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Education has never been more important.
Inan ever-changing and increasingly
connected world, rmany people pursue an
education to get a better job and to build a
more prosperous life for themselves and
their families.

To keep up with the pace of change, we are
all going to need to be lifelong learners,
continuously acquiring new knowledge

and skills to stay on top of new technologies
and a rapidly changing world of wark.

Connections Academny offers
Rexible education for its students
sae pls

Sectlon 1 Overview [}

For every individual, at every stage of their
life, education is the path to opportunity
and fulfilment. We are here to help keep the
whole world fearning - because wherever
learning fiourishes, so do people.

Qur strategy seeplf

Studying an online degree
powered by Pearson, at Maryville
University  seep6

BTECs provide students
with real-world experlence
see p52

Glossary of major products and services  see p226
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Key performance indicators

Financlat measures

1 See pas-47 for an explanation of these 2lternative performance measures.

2 Equivatent statutory measure.

3 Source: Datastream,

Note: Underlying growth rates exdude currency movernents, portfolio changes and acc ing changes. See p222-225 for full reconciliation ofthe

alternative per formance measures to the equivalent statutory measure and definitions of headline and underlying variances,

O See how we link strategy to management reward on p110.




Business measures

Sectlon 1 Overview

Grow market share through digital transformation of our
courseware and assessment businesses 0

p2o0

4 Fxciudes WSE, U5 K12 Caurseware and GEDU. WSEwas sald in 2018; U5 K12 Courseware was held forsalein 2018 and we announced the agreement to
sell this businass in 2019; and GEDLU was sold in 2017

E invest in structural growth markets p22
Virtual Schools {Connections Academy) aowth  Professional Certification (Pearson VUE) Growth
Underlying revenue +8%  Underlying revenue +4%
FTE students in continuing partner schools +11%  Testvolume +4%
Giobal Online Program Management erowth  English Growth
Underlying revenue +10%  English Courseware underlying revenue +3%
Enrolments +14%  PTE Acadernic test volume +30%
B Become a simpler, more efficient and This strategic priority is captured in more detail p24
) . i i 24,
more sustainable business @ in the strategy section on
Non-financial measures
Talent and employee engagement P37 Deliver gender diversity 2018 2017
Empioyees who took part in our 2018 Female Board members 30% 30%
organisational health survey 57%
Female senior managers® 31% 30%
Participating employees who agreed with
our organisational health approach 59%  Female employees 62% 61%
UK median gender pay gap 14% 15%
Reduce our carbon footprint p39 ]
5 Two reporting lines from the Chief Executive. p38
Global greenhouse gas emissions
{Metric Tonnes of CO,¢) 84,649 -19%

Note: Underlying growth rates exdude cuirency movements, portfolio changes and accounting changes.
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Aboul Pearson

We are the world's learning company operating
in 70 countries around the world with more
than 24,000 employees, providing a range of
products and services that help people make
progress in their lives through learning,

Where we operate

We operate in 70 markets worldwide, with a focus on those
beiow. We repaort by geography because this is how we deliver
iearning: providing a range of educational products and services
to institutions, governments, professicnal bodies and individual
learners in our key markets around the world to help peaple
evarywhara aim higher and fulfil their true potential.

B North America m Growth markets

Ourlargest market inctuding Our growth markets are emerging

ail 50 US states and Canada, and developing economies with
investment prigrities in Brazil,

= Core markets India, South Africa, Hispana-
America, Hong Kong & China

Our international businessin and the Middie East.

established and mature education
markets including the UX, Europe,
APAC and North Africa.

What we offer

We provide content, assessment and digital services to schaals,
colleges and universities, as well as professional and vocational
education to learners to help increase their skilis and
employability prospects. Increasingly, we do this through
partnership modeis where we bring investment, expertise

and scale to help deliver better learning outcames.




Section 1 Qverview 05

Our major businesses arc focused on two key strategic prioritics:

Grow market share through digital
transformation

Digitisation enables us to drive improvements in learning
autcarmes, it allaws us to build a more sustainable and profitable
busingss with a more visible and predictable revenue

profile, based around access not ownership models.

Higher Education Courseware
Dur course content and digital resources help
educators gain better insights on their students
and unlock learners’ potentlal. We increasingly
sell directly to consumers and to educatianat
institutions enabiing cur business to become
mare predictable. The shift to digitat means
students can come to class better prepared
from day one. This helps drive better learning
experiencas and outtomes.

See case study, p55

US Assessment

We partner with US educators and states to
develop nevy, personalised ways of learning
through effective, scalable assessments that
measure 21st century skills and inform
instruction for all learners.

UK Assessment & Qualifications

In the UK, Pearson is a market leading
vrganisation offering academic and vocational
quatifications including GCSES, Alevels and
BTECs. We are driving the adoption of Al in
assessment to suppart better learning.

See case study, pS2

See ourstrateglc priorities, p20

2 nvest in structural growth rmarkets

Fast growing areas that will be the long-term growth drivers
of Pearson - such as Online Program Management (OPM),
Virtual Schools, Professional Certification and English
Language Learning.

Online Program Management

Pearson heips higher education institutions
launch ar expand onfine degrees, enabling
them (o ingrease enrolments, suppostonline
tearning, boost graduatien rates and dellver
on empioyability.

See case study, pb

Virtual Schools

Pearson delivers K12 anline education to
schoals and students across the US and world.
Solutions indude the accredited Conneciions
Academy, an online schoai programme which
is delivered via full time, online pubilc schools,
This is an option for families seeking
personalised fearning and a high-quality
alternative to the traditiona! dlassroom.
A globat online private school, international
Connections Academy, is aiso avallable,

See case study, p15

Professional Certification

We help organisations measure and make
improvements to ensure the success of
ermployees and learners, helping support
lifelong iearning. Test owners and test takers
across the world choose us to help develop,
manage, deliver and grow their computer-
based testing programmes. With some of the
industry’'s most secure testing environmernts,
we are aleader in computer-based testing.

English
Pearson Engfish language teaching develops
courses, qualifications and lrarning tools to
make teaching English easier. Our fast-growing
test, Pearson Tastof English Academic, isa
leading computer-based test of English for
study abroad and immigration.

See case study, p42
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| can work full time as a 19 year old.

| can get my experience way before a lot
of my generation so that's been a great
opportunity for me.

JORDAN DAVIS
MARYWVIL LE UNIVERSITY

Jordan Davis is a sophomore at
Maryville University studying
cybersecurity, Like most of his
college-age peers, he also has ajob.
it can be hard te balance schooiwark
with the demands of a job.

Since GPM courses are delivered
online, iearners have the freedom and
flexibility to learn when and where
they need to, and faculty members
are able to engage students in courses
designed with rich content and robust
tearning activities,

Pearson helps institutions expand
their educational reach through
effective onfing program
fmanagement solutions. By delivering
online degree programs or extending
the reach of existing online programs,
students iike jordan have the
opportunity to exce! at school

and atwork.

Pearson currently supports more
than 40 academic partners and runs
nearty 350 global programs with
400,000+ course registrations in 2018,
to give learners more control over
thair education and help them get a
better job and a better life.

Global Online Program Management

£234m

Revenug

+10%
Underlying revenue growth

n Aligried to strategic priority, p22
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Chair’s inlroduction

2018 has been a pivotal year for Pearson
as we returned (o underlying profit
growth and laid a firm foundation for

further progress in 2019.

Dear Sharcholders,

2018 has been a pivotal year for Pearson.
The pace of our strategic delivery aver the
pastyear has been strong, improving both
our operational and financial performance
as we returned to underlying adjusted
operating profit growth for the first time
since 2014. This marks animportant
milestone for us, with the business meating
strategic expectations and hitting its
financial targets.

While we are stil in the midstof a
transformation and the environment

in a key business, US Higher Education
Courseware, remains challenging,

a strong performance in our structural
growth opportunities in 2018 largely
offset tha dectines we saw in this market.
Furthermore, we continued to make good
progress with our digital transformation
increasing digitai and digitalty-enabled
salesto 62%',

| do not underestimate the scale of the
transformation we are undertaking but
believe we delivered real and sustainable
momentum in 2018, Management continues
to faithfully execute on our strategy, further
simpfifying the company, growing our digital
capabilities and investing in structuratly
grawing businesses. Our nearterm
prospects look increasingly bright and the
long-term opportunities remain significant.

Making progress implementing our
short-to-medium-term strategy

As a Board, in 2018 we spent considerabie
time monitoring our progress on
implementation against Pearson's three
immediate strategic goals - growing market
share through our digital transformation,
investing in structural growth markets,

and becoming a simpler, more efficient
and more sustainable business,

1 Excduding WSE and tJ5 K12 Courseware.

Sldney Tauret
Chair

A key tenet of our strategy has been the
steady investment in the business fo
support our digital transformation, This is
an area the Board has fully supported and,
in 2018, the business made good progress
asgitlays pfans to deveiop a digital first
approach built around artificial intefligence
and data analytics - a digitally-enabled
offering that will deliver value to customers
faster, while at the same time ensuring
better outcomes. This will be crucial to

our future compaetitiveness as well as our
abifity to retain and attract the best and
brightest talent to support our transition
to a digital led model.

We are continuing to investin structural
growth markets that promote lifelong
learning, delivering good growth across
each of these four businesses - Professional
Certification, Virtual Schoots, Online
Program Management (OPM) and English
language learning and assessment.

Our simplification programme, which we
ermbarked upon in 2017, is performing
ahead of plan as we strive to make Pearson
an efficient and more focused business.
During 2018, we increased and accelerated
our cost savings and now expect to deliver
total annualised cost savings in excess of
£330m by the end of 2019. This is ahead of
our original plan of £300m of savings.

We also contintted the process of simplifying
the portfolio in 2018, to enable us to focus
on the biggest opportunities in education.
We completed the disposal of Wall Street
Engtish and our stake in Mexican joint
venture, UTEL, in the first haif of the year.
The proceeds of these sales helped
strengthen our balance sheet further and
improve our cash position. We have recently
announced the disposal of our US K12
Courseware business, which is a further
milestone in our simplification journey.

You can read more about these
accomplishmentsin the Chief Executive’s
overview that follows.

Underlying growth rates exclude currency movement portfolio changes and accounting changes.

Focusing on Pearson's
tonger-term future

As the Board has become more confident
in progress on implementation against
Pearson's three immediate strategic

goals, it has focused even more onthe
company's longerterm future, evaluating
and planning our long-term strategy, to ensure
we continue to evolve and meet aur
strategic vision of delivering lifelong
learning to customers, leading to increased
employability and work-related skills,

as part of a wider ecosystern of delivery
partners and stakeholders,

As we now look ahead, we expect to build on
our perfarmance in 2018 and deliver further
profit growth in 2019 and for revenue to
stabilise. We remain confident atout Pearson's
langer-term prospects and on buflding
sharehoider value through the delivery of
profitable growth and strong cash generation,
while continuing to invest for the future.

Focused on shareholder returns

As Chair it is my job to protect and grow
shareholder value through the prudent
atlocation of capital.

Pearson's capital allocation policy remains
unchanged: to maintain a strong batance
sheet and a solid investment grade rating,
to continue to invest in the business,

to have a sustainabie and progressive
dividend policy, and to return surplus

cash ta our shareholders where appropriate.

In recent years, we have navigated through
a period of significant change - bath within
Pearson and across the industry as a whoie,
Tight financial and cash management and
oversight of the business means that, while
there is still much to be done, we are now in
a significantly stronger financial position
thanwe have been for several years. This
financial strength underpins our business
transformation and continuing investment
in the company.



fnterms of the dividend, when we made
the hard decision to cut the dividend in
2017, we said that we would reset it to be
Sustainable and progressive going forward.
We have propesed a final 2018 dividend of
13p, an increase of 8%, equating to a full
year dividend of 18.5p per share. This
reflects the Board's continued confidence
inthe future growth of the business,

Wa also completed a £300m share buyback
in February 2018, foliowing our disposal
of a 22% stake in Penguin Random House
in October 2017,

| am pleased to report that our UK pension
Planis in surpius, with a well-run Plan for
the benefit of ail its members. In garly 2019,
the Plan purchased a further insurance
buy-in policy with Legal & General,
amounting to ¢.£500m, putting the Plan

in an even stronger position and further
retlucing our future pension funding risk,
ak no additional cost to Pearson.

The continued stabilisation of the business,
combined with disciplined capital
management, helped Pearson to become
one of the top five FTSE 100 companies in
2018 for shareholder returns.

Ongoing focus on
carporate governance

Corporate governance remains an
important area of focus for the Board and

! enjoyed spending time throughout the year
with many of our shareholders to ensure

we maintained an open, transparent
dialogue on our strategy and progress.
More broadly, our Board members have
been engaging with employees, educators,

Governance at Pearson

For more information on corporate
gavernance visit www.pearson.com/
governance  seep?’

Section 1 Dverview 09

Progress over the fast three years

Dividend per share

Net debt

fearnars, community and thought feaders,
and other stakeholders in a variety of ways
throughout the year,

During the year my feliow Board members
and 1 visited same of our offices across the
Pearson network including in Milan, italy
and Cape Town, South Africa, to meet and
engage with empioyees and other
stakeholders, and hold meetings to share
{earnings around some of the exciting
apportunities coming aut of our Core

and Growth markets - for example fast
growing products such 2s the Pearson
Test of Engtish Academic.

This continues to be a focus far usin the
year ahead,

Talent

1would fike to thank ail colieagues in the
business for their efforts in achieving a
successful 2018, Qur people are key to the
future of Pearson and as a Board we are
increasingly focused on ensuring we have
a corporate culture that is inclusive,
innovative and meritocratic.

My fellow Board members and | are
delighted to be able to help support our
talent pipeline through the introduction

of a new mentoring programme. You can
read more about our employee engagement
and talent initiatives in the Governance
section which begins on p77.

Board composition

Our Board benefits from having a wide
range of experience, skiifs and backgrounds
spanning business strategy, innovation,
education, digital & technology,
sustainability, international, regulatory
affairs and more,

2016 2017 2018
Adjusted earnings per share! 588p 541p 70.3p
52p 7p 18.5p

£1,092m £432m £143m

We saw two changes to the Board over

the coursea of 2018, in February 2018
Michael Lynton joined us as a Non-Executive
Director. Meanwhile we said goodbye

to Harish Manwani, a Non-Executive
Director of Pearson since 2013, who retired
from the Board at the AGM in May. | thank
Harish for his commitment and contribution
to Pearson.

Looking ahead

We will continue to transform the business
through moving aur US Higher Education
Courseware busingss inta a more digital and
direct to consumer business, and continue
to invest in and develop our long-term
structural growth opportunities, Through
our simplification programme we will
emerge a simpler, more efficient and

agile company with a cost base that is
considared optimal for the size and scale
of the business.

Pearson has proved resilient, we have laid
solid foundations for growth and the Board
is confident that the management team
continues to execute faithfully on the
strategy as we jook ta deliver another

good performance in the year ahead.

We remain confident about Pearson's
longer-term prospects and on building
shareholder value through the delivery
of profitable growth and strong cash
generation, while continuing to invest for
the future.

Hook forward to seeing you inthe
coming year and thank you for your
ongoing support.

Sidney Taure!
Chair
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CEQ’s stralegic overview

Technology is radically changing the way
we live, work, and learn, and we are only
in the earty stages of what is possible.

Dear Sharcholders,
Avyear of progress

We are making good progress, financialy,
operationally and strategically. Underlying
adjusted operating profit increased by 8%
lastyear, with a healthy 94% of that profit
converted into cash. We outperformed on
ouf cost savings plan and are now on track
to achieve more than £330m in annualised
cost savings by the end of this year. We
strengthened our baiance sheet even
further, allowing us to invest more than
ever in the digital transformation af our
company. The demand for dynamic,
avidence-based, outcome led, digital first
education products and services Is growing
althe time, Sowe are investing in the digital
platforms, products and services that help
people make progress in their lives through
isarning - and it is starting to pay off.

Qur digital and digitally-enabled revenues
now account for 62%' of our sales and we
expect them to grow steadily over time,

A strategy for future,
sustainable growth

There is, however, a lot still to do. Onthe
measure that is the best indicator

of our company’s long-term success -
sustainable and profitable growth in like for
like sales -we are not yet where we need to
be. Underlying sales were dowr by a further
one percent last year. What is encouraging,
though, is that we expect revenues to
stabilise this year - an important step in the
Pearson recovery - befare starting to grow
againin 2020 and future years.

That growth wili be driven by our compelling
visioh of Pearson’s future, a clear
understanding of the capabilities -

the competitive edga - that will getus

there, and what we need to be focusing

an today to secure that future,

1 Exduding WSE and US K12 Courseware.

John Falion
Chief Executive

Pearson is the world's learning company.
Qur purpose is to empower people to
progress in their lives through learning,
enablfing them to acquire the knowiedge
and skills to thrive in an ever-changing and
increasingly connected world, Asthelink
between education and empioyment
becomes both more importantand
explicit, we aim to be at the heartof a
wider ecosystem of partners, shaping
the future of learning.

We will be able to play that role because of
the world-class capabilities we bring to bear,
and the ways in which we combine them o
achieve better learning outcornes, We will
getthere by focusing on the three things
that are starting to change the growth
dynamic of Pearson:

» One, we are leading the digital
transformation of our courseware and
assessment businesses. These businesses
make up 65% of our sales today. Their
collective sates fell by 4% underlying last
year as we are atapointin the
technological disruption of these
businesses where the iImpact of the decline
in analogue sales (from textbaoks and
paper and pen testing) is still greater than
the benefit of growing digital uptake.

We are now close to a tipping point in
these businesses, however, where the
momentum shifts. As these businesses
hecome increasingly digital first, the rate
of dediine wili graduatly Jessen before
revenues stabilise and, in time, grow again.

»Two, we are investing more in our
businesses in structurally growing markets.
These businesses, ail fully digital or
digitally-enabled, make up 35% of our sales
today and grew 7% undertying fast year.

As we invest more, these businesses wifl
grow moere quickly and, as they become a
bigger part of Pearson, they help the
company as a whole to start to grow again.

Underlying growth rates exclude currency movement pertfelio charges and accounting changes.

»And three, making Pearson simpler and
mare efficient. This does not just cut costs.
it also provides an important platform for
future growth because it enables usto
reallocate investment to our growth areas
more quickly, innovate at scale, and build a
more direct, longer-term relationship with
the tens of milions of learners who use
Pearson products each year,

Adigital first approach

Theincreasingly digital nature of aur
courseware and assessment businesses
can be seenin the work we do with
American schools and universities,

Digital now accounts for 56% of all tests

we administer in US schools and 55% of our
US Higher Education Courseware revenue.

This digital first approach is driving our
product innovation and investment.

Our Global Learning Platform (GLP} will
accelerate our ability to develop, test, and
deliver highly personalised experiences
across all of our products and services,
eventually becoming a platform for
growth for the whole company.

Revel, our first fully integrated digital
courseware praduct, increased subscribers
by over 40% lastyear. New Revel titles,

with enhanced assignment aptions and
sophisticated data analytics, wilf be the first
products to launch commercially later this
year on the GLP.

We will also iaunch our first Artificial
intelligence (Al) powered maths tutor, as a
mobile app marketed directly to Calcuius
students arourid the world, providing step
by step feedback instantaneously on hand
written attempts to solve a problem.



We will partner with universities on our first
Al powered essay marker, that will adaptto
the personal style of any professor. And we
expect to bring a new adaptive maths
product, which we are currently piloting,

to commerciallaunch early next year.

This growing, innovative product pipeline
signals we are now ready to shift our higher
education preduct portfolio to a digital first
moded, with frequent releases of content,
features and updates no longer tied tc an
edition cycle.

Print resources will be availabie, but as
rentator an “add on” service. This rmeans
better customer choice with simple,
affordable and convenient access to the
courseware that enables students to be
successful - and ail giving better insights

for instructors to enable better outcomes.
Adigital first, subscription-based business is
aiso, of course, 2 much more stabie one,

Increased investment in our structural
growth opportunities is also paying off,
Online Program Management, (OPM) our
husiness helping universities scale anline,
increased underlying sales 10% last year,
with globaf course registrations growing
14%. We signed a new OPM contract with
teading European business school ESSECn
France - the fourth global market wa have
entered in OPM - allowing students to study
Al and big data in an online masters format.

Qur virtual scheols busfness, Connections
Academy, grew underlying revenue by 8%.
Professional Certification grew underlying
revenue by 4% with over 70 new contracts
signed during the year.

The Pearson Test of English Academic,

our homegrown test of English aptitude,
increased test volumes by 30% in part
driven by the extension of the Australian
immigration office contract for a further
two years. This has opened up additional
opportunities with governments and
educational institutions that we are
currently exploring, The Pearson Test of
English is also a good example of how,

as we become a simpler and more efficient
company, we are also able to operate much
rmore globally, sharing innovation mare
quickly with custorners all aver the world.

Section 1 Overview 11

Key achievements in 2018

Adjusted operating profit!

£546m

Achieved 2018 adjusted operating profit
in the upper hall of our guidance range.

1 See p46~-47 for an explanation of
this altarnative parformance measure
and p222-225 for full recondUatien
of the numbers to the equivalent
statutery measure,

Continuing organic investment

£/700m+

Continued investrnent in fastest
growing businesses in order to
build a pipeline to grow revenue
over the next few years,

Strong balance sheet, tow net debt

£143m

Net debt down from £432m in 2017
as we continue to strengthen our
batance sheet, enabling us to navigate
alarge transformation.

Simplification programme ahead
of plan

£130m

In year cast savings for 2018 running
shead af aur plan enabling further
investrnent back into the business.
Tatal annualised cost savings now
expected to be £330m+,
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CEO's stralegic overview

Awider trend in lifelong learning is the
growing demand for employer certified

and appilied, career relevant education.
Quirfeadership in BTEC and apprenticeship
programmes i5 an interesting opportunity
to grow internationally - and we are working
©ON sgme promising initiatives in Thailand,
Vietnam and China.

Itis by focusing on these three priorities -
leading the digital transformation of our
caurseware and assessment businesses;
Imvasting more in our structurally growing
businesses; and making Pearson simpler
and more efficient - that we wiil set Pearson
Browing again. Aswe accelerate our move
to digital, Pearson also becomas more
sustainably profitable and scalable, with a
more reliable and predictable revenue and
cash profila.

Our commitment
to efficacy and impact

Underpinning all of this work is our
commitment to efficacy, to achieving the
very pest learning outcomes. Last year,

we hecame the first education company in
the wortd to publish externally audited and
independently reviewed reports about the
efficacy of our products. This year, we are
releasing our secand series of reports.
These reports give us confidence that our
existing products can be used to impacton
outcomes that matter 1o our customers and
learners. Our public commitment to efficacy
is also influencing others in the sector to
now take up similar work. What is most
exciting, though, is howwe are applying
what we are learning to the next generation
of digjtal first products and services that
we are taunching this year. We are able to
explicitly connect the outcomes that matter
most to our customers: evidence-based
coment, assessment, and technotogy, all
designed to be implemented in ways that
maximise the impact on learning. This
enables us to shape the future of learning
50 educators, learners, emplayers - and
shareholders - all get the best possible
return for the investments we make.

Promoting talent and diversity
through a time of great change

Making an impact matters to the highly
motivated and talented colleagues who,
inspired by our mission and purpose,

are committed to driving the company
through what is, by any definition, a major
transformation. Many new and talented
employees are joining Pearson, but we

also continue to say goodbye to some
long-standing friends and colleagues.

As we align our cost base, and bring
sverything we do in #ine with the future
direction of the company, the seale and pace
of change can be disruptive and difficuit for
many cofleagues. This makes it ail the more
important that we are very focused on the
averall health of the organisation, and in
fostering a culture that enables people to
learn, to grow, and to be able to innovate,
through these times of change.

To do that, we are focusing on developing
talent at ali levels, and we remain firmly
committed to impraving diversity and
inclusion across the company. For example,
as required by UK legislation, we now
publish an annual gender pay report
covering our UK empioyees, which reveals a
redian pay gag, in faveur of men, of 14%.
The only way to close this gap is to have
more women in more senior positions in
the company, and we are taking concerted
actions that we believe will help us to
achieve this over time, As a global company,
we think it is important to hold ourselves

to account on that basis, sowe are planning
to publish a company-wide gender pay
report nextyear.

We continue to make progress. We are
proud to be recognised on Forbes Best
Employers for Diversity in 2019 and
Bloomberg's Gender Equality Index. We are
also proud of the progress and the external
recognition of our sustainability work. in
January 20113, we were named as one of the
Global 100 Most Sustainable Corporations
in the World, which ranks large companies
on their performance of reducing carbon
and waste, their gender diversity among
leadership, revenues derived from clean
products and overall sustainability.

A simpler portfolio

We have now reached an agreement to sel!
aur US K12 Courseware business to Nexus
Capital Management. School publishing in
America has been animportant part of
Pearson for many years, and what it does
matters to teachers and students across the
country. We are pleased to have found new
owners who are committed to its future,
and we wish it every success. The sale frees
us up to focus on the digital first strategy
thatwiit drive our future growth. Through
our assessment, virtuat schools, advanced
placement and career education
businesses, we will still serve schools across
America and we will now be better placed
to focus on the areas in which we can help
studentsto be successful in their studies
and future careers.

Looking ahead

Last year, Viscount Blakenharm, Pearson's

farmer Chairman and CEQ, and the last

member of the Pearson family to lead the

company, sadly passed away. Michael was '
widely regarded for his staunch defence of

editorial independence and freedorm of

speech, his commitment to international

growth and expansion, and his personal

embodiment of Pearson’'s values.

interms of its focus and operations, Pearsort
is now quite different frorn the company he
stepped down from 23 years ago. What has
not changed is our commitment to taking a
long-term view, and creating sustainable
vafue for our shareholders by providing
important services to our customers in
entrepreneurial and innowvative ways.

Accelerating the move to more accessible,
mare affordable and better learning is as
important as anything that this company
has taken onin its 175 year history. We are
confident that our strategy will deliver
long-term sustainable growth, and we
expect to make further progress in 2019.

Thank you for your ongoing suppart.

John Falion
Chief Executive



Section 1 Overview

Executive team

jahn Faflon Chief Exacutive

Anna Vikstrém Persson

Chief Hurnan Resources Offlcer

Deirdre Latour Chief Corporate Affairs Officer

Kevin Capitani President North America

Coram Wiliams Chief Finandal Officer

8ch Whelan President Pearson Assessments

Giovanni Giovannelli

President Growth Markets

ftad Bristow President UK & Core Markets

Albert Hitchcock Chief Technology
& Cperations Officer

Bjarne Tellmann General Counsel
& Chief Legal Officer

jonathan Chocqueel-Mangan
Chief Strategy Officer

Tim Bozik President Global Product
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Sectlon 2 Our strategy in actlon 15

Online learning is the only way for
me to keep up with school because
| can set the pace for my coursework.

ARUWIN SALFITHUDDIN

STUDENT AT LTE

Aruwin chose Colorado Connections
Academy, a virtual school, because it
offered her the flexibitity to pursue
her dream of becoming a professional
alpine skier,

in betwean practice sessions and
competitions, Aruwin spends time
planning for her future, After high
school, she hopes to attend Cornell
University, with the goal of becarming
an architect or industrial designer
after her skiing career.

Connections Academy aliows
students like Aruwin to pursue their
dreams today, while also preparing
them for the careers they want later.
Connections Academy schaols are
tuition-free, onfine public schools
for students in grades Kthraugh 12

At Connections, students canwark
at their own pace and are supported
by certified teachers who create
personaiised [earning plans,

Over 70,000 students in the US take
advantage of this virtual option,

while interaational students can enroil
inour ontine private school. This way

of providing education to even moare
learners has been hugely successful
- 93% of parents with enrolled

students say they would recommend

the programme to others,

Virtual schools

£283m

Revenue

+3%
Underiying revenue growth

Aligned te strategic priority, p22
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Markel Lrends

Technology is changing expectations
and increasing possibilities in education.

—

Gen-Z needs
tech + teachers

Glein thei

bl e i . alopey 1 cnabiiny
+h teasivand ee




We can take advantage
of Al techniques to
create more engaging
teaching and learning
experiences.

MILENA MARINOVA

SVP, ARTIFICIAL INTELLIGENCE (Al PRODUCT
& SOLUTIONS, SANFRANCISCO, CA

Al and education

| joined Pearson in 2018 as the SVP of
Artificiat Intelligence (AT} Products and
Solutions_in this rofe, | make sure we are
taking advantage of advancementsin
Machine Learning - ar Al broadiy -

to create more engaging teaching

and learning experiences,

Pearson's digital transformation is helping
more people develop the skills they need
to prosper, and we are wel positioned

to engage with milliens of learners
across the world because of our reach
and experse.

Education has the potential to benefit
hupely from digital disruptior and
advancernents in Al, The opportunity

ta utilise Al to improve the learning
experience, and uitirmately to better
prepare peaple for their career in the
future, is an incredibly exciting prospect.

Section 2 Our stratepy in actlon 7

Al as the solution

Currently, [ am working on developing
human-centric solutions - this means
making learning experiences better

far students and teachers; enabling
lifelong learning through more accessible
and affordable products; and, building
better praducts and solutions using

new technoiogies.

Many companies don't have a deep
enough understanding of how to use
Abto sotve the biggest problems they
have. it isimportant ta be really clear
an the prabtem in arder to identify the
right approach, in addition, the problem
must determina which Al algorithrns are
used, not the other way around.

At Pearson the problem we are trying
to soive is clear: how to make learning
experiences better through praducts
and services that deliver increased
engagement and improved outcomes
for more learnears araund the globe,

MBIAIDAD |
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Our slralegy

Our mission is to help people make progress in their lives through learning,

Our Vision

is to have a direct relationship with millions of iifelong learners and to link
education to the way people aspire to live and work every day. To de that, we will collaborate
with a wide group of partners to help shape the future of learning.

Our Capabilities

inciude combining world-class educational content and assessment, powered by services and technology,
to enable more effective teaching and personalised learning at scale. Qur capabilities are based an
our deep expertise in how people fearn, and we apply them to our three strategic priorities:

v

Our strategic priorities

Grow market share through Invest in structural Become asimpler,
the digital transformation growth opportunities more efficient and more
of our courseware and sustainable business
assessment businesses
Shift from selling Global Learning Online Virtual Eliminate Increase
ownership of our Platform: A cloud- Program Schools Guplication standardisation to
content to sedling based, scalable Managerment andspeed up reduce costs and
print or digital product platform innovation improve scalabitity
services
English Language  Professional Provide world- Ensure access
Leaming & Certifications. class customer to quality
Ascessment & Licensure experiences that education
improve efficacy forali
and outcomes
AN

Cur vaiues are brave, imaginative, decent and accountable

We are the world's learning company



Strategic advantages

Inslghts and capabilities

Section 2 Our sirategy In action 19

Investing back into our business

We partner with worid-class authors
to develop our content and we

take a data-driven approach to
product design, based on proven
{earning science and pedagogy.

This enables huge advancements
inrich content, persanalised
learning and effective analytics.

Global reach and scale

Pearson's strong balance sheet
underpins the continuing investmeant
in our digital transformatien and
structural growth markets, We are
investing recard levels to become

the winners in digital educatian.

We have a truly global scale and

facus. We operate in 70 markets
worldwide. OQur preducts and services
benefit from being centrally
develaped, globally deployed with
{ocal expertise and capabilities
ensuring success.

Delivering
long-term value
for all stakehoiders

Custamer experience

Qur customers, inciuding learners,
educators, employers, governments
and more, benefit from a great
consumer experience with consistent
focus on jearning outcomes.

Supporting sustainable growth

Delivering returns for our
shareholders through along-term
improvement intop fine and bottom
line grawth, Qver time this helps
intrease the share price and maintain
a progressive, sustainable dividend.

Employee engagement

Through our transformation we are
focused on supporting our peopie,
driving equality and diversity, and
heiping them make progress at
Pearson and in their Hves,

Strengthen sustainability

Through cur sustainability and social
innovation work we are helping
increase access to quality education
for more people around the world and
reducing our environmental footprint,

Capital allocation
»Maintain a strong balance sheet
» Maintain an investment grade credit rating

>Invest in our business ~ we are investing
aver £700m in our digitat future

»> Return capital via a sustainable and
progressive dividend

»Retumn any excess capital via
special returns where appropriate

To read more about the value
we create for our stakeholders
see p6
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Our business model and strategic priorilies

Read more about our

three strategic priorities:

" Grow market share through
digital transformation

Invest in structural
growth markets

Become a simpler,
more efficient and more
sustainable business.

Grow market share through

digital transformation

US Higher Education Courseware

PERFORMANCE

2018 revenue

£976m
-5%

Percentage of total revenue

Digital revenue

MARKET

40%+

Market share

PROGRESS AND PRIORITIES

»Yotai revenue in this segment
declineq by 5% in 2018 dqua to
a continuation of underiying
market pressures an print
caurseware revenue

> Digitai revenue grew 2%in 2012

»Accelerated shift to affordable
and access initiatives,
including our partner print
rental programime, eBooks
and Inclusive Access

Ininclusive Access we signed
192 new institutions in 2018,
taking the total of not-for

profit and public institutions
served 1o 617,
See p227 for mare aniA

+ 8% of 2018 revenue in this
segment derives fram 1A,
equating to reughly 1.4m
course enrofments

» Transitioning our product
portfolio from primarily
print-led product experiences
to digital first praducts

yLaunch of Global Learning
Platform with Revel in 2019

Mastering makes learning personal

see p55

BUSINESS MODEL

-

3 Continuing to lead and shape
the market by movingto
digital first mode!

»Ability to deliver a portfofia
of dynamic evidence-based,
outcome-{ed, product
experiences

» Investing heavily in {P
and systems enabling
us to draw an the latest
technolagy, including Al
and machine learning

Underlying revenue grawth,
Source: MPL.

