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PART | — FINANCIAL INFORMATION

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

YUM! BRANDS, INC. AND SUBSIDIARIES
(in millions, except per share dé unaudited’

12 Weeks Ended

20

33

36

37

37

37

39

24 Weeks Ended

6/15/02

6/16/01

6/15/02

6/16/01

Revenues
Company sale $ 1571 % 141¢ $ 2997 $ 2,74
Franchise and license fe 19€ 18¢ 384 36¢
1,767 1,60¢ 3,381 3,111
Costs and Expenses, n¢
Company restauran
Food and pape 482 44z 921 852
Payroll and employee benef 422 39C 817 761
Occupancy and other operating expel 40¢E 37¢ 774 737
1,30¢ 1,21( 2,512 2,35(
General and administrative expen 21E 19C 397 363
Franchise and license expen 9 17 19 34
Other (income) expen: (8) 5) (13 9
Facility actions net loss (gai 10 (18) 19 (16)
Unusual items (income) exper 9) 4 (20 2
Total costs and expenses, 1,52¢ 1,39( 2,91/ 2,72
Operating Profit 241 21t 467 391



Interest expense, n 33 37 67 76
Income Before Income Taxes 20€ 17¢ 40C 31¢
Income tax provisiol 68 62 13¢€ 111
Net Income $ 14C $ 11€ $ 264 204
Basic Earnings Per Common Share $ 047 $ 040 %8 08¢ 0.7
Diluted Earnings Per Common Share $ 045 % 03¢ $ 0.8t 0.6¢

See accompanying Notes to Condensed Consolidatetidial Statements.
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
YUM! BRANDS, INC. AND SUBSIDIARIES
(in millions - unaudited

Cash Flows- Operating Activities
Net Income
Adjustments to reconcile net income to net caskigeal by operatin
activities:
Depreciation and amortizatit
Facility actions net loss (gai
Unusual items (income) exper
Other liabilities and deferred crec
Deferred income taxt
Other no-cash charges and credits,
Changes in operating working capital, excludinget§ of acquisitions ar
dispositions
Accounts and notes receiva
Inventories
Prepaid expenses and other current a
Accounts payable and other current liabili
Income taxes payak

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

Cash Flows - Investing Activities

Capital spendin

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

Sales of property, plant and equipm

Other, ne

Net Cash Used In Investing Activities

Cash Flows - Financing Activities

Proceeds from Senior Unsecured Nc

Revolving Credit Facility activity, by original matity
Three months or less, r

Proceeds from lor-term deb

24 Weeks Ended

6/15/0z2

$ 264

15€
19

1)
21

(1)
19

10
(3)
19

(78)
71

19

49¢

(279)

(272)
11

19
(22)

(529)

12¢

6/16/01

$ 204

15¢
(16)
(6)
(40)
(24)
13

60
©)

(12)

(94)
64

13

30z
(209)

(102)
(11)
16
28

(210)

84z

(682)
1



Repayments of lor-term debt

Shor-term borrowing-three months or less, r
Repurchase shares of common st
Employee stock option procee

Other, ne

Net Cash Provided by (Used In) Financing Activitie:
Effect of Exchange Rate on Cash and Cash Equivalent

Net Increase in Cash and Cash Equivalents
Cash and Cash Equivalent- Beginning of Period

Cash and Cash Equivalent- End of Period

See accompanying Notes to Condensed Consolidateti¢ial Statements.
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CONDENSED CONSOLIDATED BALANCE SHEETS
YUM! BRANDS, INC. AND SUBSIDIARIES
(in millions)

ASSETS

Current Assets

Cash and cash equivalel

Shor-term investments, at cc

Accounts and notes receivable, less allowanceir$2002 and $77 in 20C
Inventories

Prepaid expenses and other current a:

Deferred income taxe

Total Current Assets

Property, plant and equipment, |
Goodwill, net

Intangible assets, n

Investments in unconsolidated affilia
Assets classified as held for s

Other asset

Total Assets
LIABILITIES AND SHAREHOLDERS ' EQUITY
Current Liabilities
Accounts payable and other current liabilit
Income taxes payab
Shor-term borrowings

Total Current Liabilities

Long-term debr
Other liabilities and deferred cred

Total Liabilities

Shareholder¢ Equity
Preferred stock, no par value, 250 shares autlthnaeshares issue

(74)

6
(68)
98
)

87

6/15/02

(252)
60
(23)
20

(10

(42)

50
13¢:

$ 182

12/29/01

(unaudited)
$ 16 $ 1icC
31 35
18¢ 17%
77 56
82 92
83 79
63C 547
2,82¢ 2,731
29¢ 59
10t 39¢
213 218
44 44
95¢ 38¢
$ 507 $4,38¢
$ 994 $ 99t
28¢€ 114
16€& 69€
1,44¢ 1,80¢
2,361 1,552
862 927
4,671 4,28¢




Common stock, no par value, 750 shares authorZ@Rishares and 293 sha

issued in 2002 and 2001, respecti\ 1,132 1,097
Accumulated defici (522) (78€)
Accumulated other comprehensive income (li (2149) (207)

Total Shareholder’ Equity 39¢€ 104
Total Liabilities and Shareholérs’ Equity $ 5,07: $4,38¢

See accompanying Notes to Condensed Consolidated¢tal Statements.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Tabular amounts in millions, except per share)data
(Unaudited)

1. Financial Statement Presentation

We have prepared our accompanying unaudited Coaddédsnsolidated Financial Statements (“Financial
Statements”) in accordance with the rules and ediguis of the Securities and Exchange Commission fo
interim financial information. Accordingly, they dmt include all of the information and footnotesjuired by
accounting principles generally accepted in thetdthStates of America for complete financial staets.
Therefore, we suggest that the accompanying Fiah8tatements be read in conjunction with the Cligtestec
Financial Statements and notes thereto includediirannual report on Form 10-K for the fiscal yeaded
December 29, 2001 (2001 Form 10-K”"). Except asldised herein, there has been no material chanipe in
information disclosed in the notes to our Consaéidd-inancial Statements included in the 2001 FHoAK.

On May 16, 2002, Tricon Global Restaurants, Inangjed its name to YUM! Brands, Inc. in order taduet
reflect our expanding portfolio of brands. In adiit on the same day Tricon Restaurants Internalticimange
its name to YUM! Restaurants International.

Our Financial Statements include YUM! Brands, laed its wholly owned subsidiaries (collectivelyee&d tc
as “YUM” or the “Company”). The Financial Statemeinclude our worldwide operations of KFC, Pizza,Hu
Taco Bell and, since May 7, 2002, Long John Siw€it.JS”) and A&W All-American Food Restaurants
(“A&W"), which we added when we acquired Yorksh&obal Restaurants, Inc. (“YGR”). References to
YUM throughout these notes to Financial Statemargsnade using the first person notations of “Was” or
“our.”

Our preparation of the accompanying Financial &tatgs in conformity with accounting principles geaiky
accepted in the United States of America requise®unake estimates and assumptions that affecttezh
amounts of assets and liabilities, disclosure otiogent assets and liabilities at the date ofRinancial
Statements, and the reported amounts of revenuesxgenses during the reporting period. Actualltesu
could differ from the estimates.

In our opinion, the accompanying Financial Statetsérclude all adjustments considered necessaoyetsent
fairly, when read in conjunction with our 2001 Foti®+K, our financial position as of June 15, 2082d the
results of our operations for the 12 and 24 weekied June 15, 2002 and June 16, 2001 and cashftiowse
24 weeks ended June 15, 2002 and June 16, 200Xe€uits of operations for these interim periodsraot
necessarily indicative of the results to be expktte the full year.

We have reclassified certain items in the accomipgnlyinancial Statements and Notes to the Financial
Statements in order to be comparable with the ntiglassifications. These reclassifications ha@ffiect on
previously reported net income.

2. Acquisition of YGR

On May 7, 2002, YUM completed its acquisition of R@he parent company of LJS and A&W. As of the
of the acquisition, YGR consisted of 742 and 49 gany and franchise LJS units, respectively, antisiti
742 company and franchise A&W units, respectividyaddition, 133 multibranded LIS/A&W restauraness
included in the LJS unit totals. This acquisitioasamade to facilitate meeting our strategic objeotif



achieving growth through multi-branding, where teranore of our Concepts are operated in a single
restaurant uni

We paid approximately $271 million in cash and assd approximately $48 million of bank indebtedniess
connection with the acquisition of YGR. The ban#tabtedness was paid off prior to June 15, 2002a\&te
assumed approximately $160 million in future relpligations related to saleaseback agreements entered
by YGR prior to 2001 involving approximately 3503.dinits. As a result of liens held by the buyesteson
certain personal property within the units, theeggnents have been accounted for as financingsrand a
reflected as debt in our Financial Statements. Atingly, the assets subject to the agreements rearaour
balance sheet. This obligation plus approximatély fillion in capital lease obligations assumedehlagen
reflected on our Condensed Consolidated BalancetSiseof June 15, 2002 as Short-term borrowings ($2
million) and Long-term debt ($169 million).

We have retained a third party valuation expeddsist us in the valuation of assets acquired. Wieipate
completion of this valuation and a preliminary phase price allocation prior to September 7, 20602 end of
our third quarter. As of June 15, 2002, approxitye&15 million to be allocated is included in Otlssets o
the Condensed Consolidated Balance Sheet. We Btiweated the effects of the allocation on earningbe
Condensed Consolidated Statements of Income fat2hend 24 weeks ended June 15, 2002. We do not
believe that completion of the allocation will r&sn significant differences from the estimateslirded in our
Condensed Consolidated Statements of Income.

If the acquisition had been completed as of thenmigg of the periods indicated on below, pro foroceapany
sales and franchise and license fees for the 124meeeks ended June 15, 2002 and June 16, 2008 tvawe
been as follows

12 Weeks 12 Weeks 24 Weeks 24 Weeks
Ended Ended Ended Ended
6/15/02 6/16/01 6/15/02 6/16/01
Company Sale $ 1,65¢ $ 154: $ 3,206 % 3,00
Franchise and License Fe 19¢ 19t 392 37¢

The impact of the acquisition on net income andtdd earnings per share for these periods wouldtane
been significant.

The pro forma information is not necessarily intig of the results of operations had the acqoisitctually
occurred at the beginning of each of these pemadss it necessarily indicative of future results.

3. Recently Adopted Accounting Pronouncements

Goodwill and Intangible Assets

The Company has adopted Statement of Financial xdoty Standards (“SFAS”) No. 141, “Business
Combinations” (“SFAS 141")SFAS 141 requires the use of the purchase methadooiunting for all busine:
combinations and modifies the application of thechase accounting method. SFAS 141 also specifiesia
to be used in determining whether intangible assegsired in a purchase method business combinatit
be recognized and reported separately from goodwiibr to the adoption of SFAS 141, the Company’s
business combinations have primarily consisteccgfiaing restaurants from our franchisees and haes
accounted for using the purchase method of acamgnfihe primary intangible asset to which we gdhera
allocated value in these business combinationsreajuired franchise rights. We have determined tha
reacquired franchise rights do not meet the catefiSFAS 141 to be recognized as an asset apant fr
goodwill. Accordingly, on December 30, 2001 we assified reacquired franchise rights to goodwilihia
amount of $241 million, net of related deferred liakilities of $53 million.
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The Company has also adopted SFAS No. 142, “Gobdnd Other Intangible Assets” (“SFAS 142"). SFAS
142 eliminates the requirement to amortize goodavill indefinite-lived intangible assets, addresises
amortization of intangible assets with a definégl, land addresses impairment testing and recogrfitio



goodwill and indefinite-lived intangible assets A8-142 applies to goodwill and intangible asseisirag from
transactions completed before and after its effealate. As a result of adopting SFAS 142, we ackase
amortization of goodwill and indefinite-lived intgible assets beginning December 30, 2001. Additipna
accordance with the requirements of SFAS 142, wepteted separate transitional impairment tests of
goodwill and indefinite-lived intangible assetsai$ecember 30, 2001, which indicated that theas no
impairment.

