.

In 2005, China Division restaurant margins as &g@iage of sales decreased. The decrease was Hyitae
impact on restaurant margin of same store saleindecand lower margins associated with new unitsngd
the initial periods of operation. Also contributing the decrease was higher labor costs. The dexma
partially offset by lower food and paper costsripipally due to supply chain savings initiatives).

Worldwide General and Administrative Expenses

General and administrative (G&A) expenses increg&2d million or 2% in 2006, including a 1% favore
impact from lapping the 53rd week in 2005. The éase was primarily driven by higher compensatidaitee
costs, including amounts associated with investméntstrategic initiatives in China and other intgiona
growth markets, as well as G&A expenses for our&ldut U.K. business which were previously nettéthin
equity income prior to our acquisition of the reniag fifty percent interest of the business in 2006es:
increases were partially offset by lapping higheompyear litigation related costs.

G&A expenses increased $102 million or 10% in 2068luding a 4% unfavorable impact of the adoptid
SFAS 123R, a 1% unfavorable impact from the 53rdknend a 1% unfavorable impact from foreign cumy
translation. Excluding the unfavorable impact oégh factors, general and administrative expensgease
$38 million or 4%. The increase was driven by higtempensation related costs, including amountscéest(
with investments in strategic initiatives in Chiaad other international growth markets, and highigation
related costs including charges of $16 million fthe potential resolution of certain legal mattersghel
charitable contributions and expense associated digcontinuing certain corporate software develep
projects also contributed to the increase. Sucheases were partially offset by reductions assediatitt
operating restaurants which were refranchised P42@rimarily the Puerto Rico business) and theafb
lapping certain prior year reserve increases relatgotential development sites and surplus taesli
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Worldwide Other (Income) Expense

2006 2005 2004
Equity income from investments in unconsolidatediaes $  (51) $ (5)) $ (59
Gain upon sale of investment in unconsolidatediai (? 2 (12) —
Recovery from supplief) — (20) —
Foreign exchange net (gain) loss and o (6) 2 Q)
Contract termination chard@ 8 — —
Other (income) expense $ (5) $ (80 $ (59

€)) Reflects gains related to the 2005 sale of owy fiircent interest in the entity that operated alnad
KFCs and Pizza Huts in Poland and the Czech Reptthbur then partner in the entity.

(b) Relates to a financial recovery from a supplierréatient issue in mainland China totaling $24
million, $4 million of which was recognized througbquity income from investments in
unconsolidated affiliates.

(c) Reflects an $8 million charge associated with grenination of a beverage agreement in the United
States segmer

Worldwide Closure and Impairment Expenses and Refrachising (Gain) Loss

See the Store Portfolio Strategy section for metaitiof our refranchising and closure activitiesl é&ote 4 for
a summary of the components of facility actiongdyortable operating segment.

Operating Profit

% Increase/(Decreas

2006 2005 2006 2005

United States $ 768 $ 76C — (2)
International Divisior 407 372 9 11
China Division 29C 211 37 3
Unallocated and corporate expen (229 (24¢) @) 21
Unallocated other income (expen 6 9 NM NM
Unallocated refranchising gain (los 24 43 NM NM
Wrench litigation income (expens — 2 NM NM
AmeriServe and other (charges) credits 1 2 NM NM
Operating profit $ 1,262 $ 1,15¢ 9 —
United States operating marg 13.€% 12.£% 0.8 ppts (0.7) ppts
International Division operating marg 17.€% 17.5% 0.1 ppts. 1.7 ppts

Neither unallocated and corporate expenses, whintpdse G&A expenses, nor unallocated refranchigaig
(loss) are allocated to the U.S., Internationali§don, or China Division segments for performaneparting
purposes. The decrease in corporate and unalloatpenses in 2006 was driven by the lapping of the
unfavorable impact of 2005 litigation related costs

Excluding the unfavorable impact of lapping thedb@meek in 2005, U.S. operating profit increased $#8on
or 3% in 2006. The increase was driven by the impacame store sales on restaurant profit (duagber
average guest check)
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and franchise and license fees, new unit developraad lower closures and impairment expenses. -
increases were partially offset by the unfavoratvipact of refranchising, higher G&A expenses antharge
associated with the termination of a beverage ageeé in 2006. The impact of lower commodity costs
lower property and casualty insurance expense staueant profit was largely offset by higher othestaurar
costs, including labor, advertising and utilities.

U.S. operating profit decreased $17 million or 29@2D05. The decrease was driven by higher closame
impairment expenses and higher G&A expenses. Teseases were partially offset by the impact ofie
store sales growth on restaurant profit and frasechind license fees. The impact of same store gadadh or
restaurant profit was partially offset by highercopancy and other costs. A 3% unfavorable impaxh fthe
adoption of SFAS 123R was offset by a 3% favorablgact from the 53rd week.

Excluding the unfavorable impact of lapping the db8reek in 2005, International Division operatingoft
increased $41 million or 11% in 2006. The increass driven by the impact of same store sales graunt
new unit development on franchise and license &melsrestaurant profit. These increases were ggroébet
by higher restaurant operating costs and lower tegumicome from unconsolidated affiliates. Curre
translation did not have a significant impact.

International Division operating profit increase8bdmillion or 11% in 2005, including a 4% favoraliepac
from currency translation, a 2% favorable impaotrirthe 53rd week, and a 4% unfavorable impact ftioe
adoption of SFAS 123R. Excluding the net favorabipact from these factors, International Divisiqreaoating
profit increased $31 million or 9% in 2005. Therig@se was driven by the impact of same store gatesth
on restaurant profit and franchise and license, filsesimpact of new unit development on franchise kcens:
fees and restaurant profit, and lower closuresimapgdirment expenses. These increases were panifdigt by
higher occupancy and other costs, higher laborscastl the impact on operating profit of refrancigsou
restaurants in Puerto Rico.

China Division operating profit increased $79 mitlior 37% in 2006 including a 4% favorable impacin
currency translation. The increase was driven byirtipact of same store sales growth on restaurafit, mew
unit development and an increase in equity incoromfour unconsolidated affiliates. These increases
partially offset by higher G&A expenses and theplag of a prior year financial recovery from a sligp

China Division operating profit increased $6 mitlior 3% in 2005. The increase was driven by theaithpr
restaurant profit of new unit development and aiiitial recovery from a supplier. These increasese
partially offset by the impact on restaurant profisame store sales declines, a decrease in egadgne fron
unconsolidated affiliates, and increased generdl ahministrative expense. A 2% favorable impacin
currency translation was offset by a 2% unfavorableact of the adoption of SFAS 123R.

Interest Expense, Net

2006 2005 2004
Interest expense $ 17z $ 147 $ 14t
Interest income (18) (20 (16)
Interest expense, net $ 154 $ 127 $ 12¢

Interest expense increased $25 million or 17% @620 he increase was driven by both an increassténes
rates on the variable rate portion of our debtianteased borrowings as compared to prior year.

Interest expense increased $2 million or 2% in 2@0@bincrease in our average interest rates waglaoffse
by a decrease in our bank fees attributable topgnadle in our credit rating.
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Income Taxes

2006 2005 2004
Reportec
Income taxe: $ 284 $ 264 $ 28¢
Effective tax rate 25.6% 25.8% 27.%

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

2006 2005 2004
U.S. federal statutory rate 35.(% 35.(% 35.(%
State income tax, net of federal tax ber 2.C 1.€ 1.3
Foreign and U.S. tax effects attributable to foneigerations (7.9 (8.9 (7.9)
Adjustments to reserves and prior ye (3.5 (1.7 (6.7)
Repatriation of foreign earnings (0.9 2.C 0.5
Non-recurring foreign tax credit adjustment (6.2) (1.7) _
Valuation allowance additions (reverse 6.8 (1.2 5.7
Other, net 0.3 (0.5 (0.7)
Effective income tax rate 25.6% 25.8% 27.%

Our 2006 effective income tax rate was positivefpacted by the reversal of tax reserves in conmeatith
our regular U.S. audit cycle as well as certainafutear adjustments to reserves and accruals thardowa
effective income tax rate by 2.2 percentage poiftte. reversal of tax reserves was partially offsevdluatior
allowance additions on foreign tax credits for whias a result of the tax reserve reversals, weietly believ:
we are not likely to utilize before they expire. \&so recognized deferred tax assets for the fortsig credi
impact of nonrecurring decisions to repatriate certain foreigmnengs in 2007. However, we provided

valuation allowances on such assets as we do tievbet is currently more likely than not that yhwill be
realized. We recognized the benefit of certain méeg foreign tax credits in amounts similar togeryears ii
2006.

Our 2005 effective income tax rate was positivetypacted by valuation allowance reversals for ca
deferred tax assets whose realization became nikely Ithan not as well as the recognition of ce
nonrecurring foreign tax credits we were able tbssantiate in 2005. The impact of these items vaatigily
offset by tax expense associated with our 2005s@®tito repatriate approximately $390 million inatjfied
foreign earnings. These earnings, as well as $liflomfor which a determination was made to rejzdé ir
2004, were eligible for a dividends received deiuctn accordance with the American Jobs Creatich &
2004.

Our 2004 effective income tax rate was positivefypacted by the reversal of tax reserves in conmreatith
our regular U.S. audit cycle, partially offset Ihetrecognition of valuation allowances for certd@ierred ta
assets whose realization was no longer consideogd hkely than not.

Adjustments to reserves and prior years includesffexts of the reconciliation of income tax amaurgcorde
in our Consolidated Statements of Income to amongilscted on our tax returns, including any adpestts t
the Consolidated Balance Sheets. Adjustments &rves and prior years also includes changes ineserve
established for potential exposure we may incartéixing authority takes a position on a mattetreoy to ou
position. We evaluate these reserves, includingrést thereon, on a quarterly basis to insurettiet hav:
been appropriately adjusted for events, includingjtessettlements that we believe may impact ouoexpe.
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Consolidated Cash Flows

Net cash provided by operating activitieswas $1,302 million compared to $1,28dllion in 2005. Thi
increase was driven by a higher net income, lowersn contributions and a 2006 partial receiptha
settlement related to the 2005 mainland China saippigredient issue. These factors were offsehighe!
income tax and interest payments in 2006.

In 2005, net cash provided by operating activities $1,238 million compared to $1,186 million ir020 The
increase was driven primarily by an increase ininedbme, including the nooash impact of the adoption
SFAS 123R, and lower income tax payments in 208&jglly offset by the impact of excess tax bemsefiiorr
share-based compensation classified in financitigiges in 2005 pursuant to the adoption of SFAIR.

Net cash used in investing activitiesvas $476 million versus $345 million in 2005. Tinerease was drivi
by the current year acquisitions of the remainimgriest in our Pizza Hut U.K. unconsolidated &fféi and th
Rostik's brand and associated intellectual propertiesuissR. The lapping of proceeds related to the 2@
of our fifty percent interest in our former PolaBdéch Republic unconsolidated affiliate also cdtted to th
increase. These factors were partially offset bijnarease in proceeds from refranchising in 2006.

In 2005, net cash used in investing activities %845 million versus $541 million in 2004. The dexse wa
primarily driven by lower acquisitions of restautgifirom franchisees and capital spending, highecexd
from the sale of property, plant and equipmentw®r2004 and the proceeds from the sale of our fiércen
interest in our former Poland/Czech Republic unobdated affiliate.

Net cash used in financing activitiesvas $673 million versus $832 million in 2005. Theckase was driv:
by an increase in net borrowings and lower shaparohases, partially offset by a reduction in theess ta
benefits from share-based compensation and highieledd payments.

In 2005, net cash used in financing activities %832 million versus $779 million in 2004. The inzse wa
driven primarily by higher share repurchases, plytioffset by net debt borrowings in 2005 verses$ deb
repayments in 2004 and the impact of excess tagfitefrom shardsased compensation classified in finan
activities in 2005 pursuant to the adoption of SEZ3IR.

Liquidity and Capital Resources

Operating in the QSR industry allows us to genesatestantial cash flows from the operations of @ampan
stores and from our franchise operations, whichireca limited YUM investment. In each of the l&ge fiscal
years, net cash provided by operating activities éveceeded $1 billion. We expect these levels ofcast
provided by operating activities to continue in tteeeseeable future. Our discretionary spendindudes
capital spending for new restaurants, acquisitmingestaurants from franchisees, repurchases oéstad ou
common stock and dividends paid to our sharehaldémforeseen downturns in our business could aeix
impact our cash flows from operations from the Ievestorically realized. However, we believe ouility to
reduce discretionary spending and our borrowingaciyp would allow us to meet our cash requiremen
2007 and beyond.

Discretionary Spending

During 2006, we invested $614 million in our busises, including approximately $331 million in theSL
$118 million for the International Division and $énillion for the China Division. We also acquirdioke
remaining fifty percent ownership interest of ouzzZa Hut United Kingdom unconsolidated affiliater fil7¢
million in cash.

For the second straight year, we returned over Billibn to our shareholders through share repuselaan
quarterly dividends. Under the authority of our Bbaf Directors, we repurchased 20.2 million shaksul
Common Shares for $983 million during 2006. In 8epier 2006, the Board of Directors authorized ¢
repurchases of up to $500 million of the Compangutstanding common stock (excluding applic
transaction fees) to be purchased through September
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2007. At December 30, 2006, we had remaining capazirepurchase up to $469 million of our outsiag
common stock (excluding applicable transaction)feesler the September 2006 authorization.

During the year ended December 30, 2006, we pal davidends of $144 million. Additionally, on Nawbel
17, 2006 and December 5, 2006, our Board of Dirscapproved cash dividends of $0.15 and $
respectively, per share of common stock to be ibigied on February 2, 2007 and March 30, 2
respectively, to shareholders of record at theeclos business on January 12, 2007 and March 9,,
respectively.

For 2007, we estimate that capital spending will approximately $650 million. We also estimate
refranchising proceeds, prior to taxes, will tapproximately $200 million in 2007. We also expcprovide
returns to our shareholders through both significtiare repurchases and dividends. We are targat8g tc
4% reduction of our diluted share count in 2007.

Borrowing Capacity

Our primary bank credit agreement comprises a $ilion senior unsecured Revolving Credit Facil{the
“Credit Facility”) which matures in September 2009. The Credit Fadditunconditionally guaranteed by
principal domestic subsidiaries and contains fimenmovenants relating to maintenance of leverauk faxec
charge coverage ratios. The Credit Facility alsot@ios affirmative and negative covenants includegon
other things, limitations on certain additional @ébtedness, guarantees of indebtedness, level lofdbagends
aggregate nob).S. investment and certain other transactions ifspe@cin the agreement. We were
compliance with all debt covenants at Decembef806.

Under the terms of the Credit Facility, we may barrup to the maximum borrowing limit, less outstaug
letters of credit. At December 30, 2006, our unu€eddit Facility totaled $778 million, net of owsting
letters of credit of $222 million. There were normevings outstanding under the Credit Facility acBmbe
30, 2006. The interest rate for borrowings under @redit Facility ranges from 0.35% to 1.625% otres
London Interbank Offered Rate (“LIBOR®r 0.00% to 0.20% over an Alternate Base Rate, hwlgcthe
greater of the Prime Rate or the Federal Fundsctffe Rate plus 0.50%. The exact spread over LIRDRe
Alternate Base Rate, as applicable, depends ompeariormance under specified financial criteriaeast ol
any outstanding borrowings under the Credit Faciéitpayable at least quarterly.

In November 2005, we executed a five-year revohgngdit facility totaling $350 million (thelfternatione
Credit Facility” or “ICF") on behalf of three of our wholly owned internatibsabsidiaries. The ICF
unconditionally guaranteed by YUM and by YUsprincipal domestic subsidiaries and contains cang
substantially identical to those of the Credit KgciWe were in compliance with all debt covenaatghe en
of 2006.

There were borrowings of $174 million and availabtedit of $176 million outstanding under the |CRtze
end of 2006. The interest rate for borrowings urterlCF ranges from 0.20% to 1.20% over LIBOR ©08t
to 0.20% over a Canadian Alternate Base Rate, wkithe greater of the Citibank, N.A., Canadianrigtas
publicly announced reference rate or the “Canadflattar Offered Rate’plus 0.50%. The exact spread ¢
LIBOR or the Canadian Alternate Base Rate, as egpiple, depends upon YUBIperformance under specif
financial criteria. Interest on any outstandingrbaiings under the ICF is payable at least quarterly

In 2006, we executed two short-term borrowing ageaments (the “Term Loans®n behalf of the Internatior
Division. There were borrowings of $183 million st&nding at the end of 2006 under the Term Loauts, &
which expired and were repaid in the first quaote2007.

The majority of our remaining longrm debt primarily comprises Senior Unsecured Blotéth varying
maturity dates from 2008 through 2016 and interatsts ranging from 6.25% to 8.88%. The Senior Umsx
Notes represent senior, unsecured obligations amid equally in right of payment with all of our stthg ani
future unsecured unsubordinated indebtedness. Atmawtstanding under Senior Unsecured Notes weg
billion at December 30, 2006. This amount
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includes $300 million aggregate principal amounbd@5% Senior Unsecured Notes that were issuedpnil
2006 due April 15, 2016. We used $200 million afdl proceeds to repay our 8.5% Senior Unsecurest
that matured in April 2006 and the remainder farnegal corporate purposes.

Contractual Obligationgn addition to any discretionary spending we maypade to make, our significe
contractual obligations and payments as of Decer@®e?006 included:

Less thar More thar
Total 1 Year 1-3 Years 3-5 Years 5 Years
Long-term debt obligationé $ 2,74¢ $ 36C $ 506 $ 1,021 $ 857
Capital lease®) 30¢ 20 40 38 20E
Operating lease® 3,60¢ 43¢ 757 61€ 1,79:
Purchase obligatiorf® 26E 19¢ 47 6 14
Other long-term liabilities reflected
on our Consolidated Balance Sheet
under GAAP 13 — 5 3 5
Total contractual obligatior $ 6,931 $ 101 $ 1,358 $ 1,68¢ $ 2,87/

(a) Debt amounts include principal maturities and elgednterest payments. Rates utilized to deter
interest payments for variable rate debt are basedn estimate of future interest rates. Excludésir
value adjustment of $13 million deducted from dedidted to interest rate swaps that hedge thev&ir
of a portion of our debt. See Note :

(b) These obligations, which are shown on a nominakbeaalate to approximately 5,800 restaurants. Ns&te
13.

(c) Purchase obligations include agreements to purchaeds or services that are enforceable and le
binding on us and that specify all significant tsrmincluding: fixed or minimum quantities to
purchased; fixed, minimum or variable price pramis; and the approximate timing of the transactWie
have excluded agreements that are cancelable withenalty. Purchase obligations relate primaril
information technology, marketing, commodity agreems, purchases of property, plant and equipme
well as consulting, maintenance and other agreesr

We have not included obligations under our pensiwh postretirement medical benefit plans in thereatua
obligations table. Our most significant plan, thenY Retirement Plan (the “U.S. Plani, a noncontributo!
defined benefit pension plan covering certain fule U.S. salaried employees. Our funding policyth
respect to the U.S. Plan is to contribute amouptessary to satisfy minimum pension funding reauinet:
plus such additional amounts from time to time r@sdetermined to be appropriate to improve the BI&n's
funded status. The U.S. Planfunded status is affected by many factors indgdiiscount rates and
performance of U.S. Plan assets. Based on cumiedirfg rules, we are not required to make minimemsgor
funding payments in 2007, but we may make disanetip contributions during the year based on oumed
of the U.S. Plars expected September 30, 2007 funded status. D@Q@$, we made a $23 milli
discretionary contribution to the U.S. Plan, nomevhbich represented minimum funding requirementsoi
September 30, 2006 measurement date, our pensams pi the U.S., which include the U.S. Plan an
unfunded supplemental executive plan, had a pegebenefit obligation of $864 million and plan dsse!
$673 million.

The funding rules for our pension plans outsid¢hef U.S. vary from country to country and dependramy
factors including discount rates, performance ahpssets, local laws and tax regulations. Our sigstfican
plans are in the U.K., including a plan for whick wssumed full liability upon our purchase of thmaining
fifty percent interest in our former Pizza Hut U.Kinconsolidated affiliate. During 2006, we mac
discretionary contribution of approximately $18 lioih to our KFC U.K. pension plan in anticipatiohartair
future funding requirements. Since our plan asappoximate our projected benefit obligation atryerad fol
this plan, we do not anticipate any significanttier, near term funding. The projected benefitgdilon of ou
Pizza Hut U.K. pension plan exceeds plan assetppyoximately $35 million. We anticipate taking pstetc
reduce this deficit in the near term, which couldiide a decision to partially
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or completely fund the deficit in 2007. Howeveryegi the level of cash flows from operations the @amy
anticipates generating in 2007, any funding denisimuld not materially impact our ability to maiirtaour
planned levels of discretionary spending.

During 2006, Congress passed the Pension Protegiorof 2006 (the "Act") with the stated purpose
improving the funding of America's private pensiglans. The Act introduces new funding requireméat
defined benefit pension plans, introduces benéfiitdtions for certain undefunded plans and raises
deduction limits for contributions. The Act applies pension plan years beginning after December280;
and is applicable only to our U.S. Plan. We hawiminarily reviewed the provisions of the Act tetdrmine
the impact on the Company. Required funding unldierct will be dependent upon many factors inclgdui
U.S. Plan's future funded status as well as discraty contributions we may choose to make. Bagsxh dhi
preliminary review as well as the current fundeatit of the U.S. Plan relative to our level of alraperatini
cash flows, we do not believe that required contidns under the Act would materially impact ourenating
cash flows in any one given year.

Our postretirement plan is not required to be fahitleadvance, but is pay as you go. We made postretn
benefit payments of $4 million in 2006. See Notefdisfurther details about our pension and pesiremen
plans.

We have excluded from the contractual obligati@ige payments we may make for: workexsmpensatiol
employment practices liability, general liabiligutomobile liability and property losses (colleeti “property
and casualty losses”) for which we are self-inspeadployee healthcare and loteym disability claims fc
which we are selfrsured; and income taxes and associated inteeestay pay upon audit by tax authoritie
tax returns previously filed. The majority of owcorded liability for self-insured employee healtimg-term
disability and property and casualty losses remtssestimated reserves for incurred claims thaehest to b
filed or settled. We provide reserves for potentéad and associated interest exposures when wedeorit
probable that a taxing authority may take a subatdée position on a matter contrary to our position

Off-Balance Sheet Arrangements

We had provided approximately $16 million of pdrgaarantees of two franchisee loan pools relatedayily
to the Company historical refranchising programs and, to a lessgent, franchisee development of 1
restaurants at December 30, 2006. In support cktigearantees, we posted letters of credit of $domiWe
also provided a standby letter of credit of $18lionl under which we could potentially be requitedfund ¢
portion of one of the franchisee loan pools. Th&ltdoans outstanding under these loan pools
approximately $75 million at December 30, 2006.

Any funding under the guarantees or letters ofitreduld be secured by the franchisee loans andrelayec
collateral. We believe that we have appropriatefyvjgled for our estimated probable exposures utius:
contingent liabilities. These provisions were pniityacharged to net refranchising loss (gain). Neans adde
to the loan pools in 2006 were not significant.

Our unconsolidated affiliates have approximatel® $fillion of shortterm debt outstanding as of Decen
30, 2006, none of which is guaranteed by YUM.

Accounting Pronouncements Adopted in the Fourth Queer of 2006

In the fourth quarter of 2006, we adopted Staff dutting Bulletin No. 108, Considering the Effects of Pr
Year Misstatements when Quantifying Misstatementurrent Year Financial Statements” (“SAB 18"
SAB 108 provides interpretive guidance on how tlilects of the carryover or reversal of prior y
misstatements should be considered in quantifyiogreent year misstatement for the purpose of ariadity
assessment. SAB 108 requires that registrants ifjuantcurrent year misstatement using an approael
considers both the impact of prior year misstatdmémat remain on the balance sheet and thosewta
recorded in the current year income statementoHcstlly, we quantified prior year misstatementsd assesst¢
materiality based on a current year income statémgproach. The transition provisions of SAB 108 m#ec
the Company to adjust for the cumulative effectio€orrected prior year misstatements that weramateria
to any prior periods under our historical incomatestnent approach but that were material under ligagc:
in
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SAB 108 through retained earnings at the beginofr2006. See Note 2 for further discussion on thedact o
adopting SAB 108.

In the fourth quarter of 2006, we adopted the radapn and disclosure provisions of SFAS No. :
“Employers’ Accounting for Defined Benefit Pensiand Other Postretirement Planar-amendment of FAS
Statements No. 87, 88, 106 and 132(R)” (“SFAS 158HAS 158 required the Company to recognize
funded status of its pension and prirement plans in the December 30, 2006 Congelii8alance She
with a corresponding adjustment to accumulatedratbenprehensive income, net of tax. Gains or losse
prior service costs or credits that arise in futggars will be recognized as a component of otherprehensiv
income to the extent they have not been recograzesl component of net periodic benefit cost. Theairh o
adopting SFAS 158 has been included in the Comgabgtember 30, 2006 Consolidated Balance Shee
Notes 2 and 15 for further discussion of the impdi@dopting SFAS 15¢

SFAS 158 also requires measurement of the fundgdssof pension and postretirement plans as odidle o
a Companys fiscal year end effective in the year ended 2@@8tain of our plans currently have measure!
dates that do not coincide with our fiscal year eand thus we will be required to change their measen
dates in 2008.

New Accounting Pronouncements Not Yet Adopted

In July 2006, the Financial Accounting Standardsaf8o(“FASB”) issued FASB Interpretation No. -
“Accounting for Uncertainty in Income Taxes,” (“FIM8”) an interpretation of FASB Statement No. :
“Accounting for Income Taxes'FIN 48 is effective for fiscal years beginning afl@ecember 15, 2006, t
year beginning December 31, 2006 for the Compaily.48 requires that a position taken or expectetie
taken in a tax return be recognized in the findrat@ements when it is more likely than not (adikelihood o
more than fifty percent) that the position wouldsbsstained upon examination by tax authoritiese@ognize
tax position is then measured at the largest amoubenefit that is greater than fifty percent likef beinc
realized upon ultimate settlement. Upon adoptidie cumulative effect of applying the recognitiond
measurement provisions of FIN 48, if any, shaltéféected as an adjustment to the opening balahostaine«
earnings. We do not currently anticipate that i@stment to the opening balance of retained egsnive wil
record upon adoption of FIN 48 will materially inghaur financial condition.

FIN 48 also requires that subsequent to initialpgido a change in judgment that results in subgat
recognition, derecognition or change in a measunénoé a tax position taken in a prior annual pe
(including any related interest and penalties)dmognized as a discrete item in the period in wtiehchang
occurs. Currently, we record such changes in juddgyriacluding audit settlements, as a componenbuw
annual effective rate. Thus, our reported quartextpme tax rate may become more volatile upon toloi
FIN 48. This change will not impact the manner imicth we record income tax expense on an annuas.basi

In September 2006, the FASB issued SFAS No. 153ir ‘Value Measures” (“SFAS 157"8FAS 157 define
fair value, establishes a framework for measuraigvalue and enhances disclosures about fair vakgsure
required under other accounting pronouncementsides not change existing guidance as to whetheotoar
instrument is carried at fair value. SFAS No. 157%ifective for fiscal years beginning after Novemhi5
2007, the year beginning December 30, 2007 forGbmpany. We are currently reviewing the provisiof
SFAS 157 to determine any impact for the Company.

In February 2007, the FASB issued SFAS No. 158¢e'Fair Value Option for Financial Assets and Rtial
Liabilities,” (“SFAS 159").SFAS 159 provides companies with an option to repelected financial assets i
financial liabilities at fair value. Unrealized gaiand losses on items for which the fair valuéooplhas bee
elected are reported in earnings at each subsegepatting date. SFAS 159 is effective for fiscalay:
beginning after November 15, 2007, the year begmilmecember 30, 2007 for the Company. We are cllyi
reviewing the provisions of SFAS 159 to determing empact for the Company.
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Critical Accounting Policies and Estimates

Our reported results are impacted by the applinatib certain accounting policies that require usrtake
subjective or complex judgments. These judgment®le estimations of the effect of matters that
inherently uncertain and may significantly impactr quarterly or annual results of operations oaffitia
condition. Changes in the estimates and judgmentkicsignificantly affect our results of operatipfinancia
condition and cash flows in future years. A degsaipof what we consider to be our most significaritical
accounting policies follows.

Impairment or Disposal of Lonbived Assets

We evaluate our lontived assets for impairment at the individual raséat level except when there is
expectation that we will refranchise restaurantsaagroup. Restaurants held and used are evaluat
impairment on a sen@nnual basis or whenever events or circumstanchsate that the carrying amount ¢
restaurant may not be recoverable (including asilatito close a restaurant or an offer to refraseh
restaurant or group of restaurants for less tharcdinrying value).

Our semiannual impairment test includes those restaurdras have experienced two consecutive yea
operating losses. Our semmnual impairment evaluations require an estimatbncash flows over tt
remaining useful life of the primary asset of thetaurant, which can be for a period of over 20sjeand an
terminal value. We limit assumptions about impartactors such as sales growth and margin improwerac
those that are supportable based upon our plartkdamit and actual results at comparable restésira

If the long-lived assets of a restaurant subjeciuiosemiannual test are not recoverable based upon foest
undiscounted cash flows, we write the assets dawtheir fair value. This fair value is determineg
discounting the forecasted cash flows, includingnteal value, of the restaurant at an appropriate.rThi
discount rate used is our weighted average castifal plus a risk premium where deemed appragariat

We often refranchise restaurants in groups andefhie, perform such impairment evaluations atghauy
level. Forecasted cash flows in such instancesistoosestimated holding period cash flows anddkpecte
sales proceeds less applicable transaction cospecked sales proceeds are based on the mostnelef
historical sales multiples or bids from buyers, &age historically been reasonably accurate estmg&bf the
proceeds ultimately received.

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

Impairment of Investments in Unconsolidated Affidia

We record impairment charges related to an investnme an unconsolidated affiliate whenever even
circumstances indicate that a decrease in thevidire of an investment has occurred which is othar
temporary. In addition, we evaluate our investmémisnconsolidated affiliates for impairment whéey hav
experienced two consecutive years of operatingeks¥he fair values of our investments in each wr
unconsolidated affiliates are currently signifidgiih excess of their carrying values.

See Note 2 for a further discussion of our poliegarding the impairment of investments in uncoisdéic
affiliates.

Impairment of Goodwill and Indefiniteived Intangible Assets

We evaluate goodwill and indefinitered intangible assets for impairment on an anmaalis or more often
an event occurs or circumstances change that iedidenpairment might exist. Goodwill is evaluatexd
impairment through the comparison of fair valueoaf reporting units to their carrying values. Oeparting
units are our operating segments in the U.S. andbasiness management units internationally (tylyi
individual countries). Fair value is the price dliwg buyer would pay for the reporting unit, arglgenerall
estimated by discounting expected future cash flivarm the reporting unit over twenty years pluseapecte
terminal value. The discount rate used in detemmgjriair value is our weighted average cost of edygtus :
risk premium where deemed appropriate.
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We have recorded intangible assets as a resultusindss acquisitions. These include trademark/|
intangible assets for KFC, LJS and A&W. We beligkie value of a trademark/brand is derived from
royalty we avoid, in the case of Company storeseoeive, in the case of franchise stores, dueit@wnershi
of the trademark/brand. We have determined thaKt@ trademark/brand has an indefinite life and-afare
it is not being amortized. Our impairment testttoe KFC trademark/brand consists of a comparisahefail
value of the asset with its carrying amount. Fusakes are the most important assumption in detémmithe
fair value of the KFC trademark/brand.

