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Company Description 
Yum! Brands, Inc. is a quick-service restaurant 
company that develops, franchises, and operates 
consumer brands, including KFC, Taco Bell, and Habit 
Burger & Grill, following the completed divestiture of 
Pizza Hut. The Company generates earnings through 
franchise fees and royalties, supported by a 
predominantly franchised restaurant base spanning 
markets worldwide. Yum!’s growth strategy centers on 
same-store sales expansion, new unit development, 
franchisee returns, and broader adoption of its 
proprietary Byte by Yum! technology platform. KFC 
provides the Company’s largest international footprint, 
while Taco Bell remains its strongest U.S. growth 
engine. Supported by its asset-light franchise model, 
global scale, and increasingly focused portfolio, Yum! 
is positioned to generate long-term earnings growth 
through continued restaurant development and 
expanding royalty income. 

Yum!’s post-Pizza Hut outlook rests on Taco Bell’s recovery and KFC’s 
international growth. Loyalty, beverages, and Byte should improve visit frequency 
and restaurant productivity, supporting franchisee returns and development. Taco 
Bell’s return to positive U.S. comps in 4Q-to-date trading reinforces confidence in 
the brand’s resilience, while continued value and labor investment support 
returning traffic. We believe the earnings opportunity lies in converting those visits 
into profit and improving sales across KFC’s expanding royalty base. 
 

Results: Ex-Pizza Hut system sales grew 3% ex-FX, units increased 7%, and 
Core Operating Profit rose 1% y/y. KFC delivered 8% Core Operating Profit 
growth. Adjusted EPS was $1.56 on revenue of $2.05B, up 4%, including Pizza 
Hut through divestiture. Continuing-brand earnings provide the clearer operating 
measure following the approximately $1.7B pretax divestiture gain. Digital sales 
exceeded $9B ex-Pizza Hut at 64% mix, expanding opportunities for personalized 
marketing. 
 

Taco Bell: Sales are recovering ahead of margins. U.S. comps increased 
approximately 1% QTD and roughly 3% over the trailing four weeks through 
October 30. Heavy-user visits have fully recovered, while medium- and light-user 
visits reached 95% of prior levels. Loyalty membership grew 25% y/y, with 
members returning twice as quickly as nonmembers. Management expects 4Q 
company restaurant margins of 21.5-23.5%, versus 20.2% for the Taco Bell 
division’s company restaurants in 3Q, as improving sales and easing input-cost 
inflation accompany continued value and labor investment. Live Más Café has 
contributed more than a dozen beverage innovations subsequently expanded 
across the U.S. system. 
 

KFC: Improving international comps add a growth lever alongside development. 
International markets excluding China generated 9% ex-FX system-sales growth 
and 4% comps and contribute approximately 75% of division operating profit. KFC 
opened 878 gross restaurants across 66 countries, sustaining 7% unit growth. 
Loyalty programs should reach 18 of its top 20 markets by year-end, while Quench 
targets 2,000 restaurants and double that by end-2027. 
 

BYTE: Taco Bell voice AI locations generated approximately 1.5% sales uplift 
through higher check, with over 1,500 deployments targeted by year-end. Early 
KFC kitchen-display deployments delivered 8% faster drive-through speeds and 
12% fewer refunds, supporting the opportunity to improve restaurant economics. 
 

Outlook / Capital Allocation: Management expects FY26 unit growth above its 
5% long-term target, excluding Pizza Hut, with record KFC development. For 4Q, 
G&A excluding special items is guided to $285-305M, including approximately 
$2.5M monthly of former Pizza Hut support costs initially offset by transition-
service fees. Those fees taper off by mid-2027, making the pace of cost removal 
relevant to earnings growth as restaurant performance improves. Management 
expects the temporary mismatch resolved by 2028. Yum! ended 3Q with $2.1B 
cash and expects excess capital returns after addressing $1.6B of maturities 
through 1H27, primarily through refinancing. The net EPS benefit will reflect both 
repurchase timing and the funding costs established through refinancing. 
 

Valuation: We use a combination of a DCF analysis as well as a comp analysis 
to guide our valuation range for YUM. For the comp analysis we rely on 
EV/EBITDA, P/E, and FCF/EV yield comparisons. Combining these valuation 
methods results in a valuation range from $153.16 to $189.84 with a price target 
of $170.10.
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Valuation 
 

We use a combination of DCF, EV/EBITDA, P/E, and FCF/EV yield analyses to help frame our valuation of YUM. 

We believe multiple approaches are particularly useful given the Pizza Hut divestiture, which changes the 

Company's earnings profile and reduces the usefulness of historical trading multiples as a standalone valuation 

anchor. Across our relative valuation methodologies, we primarily use FY27 estimates to provide a cleaner view 

of the continuing KFC, Taco Bell, and Habit businesses. Combining these valuation methods results in a valuation 

range from $153.16 to $189.84 with a price target of $170.10. 

 

DCF Analysis 
 

We use a DCF analysis to help frame the value of YUM's continuing portfolio following the Pizza Hut divestiture. 

Our forecast reflects continued growth led primarily by KFC unit development and Taco Bell, with growth 

moderating over the longer-term forecast period. 

 

Using a 2.0% terminal growth rate and an 8.75% discount rate, our DCF produces an estimated value of $157.12 

per share. Using discount rates of 8.50% to 9.00% and terminal growth rates of 1.0% to 3.0% produces a valuation 

range of $135.68 to $188.02 per share. 

 

To guide this valuation, we use a discount-rate range of 8.50% to 9.00%, with a midpoint of 8.75%. YUM benefits 

from a relatively inexpensive debt structure, with a modeled cost of debt of approximately 4.2%, as well as the 

recurring and relatively asset-light economics of its predominantly franchised business. At the same time, we 

believe YUM's recent five-year beta of approximately 0.55 produces an unusually low implied cost of equity and 

does not fully capture normalized risk. The Company's longer-term beta is closer to 0.8, while leverage, 

international exposure, consumer sensitivity, and the ongoing portfolio transition provide additional reasons not to 

rely solely on the lower observed beta. We believe the selected range appropriately balances YUM's stable 

franchise economics and low cost of debt against these considerations. 
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Comp Analysis 
 

 We use a restaurant-focused peer group to help frame YUM's relative valuation, with McDonald's representing 

the closest public comparison given its global scale, franchise-heavy operating model, and mature brand portfolio. 