The following table provides a reconciliation opogted net income to net income for the 12 and 2dks
ended June 16, 2001 adjusted as though SFAS 14R@emadeffective

12 Weeks Ended 6/16/01

Amount Basic EPS Diluted EPS
Reported net incom $ 11€ % 0.4C $ 0.3¢
Add back amortization expense (net of t
Goodwill 6 0.0z 0.0z
Adjusted net incom $ 122 % 04: % 0.4C
24 Weeks Ended 6/16/01
Amount Basic EPS Diluted EPS
Reported net incom $ 204 $ 0.7C % 0.6¢
Add back amortization expense (net of t
Goodwill 11 0.04 0.04
Adjusted net incom $ 21t 3 07/ % 0.7z

The changes in the carrying amount of goodwill aquarter-to-date and year-to-date basis in 2002sre
follows:

United States International Worldwide

Balance as of March 24, 20 $ 165 $ 12¢ $ 291
Acquisitions, disposals and other, | 4 3 7
Balance as of June 15, 20 $ 16 $ 12¢ $  29¢

United States International ~ Worldwide

Balance as of December 29, 2( $ 21 $ 38 3 59
Reclassification of reacquired franchise right: 14t 96 241
Acquisitions, disposals and other, 3 (5) 2
Balance as of June 15, 20 $ 16 $ 12¢ $ 29¢

(@ These balances are reported net of deferreléhtzikties of $27 million for the U.S. and $26 lfion for
International.

Indefinite-lived intangible assets as of June TB2totaled $31 million and consisted of acquiradémarks.
Amortizable intangible assets at June 15, 2002ewt®74 million, net of accumulated amortizatiors@#



million, and consisted primarily of franchise caut rights. Amortization expense for the 12 andvaéks
ended June 15, 2002 was approximately $1 millichghmillion, respectively. On an annual basis,
amortization expense will approximate $4 milliom &ch of the next five years. This amount excludes
amortization of any intangibles that might be elsshled in connection with the acquisition of YGR.

Impairment or Disposal of Lonbived Assets

Effective December 30, 2001, the Company adopte&SSFo. 144, “Accounting for the Impairment or
Disposal of Long-Lived Assets” (“SFAS 144"). SFA84lretained many of the fundamental provisions of
SFAS No. 121, “Accounting for the Impairment of Igphived Assets and for Long-Lived Assets to Be
Disposed Of" (“SFAS 121"), but resolved certain Ierpentation issues associated with that Staterfiget.
adoption of SFAS 144 did not have a material impacthe Company’s consolidated results of operation

SFAS 144 also requires the results of operatiorssafmponent entity that is classified as helds&de or has
been disposed of be reported as discontinued apesah the Condensed Consolidated Statementscofiie il
certain conditions are met. These conditions inelelimination of the operations and cash flowshef t
component entity from the ongoing operations of@oenpany and no significant continuing involvemieyt
the Company in the operations of the componentyeatier the disposal transaction. The resultspafrations
of stores meeting both these conditions that wesgoded of in the 12 and 24 weeks ended June 02, @0
classified as held for sale at June 15, 2002 wetenaterial for the 12 and 24 weeks ended Jun2d®, or
June 16, 2001.

4. New Accounting Pronouncement Not Yet Adopted

In August 2001, the FASB issued SFAS No. 143, “Aatng for Asset Retirement Obligations” (“SFAS
143"), which will be effective for the Company beging fiscal year 2003. SFAS 143 addresses thadinh
accounting and reporting for obligations associatl the retirement of tangible long-lived assatsl the
associated asset retirement costs. We have ndej@imined the impact of adopting SFAS 143 on the
Company’s Financial Statements.

5. Two-for-One Common Stock Split

On May 7, 2002, the Company announced that itsdo&Directors approved a two-for-one split of the
Company’s outstanding shares of common stock. Tduk split was effected in the form of a stock demd
and entitled each shareholder of record at theeaésusiness on June 6, 2002 to receive one ftrageery
outstanding share of common stock held on the dedate. The stock dividend was distributed on Jufe
2002, with approximately 149 million shares of coomstock distributed. All per share and share artsoumn
the accompanying Financial Statements and Not#gtBinancial Statements have been adjusted &ctefie
stock split.

6. Earnings Per Common Share“EPS")

12 Weeks Ended 24 Weeks Ended
6/15/02 6/16/01 6/15/02 6/16/01

Net income $ 14( $ 11¢ $ 26¢ $ 20«
Basic EPS
Weightec-average common shares outstanc 297 294 29¢€ 294
Basic EPS $0.47 $0.4( $0.8¢ $0.7(
Diluted EPS
Weighte-average common shares outstant 297 294 29¢€ 294
Shares assumed issued on exercise of dilutive

equivalents 57 54 59 54

Shares assumed purchased with proceeds of dilshizes
equivalents (40 (44 43 (45)




Shares applicable to diluted earnit 314 304 31z 303

Diluted EPS $0.4¢ $0.3¢ $ 0.8t $ 0.6¢

Unexercised employee stock options to purchaseoappately 0.8 million shares of our Common Stock fo
both the 12 and 24 weeks ended June 15, 2002,n@éircluded in the computation of diluted EPS lusea
their exercise prices were greater than the avaregket price of our Common Stock during the 12 24d
weeks ended June 15, 2002.

Unexercised employee stock options to purchaseoappately 6.5 million and 7.4 million shares of our
Common Stock for the 12 and 24 weeks ended Jun2008, respectively, were not included in the
computation of diluted EPS because their exeraigepwere greater than the average market priceuio
Common Stock during the 12 and 24 weeks ended D&,n2001.

During the 24 weeks ended June 15, 2002, we gramygdoyee stock options to purchase approximatdly 6
million shares of our Common Stock at an exercisgepequal to the average market price on the afageant.
The weighted-average exercise price of these opti@s approximately $25 per share.

7. Comprehensive Income

Comprehensive income was as follo

12 Weeks Ended 24 Weeks Ended
6/15/02 6/16/01 6/15/02 6/16/01

Net income $ 14( $ 11¢ $ 264 $ 20¢
Foreign currency translation adjustment aris

during the perio 7 (14) (5) (5)
Reclassification of foreign currency translat

adjustmen — — — 3
Changes in fair value of derivativ (14) (D) 9) 5
Reclassification of derivative gains to net incc 11 (D) 7 (5)
Total comprehensive incon $ 144 $ 10C $ 257 $ 20z
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8. Items Affecting Comparability of Net Income

Facility Actions Net Loss (Gain)

Facility actions net loss (gain) consists of thiéofeing three component:

. Refranchising (gains) losse
. Store closure costs; al
. Impairment of long-lived assets for restaurangsimtend to continue to use in the business and

restaurants we intend to clo:

The following table summarizes the impact of fagiictions net loss (gair

12 Weeks Ended 6/15/02

u.s. International Worldwide
Refranchising net (gains) losses $(3) $— $(3)
Store closure cos 3 2 5
Store impairment chargt 5 3 8

Facility actions net loss (gai $E $5 $ 1C



12 Weeks Ended 6/16/01

u.s. International Worldwide
Refranchising net (gains) losses $(29) $(2) $(37)
Store closure cos 1 3 4
Store impairment chargt 4 5 9
Facility actions net loss (gai $(24) $€ $(1¢)
24 Weeks Ended 6/15/02
u.s. International Worldwide
Refranchising net (gains) losses $(4) $(2) $(6)
Store closure cos 9 4 13
Store impairment chargt 8 4 12
Facility actions net loss (gai $ 1z $€ $1¢
24 Weeks Ended 6/16/01
u.s. International Worldwide
Refranchising net (gains) losses $(29) $(6) $(35)
Store closure cos 6 — 6
Store impairment chargt 7 6 13
Facility actions net loss (gai $(1€) $— $(16)

(&) Includes initial franchise fees of less thamdillion and $1 million for the 12 weeks ended Jise
2002 and June 16, 2001, respectively, and $1 midiod $3 million for the 24 weeks ended June 15,
2002 and June 16, 2001, respectiv

The following table summarizes the carrying valaéthe major classes of assets held for sale a 16n2002
and December 29, 2001. The carrying values ofliies held for sale at June 15, 2002 and Decer@ber
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2001 were not significant. The carrying valuesriteinational relate primarily to our Singapore bess. U.S.
amounts primarily represent land on which we presip operated restaurants. Subsequent to the ethe of
guarter we sold the Singapore business at a ppis@gimately equal to its carrying valt

June 15, 2002

uU.S. International Worldwide
Property, plant and equipment, | $8 $3z $4C
Other asset — 4 4
Assets classified as held for s $8 $3€ $44

December 29, 2001

uU.S. International Worldwide

Property, plant and equipment, | $8 $3z $4C
Other asset — 4 4




Assets classified as held for s $8 $3¢€ $44

The following table summarizes Company sales asthoeant profit related to stores held for salduaie 15,
2002 or disposed of through refranchising or clesiuring 2002 and 2001. As discussed in Note 3, the
operations of such stores classified as held fleraaof June 15, 2002 or disposed of in the 12dndeeks
ended June 15, 2002 which meet the conditions 8{5SF44 for reporting as discontinued operationsawest
material. Restaurant profit represents Companysdags the cost of food and paper, payroll and eyeg!
benefits and occupancy and other operating expe

12 Weeks Ended 24 Weeks Ended
6/15/02 6/16/01 6/15/02 6/16/01

Stores held for sale at June 15, 2(C

Sales $2t $32 $42 $ 52

Restaurant prof 3 2 5 3
Stores disposed of in 2002 and 20

Sales $ 4 $61 $17 $137

Restaurant prof — 6 1 13

Unusual Items

Unusual items income of $9 million and $20 millifam the second quarter and year-to-date of 2002 was
primarily comprised of recoveries related to theekiBerve bankruptcy reorganization process. See Néfol
a discussion of the AmeriServe bankruptcy reorgditn process.

Unusual items income of $4 million and $2 milliar the second quarter and year-to-date of 2001guiiyn
included settlement of certain wage and hour litggafor amounts less than previously estimatetipheosts
to defend this litigation.

9. Debt

At June 15, 2002, our primary bank credit agreepanamended, was comprised of a senior unsecenea T
Loan Facility and a $1.75 billion senior unsecuRetolving Credit Facility (collectively referred &s the
“Existing Credit Facilities”). The Existing Cred#acilities were scheduled to mature on OctobefR@22
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At June 15, 2002, we had unused Revolving Creditlifas aggregating $1.3 billion, net of outstamglietters
of credit of $0.2 billion. Interest on amounts lmwed was payable at least quarterly at variabksrdtased
principally on the London Interbank Offered RateIBOR”) plus a variable margin factor. At June PB02,
the weighted average interest rate on the ExigZiraglit Facilities was 2.95%, which included theeet§ of
associated interest rate swaps.

The Existing Credit Facilities were amended on Baby 22, 2002. This amendment provided for, amahgro
things, additional flexibility with respect to adgitions and other investments. In addition, weuntrily
reduced our maximum borrowings under the Revol@ngdit Facility from $3.0 billion to $1.75 billion.

