YUM BRANDS INC

FORM 10-Q

(Quarterly Report)

Filed 7/25/2000 For Period Ending 6/10/2000

Address 1441 GARDINER LANE
LOUISVILLE, Kentucky 40213
Telephone 502-874-8300
CIK 0001041061
Industry Restaurants
Sector Services
Fiscal Year 12/31
e oo ecgaroning com EDGAR Customer Senice. 303.852-6665

Corporate Sales: 212-457-8200



UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D. C. 20549

FORM 10-Q

(Mark One)
[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934for the quarterly period ended June 10, 2

OR

[ ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission file number 1-13163

TRICON GLOBAL RESTAURANTS, INC.

(Exact name of registrant as specified in its chaetr)

North Carolina 13-3951308
(State or other jurisdiction of I.R.S. Employer
incorporation or organization) Identification No.)
1441 Gardiner Lane, Louisville, Kentucky 40213
(Address of principal executive offices) (Zip Code)

Registrant's telephone number, including arekeco (502)874-8300

Indicate by check mark whether the registtaphas filed all reports required to be filed bgcon 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (orsfiech shorter period that the registrant was redquodile such reports), and (2) has been
subject to such filing requirements for the past@@s. Yesx No

The number of shares outstanding of the Regisg&@uwimmon Stock as of July 21, 2000 was 145,86563ges.

TRICON GLOBAL RESTAURANTS, INC.



INDEX

Part I. Financial Information

Condensed Consolidated Statement of Income - 124ndeeks ended June 10, 2000 and June 12,
1999

Condensed Consolidated Statement of Cash Flowsve4s ended June 10, 2000 and June 12, 199¢
Condensed Consolidated Balance Sheet - June 10,&2@0December 25, 1999

Notes to Condensed Consolidated Financial Statement

Management's Discussion and Analysis of Finanoieddion and Results of Operations

Independent Accountants' Review Report

Part I1. Other Information and Signatures

PART | - FINANCIAL INFORMATION

CONDENSED CONSOLIDATED STATEMENT OF INCOME
TRICON GLOBAL RESTAURANTS, INC. AND SUBSIDIARIES
(in millions, except per share data - unaudited)

12 Weeks Ended 24 Weeks Ended
6/10 /00 6/12/99  6/10/00 6/12/99
Revenues
Company sales $ 1, 480 $ 1,723 $ 2,905 $ 3,385

Franchise and license fees 176 163 348 314




Costs and Expenses, net

Company restaurants
Food and paper

Payroll and employee benefits

Occupancy and other operating expenses

General and administrative expenses

Other (income) expense

Facility actions net gain

Unusual items

Total costs and expenses, net

Operating Profit

Interest expense, net

220

349

656

449

407

387

243

195

(8)

(66)

72

436

41

1,886 3,253 3,699
534 890 1,062
481 817 944
437 760 849

1452 2467 2855
215 376 428
1) (15) (6)

(133)  (113)  (167)

4 76 4

1537 2,791 3,114

462
51 82 103

585



Income Before Income Taxes 179 298 3 80 482

Income Tax Provision 73 119 154 197
o $ 106 $ 179 $ 226 $ 285

Basic Earnings Per Common_;;;r_e_ $ 072 $ 116 $ 1.53 $ 1.86
Diluted Earnings Per Commo_n_;;;:e $ 071 $ 110 $ 150 $ 1.76

See accompanying Notes to Condensed Consolidated ¢tal Statements.

CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS
TRICON GLOBAL RESTAURANTS, INC. AND SUBSIDIARIES
(in millions - unaudited)

24 Weeks Ended




Cash Flows — Operating Activities

Net Income

Adjustments to reconcile net income to net cash pro

operating activities:

Depreciation and amortization

Facility actions net gain

Unusual items

Other liabilities and deferred credits

Deferred income taxes

Other non-cash charges and credits, net

Changes in operating working capital, excluding eff

acquisitions and dispositions:

Accounts and notes receivable

Inventories

Prepaid expenses and other current assets

Accounts payable and other current liabilities

Income taxes payable

6/10/00  6/12/99
$ 226 $ 285
vided by
163 183
(113)  (167)
67 1
9) (5)
(23)  (18)
26 36
ects of
(262) (50)
(66) -
@ (22
60  (178)
55 122



Net change in operating working capital

Net Cash Provided by Operating Activities

Cash Flows - Investing Activities

Capital spending

Refranchising of restaurants

Acquisition of restaurants

Sales of property, plant and equipment

AmeriServe funding, net

Short-term investments

Other, net

Net Cash Provided by Investing Activities

Cash Flows - Financing Activities

Revolving Credit Facility activity, by original mat

(222)  (128)

(186)  (152)

210 397
- (6)
27 18
(15) -
(15 (32
@ 20
12 245

urity



Three months or less, net

Proceeds from long-term debt

Payments of long-term debt

Short-term borrowings-three months or less, net

Repurchase shares of common stock

Other, net

Net Cash Used In Financing Activities

Effect of Exchange Rate on Cash and Cash Equivalent

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

Cash and Cash Equivalents - End of Period

Supplemental Cash Flow Information

Interest paid

185  (314)

2 3
(39) (84
9) 1
(216) -
20 6
(CYO I
@) 1
68 45
89 121

$ 83 $ 116

388)



Income taxes paid

Significant Non-Cash Investing and Financing Activi

Issuance of promissory note to acquire temporary

unconsolidated affiliate

88 95

ties:

control of an

$ 25 % -

See accompanying Notes to Condensed Consolidateddial Statements.

CONDENSED CONSOLIDATED BALANCE SHEET
TRICON GLOBAL RESTAURANTS, INC. AND SUBSIDIARIES

(in millions)

ASSET¢

Current Assets

Cash and cash equivalents

Short-term investments, at cost

Accounts and notes receivable, less allowance: $73
and $13 in 1999

Inventories

Prepaid expenses and other current assets
Deferred income taxes

Total Current Assets

Property, Plant and Equipment, net
Intangible Assets, net

Investments in Unconsolidated Affiliates
Other Assets

Total Assets

LIABILITIES AND SHAREHOLDERS' DEFICIT
Current Liabilities

Accounts payable and other current liabilities
Income taxes payable

Short-term borrowings

Total Current Liabilities
Long-term Debt
Other Liabilities and Deferred Credits
Deferred Income Taxes

Total Liabilities

6/10/00 12/25/99

(unaudited)

$ 157 $ 89

58 48
in 2000
422 161
127 61
75 68
46 59
85 486
2,482 2,531
475 527
193 170
276 247
$ 4311 $ 3,961
$ 1,172 $ 1,085
151 96
122 117
1,445 1,298
2,542 2,391
826 8 25
6 7
4,819 4,521



Shareholders' Deficit

Preferred stock, no par value, 250 shares authorize

Common stock, no par value, 750 shares authorized,;
issued in 2000 and 1999, respectively

Accumulated deficit

Accumulated other comprehensive income

Total Shareholders' Deficit

Total Liabilities and Shareholders' Defic

d; no shares issued - -
146 and 151 shares
1,106 1,264
(1,465) (1,691)
(149) (133)

(508) (560)

it $ 4311 $ 3,961

See accompanying Notes to Condensed Consolidateddial Statements.

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 Coadebsnsolidated Financial Statements (“Financiateédtents”) in accordance
with the rules and regulations of the Securitied Brchange Commission for interim financial infotioa. Accordingly, they do not
include all the information and footnotes requibgdgenerally accepted accounting principles for plete financial statements.
Therefore, we suggest that the accompanying FiahB8tatements be read in conjunction with the Clidiested Financial Statements
and notes thereto included in our annual repofamm 10-K for the fiscal year ended December 299191999 Form 10-K”)Excep!
as disclosed herein, there has been no materiabeha the information disclosed in the notes to®@ansolidated Financial
Statements included in the 1999 Form 10-K.

Our Financial Statements include TRICON Global Resints, Inc. and its wholly owned subsidiariedléctively referred to as
“TRICON"or the “Company”). The Financial Statemeirtslude our worldwide operations of KFC, Pizza ldat Taco Bell.
References to TRICON throughout these notes ton€iahStatements are made using the first perstations of “we”or “us.”

Our preparation of the Financial Statements in @anity with generally accepted accounting principlequires us to make estimates
and assumptions that affect our reported amourdss¥ts and liabilities and disclosures of contihgssets and liabilities at the date
of the Financial Statements and our reported ansaafitevenues and expenses during the reportingdekctual results could differ
from our estimates.

In our opinion, the accompanying unaudited Findrigfatements include all adjustments consideredssary to present fairly, when
read in conjunction with our 1999 Form KQ-our financial position as of June 10, 2000, #relresults of our operations for the 12
24 weeks ended June 10, 2000 and June 12, 199%%uawdsh flows for the 24 weeks ended June 10, 268QJune 12, 1999. Our
results of operations for these interim periodsrmtenecessarily indicative of the results to bpeeted for the full year.

Earnings Per Common Share (“EPS")

24 Weeks Ended

12 Weeks Ended

6/10/00 6/12/99 6/10/00 6/12/99

Net income $ 106 $ 179 $ 226 $ 285
Basic EPS:

Weighted- average common shares outstanding 14 7 154 148 153
Basic EPS $ 072 $ 116 $ 153 $ 186
Diluted EPS:

Weighted- average common shares outstanding 14 7 154 148 153

Shares assumed issued on exercise of dilutive share



equivalents 21 26 20 27
Shares assumed purchased with proceeds of dilutive

share equivalents (29) 17 (18) (18)
Shares applicable to diluted earnings 149 163 150 162
Diluted EPS $ 071 $ 110 $ 150 $ 1.76

Unexercised employee stock options to purchaseajpately 9.4 million and 9.6 million shares of dlommon Stock for the 12 and
24 weeks ended June 10, 2000, respectively, wanacladed in the computation of diluted EPS beeaheir exercise prices were
greater than the average market price of our Com®&tock during the 12 and 24 weeks ended June 10, 20

Unexercised employee stock options to purchaseoappately 379,000 and 190,000 shares of our Com&tonk for the 12 and 24
weeks ended June 12, 1999, respectively, werennhitded in the computation of diluted EPS becahs# &xercise prices were
greater than the average market price of our Com®tock during the 12 and 24 weeks ended June B8, 19

Items Affecting Comparability of Net Income

Impact of 1999 Accounting Changes

As more fully described in our 1999 Form 10-K, d909 operating results included the favorable impéaccounting and human
resource policy changes of approximately $6 milli®4 million after-tax or $0.02 per diluted shairejhe quarter and $16 million
($10 million after-tax or $0.06 per diluted shayepr-to-date. The estimated impact of these acowunhanges are summarized
below:

12 Weeks Ended 6/12/99 24 Weeks Ended 6/12/99
Restaurant Operati ng Restaurant Operating
Margin G&A Profit Margin G&A  Profit
u.s. $ 2 $ 1 % 3 $ 8 $ 4 $ 12
International - Q) (1 ) - (2) (2)
Unallocated - 4 4 - 6 6
Total $ 2 $ 4 % 6 $ 8 $ 8 $ 16

Facility Actions Net Gain

Facility actions net gain consists of three commdsie

o Gains and losses on sales of our restaurants t@ndwexisting franchisees,

o Costs of closing our underperforming stores and

o Impairment charges both for restaurants we intermbhtinue to use in the business and for restégivem intend to close
beyond the quarter in which the closure decisianasle.

12 Weeks Ended 24 Weeks Ended

6/10/00 6/12/99 6/10/00 6/12/99

Refranchising net gains $ 74 $ 141 $ 121 $ 178
Store closure net (costs) credits (4) 1 3)
Impairment charges for stores that will continue

to be used in the business (4) (7 (4) ©)
Impairment charges for stores to be closed - (2) (1) (4)
Facility actions net gain $ 66 $ 133 $ 113 $ 167
United States $ 69 $ 129 $ 112 $ 162

International 3) 4 1 5



66 $ 133 $ 113 $ 167

I & !