In determining the fair value of our reporting wn#nd the KFC trademark/brand, we limit assumptainsu
important factors such as sales growth, marginahdr factors impacting the fair value calculationthoss
that are supportable based upon our plans. For,20@8e was no impairment of goodwill or the k
trademark/brand.

We have certain intangible assets, such as thean@iSA&W trademark/brand intangible assets, frare
contract rights, reacquired franchise rights andbifable operating leases, which are amortized dheir
expected useful lives. We base the expected ubeésl of our trademark/brand intangible assets onimbe
of factors including the competitive environmenty duture development plans for the applicable @mh@nt
the level of franchisee commitment to the Concéfs.generally base the expected useful lives ofraunchist
contract rights on their respective contractuahtemcluding renewals when appropriate. We basexpecte
useful lives of reacquired franchise rights ovepeaiod for which we believe it is reasonable that will
operate a Company restaurant in the trade areabasfe the expected useful lives of our favorableaije
leases on the remaining lease term.

Our amortizable intangible assets are evaluatednipairment whenever events or changes in circumst
indicate that the carrying amount of the intangiasset may not be recoverable. An intangible absetis
deemed impaired is written down to its estimated Walue, which is based on discounted cash floWs
purposes of our impairment analysis, we update#sh flows that were initially used to value theoatimable
intangible asset to reflect our current estimatekassumptions over the asset’s future remainfag li

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

Allowances for Franchise and License Receivablesedsuarantees

We reserve a franchisee’s or licensee’s entirevabke balance based upon gtefined aging criteria and up
the occurrence of other events that indicate tretvay not collect the balance due. As a resulesénvin
using this methodology, we have an immaterial amhairreceivables that are past due that have net
reserved for at December 30, 2006.

We have also issued certain guarantees as a ofs1gsigning our interest in obligations under afiag lease:
primarily as a condition to the refranchising oftaén Company restaurants. Such guarantees arecsubjth:
requirements of SFAS No. 145Réscission of FASB Statements No. 4, 44, and 64erdment of FAS
Statement No. 13, and Technical Corrections” (“SRAS”). We recognize a liability for the fair value of si
lease guarantees under SFAS 145 upon refranctasihgipon any subsequent renewals of such leasaswé
remain contingently liable. The fair value of a fargee is the estimated amount at which the lighdould be
settled in a current transaction between willingipa.

If payment on the guarantee becomes probable dimdadde, we record a liability for our exposure anthes
lease assignments and guarantees. At December086, e have recorded an immaterial liability far
exposure which we consider to be probable and abten The potential total exposure under such &
significant, with $336 million representing the geat value, discounted at our pee- cost of debt, of tt
minimum payments of the assigned leases at DeceBthe2006. Current franchisees are the primaryek
under the vast majority of these leases. We gdypdrale crossdefault provisions with these franchisees
would put them in default of their franchise agreeinn the event of nopayment under the lease. We bel
these crosslefault provisions significantly reduce the rislattwe will be required to make payments u
these leases and, historically, we have not begriresl to make such payments in significant amounts
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See Note 2 for a further discussion of our policegarding franchise and license operations.
See Note 22 for a further discussion of our leasgantees.

Self-Insured Property and Casualty Losses

We record our best estimate of the remaining anstettle incurred selfisured property and casualty los
The estimate is based on the results of an indegerattuarial study and considers historical cla@guenc
and severity as well as changes in factors suauadusiness environment, benefit levels, medicatcan
the regulatory environment that could impact ovesalfinsurance costs. Additionally, a risk margin to e
unforeseen events that may occur over the severab)it takes for claims to settle is included im eserve
increasing our confidence level that the recordsenve is adequate.

See Note 22 for a further discussion of our inscegerograms.
Pension Plans

Certain of our employees are covered under defirggkfit pension plans. The most significant of ¢hpkan:
are in the U.S. In accordance with our fourth qera2006 adoption of the recognition provisions BAS 158
we have recorded the undemnded status of $191 million for these U.S. plassa pension liability in o
Consolidated Balance Sheet as of December 30, ZDi#&se U.S. plans had projected benefit obliga
(“PBQ") of $864 million and fair values of plan &ts of $673 million.

The PBO reflects the actuarial present value ofbaliefits earned to date by employees and incagsx
assumptions as to future compensation levels. Duleet relatively long time frame over which bereéarne
to date are expected to be paid, our PB&ke highly sensitive to changes in discount r&tesour U.S. plan
we measured our PBO using a discount rate of 5&5%ptember 30, 2006. This discount rate wasrdétet
with the assistance of our independent actuary.primeary basis for our discount rate determinatioa mode
that consists of a hypothetical portfolio of tenneore higheguality corporate debt instruments with cash fl
that mirror our expected benefit payment cash flowder the plans. In considering possible bondfpiars,
the model allows the bond cash flows for a paréicylear to exceed the expected benefit cash flowsha
year. Such excesses are assumed to be reinvesé@prapriate or-year forward rates and used to mee
benefit cash flows in a future year. The weighteerage yield of this hypothetical portfolio was dge arrive
at an appropriate discount rate. We also insuredanges in the discount rate as compared toribe yea
are consistent with the overall change in prevgitimarket rates. A 50 basis point increase in thgsadint rat
would have decreased our U.S. plaBO by approximately $71 million at our measuremdates
Conversely, a 50 basis point decrease in this disticeate would have increased our U.S. plaRBO by
approximately $77 million at our measurement dates.

The pension expense we will record in 2007 is ampacted by the discount rate we selected a
measurement dates. We expect pension expenserfbt.8uplans to decrease approximately $7 millm$5<
million in 2007. The decrease is primarily drivep & decrease in recognized actuarial loss of $Gamiin
2007. A 50 basis point change in our weighted ayediscount rate assumption at our measurementaatie
impact our 2007 U.S. pension expense by approxign@tes million.

The assumption we make regarding our expected temy-rates of return on plan assets also impaat
pension expense. Our estimated long-term ratetofrr®n U.S. plan assets represents the weigitedage ¢
historical returns for each asset category, adjufstean assessment of current market conditions.e@pecte
longterm rate of return on U.S. plan assets at SepteBthe2006 was 8.0%. We believe this rate is apjatyg
given the composition of our plan assets and hi&gtbmarket returns thereon. A one percentage podaneas
or decrease in our expected laegm rate of return on plan assets assumption wdakiease or increa
respectively, our 2007 U.S. pension plan expensapipyoximately $6 million.
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The losses our U.S. plan assets have experienoad, &ith a decrease in discount rates over tiageHargel
contributed to an unrecognized actuarial loss dfé$gillion in the U.S. plans. For purposes of deiaing
2006 expense, our funded status was such thataegmized $30 million of previously unrecognizeduacta
loss. We will recognize approximately $24 milliohunrecognized actuarial loss in 2007. Given nongeatc
our current assumptions, actuarial loss recognitidhremain at an amount near that to be recoghine200°
over the next few years before it begins to grdgiscline.

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

Stock Options and Stock Appreciation Rights Expense

Compensation expense for stock options and stopkeajation rights (“SARs”)s estimated on the grant d
using a Black-Scholes option pricing model. Ourc#je weighted-average assumptions for the fige
interest rate, expected term, expected volatilitgl @xpected dividend yield are documented in Ndi¢
Additionally, under SFAS 123R we are required toneste prevesting forfeitures for purposes of determir
compensation expense to be recognized. Future semanounts for any particular quarterly or annw@aiog
could be affected by changes in our assumptioghanges in market conditions.

In connection with our adoption of SFAS 123R, wéedmined that it was appropriate to group our awantt
two homogeneous groups when estimating expected aad prevesting forfeitures. These groups consis
grants made primarily to restaurdetel employees under our Restaurant General Margtgek Option Pla
(the "RGM Plan”) and grants made to executives under our other stgaion plans. Historicall
approximately 20% of total options granted haventeade under the RGM Plan.

Grants under the RGM Plan typically cliff vest affeur years and grants made to executives undeotbe
stock option plans typically have a graded vestiogedule and vest 25% per year over four yearsu¥ee
single weightedaverage expected term for our awards that haveadedrvesting schedule as permitte
SFAS 123R. We revaluate our expected term assungptissing historical exercise and pwssting
employment termination behavior on a regular baised on the results of this analysis, we haverihétec
that six years is an appropriate expected termavi@rds to both restaurant level employees anddoutives.

Prior to the adoption of SFAS 123R in 2005 we h#reglitionally based expected volatility on Comp
specific historical stock data over the expectathtef the option. Subsequent to adoption, we reatah
expected volatility, including consideration of bdtistorical volatility of our stock as well as itigal volatility
associated with our traded options. Based on thilyais, our weighted average volatility used im
determination of fair value for 2006 grants was 31%

Prior to our adoption of SFAS 123R in 2005 we rdedrreductions in expense due to pesting forfeitures ¢
they occurred. In connection with the adoption BAS 123R we have estimated forfeitures based dorfual
data. Based on such data, we believe that appréedynd5% of all awards granted under the RGM Pldhbe
forfeited and approximately 20% of all awards geanto above-store executives will be forfeited.

Income Tax Valuation Allowances and Tax Reserves

At December 30, 2006, we have a valuation allowasfc342 million primarily to reduce our net opéng
loss and tax credit carryforward benefit of $331liom, as well our other deferred tax assets, t@ants the
will more likely than not be realized. The net aterg loss and tax credit carryforwards exist idefeal, stat
and foreign jurisdictions and have varying carryfard periods and restrictions on usage. The estmat
future taxable income in these jurisdictions and msulting ability to utilize net operating lossdatax cred
carryforwards can significantly change based oartuevents, including our determinations as tofélsibility
of certain tax planning strategies. Thus, recordalliation allowances may be subject to materialirf
changes.
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As a matter of course, we are regularly auditedebgral, state and foreign tax authorities. We jgeveserve
for potential exposures when we consider it probalfsht a taxing authority may take a sustainabsitipo on :
matter contrary to our position. We evaluate theserves, including interest thereon, on a qugrteakis ti
insure that they have been appropriately adjuste@v¥ents, including audit settlements, that magaat ou
ultimate payment for such exposures.

See Note 20 for a further discussion of our incaaxes and Note 22 for further discussion of ceniopose
Internal Revenue Service adjustments.

ltem 7A. Quantitative and Qualitative Disclosures About Market Risk.

The Company is exposed to financial market risksoeated with interest rates, foreign currency exrc
rates and commodity prices. In the normal courseusiness and in accordance with our policies, \aeag:
these risks through a variety of strategies, whiy include the use of derivative financial and owodity
instruments to hedge our underlying exposures. @licies prohibit the use of derivative instrumefus
trading purposes, and we have procedures in ptag®hitor and control their use.

Interest Rate Risk

We have a market risk exposure to changes in stteates, principally in the United States. We ratie tc
minimize this risk and lower our overall borrowirgpsts through the utilization of derivative finaal
instruments, primarily interest rate swaps. Theseps are entered into with financial institutiorrsd hawi
reset dates and critical terms that match thogbeofinderlying debt. Accordingly, any change in keawvalue
associated with interest rate swaps is offset byofiposite market impact on the related debt.

At December 30, 2006 and December 31, 2005, a hgpioal 100 basis point increase in shertn interes
rates would result, over the following twelwmenth period, in a reduction of approximately $8lion and $:
million, respectively, in income before income tax@he estimated reductions are based upon thé ¢é
variable rate debt and assume no changes in thieneobr composition of debt. In addition, the faafue of ou
derivative financial instruments at December 3@&and December 31, 2005 would decrease approxyr
$32 million and $39 million, respectively. The fa@lue of our Senior Unsecured Notes at DecembgR (0%
and December 31, 2005 would decrease approxim@&dymillion and $59 million, respectively. Fair ve
was determined by discounting the projected cashsil

Foreign Currency Exchange Rate Risk

The combined International Division and China Dimisoperating profits constitute approximately 48%oul
operating profit in 2006, excluding unallocated ane (expenses). In addition, the Companpet ass
exposure (defined as foreign currency assets tesggh currency liabilities) totaled approximat&ly.4 billior
as of December 30, 2006. Operating in internationatkets exposes the Company to movements in fu
currency exchange rates. The Company’s primary &xes result from our operations in Astaeific, Europ
and the Americas. Changes in foreign currency exgbaates would impact the translation of our itwmest:
in foreign operations, the fair value of our foreigurrency denominated financial instruments andreportes
foreign currency denominated earnings and cashsfl&or the fiscal year ended December 30, 2006atipe
profit would have decreased $78 million if all fape currencies had uniformly weakened 10% relatovéhe
U.S. dollar. The estimated reduction assumes noggsin sales volumes or local currency sales jput
prices.

51



We attempt to minimize the exposure related to iouestments in foreign operations by financing H
investments with local currency debt when practibabddition, we attempt to minimize the exposglated t
foreign currency denominated financial instrumdntpurchasing goods and services from third paitidsca
currencies when practical. Consequently, foreigmericy denominated financial instruments consisharily
of intercompany shotierm receivables and payables. At times, we utifmevard contracts to reduce 1
exposure related to these intercompany steort receivables and payables. The notional amathtmaturit
dates of these contracts match those of the undgrhgceivables or payables such that our foreigmency
exchange risk related to these instruments is eéted.

Commodity Price Risk

We are subject to volatility in food costs as aitesf market risk associated with commaodity pric@sir ability
to recover increased costs through higher pricéhgt times, limited by the competitive environmentvhicl
we operate. We manage our exposure to this rigkapilly through pricing agreements as well as, ¢éiméed
basis, commodity future and option contracts. Comitgduture and option contracts entered into foe fisca
years ended December 30, 2006, and December 3%, @@Dnot significantly impact our financial poasit,
results of operations or cash flows.

Cautionary Statements

From time to time, in both written reports and attements, we present “forward-looking statenientthin

the meaning of Section 27A of the Securities Actl&83, as amended, and Section 21E of the Sees

Exchange Act of 1934, as amended. The statemecitgdanthose identified by such words as “may,” tyil
“expect,” “project,” “anticipate,” “believe,” “plah and other similar terminology. These “forwaimbking

statements'teflect our current expectations regarding futwengs and operating and financial perform:

and are based upon data available at the timeeo$ttements. Actual results involve risks and tag#ies

including both those specific to the Company armséhspecific to the industry, and could differ miatey from

expectations. Accordingly, you are cautioned ngiléee undue reliance on forward-looking statements

n ow LI LTS

Company risks and uncertainties include, but are limaited to, changes in effective tax rates; ptitd
unfavorable variances between estimated and d@bdlties; our ability to secure distribution pfoducts an
equipment to our restaurants on favorable econderims and our ability to ensure adequate supp
restaurant products and equipment in our storesxpetted disruptions in our supply chain; effeatsl
outcomes of any pending or future legal claims imwg the Company; the effectiveness of oper:
initiatives and marketing and advertising and proamal efforts; our ability to continue to recraibhd motivat
qualified restaurant personnel; the ongoing finalneiability of our franchisees and licensees; siecess ¢
our refranchising strategy; the success of outegias for international development and operationfatility
of actuarially determined losses and loss estimates adoption of new or changes in accountingcfasian
practices including pronouncements promulgatedéydard setting bodies.

Industry risks and uncertainties include, but aot kimited to, economic and political conditions the
countries and territories where we operate, inclgdiffects of war and terrorist activities; newisgtion ani
governmental regulations or changes in laws andlagigns and the consequent impact on our busimess
product and concept development by us and/or amd fiedustry competitors; changes in commodity, tabac
other operating costs; changes in competition exftod industry; publicity which may impact our mes:
and/or industry; severe weather conditions; vaétatdf commodity costs; increases in minimum wagd athe
operating costs; availability and cost of land aodstruction; consumer preferences or perceptionsearning
the products of the Company and/or our competitspgnding patterns and demographic trends; pdlitic
economic instability in local markets and changestrrency exchange and interest rates; and thadtripa
any widespread illness or general health concemtmse on our business and/or the economy of thatdes
in which we operate.
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Item 8. Financial Statements and Supplementary Date
INDEX TO FINANCIAL INFORMATION

Page Referenc

Consolidated Financial Statement:

Reports of Independent Registered Public Accourfing 54
Consolidated Statements of Income for the fiscatyended December 30, 2006,

December 31, 2005 and December 25, Z 56
Consolidated Statements of Cash Flows for thelfigears ended December 30, 2006,

December 31, 2005 and December 25, Z 57
Consolidated Balance Sheets at December 30, 2@DBarember 31, 20C 58
Consolidated Statements of Shareholders’ EquityGoprehensive Income for the

fiscal years ended December 30, 2006, Decemb&0®b and December 25, 20 59
Notes to Consolidated Financial Stateme 60
Managemer's Responsibility for Financial Stateme 102

Financial Statement Schedules

No schedules are required because either the eghjuiformation is not present or not present in @mts
sufficient to require submission of the schedulebecause the information required is includedhie abov
listed financial statements or notes thereto.
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Report of Independent Registered Public AccounfEinm

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

We have audited the accompanying consolidated telameets of YUM! Brands, Inc. and Subsidic
(“YUM") as of December 30, 2006 and December 31, 2005hanelated consolidated statements of inc
cash flows and shareholders’ equity and compretieriscome for each of the years in the thyear perio
ended December 30, 2006. These consolidated fialarstatements are the responsibility of YWMW’
management. Our responsibility is to express aniopion these consolidated financial statementsdas ou
audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting Oversighats8
(United States). Those standards require that \wa phd perform the audit to obtain reasonable asst
about whether the financial statements are freaai&rial misstatement. An audit includes examinarga tes
basis, evidence supporting the amounts and digeesim the financial statements. An audit alsoudel
assessing the accounting principles used and gigntfestimates made by management, as well asatira
the overall financial statement presentation. Whkebe that our audits provide a reasonable basisoto
opinion.

In our opinion, the consolidated financial statetaenferred to above present fairly, in all materspects, tr
financial position of YUM as of December 30, 200@1d&ecember 31, 2005, and the results of its ojoeis
and its cash flows for each of the years in thedlgear period ended December 30, 2006, in conformity
U.S. generally accepted accounting principles.

We also have audited, in accordance with the stdsdaf the Public Company Accounting Oversight B
(United States), the effectiveness of YUMnternal control over financial reporting as céd@mber 30, 200
based on criteria established Internal Control — Integrated Frameworlssued by the Committee
Sponsoring Organizations of the Treadway Commisg@®SO), and our report dated February 28,

expressed an unqualified opinion on managerseassessment of, and the effective operation ¢drria
control over financial reporting.

As discussed in Notes 2 and 16 to the consolidfitedicial statements, YUM adopted the provisiongha
Financial Accounting Standards BoagdStatement of Financial Accounting Standards N2BRL (Revise
2004), “Share-Based Payment,” and changed its mddtraaccounting for share-based payments in 2005.

As discussed in Note 2 to the consolidated findrata&tements, YUM changed its method of quantifyéngprs
in 2006. Also, as discussed in Notes 2 and 15 ¢ocitnsolidated financial statements, YUM adoptez
provisions of the Financial Accounting Standardsaai8its Statement of Financial Accounting Standards
158, “Employers’ Accounting for Defined Benefit Bgan and Other Postretirement Planan-amendment
FASB Statements No. 87, 88, 106 and 132 (R),” 0620

/sl KPMG LLP
Louisville, Kentucky
February 28, 2007
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Report of Independent Registered Public AccounfEinm

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

We have audited management's assessment, inclodée accompanying ManagemenReport on Intern:
Control over Financial Reporting, appearing undeml 9A, that YUM! Brands, Inc. and Subsidiaries (M")
maintained effective internal control over finarciaporting as of December 30, 2006, based onrii
established innternal Control—Integrated Framewoiksued by the Committee of Sponsoring Organiza
of the Treadway Commission (COSO). YWdMmanagement is responsible for maintaining effecimternal
control over financial reporting and for its assesst of the effectiveness of internal control ofieancial
reporting. Our responsibility is to express an @pinon management's assessment and an opinione&
effectiveness of the Company’s internal controlrdirancial reporting based on our audit.

We conducted our audit in accordance with the stadglof the Public Company Accounting Oversight fc
(United States). Those standards require that \aa phd perform the audit to obtain reasonable asse
about whether effective internal control over fioi@h reporting was maintained in all material respe Our
audit included obtaining an understanding of inérontrol over financial reporting, evaluating rageament'
assessment, testing and evaluating the design p@ditong effectiveness of internal control, andfqening
such other procedures as we considered necesséng itircumstances. We believe that our audit jpiexvie
reasonable basis for our opinion.

A company's internal control over financial repogtiis a process designed to provide reasonableaass
regarding the reliability of financial reportingcthe preparation of financial statements for exdepurpose
in accordance with generally accepted accountirigcimles. A company's internal control over final
reporting includes those policies and procedured () pertain to the maintenance of records tha
reasonable detail, accurately and fairly refleettitansactions and dispositions of the assetseoédmpany; (2
provide reasonable assurance that transactionseaceded as necessary to permit preparation ohdiaé
statements in accordance with generally accepteduating principles, and that receipts and expenekt of
the company are being made only in accordance autiorizations of management and directors of
company; and (3) provide reasonable assurance diegaprevention or timely detection of unauthori
acquisition, use, or disposition of the compangssets that could have a material effect on ithendial
statements.

Because of its inherent limitations, internal cohtover financial reporting may not prevent or ¢
misstatements. Also, projections of any evaluatibeffectiveness to future periods are subjech®risk tha
controls may become inadequate because of changamditions, or that the degree of compliance \ilith
policies or procedures may deteriorate.

In our opinion, management's assessment that YUNhtaiaed effective internal control over financ
reporting as of December 30, 2006, is fairly staiadall material respects, based on criteria distadd in
Internal Contro—Integrated Frameworkissued by the Committee of Sponsoring Organizatiohsthe
Treadway Commission (COSOAMIso, in our opinion, YUM maintained, in all matakirespects, effectiv
internal control over financial reporting as of Betber 30, 2006, based on criteria establishethtigrnal
Control—Integrated Frameworkssued by the Committee of Sponsoring Organizatiohghe Treadwa
Commission (COSOQ).

We also have audited, in accordance with the stadsdaf the Public Company Accounting Oversight Bk
(United States), the consolidated balance sheet®Jd as of December 30, 2006 and December 31, 2804
the related consolidated statements of income, flasls and shareholdergquity and comprehensive incol
for each of the years in the thrgear period ended December 30, 2006, and our rdptetl February 28, 20C
expressed an unqualified opinion on those condgelibfinancial statements.

/sl KPMG LLP
Louisville, Kentucky
February 28, 2007
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Consolidated Statements of Income

YUM! Brands, Inc. and Subsidiaries

Fiscal years ended December 30, 2006, Decemb&085,and December 25, 2004
(in millions, except per share data)

2006 2005 2004
Revenues
Company sales $ 8,36F $ 8,22t $ 7,99
Franchise and license fees 1,19¢ 1,12¢ 1,01¢
Total revenues 9,561 9,34¢ 9,011
Costs and Expenses, Net
Company restaurants
Food and paper 2,54¢ 2,58¢ 2,53¢
Payroll and employee benefits 2,14 2,171 2,117
Occupancy and other operating expenses 2 40: 2,31F 2,18:
7,09¢ 7,07(C 6,83:
General and administrative expenses 1,18 1,15¢ 1,05¢
Franchise and license expenses 35 33 26
Closures and impairment expenses 59 62 38
Refranchising (gain) loss (24) (43) (12)
Other (income) expense (51) (80) (55
Wrench litigation (income) expense — 2 (14)
AmeriServe and other charges (credits) 1) 2) (16)
Total costs and expenses, net 8,29¢ 8,19¢ 7,85¢
Operating Profit 1.262 1.15: 1 15¢
Interest expense, net 154 127 12¢
Income before Income Taxes 1,10¢ 1,02¢ 1,02¢
Income tax provisiol 284 264 28€
Net Income $ 824 $ 762 $ 74C
Basic Earnings Per Common Share $ 3.0z $  2.6¢ $ 2.5¢
Diluted Earnings Per Common Share $ 209 $ 25 $ 2.4z
Dividends Declared Per Common Share $__0.86¢ $ 044t $ 0.3C

See accompanying Notes to Consolidated Financaae®ents
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Consolidated Statements of Cash Flows

YUM! Brands, Inc. and Subsidiaries

Fiscal years ended December 30, 2006, Decemb@085, and December 25, 2004
(in millions)

Cash Flows — Operating Activities

Net income $

Adjustments to reconcile net income to net caskigdeal by operating activitie:
Depreciation and amortizatic
Closures and impairment expen:
Refranchising (gain) los
Contributions to defined benefit pension pl:
Deferred income taxe
Equity income from investments in unconsolidatefdiafes
Distributions of income received from unconsolidbtdfiliates
Excess tax benefits from sh-based compensatic
Sharebased compensation expel
Other nor-cash charges and credits,
Changes in operating working capital, excludingef$ of acquisitions and
dispositions:
Accounts and notes receival
Inventories
Prepaid expenses and other current a

Accounts payable and other current liabilit
Income taxes payable

Net change in operating working capital

Net Cash Provided by Operating Activities

Cash Flows — Investing Activities

Capital spendini

Proceeds from refranchising of restaure

Acquisition of remaining interest in unconsolidatgiliate, net of cash assum
Acquisition of restaurants from franchise

Shor-term investment

Sales of property, plant and equipm
Other, net

Net Cash Used in Investing Activities

Cash Flows — Financing Activities
Proceeds from issuance of l-term debt
Repayments of lor-term debt
Shor-term borrowings by original maturi

More than three montt- proceed:

More than three montt- payments

Three months or less, n
Revolving credit facilities, three months or lesst
Repurchase shares of common st
Excess tax benefit from shi-based compensatic
Employee stock option procee

Dividends paid on common shai
Other, net

Net Cash Used in Financing Activities

Effect of Exchange Rate on Cash and Cash Equivalent

Net (Decrease) Increase in Cash and Cash Equivalent

Net Increase in Cash and Cash Equivalents of Maintad China for December
2004
Cash and Cash Equivalents — Beginning of Year

Cash and Cash Equivalents — End of Year $

2006 2005 2004
824 762 74C
47¢ 46¢ 448

59 62 38
(24) (43) 12)
43 (74) (55)
(30) (101) 142
(53) (51) (549)

32 44 55
(62) (87) —

65 62 3
101 78 83

24 o) (39)

(3) 4 (7)
(33) 78 (5)
(46) (10 (20)

10 54 (131)
(48) 117 (202)

1,30: 1,23¢ 1,18¢
(614) (609) (645)
257 148 14C
(178) — —

()] 2 (39)
39 12 (36)
57 81 52
(30) 28 (14)
(476) (345) (541)
30C — —
(212) (14) (372)
236 — —
(549) — —
4 (34) —
(23) 16C 19
(983) (1,056) (569)

62 87 —

142 14¢ 20C
(144) (129 (58)
2 — —
(673 (832) (779
8 1 4
161 62 (130)

— 34 —
158 62 192
31¢ 15¢ 62

See accompanying Notes to Consolidated Financidé®ients
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Consolidated Balance Sheets
YUM! Brands, Inc. and Subsidiaries
December 30, 2006 and December 31, 2005

(in millions)
2006 2005
ASSETS
Current Assets
Cash and cash equivalents $ 31¢ 15¢
Shor-term investment 6 43
Accounts and notes receivable, less allowanceir$2806 and $23 in
2005 22C 23€
Inventories 93 85
Prepaid expenses and other current a: 132 75
Deferred income taxes 57 181
Advertising cooperative assets, restricted 74 77
Total Current Assets 901 85¢
Property, plant and equipment, net 3,631 3,35¢
Goodwill 662 53¢
Intangible assets, net 347 33C
Investments in unconsolidated affiliates 13¢ 17z
Other assets 36¢ 32C
Deferred income taxes 30¢ 20F
Total Assets $ 6,35¢ 5,797
LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities
Accounts payable and other current liabilit $ 1,38¢ 1,25¢
Income taxes payable 37 79
Shor-term borrowings 227 211
Advertising cooperative liabilities 74 77
Total Current Liabilities 1,72¢ 1,62:
Long-term debt 2,04¢ 1,64¢
Other liabilities and deferred credits 1,147 1,07¢
Total Liabilities 4,91¢ 4,34¢
Shareholders’ Equity
Preferred stock, no par value, 250 shares autfihnzeshares issued — —
Common stock, no par value, 750 shares author@sishares and 278
shares issued in 2006 and 2005, respectively _ _
Retained earnings 1,59: 1,61¢
Accumulated other comprehensive loss (15€) (170)
Total Shareholders’ Equity 1,437 1,44¢
Total Liabilities and Shareholders’ Equity $ 6,35¢ 5,791

See accompanying Notes to Consolidated Financidt®ents.
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Consolidated Statements of Shareholders' Equity an€omprehensive Income
YUM! Brands, Inc. and Subsidiaries

Fiscal years ended December 30, 2006, Decemb@085, and December 25, 2004
(in millions, except per share data)

Issued Common Accumulated Other
Stock Retainec Comprehensiv:
Share  Amount Earnings Income (Loss Total
Balance at December 27, 2003 202 $ 916 $ 414 $ (210) $ 1,120
Net income 740 740
Foreign currency translation adjustment arisingrduthe
period 73 73
Minimum pension liability adjustment (net of taxpanct
of $3 million) 6 6
Comprehensive Income 819
Dividends declared on common shares ($0.30 per @
share) 87) 87)
Repurchase of shares of common stock (14) (569 (569)
Employee stock option exercises (includes tax ihpéc
$102 million) 12 302 302
Compensation-related events 10 10
Balance at December 25, 2004 290 $ 659 $ 1,067 $ (131) $ 1,595
Net income 762 762
Foreign currency translation adjustment arisingrduthe
period (31) (31)
Foreign currency translation adjustment includeden
income 6 6
Minimum pension liability adjustment (net of taxpaect
of $8 million) (15) (15)
Net unrealized gain on derivative instruments @faax
impact of $1 million) 1 1
Comprehensive Income 723
Dividends declared on common shares ($0.445 per
common share (129) (129)
China December 2004 net income 6 6
Repurchase of shares of common stock (21) (969 (87) (1,056)
Employee stock option exercises (includes tax ihpac
$94 million) 9 242 242
Compensation-related events 68 68
Balance at December 31, 2005 278 $ _ $ 1,619 $ (170) $ 1,449
Adjustment to initially apply SAB No. 108 100 100
Net income 824 824
Foreign currency translation adjustment arisingrduthe
period (includes tax impact of $13 million) 59 59
Minimum pension liability adjustment (net of taxpact
of $11 million) 17 17
Net unrealized gain on derivative instruments @feax
impact of $3 million) 5 5
Comprehensive Income 905
Adjustment to initially apply SFAS No. 158 (nettak
impact of $37 million) ©67) ©67)
Dividends declared on common shares ($0.865 per
common share (234) (234)
Repurchase of shares of common stock (20) (284) (716) (1,000)
Employee stock option exercises (includes tax ihpac
$68 million) 7 210 210
Compensation-related events 74 74
Balance at December 30, 2006 265 $ — $ 1,593 $ (156) $ 1437

See accompanying Notes to Consolidated Financié®ients.
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Notes to Consolidated Financial Statement
(Tabular amounts in millions, except share data)

Note 1 — Description of Business

YUM! Brands, Inc. and Subsidiaries (collectivelyffemed to as “YUM” or the “Company”tomprises th
worldwide operations of KFC, Pizza Hut, Taco Beidasince May 7, 2002, Long John Silver's (“LISH)c
A&W All-American Food Restaurants (“A&W") (colleately the “Concepts”)which were added when »
acquired Yorkshire Global Restaurants, Inc. (“YGRYUM is the worlds largest quick service restaul
company based on the number of system units, witerthan 34,000 units of which approximately 42%
located outside the U.S. in more than 100 countaied territories. YUM was created as an indepen
publicly-owned company on October 6, 1997 (the fiSgfif Date”) via a taxfree distribution by our form
parent, PepsiCo, Inc. (“PepsiCo”), of our Commonc8t(the “Spin-off”) to its shareholders. Reference
YUM throughout these Consolidated Financial Stat@smare made using the first person notations af,"w
“us” or “our.”