» Greater customer choice
with simple, affordabie,
convenient access

+ Better data and insights
for instructors to enable
better outcomes



US Student Assessment

Sectlon 2 Qur stritegy in action

Core Student Assessment
and Qualifications

21

2018 revenue

£332m
~49%'

Percentage of tatal revenue

Dlgital tests v paper tests - 2018 v prioryear %

2018 revenue

£292m
3%

Percentage of totat revenue

BTEC registrations
208

922,000

2017

1,009,000

c.$1.2bn’

Slze of market

c.£0.7bn #1

Sizeofmarket  Market
position

#2 #1

GC5Eand A Vacatlonal

lavel market quailfications

position markat
position

*Revenue dedined moderately
in 2018 due to the faster than
expected contraction in
revenue assoclated with
our PARCC and ACT-Aspire
multi-state volume-based
contracts and our disciplined
competitive approach

3 These factors will extend
irto 2019, where we expect a
muodest decline in revenue
in this segmant

yBeyand 2019, we expeci the
business to benefit from
continued good momentum
in subcantractor contract
wins leveraging our digital
leadership and a strong
pipeline of opportunities
in key states

» Digital tests now account for
56% of alf tests administered

» Digital tests enable a future
of fewer, better tests more
embedded in the woriflow
of teaching

>Tatal revenue fell 3%’ in this
segmentin 2018

>in UK Assessment revenue fell
as modest growth in BTEC
Firsts and GCE A-Level was
mere than offset by declines
in AS levels, intermational
GC5Esin the UK and UK
apprenticeships due to policy
changes In the schools
qudalifications and the
apprenticeships market

+ After disruptionin 2015, 2019
will benefit from new product
investment coming through

» identifying new apportunities
in our Growth markets,
working on promising
initiatives in Thalland,
Vietnam and China

»33% of open questions
marked by Al
BTECS provide students with real-worid experience
see p52

»We are the largest vendor Our strengths include; »'We serve students, Qur strengths indude;

::d “‘t: m:uﬂf(tﬂ andrvdve:a:re | » Investrnent in innavation teachers, schg‘olsuagr:"d > Ability (o leverage strong

e shift towards digita . - government through our Inteflectual Property
testing with our best-in-class >P: o 0: digital asses:ment qualifications business Track d of deli
platform TestNav g acTorm to encourage fewer. wherewe are the awarding ' ° Irecor of delivery
etlertests body and own the IP. atscale

1 Underlying revenue growth.
2 Source: Pearson estimate.

» Track record of delivery
at scale

» Ploneering digital assessment
platforms

s investment in innovation
and new praducts
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Our business maodel and sirategic priorilies

2

Virtual Schools

Invest in structural growth markets

Global Online Program Management

PERFORMANCE

2018 revenue Percentage of tatal revenue

£288m
+8%'

Enrolments (Full Time Equlvalent, continuing)
2018 2017

73,000 65,000

2018 revenue

£234m
+10%’

Percentage of total revenue

Global ragistratlons
2018

401,000

2017

352,000

MARKET

>5%

Market growth potential

>$1.5bn’

Total market size

+H0%’
Global OPM market
growth per annum

c.9%

Us graduate OPM
market growth per annum

PROGRESS AND PRIORITIES

BUSINESS MODEL

» Strang pipeline - two
to five new schools in 2019

» Fuli Time Equivalent students
in comtinuing partner
schoaols up 11% onlast year » Scale up in existing states;
tarpet states with high

growth patential

»Three new fuli tima anline
partner schoels epened
for 2018-2019

Connections allows studentsto learn at their own pace
see pls>

1  Underlying revenue growth.
2 Source; Pearsan estimate.

»Signed 57 pragrams in the
year globally

> Global course registration
growth of 14%

» Growth in 2079 from
programs faunched in
previous years and 60+
programs to {aunchin 2019

y Entered new giobal
rnarket with ESSEC
partnership in france

> Pipeline of new partnerships

OPM gives students the flexibility theyneed  seepé




Professional Certification

Section 2 Qur strategy in action

English

2018 revenue

£482m
+4%'

Paercentage of total revenue

Giobal test volumes
2018

15.2m

2017

14.6m

2018 revenue Parcentage of total revenue
£305m
+7%'

PTE Academlc test valume growth
2018

30%

23

c.$1.2bn’

Slze of market

c1.7bn’ c.£1bry

» Delivering testing
programmesto 450+
credential owners

»Near-term growth from
US MCAT; long-term a proven
winner in a growing market

1 Underlying revenue growth.
2 Source: Pearson estimate.

»Secured extension an
DVSA cantract to run
the UK theory test

Global English Size of market

speakers

»Secured two year extension > Opportunity to abtain
of Austratian Immigration recognitien for UK,
office contract Canada and China

immigration/employment

PTE Academic trusted by universities, colieges and
governments  seepd2

MEIAIFAQ !
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Our husiness model and sirategic priorities

3 Become a simpler, more efficient and more sustainable business
Further simpilification Leaner organisations Reduction in number
through shared through reduction of legacy applications,
service centres in headcount data centras and

office locations

Progress in 2018
>000 42 £130m
New US enterprise applications data centre and Incremental cost Supply chain
resource planning decommissioned office closures savings achieved in consolidation
system go-live 2018 as our cost
efficiency programme
runs ahead of plan
{n 2018, Pearson sofd its property at
Sale Of One One Southwark Bridge fo‘,rE‘ﬁfsz The sale
So Uthwa rk Bridge represents further progress in Pearson’s
ongoing simplification strategy and the
Simplification In practice consolidation of its London property

footprint, as Pearson becomes ajeaner
and more efficient company.



Section 2 Our strategy In actlon 25

The education sector is undergoing tremendous
change - we need to help our customers through
that, rather than add complexity.

MARYKAY WELLS

SVP & CHIET INTORMATION OFFICER,
NORTH CARQLINA, USA

As CIQ, 'm here to modernise and simpify
Pearsen’s technotogy estate to enable
betier experlences and outcemes for
Pearson's millions of customers and
jearners giobaify.

The education sector is undergaing
trermendous change - we need to help
our customers through that, rather than
add complexity. Success rides on us
striking a healthy balance, allowing the
global platforms we build to be used and
enjoyed worldwide without compromising
efther unique regional needs or the ability
to personalise learning experiences.
Aiding, notimpeding, eachlearner's
progress is our goal.

This means Information Technotogy can't
sit in isolation from the business or at
arm’s length from custormers. We afl have
a stake in improving learning, so fostering
the right partnerships and relationships is
embedded in to my team's DNA,

Driving a cutture of talent and innovation

Doing all of this requires sormething

I'm really passionate about: building
high-performing and innovative teams
that are customer focused and as diverse
as our learners across the giobe.

This is unlacking great patential in our
people, allowing us to test and use
advanced technologies like rabotics and
artificlal intelligence to deliver massive
efficiencles in processes ~ whether
internally or in the ctassroom to free

up teachers to spend more time with
their students and to personalise digital
learning experiences.

We're aiso making further strides in
diversity and inclusion through the launch
of Pearson's new Wornen in Technology
program, active participation in UK
apprentice and US internship schemes,
and increasing graduate hires.,

It doesn't end there. Having buiit an
environment wihere we can constructively
challenge ourseives and each other
each day, we can cantinue to push

the boundaries om how we can bring
infovation to the learning experience.
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Valuc created for our stakeholders

Our strategy is driven by the belief that education is evolving
to meet the changing demands of today’s learners. In an
increasingly digital world, we are a driving force behind that change.
This enables us to create long-term sustainable growth for our
investors and all stakeholders of the company.

£130m

Cost efficiency savings in 2018,
enabling the modernisation and digital
transformation of Pearson

1000°

2018 members of

Pearson’s Alumni
MNetwark since launch
inSeptember 2018

89"

Educatars surveyed said Pearson
products allow sturdents to study
anywhere, anylirme

34007

Pearson employees across 40 countries
participated in our Innovation
Jam ovar 64 consedutive hours,
to drive internal innovation




How we serve and engage

Sectton 2 Qur strategy in actlon 27

Key concerns

Our response

Employces

Qur mission-driven
empioyees are key to
the sustainable success
of Pearson,

57% of employees Look
partin our 2018 organisational
health survey (DHS)

In 2018, we invited all our
emplayees to take part in a survey
to get a better understanding
of where we can continue to
improve, We started several
bottorn-up innovation
programmes; held town

halls with senilor leaders and
global conversations with our
CEO. We launched a Pearson
Alumni network tg connect
former, present and future
Pearson peopfe.

Three mainthemes emerge from
our OHS findings: Our peopie
want to feel alipned to Pearson's
vision, strategy, culture and
values; they want to be able to
deliver with current capabilities
and processes; and theywant to
understand rmore about Pearsar’s
ability to innovate, and adapt to
change. Qur Innavation Jam
generated ideas around how we
canfacilitate fearning and design
for a”YouTube” generation.

We are focused on creating &
healthier company, encouraging
and enabling more peaple to
progress. We are working to grow
and develop talent, drive more
divarsity, ensure greater
employee engagement,

drive innovation, suppart
accessibility and incluslon effarts,
and improve sharing of best
practice across the company.

Shareholders

We have a broad range of
investors who entrust their
capital with us.

62 5 investor meetings with

344institutions in 2018

We engage with eur investars
on an ongolng basis, We
communicate with them
regularly, including at our
financial results, our AGM

and atinvestor meatings and
conferences around the globe.

Qursharehaider base hasa
diverse range of views covering
financial, environmentat and
sacial Issues,

We have a pasitive, ongoing
dialogue with our shareholder
base. We aim to deliver
long-term sustainable value
for our investors and ali our
campany stakehaiders.

Learners

Pearson helps millions
oflearners across the
world progress throughout
their lives.

80% of students surveyed
say our products help them
get more out of the class

We regularly taik to and survey
learners to understand how
learning is evolving, observe
changing demograghics,
attitudes and buying behaviour,
We put learner neads at the
centre of what we do and wark to
bulld world-class digital products
and services to deliver amazing
experiences and iimprove
learning outcomes,

Learners have increasing
expectations over the value of
their education. They expect
experiences bath Inside and
outside the classroom that are
more rewarding, more engaging
and less time consuming. Digital
is a normal, integral part of their
day-to-day life and they expect
digital education products to
meet this expectation.

We are matching this
expectation, For exampte, we are
using predictive anaiytics to give
us early alerts to identify where
students are struggiing much
earlier inthe process and
therefore can heip to get

them back on track quickly.

Educational institutions & educators

We workwith teachers,
instructors and educators
across all stages

of education.

89% of educators

surveyed said our products
allow students to study

amywhere, anytime

We collaborate with educators on
thought leadership and product
development in order to give the
next generation of tearners the
tools thay need to be successful.

in a cost conscious environment,
educators are focused on
delivering high quality
educational experiences that
set their students on a courseto
abetter career and life for them
and their famifies.

Read more on our approach to stakeholder engagement in the Governance report, on pa3

We aim to provide more engaging
wiays to conhect educators with
their students, accelerated
threugh the move to digital.

This enables mora timely
feedback on student progress

o heldp set them up for success.
We also continue to listen and
observe how things are changing
in the classroom to adapt to the
next generation of learners,

MIAIIAD
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Valie crealed for our stakeholders

Howwe serve and engage Key concerns Qur respanse
Employcers
s with Through assessment Industry is looking for education | We have listened hard to
Pearson works wit employers and are designing

employers, trade
assaciations and industry
bodies to meet the demands
of the workforce and equip
learners with the skilis they
need to progress and theive,

62Cy0 of large UK companies
recruited graduates with a
BTEC (CBI Skills Survey 2018}

and quatifications,
micro-certification, enline
learning, and professional
badging, among other solutions,
we are supporting the efforts
of industry to prepare workers
for the jobs of today and of

the future,

sysiems to help drive innovation,
tackle the globai skills gap and
contribute to lang-term
economic growth by ensuring
learners enter the worid of work
better prepared to succeed in
their careers.

products that meet the needs
of industry head on, whilst
providing learners with the skills
to succeed in the workforce.
Far example, inthe UK our

new generation BTEC offers
career-focused pathways and a
high-quality rowte into higher
education or employment.

We partnerwith
governments (focal, state,
federal, national) to ensure
students have access to
and can become proficient
with wortd-class

learning standards,

50 US States and a wide
range of global marketsin
which Pearson works with
government stakehoiders

sjovernments & Regulators

These standards will address
students’ needs, ciose skills
gaps and meet the demands
of the workforce.

Governments and regulatars
afso set policy to ensure that both
businesses and consumers are
provided with the most effective
legisigtive frameworks that help
drive sustainable growth and
ensure that learners have access
to affordable education and
training oppartunities.

Governments are looking for
effective approaches to better
connect educational institutions
to employer neads, improving
student sutcomes.

We are committed to bullding
strong refationships with political
and educational leaders. We do
not make policy. Instead, we
share best practices, inform the
policy-making process, and forge
innavative partnerships aimed
at increasing student access,
affardability, and success.

Business partners

From technology providers
to suppiiers, channel
pariners to our authors,
we have a broad range of
partners across aur

global business.

25 key globat suppliers
who help 15 deliver on our

We are focused on building
successful business partnerships
across the education

ecosystem to ensure joint
success and growth,

We share similar goals and
prioritias with our business
partners - from driving business
transformation to developing
world-class products; enhancing
customer experience to ensyring
adherence to data privacy and
information security processes;
managing political and
regutatory risk to developing

Wae build relationships with

world-class partners and

suppliers for the benefit of all our

stakeholders. We believe that

waorking with partners who share ,
OUr COMMItMEents notjust to

best-in-class business practices

- but alse best practice and

internationat standards for

human rights and environmental

commitment to offering talent - and rore. We align stewardship strengthens our
world-class business processes, with our business partners and vatue chain and reduces our
systems and technologies expect them to share our values, business costs and risks.
Communities

Educational opportunities
and outcomes are dosely
finked to the prosperity of
local communities and
globai development,

£5.7M socia

contributionsin 2018

We partner with organisations
working to improve education
farvulnerable, marginalised
groups, and those focused on
the impact of business on
society and the environment.
We partner to deliver
pragrammes that strengthen
global education systems.

Our communities around the
world areinterested and
engaged in how we are using
aur products, services and
community investments
reach the learners who need it
most and the steps we are taking
to have a positive impact on
society and the environment.

We areinvesting in important
areas of sodal innovation where
we can reachfearners who need
it most, such as through
Tomarrow's Markets 'ncubator
and our partnership with Save
the Children. Read more an this
in our sustainability section, p35.



The best part of my job is
working directly with learners.

LEAH JEWETLL,

MDD, CARLCERDIVEIOFMINT &
FMPLOYARILITY, HHORCKI N, N)

Islarted at Pearson 31 years ago as a
sales representative in higher education,.
Now, I'm the Managing Director for Career
Development & Employability. My team
heips high school, college, and adult
tearners prepare for their first job and &
lifetime of iearning around the skilis
naeded for the fiture.

Career-driven learning

The pest part of my job is working directly
with learners to hefp them navigate
multipie tearning pathways, both
traditional and non-traditional, and to
build skifis for future jobs. When { was in
schoal, a dagree prepared you for a
fifetime career, but people born today

will need continuous learning and training
for what could amount to one hundred
years in the workforce based on
astimated life expectancy!

Embracing alternative pathways

| decided to pursue an aiternative
certification pathway myself, recently
cormpleting the ‘Entrepreneurship &
Innovation' certificate programme at
Stanford University. The flexible,
self-paced programme worked for me,
and helped me obtain knowledge and
skifls for my current role as well as
posstble new jobs. twill also use my
experience as a learner inthat
environment to help us bufid out
services and solutions at Pearson,

At Pearson, we are helping people
explore, understand, navigate, and
successfully complete fifelong iearning
and up-skilling regardless of their
pathway, it's what 'm passipnate
about and what our employability
teamn does at Pearson.

Section 2 Our strategy In actlon
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Eflicacy

Efficacy helps build trust
with learners, educators,
instructors and all our
company stakeholders.

Pearson's mission is to help people make
progress in their lives through learning,
That's why efficacy is core to what we do:
we are identifying the outcomaes that matter
maost to fearnars and educators, designing
products based on evidence of what works
10 improve those outcomes, measuring the
impact the use of our products can have on
tearning, and continuously improving,

In 2013, Pearson made a cormmitment to
begin reporting, by 2018, on the impact

of use of our products on outcomes for
learners, We reached this major milestone
in April 2018, when we were the first
education company to release publicly
audited and peer reviewed Efficacy
Reports. The reports help build a better
understanding of not just what works,

but how it works and inwhat context.

Our commitment to ¢fficacy is a continuing
and ongoing process. We are releasing

a further series of efficacy reports this year,
and witl do so annually, staying true to

our efficacy commitment.

The 2019 efficacy reports include the three
rigorous efficacy research studies that were
completed across the company over the
last year and also cover one of our mast
frequently used assessment products.

The reports highlight how those products
are being used to supportieamers in their
learning journey.

This includes three product efficacy reports:
1. Revel Psychology in North America,

2. MyPedia in India, and

3. Sisterna COC in Brazil.

As wefl as an assessment product: Pearson
Test of English Academic.

Listening to educators

We gathered feedback from educators and
thought leaders around the world about
the 2018 reparts. While our commitment
to efficacy was received positively, we were
encauraged to find ways of ensuring that
aur reparts supported changing teaching
and learning practices when using digitat
products, We are responding by focusing
on exploring examples ofimplementation in
the research design and including guidance
about how the findings can be applied inthe
reporting materials. In addition, we are
working through muitiple channels to engage
in more, and more fruitful, conversations
with educators about efficacy.

What we are doing next

Reieasing an efficacy reportis just one step
in the process of supporting educators

and learners ta use our products tg help
improve cutcomes that matter to them.

It the last five years, efficacy at Pearson

has evolved from focusing primarily on
efficacy reporting and implementing
outcomes-focused evidence-based product
dasign, development and ongoing product
impravement. As part of this broader
approach, we are helping make foundationai
impravements across our content, our
assessments, our technology capabiiities
and how our products are implemented.

We are also broadening the range of
outcormes we are seeking to support.

The 2018 Efficacy Reports focused on
course and exam achievement outcomes
because these are seme ofthe outcomes
that matter mostto our customers and
learners, Going forward, drawing on insights
from our customers and fearners and from
the Empioyment in 2030: Future of Skills
research we conducted with researchers
from the Oxford Martin Sthool and Nesta,
we are committed to both designing
products for, and evaluating impact on, a
wider range of outcomes including skilis

to support learners’ career readiness and
employability prospects. In the process
helping meet the needs of industry and
government in tackling the skills gap -~

a growing giobal productivity challenge.

Pearson remains committed ta learning
and continuously improving our efficacy
work to help Pearson grow and help mare
learners, learny more thraughout their lives.

Explore more: www.pearson.com/
corporatefefficacy-and-research.html

MyPedia India Efficacy
Report Spotlight

MyPedia is a blended teaching and learning
solution intended to help teachers improve
their pedagogy, assessment and digitat
skils, and to give learners a positive,
engaging exparience thatimproves their
skills and abilities.

In a study conducted with schools across
Indfa, research shows that teachers ussing
MyPedia change their classroom practices
aver time—{or the better,

» Averaped across classrooms, MyPedia
teaching quality ratings increased
each quarter from 2017 10 2018 moving
from "does not meet standards” to
“meaets standards.”

- The percentage of teacherswhose
average MyPedia teaching quality rating
indicated they werg “meeting standards”
increased from 50% in the first and
second quarters of 2017 to 674 in
the second guarter of 2013.

sTeacher self-rated confidencein teaching
with MyPedia also increased each quarter
between 2017 and 2018,

- 18% of teachers were rated "very
confidenit”in the first and second
quarters of 2017, whereas 27% were “very
confident”in the second guarter of 2018,

These higher observed MyPedia teaching
quality ratings are then assodiated with
better end-of-year student test scores.

»Aone point increase in the MyPedia
teaching quality ratingis relatedto a
0.44 standard deviationincrease
(i.e., 17 percentile points) in students’
end-of-year test scores.

»Aane paintincrease in MyPedia teacher
impactrating isrelated to a 0.71 standard
deviation increase (i.e, 26 percentile
points) in students’ end-of year test scores.

DFGITAL CAPARILITIES
Real-time data analytics
Virtual and augmented reality



Connecting our learning research
to Pearson'’s product design process
to enhance impact on outcomes.

DR KRISTEN DICERBO

VP LTARNING RESTARCH & DISIGN

I've been at Paarsen for seven years,

As the VP of Learning Research & Design,

| make sure we're connecting aur fearning
research to the way we design producis
inarder {¢ impact the outcomes we want
to achieve.

Uniquely humarn skills

in 2017 we embarked on an ambiticus
piece of research with the Oxford Martin
School and Mesta, to map the future of
work and skiils. Our research shows that
uniquely hurman skills, such as compiex
thinking, and interpersonal capabilities
like collaboration and leadership, will be
increasingly important in the jobs of the
future. What makes us humar is what
will make us employaple in the future,

We are working to apply insights fram

the learning sciences about how to teach
and assess those skllls consistently across
our portfolio, and are designing and
developing capabiiities for our products
based on this evidence that can support
learners to develop these uniguely
human skills,

Ifwe take coliaboration skiils asan
example, we know that having students
do mare group work does not
automatically improve these skills.
They need opportunities to practice
different roles within a group, and recgive
feedback, We can also structure the
kinds of collaboration activities so they
move from simple skills like collective
brainstorming to more advanced skills,
like reaching consensus.

Section 2 Our strategy in action

Leading with outcomes

We are increasingly taking a‘backwards
design’ approach. That Is, we start with
the outcome we are (rying to improve,
then apply evidence fromthe fearning
stiences to the design and development
of the product, and then evalisate and
report on the impact of product use on
the outcome we are looking to improve.
Our goal is to help more learners, learn
mare and in doing S¢ help shape the
future of learning.

Research supperting design

Efficacy & Research, once a standalone
team and programme, has now become a
key capability in our glabal product
organisation, Speclalist capabilities in
autcomes-focused, evidence-based
product design and devefopment and the
measurement of impacton learning are
now integrai parts of our research and
development, innovation and product
development pracass.
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Suslainability

Sustainability is integral to our strategy and fundamentatl to
achieving our mission to help people make progress in their fives
through learning. Through our 2020 Sustainability Plan, we made a
commitment {o embed social and environmental issues across our
business. We recognise the role sustainability plays in driving our
long-term growth and in helping build a better society.

Our 2020 Sustainability Plan drives us to
find innovative ways to reach new markets
by helping learners overcome barriers,
keeping abreast of the changing education
landscape, and earning the trust of our
stakeholders. By aligning with the UN
Sustainable Development Goals (SDGs),
the Plan ensures we think about business
success in the context of our wider
responsibilities as part of the giobat
community. We have prioritised SDG 4

on quality education, SDG 8 on decent
work and economic growth and SDG 10
on reducing inequalities.

2020 Sustainability Plan

Three focus areas ¢drive our commiiment
to sustainability:

1. Reach more learners
2, Shape the future of learning

3. Beatrusted partner.

More information on our performance in
each of these areas will be available later
in 2019 when we publish our 2018
Sustainability Report, available at
www.pearson.com/sustainability.

I this section, we:

» Set out the key materiai issues for
the company and how these relate
to our risk management process

» Qutline how sustainability is governed
at Pearson

» Report on hightlights from each of the
three pillars.

Our material issues

Our 2020 Sustainabiiity Plan is informed by
our material issues - those most relevant
to the sustainabiiity of the business,
Theywere identified in consuitation with
senior ieaders, employees, external experts
and other stakehoiders. We have prioritised
nine key issues, which represent both
opportunities for growth as well

as operational risks. We map these
sustainability issues against our

enterprise risk management process.

As part of our risk management process,
company-wide risks are tracked across
geographies and functions.

See Qur materiol issues matrix p33,

Sustainability governance

The Reputation & Responsibility Committee,
a formal committee of the Board, provides
ongoing oversight, scrutiny and challenge
onmatters relating to our sustainability
strategy and our corporate reputation.
Learn more on pi06.

The Paarson Executive oversees
implementation of business and
sustainability strategy. The Responsible
Business Leadership Councl drives
implementation of the strategy on behalf
ofthe Board. it is chaired by our Chief
Carporate Affairs Officer and comprises
senior leaders from across the business.

1 Reach more
learners

> Improve access to and affordability
of products and services

> Collaborate to reach
underserved learners

Shape the future
of learning

> Build skilis that foster employability
and inclusive economic growth

> Promaote education for
sustainable development

> Engage in mutti-stakehoider
research, dialogue, and collective
action to solve globat challenges

Be atrusted
partner

>Respect and support our people,
customers, and communities
» Protect our natural environment

» Build a sustainable supply chain



Our material issues

Materiality matrix

Section 2 Our strategy in action 33
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Annual report 2018  Company-wide
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Competitiveness of digitat products o ?Core
> Growth
Affordability L2 ] »North America
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High stakes testing e YES yAssessment ) Core
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Digital infrasiructure © YES »Global Product »North America »Tech & Cps
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»North America & Governance
»HR
- - »Assessment »Legal y Environmental,

Accessibility’

Social &
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GHG emissions and climate change
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1 Emerging risk,

See Principal risks and oncertointies, p62
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Suslainability

1 Reach more
learners

Commitments:

simprove access to and affordability
of praducts and services

s Collaborate to reach underserved learners

Our continued commitment is to better
address the needs af vulnerable groups
through our products, services and
partnerships. We work to identify and
remove barriers to education so that all
tearners can improve their lives ~ regardless
of their income level, the way they learn,

of their background, Reaching more
learners helps us to innovate and grow our
business, and it supports our commitment
to quality education for all, decent jobs,
and equality in fine with the UN SDGs.
Harnessing the power of new technologies
to bring education and epportunities to
more people in more places is central to
these efforts.

Improve access to and affordability
of products and services

in 2018, we continued to advance our
cofrmitment to improve access to and
affordability of education through our
core business offerings.

Cur corporate education benefit
programnme, Accelerated Pathways

(see p51), leverages tuition assistance
funds to help aduit learners overcome
challenges to education attainmentwhile
positively impacting recruitment and
retention initiatives. Through this benefit,
ernployees have access to coaches and
advisors, courses, certificates, degrees,
and an education assistance platform that
support skilfs and career development.
Education programs are delivered online
and are mobile optimised, so employees
can fearn anytime and anywhere.

Connections Academy, a tuition free,
fully-accredited, US-based oniine public
school for students in grades K12, offers an
inclusive, coltaborative learning experience
that meets the unigue needs of learners
with a wide variety of backgrounds and
abilities. An afternative to brick-and-mortar
public schoots, Connections provides a
valuable option for students who are not
finding success in the traditional dassroom,
Far example, students with serious health
issues, who have been bullied, orare
struggling or advanced academically can
benefit from attending a Connections
Acaderny online s¢hool.

Qur Inciusive Access modet helps college
students access their materials at a
lowar price.

Accessibility for Learners
with Disabifities

Pearson has established a Global
Accessibility Steering Group to drive
support for people with disabilities
thraugh the intentional integration of
accessibility standards in product
development. We are committing to a
process of continual impravement to
increase the accessibility of both new
and existing products,

As an employer, we work to ensure that
appropriate procedures, training and
support are in place for people with
disabilities to ensure fair access to career
and progression opportunities. One of our
eight employee resource groups is Pearson
Able - its remit is to improve company
practice for learners and employees.

Tomorrow’s Markets Incubator

The Tomorrow’s Markets incubator
develops new products, services, and
business models for iow-income and
underserved market sepments by engaging
employees in a robust venture innovation
process. The incubator is Pearson's first step
in reaching this market of more than 4 billion
people in size and $5 tillior in value.

Supporting
students with
Smarthinking tutors

Service: Smarthinking

in a study we conducted with Morgan
State University, instructors teaching
writing-intensive courses indicated that
their students’ writing skills, confidence,
and work quality improved as a resuit
of the interaction with Pearsan’s
Smarthinking tutors.

Wiorgan State is ajeading public research
university in Maryland. Many arrive

with a mix of writing skill strengths and
weaknesses, For the courses in the study,
all students were requirad (o use either
Smarthinking or another tutor - the first
time many of them were exposed to
tutoring. The aim was to heip ali students,
espedially those who were behind or
struggling, feelit is normal to use a tutor
and empower thetn to use the resource
for other courses going forward. Students
expressed appreciation for the fast
wrnaround and expert grammar and
writing assistance provided by
Smarthinking tutors.

Learn more at. go.pearson.com/
PearsonMorganState



Following a selection process, employee-led
incubator teams receive seed funding and
access to thought leaders and coaches with
deep expertise in venture creation for new
markets. These tools suppartteams to
innovate commercially sustainable and
sacially impactful solutions, as well as
develop their own professional skills

and capabifities.

Today, the incubator has a giobal portfolio
ofventures at different stages of maturity.
Teams are selected by an investment
committee comprising Pearson executives,
They must demonstrate a compelfing,
feasible commercial solution that wil
improve learner gutcomes and deliver
sociatimpact.

Collaborate to reach
underserved learners

Through partnerships, we are tackling
some of the biggest education challenges.,

Every Chiid Learning

Since 2015, Pearson has been working with
Save the Children on “Every Chiid Learning,”
a partnership delivering high-quality
education to Syrian refugees and host
community chitdren in fordan, and
innovating new solutions thatimprove the
delfivery of education in emergency and
conflict-affected settings. Between 2015
and 2019, Pearson has committed £4.5m.

The project includes “Space Herg”
(Batlalfada), a fun and engaging maths
learning app, designed by Pearson in
collaboration with refugee and Jordanian
children, aged 9-12, to strengthen their
maths skiils. in 2018, the app, which is
avaitable to download for free on Google
Play, had over 28,000 new users and over
4,000 weekly average users regularly playing
the game. It is Pearson’s highest rated app
in the Google Playstore. Space Hero also
SuUpports a broader in-schaol programme,
ied by Save the Children, that focuses

on teacher training, school-community
relations, after-schoof learning, and
psycheosocial support.

In 2019, 19 schools will be implementing the
Every Child Learning programme, with the
aim of impacting over 25,000 children.

Section 2 Our strategy Inacilon 35

Pearson Affordable Learning Fund

The Pearson Affordable Learning Fund
invests ‘patient capita’ in independentty
run, for-profit, education start-ups using
innovative approaches to improving
learning outcomes and increasing access,
atscale,

Social contributions

In 2018 our social contributions comprised
£4.7m in community contributions and
£1.0m invested in socially innovative
business initiatives. Together thiswas
equivalent to 1.1% of our pre-tax profits
for the year. itincluded:

Socdal

contributions

Every Chitd Learning (see p35) £1.6m
Jomorrow's Markets incubator  £1.0m (social
{see p34} innovation)
Camfed Learner Guides £0.1m
Project Literacy £1.7m
Employee Giving £0.7m
Emplayee Volunteering £0.2m
Programme Management £0.4m
Total £57m

Through Every Child Learning, we are
helping Khaled", 11, to achieve his drearm
of becoming a dentist

* name changed to protect identity.

Core4Stem Volunteering

Every year, the San Antonio Hispanic
Chamber of Commerce hosts its CORE4
STEM event, which brings together more
than 5,000 middle school students, from
five inner city school districts to celebrate
STEM aducation and career opportunities,

in 2018, a group of Pearson volunteers from
the Infrastructitre and Operations teamin
Assessment hosted a doud infrastructure
and security simulation at this event, with
the goal ofteaching these 7th and 8th grade
students how we deliver technology today.

The Pearson simulation had students
deploy and securely host adiscreaet
application in the “cioud” building basic
coding and platform management skitis.
These are the foundation of the skilis that
STEM employers need butschoolsin these
districts strugsle to find support for

the programmes that buifd these skills,
leaving a gap between the skilfs students
need and the jobs theywant.

Pearson alms to helpfill the gap,
understanding the sidlls employers need,
and finding ways towark with schools in

the district to help students build these
skills, Pearson’s simulation at CORE4 STEM
was spwell received thatit's geing to be
scaled across 3 number of San Antonio
School Districts, This isjust one way Pearson
is hedping to conneci the dots betweaen
employers, schools, and students,
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2 Shapeihe future
ol learning

Commitments:

s Build skills that foster employability
and inclusive economic growth

» Promote education for sustainable
development

> Engage in multi-stakeholder research,
dialogue, and collective action to solve
giobal challenges

Education and
training for sustainable
development

{n Occaber 21y, Peacsan collabarated
with Business Fights Poverty, Arizona
State University and the UN Prindples for
Responsibie Management Education

(an initiative of the UN Giobal Compact)

to publish ‘The Rote of Business in
Education and Training for Sustainabie
Development’, Based onintarviews with
educators and companies, the report
shared insights and recommendations for
business o help peaple gain the skills and
knowledge required to meet sustainability
challenges, improveiives, and contribute
to long-term prosperity and wefllbeing.

The pace of change in education is faster
than ever before. We envision a future in
which learners are equipped with the skills
they need to build careers and navigate
the future of work, and where learning
contributes to more inclusive, equitable
societies and economies.

Pearson has focused on guiding students
toward their career aspirations and

equipping them with crucial workplace skilts,

We help learners prepare to enter specific
careers - delivering vocational training,
providing industry-focused gqualifications
and assessments, and teaching skills such
as science, technology, engineering, maths
and English,

For exampie, Pearson Career Success
{see p55) aims to meet the needs of both
colieges and employers by providing a
digita! suite of assessments, learning
modules and tools that help students
identify career goais and the gaps in
their academic and career skills that
they need to fill.

in response to our custorners, we have
developed content, courses, gualifications
and ather services that halp students

learn about sustainability. By integrating
sustainability-refated content into our
products, we can explore new market
opportunities while making a direct
contribution to the SDGs and inspiring

the next generation to improve their worid.
We work with a number of authors and
professors whe have made sustainability
partafthe materials they create far
Pearson. We have aiso developed a number
of sustainability qualifications, and have
embedded sustainability within BTEC
qualifications across sectors, including
engineering, warehouse operations,
animal management, science, and IT.

Be a trusted
partner

Commitments:

> Respect and support aur peopie,
customers and communities

» Pratect our natural environment

»Build a sustainable supply chain

We are committed to being the best partner
we can be to learners, educators, suppliers,
and communities: living our values through
how we do business, treat peopie, and
protect the environment.

Respect human rights

Our vision is ta respect and promote human
rights, including the right to education,
throughout our operations and with

our customers, employees, contractors,
and supply chain. We have a corporate
responsibility to respect human rights,
and our approach is guided by the
Universal Declaration of Human Rigfts,
the International Labour Organization's
declarations on fundamental principles
and rights at work, the UN Guiding
Principles on Business and Human Rights,
and the UM Giobal Compact Principles.
We are a founding signatory to the UN
Global Cuinpatd, and we are a member ot
the Global Compact's UK Local Network,

We published our first public Human Rights
Statementin 2018.

We have identified priority human rights
risks and opportunities related to content,
learners, partnerships, technology and
employees, and developed a roadmap to
address them, We also have policies in
place for key elements of human rights
inciuding editorial content, health and
safety, safeguarding and data privacy.

For more, sée the section on compliance
in Principal Risks on p62.

Qur Business Partner Code of Conduct

sets out our requirements of third parties
and, as part of our global approach to
procurement, we include specific obligations
refating to human rights compliance in new
and renewed supplier agreements and we
audit suppliers in high-risk categories.



Apriority across the value chainis to
ensure our activities ara free from slavery,
servitude, forced or compulsory labour
and human trafficking. A statement on the
steps taken by Pearson to combat modern
slavery was approved by the Board and
can beviewed on the Pearson website
(www.pearson.com).

Deliver relevant, appropriate,
and inclusive content

In creating cur products, we think
specifically about the culiure, background,
ard age of the learners that will access our
content, We have impfemented a common
Editorial Policy across Pearson to guide
product development teams and individuals
invalved in the content creation process on
ensuring content is aligned to Pearson's
values, and prevent inappropriate content
from being published. The poficy is overseen
by a cross-regional and functional steering
committee, chaired by a member of our
executive team, which provides a space for
escalation and issue resolution. A network
of 35 policy champions are responsible

for implementation and act as a paint of
escalation for queries in our businesses

and markets around the world.