On June 25, 2002, we closed on a new $1.4 biléios unsecured Revolving Credit Facility (tHeew Credil
Facility”) which replaces the Existing Credit Faodls. The New Credit Facility matures on JuneZE)5. We
used the initial borrowings under the New Creditiiig to repay the indebtedness under the ExisGngdit
Facilities. Accordingly, we have classified amoutht® under the Existing Credit Facilities as Idagn debt ir
our Condensed Consolidated Balance Sheet as ofLEyr3902. The interest rate for borrowings untierNew
Credit Facility will range from 1.00% to 2.00% oudBOR or 0.00% to 0.65% over an Alternate BasesRat
which is the greater of the Prime Rate or the Feddeunds Effective Rate plus 1%. The exact spread o
LIBOR or the Alternate Base Rate, as applicabld,depend upon our performance under specifiechfirad
criteria. Interest is payable at least quarterly.

The New Credit Facility is unconditionally guaraedeby our principal domestic subsidiaries and dostathe
terms and provisions (including representationgravdies, covenants, conditions and events of dgfsimilar



to those set forth in the Existing Credit Faciti&pecifically, the New Credit Facility contaimsancial
covenants, relating to maintenance of leveragefiaad charge coverage ratios. Likewise, the Newd@re
Facility contains affirmative and negative covesantluding, among other things, limitations ontaer
additional indebtedness, guarantees of indebtedoashk dividends, aggregate non-U.S. investmentaridin
other transactions.

As discussed in Note 2, we assumed approximated@ &dillion in future rent obligations upon the aisition
of YGR related to certain sale-leaseback agreeneesed into by YGR prior to 2001 involving
approximately 350 LJS units. As a result of liee&drby the buyer/lessor on certain personal prgpeithin

the units, the agreements have been accounted foramcings and are reflected as debt in our Fiahn
Statements. Rental payments made under these agreewill be made on a monthly basis through 2028 w
an effective interest rate of approximately 11%.

The annual maturities of long-term debt as of JLBe2002, excluding capital lease obligations di #8llion
and a $37 million fair value adjustment includedang-term debt as a result of accounting for iesérate
swaps, are as follow

Period ended

June 15:
2003 $ p
2004 3
2005 352
2006 84t
2007 3
Thereaftel 1,05(
Total $2,25¢

Subsequent to June 15, 2002, we capitalized dets ob approximately $8 million related to the Névedit
Facility. These costs will be amortized into instrexpense over the life of the New Credit Facility
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On June 25, 2002, we also issued $400 million 8% Senior Unsecured Notes due July 1, 2012 (eddor
as the “Notes”) under a shelf registration staterpeeviously filed with the Securities and Exchange
Commission which is more fully discussed in the 260@rm 10-K. The net proceeds from the issuandbeof
Notes of approximately $391 million were used toagindebtedness under the New Credit Faciliterkst is
payable January 1 and July 1 of each year, commgeci January 1, 2003.

Interest expense on short-term borrowings and teng-debt was $35 million and $42 million for th2 Week:
ended June 15, 2002 and June 16, 2001, respeciraly$70 million and $84 million for the 24 weeakwled
June 15, 2002 and June 16, 2001, respectively.

10. Reportable Operating Segment

Revenues
12 Weeks Ended 24 Weeks Ended
6/15/02 6/16/01 6/15/02 6/16/01
United State: $1,20( $1,12: $2,33¢ $2,19¢
International 567 481 1,047 917
$1,767 $1,60¢ $3,38: $3,11:

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

12 Weeks Ended 24 Weeks Ended




6/15/02 6/16/01 6/15/02 6/16/01

United State: $ 19¢ $17: $ 37¢ $ 31
International 86 58 16¢€ 13z
Unallocated and corporate expen (43 (36) (76) (69)
Foreign exchange net (los — (D) — 2
Facility actions net (loss) ga (20 18 (19 16
Unusual items incom 9 4 20 2
Total operating profi 241 21t 467 391
Interest expense, n (33 (37 (67) (76)
Income before income tax $ 20¢ $17¢ $ 40C $ 31t

Identifiable Assets

6/15/02 12/29/01
United State: $3,09¢ $2,48¢
International 1,637 1,592
Corporate(a 34C 30¢€
$5,07: $4,38¢
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Long-Lived Assets(b)

6/15/02 12/29/01

United State: $2,23: $2,20:
International 1,011 987
Corporate 23 45
$3,267 $3,23¢

(&) Primarily includes deferred tax assets, Prgp@tant and Equipment, net, (principally relatestr
office facilities) and fair value of derivative insments.

(b) Includes Property, Plant and Equipment, net; Gobbdmeét; and Intangible Assets, net. Also includes
$40 million of Assets Classified as Held for Saldane 15, 2002 and December 29, 2001. Excludes
long-lived assets that will be recorded upon cotmaheof the allocation of the purchase price in
connection with the YGR acquisition as discussedate 2.

11. Share Repurchase Program

In February 2001, our Board of Directors authoriaeshare repurchase program. This program autlsougz o
repurchase, through February 14, 2003, up to $30@m(excluding applicable transaction fees) of o
outstanding Common Stock. During the 24 weeks edded 15, 2002, we repurchased approximately 2.2
million shares for approximately $68 million at average price per share of approximately $31. Dutie 24
weeks ended June 16, 2001, we repurchased apptekmal million shares for approximately $21 nailli at
an average share price of approximately $19. Basadarket conditions and other factors, additional
repurchases may be made from time to time in tles oparket or through privately negotiated transasti at
the discretion of the Company.

12. Supplemental Cash Flow Data

24 Weeks Ended

6/15/02 6/16/01

Cash Paid for
Interes $ 67 $7¢



Income taxe 66 40

Significant Not-Cash Investing and Financing Activitie

Assumption of debt and capital leases relatateacquisition of YGF $21¢ $—
Contribution of no-cash net assets to an unconsolidated affi — 21
Capital lease obligations incurred to acquisets 3 10
Assumption of liabilities in connection with acquisition — 36
Fair market value of assets received in conoedatiith a no-cash

acquisitior — 9

13. Commitments and Contingencies

Contingent Liabilities

We were directly or indirectly contingently liakilethe amounts of $364 million and $353 millionJane 15,
2002 and December 29, 2001, respectively, for relgase assignments and guarantees. At June @3, 20
$289 million represented contingent liabilitiedessors arising from assigning our interest in ablihations
under real estate leases as a condition to thenaising of certain Company restaurants, confrigutertain
Company restaurants to unconsolidated affiliatesgararanteeing certain other leases. The $28%milli
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represented the present value of the minimum paisiérihe assigned leases, excluding any renewirop
periods, discounted at our pre-tax cost of debta@ominal basis, the contingent liability resugtinom the
assigned leases is $418 million.

The contingent liabilities also include guarantekapproximately $32.4 million to support financial
arrangements of certain franchisees, includingglaytarantees of franchisee loan pools relatadgrily to
the Company’s refranchising programs. The totah$oautstanding under these loan pools were appadzign
$163 million at June 15, 2002. In support of thgsarantees, we have posted $32.4 million of letiesedit.
We also provide a standby letter of credit undeictviive could potentially be required to fund a mort(up to
$25 million) of one of the franchisee loan poolsiyAunding under the guarantees or letters of treduld be
secured by franchisee loan collateral. We beliba¢ we have appropriately provided for our estimate
probable exposures under these contingent liaslifThese provisions were primarily charged taarefhising
(gains) losses.

The remaining contingent liabilities of $43 millioapresent the outstanding balance of financiargements
of certain unconsolidated affiliates and third eerfor which we have provided guarantees. Thesméial
arrangements primarily include lines of credit,isand letters of credit. If all lines of crediddetters of
credit were fully drawn down, the maximum contingkability under these arrangements would be
approximately $68 million as of June 15, 2002.

Insurance Programs

We are currently self-insured for a portion of ocurrent and prior years’ losses related to workers’
compensation, general liability and automobileilighinsurance programs (collectively, “casualbstes”) as
well as property losses and certain other insunagks. To mitigate the cost of our exposures fatain
property and casualty losses, we make annual desisb either retain the risks of loss up to cartaaximum
per occurrence or aggregate loss limits negotiatddour insurance carriers or to fully insure tgisks. Sinc
the October 6, 1997 Spin-off from PepsiCo, Ince@fBiCo”) (the “Spin-off’), we have elected to retdie
risks subject to certain insured limitations. Sidegust 1999, we have bundled our risks for caguafises,
property losses and various other insurable ristcsane pool with a single self-insured retentiod have
purchased reinsurance coverage up to a specifietthiat is significantly above our actuarially eehined
probable losses. We are self-insured for lossegdess of the reinsurance limit. We believe theliliood of
losses exceeding the reinsurance limit is remoteavé also self-insured for healthcare claims ligitde
participating employees subject to certain dediediland limitations. We have accounted for ourimeth
liabilities for property and casualty losses andltieare claims, including reported and incurretirmi
reported claims, based on information provided byindependent actuaries.

Due to the inherent volatility of our actuariallgtdrmined property and casualty loss estimatésyéasonably
possible that we could experience changes in etdrlasses which could be material to our growth in
quarterly and annual net income. We believe thahawe recorded our reserves for property and cysloake



at a level which has substantially mitigated theeptial negative impact of adverse developmentgoand
volatility.

Change of Control Severance Agreements

In September 2000, the Compensation CommitteeeoBtiard of Directors approved renewing severance
agreements with certain key executives (the “Ageetsi). These Agreements are triggered by a tefinima
under certain conditions, of the executive’'s empient following a change in control of the Compaany,
defined in the Agreements. If triggered, the affeatxecutives would generally receive twice the amof
both their annual base salary and their annuahingzin a lump sum, outplacement services and gtassup
for any excise taxes. These Agreements have ajle@eterm and automatically renew each Januaoy 1 f
another three-year term unless the Company elett® menew the Agreements. Since the timing of any

16

payments under these Agreements cannot be anédipiie amounts are not estimable. However, these
payments, if made, could be substantial. In theneska change of control, rabbi trusts would balsshed
and used to provide payouts under existing defeanedincentive compensation plans.

Litigation

On August 29, 1997, a class action lawsuit agdiasb Bell Corp., entitled Bravo, et al. v. Taco IB&brp.
(“Bravo”), was filed in the Circuit Court of the &e of Oregon of the County of Multnomah. The laivaas
filed by two former Taco Bell shift managers putpay to represent approximately 17,000 currentfancher
hourly employees statewide. The lawsuit allegekatimns of state wage and hour laws, principallyoiring
unpaid wages including overtime, and rest and peabd violations, and seeks an unspecified amiount
damages. Under Oregon class action procedures,Baltwas allowed an opportunity to “cure” the uitha
wage and hour allegations by opening a claims poteall putative class members prior to certificaof the
class. In this cure process, Taco Bell has paidesstthan $1 million. On January 26, 1999, therCeertified
a class of all current and former shift managets@ew members who claim one or more of the alleged
violations. A trial date of November 2, 1999 was s®wever, on November 1, 1999, the Court issued a
proposed order postponing the trial and establishipre-trial claims process. The final order rdyay the
claims process was entered on January 14, 2000.Beltmoved for certification of an immediate appef
the Court-ordered claims process and requesteayafbthe proceedings. This motion was denied dwiaey
8, 2000. Taco Bell appealed this decision to ther&ue Court of Oregon and the Court denied TacbsBel
Writ of Mandamus on March 21, 2000. A Court-appbwetice and claim form was mailed to approximately
14,500 class members on January 31, 2000. The Galeted pre-trial claims process went forward, and
hearings to determine potential damages were belddimants employed or previously employed inrfou
selected Taco Bell units. After the initial heasnglating to these four units, the damage claiessihgs were
discontinued. Trial began on January 4, 2001. OrcW8, 2001, the jury reached verdicts on the surtiste
issues in this matter. A number of these verdi@savin favor of the Taco Bell position; howeventam issue:
were decided in favor of the plaintiffs. The Cotluced the number of potential claimants to 1,10@pril
2002, a jury trial to determine the damages of &B@se claimants found that Taco Bell failed ty far
certain meal breaks and/or off-the-clock work férd the 93 claimants. However, the total amourtiairs
awarded by the jury was substantially less thahgbaght by the claimants. Nonetheless, Taco B&hids to
appeal this jury verdict, as well as the verdicthia related liability trial held in 2001. The Cohas not yet
determined the dollar amount of the jury awardybether the Court will allow an interlocutory appetthis
point or proceed with one or more additional darnsagals for the remaining claimants.