Facility actions net gain, after- tax $ 39 % 80 $ 65 $ 99

The following table summarizes Company sales asthoeant margin for the quarter and yead#te related to stores held for dispe
at June 10, 2000 or disposed of during 2000 an®.1R8staurant margin represents company salethiessst of food and paper,
payroll and employee benefits and occupancy aner @therating expenses.

12 Weeks Ended 24 Weeks Ended

6/10/00 6/12/99 6/10/00 6/12/99

Stores held for disposal at June 10, 2000 or
disposed of during 2000:

Sales $ 38 $ 9 $ 108 $ 191

Restaurant Margin 5 12 13 24
Stores disposed of during all of 1999:

Sales $ 219 $ 475

Restaurant Margin 23 52

The loss of restaurant margin from the dispos&hes$e stores was largely mitigated in net incomthbyincreased franchise fees from
stores refranchised, lower field general and adstriziiive expenses and reduced interest costs plymesulting from the reduction of
debt by the after-tax cash proceeds net of workamgtal from our refranchising activities. The eegtant margin reported above
included the benefit from the suspension of dept&m and amortization on assets held for dispofsah insignificant amount in the
second quarter of 2000 and $4 million for the seloguarter of 1999 and $1 million and $8 million f@ar-to-date 2000 and 1999,
respectively.

Unusual Items

Unusual items of $72 million ($46 million after-faand $76 million ($49 million after-tax) in the ager and year-to-date 2000,
respectively, primarily included the following: (&harges for the uncollectability of the debtompimssession revolving credit facility
from AmeriServe Food Distribution, Inc. (“AmeriSefy and our exposure under the Replacement Ligrdi(gct incremental costs
incurred by TRICON as a result of AmeriServe's bampicy filing and (3) additional costs of defendihg wage and hour litigation.
These items are more fully described\iote 8.

Unusual items of $4 million ($2 million after-taix) the quarter and year-to-date 1999, primarilyuded the following: (1) additional
costs of defending certain wage and hour litigatiod (2) additional severance and other exit qestsed to strategic decisions to
streamline the infrastructure of our internatiopasiness.

New Accounting Pronouncements Not Yet Adopted,

In June 1998, the Financial Accounting Standardsr@¢the “FASB”) issued Statement of Financial Aaating Standards (“SFAS”)
No. 133, “Accounting for Derivative Instruments arddging Activities”(“SFAS 133”). SFAS 133 estaliles accounting and
reporting standards requiring that every derivaitnggrument (including certain derivative instrurteeambedded in other contracts) be
recorded in the balance sheet as either an askabitity measured at its fair value. SFAS 133uiegs that changes in the derivative’s
fair value be recognized currently in earnings sslgpecific hedge accounting criteria are met. i8paccounting for qualifying
hedges allows a derivative’'s gains and lossesfseothe related change in fair value on the hediged in the consolidated statement
of income, and requires that a company must fosntlcument, designate and assess the effectiveh&ssmsactions that receive
hedge accounting.

In June 1999, the FASB amended SFAS 133 to extendeqquired adoption date from fiscal years begigmifter June 15, 1999 to
fiscal years beginning after June 15, 2000. Thengiment was in response to issues identified by FA@®tituents regarding
implementation difficulties. A company may implem&¥FAS 133 as of the beginning of any fiscal quaafter issuance, (that is,
fiscal quarters beginning June 16, 1998 and themgaSFAS 133 cannot be applied retroactively. Waédopted, SFAS 133 must be
applied to (a) derivative instruments and (b) derteerivative instruments embedded in hybrid cattrghat were issued, acquired or
substantively modified after December 31, 1998 (atnthe company’s election, before January 1, 1999

In June 2000, the FASB issued SFAS No. 138, “Actiogrfor Certain Derivative Instruments and Certdiedging Activities,”which
amended SFAS 13



We plan to adopt these statements on Decembe0B0, ¥e have not yet quantified the effects of @idlgpSFAS 133, as amended.
However, the adoption of these statements couleéase volatility in our earnings and other compnshes income.

Debt

Our primary bank credit agreement, as amendedbnugey 2000, is comprised of a senior, unsecurethIman Facility and a $3
billion senior unsecured Revolving Credit Facilitpllectively referred to as the “Credit Facilitipsvhich mature on October 2, 2002.
Amounts outstanding under our Revolving Credit Rgcare expected to fluctuate from time to timef beductions in our Term Loan
Facility cannot be reborrowed. During the 24 weekded June 10, 2000, we had net borrowings unaeCi@dlit Facilities of $153
million. The increase was due in part to our smapairchase program, which is more fully discussddate 9. The increase was also
due to cash requirements of approximately $205anilio finance the programs associated with the #®eeve bankruptcy. Our
borrowing needs were reduced by the payments wehelid related to the Pre-Petition Payables to Aferie totaling $101 million.
SeeNote 8for a discussion of the AmeriServe bankruptcy.

We reduced our amount outstanding under the Teram [E@cility at June 10, 2000 to $742 million fro@v4 million at December 25,
1999. Our amount outstanding under the Revolviregd€iFacility at June 10, 2000 increased to $1illibd from $955 million at
December 25, 1999. In addition, we had unused R&@[Credit Facility borrowings available aggregati$1.67 billion, net of
outstanding letters of credit of $187 million. Ang 10, 2000, the weighted average interest rateiomariable rate debt was 6.9%,
which included the effects of associated interat swaps.

The remaining change in total debt was primarilg tluthe issuance of a sheetm promissory note, which matures in the thirereg
of 2000, to acquire temporary control of an uncdidated affiliate.

On February 25, 2000, we entered into an agreetaerhend certain terms of our Credit Facilitiesisdmendment gives us
additional flexibility with respect to permittecehis, restricted payments, other permitted investsreamd transference of certain assets
to certain foreign subsidiaries. The related CrEditilities amendment costs of approximately $2ionilwere deferred and are being
amortized into interest expense over the remailiie@f the Credit Facilities.

Interest expense on the short-term borrowings ang-term debt was $44 million and $53 million fbetl2 weeks ended June 10,
2000 and June 12, 1999, respectively, and $89amidind $109 million for the 24 weeks ended Jun€@00 and June 12, 1999,
respectively.

Comprehensive Income

Comprehensive income was as follows:

12 Weeks Ended 24 Weeks Ended
6/10/00 6/12/99  6/10/00 6/12/99
Net income $ 106 $ 179 $ 226 $ 285
Currency translation adjustment (15) 1 (16) 6
Total comprehensive income $ 91 % 180 $ 210 $ 291

Revenues
12Weeks Ended 24 Weeks Ended
6/10/00 6/12/99  6/10/00 6/12/99
United States $ -1-,173 $ 1395 $ 2,335 $ 2,761
International 483 491 918 938
$1656$ 1886 $ 3,253 $ 3,699
Operating Profit; Interest Expense, Net;

And Income Before Income Taxes




12 Weeks E nded 24 Weeks Ended

6/10/00 6/12/99  6/10/00 6/12/99
United States $ 190 $ 207 $ 346 $ 391
International 68 57 143 112
Unallocated and corporate expenses (33) (42) (65) (78)
Foreign exchange net gain (loss) 1 (2) 1 3)
Facility actions net gain 66 133 113 167
Unusual items (72) 4) (76) (4)
Total Operating Profit 220 349 462 585
Interest expense, net (42) (51) (82) (103)
Income Before Income Taxes $ 179 % 208 $ 380 $ 482
Identifiable Assets
6/10/00 1 2/25/99
United States $ 2,396 $ 2,478
International 1,429 1,367
Corporate(a) 486 116
$ 4311 $ 3,961
Long-Lived A ssets(b)
6/10/00 1 2/25/99
United States $ 2,067 $ 2,143
International 848 874
Corporate 42 41
$ 2,957 $ 3,058

A. In addition to the assets discussed in our 1399FL0-K, identifiable assets also include the inaddes and inventory arising
from our Temporary Direct Purchase Program asstiaith the AmeriServe bankruptcy, as more fullycdissed itNote 8.
B. Includes Property, Plant and Equipment, net atahgible Assets, net.

Commitments and Contingencies

Impact of AmeriServe Bankruptcy

We and our franchisees and licensees are depeondmquent replenishment of food ingredients aaplep supplies required by our
restaurants. We and a large number of our franekiaad licensees operate under multi-year contregtsring the use of AmeriServe
to purchase and make deliveries of most of theppl®s.

AmeriServe filed for protection under Chapter 11hef U.S. Bankruptcy Code on January 31, 2000. /8eeve has advised us that it
intends to prepare and file with the Bankruptcy €auplan of reorganization in the future.

TRICON, the purchasing cooperative for the TRICQitem (the "Purchasing Co-op") and key represemsinf the TRICON
franchise community are working closely togethepioactively address the bankruptcy situation agktbp appropriate contingency
plans. We continue to take all reasonably prudetibias necessary to ensure continued supply cduestt products ("supplies”) to 1
TRICON system, and to minimize any incremental £ostexposures related to the AmeriServe bankrupiteg significant actions
that we have taken to date are described below.

On February 2, 2000, we and Burger King Corporafthan another major AmeriServe customer) agreguideide a $150 million
interim debtor-in-possession ("DIP") revolving dtddcility (the "DIP Facility") to AmeriServe. TRION initially committed to
provide up to $100 million of this DIP Facility. May 2000, we subsequently assigned $30 millioausfcommitment to a third pari



reducing our total commitment under the DIP Factiit $70 million.

On May 10, 2000, Burger King Corporation announited it had reached an agreement with AmeriSereeiging for the transition
of distribution services for approximately 5,900r8er King system restaurants (substantially alAoferiServe's Burger King system
business) from AmeriServe to one or more altereatigtributors. In connection with this transitiplan, we and Burger King
Corporation reached an agreement with respecet®tR Facility under which Burger King Corporatiassigned to us its $13 million
portion of the DIP Facility effective May 19, 20860d also agreed to make cash payments to us abapmately $37 million (the
"Burger King DIP Assignment"). In exchange for Berger King DIP Assignment, we agreed to assumstaunkially all of Burger
King Corporation's obligations to AmeriServe untter DIP Facility and to secured lenders of Amen®amder the cash collateral
order (including the Replacement Lien obligatiorsatibed below). Consequently, our total commitmemnter the DIP Facility has
been increased to $120 million. This exposuredsiced by the $13 million of the DIP Facility whiblhd been previously funded by
Burger King Corporation. The DIP Facility maturesAugust 1, 2000; however, we have commenced difmus with AmeriServe to
extend the DIP Facility beyond that date.

At June 10, 2000, gross advances of approximaté&yndillion had been made to AmeriServe under the Edcility (inclusive of the
Burger King DIP Assignment of $13 million and amiassigned to a third party of approximately $ifion), leaving an unfunded
DIP Facility commitment of $75 million. We currepixpect that continuing operating losses durirgltankruptcy proceedings will
require AmeriServe to fully utilize the remainingPDFacility commitment of $75 million and that wellviund our remaining
commitment under the DIP Facility (which was appneately $60 million at June 10, 2000). At July 2800, the gross funded DIP
Facility was approximately $99 million, and we hadvanced our $19 million portion of the $24 mifliof the additional funding
since June 10, 2000.

Based on our current review and assessment of Amer's capital structure and available assetsfriééntified claims against
AmeriServe by creditors, and after consultatiorhwitir external financial advisors and outside baptay counsel, we have concluc
that it is probable that the amounts advanced ted®erve under the DIP Facility through June 1@®8re not recoverable.
Accordingly, we have reserved for our exposure uttiike DIP Facility through June 10, 2000, resulimg $55 million charge to
Unusual Items in the second quarter. This chargedes our $8 million share of a commitment of aipa of the unfunded DIP
Facility to pay approximately $10 million of feesr forofessional services, rendered primarily to A®erve in connection with its
bankruptcy, which have been incurred but not yat.p&dditionally, absent significant new facts azictumstances, we now believe it
unlikely that we will be able to recover furthewvadces to AmeriServe under the DIP Facility andently expect to reserve our share
of future advances as they are made. Any suchvesexill be charged to Unusual Items.