Safeguarding and
protecting learners

We continue to view safeguarding as our
fundamental obligation to learners and a
high priority for Pearson. We have a set of
safeguarding principles and we agreed a
new safeguarding strategy for 2018-2020,
which inciudes a focus on safeguarding in
online and digitai environments. In addition,
we implemented a new set of safeguarding
metrics. We also completed a gap analysis
on the safeguarding assurance processes
for each business. Safeguarding has been
identified as a prindipal risk under our
enterprise risk management system and
there is more information on p60.

Key performance indicators:
Safeguarding

100%

of targeted identified actions addressed
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Respect and progress
our employees

Our employees are integral to delivering
Pearson's mission. Last year, we adopted
four key strategies:

»Provide integrated people solutions that
empower the business to drive results,
outcomes, growth and employabitity
forlearners

» Establish Pearson as an employer of chaice
for diverse talent across the world

» Cultivate a high-parforming giobzl
workforce that innovates and defivers
dynamic learning expertiences

> Promote lifelong learning and digital
skills developrnent to create an agile and
mobile workforce

Pearson continues to manage considerable
amounts of change both within the
business and outside it. Our simplification
programme is ahead of plan due ta an
increase and acceteration of savings
delivered as a result of the recent
implementation of our enterprise resource
planning system. The difficult but necessary
changes we have been making will allow

us ta speed up innavation, provide

better customer experiences, eliminate
duplication, and increase scalability in

the long-term, We continue ta do alf we

can to support our colleagues through

this transformation, through regular
communication and detailed cansultation,
and providing support for those leaving
the company.

We are investing in talent and succession,
helping our leaders and their teams define
and develop new skifls and capabilities,
creating a rich and growing pipeline

of diverse talent. We work to inform,
support and equip colleagues to work
collaboratively, and we encourage and
reward high performance.

We are also committed to provide a safe
and heaithy work enwvironment for our
empioyees and the learners we serve
(see the Principal Risks section on p63
for more detail).

In 2018, a key focus was innovation and
organisational health. We conducted a
company-wide organisational health survey
10 22,000 permanent global employees

in 13 languages plus an accessible version,

We had a 57% completion rate, We are in
the process of reviewing the results with
Executive Management to produce clear,
tangible action plans with specific focus
areas and measurements that will help
drive us forward.

in October, we hosted an Innovation Jam,
which was an online, employee-driven
discussion ta openly exchange perspectives
and ideas to support Pearson's growth,

tn tine with our five year strategy.

Supportour culture,
mission and values

QOur values - to be brave, imaginative,
decent and accountable - continue to
guide usin implementing our strategy.
They are embedded into our performance
assessment, which means all employees
areevaluated on and rewarded for acting
consistentiy with them.

The Pearson Code of Conduct underpins
our values by setting out the global ethical,
sacial and environmental standards of
behaviour we expect from employees,
and we have a companion code for
business partners.

The Cade was reviewed and refreshed in
2018 and incfuded aninteractive training
course combined with the certification

of the Code. We make sure everyone in
Pearson is awara of the Code and confirms
they understand and will comply with it

In 2018, we achieved our target of 100%
completion by all employees. The Code is
also assigned as part of the on-boarding
process for ail new Pearson employees.

Many of the areas cavered by the Code
are supported by detailed policies and
procedures, including: anti-bribery and
corruption, health and safety, and
safeguarding, Learmn more about

thase issues in our section on Principal
Risks, p&2.

We operate afree, independent, confidential
telephone helpline and website available

to anyone who wants to raise a concern.

We have a clear non-retaliation policy in
place to encourage people to share the
issues they have and we gauge how
comfortable people are in raising concerns
in our employee engagement survey.
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SusLainabilily

Key performance indicators:
Gender diversily

Wamen in Pearson %

At Board level, 30% of our members ware
female as aL the end of 2018. As a founding
member of the 30% Chub, we have endorsed
and committed to work towards the target of
aminimum of 33% representation of women
on the Board by 2020, Below are key gender
representation segments over the past
three years:

- T T mw 0t
30% 30% 30% 3

Board of Directors

32% 30% 31% 33
Allemployees 60% 61% 62% 17,065

Sentor leadership”

*  Two reporting lines from the Chief Executive.

Inthe UK, the governmant introduced
regulations designed to help address the
fender pay gap. Pearson has provided
information on its gender pay gap in the

UK (see go.pearson.com/GenderPayReport)
and has made a commitment to extend our
reporting globaily by 2020, Our action planto
address the gap is global in scope and focuses
on five key areas:

»Supporting, mentoring, and fostering
the professional development of high
potential women;

>Ercouraging the empowerment of women
and the formation of networks;

Hmproving recruitment and pipeline
practices to enhance senjor female
representation;

*Shaping our polidies and culture around
returning to work and flexible working; and,

3 Ensuring the consistent engagement of
executive management and senior leaders
in Diversity and tnclusion initiatives,

Key performance indicators:
Health and safety

92%

af pur H&S standards have been fully
implemented around the world.

56%

of apen HE&S findings from audits prior to
2018 have been fuily resclved.

82

H&S3 Coordinatorsweretrained and successfully
certified in fnstitution of Occupational Heath and
Safety (IOSH} Managing Safely course in 2018,

Foster diversity, equality
and inclusion

Every person is unique whether that be in
terms of age, gender, identity, race, ethnicity,
religion, disability, sexual orientation,
education, learning style, national origin,
personality type as well as across a range of
many other factors. At Pearson, we value a
diverse workforce and a workplace which
reflects our learners - the customers we
serve around the world. By celebrating and
leveraging diversity, we can better harness
our colfective skills and talents, gur
imagination and ideas to design and deliver
the best services and sofutions for all
learners. Qur approach is described in

our Diversity & Inclusion Statement,

in 2018, we appointed a senior global feader
to drive this agenda and conducted a
comprehensive review of the diversity and
inclusion practice at Pearson, which resulted
in a new diversity framework, governance
and measurement models, a set of global
pricrities and a maturity madel for evolving
our employee resource groups into business
resource groups. Hightights include:

»A new Diversity & tnciusion Councit fed
by the CEO to provide strategic oversight
and to extend our work into many more
markets and countries. The Council
inciudes business leaders, aliles and
advocates, as well as representatives from
our ten employee resource groups.

»Aset of seven priorities which will guide
our 2019 action pian and major initiatives.
These include a focus on improving gender
representation at the top two levels of the
company as welt as improving the radal
diversity for manager roles and above
initially focusing on the United States.

»Asignificantly expanded global netwark
of Diversity and Inciusion Advocates who
provide supportto advance our practice in
their businesses and geographic locations.

>A plan to help our employee resource
groups at Pearson evalve and mature.
The networks are for women, parents,
veterans, Latinos, the LGBT community,
employees across generations, people with
disabilities and empioyees of black and/or
African ancestry. A new group launched
this year that focuses on the Black,
Asian and Minority Ethnic communities
within Pearson.

Qur work on diversity and inclusion
continued to gain external marketplace
recognition. In 2018, Pearson was
recagnised as follows:

»Named in the 2018 Forbes list of America's
best empioyers for diversity and inclusion;

» Succassful in scoring 100%in the
2018 Corporate Equality Index run by
the Human Rights Campaign;

» Recognised as having one of the top 50
{eading global LGBT Affy Executives by
the FT/OutStanding;

»Awarded the Dynamic Mentoring
Qrganisation of the Year fur a second year
by the 30% Club and Women Ahead for a
programmie led by our employee resource
group on gender.

lmprove health and safety

Our peaple work in diverse iocations around
the world, including schools, colleges, test
centres, offices, data centres, call centres,
printing sites, warehouses, as well as remote
waorking, To be a sustainable company and a
trusted partner we must ensure the safety
and wellbeing of our people no matter
where they are working.

At the beginning of 2018, we revised our
2018-2020 Health and Safety strategy.
This updated strategy included a
significantly revised Global Heaith and
Safety Policy and Standards, to which
21,194 (87%) of our employees have certified
their understanding of in our iearning
management system. A global network of
nearly 150 "H&S coordinators” also work
to ensure the H&S management system is
implemented and maintained in their
business, H&S has beenidentified as a
principal risk under our enterprise risk
management system and is subject to
regular reporting to the Reputation &
Responsibility Committee, a Board-level
Committee (see pi06).



Protect our naturat environment

Greenhouse gas (GHG) emissions is one

of our material sustainability issues and
climate change remains a focus for us

as one of the most serious issues facing the
planet. Minimising our environmentai
impact is not just the right thing to do;

it helps deliver operationa! efficiencies.

The supply chain cost of our energy use
and business travet accounts for around

18 of our spend. This is where we have the
mast controt and where we have focused
our efforts to date. Energy cost does not
feature as a Principat Risk for the company.
We know that our stakeholders expect gocd
environmental stewardship, which is why
GHG emissions was identified as a matertal
sustainability issue for the company.

Our Environment Policy provides more
information on our approach.

We maintained our climate neutral status
for our directly controlled operations -
a commitment first introduced in 2005,

Qur strategy is:

1. Reduction: Through both the
rationalisation of aur portfolia and
energy efficiency, as well as divestments,
we reduced our energy consumptionvs
our 2009 basefine by 60%.

2. Renewables. We maintained our record
of purchasing 100% of the electricity we use
from renewable sources and generate our
own renewable electricity at four of aur sites
{down from five as one site with renewables
was sold in 2018).

3. Offset: Since 2009, we have offset the
emissions from our energy and fuel
consumption and business travel.

In 2018 we were recertified against the
Carbon Trust Standard for our global
operations, Pearson was the second ever
organisation to secure the standard,
which recognises leadership in measuring,
managing and reducing year-on-year
carbon emissions.

We also continue to be certified against

I1SC 14001, the environmental management
standard in the UK and Australia. This
standard incorporates both internal and
external audit.

Section 2 Our strategy inaction 39

Key performance indicators: Global Greenhouse Gas emissions data

Metric tonnes of COe
Emissions from 2009 2016 W17 2018
Combustion a-f!'ue| and operation of facilities 7 S
(GHG Protocol Scope 1) 44,649 19,093 15,691 13,057
Electricity (GHG Protacol Scope 2 - location based) 130,305 77,579 61,047 49,920
Electricity {GHG Pratocol Scope 2 - market based} o 4,583
Emissions relating to air and rail travel, electricity
transmisston, waste and water (GHG Protecol
scope 3} 35,262 29,714 27,646 21,672
Total - Location based o 210,306 126,385 104,384 84,649
Totai - Market based 39,312
intenstty ratios 2009 2016 2017 2018
Sales Revenue (Em} 5,624 4,552 4,513 4,124
Scope 1 &2 (location) 175,044 96,672 76,738 62,977
Scope 1 &2 {markey) 17,640
Scope 1 & 2/sales revenue (location) 3142 21.24 17.00 15.25
Scopel&2/sales reverve(markety 4.27
FTE 32,716 30,339 24,322
295 253 2.59

Scope 1+ 2/FTE

Methadology: We have reported on all of the emission sources reguired under the Companies Act 2006,
These sources fall within our consolidated financlal statement. We do not have responsibility for any emission
sources that are not incuded in our consofidated statement. The method we have used to Calculate GHG
emissions is the GHG Protocol Corporate Accounting and Reporiing Standard (revised edition), using the
location-based scope 2 calculation method, together with the latest emission factors from recognised pubiic
sources, intluding, but notiimited to, the UK Department for Business Energy &Industrial Strategy, the
international Erergy Agency, the US Energy Information Administration, the US Envirenmental Pratection
Agency and the Intergavernrmental Panel on Climate Change, The datain the table above hasheen

independently verified by Corporate Citizenship,

We have a policy on the sustainable sourcing
of paper, which resulted in over 86% of the
paper we purchased in 2018 in the UK being
certified to an environmental standard such
as the Farest Stewardship Council {FSC) or
Programme for the Endersement of Forest
Certification {(PEFC), Pearson is a member
of industry bodies dedicated to responsible
forest management, We hold FSC chain

of custody in the UK as does LSC
Communication, our outsource partner in
North America, allowing books in those
markets to carry the FSClabel.

Our work is informed by the Task Force on
Climate-related Financial Disclosures, and
we will use its guidance to improve our
environmental disclosures.

in 2018, we also started to more accurately
understand the wider carbon emissions
from our supply chain. Going forward we
will continue to work with our suppliersto
better understand the sustainability risks
and opportunities associated with the
products and services we buy.
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Suslaimahilily

Sustainability rankings

Inclusion in Globat 100
maost sustainable corporations
{Corporate Knights)

Non-financial information statement

The fallowing table outlines where the key contents requirements of the Non-Financial Statement (a5 required by sections
414CA and 414CB of the Companies Act 2006) can be found in this document. In addition, our annual sustainability report
fwww.pearson.com/sustainability) contains more detail on these topics and foliows international reporting frameworks
including the Global Reporting Initiative, UM Global Compact, and UN Sustainable Development Goals.

Reporiing requirement Pearson policles and procedures Section of annual report

Environmental matters Environment Policy Protect our natural environment, p39

Paper furchasing Policy

Employees Code of Conduct Respect and progress our employees, p37

Human Rights Statement Support our culture, mission and values, p338
Raising Cancerns and Anti-Retallation Poficy

Global Heaith and Safety Policy and Standards

Diversity & Inclusion statement

Hurman rights Human Rights Statement Respect human rights, p36
Editorial Potcy Support our cuiture, mission and values, p37
Modern Sfavery Statement Respect and progress our employees, p37
Safeguarding Principles Deliver relevant, appropriate, and indusive content, p37
Socdial matters Human Rights Statement Sotial contributions, p35

Anti-corruption and bribery Code of Conduct Suppert our culture, mission and values p37

Pearson Amti-Bribery and Corruption (ABC) Policy Risk management, p6(
Ralsing Concerns and Anti-Retaliation Poficy Legal and compfiance, p74

Risk management, p60

Policy embedding, due diligence and outcomes
Sustainability, p32

Descripiion of principal risks and impact of business activity Risk managedrent, p60

Description of business madet Strategy, pi8

Non-financial key performance indicators Sustainability, p32

Publicly avaitable policies in the fist above can be found at: go.pearson.com/OurPalidies



Section 2 Our strategy In actlon

It's critical that we recognise
the importance of technical and
vocational education.

CINDY RAMPE

SVR BTIC & APFRINTIC

{ have been at Pearson for a little over a
year and | pversae our BTECS - specialist
wark-related quatifications, grounded

in the real world of work and available

in schools, colleges and universities
across a range of subjects.

For my awn persanal journey of learning
and discovery - from a student inthe

mid B¥'s to a career In the entertainment
industry - across retall, film and music,

to my current roie in eddcation - discovery
and technalogy have played a key role,

The future of jobs

As techriology transforms big-player
industries ltke education, we're finding
that new jobs and careers are surfacing
around every corner. The challenge right
now is howyou and | prepare ourselves
and future generations for the workd
five, 10 and 20 years out. What is clear
to me s that education and a culture of
lifelong learning have a crudal role te
piay in preparing us for that 'vet to be
imagined future’,

Alternate pathways to education

Education has been a pawerful enabler
for change but today is still focused
cnacademics ~ acquiring knowledge

In a traditional way where success is
measured by passing exams, ‘Skilis’ -
technical and vacational education

nave often been seen as (oo alternative
a pathway.

Yet, these are the skills - soft and hard
skills alike ~ learners wilt need for the
jobs of tarnarrow, [t's critical that we
recagnise the importance of technicat
and vocational education, and our
BTECs and Apprenticeship programmes
do justthat, They're helping us keep
pate with a landscape that now sees
technical and vocational education

as a key driver for growth, increased
preductivity - preparing for the yet

to be imagined future,

To embrace a future that is constantly
changing, we need to create a culture that
fosters a love of lifelong Jearning because
it's anly through this that we'll be able to
face the changes head-on as we prepare
for the jobs of tomorrow,

90%

BTEC students who are
ermnplayed full time
after graduation
{Source: HESA)

62%

Large LK companies have
recruited graduates with a
BTEC {Source: CB1 Skills
Survey 2018}
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A high-stakes, computer-based
English language test trusteg

by universities, colleges and
governments around the world.

PTE Academic is a high-stakes,
computer based Engtish fanguage
test that people take to prove their
English skifls for studying abroad
and visa applications.

“PTE Academic was first appraved to
support Australian visa applications in
2014 and has quickly become the test
of choice for Australian student and
migration visa applicants.”

David Barnett Pearson
Managing Director,
Asia Pacific

itis accepted at prestigious
institutions including Harvard
Business School, Yale and

the University of Melbourne.

In 2018 the Australian Department
of Home Affairs renewed its
endorsement of PTE Academic

in supporting the Australian visa
programme for a further two years.,

The Tast has seen 30% volume growth
in 2018 with further growth expected
in 2019. FTE Acadermic is delivered in
hundreds oftest centres year round,
providing learners with the flexibility
they need.

PTE Academic

£77m

Revenues

+30%
Test volume growth

Aligned to strategic priority, p23

DIGITAL CAPARILITIES
Autornated speech recognition

Automated marking and scering
Advanced biometrics
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Financial review

We expect to make further progress
in 2019, with adjusted operating profit

between £610m and £660m

Profit and loss statement

in 2018, sales decreased by £384m in
headline terms to £4,129m (2017: £4,513m)
with portfolio changes reducing sales by
£216m and currancy movements decreasing
revenue by £134m. Stripping out the impact
of portfalio changes {(including the adoption
of new accounting standards) and currency
mavements, revenue was down 13 in
undertying terrms. Revenure in Narth
America declined 1%, Core was flat

and Growth up 1%.

The 2018 adjusted operating profit of
£546m (2017; £576m) reflects a £130m
year on year benefit from restructuring,
affset by £50m of cost inflation, £22m of
other operationai factors, £15m negative
contribution from trading and a £73m
negative impactfrom currency movements
and portfolio changes. Excluding the impact
of currency movements and portfolio
changes (incfuding accounting changes)
underlying adjusted operating profit

grew 8%,

Coram Willlams
Chief Financial Officer

Net interest payable was £24m, compared
to £79m in 2017, The decraase was primarily
due to a reduction in gross debt achieved
through the early redemption of bonds in
2017. Charges relating to early redemptions
increased finance charges n 2017 but were
not as significant in 2018. Additionally, there
was a reduction in interest on tax provisions
following reassessment of thase provisions
in 2018,

The effective tax rate on adjusted earnings
in 2018 was a credit of 5.2% compared to
an effective rate charge of 11.1% in 2017.
The decrease in tax rate reflects several
one-off benefits in 2018 including provision
releases due to the expiry of relevant
statutes of limitation and dueto the
reassessment of historical positions,

as well as a one-off benefitfroma
reassessment of the tax treatment of
certain items of income and expenditure.

Adiusted earnings per share of 70.3p
(2017: 54.1p) inciuded a ¢.20p one-off
tax benefit and a lower finance charge.

Cash generation

Operating cashflow declined by £156m
from £669m In 2017 to £513m in 2018 in
headiine terms. The dacrease reflects lower
dividends from Penguin Random House,
following our divestment of a 22% stake

in the businessin 2017, higher incentive
payments in 2018 refating to 20717
performance and movements in working
capital. The equivalent statutory measure,
net cash generated from operations, was
£547min 2018 compared to £462m in 2017,
The main reason for the improvement in
cash generated from operations was the
absence of special pension contributions in
2018 which were £227m in 2017.

Financial summary
Business performance Statutory results
Under- Under-

Haadline CER {ying Headiine CER tying
£ mitions 2018 2017 growth growth growth £ mitdons 2018 2017 growth  growth
Sales 4,129 4,513 (9% @)% (1%  Sales 4,128 4,513 9% @)% %
Adjusted operating profit 546 576 5)%  (2)% 8%  Operating profit 553 451
Operating cash flow 513 669 Profit for the year 590 408
Adjusted earnings per share 70.3p 54.1p Cash generated from
Dividend per share 185p 17 operations 547 de2
Net debt (143) 432 Basic earnings per share 75.6p 49.9p

a) Growth rates are stated on an underlying basis unless otherwise stated, Underlying growth rates excfude both currency movements,
portfolio changes and accounting changes, b) CER refers to Constant Exchange Rates, and ¢) The ‘business perfarmance’ measures are
non-GAAP measures and recontiliations to the equivalent statutory heading under IFRS areincluded in the financial key performance indicators

section on p222-225.

1 Guidance inciudes ympact 07:FRS 76,



Return on invested capital

On a gross basis, ROIC increased from 4,3%
in 2017 to 4.7%in 2018 and from 6.2% in
2017 to 6.7% in 2018 on anet basis. The
movement largefy reflects lower invested
capital following disposals and decreased
tax payments which were more than
enough to offset the effect of lower adjusted
operating profits primarily due to the
disposal of a 22% stake in Penguin Random
House and currency movements.

Statutory results

Our statutory profit was £553m in 2018
compared to a profit of £45tm in 2017,
Theincrease in 2018 is fargaly due ta the
increase in gains on disposal and reduced
intangible charges which more than

offset increased restructuring charges, the
lost contribution from businesses disposed
of and the impact of currency movements.

Capital allocation

Our capital allocation policy remains
unchanged: to maintain a strong balance
sheet and a solid investment grade rating,
1o continue to invest In the business, to have
asustainable and progressive dividend
poifcy, and to return surplus cash to

our shareholders where appropriate,

Balance sheet

Net debt to EBITDA was 0.2x, Net debt
decreased to £143m (2017: £432m)
reflecting disposat proceeds and operating
cash flow, partially offset by the
strengthening of the US Dollar relative

to Sterling, dividend payments and the
share buyback,

InJanuary 2018, the Group repurchased
€250m of its €500m Eura 1.875% notes
due May 2021 and €200m of its €500m
Eiro 1.375% notes due May 2025,
Borrowings at 31 December 2018 indude
drawings onthe Group's revolving

credit facility (RCF) of £nif (2017: £nil).

Section 3 Our performance 45

Pension plan

In 2018, our UK Pension Plan completed a
new triennial valuation as at 1 January 2018
and re-confirmed the Plan as being well
funded. The Plan has recently used this
funding position to purchase a further
insurance buy-in policy with Legal &
General, amounting to approximately
£500m. Together with the two policies
purchased in 2017, around 50% of the
Plan's totaf liabilities are now insured,

This has put the Plan in an even stronger
position and further reduced Pearson's
future pension funding risk, at no additionai
costte Pearson.

Dividend

in line with aur poficy, the Board is
proposing a final dividend of 13p (2017: 12p),
antincrease of 8%, which results in an
overalj dividend of 18.5p (2017: 17p)

subject to shareholder approval,

Share buyback

We launched a £300m share buyback,
beginning on 18 October 2017 utilising
part of the proceeds from the disposal

of a22% stake in Penguin Random House.
We completed the programme on

16 February 2018,

Businesses held for sale

Following the decision to sell our US K12
Courseware business, the assets and
liabilities of that business were classified
as held for sale on the balance sheet at
31 December 2018, We announced the
agreement to sell this business on

18 February 2019.

2019 outlook

2018 has been a year of progress for
Pearson, delivering adjusted operating
profit within our guidance range and
continuing to invest in the digital
transformation and simplification ofthe
company, We expect to make further
progressin 2019, with adjusted operating
profit between £590m and £640m and
adjusted earnings per share of 56.5p to
62.0p on a pre-IFRS 16 basis, This reflects
our portfolio and exchange rates as at

31 December 2018 and the following factors:

Currency movement and
portfolio changes

Adjusting for currency movementimproves
profit by £26m. We completed the sale of
WSE in March 2018. WSE contributed £42m
to 2018 revenue and £4m to 2018 adjusted
operating profit. US K12 Courseware
contributed £364m to 2018 sales and
around £20m to 2018 operating profit.

infiation and other operational factors.

Our 2019 guidance incorporates cost
inflation of c.£50m together with other
operational factors of £33m due to
increased investment in our strategic
growth areas and the expectation of a lower
contribution from Penguin Random House,

Restructuring benefits

We expeactincremental in-year benefits
from the 2017-2019 restructuring
prograrmme of £130m in 2019, Exceptional
restructuring costs of £150m will continue to
be excluded from adjusted operating profit.

Interest and tax

We expact a 2019 netinterestcharge of
c.E30mand a tax rate of 21%.

Currency

in 2018, Pearson generated approximately
64% of its sales in the US, 3% In Greater
China, 5% in the Eurozone, 3% in Brazil, 3% in
Canada, 3% in Australia, 2% in South Africa
and 1% in india and our guidance is based
on exchange rates at 31 December 2018,

We calculate that a 5¢ maove in the US Doliar
exchange rate to Sterling would impact
adjusted EPS by around 2p to 2.5p.

IFRS 16

Including IFRS 16, we expect to report
adjusted operating profit of between
£610m and £660m, a netinterest charge
of c.£60m and adjusted earnings per
share of 55.5p to 61.0p for 2019,
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Financial review

Adjusted performance measures

The Groug's adjusted performance
measures are non-GAAP financial measures
and are inciuded as they are key financial
Mmeasures used by management to evaluate
performance and allocate resources to
business segments, The measures also
enable investors to more easily, and
consistently, track the undertying operational
performance of the Group and its business
segrnents over time by separating out those
items of income and expenditure relating to
acquisition and dispasal transactions, major
restructuring programmes and certain other
itemns that are afso not representative of
underiying performance.

The Group's definition of adjusted
performance measures may not be
comparabie to other similarty titled
measures reported by other companies.
A reconciiiation of the adjusted measures
to their corresponding statutory reported
figures is shown in summary below and in
more detailon p222-225.

Adjusted operating profit

Adjusted operating profitincludes the
operating profit fram the total business
including the results of discontinued
oparations when relevant. There were no
discontinued operations in either 2017
or 2018. A reconciliation of the statutory
measure to the adjusted measureis
shown below:

45 Pearson pic Aanual report snd accounts 2018

£ millions 2013 2017
Qperating profit 553 451
Add back: Cost of major

restructuring 102 79
Add back: Other net{gains)

and losses (230) (128)
Add back: Intangible charges 113 166
Add back: Impactof

GMP equatisation 8 -
Add back: Impact of

US tax reform on profit

from associate - 8
Adjusted operating profit 546 576

In May 2017, we announced a restructuring
programme, to run between 2017 and
2019, to drive significant cost savings.

This programme began in the second half
of 2017 and net costs incurred were £79m
in 2017 and £102m in 2078 and relate to
delivery of cost efficiencies in our enabling
functions and U5 Higher Education
Courseware business together with further
rationalisation of the property and supplier
portfolio. The restructuring costsin 2018
relate predominantly to staff redundancies
and the net cost of property rationalisation.
Inciuded in the property rationalisation in
2018 is the impact of the consolidation of
our property footprint in London which
resulted in a charge for onerous leases of
£91m partially offset by profit from the sale
of property of £81m. The onerous lease
provisions are the main driver for the overall
increase in provisions on the balance sheat
at 31 December 2018.

These major restructuring costs are
analysed below:

£mililons 2018 2017

Adjusting the cost hase in
our Higher Education
Courseware businass 21 23

Further efficiency

improvemerts in enabling

functions through back office

change programmesin

Humar Resources,

Finance and Technology 48 23

Further rationalisation of
property and supplier
agreements 21 33

Associate restructuning 12 -

Total 102 79

Other net gains and losses that represent
profits and losses on the sale of subsidiaries,
jointventures, associates and other financial
assets are excluded from adjusted operating
profit asitis important to highlight their
impact on operating profit, as reported, in
the pericd in which the disposal transaction
takes place in order to understand the
underlying trend in the performance of

the Group. Other net gains (before tax) of
£230min 2018 relate to the sale of the Wall
Street English fanguage teaching business
{WSE), realising & gain of £207m, the disposal
of the equity interest in UTEL, the online
University partnership in Mexico, realising a
gain of £19m, and various other smaller
disposal items for a net gain of £4m. Gains
of £128m in 2017 largely relate to the sale of
the test preparation business in China which
resulted in a profit on sale of E44m and the
part sale of the share in PRH which resuited
in a profit of £96m,

Charges relating to acquired intangibles and
acquisitions are also excluded from adjusted
operating profit when relevant as these
items reflect past acquisition activity and

do not necessarily reflect the current

year performance of the Group. in 2018,
intangible charges declined from £166m

in 2017 to £113m in 2018, This decline
reflects the reduction in acquisition
activity in recent years.

(n 2018, the impact of adjustments arising
from clarification of guaranteed minimum
pension (GMP) equialisation legistation in
the UK have been excduded fram adjusted
operating profit as outfined below in the
section on post-retirement benefits,

As aresult of Us tax reform at the end of
2{17, the reported tax charge in that year
on a statutory basis included a benefit from
revatuation of deferred tax balances to

the reduced federal rate of £5m and a
repatriation tax charge of £6m. In addition
totheimpact onthe reported tax charge,
the Group’s share of profit from associates
was adversely impacted by £8m. These
adjustments were excluded from adjusted
operating profit and the adjusted tax charge
asthey were considered as transition
adjustments thatwere not expected to
recur in the near future.



Underlying growth rates

Sales decreased on a headline basis by
£384m or 9% from £4,513m in 2017 to
£4,179m in 2018 and adjusted operating
profit decreased by £30m or 5% from
£576min 2017 to £546m in 2018.

The headline basis simply compares the
reported results for 2018 with the reported
results for 2017, The Group afso presents
safes and profits on an underlying basis
which exciudes the effects of foreign
exchange, the effect of portfolio changes
arising from acauisitions and disposals and
the impact of adopting new accounting
standards that are not retrospectively
applied. The portfolio change is calculated
by taking account of the contribution from
acquisitions and by excluding sales and
profits made by businesses disposed in
either 2017 or 2018. In 2017, portfolio
changes mainly relate to the sale of the test
preparation business in China and reduction
inthe equity interest in PRH. This reduction
inequity interest is reflected in the
reduction in share of results of joint
ventures and assodiates. in 2018,

portfolio changes mainly relate to the sale
of our Wall Street English language teaching
business. Acquisitions were not significant
in either 2017 or 2013,

In 2018, the underlying basis excludes the
impact of IFRS 15 "Revenue from Contracts
with Customers’. This new standard

was adopted on 1 January 2018 but the
comparative figures for 2017 have notbeen
restated. On 1 January 2018, the Group also
adopted IFRS 9 *Financial Instruments’ but
this did not have a material impact an profit
in 2018. The impact of adopting these
standards is discussed further below and

in note 1 of the financial statements.

On an underlying basis, sales decreased by
1% in 2018 compared to 2017 and adjusted
operating profitincreased by 8%. Currency
movements decreased sales by £134m and
adjusted operating profit by £21m. Portfolio
changes decreased sales by £225m and
adjusted operating profit by £61m. The
impact of adapting IFRS 15 on the results
for 2018 was to increase sales by £9m and
adjusted operating profit by £9m.
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Adjusted earnings per share

Adjusted earnings includes adjusted
operating profit and adjusted finance and
tax charges. A reconciliation to the statutory
profitis shawn below:

£millions 2018 2017

Profit for the year 590 408

Non-controlling interest 2 (2)
Add back: Cost of

major restructuring 102 79

Add back; Other net {gains)

and lasses (230) {128)
Add back: Intangitle charges 113 166

Add back: Other net finance

{incomne)/costs 31 {49}
Add back: impact of

GMP equalisation 8 -
Add back: impact of US tax

raform on profit from assoclate - 8

Tax benefit relating to items

added back {65) (42}
Adjusted earnings 547 440
Weighted average number of

shares {(miilions) 7781 8i34
Adjusted earnings per share 70.3p 541p

Net finance costs classified as other net
finance costs or income are exciuded in
the calculation of adjusted earnings.

Finance income relating to retirernent
benefits is excluded as management

believe the presentation does not reflect
the economic substance of the underlying
assets and liabilities. Finance costs relating
to acquisition transactions are also excduded
as these relate to future earn outs or
acquisition expenses and are not part of
the underlying financing.

Foreign exchange and ather gains and
losses are also excluded as they represent
short-term fluctuations in market value and
ara subject to significant volatility. Other
gains and losses may not be realised in due
course as itis normafly the intention to hold
the related instruments to maturity.

1n 2018, the total of these net finance cost
items excluded from adjusted earnings

was a loss of £31m compared to a gain of
£49m in 2017. Finance income refating to
retirement benefits increased from £3min
2017 to £11miin 2018 but this increase was
maore than offset by foreign exchange losses
onunhedged cash and cash equivalents and
other financial instruments that generated
gains in 2017,

The adjusted income tax charge excludes
the tax benefit or charge on items that

are excluded from the profit orioss before
tax. In addition, the tax benefit from tax
deductible goodwill and intangibles is added
to the adjusted income tax charge as this
benefit more accurately aligns the adjusted
tax charge with the expected rate of cash
tax payments.

Operating cash flow

Operating cash flow is presentad in order
to align the cash flows with corresponding
adjusted operating profit measures.

A reconciliation to operating cash flow
from net cash generated from operations,
the equivalent statutory measure,

is shown below:

EmiMons 2018 2017

Net cash generated from

operations 547 462

Dividends from joint venturas
and associates 67 146

Capital expenditure on
property, plant, equipment
and software

Proceeds from sale of property,
plant, equipment and software 128 -

Add back: Net (proceeds from)
fcosts paid on major
restructuring projects

Add back: Special pensfon
contribution paid - 227

{204) (237)

(25) 71

Operating cash flow 513 669
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In addition to the dividends received from
associates above there were dividends from
PRH in 2018 of £50m and in 2017 of £312m
refating to the recapitalisation of PRH
foltowing the sale of part of the Group’s
interest in the venture. This cash flow is not
related to the underlying trading of the
husiness and has notbheen included in the
adjusted operating cash measure.

Major restructuring costs paid in 2017
included cash flow from both the 2016
restructuring programme (E44m) and the
2017-209 programme (E27m). In 2018,
restructuring costs paid were offset by
proceeds fram the sale of property as part
of the restructuring programme to give a
net cash inflow from restructuring of £25m.

Special pension contributions of £227m in
2017 were made as part of the agreements
relating to the PRH merger in 2013 (£202m)
and the sate of the FT Group in 2015(£25m).
There were no special pension contributions
in 2018.

Return on Invested capital {ROIC)

ROIC is a non-GAAP measure and has
been disciosed as itis one of Pearson’s key
business performance measures. ROICis
used fo track investment returns and to
help inform capital allocation decisions
within the business, Average values for
total invested capitai are calculated as the
average monthly balance for the year.

ROIC is presented an a gross and net basis.
The net basis is calculated after removing
impaired goodwill from the invested capital
balance. The net approach assumes that
goodwill that has been impaired is treated in
a similar fashion to goodwill disposed as itis
no longer being used to generate returns.