The broader peer set provides additional context across QSR and restaurant operators with varying growth 

profiles, ownership structures, and geographic exposure. 

 

Following the Pizza Hut divestiture, we believe YUM's historical trading multiples are 

somewhat less useful as a standalone valuation anchor given the change in the 

Company's business mix. However, we continue to consider YUM's historical trading 

range alongside current peer multiples when selecting our valuation assumptions, 

particularly for P/E. The remaining portfolio will be increasingly concentrated around 

KFC and Taco Bell, with continued unit development and same-store sales growth 

expected to support the earnings profile following the transaction. 

 

YUM currently trades at a premium to the broader restaurant peer group on most 

forward measures. We believe this is reasonable given the Company's franchise-

heavy model, expected growth from KFC and Taco Bell, and increasingly asset-light 

earnings profile following the Pizza Hut divestiture. Rather than assuming a fixed 

premium to any individual peer, we use a range of outcomes across our EV/EBITDA, 

P/E, and FCF yield analyses. 

 

 
 

We use an EV/EBITDA framework to help frame YUM's relative valuation. YUM currently trades at 17.1x FY27E 

EV/EBITDA, compared with the peer-group average of 14.5x, median of 14.1x, and McDonald's at 14.7x. We 

believe McDonald's provides the most relevant individual comparison given its scale, global footprint, and 

franchise-heavy operating model. We apply a 16.0x to 20.0x FY27E EV/EBITDA range, with a midpoint of 18.0x, 

to our FY27E adjusted EBITDA estimate of $3,066M. We believe a premium to the broader peer group is 

supported by the variables mentioned above. This results in a valuation range of $151.64 to $198.65 per share, 

with a midpoint of $175.14. 

 

We also use a P/E framework to help inform valuation. YUM currently trades at 23.5x FY27E earnings, compared 

with the peer-group average of 18.7x, median of 18.7x, and McDonald's at 19.2x. We apply a 23.5x to 26.5x 

FY27E P/E range, with a midpoint of 25.0x, to our FY27E diluted EPS estimate of $6.69. While the selected range 

represents a premium to the broader peer group, we believe it is reasonable when considering YUM's historical 

trading range as well as the other variables mentioned above. This results in a valuation range of $157.12 to 

$177.17 per share, with a midpoint of $167.15. 

 

Lastly, we use FCF/EV yield as an additional valuation reference. YUM currently trades at a 4.3% FY27E FCF/EV 

yield, compared with the peer-group average of 3.6% and median of 3.4%. We believe FCF/EV yield is useful for 

YUM given the cash-generative nature of its franchise model and the Company's history of returning capital to 

shareholders. We apply an FY27E FCF/EV yield range of 3.75% to 4.25% to our FY27E free cash flow estimate 

of $2,268.5M. This results in a valuation range of $168.22 to $195.50 per share, with a midpoint of $181.01. 
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Company Overview  

 

Company History 
 
Yum! Brands, Inc. ("Yum!" or the "Company") was created in 1997 through the spin-off of PepsiCo.'s restaurant 
division, which consisted of Pizza Hut, Taco Bell, and KFC. PepsiCo. had acquired Pizza Hut in 1977, Taco Bell 
in 1978, and KFC in 1986, creating one of the world's largest quick-service restaurant (QSR) portfolios. Following 
the separation, the business operated as Tricon Global Restaurants before adopting the Yum! Brands name in 
2002 after acquiring Yorkshire Global Restaurants, then the parent company of A&W Restaurants and Long John 
Silver's. Although the businesses became independent, Yum! continues to maintain a long-term beverage supply 
agreement with PepsiCo., under which Yum’s restaurants continue serving Pepsi products. 
 
Following the spin-off, Yum! focused on expanding its portfolio 
through a franchise model rather than operating restaurants 
directly. Each of its core brands had already developed proven 
franchising systems before joining PepsiCo., providing a scalable 
foundation for international expansion. Management supported 
franchisees through brand development, marketing, menu 
innovation, and operating systems while maintaining centralized 
control over strategy and capital allocation. 

 
Following its formation, Yum! periodically adjusted its brand 
portfolio to support long-term growth. Yum! acquired A&W 
Restaurants and Long John Silver’s in 2002, although both chains 
were later divested in 2011. In 2012, Yum! acquired Little Sheep to 
strengthen its presence in China, but the growing scale and unique 
operating characteristics of its Chinese business ultimately led to the 2016 spin-off of Yum! China. Under the 
separation agreement, Yum! retained a perpetual royalty stream based on Yum! China’s system sales, allowing 
both companies to pursue independent strategies while maintaining an economic relationship. More recently, 
Yum! acquired Habit Burger & Grill in 2020 for approximately $375 million, adding a fast-casual burger concept 
that provides long-term franchising potential alongside its established QSR brands. 
 
In June 2026, Yum! announced the sale of its Pizza Hut business, marking the most significant change to the 
Company’s portfolio since the 2016 separation of Yum! China. The Pizza Hut divestiture involved two buyers, with 
Yum! completing the $1.2 billion sale of the China operations to Yum China on August 7, 2026, while the 
approximately $1.5 billion sale of the remaining global operations to LongRange Capital closed on September 1, 
2026. The two transactions have an aggregate value of approximately $2.7 billion. Following completion, Yum!’s 
continuing portfolio centers on KFC and Taco Bell, with Habit Burger & Grill providing a smaller, emerging growth 
platform. The divestiture simplifies the Company’s portfolio and shifts its earnings mix toward its strongest-
performing franchise businesses, positioning management to focus capital allocation and operational resources 
on its highest-return opportunities. 
 

Business Model 
 
Building on the established franchise systems of its core brands, Yum! continued expanding through that low-
capital-intensity model. At the time of its separation from PepsiCo. in 1997, the Company operated approximately 
30,000 restaurants across more than 100 countries. By 2Q26, prior to the Pizza Hut divestitures, Yum! had grown 
its global footprint to over 64,000 restaurants in 157 countries and territories. Over the same period, the business 
transitioned from roughly 50% franchised to approximately 97% franchised, reinforcing its operating model and 
increasing the proportion of recurring royalty-based earnings. Following the Pizza Hut divestitures, Yum!’s 
continuing brands operate more than 44,000 restaurants across 150-plus countries and territories. 
 