On the bankruptcy date, AmeriServe's pre-bankrupécyred lenders (the "Secured Lenders") had aiiesertain collateral
(consisting primarily of inventory and certain re@bles) owned by AmeriServe as of that date (BPre-Petition Collateral™).
Subsequent to the bankruptcy date, we and the &ttenders consented to the entering of a cashterl order by the Bankruptcy
Court pursuant to which the Secured Lenders agreatiow the Pre-Petition Collateral to be usethi®m normal course of business by
AmeriServe following the bankruptcy date. In exop@nwe and Burger King Corporation agreed withagent for the Secured
Lenders to grant a lien in favor of these lendenictv extends to inventory that we and Burger Kirayration purchase and the
receivables resulting from the sale of this inveptmnder our respective Temporary Direct Purchasgi@ms more fully described
below (the "Replacement Lien"). The purpose ofRieplacement Lien is to provide substitute colldterahe Secured Lenders to the
extent the Pre-Petition Collateral has been degliet¢he normal course of business since the batkyludate and to ensure that
Secured Lenders' rights to the assets securing i8eree's présankruptcy credit facility are not eroded from ttege of the bankrupt
filing.

Based on information available to us, we have egBohthat our Replacement Lien obligation as oeJLGy 2000 was $12 million, net
of the cash payments received and/or due from Bukgey Corporation. This obligation exists primgridecause we and Burger King
Corporation chose to use a portion of the proc&eas Pre-Petition Collateral sold after the bankeypdate to partially fund
AmeriServe's operating expenses instead of funttiege expenses through a draw-down of the DIPifaaiid paying the proceeds
from the Pre-Petition Collateral directly (or haldithem for payment) to the Secured Lenders. We\zelt is probable that we will
ultimately be required to fund this obligation thgh the delivery of a portion of our inventory aedeivables subject to the
Replacement Lien to the Secured Lenders; consdguesmt have included our net estimated Replacemient obligation as of June
10, 2000 as a charge to Unusual Items in the segoader. However, it is possible that we may pensegotiations to settle this
obligation in cash at a reduced amount. While wiebe that our calculation of the Replacement Légposures is accurate and
appropriate, disputes exist between the varioutsggano the bankruptcy as to the balance of thePtiion Collateral and the ultimate
computation of the exposures, if any. As we arpaasible for any further increases in the Replacgrien obligation, we intend to
record as an Unusual Item any net increases thabeur. However, it is our intention to mitigatether exposure under the
Replacement Lien obligation, to the extent prattiog paying (or holding for payment) proceeds frtira remaining Pre-Petition
Collateral to the Secured Lenders.

In addition to our participation in the DIP Fagilito help ensure that our supply chain continoggmain open, we are now
purchasing (and taking title to) supplies diredttym suppliers for use in our restaurants, as agfor resale to our franchisees and
licensees who previously purchased supplies froned®erve (the "Temporary Direct Purchase PrografrjeriServe has agreed,
for the same fee in effect prior to the bankrugtiing, to continue to be responsible for distrilmgt the supplies to us and our
participating franchisee and licensee restauragedl as providing ordering, inventory, billingchnollection services for us. To date,
this arrangement has been effective in ensuringl@sgpto our restaurants, and we have not expeztbaay significant supply
interruption.



In connection with our Temporary Direct PurchasegPam we are incurring certain costs, includingdbst of additional debt requir
to finance the inventory purchases and to carrygheivables arising from inventory sales to oanéhisees and licensees. While we
are monitoring AmeriServe's inventory control antiections systems, we may also incur additionatsoelated to potential inventc
obsolescence and uncollectible receivables fronfranchisees and licensees. These costs are |yaofislet by discounts granted by
our suppliers for prompt payments.

We are also incurring other incremental costs r@salt of the AmeriServe bankruptcy, primarily m@eéional fees. We have incurred
approximately $1 million of these types of coststia quarter and $2 million year-to-date. Theséscloave been reported in Unusual
Items.

We purchased approximately $630 million of suppiiethe quarter and approximately $920 million opplies year-to-date.
Approximately $633 million and $843 million of sujgs were sold primarily to franchisees and licezser used in Company
operations during the quarter and year-to-dat@ecs/ely. We have also incurred $68 million an@&million of systemwide
AmeriServe distribution fees for the quarter andry®-date, respectively. These distribution atieéiwere essentially breakeven in
the quarter and on a year-to-date basis beforadmmasion of incremental net interest expense ofifiBon in the quarter and $4
million year-to-date which was incurred on the eased borrowings required to finance the Tempdpagct Purchase Program.
Under SFAS No. 45, "Accounting for Franchise FegdRee," the results of these agency distributidivities are reported on a net
basis in the Condensed Consolidated Statementofria. These net results have been reported in @dhlisms.

At June 10, 2000, our investment in receivablesffranchisees and licensees from sales of supgptidsr the Temporary Direct
Purchase Program was $235 million and our suppliemntory was $70 million. These assets are sulijettte Replacement Lien to
the extent of any shortfall in the Pre-Petition|@@lral as described above. Our payables to suppliere $144 million. These
amounts are included in the respective lines of@Gumdensed Consolidated Balance Sheet.

On June 30, 2000, AmeriServe confirmed that, agigusly announced, it is exploring a number oftsigéc alternatives, including the
potential sale of substantially all of its assetamother distribution company. AmeriServe alsocameed that it has entered into
preliminary discussions with several parties, idalg McLane Company, Inc. (a subsidiary of Viédwt Stores, Inc.), concerning thi
strategies. As part of these discussions, we megeag modify certain terms and conditions of atisting contract with AmeriServe
including payment terms, the length of the agredraad the amount of the distribution fee. We doexgtect that such changes, if ¢
would have a material effect on ongoing operations.

It is our understanding that AmeriServe has nathied any specific agreement with any party regarthie sale of its distribution
business, and that the Bankruptcy Court must agpaoy such agreement before a sale is consumnvdethtend to continue to wa
closely with AmeriServe to facilitate a sale of theeriServe business to a buyer or the consummafiamother strategic alternative
that, in either case, is acceptable to the TRICg8tesn. We are currently engaged, along with ouclrasing Co-op, in contingency
planning and believe that we can arrange with terradtive distributor or distributors to meet tleeds of the TRICON restaurant
system if AmeriServe is not able to consummatecaetable sale transaction or other strategicreltere, or is otherwise no longer
able to adequately service our restaurants. Ifssag, we will participate in or enact such a augegncy plan; however, at this time
cannot anticipate the potential charges to Unuleials or impact on ongoing operating profit thatyrasise from such
implementation.

Currently, we have commenced discussions with iceofathe Secured Lenders and other creditors o&A&erve in an effort to enst
an efficient and cost effective transition of thRICON system distribution business in the eventabgets comprising the AmeriServe
distribution business are sold to a third partyeatable to the TRICON system. It is our intentiomiork with AmeriServe to secure
the support of these creditors for such a saleoltain a global resolution of the various issuisksrand uncertainties to which we are
subject as a result of the AmeriServe bankruptcy.

The AmeriServe bankruptcy poses certain risks ametiainties to us, as well as to our franchiseesliaensees that rely on
AmeriServe to distribute supplies to their restatsaThe more significant of these risks and umageties are described below.
Significant adverse developments in any of theslesror uncertainties could have a material advierpact on our results of
operations, financial condition or cash flows.

We intend to continue to work with AmeriServe andl suppliers to meet our supply needs while Amevi€seeks to reorganize
through the bankruptcy process - whether througtsttle of the business to one or more acceptadttibditors or another strategic
alternative. There can be no assurance that thd-Bd#ity will be sufficient to meet AmeriServe'ash requirements as it seeks to
reorganize, or that AmeriServe will be successfudiranging additional DIP financing, if needed,satisfactory terms. Additionally,
there can be no assurance that AmeriServe wilbbeta maintain our supply line indefinitely withoadditional financing or at our
current contractual rates. Due to the uncertaistierounding AmeriServe's reorganization, we capnedict the ultimate impact, if
any, on our business.

There can be no assurance that AmeriServe willbeessful in selling its distribution business tiied party capable of servicing the
TRICON system business, or that a plan of reorgsioiz for AmeriServe will ultimately be confirmeak, if confirmed, what the plan
will provide. Nor can there be any assurance ihatich a sale is consummated, we will be succéssfeaching a favorable
resolution of all of our issues, risks and uncettas with the various groups of AmeriServe creditéinally, although the
Replacement Lien exposure has not increased signtfy since June 10, 2000, there can be no agsuthat our net Replaceme



Lien exposure to the Secured Lenders will not iaseg or that disputes involving the calculatiomwf Replacement Lien exposure as
described above will be resolved in our favor.

We currently have a multi-year contract with Amen& that is subject to the Bankruptcy Court proces during the reorganization
process. While we cannot be required by AmeriSenany other party to amend this contract, therelmno assurance that a
potential buyer of the AmeriServe business wouladviiéng to assume our contract under its currenirts, including the rates we
currently pay AmeriServe.

As stated above, in the event AmeriServe is na@ tlhtonsummate a sale transaction or other sikcaattgrnative, or is otherwise no
longer able to adequately service our restaurargdielieve that we can arrange with an alternatis&ibutor or distributors to meet
the needs of the TRICON restaurant system. We cboldever, experience some short-term delays dtteetime required to qualify
and contract with, and transition the businesstiwer distributors. Moreover, there can be no @ that the cost of these
alternatives would be at the same rates and uhdesame terms contained in our current distributmmtract with AmeriServe.

As previously disclosed, AmeriServe has filed atioacin Bankruptcy Court against TRICON seeking pawt for fees (including the
cost of inventory ) for distribution services reret by AmeriServe to our restaurants prior to thekouptcy date. On the advice of
legal counsel, we have accrued for, but withhelghpent of these fees, which total approximately $dfilion, and have asserted a
recoupment defense due to certain costs and dartteajese have incurred (or may incur) as a redulfroeriServe's failure to
perform its contractual obligations to our restatsaoth prior to and after the bankruptcy filifidpis action has reduced the
borrowings we otherwise would have required undemRevolving Credit Facility.

We believe that our position on recoupment hasifsigmt legal merit and intend to vigorously asshis defense. However, there can
be no assurance that we will be successful in prgsm of this claim or that we will be able totiethis claim on a basis favorable to
the Company. Consequently, we have not recordedvangfit of this potential gain in our Condensea$&ididated Statement of
Income. In the event we are successful in recogarirder this claim, any benefit would be recordedmUnusual Item in our
Condensed Consolidated Statement of Income.

Without regard to the final outcome of the Ameri&ebankruptcy proceedings, it is our intentionaket whatever steps are reasonably
required to ensure continued supply of restauresdycts and equipment to the TRICON system. Tceittent we incur any ongoing
incremental operating costs as a result of the A8eeve bankruptcy or actions related thereto, wenith to mitigate those costs to the
maximum extent possible through other reasonableagement actions.

Casualty Loss Programs and Estimates

As more fully described in our 1999 Form 10-K, we aurrently self-insured for a portion of our @nt and prior years' losses related
to workers' compensation, general liability andbaubile liability insurance programs (collectivelgasualty loss(es)"). To mitigate
the cost of our exposures for certain casualtyel®sse make annual decisions to either retainisike of loss up to certain per
occurrence or maximum loss limits negotiated with insurance carriers or to fully insure thosesisk

For 2000, we have decided to bundle our risks &suelty losses, property losses and various atiserable risks into one risk pool
with a single maximum loss limit. Since all of thagsks have been pooled and there are no perreower limits for individual claims,
it is possible that we may experience increasedtiity in property and casualty losses on a quadeguarter basis. This would occur
if a significant individual large loss is incurreither early in a program year or when the latesiaial projection of losses for a
program year is significantly below our maximumddisnit. A large loss is defined as a loss in esc&s$2 million which was our
predominate per occurrence casualty loss limit unde previous insurance program.