We have provided for the estimated costs of the®liéigation, based on a projection of eligiblaichs
(including claims filed to date, where applicablbg cost of each eligible claim, including therasted legal
fees incurred by plaintiffs, and the results ofleatent negotiations in this and other wage and hitigation
matters. Although the outcome of this case canaatdiermined at this time, we believe the ultintatgt of
this case in excess of the amounts already prowidiédot be material to our annual results of gigms,
financial condition or cash flows. Any provisionave been recorded as unusual items.

On January 16, 1998, a lawsuit against Taco BelpCentitled Wrench LLC, Joseph Shields and Thomas
Rinks v. Taco Bell Corp(“Wrench”) was filed in the United States Districourt for the Western District of
Michigan. The lawsuit alleges that Taco Bell Corfisappropriated certain ideas and concepts usksl in
advertising featuring a Chihuahua. Plaintiffs seekecover damages under several theories, inguatieach
of implied-in-fact contract, idea misappropriati@onversion and unfair competition. On June 1091 8%
District Court granted summary judgment in favoiafo Bell Corp. Plaintiffs filed an appeal witreth.S.




Court of Appeals for the Sixth Circuit (the “Cowft Appeals”),and oral arguments were held on Septembe
2000. On July 6, 2001, the Court of Appeals rewktke District Court’s judgment in favor of TacolB&orp.
and remanded the case to the District Court. Tadb@®orp. unsuccessfully petitioned the Court ofapls for
rehearing en banc, and its petition for writ ofticeari to the United States Supreme Court was
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denied on January 21, 2002. The case has nowalfffitieen returned to the District Court, where \ieench
plaintiffs will be allowed to bring their claims taal.

We believe that the Wrench plaintiffs’ claims arghout merit and are vigorously defending the case.
However, in view of the inherent uncertaintiesitgation, the outcome of the case cannot be ptediat this
time. Likewise, the amount of any potential lossreat be reasonably estimated.

Obligations to PepsiCo, Inc. After Spaff

In connection with the Spin-off, we entered intpa®tion and other related agreements (the “Seaparat
Agreements”) governing the Spin-off transaction andsubsequent relationship with PepsiCo. These
agreements provide certain indemnities to PepsiCo.

The Separation Agreements provided for, among dttiegs, our assumption of all liabilities relatitmthe
restaurant businesses, including California Pizitehén, Chevys Mexican Restaurant, D’Angelo’s Saiatw
Shops, East Side Mario’s and Hot 'n Now (colledivihe “Non-core Businesses”), and our indemnifmatof
PepsiCo with respect to these liabilities. We hackided our best estimates of these liabilitiethim
accompanying Financial Statements.

In addition, we have indemnified PepsiCo for angtsmr losses it incurs with respect to all lette#rsredit,
guarantees and contingent liabilities relatinguo lousinesses under which PepsiCo remains lialdefAune
15, 2002, PepsiCo remains liable for approxima$@y million on a nominal basis related to these
contingencies. This obligation ends at the timesR&pis released, terminated or replaced by afipclietter
of credit. We have not been required to make ayyngats under this indemnity.

Under the Separation Agreements, PepsiCo maintalinsontrol and absolute discretion with regardatoy
combined or consolidated tax filings for periodsotigh October 6, 1997. PepsiCo also maintainschiritrol
and absolute discretion regarding any common tai @sues. Although PepsiCo has contractually egjte,
in good faith, use its best efforts to settle @ilh§ interests in any common audit issue on a basisistent with
prior practice, there can be no assurance thatrdietations made by PepsiCo would be the same agouéd
reach, acting on our own behalf. Through June @622there have not been any determinations made by
PepsiCo where we would have reached a differeerahation.

We also agreed to certain restrictions on our astto help ensure that the Spin-off maintainetbixsfree
status. These restrictions, which were generalpfiegible to the two-year period following Octoberl®97,
included among other things, limitations on anyiéation, merger or consolidation with another camp
certain issuances and redemptions of our CommarkSboir granting of stock options and our sale,
refranchising, distribution or other dispositionasfsets. If we failed to abide by these restristionto obtain
waivers from PepsiCo and, as a result, the Spitfiadff to qualify as a tax-free reorganization, way be
obligated to indemnify PepsiCo for any resulting fiability, which could be substantial. No paymeninder
these indemnities have been required or are exgpémtee required. Additionally, PepsiCo is entittedhe
federal income tax benefits related to the exerafter the Spin-off of vested PepsiCo options tslaur
employees. We expense the payroll taxes relatdtetexercise of these options as incurred.

14. AmeriServe Bankruptcy Reorganization Process

AmeriServe Food Distribution Inc. (“AmeriServe”) wéhe principal distributor of food and paper sigspto
our stores when it filed for protection under Cleadtl of the U.S. Bankruptcy Code on January 30028
plan of reorganization for AmeriServe (the “POR’aswvapproved on November 28, 2000, which resulted in
among other things, the assumption of our distidmuagreement, subject to certain amendments, hyakie
Company, Inc.
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During the AmeriServe bankruptcy reorganizationcpss, we took a number of actions to ensure cagdinu
supply to our system. Those actions resulted imnautative net unusual items expense of $149 millfeough
December 29, 2001, which was principally recordethe year ended December 30, 2000.

Under the POR we are entitled to the proceeds frertain residual assets and preference claimsaddtate
which are generally recorded as unusual items iecatmen they are realized. For the 12 and 24 weatsde
June 15, 2002, we recorded an additional $12 mibiod $24 million of net recoveries under the PGR a
unusual items income.
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations

Introduction

On May, 16 2002, Tricon Global Restaurants, Inangjed its name to YUM! Brands, Inc. in order taduet
reflect our expanding portfolio of brands. In adiuit on the same day Tricon Restaurants Internalticimange
its name to YUM! Restaurants International.

YUM! Brands, Inc. and Subsidiaries (collectivelyaeed to as “YUM,” or the “Company’is comprised of th
worldwide operations of A&W All American-Food Restants (“A&W"), KFC, Long John Silver's (“LJS"),
Pizza Hut and Taco Bell (the “Concepts”). LIS addMwere added when we acquired Yorkshire Global
Restaurants, Inc. (“YGR”) on May 7, 2002. We are wWorld's largest quick service restaurant (“QSR”)
company based on the number of system units. Tileviog Management'’s Discussion and Analysis
(“MD&A") should be read in conjunction with the undited Condensed Consolidated Financial Statements
(“Financial Statements”), the Cautionary Statemeants our annual report on Form 10-K for the figer
ended December 29, 2001 (2001 Form 10-K"). All &latferences herein refer to the accompanying riotes
the Financial Statements.

Throughout MD&A, we make reference to ongoing ofirgaprofit which represents operating profit extihg
the impact of facility actions net loss (gain) amdisual items (income) expense. See Note 8 fosausision of
these exclusions. We use ongoing operating prefit key performance measure of our results of tipasafor
purposes of evaluating performance internally atha base to forecast future performance. Ongoing
operating profit is not a measure defined by actingrprinciples generally accepted in the Uniteat& of
America and should not be considered in isolatioasoa substitute for measures of performancedardance
with accounting principles generally accepted m thited States of America.

All references to per share and share amountsifottowing MD&A, unless otherwise noted, have been
adjusted to reflect the two-for-one common stodk distributed on June 17, 2002 to shareholdeneobrd as
of June 6, 2002.

New Accounting Pronouncement Not Yet Adopted
See Note 4.
Significant Known Events, Trends or Uncertainties Kpected to Impact 2002 Comparisons with 2001

The following factors impacted comparability of oging performance for the quarter and year-to-datied
June 15, 2002 to the quarter and year-to-date ehdwsel 16, 2001 or could impact comparisons for the
remainder of 2002. Certain of these factors wee®ipusly discussed in our 2001 Form 10-K.

Acquisition

On May 7, 2002, the Company completed its acquisitif YGR, the parent company of LJS and A&W. See



Note 2 for a discussion of the acquisiti

At the time the acquisition was completed, YGR ¢stiesl of 742 and 496 LJS company and franchises,unit
respectively, and 127 and 742 A&W company and fn&eunits, respectively. In addition, 133 multitad
LIS/A&W restaurants were included in the LIS umtidls. For the remainder of 2002 we expect theiaitoun
of YGR to increase worldwide revenues by approxetya5% and ongoing operating profit by approximatel
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2%. Except as discussed in certain sections of MD&A impact of the acquisition on our results pé@tions
in the quarter and year-to-date was not significant

Unusual Items

We had unusual items income of $9 million and $Hioni in the second quarter of 2002 and 2001,
respectively, and unusual items income of $20 amliind $2 million year-to-date for 2002 and 2001,
respectively. See Note 8 for a discussion of owsual items (income) expense.

Store Portfolio Strategy

Since 1995, we have been strategically reducingbare of total system units by selling Compantargaints
to existing and new franchisees where their exgedan generally be leveraged to improve our overal
operating performance, while retaining Company ashig of key U.S. and International markets. This
portfolio-balancing activity reduces our reportese@nues and restaurant profits, increasing the riapoe of
system sales as a key performance measure. Weastiity completed our U.S. refranchising program i
2001.

The following table summarizes our refranchisintjvattes:

12 Weeks Ended 24 Weeks Ended
6/15/02 6/16/01 6/15/02 6/16/01
Number of units refranchise 11 99 a7 15€
Refranchising proceeds, |-tax $E $4€ $24 $ 62
Refranchising gains (losses), -tax $ $31 $ € $ 3t

In addition to our refranchising program, we haeetbclosing restaurants over the past several.years
Restaurants closed include poor performing restasyaestaurants that are relocated to a new ditévthe
same trade area or U.S. Pizza Hut delivery unibsalidated with a new or existing dine-in traditabstore
within the same trade area.

The following table summarizes Company store cleswtivities:

12 Weeks Ended 24 Weeks Ended
6/15/02 6/16/01 6/15/02 6/16/01
Number of units close 48 40 85 101
Store closure cos $E $ 4 $1z $ ¢
Impairment charges for stores to be clo $— $1 $ < $ ¢

The impact on ongoing operating profit arising froor refranchising and Company store closuresastt of
(a) the estimated reduction in Company sales, wemtd profit and general and administrative expsrasal (b)
the estimated increase in franchise fees fromttres refranchised. The amounts presented beldecteiie
estimated impact from stores that were operateastipr all or some portion of the comparable peirpg001
and are no longer operated by us as of June 12, 200
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The following table summarizes the estimated impactevenue of refranchising and Company storeuchss

12 Weeks Ended 6/15/02

uU.S. International Worldwide
Reduced sale $(5€) $(9) $(65)
Increased franchise fe 1 — 1
Reduction in total revenut $(55) $(9) $(64)

24 Weeks Ended 6/15/02

uU.S. International Worldwide
Reduced sale $(119 $(24) $(13¢)
Increased franchise fe 2 1 3
Reduction in total revenut $(112) $(29) $(13%)

The following table summarizes the estimated impacbngoing operating profit of refranchising and
Company store closure

12 Weeks Ended 6/15/02

u.s. International Worldwide
Decreased restaurant mar $(5) $— $(5)
Increased franchise fe 1 — 1
Decreased G&/ — — —
Decrease in ongoing operating pr $(4) $— $(4)

24 Weeks Ended 6/15/02

u.s. International Worldwide
Decreased restaurant mar $(12) $(2) $(13)
Increased franchise fe 2 1 3
Decreased G&/4 1 — 1
Decrease in ongoing operating pr $(9) $— $(9)

Franchisee Financial Condition

Like others in the QSR industry, from time to tirseme of our franchise operators experience fir@nci
difficulties with respect to their franchise opéoas. Since 2000, certain of our franchise opesatarincipally
in the Taco Bell system, have experienced varyegyees of financial problems.

