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PART | - FINANCIAL INFORMATION
Iltem 1. Financial Statements
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

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

3/25/06 3/19/05

Revenues
Company sales $ 1,81¢ 1,81C
Franchise and license fees 26€ 244
Total revenues 2,08t 2,052
Costs and expenses, net
Company restaurants

Food and paper 557 574

Payroll and employee benefits 477 48€

Occupancy and other operating expenses 501 491

1,53¢ 1,551

General and administrative expenses 25/ 247
Franchise and license expenses 8 8
Closures and impairment expenses 6 9
Refranchising (gain) loss 2
Other (income) expense (4) (14)
Wrench litigation (income) expense — _
AmeriServe and other charges (credits) _ _
Total costs and expenses, net 1,807 1,80¢
Operating Profit 282 251
Interest expense, net 35 28
Income Before Income Taxes 247 227
Income tax provision 77 70
Net Income $ 17¢ 153
Basic Earnings Per Common Share $ 0.62 0.52
Diluted Earnings Per Common Share $ 0.5¢ 0.5C
Dividends Declared Per Common Share $ 0.11¢ 0.1C

See accompanying Notes to Condensed Consolidatati¢ial Statements.
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
YUM! BRANDS, INC. AND SUBSIDIARIES
(in millions)

Cash Flows — Operating Activities
Net income
Adjustments to reconcile net income to net caskideal by operating activitie:
Depreciation and amortization
Closures and impairment expen
Refranchising (gain) loss
Contributions to defined benefit pension plans
Other liabilities and deferred credits
Deferred income taxes
Equity income from investments in unconsolidaaéfiliates
Distributions of income received from uncondated affiliates
Excess tax benefits from sh-based compensatic
Share-based compensation expense
Other no-cash charges and credits,
Changes in operating working capital, excludingef$ of acquisitions and dispositions:
Accounts and notes receivable
Inventories
Prepaid expenses and other current assets
Accounts payable and other current liabili
Income taxes payable
Net change in operating working capital
Net Cash Provided by Operating Activities

Cash Flows — Investing Activities

Capital spending

Proceeds from refranchising of restaure
Acquisition of restaurants from franchisees
Short-term investments

Sales of property, plant and equipment
Other, net

Net Cash Used in Investing Activities

Cash Flows — Financing Activities
Revolving Credit Facility activit
Three months or less, net
Repayments of lor-term debt
Short-term borrowings-three months or less, net
Repurchase shares of common stock
Excess tax benefits from share-based compensation

Employee stock option proceeds
Dividends paid on common shares

Net Cash Used in Financing Activities

Effect of Exchange Rates on Cash and Cash Equivalesn

Net Increase (Decrease) in Cash and Cash Equivalent

Net Increase in Cash and Cash Equivalents of Maintad China for December 2004
Cash and Cash Equivalents - Beginning of Period

Cash and Cash Equivalents - End of Period

Quarter

3/25/06 3/19/05
17C $ 153
99 97
6 9

4 2
24 17
(51) (10
(11 (15)
(20) (23)
16 13
19 21
8 (6)

2 —_
(13) 31
(28) (44)
72 (13)
41 (32)
297 232
(72) (94)
22 4
17 (18)
8 3
(2 —
(61) (105)
71 3
@ ®
11 (29)
(37)) (116)
20 23
44 46
(32) (29)
(261) (105)
1 J—
(24) 22
— 34
15¢ 62
134 $ 11€

See accompanying Notes to Condensed Consolidatedi¢ial Statements.




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

(in millions)
3/25/06 12/31/05
ASSETS
Current Assets
Cash and cash equivalel $ 134 $ 15¢
Shor-term investment 61 43
Accounts and notes receivable, less allowanceir$2006 and $23 in 20C 25¢& 23€
Inventories 84 85
Prepaid expenses and other current a: 95 75
Deferred income taxe 15¢ 168
Advertising cooperative assets, restricted 102 77
Total Current Assets 892 837
Property, plant and equipment, net of accumulatgmtatiation and amortization of $2,876
in 2006 and $2,830 in 20! 3,298 3,35¢
Goodwill 54C 53¢
Intangible assets, n 327 33C
Investments in unconsolidated affilia 157 172
Other assets 505 464
Total Assets $ 5,717 $ 5,69¢
LIABILITIES AND SHAREHOLDERS ' EQUITY
Current Liabilities
Accounts payable and other current liabilit $  1,20¢ $  1,23¢
Income taxes payab 11¢€ 79
Shor-term borrowings 228 211
Advertising cooperative liabilities 102 77
Total Current Liabilities 1,651 1,60¢
Long-term deb 1,71C 1,64¢
Other liabilities and deferred credits 1,02¢ 99t
Total Liabilities 4,387 4,24¢
Shareholders Equity
Preferred stock, no par value, 250 shares autlthnaeshares issue — —
Common stock, no par value, 750 shares authorZ&lishares and 278 shares issued in
2006 and 2005, respective — —
Retained earning 1,48¢ 1,61¢
Accumulated other comprehensive loss (154 (170
Total Shareholders’ Equity 1,33C 1,44¢
Total Liabilities and ShareholdersEquity $ 5,717 $ 5,69¢

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

1. Financial Statement Presentation

We have prepared our accompanying unaudited Coaddbsnsolidated Financial Statements (“Financiate®tents”)jn accordance with tt
rules and regulations of the Securities and Excaagmmission (“SEC"jor interim financial information. Accordingly, tiredo not includ
all of the information and footnotes required byitdd States generally accepted accounting pringifde complete financial statemel
Therefore, we suggest that the accompanying FinhiStatements be read in conjunction with the Clidestied Financial Statements ¢
notes thereto included in our annual report on F&G¥K for the fiscal year ended December 31, 20@BQ5 Form 10-K").Except a
disclosed herein, there has been no material charthe information disclosed in the notes to oonéblidated Financial Statements inclu
in the 2005 Form 10-K.

Our Financial Statements include YUM! Brands, Ilmmd its wholly-owned subsidiaries (collectively eetd to as “YUM” or the
“Company”). The Financial Statements include theldwide operations of KFC, Pizza Hut, Taco BellngaJohn Silver’s (“LJS"and A&W
All-American Food Restaurants (“A&W?”) (collectivelyhe “Concepts”).References to YUM throughout these notes to oularkia
Statements are made using the first person notatibfwe,” “us” or “our.”

Our preparation of the accompanying Financial $tatgs in conformity with U.S. generally acceptedcamting principles requires us
make estimates and assumptions that affect repantedints of assets and liabilities, disclosureasitingent assets and liabilities at the
of the Financial Statements, and the reported atsfrrevenues and expenses during the reportirigdpeéActual results could differ fro
the estimates.

In our opinion, the accompanying Financial Stateismémclude all normal and recurring adjustmentssatgred necessary to present fa
when read in conjunction with our 2005 Form K Oeur financial position as of March 25, 2006, ahd results of our operations and ¢
flows for the quarters ended March 25, 2006 andcMalr9, 2005. Our results of operations for thederiim periods are not necesse
indicative of the results to be expected for tHeyear.

Our significant interim accounting policies inclutlee recognition of certain advertising and margtcosts, generally in proportion
revenue, and the recognition of income taxes usingstimated annual effective tax rate.

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

2. Share-Based Compensation

In the fourth quarter 2005, we adopted StatemenFin&ncial Accounting Standards (“SFAS”) No. 123e(i®ed 2004), “SharBase!
Payment” (“SFAS 123R”), which replaced SFAS No. 128counting for Stock-Based Compensation” (“SFAZ3Y), superseded APB 2
“Accounting for Stock Issued to Employees” and tedainterpretations and amended SFAS No. 95, “Simte of Cash Flows.We adopte
SFAS 123R using the modified retrospective apghcatransition method effective September 4, 2@08,beginning of our fourth quarter
2005. As permitted by SFAS 123R, we applied theiffextiretrospective application transition methodttie beginning of the fiscal year
adoption (our fiscal year 2005). As such, the fssidr the first three quarters of 2005, includihg quarter ended March 19, 2005, v
adjusted to recognize the compensation cost preljigaported in the pro forma footnote disclosureder the provisions of SFAS 123.



The following table details the impact of adoptBBAS 123R by financial statement line item.

Quarter
3/25/06 3/19/05
Payroll and employee benefits $ 2 $ 3
General and administrative 13 10
Operating profit 15 13
Income tax benefit (5) (5
Net income $ 10 $ 8

During the quarter ended March 25, 2006, we graBt8dmillion stock appreciation rights to employéesedeem shares of our Comr
Stock at an exercise price equal to the averag&keharice on the date of grant. The weighte#rage exercise price of these s
appreciation rights was approximately $49.