We determine our retained liabilities for casuddtyses, including reported claims and those cldivashave been incurred but not yet
reported, based on information provided by our paaelent actuary. Beginning in 2000, valuationshaiag performed two times a
year by our actuary and required adjustments wilitade in the second and fourth quarters of eaah lrethe second quarter of 20
we received a valuation from the actuary basedformation through December 31, 1999. Based onvtlisation, we recorded an
unfavorable adjustment of less than $500,000 ppailyi related to prior years. In the first and fibuguarters of 1999, we received
valuations from the actuary based on informationugh December 31, 1998 and June 30, 1999, regplctBased on these
valuations, we recorded favorable adjustments fadly to our prior year casualty loss reserve$20 million in 1999 ($21 million in
the first quarter and $9 million in the fourth gtegly primarily as a result of our independent agtsechanges in its estimate of losses.
The 1999 adjustments resulted primarily from im@aioss trends related to our 1998 casualty lossess all three of our U.S.
operating companies.

We will continue to make adjustments both basedwractuary's periodic valuations as well as whenéwere are significant changes
in the expected costs of settling large claimsimcided in the latest actuarial valuation. Duét® inherent volatility of our
actuariallydetermined casualty loss estimates, it is reasgnaigsible that we will experience changes in et losses which cou
be material to our growth in net income in 2000. bééeve that, since we record our reserves fana@slosses at a 75% confidence
level, we have mitigated the negative impact ofemgle development and/or volatility.

Change of Control Agreemer




In July 1998, we entered into severance agreemeétitertain key executives which would be triggeby a termination, under
certain conditions, of the executive following anlge in control of the Company, as defined in gre@ments. Once triggered, the
affected executives would receive twice the amafitheir annual base salary and their annual ifeeim a lump sum, outplacement
services and a tax gross-up for any excise taxesagreements expire December 31, 2000. Sincénirggtof any payments under
these agreements cannot be anticipated, the amanentet estimable. However, these payments, tfired, could be substantial. In
connection with the execution of these agreemémesCompensation Committee of our Board of Directaas authorized amendment
of the deferred and incentive compensation plads faiowing a change in control, an establishm&miabbi trusts which will be use
to provide payouts under these deferred compemsplams.

Wage and Hour Litigation

We are subject to various claims and contingeneileded to lawsuits, taxes, environmental and atietters arising out of the normal
course of business. Like some other large retalleyers, Pizza Hut and Taco Bell recently have lfaead in a few states with
allegations of purported class-wide wage and halations.

On May 11, 1998, a purported class action lawsyairest Pizza Hut, Inc., and one of its franchis@egPizza, LLC, entitled Aguardo,
et al. v. Pizza Hut, Inc., et al. ("Aguardg'yas filed in the Superior Court of the State afifornia of the County of San Francisco.
The lawsuit was filed by three former Pizza Hutaasant general managers purporting to represembajnately 1,300 current and
former California restaurant general managers zé@Hut and PacPizza. The lawsuit alleges violatifrstate wage and hour laws
involving unpaid overtime wages and vacation pay seeks an unspecified amount in damages. On Jah2a2000, the Court
certified a class of approximately 1,300 currertt Bormer restaurant general managers. The Coumdeakethe class on June 1, 2000
to include approximately 150 additional current &mminer restaurant general managers. This lawsiiit the early discovery phase.

On October 2, 1996, a class action lawsuit agdiasb Bell Corp., entitled Mynaf, et al. v. Taco Bebrp. ("Mynaf"), was filed in the
Superior Court of the State of California of theuBty of Santa Clara. The lawsuit was filed by twonfer restaurant general manag
and two former assistant restaurant general masggeporting to represent all current and formesolgell restaurant general
managers and assistant restaurant general managgatfornia. The lawsuit alleges violations oflif@ania wage and hour laws
involving unpaid overtime wages. The complaint afsudes an unfair business practices claim. Doe fiamed plaintiffs claim
individual damages ranging from $10,000 to $100,68ch. On September 17, 1998, the court certifidldss of approximately 3,000
current and former assistant restaurant generahgean and restaurant general managers. Taco Biélbped the appellate court to
review the trial court's certification order. Thetiion was denied on December 31, 1998. TacotBel filed a petition for review
with the California Supreme Court, and the petiticas subsequently denied. Class notices were mailekligust 31, 1999 to over
3,400 class members. The original trial date of 1@, 2000 has been continued to January 15, 2001.

On August 29, 1997, a class action lawsuit agdiasb Bell Corp., entitled Bravo, et al. v. TacolB&brp. ("Bravo"), was filed in the
Circuit Court of the State of Oregon of the Couotyultnomah. The lawsuit was filed by two formeaco Bell shift managers
purporting to represent approximately 17,000 curaerd former hourly employees statewide. The latnalgges violations of state
wage and hour laws, principally involving unpaidgea including overtime, and rest and meal periothtions, and seeks an
unspecified amount in damages. Under Oregon clagmegprocedures, Taco Bell was allowed an oppdstua "cure" the unpaid
wage and hour allegations by opening a claims poteall putative class members prior to certificaof the class. In this cure
process, Taco Bell has currently paid out less $iamillion. On January 26, 1999, the Court ceztlfa class of all current and former
shift managers and crew members who claim one oe wicthe alleged violations. The lawsuit is in thecovery and prédal motions
phase. A trial date of November 2, 1999 was setvéder, on November 1, 1999, the Court issued aqz@g order postponing the
trial and establishing a pteal claims process. The final order regardingdte@ms process was entered on January 14, 20@0. Ball
moved for certification of an immediate appealtsf Court-ordered claims process and requesteq afsthe proceedings. This
motion was denied on February 8, 2000. Taco Bgleafed this decision to the Supreme Court of Oregwhthe Court denied Taco
Bell's Writ of Mandamus on March 2, 2000. A Couppeoved notice and claim form was mailed to apprately 14,500 class
members on January 31, 2000. A Court ordered faketaims process is underway, and hearings dargylieeld for claimants
employed or previously employed in selected TaclbmBstaurants.

We have provided for the estimated costs of theaddm, Mynafand Bravditigations, based on a projection of eligible oiai
(including claims filed to date, where applicablbg cost of each eligible claim and the estiméagdl fees incurred by plaintiffs.
Although the outcome of these lawsuits cannot llerdened at this time, we believe the ultimate aighese cases in excess of the
amounts already provided will not be material to aanual results of operations, financial conditiwrcash flows.

Obligations to PepsiCo, Inc. After Sparff

As disclosed in our 1999 Form 10-K, in connectidthwhe October 7, 1997 Spin-off from PepsiCo, IfiPepsiCo") (the "Spin-off"),
we entered into separation and other related agretsnithe "Separation Agreement"), governing thie-8ff transaction and our
subsequent relationship with PepsiCo. These agmsrpeovide certain indemnities to PepsiCo.

The Separation Agreement provided for, among dtiiegs, our assumption of all liabilities relatitggthe restaurant businesses,
inclusive of California Pizza Kitchen, Chevys MeaiicRestaurant, D'Angelo's Sandwich Shops, East\idi®'s and Hot 'n Now
(collectively the "Non-core Business(es)"), and imaiemnification of PepsiCo with respect to thaabilities. We have included our
best estimates of these liabilities in the accomgjpanFinancial Statements. Subsequent to -off, claims have been made by cert



Non-core Business franchisees and a purchasereodfoiiie businesses. Certain of these claims hewe bettled, and we are disputing
the validity of the remaining claims; however, wadibve that any settlement of these claims at ansaarexcess of previously
recorded liabilities is not likely to have a maséiadverse effect on our results of operationsrfaial condition or cash flows.

In addition, we have indemnified PepsiCo for angts®r losses it incurs with respect to all lettdreredit, guarantees and contingent
liabilities relating to our businesses under whHagpsiCo remains liable. As of June 10, 2000, Peps@ains liable for approximate
$190 million related to these contingencies. Thikgation ends at the time they are released, teatad or replaced by a qualified
letter of credit. We have not been required to mekepayments under this indemnity.

Under the Separation Agreement, PepsiCo maintalhedntrol and absolute discretion with regardity combined or consolidated
tax filings for periods through the Spin-off DaRepsiCo also maintains full control and absoluserition regarding any common tax
audit issues. Although PepsiCo has contractualtgexto, in good faith, use its best efforts télseil joint interests in any common
audit issue on a basis consistent with prior pcacthere can be no assurance that determinatiade by PepsiCo would be the same
as we would reach, acting on our own behalf. Thinnligne 10, 2000, there have not been any deteiorisahade by PepsiCo where
we would have reached a different determination.

We have agreed to certain restrictions on fututas to help ensure that the Spin-off maintaiagak-free status. Restrictions
include, among other things, limitations on ouul@ation, merger or consolidation with another camy certain issuances and
redemptions of our Common Stock, our granting o€lstoptions and our sale, refranchising, distrimutdr other disposition of assets.
We review any proposed transaction involving thedévities to determine whether it complies witlegk restrictions. If we fail to
abide by these restrictions or to obtain waivessfiPepsiCo and, as a result, the Spin-off failgualify as a tax-free reorganization,
we will be obligated to indemnify PepsiCo for amgulting tax liability which could be substantidb payments under these
indemnities have been required or are expected teduired. Additionally, under the terms of the $aparation agreement, PepsiC
entitled to the federal income tax benefits relatethe exercise after the Spin-off of vested Repsiptions held by our employees.
We incur the payroll taxes related to the exerofstaese options.

Contingent Liabilities

We were directly or indirectly contingently liahlethe amounts of $373 million and $386 millionJane 10, 2000 and December 25,
1999, respectively, for certain lease assignmamsgaiarantees. In connection with certain of tteesgingent liabilities, after the Spin-
off we were required to maintain cash collaterddbees at certain institutions of approximately $30ion, which are included in
Other Assets in the accompanying Condensed ComasetidBalance Sheet. At June 10, 2000, $304 mitkpnesented contingent
liabilities to lessors as a result of our assigrong interest in and obligations under real ededses as a condition to the refranchising
of Company restaurants. The $304 million represktite present value of the minimum payments urfteassigned leases, exclud
any renewal option periods, discounted at our prezbst of debt. On a nominal basis, the contintigbility resulting from the
assigned leases was $479 million. The balancdseafdntingent liabilities primarily reflected ounarantees to support financial
arrangements of certain unconsolidated affiliatesfeanchisees.

9. Share Repurchase Program

In 1999, our Board of Directors authorized the repase of up to $350 million of our outstanding @oom Stock excluding applical
transaction fees. This Share Repurchase Programamagleted in the second quarter of 2000. Durireg2#h weeks ended June 10,
2000, we repurchased approximately 6.4 million ebdor $216 million at an average price per shaf&88.72. Since inception of the
Share Repurchase Program, we have repurchasedepately 9.8 million shares at an average pric35.87.

Management's Discussion and Analysis
of Financial Condition and Results of Operations

Introduction

TRICON Global Restaurants, Inc. and Subsidsa(collectively referred to as "TRICON," the "Caany," "we" or "us") is comprised of
the worldwide operations of KFC, Pizza Hut and TBedl and is the world's largest quick serviceaasant ("QSR") company based on the
number of system units. The following Managemdbigussion and Analysis ("MD&A™")should be read mngunction with the unaudited
Condensed Consolidated Financial StatemgetfisCautionary Statemené&nhd our annual report on Form 10-K for the fiseziyended
December 25, 1999 ("1999 Form 10-K"). All Note refeces herein refer to the accompanying notest€tndensed Consolidated Financial
Statements.

Throughout MD&A,we make reference to ongoipg@ting profit which represents our operating ipefcluding the impact of our
facility actions net gain, unusual items and actiognrand human resources policy changes in 199&(tively, the "1999 accountir



changes"). Sedote 3for a discussion of these exclusions. We use omggoerating profit as a key performance measumipfesults of
operations for purposes of evaluating performantermally and as the base to forecast future padace. Ongoing operating profit is not a
measure defined in generally accepted accountingiptes ("GAAP") and should not be consideredsiolation or as a substitution for
measures of performance in accordance with GAAP.