Depending upon the facts and circumstances of gidtion, and in the absence of an improvemetiten
franchisee’s business trends, there are a numbmatehtial resolutions of these financial issudsese include
a sale of some or all of the operator’s restaurntss or a third party, a restructuring of theraper’s business
and/or finances, or, in the more unusual casekrbptty of the operator. It is our practice to mibzely work
with financially troubled franchise operators inattempt to positively resolve their issues.

Through July 15, 2002, restructurings have beenpbeted for approximately 1,450 Taco Bell franchise
restaurants. In connection with these restructsriigco Bell has acquired 144 restaurants for aqupedely
$73 million. In addition to these acquisitions, dd&ell has purchased 43 restaurants from franchitee
approximately $23 million and simultaneously leatelrestaurants back to these franchisees unadgstéom
leases. As part of the restructurings, Taco Balldmnmitted to fund approximately $30 million ofifte
franchise capital expenditures, principally throlegssing arrangements. The majority of these restrings
were completed in fiscal 2001.
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In the fourth quarter of 2000, Taco Bell also eliséiled a $15 million loan program to assist cerfeamchisee:
All fundings had been advanced by the end of ttst djuarter of 2001, and the resulting notes red#évare
primarily included in Other assets.

We believe that the general improvement in busitresgls at Taco Bell has helped alleviate finangiablem:
in the Taco Bell franchise system which were dupast downturns in sales. Accordingly, though wetiome
to monitor this situation, we expect future restmings of remaining Taco Bell franchise restausamith
financial issues to be less in number and costsitha001.

The Company charged expenses of $1 million and #B®min the second quarter of 2002 and 2001,
respectively, and $2 million and $12 million yeareate in 2002 and 2001, respectively, to ongojmeyating
profit related to allowances for doubtful Taco Bedinchise and license fee receivables. These aosts
reported as franchise and license expenses. Ongoiny basis, we assess our exposure from francbliagd
risks, which include estimated uncollectibility foinchise and license receivables, contingent |kais#ities,
guarantees to support certain third party finarmiedingements of franchisees and potential clayms b
franchisees. The contingent lease liabilities amargntees are more fully discussed in the Contingeabilities
section of Note 13. Although the ultimate impactttdse franchise financial issues cannot be prdiiwith
certainty at this time, we have provided for ourrent estimate of the probable exposure as of 16n2002. It
is reasonably possible that there will be additi@mosts; however, these costs are not expected toaterial to
quarterly or annual results of operations, finanoiedition or cash flows.

AmeriServe Bankruptcy Reorganization Process

See Note 14 and our 2001 Form 10-K for a discussidhe impact of the AmeriServe Food Distributiamg.
(“AmeriServe”) bankruptcy reorganization processlom Company.

Worldwide Results of Operations

12 Weeks Ended 24 Weeks Ended

6/15/02  6/16/01 % B(W) 6/15/02  6/16/01 % B(W)
System sales( $5,45¢ $5,11¢ 7 $10,70. $10,09: 6
Revenue!

Company sale $1,57: $1,41¢ 11 $ 2,99 $ 2,74 9

Franchise and license fe 19¢ 18¢ 3 384 36¢ 4
Total revenue $1,767 $1,60: 10 $ 3,38, $ 3,11: 9
Company restaurant marg $ 26. $ 20¢ 28 $ 48" $ 39 24

% of Company sale 16.7% 14.5% 2.2 ppt. 16.2% 14.2% 1.9 ppt.
Ongoing operating prof $ 24. $ 19 26 $ 460 $ 37 25
Facility actions net (loss) ga (20 18 NM (29 16 NM
Unusual items incom 9 4 NM 20 2 NM
Operating profit 241 21t 13 467 391 20
Interest expense, n 33 37 8 67 76 11
Income tax provisiol 68 62 9 13¢€ 111 (23
Net income $ 14( $ 11¢ 21 $ 26- $ 20 29
Diluted earnings per sha $ 0.4 $ 0.3¢ 17 $ 08! $ 0.6¢ 25

(&) Represents combined sales of Company, unconsalidéfiéate, franchise and license restaura
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Worldwide Restaurant Unit Activity

Unconsolidatec

Company Affiliates Franchisees Licensees Total
Balance at December 29, 2C 6,43% 2,00( 19,26: 2,791 30,48¢
New Builds 19t 57 254 57 562
Acquisitions(a) 892 38 1,177 — 2,107
Refranchising 47 (8 55 — —
Closures (85) (14) (270 (16%5) (539
Other (8) — — — (8
Balance at June 15, 20 7,382 2,07: 20,47¢ 2,68: 32,61%
% of Total 23% 6% 63% 8% 100%

(&) Includes units existing at the date of the acquisiof YGR on May 7, 200z

Worldwide System Sales

System sales increased $344 million or 7% in trertgeu and $608 million or 6% year-to-date, aftéfa
unfavorable impact from foreign currency translatio the quarter and year-to-date. Excluding thpaiot of
foreign currency translation and the favorable iotjgd the YGR acquisition, system sales increagédrbthe
quarter and year-to-date. The increases resulbed fiew unit development and same store sales growth
partially offset by store closures.

Worldwide Revenues

Company sales increased $155 million or 11% irgirearter. The impact from foreign currency transiativas
not significant. Excluding the favorable impacttoé YGR acquisition, Company sales increased 8%. Th
increase was primarily driven by new unit developtrend same store sales growth. The increase whallya
offset by store closures and refranchising.

Franchise and license fees increased $7 millid?oin the quarter, after a 1% unfavorable impaamtnfr
foreign currency translation. Excluding the unfakde impact of foreign currency translation andftherable
impact of the YGR acquisition, franchise and lieefees increased 3%. The increase was driven byunéw
development and same store sales growth, partiéidet by store closures.

Company sales increased $255 million or 9% yeatate; after a 1% unfavorable impact from foreigmency
translation. Excluding the unfavorable impact akign currency translation and the favorable impdic¢he
YGR acquisition, Company sales increased 8%. Ttiease was driven by new unit development, sanme sto
sales growth and acquisitions of restaurants fn@mchisees. The increase was partially offset tgestlosure
and refranchising.

Franchise and license fees increased $15 millistYoyear-to-date, after a 1% unfavorable impaanfro
foreign currency translation. The increase waseatripy same store sales growth and new unit develofym
partially offset by store closures.
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Worldwide Company Restaurant Margin
12 Weeks Ended 24 Weeks Ended
6/15/02 6/16/01 6/15/02 6/16/01
Company sale 100.(% 100.(% 100.(% 100.(%
Food and pape 30.7 31.2 30.7 31.1
Payroll and employee benef 26.€ 27.€ 27.2 27.1

Occupancy and other operating exper 25.7 26.7 25.¢ 26.¢



Company restaurant marg 16.7% 14.5% 16.2% 14.2%

Restaurant margin as a percentage of sales increageoximately 220 basis points in the quarteriuiting
the favorable impact of approximately 50 basis fgofrom the adoption of SFAS No. 142, “Goodwill and
Other Intangible Assets” (“SFAS 142"). U.S. restmirmargin increased approximately 140 basis painds
International restaurant margin increased approldm&90 basis points.

Restaurant margin as a percentage of sales increppeoximately 190 basis points year-to-date pidiclg the
favorable impact of approximately 50 basis pointerf the adoption of SFAS 142. U.S. restaurant margi
increased approximately 170 basis points and latemmal restaurant margin increased approximatéfytzasi:
points.

Worldwide General and Administrative Expenses

Worldwide general and administrative (“G&A") expessincreased $25 million or 12% in the quarter $34
million or 9% year-todate. Excluding the unfavorable impact of the Y@guasition, G&A expenses increas
10% in the quarter and 8% year-to-date. The ineeagre primarily driven by higher compensatiored
costs and increased spending on leadership coofsdar domestic restaurant general managers and
International leadership teams.

Worldwide Franchise and License Expenses

Franchise and license expenses decreased $8 nuilid®% in the quarter and $15 million or 43% yendate.
The decreases were primarily attributable to loprewisions for doubtful franchise and license feeeivables
and lower franchise support costs, primarily atdr8ell. In addition, the decreases were also duapping a
biennial International franchise convention hel@@01.

Worldwide Other (Income) Expense

12 Weeks Ended 24 Weeks Ended
6/15/02  6/16/01 % B(W) 6/15/02  6/16/01 % B(W)
Equity income $(8) $(6) 24 $(13)  $(1)) 14
Foreign exchange net (gain) Ic — 1 NM — 2 NM
Other (income) expen: $(8) $(5) 60 $(13) $(9) 43

Equity income increased $2 million or 24% in thedar and $2 million or 14% year-to-date. The iases
were primarily driven by the favorable impact froine adoption of SFAS 142.

Worldwide Facility Actions Net Loss (Gain)

We recorded facility actions net loss of $10 miiland $19 million for the 12 and 24 weeks endec 1f)
2002, respectively, and facility actions net g&i$b3 million and $16 million for the 12 and 24 weseended
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June 16, 2001, respectively. See the Store PartBiliategy section for more detail of our refrastg and
closure activities and Note 8 for a summary oflfgcactions net loss (gain).

Worldwide Ongoing Operating Profit
12 Weeks Ended 24 Weeks Ended

6/15/02 6/16/01 % B(W) 6/15/02 6/16/01 % B(W)

United State: $ 19¢ $17: 16 $ 37¢ $ 312 20
International 86 58 47 16€ 132 27



Foreign exchange net gain (lo: — (D) NM — (2 NM
Unallocated and corporate expen 43 (36) a7 (76) (69) 9

Ongoing operating prof $24: $19¢ 26 $46€ $37¢ 25

Quarter and year-to-date U.S. and Internationabomgoperating profit are discussed in the respecti
sections.

Unallocated and corporate expenses increased $#@muok 17% in the quarter and $7 million or 9% rHea
date. The increases were primarily due to higherpansation-related costs.

Worldwide Interest Expense, Nel

12 Weeks Ended 24 Weeks Ended
6/15/02  6/16/01 % B(W) 6/15/02  6/16/01 % B(W)
Interest expens $ 3t $ 4z 16 $7C $ 84 16
Interest incom 2 (5) (73) 3 (8) (63)
Interest expense, n $3< $ 37 8 $67 $ 7€ 11

Net interest expense decreased $4 million or 88hérguarter and $9 million or 11% y-to-date. The
decreases in our net interest expense in the quartkeyear-to-date were primarily due to a decréaserr
average debt balances.