3. Earnings Per Common Share (“EPS”)

Quarter

3/25/06 3/19/05
Net income $ 17C $ 15¢
Basic EPS:
Weighted-average common shares outstanding 27€ 291
Basic EPS $ 0.62 $ 0.52
Diluted EPS:
Weighted-average common shares outstanding 27¢€ 291
Shares assumed issued on exercise of dilutive slo@igalents 33 41
Shares assumed purchased with proceeds of dilstiee equivalents (23) (28)
Shares applicable to diluted earnings 28€ 304
Diluted EPS $  0.5¢ $ 0.5C

Unexercised employee stock options to purchaseoajpately 0.8 million shares of our Common Stocktfe quarter ended March 25, 2i
were not included in the computation of diluted Bi#8ause their exercise prices were greater tremavwbrage market price of our Comr
Stock during the quarter. For the quarter endedca®, 2005, all unexercised employee stock optwea® included in the computation
diluted EPS because their exercise prices werdhassthe average market price of our Common Stociag the quarter.

4. Shareholders’ Equity

On March 16, 2006, we declared a cash dividendodfl5 per share of Common Stock to be distributedlay 5, 2006 to shareholders
record at the close of business on April 14, 2006.had dividends payable of $31 million and $32iorilat March 25, 2006 and Decem

31, 2005, respectively.

In March 2006, our Board of Directors authorizedhare repurchase program allowing us to repurchiassygh March 2007, up to $E
million (excluding applicable transaction fees) adfr outstanding Common Stock. Under the authorityoer Board of Directors, w
repurchased shares of our Common Stock under Hogvfng share repurchase programs during the grsaeteded March 25, 2006 and Me
19, 2005. All amounts exclude applicable transache®s.



Shares

Repurchased Dollar Value of Shares
Program Authorization (thousands) Repurchased
Date 2006 2005 2006 2005
November 200! 7,583 — $ 371 $ —
January 200! — 1,789 — 91
May 2004 — 534 — 25
Total 7,583 2,323 $ 371 $ 116

As of March 25, 2006, we have $598 million avaitbbr future repurchases under our November 20@5NMarch 2006 share repurch
programs combined. Based on market conditions #mef dactors, repurchases may be made from tintient in the open market or throt
privately negotiated transactions at the discretibtihe Company.

Comprehensive income was as follows:

Quarter
3/25/06 3/19/05
Net income $ 17C $ 15¢
Foreign currency translation adjustment arisingrduthe period 14 6
Changes in fair value of derivatives, net of tax 2 —
Reclassification of derivative (gains) losses tbineome, net of tax — —
Total comprehensive income $ 186 $ 15¢
5. Facility Actions
Refranchising (gain) loss, store closure costssaoigk impairment charges by reportable segmerdasafellows:
March 25, 200t
International China
U.S. Division Division Worldwide
Refranchising net (gain) lo&3 $ 3 $ 1 $ — $ 4
Store closure costs $ — $ 1 $ — $ 1
Store impairment charges 1 3 1 5
Closure and impairment expenses $ 1 $ 4 $ 1 $ 6
March 19, 200!
International China
U.S. Division Division Worldwide
Refranchising net (gain) lo&3 $ 1 $ 1 $ — $ 2
Store closure costs $ 4 $ — $ — $ 4
Store impairment charges 4 1 — 5
Closure and impairment expenses $ 8 $ 1 $ — $ 9

(a) Refranchising (gain) loss is not allocatedeggmsents for performance reporting purposes.
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6. Other (Income) Expense

Quarter
3/25/06 3/19/05
Equity income from investments in unconsolidatediates $ (1)) $ (15)
Foreign exchange net (gain) Ic Q) 1
Contract termination chardg® 8 —
Other (income) expense $ (4) $ (14)

(a) Reflects an $8 million charge associated withtermination of a beverage agreement in the DiStates segment.
7. Reportable Operating Segments

The following tables summarize revenue and opegaimofit for each of our reportable operating segtsie

Quarter
Revenues 3/25/06 3/19/05
United States $ 1,33¢ $ 1,33t
International Division 46¢ 484
China Division® 277 23E

Quarter
Operating Profit 3/25/06 3/19/05
United States $ 18¢ $ 157
International Divisior 95 91
China Division 58 52
Unallocated and corporate expen (55) (46)
Unallocated other income (expense) — Q)
Unallocated refranchising gain (Io$%) (4) )
Wrench litigation (income) expense — —
AmeriServe and other charges (credits) — —
Operating profit 282 251
Interest expense, net (35) (28)
Income before income taxes $ 247 $ 225

(@) Includes revenues of approximately $234 million &89 million in mainland China for the quartersled March 25, 2006 and Mau
19, 2005, respectivel

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

8. Pension and Postretirement Medical Benefits
We sponsor defined benefit pension plans coverutgstantially all fulltime U.S. salaried employees, certain U.S. hounhpleyees an

certain international employees. The most significaf these plans, the YUM Retirement Plan (theafP), covers U.S. employees. (
postretirement plan provides health care benefits,



principally to U.S. salaried retirees and their elggents, and includes retiree cost sharing prawsidhe defined benefit pension pl
covering U.S. employees and our postretirement plare amended during 2001 such that any salarigdogee that was hired or rehi
after September 30, 2001 is not eligible to partite.

The components of net periodic benefit cost for defined benefit pension plans covering U.S. emgxdsyand our postretirement plan ar
follows:

Other Postretirement

Pension Benefit Benefits
Quarter Quarter
3/25/06 3/19/05 3/25/06 3/19/05

Service cost $ 8 $ 7 $ — $ 1
Interest cost 10 10 1 1
Expected return on plan assets (12) (10) — —
Amortization of prior service cost 1 1 — —
Recognized actuarial loss 7 5 — —
Net periodic benefit cos $ 15 $ 13 $ 1 $ 2

As disclosed in our 2005 Form X-based on current funding rules, we are not meguio make contributions to the Plan in 2006
contributions were made to the Plan during the tgnanded March 25, 2006. While we may make dignraty contributions to the Pl
during the year, we do not currently intend to doWe will make a contribution of approximately $2dlion to one of our International pla
during the quarter ending June 17, 2006.

9. Guarantees, Commitments and Contingencies

Lease Guarantees and Contingencies

As a result of (a) assigning our interest in oliliyas under real estate leases as a conditioretoefranchising of certain Company restauri

(b) contributing certain Company restaurants toomsolidated affiliates; and (c) guaranteeing certaiher leases, we are freque
contingently liable on lease agreements. Thesedehave varying terms, the latest of which expine2031. As of March 25, 2006 a
December 31, 2005, the potential amount of undistaalipayments we could be required to make in tieateof nonpayment by the prima
lessee was $367 million and $374 million, respetyivThe present value of these potential paymeistunted at our priax cost of debt
March 25, 2006 was $298 million. Our franchisees tae primary lessees under the vast majority e$é¢Heases. We generally have cross
default provisions with these franchisees that waquit them in default of their franchise agreenianthe event of nopayment under tt
lease. We believe these crak=fault provisions significantly reduce the rislattlwe will be required to make payments under thease:
Accordingly, the liability recorded for our probat#xposure under such leases at March 25, 200Bareimber 31, 2005 was not material.

Franchise Loan Pool Guarantee®e had provided approximately $16 million of pdriiuarantees of two franchisee loan pools re
primarily to the Company' historical refranchising programs and, to a less&ent, franchisee development of new restaurantslarch 2&
2006 and December 31, 2005. In support of theseagtees, we posted letters of credit of $4 milligve also provide a standby lettel
credit of $18 million under which we could potetfitiabe required to fund a portion of one of thenithisee loan pools. The total lo
outstanding under these loan pools were approxlynd# and $77 million at March 25, 2006 and Decenfi, 2005, respectively.

Any funding under the guarantees or letters of itneduld be secured by the franchisee loans andrelaged collateral. We believe that
have appropriately provided for our estimated pbbd&xposures under these

10



contingent liabilities. These provisions were priityacharged to refranchising (loss) gain. New Isadded to the loan pools in the qu:
ended March 25, 2006 were not significant.

Insurance Programs

We are self-insured for a substantial portion af current and prior years’ coverage including weskeompensation, employment practi
liability, general liability, automobile liabilityand property losses (collectively, “property anduadty losses”)To mitigate the cost of o
exposures for certain property and casualty lossesmake annual decisions to sel$ure the risks of loss up to defined maximum
occurrence retentions on a line by line basis otdimbine certain lines of coverage into one lossl path a single selfasured aggrega
retention. The Company then purchases insurancerage, up to a certain limit, for losses that eslcine selfinsurance per occurrence
aggregate retention. The insuremgximum aggregate loss limits are significantly\abour actuarially determined probable lossesefloee
we believe the likelihood of losses exceeding tseiiers’ maximum aggregate loss limits is remote.