Through this model, franchisees operate individual restaurants, while master franchisees and licensees develop 
and operate larger territories. These partners provide the capital to develop and operate restaurants, while Yum! 
retains ownership of its brands and operating systems and supports them through marketing, technology, training, 
and operational expertise. In return, franchisees pay recurring royalties based on restaurant sales, as well as 

Exhibit 1:   Rebranding of 2002 

  

Source: Business Casual 
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franchise and licensing fees. This asset-light structure allows Yum! to expand its global restaurant network with 
limited corporate investment while generating a high margin. Because franchisees bear most store-level operating 
risk, the long-term success of the model depends on attractive restaurant-level economics. Consequently, Yum! 
invests in menu innovation, digital capabilities, advertising, and operational improvements to strengthen 
franchisee profitability, encouraging new unit development and expanding its royalty base. 

 
Corporate Structure 
 
Yum! Brands reported 3Q26 results across four operating segments, the KFC Division, Taco Bell Division, Pizza 
Hut Division, and Habit Burger & Grill Division. Pizza Hut results are included through the respective transaction 
closing dates. Following the completed divestitures, the continuing portfolio consists of KFC, Taco Bell, and Habit 
Burger & Grill. Each segment includes the worldwide operations of its respective restaurant concept and maintains 
separate financial information, allowing management to assess the performance of each brand independently. 
The Chief Executive Officer serves as the chief operating decision maker and evaluates each segment primarily 
through Divisional Operating Profit when assessing performance and allocating resources. Corporate expenses 
and other items that cannot be assigned directly to a particular brand are reported separately as corporate and 
unallocated amounts. This structure gives each brand operational focus while allowing Yum! Brands to manage 
capital allocation, technology, human resources, and overall strategy at the corporate level. 
 

Yum! Brands 
 

Taco Bell 
 
 Founded in 1962 by Glen Bell, Taco Bell 

pioneered the Mexican-inspired quick-

service restaurant category in the United 

States. The brand differentiates itself 

through a combination of proprietary 

products, including the Crunchwrap 

Supreme and Chalupa, and an efficient 

menu architecture that relies on shared 

ingredients across tacos, burritos, and 

quesadillas. This simplifies operations 

while supporting menu innovation and 

attractive restaurant-level margins. 

 

Taco Bell's value proposition extends 

beyond low prices. A broad value menu 

drives customer frequency, while limited-

time offers, premium Cantina products, and 

customizable meal bundles encourage 

trading up and sustain consumer engagement. The brand has consistently maintained one of the strongest value 

perceptions in the QSR industry, allowing it to attract budget-conscious consumers while preserving pricing 

flexibility. This position has historically proven resilient during periods of weaker consumer spending, when 

customers increasingly prioritize affordability without sacrificing convenience. 

 

While Taco Bell has established itself as one of the strongest restaurant brands in the U.S., its international 
business remains comparatively underpenetrated. Unlike KFC, which already operates at significant global scale, 
Taco Bell is still in the early stages, providing a long runway for unit growth. Management has outlined a goal of 
exceeding 3,000 international restaurants by 2030, leveraging Yum!'s established franchise relationships, market 
knowledge, and development infrastructure to accelerate expansion. The international opportunity is less about 
proving the concept than replicating a business model that has already demonstrated success domestically. 
Domestically, Taco Bell has consistently generated industry-leading same-store sales, reflecting a combination of 
product innovation, value leadership, and effective marketing. Sustained comparable sales growth not only 
supports royalty revenue for Yum! Brands but also strengthens franchise economics by increasing restaurant-

Exhibit 2: Taco Bell Ending Units and Restaurant Footprint 

 

  

Source: Stonegate Research 



 

 6 

 S T O N E G A T E  C A P I T A L  P A R T N E R S  E Q U I T Y  R E S E A R C H   

level profitability and shortening payback periods for new units. As a result, Taco Bell remains one of the most 
attractive development concepts within U.S. quick-service restaurants. 
 
Strong restaurant economics ultimately 
underpin Taco Bell's long-term growth 
potential. Higher average unit volumes 
create operating leverage, allowing 
incremental sales to translate into 
disproportionately higher restaurant 
profits. Because the overwhelming 
majority of Taco Bell locations are 
franchised, stronger unit economics 
improve franchisee returns and increase 
incentives to reinvest in new restaurant 
development. This creates a virtuous 
cycle in which improving restaurant 
profitability supports faster unit 
expansion, while Yum! benefits from 
recurring, high-margin royalty income 
without significant capital investment. 
 

KFC  
 
Founded by Colonel Harland Sanders and 
built around its proprietary blend of 11 herbs 
and spices, KFC transformed fried chicken 
into one of the world's most recognizable 
restaurant concepts. Its menu architecture 
extends the same core chicken platform 
across bone-in meals, buckets, tenders, 
sandwiches, and wraps, allowing the brand to 
serve both individual and group occasions 
while maintaining operational consistency. 
 
KFC's defining strength lies in its international 
business. With most of its restaurants located 
outside the United States, it has built one of 
the largest and most diversified global 
restaurant networks in the industry. This scale 
enables KFC to adapt a globally recognized 
brand to local tastes, formats, and price points 
while leveraging Yum!'s franchise 
relationships, supply chain capabilities, and 
development expertise. Geographic 
diversification also reduces dependence on 
any single market, allowing strength in faster-
growing regions to offset periods of weakness 
elsewhere. 
 
International development remains KFC's primary growth engine. Unlike many mature restaurant concepts that 
rely predominantly on same-store sales growth, KFC continues to expand through new restaurant openings 
across both developed and emerging markets. The brand's highly franchised model allows local operators to fund 
expansion while Yum! earns recurring, capital-light royalty income, making international development both 
scalable and financially attractive. Management continues to view white-space expansion across international 
markets as one of the company's largest long-term growth opportunities. 
 