New Accounting Pronouncements
SeeNote 4.
Significant Known Events, Trends or Uncertainties Kpected to Impact 2000 Comparisons with 1999

The following factors impacted comparabilifyoperating performance for the quarter and yeatai® ended June 10, 2000 to the quarter
and year-to-date ended June 12, 1999 or could ingopacparisons for the remainder of 2000. Thesefaatere previously discussed in our
1999 Form 10-K.

Impact of AmeriServe Bankruptcy

SeeNote 8for a complete discussion of the impact of the Ai®enve Food Distribution, Inc. ("AmeriServe") bangtcy on the Company.

Change in Casualty Loss Estimates

Due to the inherent volatility of our actudlsiadetermined casualty loss estimates, it is raabty possible that we will experience changes
in estimated losses which could be material togpawth in ongoing operating profit in 2000. Howewse currently expect the magnitude of
such estimate changes will be less than those iexped in 1999. Segote 8for a discussion of our casualty loss programsestimates.

Unusual Items

We recorded unusual items of $72 million ($diflion after-tax) and $76 million ($49 million afi-tax) in the second quarter and year-to-
date 2000, respectively. We also recorded unugeralsi of $4 million ($2 million after-tax) in thes®d quarter and year-to-date 1999. See
Note 3for a detailed discussion of our unusual items.

Impact of New Ventures

Consistent with our strategy to focus our tamin key international markets, we entered impeaments in the fourth quarter of 1999 to
form new ventures during 2000 in Canada and Palatidour largest franchisees in those markets. &glosnt to the end of our second
quarter, we contributed over 300 restaurants tevaventure in Canada in exchange for an equityastdn the venture. Along with our
partner, the new venture will operate over 600asints. In Poland, we anticipate contributing ats@urestaurants into the new venture. The
timing of the formation of the venture in Polands meot yet been determined. The combined total numfestaurants to be contributed into
these two ventures represented approximately 18#tedftal International Company restaurants a¢ Iy 2000. Our interest in these
ventures will be accounted for under the equityhoet

Upon formation of these ventures, we will rgrmi@e our share of the ventures' net income ordsssquity income from investments in
unconsolidated affiliates. Currently, the resultsyf our restaurants are being consolidated. Thadingf these transactions on operating
results will be similar to the Portfolio Effect ofir refranchising activities, which is describediiore Portfolio StrategyThese transactions
will result in a decline in our Company sales, aasant margin dollars and general and adminisgaikpenses and an increase in franchise
fees. Had these ventures been formed at the begifi2000, our International Company sales woaldehdeclined approximately 16% for
the 12 and 24 weeks ended June 10, 2000, as cadrfjpattee reported decline of 3% in the quarter &¥tdyear-todate. However, we estime
the overall impact on second quarter and year-te-8@00 ongoing operating profit would have beefmirfable.

Extra Week in 2000

Our fiscal calendar results in a fifty-thirceek every five or six years. Fiscal year 2000 intlude a fifty-third week in the fourth quarter.
This additional week will have a favorable effentaur operating results for 2000.

Year 2000

As more fully described in our 1999 Form 10w& developed and implemented an enterprise-wige ol prepare our systems for the
Year 2000 issue. We incurred less than $1 millioth approximately $10 million of Year 2000 costdhir 12 weeks ended June 10, 2000 and
June 12, 1999, respectively, and approximately filomand $18 million in the 24 weeks ended Jufe2000 and June 12, 1999,
respectively. We have essentially completed our 2680 activities and currently estimate that #maining costs to be incurred in 2000\
be insignificant. We incurred Year 2000 costs gdragimately $30 million during the 52 weeks endeztBmber 25, 1999.

Euro Conversiol



On January 1, 1999, eleven of the fifteen manguntries of the European Economic and Mondtkripn ("EMU") adopted the Euro as
common legal currency and fixed conversion rategwestablished. From that date through no later flume 30, 2002, participating countries
will maintain both legacy currencies and the Ewdegal tender. Beginning January 1, 2002, new fermminated bills and coins will be
issued, and a transition period of up to six momitisbegin during which legacy currencies will bemoved from circulation.

We have Company and franchised businesség iadopting member countries, which are prepaonghie conversion. Expenditures
associated with conversion efforts to date have lresignificant. We currently estimate that ourrsieg over the transition period will be
approximately $10 million, related to the convensio the EMU member countries in which we operébees. Approximately 60% of these
expenditures relate to capital expenditures for peimt-of-sale and back-of-restaurant hardwaresaftivare to accommodate Euro-
denominated transactions. We expect that adopfitimed=uro by the U.K. would significantly increabés estimate due to the size of our
businesses there relative to our aggregate busm@sshe adopting member countries in which weaatge

The pace of ultimate consumer acceptanceaban competitors' responses to the Euro are cilyrenknown and may impact our exist
plans. However, we believe that, from a competipeespective, we will be required to assess theatgof product price transparency,
potentially revise product bundling strategies arehte Euro-friendly price points prior to 2002. dtenot believe that these activities will
have sustained adverse impacts on our busineskksugh the Euro does offer certain benefits totoessury and procurement activities,
these are not currently anticipated to be significa

We currently anticipate that our suppliers dradributors will continue to invoice us in legacyrrencies until late 2001. We expect to
begin dual pricing in our restaurants in 2001. \ijeeet to compensate employees in Euros beginnig§d2. We believe that the most
critical activity regarding the conversion for dursinesses is the completion of the rollout of Ewady point-of-sale equipment and software
by the end of 2001. Our current plans should enabl® be Euro-compliant prior to the requiremdotshese changes. Any delays in our
ability to complete our plans, or in the abilityair key suppliers to be Euro-compliant, could haveaterial adverse impact on our results of
operations, financial condition or cash flows.

Store Portfolio Strategy

For the past several years, we have beemgicatly reducing our share of total system unjtsélling Company restaurants to existing
new franchisees where their expertise can be lgedrto improve our overall operating performanceilewetaining Company ownership of
key U.S. and International markets. This portfddadancing activity has reduced, and will continoegduce, our reported revenues and
restaurant profits and increase the importancesitm sales as a key performance measure.

We currently expect to refranchise at lea$t @3taurants in 2000 compared to over 1,400 i®188 a result of this decline, we estimate
that our 2000 refranchising gains will be signifitg less than our 1999 gains. However, if marlaiditions are favorable, we may sell more
restaurants than the current forecast. We expedtrtpact of refranchising gains to be even lessiféigint over time as we approach our ta
of approximately 20 percent Company ownership efuhS. system, excluding license units.

The following table summarizes the refranaigsactivities:

12 Weeks Ended 24 Weeks Ended
6/10/00 6/12/99  6/10/00 6/12/99
Number of units refranchised 248 450 431 671
Refranchising proceeds, pre-tax $ 127 $ 276 $ 210 $ 397
Refranchising net gain, pre-tax $ 74 % 141 $ 121 $ 178

In addition to our refranchising program, va/é been closing restaurants over the past seyeaesd. Restaurants closed include poor
performing restaurants, restaurants that are reddda a new site within the same trade area or RiZza Hut delivery units consolidated w
a new or existing dine-in traditional store whicstbeen remodeled to provide dine-in, carry-outdeidery services within the same trade
area.

The following table summarizes store closutiviies for the quarter and year-to-date 2000 28€9:

12 Weeks Ended 24 Weeks Ended
6/10/00 6/12/99 6/10/00 6/12/99
Number of units closed 35 64 85 146

Store closure net cost (credits) $ 4 3 1 $ 3% -



Overall Company ownership percentage of ota &ystem units was 21.8% at June 10, 2000, angeaf 1.5 percentage points from year-
end 1999.

The Portfolio Effect on ongoing operating frafcluded in our discussions of results of opers represents the estimated impact on
Company sales, franchise fees, restaurant margiergl and administrative expenses and operatofg pglated to our refranchising and
store closure initiatives. The amounts presentéolbeeflect the estimated impact from stores thatenoperated by us for all or some portion
of the comparable period in 1999 and are no longerated by us as of June 10, 2000.

The following table summarizes the revenuedotf the Portfolio Effect:

12 Weeks Ended June 10, 2000

U.S. International Worldwide
Company sales from refranchised or closed stores $ (2300 $ (B2) $ (282
Increased franchise fees from Company stores refran chised 11 2 13
Reduction in total revenues $ (219) $ (B50) $ (269)

24 Weeks Ended June 10, 2000

U.S. International Worldwide
Company sales from refranchised or closed stores $ (461) $ (107) $ (568)
Increased franchise fees from Company stores refran chised 22 5 27
Reduction in total revenues $ (439) $ (102) $ (541)

The following table summarizes the estimatedact on ongoing operating profit of the Portfdiffect:

12 Weeks Ended June 10, 2000

U.S. International Worldwide
Decreased restaurant margin amounts from refra nchised
or closed stores $ 260 @4 $ (30
Increased franchise fees from Company stores refran chised 11 2 13
General and administrative expense reductions 2 2 4
Reduction in ongoing operating profit $ (13) % - $ (13)
24 Weeks Ended June 10, 2000
U.S. International Worldwide
Decreased restaurant margin amounts from refra nchised
or closed stores $ GBS (@0 $ (61)
Increased franchise fees from Company stores refran chised 22 5 27
General and administrative expense reductions 6 3 9
Reduction in ongoing operating profit $ 23)%$ (2 $ (25

The estimated interest savings resulting ftoenreduction of debt by the after-tax cash proseed of working capital from our
refranchising activities largely mitigated this vetion in ongoing operating profit.

Worldwide Results of Operations

12 Weeks Ended 24 Weeks Ended



6/10/00 6/12/ 99 % B(W) 6/10/00 6/12/99 % B(W)
System Sales(a) $ 5014 $ 50 02 - $ 9,940 $ 9,808 1
Revenues
Company sales $ 1,480 $ 1,7 23 (14) $ 2905 $ 3,385 (14)
Franchise and license fees 176 1 63 8 348 314 11
Total Revenues $ 1656 $ 1,8 86 (12) $ 3,253 $ 3,699 (12)
Company Restaurant Margin $ 237 $ 2 71 (13) $ 438 $ 530 a7
% of Company sales 16.0% 15. 7% 0.3ppts. 15.1% 15.7% (0.6) ppt
Ongoing operating profit $ 226 $ 2 14 6 $ 425 $ 406 5
Accounting changes(b) - 6 NM - 16
Facility actions net gain 66 1 33 (50) 113 167 (32)
Unusual items (72) (4) NM (76) (4) NM
Operating profit 220 3 49  (37) 462 585 (22)
Interest expense, net 41 51 18 82 103 20
Income tax provision 73 1 19 38 154 197 22
Net Income $ 106 $ 1 79 (41) $ 226 $ 285 (21)
Diluted earnings per share $ 0.71 $ 1. 10 (36) $ 150 $ 1.76 (15)
A. Represents combined sales of Company, unconsedicxfiliates, franchise and license restaurants.
B. SeeNote 3for a discussion of our 1999 accounting changes.
Worldwide Restaurant Unit Activity
Un consolidated
Company A ffiliates Franchisees Licensees Total
Balance at December 25, 1999 6,981 1,178 18,414 3,409 29,982
Openings & Acquisitions 80 38 315 132 565
Refranchising (431) - 433 (2)
Closures (85) (13) (188) (194) (480)
Balance at June 10, 2000 6,545(a) 1,203 18,974 3,345 30,067
% of Total 21.8% 4.0% 63.1% 11.1% 100.0%

A. Includes 12 Company units approved for closutg not yet closed at June 10, 2000.

Worldwide System Sales and Revenues

System sale@ncreased slightly in the quarter and $132 millawrii% year-to-date. The year-to-date increase wasrdby new unit
development. The increase was almost fully offgettbre closures and same store sales decreatbesUhS.

Revenuegdecreased $230 million or 12% in the quarter artb34illion or 12% year-to-date. Company sales desed $243 million or
14% and $480 million or 14% in the quarter and yteatate, respectively. As expected, the decline in Qamg sales was primarily due to 1
Portfolio Effect. Excluding the Portfolio Effect,g@pany sales increased $39 million or 3% in thetguand $88 million or 3% ye-to-date.