In the U.S. and in certain other countries, we as® self-insured for healthcare claims and lterga disability for eligible participatir
employees subject to certain deductibles and ltroita. We have accounted for our retained liab#itior selfinsured property and casuz
losses, healthcare and loteym disability claims, including reported and imed but not reported claims, based on informagiovided b
independent actuaries.

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

Change of Control Severance Agreements

The Company has severance agreements with cergginekecutives (the “Agreementsthat are renewable on an annual basis. 1
Agreements are triggered by a termination, undetaite conditions, of the executive’employment following a change in control of
Company, as defined in the Agreements. If triggethe affected executives would generally receivied the amount of both their ann
base salary and their annual incentive, at theenigh target or actual for the preceding year, @prtionate bonus at the higher of targe
actual performance earned through the date of tetion, outplacement services and a tax gupséer any excise taxes. These Agreernr
have a three-year term and automatically renew dacluary 1 for another thrgear term unless the Company elects not to rene
Agreements. If these Agreements had been trigggesard March 25, 2006, payments of approximately 88on would have been made.
the event of a change of control, rabbi trusts wolé established and used to provide payouts uexisting deferred and incent
compensation plans.

Litigation

We are subject to various claims and contingenaikged to lawsuits, taxes, environmental and othetters arising out of the normal cot
of business. We provide reserves for such claindscamtingencies when payment is probable and eltaria accordance with SFAS Nc
“Accounting for Contingencies.”

On August 13, 2003, a class action lawsuit agdtirsta Hut, Inc., entitled Coldiron v. Pizza Hutclnwas filed in the United States Dist
Court, Central District of California. Plaintifflages that she and other current and former Piz#eRidstaurant General Managers (“RGMs”
were improperly classified as exempt employees utideU.S. Fair Labor Standards Act (“FLSAThere is also a pendent state law cl
alleging that current and former RGMs in Caliform&re misclassified under that statéaw. Plaintiff seeks unpaid overtime wages
penalties. On May 5, 2004, the District Court geaintonditional certification of a nationwide clagssRGMs under the FLSA claim, providi
notice to prospective class members and an
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opportunity to join the class. Approximately 12 gent of the eligible class members have electddinothe litigation. However, on June
2005, the District Court granted Pizza Huthotion to strike all FLSA class members who jditiee litigation after July 15, 2004. The ef
of this order is to reduce the number of FLSA classnbers to only approximately 88 (or approximaghpso of the eligible class members).

In November 2005, the parties agreed to a settlenférza Hut believes that definitive settlementutoents will be approved by the Cc
within sixty days following submission of the docents to the Court. We have provided for this seet amount in our Financ
Statements.

On November 26, 2001, a lawsuit against Long Jalwe3s, Inc. (“LJS”) entitledKevin Johnson, on behalf of himself and all ottwnsilarly
situated v. Long John Silvey, Inc.(“Johnson”)was filed in the United States District Court foetMiddle District of Tennessee, Nashy
Division. Johnson’s suit alleged that LJS’s forffeecurity/Restitution for Losses” policy (the “Poji’) provided for deductions from RGMs’
and Assistant Restaurant General Managers’ (“ARQMslaries that violate the salary basis test fommtepersonnel under regulatic
issued pursuant to the FLSA. Johnson alleged th&@Ms and ARGMs who were employed by LJS for theee year period prior to t
lawsuit — i.e., since November 26, 1998hould be treated as the equivalent of hourly eygaes and thus were eligible under the FLS/
overtime for any hours worked over 40 during alekin the recovery period. In addition, Johns@inoéd that the potential members of
class are entitled to certain liquidated damagesadtorneys fees under the FLSA.

LJS believed that Johnsantlaims, as well as the claims of all other sinylaituated parties, should be resolved in indiadarbitration
pursuant to LJS’s Dispute Resolution Program (“DRBNAd that a collective action to resolve these daimcourt was clearly inapproprii
under the current state of the law. AccordinglySlidoved to compel arbitration in the Johnson da38.and Johnson also agreed to sta
action effective December 17, 2001, pending meatiaéind entered into a tolling agreement for thappse. After mediation did not reso
the case, and after limited discovery and a heathrgyCourt determined on June 7, 2004, that Jotiesndividual claims should be refer
to arbitration. Johnson appealed, and the decisfidhe District Court was affirmed in all respebtsthe United States Court of Appeals
the Sixth Circuit on July 5, 2005.

On December 19, 2003, counsel for plaintiff in éteve referenced Johnson lawsuit, filed a sepdeatend for arbitration with the Americ
Arbitration Association (“AAA”) on behalf of formekJS managers Erin Cole and Nick Kaufman (the “Caleitration”). Claimants in th
Cole Arbitration demand a class arbitration on lfedfahe same putative class - and the same uyidgrFLSA claims -as were alleged in t
Johnson lawsuit. The complaint in the Cole Arbitmatsubsequently was amended to allege a pracficeductions (distinct from tl
allegations as to the Policy) in violation of theSA salary basis test, and to add Victoria McWhgrémother LJS former manager, a:
additional claimant. LJS has denied the claimstaedoutative class alleged in the Cole Arbitratiand it is LJSS position that the claims
Cole, Kaufman, and McWhorter should be individuaipitrated.

Arbitrations under LIS DRP, including the Cole Arbitration, are goverdmdthe rules of the AAA. In October 2003, the AAfiopted it
Supplementary Rules for Class Arbitrations (“AAAaS$ Rules”)The AAA appointed an arbitrator for the Cole Arhtion. On June 1
2004, the arbitrator issued a clause constructicerd, ruling that the DRP does not preclude clalsiration. LIS moved to vacate the cle
construction award in the United States Districudor the District of South Carolina. On Septemi8, 2005, the federal court in So
Carolina ruled that it did not have jurisdictionhear LJS’s motion to vacate. LJS has appealetV e District Courts ruling to the Unite
States Court of Appeals for the Fourth Circuit. LS also filed a motion to vacate the clause cocisbn award in South Carolina st
court. While judicial review of the clause constian award was pending in the U.S. District Cotlrg arbitrator permitted claimants to m
for a class determination award, which was oppdsed.JS. On September 19, 2005, the arbitrator suelass determination awe
certifying a class of LJIS'RGMs and ARGMs employed between December 17,, E3fiBAugust 22, 2004, on FLSA claims, to proceearn
opt-out basis under the AAA Class Rules. That classerdehation award was upheld on appeal by the Uriedes District Court for tl
District of South Carolina on January 20, 2006, thedarbitrator declined to reconsider the awad$ has appealed

12



the ruling of the U.S. District Court to the Unit8tates Court of Appeals for the Fourth CircuitSlhbs also filed a motion to vacate the «
determination award in South Carolina state court.

LJS believes that the DRP provides for individudlitaations. LJS also believes that if the Cole i&ettion must proceed on a class basit
the proceedings should be governed by theirogbllective action structure of the FLSA, and i class should not be certified under
applicable provisions of the FLSA. LJS also belgevtkat each individual should not be able to recdge more than two years (anc
maximum three years) prior to the date they fileomsent to join the arbitration. We have provided the estimated costs of the C
Arbitration, based on a projection of eligible aofsi, the amount of each eligible claim, the estichd¢gal fees incurred by the claimants
the results of settlement negotiations in this atiter wage and hour litigation matters. But in viefathe novelties of proceeding under
AAA Class Rules and the inherent uncertaintiesit@fdtion, there can be no assurance that the mécof the arbitration will not result
losses in excess of those currently provided for.

On September 21, 2005, a collective action lawegdtinst the Company and KFC Corporation, originafifittedParler v. Yum Brands, In
d/b/a KFC, and KFC Corporatigrwas filed in the United States District Court fbe District of Minnesota. Plaintiff alleges tha and othe
current and former KFC Assistant Unit Managers (M&J) were improperly classified as exempt employees uRiSA. Plaintiff seek
overtime wages and liquidated damages. On Janugrg2d06, the District Court dismissed the claimaiagt the Company with prejudi
leaving KFC Corporation as the sole defendant. ddéotvas mailed to current and former AUMs advisimgnt of the litigation and providii
an opportunity to join the case if they choosedasd.

We believe that KFC has properly classified its AtJls exempt under the FLSA and accordingly intendigorously defend against
claims in this lawsuit. However, in view of the erent uncertainties of litigation, the outcome ligtcase cannot be predicted at this t
Likewise, the amount of any potential loss canreotdasonably estimated.