Through our widelyecognized Concepts, we develop, operate, francargk license a system of b
traditional and nortraditional quick service restaurants. Each Condege proprietary menu items
emphasizes the preparation of food with high quaiitgredients as well as unique recipes and sf
seasonings to provide appealing, tasty and atteadtod at competitive prices. Our traditional aesant
feature dine-in, carryout and, in some instancasedhru or delivery service. Notmaditional units, which a
principally licensed outlets, include express uaitsl kiosks which have a more limited menu and atpeir
non+raditional locations like airports, gasoline seevstations, convenience stores, stadiums, amus$egrag:
and colleges, where a fudkale traditional outlet would not be practicakéficient. We also operate multibre
units, where two or more of our Concepts are opdrat a single unit. In addition, we continue toue th:
multibrand combination of Pizza Hut and WingStreefiavored chicken wings concept we have developed

In 2005, we began reporting information for ouemiational business in two separate operating setgnaes
result of changes to our management reporting tsireilc The China Division includes mainland Cl
(“China”), Thailand and KFC Taiwan, and the International Bl includes the remainder of our internati
operations. While this reporting change did notaetpour consolidated results, segment informatami200«
was restated to be consistent with the currenbderesentation.

Beginning in 2005, we also changed the China bgsimeporting calendar to more closely align theninoi
the reporting of its results of operations with &u6. business. Previously our China business,tlikerest ¢
our international businesses, closed one montbr{erperiod for certain of our international busge=y earlie
than YUM'’s period end date to facilitate consolidated répgrtTo maintain comparability of our consolide
results of operations, amounts related to our Chirgness for December 2004 have not been refleéatedi
Consolidated Statements of Income and net incomehf® China business for the one month period €
December 31, 2004 was recognized as an adjustnmtiy to consolidated retained earnings in thar
ended December 31, 2005. Our consolidated resutiperations for the years ended December 30, 20@
December 31, 2005 both include the results of djpera of the China business for the months of Jgi
through December. Our consolidated results of djwera for the year ended December 25, 2004 contia
include the results of operations of the China hess for the months of December 2003 through Noet
2004 as previously reported.

For the month of December 2004 the China businadsdvenues of $79 million and net income of $8iomil
As mentioned previously, neither of these amountadluded in our Consolidated Statement of Incdonehe
year ended December 31, 2005 and the net incorneefigas credited directly to retained earningshinfirs:
quarter of 2005. Net income for the month of Decemb004 was negatively impacted by costs incurn
preparation of opening a significant number of nstares in early 2005 as well as increased adveg
expense, all of which was recorded in Decenshegsults of operations. Additionally, the net gase in cas
for the China business in December 2004 has beesepted as a single line item on our Consolic
Statement of Cash Flows for the year ended Dece@beR005. The $34 million net increase in cash
primarily attributable to short-term
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borrowings for working capital purposes, a majoritfy which were repaid prior to the end of the Cl
business’ first quarter of 2006.

Note 2 - Summary of Significant Accounting Policies

Our preparation of the accompanying Consolidategamdial Statements in conformity with accoun
principles generally accepted in the United StafeAmerica requires us to make estimates and agsnmg
that affect reported amounts of assets and ligslitisclosure of contingent assets and lialslitiethe date -
the financial statements, and the reported amafnsvenues and expenses during the reporting ghedictua
results could differ from these estimates.

Principles of Consolidation and Basis of Preparatin. Intercompany accounts and transactions have
eliminated. Certain investments in businessesdpatate our Concepts are accounted for by theyeméthod
Our lack of majority voting rights precludes usrfr@ontrolling these affiliates, and thus we do canisolidat
these affiliates. Our share of the net income as lof those unconsolidated affiliates is includedothe
(income) expense.

We patrticipate in various advertising cooperatiwéth our franchisees and licensees establishedltect anc
administer funds contributed for use in advertisamgl promotional programs designed to increases sale¢
enhance the reputation of the Company and its fiaamwners. Contributions to the advertising coafdee:
are required for both company operated and frapchéstaurants and are generally based on a peot
restaurant sales. In certain of these cooperatiwespossess majority voting rights, and thus conamd
consolidate the cooperatives. We report all asaath liabilities of these advertising cooperativhat twe
consolidate as advertising cooperative assetsriatest and advertising cooperative liabilities ihe
Consolidated Balance Sheet. The advertising cotipesaassets, consisting primarily of cash receifreth
franchisees and accounts receivable from franchjsam only be used for selected purposes andasidere
restricted. The advertising cooperative liabilittepresent the corresponding obligation arisingnftbe receig
of the contributions to purchase advertising andnmmtional programs. As the contributions to tt
cooperatives are designated and segregated fortsilvgg we act as an agent for the franchiseesliaadsee
with regard to these contributions. Thus, in acaoo# with Statement of Financial Accounting Stads
(“SFAS”) No. 45, “Accounting for Franchise Fee Reue,” we do not reflect franchisee and licer
contributions to these cooperatives in our Conatdid Statements of Income or Consolidated Statesra
Cash Flows.

In 2004, we adopted Financial Accounting Stand&ulsrd (“FASB”) Interpretation No. 46 (revised Decem
2003), “Consolidation of Variable Interest Entities interpretation of ARB No. 51" (“FIN 46R"}zIN 46k
addresses the consolidation of an entity whosetyetuoiders either (a) have not provided sufficiequity a
risk to allow the entity to finance its own actig or (b) do not possess certain characterisfiesomntrolling
financial interest. FIN 46R requires the consolmiatof such an entity, known as a variable inteeity
(“VIE™), by the primary beneficiary of the entity. The primmdeneficiary is the entity, if any, that is olaigc
to absorb a majority of the risk of loss from théE activities, entitled to receive a majority thfe VIE's
residual returns, or both. FIN 46R excludes fromsitope businesses (as defined by FIN 46R) unksin
conditions exist.

The principal entities in which we possess a vdgiainterest include franchise entities, includingr
unconsolidated affiliates described above. We db pussess any ownership interests in franchisdies
except for our investments in various unconsolidasdfiliates accounted for under the equity met
Additionally, we generally do not provide financiaupport to franchise entities in a typical framse
relationship.

We also possess variable interests in certain psieh cooperatives we have formed along with reqtagive:
of the franchisee groups of each of our Conceptes& purchasing cooperatives were formed for theoge o
purchasing certain restaurant products and equipmehe U.S. Our equity ownership in each coopegait
generally proportional to our percentage ownersiifthe U.S. system units for the Concept. We actéan
our investments in these purchasing cooperativag)ube cost method, under which our recorded loa
were not significant at December 30, 2006 or Deaam3fi, 2005.
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As a result of the adoption of FIN 46R, we have mohsolidated any franchise entities, purche
cooperatives or other entities.

Fiscal Year. Our fiscal year ends on the last Saturday in Bdes and, as a result, a 53rd week is added
five or six years. Fiscal year 2005 included 53 kged he first three quarters of each fiscal yearsei of 1.
weeks and the fourth quarter consists of 16 weeKsscal years with 52 weeks and 17 weeks in figesr:
with 53 weeks. In fiscal year 2005, the 53rd wedHea $96 million to total revenues and $23 milltortota
operating profit in our Consolidated Statementrafome. Our subsidiaries operate on similar fised¢rdar
with period or month end dates suited to their hesses. The subsidiariggeriod end dates are within ¢
week of YUM'’s period end date with the exception of all of oudernational businesses except China.
international businesses except China close orniedber one month earlier to facilitate consolidategorting.

Reclassifications.We have reclassified certain items in the accomipanonsolidated Financial Stateme
and Notes thereto for prior periods to be comparabth the classification for the fiscal year end&etembe
30, 2006. These reclassifications had no effeqiremiously reported net income.

The most significant reclassification we made wekted to the presentation of deferred taxes or
Consolidated Balance Sheet at December 31, 2088idesly, deferred tax assets and liabilities wertted fo
all tax jurisdictions outside of the U.S. Due te timplementation of new tax accounting software,ngéec
our deferred tax assets and liabilities at theviiddial tax jurisdiction level outside the U.S. a¢d@mber 3(
2006. We reclassified certain amounts on our Cadei@d Balance Sheet at December 31, 2005
consistent with this presentation which resultedinincrease to both current deferred income tagtasan
liabilities of $18 million and an increase to bdtmg term deferred income tax assets and lialslioé $8°
million.

Franchise and License OperationsWe execute franchise or license agreements for @aithvhich set out tr
terms of our arrangement with the franchisee @nléee. Our franchise and license agreements thypieagjuire
the franchisee or licensee to pay an initial, neiandable fee and continuing fees based upon @ptge ¢
sales. Subject to our approval and their paymena eénewal fee, a franchisee may generally rene
franchise agreement upon its expiration.

We incur expenses that benefit both our franchisd dcense communities and their represent
organizations and our Company operated restaur@ihesse expenses, along with other costs of segioi
franchise and license agreements are charged terajeand administrative (“G&A”expenses as incurr
Certain direct costs of our franchise and licenserations are charged to franchise and licensensgse Thes
costs include provisions for estimated uncolleetitdes, franchise and license marketing fundingyréiratior
expense for franchise related intangible assetsartdin other direct incremental franchise andrige suppc
costs.

We monitor the financial condition of our franchéseand licensees and record provisions for estirasse
on receivables when we believe that our franchisedicensees are unable to make their requirednpays
While we use the best information available in mgkour determination, the ultimate recovery of rdec
receivables is also dependent upon future econewsints and other conditions that may be beyondantrol
Net provisions for uncollectible franchise and fise receivables of $2 million, $3 million and $1llimn were
included in franchise and license expense in 200685 and 2004, respectively.

Revenue Recognition.Our revenues consist of sales by Company operasthurants and fees from
franchisees and licensees. Revenues from Compaesated restaurants are recognized when paym
tendered at the time of sale. We recognize inféabk received from a franchisee or licensee amtevevhel
we have performed substantially all initial sergiaequired by the franchise or license agreemehighwis
generally upon the opening of a store. We recogoarginuing fees based upon a percentage of fraeehan
licensee sales as earned. We recognize renewaivess a renewal agreement with a franchisee ondiex
becomes effective. We include initial fees collelaigon the sale of a restaurant to a franchiseefianchisini
(gain) loss.
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Direct Marketing Costs. We charge direct marketing costs to expense rafahiglation to revenues over -
year in which incurred and, in the case of adviadigproduction costs, in the year the advertisenieffirst
shown. Deferred direct marketing costs, which dassified as prepaid expenses, consist of mediaeate
advertising production costs which will generally bsed for the first time in the next fiscal yead éavi
historically not been significant. To the extent warticipate in advertising cooperatives, we expeos!
contributions as incurred. Our advertising expenge® $492 million, $497 million and $458 million 2006
2005 and 2004, respectively. We report substaptadllof our direct marketing costs in occupancy athe
operating expenses.

Research and Development ExpenseResearch and development expenses, which we expsnseurrec
are reported in G&A expenses. Research and developexpenses were $33 million, $33 million and
million in 2006, 2005 and 2004, respectively.

Impairment or Disposal of Long-Lived Assets.In accordance with SFAS No. 144Accounting for th
Impairment or Disposal of Long-Lived Assets” (“SFA84"), we review our londived assets related to e:
restaurant to be held and used in the businedsiding any allocated intangible assets subjecitoréization
semiannually for impairment, or whenever events or ¢esnin circumstances indicate that the can
amount of a restaurant may not be recoverable. Vikiate restaurants using a “twear history of operatir
losses”as our primary indicator of potential impairmentas@d on the best information available, we \
down an impaired restaurant to its estimated fairket value, which becomes its new cost basis. B¥ell
measure estimated fair market value by discourgsignated future cash flows. In addition, when weide tc
close a restaurant it is reviewed for impairmend aepreciable lives are adjusted based on the &q
disposal date. The impairment evaluation is basethe estimated cash flows from continuing useughothe
expected disposal date plus the expected termalaéyv

We account for exit or disposal activities, inchiuglistore closures, in accordance with SFAS No.
“Accounting for Costs Associated with Exit or Digad Activities” (“SFAS 146").Store closure costs inclu
costs of disposing of the assets as well as otmlity-related expenses from previously closed storessé
store closure costs are generally expensed agé@tcukdditionally, at the date we cease using @y unde
an operating lease, we record a liability for thet present value of any remaining lease obligafioes o
estimated sublease income, if any. Any subsequiinstents to that liability as a result of leasartinatior
or changes in estimates of sublease income aredextdon store closure costs. To the extent we assbt:
primarily land, associated with a closed store, gain or loss upon that sale is also recordeddrestlosur
costs (income).

Refranchising (gain) loss includes the gains osdssfrom the sales of our restaurants to new arsdireg
franchisees and the related initial franchise feeduced by transaction costs. In executing ouanehising
initiatives, we most often offer groups of restauisa We classify restaurants as held for sale arsgpen:
depreciation and amortization when (a) we make asibm to refranchise; (b) the stores can be imatet)
removed from operations; (c) we have begun anegiegram to locate a buyer; (d) significant chanigethe
plan of sale are not likely; and (e) the sale isbpble within one year. We recognize estimatedeloss
refranchisings when the restaurants are classididheld for sale. We also recognize as refranahikin:
impairment associated with stores we have offepegtfranchise for a price less than their carryialyie, bu
do not believe have met the criteria to be clasdifas held for sale. We recognize gains on resit
refranchisings when the sale transaction closesfrinchisee has a minimum amount of the purchése m
at+isk equity, and we are satisfied that the franmhisan meet its financial obligations. If the critdor gair
recognition are not met, we defer the gain to tkterg we have a remaining financial exposure inneatior
with the sales transaction. Deferred gains aregrized when the gain recognition criteria are ntea® ou
financial exposure is reduced. When we make a idecis retain a store, or group of stores, previphsld fol
sale, we revalue the store at the lower of itsnét)book value at our original sale decision dass Inorm:
depreciation and amortization that would have beeorded during the period held for sale or (b)citsren
fair market value. This value becomes the storets nost basis. We record any difference betweesttires
carrying amount and its new cost basis to refrasiapigain (loss).
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Considerable management judgment is necessarytitoags future cash flows, including cash flows fi
continuing use, terminal value, sublease incomerafranchising proceeds. Accordingly, actual ressattulc
vary significantly from our estimates.

Impairment of Investments in Unconsolidated Affilides . We record impairment charges related t
investment in an unconsolidated affiliate wheneasgnts or circumstances indicate that a decreateeifail
value of an investment has occurred which is othan temporary. In addition, we evaluate our investts ir
unconsolidated affiliates for impairment when tlnaywe experienced two consecutive years of oper&issgps
We recorded no impairment associated with our iuents in unconsolidated affiliates during the geamde
December 30, 2006, December 31, 2005 and Decerbb@024.

Considerable management judgment is necessarytitnaés future cash flows. Accordingly, actual res
could vary significantly from our estimates.

Guarantees. We account for certain guarantees in accordariteRASB Interpretation No. 45, “Guaranter’
Accounting and Disclosure Requirements for Guaesjténcluding Indirect Guarantees of Indebtedne
Others, an interpretation of FASB Statements N&d7and 107 and a rescission of FASB Interpretatot
34" (“FIN 45"). FIN 45 elaborates on the disclosures to be mada Quarantor in its interim and ann
financial statements about its obligations undeargntees issued. FIN 45 also clarifies that a guaras
required to recognize, at inception of a guarardadmmpbility for the fair value of certain obligatis undertaken.

We have also issued guarantees as a result ohassgigur interest in obligations under operatingskes as
condition to the refranchising of certain Compaagtaurants. Such guarantees are subject to thenegunt:
of SFAS No. 145, Rescission of FASB Statements No. 4, 44, and 64edment of FASB Statement No.
and Technical Corrections” (“SFAS 145%e recognize a liability for the fair value of sulgase guarante
under SFAS 145 upon refranchising and upon anyesuEnt renewals of such leases when we re
contingently liable. The related expense in bo#tances is included in refranchising gain (loss).

Cash and Cash EquivalentsCash equivalents represent funds we have tempoiaxiésted (with origini
maturities not exceeding three months) as part ehaging our day-tolay operating cash receipts .
disbursements.

Inventories. We value our inventories at the lower of cost (cated on the first-in, firsbut method) or n
realizable value.

Property, Plant and Equipment. We state property, plant and equipment at costdessmulated depreciati
and amortization and valuation allowances. We datewdepreciation and amortization on a stralgtg-basi:
over the estimated useful lives of the assets limafs: 5 to 25 years for buildings and improvemeistso 2(
years for machinery and equipment and 3 to 7 yEarsapitalized software costs. As discussed abuoxs
suspend depreciation and amortization on assetiedelo restaurants that are held for sale.

Leases and Leasehold ImprovementsWe account for our leases in accordance with SFAS N3
“Accounting for Leasesand other related authoritative guidance. Whenrdeténg the lease term, we offt
include option periods for which failure to renehetlease imposes a penalty on the Company in so
amount that a renewal appears, at the inceptidheofease, to be reasonably assured. The primangltyetc
which we are subject is the economic detriment@ated with the existence of leasehold improvemeititich
might be impaired if we choose not to continueubke of the leased property.

In 2004, we recorded an adjustment to correct m&s where our leasehold improvements were nog
depreciated over the shorter of their useful ligeshe term of the lease, including options in sangance:
over which we were recording rent expense, inclydiscalations, on a straight line basis. The cutine
adjustment, primarily through increased U.S. dept@n expense, totaled $11.5 million ($7 millioftea tax)
The portion of this adjustment that related to 2Q@s approximately $3 million. As the portion ofe
adjustment recorded that
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was a correction of errors of amounts reporteduinpior period financial statements was not matda an
of those prior period financial statements, theirenadjustment was recorded in the 2004 Consoli
Financial Statements and no adjustment was maaeytprior period financial statements.

We record rent expense for leases that containdsddnd rent increases on a straitjhe basis over the lez
term, including any option periods considered ia tletermination of that lease term. Contingentalerr
generally based on sales levels in excess of atgadilamounts, and thus are not considered minineas
payments and are included in rent expense as ttwya We generally do not receive leasehold imgmoan
incentives upon opening a store that is subjeatlease.

Prior to fiscal year 2006, we capitalized rent white were constructing a restaurant even if suclstoactior
period was subject to a rent holiday. Such capidlirent was then expensed on a strdigbtbasis over tt
remaining term of the lease upon opening of théawmrant. Effective January 1, 2006 as required A%B
Staff Position No. 13-1, “Accounting for Rental @#curred during a Construction Period” (“FSP1I'3-we
began expensing rent associated with leased lahdilolings for construction periods whether rensvpaid o
we were subject to a rent holiday. The adoptionF8P 131 did not significantly impact our results
operations in 2006 and we do not anticipate sigaift future impact.

Internal Development Costs and Abandoned Site Cost8Ve capitalize direct costs associated with the
acquisition and construction of a Company unitlwat site, including direct internal payroll and paitrelatec
costs. Only those sitgpecific costs incurred subsequent to the time thatsite acquisition is conside
probable are capitalized. If we subsequently makietarmination that a site for which internal deypshen
costs have been capitalized will not be acquiredemeloped, any previously capitalized internaledepmen
costs are expensed and included in G&A expenses.

Goodwill and Intangible Assets.The Company accounts for acquisitions of restasr&om franchisees a
other acquisitions of businesses that may occum time to time in accordance with SFAS No. 14Busines
Combinations” (“SFAS 141")Goodwill in such acquisitions represents the exadsthe cost of a busine
acquired over the net of the amounts assigneddetascquired, including identifiable intangiblesets, an
liabilities assumed. SFAS 141 specifies criteridéoused in determining whether intangible assegsieed ir
a business combination must be recognized andtezbeeparately from goodwill. We base amounts aes
to goodwill and other identifiable intangible asseh independent appraisals or internal estimates.

The Company accounts for recorded goodwill androititangible assets in accordance with SFAS No,
“Goodwill and Other Intangible Assets” (“SFAS 142 accordance with SFAS 142, we do not ama
goodwill and indefinitdived intangible assets. We evaluate the remaioseful life of an intangible asset t
is not being amortized each reporting period teeine whether events and circumstances contingegpor
an indefinite useful life. If an intangible asskeat is not being amortized is subsequently detexchio have
finite useful life, we amortize the intangible asgeospectively over its estimated remaining uséiigl.
Amortizable intangible assets are amortized omaaggtt-line basis.

In accordance with the requirements of SFAS 148dgdll has been assigned to reporting units foppaes ¢
impairment testing. Our reporting units are ourrafing segments in the U.S. (see Note 21) and usinbs
management units internationally (typically indiva countries). We evaluate goodwill and indefirited
assets for impairment on an annual basis or maes @f an event occurs or circumstances changentatate
impairments might exist. Goodwill impairment testssist of a comparison of each reporting wniir value
with its carrying value. The fair value of a refogt unit is an estimate of the amount for which timit as
whole could be sold in a current transaction behws#ling parties. We generally estimate fair valgsed o
discounted cash flows. If the carrying value ogparting unit exceeds its fair value, goodwill istten dowr
to its implied fair value. We have selected theitweigg of our fourth quarter as the date on whizlpérforn
our ongoing annual impairment test for goodwill.r D06, 2005 and 2004, there was no impairme
goodwill identified during our annual impairmenstiag.
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For indefinitelived intangible assets, our impairment test cdasid a comparison of the fair value of
intangible asset with its carrying amount. Fairueais an estimate of the price a willing buyer vadopay for th:
intangible asset and is generally estimated byodisting the expected future cash flows associatithl the
intangible asset. We also perform our annual tasinfipairment of our indefinitéived intangible assets at 1
beginning of our fourth quarter. No impairment wdéfinitedived intangible assets was recorded in 2006,
or 2004.

Our amortizable intangible assets are evaluatednipairment whenever events or changes in circumsst
indicate that the carrying amount of the intangiasset may not be recoverable. An intangible absetis
deemed impaired is written down to its estimated ¥alue, which is based on discounted cash flows
purposes of our impairment analysis, we update#sh flows that were initially used to value theosatimable
intangible asset to reflect our current estimatebassumptions over the asset’s future remainfag li

Share-Based Employee Compensatiorin the fourth quarter 2005, the Company adopted SHo. 12
(Revised 2004), “Share-Based Payment” (“SFAS 123R/Nich replaced SFAS No. 123écounting fo
Stock-Based Compensation” (“SFAS 123"), superseileB 25, “Accounting for Stock Issued to Employees”
and related interpretations and amended SFAS No'‘S3&tement of Cash FlowsThe provisions of SFA
123R are similar to those of SFAS 123, however, SHR3R requires all new, modified and unvestedeshar
based payments to employees, including grants dgfl@me stock options and stock appreciation r
(“SARSs"), be recognized in the financial statements as cosgigm cost over the service period based on
fair value on the date of grant. Compensation ostcognized over the service period on a stréightbasi:
for the fair value of awards that actually vest.

We adopted SFAS 123R using the modified retrospe&pplication transition method effective Septermt
2005, the beginning of our 2005 fourth quarter. peymitted by SFAS 123R, we applied the mod
retrospective application transition method toltleginning of the fiscal year of adoption (our fisgear 2005
As such, the results for the first three fiscal igrd of 2005 were required to be adjusted to neizegthe
compensation cost previously reported in the promméofootnote disclosures under the provisions ASHE23
However, years prior to 2005 were not restated.

The adoption of SFAS 123R resulted in a decreagpémnating profit, the associated income tax béenefid
decrease in net income as shown below. Additionash flows from operating activities decreased
million and $87 million in 2006 and 2005, respeelyw and cash flows from financing activities iresed $6
million and $87 million in 2006 and 2005, respeehj

2006 2005
Payroll and employee benefits $ 9 $ 10
General and administrative expense 51 48
Operating profit 60 58
Income tax benefit (21) (20)
Net income impac $ 39 $ 38

Prior to 2005, all sharbased payments were accounted for under the rdemygand measurement princig
of APB 25 and its related interpretations. Accogtim no expense was reflected in the ConsolidatateBient
of Income for stock options, as all stock optionanged had an exercise price equal to the markeeat ou
underlying common stock on the date of grant. Thlbowing table illustrates the pro forma effect oat
income and earnings per share if the Company hgliedpthe fair value recognition provisions of SFAZ3 tc
all share-based payments for 2004.
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Net Income, as reporte $ 74C
Add: Compensation expense included in reportednceime,

net of related tax 3
Deduct: Total stock-based employee compensatioarese

determined under fair value based method for adird; ne

of related tax effect (40
Net income, pro form 703
Basic Earnings per Common Share

As reported $ 2.54

Pro forma 2.4

Diluted Earnings per Common Share



As reportec $ 2.4z
Pro forma 2.3C

Derivative Financial Instruments. We do not use derivative instruments for tradingppges and we ha
procedures in place to monitor and control theg. @ur use of derivative instruments has includégrest rat
swaps and collars, treasury locks and foreign aayréorward contracts. These derivative contraotsemtere
into with financial institutions.

We account for these derivative financial instrutseim accordance with SFAS No. 133ctounting fo
Derivative Instruments and Hedging Activities” (“8% 133") as amended by SFAS No. 148nfendment ¢
Statement 133 on Derivative Instruments and Heddiativities” (“SFAS 149”). SFAS 133 requires that
derivative instruments be recorded on the ConsigldiBalance Sheet at fair value. The accountingliange
in the fair value (i.e., gains or losses) of a e instrument is dependent upon whether thevatire ha:
been designated and qualifies as part of a hedgiatjonship and further, on the type of hedgirigtrenship
For derivative instruments that are designated qualify as a fair value hedge, the gain or losstlog
derivative instrument as well as the offsettinghgati loss on the hedged item attributable to thagkd risk ar
recognized in the results of operations. For déitedanstruments that are designated and qualify eash flov
hedge, the effective portion of the gain or losgl@derivative instrument is reported as a compbogothe
comprehensive income (loss) and reclassified imtmiags in the same period or periods during whid
hedged transaction affects earnings. Any ineffecpiertion of the gain or loss on the derivativarumsent i
recorded in the results of operations immediat€élgr derivative instruments not designated as heg
instruments, the gain or loss is recognized inréisailts of operations immediately. See Note 14fdiscussio
of our use of derivative instruments, managementedit risk inherent in derivative instruments dail value
information.

Common Stock Share Repurchased:rom time to time, we repurchase shares of our ComB8tock unde
share repurchase programs authorized by our Bdabirectors. Shares repurchased constitute autbdyiau
unissued shares under the North Carolina laws uwtiedch we are incorporated. Additionally, our Comm
Stock has no par or stated value. Accordingly, aeord the full value of share repurchases agaiostrior
Stock except when to do so would result in a nggdialance in our Common Stock account. In sudiantes
on a period basis, we record the cost of any fudhare repurchases as a reduction in retainethgarbue t
the large number of share repurchases and theageia our Common Stock market value over the ggstrs
years, our Common Stock balance is frequently a¢rthe end of any period. Accordingly, $716 millianc
$87 million in share repurchases were recorded aedaction in retained earnings in 2006 and 2
respectively. We have no legal restrictions onpglgment of dividends. See Note 19 for additiontdrimation.

Pension and Post-Retirement Medical Benefits In the fourth quarter of 2006, we adopted theogedior
and disclosure provisions of SFAS No. 158, “Emptsyéccounting for Defined Benefit Pension and O
Postretirement Plans — an amendment of FASB StatsniNo. 87, 88, 106 and 132(R)” (“SFAS 1583FAS
158
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amends SFAS No. 87, “Employers’ Accounting for Pems’ (“SFAS 87”), SFAS No. 88, “Employers’
Accounting for Settlements and Curtailments of Befi Benefit Plans and for Termination BenefitsSFAS
88"), SFAS No. 106, “Employers’ Accounting for Pairement Benefits Other Than Pensions” (“SFAS”")06
and SFAS No. 132(R), “Employers’ Disclosures alemsions and Other Postretirement Benefits.”

SFAS 158 required the Company to recognize theddrsfatus of its pension and postirement plans in tf
December 30, 2006 Consolidated Balance Sheet, aittorresponding adjustment to accumulated
comprehensive income, net of tax. Gains or lossespaior service costs or credits that arise inreityear
will be recognized as a component of other comprsive income to the extent they have not been rézec
as a component of net periodic benefit cost puitsiseB8FAS 87 or SFAS 106.

The incremental effects of adopting the provisiohSFAS 158 on the ComparsyConsolidated Balance Sh
at December 30, 2006 are presented as followsadbption of SFAS 158 had no impact on the Const&a
Statement of Income.

Before After

Application Application

of SFAS 15¢ Adjustments of SFAS 15¢
Intangible assets, net $ 35C $ (©)] $ 347
Deferred income taxe 26¢ 37 30¢
Total asset 6,31¢ 34 6,35
Accounts payable and other current liabilii 1,38¢ 2 1,38¢
Other liabilities and deferred cred 1,04¢ 99 1,147
Total liabilities 4,81°¢ 101 4,91¢
Accumulated other comprehensive | (89) (67) (15€)
Total stockholdel' equity 1,50¢ (67) 1,43

SFAS 158 also requires measurement of the fundddssof pension and postretirement plans as ofaite o
a Companys fiscal year end effective in the year ended 2@&8tain of our plans currently have measure!
dates that do not coincide with our fiscal year and thus we will be required to change their mesmen
dates in 2008.

Quantification of Misstatements.In September 2006, the Securities and Exchange Ggsiun (the “SEC)
issued Staff Accounting Bulletin No. 108C6nsidering the Effects of Prior Year Misstatementser
Quantifying Misstatements in Current Year Finan8tdtements” (“SAB 108")SAB 108 provides interpreti
guidance on how the effects of the carryover oersal of prior year misstatements should be coreitier
guantifying a current year misstatement for theppae of a materiality assessment. SAB 108 reqiral
registrants quantify a current year misstatemeimguan approach that considers both the impactiof gea
misstatements that remain on the balance sheetthars# that were recorded in the current year ini
statement. Historically, we quantified misstatersesmid assessed materiality based on a currentiryeane
statement approach. We were required to adopt S¥Brithe fourth quarter of 2006.

The transition provisions of SAB 108 permit uncoteel prior year misstatements that were not matieriany
prior periods under our historical income statenagyroach but that would have been material urtteedua
approach of SAB 108 to be corrected in the carrgnpunts of assets and liabilities at the beginoihga00¢
with the offsetting adjustment to retained earnifayghe cumulative effect of misstatements. Weehasijuste
certain balances in the accompanying Consolidaitegh€ial Statements at the beginning of 2006 toeabrthe
misstatements discussed below which we considerdaetimmaterial in prior periods under our histal
approach. The impact of the January 1, 2006 cuiwalaffect adjustment, net of any income tax effecs a
increase to retained earnings as follows:
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Deferred Tax Liabilities Adjustments $ 79

Reversal of Unallocated Reserve 6
Non-GAAP Conventions 15
Net Increase to January 1, 2006 Retained Earnings $ 100

Deferred Taxe®ur opening Consolidated Balance Sheet at 8ffimcluded significant deferred tax assets
liabilities. Over time we have determined that defé tax liability amounts were recorded in excekthost
necessary to reflect our temporary differences.