The increase was primarily due to worldwide new deivelopment partially offset by U.S. unfavoraBféective Net Pricing and volume
declines. Effective Net Pricing includes increasedecreases in price and the effect of changpsoiduct mix.

Franchise and license fees increased $13omiflr 8% in the quarter and $34 million or 11% yeadate. The growth was primarily driv
by units acquired from us and new unit developmesattially offset by store closures.

Worldwide Company Restaurant Margin

12 Weeks Ended 24 Weeks Ended
6/10/0 0 6/12/99 6/10/00 6/12/99
Company sales 100.0 % 100.0% 100.0% 100.0%
Food and paper 30.3 31.0 30.6 31.3
Payroll and employee benefits 27.5 27.9 28.1 27.9
Occupancy and other operating expenses 26.2 25.4 26.2 25.1
Company restaurant margin 16.0 % 15.7% 15.1% 15.7%

Restaurant margin as a percentage of salesaised approximately 30 basis points in the quage@ompared to the second quarter of 1
Our restaurant margin included approximately 9Gsjasints related to the favorable impact of thetidbo Effect as well as the unfavorable
impact of 10 basis points from lapping our 199%aicting changes. Excluding these items, our reatdumargin declined approximately 50
basis points. This decrease was primarily drivethieyunfavorable impact of a mix shift to lower giarchicken sandwiches at KFC in the
U.S. and volume declines at Taco Bell in the U.S.

Restaurant margin as a percentage of salesatetl approximately 60 basis points year-to-dade restaurant margin included the
unfavorable impact of approximately 20 basis poirgs lapping our 1999 accounting changes as veefigproximately 70 basis points
related to the favorable impact of the Portfolidelef. Excluding these items, our restaurant madgiciined approximately 110 basis points.
This decrease included approximately 60 basis poegulting from the absence of $21 million of fealde 1999 U.S. insurance-related
adjustments, which are more fully discussetlate 8. The remaining decrease was driven by the unfé®ienpact of a mix shift to lower
margin chicken sandwiches at KFC in the U.S. arldme declines at Pizza Hut and Taco Bell in the.U.S

Worldwide General and Administrative Expenses (“G&A”)

G&A decreased over $20 million or 10% in theager and $52 million or 12% year-to-date. Exahgrihe unfavorable impact from
lapping our 1999 accounting changes, ongoing G&&elesed approximately $25 million or 11% and $6lionior 14% in the quarter and
yea-to-date, respectively. The decrease was primdtilyto lower Year 2000 costs, lower incentive andksbased compensation expense as
well as the favorable impact of the Portfolio Effas discussed iitore Portfolio Strategyln addition to the items described above, ouryea
to-date decline was also due to the absence otlspenn conferences held in 1999 to support ouncelinitiatives.

Worldwide Other (Income) Expense

12 Weeks Ended 24 Weeks Ended
.................... % e ————
6/10/00 6/12/99 B(W) 6/10/00 6/12/9 9 |
Equity income from investments in
unconsolidated affiliates $ (7 $ (3 NM  $ (14 $ (9 55
Foreign exchange net (gain) loss (1) 2 NM Q) 3 NM
Other (income) expense $ (8) $ (1 NM $ (15) $ (6) NM

Other (income) expense increased $7 milliothéenquarter and $9 million year-to-date. The iaseein equity income from investments in
unconsolidated affiliates was primarily due to ioyed performance by unconsolidated affiliates iln@hthe United Kingdom and Japan.
The increase in foreign exchange net (gain) losspvianarily due to non-recurring gains in 2000 tedbto the timing of settlements of certain
International financial transactions.

Worldwide Facility Actions Net Gain

12 Week s Ended 24 Weeks Ended



___________________ 0y mmmmmmmmmemee
6/10/00 6/12/99 B(W) 6/10/00 6/12/99 B(\

Refranchising net gains $ 74 $ 141 (48) $ 121 $ 178 (32)
Store closure net (costs) credits (4) 1 NM ) -
Impairment charges for stores that will
continue to be used in the business 4) (7 @37 (4) (7) (35)
Impairment charges for stores to be closed
- ( 2) NM @ @ @8
Facility actions net gain $ 66 $ 133 (50) $ 113 $ 167 (32)

We evaluate stores that will continue to beduis the business for impairment on a semi-anbasils or when impairment indicators arise.
Stores that will be closed in the quarter beyondtivthe closure decision is made are evaluatethfpairment in the quarter in which the
closure decision is made. Our 2000 refranchisingsgatore closure costs and impairment chargesareecessarily indicative of future
facility action results.

Worldwide Operating Profit

12 We eks Ended 24 Weeks Ended

.................... % e ———————

6/10/00 6/12/99  B(W) 6/10/00 6/12/99 B(W)
United States ongoing operating profit $ 190 $ 204 (7) $ 346 $ 379 (9
International ongoing operating profit 68 58 20 143 114 26
Ongoing unallocated and corporate expenses  (33) (46) 29 (65) (84) 23
Foreign exchange net gain (loss) 1 (2) NM 1 (3) NM
Ongoing operating profit 226 214 6 425 406 5
Accounting changes - 6 NM - 16 NM
Facility actions net gain 66 133 (50) 113 167 (32)
Unusual items (72) (4) NM (76) (4) NM
Reported operating profit $ 220 $ 349 (37) $ 462 $ 585 (21)

The U.S. and International ongoing operatirgfipfor the second quarter and year-to-date 28@0discussed in the respective sections.
1999 accounting changes, facility actions net gaith unusual items are discussedloie 3.

Ongoing unallocated and corporate expedseeased $13 million or 29% and $19 million or 28%he quarter and year-to-date,
respectively. The decline was primarily due to lowear 2000 and information technology spending@no0.

Worldwide Interest Expense, Net

12 Weeks Ended 24 Weeks Ended

------------------ - % %

6/10/00 6/12/9 9 B(W) 6/10/00 6/12/99 B(W)
Interest expense $ 44 $ 53 16 $ 89 $ 109 18
Interest income 3) (2) 32 (7 (6) 20

Interest expense, net $ 41 $ 51 18 $ 82 $ 103 20

The decrease in our net interest expensensply due to the reduction of debt by the af@x-tash proceeds net of working capital from
our refranchising activities and cash from operaticAs more fully discussed hote 8, the net interest expense on incremental borrasving
related to the AmeriServe bankruptcy has been dedun Unusual Items on the Condensed Consolidatiatgment of Income.

Worldwide Income Taxes



12 Weeks Ended 24 Weeks Ended

6/10/00 6/12/99  6/10/00 6/12/99
Reported
Income taxes $ 73 $ 119 $ 154 $ 197
Effective tax rate 41.1% 40.0% 40.6% 40.9%
Ongoing(a)
Income taxes $ 72 $ 66 $ 134 $ 125
Effective tax rate 39.1% 40.3% 39.0% 41.3%

A. Excludes the effects of facility actions net gainusual items and 1999 accounting changesNS&e3for a discussion of these items.

The decrease in our year-to-date ongoing &@ffetax rate compared to 1999 is primarily atttdle to a reduction in the tax on our
international operations, including the benefitbetoming eligible to claim a portion of our avhlforeign income tax credits against our
U.S. income tax liability for foreign taxes paid2000, and adjustments related to prior years.

Diluted Earnings Per Share

The components of diluted earnings per common shiare as follows:

12 Weeks E nded(a) 24 Weeks Ended(a)
6/10/00 6/12/99 6/10/00 6/12/99
Ongoing operating earnings $ 0.76 $ 060 $ 139 $ 1.10
Accounting changes(b) - 0.02 - 0.06
Facility actions net gain 0.26 0.49 0.43 0.61
Unusual items (0.32) (0.01) (0.32) (0.01)

Net income $ 0.71 $ 110 $ 150 $ 1.76

A. All computations were based on diluted shares4® million and 163 million for the 12 weeks endiehe 10, 2000 and June 12, 1999,
respectively, and 150 million and 162 million fbet24 weeks ended June 10, 2000 and June 12, rEs9@ctively.
B. SeeNote 3for a discussion of our 1999 accounting changes.

U.S. Results of Operations

12 Weeks Ended 24 Weeks Ended

————————————————————— - % %

6/10/00 6/12/99 B(W) 6/10/00 6/12/99 B(W)
System Sales $ 3,271 $ 3,389 (4 $ 6,476 $ 6,609 2
Revenues
Company sales $ 1,054 $ 1,282 (18) $ 2,101 $ 2,546 (17)
Franchise and license fees 119 113 6 234 215 9
Total Revenues $ 1,173 $ 1,395 (16) $ 2,335 $ 2,761 (15)
Company Restaurant Margin  $ 172 $ 208 17) $ 316 $ 412 (23)
% of Company sales 16.4% 16.3% 0.1 ppts. 15.1% 16.2% (1.1) ppts.

Ongoing Operating Profit(a) $ 190 $ 204 (7) $ 346 $ 379 9)




A. Excludes facility actions net gain, unusual itesnsl 1999 accounting changes.

U.S. Restaurant Unit Activity

Company  Fr anchisees Licensees Total
Balance at December 25, 1999 4,984 12,110 3,100 20,194
Openings & Acquisitions 30 134 118 282
Refranchising (364) 366 (2) -
Closures (64) (104) (182) (350)
Balance at June 10, 2000 4,586(a) 12,506 3,034 20,126
% of Total 22.8% 62.1% 15.1% 100.0%

A. Includes 11 Company units approved for closute ot yet closed at June 10, 2000.

U.S. System Sales and Revenues

System salesleclined $118 million or 4% and $133 million or 2&t¢he quarter and year-to-date, respectively. déeease was due to
systemwide same store sales declines at all tlueeepts and store closures, primarily at Pizzaatdt Taco Bell. The decline was partially
offset by new unit development.

Revenuesdecreased $222 million or 16% in the quarter arzb$illion or 15% year-to-date. Company sales desed $228 million or
18% and $445 million or 17% in the quarter and yteadlate, respectively. As expected, the declineampany sales was due to the Portfolio
Effect. Excluding the Portfolio Effect, Companyesincreased slightly in the quarter and approaiya16 million or 1% year-to-date. The
yearto-date increase was primarily due to new uniteligyment partially offset by unfavorable EffectiMet Pricing and volume declines.
The unfavorable Effective Net Pricing was primaslyesult of a mix shift from higher-priced menenits to value-priced menu items at Taco
Bell and chicken sandwiches at KFC.

Franchise and license fees increased $6 miiiic6% in the quarter and $19 million or 9% yeawdate. The increase was driven by units
acquired from us and new unit development by freseas. These increases were partially offset bychisee same store sales declines and
store closures.

In the second quarter, blended Company saone sales for our three concepts decreased 3% niirdae to a decrease in transactions.
Same store sales at Pizza Hut increased 1% inudmteq. The increase was due to favorable EffedtieePricing of 3% partially offset by a
decrease in transactions of 2%. Same store sakdsGtecreased over 3%. The decrease was printAréyto transaction declines. Same ¢
sales at Taco Bell decreased 6% due to transadtioreases of 4% and unfavorable Effective Netmyioif 2%.

Year-to-date, blended Company same store &alesir three concepts decreased over 2% primdrilen by transaction declines. Same
store sales at Pizza Hut decreased 1% year-to-Tlatedecrease was due to transaction declines gfattially offset by favorable Effective
Net Pricing of 3%. Same store sales at KFC dected®e The decrease was due to transaction dedfriz% and unfavorable Effective N
Pricing of 1%. Same store sales at Taco Bell dse&% due to unfavorable Effective Net Pricin@%f and transaction decreases of 1%.