On December 17, 2002, Taco Bell was named as tfendint in a class action lawsuit filed in the @ditStates District Court for t
Northern District of California entitleMoeller, et al. v. Taco Bell Corfon August 4, 2003, plaintiffs filed an amended ctaimt that allege:
among other things, that Taco Bell has discrimidiagainst the class of people who use wheelchaissaoters for mobility by failing -
make its approximately 220 company-owned restasr@anCalifornia (the “California Restaurantsigcessible to the class. Plaintiffs cont
that queue rails and other architectural and siratelements of the Taco Bell restaurants reldiintpe path of travel and use of the facili
by persons with mobilityelated disabilities (including parking spaces, pancounters, restroom facilities and seating) alocomply with thi
U.S. Americans with Disabilities Act (the “ADA")he Unruh Civil Rights Act (the “Unruh Act”and the California Disabled Persons Act
“CDPA"). Plaintiffs have requested: (a) an injunction frdra District Court ordering Taco Bell to comply witie ADA and its implementir
regulations; (b) that the District Court declareed®ell in violation of the ADA, the Unruh Act, aride CDPA; and (¢c) monetary relief un
the Unruh Act or CDPA. Plaintiffs, on behalf of thiass, are seeking the minimum statutory damagesffense of either $4,000 under
Unruh Act or $1,000 under the CDPA for each aggiemember of the class. Plaintiffs contend thatetheay be in excess of 100,(
individuals in the class. For themselves, the flamed plaintiffs have claimed aggregate minimurtusiay damages of no less than $16,
but are expected to claim greagnounts based on the number of Taco Bell outlety thisited at which they claim to have suffe
discrimination.

On February 23, 2004, the District Court grantedirRiffs’ motion for class certification. The Distr Court certified a Rule 23(b)(
mandatory injunctive relief class of all individeakith disabilities who use wheelchairs or elecsgooters for mobility who, at any time or
after December 17, 2001, were denied, or are ctlyrbring denied, on the basis of disability, thé &nd equal enjoyment of the Califor
Restaurants. The class includes claims for injueatelief and minimum statutory damages.

Pursuant to the partieagreement, on or about August 31, 2004, the DisGaurt ordered that the trial of this action b&utiated so thi
stage one will resolve Plaintiffs’ claims for eqabte relief and stage two will
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resolve Plaintiffs’claims for damages. The parties are currently mdiog with the equitable relief stage of this attiburing this stage, Ta
Bell filed a motion to partially decertify the cka$o exclude from the Rule 23(b)(2) class claimsnfmnetary damages. The District Cc
denied the motion. Plaintiffs filed their own matidor partial summary judgment as to liability talg to a subset of the Califor
Restaurants. The District Court denied that motisnvell. Discovery is ongoing as of the date dof tieport.

Taco Bell has denied liability and intends to vigasly defend against all claims in this lawsuitthdlugh this lawsuit is at a relatively e¢
stage in the proceedings, it is likely that certairthe California Restaurants will be determineddé not fully compliant with accessibil
laws and that Taco Bell will be required to taket@ian steps to make those restaurants fully complidowever, at this time, it is not possi
to estimate with reasonable certainty the potentats to bring any non compliant California Resdats into compliance with applicable s
and federal disability access laws. Nor is it poigsat this time to reasonably estimate the prditakir amount of liability for monetal
damages on a class wide basis to Taco Bell.

Obligations to PepsiCo, Inc. After Spaff

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

Under the terms of these agreements, we have inflechiPepsiCo for any costs or losses it incurshwigspect to all letters of cres
guarantees and contingent liabilities relating to businesses under which PepsiCo remains liatdeofAVlarch 25, 2006, PepsiCo rem:
liable for approximately $27 million on a nominadis related to these contingencies. This obligatiads at the time PepsiCo is relee
terminated or replaced by a qualified letter otditdNVe have not been required to make any paymerdsr this indemnity.

Under the Separation Agreements, PepsiCo mainfalhsontrol and absolute discretion with regardaioy combined or consolidated
filings for periods through October 6, 1997. Pepsélso maintains full control and absolute disoretiegarding any common tax audit iss
Although PepsiCo has contractually agreed to, iodgiith, use its best efforts to settle all jamerests in any common tax audit issue
basis consistent with prior practice, there cambessurance that determinations made by PepsiQ@dvbe the same as we would rei
acting on our own behalf. Through March 25, 2006r¢ have not been any determinations made by ®epgiere we would have reache
different determination.

10. Subsequent Event

Effective April 7, 2006, we filed a RegistrationaBtment on Form S-3 (Registration No. 338097) with the SEC relating to $300 mill
aggregate principal amount of 6.25% Senior UnseciNetes due April 15, 2016 (the “Notes”he Notes represent senior, unsec
obligations and rank equally in right of paymenthnall of our existing and future unsecured unsdbmated indebtedness and senior in |
of payment to all of our subordinated indebtedn&gs.used $200 million of the net proceeds from eéhistes to repay our 8.5% Sei
Unsecured Notes due in April 2006 and we will dseremainder for general corporate purposes.

In anticipation of issuing the Notes, we entered ineasury locks during the quarter ended March2P®6 with aggregate notional amot
of $250 million to hedge the risk of changes irufetinterest payments attributable to changes itedrstates Treasury rates prior to issu
of the Notes. As these treasury locks were desighand effective in offsetting this variability éash flows associated with the future inte
payments, the resulting gain of approximately $Bioni will be amortized over the 10 year life oktiNotes as a reduction in interest expense.
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Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations
Introduction and Overview

YUM! Brands, Inc. and Subsidiaries (collectivelyared to as “YUM” or the “Companydomprises the worldwide operations of KFC, P
Hut, Taco Bell, Long John Silver's (“LJS”) and A&\WKIl-American Food Restaurants (“A&W") (collectivel§the Concepts™and is th
world’s largest quick service restaurant (“QSRYmpany based on the number of system units. YUlhassecond largest QSR comp
outside the U.S. with over 13,900 units.

Through its Concepts, YUM develops, operates, fimas and licenses a system of both traditional rmvttraditional QSR restauran
Traditional units feature dine-in, carryout and,swme instances, drive-thru or delivery servicesn-Maditional units, which are typica
licensed outlets, include express units and kieghkish have a more limited menu and operate in tnaditional locations like malls, airpor
gasoline service stations, convenience storesjustad amusement parks and colleges, where aséalle traditional outlet would not
practical or efficient.

The retail food industry, in which the Company catgs, is made up of supermarkets, supercentergshaase stores, convenience st
coffee shops, snack bars, delicatessens and rastayincluding the QSR segment), and is intensetypetitive with respect to food qual
price, service, convenience, location and concepé industry is often affected by changes in cor@mutastes; national, regional or Ic
economic conditions; currency fluctuations; demepbia trends; traffic patterns; the type, number lwation of competing food retailers ¢
products; and disposable purchasing power. Eatineo€oncepts compete with international, national @egional restaurant chains as we
locally-owned restaurants, not only for customers, but &samanagement and hourly personnel, suitable estdte sites and qualifi
franchisees.

Our business consists of three reporting segmémged States, the International Division and th&n@ Division. The China Divisic
includes mainland China (“China”fhailand and KFC Taiwan and the International Donsincludes the remainder of our internatic
operations.

The Company’s key strategies are:

e Building dominant restaurant brands in China
o Driving profitable international expansion

o Improving restaurant operations

o Multibranding category-leading brands

The Company is focused on five lotgrm measures identified as essential to our gramth progress. These five measures and relate
performance indicators are as follows:

o China Division and International Division expansion

China Division and International Division syst-sales growth (local currenc
Number of new China Division and International Bien restaurant openin
Net China Division and International Division ugitowth

e Multibrand innovation and expansion

Number of multibrand restaurant locatic
Number of multibrand units add:
Number of franchise multibrand units adc

o Portfolio of category-leading U.S. brands
U.S. blended same store sales gra

15



e Global franchise fees

New restaurant openings by franchis
Franchise fee growt

e Strong cash generation and returns

Cash generated from all sourt

Cash generated from all sources after capital spgi
Restaurant margir

U.S. and International operating marg

Our progress against these measures is discussegiout the Management’s Discussion and AnalyM®EA").

Throughout the MD&A, the Company provides the patage change excluding the impact of foreign cuaydranslation. These amounts
derived by translating current year results atmpymar average exchange rates. We believe thergtion of the foreign currency translat
impact provides better year-to-year comparabilitthaut the distortion of foreign currency fluctuats.

The following MD&A should be read in conjunction ti the unaudited Condensed Consolidated Finandate®ents (Financia
Statements”), the Cautionary Statements and ounadnmeport on Form 10-K for the fiscal year endesc&@mnber 31, 2005 (“2005 Form 10-
K").

All Note references herein refer to the accompamiiotes to the Financial Statements. Tabular ansoara displayed in millions except
share and unit count amounts, or as otherwise fagadhi identified.