Worldwide Income Taxes

12 Weeks Ended 24 Weeks Ended
6/15/02 6/16/01 6/15/02 6/16/01

Reportec

Income taxe $ 6¢ $ 62 $ 13¢ $ 11
Effective tax rate 32.6% 34.8% 34.(% 35.2%
Ongoing(a)

Income taxe $ 6¢ $ 4t $ 13 $ 9
Effective tax rate 31.8% 28.£% 33.2% 32.&%

(@) Excludes the effects of facility actions netdggain) and unusual items (income) expense. 82\
for a discussion of these iten

Beginning in the first quarter of 2002, we chantfeglmethodology we use in allocating taxes betvaeitity
actions net loss (gain) and ongoing operating préfe believe that this revised methodology is more
appropriate because of the substantial declineamtagnitude of facility actions net loss (gairatige to
ongoing operating profit in 2002. This change aafigcts intraperiod allocation of income taxes hastw
facility actions net loss (gain) and ongoing opeaaprofit. Accordingly, it has no effect on netome for the
guarter and year-to-date and will have no effectitimer net income or the allocation of income talzetween
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ongoing operating profit and facility actions nets (gain) for the full year. The impact of thisnhge on our
ongoing effective tax rate for the quarter and yteadate was insignificant.

The increase in our ongoing effective tax ratetiier quarter was primarily attributable to timingdanix of
earnings in the prior year. The increase in ouryedalate ongoing effective tax rate was primaaitiributable
to adjustments related to prior years and timing) mix of earnings in the prior year partially offég a
favorable change in certain international tax rates

Diluted Earnings Per Share



The components of diluted earnings per common g*EPS£") were as follows

12 Weeks Ended(a) 24 Weeks Ended(a)

6/15/02  6/16/01(b)  6/15/02  6/16/01(b)

Ongoing operating earnin $ 0.4t $0.3¢ $ 0.8¢ $0.6¢
Facility actions net (loss) ga (0.02) 0.01 (0.0%) 0.0z
Unusual items income (expen: 0.0z 0.01 0.04 —
Net income $ 0.4t $0.3¢ $0.8¢ $0.6¢

(@) See Note 6 for the number of shares used in thdsiledion.

(b) See Note 3 for a discussion of the-forma impact of SFAS 142 on EPS in 20

U.S. Results of Operations

12 Weeks Ended 24 Weeks Ended
6/15/02  6/16/01 % B(W) 6/15/02  6/16/01 % B(W)

System sale $3,59( $3,38: 6 $7,017 $6,61( 6
Revenue:

Company sale $1,06¢ $ 997 7 $2,07¢ $1,94¢ 7

Franchise and license fe 131 127 2 25E 24t 4
Total revenue $1,200 $1,12: 7 $2,33¢ $2,19¢ 6
Company restaurant marg $ 18. $ 15¢ 17 $ 34( $ 28; 19
% of Company sale 17.% 15.¢% 14ppts 16.4% 14.7% 1.7 ppts
Ongoing operating prof $ 19¢ $ 178 16 $ 37¢ $ 31 20
U.S. Restaurant Unit Activity

Company Franchisees Licensees Total

Balance at December 29, 2C 4,28¢ 12,73 2,54¢ 19,56:
New Builds 64 81 55 20C
Acquisitions(a) 892 1,00t — 1,89
Refranchising (39) 39 — —
Closures (50) (14¥) (152) (350)
Other(b) — — (30 (30
Balance at June 15, 20 5,151 13,71( 2,41¢ 21,27¢
% of Total 24% 65% 11% 10(%

(@) Includes units that existed at the date of the satipn of YGR on May 7, 200z
(b) Represents licensee units transferred from U.Bitéonational.
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U.S. System Sales

System sales increased $209 million or 6% in therteu and $407 million or 6% year-to-date. Exclagdihe
favorable impact of the YGR acquisition, systenesahcreased 4% in the quarter and 5% year-to-@ate.
increases were due to same store sales growtheamdmit development, partially offset by store cles.



U.S. Revenues

Company sales increased $72 million or 7% in thertgu. Excluding the favorable impact of the YGR
acquisition, Company sales increased 3%. The isere@as driven by new unit development and same stor
sales growth at Taco Bell and KFC. The increasepaatially offset by refranchising and store clasur

For the quarter, blended Company same store sal&d-C, Pizza Hut and Taco Bell were up 3% duento a
increase in both transactions and average guesk.c8ame store sales at Taco Bell increased 8%odad%
increase in both transactions and the average ghesk. Same store sales at KFC increased 3%, filma
driven by a 2% increase in the average guest cl8atke store sales at Pizza Hut decreased 3% @us%o
decrease in transactions partially offset by aneiase in the average guest check.

Franchise and license fees increased $4 millid2¥oin the quarter. Excluding the favorable impéadhe
YGR acquisition, franchise and license fees in@dd®6. The increase was driven by same store gadegh
and new unit development, partially offset by stoasures.

Company sales increased $130 million or 7% yeatate- Excluding the favorable impact of the YGR
acquisition, Company sales increased 5%. The isere@s driven by new unit development, same stdes s
growth at Taco Bell and KFC and acquisitions ofaesants from franchisees. The increase was fdgrtieiset
by refranchising and store closures.

Year-to-date, blended Company same store salé&H0r Pizza Hut and Taco Bell were up 4% due to an
increase in both transactions and average guesk.c8ame store sales at Taco Bell increased 8%odad%
increase in both transactions and the average ghesk. Same store sales at KFC increased 4%, filma
driven by a 3% increase in the average guest cl8ztke store sales at Pizza Hut were flat. A 3%edserin
transactions was offset by an increase in the geegaest check.

Franchise and license fees increased $10 millict¥oyear-to-date. Excluding the favorable impadhef
YGR acquisition, franchise and license fees in@da&%96. The increase was driven by same store gadedh
and new unit development, partially offset by stoasures.

U.S. Company Restaurant Margin

12 Weeks Ended 24 Weeks Ended
6/15/02 6/16/01 6/15/02 6/16/01
Company sale 100.(% 100.(% 100.(% 100.(%
Food and pape 28.C 28.€ 28.1 28.¢
Payroll and employee benef 30.¢ 30.¢ 31.C 30.¢
Occupancy and other operating exper 24.2 25.C 24.5 25.¢
Restaurant margi 17.(% 15.6% 16.4% 14.1%

Restaurant margin as a percentage of sales incregpeoximately 140 basis points in the quartee iflcreas
includes the favorable impact of approximately 88ib points from the adoption of SFAS 142. The iiring
increase was primarily driven by same store salewtty. The increase was partially offset by higlador
costs, primarily wage rates.
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Restaurant margin as a percentage of sales incregpeoximately 170 basis points year-to-date. ilbeease
includes the favorable impact of approximately 88ib points from the adoption of SFAS 142. The iiring
increase was primarily driven by same store saleatt). The increase was partially offset by higladwor
costs, primarily wage rates.

U.S. Ongoing Operating Profit

Ongoing operating profit increased $27 million 6€4.in the quarter, including a 3% favorable imdazin the
adoption of SFAS 142. Excluding the favorable imgeam the adoption of SFAS 142 and the YGR



acquisition, ongoing operating profit increased 1T%e increase was primarily driven by same staless
growth at Taco Bell and KFC and lower provisionsdoubtful franchise and license receivables. Tioedase
was partially offset by higher labor costs and BigB&A expenses. The increase in G&A expenses wasrd
by increased spending on leadership conferencess$taurant general managers and higher compemsatio
related costs.

Ongoing operating profit increased $62 million 682year-to-date, including a 4% favorable impaotrfrthe
adoption of SFAS 142. Excluding the favorable imgeam the adoption of SFAS 142 and the YGR
acquisition, ongoing operating profit increased 13%e increase was primarily driven by same statess
growth and lower provisions for doubtful franchaed license receivables. The increase was partfigt by
higher labor costs and higher G&A expenses. Theease in G&A expenses was driven by higher
compensation-related costs and increased spenditeadership conferences for restaurant generahgeas.

International Results of Operations
12 Weeks Ended 24 Weeks Ended

6/15/02 6/16/01 % B(W) 6/15/02 6/16/01 % B(W)

System sale $1,86¢ $1,73¢ 8 $3,68: $3,48: 6
Revenue:

Company sale $ 50 $ 41¢ 20 $ 91t $ 79 16
Franchise and license fe 65 62 5 12¢ 124 4
Total revenue $ 567 $ 48! 18 $1,047 $ 917 14
Company restaurant marg m $  5( 59 §$ 14! m 37
% of Company sale E%E% 3.9 prts. 15.7%?% 2.4 pyts.
Ongoing operating prof $ 8 $ 5¢ 47 $ 16¢ $ 13 27
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International Restaurant Unit Activity

Unconsolidatec

Company Affiliates Franchisees Licensees Total
Balance at December 29, 2C 2,151 2,00( 6,53( 24¢€ 10,927
New Builds 131 57 172 2 363
Acquisitions(a) — 38 17z — 21C
Refranchising (8) (8) 16 — —
Closures (35 (14) (122 (13 (189
Other(b) (8 — — 30 22
Balance at June 15, 20 2,231 2,07: 6,76¢ 26E 11,33¢
% of Total 20% 18% 60% 2% 10C%

(@) Includes units that existed at the date of the satipn of YGR on May 7, 200z
(b)  Primarily represents licensee units transferrethfth S. to Internationa

International System Sales

System sales increased $135 million or 8% in treetgu, after a 2% unfavorable impact from foreignrency
translation. System sales increased $201 millioB%6ryear-todate, after a 4% unfavorable impact from for
currency translation. The increases resulted frem unit development and same store sales growttialbha
offset by store closures.

International Revenues



Company sales increased $83 million or 20% in tertgr. The impact from foreign currency translaticas
not significant. Company sales increased $125anilbr 16% year-talate, after a 1% unfavorable impact fr
foreign currency translation. The increases weiramily driven by new unit development.

Franchise and license fees increased $3 millids?oin the quarter, after a 3% unfavorable impaamtnfr
foreign currency translation. Franchise and licess increased $5 million or 4% year-to-date rafté%
unfavorable impact from foreign currency translati®he increases were driven by new unit developraed
same store sales growth, partially offset by sttwsures.

International Company Restaurant Margin

12 Weeks Ended 24 Weeks Ended
6/15/02 6/16/01 6/15/02 6/16/01
Company sale 100.(% 100.(% 100.(% 100.(%
Food and pape 36.t 37.4 36.€ 37.1
Payroll and employee benef 18.4 19.¢ 18.¢ 20.C
Occupancy and other operating exper 29.1 30.€ 28.¢ 29.€
Restaurant margi 16.(% 12.1% 15.7% 13.2%

Restaurant margin as a percentage of sales increageoximately 390 basis points in the quarteriuiting
the favorable impact of approximately 60 basis fgoirom the adoption of SFAS 142. The remainingéase
was driven by lower restaurant operating costspgrily food and paper, and same store sales grdvi.
lower restaurant operating costs also includedaterable impact of the cessation of depreciatiqrease of
approximately $1 million for the Singapore businesgsich is held for sale.
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Restaurant margin as a percentage of sales increppeoximately 240 basis points year-to-date uiticlg the
favorable impact of approximately 60 basis pointgif the adoption of SFAS 142. The remaining inczeass
driven by lower restaurant operating costs, prilmdoiod and paper, and same store sales growthloWer
restaurant operating costs also included the fékeianpact of the cessation of depreciation expefise
approximately $2 million for the Singapore businesgsich is held for sale.