Exhibit 3: U.S. Same-Store Sales: Taco Bell vs. QSR Comps 

  

Source: Stonegate Research, * Analysts Consensus Estimates use for 3Q26 

 
Exhibit 4:  KFC Ending Units and Restaurant Footprint  

  

Source: Stonegate Research 
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While KFC’s international business remains a clear competitive advantage, its U.S. operations represent an 
opportunity to improve brand relevance and restaurant performance. Despite strong consumer demand for 
chicken, the domestic market has become increasingly competitive as both established chains and newer entrants 
have expanded aggressively. As a result, KFC’s traditional bone-in positioning has become less differentiated 
than it is internationally. Improving the brand’s relevance in its home market through menu innovation, value, and 
operational execution would provide incremental earnings upside. International performance remains the larger 
earnings driver, with the U.S. contributing approximately 5% of KFC operating profit compared with approximately 
75% from international markets excluding China. 
 
KFC's long-term investment case therefore rests on two complementary drivers. The first is sustained international 
unit expansion, while the second is execution of a broader global growth strategy aimed at modernizing the brand 
and accelerating same-store sales. Continued development supports steady royalty growth through Yum!’s 
capital-light franchise model, while stronger comps and higher AUVs should improve restaurant economics and 
create additional runway for long-term earnings growth. 
 

Habit Burger & Grill 
 
Habit Burger & Grill represents a small portion 
of Yum! Brands’ business and differs 
fundamentally from the company’s mature, 
highly franchised brands. Acquired in 2020, 
Habit operates in the fast-casual burger 
segment with a differentiated menu centered 
on freshly prepared, cooked-to-order products 
such as the Charburger and Tempura Green 
Beans. At acquisition, Habit expanded Yum!’s 
exposure beyond chicken, pizza, and 
Mexican-inspired cuisine while providing a 
platform in one of the largest restaurant 
categories. 
 

We believe Habit offers an opportunity to apply 
the franchise-led growth strategy that has 
proven successful across the rest of the 
portfolio. As restaurant economics improve 
and franchise interest expands, Habit has the 
potential to increase its franchise mix, reducing 
capital requirements while increasing the 
contribution of recurring, high-margin royalty 
income. Although the brand remains small 
relative to Yum!’s larger concepts, it offers 
meaningful white-space opportunity should management successfully scale the franchise model. 
 
Habit also benefits from capabilities already established across Yum!'s global platform, including purchasing scale, 
franchise relationships, digital ordering infrastructure, loyalty programs, and the Byte technology ecosystem. 
These shared capabilities lower execution risk and provide operational advantages that would be difficult for an 
independent concept to replicate. While Habit is unlikely to become a material earnings contributor in the near 
term, it represents a valuable long-term growth option that complements Yum!'s established portfolio. 

 

Exhibit 5:  Habit Burger & Grill Restaurant Footprint and  
                  Ending Units 

  

Source: Stonegate Research 
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Pizza Hut Sale 
 

Following a strategic review announced in November 2025, Yum! agreed in June 2026 to divest Pizza Hut through 

separate transactions with Yum China and LongRange Capital. The decision reflects Yum!’s strategy of simplifying 

its portfolio and concentrating resources behind KFC, Taco Bell, and Habit Burger & Grill. We believe the 

separation allows management to devote greater operational attention and capital-allocation flexibility to the 

continuing brands. 

 

The transactions valued Pizza Hut at 

approximately $2.7 billion in aggregate. 

On August 7, 2026, Yum! completed the 

$1.2 billion sale of Pizza Hut China to Yum 

China, while the approximately $1.5 billion 

sale of the remaining global business to 

LongRange Capital closed on September 

1, 2026. Across the two transactions, 

Yum! received approximately $2.4 billion 

of combined net proceeds. Management 

intends to deploy the proceeds through its 

broader capital allocation framework, 

including support for the Company’s $4.0 

billion share repurchase authorization 

approved in June 2026. During 3Q26, Yum! repaid $675 million of revolver borrowings and repurchased $543 

million of stock. Management expects further excess capital returns after addressing near-term debt maturities, 

primarily through refinancing. Transition services will largely wind down by mid-2027, while Byte continues serving 

Pizza Hut Ex-China under a separate commercial agreement. The divestiture represents an important inflection 

point for reported financial results, which now reflect a more focused portfolio centered on Taco Bell, KFC and 

Habit Burger & Grill.

Exhibit 6:  Divested Pizza Hut Restaurant Footprint 

  

Source: Stonegate Research 
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Investment Thesis 
 

Yum!’s predominantly franchised business model is 

the foundation of the investment case. Franchisees 

fund the construction and operation of new 

restaurants, while Yum! collects recurring royalties 

based on restaurant sales. As a result, incremental 

system sales translate into high margin royalty 

revenue with limited corporate capital investment. 

This structure also means that long term earnings 

growth depends less on Company owned restaurant 

performance and more on the willingness of 

franchisees to continue opening new locations. 

Restaurant level returns are therefore one of the most 

important drivers of future royalty growth. 

Management continues to emphasize shorter restaurant paybacks as a means of broadening the development 

pipeline. Higher sales, lower operating costs through technology and supply chain initiatives, and lower 

development costs provide opportunities to improve franchisee returns. As restaurant payback periods decline, 

franchisees have a stronger incentive to reinvest in additional locations, supporting continued unit expansion and 

long term royalty revenue growth. 

 

Taco Bell and KFC provide complementary sources of 

growth. Taco Bell is the primary domestic growth and 

innovation engine, supported by strong restaurant 

economics, product development and market share 

gains in the United States. KFC provides international 

scale and access to markets where restaurant 

penetration remains lower. KFC has historically relied 

more heavily on unit development, but management 

is seeking to add stronger same store sales growth 

through beverages, sauces, tenders, loyalty, digital 

engagement and improved marketing execution. 

Faster comparable sales would raise restaurant 

profitability without requiring additional construction 

capital, making same store sales an input into future 

development rather than only a measure of current 

demand.  

 

Technology is part of the same economic argument. Self-order kiosks provide an early example of how technology 

can change restaurant productivity. Their value did not come solely from removing labor. They shifted employees 

away from transaction processing and toward preparation and service, with the return appearing through higher 

throughput and average check sizes. AI applies that model to the back of house. KFC is targeting tasks such as 

scheduling, inventory ordering and product flow planning that absorb restaurant managers' time but do not directly 

serve customers. Automating part of this work can redirect experienced managers toward crew supervision and 

guest execution while reducing the administrative burden attached to the role.  

