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‘PART I
Item 1. Business.

YUM! Brands, Inc. (referred to herein as “YUM" or the “Company”), was incorporated under the laws of the state of
North Carolina in 1997. The principal executive offices of YUM are located at 1441 Gardiner Lane, Louisville, Kentucky
407213, and the telephone number at that location is (502) 874-8300.

YUM, the registrant, together with its subsidiaries, is referred to in this Form 10-K annual report ("Form 10-K) as the
Company. The terms “we,” “us” and “our” are also used in the Form 10-K to refer to the Company.

This Form 10-K should be read in conjunction with the Cautionary Statements on page 52.
(a) General Development of Business

In January 1997, PepsiCo announced its decision to spin-off its restaurant businesses to shareholders as an independent
public company (the “Spin-off™). Effective October 6, 1997, PepsiCo disposed of its restaurant businesses by distributing
all of the outstanding shares of common stock of YUM to its shareholders.

On May 7, 2002, YUM completed the acquisition of Yorkshire Global Restaurants, Inc. (“YGR”), the parent company
and operator of Long John Silver's (“LIS™) and A&W All-American Food Restaurants (“A&W™). Additionally, on May
16, 2002, following receipt of shareholder approval, the Company changed its name from TRICON Global Restaurants,
Inc. to YUM! Brands, Inc.
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Throughout this Form 10-K, the terms “restaurants,” “stores” and “units” are used interchangeably.

(b) Financial Information about Operating Segments

YUM consists of six operating segments: KFC, Pizza Hut, Taco Bell, LIS/A&W, YUM Restaurants Intemational (*YRI”

r “International Division”) and YUM Restaurants China (“China Division”). For financial reporting purposes,
management considers the four U.S. operating segments to be similar and, therefore, has aggregated them into a single
reportable operating segment. In 2005, we began reporting information for our international business in two separate
operating segments as a result of changes to our management reporting structure. The China Division includes mainland
China (*China”), Thailand and KFC Taiwan, and the International Division includes the remainder of our international
operations. :

Operating segment information for the years ended December 31, 2005, December 25, 2004 and December 27, 2003 for
the Company is included in Management's Discussion and Analysis of Financial Condition and Results of Operations
(“MD&A”) in Part 11, Item 7, pages 25 through 52 and in the related Consolidated Financial Statements and foomotcs in
Part 11, Item 8, pages 53 through 96.

(c) Narrative Description of Business
General

YUM is the world’s largest quick service restaurant (“QSR”) company based on number of system units, with over 34,000
units in more than 100 countries and territories. Through the five concepts of KFC, Pizza Hut, Taco Bell, LIS, and A&W
(the “Concepts™), the Company develops, operates, franchises and licenses a worldwide system of restaurants which
prepare, package and sell a menu of competitively priced food items. In all five of its Concepts, the Company either
operates units or they are operated by independent franchisees or licensees under the terms of franchise or license
agreements. Franchisees can range in size from individuals owning just one unit to large publicly traded companies. In



addition, the Company owns non-controlling interests in Unconsolidated Affiliates who operate similar to franchisees. As
of year-end 2005, approximately 22 percent of YUM's worldwide units were operated by the Company, approximately 66
percent by franchisees, approximately 7 percent by licensees and approximately 5 percent isy Unconsolidated Affiliates.

At year-end 2005, we had over 20,000 systern units, including over 3,000 multi-braaded units, in the U.S. which
generated revenues of $5.9 billion and operating profit of $760 million during 2005. As of year-end 2005, approximately
23 percent of U.S. units were operated by the Company, approximately 66 percent by frenchisees and approximately 11
percent by licensees.

The International Division, based in Dallas, Texas, comprises over 11,000 restaurants, primarily KFCs and Pizza Huts,
operating in over 100 countries outside the U.S. In 2005, YRI achieved revenues of $2.1 billion and operating profit of
$372 million. As of year-end 2005, approximately 12 percent of International Division units were operated by the
Company, approximately 77 percent by franchisees, approximately 2 percent by licensees 1nd approximately 9 percent by
Unconsolidated Affiliates. In 2005, YRI opened more than 700 new restaurants for the sixth straight year,

The China Division, based in Shanghai, China, has been reported separately since the Deginning of 2005. The China
Division has more than 2,200 system restaurants, predominately KFCs. In 2003, the China Division achieved revenues of
nearly $1.3 billion and operating profit of $211 million. As of year-end 2005, approximately &7 percent of China
Division units were operated by the Company, approximately 9 percent by franchisees and appfoximately 24 percent by
Unconsolidated Affiliates.