U.S. Company Restaurant Margin

12w eeks Ended 24 Weeks Ended
6/10/0 0 6/12/99 6/10/00 6/12/99
Company sales 100.0 % 100.0% 100.0% 100.0%
Food and paper 28.0 29.3 28.5 29.9
Payroll and employee benefits 30.5 30.0 31.1 29.8
Occupancy and other operating expenses 25.1 24.4 25.3 24.1

Company restaurant margin 16.4 % 16.3% 15.1% 16.2%




Restaurant margin as a percentage of salesaised approximately 10 basis points in the quage@ompared to the second quarter of 1
Our restaurant margin included approximately 10fisopoints related to the favorable impact of thetfdlio Effect as well as the unfavorat
impact of 15 basis points from lapping our 199%aicting changes. Excluding these items, our reatdunargin declined almost 75 basis
points. This decrease was primarily attributabléheounfavorable impact of a mix shift to lower giarchicken sandwiches at KFC and
volume declines at Taco Bell. These declines wartglly offset by the favorable impact of EffeaiWet Pricing. Increases in wage rates
other store-level costs were fully offset by a d@exin commodity costs, primarily cheese.

Restaurant margin as a percentage of salesaderl approximately 115 basis points year-to-daierestaurant margin included the
unfavorable impact of approximately 30 basis poirds lapping our 1999 accounting changes as veefigproximately 75 basis points
related to the favorable impact of the Portfolidelef. Excluding these items, our restaurant madgiciined approximately 160 basis points.
This decrease included approximately 85 basis poetulting from the absence of $21 million of fialde 1999 insurance-related
adjustments, which are more fully discussetlate 8. The remaining decrease was driven by the unfé®ienpact of a mix shift to lower
margin chicken sandwiches at KFC as well as volda@ines at Pizza Hut and Taco Bell. Cost increasescess of Effective Net Pricing
also contributed to the decline. These cost ineeasre due to higher wage rates and other fwet-costs in excess of favorable commo
costs, primarily cheese.

U.S. Ongoing Operating Profit

Ongoing operating profit declined $14 million7%. As discussed fBtore Portfolio Strategythe estimated net negative impact due to the
Portfolio Effect was approximately $13 million o¥6of our ongoing operating profit for the seconauter of 1999. Excluding the Portfolio
Effect, ongoing operating profit was essentialit fl

Ongoing operating profit declined $33 million9% year-to-date. As discussedSitore Portfolio Strategythe estimated net negative
impact due to the Portfolio Effect was approximate23 million or 6% of our ongoing operating prdbr 1999. Excluding the impact of the
Portfolio Effect, the decrease was primarily driv®na decline in base restaurant margin of 160sljasints. This decline was partially offset
by reduced G&A. The decrease in G&A was largely tuthe absence of conferences held in 1999 asasdtiwer incentive and stock-based
compensation.

International Results of Operations

12 Weeks Ended 24 Weeks Ended

------------------- % %

6/10/00 6/12/9 9 B(W) 6/10/00 6/12/99 B(W)
System Sales $ 1,743 $ 1,6 13 8 $ 3464 $ 3,199 8
Revenues
Company sales $ 426 $ 4 41 3) $ 804 $ 839 4)
Franchise and license fees 57 50 14 114 99 15

Total Revenues $ 483 $ 4 91 20 $ 918 $ 938 @)

Company Restaurant Margin $ 65 % 63 3 $ 122 $ 118 3
% of Company sales 15.2% 14. 2% 1.0ppts. 15.1% 14.0% 1.1 ppts
Ongoing Operating Profit(ta) $ 68 $ 58 20 $ 143 $ 114 26

A. Excludes facility actions net gain, unusual itesnsl 1999 accounting changes.

International Restaurant Unit Activity

Un consolidated
Company Affiliates  Franchisees Licensees Total
Balance at December 25, 1999 1,997 1,178 6,304 309 9,788

Openings & Acquisitions 50 38 181 14 283



Refranchising (67) - 67 -

Closures (21) (13) (84) (12) (130)
Balance at June 10, 2000 1,959(a) 1,203 6,468 311 9,941
% of Total 19.7% 12.1% 65.1% 3.1% 100.0%

A. Includes 1 Company unit approved for closure,rmityet closed at June 10, 2000.

International System Sales and Revenues

System salesncreased $130 million or 8% and $265 million or 8%he quarter and year-to-date, respectively. ihbeease was driven
by systemwide new unit development and franchiaegesstore sales growth. This increase was parbéfbgt by closures of primarily
franchised stores.

Revenuesdecreased $8 million or 2% in the quarter and $#lom or 2% year-to-date. Company sales decre&i&dmillion or 3% and
$35 million and 4% in the quarter and year-to-degspectively. As expected, the decline in Compsaigs was primarily due to the Portfolio
Effect. Excluding the Portfolio Effect, Companyesincreased $37 million or 10% and $72 milliori®%o in the quarter and year-to-date,
respectively. The increase was primarily due to neiwdevelopment and favorable Effective Net Pci

Franchise and license fees increased $7 miiral4% and $15 million or 15% in the quarter sadr-to-date, respectively. Excluding the
negative impact of foreign currency translatioanthise and license fees increased $8 million &6 i6the quarter and $16 million or 17%
yearto-date. The growth was primarily driven by newit@evelopment, same store sales growth and ucitsieged from us. These increases
were partially offset by store closures.

International Company Restaurant Margin

12w eeks Ended 24 Weeks Ended
6/10/0 0 6/12/99 6/10/00 6/12/99
Company sales 100.0 % 100.0% 100.0% 100.0%
Food and paper 36.1 35.8 36.1 35.8
Payroll and employee benefits 20.0 21.7 20.4 22.0
Occupancy and other operating expenses 28.7 28.3 28.4 28.2
Company restaurant margin 15.2 % 14.2% 15.1% 14.0%

Restaurant margin as a percentage of salesaised approximately 95 basis points in the quag@ompared to the second quarter of 1
The Portfolio Effect contributed over 85 basis peito the improvement.

Restaurant margin as a percentage of salesaised approximately 110 basis points year-to-&ateluding the Portfolio Effect of 65 basis
points, our restaurant margin increased approximdtebasis points. Australia and China were thgomzontributors to the improvement.
Net Effective Pricing in excess of cost increagelustralia and volume increases in China werekéyedrivers.

International Ongoing Operating Profit

Ongoing operating profit grew $10 million d% in the quarter. Excluding the unfavorable impEdbreign currency translation,
operating profit increased $12 million or 22%. Therease in ongoing operating profit was drivermmpany new unit development, higher
franchise and license fees and increased income drconsolidated affiliates. This improvement wagiplly offset by a slight increase in
G&A, net of the Portfolio Effect. As discussedStore Portfolio Strategythe total estimated impact due to the Portfofi@& was
insignificant to our total ongoing operating prdéit the second quarter of 2000.

Ongoing operating profit grew $29 million % year-to-date. Excluding the negative impachefRortfolio Effect, ongoing operating
profit grew $31 million or 27% driven by Companywanit development and base restaurant margin imgmnent of approximately 45 basis
points. Higher franchise and license fees and ircrom unconsolidated affiliates also contributedhte improvemen



Consolidated Cash Flows

Net cash provided by operating activitieslecreased $72 million to $115 million. Operatingking capital reflected a net use of cash of
$222 million. The primary driver of the net use wias Company’s program to temporarily purchase faad supply inventories directly from
third party suppliers for the TRICON system and aqdortion of these supplies to franchisees arghBees (the “Temporary Direct Purchase
Program”) related to the AmeriServe bankruptcyjli This program used approximately $205 milliomofking capital. We also withheld
payment of Pre-Petition Payables to Ameriservditm&101 million. The net $104 million impact dfdése two items is reflected in the
components of working capital net use of cash $24® million use in Accounts and notes receivadI®70 million use in Inventories and a
$212 million source in Accounts payable and otherent liabilities. Se@&lote 8for a discussion of the AmeriServe bankruptcy.

Excluding the AmeriServe-related items notedwe, our operating working capital reflects aums of $118 million versus a net use of
$128 million in the prior year. The change verdesyrior year is primarily attributable to the disiion of fewer restaurants in 2000 (516)
versus 1999 (817).

Cash provided by investing activitiesvas $12 million in 2000, compared to $245 millionli999. The decline in cash flow from
investing activities was primarily due to a decesesproceeds from refranchising of $187 million.

Cash used in financing activitiesvas $57 million compared to $388 million last yeHne decrease in cash used was primarily due to
increased net borrowings under our Credit Fadiliteefund share repurchases as more fully discuaggdte 9and to finance the programs
associated with the AmeriServe bankruptcy as mahe discussed ifNote 8.

Financing Activities

Our primary bank credit agreement, as amentd€&eébruary 2000, is comprised of a senior, ungtiierm Loan Facility and a $3 billion
senior unsecured Revolving Credit Facility (colieely referred to as the “Credit Facilities”) whiamature on October 2, 2002. Amounts
outstanding under our Revolving Credit Facility erpected to fluctuate from time to time, but radres to our Term Loan Facility cannot
reborrowed. During the 24 weeks ended June 10,,20@®ad net borrowings of $153 million. The ingeavas due in part to the current
share repurchase program, which is more fully dised inNote 9. The increase was also due to cash requirememjgpobximately $205
million to finance the programs associated withAleeriServe bankruptcy. Our borrowing needs wedeiced by the payments we withheld
related to the Pre-Petition Payables to AmeriStatading approximately $101 million. Sééte 8for a discussion of the AmeriServe
bankruptcy.

We reduced our amount outstanding under thm T®an Facility at June 10, 2000 to $742 millioorh $774 million at year-end 1999.
Our amount outstanding under the Revolving Creddilfy at June 10, 2000 increased to $1.14 bilfimm $955 million at year-end 1999. In
addition, we had unused Revolving Credit Facilibyrowings available aggregating $1.67 billion, akbutstanding letters of credit of
$187 million. We believe that we will be able tplece or refinance our Credit Facilities with arestform of borrowing including a new
credit facility or publicly issued debt, dependimg market conditions or terms available at thaetitWe currently believe we will be able to
replace or refinance the Credit Facilities priothhe maturity date.

The remaining change in total debt was pritypatie to the issuance of a short-term promissotg,nwhich matures in the third quarter of
2000, to acquire temporary control of an unconstéd affiliate.

This substantial indebtedness subjects ugtifisant interest expense and principal repaynudigations, which are limited in the near
term, to prepayment events as defined in the ceggldement. Interest on the Credit Facilities selgorincipally on the London Interbank
Offered Rate (“LIBOR”) plus a variable margin adided in the credit agreement. Therefore, our fitowrrowing costs may fluctuate
depending upon the volatility in LIBOR. We currgnthitigate a portion of our interest rate risk thgh the use of derivative instruments. See
our 1999 Form 10-K and our market risk discussanfdirther discussions of our interest rate risk.

We anticipate that our 2000 combined cashdlfnem operating and refranchising activities Wi lower than 1999 levels primarily
because of our expectations of reduced refranchesitivity. However, we believe the Company hagjadée financial resources to meet its
future needs.

Consolidated Financial Condition

Assetsincreased $350 million or 9% to $4.3 billion. Tineriease is primarily attributable to the impacthef AmeriServe bankruptcy on
our operations as more fully discussediinte 8.

Liabilities increased $298 million or 7% to $4.8 billion. Tineriease was partially attributable to the impadhefAmeriServe bankruptt
as more fully discussed Mote 8. Excluding this impact, liabilities increased $&élion driven primarily by cash requirements totliour
share repurchase program.

Excluding the impact of the AmeriServe bankeypour working capital deficit decreased 9% tpragimately $757 million at June 10,
2000 from $832 million at December 25, 1999. Thelide was primarily due to a reduction in accoypagable related to seasonal timing, an
increase in franchise accounts receivable, fewen2my restaurants as a result of our portfolicoastiand a reduction in accru



compensation. These decreases were partially dffsah increase in income taxes payable.
Quantitative and Qualitative Disclosures About Market Risk
Market Risk of Financial Instruments

Our primary market risk exposure with regardimancial instruments is to changes in interats, principally in the United States. In
addition, an immaterial portion of our debt is devwated in foreign currencies which exposes usddket risk associated with exchange rate
movements. Historically, we have used derivativaficial instruments on a limited basis to manage=gposure to foreign currency rate
fluctuations since the market risk associated withforeign currency denominated debt was not clemed significant.