Significant Known Events, Trends or Uncertainties mpacting or Expected to Impact 2006 Comparisons whit 2005

The following factors impacted comparability of oging performance for the quarter ended March2BB6 or could impact comparisons
the remainder of 2006. Certain of these factorevpeeviously discussed in our 2005 Form 10-K.

Mainland China Issues

Our KFC business in mainland China was negativelyacted by the interruption of product offeringsl aegative publicity associated wit
supplier ingredient issue experienced in late Ma2€i5 as well as consumer concerns related tonAvia in the fourth quarter of 2005. A
result of the aforementioned issues, the Chinadini experienced system sales growth in the fudlry2005 of 11% excluding forei
currency translation which was below our ongoinget of at least 22%. In the first quarter 2006aghieved China Division growth rates
14% for system sales and 16% for Company saleh, éatluding foreign currency translation. Additiipain the first period of the quari
ending June 17, 2006 the China Division had systel®es growth, excluding foreign currency transtatiof 25%. This included system s
growth, excluding foreign currency translation,3%% in mainland China. Given these positive trends,believe KFC sales in mainle
China have rebounded from the negative impactestipplier ingredient issue and Avian Flu.

United States Restaurant Costs

Restaurant profits in the United States were paditiimpacted by a decline in commodity costs (gipally meats and cheese) in the qui
ended March 25, 2006 versus the quarter ended M&cB005. Commodity costs declined by approxinya®@ million in the quarter end
March 25, 2006 and are expected to decline by dasiramount in our second quarter ending June D062 The resulting increases
restaurant profit were, and are expected to bgelaoffset by increases in utility costs.
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Beverage Agreement Contract Termination

During the quarter ended March 25, 2006 we entitedan agreement with a beverage supplier to icesfaour Concepts to terminate a long-
term supply contract. As a result of the cash payme will make to the supplier in connection wiitiis termination, we recorded a charg

$8 million in the quarter ended March 25, 2006. Wicipate entering into an agreement with an @étéve beverage supplier for th
Concepts in the second quarter of 2006 that will/jute for more favorable beverage pricing thanafeeement being terminated. The con
termination charge we recorded in the quarter emdimath 25, 2006 will largely be offset by more faable beverage pricing for our Conce
recognized the balance of the year such that thémmact on 2006 net income will not be significaWte will continue to benefit from tl
more favorable pricing in 2007 and beyond.

Store Portfolio Strategy

From time to time we sell Company restaurants ftstiery and new franchisees where geographic syeercan be obtained or where t
expertise can generally be leveraged to improveowerall operating performance, while retaining @amy ownership of key U.S. a
international markets. In the U.S., we are in thecpss of increasing franchise ownership of reatasrfrom 75% currently to 80%. This two-
year plan calls for selling approximately 1,000 Guamy restaurants to franchisees in 2006 and 206ffaRchisings reduce our repol
revenues and restaurant profits and increase thertemce of system sales growth as a key perforenareasure.

The following table summarizes our refranchisintaties:

Quarter
3/25/06 3/19/05
Number of units refranchise 81 14
Refranchising proceeds, pre-tax $ 22 $ 4
Refranchising net losses, pre-tax $ 4 $ 2

In addition to our refranchising program, from titeetime we close restaurants that are poor peif@gnwe relocate restaurants to a new
within the same trade area or we consolidate twmare of our existing units into a single unit (eotively “store closures”)Store closur
costs (income) includes the net of gains or lossesales of real estate on which we are not cuyreperating a Company restaurant, le
reserves established when we cease using a prapetgr an operating lease and subsequent adjustreetitose reserves, and other facility-
related expenses from previously closed stores.

The following table summarizes Company store clesativities:

Quarter
3/25/06 3/19/05
Number of units close 35 43
Store closure costs $ 1 $ 4

The impact on operating profit arising from refraising and Company store closures is the net ofh@)estimated reductions in restau
profit, which reflects the decrease in Companyssa@d general and administrative expenses anth€lgstimated increase in franchise
from the stores refranchised. The amounts presdrakmiv reflect the estimated impact from stores there operated by us for all or sc
portion of the comparable period in 2005 and werdomger operated by us as of March 25, 2006. Theuats do not include results fr
new restaurants that we opened in connection widtogation of an existing unit or any incremerntapact upon consolidation of two or m
of our existing units into a single unit.
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The following table summarizes the estimated impactevenue of refranchising and Company storeuctss

Quarter Ended 3/25/C

International China
U.S. Division Division Worldwide
Decreased Company sales $ (82 $ (30) $ (3) $ (115
Increased franchise fees 3 1 — 4
Decrease in total revenues $ (79 $ (29 $ (3 $ (1171
The following table summarizes the estimated impacbperating profit of refranchising and Compatoyes closures:
Quarter Ended 3/25/(
International China
U.S. Division Division Worldwide
Decreased restaurant profit $ (8) $ — $ — $ (8)
Increased franchise fe 3 1 — 4
Decreased general and
administrative expenst — — — —
Decrease in operating profit $ (5) $ 1 $ — $ (4)
Results of Operations
Quarter
3/25/06 3/19/05 % B/(W)
Company sales $ 1,81¢ $ 1,81( 1
Franchise and license fees 26€ 244 9
Revenues $ 2,08t $ 2,054 2
Company restaurant profit $ 284 $ 25¢ 9
% of Company sales 15.6% 14.3% 1.3ppts.
Operating profit 282 251 12
Interest expense, net 35 28 (22
Income tax provision 77 70 (10)
Net income $ 17C $ 158 11
Diluted earnings per shaf® $ 0.5¢ $ 0.5C 18

(&) See Note 3 for the number of shares used in tiisledion.
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Restaurant Unit Activity

Worldwide
Beginning of year
New Builds
Acquisitions
Refranchising
Closures

Other

End of quarter

% of Total

The above totals exclude 2,369 and 2,376 licenaéd at March 25, 2006 and December 31, 2005, otispdy.

United State:
Beginning of year
New Builds
Acquisitions
Refranchising
Closures

Other

End of quarter

% of Total

The above totals exclude 2,172 and 2,181 licenséd at March 25, 2006 and December 31, 2005, ctispdy.

International Divisior
Beginning of year
New Builds
Acquisitions
Refranchising
Closures

Other

End of quarter
% of Total

The above totals exclude 197 and 195 licensed ahMarch 25, 2006 and December 31, 2005, respmgtiv

Total
Unconsolidated Excluding
Company Affiliates Franchisee Licensee:
7,581 1,64¢ 22,66¢ 31,90:
66 18 154 23¢
(81) — 81 —
(35) (11 (132) (17¢)
3 (3) 2 2
7,54( 1,652 22,77 31,96
24% 5% 71% 100%
Total
Unconsolidated Excluding
Company Affiliates Franchisee Licensee:
4,68¢ — 13,60: 18,29
10 — 35 45
(75) — 75 —
(23) — (89) (112
3 — 4 7
4,601 — 13,63( 18,23:
25% — 75% 100%
Total
Unconsolidated Excluding
Company Affiliates Franchisee Licensee:
1,37¢ 1,09¢ 8,84t 11,31¢
3 4 117 124
©) — 5 —
() (11) (43) (61)
— (©) () 4)
1,36¢ 1,08¢ 8,92¢ 11,37¢
12% 10% 78% 100%
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Total

Unconsolidated Excluding
China Division Company Affiliates Franchisee Licensee:
Beginning of year 1,52¢ 552 21:¢ 2,291
New Builds 53 14 2 69
Acquisitions — — — —
Refranchising (1) — 1 _
Closures (5) — — (5)
Other — — @h) (@)
End of quarter 1,57: 56€ 21% 2,35¢
% of Total 67% 24% 9%% 100%

There are no licensed units in the China Division.

Multibrand restaurants are included in the totddeve. Multibrand conversions increase the salespanats of distribution for the seca
brand added to a restaurant but do not result iadalitional unit count. Similarly, a new multibrangstaurant, while increasing sales
points of distribution for two brands, results ums§ one additional unit count. Franchise unit ceun¢low include both franchisee
unconsolidated affiliate multibrand units. Followiare multibrand restaurant totals at March 25620¢d December 31, 2005:

3/25/06 Company Franchise Total

United States 1,74z 1,417 3,16(
International Division 17 174 191
Worldwide 1,76( 1,591 3,351
12/31/05 Company Franchise Total

United States 1,69¢ 1,40( 3,09¢
International Division 17 17¢€ 192
Worldwide 1,718 1,57¢ 3,28¢

For the quarter ended March 25, 2006, Company earttliise multibrand unit gross additions were 56 28, respectively. There are
multibrand units in the China Division.