Unallocated Reservesreserve was established in 1999 equal to ceotatirof year corrections recorded dul
that year such that there was no misstatement undévistorical approach. No adjustments have beeorde:
to this reserve since its establishment and weodldelieve the reserve is required.

Non-GAAP_ Accounting Convention®rior to 2006, we used certain nGAAP conventions to account -
capitalized interest on restaurant constructionjegts, the leases of our Pizza Hut United King
unconsolidated affiliate and certain state tax benérhe net income statement impact on any giwesr fron
the use of these ndBAAP conventions was immaterial both individuallgdain the aggregate under
historical approach. Below is a summary of the aotiog policies we adopted effective the beginrofi@00¢
and the impact of the cumulative effect adjustmerter SAB 108, net of any income tax effect. Thpdot o
these accounting policy changes was not signifitaour results of operations in 2006.

Interest CapitalizatioSFAS No. 34, “Capitalization of Interest Costquires that interest be capitalized as
of an asset’s acquisition cost. We traditionallyédnaot capitalized interesh individual restaurant construct
projects. We increased our 2006 beginning retaeauhings balance by approximately $12 million floe
estimated capitalized interest on existing restasranet of accumulated depreciation.

Lease Accounting by our Pizza Hut United Kingdomcbimsolidated AffiliatePrior to our fourth quart
acquisition of the remaining fifty percent inter@sour Pizza Hut United Kingdom unconsolidatedliafle, we
accounted for our ownership under the equity metfibé unconsolidated affiliate historically accarahfor al
of its leases as operating and we made no adjustnmenecording equity income. We decreased out6
beginning retained earnings balance by approxima$dl million to reflect our fifty percent share die
cumulative equity income impact of properly recagicertain leases as capital.

Recognition of Certain State Tax Benefite have historically recognized certain state temdfits on a ca:
basis as they were recognized on the respectitetstareturns instead of in the year the beneifimated. Wi
increased our 2006 beginning retained earnings gproximately $7 million to recognize these state
benefits as deferred tax assets.

New Accounting Pronouncements Not Yet Adoptedn July 2006, the FASB issued FASB Interpretatian
48, “Accounting for Uncertainty in Income Taxes FIN 48”) an interpretation of FASB Statement No. :
“Accounting for Income Taxes'FIN 48 is effective for fiscal years beginning afi@ecember 15, 2006, t
year beginning December 31, 2006 for the Compaily.48 requires that a position taken or expectetie
taken in a tax return be recognized in the findrat@ements when it is more likely than not (adikelihood o
more than fifty percent) that the position wouldsbstained upon examination by tax authoritiese@ognize
tax position is then measured at the largest amofibenefit that is greater than fifty percent likef being
realized upon ultimate settlement. Upon adoptidie cumulative effect of applying the recognitiond
measurement provisions of FIN 48, if any, shaltéféected as an adjustment to the opening balahostaine«
earnings. We do not currently anticipate that i@stment to the opening balance of retained egsnive wil
record upon adoption of FIN 48 will materially inghaur financial condition.

FIN 48 requires that subsequent to initial adoptioccthange in judgment that results in subsequengrétion
derecognition or change in a measurement of adakipn taken in a prior annual period (includinty aelatec
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interest and penalties) be recognized as a disitegtein the period in which the change occurs.réuity, we
record such changes in judgment, including auditeseents, as a component of our annual effectite. Mhus
our reported quarterly income tax rate may becoreemolatile upon adoption of FIN 48. This changh mot
impact the manner in which we record income taeesp on an annual basis.

FIN 48 also requires expanded disclosures includtegtification of tax positions for which it isasonabl
possible that total amounts of unrecognized taxefisnwill significantly change in the next twelweonths, .
description of tax years that remain subject tor@ration by major tax jurisdiction, a tabular reciiation of
the total amount of unrecognized tax benefits atttbginning and end of each annual reporting petiedtota
amount of unrecognized tax benefits that, if re¢ogsh would affect the effective tax rate and tltamount
of interest and penalties recognized in the statésnaf operations and financial position.

In September 2006, the FASB issued SFAS No. 155ir ‘Walue Measures” (“SFAS 157"8FAS 157 define
fair value, establishes a framework for measuraigvalue and enhances disclosures about fair vakgsure
required under other accounting pronouncementsjdes not change existing guidance as to whetheotoar
instrument is carried at fair value. SFAS 157 ieatfve for fiscal years beginning after Novembé&r 2007
the year beginning December 30, 2007 for the Comp¥re are currently reviewing the provisions of &
157 to determine any impact for the Company.

In February 2007, the FASB issued SFAS No. 158¢" Fair Value Option for Financial Assets and Ririal
Liabilities,” (“SFAS 159").SFAS 159 provides companies with an option to repelected financial assets i
financial liabilities at fair value. Unrealized gaiand losses on items for which the fair valuéoopthas bee
elected are reported in earnings at each subsegepatting date. SFAS 159 is effective for fiscalay
beginning after November 15, 2007, the year begmlecember 30, 2007 for the Company. We are cllyi
reviewing the provisions of SFAS 159 to determing empact for the Company.

Note 3 - Earnings Per Common Share (“EPS”)

2006 2005 2004

Net income $ 824 $ 762 $ 74C
Weighted-average common shares outstanding (for

basic calculation 272 28¢€ 291
Effect of dilutive share-based employee compensatio 9 12 14
Weighted-average common and dilutive potential

common shares outstanding (for diluted

calculation) 282 29¢ 30E
Basic EPS $ 3.02 $ 2.6€ $ 2.5¢
Diluted EPS $ 2.9 $ 2.5¢ $ 2.4z
Unexercised employee stock options and ¢

appreciation rights (in millions) excluded from

diluted EPS compensatiéf 0.1 0.5 0.4

(&) These unexercised employee stock options and sapgkeciation rights were not included in
computation of diluted EPS because their exeraimep were greater than the average market pricai
Common Stock during the yei
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Note 4- Items Affecting Comparability of Net Income

Facility Actions

Refranchising (gain) loss, store closure (inconwsts and store impairment charges by reportablmeegar
as follows:

2006 2005 2004
u.s.
Refranchising net (gain) lo&3®) $ (20) $ (40 $ (14)
Store closure costs (income) (D) 2 (3)
Store impairment charges 38 44 17
Closure and impairment expenses $ 37 $ 46 $ 14
International Division
Refranchising net (gain) lo&3®) $ (4) $ (3) $ 3
Store closure costs (income) 1 QD 1
Store impairment charges 15 10 19
Closure and impairment expenses $ 16 $ 9 $ 20
China Division
Refranchising net (gain) lo&3 $ — $ — $ @)
Store closure costs (income) D Q) 1)
Store impairment charges 7 8 5
Closure and impairment expenses $ 6 $ 7 $ 4
Worldwide
Refranchising net (gain) lo&3 ®) $ (24) $ 43 $ (12
Store closure costs (income) @ — (3)
Store impairment charges 60 62 41
Closure and impairment expenses $ 59 $ 62 $ 38

(&) Refranchising (gain) loss is not allocated to segséor performance reporting purpos

(b) Includes initial franchise fees in the U.S. of $tillion in 2006, $7 million in 2005 and $2 millian 2004
and in the International Division of $6 million #0006, $3 million in 2005 and $8 million in 2004.eSdote
7.

The following table summarizes the 2006 and 20Gkviacrelated to reserves for remaining lease gutiion:
for closed stores.

Beginning  Amounts New Estimate/Decision Ending

Balance Used Decisions Change: Other Balance
2005 Activity $ 43 (13 14 — — $ 44
2006 Activity $ 44 a7 8 1 — $ 36
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Assets held for sale at December 30, 2006 and Deeer@l, 2005 total $13 million and $11 milli
respectively, of U.S. property, plant and equipmemimarily land, on which we previously opere
restaurants and are included in prepaid expengksthpr current assets on our Consolidated BalSheets.

Wrench Litigation

In fiscal year 2003, we recorded a charge of $48amirelated to a lawsuit filed against Taco B&brp. (tht
“Wrench litigation”). Income of $14 million was recorded for 2004 reflegtsettlements associated with
Wrench litigation for amounts less than previoustgrued as well as related insurance recoveriegedéede:
income of $2 million in 2005 from a settlement wih insurance carrier related to the Wrench litigatWe
continue to pursue additional recoveries whiclaniy, will be recorded as realized.

AmeriServe and Other Charges (Credits)

AmeriServe Food Distribution Inc. (“AmeriServeijas the primary distributor of food and paper sigptc
our U.S. stores when it filed for protection un@mapter 11 of the U.S. Bankruptcy Code on Januan2G00
A plan of reorganization for AmeriServe (the “PORVas approved on November 28, 2000, which resulits
among other things, the assumption of our distidouagreement, subject to certain amendments, byakk
Company, Inc. During the AmeriServe bankruptcy gamization process, we took a number of actiol
ensure continued supply to our system. Those e&ctiesulted in significant expense for the Comg
primarily recorded in 2000. Under the POR, we antitled to proceeds from certain residual assetfepenc
claims and other legal recoveries of the estate.

Income of $1 million, $2 million and $16 million waecorded as AmeriServe and other charges (crédi
2006, 2005 and 2004, respectively. These amournisaply resulted from cash recoveries related te
AmeriServe bankruptcy reorganization process.

Note 5 — Supplemental Cash Flow Data

2006 2005 2004

Cash Paid For:

Interest $ 18t $ 13z $ 14¢

Income taxes 304 232 27€
Significant Non-Cash Investing and Financing Adies:

Assumption of capital leases related to the actijsof

restaurants from franchise $ — $ — $ 8

Capital lease obligations incurred to acquire asset 9 7 13

Additionally, we assumed the full liability assaed with capital leases of $95 million and shertr
borrowings of $23 million when we acquired the rémmey fifty percent ownership interest of our Pizdat
United Kingdom unconsolidated affiliate (See Noje Breviously, our fifty percent share of thesdilities
were reflected in our Investment in unconsolidafdiate balance under the equity method of actimgnanc
were not presented as liabilities on our Consadidd&alance Sheet.

Note 6 - Pizza Hut United Kingdom Acquisition

On September 12, 2006, we completed the acquisitidhe remaining fifty percent ownership intere§our
Pizza Hut United Kingdom (“U.K."unconsolidated affiliate for $187 million in cashgluding transactic
costs and prior to $9 million of cash assumed. Thisonsolidated affiliate owned more than 500 restats it
the U.K.
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The acquisition was driven by growth opportunities see in the market and the desire of our forraemnpr ir
the unconsolidated affiliate to refocus its businés other industry sectors. Prior to this acqioisit we
accounted for our ownership interest under theteaquethod of accounting. Our Investment in uncoiasiéc
affiliate balance for the Pizza Hut U.K. unconsatit affiliate was $58 million at the date of tatgjuisition.

Subsequent to the acquisition we consolidatedfdiie@assets and liabilities of Pizza Hut U.K. Tdassets ai
liabilities were valued at fifty percent of theiistorical carrying value and fifty percent of théair value upo
acquisition. We have preliminarily assigned faifues such that assets and liabilities recordedPfora Hu
U.K. at the acquisition date were as follows:

Current assets, including cash of $9 $ 27
Property, plant and equipment 340
Intangible assets 19
Goodwill 117
Total assets acquired 503
Current liabilities, other than capital lease oatigns and short-term borrowings 102
Capital lease obligation, including current portion 95
Short-term borrowings 23
Other long-term liabilities 38
Total liabilities assumed 258
Net assets acquired (cash paid and investmentédidr $ 245

All of the $19 million in intangible assets (prinfgrreacquired franchise rights) are subject to Eiratior
with a weighted average life of approximately 1&nge The $117 million in goodwill is not expectex ke
deductible for income tax purposes and will beadted to the International Division in its entirety

Under the equity method of accounting, we repornted fifty percent share of the net income of
unconsolidated affiliate (after interest expensg iacome taxes) as Other (income) expense in tmsdiolate!
Statements of Income. We also recorded a frandbeséor the royalty received from the stores owbgdhe
unconsolidated affiliate. From the date of the @sitjan through December 4, 2006 (the end of oscdl yea
for Pizza Hut U.K.), we reported Company sales hiedassociated restaurant costs, general and adratie
expense, interest expense and income taxes assbomth the restaurants previously owned by
unconsolidated affiliate in the appropriate linenits of our Consolidated Statements of Income. Wmge!
recorded franchise fee income for the restauramgiqusly owned by the unconsolidated affiliate dad we
report other income under the equity method of anting. As a result of this acquisition, companiesan:
restaurant profit increased $164 million and $1@iom, respectively, franchise fees decreased domianc
G&A expenses increased $8 million compared to ter gnded December 31, 2005. The impacts on opg
profit and net income were not significant.

If the acquisition had been completed as of thénmigg of the years ended December 30, 2006 anéibbe
31, 2005, pro forma Company sales and franchisdiegnke fees would have been as follows:

2006 2005
Company sales $ 8,88¢ $ 8,94¢
Franchise and license fees $ 1,17¢ $ 1,09t

The pro forma impact of the acquisition on net meoand diluted earnings per share would not haes
significant in 2006 and 2005. The pro forma infotiora is not necessarily indicative of the result®peration
had the acquisition actually occurred at the bdagtof each of these periods nor is it necessardjcative o
future results.
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Note 7 — Franchise and License Fees

2006 2005 2004
Initial fees, including renewal fees $ 57 $ 51 $ 43
Initial franchise fees included in refranchisindrga (17) (10) (10)
40 41 33
Continuing fees 1.15¢ 1.08: 08¢
$ 1,19¢ $ 1,12« $ 1,01
Note 8 — Other (Income) Expense
2006 2005 2004
Equity income from investments in unconsolidatddiates $ (5)) $ (52) $ (59
Gain upon sale of investment in unconsolidatediatii ) (2 (11 —
Recovery from supplief) — (20 —
Contract termination chardg@ 8 — —
Foreign exchange net (gain) loss and other (6) 2 (D
Other (income) expense $ (5] $ (80) $ (59

(a) Reflects net gains related to the 2005 saleuoffifty percent interest in the entity that ogechalmost a
KFCs and Pizza Huts in Poland and the Czech Reptblour then partner in the entity, principally
cash. This transaction has generated net gainppsbeimately $13 million for YUM as cumulative c:
proceeds (net of expenses) of approximately $2[fomifrom the sale of our interest in the entitcegde
our recorded investment in this unconsolidatediaffé.

(b) Relates to a financial recovery from a supplieréaient issue in mainland China totaling $24 mil|i&<
million of which was recognized through equity ino® from investments in unconsolidated affiliatear
KFC business in mainland China was negatively irgghdy the interruption of product offerings :
negative publicity associated with a supplier inigat issue experienced in late March 2005. Duog5
we entered into agreements with the supplier foaudial recovery of our losses.

(c) Reflects an $8 million charge associated whih termination of a beverage agreement in the UrState
segment.

Note 9 - Property, Plant and Equipment, net

2006 2005

Land $ 541 $ 567
Buildings and improvemen 3,44¢ 3,09¢
Capital leases, primarily buildings 221 12¢€
Machinery and equipment 2,56¢ 2,39¢
6,771 6,18¢

Accumulated depreciation and amortization (3,146 (2,830
$ 3,631 $ 3,35¢

Depreciation and amortization expense related apgnty, plant and equipment was $466 million, $#5Bion
and $434 million in 2006, 2005 and 2004, respebtive
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Note 10— Goodwill and Intangible Assets

The changes in the carrying amount of goodwillasdollows:

International China

U.S. Division Division Worldwide
Balance as of December 25, 2004 g 39E $ 10C $ 58 $ 552
Acquisitions — 1 — 1
Disposals and other, nét (11) (5) _ (16)
Balance as of December 31, 2005 ¢ 384 $ 9% $ 58 $ 53¢
Acquisitions — 12z — 12z
Disposals and other, nét (17) 18 — 1
Balance as of December 30, 2( $ 367 s 237 s 58 s 662

(a) Disposals and other, net for the Internati@iglsion primarily reflects the impact of foreigmiwency
translation on existing balances. Disposals androtiet for the U.S. Division, primarily reflecteagwill
write-offs associated with refranchising.

Intangible assets, net for the years ended 200&2@08 are as follows:

2006 2005
Gross
Carrying Accumulated Gross Carrying Accumulated
Amount Amortization Amount Amortization
Amortized intangible assets
Franchise contract rights $ 153 $ (66) $ 144 $ (59)
Trademarks/brands 22(C (18) 20¢ 9
Favorable operating leases 15 (10) 18 (14)
Reacquired franchise righ®8 18 — — —
Pension-related intangibf® — — 7 —
Other 5 1) 5 1)
$ 411 $ (95) $ 382 $ (83
Unamortized intangible assets
Trademarks/brands $ 31 $ 31

(&) Increase is primarily due to the acquisition of temaining fifty percent interest in our former BizHut
U.K. unconsolidated affiliate

(b) Subsequent to the adoption of SFAS 158 a penslatetkintangible asset is no longer recorded. Sete N
2 for further discussior

We have recorded intangible assets through pasisitigns representing the value of our KFC, LJ8 a&WwW
trademarks/brands. The value of a trademark/braudetermined based upon the value derived fromatyagty
we avoid, in the case of Company stores, or recé@ivihe case of franchise and licensee storeghiuse ¢
the trademark/brand. We have determined that ot Kkdemark/brand intangible asset has an indeflifd
and therefore is not amortized. We have determthatlour LJS and A&W trademarks/brands are sulif
amortization and are being amortized over theireetgd useful lives which are currently thirty years
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On March 24, 2006, we finalized an agreement withstiR's Restaurant Ltd. (“RRL")a franchisor ar
operator of a chicken chain in Russia known as iRestunder which we acquired the Rostkbrand an
associated intellectual property for $15 millioneWill also provide financial support, includingaless an
guarantees, up to $30 million to support futureedlggment by RRL in Russia, an insignificant amoaf
which has been incurred as of December 30, 2006. ddreement also includes a put/call option thay i
exercised, subject to certain conditions, betwéerfifth and seventh year whereby ownership of tenting
restaurants would be transferred to YRI. The mgjaf the purchase price of $15 million was allechto th
trademarks acquired for the International Diviséod will be amortized over a period of seven years.

Amortization expense for all definifered intangible assets was $15 million in 20063 $dillion in 2005 an
$8 million in 2004. Amortization expense for defedlived intangible assets will approximate $17 mih
annually in 2007 through 2011.

Note 11 — Accounts Payable and Other Current Liabities

2006 2005
Accounts payable $ 554 $ 473
Accrued compensation and bene 30z 274
Dividends payabli 11¢ 32
Other current liabilities 411 477
$ 1,38¢ $ 1,25¢
Note 12 — Short-term Borrowings and Long-term Debt
2006 2005
Short-term Borrowings
Unsecured Term Loans, expire January 2007 $ 182 $ _
Current maturities of long-term debt 16 211
Other 28 —
$ 227 $ 211
Long-term Debt
Unsecured International Revolving Credit Facilgypires November 2010 ¢ 174 $ 18C
Unsecured Revolving Credit Facility, expires Segien2009 — —
Senior, Unsecured Notes, due April 2006 — 20C
Senior, Unsecured Notes, due May 2008 251 251
Senior, Unsecured Notes, due April 2011 64€ 64€
Senior, Unsecured Notes, due July 2012 39¢ 39¢
Senior, Unsecured Notes, due April 2016 30C _
Capital lease obligations (See Note 13) 22¢ 114
Other, due through 2019 (11%) 76 77
2,07¢ 1,86¢
Less current maturities of long-term debt (16) (211)
Long-term debt excluding SFAS 133 adjustment 2,05¢ 1,65t
Derivative instrument adjustment under SFAS 132 (Sete 14) (13) (6)
Long-term debt including SFAS 133 adjustment $ 2,04f $  1,64¢
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Our primary bank credit agreement comprises a $ilidn senior unsecured Revolving Credit Facil{tre
“Credit Facility”), which matures in September 2009. The Credit Fadgitunconditionally guaranteed by
principal domestic subsidiaries and contains fimnmovenants relating to maintenance of leverauk faxec
charge coverage ratios. The Credit Facility alsotaios affirmative and negative covenants includagon
other things, limitations on certain additional éhdedness, guarantees of indebtedness, level lofdbadends
aggregate not).S. investment and certain other transactions pexified in the agreement. We were
compliance with all debt covenants at Decembe2806.

Under the terms of the Credit Facility, we may barrup to the maximum borrowing limit less outstany
letters of credit. At December 30, 2006, our unu€eddit Facility totaled $778 million, net of owsting
letters of credit of $222 million. There were natoovings under the Credit Facility at December 3006. Thi
interest rate for borrowings under the Credit Rgcilanges from 0.35% to 1.625% over the Londorrdoan|
Offered Rate (“LIBOR”)or 0.00% to 0.20% over an Alternate Base Rate, lwisithe greater of the Prime R
or the Federal Funds Effective Rate plus 0.50%. &text spread over LIBOR or the Alternate Base R&
applicable, depends on our performance under s$pécfinancial criteria. Interest on any outstan
borrowings under the Credit Facility is payabldeatst quarterly. In 2006, 2005 and 2004, we expkfaglity
fees of approximately $3 million, $2 million and &4llion, respectively.

In November 2005, we executed a five-year revolingdit facility totaling $350 million (thelfternationz
Credit Facility” or “ICF") on behalf of three of our wholly owned internatibsabsidiaries. The ICF
unconditionally guaranteed by YUM and by YUsprincipal domestic subsidiaries and contains cang
substantially identical to those of the Credit kgciWe were in compliance with all debt covenaatghe en
of 2006.

There were borrowings of $174 million and availabtedit of $176 million outstanding under the |CRtze
end of 2006. The interest rate for borrowings unilerlCF ranges from 0.20% to 1.20% over LIBOR @00t
to 0.20% over a Canadian Alternate Base Rate, wkithe greater of the Citibank, N.A., Canadianrigtas
publicly announced reference rate or the “Canadflattar Offered Rate’plus 0.50%. The exact spread ¢
LIBOR or the Canadian Alternate Base Rate, as epplé, depends upon YUBIperformance under specif
financial criteria. Interest on any outstandingrbaings under the ICF is payable at least quarterly

In 2006, we executed two short-term borrowing ageaments (the “Term Loans®n behalf of the Internatior
Division. There were borrowings of $183 million standing at the end of 2006 under the Term Loaoth, &
which expired and were repaid in the first quaote2007.

The majority of our remaining longgrm debt primarily comprises Senior Unsecured Blot@mount
outstanding under Senior Unsecured Notes were Billién at December 30, 2006. The Senior Unsec
Notes represent senior, unsecured obligations amid equally in right of payment with all of our stthg ani
future unsecured unsubordinated indebtedness. Hmsants include $300 million aggregate principaban
of 6.25% Senior Unsecured Notes that were issuetlpiil 2006 and are due on April 15, 2016 (tH200€
Note¢”). We used $200 million of the proceeds from the 2R0€es to repay our 8.5% Senior Unsecured M
that matured in April 2006 and the remainder faneggal corporate purposes.

In anticipation of issuing the 2006 Notes, we ezdeinto treasury locks during the quarter endedckl&5s
2006 with aggregate notional amounts of $250 nmllio hedge the risk of changes in future interegthent
attributable to changes in United States Treasaigsrprior to issuance of the 2006 Notes. As thesesun
locks were designated and effective in offsettimg variability in cash flows associated with thiufe interes
payments, the resulting gain from settlement ok¢h&easury locks of approximately $8 million isirly
amortized over the ten year life of the 2006 Natesa reduction in interest expense. See Note 1l#uftrel
discussion.
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The following table summarizes all Senior Unsecuredes issued that remain outstanding at December 3
2006:

Interest Ratt

Issuance Date Principal Amount
@) Maturity Date (in millions) Stated Effective ®
May 1998 May 2008 250 7.65% 7.81%
April 2001 April 2011 650 8.88% 9.20%
June 200: July 2012 400 7.70% 8.04%
April 2006 April 2016 300 6.25% 6.41%

(&) Interest payments commenced six months after isgudate and are payable s-annually thereafte

(b) Includes the effects of the amortization of any gt@mium or discount; (2) debt issuance costs; (&)
gain or loss upon settlement of related treasuckdoExcludes the effect of any interest rate swa
described in Note 1:

The annual maturities of short-term borrowings bomd)-term debt as of December 30, 2006, excludaptal
lease obligations of $228 million and derivativetmmment adjustments of $13 million, are as follows

Year ended
2007 $ 213
2008 252
2009 3
2010 17¢
2011 654
Thereafter 761
Total $ 2,061

Interest expense on short-term borrowings and teng-debt was $172 million, $147 million and $14#lion
in 2006, 2005 and 2004, respectively.

Note 13 — Leases

At December 30, 2006 we operated more than 7,7&@ueants, leasing the underlying land and/or mgldn
more than 5,800 of those restaurants with our cdmaerits expiring at various dates through 2087. We a
lease office space for headquarters and suppactiéuns, as well as certain office and restaurantpmgent. We
do not consider any of these individual leases r&t® our operations. Most leases require usdy related
executory costs, which include property taxes, tea@nce and insurance.

Future minimum commitments and amounts to be redeas lessor or sublessor under non-cancelablesleas
are set forth below:
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Commitments Less Receivable

Direct
Capital Operating Financing Operating
2007 $ 20 $ 43¢ $ 3 $ 39
2008 20 39¢ 3 34
2009 20 35¢ 4 30
2010 19 327 4 29
2011 19 291 4 25
Thereafter 20¢ 1,79¢ 29 13¢
$ 302 $ 3,60¢€ $ 47 $ 29t

At December 30, 2006 and December 31, 2005, theepteralue of minimum payments under capital leases
was $228 million and $114 million, respectively. Becember 30, 2006 and December 31, 2005, unearned
income associated with direct financing lease retdes was $24 million and $38 million, respectyvel

The details of rental expense and income are st li@low:

2006 2005 2004
Rental expens
Minimum $ 412 $ 38C $ 376
Contingent 62 51 49
$ 474 $ 431 $ 425
Minimum rental income $ 2 $ 24 $ 27

Note 14 - Financial Instruments

Interest Rate Derivative Instrumentd/e enter into interest rate swaps with the object reducing our
exposure to interest rate risk and lowering inteeapense for a portion of our debt. Under the i@mts, we
agree with other parties to exchange, at specifiggtvals, the difference between variable rate faxetl rate
amounts calculated on a notional principal amoétboth December 30, 2006 and December 31, 2005,
interest rate derivative instruments outstanding ational amounts of $850 million. These swapsehaset
dates and floating rate indices which match thdsmuo underlying fixed-rate debt and have beengiestied as
fair value hedges of a portion of that debt. Asdhaps qualify for the short-cut method under SHR&S, no
ineffectiveness has been recorded. The fair vafuthese swaps as of December 30, 2006 was a tiabii
approximately $15 million, which has been includedther liabilities and deferred credits. The faét value
of these swaps as of December 31, 2005 was aatgtitli of approximately $5 million, of which $4 thon
and $9 million were included in Other assets anteOliabilities and deferred credits, respectivalge portion
of this fair value which has not yet been recogihiae an addition to interest expense at Decemhe&t0®® and
December 31, 2005 has been included as a reduttiolong-term debt ($13 million and $6 million,
respectively).

Foreign Exchange Derivative Instrumenfge enter into foreign currency forward contractthwhe objective

of reducing our exposure to cash flow volatilityisarg from foreign currency fluctuations associateith
certain foreign currency denominated intercomparortsterm receivables and payables. The notionaluat)
maturity date, and currency of these contracts Imtitose of the underlying receivables or payalites.those
foreign currency exchange forward contracts that heee designated as cash flow hedges, we measure
ineffectiveness by comparing the cumulative changke forward contract with the cumulative chaigé¢he
hedged item. No material ineffectiveness was reizeghin 2006, 2005 or 2004 for those foreign curyen
forward contracts designated as cash flow hedges.
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Deferred Amounts in Accumulated Other Comprehenbigeme (Loss)As of December 30, 2006, we ha
net deferred gain associated with cash flow heddegpproximately $4 million, net of tax. The gaimhich
primarily arose from the settlement of treasunkfoentered into prior to the issuance of certaiowms of ou
fixed-rate debt, is being reclassified into earningsubhn2016 as a decrease to interest expense odethi
See Note 12 for discussion of the current yealesetint of the treasury locks associated with tH&62Q9otes.

Credit Risks.Credit risk from interest rate swaps and foreigrrency forward contracts is dependent bot
movement in interest and currency rates and thsilpiy of nonpayment by counterparties. We mitic
credit risk by entering into these agreements Wwitfh-quality counterparties, and settle swap and forwate
payments on a net basis.

Accounts receivable consists primarily of amounts fom franchisees and licensees for initial amatiouing
fees. In addition, we have notes and lease redeiwditom certain of our franchisees. The financ@idition o
these franchisees and licensees is largely depengen the underlying business trends of our Corscaphis
concentration of credit risk is mitigated, in pdoy the large number of franchisees and licensée=act
Concept and the short-term nature of the franchigklicense fee receivables.

Fair Value.At December 30, 2006 and December 31, 2005, thevddiies of cash and cash equivalents, short-
term investments, accounts receivable and accqayable approximated their carrying values becatisbe
shortterm nature of these instruments. The fair valuaatés receivable approximates the carrying vaftes
consideration of recorded allowances.

The carrying amounts and fair values of our otlrearfcial instruments subject to fair value disctesuare ¢
follows:

2006 2005
Carrying Fair Carrying Fair
Amount Value Amount Value

Debt

Short-term borrowings and long-term debt,
excluding capital leases and the derivative
instrument adjustments $ 2057 $ 2,23( $ 1,75.  $1,93]

Debt-related derivative instruments:

Open contracts in a net asset (liability) position (15 (15 ©)] 5)
Foreign currency-related derivative instruments:

Open contracts in a net asset (liability) position (7 (7) — —
Lease guarantees 19 28 16 27
Guarantees supporting financial arrangements of

certain franchisees and other third parties 7 7 7
Letters of credit — 1 —

We estimated the fair value of debt, debt-relatedvdtive instruments, foreign currenogtated derivativ
instruments, guarantees and letters of credit usiaket quotes and calculations based on marked.rat

Note 15 — Pension and Postretirement Medical Bendi

The following disclosures reflect our fourth quarseloption of the recognition and disclosure priovis o
SFAS 158 as discussed in Note 2.

Pension BenefitdNe sponsor noncontributory defined benefit pengilams covering certain futime salarie
and hourly U.S. employees. The most significanthafse plans, the YUM Retirement Plan (the “Plaig),
funded
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while benefits from the other U.S. plan are paidteyy Company as incurred. During 2001, the planvgigioc
our U.S. salaried employees were amended suchathasalaried employee hired or rehired by YUM :
September 30, 2001 is not eligible to participate¢hose plans. Benefits are based on years ofcgearn
earnings or stated amounts for each year of serVite also sponsor various defined benefit pensians
covering certain of our nob-S. employees, the most significant of which ar¢hie U.K. (including a plan f
Pizza Hut U.K. employees that was sponsored byungonsolidated affiliate prior to our acquisitiohthe
remaining fifty percent interest in the unconsdiéhaffiliate in 2006). Our plans in the U.K. hgueviously
been amended such that new participants are miblelito participate in these plans.