At June 10, 2000, a hypothetical 100 basistgacrease in short-term interest rates wouldltésa reduction of $18 million in annual pre-
tax earnings. The estimated reduction is based th@nnhedged portion of our variable rate debtassilimes no change in the volume or
composition of debt at June 10, 2000. In additibe,fair value of our interest rate derivative caots would decrease approximately $9
million in value to us, and the fair value of oweror Unsecured Notes would decrease approxim@&g8ymillion. Fair value was determined
by discounting the projected cash flows.

Cautionary Statements

From time to time, in both written reports aordl statements, we present “forward-looking stegiets"within the meaning of Section 27A
of the Securities Act of 1933, as amended, and@e2{LE of the Securities Exchange Act of 1934aragnded. The statements include those
identified by such words as “may,™will,"expect,&nticipate,”™believe,”plan”and other similar termilogy. These “forward-looking
statements’reflect our current expectations andased upon data available at the time of theratatés. Actual results involve risks and
uncertainties, including both those specific to@mmnpany and those specific to the industry, anddcdiffer materially from expectations.

Company risks and uncertainties include, beitet limited to, the limited experience of ourrmagement group in operating the Company
as an independent, publicly-owned business; patgntubstantial tax contingencies related to th-9ff, which, if they occur, require us to
indemnify PepsiCo, Inc.; our substantial debt lagerand the attendant potential restriction orability to borrow in the future, as well as
the substantial interest expense and principalyrapat obligations; potential unfavorable varianbesveen estimated and actual liabilities
including accruals for wage and hour litigation ahne liabilities related to the sale of the nmre businesses; the ongoing business viabil
our key distributor of restaurant products and papgnt in the United States and our ability to eesidequate supply of restaurant products
and equipment in our stores at competitive ratesability to complete our conversion plans or aidity of our key suppliers to be Euro-
compliant; the ongoing financial viability of owahchisees and licensees; our potential inabiityléntify qualified franchisees to purchase
restaurants at prices we consider appropriate untestrategy to reduce the percentage of systerswe operate; volatility of actuarially-
determined casualty loss estimates and adoptioewfor changes in accounting policies and practices

Industry risks and uncertainties include, 4&mat not limited to, global and local business, eooic and political conditions; legislation and
governmental regulation; competition; success @frafing initiatives and advertising and promotiogdbrts; volatility of commodity costs
and increases in minimum wage and other operatstsravailability and cost of land and construgtimonsumer preferences, spending
patterns and demographic trends; political or eo@nanstability in local markets; and currency eanbe rates.

Independent Accountanieview Report

The Board of Directors
TRICON Global Restaurants, Inc.:

We have reviewed the accompanying condensed cdasetdi balance sheet of TRICON Global Restauramtsand Subsidiaries

(“TRICON") as of June 10, 2000 and the related evrs#d consolidated statement of income for thevinahd twentyfour weeks ended Ju
10, 2000 and June 12, 1999 and the condensed watsdl statement of cash flows for the twenty-fweeks ended June 10, 2000 and June
12, 1999. These financial statements are the redpbtty of TRICON’s management.

We conducted our reviews in accordance with statedestablished by the American Institute of CextifPublic Accountants. A review of
interim financial information consists principally applying analytical review procedures to finahdata and making inquiries of persons
responsible for financial and accounting mattdris substantially less in scope than an audit notetl in accordance with generally accepted
auditing standards, the objective of which is tkegression of an opinion regarding the financialesteents taken as a whole. Accordingly, we
do not express such an opinion.

Based on our reviews, we are not aware of any mhtapdifications that should be made to the cosddrconsolidated financial statements
referred to above for them to be in conformity wgémerally accepted accounting princip



We have previously audited, in accordance with glyeaccepted auditing standards, the consolidaédaince sheet of TRICON as of
December 25, 1999, and the related consolidatéenséents of operations, cash flows and shareholdefiit) equity and comprehensive
income for the year then ended not presented hexeihin our report dated February 8, 2000, exaefib Note 11, which is as of February
2000, we expressed an unqualified opinion on tltossolidated financial statements. In our opintbe,information set forth in the
accompanying condensed consolidated balance sheéDecember 25, 1999, is fairly presented, imedterial respects, in relation to the
consolidated balance sheet from which it has beeivetl.

/sl KPMG LLP

Louisville, Kentucky
July 17, 2000

PART Il - OTHER INFORMATION AND SIGNATAURES

Item 4. Submission of Matters to a Voteéseturity Holders

Our Annual Meeting of Shareholders was held on [¥8y2000. At the meeting, shareholders electeddaectors and ratified
the appointment of KPMG LLP as our independent tawsli

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

(a) Election of Directors For Withheld
D. Ronald Daniel 128,310 ,947 1,106,338
Kenneth G. Langone 128,214 ,657 1,202,628
Andrall E. Pearson 128,310 ,889 1,106,396
John L. Weinberg 125,908 ,328 3,508,957

The following directors were not required to stdoidre-election at the meeting (the year in whielkledirector’s term expires
is indicated in parenthesis):

James Dimon (2002), Massimo Ferragamo (2002), Rétmiland, Jr. (2001), Sidney Kohl (2001), DavidXbvak (2001),
Jackie Trujillo (2001), Robert J. Ulrich (2002) alehnnette S. Wagner (2002).

(b) For Against  Abstain

Ratification of Independent

Auditors 128,803 ,905 187,194 426,186

ltem 6. Exhibits and Reports on ForfK 8

(@) Exhibit Index

EXHIBITS
Exhibit 12 Computation of Ratio of EarningsRimed Charges
Exhibit 15 Letter from KPMG LLP regarding Unatedl Interim

Financial Information (Accountants' Acknowledgm:



Exhibit 27 Financial Data Schedu
(b) Reports on Form 8-K

We filed a Current Report on Form 8-K dated Apri| 2000 attaching our first quarter ended March2D®0 earnings
release dated April 26, 2000.

We filed a Current Report on Form 8-K dated May28)0 attaching a press release announcing thedaehed an
agreement with Burger King Corporation regarding AmeriServe debtor-in-possession Credit Facilitst that
AmeriServe has made a claim in Bankruptcy Courkisgepayment of fees for distribution services rexsd to
TRICON-owned restaurants prior to the AmeriServekioaptcy filing.

SIGNATURES

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

TRICON GLOBAL RESTAURANTS, INC.
(Registrant)

Date:  July 24, 2000 Isl Brent A. Woodford
Vice President and Controller
(Principal Accounting Officer)

EXHIBIT 12
TRICON Global Restaurants, Inc.
Ratio of Earnings to Fixed Charges Years Ended 119%%
and 24 Weeks Ended June 10, 2000 and June 12, 1999
(in millions except ratio amounts)
52 Weeks 2
1999 1998 1997 1996 1995 6/1
Ear ni ngs:
Pretax income from continuing operations
before cumulative effect of accounting
changes(a) 1,038 756 (35) 72 (103) 3
Minorities interests in consolidated
subsidiaries - - - (1) -
Unconsolidated affiliates' interests,
net(a) (12) (10) 3) (6) 26
Interest expense(a) 218 291 290 310 368

Interest portion of net rent expense(a) 94 105 118 116 109



Earnings available for fixed charges 1,338 1,142 370 491 400 5

Fi xed Charges:

Interest Expense(a) 218 291 290 310 368
Interest portion of net rent expense(a) 94 105 118 116 109
Total Fixed Charges 312 396 408 426 477 1

Ratio of Earnings to Fixed
Charges(b)(c) 4.29x 2.88x 091x 1.15x 0.84x 3.9

Included in earnings for the years 1995 throu§f7lare certain allocations related to overheats@w interest expense from
PepsiCo. For purposes of these ratios, earningsadgalated by adding to (subtracting from) preteoome from continuing operatio
before income taxes and cumulative effect of acttngrchanges the following: fixed charges, exclgdiapitalized interest; (minority
interests in consolidated subsidiaries); (equigpme (loss) from unconsolidated affiliates); anstritbuted income from
unconsolidated affiliates. Fixed charges consishigfrest on borrowings, the allocation of PepsQuterest expense for years 1995-
1997 and that portion of rental expense that apprates interest. For a description of the Pepsi@aaions, see the Notes to the
Consolidated Financial Statements included in @91Form 10-K.

Included the impact of unusual items of $76.9ioml ($48.6 million after-tax) for the 24 weeks eadJune 10, 2000, $51 million ($29
million after-tax) in 1999, $15 million ($3 millioafter-tax) in 1998, $184 million ($165 million afttax) in 1997, $246 million ($189
million after tax) in 1996 and $457 million ($324llion after tax) in 1995. Excluding the impactsich charges, the ratio of earnings
to fixed charges would have been 4.50x, 4.45x,2.936x, 1.73x and 1.80x for the 24 weeks endee 10, 2000 and the fiscal ye
ended 1999, 1998, 1997, 1996 and 1995, respectively

For the fiscal years December 27, 1997 and DeceBther995, earnings were insufficient to cover dixdarges by approximately $
million and $77 million, respectively. Earningsif97 includes a charge of $530 million ($425 millafter-tax) taken in the fourth
quarter to refocus our business. Earnings in 186lbided the noncash charge of $457 million ($324ianiafter-tax) for the initial
adoption of Statement of Financial Accounting Stadd No. 121, "Accounting for the Impairment of igelnived Assets and for

Long-Lived Assets to Be Disposed Of."

EXHIBIT 15

The Board of Directors
TRICON Global Restaurants, Inc.:

Accountants’Acknowledgment

We hereby acknowledge our awareness of the useragport dated July 17, 2000 included within thea€erly Report on Form 10-Q of
TRICON Global Restaurants, Inc. for the twelve amenty-four weeks ended June 10, 2000, and incatpdrby reference in the following

Registration Statements:

Description Registration Statement Number
Form S-3/A

Initial Public Offering of Debt Securities 333-42969

Form S-8s

TRICON Restaurants Puerto Rico, Inc. Save-Up Plan 333-85069

Restaurant Deferred Compensation Plan 333-36877

Executive Income Deferral Program 333-36955

TRICON Long-Term Incentive Plan 333-36895

SharePower Stock Option Plan 333-36961

TRICON Long-Term Savings Program 333-36893



Restaurant General Manager Stock Option Plan 333-64547
TRICON Global Restaurants, Inc. Long Term Incentive Plan  333-32052

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

/sl KPMG LLP

Louisville, Kentucky
July 24, 2000

ARTICLE

5 This schedule contains summary financial inforaomaéxtracted from TRICON Global Restaurants, Bendensed Consolidated Financial
Statements for the 12 and 24 weeks Weeks EndedLiy@®00 and is qualified in its entirety by refiece to such financial statements.

CIK: 0001041061

NAME: TRICON Global Restaurants, Inc.

MULTIPLIER: 1,000,000
CURRENCY: U.S. Dollars

PERIOD TYPE 6 Mo:
FISCAL YEAR END Dec 30 200
PERIOD START Dec 26 199
PERIOD END Jun 10 200
EXCHANGE RATE 1.00(
CASH 157
SECURITIES 58
RECEIVABLES 495
ALLOWANCES 73
INVENTORY 127
CURRENT ASSETS 88t
PP&E 4,68:
DEPRECIATION 2,201
TOTAL ASSETS 4,311
CURRENT LIABILITIES 1,44F
BONDS 2,547
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 1,10€
OTHER SE (1,614
TOTAL LIABILITY AND EQUITY 4,311
SALES 2,90¢
TOTAL REVENUES 3,25:
CGS 1,707
TOTAL COSTS 2,467
OTHER EXPENSES 0
LOSS PROVISION 5
INTEREST EXPENSE 82
INCOME PRETAX 38C
INCOME TAX 154
INCOME CONTINUING 22€
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 22€
EPS BASIC 1.52
EPS DILUTED 1.5C

End of Filing
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