Restaurant Concepts

In each Concépt, consumers can dine in and/or carry out food. In addition, Taco Bell, KFC, LJS and A&W offer a drive-
thru option in many stores. Pizza Hut offers a drive-thru option on a much more limited basis. Pizza Hut and, on a much
more limited basis, KFC offer delivery service.

Each Concept has proprietary menu items and emphasizes the preparation of food with high quality ingredients as well as
© unique recipes and special seasonings to provide appealing, tasty and attractive food at cometitive prices.

The franchise program of the Company is designed to assure consistency and quality, and the Company is selective in
granting franchises. Under the standard franchise agreement, franchisees supply capital — initially by paying a franchise
fee 1o YUM, purchasing or leasing the land, building and equipment and purchasing signs, seating, inventories and
supplies and, over the longer term, by reinvesting in the business. Franchisees then contribiite to the Company’s revenues
through the payment of royalties based on a percentage of sales.

The Company believes that it is important to maintain strong and open relationships ‘with its franchisees and their
representatives. To this end, the Company invests a significant amount of time working wiith the franchisee community
and their representative organizations on all aspects of the business, including new products, equipment and management
techniques.

The Company is actively pursuing the strategy of multibranding, primarily in the U.S., where two or more of its Concepts
are operated in a single unit. By combining two or more restaurant concepts, particularly those that have complementary
daypart’ strengths in one location, the Company believes it can generate higher sales volumes from such units,
significantly improve returns on per unit investment, and enhance its ability to penetrate a greater number of trade areas
throughout the U.S. Through market planning initiatives encompassing all of its Concepts, the Company has established,
and annuaily updates, multi-year development plans by trade area to optimize franchise and company penetration of its
Concepts and to improve returns on its existing asset base. The development of multibranded units may be limited, in
some in§tances, by prior development and/or territory rights granted to franchisees.



At year-end 2005, there were 3,289 muitibranded units in the worldwide system. These units were comprised of 2,548
units offering food products from two of the Concepts (a “2n1"), 48 units offering food products from three of the
Concepts (a “3n1™), and 669 units offering food products from Pizza Hut and WingStreet, a flavored chicken wings
concept.  YUM has developed 24 units offering food products from KFC and Wing Works, another flavored chicken
wings concept developed by YUM. '

Following is a brief description of each concept:

KFC

KFC was founded in Corbin, Kentucky by Colonel Harland D. Sanders, an carly developer of the quick service food
business and a pioneer of the restaurant franchise concept. The Colonel perfected his secret blend of 11 herbs and
spices for Kentucky Fried Chicken in 1939 and signed up his first franchisee in 1952. KFC is based in Louisville,
Kentucky.

As of year-end 2005, KFC was the leader in the U.S. chicken QSR segment among companies featuring chicken-on-
the-bone as their primary product offering, with a 47 percent market share (Source: The NPD Group, Inc.; NPD
Foodworld; CREST) in that segment which is nearly four times that of its closest national competitor.

KFC operates in 96 countries and territories throughout the world. As of year-end 2005, KFC had 5,443 units in the
U.S., and 8,288 units outside the U.S. Approximately 21 percent of the U.S. units and 24 percent of the non-U.S. units
are operated by the Company. '

Traditional KFC restaurants in the U.S. offer fried chicken-on-the-bone products, primarily marketed under the names
Original Recipe and Extra Tasty Crispy. Other principal entree items include chicken sandwiches (including the
Snacker and the Twister), Colonel’s Crispy Strips, Wings, Popcorn Chicken and, seasonally, Chunky Chicken Pot
Pies. KFC restaurants in the U.S. also offer a variety of side items, such as biscuits, mashed potatoes and gravy,
colestaw, com, and potato wedges, as well as desserts. While many of these products are offered outside of the U.S.,
international menus are more focused on chicken sandwiches and Colonel’s Crispy Strips, and include side items that
are suited to local preferences and tastes. Restaurant decor throughout the world is characterized by the image of the
Colonel.

Pizza Hut

The first Pizza Hut restaurant was opened in 1958 in Wichita, Kansas, and within a year, the first franchise unit was
opened. Today, Pizza Hut is the largest restaurant chain in the world specializing in the sale of ready-to-eat pizza
products. Pizza Hut is based in Dallas, Texas.

As of year-end 2005, Pizza Hut was the leader in the U.S. pizza QSR segment, with a 15 percent market share
(Source: The NPD Group, Inc.; NPD Foodworld; CREST) in that segment.