Obligation and Funded Status at Measurement Date:

The following chart summarizes the balance shegtoh as well as benefit obligations, assets, andeft
status associated with our U.S. pension plans @ndfisant International pension plans based oruaia
valuations prepared as of a measurement date o&8bpr 30, 2006 and 2005, with the exception offtiza:
Hut U.K. pension plan where such information isserged as of a measurement date of November 36, 200
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U.S. Pension Plar

International Pension Pls

2006 2005 2006 2005
Change in benefit obligation
Benefit obligation at beginning of year $ 81t $ 70C $ 57 $ 44
Service cost 34 33 5 3
Interest cost 46 43 4 2
Participant contributions — — 1 1
Plan amendments (3) — — —
Acquisitions® — — 71 —
Curtailment gain (1) 2) — _
Exchange rate changes — — 14 (4)
Settlement loss — 1 — —
Benefits and expenses paid (29 (33 (@) (@
Actuarial (gain) loss 2 73 1 12
Benefit obligation at end of year $ 864 $ 81F $ 152 $ 57
Change in plan assets

Fair value of plan assets at beginning of year $ 61C $ 51¢ $ 39 $ 32
Actual return on plan assets 60 63 6 7
Employer contributions 35 64 19 3
Participant contributions — — 1 1
Acquisitions® — — 40 —
Benefits paid (29 (33 Q) (1)
Exchange rate changes — — 13 3
Administrative expenses 3) 2) — —
Fair value of plan assets at end of year $ 677 $  61C $ 117 $ 39
Funded status at end of year $ (19)) $ (209 $ (39 $ (19
Employer contribution€) — 10 — —
Unrecognized actuarial loss — 25€ — 16
Unrecognized prior service cost — 6 — —
Net amount recognized at year-end $ (197 $ 67 $ (35 $ (2

(a) Relates to the acquisition of the remaining fiftgrgent interest in our Pizza Hut U.K. unconsolid

affiliate in 2006.

(b) Reflects contributions made between the measuredaatand ye-ending date for 200!

Amounts recognized in the Consolidated Balance
Sheet at December 30, 20!

Accrued benefit liability — current $ 2) $ — $ — $ —
Accrued benefit liability — non-current (189 — (35) —
$ (19) $ — $ (39 $ —
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Amounts recognized in the Consolidated Balance
Sheet at December 31, 20

Accrued benefit liability $ — $ (11¢) S — $ (6)
Intangible asset — 7 — —
Accumulated other comprehensive loss — 17€ — 4

$ — $ 67 $ — $ (2)

Unrecognized actuarial losses of $216 million a8l fhillion for the U.S. and International pensidans,
respectively, are recognized in Accumulated otlvenrehensive loss at December 30, 2006.

The estimated net loss for the U.S. and Internatipension plans that will be amortized from acclatag
other comprehensive loss into net periodic pensast in 2007 is $24 million and $2 million, respeely.

Information for pension plans with an accumulated fenefit obligation in excess of plan assets:
International Pension

U.S. Pension Plar Plans
2006 2005 2006 2005
Projected benefit obligation $ 864 3% 81t $ 15z $ 57
Accumulated benefit obligatic 78€ 73€ 13C 45
Fair value of plan asse 673 61C 117 39

Based on current funding rules, we are not requiwadake contributions to the Plan in 2007, butmay mak
discretionary contributions during the year basadar estimate of the Planexpected September 30, 2
funded status. The funding rules for our pensi@mgloutside the U.S. vary from country to countrgl depen
on many factors including discount rates, perforoeaof plan assets, local laws and tax regulatiusing
2006, we made a discretionary contribution of apipnately $18 million to our KFC U.K. pension plan
anticipation of certain future funding requiremer®nce our plan assets approximate our projeceetefi
obligation at yeaend for this plan, we do not anticipate any sigaifit near term funding. The projec
benefit obligation of our Pizza Hut U.K. pensioraplexceeds plan assets by approximately $35 millide
anticipate taking steps to reduce this deficithe nhear term, which could include a decision tdigiér or
completely fund the deficit in 2007.

We do not anticipate any plan assets being retuiméite Company during 2007 for any plans.
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Components of net periodic benefit cost

U.S. Pension Plar International Pension Plaff8

Net periodic benefit
cost 2006 2005 2004 2006 2005 2004
Service cost $ 34 $ 33 $ 32 $ 5 $ 3 $ 3
Interest cost 46 43 39 4 2 2
Amortization of prior
service cosf®) 3 3 3 — — —
Expected return on
plan asset 47 (45) (40 4) 2 @)
Amortization of net
loss 30 22 19 1 — —
Net periodic benefi
cost $ 66 $ 56 $ 53 $ 6 $ 3 $ 3
Additional loss

recognized due to:

Curtailment® $ — 1 — — — —

Settlemenf® $ — 3 — — — —

(a) Prior service costs are amortized on a strdigkt-basis over the average remaining service geoi
employees expected to receive bene

(b) Curtailment losses have been recognized as refi@inghlosses as they have resulted primarily
refranchising activities

(c) Settlement loss results from benefit payments feomonfunded plan exceeding the sum of the service
and interest cost for that plan during the y

(d) Excludes pension expense for the Pizza Hut U.Ksipanplan of $4 million, $4 million and $3 millian
2006, 2005 and 2004, respectively, related to derpior to our acquisition of the remaining fiftgrcen
interest in the unconsolidated affilia

Weighted-average assumptions used to determine bdi@bligations at the measurement dates:

U.S. Pension Plar International Pension Pla

2006 2005 2006 2005

Discount rate 5.95% 5.75% 5.00% 5.00%
Rate of compensation incree 3.75% 3.75% 3.77% 4.00%

Weighted-average assumptions used to determine thet periodic benefit cost for fiscal years:

U.S. Pension Plar International Pension Plans
2006 2005 2004 2006 2005 2004
Discount rate 5.75% 6.15% 6.25% 5.00% 5.50% 5.30%
Long-term rate of
return on plan assets g ooy, 8.50% 8.50% 6.70% 7.00% 7.00%
Rate of compensation
increase 3.75% 3.75% 3.75% 3.85% 4.00% 4.00%

Our estimated long-term rate of return on plantasspresents the weighted-average of expectecefoeturns
on the asset categories included in our targetsinvent allocation based primarily on the historiedlirns for
each asset category, adjusted for an assessmamteft market conditions.

84



Plan Assets

Our pension plan weighted-average asset allocatibtise measurement dates, by asset category taf@rtbe
below:

International

U.S. Pension Plar Pension Plan
Asset Categor 2006 2005 2006 2005
Equity securitie: 70% 71% 80% 7%
Debt securitie! 30 29 20 23
Total 100% 100% 100% 100%

Our primary objectives regarding the Plan’s assstich make up 85% of pension plan assets at tl6 20
measurement dates, are to optimize return on assbjsct to acceptable risk and to maintain ligyidineet
minimum funding requirements and minimize plan exg®s. To achieve these objectives, we have adapted
passive investment strategy in which the assebpaence is driven primarily by the investment aditian. Our
target investment allocation is 70% equity seoesitatnd 30% debt securities, consisting primarilyoaf cost
index mutual funds that track several sub-categasfeequity and debt security performance. The stment
strategy is primarily driven by our Plan’s partigigs’ ages and reflects a long-term investmentzbari
favoring a higher equity component in the investhatocation.

A mutual fund held as an investment by the Pladudges YUM stock in the amount of $0.3 million at
September 30, 2006 and 2005 (less than 1% ofpt#talassets in each instance).

Benefit Payments

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

U.S.
Year endec Pension Plan  International Pension Pla
2007 $ 22 $ 2
2008 25 2
2009 29 2
2010 32 2
2011 39 2
2012- 2016 27¢ 10

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

Postretirement Medical Benefits

Our postretirement plan provides health care bengdtincipally to U.S. salaried retirees and thiksipendents,
and includes retiree cost sharing provisions. Ourd901, the plan was amended such that any salaried
employee hired or rehired by YUM after September 3001 is not eligible to participate in this plan.
Employees hired prior to September 30, 2001 agihédi for benefits if they meet age and servicainegnents

and qualify for retirement benefits. We fund ouspetirement plan as benefits are paid.

At the end of 2006 and 2005, the accumulated piiretm@ent benefit obligation is $68 million and $6#llion,
respectively. The unrecognized actuarial loss reizegl in Accumulated other comprehensive loss imdon
at
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the end of 2006. The net periodic benefit costnded in 2006, 2005, and 2004 was $6 million, $8iamilanc
$8 million, respectively, the majority of which igsterest cost on the accumulated postretiremenefi
obligation. The weightedverage assumptions used to determine benefitatigits and net periodic ben:
cost for the postretirement medical plan are igdahtio those as shown for the U.S. pension plans.a®sume
heath care cost trend rates for the following yasanf 2006 and 2005 are 9.0% and 10.0%, respegtivett
with an expected ultimate trend rate of 5.5% redéhe012.

There is a cap on our medical liability for certaétirees. The cap for Medicare eligible retireesweached
2000 and the cap for ndviedicare eligible retirees is expected to be redéhe2010; once the cap is react
our annual cost per retiree will not increase. A-percentag@oint increase or decrease in assumed healtl
cost trend rates would have less than a $1 milliopact on total service and interest cost and enpibs
retirement benefit obligation. The benefits expddtebe paid in each of the next five years are@pmately
$5 million and in aggregate for the five years daéter are $28 million.

Note 16 —Stock Options and Stock Appreciation Riglst

At year-end 2006, we had four stock award plansfiact: the YUM! Brands, Inc. Longerm Incentive Ple
(1999 LTIP"), the 1997 Long-Term Incentive Plari®97 LTIP"),the YUM! Brands, Inc. Restaurant Gen
Manager Stock Option Plan (“RGM Plan”) and the YURitands, Inc. SharePower Plan (“SharePojver”
Under all our plans, the exercise price of stoctioms and stock appreciation rights (“SARgtanted must t
equal to or greater than the average market pfiteeaCompany's stock on the date grant.

We may grant awards of up to 29.8 million shared 45.0 million shares of stock under the 1999 LTdE
amended, and 1997 LTIP, respectively. Potentialrdsvéo employees and namployee directors under !
1999 LTIP include stock options, incentive stockiaps, SARSs, restricted stock, stock units, retgdcstocl
units, performance shares and performance unitenRal awards to employees and remployee directo
under the 1997 LTIP include restricted stock andopmance restricted stock units. Prior to Janugrg002
we also could grant stock options, incentive stopkons and SARs under the 1997 LTIP. Through Déxa
30, 2006, we have issued only stock options antbpeance restricted stock units under the 1997 Ldtie
have issued only stock options and SARs under 889 1 TIP. While awards under the 1999 LTIP can |
varying vesting provisions and exercise periodsyijously granted awards under the 1997 LTIP an®199P
vest in periods ranging from immediate to 2010 exypire ten to fifteen years after grant.

We may grant awards to purchase up to 15.0 mibioares of stock under the RGM Plan. Potential asvi
employees under the RGM Plan include stock optamts SARs. RGM Plan awards granted have a fout
vesting period and expire ten years after granttale RGM Plan awards are granted upon attainmé
performance conditions in the previous year. Expdos such awards is recognized over a perioditititide:
the performance condition period.

We may grant awards to purchase up to 14.0 mikilbares of stock under SharePower. Potential awa
employees under SharePower include stock optioddRssS restricted stock and restricted stock u
SharePower awards granted subsequent to thed#fpdate consist only of stock options and SARsIate
which vest over a period ranging from one to foeans and expire no longer than ten years aftert.
Previously granted SharePower awards have expisatfdough 2016.
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We estimated the fair value of each award madend2D06, 2005 and 2004 as of the date of grangtbit
Black-Scholes option-pricing model with the followji weighted-average assumptions:

2006 2005 2004
Risk-free interest rate 4.5% 3.8% 3.2%
Expected term (year: 6.C 6.0 6.0
Expected volatility 31.0% 36.6% 40.0%
Expected dividend yiel 1.0% 0.9% 0.1%

In connection with our adoption of SFAS 123R in 200&ve determined that it was appropriate to grouy
awards into two homogeneous groups when estimatipgcted term. These groups consist of grants
primarily to restaurantevel employees under the RGM Plan, which typicali§f vest after four years, a
grants made to executives under our other stockdaplans, which typically have a graded vestingesithe
and vest 25% per year over four years. We use glesiveighted average expected term for our award:
have a graded vesting schedule as permitted by SI28R. Based on analysis of our historical exereist
postvesting termination behavior we have determined shayears is an appropriate term for both awao
our restaurant-level employees and awards to cerugives.

Prior to the adoption of SFAS 123R in 2005 we h#reglitionally based expected volatility on Comp
specific historical stock data over the expectathtef the option. Subsequent to adoption, we reatak
expected volatility, including consideration of bdtistorical volatility of our stock as well as itigal volatility
associated with our traded options.

A summary of award activity as of December 30, 200& changes during the year then ended is pex
below.

] Weighted-
Weighted- Average
A"era_ge Remaining Aggregate
Exercise Contractual Intrinsic Value
Shares Price Term (in millions)
Outstanding at the beginning of the
year 31,71¢ $ 25.7¢
Granted 4,18: 49,25
Exercised (6,830 20.82
Forfeited or expired (1,770 36.84
Outstanding at the end of the year 27,30 $ 29.8€ 5.70 $ 790
Exercisable at the end of the year 16 45:. $ 22.14 4.20 $ 603

The weighted-average graméte fair value of awards granted during 2006, 280% 2004 was $17.05, $17
and $15.11, respectively. The total intrinsic vabdestock options exercised during the years erdecembe
30, 2006, December 31, 2005 and December 25, 2084,$215 million, $271 million and $282 millic
respectively.

As of December 30, 2006, there was $114 millionroecognized compensation cost, which will be reduzy
any forfeitures that occur, related to unvestedrda/i¢éhat is expected to be recognized over a weitterag
period of 2.7 years. The total fair value at grdate of awards vested during 2006, 2005 and 200 $53
million, $57 million and $103 million, respectively

Cash received from stock options exercises for 20065 and 2004, was $142 million, $148 million &2D(
million, respectively. Tax benefits realized fromxtdeductions associated with stock options exsdcis!
2006, 2005 and 2004 totaled $68 million, $94 milland $102 million, respectively.
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The Company has a policy of repurchasing sharab@open market to satisfy award exercises andogsxie
repurchase approximately 7.7 million shares durd@®7 based on estimates of stock option and !
exercises for that period.

Note 17 — Other Compensation and Benefit Programs

Executive Income Deferral Program (tHelD Plari’)

The EID Plan allows participants to defer receifpa portion of their annual salary and all or atjwor of theil
incentive compensation. As defined by the EID Plea credit the amounts deferred with earnings basetthe
investment options selected by the participants2004, these investment options were limited tch casc
phantom shares of our Common Stock. In 2005, wedddo new phantom investment options to the
Plan, a Stock Index Fund and the Bond Index Furdtlitonally, the EID Plan allows participants tofek
incentive compensation to purchase phantom shémsrcCommon Stock at a 25% discount from the aye
market price at the date of deferral (the “Disco8tuck Account”).Deferrals to the Discount Stock Acco
are similar to a restricted stock unit award inttparticipants will forfeit both the discount andcentive
compensation amounts deferred to the Discount Séamdount if they voluntarily separate from employnt
during a vesting period that is generally two yeaf&e expense the intrinsic value of the discourd,
beginning in 2006, the incentive compensation dher requisite service period which includes theting
period. Investments in cash, the Stock Index fumdl the Bond Index fund will be distributed in castha dat
as elected by the employee and therefore are fidabsis a liability on our Consolidated Balance &beW:
recognize compensation expense for the appreciatiatepreciation of these investments. As investma
the phantom shares of our Common Stock can onlgdbged in shares of our Common Stock, we dc
recognize compensation expense for the appreciatitime depreciation, if any, of these investmebtsferral:
into the phantom shares of our Common Stock amitedeto the Common Stock Account.

As of December 30, 2006 total deferrals to phansbiares of our Common Stock within the EID Planléal
approximately 3.3 million shares. We recognized gensation expense of $8 million, $4 million anc
million in 2006, 2005 and 2004, respectively, foe €1D Plan.

Contributory 401(k) Plan

We sponsor a contributory plan to provide retiretrigenefits under the provisions of Section 401(K}he
Internal Revenue Code (the “401(k) Plafg) eligible U.S. salaried and hourly employeestiBipants are ab
to elect to contribute up to 25% of eligible comgation on a préax basis. Participants may allocate t
contributions to one or any combination of 10 irtm@nt options within the 401(k) Plan. We match 106f
the participant’s contribution to the 401(k) Plagmto 3% of eligible compensation and 50% of thdipigant’s
contribution on the next 2% of eligible compensati®Ve recognized as compensation expense oul
matching contribution of $12 million in 2006, $12llion in 2005 and $11 million in 2004.

Note 18 — Shareholders’ Rights Plan

In July 1998, our Board of Directors declared aidénd distribution of one right for each share ah@nor
Stock outstanding as of August 3, 1998 (the “Recdate”). As a result of the two for one stock s
distributed on June 17, 2002, each holder of Com®tmtk is entitled to one right for every two slsam
Common Stock (one half right per share). Each righially entitles the registered holder to purshaa un
consisting of one one thousandth of a share (at")Jof Series A Junior Participating Preferred Stockheut
par value, at a purchase price of $130 per Unhjest to adjustment. The rights, which do not hawéng
rights, will become exercisable for our Common &ttem business days following a public announcentiean
a person or group has acquired, or has commencedeods to commence a tender offer for, 15% oranoi
20% more if such person or group owned 10% or roarthe adoption date of this plan, of our Commatks
In the event the rights become exercisable for Com&tock, each right will entitle its holder (othtban th
Acquiring Person as defined in the
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Agreement) to purchase, at the righthen current exercise price, YUM Common Stock thedeafter if we al
acquired in a merger or other business combina&aanh right will entitle its holder to purchaseta rights
then current exercise price, Common Stock of tlipiging company having a value of twice the exerg@sice
of the right.

This description of the right is qualified in itateety by reference to the original Rights Agreemmelated Jul
21, 1998, and the Agreement of Substitution and #aneent of Common Share Rights Agreement, ¢
August 28, 2003, between YUM and American Stockn$far and Trust Company, the Right Agent (|
including the exhibits thereto). On February 9, 2@Qr Board of Directors approved a second Amendra
the original Rights Agreement which accelerateddkRpiration of the rights from July 21, 2008 to Idarl
2007.

Note 19 — Shareholders’ Equity

The Company initiated quarterly dividend paymerdsour stockholders in 2004. In 2004, the Comj
declared three cash dividends of $0.10 per shaf@oaimon Stock. In 2005, the Company declared osE
dividend of $0.10 per share of Common Stock aneettwash dividends of $0.115 per share of Commock:
In 2006, the Company declared one cash dividei®Ddf15 per share of common stock, three cash didigle
$0.15 per share of common stock and one cash dididé $0.30 per share of common stock. The Com
had dividends payable of $119 million and $32 miillias of December 30, 2006 and December 31,

respectively.

Under the authority of our Board of Directors, vepurchased shares of our Common Stock during 200
and 2004. All amounts exclude applicable transadees.

Shares Repurchased

(thousands) Dollar Value of Shares Repurchase

Authorization Date 2006 2005 2004 2006 2005 2004
September 200 528 — — $ 31 $ — $ —
March 200€ 10,073 — — 50C — —
November 200! 9,564 644 — 46¢ 31 —
May 2005 - 10,140 — - 50C -
January 200! - 9,963 — - 50C -
May 2004 — 534 5,953 — 25 27¢
November 200: — — 8,072 — — 294
Total 20,165 21,281 14,025 $ 1,000 @$ 1,05¢ $ 56¢

(&) Amount includes effects of $17 million in shareusghases (0.3 million shares) with trade dates poio
the year end but cash settlement dates subsequgedrt end

As of December 30, 2006, we have $469 million adé for future repurchases (includes the impashafe
repurchased but not yet cash settled above) unaeseptember 200¢hare repurchase authorization. Base
market conditions and other factors, additionalirepases may be made from time to time in the oparke
or through privately negotiated transactions atdiseretion of the Company.

Accumulated Other Comprehensive Income (Les§omprehensive income is net income plus certaigr
items that are recorded directly to shareholdegsiity. Amounts included in other accumulated cahpnsiv:
loss for the Compang’derivative instruments, minimum pension liabiltyd unrecognized actuarial losses
recorded net of the related income tax effectseR&f Note 15 for additional information about gaensiol
accounting and Note 14 for additional informatidioat our derivative instruments. The following &lgjive:
further detail regarding the composition of othecwamulated comprehensive income (loss) at Decerd®,
2006 and December 31, 2005.
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2006 2005

Foreign currency translation adjustment $ — $ (59
Minimum pension liability adjustment, net of t — (110
Unrecognized actuarial losses, net of (160 —
Unrealized losses on derivative instruments, neaof 4 (1)
Total accumulated other comprehensive loss $ (156 $ (170

Note 20- Income Taxes

The details of our income tax provision (benefif) aet forth below.

2006 2005 2004
Current: Federal $ 181 $ 241 $ 78
Foreign 131 113 79
State 2 11 (13
314 36E 144
Deferred: Feder: (33 (66) 41
Foreign 13) (20 67
State 16 (15) 34
(30) (107 142
$ 284 $ 264 $ 28¢

Included in the federal tax provision above for 2@Mhd 2004 is approximately $20 million current tand $t
million deferred tax, respectively, provided on $5@illion of earnings in our foreign investmentsierhwe
repatriated to the U.S. in 2005. We made the deétation to repatriate such earnings as the redufthe
American Jobs Creation Act of 2004 which became damOctober 22, 2004 (the “Act”l.he Act allowed
dividend received deduction of 85% of repatriatedlified foreign earnings in fiscal year 2005. Thedera
and state tax provision for 2006 includes $4 millaurrent tax benefit as a result of the recort@iliaof tax or
repatriated earnings as recorded in our Consolidatatements of Income to the amounts on our taxms

Total changes in valuation allowances were increade$109 million and $86 million in 2006 and 2(C
respectively, and a decrease of $36 million in 200%e deferred tax provision includes $4 milliordabdi
million of expense in 2006 and 2004, respectivalyd $39 million of benefit in 2005 for changes aluatior
allowances due to changes in determinations reggutiie likelihood of use of certain deferred tageds. Th
deferred tax provisions also include $72 millior6$million and $12 million in 2006, 2005 and 2(C
respectively, for increases in valuation allowanoesorded against deferred tax assets generatéulchine
year. Additionally, currency translation and otlaeljustments contributed to the fluctuations. Sedit@dal
discussion of federal valuation allowances adjustsin the effective tax rate discussion below.

The 2006 state deferred tax provision includes fii#ion ($8 million, net of federal tax) expenser fthe
impact of state law changes. The 2005 state defeee provision includes $8 million ($5 million, thef
federal tax) expense for the impact of changedate sstatutory tax rates. The deferred foreignpaovisior
includes $2 million expense and $1 million ben&fi2006 and 2004, respectively, for the impacthdrges i
statutory tax rates in various countries.
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U.S. and foreign income before income taxes aréost below:

2006 2005 2004

u.s. $ 62€ $ 69C $ 69C
Foreign 482 33€ 33€
$ 1,10¢ $  1,02¢ $ 1,02¢

The above U.S. income includes all income taxatiénU.S. even if the income is earned outside ti&e U

The reconciliation of income taxes calculated atthS. federal tax statutory rate to our effectaverate is st
forth below:

2006 2005 2004
U.S. federal statutory rate 35.(% 35.(% 35.(%
State income tax, net of federal tax benefit 2.C 1.6 1.3
Foreign and U.S. tax effects attributable to fomeig
operations (7.9 (8.9 (7.9
Adjustments to reserves and prior years (3.5 (1.1 (6.7)
Repatriation of foreign earnings (0.4 2.C 0.5
Non-recurring foreign tax credit adjustments (6.2) 1.7 —
Valuation allowance additions (reversals) 6.8 (1_1) 5.7
Other, net 0.3) (0.5) (0.1)
Effective income tax rate 25.6% 25.8% 27.%

The 2006 tax rate was favorably impacted by thensal of tax reserves in connection with our regules
audit cycle, as well as certain outy#ar adjustments to reserves and accruals thatréoweur effectiv
income tax rate by 2.2 percentage points. The savesf tax reserves was partially offset by valor
allowance additions on foreign tax credits of apprately $36 million for which, as a result of ttex reserv
reversals, we currently believe we are not likewutilize before they expire. We also recognizeféded ta:
assets for the foreign tax credit impact of meaurring decisions to repatriate certain foreigmangs in 200°
However, we provided full valuation allowances acts assets as we do not believe it is currentlyenfigely
than not that they will be realized. The 2005 taterwas favorably impacted by the reversal of vi&n
allowances and the recognition of certain meodrring foreign tax credits that we were ablestibstantiat
during 2005. The 2004 adjustment to reserves aiod years were primarily driven by the reversaleserve
associated with audits that were settled.

Adjustments to reserves and prior years includesffexts of the reconciliation of income tax amaurgcorde
in our Consolidated Statements of Income to amogflscted on our tax returns, including any adpestts t
the Consolidated Balance Sheets. Adjustments &yves and prior years also includes changes ineserve
established for potential exposure we may incartéixing authority takes a position on a mattetreoy to ou
position. We evaluate these reserves, includingrést thereon, on a quarterly basis to insurettiet havi
been appropriately adjusted for events, includigjtessettlements that we believe may impact ouoexpe.
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The details of 2006 and 2005 deferred tax liakgitfassets) are set forth below:

2006 2005
Intangible assets and property, plant and equipment $ 15C $ 16¢
Other 55 62
Gross deferred tax liabilities $ 20¢ $ 231
Net operating loss and tax credit carryforwe $ (33) $ (239
Employee benefits (174 (132)
Self-insured casualty claims (85) (84)
Lease related assets and liabilities (72) (50)
Various liabilities (92) (151)
Deferred income and other (70) (49)
Gross deferred tax assets (829 (700
Deferred tax asset valuation allowances 342 233
Net deferred tax asse (482) (467)
Net deferred tax (assets) liabiliti $ 279 $ (236
Reported in Consolidated Balance Sheet:
Deferred income taxe- current $ (57) $ (18]
Deferred income taxe- long-term (305) (225)
Other liabilities and deferred cred 77 111
Accounts payable and other current liabilities 8 59
$ (277 $ (236

We have not provided deferred tax on the undisteithiearnings from our foreign subsidiaries as weebe
they are indefinitely reinvested. This amount ma&gdime taxable upon an actual or deemed repatriaf
assets from the subsidiaries or a sale or liquadatif the subsidiaries. In 2006 we recorded thearhpf $4¢
million of excess foreign tax credits to be genedatrom decisions to repatriate foreign earningsydwver
these benefits are fully offset by a valuation wloce. We estimate that our total net undistribiacdhing
upon which we have not provided deferred tax taggbroximately $830 million at December 30, 200¢
determination of the deferred tax liability on suwdrnings is not practicable.

Foreign operating and capital loss carryforwardalitoy $467 million and state operating loss canyfards o
$1.1 billion at year end 2006 are being carriedvéod in jurisdictions where we are permitted to teselosse
from prior periods to reduce future taxable incorfkese losses will expire as follows: $13 million2007
$1.2 billion between 2007 and 2026 and $395 millimay be carried forward indefinitely. In additiotax
credits totaling $127 million are available to redwertain federal and state liabilities, of wh&t21 millior
will expire between 2007 and 2026 and $6 millioryrba carried forward indefinitely.

See Note 22 for further discussion of certain psggbinternal Revenue Service adjustments.
Note 21 — Reportable Operating Segments

We are principally engaged in developing, operatfranchising and licensing the worldwide KFC, Rizdu
and Taco Bell concepts, and since May 7, 2002,Ltie and A&W concepts, which were added wher
acquired YGR. KFC, Pizza Hut, Taco Bell, LIS and\W&perate throughout the U.S. and in 101, 91, !
and 10 countries and territories outside the Uelpectively. Our five largest international maskbased c
operating profit in 2006 are China, United Kingdofsja Franchise, Australia and Mexico. At Decembe,
2006, we had investments in 6 unconsolidated aiffi§ outside the U.S. which operate principally K&d/o
Pizza Hut restaurants. These unconsolidated affliaperate in China and Japan.
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We identify our operating segments based on manegerasponsibility. As noted in Note 1, in 2005 begjal
reporting information for our international busieés two separate operating segments as a restittaofges i
our management reporting structure. The China @imigncludes mainland China, Thailand, KFC Taiwang
the International Division includes the remaindéroar international operations. Segment informatfor
previous periods has been restated to reflect mhporting. For purposes of applying SFAS No.
“Disclosure About Segments of An Enterprise andaiel Information” (“SFAS 131" the U.S., we consid
LJS and A&W to be a single operating segment. Wesicer our KFC, Pizza Hut, Taco Bell and LJS/A
operating segments in the U.S. to be similar aredefore have aggregated them into a single rede
operating segment.

Revenue:!
2006 2005 2004
United States $ 5,60¢ $ 5,92¢ $ 5,76:
International Divisiorf®) 2,32( 2,12¢ 2,12¢
China Division® 1,63¢ 1,29¢ 1,12(
$ 9,561 $ 9,34¢ $ 9,011

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

2006 2005 2004
United States $ 762 $ 76C $ 777
International Divisiorf®) 407 372 337
China Division® 29C 211 20¢
Unallocated and corporate expenses (229 (24¢€) (204)
Unallocated other income (expen&e) 6 9 2
Unallocated refranchising gain (lo$%) 24 43 12
Wrench litigation income (expensé) — 2 14
AmeriServe and other (charges) creffits 1 2 16
Total operating profit 1,262 1,152 1,15¢
Interest expense, net (159 (127 (129
Income before income taxes $ 1,10¢ $ 1,02¢ $ 1,02¢

Depreciation and Amortizatic

2006 2005 2004

United States $ 25¢ $ 26€ $ 267
International Divisior 11& 107 99
China Division 95 82 69
Corporate 10 14 13
$ 47¢ $ 46¢ $ 44¢
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Capital Spendin

2006 2005 2004
United States $ 32¢ $ 332 $  36C
International Division 11€ 96 121
China Division 16E 15¢ 11¢
Corporate 2 21 41
$ 614 $ 60¢ $ 64t
Identifiable Asset:
2006 2005 2004
United States $ 2,90¢ $ 3,11¢ $ 3,31¢
International Divisiorf? 2,10( 1,53¢ 1,441
China Division( 86¢ 74¢€ 612
Corporat€? 47E 397 32¢
$ 6,35: $ 5,797 $ 5,69¢€
Long-Lived Asseté)

2006 2005 2004
United States $ 2,60¢ $ 2,80C $ 2,90C
International Divisiorf! 1,357 804 904
China Division® 59t 517 43¢
Corporate 84 102 99
$  4,64C $ 4,22 $ 4,33¢

(@) Includes revenues of $673 million, $483 million a#b7 million for entities in the United Kingdomr

(b)

2006, 2005 and 2004, respectively. Includes reverofe$l.4 billion, $1.0 billion and $903 million
mainland China for 2006, 2005 and 2004, respegti

Includes equity income of unconsolidated affiliatds$10 million, $21 million and $25 million in 26(
2005 and 2004, respectively, for the Internatiobalision. Includes equity income of unconsolide
affiliates of $41 million, $30 million, and $32 ridn in 2006, 2005 and 2004, respectively, for @hane
Division.