2018 2017 2018 2017
Emillions Gross basls Net basls
Adjusted
operating
profit 546 576 546 576
Operating
cash taxpaid @3 (7% @3 (79
Return 503 501 503 501
Average
invested
capital 10,672 11,568 7544 38,126
ROIC 47% 4.3% 6.7% 6.2%

Other financial information

Net finance costs

Emillions 018 2017

Net interest payable {24)  (79)

Finance income in respect

of retirement benefits T 3

Other net finance

{costs)income {42) 46
(55) (30)

Net finance costs

Net interest payabte was £24m, compared
to £79m in 2017, The decrease was primarily
due to a reduction of gross debt achieved
through the early redemption of bands in
2017. Charges relating to early redemptions
increased finance charges in 2017 but were
not as significant in 2018. Additionally there
was a reduction in interest an tax provisions
following reassessment of those pravisions
in 2018. in February 2018, the Group bought
back an aggregate nominal amount of
€450,000,000 of 2021 and 2025 notes.
There was a charge in respect of these

early redemptions however there were
partial year savings as a resuft which have
flowed through the income statement in
the period since redemption.

in 2018, the total of other itemns excluded
from adjusted earnings was a joss of
£31m compared to a gain of £49m in 2017.
Finance income relating ta retirement
berefits increased from £3min 2017 to
£11m in 2018 reflecting the comparative
funding position of the plans at the
beginning of each year. This increase was
mare than offset by foreign exchange
losses on unhedged cash and cash
equivalents and other financial instruments
that generated gains in 2017,

Capital risk
The Group's objectives when managing
capital are:

» To maintain a strong balance sheetand a
solid investment grade rating;

s To continue to invest in the business;

»Ta have a sustainable and progressive
dividend policy, and;

»To return surplus cash to our shareholders
where appropriate.

The Group is currentiy rated BBB (negative
outlook} with Standard and Poor's and
Baa2 (stable outlook) with Moody's.

Netdebt

The net debt position of the Group is set
out below,

£millons 018 2017
Cash and cash equivalents 568 645
Marketable securities - 8
Derivative financial instruments 8 -
Bankfoans and averdrafts (43} {15}
Bonds (672) (1,062)
finance lease liabifities (5) (8}
Netdebt (143)  (432)

Net debt was reduced during the year
following the sale of property, repayment of
loans to PRH and proceeds from disposals,

Bond debt was reduced to £672m from
£1.1bn through a combination of debt
repayments. The Group holds a portion of
its debt in US dollars as a natural hedge of
the Group's largest earnings generating
region, North America.

Despite the low year end balance sheet net
debt, the Group has significant operating
lease liabilities which are not currently
induded as balance sheet liabilities but are
included by the credit rating agendies and
will be included during 2019 as the group
adopts IFR516, increasing net debt by
€£0.7bn, The Group's cash flow is also
seasonal and sowe would typically see
higher net debt at the half-year results
thanatayear-end.



Liguidity and funding

The Group had a strong liquidity position at
31 December 2018, with over £500m of cash
and an undrawn Revoiving Credit Facility
due in 2021 of $1.75bn (at 31 December
2017, the Group had cash of over £600m
and an undrawn Revoliving Credit Facility
due in 2021 of$1.75bn). In March 2019,

the Group announced the refinancing of the
Revolving Credit Facility with a new Facility
of$1.19bn due in 2024

Taxation

The effective tax rate on adjusted earnings
in 2018 was a cragdit of 5.2% compared to
an effeclive rate charge of 11.1%in 2017,
The decrease intax rate reflects several
ane-off benefits in 2018 including provision
releases due to the expiry of relevant
statutes of limitation and due ta the
reassessment of historical positions
(E86m}, as well as a one-off benefit from a
reassessment of the tax treatment of certain
items of incame and expenditure (£25m).

The reperted tax credit on a statutory basis
in 2018 was £92m (18.5%) comparedto a
charge of £13m (3.1%)in 2017. The statutary
tax creditin 2018 was primarily due to

the items above, provision releases and
credits related to previous business
disposais (£31m) and tax credits on
restructuring charges,

Operating tax paid in 2018 was £43m
compared to £75m paid in 2017 mainly due
to refunds received inthe US. Tax provision
releases were the primary reason for the
reduction in current tax liabilities on the
balance sheet whilst net deferred tax
remained consistent year on year.

Other comprehensive income

Included in other comprehensive income
are the net exchange differences on
translation of foreign operations. The gain
on translation of £90m in 2018 compares
to alossin 2017 of £262m. The gain in 2018
mainly arises from the strength of the

US doltar. A significant praoportion of the
Group's operations are based in the US and
the US doflar strengthened in 2018 from an
obening rate of £1:$1.35 to a closing rate at
the end of 2018 6f £1:$1.27. At the end of
2G17, the US dollar had weakened from an
opening rate of £1:$1.23 to a closing rate of
£1:$1.35 and this movementwas the main
reason for the loss in 2017,

Sectton 3 Our performante ag

Also included in other comprehensive
income in 2018 is an actuarial gain of

£25m in relation to the retirernent benefit
obligations of the Group and our share of
the retirement benefit obligations of PRH.
The gain arises from the favourable impact
of changes in the assumptions used to vaiue
the net assets in the plans and in particular
movements in the discount rate, The gainin
2018 compares to an actuarial gain in 2017
of £182Zm.

Past-refirement benefits

Pearson operates a variety of pension

and post-retirement pfans. Our UK Group
pension pian has by far the largest defined
henefit section. We have some smalier
defined benefit sections in the US and
Canada hut, outside the UK, most of

our companies operate defined
contribution plans,

The charge to profit in respect of worldwide
pensions and retirement benefits amounted
to £56m in 2018 (2017: £72m)of which a
charge of £67m (2017: £75m) was reported
in statutory operating profit and income

of £11m (2017: £3m) was reported against
other net finance costs. The decrease in the
operating charge in 2018 is partly explained
by a past service credit of £11m relating to
changes made to the US post-retirement
medical plan in the year and reduced
aderinistration costs. This credit was
partially offset by a past service charge of
£8m relating to guaranteed minimum
pension (GMP) equalisation in the UK.

The GMP equalisation charge arises from
the ruling in the Lloyds Bank High Court case
in October 2018 that provided clarity on
how pension plans should equalise GMP
between males and famales. The case ruling
results in anincome statement charge,

an additional fiability and the potential
requirement to make back-payments to
pensioners who may have been retired for
some years. This charge has been excluded
from our adjusted earnings as this relates

to historical circumstances. The chargeis

an estimate based on available data and
revisions to these estimates in future years
will be treated as assumption changes and
recorded in other comprehensive income
rather than the income statement.

The overall surplus on UK pension plans of
£545m at the end of 2017 has increased

to a surplus of £571m at the end of 2018.
The increase has arisen principally due to
favourable movements in assumptions
used to value the liabilities offsetting
some decline in asset values,

{n total, our worldwide net position

in respect of pensions and other post-
retirement benefits increased from a net
asset of £441m attheend of 2017 to a
net asset of £471m atthe end of 2018.

Adoption of new accounting standards
in 2018

The adoption of IFRS 15 and IFRS § has
impacted both the income statement as
described on p47 and has had animpacton
certain fines in the baiance sheet. Aithough
the impact of IFRS 9 was not significant,
the restatements in relation to [FRS 15 are
the main reasor for increases in 2018 {n
halances for inventories, trade and other
receivables, trade and other liabilities

and hetd for sale assets and liabilities.

The fuli impact of the adaption of bath
standards is outlined in note 1 of the
financial statements.

Dividends

The dividend accounted for in the 2018
financial statements totalling £136m
represents the final dividend in respect of
2017 {12.0p} and the interim dividend for
2018(5.5p). The Board are proposing a final
dividend for 2018 of 13.0p bringing the total
paid and payable fn respect of 2018 to 18.5p.
This final 2018 dividend which was approved
by the Board in February 2019, is subject to
approval atthe forthcoming AGM and will
be charged against 2019 profits. For 2018,
the dividend is covered 3.8 times by
adjusted eamnings. After exduding the
one-off tax berefitin adjusted earnings of
¢.20p the dividend is covered 2.7 times.
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share buyback

The share huyback pregramme announced
in October 2017 was completed on

16 February 2018. in 2017, our brokers
purchased 21m shares and in 2018
purchased a further 22mshares, Cash
payments for these purchases and related
costs were £149m in 2017 and £153m

irn 2018, The shares bought back were
cancelled and the nominal value of these
shares was transferred to a capital
redemption reserve. The nominal value

of shares cancelied under the programme
was £11m. A liability for the share buy-back
payments due in 2018 was recorded in
trade and other liabilities on the 2017
balance sheet.

Businesses held for sale

Foflowing the decision in 2017 to sall both
our Wall Street English language teaching
business and the 4S K12 Courseware
business, the assets and fiabilities of those
businesses were classified as held for sale
on the balance sheet at 31 Dacember 2017,
During 2018, the Wall Street business was
sold and the US K12 Caurseware business
remains on the balance sheet as a heid for
sale asset prior to the disposal announced
in February 2019.

Goodwill and intangible assets

Amortisation and irnpairment charges
relating to acquired intangible assets in
2018 were £113m compared to a charge of
£166m in 2017, There were no impairments
to goodwill and intangibles in 2018 or

2017 following impairment charges in
preceding years.

Acquisitions and disposals

There were na significant acquisitions in
2018 or 2017. in 2018, the Group disposed of
the Wall Street English language teaching
business{W5E), realising a gain of £207m,
and the equity interest in UTEL, the online
University partnership in Mexico, realising a
gain of £19m. Various other smaller disposaf
iterns resulted in a net gain of £4m in 2018,
In 2017, disposals included the sale of the
test preparation business in China (GEDL)
which resulted in a profit on sale of Eddm
and the sale of a portion ofthe stake in

PRH to the venture partner, Bartelsmann,
resuiting in a reduction in the Group's
interest from 47% to 25% and a profiton
sale of £96m.

Related party transactions

Transactions with related parties are shown
in note 36 of the financial statements,

Post-balance sheet events

On 18 February 2019, the Group announced
the sale of the US K12 Courseware business
to Nexus Capital Management LP for
headline consideration of $250m camprising
an initial cash payment of $25m and an
unconditional vendor note for $225m
expected to be repaid in three to seven
years, Following the repayment of the
vendor note, the Group is entitfed to 20% of
aft future cash flows to equity holders and
20% of net proceeds if the business is sold.
The transaction is expected to complete in
the first hatf of 2019.

Alse in February 2019, the UK Group
pension plan purchased a further pensioner
buy-in policy valued at approximately
£500m with Lepal & General. As a resuit of
this latest transactian, 95% of the UK Group
plar's pensioner fiabilities are now matched
with buy-in policies which significantly
reduces longevity risk of the Group. The
buy-inwill be accounted for in 2019 and is
expected to reduce the retirement henefit
asset on the balance sheet but is not
expected to have a material impacton

the income statermnent.

On 6 March 2019, the Group announced a
tender offer for up ta €75m of its €500m
1.875% notes dus 2021 of which €250m
were outstanding at 31 Decemnber 2018,

trr addition, the Group also announced the
refinancing of its bank faciiity with a new
$1.19bn Revolving Credit Facifity due to
mature in February 2024,

Caram Williams
Chief Financial Officer
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We know we already have the
best people working in our restaurants -
they just need the opportunity to build the

right skills to move up.

ROBERT VALENCIA

ACCELERATED PATHWAYS STUDENT

Accelerated Pathways (s a cerporate
education benefit, where Pearson partners
with companies to strategically align

their educational assistance spending to
the talent objectives of the organisation,
helplng te build aworkforce that's

more skilled, more engaged and, mast,
importantly, more prepared for the future
of work, I 2018, Pearson anngunced a
partnership with Brinker international,
{nc., owner of Chili's® Grill & Bar and
Magglano’s Little italy®, to launch Best
You EDU™, a Brinker educatioh benefit
programme that alfows all efigitsle

Team Members to earn Foundational,
GED, and assoctate degrees with fufl
tuition coverage.

For Rebert Valencia, a 27-year old cook
who's worked at Chili's for two years,

it helped him earn his GED cradential

and completely altered the path of his
career. One of the first applicants in

Best You EDU™, Robert applied only a few
days after the programme was faunched,
and received his GED a month later,

Three days after he earned his GED,

he applied for the Associate Degree
Programme, in December, he completed
his third semester of college, studying
business. in 2018, Rabert received the
GED Testing Service GEDWarks™ National
Award, recognising his drive to overcome
aducational barriers and to pursue a
better path for himself.

“We know we already have the best
people working in our restaurants - they
just need the opportunity to build the
right skiils to move up," says Rick Badgley,
Chief Administrative Officer. Accelerated
Pathways leverages rasources, such as
online and mobile-optimised education
tools, technology and course materials
to support the uniqure chatlenges of adult
{earners, while addressing barriers to

education - such as cost, time and access.

Accelerated Pathways

500,000+

The number of corporate dient
employees who have access to
educaticnal benefits through
Acceterated Pathways
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I'm not just learning for me.

It's for me and my daughter... she is
the main motivation. | want to show
her she can achieve whatever she wants.

FEVENZERAY

BTEC - 2018 ADULT LEARNER QF THE YEAR

Feven Zeray's ultimate goal isto be an
aeronautical enginear. She recently
received top marks in her BTEC Level 3
Extended Dipioma in Electrical
Engineering andis on track and racing
full throttle towards a career with the
Mercedes Formula 1 team.

Fromthe start of her course, she faced
resistance from those who thought it
was too difficult and that a woman
couldn’t succeed in engineering,

That did not stop Feven from finding
away to pursue her dream.

BTECs are career-focused qualifications,
taught it number of subjects in colfeges,
schools and universities throughout the
world, Through BYEC learners aoquire the
knowledge and skilis they need for career
success. Throughout their course, BTEC
iearners work on a series of tasks satin
real-ife scenarios towhich they apply

the knowledge and skills they have
{earned during their course. BTECs enable
successfid progression towards a chosen
career path, whether that's through further
or higher education, an apprenticeship or
directlyinto employment,

For Feven, not only did BTEC teach her
the skilis she needed for a carear in
engineering, but she also learned
valuabie empioyability skills incdluding
cammunication and flexibility, which

she has found useful in singie handedly
raising her daughter while funding herself
to get her dream job.

Alex Fau Goodwin, Assistant Principal

at Trafford College says that success

like Feven's 'reaily does emphasise the
importance of adult education in colleges’.
Feven is making the most of her education
- her latest accolade is winning the
coveted Mercedes AMG High Performance
Powertrains (HPP) Student of the Year
Award, guaranteeing her an interview for
the prestiglous Apprenticeship scheme
run by HPP who design, develop and
manufacture the Mercedes-Benz Formula
1 racing engines and hybrid systems.
Feven is widely regarded as a role model
at Trafford College and continues to prove
to her daughter that learming makes
anything possible.

BTEC

e

BTEC programmes starting
eathyear

41%

of students using BTEC to enter
higher edutation come from
{ower cconomic groups

Aligned o strategic pricrity, p2t
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Operating performance

North America

Market surnmary

Our largest market includes all
50 US states and Canada.

Contribution to Group revenues

67%

Sales

£2,784m

Adjusted operating profit

£362m

Sustainability

200+

institutions use the GED Coliege Ready score
level, including community colleges, to help
students bypass placement tests and
developmental education courses

Revenue declined 19 in underlying terms,
primarity due to North American Higher
Education Courseware declining 5%, Schaol
Caurseware which was down mid-single
digit %, impacted by weak Open Territory
sales in the second half of the year, the
continued decline in Learning Studic as we
move towards the retirement of the product
in 2019 and Student Assessment which
declined moderately. Offsetting that,

we saw good growth in Virtuat Schools,
Online Program Management (OPM) and
Professionat Certification revenue.

Adjusted operating profitrose 1% in
underlying terms, as restructuring savings
offset the impact of lower sales, inflation
and other aperating factors.

Growth rates are stated on an underlying basis unless otherwise stated. Underlying growth rates exclude currency movemenis, portfolio chang

Courseware

»School

In School Coursewara, revenue declined
mitd-single digit percent primarily due to
declines in Open Territory states. This was
partially offset by growth in Adoption state
revenue on strong performancein Sdence
in Florida, South Carofina and Tennessee,
Elementary Math in Oklahoma and
Elementary Social Studies in California

and South Caralina,

Our new adoption participation rate rose
to 80% from 61%in 2017, We won an
estimated 33% share of adoptions
competed for (38%in 2017) and 26% of
total new adoption expenditure of $509m
{29% of $365m in 2017),

» Higher Education

In Higher Education Courseware, total Us
college enrolments, as reported by the
National Student Ciearinghouse, fell 1.4%,
with combined two-year pubfic and
four-year for-profit enrolments declining
4.8%. Enroiment weakness was particularly
focused on part-time students where
enrolment declined 2.9% compared to full
time enroimentwhich declined 1.1%.

Net revenue in our US Higher Education
Caurseware business declined 5% during
the year. We estimate around 2% of this
decline was driven by lower enralment;
around 1.5% from the adoption of Open
Educational Resources {OER); around 2.5%
from the combined impact of shifts in the
secondary market, more cautious buying by
tha channet and lower returns; offset by
¢.1% benefit from the shift to digital.

In 2018, Pearson’s US Higher Education
Courseware market share, as reported by
MPI, was within the c.40-41.5% range seen
over the last five years.

Digitai reveniue grew 2% benefiting from
continued growth in direct sales and
favourable mix. Global digital registrations
of MyLab and related products were flaL.
In North America, digital registrations fell
3% with good growth in Science, Business
& Economics and Revel offset by lower
overall enraiment and continued softness
in Developmental Mathematics. Revel

Underlying measures are recongiled to the equivalent statutory measures on p222-225,

registrations grew more tharn 40%. Including
stand-alone eBook registrations, total North
American digital registrations rose 1% and
global registrations rose 3%.

The actions announced in early 2017 to
promote access over ownership met with
continued success. Stand-alone eBook
volumes grew 34% in the US with revenue
up 25% ancd our partner print rental
programme has had a successful start with
130 titles in the programme in 2018, We pian
1o increase the number of titles in the
programme to around 400 by fali 20619,

We continue to make good progress with
our inclusive Access (Direct Digital Access)
soiutions signing 192 new institutions in
2018, taking the total of not-for-profit and
publicinstitutions served to 617, Including
80 jonger-standing contracts with for-profit
colleges, we now have direct courseware
relationships with nearly 700 institutions,

Inclusive Access ensures that students have
affordable access to the courseware that i
they need on day one of the course, whilst
further shifting our business mode! in this
segment away from ownership and towards
subscription. Duting the year, we delivered
over 1.4m course enrolments with inclusive
access revenues from non-profit and public
institutions rising to ¢.8% of our higher
education courseware reventie as more
colleges and facuities see the benefit of

this modei.

Assessrment

® Student Assessment

In Student Assessment, revenue deciined
moderately in 2018 due to the faster than
expected contraction inrevenue associated
with our PARCC and ACT-Aspire rmulti-state
volume-based contracts and our disciplined
competitive approach. These factors will
extend into 2019, where we expect amodest .
dedline in revenue in this segment. Beyond
2019, we expect the business to benefit
from continued good momentum in
subcontractor contract wins leveraging our
digital feadership and a strong pipeline of
opportunities in key states.

and acc g 18



During 2018, Pearson successfully renewed
contracts in Arizona and Kentucky through
competitive procurements and secured
business with the District of Columbia, New
Jersey, New Mexico, and Maryland under
new contracts with these PARCC states.

We also won new contracts for Utah's

High School Assessments and with the
University of iowa for the delivery of

fowa's new assessment system,

We delivered 24m standardised online

fests 1o K12 students, down 5% from 2017,
TesiNav B, Pearson's next-generation oniine
test platform, supported & peak foad of
825,000 tests in a single day and provided
99.99% up time. Qur Al scoring systems
scored 36m responses to open-ended test
itemss, aroetnd 33% of the total. Paper based
standardised test volumes fel{ 9% to 18.5m,

B Professional Certification

in Professionai Certification, VUE global test
volume rose 4% to over 15m, Revenue in
Narth America was up mid-single digit %,
duse to growth in medicai college admissions
testing and certification for professional
badies, offset by continued deciines in
volumes in the GED High Schoo! Equivalency
Test and higher-level IT certifications in an
environment of low unemployment.

We signed over 70 new contracts in 2018
and our renewal rate on existing contracts
continues to be aver 95%. During the year
we renewed over B0 contracts including the
National Council of State Boards of Nursing
{NCLEX exam), Microsoft and Adobe.

B Clinical Assessment

Clinical Assessment sales dedined stightly
on an absence of new major product
introductions impacting 2018. Late in Q4
we launched a refresh of the Peabody
Picture Vacabulary Test and Expressive
Vocabulary Test (PPVYT/EVT). Q-interactive,
Pearson’s digital salution for Ciinical
Assessment administration, saw continued
strong growth in license sales with sub-test
administrations up more than 37% over
the same pericd last year.

Partnering with
institutions tc helfp
students become
career ready

Praduct: Career Success Program
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80,000 students

currently enralled in the
Career Success Progrars

“As aTecent collepe praduace and applying for
full time jobs for the firsttime in my fife... { am
finding it difficuft to show potential employers
iy “soft skills, ray traits outside of my
resume, It means one thing to say | am a team
player, but | wantto show the employers how
| earned that trait. Thankfully, Pearson Career
Success allows me to demonstrate my skifls
outside of my resume and earn badges such
as critical thinking and teamwork from an
accredited and respected source.”

Jessica Albright, recent Marketing Bachelor's
graduate (Spring 2017} and MBA graduate
{December 2018) at Missouri State University
in Springfietd, MC

The Careear Siccess Program is an integrated
solution designed to help learners discover,
develop, and demonstrate the occupationat
and personal and saclal capabilities that are
vital for successful 2ist century employment
and lifelong success,

Pearson works with institutions at a variety
of different levels to provide resources and
services (o students from the time they enroll
sta university to the time they groduate,

all with the goal of preparing them for tha
career they want, Over the next faur years,
over 80,000 studentswill go through

this program.

Pearson makes
learning personal

Product: Mastering

Pearson partners with

3,700 institutions

annually to provide
Masteting to students
ali over the worid

“Mastering gives students feedback as they
do the work... they have more confidence
tackling problems, because thay've had
experience, and with more experience
comes more confidence”

Evelyn Landers, Chemistry Lecturer at
Waterford institute of Technalogy has used
Mastering Chemistry since 2010. Landers
says it has made her teaching more efficient
and personalised because students have
access t0 parsonalised learning resources
thatempower them ta learn at their

own pace,

Mastering is one of the world's leading
collections of onfine homework, tutorfal,

and assessment products, ftis designed to
improve the results of all higher education
students, ane student at a tirme.

Pearson partners with 3,700 institutions
annually to provide Mastering te students
allgver the worid, prirmarily in North America
but afso in Seuth America, furope, Asia,
Australia and Africa,

DIGEEAL CAPABILITIES
Real-time data analytics

Growth rates are stated on an underlying basis unless otherwise stated. Underlying growth rates exclude currency movements, portfolio changes and accounting changes,
Underlying measures are recondled to the equivalent statutory measures on p222-225,
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Operating perfornumnce

Services

B Connections Academy

Connections Academy, our K12 oniine
school business grew reveniie 8%.
Connections Academy served 73,000 Full
Time Equivalent {(FTE} students through
37 continuing fulk time virtual partner
schools in 28 states, up 11% on last year.
Total FTE virtuat school students declined
3% to 75,400 as expected due to contract
axits at Commonwealth Charter Academy
in Pennsylvania and Flarida Virtual School.

Thrae new full time onling, state-wide
partner schools opened in the 2018-19
schoot year in Florida, Michigan, and Ohio.
We anticipate the opening of between
two and five new partner schools in the
2019-20 school year.

The 2018 Cannections Academy Parent
Satisfaction Survey continues to show solid
endorsement for the schools with 93% of
families with enrolled students stating they
would recommend our virtual schools

to others and 95% agreeing that the
curricuium is of high quality.

B Pearson Online Services

In Pearson Onfine Services, revenue
Erew 3%, primarily due to growth in OPM,
partially offset by a decline in Learning
Studio revenue as we retire the product
and as we restructured smaller

non-OPM contracts.

® Online Program Management

In OPM, we grew revenue 9% as course
registration grew strongly, up 14% to more
than 388,000 on strong growth in programs
at key partners including Arizona State
University Online, Maryville University, Regis
College, Bradley University, Ohic Uiniversity
and the University of Southern California.

Our overali active program count grew by
32 to 325. The launch of 46 new programs
were offset by 13 discontinued programs.
During 2018 we signed 27 multi-year
programs, including programs at new
partners the University of North Dakota
and Rider University. We closed nine out
of 15 renewal opportunities and as part
of broader efforts around portfolio
ohtimisation agreed with our partnersto
terminate 23 programs that were not
mutually viable.

2019 outlook

B US Higher Education Courseware

in US Higher Education Courseware, we
expect revenue to be flat to down 5% on
the continuation of the pressures we saw
an end demand in 2018 with ongoing
decfines in enroiment and modest growth
in OER adoptions. For print revenue in this
segment, we see scope for further dedlines
in gross sales and improvements in returns.
Print continuas to be impacted by the
ongoing rise of secondary channels, such
as rental, but charinel invenitory has now
returned to more normalised levels
following the 2016 inventory correction
and its after effects. The channel is now
optimising the stock it holds, both through
reducing purchases and returns, and we
expect that to continue in 2019. Growth in
digital and direct sales provides some
offset to the continuing pressures on print.

# Assessment

In Assessment, we expect goad growth

in Professional Certification and stabte
revenue in our Chinical Assessment business
i the US. We expect & maodest decline in
revenue in North America Student
Assessment on continued cantraction in
revenue associated with our PARCC and
ACT Aspire cantracts.

® Connections Academy and Online
Program Manhagement

We expect goad growth in revenue and
enrolment at Conneclions Academy
and in North America Online Program
Management,

Core

Market summary |

Curinternational business in established
and mature education markets.

Contribution to Group revenues

20%
Sales

£806m

Adjusted operating profit

£57m

Sustainability

40%

Students from the lawest four socig-economic
groups {as defined by the UK ONS) on average
progress to HE in a subject related to their 8TEC.

Revenue was flat in underlying terms
with growth in Pearson Test of English
Academic, OPM in the UK and Australia
and Professional Certification offset by
declings in Higher Education and Student
Assessment and Qualifications.

Adjusted operating profit increased 10% in
underlying terms, due to restructuring
savings partially offset by inflation.

Courseware

B School and Higher Education

Courseware revenue declined moderately.
slight growth in School Courseware was
offset by dedines in Righer Education
Courseware. In Higher £Education
Courseware, revenue was down due

1o market declines in Europe and Asla,
partially offset by growth in digital sates

to institutional partners in the UK

and Australia.

Growth rates are stated on an underlying basis unless otherwise stated. Underlying growth rates exclude currency movements, portfolio changes and accounting changes.
Underlying measures are reconciled 16 the equivalent statutory measures on p222-225,



Assessment

® Student Assessment and Qualifications

fn Student Assessment and Qualifications,
revenue fefl as modest growth in BTEC Firsts
and GCF A-Leyei was more than offset by
declines in AS levels, international GCSEs in
the UK and UK Apprenticeships due to policy
changes in the schools qualifications and the
apprenticeships market, We succassfully
delivered the Nationaf Curriculum Test
{NCT) for 2018, marking 3.6m scripts,

up slightly from 2017, We will geliver the
NCT again in 2019 before the test transitions
to another providerin 2020,

B Clinical Assessment

Uinical Assessment sales declined primarily
in Australia due to an absence of new major
productintroductions. Q-interactive,
Pearson's digital sotution for Clinicat
Assessment administration, saw continued
strong growth.,

® Pearson Test of English Academic

Pearson Test of English Academic saw
continued strong growth in test volumes
and we successfully extended our
agreement with Department of Home
Affairs in Australia for another two years.

® Professional Certiflcation

In Professional Certification, revenue was
up modestly due to the launch of additional
computer-based exams for an existing
customer in the UK and the MO, the
French Driving Test,

Services

B Higher Education Services

In Higher Education Services, reventie grew
strongly. Our OPM revenue was up 34%.

in Australia, we saw good growth due to
our suceessful partnership with Monash
University, and continued success of the
Graduate Diploma in Psychology. We have a
total of ¢,10,200 course registrations across
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the seven programs in Australia up from
£.9,300in 2017. Inthe UK, we launched

11 new programs and course registrations
grew, reaching 3,000 compared to ¢.1,400
in 2017, During the year, we also announced
new partnerships with the University of
Northumbria in the UK, and ESSEC Business
School in France.

2019 outlook

We expect stable revenue across Core,
including student qualifications and
assessment, with further revenue growth
in OPM and PTEA, offset by continued
declines in our Courseware businesses,

Partnering with the
voice of British industry

CBI & Pearson's Annual Skills Report

Pearson partmers with CBI, the UK's
premier business organisation, every year
to deliver an annual skills report. In 2018,
we found:

» Employers expecttorecruit more
workers butworry there are not enough
skilled peopie to fill vacancies

»4/5 businesses airto spend more on
training, but the Apprenticeship Levy
has driven a sharp drop in
apprenticeship programmes

»The number of businesses actvely
engaged with schools or colleges is down
by ¢.10%

By helping to gather these insights,
Pearson is connecting the dots between
students and employers, ensuring learners
have the skilfs they need to axcel in their
career and employers have the people they
need for a rapidly changing workplace.

Providing world-class
gualifications in the UK

Product: Pearson Edexcel

#1

Qverallmarket leader with
number two position in
GC5E and A-Leve{ and
number cne position in
vocational qualifications

Inthe UK, Pearson (s the largest awarding
organisation to offer academic and vocagionat
qualifications, including Alevels, GCSEs and
vocational qualifications such as BTECs.

Aswin Nasiketh Vivekanandan {picturedjis a
19 yearold student at Tanglin Trust School,
singapore. (n 2018 she raceived the Pearson
Edexcel Award for the highest markin Asia for
A-leve! Chemistry and Physics.

Commenting on her award she saic:

"l am thrilted to be able to pursue my
career aspirations thanks to my Pearson
qualifications,

i have always had a keen interest in science
and passing these two subjects was a
requirement for me to get a place on the
course. And itworked, as 1 am now studying
my chasen option at imperial Cottege London.

“On graduation, | am looking to explore ways
to help tackle some of the many problems
we face in the world today, like global
warming and climate change.”

Many congratulations Aswin —we think you
will go ors to achieve great things!

Growth rates are stated on an underlying basis unless otherwise stated, Underlying growth rates exclude currency movements, portfolio changes and accounting changes.
Underlying measures are recondiled to the equivalent statutory measures on p222-225.
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Operating performance

Growlh

Market summary

Emerging and developing economies

with investment priosities in Brazil, India,
South Africa, Hispano-America, Hong Kong
& China and the Middle East.

Contribution to Group revenues

13%

Sales

£539m

Adjusted operating profit

£59m

Sustainability

28,000

MNew users downioaded our Space Hera
app designed in collaboration with refugee
chifdren in jordan as part of our Save the
Children partnership.

Revenue grew 1% in underlying terms due to
strong growth in China and modest growth
in Brazil and Hispano America partially
offset by dedlines in South Africa.

Adjusted operating profitincreased 97%,
£30m, in undertying terms, reflecting highar
revenue in China and Brazil, togather with
the benefits of restructuring, partiaily
offset by lower revenue in South Africa.

Courseware

Coutrseware revenue grew slightly,

with strong growth In English Language
Courseware in China, partiaily offset by
declines in School Courseware in South
Africa following a large one-off order in 2017,

Assessment

® Professional Certification and Pearson
Testof English Academic

Professional Certification grew well due

to a new ICT infrastructure certification
centract. Pearson Test of English Academic
saw strong growth in revenue with over
10% growth in the velume of tests taken in
India, China and Middle East and moderate
priceincreases.

Services

B English Services

in English Services, revenue grew slightly
in our English language school franchise,
Wizard, due to new product launches.

B School Services

In School Services, revenue was flat, with
declines in student enralment in our public
sistemas business in Brazil offset by price
increases, improved products and better
student retention across our private
sistemas. It india, Pearson MyPedia, an
inside service 'sistema’ solution for schools,
expanded ta over 700 schools with over
200,000 [garners.

B Higher Education Services

In Higher Education services revenue
dedlined sfightly due to business exits in
india and slight revenue deciine at Pearson
Institute of Higher Education {formerly CT1),
our university in South Africa, due toa
change in mixwith total enroiment broadly
flat and new student enrodment up 18%.

2019 cutlook

In our Growth segment, we expect revenue
to continue to increase in 2019 benefiting
from new products and services across

ail divisions.

Growth rates are stated cn anunderlying basis unless otherwise stated. Underlying growth rates exclude currency movements, portfolio changes and ing changes.

Underlying measures are recondled to the eq

tatutory

onp222-225,



Pearson institute
embeds career outcomes
into curricula

Service: Pearson institute of Higher Educatien

7000+

Students enrolied at
Pearson Institute of
Higher Egucation

Paarsan Institute of Higher Fducation in
South Africa offers a range of different
degrees, higher certificate, foundation and
academic support programmes in South
Africa, with a focus on preparing learness
for the worid of work.

Career outcames are embedded into

the curriculum of each programme and
students are provided with the knowledge,
skilis and mindset to help them positively
change the werld.

| gained invaluabfe skifis at PIHE, which
timplement in my everyday life. These indude
time management, planning, communication
skitls and self-care, which is fundamentat in
matntaining a balance in life,” says Xla Coetzer,
a PIHE graduate who1s now a registered
counsellor atICAS Southern Africa.

App delivers
personalised English
language learning

Product: Longman English+

35,000+

Students use Longman

English+ to leam the Englisk
language skills they need to
thrive in school and beyond

Pearson takes the best of gur ‘Longman
Wefrome to Engilsh’ curriculum and adds
Microsoft's Al capabllities to create an app that
personalises English language learning atits
highest possibie tevel. Delivered through
WeChat, which has nearty a billlon monthly
users, this app is giving users the opportunity
to fearn on their own terms, when and where
they want. It {s easy to use, itis specifically
taifored for Chinese users as it ‘listens’ to the
spoken practice exercises, and it is precisely
tasked to correct comman pronunciation
errors, Learners receive Immediate feedback
and 50 they are able to keep track of their
progress and remain interested.

“Langman English+ provides extensive English
resources for students and enables them to
practice invarious methods. They are able to
learn the content and knowledge inthe text
book, as well as improve their speaking skills,

L believe it will provide sofid ground for our
students’ future English learning,” says Leo Liu,
ateacher at Zhoushan Greentown Yuhua
International School,

Over 35,000 students use Longman English+
to learn the English {anguage skills they need
to thrive in school and heyond. Ultimately,
Lengman English+ is meeting learners where
they already are, making it easy for them to
practice English and prepare for their future,

DIGITAL CAFABILITIES
Automated speech recognition

Autormnated marking and scoring

Section 3 Our performance

Pearson owns 25% of Penguin Random
House, the first truly globat consumer
book publishing company,

Penguin Random House perfarmed well
with underlying revenue growthon
increased audio sales and stable print
sales, whilst the business benefitted
from international bestselier "Becoming”
by Michelle Obarna, the year's top-seliing
U.5. titie, and bestsellers from Bili Clinton
& James Patterson, Jordan Peterson,
Jamia Qliver, Dr, Seuss, John Grisham,
and tee Child.