Pizza Hut operates in 91 countries and territories throughout the world. As of year-end 2003, Pizza Hut had 7,566
units in the U.S., and 5,006 units outside of the U.S. Approximately 22 percent of the U.S. units and 18 percent of the
non-U.S. units are operated by the Company.

Pizza Hut features a variety of pizzas, which may include Pan Pizza, Thin ‘n Crispy, Hand Tossed, Sicilian, Stuffed
Crust, Twisted Crust, The Big New Yorker, The Insider, The Chicago Dish and 4forALL. Each of these pizzas is
offered with a variety of different toppings. In some restaurants, Pizza Hut also offers breadsticks, pasta, salads and
sandwiches. Menu items outside of the U.S. are generally similar to those offered in the U.S., though pizza toppings
are often suited to local preferences and tastes. '



Taco E’ell

The first Taco Bell restaurant was opened in 1962 by Glen Bell in Downey, Califoraia, and in 1964, the first Taco
Béll franchise was sold. Taco Bell is based in Irvine, California. ‘

As of year-end 2005, Taco Bell was the leader in the U.S. Mexican QSR segment, with a 60 percent market share
(Source: The NPD Group, Inc.; NPD Foodworld: CREST) in that segment. .

Taco Bell operates in 14 countries and territories throughout the world. As of year-er.d 2005, there were 5,845 Taco
Bell units in the U.S., and 245 units outside of the U.S. Approximately 21 percent of the U.S. units and 1 percent of
the non-U.S. units are operated by the Company.

Taco Bell specializes in Mexican-style food products, including various types of tacos, burritos, gorditas, chalupas,
quesadillas, salads, nachos and other related items. Additionally, proprietary entrée items include Grilled Stuft
Burritos and Border Bowls. Taco Bell units feature a distinctive bell logo on their signage.

The first LIS restaurant opened in 1969 and the first LIS franchise unit opened later the same year. LJS is based in
Louisvilie, Kentucky., ‘

As of year-end 2005, LIS was the leader in the U.S. seafood QSR segment, with a 33 percent market share {Source:
The NPD Group, Inc.; NPD Foodworld; CREST) in that segment.

LIS operates in 6 countries and territories throughout the world. As of year-end 2005; there were 1,169 LIS units in
the U.S., and 34 units outside the U.S. Approximately 52 percent of the U.S. units are operated by the Company. All
non-U.S. units are operated by franchisees or licensees.

LIS features a variety of seafood items, including meals featuring batter-dipped fish, chicken, shrimp, hushpuppies
and portable snack items. LIS units typically feature a distinctive seaside/nautical theme.

A&W

A&W was founded in Lodi, California by Roy Allen in 1919 and the first A&W franchise unit opened in 1925, A&W
is based in Louisville, Kentucky. f

A&W operates in 11 countries and territories throughout the world. As of year-end 2005, there were 449 A&W units
in the U.S., and 229 units outside the U.S. Approximately 3 percent of the U.S. units are operated by the Company.
All'non-U.S. units are operated by franchisees or licensees.

A&W serves A&W draft Root Beer and a signature A&W Root Beer float, as well as haot dogs and all-American pure-
beelf hamburgers. ‘

Restaurant Operations

Through its Concepts, YUM develops, operates, franchises and licenses a worldwide syste:'n of both traditional and non-
traditional QSR restaurants. Traditional units feature dine-in, carryout and, in some ins:ances, drive-thru or delivery
services. Non-traditional units, which are typically licensed outlets, include express units and kiosks which have a more
limited menu and operate in non-traditional locations like malls, airports, gasoline service: stations, convenience stores,
stadiums, amusement parks and colleges, where a full-scale traditional outlet would not be practical or efficient.



The Company’s restaurant management structure varies by concept and unit size. Generally, each Company restaurant is
led by a restaurant general manager (“RGM"), together with one or more assistant managers, depending on the operating
complexity and sales volume of the restaurant. In the U.S., the average restaurant has 25 to 30 employees, while
internationally this figure can be significantly higher depending on the location and sales volume of the restaurant. Most
of the employees work on a part-time basis. We issue detailed manuals, which may then be customized to meet local
regulations and customs, covering all aspects of restaurant operations, including food handling and product preparation
procedures, safety and quality issues, equipment maintenance, facility standards and accounting control procedures. The
restauranl management teams are responsible for the day-to-day operation of each unit and for ensuring comphance with
operating standards. CHAMPS — which stands for Cleanliness, Hospitality, Accuracy, Maintenance, Product Quality and
Speed of Service — is our core systemwide program for training, measuring and rewarding employee performarice against
key customer measures. CHAMPS is intended to align the operating processes of our entire system around one set of
standards. RGMs’ efforts, including CHAMPS performance measures, are monitored by Area Coaches. Area Coaches
typically work with approximately six to twelve restaurants. The Company’s restaurants are visited from time to time by
- various senior operators who help ensure adherence to system standards and mentor restaurant team members.