(c) Includes net gains of approximately $2 milliand $11 million in 2006 and 2005, respectivelyoaie(

(d)

(€)

(f)

(9)

(h)

with the sale of our Poland/Czech Republic businBes Note 8.

Refranchising gain (loss) is not allocated to th8.Uinternational Division or China Division segmefol
performance reporting purpos:

See Note 4 for a discussion of AmeriServe and ofblearges) credits and Note 4 for a discussic
Wrench litigation.

Includes investment in unconsolidated affiliates$6# million, $117 million and $143 million for 26
2005 and 2004, respectively, for the Internatiddiaision. Includes investment in unconsolidatedliaties
of $74 million, $56 million and $51 million for 280 2005 and 2004, respectively, for the China Davis

Primarily includes deferred tax assets, propetgntpand equipment, net, related to our officelites anc
cash.

Includes property, plant and equipment, net, gobdand intangible assets, n
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(i) Includes londived assets of $813 million, $271 million and $2@%llion for entities in the Unite
Kingdom for 2006, 2005 and 2004, respectively. udels longived assets of $495 million, $430 milli
and $342 million in mainland China for 2006, 200 2004, respectivel

See Note 4 for additional operating segment disckssrelated to impairment, store closure cost(ire) an
the carrying amount of assets held for sale.

Note 22 — Guarantees, Commitments and Contingencies

Lease Guarantees and Contingencies

As a result of (a) assigning our interest in oliliyas under real estate leases as a conditioretoefinanchisin
of certain Company restaurants; (b) contributingate Company restaurants to unconsolidated atiaan:
(c) guaranteeing certain other leases, we are drafyucontingently liable on lease agreements. &Hease
have varying terms, the latest of which expire2026. As of December 30, 2006 and December 31,,20€
potential amount of undiscounted payments we cbeldequired to make in the event of rmayment by th
primary lessee was $418 million and $374 milliespectively. The present value of these potenéiginent
discounted at our prieex cost of debt at December 30, 2006 was $336omilOur franchisees are the prim
lessees under the vast majority of these leases.g@ierally have crosdefault provisions with the
franchisees that would put them in default of tHenchise agreement in the event of payment under t
lease. We believe these crafefault provisions significantly reduce the rislatwe will be required to ma
payments under these leases. Accordingly, thelitiabecorded for our probable exposure under deeles ¢
December 30, 2006 and December 31, 2005 was netialat

Franchise Loan Pool Guarantees

We had provided approximately $16 million of pdrgaarantees of two franchisee loan pools relatedaily
to the Company historical refranchising programs and, to a lessgent, franchisee development of 1
restaurants, at December 30, 2006 and Decemb@085, In support of these guarantees, we postedded
credit of $4 million. We also provide a standbytdetof credit of $18 million under which we couldtpntially
be required to fund a portion of one of the frasehiloan pools. The total loans outstanding urteset loa
pools were approximately $75 million and $77 milli@t December 30, 2006 and December 31, :
respectively.

Any funding under the guarantees or letters ofitmeduld be secured by the franchisee loans andrelaye
collateral. We believe that we have appropriatefyvjgled for our estimated probable exposures utius:
contingent liabilities. These provisions were pniityacharged to net refranchising loss (gain). Neans adde
to the loan pools in 2006 were not significant.

Unconsolidated Affiliates Guaranteésom time to time we have guaranteed certain lofesedit and loans
unconsolidated affiliates. At December 30, 2006 Bredember 31, 2005 there are no guarantees ouits
for unconsolidated affiliates. Our unconsolidatéfiliates had total revenues of over $1.1 billiaor the yee
ended December 30, 2006 and assets and debt afxapptely $583 million and $29 million, respectiyeh
December 30, 2006.

Insurance Programs

We are self-insured for a substantial portion of ourrent and prior years’ coverage including waoske
compensation, employment practices liability, gahdiability, automobile liability and property les:
(collectively, “property and casualty lossesTo mitigate the cost of our exposures for certaiopprty an
casualty losses, we make annual decisions tarsmife the risks of loss up to defined maximumaqeaurrenc
retentions on a line by line basis or to combingade lines of coverage into one loss pool withirgke self-
insured aggregate retention. The Company then paeshinsurance coverage, up to a certain limitlofese
that
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exceed the self-insurance per occurrence or aggregeention. The insurerghaximum aggregate loss lirr
are significantly above our actuarially determimpedbable losses; therefore, we believe the likelthof losse
exceeding the insurers’ maximum aggregate loss¢dirmiremote.

In the U.S. and in certain other countries, weadse self-insured for healthcare claims and legrga disability
for eligible participating employees subject totagr deductibles and limitations. We have accouritedul
retained liabilities for property and casualty kss healthcare and longrm disability claims, includir
reported and incurred but not reported claims, thaseinformation provided by independent actuaries.

Due to the inherent volatility of actuarially deténed property and casualty loss estimates, ieé&saonabl
possible that we could experience changes in esdnbbsses which could be material to our growt
quarterly and annual net income. We believe thahawee recorded reserves for property and casuases ¢
a level which has substantially mitigated the ptiéénnegative impact of adverse developments a
volatility.

Change of Control Severance Agreements

The Company has severance agreements with cedgiexecutives (the “Agreementgtjat are renewable
an annual basis. These Agreements are triggeredtegmination, under certain conditions, of thecexie’s
employment following a change in control of the Qmmy, as defined in the Agreements. If triggerbd
affected executives would generally receive twloe amount of both their annual base salary and éngiua
incentive, at the higher of target or actual far greceding year, a proportionate bonus at theehightarget ¢
actual performance earned through the date of texioin, outplacement services and a tax gups$er an
excise taxes. These Agreements have a Yyeaeterm and automatically renew each Januaryr hifiothe
threeyear term unless the Company elects not to renewAtjreements. If these Agreements had

triggered as of December 30, 2006, payments ofcaqpately $45 million would have been made. In ¢en
of a change of control, rabbi trusts would be dsthbd and used to provide payouts under existefgrdec
and incentive compensation plans.

Litigation

We are subject to various claims and contingencsted to lawsuits, real estate, environmental atine|
matters arising in the normal course of business.pidvide reserves for such claims and contingensteer
payment is probable and estimable in accordande S#AS No. 5, “Accounting for Contingencies.”

On August 13, 2003, a class action lawsuit ag@irta Hut, Inc., styled Coldiron v. Pizza Hut, Inevas filec
in the United States District Court, Central Disttiof California. Plaintiff alleged that she andhert current ar
former Pizza Hut Restaurant General Managers (“RGMere improperly classified as exempt emplo
under the U.S. Fair Labor Standards Act (“FLSAThere was also a pendent state law claim, allethiat
current and former RGMs in California were miscifisd under that state’ law. Plaintiff sought unpa
overtime wages and penalties. On May 5, 2004, tis#ritt Court granted conditional certification @
nationwide class of RGMs under the FLSA claim, jdowg notice to prospective class members an
opportunity to join the class. Approximately 12 gmmt of the eligible class members elected to jbie
litigation. However, on June 30, 2005, the Distf@murt granted Pizza Hat'motion to strike all FLSA cla
members who joined the litigation after July 15020The effect of this order was to reduce the remdd
FLSA class members to only approximately 88 (orapimately 2.5% of the eligible class members).

In November 2005, the parties agreed to a settlemeinich we provided for in our 2005 Consolide
Financial Statements. The Court granted preliminapproval of the settlement on June 28, 2006.
approval of the settlement was granted on Octob@&066, and payment was made during the quartesc
December 30, 2006.

On November 26, 2001, a lawsuit against Long JaleiSs, Inc. (“LJS”) styledKevin Johnson, on behalf
himself and all others similarly situated v. Lorghd Silvets, Inc.(“Johnson”)was filed in the United Stat
District Court for the Middle District of Tennessé¢ashville Division. Johnson'’s suit alleged thasls forme
“Security/Restitution for Losses” policy (the “Poji’) provided for deductions from RGMs’ and Assigta
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Restaurant General Managers’ (‘“ARGMs3laries that violate the salary basis test formgtepersonnel und
regulations issued pursuant to the FLSA. Johnsieged that all RGMs and ARGMs who were employe
LJS for the three year period prior to the lawsuite., since November 26, 1998should be treated as -
equivalent of hourly employees and thus were dbgimder the FLSA for overtime for any hours workeaeb
40 during all weeks in the recovery period. In &ddi Johnson claimed that the potential membetb®tlas
are entitled to certain liquidated damages andrais’ fees under the FLSA.

LJS believed that Johnsantlaims, as well as the claims of all other sirjlesituated parties, should
resolved in individual arbitrations pursuant to IsJBispute Resolution Program (“DRP3nd that a collectiy
action to resolve these claims in court was cleadppropriate under the current state of the Kecordingly
LJS moved to compel arbitration in the Johnson.ca38 and Johnson also agreed to stay the actfeatigt
December 17, 2001, pending mediation, and entetedai tolling agreement for that purpose. After ragadn
did not resolve the case, and after limited discpesd a hearing, the Court determined on Jun®@4 2tha
Johnsonrs individual claims should be referred to arbitvatiJohnson appealed, and the decision of thei®
Court was affirmed in all respects by the Unitedt&t Court of Appeals for the Sixth Circuit on Jbjy2005.

On December 19, 2003, counsel for plaintiff in #move referenced Johnson lawsuit, filed a sepaeten:
for arbitration with the American Arbitration Assation (“AAA”) on behalf of former LJS managers Erin (
and Nick Kaufman (the “Cole Arbitration”Claimants in the Cole Arbitration demand a cladsteation or
behalf of the same putative class - and the sanderlying FLSA claims -as were alleged in the John
lawsuit. The complaint in the Cole Arbitration sehsently was amended to allege a practice of diuhs
(distinct from the allegations as to the Policy)vinlation of the FLSA salary basis test, and td &tictoria
McWhorter, another LJS former manager, as an audfditiclaimant. LJS has denied the claims and thatipe
class alleged in the Cole Arbitration, and it isSIsIposition that the claims of Cole, Kaufman, and/\hortel
should be individually arbitrated.

Arbitrations under LJS' DRP, including the Cole Arbitration, are govern®d the rules of the AAA. |
October 2003, the AAA adopted its SupplementaryeRudbr Class Arbitrations (“AAA Class Rules”The
AAA appointed an arbitrator for the Cole ArbitratioOn June 15, 2004, the arbitrator issued a c
construction award, ruling that the DRP does netclude class arbitration. LJS moved to vacate these
construction award in the United States Districu@dor the District of South Carolina. On Septemhié,
2005, the federal court in South Carolina ruled théid not have jurisdiction to hear L¥Smotion to vacat
LJS appealed the U.S. District Court’s ruling te thnited States Court of Appeals for the Fourtledir

On January 5, 2007, LJS moved to dismiss the clemisstruction award appeal and that motion wastegdaloy
the Fourth Circuit on January 10, 2007. LJS had filed a motion to vacate the clause constructioard ir
South Carolina state court, which was stayed pendirdecision by the Fourth Circuit. LJS has agrm
dismiss the motion to vacate the clause constmictiward and has also agreed not to oppose claihtainss-
motion to confirm that award by the South Carolewaurt. While judicial review of the clause constian
award was pending in the U.S. District Court, thbiteator permitted claimants to move for a ¢
determination award, which was opposed by LJS. @ptesnber 19, 2005, the arbitrator issued a
determination award, certifying a class of LIRGMs and ARGMs employed between December 17,,
and August 22, 2004, on FLSA claims, to procee@womptout basis under the AAA Class Rules. That «
determination award was upheld on appeal by théedrtates District Court for the District of So@hroline
on January 20, 2006, and the arbitrator declinggdonsider the award. LJS has appealed the rofitige U.S
District Court to the United States Court of Apgefalr the Fourth Circuit. LIS has also filed a rootio vacat
the class determination award in South Carolinte staurt, which has been stayed by the South Caraiour
pending a decision by the Fourth Circuit in thessldetermination award appeal. Oral argument irFthett
Circuit was heard on January 31, 2007.

LJS believes that if the Cole Arbitration must med on a class basis, (i) the proceedings shouggbberne:
by the optin collective action structure of the FLSA, and &iclass should not be certified under the applé
provisions of the FLSA. LJS also believes that eadividual should not be able to recover for mthran twc
years (and a maximum three years) prior to the tiha@te file a consent to join the arbitration. Wedg@rovidec
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for the estimated costs of the Cole Arbitrationsdzhon a projection of eligible claims, the amooheact
eligible claim, the estimated legal fees incurrgdtlire claimants and the results of settlement niatjms ir
this and other wage and hour litigation matterd. iBwiew of the novelties of proceeding under &%A Class
Rules and the inherent uncertainties of litigatittrére can be no assurance that the outcome airkiieatior
will not result in losses in excess of those cutygorovided for in our Consolidated Financial $taents.

On September 2, 2005, a collective action lawsgdirsst the Company and KFC Corporation, originatigec
Parler v. Yum Brands, Inc., d/b/a KFC, and KFC Quapion, was filed in the United States District Court
the District of Minnesota. Plaintiff alleges tha Bnd other current and former KFC Assistant Uréiniliger
(“AUMs™) were improperly classified as exempt employees uttte FLSA. Plaintiff seeks overtime way
and liquidated damages. On January 17, 2006, th&i®@iCourt dismissed the claims against the Cay
with prejudice, leaving KFC Corporation as the stdéendant. Notice was mailed to current and forAlgMs
advising them of the litigation and providing anpoptunity to join the case if they choose to do Blaintiff
amended the complaint on September 8, 2006, taeldted state law claims on behalf of a putatiasglo
KFC AUMs employed in lllinois, Minnesota, NevadaeW Jersey, New York, Ohio, and Pennsylvada.
October 24, 2006, plaintiff moved to decertify ttanditionally certified FLSA action, and KFC Corptior
did not oppose the motion. In January, 2007 theistrage recommended that the motion for decertificabe
granted.

We believe that KFC has properly classified its AtJ&s exempt under the FLSA and applicable statedas
accordingly intend to vigorously defend againstcdlims in this lawsuit. However, in view of theharen
uncertainties of litigation, the outcome of thiseaannot be predicted at this time. Likewise aim@unt of an
potential loss cannot be reasonably estimated.

On August 4, 2006, a putative class action lanegdinst Taco Bell Corp. styld®bjeev Chhibber vs. Taco B
Corp. was filed in Orange County Superior Court. On Auglis2006, another putative class action lav
styled Marina Puchalski v. Taco Bell Compas filed in San Diego County Superior Court. Blatlvsuits wer
filed by a Taco Bell RGM purporting to represent @lrrent and former RGMs who worked at corporate-
owned restaurants in California from August 2002h® present. The lawsuits allege violations ofifGalia’s
wage and hour laws involving unpaid overtime andalmend rest period violations and seek unsper
amounts in damages and penalties. As of Septem2808, the Orange County case was voluntarily idiset

by the plaintiff and both cases have been condelitiln San Diego County.

Taco Bell denies liability and intends to vigorgudefend against all claims in this lawsuit. Howg\va view
of the inherent uncertainties of litigation, theaame of this case cannot be predicted at this. tinkewise, th
amount of any potential loss cannot be reasonadtisnated.

On December 17, 2002, Taco Bell was named as tfendient in a class action lawsuit filed in the o
States District Court for the Northern District@&lifornia styled Moeller, et al. v. Taco Bell Cofpn Augus
4, 2003, plaintiffs filed an amended complaint thiléges, among other things, that Taco Bell hasrithinate:
against the class of people who use wheelchaiss@oters for mobility by failing to make its appimately
220 company-owned restaurants in California (thalif6rnia Restaurants™jccessible to the class. Plaint
contend that queue rails and other architecturdlstructural elements of the Taco Bell restauragitsting tc
the path of travel and use of the facilities byspeis with mobilityrelated disabilities (including parking spau
ramps, counters, restroom facilities and seatirghaot comply with the U.S. Americans with Disalidg Ac
(the “ADA"), the Unruh Civil Rights Act (the “UnrutAct”), and the California Disabled Persons Act
“CDPA"). Plaintiffs have requested: (a) an injunction frdra District Court ordering Taco Bell to comply w
the ADA and its implementing regulations; (b) thihé District Court declare Taco Bell in violatiofi ihe
ADA, the Unruh Act, and the CDPA; and (c) monetaglief under the Unruh Act or CDPA. Plaintiffs,
behalf of the class, are seeking the minimum siafutiamages per offense of either $4,000 undeitimai
Act or $2,000 under the CDPA for each aggrieved bemof the class. Plaintiffs contend that there toayr
excess of 100,000 individuals in the class. Fomtadves, the four named plaintiffs have claimedregat:
minimum statutory damages of no less than $16,000are expected to claim greater amounts basdtie
number of Taco Bell outlets they visited at whibbkyt claim to have suffered discrimination.
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On February 23, 2004, the District Court grantedirRiffs' motion for class certification. The Distr Coun
certified a Rule 23(b)(2) mandatory injunctive eéliclass of all individuals with disabilities whaose
wheelchairs or electric scooters for mobility wiab,any time on or after December 17, 2001, werdedero!
are currently being denied, on the basis of digghthe full and equal enjoyment of the Califorfastaurant
The class includes claims for injunctive relief anohimum statutory damages.

Pursuant to the partieagreement, on or about August 31, 2004, the DisBourt ordered that the trial of tl
action be bifurcated so that stage one will resdMaintiffs’ claims for equitable relief and stage two
resolve Plaintiffs’claims for damages. The parties are currently mdiog with the equitable relief stage
this action. During this stage, Taco Bell filed ation to partially decertify the class to excluden the Rul
23(b)(2) class claims for monetary damages. ThéribisCourt denied the motion. Plaintiffs filed thewn
motion for partial summary judgment as to liabilitylating to a subset of the California Restauramts
District Court denied that motion as well. Discoyéx ongoing as of the date of this report.

Taco Bell has denied liability and intends to vigasly defend against all claims in this lawsuitth&lugh thi:
lawsuit is at a relatively early stage in the pemtiags, it is likely that certain of the CaliforrfiRestaurants w
be determined to be not fully compliant with acdeitis/ laws, and Taco Bell has begun to take dersdeps t
make those restaurants compliant. However, atithis, it is not possible to estimate with reasoaatdrtaint
the potential costs to bring naempliant California Restaurants into compliancéhwapplicable state a
federal disability access laws. Nor is it possiehis time to reasonably estimate the probabditgmount ¢
liability for monetary damages on a class wide $&siTaco Bell.

According to the Centers for Disease Control (“CpGhere was an outbreak of illness associated w
particular strain of E. coli 0157:H7 in the nortBedlnited States during November and December 2Q36
according to the CDC, the outbreak from this patéic strain was associated with eatiag Taco Be
restaurants in Pennsylvania, New Jersey, New YodckRelaware. The CDC concluded that the outbrediee
on or about December 6, 2006. The CDC has confirfiechses of persons who became ill from this @adi
strain of E. coli 0157:H7 in the aboweentioned area during the above time frame, andnbaleaths ha
been reported.

On December 6, 2006, a lawsuit stylBgder Vormittag, et. al. v. Taco Bell Corp, TacolBef America, Inc
and Yum! Brands, Incwas filed in the Supreme Court of the State of Néavk, County of Suffolk. Mi
Vormittag, a minor, alleges he became ill afterstoning food, which was allegedly contaminated vittcoli
0157:H7, purchased from a Taco Bell restaurantiiefRead, New York. Subsequently, ten other cases
been filed naming the Company, Taco Bell Corp. and@/aco Bell of America and alleging similar facs
behalf of other customers.

According to the allegations common to all the Ctaims, each Taco Bell customer became ill aftgesting
contaminated food in late November or early Decan®@06 from Taco Bell restaurants located in
northeast states implicated in the outbreak. AsdHawsuits are new, no discovery by any party beses
undertaken. However, the Company believes, basdteallegations, that the stores identified iheast five
of the Complaints are in fact not owned by the Camypor any of its subsidiaries. As such, the Com
believes that at a minimum it is not liable for dogses at these stores. We have provided for stimate(
costs of this litigation, based on a projectionpotential claims and their amounts as well as #wilts o
settlement negotiations in similar matters. Butigw of the inherent uncertainties of litigatiohete can be r
assurance that the outcome of the litigation will result in losses in excess of those currenthyided for ir
our Consolidated Financial Statements.
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Proposed Internal Revenue Service Adjustments

Recently, the Internal Revenue Service (the “IR®fprmed the Company of its intent to propose darta
adjustments based on its position that the Compithyot file Gain Recognition Agreements (“GRAs) a
timely basis in connection with certain transfeifsfareign subsidiaries among its affiliated grouphe
Company plans to seek clarification of the IRS’ipos. Based on the Company’s current understandfrige
IRS’ position, the Company believes that the filiofyGRASs in this matter was not required; and itHer
believes that, even if required, the Company wdiddyranted relief for a later filing. Although t®mpany
believes that the IRS’ position will not be uphéafdhe IRS were to prevail, the Company could bguired to
make incremental tax payments that would be materiamount. The Company intends to vigorously esht
the IRS’ position and does not believe that thelgmn of this matter will have a material advensgpact on
the Company’s financial results or condition.

Obligations to PepsiCo, Inc. After Spaff

In connection with the Spin-off, we entered intpa®tion and other related agreements (the “Separat
Agreements”) governing the Spin-off and our subseguelationship with PepsiCo. These agreementggeo
certain indemnities to PepsiCo.

Under terms of the agreement, we have indemnifegasio for any costs or losses it incurs with respe all
letters of credit, guarantees and contingent ligdsl relating to our businesses under which Pepsé&inains
liable. As of December 30, 2006, PepsiCo remaialsldi for approximately $23 million on a nominal isas
related to these contingencies. This obligatiorseatdhe time PepsiCo is released, terminatedpiaaed by a
qualified letter of credit. We have not been regdito make any payments under this indemnity.

Under the Separation Agreements, PepsiCo mainfalhsontrol and absolute discretion with regardatoy
combined or consolidated tax filings for periodsotigh October 6, 1997. PepsiCo also maintainscfuditrol
and absolute discretion regarding any common tabt &sues. Although PepsiCo has contractually edjte,
in good faith, use its best efforts to settle @ilh§ interests in any common audit issue on a bamisistent with
prior practice, there can be no assurance thatrdigtgtions made by PepsiCo would be the same asouéd
reach, acting on our own behalf. Through DecemBeRB806, there have not been any determination® rogad
PepsiCo where we would have reached a differeetrghiation.

Note 23 - Selected Quarterly Financial Data (Unautkd)

2006
First Second Third Fourth
Quarter Quarter Quarter Quarter Total

Revenues:

Company sales $ 1,819 $ 1,912 $ 1,989 $ 2645 $ 8,365

Franchise and license fees 266 270 289 371 1,196

Total revenues 2,085 2,182 2,278 3,016 9,561
Restaurant profit 284 301 321 365 1,271
Operating profit 282 307 344 329 1,262
Net income 170 192 230 232 824
Diluted earnings per common share 0.59 0.68 0.83 0.83 292
Dividends declared per common share 115 0.15 — 0.60 0.865

100
2005
First Second Third Fourth
Quarter Quarter Quarter Quarter Total

Revenues

Company sale $ 1,810 $ 1902 $ 1,975 $ 2538 $ 8,225

Franchise and license fees 244 251 268 361 1,124

Total revenues 2,054 2,153 2,243 2,899 9,349
Restaurant profit 259 266 294 336 1,155
Operating profit 251 261 308 333 1,153

Net income 153 178 205 226 762



Diluted earnings per common shi 0.50 0.59 0.69 0.77 2.55
Dividends declared per common share 0.10 0.115 — 0.23 0.445

The first three quarters of 2005 were restatedyauntsto the adoption of SFAS 123R. See Note 2.
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Managemen’s Responsibility for Financial Statement:

To Our Shareholders:

We are responsible for the preparation, integritgt &ir presentation of the Consolidated FinanSiatement:
related notes and other information included irs #anual report. The financial statements were goespir
accordance with accounting principles generallyepted in the United States of America and inclugieair
amounts based upon our estimates and assumpt®msgaired. Other financial information presentedhie
annual report is derived from the financial statetae

We maintain a system of internal control over ficiahreporting, designed to provide reasonablerasse a
to the reliability of the financial statements,vesll as to safeguard assets from unauthorized udéesposition
The system is supported by formal policies and gdaces, including an active Code of Conduct pro:
intended to ensure employees adhere to the highestiards of personal and professional integritg. Nav
conducted an evaluation of the effectiveness of intarnal control over financial reporting based tba
framework ininternal Control — Integrated Framewoiksued by the Committee of Sponsoring Organiza
of the Treadway Commission. Based on our evaluatianconcluded that our internal control over ficiai
reporting was effective as of December 30, 2006r @dternal audit function monitors and reports ¢
adequacy of and compliance with the internal cdrggstem, and appropriate actions are taken toeae
significant control deficiencies and other oppoities for improving the system as they are ideadifi

The Consolidated Financial Statements have beeitedushd reported on by our independent auditoPiVIK
LLP, who were given free access to all financiglores and related data, including minutes of thetings o
the Board of Directors and Committees of the Bowvd. believe that management representations maithe
independent auditors were valid and appropriatedithahally, our assessment of the effectivenesom
internal control over financial reporting has beewlited and reported on by KPMG LLP.

The Audit Committee of the Board of Directors, whits composed solely of outside directors, pro\
oversight to our financial reporting process andaantrols to safeguard assets through periodidingsewitr
our independent auditors, internal auditors and agament. Both our independent auditors and int
auditors have free access to the Audit Committee.

Although no coseffective internal control system will preclude alrors and irregularities, we believe
controls as of December 30, 2006 provide reasoredslerance that our assets are reasonably safeduard

Richard T. Carucc
Chief Financial Officer

102



Item 9. Changes In and Disagreements with Accountants on Aounting and Financial Disclosure.
None.
Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

The Company has evaluated the effectiveness ofddsign and operation of its disclosure controls and
procedures pursuant to Rules 13a-15(e) and 159-L¢ker the Securities Exchange Act of 1934 asefend

of the period covered by this report. Based onaWa@uation, performed under the supervision anth wie
participation of the Company’s management, inclgdine Chairman, Chief Executive Officer and Preside
(the “CEQ”) and the Chief Financial Officer (theFO”"), the Company’s management, including the CBO a
CFO, concluded that the Company’s disclosure cti@od procedures were effective as of the enchef t
period covered by this report.

Managemens Report on Internal Control Over Financial Repayti

Our management is responsible for establishing @uaéhtaining adequate internal control over finahcia
reporting, as such term is defined in Rules 13d}15{der the Securities Exchange Act of 1934. Uritier
supervision and with the participation of our magragnt, including our principal executive officerdan
principal financial officer, we conducted an evdioa of the effectiveness of our internal contreéofinancial
reporting based on the framework limernal Control — Integrated Framewoliksued by the Committee of
Sponsoring Organizations of the Treadway Commissiased on our evaluation under the framework in
Internal Control— Integrated Framework our management concluded that our internal cbotrer financial
reporting was effective as of December 30, 2006. @anagement’'s assessment of the effectivenessirof o
internal control over financial reporting as of Bawer 30, 2006 has been audited by KPMG LLP, an
independent registered public accounting firm,taged in their report which is included herein.

Changes in Internal Control

There were no significant changes with respechéoGompany’s internal control over financial repuagtor in
other factors that materially affected, or are o@ably likely to materially affect, internal conltimver financial
reporting during the quarter ended December 306200

Item 9B. Other Information.

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

Information regarding Section 16(a) compliance, thealit Committee and the Audit Committee finan
expert, the Company’s code of ethics and backgrafthe directors appearing under the captio&®¢k
Ownership Information,” “Governance of the Comp&nyExecutive Compensation” andEtection o
Directors” is incorporated by reference from ther@any's definitive proxy statement which will be filedth
the Securities and Exchange Commission no later 128 days after December 30, 2006.

Information regarding executive officers of the Gmany is included in Part I.
Item 11. Executive Compensation.

Information regarding executive and director congagtion and the Compensation Committee appearingr
the captions “Governance of the Company” and “ExgeuCompensationfs incorporated by reference fri
the Companys definitive proxy statement which will be filedtithe Securities and Exchange Commissic
later than 120 days after December 30, 2006.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Relate
Stockholder Matters.

Information regarding equity compensation plans aedurity ownership of certain beneficial ownersl
management appearing under the captions “Exec@ompensation” and “Stock Ownership Informatias”
incorporated by reference from the Compangefinitive proxy statement which will be filed ti the
Securities and Exchange Commission no later th@mdags after December 30, 2006.

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

Information regarding certain relationships andatedd transactions and information regarding dim
independence appearing under the caption “Goveenahthe Companyis incorporated by reference from
Companys definitive proxy statement which will be filed thvithe Securities and Exchange Commissio
later than 120 days after December 30, 2006.

Item 14. Principal Accountant Fees and Services
Information regarding principal accountant fees apdvices and audit committee eproved policies ai
procedures appearing under the caption “ltem 2ifiBation of Independent Auditorsis incorporated k
reference from the Comparsytefinitive proxy statement which will be filedtithe Securities and Exchat
Commission no later than 120 days after Decembge?@06.

104



Item 15.

(@)

(1)

()

(3)

PART IV
Exhibits and Financial Statement Schedules

Financial Statements: Consolidated financial statgémfiled as part of this report are lis
under Part I, Item 8 of this Form -K.

Financial Statement Schedules: No schedules areiregqbecause either the requ
information is not present or not present in amswsifficient to require submission of
schedule, or because the information required diuded in the financial statements or
related notes thereto filed as a part of this Fbé-K.

Exhibits: The exhibits listed in the accompanyingléx to Exhibits are filed as part of 1
Form 10K. The Index to Exhibits specifically identifies aka management contract
compensatory plan required to be filed as an ektolthis Form 1-K.

105



SIGNATURES
Pursuant to the requirements of Section 13 or 16{dhe Securities Exchange Act of 1934, the regigtha
duly caused this Form 1KR-annual report to be signed on its behalf by timelausigned, thereunto di
authorized.
Date: February 27, 200

YUM! BRANDS, INC.

By: /s/ David C. Noval

Pursuant to the requirements of the Securities &xgh Act of 1934, this annual report has been didpadow
by the following persons on behalf of the registi@md in the capacities and on the dates indicated.

Signature Title Date
/sl David C. Novak Chairman of the Board, February 27, 2007
David C. Novak Chief Executive Officer and

President

(principal executive officer)

/sl Richard T. Carucci Chief Financial Officer February 27, 2007
Richard T. Carucci (principal financial officer)
/sl Ted F. Knopf Senior Vice President Finance February 27, 2007
Ted F. Knopf and Corporate Controller

(principal accounting officer)

/s/ David W. Dorman Director February 27, 2007
David W. Dorman

/sl Massimo Ferragamo Director February 27, 2007
Massimo Ferragamo

/sl J. David Grissom Director February 27, 2007
J. David Grissom

/sl Bonnie G. Hill Director February 27, 2007
Bonnie G. Hill
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/s/ Robert Holland, Jr.

Robert Holland, Jr.