System Sales Growth

Increase excluding

Increase currency translatio
3/25/06 3/19/05 3/25/06 3/19/05
United States 6% 4% N/A N/A
International Division 2% 11% 6% 7%
China Division 16% 20% 14% 20%
Worldwide 5% 7% 6% 6%

System sales growth includes the results of aliatrants regardless of ownership, including Compawged, franchise, unconsolida
affiliate and license restaurants. Sales of frasehiinconsolidated affiliate and license restagrgaherate franchise and license fees fc
Company (typically at a rate of 4% to 6% of sald¥anchise, unconsolidated affiliate and licensgagrants sales are not include:
Company sales on the Condensed Consolidated Stateofdncome; however, the franchise and liceess fire included in the
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Companys revenues. We believe system sales growth is Iusefuvestors as a significant indicator of theerall strength of our business
incorporates all of our revenue drivers, Company faanchise same store sales as well as net wei@ament.

The increase in Worldwide system sales was driyenev unit development and same store sales grathially offset by store closures.
The increase in U.S. system sales was driven by séone sales growth and new unit developmentigigroffset by store closures.

The increase in International Division system salas driven by new unit development and same sies growth, partially offset by store
closures.

The increase in China Division system sales wagedrby new unit development partially offset by sastore sales declines.

Revenues

% Increase/(Decrease)
excluding currency

Amount % Increase/(Decreas translation
3/25/06 3/19/05

Company sale

United State: $ 1,19 $  1,19¢ 1) N/A
International Divisior 35¢ 384 @) (5)
China Division 26¢ 227 18 16
Worldwide 1,81¢ 1,81( 1 1
Franchise and license fe

United State: 14¢ 13€ 9 N/A
International Divisior 11C 10C 10 13
China Division 8 8 8 5
Worldwide 26¢€ 244 9 10
Total revenue

United State: 1,33¢ 1,33t — N/A
International Divisior 46¢ 484 ©)] D
China Division 277 23k 18 16
Worldwide $ 2,08t $ 2,054 2 2

The increase in Worldwide Company sales was drbxenew unit development and same store sales grqattially offset by refranchisit
and store closures.

The increase in Worldwide franchise and licenses feas driven by same store sales growth, new eniéldpment, refranchising, and royi
rate increases, partially offset by store closures.

The decrease in U.S. Company sales was drivenftanahising and store closures, partially offsetslyne store sales growth and new
development.
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U.S same store sales include only Company resteuthat have been open one year or more. U.S. éteadme store sales include K
Pizza Hut and Taco Bell Company-owned restaurantg. &J.S. same store sales for Long John Sitkvemd A&W restaurants are |
included. Following are the same store sales groeghlts by brand:

Quarter ended 3/25/(

Same Store Average Guest
Sales Transaction: Check
KFC 5% — 5%
Pizza Hul (1)% (6)% 5%
Taco Bell 8% 5% 3%

U.S. blended Company same store sales increasetld%o increases in average guest check and ttaomsac

The increase in U.S. franchise and license feesdnasn by same store sales growth, new unit dgweént and refranchising, partially off
by store closures.

The decrease in International Division Companyssalas driven by refranchising, store closures,same store sales declines, partially o
by new unit development.

The increase in International Division franchisel dicense fees was driven by new unit developmsarhe store sales growth, royalty
increases and refranchising, partially offset lmyestlosures.

The increase in China Division Company sales aadchise and license fees was primarily driven lwy arit development.

Company Restaurant Margins

International China
3/25/06 United State: Division Division Worldwide
Company sales 100.(% 100.(% 100.(% 100.(%
Food and paper 28.t 33.t 36.( 30.€
Payroll and employee benefits 30.2 23 E 12 26.
Occupancy and other operating
expenses 26.: 30.2 29.4 27.E
Company restaurant margin 15.(% 12.8% 21.8% 15.€%
International China
3/19/06 United State: Division Division Worldwide
Company sales 100.(% 100.(% 100.(% 100.(%
Food and paper 30.2 33.2 36.€ 31.7
Payroll and employee benefits 30,7 3¢ 11.¢ 26.C
Occupancy and other operating
expenses 25.¢ 30.( 28.4 27.1
Company restaurant margin 13.1% 12.% 23.1% 14.2%

The increase in U.S. restaurant margins as a pagenf sales was driven by the impact of same stales growth on restaurant margin
lower food and paper costs partially offset by leigbccupancy and other
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costs. Lower food and paper costs were driven leyedesed commodity costs (principally meats ands#jeéligher occupancy and other ¢
were primarily driven by increases in utility casts

The decrease in International Division restauraatgims as a percentage of sales was driven by highd and paper costs, higher occup:
and other costs and lower margins associated veiti units during the initial periods of operatiorheldecrease was largely offset by
favorable impact on restaurant margin of refraringiscertain restaurants and a 27 basis point féeranpact from foreign curren
translation.

The impact from foreign currency translation on gias as a percentage of sales is a result of thfofio of markets effect. Internatior
margin percentages in total are impacted favoraldhgn currencies strengthen in markets with abowerame margins as well as wl
currencies weaken in markets with below averageyimsr

The decrease in China Division restaurant margéna jpercentage of sales was driven by higher lebsts and lower margins associated
new units during the initial periods of operations.

Worldwide General and Administrative Expenses
General and administrative expenses increased @nmror 3% in the quarter. Increases in generdl agministrative expenses were drivel
higher compensation related costs, including anmassociated with investments in strategic initetiin China and other internatio

growth markets, and higher litigation related costs

Worldwide Other (Income) Expense

Quarter
3/25/06 3/19/05
Equity income from investments in unconsolidatefdiates $ (11 $ (15
Foreign exchange net (gain) Ic Q) 1
Settlement with supplier 8 —
Other (income) expense $ 4, $ (19

Other income decreased $ 10 million or 68 %. Therelse was driven by an $8 millicharge associated with the termination of a bew
agreement in the United States segment and a decieaequity income from investments in unconstédaaffiliates, primarily ot
unconsolidated affiliate that operates Pizza Hub@&United Kingdom.

Worldwide Closure and Impairment Expense and Refrachising (Gain) Loss

See the Store Portfolio Strategy section for maitlof our refranchising and closure activitiesldNote 5 for a summary of closures
impairment expenses and refranchising (gain) lgsgportable operating segment.
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Operating Profit

Quarter
3/25/06 3/19/05 % B/(W)
United States $ 18¢ $ 157 19
International Division 95 91 3
China Division 58 52 10
Unallocated and corporate expenses (55) (46) (16)
Unallocated other income (expense) — (0] NM
Unallocated refranchising gain (loss) (4) 2) NM
Operating profit $ 282 $ 251 12
United States operating marg 14.0% 11.8% 2.2 ppts.
International Division operating margin 20.1% 18.9% 1.2 ppts.

Neither unallocated and corporate expenses, whiatpdse general and administrative expenses otagaadd refranchising gain (loss),
allocated to the U.S., International Division orihDivision segments for performance reportingopses.

The increase in U.S. operating profit was driverth®/impact of same store sales growth on restaprafit and franchise and license fees
well as lower closure and impairment expenses. ilibeease was partially offset by a charge assatiaiéh the termination of a bever:
agreement in the quarter ended March 25, 2006tandrifavorable impact of refranchising. The favégaimpact on restaurant profit of lov
commodity costs was largely offset by higher wtitibsts.

Excluding the unfavorable impact from foreign cag translation, International Division operatingfit increased 8%6. The increase w
driven by the impact of new unit development andeatore sales growth on franchise and license Te¢esincreases were partially offse!
lower equity income from unconsolidated affiliatesd higher closure and impairment expenses.

Excluding the favorable impact from foreign currgnranslation, China Division operating profit ieased 8%. The increase was drive
new unit development partially offset by higherdabosts.

Interest Expense, Net

Quarter
3/25/06 3/19/05 % B/(W)
Interest expens $ 38 $ 33 a7
Interest incom (3) (5) a7
Interest expense, n $ 35 $ 28 (22)

Interest expense increased $5 million or 17%, dribg an increase in interest rates on the variedite portion of our debt and borrowil
under the International Credit Facility that waseeed into in the fourth quarter of 2005 .

Income Taxes

Quarter
3/25/06 3/19/05
Income taxes $ 77 $ 70
Effective tax rate 31.3% 31.4%
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Our effective rate for the quarter was basically s the positive impact of year over year vatuagillowance adjustments related to cha
in judgments regarding the realizability of defertax assets was largely offset by the negativeaghpf lapping certain prior year items 1
on a net basis benefited our prior year tax ratehé quarter ended March 19, 2005 we recognizeéfttedue to the recognition of cert
foreign tax credits that we were able to substttiring the quarter as well as the reversal dhnetax reserves. These prior year ben
were partially offset by the negative impact dueatdecrease in tax rates in the quarter ended ME¢cI2005 in a state for which we |
deferred tax assets.