 

Byte by Yum! is the operating system intended to distribute these capabilities across the franchise network. The 

platform connects digital ordering, point of sale, kitchen display systems and back of house functions through a 

common technology layer built for Yum!'s scale. Management is introducing the platform through separate test 

markets, with Australia leading digital ordering and the United Kingdom leading SmartOps and back of house 

deployment. This phased rollout is intended to identify operating issues and establish a repeatable implementation 

process before broader international adoption.  

Exhibit 7:   Same-Store Flywheel 

  

Source: Company filings 

Exhibit 8:   U.S. vs. International Revenue Mix 
between KFC and Taco Bell 

 

Source: Stonegate Research 
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The investment case is not based on technology spending by 

itself. It depends on whether Byte, AI, digital ordering and loyalty 

produce higher sales, fewer ordering failures, lower stockouts, 

better labor allocation and simpler restaurant operations. Ex-

Pizza Hut, digital sales reached a 64% mix in 3Q26, with digital 

sales exceeding $9 billion, giving Yum! a large installed base on 

which to build loyalty and customer identification. Loyalty allows 

the brands to direct offers toward identified customers rather than 

discounting broadly, which can support frequency while protecting 

price. If these investments improve restaurant-level cash flow and 

shorten payback periods, franchisees should have a stronger 

reason to open additional units. 
 

Looking ahead, we believe Yum!’s investment case will be driven by the execution of three operating priorities. 

The first is a sustained acceleration in same-store sales, particularly at KFC, where management’s initiatives 

around beverages, loyalty, digital ordering and operational improvements are intended to improve restaurant 

productivity and franchisee returns. Higher comparable sales can improve restaurant-level profitability without 

requiring new restaurant construction, strengthening the incentive for franchisees to continue expanding the 

system. 

 

The second catalyst is continued international 

restaurant development. While Taco Bell remains 

the Company's strongest domestic growth engine, 

KFC continues to offer one of the largest 

international development opportunities in global 

quick-service restaurants. Management has 

consistently emphasized that future royalty growth 

depends on expanding the restaurant base across 

underpenetrated markets where franchise 

economics remain attractive. Continued unit 

development would demonstrate that franchisees 

remain willing to invest despite a more challenging 

consumer environment. 

 

Finally, Franchise & Property Revenue is the 

clearest measure of whether Yum!'s asset-light 

model continues to translate system growth into 

recurring, high-margin earnings. While 

investments in Byte by Yum!, AI-enabled 

restaurant operations and digital capabilities are 

important enablers, their success should ultimately 

be measured through stronger restaurant 

economics, faster development activity and 

growing royalty revenue. We believe continued 

progress across these operating metrics provides 

the clearest path to long-term earnings growth and 

shareholder value creation.  

 

Exhibit 9: Byte and its implementation 

  

Source: Company website 

Exhibit 10: Select Yum! KPIs 

 

 
 

 
 

 

Source: Stonegate Research (ex Pizza Hut) 
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Market Overview 

 
The restaurant industry continues to face uneven 
demand in late 2026. 2025 was a year of 
recalibration, as operators absorbed cost inflation 
they could no longer pass through, tightened cost 
structures, and shifted from broad expansion to 
defending store-level profitability, and that reset 
has largely held into this year. The National 
Restaurant Association projects U.S. sales of 
$1.36 trillion in 2026 following its October 
benchmark revision, with nominal growth of 4.3% 
and real growth of 0.8%. Its earlier employment 
forecast called for roughly 100,000 net jobs added 
to take employment to 15.8 million. Technomic’s 
July outlook projected 0.7% net real growth, with 
the fastest limited-service expansion in coffee, 
Asian noodle, chicken and beverage/snack 
concepts. Both real-growth forecasts point to modest underlying demand. The consumer pullback that began with 
lower-income households worsened among middle-income cohorts through the second half of 2025, and it is no 
longer confined to the bottom of the income distribution, with Technomic’s July update reporting 46% of consumers 
visiting restaurants less often because of fuel costs and only 11% of households earning above $100,000 
describing themselves as unconcerned about the economy. EY-Parthenon’s October 2026 survey also found that 
nearly half of consumers were cutting back on restaurants and entertainment. With consumers eating out less 
frequently, they become more selective and demanding, putting more pressure on QSRs. We believe this 
backdrop favors brands that can gain visits through relevant value, innovation, and consistent execution rather 
than relying on a broad traffic recovery. 
 
The backdrop has made value the competitive axis, though what consumers mean by value has moved in a way 
that matters for margin. Value is no longer limited to lowest price, guests now judge it through weighing food 
quality, order accuracy, speed and reliability alongside the price on the board. This means the winning construct 
is a bundle the customer judges worth the money rather than the cheapest item available. That distinction matters 
commercially because a brand competing purely on price has no defense when a competitor undercuts it, while 
a brand competing on bundle has room to hold margin. Taco Bell's execution is the clearest illustration. When 

competitors converged on a $5 price point, Taco 
Bell moved the other way with a $7 and $9 lunch 
box in addition to the $5 one, on the logic that a 
customer will pay a modest premium to get what 
they actually wanted rather than accept a cost-
engineered compromise, which is value expressed 
through menu construction rather than discounting. 
KFC is running a version of the same playbook 
through product range rather than price 
architecture, with bigger and crispier tenders, an 
expanded sauce lineup, and a shift toward boneless 
in markets where the consumer has already moved. 

The willingness to fund these value options reveals their strategic benefit, with McDonald's openly contributing 
corporate dollars to keep franchisees whole on national value offers because maintaining its value position 
outweighs the forgone margin. 
 
If value is delivered through bundle and execution rather than price, technology can help manage the cost and 
complexity of delivering it. The near-term case for AI rests on improving labor productivity across both front and 
back of house. The QSR industry has run this play before with self-order kiosks, the fastest-growing ordering 
channel in PAR’s sampled restaurant data at 35% y/y growth. We believe part of the operating opportunity comes 
from reallocating staff from transaction processing toward preparation and service, supporting throughput and 
check. AI extends that logic from the counter into management. KFC’s approach targets administrative tasks such 

Exhibit 11: Difference between food at home or away 

  

Source: FRED 

Exhibit 12: Taco Bell Luxe Boxes proposed value 

  

Source: Company website 
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as scheduling, inventory ordering and product-flow planning, where automation can free managers to spend more 
time with guests and crew. As consumers demand more channels, more customization and more flavors, that 
complexity lands in the back of house. Better operating systems can help restaurants accommodate those 
demands while maintaining service quality and order accuracy. 
 