/sl Kenneth G. Langone

Kenneth G. Langone

/s/ Jonathan S. Linen

Jonathan S. Linen

/s/ Thomas C. Nelson

Thomas C. Nelson

/sl Thomas M. Ryan

Thomas M. Ryan

/sl Jackie Trujillo

Jackie Truijillo

/s/ Robert J. Ulrich

Robert J. Ulrich

Director

Director

Director

Director

Director

Director

Director

107

February 27, 2007

February 27, 2007

February 27, 2007

February 27, 2007

February 27, 2007

February 27, 2007

February 27, 2007



Exhibit
Number

3.1

3.2

4.1*

4.2

4.3

4.4

10.1

10.2

10.5

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

Description of Exhibits

Restated Articles of Incorporation of YUM, whicheaincorporated herein by reference
from Exhibit 3.1 to YUM’'s Quarterly Report on FordD-Q for the quarter ended
September 3, 200

Amended and restated Bylaws of YUM, which are ipooated herein by reference from
Exhibit 3.2 on Form -K filed on May 17, 2002

Indenture, dated as of May 1, 1998, between YUM drel Morgan Chase Bank,
National Association, successor in interest to Hiest National Bank of Chicago,
pertaining to 7.65% Senior Notes due May 15, 2@8% Senior Notes and 8.875%
Senior Notes due April 15, 2006 and April 15, 201dspectively, and 7.70% Senior
Notes due July 1, 2012, which is incorporated mebsi reference from Exhibit 4.1 to
YUM'’s Report on Form 8-K filed on May 13, 1998.

0] 6.25% Senior Notes due April 15, 204€ued under the foregoing May 1,
1998 indenture, which notes are incorporated bgregfce from Exhibit 4.2
to YUM'’s Report on Form 8-K filed on April 17, 2006

Rights Agreement, dated as of July 21, 1998, betwédM and BankBoston, N.A.,
which is incorporated herein by reference from Bitht.01 to YUM’s Quarterly Report
on Form 1-Q for the quarter ended June 13, 1¢

Agreement of Substitution and Amendment of Commbar8& Rights Agreement, dated
as of August 28, 2003, by and between YUM! Brantg;. (fka Tricon Global
Restaurants, Inc.) and American Stock Transfer 8sTCompany, which is incorporated
herein by reference from Exhibit 4.03 to YUM’s Qigaly Report on Form 10-Q for the
guarter ended September 6, 2C

Second Amendment to Rights Agreement, dated aslofuary 9, 2007, by and between
YUM and American Stock Transfer & Trust Company,iebhis incorporated herein by
reference from Exhibit 4.1 to YU's Report on Form-K filed on February 12, 200

Separation Agreement between PepsiCo, Inc. and ‘éfféttive as of August 26, 1997,
and the First Amendment thereto dated as of Octéber997, which is incorporated
herein by reference from Exhibit 10.1 to YUM’'s ArailReport on Form 10-K for the
fiscal year ended December 27, 19

Tax Separation Agreement between PepsiCo, Inc.Yard effective as of August 26,
1997, which is incorporated herein by referencenfriéxhibit 10.2 to YUM’s Annual
Report on Form 1-K for the fiscal year ended December 27, 1¢

Amended and Restated Sales and Distribution Agreeretween AmeriServe Food
Distribution, Inc., YUM, Pizza Hut, Taco Bell andFK, effective as of November 1,
1998, which is incorporated herein by referencanfrexhibit 10 to YUM’s Annual
Report on Form 10-K for the fiscal year ended Dduwen®6, 1998, as amended by the
First Amendment thereto, which is incorporated meby reference from Exhibit 10.5 to
YUM'’s Annual Report on Form -K for the fiscal year ended December 30, 2(
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10.6

10.7t

10.8%

10.9%

10.10t

10.13t

10.16

10.17t

10.18t

10.19t

10.20

10.22t

Amended and Restated Credit Agreement, dated Septef®) 2004 among YUM, the
lenders party thereto, JP Morgan Chase Bank, asirfstnative Agent, and Citicorp
N.A., as Syndication Agent, which is incorporatestdin by reference from Exhibit 10.6
to YUM’s Quarterly Report on Form -Q for the quarter ended September 4, 2

YUM Director Deferred Compensation Plan, as effextOctober 7, 1997, which is
incorporated herein by reference from Exhibit 0. ¥ UM’s Annual Report on Form 10-
K for the fiscal year ended December 27, 1¢

YUM 1997 Long Term Incentive Plan, as effective @der 7, 1997, which is
incorporated herein by reference from Exhibit 110.& UM’s Annual Report on Form 10-
K for the fiscal year ended December 27, 1¢

YUM Executive Incentive Compensation Plan, whiclinisorporated herein by reference
from Exhibit A of YUM'’s Definitive Proxy Statememin Form DEF 14A for the Annual
Meeting of Shareholders held on May 20, 2(

YUM Executive Income Deferral Program, as effec®etober 7, 1997, and as amended
through May 16, 2002 , which is incorporated hetwirreference from Exhibit 10.10 to
YUM'’s Annual Report on Form -K for the fiscal year ended December 31, 2(

YUM Pension Equalization Plan, as effective OctoBerl997, which is incorporated
herein by reference from Exhibit 10.14 to YUM’s Arad Report on Form 10-K for the
fiscal year ended December 27, 19

Form of Directors’ Indemnification Agreement, whishincorporated herein by reference
from Exhibit 10.17 to YUM’s Annual Report on Forn®-K for the fiscal year ended
December 27, 199

Amended and restated form of Severance Agreemetité€ievent of a change in control),
which is incorporated herein by reference from Birh10.17 to YUM’s Annual Report
on Form 1K for the fiscal year ended December 30, 2(

YUM Long Term Incentive Plan, as Amended through Birst Amendment, as effective
May 20, 1999, which is incorporated herein by refiee from Exhibit B to YUM'’s
Definitive Proxy Statement on Form DEF 14A for thenual Meeting of Shareholders
held on May 15, 200:

Employment Agreement between YUM and Christian Lampbell, dated as of
September 3, 1997, which is incorporated hereinrdfgrence from Exhibit 10.19 to
YUM'’s Annual Report on Form -K for fiscal year ended December 26, 19

Amended and Restated YUM Purchasing Co-op Agreemated as of August 26, 2002,
between YUM and the Unified FoodService Purchasibg-op, LLC, which is
incorporated herein by reference from Exhibit 10t€0'UM’s Annual Report on Form
1C-K for the fiscal year ended December 28, 2(

YUM Restaurant General Manager Stock Option Plargféective April 1, 1999, and as
amended through June 23, 2003 , which is incorpdrherein by reference from Exhibit
10.22 to YUM’s Annual Report on Form 10-K for thisdal year ended December 31,
2005.
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10.23t

10.24t

10.25t

10.26t

10.27t

10.28t

10.29t

10.30

10.31t

12.1
21.1
23.1

31.1

31.2

YUM SharePower Plan, as effective October 7, 188d,as amended through June 23,
2003, which is incorporated herein by referenoenfExhibit 10.23 to YUM’s Annual
Report on Form 10-K for the fiscal year ended Dewen31, 2005.

Employment agreement between YUM and David C. Npdaked as of September 24,
2004, which is incorporated herein by referencenfiexhibit 10.24 on Form 8-K filed on
September 24, 200

Form of YUM Director Stock Option Award Agreementhich is incorporated herein by
reference from Exhibit 10.25 to YUM'’s Quarterly Repon Form 10-Q for the quarter
ended September 4, 20(

Form of YUM 1999 Long Term Incentive Plan Award &gment, which is incorporated
herein by reference from Exhibit 10.26 to YUM’s Quealy Report on Form 10-Q for the
quarter ended September 4, 2C

YUM! Brands, Inc. International Retirement Plan,iasffect January 1, 2005, which is
incorporated herein by reference from Exhibit 10t@7 ¥ UM’s Annual Report on Form
10-K for the fiscal year ended December 25, 2(

Letter of Understanding, dated July 13, 2004, by between the Company and Samuel
Su, which is incorporated herein by reference friawhibit 10.28 to YUM'’s Annual
Report on Form 1-K for the fiscal year ended December 25, 2(

Form of 1999 Long Term Incentive Plan Award AgreatmStock Appreciation Rights)
which is incorporated by reference from Exhibit®% YUM’s Report on Form 8-K as
filed on January 30, 200

Credit Agreement, dated November 8, 2005, among YUONgroup Global Markets Ltd.
and J.P. Morgan Securities Inc., as Joint Mandatedd Arrangers and Joint
Bookrunners, and Citigroup International Plc andib@nk, N.A., Canadian Branch, as
Facility Agents, which is incorporated herein bjerence from Exhibit 10.31 to YUM'’s
Annual Report on Form 10-K for the fiscal year eh@=cember 31, 2005.

Severance Agreement (in the event of change inr@drior Emil Brolick, dated as of
February 15, 2001 (as filed herewit

Computation of ratio of earnings to fixed charg
Active Subsidiaries of YUM
Consent of KPMG LLP

Certification of the Chairman, Chief Executive @&t and President pursuant to Rule
13a-14(a) of Securities Exchange Act of 1934, ayptatl pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

Certification of the Chief Financial Officer pursuato Rule 13a-14(a) of Securities

Exchange Act of 1934, as adopted pursuant to Se80& of the Sarbanes-Oxley Act of
2002.
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T

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

32.2 Certification of the Chief Financial Officer purquado 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley A2002.

Neither YUM nor any of its subsidiaries is party aay other lon-term debt instrument under wh
securities authorized exceed 10 percent of the &stsets of YUM and its subsidiaries on a constdit
basis. Copies of instruments with respect to ltergr debt of lesser amounts will be furnished te
Commission upon reque:

Indicates a management contract or compensatomny
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Exhibit 10.3:

SEVERANCE AGREEMENT

THIS AGREEMENT, dated February 15, 2001, is madedmg between Tricon Glot
Restaurants, Inc., a North Carolina corporatioa @ompany"), and Emil Brolick (the "Executive").

WHEREAS, the Company considers it essential toktbst interests of its shareholder:
foster the continued employment of key managemersgmnel; and

WHEREAS, the Board recognizes that, as is the wagemany publicly held corporatior
the possibility of a Change in Control exists amak tsuch possibility, and the uncertainty and qaestwhich i
may raise among management, may result in the tigpaor distraction of management personnel tc
detriment of the Company and its shareholders; and

WHEREAS, the Board has determined that appropsges should be taken to reinforce
encourage the continued attention and dedicatiomerbers of the Company's management, includin
Executive, to their assigned duties without digtaacin the face of potentially disturbing circurastes arisin
from the possibility of a Change in Control;

NOW, THEREFORE, in consideration of the premises #me mutual covenants her

contained, the Company and the Executive herelgeaas follows:
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1. Defined Terms The definitions of capitalized terms used in thiggeement are provided
the last Section hereof.

2. Term of Agreement The Term of this Agreement shall commence on lalyr 15, 200

and continue for three years; however, on Januar002 and each January 1 thereafter, the Term
automatically be extended for an additional threarg unless, not later than September 30 of theegir
year, the Company or the Executive shall have givetice not to extend the Term; and further prodi
however, that if a Change in Control shall haveuoed during the Term, the Term shall expire ndieathar
the third anniversary of the date of such Changedntrol.

3. Company's Covenants Summarizebh order to induce the Executive to remain in

employ of the Company and in consideration of tlkxedative's covenants set forth in Section 4 hertdw
Company agrees, under the conditions describedmecepay the Executive the Severance Paymentste
other payments and benefits described herein. Exxeprovided in Section 9.1 hereof, no Severamgen@nt
shall be payable under this Agreement unless thieai# have been (or, under the terms of the sesentenc
of Section 6.1 hereof, there shall be deemed te baen) a termination of the Executive's employmsettt the
Company following a Change in Control and during therm. This Agreement shall not be construe
creating an express or implied contract of emplaynasd, except as otherwise agreed in writing betwiée
Executive and the Company, the Executive shall bte any right to be retained in the employ of
Company.

4. The Executive's Covenant3he Executive agrees that, subject to the temdscandition

of this Agreement, in the event of a Potential Qgim Control
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during the Term, the Executive will remain in thepoy of the Company until the earliest of (i) aedevhich i
six (6) months from the date of such Potential Cfaaim Control, (ii) the date of a Change in Cont(di) the
date of termination by the Executive of the Exeel§ employment for Good Reason or by reason ahda
Disability, or (iv) the termination by the Compaofjthe Executive's employment for any reason.

5. Compensation Other Than Severance Payments

5.1 Following a Change in Control and during theanTeand during any period that
Executive fails to perform the Executive's ftithe duties with the Company as a result of incapatue tc
physical or mental illness, the Company shall eeyExecutive's full salary to the Executive atrie in effec
at the commencement of any such period, togethtbr alli compensation and benefits payable to thectvee
under the terms of any compensation or benefit,glaagram or arrangement maintained by the Comr
during such period, until the Executive's employtignerminated by the Company for Disability.

5.2 If the Executive's employment shall be termadafor any reason following a Chang
Control and during the Term, the Company shall {rey Executive's full salary to the Executive througe
Date of Termination at the rate in effect immediafaior to the Date of Termination or, if highdhe rate ii
effect immediately prior to the first occurrenceanf event or circumstance constituting Good Reasgethe
with all compensation and benefits payable to thechtive through the Date of Termination undertdrens o
the Company's compensation and benefit plans, @nagjor arrangements as in effect immediately poidhe

Date of Termination or, if



more favorable to the Executive, as in effect immatdy prior to the first occurrence of an even
circumstance constituting Good Reason.

5.3 If the Executive's employment shall be termédafor any reason following a Change
Control and during the Term, the Company shall fpathe Executive the Executive's normal p@stainatior
compensation and benefits as such payments becameSdich postermination compensation and bent
shall be determined under, and paid in accordanitle, the Company's retirement, insurance and
compensation or benefit plans, programs and arraages as in effect immediately prior to the Dat
Termination or, if more favorable to the Executigs,in effect immediately prior to the occurrentéhe first
event or circumstance constituting Good Reason.

6. Severance Payments

6.1 Subject to Section 6.2 hereof, if (i) the Exeais employment is terminated followin
Change in Control and during the Term, other thnby the Company for Cause, (B) by reason of des
Disability, or (C) by the Executive without Good &®n, the Company shall pay the Executive the atg
and provide the Executive the benefits, describatiis Section 6.1 ("Severance Payments") and @e6t, i
addition to any payments and benefits to whichBkecutive is entitled under Section 5 hereof. Roppses ¢
this Agreement, the Executive's employment shalti&emed to have been terminated following a Chan
Control by the Company without Cause or by the Hkge with Good Reason, if (i) the Executi
employment is terminated by the Company without<eaafter the occurrence of a Potential Change mtrGl

and prior to a Change in Control (whether or n@hange in Control ever occurs)
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and such termination was at the request or dineatfoa Person who has entered into an agreemehtti¢
Company the consummation of which would constimt€hange in Control, (ii) the Executive terminatés
employment for Good Reason after the occurrenca Bbtential Change in Control and prior to a Chan
Control (whether or not a Change in Control evaruss) and the circumstance or event which conest@oor
Reason occurs at the request or direction of sechoR, or (iii) the Executive's employment is terated b
the Company without Cause or by the Executive foodsReason after the occurrence of a Potential @ha
Control and such termination or the circumstanceewgnt which constitutes Good Reason is otherwi
connection with or in anticipation of a Change ion@ol (whether or not a Change in Control everost Fo
purposes of any determination regarding the apgplibaof the immediately preceding sentence, aogifior
taken by the Executive shall be presumed to beecbumless the Company establishes by clear andrezing
evidence that such position is not correct.

(A) In lieu of any further salary payments to th&eEutive for perioc
subsequent to the Date of Termination and in litany severance benefit otherwise payable ti
Executive, the Company shall pay to the Executivensp sum severance payment, in cash, eqt
three times the sum of (i) the Executive's basargas in effect immediately prior to the Date
Termination or, if higher, in effect immediatelyiqrto the first occurrence of an event or circuenst
constituting Good Reason and (ii) the target anmentive compensation for the Executive in ret
of the fiscal year in which the Change in Contraicurred, or, if higher, the actual incen

compensation the Executive



earned for the fiscal year preceding the year iitiwthe Executive's employment is terminated.

(B) Notwithstanding any provision of any annual long-term incentiv:
plan to the contrary, the Company shall pay toBEkecutive a lump sum amount, in cash, equal t
sum of (i) any unpaid incentive compensation wliiek been allocated or awarded to the Executiy
a completed fiscal year or other measuring perietgring the Date of Termination under any :
plan and which has not yet been paid or deferredyamt to a deferral plan maintained by
Company, and (ii) and, notwithstanding any provisad the Company's annual incentive plan tc
contrary, a cash lump sum amount equal to a pr@ pattion to the Date of Termination of
aggregate value of the annual incentive compensatiard to the Executive for the then uncompl
fiscal year under such plan, assuming achievememedormance goals at the target level, o
higher, assuming continued achievement of suctopaence goals at the level achieved throug!
Date of Termination.

(C) The Company shall provide the Executive withiptacement servici
suitable to the Executive's position for a periddoe year or, if earlier, until the first acceptarby
the Executive of an offer of employment.

6.2 (A) Whether or not the Executive becomes etitio the Severance Payments, if
payment or benefit received or to be received lgyERecutive in connection with a Change in Controthe
termination of the Executive's employment (whetharsuant to the terms of this Agreement or any rgpten

arrangement or agreement with the Company, anyRevhose actions result in a Change in Control or
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any Person affiliated with the Company or such &®rgall such payments and benefits, excludingGhass-
Up Payment, being hereinafter called "Total Paysi@ntill be subject (in whole or part) to the Exei$ax
then, subject to the provisions of subsection ([Bth Section 6.2, the Company shall pay to thedtitive al
additional amount (the "Grosdp Payment") such that the net amount retained hey Executive, afti
deduction of any Excise Tax on the Total Payments any federal, state and local income and employ
taxes and Excise Tax upon the Grags—Payment, shall be equal to the Total Paymeras.plrposes ¢
determining the amount of the Grokip-Payment, the Executive shall be deemed to pdgréé income taxe
at the highest marginal rate of federal incometiaran the calendar year in which the GragsPaymentis 1
be made and state and local income taxes at thestignarginal rate of taxation in the state andlicof the
Executive's residence on the Date of Terminatiorif(iere is no Date of Termination, then the datewhict
the Grossup Payment is calculated for purposes of this 8edi2), net of the maximum reduction in fed
income tax which could be obtained from deductibsuzh state and local taxes.

(B) In the event that, after giving effect to amgleterminations described in subsection (I
this Section 6.2, the Total Payments do not exdgediore than ten percent (10%) the largest amchat
would result in no portion of the Total Paymentingesubject to the Excise Tax, then subsectiond®this
Section 6.2 shall not apply and Severance Paynsiats first be reduced (if necessary, to zerohi manne
elected by the Executive to the extent necessatihiamo portion of the Total Payments will be sabjto th

Excise Tax.



(C) For purposes of determining whether any of Tietal Payments will be subject to
Excise Tax and the amount of such Excise Tax,l(ipfathe Total Payments shall be treated as "gar&
payments" within the meaning of section 280G (b}{2}he Code, unless in the opinion of tax coun$eax
Counsel") reasonably acceptable to the Executidesatected by the accounting firm which was, imratady
prior to the Change in Control, the Company's imaiglent auditor (the "Auditor"), such other paymeor
benefits (in whole or in part) do not constitutegzhute payments, including by reason of sectiddG{B)(4)
(A) of the Code, (ii) all "excess parachute payrmaéntithin the meaning of section 280G(b)(l) of fhede sha
be treated as subject to the Excise Tax unlegbeiopinion of Tax Counsel, such excess parachayenpnt
(in whole or in part) represent reasonable compg@rséor services actually rendered, within the mieg of
section 280G(b)(4)(B) of the Code, in excess ofBaee Amount allocable to such reasonable compensat
are otherwise not subject to the Excise Tax, aiijdife value of any noncash benefits or any defépaymer
or benefit shall be determined by the Auditor it@dance with the principles of sections 280G(dx3) (4
of the Code. Prior to the payment date set fortSention 6.3 hereof, the Company shall provideBkecutive
with its calculation of the amounts referred totims Section 6.2(C) and such supporting materiglsa
reasonably necessary for the Executive to evallmeCompany's calculations. If the Executive disptthi
Company's calculations (in whole or in part), teasonable opinion of Tax Counsel with respect éontfatte
in dispute shall prevail.

(D) In the event that (i) amounts are paid to tlxedtitive pursuant to subsection (A) of

Section 6.2, (ii) the Excise Tax is finally detenmdl to be less than
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the amount taken into account hereunder in caiogilahe GrosgJp Payment, and (iii) after giving effect
such redetermination, the Total Payments are teteced pursuant to subsection (B) of this Sedi@n the
Executive shall repay to the Company, within ted) (dusiness days following the time that the amadirsuct
reduction in Excise Tax is finally determined, thertion of the Grosddp Payment attributable to st
reduction (plus that portion of the Grokk-Payment attributable to the Excise Tax and f&dstate and loc
income and employment taxes imposed on the GdpsBayment being repaid by the Executive), to tiere
that such repayment results in (i) no portion @& ffotal Payments being subject to the Excise Tak(é@na
dollar—for-dollar reduction in the Executive's taxable incosne wages for purposes of federal, state and
income and employment taxes) plus interest on theuat of such repayment at 120% of the rate pravid
section 1274(b)(2)(B) of the Code. In the event {xa the Excise Tax is determined to exceed thewr
taken into account hereunder at the time of thaiteation of the Executive's employment (includingrbasol
of any payment the existence or amount of whicmotibe determined at the time of the Grags-Payment
and (y) after giving effect to such redeterminatitire Total Payments should not have been redugesiian
to subsection (B) of this Section 6.2, the Compshgll make an additional Groddp Payment in respect
such excess and in respect of any portion of theisexTax with respect to which the Company hac
previously made a Grosgp Payment (plus any interest, penalties or additipayable by the Executive w
respect to such excess and such portion) within(28&h business days following the time that the ana!

such excess is finally determined.



6.3 The payments provided in subsections (A), (@ éD) of Section 6.1 hereof and
Section 6.2 hereof shall be made not later thantehth day following the Date of Termination; prded,
however, that if the amounts of such payments, and thé&dtion on such payments set forth in Sectior
hereof, cannot be finally determined on or befarehsday, the Company shall pay to the Executiveumt da
an estimate, as determined in good faith by thectkee or, in the case of payments under Secti@rhéreoi
in accordance with Section 6.2 hereof, of the mimimamount of such payments to which the Execut
clearly entitled and shall pay the remainder othspayments (together with interest on the unpaidaiade
(or on all such payments to the extent the Comaitg/to make such payments when due) at 120%eofdh
provided in section 1274(b)(2)(B) of the Code) agrsas the amount thereof can be determined nd Even
later than the thirtieth (30th) day after the DateTermination. In the event that the amount of gséimate
payments exceeds the amount subsequently detertairied/e been due, such excess shall constitutanabl
the Company to the Executive, payable on the tgith) business day after demand by the Compaggitie
with interest at 120% of the rate provided in sEtt1274(b)(2)(B) of the Code). At the time that peyts ar
made under this Agreement, the Company shall peottid Executive with a written statement settinghféhe
manner in which such payments were calculated &edbiasis for such calculations including, witt
limitation, any opinions or other advice the Compdras received from Tax Counsel, the Auditor oret
advisors or consultants (and any such opinions dsica which are in writing shall be attached to
statement). The Company shall bear the entireafasty opinions, advice or similar expenses astediwitl

Sections 6.2 or 6.3 hereof.
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6.4 The Company also shall pay to the Executivéeglhl fees and expenses incurred by
Executive in disputing in good faith any issue heder relating to the termination of the Execuf
employment, in seeking in good faith to obtain foece any benefit or right provided by this Agresarhor ir
connection with any tax audit or proceeding to ¢kéent attributable to the application of secti®99 of the
Code to any payment or benefit provided hereurfsiech payments shall be made within ten (10) busidag:
after delivery of the Executive's written requefsis payment accompanied with such evidence of fe&
expenses incurred as the Company reasonably maiyeeq

7. Termination Procedures and Compensation Durisgue.

7.1 Notice of Termination After a Change in Control and during the Term @ader th

circumstances described in the second sentenceatiols 6.1 hereof), any purported termination of
Executive's employment (other than by reason ofthjeahall be communicated by written Notice
Termination from one party hereto to the otheryphgreto in accordance with Section 10 hereof.ffrwpose
of this Agreement, a "Notice of Termination" shaléan a notice which shall indicate the specifimiaatior
provision in this Agreement relied upon and shall ®rth in reasonable detail the facts and cirdanse
claimed to provide a basis for termination of thee@utive's employment under the provision so ineid
Further, a Notice of Termination for Cause is reggito include a copy of a resolution duly adopbgdthe
affirmative vote of not less than thrgearters (3/4) of the entire membership of the Badra meeting of ti
Board which was called and held for the purposeosfsidering such termination (after reasonablecedt thi

Executive and an opportunity for the Executive gtbgr with the
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Executive's counsel, to be heard before the Bo@md)ng that, in the good faith opinion of the Bdathe
Executive was guilty of conduct set forth in claeor (ii) of the definition of Cause herein, asgecifyin¢
the particulars thereof in detail.

7.2 Date of Termination"Date of Termination," with respect to any purgedrtermination c

the Executive's employment after a Change in Comind during the Term, shall mean (i) if the Exéaeit
employment is terminated for Disability, thirty (3@ays after Notice of Termination is given (praaddthat th
Executive shall not have returned to the flithe performance of the Executive's duties durimchsthirty (30
day period), and (ii) if the Executive's employme&nterminated for any other reason, the date fipddn the
Notice of Termination (which, in the case of a teration by the Company, shall not be less thartytHB0)
days (except in the case of a termination for Caasd, in the case of a termination by the Exeeytshall nc
be less than fifteen (15) days nor more than s{®) days, respectively, from the date such Noti€
Termination is given).

7.3 Dispute Concerning Termination If within fifteen (15) days after any Notice

Termination is given, or, if later, prior to the teaf Termination (as determined without regardhie Sectiol
7.3), the party receiving such Notice of Terminatimtifies the other party that a dispute existsceoning th
termination, the Date of Termination shall be egezhuntil the earlier of (i) the date on which frerm ends ¢
(i) the date on which the dispute is finally resml, either by mutual written agreement of theiparbr by .
final judgment, order or decree of an arbitratoaaourt of competent jurisdiction (which is nopaplable ¢
with respect to which the time for appeal therefroas expired and no appeal has been perfectedjidptb,

however, that the Date of
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Termination shall be extended by a notice of dismiten by the Executive only if such notice isegivin goor
faith and the Executive pursues the resolutioruchslispute with reasonable diligence.

7.4 Compensation During Disputdf a purported termination occurs following a @ga ir

Control and during the Term and the Date of Tertmmais extended in accordance with Section 7.2dfethe
Company shall continue to pay the Executive thedoimpensation in effect when the notice giving tis the
dispute was given (including, but not limited t@lay) and continue the Executive as a participanll
compensation, benefit and insurance plans in wiierExecutive was participating when the noticergjvise
to the dispute was given, until the Date of Terrtiorg as determined in accordance with Sectionhe/@of
Amounts paid under this Section 7.4 are in additmall other amounts due under this Agreementefothal
those due under Section 5.2 hereof) and shall aatftset against or reduce any other amounts dderuhis
Agreement.

8. No Mitigation . The Company agrees that, if the Executive's eympémt with th
Company terminates during the Term, the Execuswveoi required to seek other employment or to gitén
any way to reduce any amounts payable to the Execby the Company pursuant to Section 6 here
Section 7.4 hereof. Further, the amount of any maynoer benefit provided for in this Agreement shradt be
reduced by any compensation earned by the Execasivibe result of employment by another employg
retirement benefits, by offset against any amouaitmed to be owed by the Executive to the Compan
otherwise.

9. Successors; Binding Agreement
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9.1 In addition to any obligations imposed by lapon any successor to the Company
Company will require any successor (whether directindirect, by purchase, merger, consolidatiol
otherwise) to all or substantially all of the biess and/or assets of the Company to expressly assadagre
to perform this Agreement in the same manner artieasame extent that the Company would be requd
perform it if no such succession had taken pla@lufe of the Company to obtain such assumption
agreement prior to the effectiveness of any suckhession shall be a breach of this Agreement aalll eshtitle
the Executive to compensation from the Companhésame amount and on the same terms as the Be
would be entitled to hereunder if the Executive evier terminate the Executive's employment for GRedso
after a Change in Control, except that, for purpagfieimplementing the foregoing, the date on wtdaly sucl
succession becomes effective shall be deemed tteedd@ermination.

9.2 This Agreement shall inure to the benefit ofl ave enforceable by the Executi
personal or legal representatives, executors, asfrtors, successors, heirs, distributees, devisaa
legatees. If the Executive shall die while any antauould still be payable to the Executive hereun@éhel
than amounts which, by their terms, terminate ufhendeath of the Executive) if the Executive hadticwec
to live, all such amounts, unless otherwise pravitlerein, shall be paid in accordance with the seofthis
Agreement to the executors, personal represensabivadministrators of the Executive's estate.

10. Notices. For the purpose of this Agreement, notices arndotiler communicatior

provided for in the Agreement shall be in writingdeshall be deemed to
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have been duly given when delivered or mailed bytddnStates registered mail, return receipt requk
postage prepaid, addressed, if to the Executivehdaaddress inserted below the Executive's sigaatn thi
final page hereof and, if to the Company, to thérass set forth below, or to such other addresstlasr part
may have furnished to the other in writing in adzorce herewith, except that notice of change ofesddsha

be effective only upon actual receipt:

To the Company:

Tricon Global Restaurants, Inc.
1441 Gardiner Lane

Louisville, KY 40213

Attention: General Counsel

11. Miscellaneous No provision of this Agreement may be modifiedjived or discharge
unless such waiver, modification or discharge ieead to in writing and signed by the Executive andt
officer as may be specifically designated by thefo No waiver by either party hereto at any tinfieay
breach by the other party hereto of, or of any laElcompliance with, any condition or provision tbifis
Agreement to be performed by such other party $letieemed a waiver of similar or dissimilar priis ol
conditions at the same or at any prior or subsedime. This Agreement supersedes any other agnsno
representations, oral or otherwise, express origdplvith respect to the subject matter hereof tvinave bee

made by either party; providechowever, that this Agreement shall supersede any agreesediirig forth th

terms and conditions of the Executive's employnvetti the Company only in the event that the ExeeX
employment with the Company is terminated on dofeing a Change in Control, by the Company othar

for Cause or by the Executive for Good
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Reason. The validity, interpretation, constructiomd performance of this Agreement shall be govehbyethe
laws of the State of Kentucky, without referencetsoprinciples of conflicts of law. All referencés section
of the Exchange Act or the Code shall be deemexdtalsefer to any successor provisions to suchicetAny
payments provided for hereunder shall be paid hahy applicable withholding required under fedesshte ¢
local law and any additional withholding to whidietExecutive has agreed. The obligations of the [i2any
and the Executive under this Agreement which byr thature may require either partial or total pemfanc:
after the expiration of the Term (including, withdimitation, those under Sections 6 and 7 herebil
survive such expiration.

12. Validity . The invalidity or unenforceability of any provisi of this Agreement shall r
affect the validity or enforceability of any othgrovision of this Agreement, which shall remainfiti force
and effect.