International Ongoing Operating Profit

Ongoing operating profit increased $28 million @4 in the quarter, after a 3% unfavorable impamtnfr
foreign currency translation. Excluding the impafforeign currency translation and the favorabipact fron
the adoption of SFAS 142, ongoing operating piofiteased 42%. The increase was primarily drivendwy
unit development, same store sales growth ancatimrdble impact of lower restaurant operating casts
increase was partially offset by higher G&A expengeimarily compensation-related and conferenetsco

Ongoing operating profit increased $36 million @fRyear-to-date, after a 4% unfavorable impact from
foreign currency translation. Excluding the impafforeign currency translation and the favorabipact fron
the adoption of SFAS 142, ongoing operating piofiteased 25%. The increase was primarily drivendwy
unit development, the favorable impact of lowetaasant operating costs and same store sales groth
increase was partially offset by higher G&A expengeimarily compensation-related and conferenetsco

Consolidated Cash Flows

Net cash provided by operating activitiesvas $498 million compared to $302 million in 20&kcluding the
impact of the Ameriserve bankruptcy reorganizapoocess, cash provided by operating activities $40
million versus $211 million in 2001. This increasas primarily driven by improved operating profitca
timing of receipts and payments.

Net cash used in investing activitiesas $529 million versus $210 million in 2001. Therease is primarily
due to the acquisition of YGR and higher capitarsfing in 2002, partially offset by the acquisitimifewer
restaurants from franchisees versus 2001.



Net cash provided by financing activitiesvas $87 million versus net cash used by financaityities of $42
million in 2001. The increase in cash providedrisnarily due to lower debt repayments and highecpeds
from stock option exercises versus 2001, partiafiget by higher stock repurchases in 2002.

Financing Activities

As more fully discussed in Note 9, at June 15, 2002primary bank credit agreement was compriseal of
senior unsecured Term Loan Facility and a $1.4®bikenior unsecured Revolving Credit Facility,
(collectively referred to as the “Existing Credadiities”). The Existing Credit Facilities weretgxduled to
mature on October 2, 2002. At June 15, 2002, weunaded Revolving Credit Facility borrowings avhi&
aggregating $1.3 billion, net of outstanding lettef credit of $0.2 billion.

The Existing Credit Facilities subjected us to @e@rtmandatory principal repayment obligations, uahg
prepayment events as defined in the credit agreenmearest on the Existing Credit Facilities waséd
principally on the London Interbank Offered RateIBOR") plus a variable margin factor; thereforeyo
borrowing costs fluctuated depending upon the iiiain LIBOR.

On February 22, 2002, we entered into an agreetaerhend certain terms of the Existing Credit Faed.
This amendment provided for, among other thingdijtashal flexibility with respect to acquisitionsid other
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investments. In addition, we voluntarily reduced maximum borrowings under the Revolving Creditifigc
from $3.0 billion to $1.75 billion.

On June 25, 2002, we closed on a new $1.4 bilkrios unsecured Revolving Credit Facility (théew Credit
Facility”) which replaces the Existing Credit Faddls. The New Credit Facility matures on JuneZE)5. We
used the initial borrowings under the New Creditiiig to repay the indebtedness under the ExisGngdit
Facilities. Accordingly, we have classified amoutht® under the Existing Credit Facilities as Idagn debt ir
our Condensed Consolidated Balance Sheet as ofLEyr3902. The interest rate for borrowings untierNew
Credit Facility will range from 1.00% to 2.00% oudBOR, or 0.00% to 0.65% over an Alternate BaséeRa
which is the greater of the Prime Rate or the Feddeunds Effective Rate plus 1%. The exact spread o
LIBOR or the Alternate Base Rate, as applicabld,depend upon our performance under specifiechiired
criteria. Interest is payable at least quarterly.

The New Credit Facility is unconditionally guaraedeby our principal domestic subsidiaries and dostathe
terms and provisions (including representationgravdies, covenants, conditions and events of dgfsimilar
to those set forth in our Existing Credit Facikti&Specifically, the New Credit Facility contaimsancial
covenants, relating to maintenance of leveragefiaad charge coverage ratios. Likewise, the Newd@re
Facility contains affirmative and negative covesantluding, among other things, limitations ontagr
additional indebtedness, guarantees of indebtedoast dividends, aggregate non-U.S. investmentaridin
other transactions as defined in the agreement.

As discussed in Note 2, we assumed approximated® $dillion in future rent obligations upon the aisition
of YGR related to certain sale-leaseback agreensesed into by YGR prior to 2001 involving
approximately 350 LJS units. As a result of liee&diby the buyer/lessor on certain personal prgpeithin
the units, the agreements have been accounted foraacings and reflected as debt in our Financial
Statements. Rental payments under these agreemiiriie made on a monthly basis through 2019 with a
effective interest rate of approximately 11%.

On June 25, 2002, we also issued $400 million 8®% Senior Unsecured Notes due July 1, 2012 (the
“Notes”) under a shelf registration statement prasly filed with the Securities and Exchange Consinis,
which is more fully discussed in the 2001 Form 10FKe net proceeds from the issuance of the Ndtes o
approximately $391 million were used to repay irtddbess under the New Credit Facility. Interestigable
January 1 and July 1 of each year, commencing iomadg 1, 2003.

We use derivative financial instruments, includinggrest rate swaps, to lower interest expensararhge oL
exposure to interest rate risk. See our marketdislosure for further discussion of our intemadé risk.

Consolidated Financial Condition



Assetsincreased $685 million, or 16%, to $5.1 billion doehe acquisition of YGR. Unallocated purchase
price of approximately $515 million related to thisquisition is recorded in Other Assets at June@62. The
decrease in the allowance for doubtful account® 37 million to $47 million was primarily the rdsof
recoveries related to the AmeriServe bankruptcygamization process (see Note 14) and the writefoff
receivables previously fully reserved.

Liabilities increased $393 million, or 9% to $4.7 billion prinhadue to additional financing associated with
the acquisition of YGR. As discussed in Note 9,dkerease in short-term borrowings of $528 mili®n
primarily the result of the replacement of our Exig Credit Facilities that were to expire in Oatol2002 witk
the New Credit Facility that will expire in 2005h& increase in current income taxes payable wasapity the
result of a reclassification from other liabilitiaad deferred credits for taxes that are now expgetct be paid
within the next twelve months.
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Liquidity

Operating in the QSR industry allows us to genesatestantial cash flows from the operations ofammpany
stores and from our franchise operations. Franapgeations require us to make a limited investnrent
operating assets. Typically, our cash flows incladggnificant amount of discretionary capital sfiag.
Though a decline in revenues could adversely impactash flows from operations, we believe ourrafieg
cash flows and our ability to adjust discretioneapital spending and borrow funds will allow usrteet our
cash requirements for the remainder of 2002 andrmby

Significant contractual obligations and paymentsfalune 15, 2002 due by year inclu

Less than 1
Year 1-3 Years 4-5 Years Thereafter Total

Long-term debt(a $ = $35¢ $ 84¢ $1,05( $2,25¢
Shor-term borrowings 15€ — — — 15€
Debt excluding capital leas 15¢ 35E 84¢ 1,05(C 2,411
Operating leases(l 30C 517 35E 97C 2,14z
Capital leases(kt 11 24 18 82 13t
Franchisee financin

obligations 30 — — — 30
Contractual obligation $49¢ $89¢ $1,22: $2,10: $4,71¢

(@  Excludes a fair value adjustment of $37 millincluded in debt as an adjustment related to éstenate
swaps that hedge the fair value of a portion ofdmbt.

(b) These obligations, which are shown on a nominakbeslate to operating and capital leases for
approximately 4,800 restauran

Quantitative and Qualitative Disclosures About Market Risk

The Company is exposed to financial market risk®aiated with interest rates, foreign currency exge
rates and commodity prices. In the normal courdausfness and in accordance with our policies, \@aage
these risks through a variety of strategies, whiclude the use of derivative financial and commodi
instruments to hedge our underlying exposures.policies prohibit the use of derivative instrumefuts
trading purposes, and we have procedures in ptag®hitor and control their use.

Interest Rate Risk

Our primary market risk exposure is to changesierest rates, principally in the United States. Afempt to
minimize this risk and lower our overall borrowingsts through the utilization of derivative finaaici
instruments, primarily interest rate swaps. Thegaps are entered into with financial institutiomsl dave
reset dates and critical terms that match thoskeeofinderlying debt. Accordingly, any change in keawvalue



associated with interest rate swaps is offset byohposite market impact on the related debt. Thiemal
amount of interest rate swaps did not change duhiegyuarter. During the quarter we entered irgagury
locks with notional amounts totaling $250 millidrhese treasury locks were entered into to hedgaskef
changes in future interest payments attributabehtonges in the benchmark interest rate priorsieaisce of
additional fixed-rate debt. These locks were destignh and effective in offsetting the variabilitydash flows
associated with the future interest payments oortigm of the Notes issued on June 25, 2002 (sd¢e 8)o
Thus, the insignificant loss at which these trepsocks were settled will be recognized as an iasegto
interest expense on the debt through 2011.
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At June 15, 2002 and December 29, 2001, a hypo#HidtdO basis point increase in short-term intenests
would result in a reduction of $9 million and $4lloh, respectively, in annual income before taxdse
estimated reductions are based upon the unhedggdrpof our variable rate debt and assume no cbsirg
the volume or composition of debt. In addition, thie value of our derivative financial instrumetsJune 15,
2002 and December 29, 2001 would increase approeiyn®l3 million and decrease approximately $5
million, respectively. The fair value of our Senldnsecured Notes at June 15, 2002 and Decembg@0Q9,
would decrease approximately $68 million and $7Rioni, respectively. Fair value was determined by
discounting the projected cash flows.

Foreign Currency Exchange Rate Risk

International ongoing operating profit constituéggproximately 31% of our year-to-date 2002 ongoing
operating profit, excluding unallocated and corpoexpenses. In addition, the Company’s net aspetserre
(defined as foreign currency assets less foreigrenay liabilities) totaled approximately $1 bilias of June
15, 2002. Operating in international markets expdse Company to movements in foreign currency angh
rates. The Company’s primary exposures result fsamoperations in Asia-Pacific and Europe. Chariges
foreign currency exchange rates would impact theslation of our investments in foreign operatidhs,fair
value of our foreign currency denominated finangiatruments and our reported foreign currency denatec
earnings and cash flows.

We attempt to minimize the exposure related toilmuestments in foreign operations by financing thos
investments with local currency debt when practibahddition, we attempt to minimize the exposwlated tt
foreign currency denominated financial instrumdntgpurchasing goods and services from third paitiéscal
currencies when practical. Foreign currency denaiethfinancial instruments consist primarily of
intercompany short-term receivables and payablesn#es, we utilize forward contracts to reduce sk
exposure related to these foreign currency dendseidnfinancial instruments. The notional amount and
maturity dates of these contracts match thoseeftittderlying receivables or payables such thafareign
currency exchange risk related to these instrumsmminated.

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 pricngtitimes, limited by the competitive environmientvhich
we operate. We manage our exposure to this riskgilly through pricing agreements as well as, éiméed
basis, commodity future and option contracts. Cowfitgyduture and option contracts outstanding ateJus,
2002 were not significant to the Consolidated Foi@nStatements. There were no commodity futureption
contracts outstanding at December 29, 2001.

Cautionary Statements

From time to time, in both written reports and @t@tements, we present “forward-looking stateriemithin
the meaning of Section 27A of the Securities Act®83, as amended, and Section 21E of the Seauritie
Exchange Act of 1934, as amended. The statemeritalmnthose identified by such words as “may,” tyuil
“expect,” “anticipate,” “believe,” “plan” and othesimilar terminology. These “forward-looking statents”
reflect our current expectations regarding futwents and operating and financial performance aadbased
upon data available at the time of the stateméwmttsial results involve risks and uncertainties)uding both
those specific to the Company and those specifibgdandustry, and could differ materially from expations.