Consolidated Cash Flows

Net cash provided by operating activitiesvas $297 million compared to $232 million in 200%e increase was driven by higher net inc
in 2006 and increases in operating working capita to timing of cash receipts related to accoamts notes receivable and timing
payments related to accounts payable and othezrtuiabilities.

Net cash used in investing activitiewas $61 million versus $105 million in 2005. The@ase was driven by a reduction in capital spey
and an increase in the proceeds received fromnelfising,

Net cash used in financing activitiesvas $261 million versus $105 million in 2005. Therease was driven by higher share repurcha
2006 compared to 2005, partially offset by net baings in 2006 compared to net repayments in 2005.

Liquidity and Capital Resources

Operating in the QSR industry allows us to genesatastantial cash flows from the operations of @ampany stores and from our francl
operations, which require a limited YUM investmeht.each of the last four fiscal years, net castvided by operating activities t
exceeded $1 billion. We expect these levels otash provided by operating activities to continug¢hie foreseeable future. Our discretiol
spending includes capital spending for new restdgraacquisitions of restaurants from franchiseegurchases of shares of our com
stock and dividends paid to our shareholders. Thaudecline in revenues could adversely impactcash flows from operations, we beli
our operating cash flows, our ability to reducectitionary spending, and our borrowing capacity allbw us to meet our cash requirem:
in 2006 and beyond.

During the quarter ended March 25, 2006, we paidarterly cash dividend of $ 32 million. Additiohalon March 16, 2006, our Board «
Directors approved a cash dividend of $0.pEs share of common stock to be distributed on Bag006 to shareholders of record at
close of business on April 14, 2006. The Comparngngeting an annual payout ratio of 15% to 20%eidfincome.

Our primary bank credit agreement comprises a Billion senior unsecured Revolving Credit Facilftiie “Credit Facility”)which mature
in September 2009. At March 25, 2006, our unusestiCFacility totaled $740 million, net of outstangl letters of credit of $221 millio
There were borrowings of $ 39 million outstandimgler the Credit Facility at March 25, 2006. We aviercompliance with all debt covene
under this facility at March 25, 2006.

Additionally, on November 8, 2005, we executed &B&nillion, five-year revolving credit facility (8 “International Credit Facility’or
“ICF") on behalf of three of our wholly owned internatibsabsidiaries. There were borrowings of $213 wiilland available credit of $1
million outstanding under the ICF at March 25, 200& were in compliance with all debt covenantsaurtte ICF at March 25, 2006.

The remainder of our lontgrm debt primarily comprises Senior Unsecured Blofanounts outstanding under Senior Unsecured Neobge
$1.5 billion at March 25, 2006. Included in shtatm borrowings at March 25, 2006 are $200 millimi$enior Unsecured Notes with an A
2006 maturity date. The remaining $1.3 billion En#®r Unsecured Notes comprise the majority oflong-term debt.
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In April 2006, we filed a Registration Statementform S3 with the Securities and Exchange Commissionirglab $300 million aggrege
principal amount of 6.25% Senior Unsecured Notes April 15, 2016. We used $200 million of the nedqeeds to repay our 8.5% Sel
Unsecured Notes due in April 2006 and we will dseremainder for general corporate purposes. See MNofor further details.

We estimate that in 2006 capital spending, inclgdinquisitions of restaurants from franchiseed, v@lapproximately $675 million. We a
estimate that in 2006 refranchising proceeds, pootaxes, will be approximately $150 million, emypée stock options proceeds, prio
taxes, will be approximately $150 million and sadégroperty, plant and equipment will be approxieia$40 million.

In March 2006, the Board of Directors authorizedeav share repurchase program for up to $500 milkibthe Company outstandin
common stock to be purchased through March 200Ma&th 25, 2006, we had remaining capacity to relfpase up to $598 million of ¢
outstanding Common Stock (excluding applicabledaation fees) under programs authorized in Novera®@56 and March 2006.

Item 3. Quantitative and Qualitative Disclosures Alout Market Risk

There were no material changes during the quaniged March 25, 2006 to the disclosures made in ®amof the Company’s 2005 Form 10-
K.

Iltem 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

The Company has evaluated the effectiveness afdahkign and operation of its disclosure controls pna¢edures pursuant to Rules 1i3de’
and 15d15(e) under the Securities Exchange Act of 193df élse end of the period covered by this reporsd®bon the evaluation, perforn
under the supervision and with the participationtled Companys management, including the Chairman, Chief Exeeu®fficer ani
President (the “CEO”) and the Chief Financial Géfi¢the “CFQ”), the Compang’management, including the CEO and CFO, concltuk
the Company’s disclosure controls and proceduree efiective as of the end of the period coverethieyreport.

Changes in Internal Control

There were no significant changes with respechéoG@ompanys internal control over financial reporting or ither factors that materia
affected, or are reasonably likely to materiallfeef, internal control over financial reporting thg the quarter ended March 25, 2006.

Cautionary Note Regarding Forward-Looking Statemens

This report may contain forward-looking statemenithin the meaning of the U.S. federal securiteasd. These forwartboking statemen
are intended to be covered by the safe harbor gionsg for forwardeoking statements in the federal securities laivge statements inclu
those identified by such words as “may,” “will,” Xpect,” “project,” “anticipate,” “believe,” “plan”and other similar terminology. The
“forward-looking statementsfeflect our current expectations regarding futurenés and operating and financial performance aadase
upon data available at the time of the statemexttual results involve risks and uncertaintiesluding both those specific to us and tr
specific to the industry, and could differ matdgigrom expectations. We do not undertake any @hign to update or revise publicly ¢
forwarddooking statements, whether as a result of newrimétion, future events or otherwise. You are cangtibnot to place undue relial
on forward-looking statements.
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Report of Independent Registered Public Accourfinm

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

We have reviewed the accompanying Condensed Cdasaidi Balance Sheet of YUM! Brands, Inc. and Sudses (“YUM”) as of Marcl
25, 2006, and the related Condensed Consolidatger¢nts of Income and Cash Flows for the twelvek&weended March 25, 2006
March 19, 2005. These condensed consolidated fialastatements are the responsibility of YUM’s mgement.

We conducted our review in accordance with starslasdablished by the Public Company Accounting €igat Board (United States).
review of interim financial information consistsigmipally of applying analytical procedures and mgkinquiries of persons responsible
financial and accounting matters. It is substalytildss in scope than an audit conducted in accmelavith the standards of the Pu
Company Accounting Oversight Board (United Stateél§ objective of which is the expression of annapi regarding the financi
statements taken as a whole. Accordingly, we deRrptess such an opinion.

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

We have previously audited, in accordance with dtendards of the Public Company Accounting Ovetsibard (United States), t
Consolidated Balance Sheet of YUM as of December 2805, and the related Consolidated Statementsafme, Cash Flows a
ShareholdersEquity and Comprehensive Income for the year thaed not presented herein; and in our report distacth 2, 2006, w
expressed an unqualified opinion on those congeliiinancial statements. Our report refers toatth@ption of the provisions of the Finan
Accounting Standards Board’s Statement of Finan8iadounting Standards No. 123R (Revised 2004), fStgased Paymentand th
change in the method of accounting for shaaeed payments. In our opinion, the informationfegth in the accompanying Conden
Consolidated Balance Sheet as of December 31, B0fafly presented, in all material respects,atation to the Consolidated Balance S
from which it has been derived.

KPMG LLP
Louisville, Kentucky
May 2 , 2006
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PART Il — Other Information and Signatures
Item 1. Legal Proceedings

Information regarding legal proceedings is incogbed by reference from Note 9 to the Compan@ondensed Consolidated Finar
Statements set forth in Part | of this report.

Iltem 1A. Risk Factors

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

. Health concerns arising from outbreaks of Avian &hd food safety and fodabrne illness concerns may have an adverse
on our busines:

. Our foreign operations, which are significant, sabjus to risks that could negatively affect ousibass such as fluctuation:s
foreign currency exchange rates and changes inoeticrconditions, tax systems, consumer preferersmsal conditions ar
political conditions inherent in foreign operatio

. Changes in commodity and other operating costsipplg chain and business disruptions could adwersiéct our results
operations
. Our operating results are closely tied to the ss&@é our franchisees, and any significant inabdit our franchisees to oper

successfully could adversely affect our operatesylts;

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

. Changes in governmental regulations may advers$idgtaour business operations;

. We may not attain our target development goals lisice dependent upon our ability and the abilityoof franchisees
upgrade existing restaurants and open new restauaad to operate these restaurants on a profibasis; ant

. The restaurant industry in which we operate is lgigbmpetitive.