13. Counterparts This Agreement may be executed in several copatts, each of whic
shall be deemed to be an original but all of whagiether will constitute one and the same instrumen

14. Settlement of Disputes; Arbitratior14.1 All claims by the Executive for benefits er

this Agreement shall be directed to and determimgdhe Board and shall be in writing. Any denial tig
Board of a claim for benefits under this Agreemsmll be delivered to the Executive in writing astall se
forth the specific reasons for the denial and thecHic provisions of this Agreement relied upomeTBoar:
shall afford a reasonable opportunity to the Exgeufor a review of the decision denying a claind ashal

further allow the Executive to appeal to the Boaudkcision of the Board
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within sixty (60) days after natification by the &al that the Executive's claim has been denied.
14.2 Any further dispute or controversy arising @ndr in connection with this Agreem
shall be settled exclusively by arbitration in Lexille, Kentucky in accordance with the rules of hmerical

Arbitration Association then in effect; providedhowever, that the evidentiary standards set forth in

Agreement shall apply. Judgment may be enterecheratbitrator's award in any court having jurisdic
Notwithstanding any provision of this Agreementhe contrary, the Executive shall be entitled teksgpecifit
performance of the Executive's right to be paidluhe Date of Termination during the pendency afy
dispute or controversy arising under or in conmectvith this Agreement.

15. Definitions. For purposes of this Agreement, the followingrershall have the meanir
indicated below:

(A) "Affiliate" shall have the meaning set forth Rule 12b2 promulgated under Section
of the Exchange Act.

(B) "Auditor" shall have the meaning set forth iecBon 6.2 hereof.

(C) "Base Amount" shall have the meaning set fortbection 280G(b)(3) of the Code.

(D) "Beneficial Owner" shall have the meaning s@tH in Rule 13d3 under the Exchan
Act.

(E) "Board" shall mean the Board of Directors af tbompany.

(F) "Cause" for termination by the Company of the€utive's employment shall mean (i)

willful and continued failure by the Executive tobstantially perform
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the Executive's duties with the Company (other thiay such failure resulting from the Executive'saipacit
due to physical or mental illness or any such dotweanticipated failure after the issuance of atitdo of
Termination for Good Reason by the Executive purstia Section 7.1 hereofifter a written demand f
substantial performance is delivered to the Exgeuliy the Board, which demand specifically ideasfith
manner in which the Board believes that the Exgeuiias not substantially performed the Executideties, o
(i) the willful engaging by the Executive in coruwhich is demonstrably and materially injuriowsthe
Company or its subsidiaries, monetarily or otheewisor purposes of clauses (i) and (ii) of thismdgébn, (x)
no act, or failure to act, on the Executive's gadll be deemed "willful* unless done, or omittecbe done, k
the Executive not in good faith and without reasd@doelief that the Executive's act, or failureafd, was i
the best interest of the Company and (y) in thenxewé a dispute concerning the application of tiigvision
no claim by the Company that Cause exists shafjiben effect unless the Company establishes tdBthaec
by clear and convincing evidence that Cause exists.
(G) A "Change in Control" shall be deemed to haveuored if the event set forth in any 1
of the following paragraphs shall have occurred:
() any Person is or becomes the Beneficial Owdieectly or indirectly, o
securities of the Company (not including in thewsgies beneficially owned by such Per
any securities acquired directly from the Companytoaffiliates) representing 20% or m
of the combined voting power of the Company's tbatstanding securities, excluding

Person
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who becomes such a Beneficial Owner in connectith atransaction described in claus:
of paragraph (lll) below; or

(I the following individuals cease for any readonconstitute a majority
the number of directors then serving: individuatsowon the date hereof, constitute the B
and any new director (other than a director whag&l assumption of office is in connect
with an actual or threatened election contest,uiliclg but not limited to a const
solicitation, relating to the election of directoo$ the Company) whose appointmen
election by the Board or nomination for electiontbg Company's shareholders was appr
or recommended by a vote of at least tthirds (2/3) of the directors then still in offieeha
either were directors on the date hereof or whgmmiatment, election or nomination
election was previously so approved or recommenalied;

(111 there is consummated a merger or consolisatibthe Company or ai
direct or indirect subsidiary of the Company withyaother corporation, other than (i
merger or consolidation immediately following whithose individuals who, immediats
prior to the consummation of such merger or codsditbn, constituted the Board, constitu
majority of the board of directors of the Compamyttee surviving or resulting entity or a
parent thereof, or (ii) a merger or consolidatiffeeted to implement a recapitalization of
Company (or similar transaction) in which no Persomor becomes the Beneficial Owr
directly or indirectly, of securities of the Compafmot including in the securities beneficit

owned by such Person
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any securities acquired directly from the CompanitoAffiliates) representing 20% or me

of the combined voting power of the Company's thetstanding securities,
Notwithstanding the foregoing, a "Change in Coritsfiall not be deemed to have occurred by virtughe
consummation of any transaction or series of irtiegl transactions immediately following which tleearc
holders of the common stock of the Company immedigprior to such transaction or series of trarieae
continue to haveubstantially the same proportionate ownershimiertity which owns all or substantially
of the assets of the Company immediately followsngh transaction or series of transactions.

(H) "Code" shall mean the Internal Revenue CodE9@6, as amended from time to time.

() "Company" shall mean Tricon Global Restaurains, and, except in determining un
Section 15(G) hereof whether or not any Changeadnt®l of the Company has occurred, shall includg
successor to its business and/or assets which assand agrees to perform this Agreement by operat
law, or otherwise.

(J) "Date of Termination" shall have the meaningfegh in Section 7.2 hereof.

(K) "Disability" shall be deemed the reason for tle@mination by the Company of |
Executive's employment, if, as a result of the Exige's incapacity due to physical or mental ilkethe
Executive shall have been absent from the fulle performance of the Executive's duties with @empan'

for a period of six (6) consecutive months, the @any shall have given the Executive a Notice offlieatior
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for Disability, and, within thirty (30) days aftasuch Notice of Termination is given, the Executshall no
have returned to the full-time performance of tixe&titive's duties.

(L) "Exchange Act" shall mean the Securities Exg®Act of 1934, as amended from tim
time.

(M) "Excise Tax" shall mean any excise tax imposeder section 4999 of the Code.

(N) "Executive" shall mean the individual namedhe first paragraph of this Agreement.

(O) "Good Reason" for termination by the Executofethe Executive's employment st
mean the occurrence (without the Executive's espngitten consent) after any Change in Contropraor to ¢
Change in Control under the circumstances desciibethuses (ii) and (iii) of the second sentent&ectior
6.1 hereof (treating all references in paragraphthfough (VII) below to a "Change in Control" eeference
to a "Potential Change in Control"), of any onetloé following acts by the Company, or failures g
Company to act, unless, in the case of any actituré to act described in paragraph (1), (V), (\gb) (VII)
below, such act or failure to act is corrected ptio the Date of Termination specified in the Netiof
Termination given in respect thereof:

() the assignment to the Executive of any dutiesonsistent with tt
Executive's status as an executive officer of tbenany or a substantial adverse alteratic
the nature or status of the Executive's respoitsisifrom those in effect immediately priol

the Change in Control;
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(I a reduction by the Company in the Executivasual base salary
target incentive award or incentive award oppotiuas in effect on the date hereof or as
same may be increased from time to time;

(1) the relocation of the Executive's principalape of employment to
location more than 50 miles from the Executivelagipal place of employment immediat
prior to the Change in Control or the Company'siiéiog the Executive to be based anywl
other than such principal place of employment (emptted relocation thereof) except
required travel on the Company's business to amnéxtubstantially consistent with
Executive's present business travel obligations;

(IV) the failure by the Company to pay to the Ex@ciany portion of th
Executive's current compensation, or to pay toBkecutive any portion of an installment
deferred compensation under any deferred compensatiogram of the Company, witl
seven (7) days of the date such compensation is due

(V) the failure by the Company to continue in effanoy compensation pl
in which the Executive participates immediatelyoprio the Change in Control which
material to the Executive's total compensationluidiag but not limited to the Company's
any substitute plans adopted prior to the Changeantrol, unless an equitable arranger
(embodied in an ongoing substitute or alternatik)has been made with respect to :

plan, or the failure by the Company to
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continue the Executive's participation therein ifoisuch substitute or alternative plan) ¢
basis not materially less favorable, both in temfighe amount or timing of payment
benefits provided and the level of the ExecutipaHicipation relative to other participants
existed immediately prior to the Change in Control;

(VI) the failure by the Company to continue to dow/the Executive wil
benefits substantially similar to those enjoyedtiy Executive under any of the Compa
pension, savings, life insurance, medical, heatith @&cident, or disability plans in which
Executive was participating immediately prior t@ tBhange in Control (except for across
board changes similarly affecting all executivestltd Company and all executives of
Person in control of the Company), the taking of ather action by the Company wh
would directly or indirectly materially reduce anf/such benefits or deprive the Executiv
any material fringe benefit enjoyed by the Exeauitit the time of the Change in Control
the failure by the Company to provide the Executiith the number of paid vacation day:
which the Executive is entitled on the basis of rgeaf service with the Company
accordance with the Company's normal vacation paficeffect at the time of the Change
Control; or

(VII) any purported termination of the Executivel®mployment which is n
effected pursuant to a Notice of Termination swiigf the requirements of Section 7.1 her

for purposes of this Agreement, no such purporechination shall be effective.
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The Executive's right to terminate the Executiegtgployment for Good Reason shall no
affected by the Executive's incapacity due to pfaisir mental iliness. The Executive's continuegleymen
shall not constitute consent to, or a waiver ohtsgwith respect to, any act or failure to act ¢ibusng Gooc
Reason hereunder.

For purposes of any determination regarding thstemce of Good Reason, any claim by
Executive that Good Reason exists shall be presumbd correct unless the Company establishest&otar
by clear and convincing evidence that Good Reases dot exist.

(P) "Gross—Up Payment" shall have the meaningostt in Section 6.2 hereof.

(Q) "Notice of Termination" shall have the meangaj forth in Section 7.1 hereof.

(R) "Pension Plan" shall mean any tgualified, supplemental or excess benefit penslan
maintained by the Company and any other plan oeeagent entered into between the Executive an
Company which is designed to provide the Executiith supplemental retirement benefits.

(S) "Person” shall have the meaning given in Se@i@)(9) of the Exchange Act, as modi
and used in Sections 13(d) and 14(d) thereof, eéxbap such term shall not include (i) the Companyny o
its subsidiaries, (ii) a trustee or other fiducidrglding securities under an employee benefit mérihe
Company or any of its Affiliates, (iii) an undertet temporarily holding securities pursuant to #ering of

such securities, or (iv) a corporation owned, diyear indirectly, by the shareholders of
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the Company in substantially the same proportianheir ownership of stock of the Company.
(T) "Potential Change in Control" shall be deemedave occurred if the event set fortl
any one of the following paragraphs shall have oech

() the Company enters into an agreement, the comsation of whicl
would result in the occurrence of a Change in Gontr

(I1) the Company or any Person publicly announgegention to take or
consider taking actions which, if consummated, wadnstitute a Change in Control;

(1) any Person becomes the Beneficial Owner, diyeor indirectly, o
securities of the Company representing 15% or mbdmrbther the then outstanding share
common stock of the Company or the combined votigver of the Company's th
outstanding securities (not including in the sd@sibeneficially owned by such Person
securities acquired directly from the Company sraiffiliates), excluding, however, any en
or group which, as of July 21, 1998, has on filthwihe Securities and Exchange Commis
a Form 13D or 13G indicating ownership aggregafifgo or more of the then outstanc
shares of common stock of the Company or the comabioting power of the Company's tl
outstanding securities; or

(IV) the Board adopts a resolution to the effedtttor purposes of tr

Agreement, a Potential Change in Control has oedurr

25



(U) "Severance Payments" shall have the meaninfpghtin Section 6.1 hereof.
(V) "Tax Counsel" shall have the meaning set fantBection 6.2 hereof.
(W) "Term" shall mean the period of time describadSection 2 hereof (including a

extension, continuation or termination describesté¢m).
(X) "Total Payments" shall mean those paymentseseribed in Section 6.2 hereof.

TRICON GLOBAL RESTAURANTS, INC.

By: s/ Gregg R. Dedrick
Name: Gregg R. Dedricl
Title: Executive Vice Presider

People and Shared Servic

/s/ Emil Brolick
Emil Brolick

Address:

26



YUM! Brands, Inc.
Ratio of Earnings to Fixed Charges Years Ended Z00&2
(in millions except ratio amounts)

Exhibit 12.1

52 weeks 53 weeks 52 weeks
2006 2005 2004 2003 2002

Earnings:
Pretax income from continuing operations be
cumulative effect of accounting chang $ 1,10¢ $ 1,02¢ $ 1,02¢ $ 88¢€ $ 858
50% or less owned Affiliates’ interests, net (12 (8) 2 1 @)
Interest expense 172 14¢ 14E 18t 180
Interest portion of net rent expense 20¢ 17¢ 164 147 111
Earnings available for fixed charges $ 1471 $ 1,34F $ 1,337 $ 1,21¢ $1,142
Fixed Charges:
Interest expense $ 174 % 14¢ $ 14¢€ $ 18t $ 180
Interest portion of net rent expense 20¢ 17¢ 164 147 111
Total fixed charges $ 38 % 327 $ 3L $ 332 $ 291

Ratio of earnings to fixed charg 3.8¢ 411 4.31 3.67 3.92



SUBSIDIARIES OF YUM! BRANDS, INC.

AS OF DECEMBER 30, 2006

Exhibit 21.1

State or Country of

Name of Subsidiary Incorporation
3018538 Nova Scotia Compa Canade
A&W Restaurants, Inc Michigan
ACN 002 543 286 Pty. Ltc Australia
ACN 002 812 151 Pty. Ltc Australia
ACN 003 007 690 Pty. Ltc Australia
ACN 003 190 163 Pty. Ltc Australia
ACN 003 190 172 Pty. Ltc Australia
ACN 003 273 854 Pty. Lt Australia
ACN 004 240 046 Pty. Ltc Australia
ACN 005 041 547 Pty. Ltc Australia
ACN 009 064 706 Pty. Ltc Australia
ACN 010 355 772 Pty. Ltc Australia
ACN 054 055 917 Pty. Ltc Australia
ACN 054 121 416 Pty. Ltc Australia
ACN 084 994 374 Pty. Ltc Australia
ACN 085 239 961 Pty. Ltd. (SA: Australia
ACN 085 239 998 Pty. Ltd. (SA: Australia
ACN 103 640 393 Pty. Ltc Australia
Ashton Fried Chicken Pty. Lt Australia
Beijing Pizza Co., Ltd China
Big Sur Restaurant No. 2, In Delaware
Big Sur Restaurants, In Kansas
Changsha KFC Co., Lti China
Chongging KFC Co., Ltc China

D H Gorman (Leicester) Limite United Kingdom
Dalian Kentucky Foodhall Co., Lt China
Dalian Kentucky Fried Chicken Co., Lt China
Dongguan KFC Co., Ltc China
Expertos en Reparto a Domicilio, S. de R.L. de ( Mexico
Expertos en Restaurantes, S. de R.L. de Mexico
Finger Lickin' Chicken Limitec United Kingdom
FTB, Inc. Florida

G Judd and Rose Caterers Limi

United Kingdom

Gittins and Rose Caterers Limit

United Kingdom

Glenharney Insurance Comps Vermont
Gloucester Properties Pty. Lt Australia
Hangzhou KFC Co., Ltc China
Inventure Restaurantes Ltc Brazil
Kentucky Fried Chicken (Germany) Restaurant HoldignbH Germany

Kentucky Fried Chicken (Great Britain) Limit

United Kingdom

Kentucky Fried Chicken (Great Britain) Pension Tiuigited

United Kingdom

Kentucky Fried Chicken Beijing Co., L

China




Kentucky Fried Chicken Corporate Holdings, L Delaware
Kentucky Fried Chicken de Mexico, S. de R.L. de € Mexico
Kentucky Fried Chicken Global B.\ Netherland:
Kentucky Fried Chicken International Holdings, | Delaware
Kentucky Fried Chicken Japan LI Japar

Kentucky Fried Chicken Limited (f/k/a Roberts Restats Limited) United Kingdom
Kentucky Fried Chicken Pty. Lt Australia

KFC Advertising, Ltd. United Kingdom
KFC Corporatior Delaware

KFC Development (Thailand) Co., Lt Thailand

KFC France SA{ France

KFC Germany, Inc Delaware

KFC Holding Co. (f/k/a Kentucky Fried Chicken of IBarnia, Inc.) Delaware

KFC Holdings B.V. Netherland:
KFC Ireland Limited Ireland

KFC Productos Alimenticious C./ Venezuel:

KFC San Juan, In( Delaware

KFC Services Limited (f/k/a Lookchief Limite: United Kingdom
KFC U.S. Properties, Ini Delaware

KFCS 652 Limited (f/k/a KFC Services Limite

United Kingdom

Kunming KFC Co., Ltd

China

Lanzhou KFC Co., Ltd China

LJS Advertising, Inc Kentucky

LJS Restaurants, In Delaware

Long John Silver's, Inc Delaware
Mercian Fast Food Limite United Kingdom
Multibranding Pty. Ltd Australia
Nanchang KFC Co., Lt China

Nanjing KFC Co., Ltd China

Nanning KFC Co., Ltd China
Newcastle Fried Chicken Pty. Lt Australia
Norfolk Fast Foods Ltc United Kingdom
Northside Fried Chicken Pty. Lt Australia

Pasta Bravo, LL( Delaware
PCNZ Limited Mauritius

PHM de Mexico, S. de R.L. de C. Mexico

PHP de Mexico Inmobiliaria, S. de R.L. de C Mexico

Pizza France S.A.¢ France

Pizza Hut (Restaurations) GME Germany

Pizza Hut (UK) Limitec

United Kingdom

Pizza Hut (UK) Pension Trust Limite

United Kingdom

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

Mexico

Pizza Hut Holding Gmbt

Germany

Pizza Hut International, LL¢

Delaware

Pizza Hut Korea Co., Lt

Korea, Republic o

Pizza Hut Mexicana, S de RL de (

Mexico

Pizza Hut of America, Inc

Delaware




Pizza Hut of North America, In Texas

Pizza Hut Services Limite United Kingdom
Pizza Hut, Inc California
Pizza Hut, Ltd Texas
Pizze-Hut Special Delivery Australia Limite Delaware
Qingdao Kentucky Fried Chicken Co., L China

Restaurant Holdings Limite

United Kingdom

Restaurantes Internacionales Limitada (de C

Chile

SCI Durantor France
SEPSA S.N.C France
Servicios Administrativos R.P.l., S. de R.L. de C Mexico
Shanghai Kentucky Fried Chicken Co., L China
Shanghai Pizza Hut Co., Lt China
Shantou KFC Co., Ltc China
Shenzhen KFC Co., Lt China
SM2RL S.A.S. (SASU France

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

United Kingdom

Spizza 30 SA¢

France

Suffolk Fast Foods Ltc

United Kingdom

Suzhou KFC Co., Ltc

China

Taco Bell Corg California
Taco Bell of America, Inc Delaware
Taiyuan KFC Co., Ltd China
TCL, Inc. Delaware
TGRI-Relo, Inc. Texas
THC | Limited Malta
THC Il Limited Malta
THC Il Limited Malta
THC IV Limited Malta
THC V Limited Malta
Tianjin KFC Co., Ltd, China
Tricon International (Thailand) Co., Lt Thailand
Unified Purchasing Group of Canada Corporation/éalPGC, Inc. Canade
Valleythorn Limited United Kingdom
VariAsian, Inc. Delaware

West End Restaurants (Holdings) Limit

United Kingdom

West End Restaurants (Investments) Lim

United Kingdom

West End Restaurants Limit

United Kingdom

WingStreet, LLC Delaware

Wuxi KFC Co., Ltd. China

Xiamen- KFC Co., Ltd. China

Xinjiang KFC Co., Ltd. China

YA Company One Pty. Ltc Australia

YB Operadora, S. de R.L. de C. Mexico

YGR America, Inc Delaware

YGR International Limitec United Kingdom
YGRUS, LLC Delaware




Yorkshire Global Licensing Netherlands B.

Netherlands

Yorkshire Global Restaurants, Ir Maryland
Yorkshire Holdings, Inc Maryland
YSV Holdings, LLC Delaware
Yum Procurement Corporatic Delaware
Yum Procurement Holding Corporati Delaware
Yum Procurement Services, L. Delaware
Yum Restaurant Licensing Col Delaware
Yum Restaurants Espana, S Spain
Yum Restaurants International (Pty) Limit South Africa
Yum Restaurants International (Thailand) Co., | Thailand
Yum Restaurants PR Holdings, I Delaware
Yum Restaurants Services Group, | Delaware
Yum! (Shanghai) Food Co., Lt China
Yum! Australia Equipment Pty. Lt Australia
Yum! Australia Holdings | LLC Delaware
Yum! Australia Holdings Il LLC Delaware
Yum! Australia Holdings 1l LLC Delaware

Yum! Australia Holdings Limitec

Cayman Island

Yum! Brands Canada Financing |

Canade

Yum! Brands Canada Management Holding, Canade
Yum! Brands Canada Management Canade
Yum! Brands Global Restaurants (Canada) Comj Canade
Yum! Brands Mexico Holdings Il LL( Delaware
Yum! Brands Mexico Holdings S. de R.L. de C Mexico
Yum! Franchise China Tru China

Yum! Franchise de Mexico, S. de R Mexico
Yum! Franchise | LF Canade
Yum! Franchise Il LLF United Kingdom
Yum! Franchise Ill Partnersh Australia
Yum! International Participations S.a.| Luxembourg
Yum! Realty Holdings, Inc Canade

Yum! Restaurant Holding

United Kingdom

Yum! Restaurantes do Brasil Ltc

Brazil

Yum! Restaurants (Chengdu) Co., L

China

Yum! Restaurants (China) Investment Co., |

China

Yum! Restaurants (France) Limit

United Kingdom

Yum! Restaurants (Fuzhou) Co., L

China

Yum! Restaurants (Guangdong) Co., Ltd. (a/k/a Gahog KFC Co., Ltd. China

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

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

Yum! Restaurants (Taiwan) Co., LI Taiwan

Yum! Restaurants (UK) Limite

United Kingdom

Yum! Restaurants (Wuhan) Co., L

China




Yum! Restaurants (Xian) Co., Lt

China

Yum! Restaurants Asia Private L Singapore

Yum! Restaurants Australia Pty. Lt Australia

Yum! Restaurants Australia Services Pty Australia

Yum! Restaurants Consulting (Shanghai) Co., China

Yum! Restaurants Europe Limit United Kingdom
Yum! Restaurants Germany Gml Germany

Yum! Restaurants International (Canada) | Canade

Yum! Restaurants International (MENAPAK) WL Bahrain

Yum! Restaurants International B. Netherland:
Yum! Restaurants International Holdings, L Delaware

Yum! Restaurants International Limiti United Kingdom
Yum! Restaurants International Ltd. & Co. k Germany

Yum! Restaurants International Management S.. Luxembourg
Yum! Restaurants International Russia L Russia

Yum! Restaurants International S.a. Luxembourg
Yum! Restaurants International Switzerland S.& Switzerlanc
Yum! Restaurants International, Ir Delaware

Yum! Restaurants International, S de RL de Mexico

Yum! Restaurants Limite

United Kingdom

Yum! Restaurants Marketing Private Limit

India

Yum! Restaurants New Zealand Services Pty. Australia

Yum! Restaurants Spolka Z: Poland

Yum! Restaurants, S de RL de ( Mexico

Yum! Services, Ltd Cayman Island
Yumsop Pty. Ltd Australia
Zhengzhou KFC Co., Lt China




Exhibit 23.1

Consent of Independent Registered Public Accountingirm

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

We consent to the incorporation by reference inRbgistration Statements listed below of YUM! Branthc.

and Subsidiaries (“YUM") of our reports dated Fedbmu28, 2007, with respect to the consolidated rzda
sheets of YUM as of December 30, 2006 and Decei®@beR005, and the related consolidated stateménts o
income, cash flows and shareholders’ equity andprehensive income for each of the years in thestygar
period ended December 30, 2006, and managemesgssasent of the effectiveness of internal contvelr o
financial reporting as of December 30, 2006 andefifectiveness of internal control over financiaporting as

of December 30, 2006, which reports appear in theember 30, 2006 annual report on Form 10-K of YUM.
Our report refers to changes in the method of diyamg errors and accounting for defined benefihgien and
other postretirement plans in 2006, and a changeeiihod of accounting for share-based payment80®.2

Description Registration Statement Number

Forms &-3 and &-3/A

YUM! Direct Stock Purchase Program 333-46242
$2,000,000,000 Debt Securities 333-42969
$3,000,000,000 Debt Securities 333-133097
Form S-8s
YUM! Restaurants Puerto Rico, Inc. Save-Up Plan 333-85069
Restaurant Deferred Compensation Plan 333-36877, 333-32050
Executive Income Deferral Program 333-36955
YUM! Long-Term Incentive Plan 333-36895, 333-85073, 333-32046
SharePower Stock Option Plan 333-36961
YUM! Brands 401(k) Plan 333-36893, 333-32048, 333-109300
YUM! Brands, Inc. Restaurant General Manager
Stock Option Plan 333-64547
YUM! Brands, Inc. Long Term Incentive Plan 333-32052, 333-109299

/sl KPMG LLP
Louisville, Kentucky
February 28, 2007



Exhibit 31.1

CERTIFICATION

I, David C. Novak, certify that:

1.

2.

(@)

(b)

(©

(d)

(@)

(b)

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

Based on my knowledge, this report does not coraajnuntrue statement of a material fact or omgitiae
a material fact necessary to make the statementte,nia light of the circumstances under which
statements were made, not misleading with respetietperiod covered by this repc

Based on my knowledge, the financial statementd,aher financial information included in this rep
fairly present in all material respects the finahaondition, results of operations and cash flafishe
registrant, as of, and for, the periods presenteaHis report

The registrans other certifying officer and | are responsible éstablishing and maintaining disclos
controls and procedures (as defined in ExchangeR&u¢s 13a-15(e) and 13db(e)) and internal conti
over financial reporting (as defined in Exchange Rales 13a-15(f) and 15t5(f)) for the registrant ai
have:

designed such disclosure controls and proceduresggused such disclosure controls and procedurbe
designed under our supervision, to ensure thatrrahteformation relating to the registrant, incing its
consolidated subsidiaries, is made known to us thyere within those entities, particularly duringe
period in which this report is being prepar

designed such internal control over financial réipgr or caused such internal control over finak
reporting to be designed under our supervisiopréwide reasonable assurance regarding the rétyabf
financial reporting and the preparation of finahattements for external purposes in accordandh
generally accepted accounting princip!

evaluated the effectiveness of the registsamlisclosure controls and procedures and preséantéais
report our conclusions about the effectivenesti@fdisclosure controls and procedures, as of tHetthe
period covered by this report based on such evahjednd

disclosed in this report any change in the registsanternal control over financial reporting thatomec
during the registrant’s most recent fiscal quaftbe registrans fourth fiscal quarter in the case of
annual report) that has materially affected, oreasonably likely to materially affect, the regastt’s
internal control over financial reporting; a

The registrans other certifying officer and | have disclosedsdxh on our most recent evaluatior
internal control over financial reporting, to thegistrants auditors and the audit committee of
registran’s board of directors (or persons performing thevedent function):

all significant deficiencies and material weaknesse the design or operation of internal controkl
financial reporting which are reasonably likelyatdversely affect the registrastability to record, proce:
summarize and report financial information; ¢

any fraud, whether or not material, that involveanagement or other employees who have a signi
role in the registra’s internal control over financial reportir

Date: February 27, 20( /s/ David C. Novak

Chairman, Chief Executive Officer and Presic



Exhibit 31.z

CERTIFICATION

I, Richard T. Carucci, certify that:

1.

2.

(@)

(b)

(©

(d)

(@)

(b)

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

Based on my knowledge, this report does not coraajnuntrue statement of a material fact or omgitiae
a material fact necessary to make the statementte,nia light of the circumstances under which
statements were made, not misleading with respetietperiod covered by this repc

Based on my knowledge, the financial statementd,aher financial information included in this rep
fairly present in all material respects the finahaondition, results of operations and cash flafishe
registrant, as of, and for, the periods presenteaHis report

The registrans other certifying officer and | are responsible éstablishing and maintaining disclos
controls and procedures (as defined in ExchangeR&u¢s 13a-15(e) and 13db(e)) and internal conti
over financial reporting (as defined in Exchange Rales 13a-15(f) and 15t5(f)) for the registrant ai
have:

designed such disclosure controls and proceduresaused such disclosure controls and procedurbe
designed under our supervision, to ensure thatriahieformation relating to the registrant, inclad its
consolidated subsidiaries, is made known to us thyere within those entities, particularly duringe
period in which this report is being prepar

designed such internal control over financial réipgr or caused such internal control over finak
reporting to be designed under our supervisiopréwide reasonable assurance regarding the rétyabf
financial reporting and the preparation of finahattements for external purposes in accordandh
generally accepted accounting princip!

evaluated the effectiveness of the registsamlisclosure controls and procedures and preséantéais
report our conclusions about the effectivenesti@fdisclosure controls and procedures, as of tHetthe
period covered by this report based on such evahjednd

disclosed in this report any change in the registsanternal control over financial reporting thatomec
during the registrant’s most recent fiscal quaftbe registrans fourth fiscal quarter in the case of
annual report) that has materially affected, oreasonably likely to materially affect, the regastt’s
internal control over financial reporting; a

The registrans other certifying officer and | have disclosedsdxh on our most recent evaluatior
internal control over financial reporting, to thegistrants auditors and the audit committee of
registran’s board of directors (or persons performing thevedent function):

all significant deficiencies and material weaknesse the design or operation of internal controkl
financial reporting which are reasonably likelyatdversely affect the registrastability to record, proce:
summarize and report financial information; ¢

any fraud, whether or not material, that involveanagement or other employees who have a signi
role in the registra’s internal control over financial reportir

Date: February 27, 20( /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 Annual Report of YUM! Brandsc. (the “Company”) on Form 1R-for the
year ended December 30, 2006, as filed with thei@exs and Exchange Commission on the date hdtke
“Annual Report”), |, David C. Novak, Chairman, Chief Executive Officend President of the Compa
certify, pursuant to 18 U.S.C. Section 1350, agtatb pursuant to Section 906 of the Sarbabegsy Act of
2002, that:

1. the Annual Report fully complies with the requirerteeof Section 13(a) or 15(d) of the Secur
Exchange Act of 1934; ar

2. the information contained in the Annual Report faipresents, in all material respects,
financial condition and results of operations @& @ompany

Date: February 27, 20( /s/ David C. Novak
Chairman, Chief Executive Officer and Presid

A signed original of this written statement reqdit®y Section 906 has been provided to YUM! Braihais, anc
will be retained by YUM! Brands, Inc. and furnish&dthe Securities and Exchange Commission ortétf
upon request.



Exhibit 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of YUM! Brandsc. (the “Company”) on Form 1R-for the
year ended December 30, 2006, as filed with thei@exs and Exchange Commission on the date hdtke
“Annual Report”),l, Richard T. Carucci, Chief Financial Officer ¢fet Company, certify, pursuant to 18 U.¢
Section 1350, as adopted pursuant to Section 9€¢G&dbarbanes-Oxley Act of 2002, that:

1. the Annual Report fully complies with the requirerteeof Section 13(a) or 15(d) of the Secur
Exchange Act of 1934; ar

2. the information contained in the Annual Report faipresents, in all material respects,

financial condition and results of operations @& €@ompany

Date: February 27, 20( /s/ Richard T. Carucci
Chief Financial Office

A signed original of this written statement reqdil®y Section 906 has been provided to YUM! Brahas, anc
will be retained by YUM! Brands, Inc. and furnish&dthe Securities and Exchange Commission ortétf
upon request.