The same infrastructure feeds loyalty, which is where the category is putting its growth capital. Loyalty transactions 
in PAR’s sampled restaurant data rose 28.5% in 2025 while anonymous transactions declined. Identifying 
customers allows brands to target offers more precisely, supporting repeat visits without applying the same 
discount across the entire customer base. Loyalty can therefore support both value execution and customer 
engagement, with benefits through frequency and potentially higher spending per visit. That reframing has turned 
loyalty penetration into a competitive variable, and KFC plans to have programs in 18 of its top 20 markets by 
year-end 2026. The response runs through Byte by Yum!, the Company’s proprietary restaurant technology 
platform, which gives the group a common layer across markets and brands. KFC’s phased implementation 
includes Australia for e-commerce and the U.K. for back-of-house operations, alongside the early U.S. kitchen-
display rollout. Ex-Pizza Hut, digital sales reached a 64% mix in 3Q26, providing the installed base on which 
loyalty can be built. 
 
Conditions have been difficult and are improving at the margin, and the franchised model is why Yum! is positioned 
to benefit. Unit economics are a key constraint on growth in a franchised system, and the company works them 
on three fronts, sales leverage first, then cost through supply chain initiatives, then build capex. What is harder 
for a competitor to replicate is the franchise base itself. We believe Yum!’s development advantage reflects its 
established relationships with experienced local operating partners, which combine access to capital with market 
knowledge and operating capability. KFC’s 7% unit growth and management’s expectation for record development 
in 2026 provide current evidence of franchisee willingness to invest. Continued improvements in sales productivity, 
operating costs, and restaurant paybacks should support further expansion across underpenetrated markets. 
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Risks 
 

Franchisee Health and Development – Yum!’s restaurants are operated by franchisees, making system growth 

dependent on their financial health and willingness to invest. Higher food, labor, construction and financing costs 

could pressure restaurant returns, slow remodels and technology adoption, or reduce new-unit development. 

Financial distress at a large operator could also affect royalties and leave Yum! exposed under certain lease 

guarantees. 

 

International and Geopolitical Exposure – Yum! operates across more than 150 countries and territories, with KFC 

particularly dependent on international markets. Political instability, military conflict, sanctions, tariffs, foreign-

exchange volatility, boycotts and anti-American sentiment could weigh on sales, development and royalty 

collection. Yum! also has meaningful exposure to mainland China through Yum! China, its largest franchisee, 

which pays a 3% royalty on KFC and Taco Bell restaurant sales in Mainland China. 

 

Brand and Consumer Execution - Following the Pizza Hut separation, Yum!’s earnings profile will become 

increasingly dependent on Taco Bell and KFC. A slowdown in Taco Bell’s U.S. same-store sales, weaker 

franchisee returns, or softer KFC development overseas would have a greater impact on consolidated results. 

Changing consumer preferences, weaker discretionary spending and more aggressive competition could also 

pressure traffic, pricing and market share. 

 

Byte, Digital and Cybersecurity - Byte is central to Yum!’s strategy to improve restaurant operations and franchisee 

economics, but technology rollouts across a large global franchise system carry execution risk. Delays, system 

outages, weak franchisee adoption or lower-than-expected productivity benefits could limit the return on these 

investments. Greater reliance on digital ordering, customer data and third-party platforms also increases 

cybersecurity, privacy and operational exposure. 

 

Cost Inflation and Supply Chain – Yum! and its franchisees are exposed to volatility in food, labor, packaging, 

transportation and occupancy costs. If franchisees cannot offset higher expenses through pricing or productivity, 

restaurant margins and development returns could deteriorate. Supply disruptions, food-safety incidents or 

shortages of key products, particularly poultry, could also interrupt operations and damage brand perception. 

 

Leverage and Legal Exposure – Yum! carried approximately $12 billion of debt at year-end 2025, which requires 

substantial interest payments and could reduce flexibility if operating trends weaken or refinancing costs rise. The 

Company is also contesting an IRS claim related to its 2014 restructuring involving approximately $2.1 billion of 

tax, $418 million of penalties and accrued interest. An unfavorable outcome could have a material impact on 

Yum!’s financial position. 

 



 

 14 

 S T O N E G A T E  C A P I T A L  P A R T N E R S  E Q U I T Y  R E S E A R C H   

BALANCE SHEET 
  

 
 
 
 

Yum! Brands, Inc.

Consolidated Balance Sheets ($M)

Fiscal Year End: December

Q1 Q2 Q3 Q4 Q1 Q2 Q3

ASSETS FY 2021 FY 2022 FY 2023 FY 2024 Mar-25 Jun-25 Sep-25 Dec-25 FY 2025 Mar-26 Jun-26 Sep-26

Cash and cash equivalents 486          367          512          616          607          677          1,045      709          709          689          674          2,108.0   

Accounts and notes receivable 596          648          737          775          712          756          744          841          841          828          623          639.0      

Prepaid expenses and other current assets 450          594          360          480          408          394          415          490          490          513          498          558.0      

Assets Held for Sale -           -           -           -           -           -           -           -           -           -           746          -           

Total Current Assets 1,532      1,609      1,609      1,871      1,727      1,827      2,204      2,040      2,040      2,030      2,541      3,305.0   

Property, plant and equipment, net of accumulated depreciation1,207      1,171      1,197      1,304      1,338      1,383      1,422      1,605      1,605      1,622      1,614      1,638.0   

Goodwill 657          638          642          736          746          792          779          969          969          971          716          718.0      

Intangible assets, net 359          354          377          416          418          454          462          909          909          899          807          803.0      

Other assets 1,487      1,324      1,361      1,329      1,366      1,400      1,428      1,708      1,708      1,738      1,629      1,620.0   

Deferred income taxes 724          750          1,045      1,071      1,065      1,061      898          965          965          952          1,373      685.0      