These risks are described in more detail underk’Rectors” in Item 1A of our 2005 Form 3¥Q-We encourage you to read these risk fa
in their entirety. Other factors may also exist tva cannot anticipate or that we do not considéret significant based on information th:
currently available.
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Item 2. Unregistered Sales of Equity Securities @ad of Proceeds

The following table provides information as of Mar25, 2006 with respect to shares of Common Stepkinchased by the Company du

the quarter then ended:

Total number of

Total number of shares
purchased as part of
publicly announced

plans or programs

Approximate dollar value
of shares that may yet be

Average price purchased under the plans

Fiscal Period: shares purchast paid per shar or programs
Period 1

1/01/06- 1/28/06 2,463,10C $ 48.3: 2,463,10C $ 350,043,53
Period 2

1/29/06- 2/25/06 1,961,70C $ 49.9( 1,961,70C $ 252,155,40
Period 3

2/26/06- 3/25/06 3,158,10C $ 48.8¢ 3,158,10C $ 597,896,64
Total 7,582,90C $ 48.9¢ 7,582,90C $ 597,896,64

In November 2005, our Board of Directors authoriaeshare repurchase program to repurchase, thidagémber 2006, up to $500 milli
(excluding applicable transaction fees) of our tantding Common Stock. For the quarter ended Mak;2Q06, approximately 7.6 millit

shares were repurchased under this program.

In March 2006, our Board of Directors authorizedhare repurchase program to repurchase, througlehM2007, up to $500 millic
(excluding applicable transaction fees) of our tauding Common Stock. For the quarter ended Ma;2@06, no shares were repurchi

under this program.

Item 6. Exhibits

(&  Exhibit Index
EXHIBITS
Exhibit 15

Exhibit 31.1

Exhibit 31.2

Exhibit 32.1

Exhibit 32.2

Letter from KPMG LLP regarding Unaudited Interirm&ncial Information
(Accountant’ Acknowledgement)

Certification of the Chairman, Chief Executive @&t and President pursuant to Rule
13a-4(a) of Securities Exchange Act of 1934, as adbptesuant to Section 302 of 1
Sarbane-Oxley Act of 2002

Certification of the Chief Financial Officer pursuadao Rule 13a-14(a) of Securities
Exchange Act of 1934, as adopted pursuant to Se80@ of the Sarbané&xley Act of
2002.

Certification of the Chairman, Chief Executive @#r and President pursuant to 18
U.S.C. Section 1350, as adopted pursuant to Se@fi6rof the Sarbanes-Oxley Act of
2002.

Certification of the Chief Financial Officer pursuao 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sart-Oxley Act of 2002
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SIGNATURES
Pursuant to the requirement of the Securities BExghaAct of 1934, the registrant has duly causesirigport to be signed on its behalf by
undersigned, duly authorized officer of the registr

YUM! BRANDS, INC.
(Registrant)

Date: May 2, 2006 /s/ Ted F. Knop

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

Independent Accountant$s Acknowledgment

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

We hereby acknowledge our awareness of the userofeport dated May 2, 2006 included within the @ery Report on Form 1@ of
YUM! Brands, Inc. for the twelve weeks ended Ma2&h 2006, and incorporated by reference in thefalig Registration Statements:

Description Registration Statement Number
Forms S3 and S3/A
$300,000,000 Debt Securiti 33:-133097
YUM! Direct Stock Purchase Progre 333-46242
$2,000,000,000 Debt Securiti 333-42969
Form S-8s
YUM! Restaurants Puerto Rico, Inc. S-Up Plan 333-85069
Restaurant Deferred Compensation F 333-36877, 33-32050
Executive Income Deferral Progre 333-36955
YUM! Long-Term Incentive Plan 333-36895, 333-85073, 333-32046, 333-
109299
SharePower Stock Option PI 333-36961
YUM! Brands 401(k) Plai 33:-36893, 33-32048, 33-109300
YUM! Brands, Inc. Restaurant General Manager
Stock Option Plai 33:-64547
YUM! Brands, Inc. Lon-Term Incentive Plai 333-32052

Pursuant to Rule 436(c) of the Securities Act &3,%uch report is not considered a part of a tegisn statement prepared or certified b
accountant or a report prepared or certified bp@ountant within the meaning of Sections 7 andflhe Act.

KPMG LLP
Louisville, Kentucky
May 2, 2006
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|, David C.

(@)

(b)

(©

(d)

(@)

(b)

Exhibit 31.1
CERTIFICATION
Novak, certify that:

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

Based on my knowledge, this report does not co@jnuntrue statement of a material fact or omg#itéde a material
fact necessary to make the statements made, indfghe circumstances under which such statenweeits made, not
misleading with respect to the period covered liy itbport;

Based on my knowledge, the financial statementsoéimer financial information included in this repdairly
present in all material respects the financial ddor results of operations and cash flows ofrégistrant, as of, and
for, the periods presented in this rep

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disgte controls and
procedures (as defined in Exchange Act Rules 13a}Hnd 15d-15(e)) and internal control over firnaheeporting
(as defined in Exchange Act Rules -15(f) and 15-15(f)) for the registrant and hax

designed such disclosure controls and proceduresiused such disclosure controls and procedures tlesigned
under our supervision, to ensure that materialrinégion relating to the registrant, including itnsolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period ihieh this report is
being preparec

designed such internal control over financial répgr or caused such internal control over finah@aorting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

evaluated the effectiveness of the registrant’sloissire controls and procedures and presentedsimgiport our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thegeovered by
this report based on such evaluation;

disclosed in this report any change in the regi$anternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an atmeport) that has
materially affected, or is reasonably likely to erélly affect, the registrant’s internal contrales financial
reporting; anc

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationterhal control
over financial reporting, to the registrant’s aonditand the audit committee of the registrant’stad directors (or
persons performing the equivalent functic

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

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

Date: May 2, 2001 /s/ David C. Novak

Chairman, Chief Executive Officer and Presic
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Exhibit 31.

CERTIFICATION

I, Richard T. Carucci, certify that:

(@)

(b)

(©

(d)

(@)

(b)

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

Based on my knowledge, this report does not co@jnuntrue statement of a material fact or omg#itéde a material
fact necessary to make the statements made, indfghe circumstances under which such statenweeits made, not
misleading with respect to the period covered liy itbport;

Based on my knowledge, the financial statementsoéimer financial information included in this repdairly
present in all material respects the financial ddor results of operations and cash flows ofrégistrant, as of, and
for, the periods presented in this rep

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disgte controls and
procedures (as defined in Exchange Act Rules 13a}Hnd 15d-15(e)) and internal control over firnaheeporting
(as defined in Exchange Act Rules -15(f) and 15-15(f)) for the registrant and hax

designed such disclosure controls and proceduresiused such disclosure controls and procedures tlesigned
under our supervision, to ensure that materialrinégion relating to the registrant, including itnsolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period ihieh this report is
being preparec

designed such internal control over financial répgr or caused such internal control over finah@aorting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

evaluated the effectiveness of the registrant’sloissire controls and procedures and presentedsimgiport our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thegeovered by
this report based on such evaluation;

disclosed in this report any change in the regi$anternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an atmeport) that has
materially affected, or is reasonably likely to erélly affect, the registrant’s internal contrales financial
reporting; anc

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationterhal control
over financial reporting, to the registrant’s aonditand the audit committee of the registrant’stad directors (or
persons performing the equivalent functic

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

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

Date: May 2, 2001 /s/ Richard T. Carucci

Chief Financial Officel
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Exhibit 32.1

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

In connection with the Quarterly Report of YUM! Bids, Inc. (the “Company”) on Form 1D-for the quarter ended March
2006, as filed with the Securities and Exchange @@sion on the date hereof (the “Periodic Repott’Ravid C. Novak, Chairman, Ch
Executive Officer and President of the Companytifgerpursuant to 18 U.S.C. Section 1350, as adbmgtersuant to Section 906 of
Sarbanes-Oxley Act of 2002, that:

1. the Periodic Report fully complies with the requients of Section 13(a) or 15(d) of the Securitiesiange Act of 1934; ar
2. the information contained in the Periodic Repoitlfgpresents, in all material respects, the finahcondition and results

operations of the Compan

Date: May 2, 2001 /sl David C. Novak
Chairman, Chief Executive Officer and President

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

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of YUM! Bids, Inc. (the “Company”) on Form 1D-for the quarter ended March
2006, as filed with the Securities and Exchange @@sion on the date hereof (the “Periodic RepottRjchard T. Carucci, Chief Financ
Officer of the Company, certify, pursuant to 18 KL SSection 1350, as adopted pursuant to Secti6ro9the Sarbane®xley Act of 2002
that:

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

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

Date: May 2, 2001 /sl Richard T. Carucci
Chief Financial Officer

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