2019 outlook

in Penguin Random House, we anticipate
a normalised publishing performance
and expectan annual after-tax
contribution of around £60-65m to

our adjusted operating profit.
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Enterprise risk management

Ensuring effective identification
and management of risk.

Our approach to risk management is
summarised in the framewaork below.
Qur goal is to support Pearson in meeting
its strategic and operaticnal objectives,
as described eartier in the Annual Report.

Our enterprise risk manragement (ERM)
framework aligns to international
standards {e.g. CO50 and 150 31000} and
aids our continued compliance with the
Financial Reporting Coundil’s (FRC)

UK Corparate Governance Code
guidance on risk management, as well

as enabiling us te adapt to any required
or desired changes in approach.

Foundations

All the elements that make up this framework
come together to provide the foundations for
successful ERM, and risk management more

broadty, acrass Pearson.

Governance and oversight

The Audit Committee assists the Board
in overseeing our ERM framework,

They validate target risk appetite, risk
status and mitigation plans, as well as
verifying the viability statement process.

Roles and responsihilities

The ERM framework covers the day-to-day
work on principal and business-level risks.

For a list of responsibiiities of key risk
stakeholders, see p104 in‘Governance’,

Policy, framework, processes
and tools

Our policy, framework and supporting
guidance set out why risk management

is important and the minimum standards.

These can be tailored by a business area
as fong as they atign with the policy.

The process is assessed during the
annuat effectiveness review, covered in
more detail on p104 in"Governance’,

Appetite and tolerance

Pearson'’s leadership team sets the farget
risk appetite for each risk they own (vaildated
by the Audit Committee and Board), Clarity
an the dagree of risk the Board is willing to
accept determines the most appropriate
risk treatment to manage an individual risk.
For example, alegal or cornpliance risk

has a low target risk appetite. We try to
eliminate the risk as much as we can.
Customer experience represents a strategic
apportunity and is therefore likely to have a
higher rigk appetite, thus we would take
well-informed and well-managed risks

to achieve our goals in some areas.

Working with third parties

The use of third parties, such as suppliers

or partnerships, can create risk. For example,
an interruption to our business operations as
a result of the actions of an external provider
may prevent us from meeting our strategic
goals or cauld impact our reputation. in 2018,
we built on the third party risk management
policy and activities initiated in previous
years with continued rofi-out of procurement
processes that help us flag third parties
requiring further due diligence. We also
increased our due diligence on third parties
in certain areas {see data privacy and
compliance risks on p72 and p74 respectively
for more on this).

Managing risk
> ging

Our approach to managing risk
has remained consistent with
prior years.

=» Context

Risk context sets the criterta against which
risks are identifled and assessed, defining

the external and internal parameters to be
taken into account.

The risk management policy, framework and
supporting guidance set out hew to manage
risks, such as how to determine probabifity
and impact as well as instructions on how

to translate these into an overall risk rating,
Adaptations of these matrices, tailored for a
spedfic Dusiness area, are in use and align
with the poiicy.

=¥ Assessment

Atleast annually, we facilitate a risk
assessment process through discussions
with leadership, senior management and key
stakeholders from each business area,

For each riskidentified, the probability of it
materialising and its potential impact is rated.
The adequacy of action plans to address any
remaining control gaps is then assessed.

We de this far buth new risks identified
aswell as those already being monitored.
Harizon scanning also takes place
throughout the year to aid in the
identification of newrrisks.



Continuous improvement

Atthe end of 2014, we reviewed our risk
management maturity against the risk framework,
selting oul and monitoring maturity Largets.

At the start of 2018, we expanded this into a three
year EfM vision, strategy and poals to further
improve risk management across Pearson.

Progress and challenges in 2018

As we began to implement our strategy, our
reliance on manual processes quickly became a
key chailenge we needed o overcome, We
began to deslgn and Lest an online risk toal in
2018 in order to overcormne this chaflenge. In the

Section 3 Qur performance 61

interim, we made use of existing internal

collaboration tools to streamline processes.

One area where we have made good progress
in 2018 is implementing a more robust analysis
of emerging or new risks, undertaking a
documented gap analysis of Pearson's risks
against our strategy as well as external risk
data and reports plus competitor analysis.

Priorities for 2019

In 2079, wa wilt continue to implement
our three-year risk plan, including:

» Embedding emerging risk processes in line with
the FRC's 2018 revisions to the UK Corporate
Governance Code guidance that comes into
effect for 2019 reporting

» Deplaying arisk tool which will support not just
our risk monitoring across the business, but
also improve our ability to undertake more
thorough risk analysis such as risk trends
over time. We have built into the tool's design
the criteria we need to further develop our
integrated assurance approach, by bringing
together different sources of assurance
information into one place for the first time.

Monitoring

and review

=¥ Treatment

process and key risks. The reports cover

current risk status as well as an update on risk

Once assessed, the most appropriate course
of action for each risk is decided, taking

into account the size of the gap between its
current risk status against its risk appetite
target. This can indude ‘avoid’ {i.e., ot doing
something); implementing mitigation or
contingency plans to change the probabiiity
or reduce the impact of a risk; accepting
increased risk in order to pursue an
opportunity, or sharing the risk with
another party or parties.

mitigation initiatives and their effectiveness.
Discusstons focus on where thera Is either
) the greatest change in rating or b} the
biggest gap between current rating and the
target risk appetite, with the emphasis on
the strength of mitigation plans in place.
Risk maps for each business area are also
induded inthese reports.

Rick deep dives also take place at the Audit
Committee throughout the year, in 2018,

same of the areas covered indlude business

~¥ Monitaring and review

The Board and Audit Commitiee review
£RM risk update reports twice per year ata
minimum. This gives them the oppartunity
to review, challenge and validate the ERM

transformation, antl-bribery and corruption
{including third party due diligence} and data
privacy {including GDPR readiness). You can
read the details in the Chair of the Audit
Committee’s letter on p97-98.

Culture

The ERM framework is also
used to promote a risk aware
culture across the organisation,
with the aim of integrating risk
management into day-to-day
decision making.

Communication, training, education
and awareness

Qur Code of Conduct certification was revised
and implemented in 2018, supporting our
commitment to ethical behaviours across

the organisation. We are committed to raising
awareness among employees

on the importance of better managing
day-to-day risks. In 2018, we regutarty
attended leadership and team meetings

to highlight best practice and conducted
spedific risk workshops, including targeted
efforts an the risks involving programme
interdependencies.

Embedding risk in decision making

All Pearson business functions continued

to maintain their own risk map, with the
spotfight in 2018 on the further improvement
of mitigation plans. Business functions
follow the same framework for identifying,
assessing, treating and monitoring risk.

Each identified risk is also assigned a risk
appetite target.
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Principal risks and uncerlainties

The Board of Directars confirms
that throughout 2018 they
undertook a robust assessment

of the principal risks facing Pearson,
in accordance with provision

C.21 of the 2016 UK Corporate
Governance Code.

Our principal risks
(@sof 31 December 2018)

Listed in the table and shown on the
adjacent risk map are the most significant
risks that may affect Pearson's future.
Alonger list of business area and company-
wide risks is monitored and reviewed
internally throughout the year. The maost
Material risks are those which have a
higher probabiiity and significant impact
on strategy, reputation or operations,

or afinancial impact greatey than £50m,
and are classed as our principal risks,

Due to internal mitigation efforts, treasury
risk reduced in 2018 to the extent that it
now fafis below aur threshold ta be
included as a principal risk,

At the time of publication, the UK remains
dueto leave the EU on 29 March 2019. Given
the schaduled exit date and significant risk
of no deal, we have advanced mitigation
plans underway, These do not involve
material cost and we will be able to unwind
those plans without significant disruption
or cost if it later becomes appropriate.

Work continued throughout 2018 (led by a
Steering Committee chaired by the CFQ)

to identify and mitigate any potential impact
on our principal risks below, such as

Suppty chain and operations (covered in

the customer experience risk), tax and

data privacy, as well as other areas such as
treasury and workforce mobility, particularly
in the event of a ‘no deal’ scenario. By virtue
of that analysis and mitigation planning, we
continue to believe that Brexit will not have
a naterial adverse impact on Pearsonas 2
whole; in particular we believe we have
plans in place that wilt largely mitigate
against the impact of a no deal’ scenario.

The following principal risks also relate
to the material issues considered in the
2018 Sustainability Report: products

and services, testing failure, political and
regulatory, information security and data
privacy, customer experience, and safety
and security. You can read more in the
Sustainability section on p32-40.

Principal risks: status and 2018 change

A

Minor Moderate Major Severe

Impact{Finandal, Repusational, Operational)

insignificant

Rate Unlikely

Possthle

29

Likely

Key

Netrisk

Probability and impact
are based on residual
risk, L.e. after taking
into account contrais
already in place ang
assumed o be
aperating effectively,

o—>

indlcates
change in 2018

For more information
see prindpal risks ang
uncertainties tables
p63.75.

Almost
certain

N Pfobahi“ty ................................................... >

Risks are categorised into four main areas:

Executive responsibility

Strategy and change o Bu:ln:::tl;ansformatlun Chief Executive Officer
Relating to the goals that are and chang
aligned with and support our e Products and services President, Global Product
strategy. This category is the
st fikely Lo contain ‘agportunity’ o Tafent Chief Human
risks which are likely to have & Resources Officer
hi sk it
‘gher risk appetite o Politicat and Chief Corporate Affairs Officer
regulatory risk
Operational o Testing fallure Presfdent. Assessments;
; President, UK and Core Markets
nvblving people, systems
and processes e Safety and security Chief Human
Resources Officer
o Customer experience President, Global Product;
Chief Technology and
{perations Officer
o Business reslilence Chief Financial Officer
e Data President, Global Product;
Chief Technology and
Gperations Officer
@ Tax Chief Financial Officer

Financial

imvolving financlal planning, investments,

budgening, potentiat losses ef and
exposures @ Pearson’s assefs

Legal and compliance
Relating to the adherence o
apniicehle laws and reguiatons,
Risknin chis categorytypically
~ave avery low sk appette,

Information security

Chief Technolagy and

Competition law

General Counse}

o and data privacy Operations Officer;
General Counsel

@ (ntelfectual property Generai Counsel

@ Compliance General Counsef
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Strategy and change

o Business

transformation
and change

The accelerated pace and
scope of our transformation
initiatives increase our risk
to execution timelines and
1o businass adoption of
change. The risk s that
benefits may not be fully
realised, costs may increase,
ar that aur business as
usuai activities are
adversely impacted.

J, Decrease In impact
and probability

Strategic priorities:

Grow marketshare
through digital
transformation

PR} Become & simpler,
more efficient and
more sustalnabie
business

Reason for risk rating

This risk has reduced due (o the ongoing
implementation of The Enabling Programme
(TEP) in North America in the first half of 2013.
This has reduced our financial risk impact.

However, the scale, volume and accelerated
pace of change, combined with the execution
interdependencies, keep this as a high risk going
inte 2019,

The 2017-2019 simplification programeme is performing
ahead of plan and now expects to defiver increased
annuallsed ¢ost savings in excess of £330t by the

end of 2019, ahead of our eriginal plan of £300m.

Existing controls

»Change and Transformatlon office

» The Global Learning Platform (GLP) and The Enabling
Programme (TEP) are standing Audit Committee
agenda items

rIndependent assurance regularfy undertaken on
the key programmes,

Qutcome of 2038 activities

In 2018, we continued to invest in the digitat
transformation and simplification of the company:

3We continued to develop the GLP - described in
mare detail under risk Z < "Products and Services’

»We implemented the next phase of TEP - primarily
in North America - to pragress the simplification of
our business.

The 2017-2019 simplification programme moved into
its implementation phase in 2018, with many initiatives
now complete,

2019 outiook and plans

Business transformation and change initiatives will
continue Lo support our strategic goals to accelerate
our digital transition in higher education, to manage the
print decline, and to reshape our partfolio, as outlined
by our Chief Executive on pT0-12 and covered in more
detail under our strategy in action on p18-32.

in 2019, we will continue to roll cut TEP to other
geographies worldwide, All key programmes

will continue te be closely monitored by the Audit
Committes at each meeting (you can read more about
their oversight of TEP and the GLF on p97-98).

We wili continue ta use our change and transformation
office to drive plans to completionin 2019. Change
management expertise and dedicated support have
been put in place across Morth America, Finance and
Human Resources teams.

b
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Principal risks and unceriaintics

Strategy and change

o Products and

services

Failire to successfully invest
in, develop and detliver {to
time and quality) innovative,
market leading global
products and services that
will have the biggest impact
onlearngrs and drive
growth, ensuring Pearsan;

» Responds tc market
needs, as well as threals
from both traditional
campetitors as well as
disruptive innavation

»Offers praducts to market
in tine with our strategy,
at the right price and with
adeal structure that
remains competitive.

This risk wos revised and
expanded in 2018 fallowing
o risk review against the
strategic priorities, as well
as a thorough analysis

of underlying risk drivers.
The definition has been
changed as @ resuit.

€> No overall change

Strategic priorities:

Grow market share
through digital
transformation

2 investing in structural
growth opportunities

Reason for risk rating

We have made significant progress in managing risks
around our competition and the product and
investment portfolio in 2018 due to the ongaing
progress we have made in improving our processes
and stratepic investment recommendations.

However, due to the importance of product innovation
{such as the ongoing development of the Giobal
Learning Platform (GLP} and our investmentin
Alresearch) ta achieving Pearson's strategic priority
of digital transformatfon, the impact if this risk
materialises remains high.

Competition

We have made significant progress understanding
the competitive and structural threats, especially to
our US Higher Education Courseware business,

and made progress mitigating these.

We operate in competitive markets with many
compaetitors across these markets. As the consumption
of educational preducts and services shifts to digital
and subscription madeis, this has the potential to fead
to changes in the competitive structure of the markets
in which we operate.

Existing controls

» Global product lifecycie process
> Portfolio governance and management
» Audit Committee oversight of the GLP.

Outcome of 2018 activities

Product innovation

Further investment was made in 2078 in development
of the GLP - our single, cloud-based platform to
support aur learners and enable us to innovate faster
in the future.

The first of our pilots - Rio -went live in September
2Q18: Pearson used the software to run a number of
focus groups and targeted interactions with different
schools and instructors during the latter half of 2018,

In addition, we are investing in other innovations, such
as Artifidial inteiligence (Af), to ensure that our praducts
provide leading personalised iearning experiences and
better outcomes. In 2018, we appointed an industry
expert to lead on the development of our Al products
and solutions strategy.

Product and investment porifofio

Progress was made during 2018 in consolidating our
key praduct partfolios. Portfolio investment allgcation
decisions were made using an agreed data-driven
framework and the investment governance criteria
and process were revised, spanning partnerships,
portfolic strategy and geographies.

Competition

tr 2018, we scaled the rental access modelinitiative
from c.50-c.150 tittes in total by the end of

the year.

We also continued initiatives fe.g. pricing, format,
policies, marketing, channef) to incentivise customers
to move fram print to digital products to help mitigate
risks arising from the secondhand market and achieve
our digital business transformation goais,

2013 saw the launch of additional anti-piracy initiatives
{see risk 12, Intellectua! Property, which includes
piracy, for more on this risk),

2019 outlook and pians

Turning this risk into an opportunity - successfully
accelerating our shift to digital as well asinvesting in
and delivering the right products and services - is as
critical to successful business performance in 2019
as we have flagged in previous years. As our Chief
Executive highfights on p10, over time our aim is

to transition to a digital first model for our learners,
with print resources available as an‘add on’ service.

Product innovation

We will continue to invest in our development of the
GLP {focusing on an enhanced Revel platform) and
expect to launch in the second half of the year. The GLP
wiil also enable us to better deploy Al and machine
learning to drive advances in educational technology.

Investment in the developmeni of Al will alse continue,
such as using it to build on existing automated scoring
capabilities using natural language processing.

Product and investment portfolio

2019 priorities include improving decision making
effectiveness, for example by implementing a decision
playbook to support how we make decisions for our
products plus identify gaps in the decision making
process and how to dose them,

Competition

Our aims in 2019 are to significantly increase the
number of US Higher Education Courseware products
in the ‘acress first’ or Subscription business model,

as welt as continuing our pricing simplification efforts in
order to darify and simplify our pricing structure for
both sales representatives and customers,
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Strategy and change

° Talent

Fallure to maximise

our talant - Risk that we are
unable {p attraci the talent
we need and to create the
conditions in which our
people can perform to

the best of their ability.

J, Decrease inimpact
and prabability

Strategic priorities:

Growmarket share
through digital
transformation

tnvesting in structural
growih opportunities

Become a simpler,
maore efflcentand
more sustainable
business

Reason for risk rating
This risk has reduced due to:

rimpacl of improved financials: Stabilising financial
performance has driven an improving outiook for
employee incentivisation helping raise maorale; also
positive sentiment of strategy approved by the Board

» Compensation toctkit enabling managers to
address specific retention risks as needed
{with Executive approval); primary retenticn
managed through totai reward

» Better data enabling improved decision making

s Leadership development programmes.

Existing controis

» Detailed monthiy reparting of HR data and insights
ta proactiveiy identify and rmanage risks, including
turnover (voluntary and involuntary) data as weli
as gender diversity at ail career grades, with regular
Executive review to identify areas for improvernant

» Consistent performance, tatent and succession
management processes

s Employee paolicies including the Code of Conduct

» Employee engagement forums and action plans

»Exit interviews conducted and monitored globafly
to identify any trends and concerns

»"Pearson U’ learning platform

» External careers website and talent acquisition
approach to improve attraction of digital skills

»Wide range of employee benefits,

Outcome of 2018 activities

To support our digital transformation, acquisition of
digital talent is a high priority. Challenges continue with
digital hiring but we are seeing some improvement,
driven by clarity of skillset needed and a targeted .
compensation guide enabling Pearson to be more
competitive. As a result, year over year percentage of
digital hires Is up by 37%. We also:

s Focused Leadership development programmes
for senior leaders with specific mentoring
programmes for high potential employee (HiPO)
women in these rotes

»Continued targeted learning throughout the
organisation with ‘Pearson U’ learning platform
enhancements, career development workshops,
manager fundamentals training and emphasis on
all employees having development goals

» Launched the Alumni programme

» Put greater focus on diversity and inclusion (D&lI):
we designed our future state diversity framework,
governance and measurement model. We received
awards for our localised D& efforts and increased
marketplace recognition. You can read more about
our diversity, equality and inclusion activities under
Sustainabifity on p38

» Released the organisational health index survey for all
Pearson employees, the results of which will influence
the priority order of the 2019 action planning,

2019 outlack and plans

HRwill continue to work with Pearson leadersto
Increase engagement and organisational health,
acting on the findings from the organisationat health
survey taken in late 2018. Qur aims in 2019 are to:

» Develop sustainabie total reward programmes
aftgned to the business stratepy

» Develop awards and recognition far the workforce
and marketpiace

»Deliver organisational design and change
management to suppart business deliverables

»Upskill the workforce on digital customer channels
B28, while continuing to acquire new digital talent
and expertise

> Drive sales performance through embedding
best practice sales incentive design

y Empower managers with greater flexibility to
make reward decisions for their teams, underpinned
by greater transparency of our pay practices to
our gmployees

»Refresh leadership skills, competencles and
behaviours and continue leadership
development programmes

» Refresh approach to performance management,
adapting more contemparary practices to drive
high performance

»Utilise new approach to talent review, assessing atl
VPs against required capabilities and culture needed

» Driva internal mobility through increased visibility to
talent and cross-business development opportunities

» Promote enterprise-wide talent management mindset,
owned by leadership across all areas, Develop a
mindset for analytical, digital and innovation skifls

» Deliver refreshed global diversity and indusion
approach, operational plan and measurement mode!;
increase gender diversity, espedally in senior
leadership roles.

1
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Principal risks and uncerlainties

Stratcgy and change

o Political and Reason for risk rating
. . Despite aslight reduction in our risk exposure in the LS
regu IalU r)’ r |Sk {ram an educational standpoint, this risk remains high
) at the time of publication due to the potentiat for
Change-s in poiicy andfor political instabllity in the UK arising from the potential
regulations have the for Brexit ‘no deal’ plus wider uncertainty and instability

potential to impact business
maodels and/for decisions

in the rest of the world.

across alt markets. Existing controls
» Board and Executive oversight
<> Mo overall change »Government relationship teams
s Steering Commi{tee monitering the UK's departure
from the EU,

Outcome of 2018 activities

n 218, we continued to buitd giobal political and
regulatory reiationships in the US and the UK,

as welt as an international political profile in order
to understand future internationa! risks and
proactively mitigate them,

In the US, we worked hard to highlight Pearsan’s
credentials as an innovator in education and workforce
readiness, specifically referencing Accelerated
Pathways, Inclusive Access and workforce credentialing;
we maintained fair market access through national and
state partnerships and diract lobbying; and we worked
with the National Governors Association Chalr to shape
his Initiative on developing workforce skills.

inthe UK, we continued to monitor actions associated
with the UK's departure from the EU, working with
government to mitigate business risk assaclated with
regulatory changes. We aiso implemented our own
internal mitigation and contingency plansin the

event of a‘no deal’.

We also:

» Responded to the government's post-18 funding
review, creating a commission to oversee research
into vocatlonal education and lifelong tearning

» Continued executing thought leadership work
to establish the role of BTECs in supporting
iearners into work and higher education as an
alternative pathway

» Submitted responses to enquiries and consuliations
regarding technical/vocational education and
related issues

» Continued to position Pearson in the UK as a leader,
expert and innovator in T Levels. We were awarded
the contract to develop, deliver and award two of the
first three T Levels.

Internationafly, we continued our ongoeing efforts to
pasition Pearson for PTE Academic accreditation in
China, Canada and the UK, wei! as pursuing BTEC
opportunities in Southeast Asia.

2019 outlook and plans

Pearson will continue ta position itself as a leader in the
education space, an innovator in higher education and
establish the company as a key engine in werkforce
development and economic growth. We are aiso driving
opportunities to engage directly with other businesses,

in the US, we are fikely to see a push to increase
higher education funding from new Democratic
Governors and State Legislators, as well as a facus on
conneciing education to jobs. Pearsan will continue
to work with Governors and educate officials at the
Federal and State level on Pearson's expertise in
education and workforce,

Brexit may cause paolitical instability in the UK arising
from the potential for’no deal’ plus wider uncertainty
and instability in the rest of the warid. Pearson will
continue toimplament its mitigation and contingency
plans in case of a ‘no deal {See ‘customer axparience’
risk for supply chain specific Brexit mitigation actions).

Internally, trade tenslons and political uncertainty with
rising populism and nationalism could lead to further
protectionist measures. We will continue to position
Pearson with povernment officials and influencers
Tethay ruarkels for PTE Acatheinic acer editation and
BTEC opportunities, as well as widening participation in
international forums and with national government
contacts to mitigate regulatory risks.

We will cortinue to reonstor legislation araund the
world for major shifts in education policy.
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Operational

o Testing failure

failure to deliver tests and
assessments and other
reflated contractual
requirements because of
operational or technology
issues, resulting in negative
publicity impacting our
hrand and reputatien,

J- Decreaseinimpact
and probabllity

Strategic priorities:

Become asimpler,
meore efficlent and
more sustainable
business

Reason for risk rating

As Pearson is an educational content, assessment and
related services company, successfully managing this
risk remains a priority.

This risk decreased in 2018 due to the continued
migration of all student testing in North America

to a secure cloud computing environment - Amazon
Web Services (AWS}. This has resuited inimproved
availability and stability,

We successfully deliverad exams and testing in 2018 to
a high standard of quality. We experienced minimal
disruption of the e PEN {online marking system).
However, the impact should we experience issuesin
our testing platforms or processes keeps this as a risk,

Existing controls

We seel 10 minimise the risicof 3 breakdown inour
student marking systems with the use of:

» Robust quaiity assurance pracedures and controis

» Oversight of contract performance

»investmentin tachnology, project management and
skilis development of our people, including software
security controls, system monitoring, pre-deployment
testing, change controls and the use of root cause
analysis procedures ta learn from incidents and
prevent recurrence

» Use of AWS in Clinical and Schoo!s

+1BM counter-fraud tool (Pearson VUE),

Outcome of 2018 activities

in North America, SchooiNet pius alf Clinical products
have now been successfully migrated to AWS. The next
iteration of ePEN (UK and Australia) is alse now AWS
hosted. Pearsan VUE also began the process of
maoving systems to more stable platforms,

Qur Functional Skills qualifications were the first to
go live on the new version of ePEN in the UK (ins july)
followed by General Quatifications in Movember, PTE
Academicwas also upgraded to stabliise the system,

injune 2018, a GCE A Levet Maths C4 paper (taken by
50,000 pupils in England) was offered for sale online the
night before the exam. This was the same paper that
was leaked the year before, A police investigation was
opened, however, the intident was far more limited in
scope than itwas the prior year, due to the additional
security measures put in place as a result of the
previous incident. Wtimately, the paper-based nature
of examinations and the scale of the system means
that security is heavily reliant on schools to maintain
the secyrity of tha material. Tha investigation was
abie to make good progress in ldentifying the source
of the leak,

The 1BM security toot implermented by PearsonVUE
started to yleid benefits in terms of client adoptior and
nasitive feedback of the web manltoring. Atongside
this, a new third party governance and assurance
process was devejioped which will comtinue to be

rolled outin 2019,

2019 outiook and plans

The drive to continue improvements to avallability

and stability of testing systems, migrating and retiring
legacy systems will continue in 2019, for example,
migrating PTE Academic to AWS and further automating
test publishing processes (o reduce the risk of human
manuai error.

In UK qualifications, the potential impact should
this risk materialise is potentially higher due to the
factthat:

1) 2019wl see the main implementation of the
ePEN upgrade. We will take into account the
complexity of our systems, aswell as external
marking contractrequirerments

2)We stitl have a number of reformed qualifications
being deliverad in 2019 which Includes GCE Maths.

Given the high stakes nature of the UK testing business,
the risk of security breaches remains, either malidous
in nature or as a result of error. We are launching a
malpractice review as part of the Joint Coundl for
Qualifications. This will indude question paper
breaches but also cheating allegations more broadly.
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Principal risks and uncertainties

Opcrational
Q safetyand

security

Risk to the safety and
security of our people and
learners arising from either
the risk of injury and iliness;
our failure to adequately
protect children and
learners; or dueto
increasing jocaland

global threats.

This risk has been expanded
to incarporate olf risks that
could impact the safety

and security of our people
and learners inte ane risk,
As ¢ result, it now includes:

> Corporate security
> Travel safety

> Safeguarding
and protection.

/I* increase in probabiiity

Reason for risk rating

Corporate security risk probability increased, reflecting
anincrease inincidents in 2018 compared to 2017,

The variety and global range of risks/threats we face
are undiminished, The impact of an event occurring
{and not just externally) could besignificant,

There has been no change in terms of the overall risk
status for both Health & Safety and Safeguarding.
Serlaus safeguarding incidents may not be frequent
but their impact remains high, both o the individuat
affected as well as to Pearson's reputation (there
continues to be a focus on these issues worldwide,
both in the government and In the media).

Existing controls

*Global policies and minimum standards in place
for Heatth & Safety, Security and Safeguarding

> Globa! audit and assurance programeme

»Training and communication (e.g. global animation,
new internal Health & Safety intranet site,
105SH Managing Safety Course)

» Staff Code of Canduct

» Third party risk management policy

s Local Safeguarding coordinators

» Everbridge mass notification system

» External travel management and intelligence.

> Key Performance indicators in place {(see p37-38
in Sustainability).

Qutcome of 2018 activities

Safeguarding

Wa continue to view Safeguarding as a fundamental
obligation to our learners and a high priority for
Pearson and as such it also forms part of gur
sustainability strategy (see p37 in Sustainability).

We agreed a new Safeguarding strategy for 2018-2020,
which Includes a focus on Safeguarding in online and
digital environments.

in addition, we implemented a new set of Safeguarding
metrics, which enable a better analysis of how robust
each business’ Safeguarding is; and we completed a gap
analysis on the Safeguarding assurance processes for
each business, Thisidentified eight areas where we will
strengthen and deepen our assurance processes.

In April 2018, wa co-hosted a seminar with the Lucy
Faithfull Foundation: Creating ‘child safe, child friendty
organisations,’ it explored the use of Situational
Prevention in addressing abuse in schools. it was well
attended with 97% saying they would apply the theory
to their current role.

Corporate security and travef safety
Travel security continues to growin support of new
areas, not limited solely to higher risk locations.

Our Everbridge toolis nowiive in 21 countries and
we reteased mandatory training and awareness for
people travelling to high risk locations.,

The corporate security team led reviews in 16 countries
in 2018, identifying areas for improvement or further
adaption of security policy/standards,

Health & Safety (H&S)

Due to ongoing implementation of H&S risk mitigation
actions, we have seen a slight reductionin risk in 2018.
Compieted activities inciude:

» A significant revision of our Global H&S pelicy and
standards with animation

>A global reund of International 1OSH "Managing
Safely’ course

> The implementation of a business fecused and
risk-based health and safety assurance programme:
in our 48 priority locations, implementation of the
global H&S Standards contiriues Lo improve,

2019 outlook and plans

in 2019, we will continue to promote the message of
prevention as wel as reaction,

Safeguarding

We wili continue to devetop our practice and policyin
regards to oniine Safeguarding: we have appointed an
external consultant, whois a recognised expert in
online Safeguarding, to assist us with our plans.

QOur plans include:

» Hosting aseminar which looks at best practice in online
Safeguarding far irternal staff and external partners

» Ongoing work on the Safeguarding action pian for the
Pearson institute of Higher Education in South Africa

» Publication and implementation of a sexual
harassment poiicy in Pearson Coliege London

»Ensure that our Safeguarding practice fully reflects
the company’'s commitment to diversity.

Corporate security and iravel safety

in 2019, we are forming a combined security and
resilience governance group which wilt oversee
management of this risk. Physical and travel security
reviews of higher risk locations will be ongoing and
we will continue to refine data specific to our
Everbridge notification system,

Health & Safety
Qur aimsin 2019 are to!

»Deliver areal-time, giobal solution to report,
escalate, investigate and action H&S incidents

»Continue our robust business-focused and risk-based
global assurance programme for 2019, which includes
third party vendors where Pearson has outsourced
risk activities

» Further develop the analysis of Occupational Heaith
data in partnership with HR to ensure proactive and
reactive intervention strategies are aligned.,
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Opcrational

° Customer

experience

Failure of either our current
operations, supply chain or
customer support to defliver
an acceptable service level
at any peint in the
end-to-end jgurney; or to
accelerate Pearson's ifelong
lsarner strategy

and transfarmation,

Previousiy ‘customer digital
experience,’ this risk has been
redefined ond exponded
[following a review of the
glabal strategy implications,
os well as a thorough anadysis
of the underlying risk drivers
undertaken as part of the

H2 2018 risk update process.
As o result, we have expanded
the custamer experience

and learner experience
component of the risk and
added operations (including
supply chaing to hetter refiect
the risks to delivering

an aptimal end-te-end
customer journey.

4 Slightincrease in
impact

/™ Increase in probability

Strategic priorities:
Growmarket share
through digital
transformation

Become asimpler,
moreeffidentand
mare sustainable
business

Reason for risk rating

This risk is crucial to Pearson a) delivering a good
service to our custemers and b) enabling our digital
transformation. As a result, we expanded and
redefined the risk to include the end-1o-end customer
journey, whether for print or digital products and
services (or a blend of the two).

This redefined risk remains rated high due to our
ongoing transfermation efforts which have the
potential to impact on the custamer experience.

We continued to make further Improvements to our
product platform stability and execution in 2018 and
had good stability throughout both Narth America
Back to Schaol periods. This was our best year to
date in terms of up time,

In the UK, we began the Impiementation of mitigation
and contingency plans to manage a potential 'no deal’
scenario regarding the UK's exit from the EU, given the
paossibility of a‘no deal’ at the time of publication.

Existing controls

¥ Real-time monitoring of systems {for service
disruptions) and reporting of operational
performance used to identify issues

) Release readiness reviews for our major
product platforms

>Programme governance and hypercare

» Board oversight of Brexit risk

» In the UK, the Audit and Quality team have a secure
supplier annual audit programme for suppliers dealing
with Pearson confidential materiai (e.g. exarn papers)

>New structure put in place to prevent fraud and
incorrect orders to be placed by customers.

Outcome of 2018 activities

Qperatlons and supply chain

Qur efforts in 2018 were focused primarily on the

UK and North America. The Enabling Programme
[TEF) went live for the first time in North America in
May 2018, with ongoing hypercare put in place as a
contingency plan to support supply chain stabilisation
during implementation,

In the UK, as well as a TEP retrofit deployment,

we also completed our move from the UK warehause
previousty shared with Penguin. This was phased
from the end of 2017 and completed in spring 2018,
In parallel, we also undertook an in depth analysis
into the impact on our supply chain and operations in
the event of a 'no deat’ Brexit, commencing work on
implernenting our mitigaton and contingency plans
to address these,

Customer experience

The customer experience is recognised as a key enabler
and license to operate’in terms of Pearson’s future
strategy. in 2018, we realigned our priorities and plans
across the business, in readiness to refocus on

the learner experience in 2019,

Custormer services

Customer services have made a iot of progressin
terms of reducing this risk in 2018 and managing the
challenges of the TEP deployments in North America
and the UK.

Qperational stabllity

We continued to focus in 2018 on performance and
stapitity across alf of our product platforms with
roadmaps underway for stability, the user
experience (UX) and competitive features across
all product platforms.

2019 outlook and plans

Dperations and supply chain
Inthe US, our primary focus is to ensure that we are
prepared for the Back to School periods, the first of
which is in the spring of 2619,

in the UK, a team has been established that is taking
endto end responsibility for our Learning Services
operationat detivery, We wiit continue to implement
our mitigation and contingency plans to prepare for
the possibility of a ‘no deal’ Brexitwhilst we monitor
the gutcome.

Customer experience

in 2019, we will focus on Jearners and modernising
our customer experience for dinical assessments,
expanding our efforts to instructors and educators
in 2020 and beyond.

Customer services

The focus in North America is preparing for and
supporting further TEP impiementations in order to
minirnise customer impacts as we move to new
business processes and adopt new technology.

Operational stability

Our 2019 roadmap for North America Higher Education
continues to be increasingly focused on security and
performance of non functional requirements as well

as well as third party interoperability.
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Principal risks s uncertainties

Operational

o Business

resifience

Faiture to plan for, recover,
test or prevent incidents
at any of our businesses
or lacations.

Incident management
and Lechnology disaster
recovery (DR} ptans may
not be comprehensive
across the enterprise,

Risk definition has beer
changed to focus on
resiitence, DR and incident
management. Corporote

securily and travel safety now

forms part of the expanded
‘Safety and securityrisk.

&> Nooverall change

Reason for risk rating

The business resilience programme continues
t6 mature, although Pearsen’s glabal faotprint
means there remains a possibility of single
events with major impact.

Work to improve incident management continues
to see positive improvements.