Company risks and uncertainties include, but atdimited to, potentially substantial tax contingés related
to the Spineff, which, if they occur, require us to indemnPgpsiCo, Inc.; our substantial debt leverage ae



attendant potential restriction on our ability rfow in the future, as well as our substantiadiest
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expense and principal repayment obligations; p@tkanfavorable variances between estimated andihct
liabilities including the liabilities related todhsale of the non-core businesses; our abilitgtoire alternative
distribution of products and equipment to our restats and our ability to ensure adequate supptgsifurant
products and equipment in our stores; the ongomantial viability of our franchisees and licenseadatility
of actuarially determined losses and loss estimatedsadoption of new or changes in accounting @sliand
practices including pronouncements promulgatedéydard setting bodies.

Industry risks and uncertainties include, but arelimited to, global and local business, econoarid political
conditions; legislation and governmental regulgtimempetition; success of operating initiatives and
advertising and promotional efforts; volatility eddmmodity costs; increases in minimum wage androthe
operating costs; availability and cost of land andstruction; consumer preferences, spending pattard
demographic trends; political or economic instépiin local markets and changes in currency excaamgl
interest rates.
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Independent Accountant$ Review Report

The Board of Directors
YUM! Brands, Inc.:

We have reviewed the accompanying condensed cdasadi balance sheet of YUM! Brands, Inc. and
Subsidiaries (“YUM") (formerly TRICON Global Restants, Inc.) as of June 15, 2002 and the related
condensed consolidated statements of income fdantblee and twenty-four weeks ended June 15, 2002 a
June 16, 2001 and the condensed consolidated statef cash flows for the twenty-four weeks endigale
15, 2002 and June 16, 2001. These condensed atetsalifinancial statements are the responsibifityléM’ s
management.

We conducted our review in accordance with starmastiablished by the American Institute of Ceudifirublic
Accountants. A review of interim financial infornia consists principally of applying analytical rew
procedures to financial data and making inquirigsessons responsible for financial and accountiradters. If
is substantially less in scope than an audit cotedlion accordance with auditing standards genesaibepted
in the United States of America, the objective tiah is the expression of an opinion regardingfitnencial
statements taken as a whole. Accordingly, we d@Rrptess such an opinion.

Based on our review, we are not aware of any naterodifications that should be made to the coneléns
consolidated financial statements referred to alfovéhem to be in conformity with accounting priiples
generally accepted in the United States of America.

We have previously audited, in accordance with tinglstandards generally accepted in the UniteteStaf
America, the consolidated balance sheet of YUMfd3ezember 29, 2001, and the related consolidated
statements of income, cash flows and shareholdprite(deficit) and comprehensive income for tharyen
ended not presented herein; and in our report dagbduary 7, 2002, except as to Note 12 which sfas
February 22, 2002, we expressed an unqualifiedapion those consolidated financial statementsuin
opinion, the information set forth in the accompagycondensed consolidated balance sheet as ofhibere
29, 2001, is fairly presented, in all material e, in relation to the consolidated balance sheat which it
has been derived.

KPMG LLP
Louisville, Kentucky



July 19, 2002
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PART Il — Other Information and Signatures

Item 1. Legal Proceedin(

Information regarding legal proceedings is incogped by reference from Note 13 to the Company’s
Condensed Consolidated Financial Statements g&tifoPart | of this repor

Item 4. Submission of Matters to a Vote of Securblders

Our Annual Meeting of shareholders was held on W&y2002. At the meeting, shareholders elected
four directors, ratified the appointment of KPMGRlas our independent auditors, ratified the
amendment to our Articles of Incorporation andctgd a shareholder propos

Results of the voting in connection with each it@ere as follows:

(a) Election of Directors For Withheld
James Dimol 126,582,15 1,155,46
Massimo Ferragam 126,582,62 1,154,99
Thomas M. Ryal 125,682,21 2,055,401
Robert J. Ulrict 126,578,35 1,159,261
The following directors were not required to stémdre-election at the meeting (the year in which
each directC's term expires as indicated in parenthe:

D. Ronald Daniel (2003), Robert Holland, Jr. (2Q®iiiney Kohl (2004), Kenneth G. Langone
(2003), David C. Novak (2004), Andrall E. Pears®f(3), Jackie Truijillo (2004) and John L.
Weinberg (2003)

For Against Abstain No Vote

(b) Ratification of Independent Audito 122,498,96 5,066,68 171,96! —

(c) Amended Articles of Incorporatic 126,353,07 1,098,03! 286,50t —

(d) Shareholder Propos 16,063,43 88,526,21 3,875,19' 19,272,77

Item 6. Exhibits and Reports on Form 8-K

(@) Exhibit Index

EXHIBITS
Exhibit 12 Computation of Ratio of Earnings to Fixed Char
Exhibit 15 Letter from KPMG LLP regarding Unaigdl Interim
Financial Information (Accountar Acknowledgment
Exhibit 99 Impact of SFAS 142 for fiscal years ended 2001 02&6d 1999

(b)
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Reports on Form-K

We filed a Current Report on FormkBedated May 1, 2002, attaching our first quartedteshMarch 2:
2002 earnings release dated April 29, 2(

We filed a Current Report on Form 8-K dated Magd02, attaching a press release announcing the



completion of the acquisition of Yorkshire GlobadRaurants, Inc. In addition, the Company
announced that its Board of Directors approvedaftw-one stock split on the Company'’s
outstanding shares of common stock to be effectithe close of business on June 6, 2002.
Furthermore, the Company announced it will chaitgearporate name to YUM! Brands, Ii

We filed a Current Report on Form 8-K dated May2®)2, announcing that shareholders had
approved the Registre s name change from TRICON Global Restaurants tinglUM! Brands, Inc.

We filed a Current Report on Form 8-K dated May 2)2, reporting our April/May sales. We also
reaffirmed our second-quarter and recently incréfskk-year ongoing operating EPS guidance. We
also noted the impact of pending stock split on ER&lance
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SIGNATURES

Pursuant to the requirement of the Securities Bxgba\ct of 1934, the registrant has duly causedréport to
be signed on its behalf by the undersigned, dullyaized officer of the registrar

YUM! BRANDS, INC.

(Registrant’

Date: July 29, 2002 /sl Brent A. Woodford

Vice President and Controller
(Principal Accounting Officer
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EXHIBIT 12
YUM! Brands, Inc.
Ratio of Earnings to Fixed Charges Years Ended 2031
and 24 Weeks Ended June 15, 2002 and June 16, 2001
(in millions except ratio amount
52 53
Weeks  Weeks 52 Weeks 24 Weeks Ended
2001 2000 1999 1998 1997  6/15/02 6/16/01
Earnings:
Pretax income from continuing operatic
before cumulative effect of accounti
changes(zs $73: $68. $1,03¢ $ 75¢ $(35) $40C $ 31
Unconsolidated affiliate interests
net(a) 7 @13 12 mwm & O 6
Interest expense(i 17z 19C 21¢ 291 29C 70 84
Interest portion of net rent expense 93 87 a0 10t 11¢€ 48 37
Earnings available for fixed charg $991 $94¢ $1,33¢ $1,14: $37C $511 $42¢
Fixed Charges:
Interest expense(; $17: $19C $ 21¢ $ 29 $29C $ 7C $ 8¢

Interest portion of net rent expense 93 87 90 10t 11¢ 48 37



Total fixed charge $268 $277 $ 30¢ $ 39¢ $40¢ $11¢ $121

Ratio of earnings to fixe
charges(b)(c 3.74 3.42» 4.33x 2.88» 0.91» 4.33» 3.54»

(@ Included in earnings for 1997 are certain @tmns related to overhead costs and interest expeom
PepsiCo. For purposes of these ratios, earningsadealated by adding to (subtracting from) pretax
income from continuing operations before incomesaand cumulative effect of accounting changes the
following: fixed charges, excluding capitalizeddrest; (equity income (loss) from unconsolidated
affiliates); and distributed income from unconsatiet affiliates. Fixed charges consist of inteosst
borrowings, the allocation of PepsiCo’s interegiense for 1997 and that portion of rental expehat t
approximates interes

(b) Included the impact of unusual items (income) expest $(20) million and $(2) million for the 24
weeks ended June 15, 2002 and June 16, 2001, tiespecThe full year impact was $(3) million in
2001, $204 million in 2000, $51 million in 1999,%nillion in 1998, and $184 million in 1997.
Excluding the impact of these unusual items, thie &f earnings to fixed charges would have been
4.16x and 3.52x for the 24 weeks ended June 1%, @208 June 16, 2001, respectively and 3.73x, 4.16x,
4.49x, 2.92x, and 1.36x for the fiscal years enzig@il, 2000, 1999, 1998, and 1997, respecti

(c) Forthe fiscal year ended December 27, 199nirgs were insufficient to cover fixed charges by
approximately $38 million. Earnings in 1997 inclddge charge of $530 million taken in the fourth
quarter to refocus our busine

EXHIBIT 15
Accountants’ Acknowledgment

The Board of Directors
YUM! Brands, Inc.:

We hereby acknowledge our awareness of the useragport dated July 19, 2002 included within the
Quarterly Report on Form 10-Q of YUM! Brands, Iimrmerly TRICON Global Restaurants, Inc.) for the
twelve and twentyfeur weeks ended June 15, 2002, and incorporatedfbyence in the following Registrati
Statements

Description Registration Statement Number

Forms S3 and S3/A

YUM! Direct Stock Purchase Progre 333-46242
$2,000,000,000 Debt Securiti 333-42969
Form S-8s
YUM! Restaurants Puerto Rico, Inc. S-Up Plan 333-85069
Restaurant Deferred Compensation F 333-36877, 33-32050
Executive Income Deferral Progre 333-36955
YUM! Long-Term Incentive Plai 333-36895, 33-85073, 33-32046
SharePower Stock Option PI 33:-36961
YUM! Long-Term Savings Progra 333-36893, 33-32048
YUM! Brands, Inc. Restaurant General Mana

Stock Option Pla 333-64547
YUM! Brands, Inc. Long Term Incentive Pl 333-32052

Pursuant to Rule 436(c) of the Securities Act dd3,%uch report is not considered a part of a tiegisn
statement prepared or certified by an accountaatreport prepared or certified by an accountatttivvthe
meaning of Sections 7 and 11 of the Act.

KPMG LLP
Louisville, Kentucky
July 26, 200z
Exhibit 9€

Impact of SFAS 142



The Company has adopted Statement of Financial dxtogy Standards No. 142, “Goodwill and Other
Intangible Assets” (“SFAS 142"). As a result of atiag SFAS 142, we ceased amortization of goodavid
indefinite-lived intangible assets.

The following table provides a reconciliation opogted net income for fiscal years 2001, 2000 &8@P1o net
income adjusted as though SFAS 142 had been e#efler share amounts have been adjusted to rifeect
two-for-one common stock split distributed on Jaide 2002 to shareholders of record as of June@.20

(in millions, except per share data - unaudited) 2001
Amount Basic EPS Diluted EPS
Reported net incom $49:2 $1.6¢ $1.62
Add back amortization (net of tay
Goodwill 25 0.0¢ 0.0¢
Indefinite-lived intangible asse 1 — —
Adjusted net incom $51¢ $1.77 $1.71
(in millions, except per share data - unaudited) 2000
Amount Basic EPS Diluted EPS
Reported net incom $41: $1.41 $1.3¢
Add back amortization (net of tay
Goodwill 23 0.0¢ 0.0¢
Indefinite-lived intangible asse 1 — —
Adjusted net incom $437 $1.4¢ $1.47
(in millions, except per share data - unaudited) 1999
Amount Basic EPS Diluted EPS
Reported net incom $627 $2.0¢ $1.9¢
Add back amortization (net of tay
Goodwill 27 0.0¢ 0.0¢
Indefinite-lived intangible asse 1 — —
Adjusted net incom $65E $2.1¢ $2.0¢
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