Total Assets 5,966      5,846      6,231      6,727      6,659      6,917      7,192      8,197      8,197      8,212      8,682      8,769.0   

LIABILITIES AND SHAREHOLDERS' EQUITY

Accounts payable and other current liabilities 1,334      1,251      1,169      1,211      1,179      1,223      1,217      1,433      1,433      1,342      1,191      1,271.0   

Income taxes payable 13            16            55            31            21            34            36            46            46            35            26            20.0         

Short-term borrowings 68            398          53            27            30            971          48            38            38            1,741      2,813      2,141.0   

Liabilities Held for Sale -           -           -           -           -           -           -           -           -           -           262          -             

Total Current Liabilities 1,415      1,665      1,277      1,269      1,230      2,228      1,301      1,517      1,517      3,118      4,292      3,432.0   

Long-term debt 11,178    11,453    11,142    11,306    11,327    10,418    11,506    11,872    11,872    10,213    9,462      9,459.0   

Other liabilities and deferred credits 1,746      1,604      1,670      1,800      1,906      1,951      1,890      2,133      2,133      2,164      2,035      2,043.0   

Other liabilities -           -           -           -           -           -           -           -           -           -           -             -             

Total Liabilities 14,339    14,722    14,089    14,375    14,463    14,597    14,697    15,522    15,522    15,495    15,789    14,934.0 

Common Stock -           -           60            -           -           -           -           -           -           -           -             -             

Accumulated deficit (8,048)     (8,507)     (7,616)     (7,256)     (7,434)     (7,361)     (7,183)     (7,014)     (7,014)     (6,971)     (6,809)     (5,924.0)  

Accumulated other comprehensive loss (325)        (369)        (302)        (392)        (371)        (319)        (322)        (311)        (311)        (312)        (298)        (241.0)     

Other Shareholders' Equity -           -           -           -           -           -           -           -           -           -           -             -             

Total Consolidated Equity (8,373)     (8,876)     (7,858)     (7,648)     (7,805)     (7,680)     (7,505)     (7,325)     (7,325)     (7,283)     (7,107)     (6,165.0)  

Total Liabilities and Shareholders' Equity 5,966      5,846      6,231      6,727      6,659      6,917      7,192      8,197      8,197      8,212      8,682      8,769.0   

Liquidity

Current Ratio 1.1x 1.0x 1.3x 1.5x 1.4x 0.8x 1.7x 1.3x 1.3x 0.7x 0.6x 1.0x

Cash Ratio 0.3x 0.2x 0.4x 0.5x 0.5x 0.3x 0.8x 0.5x 0.5x 0.2x 0.2x 0.6x

Net Working Capital 117          (56)           332          602          497          (401)        903          523          523          (1,088)     (1,751)     (127)        

Operating Working Capital (738)        (603)        (432)        (436)        (467)        (467)        (473)        (592)        (592)        (514)        (568)        (632)        

Source: Company Reports, Stonegate Capital Partners                                           
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INCOME STATEMENT 
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CASH FLOW STATEMENT 
 

 
 

 

 

Yum! Brands, Inc.

Consolidated Cash Flow Statements ($M)

Fiscal Year End: December

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3

CASH FLOW FY 2021 FY 2022 FY 2023 Mar-24 Jun-24 Sep-24 Dec-24 FY 2024 Mar-25 Jun-25 Sep-25 Dec-25 FY 2025 Mar-26 Jun-26 Sep-26

Operating Activities

Profit of the year 1,575         1,325         1,597         314            367            382            423            1,486         253            375            396            535            1,559         432            853            1,623         

Depreciation and amortization 164            146            153            35              41              44              55              175            45              44              50              67              206            60              59              58              

Refranchising (gain) loss (35)             (27)             (29)             (5)               (14)             (12)             (3)               (34)             (5)               (11)             (17)             (15)             (48)             (1)               (1)               (22)             

Gain on Pizza Hut Divestitures -               -               -               -               -               -               -               -               -               -               -               -               -               -               -               (1,683)       

Deferred income taxes (200)           (55)             (290)           21              (9)               (7)               (35)             (30)             8                 4                 163            (68)             107            13              (424)           473            

Share-based compensation expense 75              84              95              23              15              14              17              69              21              16              17              16              70              24              11              16              

Other, net  before working capital changes (67)             (1)               6                 22              -               (1)               12              33              -               (1)               -               22              21              -               -               -               

Cash Flow from operating activities before working capital changes 1,512         1,472         1,532         410            400            420            469            1,699         322            427            609            557            1,915         528            498            465            

Changes in accounts and notes receivable (46)             (84)             (89)             44              (29)             13              (81)             (53)             71              (37)             17              (96)             (45)             28              (12)             2                 

Changes in prepaid expenses and other current assets (33)             1                 (15)             (32)             (4)               15              9                 (12)             (57)             10              39              (10)             (18)             (24)             (19)             (9)               

Changes in accounts payable and other current liabilities 122            (39)             (30)             (66)             (12)             32              54              8                 (32)             (10)             -               136            94              (75)             4                 65              

Changes in income taxes payable (41)             17              43              (26)             (20)             (21)             38              (29)             3                 18              (52)             (17)             (48)             (19)             2                 (27)             

Other, net 192            60              162            33              7                 12              24              76              97              38              (70)             47              112            (22)             34              (21)             

Cash flow generated/(absorbed) from operating Activities 1,706         1,427         1,603         363            342            471            513            1,689         404            446            543            617            2,010         416            507            475            

Investing Activities

Capital spending (230)           (279)           (285)           (49)             (50)             (52)             (106)           (257)           (71)             (71)             (94)             (135)           (371)           (75)             (100)           (87)             

Acquisition of franchise restaurants -               -               -               -               (174)           (31)             (3)               (208)           (16)             (82)             (2)               (698)           (798)           (5)               -               -               

Proceeds from refranchising of restaurants 85              73              60              11              19              18              1                 49              15              17              21              25              78              -               1                 31              

Maturities (purchases) of Short term investments, net -               -               -               -               (116)           25              -               (91)             90              1                 -               -               91              -               -               -               

Proceeds from Pizza Hut Divestiture -               -               -               -               -               -               -               -               -               -               -               -               -               -               -               2,380         