RGMs attend and complete their respective Concepts’ required training programs. These programs consist of initial
training, as well as additional continuing development and training programs that may be offered or required from time to
time. Initial manager training programs generally last at least six weeks and emphasize leadership, business management,
supervisory skills (including training, coaching, and recruiting), product preparation and production, safety, quality
control, customer service, labor management, and equipment maintenance.



Supply and Distribution

The Company is a substantial purchaser of a number of food and paper products, equipment and other restaurant supplies.
The principal items purchased include chicken products, cheese, beef and pork products, paper and packaging materials,
flour, produce, certain beverages, seafood, cooking oils, pinto beans, seasonings and tomato-based products.

The Company, along with the representatives of the Company’s KFC, Pizza Hut, Taco Bell, LIS and A&W franchisee
groups, are members in the Unified FoodService Purchasing Co-op, LL.C (the “Unified Co-op”) which was created for the
purpose of purchasing certain restaurant products and equipment in the U.S. The core mission of the Unified Co-op is to
provide the lowest possible sustainable store-delivered prices for restaurant products and equipment. This arrangement
combines the purchasing power of the Company and franchisee restaurants in the U.S. which the Company believes will
further leverage the system’s scale to drive cost savings and effectiveness in the purchasing function. The Company also
believés that the Unified Co-op has resulted, and should continue to result, in closer aligninent of interests and a stronger
relationship with its franchisee community.

The Company is committed to conducting its business in an ethical, legal and socially responsible manner. To encourage
compliance with all legal requirements and ethical business practices, YUM has a supplier code of conduct for all U.S.
suppliers to our business. To ensure the wholesomeness of food products, suppliers are required to meet or exceed strict
quality control standards. Long-term contracts and long-term vendor relationships are 'used to ensure availability of
products. The Company has not experienced any significant continuous shortages of supplies, and alternative sources for
most of these products are generally available. Prices paid for these supplies are subject to fluctuation. When prices
increase, the Company may be able to pass on such increases to its customers, although there is no assurance this can be
done in the future. ‘

Most food products, paper and packaging supplies, and equipment used in the operation of the Company’s restaurants are
distributed to individual restaurant units by third party distribution companies. Since November 30, 2000, McLane
Company, Inc. (“McLane”) has been the exclusive distributor for Company-operated KFCs, Pizza Huts and Taco Bells in
the U.S. and for a substantial number of franchisee and licensee stores. McLane became the distributor when it assumed
all supply and distribution responsibilities under an existing agreement between AmeriServe Food Distribution, Inc.
(“AmeriServe™) and the Company (the “AmeriServe Agreement”). McLane acquired AmeriServe after AmeriServe
emerged from Chapter 11 bankruptcy on November 28, 2000. A discussion of the impact of the AmeriServe bankruptcy
reorganization process on the Company is contained in Note 4 to the Consolidated Financia. Statements. The terms of the
AmeriServe agreement with the Company extend through October 31, 2010 and generally prohibit KFC, Pizza Hut and
Taco Bell restaurants from using alternative distributors in the U.S. The Company storss within the LIS system are
covered under a separate agreement with McLane.

The Intérnational and China Divisions and their franchisees use decentralized sourcing and distribution systems involving
many different global, regional, and local suppliers and distributors. In certain countries, the International Division owns
all or a portion of the distribution system. The China Division also owns all of the distribution system in mainland China,
while the distribution systems for KFC Taiwan and Thailand are dependent on third-parties. '

Trademarks and Patents

The Company and its Concepts own numerous registered trademarks and service marks. The: Company believes that many
of these; marks, including its Kentucky Fried Chicken®, KFC®, Pizza Hut®, Taco Bell® and Long John Silver's® marks,
have significant value and are materially important to its business. The Company’s policy is to pursue registration of its
important marks whenever feasible and to oppose vigorously any infringement of its marks. The Company also licenses
certain A&W trademarks and service marks (the “A&W Marks”), which are owned by A&W Concentrate Company
(formerly A&W Brands, Inc.). A&W Concentrate Company, which is not affiliated with the Company, has granted the
Company an exclusive, worldwide (excluding Canada), perpetual, royalty-free license (with:the right to sublicense) to use
the A&W Marks for restaurant services.