Existing controls

» Policy In place

»incident management process, including giobal
notification and incident reporting taols

¥ Resilience Governance Board meetings

¥ incident managemesntand recovery teams

SO 22301 independent accreditation.

Cutcome of 2018 activities

A new Pearson wide resillence palicy and incident
management framework was dehivered in 2018
and work continued to improve business resilience
and inddent management capability across the
arganisation, including:

» Annual reviews and further refinement of the
‘Top 40' and other locations involved in planning,
testing and response to actual incidents

» Pearsan Qualification Services recertified to
1S0 22301, Business Continuity Management

» Developing the approach te digital resilience,
including for the GLP and future digital product.

>Worked with Health & Safety, Facilities Management
and Global Property towards embedding
improvements across North America, although
deliveryis primarily in 2019

» High lmpact Event {HIE) awareness and education
took ptace across 13 Pearson iocations in the second
half of the year, This was well recelved and more are
planned for 2619,

2019 outloek and pians

in 2019, we will continue to focus on preventian rather
than reaction and refine cur resilierice appraach to be
responsive to both current and emerging risks.

A combined Security and Resilience Gaovernance
Group will formin 2019,

Specific focus areas wiil be to:

» Better understand and mitigate risks to suppiy chain
and vendor managemsnt

» Continue suppartto the GLP and TEF programmes

> Continue to refine DR planning for legacy systems

» Continue to support Data Centre resilience.

Harnessing
the power of
our data

New risk: Failure to:
1) Maximise our use of data
to enhance the guality and

scope of current praducts and

servicesin ordertoimprove
learning cutcornes while
managing associated risks.
2) Maintain data quality,
accuracy and integrity to
enable informed decision-
making and reduce the risk
of non-compliance with
legal and regulatory
requirermnents.

We have previously included
the second component
under risk 1, business
transformation and change.

Strategic priorities:
Grow market share

through digital
transformation

Become a simpier,
rore effidient and
more sustainable
business

Reason for riskrating

This is 3 new principal risk for 2018 and reflects the
irnportance of data analytics in education (as outlined
by our Chair on p8) such as driving improvements in
learning, improving classroom productivity and making
learning more affordable and more accessible,

Wae cantinue to evolve our business model 50 we are
able to use our data in ways in which we can better
service the needs of our customers,

Existing controls

» TEP with Master Data Management (MDM) now live in
hath the UK and North America

»Data governance in place,

Cutcome of 2018 activities

One of the outcomes of the work undertaken across
Pearson in 2018 is that the concept and approach

to data povernance across customer and productis
maturing. Our MOM footprint was expanded as part
of TEP going live in Morth America in May 2018 - this
consolidated North American customer and product
dita from three existing ERPs with what was already
live in the UK, The product data footprint was also
expanded in 2018 te meet the needs of our new rights
and rayafties system.

Workis continuing on customer data harmaonisation,
definitions and data representation which will also help
suppaort the ongoing promation of dats governance.

We began user capability work in the second
half of 2018 which will allow us to begin to retire
legacy systems.

Data privacy guidelines {concerning GDPR) were issued
and are being taken into account in our data activities
{see risk 11 which covers our data privacy risk and
GDPR readiness in more detail).

2019 putiook and plans

We will startwork to expand MOM and ERP user
capabilities to enable decommissioning of fegacy
product data systems (target retirernents (o start
Q4 2019). This is expected to highlight Issues in
data harmonisation that witl need to beresolved,

Expanded customer data harmionisation and quality
activities are also being planned for early 2019.

We will continue to develop the concept of data
governance through defining ownership, policies,
and funding for transactional and reference

data governance.

Future mitigation plans for this risk will focus on how we
collect data, how we use it and the structures we have
in place to manage associated risks, both regulatory
and reputational.
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Financial

0 Tax

Legislative change caused
by the OECD Base Erosion
and Profit Shifling {(BEPS)
tnitlative, the UK exit from
the ELJ, or sther domestic
government initiatives,
including in response to the
European Commission State
Aid investigation into the
UK CFC exemption, resulis
in a significant change to
the effective tax rate, cash
tax payments, double
Laxation and/or negative
reputational impact,

N Increase in impact

J, Decreasein
probability

Reason for risk rating

The risk impact increased in 2018 due to the ongoing
potential financial {cash) impact of the announcement
in November 2017 of the European Commission
opening decision on the UK Controiled Foreign
Companies exemption (see note 34, contingent
liabilities, on p206}. We continue to await a

final decision from the investigation.

Wae have recorded 2 significant one off tax benefit
in 2018 (piease see our CFO's commentary on p44
for mare an this), however we do not anticipate a
significant change in the ongeing effective tax
rate of 21%,.

Existing controls

Qur tax strategy reflects our business strategy and

the focations and financing needs of our operations.

in common with many comipanies, we seek to manage
our tax affairs to protect value for our sharehalders,

in line with cur broader fiduciary duties. We do nat seek
to avoid tax by the use of ‘tax havens’ or by transactions
that we would not fully disclose (o a tax authority,

We are guided by our taxation principles, which include
complying with ali relevant laws, including claiming
available tax incentives and exemptions that are
avaHable to all market participants,

Tha CFO is rasponsible for the tax strategy; the conduct
of our tax affairs and the management of tax risk

are delegated to a global team of tax profassionats,

The Audit Committee oversees the tax strategy and
receives a report, including a risk deep dive, onthis
taplc at least once ayear (see p97).

Our published tax report provides our position on tax.

Outcome of 2018 activities

In 2018, the Audit Committee reviewed our updated
tax strategy and approved our second tax report which
was published in the secand half of the year.

During 2018 we worked through the implications of
the State Aid opening decision, with the support of
externai advisors.

We took appropriate action in response to US tax
reform at the end of 2017,

2019 outlook and ptans

Our focus in 2019 will be the monitaring of (and to react
accordingly to):

» EU State Afd decfsions

» The implications of the UK's exit from the EU. The
ongoing uncertainty does not allow us to confirmthe
tax implications, although we continue ta expect that
there should not be material iIncremental taxes
payable {in either a'deal’ or ‘no deal’ scenario).

We wilf continue to assess US tax legislation changes,
including guidance issued in December 2018, as well
as monitoring potential tax law changes globaly, and
implemerit mitigation plans i required. In addition,
we wfll monitor the most recent initiatives in the
BEPS Project,

Media and public scrutiny on tax issues will continue to
be actively monitored by both the Tax and Corporate
Affairs teams.

MIAIRAG |

anueuuoyadmo| uoie uj AZa1eNns INg }

ERTTITETN I

SjUIWRARIS [RRUreUE |



72 Pearson ple Annual report and accounts 2018

Principal risks and uncertainlies

Legal and compliance

o Informaticn

security and
data privacy

Risk of a data privacy
incldent or other falure to
comply with data privacy
regulations and standards,
andfor a weakness in
information security,
including a fatiure to
prevent or detecta
malicious attack on our
systermns, coulid resultina
major data privacy or
confidentiaiity breach
causing damage ta the
customer experience and
our reputational damage,
a breach of regulations
and financial loss.

&> Mo overalt change

Reason for risk rating

Risks concerning cyber-security and data privacy
remain high due 1o complex external factlors.

Data privacy risk has reduced slightly due to the work
undertaken to remediate risks under the EU's General
Data Protection Repulation (GDPR). However, this
mitigation is offSet by risks associated with the
profiferation of data privacy laws outside of the

EU and Morth America.

Existing cantrols

» Information Security and Data Privacy Offices

> 150 27001 controls including strong encryption,
patching, monitoring, and access controls

» Privacy impact assessment process

» Regutar audits

» Automated toois

> Published policies, processes and guidelines,
giabal training and awareness including annual
awareness week

» Risk management framework

» Vendar oversight

» Audit Committee risk ‘deap dive’, See p28.

Outcome of 2018 activities

GDPRregulations came into force across the EU
on 25 May 2018. This introduced more onerous
privacy obligations and mare stringent penaities
for non-compiiance. As Pearson operates across
several EU Member States, Pearson will still need
to comply with GOPR even when the UK [eaves
the EU, A key focus of our data privacy efforts

in 2018 has been putting plans in place to ensure
that we were appiopriately prepared for GDPR.

In addition Lo the work undertaken to prepare for
GDPR, we continued to work to improve the security
of our critical products, implementing a joint privacy
and security process for new vendors.

The information security team worked proactively to
identify and remediate security threats to Pearson.
The improvernent programme continued, ensuring
thatinfrastructure, cora platform and product
defiveries across Teehnalegy (inciuding Cloud and
netwark transformation, the GLP, Enterprise Core
platforms} include security centrols and protection
as fundamental components.

The programme to review our top vendor contracts
fram an information security standpaint was
implemented in 2018, gaining goad traction with
different business areas.

2019 cutlock and plans

With an evolving regulatory landscape, in addition to
ongoing GD¥PR compliance, the Data Privacy Office
will assess new laws and regulations coming into
force in a number of jurisdictions and prepare for
their implementation.

The information security team will continue to drive
security maturity with the expansion of Vendar Risk
Assessments, Multi-Factor Authentication, and
pervasive data encryption (and also thus security
compliance to regulatory requirements such as
GDPR, PC, HIPAA and FERPA).
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Legal and compliance

o ntellectual

property
(including piracy)

Faiture to adequately
manage, procure, register
or protect inteltectual
property rights {including
trademarks, patents, lrade
secrets and copyright) in
cur brands, content ang
lechinotogy, may (1) prevent
us from enforcing our
rights, and (2j enable bad
actors to illegatly access and
duptlicale our content {print
and digital counterfeit,
digital piracy), which wiil
reduce our sales and/or
erode our revenues,

Rights, permissions and
royalties have been removed
from this risk as it hos
reduced to the extent it no
longer meets aur threshold
for a principal risk and we
expect this to rerafn the
case gaing farward.

4™ increase in probability

Reason for risk rating

The probability of digital piracy risk has increased
as oniine copying and security circumvention have
become increasingly sophisticated and resistant to
available countermeasures.

Notabily, 2018 introduced more sophisticated-
appearing ‘digital counterfeit' websites now selling
unprotected PDF files of certain Pearson's tittes,
ustng modern and sophisticated ecommerce
methads. This is 8 nascent challenge that we are
now addressing and “flat PDFs’ are a small portion
of our portfallo and revenues,

From an IP perspeclive, increasing our digital business
exposes us to more trademark, copyright and patent
infringement risks.

Existing controls

» Robust set of palicies, copyright clearance standards,
procedures and systems in place

»Global trademark monitoring platform

s Cooperation with trade associations and other
educational publishers

»Monitoring of technalogy and fegal advances

» Patent programme in place

P protection pragramme in place

» Legal department provides angeing monitoring and
enforcement of print counterfeit and digital piracy

»Employee awareness and training, inciuding a site
to improve best practice around patents

» Single rights management system in place for
UK, US and Canada,

»Close cooperation with US higher education channel
partners (e.g. Amazon, Barnes & Noble, Follett) to
prevent print counterfeit.

QOutcome of 2018 activities

Avery active patent flling took place to ensure
protection of our rapidly evelving next gen technology
for the GLP {this is expected to continue).

We also recorded key Pearson trademarks with U.S.
Customs and Border Protection {CBP) to enable
CBP's seizure of suspected counterfeit textbooks,
This recordation has already resulted in several
seizures by CBP.

Piracy

We increased our forus and awareness around digital
and print counterfeit, and digial piracy, across
Pearson's ecosystem, via policies, best practices, and
channei partner reviews — effectiveiy coordinated via
Pearson’s IP Protection Programme.

Print counterfeit via authorised partners was greatly
reduced in 2018 following successful enforcemant
against overseas distributors.

2019 outlook and plans

We will continue to streamline our portfolios; procure
and register expanded rights in our high value IF
globally, including expanding our patent portfolio;
monitor activities and regulations; and proactively
enforce our rights, taking necessary iegal action.

We are in the process of drafting the broader IP policy
for launch in 2019, This will be accompanied by
additionai IP training modules,

In 2019, we wili cantinue to:

»Undertake ongoing monthly test buys

» Closely monitor and enforce against marketplace
piracy and digital counterfeit sites

» Explore watermarking to detect sources of
digital piracy

»Investipate use of vendors to gain better visibility
and enforcement tools against marketplace piracy
{poth print and digital)

s Review product requirements to make
Pearson products and infrastructure more
resistant (o piracy.
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Principal risks and incerlainties

Legal and compliance

Reason for risk rating

@ Compliance
jﬂdUd!‘ng anli- currently undertaking, it is fikely we witl uncover
bribery and Mare risks.
corruption (ABC)
and sanctions

Failure to effectively
manage risks assaciated
with compliance {global and
local legislation), including
failure to vet third parties,
resuiting in reputationat
harm, ABC liability, or
sanctions violations.

Lhat reduce potential exposure.

Existing controls
employee ABC policy certificaton
{see also 'Respect for human rights” under

Sustainabifity on p36)
» Local Compliance Officers (LCOs) in place

T increase in probabiiity > Corporate Compliance and Ethics awareness week

» Audit Committee risk ‘deep dive’ See p9s.

- Gecrease inimpact QOutcome of 2018 activities

Internal procedures, controls and training continue
o mature, which are designed to prevent corruption.
Pearson's Code of Conduct was 100% compieted in
2018, The Code of Conduct inciudes references to
ABC policy and requirements, Pearson's ABC policy

establishes a consistent set of expectations and

requirements regarding ABC for all our personnel

and business partners to adhere to.

In 2018, we took Jessons learned from our ptiot project

in 2017 and revamped a global approach to our

third party ABC due diligence process, We improved
contractual provisions, outlined a fiow chart as to when
certain terms should be used, andimplemented the
due diligence process in all of Growth and most of Core
markets. We conducted due diligence on over 2,800
third party suppliers last year, and have conducted due
diligence on thousands of third party test centres.

A% a result of the due dilipence programme we are

Conversely, as a result of the more robust due diligence,
training and awareness currently being undertaken,

we are less likely to see future risks with a ‘severe’
impact and, where risks appear, we are more likely

0 see effective mitigation strategies and follow up

»Internal policies, procedures and contrais including

» Employee and business partner codes of conduct

In addition to the two key areas of activity above,
we also!

» Conducted fleldwork for ABC assessments as well
as revising the risk assessment process itself to
rmake it more efficient and in line with FCPA and
UKBA specifications

» Uindertook gifts and hospitality and travel and
expenses training for North America Higher Education
Sales, other key North America businesses, plus
face-to-face training on ABC in alt our geographies

» Rotled out a gifts and hospitality monitoring toof in
att of aur Growth geagraphies in 2018

> Remediated alt iterns in riskiast markets from
2017 risk assessments.

Ethics whistleblowing hotline reports using a third
party platform have remained steady, with overali
numbers in line with the reports of previous years,
Qur time ta close cases has remained consistent
with 2017 numbers, in addition, we have increased
collaborative reporting with other fnvestigations
tearns within Pearson,

We aiso rolted out revised policies for the following
in2018:

»Sanctions

»Glohal Conflicts of Interest

» ABC policy and training caurse, including due diligence,
thatis mandatory for high-risk populations

» Raising concerns and anti-retaiiation policy,
plus launched Speak Up campaign.

2013 outlook and plans

in 2019, we wiil continue to expand our third party due
diligence programme, implementing the process for all
new third parties across the UK, USA, Western Europe

and Canada.

The Code of Conduct is being revised for 2019 with
updates and revisions due to be launched in the spring,

2019 will also see further prometion of the Conflict

of interest policy; additional checks around sanctions;
additional ABC risk assessments; further consideration
of pan-Pearson fraud issues plus strengthened
investigations processes and reporting with

other teams.

Additionally, we will continue work started in 2018
rolling eut our gifis and hospitality tool as well as
exploring the possibility of an automated tool
appropriate for the US market.
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75

Legal and compliance

0 Competition law

Failure Lo comply with
antitrust and competition
tegislation could resultin
coslly legat praceedings
and/or adversely impact
our reputation.

I Increase In probability

Jr Decrease in impact

Reason for risk rating

The likelihood increased from 2017 due to recent
increased activity by regulators looking into historical
issues e.g, two recent investigations into Industry
Association praciices commenced in South Africa,
following the similar investigation in Spain.
Investigations in South Africa are stilt ongoing and
the authority has yet to evidence that Pearson has
committed significant wrongdeing. A final dedisien

in Spainis stilt pending,

However, the impact of the risk has generally gone
down. Risks uncovered to date do not carry exposure

that ls material for Pearson at a group/warldwide level,

While the risk of material {ssues remains, we believe
we have mitigated this risk as a resuft of our better
controis and initlatives,

Existing controls

»Giobat paticy in place

» Training and guidance, including live and video training

»Reguiar internal communications

» Lawyer netwark

» Additicnal individual training to employees
representing Pearsonin Industry
Association meetings.

Outcome of 2018 activities

In 2018, we significantly increased our empioyee
training to include videos, with the target of getting

every relevant employee certified. The lawyer network

suppaorted this with one to one commueunications with
every employee attending Industry Association
meetings to ensure that they were risk aware.

» Development of e-learning moduies and gamified
learnlng continued

» Plans were deveioped to track engagement,
far example in terms of the number of employees
trained, those undertaking e-learning tests, etc.

2019 outlook and plans
in 2019, we wili continue to conduct angeing training

and release g-learning madules,

Pearson’s tawyer netwark actively reviews our
engagement with trade assaciations and other
arganisations, to ensure that itremains appropriate.
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Principaid risks and uncerlainties

Risk assessment of prospects and viability

This section should be read together
with the full viability statement an p127,

Pearson’s principal risks and our ability to
manage them as outlined above are linked
to our viability as a company. These risks
have therefore been taken inta account
when preparing the viability statement.

The Board assessed the prospects ofthe
company over a three-year period, lunger
than the minimum 12 months of the annual
going concern review. The three-year period
corresponds with Pearson's strategic
planning process and represents the time
overwhich the comparny can reasonably
predict market dynamics and the likely
impact of additions to the product portfolio.

The Board discusses the company's
strategic plan on an annual basis taking
account of a range of factors including
market conditions, the principal risks to
the group above, product and capital
investment levels aswell as available
funding. Pearson's strategy and business
model are discussed in more detai!

on p15-42.

The key assumptions which underpin
our three year strategic plan to December
2021 are as follows:

»implementation of our 2617-2019 cost
efficiency programme reducing our
annualised cost base exiting 2019
by c.£330m

»Increased investment in the product
technology platform to accelerate the
shift to digital and enhance courseware
service capabilities

» Further dedlines in enrolments and other
downwards pressures in the US Higher
Education Courseware market

»US Higher Education Courseware returns
rates continue to improve as sales become
more direct to consumer

»Online Program Management grows,
driven by global enrolment in
undergraduate and postgraduate
online courses

» LIS Assessment revenues stabilise

» Other strategic priarities, including
Virtual Schools and Professionat
Certification show good growth

In assessing the company's viability for the
three years to December 2021, the Board
analysed a variety of downside scenarias
including a scenario where the company is
impacted by all principal risks. The primary
modelling overlaid a ‘severe but plausible’
downside scenario onto the base case
strategic plan for Pearson, focusing on the
impact of the following assumptions and
key risks:

» Failure to materiafise anticipated
benefits of our 2017-2019 cost
efficiency programme

> Further declines in enrolments and
further channel disruption in
U5 Higher Education Courseware

»Failure to accelerate our shift to digitaf
while successfully investing and
delivering market ieading global
products and services

»Online Program Management fails to
generate expected revenue growth

» US Assessment revenues fall to stabitise

> Other strategic priorities, including
Virtual Schools and Professional
Certification do not achieve modest
growth amid global economic uncertainty
and locat market pressures

» A negative ruling by the European
Commission on the controlled foreign
company group financing partial
exemption tax legislation

At the time of publication, the UK remains
due toleave the EY on 29 March 2019,
Given the scheduled exit date and
significant risk of no deal, we have advanced
mitigation ptans underway. These do not
involve material cost and we will be able to
unwind those plans without significant
disruption or cost if it later becomes
appropriate. As stated in the principal risks
section above on p62-75, we continue to
believe that Brexit will not have a material
impact on Pearson as awhole and isnota
principat risk, therefore the Board did

not spacificaily factor it into viability
statement considerations,

The Board also stress-tested the impact
onour liquidity of all the principal risks
occurring together. Afthough this is not
regarded as a plausibie scenario, the test
showed that the company would stifl have
liquid resources subject to a fimited number
of management actions.

The Board's confirmation of Pearson's
viabifity for the three years to 2021, based
an this assessment, is included alongside
the going concern statement on p127,
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Governance overview

Chair
Sidney Taurel

In this Governance section

Leadership & effectiveness  pBO-95
Accountability p96-105
Engagernent _ , _p106-109.
Remuneration p110-126
Additiona! disclosures #127-131

Dear shareholders,

As| say elsewhere, 2018 was a pivotal year for Pearson and, as our
operational and financial performance continues to improve,

the Board can focus more on future prospects for the business.
Throughout the year, we have continued to pay close attention

to the sitnplification of our portfolio and investment in our
transformation programmes, including The Enabling Programme
(TEP} and the Global Learning Platform (GLP). We are now in a
position where, in addition to regularly monitoring performance
and simplification, the Board has turned its attentions towards
longerterm strategic opportunities in areas which enjoy structural
growth, digital transformation and in the lifelong learning sector.

As a Board, we continue to organise our work around five major
themes where we believe we can add value: strategy, performance,
feadership and people, governance and risk, and shareholder
engagement, We are commiitted to the highest standards of
corporate governance and the following pages set out details on
Board composition, corporate governance arrangements, processes
and activities during 2018, together with Board Committee reports.
A summary of the key items covered by the Board throughout the
year appears on p85, and | have set out befow further detail on

our particular areas of focus during 2018.

iLeadership & effectiveness See full section on p80-95

In miy tetter to shareholders at this time last year, | explained that
the Board's main focus for 2018 would be to pivottowards our
longer- term growth opportunities by delivering on Pearson’s three
strategic priorities and to continue to monitor progress against
our dashboard and key milestones for 2018. | am pileased to report
that good progress has been made on all fronts, summarised
below, and with further detai given throughout this report.

Delivering on our strategic priorities
Pearson has identified three strategic priorities:

» To grow market share through digital transformation
»Toinvest in structural growth markets
» To become a simpler, more efficient and more sustainable business.

One particuiar theme arising from our 2017 Board evaluation was
that, as a Board, we planned to spend even maore time considering
our long-term strategy during 2018 including to ensure that we
remain aligned on process and defiverables. During the year, Board
membaers and ather seriar leaders from across the business
participated in facilitated strategic discussions and, building on this
work, we continued to evelve our strategy through a nurmber of
focused Board sessions during the year. As part of this process,

the Board reviewed and updated the way in which we consider and
undertake our strategic and financial planning, including heipingto
refine Pearson's five-year strategy {(what we will do) and our three-
year plan (how we will do it). As a Board, we have agreed that our
three strategic priorities remain appropriate, and underpin Pearson's
strategic vision of delivering lifeiong learning to customers, leading to
increased employability and work-related skills, as part of a wider
ecosystem of delivery partners and stakeholders.

Crucial to successful defivery of our strategy is developing an
inciusive and innovative cuiture and attracting and retaining strong,
diverse talent. During the year, the Board discussed talent and
succession planning including consideration of succession plans for
the Chief Executive, Chief Financia Officer and ail members of the
Pearson Executive. We also considered the wider pool of talent in
our senior leadership group, and the themes of talent, succession,
diversity and inclusion have farmed a thread throughout the Board
and Committees’ sessions during the year.

Board meeting focus

In addition to our focus on our three strategic priorities, and on the
talent and culture needed to support them, the Board also visited
Milan, Italy and Cape Town, South Africa, during the year, where we
held meetings focused on our Core and Growth markets. Gur Core
and Growth markets present opportunities for products such as
BTEC and Pearson Test of English Academic, and the visits aliowed
us the chance to engage with a wide range of stakeholders,
including on the subjects of employabifity and lifelong learning.

During the year, the Board also monitored progress on the proposed
sale of our US K12 Courseware business, and our Audit Committee
provided support on the appropriate accounting treatment,
determining that itwas correct to continue to treat the business as
‘held for sale' at 31 Decemnber 2018. In February 2019, we announced
thatwe had reached an agresment to seil this business, We also
oversaw the conclusion of our sale of the Wall Street English
business, which completed in March 2018, and considered financial
paticy in the round - including our balance sheet, our debt and equity
investors, and working capital requirements - as we discussed the
detailed operating plan for 2019,

In addition, we considered the business's ongoing preparations for
Brexit. The Board is supported in this role by a steering committee
chaired by the Chief Financial Officer, with representatives from
across the UK business and enabling functions. You ¢an read more
about Pearsor's preparations for Brexit on p&6.



Board changes

Pearson has a fully engaged Board, including a strong Non-Executive
team with a breadth of experience and perspectives. We were
pleased 10 welcorne Michael Lynton to the Pearson Board, following
his appointment as a Non-Executive Director with effect from

1 February 2018. Michael's experience leading businesses through
times of digitaf disruption has further strengthened our capabilities
in this area, and Michaet is already making a valuable contribution
to our deliberations as a Board, and to the Audit and Reputation &
Responsibility Committees. You can read more about Michzel's
induction to the Pearson Board on p89.

During 2018, we also said goodbye to Harish Manwani, a Non-

Executive Director of Pearson since 2013, who retired from the
Board at the AGM In May 2018. The Board joins me in thanking
Harish for his commitraent and contribution to Pearson,

Board evaluation

The 2018 Board evaluation, which was overseen by our Nomination
& Governance Committee, confirmed that we have an effective

and well-functioning Board, which has an approgpriately balanced
agenda, and which has made progress during the year in continuing
to develop and articulate Pearson's strategy. Progress on
recommendations arising from cur 2nnual Board evaluations is
reported at each Committee meeting until such recommenclations
are completed or embedded to the Committee’s satisfaction.

Focus on shareholder returns

The Board continues to pay attention to ensuring an optimai
allocation of capital, and our poficy in this regard remains
unchanged: to maintain a strong balance sheet and a solid
investment grade credit rating, to continue ta investin the business,
to have a sustainable and progressive dividend policy, and to
return surplus cash to our shareholders, In line with this policy,
we completed a £300m share buyback in February 2018 foliowing
our disposal of a 22% stake in Penguin Random House in 2017,
Details of other actions taken in support of our capital alfccation
policy are set autin my introductory statement on p08,

Accountability See fuli section on p96-105

As a Board, we are accountable for Pearson’s successes and
addressing its chalienges. We aim tc communicate to youina
transparent manner the steps we have taken to ensure that we have
a clear oversight of the business and the work we have undertaken
in respect of Pearson’s strategy throughout the year, Qur Audit
Committee, jed by Tim Score, plays a key role in monitoring and
evaluating our risk management pracesses, providing independent
oversight of our external audit and internal control programmes,
accounting polides, business transformation projects, such as

TEPR, and in assisting the Board in reporting in a fair, balanced and
understandable manner to our shareholders.

Engagement See full section on p106-109

In common with most large, public companies, we have awider range
of stakeholders than just traditional investors, and our Reputation &
Responsibifity Committee monitors our sustainability and social
impact initiatives, government and public affairs matters, and
engagement with the education community. Board members also
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engage with the wider stakeholder population, including employees,
customers and partners, both through formal Board events and by
way of individual contributions to internal and external initiatives.
The Reputation & Responsibifity Committee will lead the Board's
oversight of Pearson's stakeholder engagement framework from
20119, as required by the updated UK Corporate Governance Code.

During 2018, Board members engaged with the warkforce at
structured talent events as well as through initiatives such as the
Pearson Innovation Jam. As a Board, we are delighted to be able to
help support our talent pipeline through the introduction of a new
mentoring programme, You can read more about sur employee
engagement and talent initiatives in the Nomination & Governance
Committee's report, which begins on p90.

Remuneration See fulf section on p110-126

With the release of the updated UK Corporate Governance Code
in July 2018, Efizabeth Corley, who chairs the Remuneration
Committee, has led work to review how Pearsen's remuneration
palicy complies with the code and can more closely align with
emerging best practice while remaining simple, transparent and
closely linked to Pearsan's strategy and business performance.
This included continuing to engage with investors and sharehoiders
as the Committea prepares to review the Directors’ remuneration
policy in 2019 ahead of a policy vote at the 2020 AGM. Pearson’s
current approach to Executive remuneration is explained in more
detall in the remuneration section of this report on p110.

Conclusion

1 hope this report clearly sets out how your company is run, and
how we align governance and our Board agenda with the strategic
direction of Pearson, We always welcome questions or comments
from shareholders, either via our website (www.pearson.com) or
in person atour AGM.

Sidney Taurel
Chair

UK Corporate Governance Code

This year, we are reporting against the 2016 edition of the

UK Corporate Governance Code (the Code). The Board believes
that during 2018 the company was in full compliance with all
refevant provisions of the Code, and this Governance Report sets
out how the Code's principies have been appiied throughout

the year. A detaifed account of the provisions of the Code can be
found an the FRC's website at www.frc.org.uk and we encourage
readers to view our compliance schedule on the company
website at www.pearson.com/governance,

The Board is mindful of the changes to the corporate governance
and reporting landscape introduced during 2018, including the
publication of a new edition of the UK Carporate Governance
Code. You can read more about our preparations for the new
landscape on p93.
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Board of Direclors

Pearson Board members bring a
wide range of experience, skiffs and
backgrounds which complement
our strategy. All Board members
have strang leadership experience
at global businesses and
institutions and, as a group,

their experience covers:

» Business sirategy and governance

! Innovation and disruptlon

> Education

» Digital and technology

»Talent, peopie and culture

3 Finance and investment

} Sustainability and environmental matters
» Marketing, brand and media

rGavernment, international and

regulaiory alffairs
OQur Board members’ biographies illustrate
the contribution each Dirgctar makes ta the
Board by way of their individual experience.
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Chair

-1-)

Sidney Taurel Chair

aged 70, appointed 1 January 2016

Sidney has over 45 years of experience in business
and finance, and Is currently a Director of [BM
Corporation, where he also serves onthe direcfors
and corporate gavernance cornmittee. Sidney is an
advisaory board member at pharmaceutical firm
Almirall, He was Chief Executive Officer of global
pharmaceutical firm Eli Lilly and Company from
1998 until 2008, Chairmar fram 1999 until 2008,
and has been Chairman Emeritus since 2009, He
was also a Director at McGraw Hilt Financial, Inc,,
arolewhich he held from 1996 until April 2016 and
atiTT Industries from 1996 to 2001. in 2002, Sidney
recefved three US presidential appointments to:
the Harmeland Security Advisery Coundt, the
President’s £xport Council and the Advisary
Committee {or Trade Folicy and Negotfations,

and is an officer of the French Legion of Honowr,

Current notable commitiments:
IBM Corporatian {Non-Executive Director)

Executive Directors

John Falton Chief Executive
aged 56, appointed 3 October 2012

John became Pearson's Chief Executive on
1 January 2013. Since 2008, he had been
responsible for the Company's education
businesses outsida North America and a
member of the Pearson management
committee. He joined Pearsonin 1997 as

Presidert of Pearson inc. in 2000. in 2003,

he was appointed CEQ of Pearson’s educational
publishing businesses for Eurape, Middie

East & Africa. Prior to joining Pearsen,

Johrn was Director of Carporate Affairs ac
Powergen plc and was also a member of the
company’s executive comimittee, Earlierin

his career, john held senior public policy and
communications roles in UK local government,
He is an advisory board member of the

Globat Business Coalition for Education,

Director of Communications and was appointed

Coram Willlams Chief Finandial Officer

aged 45, appointed 1 August 2015

Coram joined Pearson in 2003 and has held
anumber of senior positions including Finance
and Operations Director for Pearson’s English
language teaching business in turope,

Middle East & Africa, Interim President of
Pearson Education ltalia and Head of Financiat
Planning and Analysis far Pearson. In 2008,
Coram hecamne CFQ of The Pengyin Group
and was latterly appointed CFQ of Penguin
Random House in 2013, where he oversaw

the integration of the two businesses.

Coram trained at Arthur Andersen, and
subsequentlyworked in both the auditing

and consuiting practices of the firm. He isa
Non-Executive Director and Chairman of the
dudit committee for the Guardian Media Group.

Non-Executive Directors

080

Elizabeth Corley, CBE Non-Executive Director
apged 62, appointed 1 May 2014

Efizabeth has extensive experience In the
financial services industry, having been CEO
of Alianz Globaf investors, initlally for Europe
then giobally, from 2005 to 2016, and continues
t& act as a seniar adviser to the firm, She was
previously at Merril Lynch {rvestmant
Managers and Coopers & Lybrand. Elizabeth
is a Nan-Executive Director of BAE Systems plc
and Morgan Staniey inc. Eiizabeth is attive in
representing the investment industry and
develaping standards within it. She currently
chairs a Taskfarce far the UK gavernment on
social impact investing. She is a member of
the Committee of 200, She was appointed
Commander of the British Empire in the 2015
Mew Year Honours for her services (o the
finandial sector,

Current notable commitments: BAE Systems
plc (Non-Executive Director), Morgan Stanley
inc. (Non-Executive Director)

eo

Michag| Lynton Non-Executive Director
aged 59, appointed 1 February 2018

Michael served as CEO of Sony Entertainment
from 2012 until 2017, overseeing Sony’s

global entertainment businesses. He also
served as Chairman and CEQ of Sony Pictures
Entertainrment fram 20G4. Prior to that, he held
senior roles within Time Warner and AQL, and
earlier served as Chainman and CEQ of Penguin
Groupwhere he extended the Penguin brand ta
music and the internet. Michael is Chairman of
Snap, Inc., and currently serves on the bpards
of X, Warner Music and Ares Management
Corparatian LLC.

Current notable commitments:

Ares Management Corporation LLC
{Non-Executive Director), Snap, Inc. {Chairman}




(=1=1-4

Vivlenne Cox, CBE Senior independent Director
aged 5%, appointed 1 January 2012

Vivienne has wide experience in energy, natural
rasources and business innovation, She worked
for BP pic for 28 years In globai roles including
Executive Vice President and Chief Executrve

of BP's gas, power and renewables business
and its alternative energy unit. She is Chair

of the supervisory board of Vallcurec S.A.,
aleader inthe seamiess stee! pipe markets,
Non-Executfve Director at pharmaceutical
company GiaxoSmithidine plcand serves as
Chair of the Rosalind Franklin Institute. She was
appointed Commander of the British Empire in
the 2016 New Year Honours for her services to
the economy and sustainability.

Current notable cemmitments:
GlaxoSmithKline plc (Non-Exacutive Director),
Vatiourec S.A. {Chair of the supervisory board)

{=1=1-1

Tim Score Non-Executive Director
aged 58, appointed 1 January 2015

Tim has extensive experience of the technology
sector in both developed and emerging
markets, having served as Chief Financial
Officer of ARM Holdings plc, the werld's leading
semiconductor iP company, for 13 years.

He is an experienced non-executive director
and currently sits on the boards of The British
Land Company plc and HM Treasury, in addition
to being a Trustee of the National Theatre.