Other, net (28)             4                 118            83              23              1                 (22)             85              (16)             3                 (3)               13              (3)               -               10              -               

Cash flow generated by Investing Activities (173)           (202)           (107)           45              (298)           (39)             (130)           (422)           2                 (132)           (78)             (795)           (1,003)       (80)             (89)             2,324         

Financing Activities

Repayments of long-term debt (3,657)       (699)           (397)           (10)             (453)           (9)               (7)               (479)           (5)               (7)               (945)           (9)               (966)           (8)               (6)               (13)             

Revolving credit facilities, three months or less, net -               279            (279)           -               175            30              140            345            24              26              (400)           300            (50)             50              325            (675)           

Repurchase shares of Common Stock (1,591)       (1,200)       (50)             -               (50)             (277)           (114)           (441)           (229)           (109)           (36)             (178)           (552)           (185)           (489)           (528)           

Dividends paid on Common Stock (592)           (649)           (678)           (189)           (188)           (188)           (187)           (752)           (198)           (197)           (197)           (197)           (789)           (207)           (206)           (203)           

Other, net 4,073         946            (25)             (48)             216            -               (4)               164            (35)             (11)             1,497         (18)             1,433         (25)             (6)               (4)               

Cash flow generated/(absorbed) by financing Activities (1,767)       (1,323)       (1,429)       (247)           (300)           (444)           (172)           (1,163)       (443)           (298)           (81)             (102)           (924)           (375)           (382)           (1,423)       

Effect of Exchange Rate on Cash and Cash Equivalents (19)             (26)             10              (7)               1                 16              (31)             (21)             10              21              (2)               3                 32              5                 (41)             39              

Net Cash flow in the year* (253)           (124)           77              154            (255)           4                 180            83              (25)             36              382            (277)           116            (34)             (5)               1,415         

Cash, Cash Equivalents, and Restricted Cash

Beginning Cash balance 1,024         771            647            724            878            623            627            724            807            782            818            1,200         807            923            889            884            

Ending Cash balance 771            647            724            878            623            627            807            807            782            818            1,200         923            923            889            884            2,299         

*Net Cash Flow may not match totals due to rounding

Source: Company Reports, Stonegate Capital Partners                                           
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IMPORTANT DISCLOSURES AND DISCLAIMER 
 

(a) The research analyst and/or a member of the analyst’s household do not have a financial interest in the debt 
or equity securities of the subject company. 

(b) The research analyst responsible for the preparation of this report has not received compensation that is 
based upon Stonegate Capital Partners’ (“SCP”) equity affiliate Stonegate Capital Markets (“SCM”), a FINRA 
member, investment banking revenues. 

(c) SCP or any affiliate has not managed or co-managed a public offering of securities for the subject company 
in the last twelve months, received investment banking compensation from the subject company in the last 12 
months, nor expects to receive or intends to seek compensation for investment banking services from the 
subject company in the next 12 months. 

(d) SCP has a contractual agreement with the subject company to provide research services, investor relations 
support, and investor outreach. SCP receives a monthly retainer for these non-investment banking services. 

(e) SCP or its affiliates do not beneficially own 1% or more of any class of common equity securities of the subject 
company. 

(f) Neither SCP nor its equity affiliate SCM, a FINRA member, make a market in the subject company. 
(g) The research analyst has not received any compensation from the subject company in the previous 12 

months. 
(h) SCP, the research analyst, or associated person of SCP with the ability to influence the content of the research 

report does not know or have reason to know of any material conflicts of interest at the time of publication or 
distribution of the research report.    

(i) No employee of SCP has a position as an officer or director of the subject company.   
 

Ratings - SCP does not provide ratings for the covered companies. 
Distribution of Ratings - SCP does not provide ratings for covered companies. 
Price Chart - SCP does not have, nor has previously had, a rating for its covered companies, however, SCP does 
provide a price target on the covered company. Please see the following page for the historical price chart. This 
chart shows the covered company’s stock price since SCP has been covering the covered company as well as 
the corresponding SCP price target. 
Price Targets - SCP may provide price targets for its covered companies. For a complete understanding of 
valuation methodologies and risks associated please read this report in its entirety. In instances where SCP does 
not provide a price target SCP will still provide a valuation analysis. 
 
Regulation Analyst Certification:   
I, Dave Storms, CFA, hereby certify that all views expressed in this report accurately reflect my personal views 
about the subject company or companies and its or their securities.  I also certify that no part of my compensation 
was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this report. 
 
For Additional Information Contact: 
Stonegate Capital Partners, Inc.  
Dave Storms, CFA 
Dave@stonegateinc.com 
214-987-4121 
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Please note that this report was originally prepared and issued by Stonegate for distribution to their market professional and 
institutional investor customers.  Recipients who are not market professional or institutional investor customers of Stonegate should 
seek the advice of their independent financial advisor prior to taking any investment decision based on this report or for any necessary 
explanation of its contents.  The information contained herein is based on sources which we believe to be reliable but is not 
necessarily complete and its accuracy cannot be guaranteed.  Because the objectives of individual clients may vary, this report is 
not to be construed as an offer or the solicitation of an offer to sell or buy the securities herein mentioned.  This report is the 
independent work of Stonegate Capital Partners and is not to be construed as having been issued by, or in any way endorsed or 
guaranteed by, any issuing companies of the securities mentioned herein.  The firm and/or its employees and/or its individual 
shareholders and/or members of their families and/or its managed funds may have positions or warrants in the securities mentioned 
and, before or after your receipt of this report, may make or recommend purchases and/or sales for their own accounts or for the 
accounts of other customers of the firm from time to time in the open market or otherwise.  While we endeavor to update the 
information contained herein on a reasonable basis, there may be regulatory, compliance, or other reasons that prevent us from 
doing so.  The opinions or information expressed are believed to be accurate as of the date of this report; no subsequent publication 
or distribution of this report shall mean or imply that any such opinions or information remains current at any time after the date of 
this report.  All opinions are subject to change without notice, and we do not undertake to advise you of any such changes.  
Reproduction or redistribution of this report without the expressed written consent of Stonegate Capital Partners is prohibited.  
Additional information on any securities mentioned is available on request. 
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