He served on the board of National Express
Group plc from 2005 to 2014, induding time as
interim Chairman and six years as the Senier
Independent Director. Earfier in his career

Tirn held senior finance roles with Rebus Group,
William Baird, LucasVarity plcand BTR ple.
Current notahle commitments: The British
Land Company plc {Non-Exacutive Director

and Chairman-elect)
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Josh Lewis Non-Executive Director
aged 56, appointed 1 March 2011

Josh's experience spans finance, education

and the development of digital enterprises.
Heis founder of Satmon River Capital LLC,

a New York-based private equity/venture capital
firm focused on technology-enabled businesses
in education, financial services and other
sectors, through which he has taken on the

role of Non-Executive Director of several
enterprises, Over a 25-year career inactive,
principal investing, he has been involved in a
broad range of successful companies, including
saveral ploneering enterprisas in the education
sector. In addition, he has long been active in
the non-profit education seceor.

Current notable commitments; Salmon River
Capital LLC {(Founder & Managing Principai)

Q0

Lincoln Wailen Non-Executive Director
aged 58, appointed 1 January 2016

tincoln has extensive experience in the
technofogy and media industries, and Is currenily
CTO of Improbable, a technology start-up
supplying next-generation doud hosting and
networking services to the video game industry.
Lincoln was CEO of DWA Nova, a software-as-a-
sarvice company spun out of DreamWorks
Animation Studios in Los Angeles, a position fre
heid until 2017. He worked at DrearmWorks
Animation for nine years in avariety of leadership
roles induding Chief Technofogy Officer and Head
of Animation Technology. He was formerly CTO at
Electronic Arts Mobile, leading their entry into the
mohite gaming businessinternationally. Lincainis
a Non-Exequtive Director of the Smith Institute for
industrial Mathematics and Systems Engineering,
His early career involved 20 years of professional
iT and mathematics research, induding as a
reader in Computer Sdence at Oxford.

Current notable commitments:
Improbable (Chief Technology Officer)

60

Linda Lorimer Non-Fxecutive Director

aged 66, appointed 1 July 2013

Linda has spent almost 40 years serving higher
education, She retired from Yale in 2016 after
34 years at the university where she served
irran array of senior pasitions including Vice
President for Gicbal & Strategic initiatives, She
oversaw the development of Yale's burgeoning
online education division and the expansion of
Yala's internationat programmes and centres.,
During her tenure, she was responsible for
marny administrative services, ranging fram
Yale's public communications and afumni
relations to sustainability, human resources
and the university press. She also served on the
kroards of several public companies, including
as Presiding Director of the McGraw-Hili
companies. Linda is a member of the board of
Yale New Havers Hospital, where she chairs the
naminating and governance committee.

Key to Committees

@ Audit

@ Nomination & Gavernance

@ Reputation & Responsibility

© Remuneration

@ Committee chair

Current notable commitmants include

other listed company directorships and
full tme or executive roies.
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Board governance and aclivities

Chair and Chief Executive There is a defined split of responsibilities

Board of Directors
between the Chair and the Chief Executive. The roles and

Com?osltion of m? Bt_)ard As atthe date Ofth'? repprt, the Board responsibilities of the Chair and Chief Executive are dearly defined,
Co"m?S ofthe C_haxr, Sidney Taurel, two, Exe_wtw'_e Dlregtor s set outinwriting and reviewed and agreed by the Board onan

the Chief .I?:.(ecuuve, Jjohn Fa!ion, and Chief Financial O.fflcelf. annual basis. These can be found on the Company website at
Cori?m Williams, and sevenindependent Non-Executive Directors. www, pearson.com/governance

During the year, Harish Manwani stepped down from the Board

atthe AGM held on 4 May 2018 and Michasl Lynton joined the Chair's significant commitments There were no changes to the

Chair's significant commitments during 2018. However, during
the year, Mr Taurel stepped down as chair of the compensation
committee of IBM Corporation and joined its directors and
corporate governance committee,

Board on 1 February 2018.

Roles and composition of the Board

Role Name Responsibllity Gender balance Nationality
Chalr Sidney Taurel  The Chairis primarily responsibie for the ieadership of the Board of Board of Directors
and ensuring its effectiveness. He ensures that the Board upholds
and promotes the highest standards of corporate governance,
setting the Board's agenda and encouraging open, constructive
debate of all agenda items for effective decision-making. He
regularly meets the Chief Executive to stay informed. He also
ensures that shareholders’ views are communicated {c the Board,
Chief Jjohn Fallon The Chief Executive is respansible for the operational management
Executive of the business and for the development and implementation of
the Campany's strategy as agreed by the Board and management.
He is responsible for developing operational propaesals and
policies for approval by the Board, and promotes Pearson’s
culture and standards.

Chief CaramWiliiams The Chief Financial Officer Is responsible for the preparation and
Financlal integrity of Pearson's financial reporting and statements and also
Officer oversees other functional areas induding tax, treasury, internal

audit and corporate finance, He supparts the Chief Executive in
developing and implementing the strategy of the Company as
agreed by the Board and management.

Sendor Vivienne Cox The Senior independent Director’s role includes meeting regularly
Independent with the Chair and Chief Executive to discuss specificissues,
Director as well as being available to shareholders generaily shotid they
have concerns that have not been addressed through the normat Ethnicity tength of
channels. She also leads the evaluation of the Chair on behalf tenure of
of the other Directors. Non-Executive
Committee Etizabeth Corley The Committee Chairs are responsible for jeading the Board Directors
Chalrs Vivienne Cox  Commitiees and ensuring their effectiveness. They set the
Lindalorimer Committees’ agendas, in consultation with management, and
Tirm Score report o the Board on Committee proceedings. Theylead on

engagemant with sharefiofders regarding matters within the
remit of the Committees, alongside senior management.

Non- tlizabeth Cartey The Non-Executive Directors contribute to the development of
Executive  Vivienne Cox our strategy and scrutinise and constructively challenge the
Directors  josh Lewis performance of management in the execution of strategy and

tinda Lorimer  risk planning, They also engage with vatious stakeholders of the
Michaellynton  Company and provide guidance and independent perspective
Tirn Scare ta managemert.
Lincoln Wallen
Company Stephenjones  The Company Secretary acts as secretary to the Board and its
Secretary Committees, ensuring compliance with Beard procedures and
advising on gavernance matters. He is responsible, under the
direction of the Chair, for ensuring the Board receives accurate,
timely and clear information. The Company Secretary supports
the Chair in delivery of the corporate governance agenda and
organises Director inductions and ongeing training.

Allinformation correct as at 31 December 2018,
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Governance at Pearson

Board of Directors

Board Committaes

on e .0 oo oo
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Audit Nomination & Governance Remuneration Repulation & Responsibility
Commiltlee Cotumittec Cormmittee Commitiee

Determines the remuneration Cansiders the Company's impact
and benefits of the Executive  on society and the communities
Directors and oversees inwhich Pearson operates,
remuneration arrangements including to ensura that

for the Pearson Executive. strategies are in place to
rnanage and improve
Pearson's reputation.

Reviews carporate gavernance
matters, including Cade
compliance and Board
evaluation, considers the
appeintment of new Directars,
Board experience and diversity,
and reviews Board induction
and succession plans.

Appralses our financial
managernent and reporting
and assesses the integrity
of our accounting procedures
and financial control,

]

Pearson Executive management (PEM)

PEM consists of jJohn Fallan (Chlef Executive) and his directreports. They are the executive leadership
group for Pearson, responsible for delivering Pearson’s strategy under clearly defined
accountabllities and in line with agreed governance and processes.

segpt3

FLOW OF INFORMATION

malnsang |

uoRIe Ul ASmensIng !

:. Chief Executive

; Chief Financial Offlcer

; Chief Technology & Cperations Officer
: Chief Corporate Affairs Officer

:. Chief Human Resources Officer

:. Chief Strategy Officer

independence of Chair in accordance with the Code, Sidney Taurel
was considered to be independent upon his appointment as
Chair on 1 January 2016.

Independence of Directors Al of the Non-Executive Directors
who served during 2018 were considered by the Board to be
independent for the purposes of the Code. The Board reviews the
independence of each of the Non-Executive Directors annually.
This includes reviewing their external appointments and any
potential conflicts ofinterest as well as assessing their individual
drcumstances in order to ensure that there are norelationships or
matters likely to affect their judgement. In addition to this review,
each of the Non-Executive Directors is asked annualfy to complete
anindependence questionnaire to satisfy requirements artsing
from Pearsen's US listing and, from the beginning of 2019, the new
UK Corporate Governance Code.

Josh Lewis and Vivienne Cox have served on the Board for more
than sixyears. Accordingly, their performance was subject
1o a rigorous review during 2018, including with regard to their

; General Counsel & Chief Legai Officer
; President UK & Core Markets

; President Growth Markets

:.. President North America

& President Pearson Assessments

; President Global Product

independence. The Board has determined that josh Lewis and
Vivienne Cox continue to be independent, taking into account their
valuable contribution to Board discussions and constructive
challenge of management.

Conflicts of interest Under the Companies Act 2006, Directors have
a statutory duty to avoid conflicts of interest with the Company.

The Company's Artitles of Association allow the Directors to
authorise conflicts of interest. The Company has established a
procedure to identify actual and potential conflicts of interest,
including ail directorships or other appointments to, or relationships
with, companies which are not part of the Pearsen Group and
which could give rise to actual or potential canflicts of interest.
Once notified to the Chair or Company Secretary, such potential
conflicts are cansidered for authorisation by the Board at its next
scheduted meeting. The relevant Birector cannot vote on an
authorisation resolution, or be counted in the quorum, in relation
to the resoiution relating to his/her conflict or potential conflict.

The Board reviews any authorisations granted on an annuaf basis,
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Board governance and activities

The role and business of the Board

The Board is deeply engaged in developing and measuring the
Company's long-term strategy, performance, culture and values.
We believe that it adds a valuable and diverse set of external
perspectives and that robust, open debate about significant
business issues brings an additional discipline te major dedisions.

A schedule of formal matters reserved for the Board's
decision and approval is available on our website, at
WWW.earsan.com/governance

The key responsibilities of the Board include:

» Overalt leadership of the Company and setting the Company’s
values and standards including monitoring cuiture

» Determining the Company's strategy in consultation with
managemaert, reviewing performance against it and overseeing
management execttion thereof

» Majar changas to the Company’s corporate, capital,
management and contral structures

» Approval of aif transactions or financial commmitments in
excess of the authority fimits delegated to the Chief Executive
and other Executive management

» Assessment of management performance and Board and
Executive succession planning.

The Board receives timely, regular and necessary financial,
management and other information to fulfil its duties.
Comprehensive meeting papers are circulated to the Board

and Committee mambers at least one week in advance of each
meeting and the Board receives a regidar dashboard and key
mitestonas report and regular updates from the Chief Executive
and Chief Financiaf Officer. in addition to meeting papers, a library
of current and historical corporate information is made available
to Directors electronically to support the Board's decision-making
process. Directors can obtain independent professional advice,
atthe Company’s expense, in the performance of their duties as
Directors, All Directors have access to the advice and services of
the Company Secretary.

Strategic planning

in 2018, folfowing continued improvements in our operational
and financial performance, the Board was in a position to focus
particularly on strategy and future prospects for the business.
In honing our strategic and financial plans, the Board considered
findings from a dedicated workstream involving contributors
from across Pearson which sought to:

» Review the education landscape, present and future state
» Articulate key conclusions around which to build our strategy
»identify the customer problems we are beast placed to solve

»identify the capabilities we need to utilise and build to deliver
our five-year strategy

»Identify implications for our business which wilt drive our future
investments and planning process.

Following detailed consideration and discussion of these themes
over a number of focused sessions during the year, the Board
confirmed its strategic priorities, as described on p20-24.

Standing Committee

A Standing Committee of the Board js established to approve
cartain operational and ordinary course of business items such
as banking matters, guarantees, intra-group transactions and
to make routine approvais reiating to employee share pians.

The Committee has written terms of reference, reviewed
and approved each year, which clearly set out its authority
and duties. These can be found on the Company website at
www.pearsoh.com/governance,

Board meetings

The Board held seven formal meetings in 2018, with discussions and
debates focused on the key strategic issues facing the Company.
This induded a meeting in Milan, Italy, when the Board considered
its Core markets, and a meeting in Cape Town, South Africa, atwhich
Growth markets was the main focus; together with deeper dives into
thelocal business on both trips. Major items covered by the Board

in 2018 are shown in the table opposite. In addition to the format
meetings, the Board meets in person or by telephone as necessary
to consider matters of a time-sensitive nature.



Milan, italy At a two-day meeting in Milan in June, the Board and
Pearson Executive spent time focused on Pearson's businesses
in our Core markets as well as on the local Ralian business.

They considered the ways in which Pearson aims to innovate the
delivery of access to high-quality career-focused education, and
the opportunities to collaborate, challenge and support across the
Core markets. Throughout the meeting the Board engaged with
the Core leadership team and met with representatives of the
local empioyee population. The Board also had the opportunity
to ohserve an exampie of career-focused education in schools,
by viewing a robotics class and also participated in a facifitated
exercise with the Core ieadership team around the theme ofhow
Pearson can best drive the opportunity to connect education and
work, preparing people for lifelong learning and future skilis.
There were also two stakeholger panel sessions, aliowing the
Board to hear directly from customers about the chailenges

they face in delivering high-quality content, assessment and
qualifications in schools, and from employers and the higher
eduication sector about preparing students for work.

Board meeting focus during 2018

=¥ Strategy

> WSE and U5 K12 Courseware - updates

> Review of Care and Growth markets at offsite meetings
» Efficiency and simplification initlatives

»US Higher Education Caurseware

-3 Performance
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Cape Town, South Africa The Board and the Pearson Executive
visited Cape Town in October for a three-day meeting. They were
joined by members of senior management from the Growth
leadership team who provided an overview of the Growth business
including country-specific updates and 2 deeper dive into the
South African learning services and direct delivery businesses.

The Board and Executive participated in a range of engagement
opportunities with a variety of Pearson stakeholders, inciuding a
Rapid Prototyping workshop and a customer panel session with the
theme of putting erployability at the heart of Pearson’s strategy -
Read more about the Rapid Prototyping warkshop and the Board’s
engagement with these stakehoiders on p108-109, The Board

also spent some time hearing from each member of the Executive
team aboui the prospects for and performance of their individual
business units, or areas of control, before taking some time to
review Pearson's talent pipeline and in particutar how it aligns with
the organisation's culture and capabilities. During the meeting, the
Board also attended a facilitated treakfast meeting with new and
emerging local talent and gained a valuable insight into employees’
views on Pearson's current challenges and opportunities,

»Interactive product demanstrations
» Product, technalogy and operations strategies
» Operating and strategic plan discussions

» 2017 preliminary results and annual report and accounts
» Interim results and trading updates
» Regular dashboard and milestone reporis

=¥ Leadership & people

» Tatent and successfon planning

» Organisational health induding review of Pearsort's culture
» Chief Executive’s goals

=» Governance & risk

» Compliance with UK Corporate Governance Code

» Regular Brexit and Pensions updates

»Sharehaolder activism and defence planning

» Enterprise risk management review

»Approval of income statement and going concern and viability
» Board evaluation

~» Shareholders & engagement

» Investor relations strategy and share price performance
» Major shareholders and share register analysis

> Shareholder issues and voting

» Qversight of 2018 operating plan and goals, and preparation for 2019
»Final and interim dividend proposals

» Chief Human Resources Officers first impressions of HR and talent at Pearson

»Dinner with senior local management and facilitated breakfasts with key talent
at overseas strategy meetings, Read more on empioyee engagement on p109

» Approval of division of respansibilities between Chair and Chief Executive
»Annual review of conflicts of interest

»investor relations updates

»Approvat of Committee terms of reference

> Tax update

+ Focus on forthcoming AGM
» Digitat advisery network update
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Board governance and aclivities

Culture and values

Pearson's core values - to be brave, imaginative, decent and
accountable - go to the heart of cur mission to improve learning
outcomes, and the Board and employees are committed to
demonstrating these characteristics throughout their work and
deliberations. During 2018, the focus was te foster a culture of
innovation, organisational health, diversity and inclusion at ali
levels and which included engaging with employees from across
Pearson through various platforms and events during the year.

The Board recognises that the Company's culture is also undergoing
transformation through the simpiification of our portfolio and
investment through structured programmes such as The Enabling
Programme (TEP) and the Global Learning Platform (GLP). The Board
monitars the cuiture of the Company and ievels of employee
engagement and advacacy with the assistance of its Reputation &
Responsibility Committee and through regular updates from the
Chief Human Resources Officer,

Board attendance

Directors are expected to attend all Board and Committee meetings
butin certain exceptionat circumstances, such as due to pre-existing
business or persenal commitments, it is recognised that Directors
may be unable to attend. There was full attendance by Directors at
Board and Committee meetings in 2018.

Board in action

Global Learning Platform

The foowing table sets out the attendance of the Company’s
Directors at scheduled Board meetings during 2018:

Board meetings attended
Chalr
Sidney Taure! 7
Exé&ﬂive Dlré;:tors -
john Fallon 77
Coram Williams 77
Non-Executive Directors
Elizabeth Corfey "r
Vivienne Cox 77
Josh Lewis 7
Linda Lorimer 7T
Michaei tynton' 6/6
Harlsh Manwani? 3/3
Tim Score Fin
Lincoin Wallen 7

1 Mriyntonjoined the Board on 1 February 2018.
2 MrManwanli resigned fram the Board on 4 May 2018,

Pearsan is building a Global Learning Platform (GLP), whichisa
single, cloud-based platform that's highly scalable and reliable,
and allows us to innovate faster and support a lifelong learning
ecosystem for learners. As the GLP is a key customer and
learner-facing element of the transformation programme,

it remains an item closely monitored by the Board. The Board
continued to receive regular updates throughout the year,
which enabled themn to monitor the progress of Pearson's
delivery of agreed metrics for growing market share through
digital transformation.

At each meeting, the Board was joined by the President of
Gicbaf Product and by the Chief Technology and Operations
Officer to review the development of the GLP, including
progress of the Rio Limited Pilot, a new mastery-based
developmental maths product, and Revei, our next-generation
US higher education digital courseware product. At its
meeting in May, the Board reviewed the learnings from the
Digital Advisory Network and considered Pearson’s digital
transformation in the context of building the GLP. Throughout
the year, the Board assessed Pearson's strategy and three-year

plan finking it to delivery of the GLP. At its December meeting,
the Board received a live software demonstration of Rio and
discussed customer feedback and steps taken to improve
learning experiences and better outcomes on the GLP across
Pearson. In addition, the SVP Al Products and Solutions, who
joined Pearson this July to lead our newly formed Al Products
and Solutions team, also presented a strategy and roadmap for
artificial intelligence-based product development to the Board.

Grow market share through digital transformation

Link to strategic priorities,  see p20



Succession planning

The Board considers oversight of succession planning as one of its
prime responsibilities, assisted by the Nomination & Gavernance
Committee. The Company has formal contingency pians in place
for the tlemporary absence of the Chief Executive for health or
other reasons, The matter of Chief Executive successionis a
standing item for discussion and review by the Chair and the Board
annually. Succession planning for the Board and Chairis also
considered annually by the full Board and on an ongoing basis by
the Nomination & Governance Committeg. There is also discussion
and oversight of key positions at Executive management level,
inctuding the recent appointment of a new Chief Corporate Affalrs
Officer. In early 2018, Pearson recruited a Chief Strategy Officer
and a new Chief Hurnan Resources Officer. As we continue to
transform the business at Pearsan, the new members of the
Executive team had a key role to ptay in our strategic planning
process and in successien planning and fostering a culture of
diversity and inclusion.

Board in action

Online Program Management

Sectlon 4 Gavernance/l eadership & etfectiveness 87

As well as Board and Executive management succession, the Board
also oversees our leadership pipeline. in December, the Board's
discussions on succession planning focused on the executive
pipeline frem which the future leaders of Pearson were likely to
emerge, both at PEM jevel and other key roles. Strong successors
have been identified for PEM roles and future considerations have
been taken into account in identifying successors both immediately
below PEM fevel and those who would be ready to take up a
PENM-level position in one or two moves. A diverse pipeline of ready
later’ emerging talent has been identified, and plans are putin place
to accelerate their path to succession where possible. The Company
alse has targeted development programmes for high-potential
talent, mentorship programmes for senior women leaders as well
as & Managers Fundamentals programme for middle management.

Pearson considers Online Program Management (OPM),
virtual schools, professional certification and English language
learning to be among its biggest growth opportunities. i fight
of this potential, OPM continued to be a regular reporting item
on the Board's agenda for 2018. During the year, the Board
considered Pearson's prospects in the OPM business, and spent
some time reviewing the business model, some proposed
operational improvements and the existing contract pipeline,
Atits meeting in June, the Board conducted a deeper dive into
the global operations strategy of the OPM business, and with
the Executive team also discussed leveraging learnings

mare widely. This included a consideration of how Pearson's
expertise in courseware and assessment could continue to
support partners in the development and delivery of online
programemes that demonstrate innovation and superior
student learning experiences, OPM was also discussed in
relation to the three-year planning process, with the Board
focusing on the operating model for the business and
considering the impact of the very specific economics

of a typical OPM contract.

Studying an anilne degree powered by
Pearson Online Program Management,
atMaryville University  seep(&

Invest in structural growth markets

Link to strategic priorities,  see p22
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Board governance and aclivilies

Directors’ indemnities

A qualifying third party indemnity {QTPf), as permitted by the
Articles and sections 232 and 234 of the Act, has been granted by
the Company to each of its Directors. Under the provisions of the
QTP the Company undertakes to indemnify each Director against
liability to third parties (exduding criminal and reguiatory penatties}
and to pay Directors' costs as incurred, provided that they are
reimbursed to the Company if the Director is found guilty, the court
refuses to grant the relief sought or, in an action brought by the
Company, judgemantis given against the Director. The indemnity
hasheen in force for the financial year ended 31 December 2018

and is currently in forca, The Company has purchased and maintains

Directors’and Officers' insurance cover against certain (egai
liabilities and costs for claims in connection with any act or omission
by such Directors and Officers in the execution of their duties,

Board in action

Simplification programme

Board Cammittees

The Board has established four formal Committees: Audit,
Namination & Governance, Remuneration, and Reputation &
Responsibility. The Chairs and members of these Committees
are appointed by the Board on the recommendation {where
appropriate} of the Nomination & Governance Committee and

in consultation with each relevant Committee Chair. in addition to
these formal Board Committees, the Standing Committee alse
operates with Board-level input.

Learn more about Pearson’s governance structure on p83

In 2017, we anncunced plans to reduce Pearson’s cast

vase by a further £300m exiting 2019. In fanuary 2019,

we announced that we are saving ahead of that pian, and now
expect to deliver increased annualised cost savings in excess
of £330m by the end of 2019, During the year, the Board had
an oversight of the planned implementation of finance and
operations systems throughout our North American business,
enabling us to adjust the cost base in our US Higher Education
courseware business. The programme also includes
simplification of our technology architecture which has
facilitated the increased use of shared service centres and
autoemation, enabiing us to standardise processes and reduce
headcount. This has also enabled us to develop centralised
procurement and reduce our number of office locations.

The Board receives regular updates on the simplification
programme through the dashboard and key milestones
report as well as updates from the Chief Execuitive and
Chief Financial Officer at every Board meating. At the Board
meeting irt fune, each member of the Executive team provided
an update on their particular function or business units
describing their initiatives, outcomes and efficiencies arising
from the simplification programme. The Board befieves that
the changes arising from the simplification programme will
help Pearson speed up innovation, provide better customer
experiences, eliminate duplication and increase scalability in
thefong-term.

B Become a simpler, more efficient and more sustainable business

Link to strategic priorities,  see p24



More Committee information:

Audit Cormmitice ;;5
Nomination & Governance Commitiee p90
Remuneration Committee plid
Reputation & Responsibility Commitiee pl06
Standing Committee . pid

The Committees focus on their own areas of expertise, enabling
the Board meetings to focus on strategy, performance, leadership
and people, governance and risk, and shareholder engagement,
thereby making the best use of the Board's time togetheras 2
whole. The Committee Chairs report to the full Board at each Board
meeting immediatefy following their sessions, ensuring a good
communication flow while retaining the ability to escalate items

to the full Board's apenda if appropriate.

Directors'training and induction

Al Directors receive training in the form of presentations about
the Company’s operations, through Board meetings held at
operational locations and by encouraging the Directors to visit
local facilities and management as and when their schedule
allows, including if they are travelling to a country or region on
non-Pearson business, The Company Secretary and General
Caunsel, in conjunction with Pearson’s advisers, manitor legat
and governance developments and update the Baard on such
matters as agreed with the Chair. As part of the Board's focus
on diversity and inclusion, the Directors received an overview
of the training on unconscious bias which is being delivered to
employees, and participated in elements of this programme.

Qur Directors can also make use of external courses. Directors
receive a significant bespoke induction programme and a
range aof information about Pearson when they join the Board.
Thisinciudes background information on Pearson and details
of Board procedures, Directors’ responsibilities and various
gavernance-related issues, incdluding procedures for dealing

in Pearson shares and their tegat obligations as Directors.

The induction also typically includes a series of meetings with
members of the Board, extemal legal advisers and brokers,
the Pearson Executive and senior management, presentations
regarding the business from senior executives and a briefing
on Pearsorys invester relations programme.

The induction programme for Michae! Lynton, our most recently
appointed Non-Executive Director, took place in 2018, Atailored
and bespoke induction programme was designed for him which
aligned with the Board's focus areas.

Section 4 Governance/l eadership & effertiveness

“The bespoke induction programme
was terrific, it provided me with helpfu]
insights into Pearson with a range of
topics and meetings with both internal
stakeholders and company advisers.
{ found the meetings with division heads
particufarly useful in developing my
understanding of the drivers of
Pearson’s businesses, It was extremely important to undertake
this induction programme, and I'm sure the knowledge ['ve
gained through the programme has helped me in making an
effective contribution to the Board during my first year.”

Michael Lynton

The induction included meetings with other Board members,
business area famifiarisation with members of the Pearson
Executive, a briefing on Directors’ duties and sessions with the
SVP Internal Audit, Compliance and Risk, SYP investor Relations,
and MO, Pearson Online Learning Services. The Company
Secretary sought Michae!'s feedback foltowing completion of
his induction programme. Michael was very positive about the
benefits of the programme, and suggested a smalt number of
enhancements based on his own experience. These suggestions
will be talen into account by the Nomination & Governance
Commiittee as it continues to oversee the format of the
Non-Executive Director induction.
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Nominalion & Governance Committee report

Committee Chalr
Vivienne Cox
Members

Elizabeth Corley, Vivienne (ox, josh
tewis, Tim Score and Sidney Taurel

Committee responsibilities include;

= Appointments
{gentifying and nominating candidates for Board vacaricies.

= Balance

Ensuring that the Board and its Committees have the appropriate
haiance of skilis, experlence, independence, diversity and knowledge
to operate effectively.

= Succession

Reviewing the Company's leadership needs with a view to
ensuring the continued ability of the organisation to compete
in the marketplace.

-» (Governance

Review and oversight of Pearson's corporate governance framework,
Board evaluation and training plans, and Board diversity poticy.

Terms of reference

The Committee has writter terms of reference which clearly set out its
authority and duties, These are reviewed annually and can be fourtd on
the Company website www.pearson.com/governance.

Committee attendance
Attendance by Directors at Nomination & Governance Committee
meetings throughout 2018:

Meetings actended
Elizabeth Corley 4/4
Vivienne Cox 4/4
Josh Lewis 4/4
Harish Manwani’ 242
Tim Score 4/4
Sidney Taurel 44

1 Mr Manwanl stepped down from the Committee on 4 May 2018.

Rote and business of the Committee

The Committee monitors the composition and balance of the Board
and of its Committees, identifying and recommending to the Board
the appointment of new Directors and/or Committes members.

The Comrnittee has oversight of the Company’s compliance with,
and approach to, all applicable regulation and guidance related to
corporate governance matters.

The Committee also oversees talent and succession plans for
senior roles. The Committee cormprises four independent Non-
Executive Directars and the Chair of the Board. The Chief Executive
and other senior management, including the Chief Human
Resources Cfficer, attend Committee meetings by invitation,

Areas of focus during 2018

During 2018, the Cormnmittee’s areas of focus included oversight
ofthe annual Beard evaluation process, reviswing Committee
membership and Committee remits in order to ensure balanced
remits and composition of ali Committees, and reviewing its own
terms of reference. The Committee also conducted a benchmarking
exercise in raspect of the frequency and duration of Board meetings
and the Committee was satisfied that the Board had sufficient
meeting time under the current arrangements.

Avits February meeting, the Comruittee considered arrangements
for the induction of new Non-Executive Directors, including finalising
Michaet Lynton's induction programme. The Committee also had
oversight of Non-Executive Director succession planning and search
activity, and this was a regular agenda item throughout the year.

At its December meeting, the Committee received an update from
the Chief Human Resources Officer and SVP, Diversity & inclusion
about Pearson’s detailed action pfan to address the gender pay gap.
In addition, the Committee received an update on planned events
scheduled for 2019 for next-generation female executives, delivering
upon a recommendation by Committee member Elizabeth Corley.
The Board also devoted time to diversity and inclusion initiatives
across the business - see overleaf for further detail,

The Committee alse considered the Company’s corporate
governance framework in light of the new UK Corporate Governance
Code which took effect for Pearson from 1 January 2019, We will
reportin accordance with the 2018 Code in the 2019 annual report,
and you can read more about our preparation for the new UK
Corporate Governance Code on p93,

Board search

Pearson uses a number of leading firms in its Board search activities
and ensures that we retain good relationships with them. Acting on
the resuits of the 2017 Board evaluation, the Committee has paid
particular attention to Non-Executive Director succession planning,
including for future Committee chairs, Accordingly, during the year,
the Committee undertook a market study for potential search firms



and reviewed the process by which it will select candidates.

The Committee also agreed upon spacific criteria for potential new
Non-Executive Directors, in particular giving consideration to the
skilis and experience required in any Candidates. Pearson expects
all Non-Exacutive Directors (o demonstrate the highest level of
integrity and credibility, independence of judgement, maturity,
collegiality, a high interest in education and the commitment to
devote the necessary time.

Taking into account the agreed person specification as well as
diversity in its broadest sense, in 2018 the Committee engaged
Russeli Reynolds Associates to undertake a search pracess for new
Non-Executive Directors. In addition to the Non-Executive Director
search process, Russell Reynoids Associates undertakes broader
executive search activity for the Group, and is a signatory to the
Voluntary Code of Conduct for Executive Search Firms,

Committee evaluation

The Committee undertook an annual evaluation to review its
awn performance and effectiveness, The process invoived the
distribution of questionnaires te Committee members, aswell as
key stakeholders, seaking views an matters including Committee
roles and responsibilitias, quality and timefiness of meeting
materiats, opportunity for discussion and debate, dialogue with
management and access to independent advice. Responses were
then evaluated and presented to the Committee at a scheduied
meeting, with key themes being drawn out for discussion.

The Committee was considered to have operated effectively
throughout 2018 with & clear agenda and effective leadership.

In response ta the findings of the 2018 evaluation, and as part

of its forward planning for the 2019 agenda, the Committee will
continue to devote time to Board succession planning, including
for Committee Chair positions, and has agreed that its focus on

the requirements of the new UK Corporate Governance Code will
continue to be a priority in 2019. The Company Secretary will ensure
that meeting frequency and time allocation remains appropriate
to achieve these aims, The Committee has also given consideration
to the processes relating to Non-Executive Director search

activity, which was a particular recommendation arising from its
2018 evaluation.

Committee aims for 2019

We will have a full agenda for 2019, with & particular focus on
implementation of changes to the corporate governance framework
including establishment of the employee engagement network,
Non-Executive Directors’ succession planning activity, Board
diversity and indlusion plan and findings of the Board evaluation.

Vivienne Cox
Chair of Nomination & Governance Committee

Section 4 Governance/| eadership R effectiveness

Nomination & Governance Committee

meeting focus during 2018

=» Appointments

»Ongoing search for potential Non-Executive Directors

—> Balance

»Agreement of desired skills and experience of new
Non-Executive Directors

>ipdate on diversity and inciusion initiatives at Pearson

~¥ Succession

» Successson planning and updates on search for
Non-Executive Directors

s Induction cutline for Non-Execatlve Directors

-3 Governance

» Consideration of Board evaluation feedback
»Compliance with UK Corporate Gavernance Code

»Oversight of development of the employee engagement network

»Schedule and length of meetings
»Approval of Committee terms of reference
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Nomination & Governance Connmitlee report

Diversity

The Board embraces the Code's undertying principles with
regard to Board balance and diversity, induding in respect
of ethnicity, gender and age. The objectives set outin the
Board’s diversity and inclusion {D&J) policy and our progress
towards these objectives are shown in the table below,

The Committee ensures that the Directors of Pearson
demonstrate a broad batance of skills, background and
experience, to support Pearson’s strategic development

and reflect the glabal nature of pur business. The Committee
also ensures that appointments are made on merit and
relevant experience, while taking into account the broadest
definition of diversity. In the ongaing Non-Executive Director
search process, emphasis is given to candidates who would
gnhance the averall diversity of the Board.

The gender diversity of the Board was 30% female
representation as at 31 December 2018. However, as noted in

Board diversity & inclusicn objectives

the Board diversity and inclusion policy, we are committed
to work towards the recommendations suggested by the
Hampton-Alexander Review aimed at having at least

33% female representation on the Board by 2020.

During the year, the Board received an overview of the training
on unconscious bias which is being delivered to employees
and participated in elements of this programme. The Board
received a detailed progress tipdate in December on the
Company's refreshed diversity and inclusian strategic
approach, framewaork, governance and measurement models
and 2012 priority areas. The Board also received an update
on a new internal mentaring scheme, and agreed to join the
programme whereby each Director is paired with a high-
potential Senior Vice President female leader at Pearson.

This launched at the end of 2018 and runs through 2019,

The Committee has agreed the following objectives to support the Board diversity & inciusfon poficy:

Objectives

Progress

We will strive to maintain a Board composition of:

> Atfeast 25% femate Directors, with a target of atleast 33% female Directors by 2020

yAtleast one Director of calour.

»25% fernale Directors achieved,

> Board includes one Director who identifies
as Mixed - White & Black Caribbean.

All Board appointments will e made on merit, in the context of the skilis and relevant
experience that are needed for the Beard to oversee Pearson’s strategic development

and that reflect the global nature of our business.

Achleved. Rigorous process used during
recent search for Michagl Lynton who has
relevant experience and skiils.

The Board will prigritise use of search firms which adhere to the Voluntary Code of

Achiaved,

Conduct for Executive Search Firms when seeking to make Board-level appointments.

The Board will continue to adept best practice, as appropriate, in response to the
Davtes Review, the Hampton Alexander Review and the Parker Review,

The recommendations of the Davies Review,
Hampton Alexander Review and Parker
Review in respect of gender and ethnic
diversity have been noted by the Board.

Where appropriate, we will assist with the development and suppaort of initiatives that promote
ail forms of diversity and inclusion in the Board, Pearson Executive and our senior management.

Diversity and talent in Executive pipeline

Our Code of Conduct sets out our global standards and

responsibilities with regard to D& at all employee fevels, induding

the Pearson Executive, and covers many aspects, induding
gender, age, ethnicity, disability and sexual orientation. This is
underpinned by a globatl statement on D&I along with couritry
and business specific policies. A new Global Diversity and
Inclusion Council is launching in early 2019 and will be chaired
by Chief Executive, lohn Fallon. For more information on the
Company’s approach to diversity and incfusion, please see
p38 in the Sustainability sectian.

We are a founder member of the 309 Ciuby and the Chief Exacutive

has also signed a personal commitment to set an aspirational
target of at least 30% women in Pearson’s senior management
team by 2620, On our Executive team, there are currently two

Board mentoring scherme of senior
teadership talent faunched.

women out of ten members (20%) - this excludes the Chief
Executive and Chief Financial Officer who are counted in the
Board's metric The senior leadership group, comprising the
directreports of the Pearson £xecutive, had 31% fermiale
representation as of 31 December 2018.

We believe that we have a multi-pronged plan in place to build
our pipeline of women in{eadership and senior management
positions, and the Board and Committee will carefulty manitor
their development, and the development of all key talent.
Pearson published its first gender pay gap reportin Great
Britain in March 2018 and has made a commitment to extend
our gender pay reporting globalty by 2020. Read more about
our initiatives to address the gender pay gap on p38.



Section 4 Gavernance/l eaderrship & effectiveness

Preparation for the new UK Corporate Governance Code

The new UK Corporate Governance Code (the 2018 Code)
applies to Pearson from the 2019 financial year. To ensure
appropriate preparations were made in advance of the
effective date, the Nomination & Governance Committee
received a briefing from the Cornpany Secretary shortly after
the publication of the 2018 Code on key themes and the main
areas of change. At its next meeting, the Committee considered
a detailed comparative analysis of Pearson’s existing corporate
governance practices against the 2018 Code. The report
highlighted areas of particular focus or change hetween

the 2016 and 2018 Codes, as well as areas where Pearson

was already in compliance with proposed new principles

and provisions.

The Committee was satisfied that there were no particular
areas of concern within the 2018 Code and that Pearson's
corpaorate governance practices were atready of a standard
to ensure compliance with the majority of the 2018 Code.
The Committee then discussed in further detail the specific
areas where it believed further steps could be taken to
ensure a robust response to the 2018 Code.

Stakeholder engagement

The Committee considered the 2018 Code's focus on the
importance of the stakeholder voice in the boardroom, as well
as increased legislative disclosures in this regard for Pearson
and a number of its UK subsidiaries,

The Committee noted that Pearson already uses a wide range
of mechanisms to engage with employees, incfuding town halls,
global conversations, employee resource groups, empioyee
engagement and organisational health surveys, as weil as

the Board having the opportunity to engage both formally and
informally with the workforce during events such as Board site
visits and talent breakfasts. The Committee agreed that existing
mechanisms provide sufficiently effective ways for the Board
to keep a pulse on the organisation and on employees’ views
on Pearsory's strategy, cornmunications, cornpensation and
benefits, and the senior leadership team overall. However,
inthe spirit of the 2018 Code, the Committee reviewed and
approved a proposal on an additional mechanism - an
Employee Engagement Network - as a means for the Board

to hear directly from employees. The netwark will include a
Mon-Executive Director, an Executive Director, Human
Resources Executive, and a group of employees from across
Pearson reflecting geopraphicai, generational, operational and

cuituraf diversity as welt asiength of service. The netwaork

is expected to meet twice a year with periodic rotation of
employee representatives in order to bring different employee
perspectives to the group. The network wilt aiso provide

an opportunity to gain additional insight on how to enhance
employee satisfaction and work effectiveness within Pearson
and help engage and retain high performers. The Committee
agreed to oversee the governance framework for workforce
engagement on behalf of the Board however, any employee
views arising through the network or other means would
remain a matter for the Board as a whaole.

Pearson's engagement and communications with broader
stakeholder groups, including customers, suppliers and
communities, sit within the remit of the Reputation &
Responsibility Committee. The Reputation & Responsibility
Committee therefore agreed to continue to oversee the
governance framework for stakeholder engagement within
Pearson as required by the 2018 Code, and agreed a proposal
that a detailed stakeholder engagement mapping exercise
be undertaken with input from Global Corporate Affairs and
Marketing. The Reputation & Responsibility Committee will

consider the outputs of this exercise at its first meeting of 2019,

Other key items considered

Gther actions arising in connection with the Committee's
preparations for the 2018 Code include:

» The Committee is mindful of the 2018 Code’s attention to
Directors’ commitments and has agreed a form of internal
guidance to be taken into account when considering changes
1o a Director's commitiments, or when appointing a new
Director, as well as farmalising the Board approval process
for such matters

> The Senior Independent Director’s duties and
responsibilities have been formalised, as suggested by the
2018 Code, and are available on the Company website at
WWw_pearson.com/governance

» The Committee agreed that the Remuneration Committee
will be responsible for ensuring compliance with Section 5
ofthe 2018 Code,

We will reportin accordance with the 2018 Code inour
2019 annual report.
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Board cvalualion

Board evatuation

The Board evaluation for 2018 was an internally facilitated process
led by the Nomination & Governance Commitiee with support
from the Company Secretary, and conducted by means of a tailored
questionnaire. The Nomination & Governance Committee spent
time during 2018 in scoping the evaluation and reviewed the
headlines at its meeting in December 2018. The Committee wilt
develop an action plan to address areas for improvement and

will monitor progress during the year. Key findings included:

> Board members were supportive of work undertaken during the
year in continuing 1o develop and articulate the strategy, with this
being identified by a number of Directors as a key achievement
upon which the Company would tontinue to build

» The Board's agenda was felt ta be well prioritised with the key
issues covered to an appropriate levei of detail and a good balance
of strategic, operational, financial and governance matters

> The main areas identified by the Board for continued focus during
2015 were leadership development and succession planning,
culture, the competitive landscape and customer views.

tn addition to feading the 2018 process, the Nomination &
Govarnance Committee also gave consideration to the ongaing
evaluation cycle. The Committee agreed that a three-yearly cycle
utilising a variety of methodologies wouid be appropriate to ensure
the most effective evaiuation outcomes. The planned cycle is:

»Year 1 - in-depth evaluation, externally facilitated
{undertaken in 2017)

>Year 2 - questionnaire, tailored to specific needs of the business
(undertaken in 2018)

» Year 3 ~ internally facilitated interview, to be led by the Chair,
Senior Independent Director and/or Company Secretary as
appropriate (due in 2019,

A number of actions were taken during the year in response to
findings arising from the 2017 externally facilitated Board evaluation
process. You can read more about progress on these in the table
opposite, The Committee confirmed that these items, aswell as
those identified in the 2016 evaluation, had been addressed to

its satisfaction, with recommendations having been putinto
practice or a clear action plan identified.

Individual evaluation

In addition to the evaluation of the Board as a whole, Executive
Directors are evaluated each year on their overail performance
against goals agreed by the Board, and in respect of personal
objectives under the Company’s annual incentive plan. These goais
and objectives are linked to certain strategic metrics, including
efficiency and cost saving initiatives, driving the digital agenda

and growing market opportunities. Progress against each of these
metrics is reviewed by the Board on a regular basis, as part of

the dashboard of KPIs which we betlieve to be central to

Pearson's turnaraund.

The Chalr meets with each Non-Executive Director individually

on a regular basis and, in assessing the contribution of each,

has confirmed that each Director cantinues to make a significant
contribution to the business and defiberations of the Board.

At least once a year, the Chair's meetings with individual Non-
Executive Directors include reciprocal feedback on the functioning
of the Board, 10 augmentthe coffective Board evaluation process.
The Non-Executive Directors, led by the Senior independent
Director, also conduct an annual review of the Chair's performarice,
with the Serior Independent Director praviding feedback from
this review to the Chair.

Committee evaluation

Ail Committees undertake an annual evaluation process to review
their performance and effectiveness. For 2018, the process was
facilitated internaily by the Chair and Secretary of each Committee
through use of a tailored questionnaire, the findings of which ware
discussed at a subsequent meeting of each Committee. Read more
on this in the Committees' reports.



Section 4 Governance/l eadership & effectiveness

Progress on findings of 2017 evaluation

(lu;.lrlrr;g
L.nsut e ohgoing strategic.
devetopment aligned with business
transformation strategy.

£nsure continued understanding by
the Board of significant shareholders’
views 1o encourage constriciive
dialogue and clear communication

ol strategy.

fesponsesAction taken

The new Chief Strategy Officer led a process to capture strategic perspectives from ail Board
members, as welt as senior leaders across Pearson, The outputs from this work formed the basis of
the five-year strategic plan which was discussed by the Boardin July 2018, with detailed follow-up
sessions kater in the year. The Board also examined the three-year and one-year plans based on the
fiveyear wision, ‘ L
The Chair and Executive Directors meet with significant sharehotders regularly and feed back te

the Board. The Board and Nomination & Governance Committee also receive regular updates on
correspondence and other meetings with significant shareholders.

Investor sessions faciitated by Investor Relations allowsd shareholders to meel with the Prasident -
Global Product, President - North America, and Chief Technelogy & Operations Officer, to better
ungerstand Pearson’s strategy on our digital transformation and simplification. Investor engagement
wili be kept under review with the possibifity of further sessions between investors and senior leaders
to be considered during 2019.

Board succession planning should
consider future Committee Chairs,
and other desirabie experience in
new Board members,

Cornmittee Chair succession is regularly reviewed by the Nomination & Governance Committee,

and forms part of the broader Non-Executive Director succession planning process. Specific desirad
experience is taken into consideratien and built inte the specifications in any Non-Exacutive Director
search processes,

New Chief Human Resources Offlcer to
continue executive succession planning
and complete a talent review aligned to
the strategic needs of the business.

Initial observations were discussed by the Board in May 2018, with a follow-up review of progress
taking place in Qctober 2018. This is planned to be an annuat item for substantial discussion by
the Board,

Ongoing Board education to continue to
focus on the competitive landscape and
digital technologies.

The competitive landscape formed part of strategy discussions throughout 2018 and wili continue
todo so. A formal update on the Digital Advisory network was provided to the Board in May 2018,
and informai updates on the work of the network are provided to the Board an a regufar basis.
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Audil Commiltee report

Comimittee Chair
Tim Scare
Members

Efizabeth Corley, Vivienne Cox,
Linda Lorimer, Michael Lynton,
Tim Score and Lincoln Wallen

Committee responsibilities include:

-» Reporting

The quality and integrity of financial reporting and statements and
retated disciosure,

= Policy

Group policies, including accounting policies and practices.

- External audit

Externat audit, induding the appointment, gualification,
independence and performance of the external auditor,

= Risk & internal control

Compliance with egal and regulatory requirements in relation to
financial reporting and accounting matters.

- Compliance & governance

Compliance with legal and regulatory requirements in relation to
financial reparting and accounting matters,

Terms of reference

The Committee has written terms of reference which dearly set out

its authority and duties. These are reviewed annually and can be found
on the Company website www.pearson com/governance,

Committee attendance
Attendance by Directors at Audit Committee meetings throughout 2018:
Meetings attended
Elizabeth Corley 474
Vivienne Cox a/4
Linda torimer 4/4
Michael Lynton’ h
Tim Score 474
Lincoln Waflen 474

1 Appointed to the Audit Committee on § October 2018,

Audit Committee role

The Committee has been estabiished by the Board primarily for the
purpose of overseeing the accounting, financial reporting, internal
control and risk management processes of the Company and the
audit of the financial statements of the Company. As a Committee,
we are responsibie for assisting the Board's oversight of the quality
and integrity of the Company's external financial reporting and
statements and the Company’s accounting policies and practices.

Pearson’s SYP internal Audit, Risk and Compliance tas a dual
reporting fine to the Chief Financial Officer and to me, and external
auditors have direct access ta the Committee to raise any matters
of concern and to report on the resuits of work directed by the
Committee. As Audit Committee Chair, | report to the full Board at
every Board meeting immediately following a Committee meeting,
| also work closefy with the Chief Financial Officer and senior
financial management outside the formal meeting schedule to
ensure robust oversight and chaflenge in relation to financial
cantrol and risk management.

Audit Committee composition

Following his appointment to the Board in February 2018,

Michae! Lynton was appointed to the Audit Committee in October
2018, Michael's experience in ieading compiex global businesses
will complement the Committee's existing skill set, and ilook
forward to working closely with him. Following Michaet's
appointment, the Committee comprises six independent
Non-Executive Directors. As a Committee, we have a good balance
of skills and knowledge with competence and experience covering
all aspects of the sectors in which Pearson operates - education,
digital and services - and our key geographic markets,

Fair, balanced and understandable reporting

We are mindful of the Code’s provision C.1.1 relating to fair, balanced
and understandable reporting and we build sufficient time into

our annuai report timetable to ensure that the full Board receives
sufficient opportunity to review, consider and comment on the
report as it progresses. Learn more about fair, balanced and
understandabte reporting on p130

Risk assessment, assurance and integrity

A key role of the Committee is to provide oversight and reassurance
to the Board with regard to the integrity of the Comparny’s financia
reporting, internal control policies and procedures for the
identification, assessment and reporting of risk. During 2018,

we conducted a number of deep dives into selected principal risks,
and the key risks on which the Committee focused throughout
theyear are set out below. Learn more about principal risks and
uncertainties on p62



Business transformation

Ongoing business transformation is one of Pearson's key risks
and opportunities, and The Enabling Programme (TEP}is an
tmportani operational simplification project covering Pearson's
key enterprise resource planning technology and processes,
including financial, operations and HR systems and processes.
The Committee received an update at each meeting from the
senior management team in charge of the transformation
programme, as well as from PwC who updated the Committee
onthe work that the external auditors had conducted in respect
of testing associated controls.

Audit Committee meeting focus during 2018

=» Reporting
> Accounting and technical updates
»Impact of legal ciaims and reguiatory issues on finandial reporting

» Fair, balanced and understandable, going concern and
viability statements

#2017 annual repart and accounts: prefiminary announcement,
financial statements and income statement

-3 Policy

> Accounting matters and Group accounting policies

» Analysis supporting viability statement

» Annual review and approval of external auditors’ policy

«$ External audit

¥ Provision of non-audit services by Pw(

» Receipt of external auditors’ report on Form 20-F and year-end audit
> Report on half-year procedures

»Reappointment of external auditors

—> Risk & internal control

yinternal audit activity reports and review of key findings
» Enterprise risk management

» 2019 internal audit plan

» Travel and expenses controis

» Assessment of the effectiveness of internal audit function,
internal controf environment and risk management systems

=» Compliance & governance
> Fraud, whistieblowing reports and compliance investigations
» Schedule of authorities

» Compiiance with accounting and audit-related aspects of tha
UX Corporate Governance Code
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The primary area of focus for the Committee in 2018 was

aversight of the implementation of finance and operations systems
throughout a substantial part of our North American business.

In particular, the Committee considered the preparatory steps,
progress on system integration and testing, and status of key

readiness milestones in advance of the implementation in May 2018.

Atits next meeting, the Committee reviewed certain operational
challenges which had arisen following implementation, with a
particular focus on customer experience, impact upon workforce
including customer services tearns, and steps being taken to resolve
any remaining issues in advance of the back-to-school season.
Lessons tearnad from this phase of the implementation were then
discussed by the full Board at its next scheduied meeting.

» Review of interim results and trading updates

» Form 20-F and related disclosures, including annual Sarbanes-Oxley
Act section 404 attestation of financial reporting internal controls

» Significant issues reporting

> Treasury policy and strategy
» Tax strategy, including an update on EU state aid

» Confirmation of auditor independence

» 2018 external audit plan

» Remuneration and engagement letter of external auditors
» Review opinion on interim resufts

» Review of the effectiveness of external auditors

» Oversight of The Enabling Programme

> Risk deep dives: information and cyber-security; data privacy;
treasury; anti-bribery and corruption (ABC); tax; business resilience

> Oversight of the programime to develop the Glebal Learning Platform

» Controls Centre of Excellence updates

» ABC third party due diligence programme

3 Audit Committee, Verification Committee and internal sudit
function terms of reference

» Audit Committee evaluation
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Enhancements to the UK systems were also made during the

year, following on from tessons iearned during the prior UK
implementation, and the Committee heard that this retrofit’ had
praceeded smoathly. In addition to the continued finance and
operations system implementation, a new global payroll systermn
was introduced in the UK with the rest of the world planned for 2019,
deployment of a new royalties, rights and permissions systemin
the UK and North America markets commenced during the year,
and will continue in 2019, and the roll-out of a common HR system
across Pearson was compteted. The Committee wifl continue to
monitor TEP progress at each meeting during 2019, including
preparations for the next phase of implemeantation during the year
ta the remainder of the North America businesses. Learn more
about business transformation and change oh p63

Data privacy

Akey area for the Committee's focus throughout the year was
data privacy, inciuding readiness for, and next steps following,
the implementation of the General Data Protection Regulation
(GDPR) in May 2018.

In eariy 2018, the Committee considered the Group's data privacy
roadmap, with the Deputy General Counsel updating on Paarson's
GDPR readiness. Pearson's data privacy framework was viewed
as solid in respect of governance, consent and processing
arrahgements, as well as ensuring vendor compliance at the
onboarding stage, supported by new procurement systems

and processes. The Committee encouraged a robust approach
and clear lines of accountability, with a particular focus on large
and/or high-risk vendors with existing or legacy contracts,

Atthe Committee’s mid-year review, the Chief Privacy Officer
described the actions which had been taken to address the
remaining pre-GDPR implementation items,

At aseparate deep dive, the Committee considered the broader
global landscape on data privacy, noting that many jurisdictions -
including in California and markets such as India and Brazil -

had recently implemented new data privacy laws, or would soon
do s0. The Committee also received an update on the learnings
from a recent internal review of the privacy programme, and
considered planned next steps on Pearson's privacy roadmap

as well as processes for incident response and notifiable events.

Members

Al of the Audit Committee members are independent
Non-Executive Directors and have finandial and/or related
business experience due to the senior positions they hold or
have held in other listed or publicly traded companies and/or
sirnilar large organisations. Tim Score, Chair of the Committee
since April 2815, is the Company’s designated financial expert,

Anti-bribery and corruption (ABC)

ina deep dive led by the VP of Global Compliance, the Committee
considered the globat anti-carruption landscape, inciuding
legislation and sanctions, and the continued strengthening of
Pearson's Group-wide compliance and ABC framework.

During 2018, there was a particular focus on continued
implementation of Pearson's third party due diligence programme
to ensure robust processes are in place aimed atvetting third
parties acting on Pearsen's behatf in high-risk categories to reduce
reputational, sanctions and ARC risk. Building on a pilot projectin
2017, the Committee reviewead possible options for the next phase
of the programme, which wewid hring all new in-scope third parties
intc the due diligence process, ensure that any existing high-risk
third parties go through this process, and facilitate the nacessary
checks for tegacy contracts at the time of renewal. The Cormmittee
agreed that the proposed process would appropriately balance the
risk profife of certain geographies and contracts with the needs of
the business and resources available.

in December 2018, the Committee considered the substantial
pragress made on the due diligence programme, noting that

all of Pearson's global markets {outside of UK, US and Western
Europe) had been covered, with over 3,400 third parties reviewed.
Various types of remediation efforts occurred as a result of those
efforts where necessary, from increased contractual controls to
terminatior of a small number of relationships. US, UK and Western
Europe, as well as the VUE business, while large and complex
markets, are inherantly lower risk from an ABC perspective and

wili be tovered by the next phase of the programme during 2019.

During the year, the Committee alsa monitored the investigations
pragramime conducted through Pearson's ethics hotline, supported
the annual roll-out of Pearson’s Code of Conduct (from biannual),
complation rates on mandatory code of conduct declarations

(100% completion in 2018), supported improved procedures and
assodiated training on gifts and hospitality reporting in US sales
teams, and oversaw the strengthening of the 'tone from the top’

on ethics and compliance, led by the Chief Executive.

having recent and relevant financial experience, and is
an Associate Chartered Accountant. He alsc serves as
Audit Committee Chair for The British Land Company plc.
The qualifications and relevant experience of the other
Committee members are detaited on p80-81



Audit Committee meetings and activities

At every meeting, the Committee considered reports on the
activities of the internal audit and compliance functions, including
the results of internal audits, risk reviews, project assurance
reviews and fraud and whistieblowing reports. The Committee also
monitored the Company’s financial reporting and risk management
procedures, reviewed the services provided by PwC and considered
any significant iegal claims and regulatory issues in the context of
their impact on finandial reporting, each on a regular basis.

During the year, the Committee also discussed the finance and IT
controks environment at each meeting, including Sarbanes-Oxley
testing and scope, updates on prior year items, and the ongoing
transfarmation of the Greup-wide controls framework which was
extended to a number of Core and Growth markets during 2018.
In addition to the risk deep dives described above, the Committee
also conducted deep dives into business resilience, {reasury,

tax and information security. in February 2019, the Committee
considered the 2018 annual report and accounts, including the
preliminary results announcement, financial statements,
strategic report and Directors’ report.

Learn more about the key activities of the Audit Committee
on p57

internal audit evaluation

At its July meeting, the Committee considered the findings

ofthe review of the performance and effectiveness of Pearsan’s
internal audit function, a process which is undertaken annually.
This review was conducted by distributing a questionnaire to the
key stakeholders of the internal function ~ including Committee
members, the lead external audit partner, members of the Pearson
Executive, and senior financial, legal and operational management.

The findings indicated an effective internal audit function, with
particular acknowledgement of the function's efforts in resolving a
number of autstanding actions from previous internal audits,
which is an ongoing area of focus for the Committee.

A spedific recommendation arising from the internal audit
evaluation was to consider whether there is an appropriate level

of liaison between internal audit and the external auditors, in order
to utilise combined audit efforts effectively. in response to a request
from the Committee for more detail in this regard, an analysis of
financial assurance coverage was undertaken, with inputs from
internal audit and PwC. The results of this analysis were considered
by the Committee atits December 2018 meeting, and the
Comrnittee was satisfied that the level of combined financial
assurance was appropriate.

In order to continue to ensure a robust and effective internal audit
function, the Committee will consider plans for an external quality
review during 2019 to be fadilitated by an indepandent third party.

Section 4 Governane/Accountabiity 95

Additional meeting attendees

In addition to the Committee members, advisers and executives
from across the business also attended meetings during the year,
as outlined in the tabie below., This gives the Committee direct
contact with key leadership, The Chair and Chief Executive each
attend atleast one meeting peryear, and the Chief Executive

also attends for discussion of matters with an operational focus,
The Committee also meets regularly in private with the external
auditors, SVP internal Audit, Risk and Compliance, and VP
Internal Audit,

Attendees Meetings attended
Chief Financial Officer T A/
Deputy CFO 4/4
Legai Counsel 4/4
SVP internal Audi, Risk and Compllance 474
SVP Finance, Group Reparting 474
VP Internal Audit 3/4
Committee Secretary 4/4

Audit Committee training

The Committee receives technical updates at each meeting,
including on matters such as accounting standards and the audit
and governance landscape, as well as specific or personal training
as appropriate,

Committee members aiso meet with local managementon a
periodic basis, such as when traveliing for overseas Board meetings,
in order to gain a better understanding of how Pearson's policies
are embedded in aperations.

Committee evaluation

In 2018, the Committee evaluation was conducted by way of a
questionnaire which was distributed to key stakeholders including
Committee members, the Chair of the Board, Chief Executive,
Chief Financial Officer, the lead external audit partner, and senior
executives with regular exposure to the Committee.

The responses ilfustrated an effective Committee, which usesits
time well and has an appropriate focus on the key issues. No areas
of concern were identified, and the Committee will consider how
best to implement a smafl number of suggestions arising from the
process. These suggestions included:

» Invite a wider range of business feaders to Committee meetings,
enabling the leaders to engage in Board-level discussions, as well
asfacilitating a greater understanding of the Committee’s role in
the wider business

»As progress continues to be made with the implementation of
TEP and transformation of Pearson, consider & review to confirm
that Pearson has maximised the opportunity to strengthen the
control enviranment and better manage risk.
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Progress on findings of 2017 evaluation

The responses to the 2017 evaluation, which was externally
facilitated, found an effective and well-functioning Audit Commitiee,
which uses its time well and has an appropriate fatus on the
keyissues. One area highlighted was that succession for the role

of audit Committee Chair should be botne in mind with future
Non-Executive Director appointments, aithough this was not
considered to be immediately pressing.

External audit

Oversight of external auditors

The Committee reviews and makes recommendations to the Board
in respect of the appointment and compensation of the external
auditors. This recommendation is made by the Committee after
considering the external auditors’ performance during the year,
reviewing externaf auditor fees, conducting an effectiveness review
andg confirming the independence, objectivity, qualifications and
experience of the external auditors.

The Committee reviewed the effectiveness and independence of
the external auditors during 2018, as it does every year, and remains
satisfied that the auditors provide effective independent challenge
ta management.

The external auditors’ review was conducted by distributing a
questionnaire to key audit stakehotders, including members of the
Audit Commmittee, Chief Financial Officer, Deputy CFO, SVP Internal
Audit, Risk and Compliance, SVP Finance for each business area
and other heads of corporate functions. Overall, responses to the
Questionnaire were positive, indicating an effective external audit
process in a year of transition to the new lead audit partner.

The Committee will continue to review the performance of the
axternal auditors on an annual basis and will consider their
independence and objectivity, taking account of ali appropriate
guidelines. There are no contractual obligations restricting the
Committee’s choice of external auditors. The external auditors
are required to rotate the audit partner responsible for the
Pearson audit every five years and, accordingly, a new lead audit
partner, Gites Hannam, rotated onto the Pearson audit from the
beginning of 2018.

Audit tendering and rotation

Pearsorv's last audit tender was in respect of the 1996 year end,
and resulted in the appointment of Price Waterhouse as auditors,
Develgpments at an EU level regarding mandatory audit rotation
for listed companies have changed the UK landscape on audit
tendering and rotation. The Committee has reviewed the timetable
for tendering and has taken into account relevant regulation and
guidance. EU reguiations and the ruling by the Competition and
Markets Authority (CMA) impose mandatory tendering and
rotation requirements, with EU rules requiring a new auditor

to be appointed no later than for the 2024 financial year end.

In considering the approgpriate audit tender timetable for Pearson
in light of these requirements, the Committeg has also taken

account of the significant business change being experienced

by the Group and is monitoring the extent to which the Group is .
drawing upon the services of other accounting firms. As previously
explained to shareholders, and as noted elsewhere within this

report, a series of programmes is well underway throughout

Pearson to implement major simplification and efficiency

improvements across all our enabling functions - particularly

technology, finance, HR - to continue to bring the general and
administrative costs of running Pearson more in line with global

best practice. These include a major transformation programme

- The Enabling Programme {TEP) - which includes the

implementation of new financiai systems and changes to our

transaction processing and controt activities, which launched in

the UK during 2016, and is expacted to be rolied out throughout

our businesses by 2021. Pearson is supported in these changes,

such as in project assurance matters and, more broadly,

by external advisers, induding accounting firms.

Bue to the status of TEP and the involvement of accounting firms
advising on TEP and other change projects, the Committee is of the
opinion that the level of disruption tikely with a change of auditor,

as well as the focus required by finance and management teams

to conduct the tender process thoroughty and effectively, may
unduly impact the Group and would not be in the best interests

of shareholders. The rotation of the lead audit partner at the start of
2018 has given us further confidence in the ongoing effectiveness,
independence and challenge brought by the external auditor.

As noted previously, it is the current expectation of the Committee
that an audit tender process would commence in 2022 in order for
the auditor sefected as a result of the tender to be appointed for the
financial year ending 31 December 2023. it would be our intention
to look to accelerate this timing if feasible and appropriate following
the completion of TEP, and we would communicate any change in
our plans to shareholders in advance of any dedision. For the
reasons cutlined above, the Committee considers this timing to be
in the bestinterests of Pearson’s sharehoiders and will continue to
monitor this annually in fight of the effectiveness and independence
of the current auditors, as welt as considering whether the timing
remains appropriate in light of business developments,

Once the next audit tender occurs, Pearson will adopt a policy

of putting the audit contract out to tender at least every ten years,
as required, The Committee will continue ta pay dose attention to
developments in the audit landscape in response to the findings of
the CMA's ongoing statutory audit services market study. and will
factor any resulting changes into its plans for audit tender once the
CMA's recommendations are finalised.

Compliance with the CMA Order

Pearson confirms that it was in compliance with the provisions
of The Statutory Audit Services for Large Companies Market
Investigation (Mandatory Use of Competitive Tender Processes
and Audit Committee Responsibiiities) Order 2014 during the
financiat year ended 31 December 2018.



Review of the externat audit

During the year, the Committee discussed the planning, conduct
and conclusions of the external audit as it proceeded.

Atits july 2018 meeting, the Committee discussed and approved the
external audit plan and reviewed the key risks of misstatement of
Pearson's financial statements. The external auditors provided
anupdale atthe December 2018 Committee meeting, having
concluded that their analysis of significant and elevated risks
remained the same,

The table on p102-103 sets out the significant issues considered by
the Comrmittee together with detalls of how these items have

been addressed, The Committee discussed these issues with the
auditors at the time of their review of the half-year interim financiai
statements in July 2018 and again at the conclusion of their audit
of the financial statements for the full year in February 2019,

All the significant issues were also areas of focus for the auditors.
Learn more inthe independent auditor's report on p134-141

In Decernber 2018, the Committee discussed with the auditors
the status of their work, focusing in particuiar oninternal controls
and Sarbanes-Oxley testing.

As the auditors conciuded their audit, they explained to
the Committee:

»The work they had conducted over revenue, including over
more complex revenue contracts and judgements in relation
to provisions for returns

»Their work in evaluating management's goodwill impairment
exercise, on afair value less costs to dispose basis, including
assessing assumptions around sales and operating cash flow
forecasts, long-term growth rates and discount rates

»The work performed over the nature and presentation of
non-trading items, including new property provisions recorded in
2018, focusing on subjective judgements and the transparency
with which related adjusted measures are presented

» The work they had done to audit the provisioning levels
in respect of potential tax exposures and uncertain tax
positions including the reiease of brought forward provisions
and refated disclosures

» Their evaluation of the recaverability of investments in digitaf
platforms and pre-publication assets

>Their work aver the assessment of the US K12 Courseware
business meeting the criteria ta be held for sale at 31 December
2018 and compteted disposals including WSE, UTEL and
One Southwark Bridge

3 The results of their controls testing for Sarbanes-Oxley Act section
404 reporting purposes and in support of their finandial
Statements audit

>The results of their work over the Company’s going concern and
viability statement reports

» Their work over finance transformation related to the TEP
implementation at US Higher Education and the UK retrofit
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» Their work in relation to the impact of new accounting standards,
including the adoption of IFRS 9 and 15 from 1 January 2018 and
IFRS 16 from 1 january 2019

» Their work in relation to other matters which are not classified
as key audit matters, but may give rise to additional disclosure
requirements e.g. pensions.

The auditors also reported to the Committee the misstatements
that they had found in the course of their work, which were
insignificant, and the Commiittee confirmed that there were no
material items remaining unadjusted in these financial statements,

Auditors’ independence

In line with best practice, our relationship with PwC is governed

by our policy on external auditors, which is reviewed and approved
annually by the Audit Committee. The policy establishes procedures
to ensure the auditors' independence is not compromised, as well
as defining those noa-audit services that PwC may or may not
provide to Pearson. These allowable services are in accordance
with relevant UK and US legislation.

The Audit Committee approves all audit and non-audit services
provided by PwC. Qur policy on the use of the external auditors for
nen-audit services reflects the restriction on the use of pre-approval
in the 2016 FRC Guidance on Audit Committees and, accordingly,

alt non-audit services, irrespective of value, are required to be
approved by the Audit Committee, in particuiar, we expressly
prohibit the pravision of certain tax, HR and other services by the
external auditor, We review nan-audit services on a case-by-case
basis, including reviewing the ongoing effectiveness and
appropriateness of our policy.

The Audit Cornmittee receives regular reports summarising the
amount of fees pafd to the auditors. During 2018, Pearsan spent
£0.4mless on non-audit fees with PWC compared with 2017,

dueto a reduction in billing on contrals assurance services, For 2018,
non-audit fees represented 17% of external audit fees {23% in 2017).

For ail non-audit work in 2018, PwC was selected ondy after
consideration that itwas best able to provide the services we
required at a reasonable fee and within the terms of our policy on
external auditors. Where PwC is selected to provide gudit-related
services, we take into account its existing knowledge and experience
of Pearson. Where appropriate, services were tendered priorto a
decision being made as to whether to award work to the auditors.

Significant non-audit work performed by PwC during 2018 included:
> Audit-related worlk in refation to disposal transactions

» Audit of Pearson's efficacy programme

» Half-year review of interim financial statements.

A full statement of the fees for audit and non-audit services is
provided in note 4 to the financial statements on p167.

Tim Score
Chair of Audit Committee

MIIAIRAD

auewiopad ng ' uane u ABaens ng ]

BOUBLISADD l

SIUAWIRES feIurly ;



102

Pearson plc Annual report and accounts 2018

Audit Comniltee report,

Significant issues considered by the Audit Committee

Issue
~» Impairment reviews

Pearson carries significant goodwill
and other intangible asset balances.
There is judgement exercised inthe
identification of cash-generating units
(CGUs) and the process of allotating
goodwill (¢ CGUs and aggregate CGUs
and in the assumptions undarlying the
impatrment review, in 2015 and 2016,
Pearson made significant impairments
to poedwill across a variety of

its businesses, There wereno
impairments recarded in 2017 or 2018

~» Leases and IFRS 16

Pearsonwill adopt IFRS 16in respect of

its lease portfolio in 2019. The Group
has a significant number of property
leases and a number of other low
value vehicle and equipment leases.
The implementation of the standard
wilt resultin the recegnition, on the
batance sheet, of right of use assets
inrespect of these leases and
correspanding lease labilities,

Action taken by Audit Committee

The Committee considered the results of the Group's annual
goodwill impairment review and the key assumptions wiich
are considered to be the cash flows derived from strategic

and operating plans, long-term growth rates and the weighted
average cost of capital. The Committee considered the
sensitivities to changes in assumptions and the related
disclosures required by 1AS 36 ‘tmipairment of Assets'in relation
to the Groups CGUs noting that they rernain sensitive to
assurnption changes after anumber of impairments
inrecentyears.

The Committee monitored progress on the IFRS 16lease
converslon process, reviewed the transition options taken and
the quantification of the impact including sensitivities relating
to the sefaction of appropriate discount rates. The impact of
the change was also considered in the light of banking
arrangements and strategic plans.

=¥ Revenue recognition and IFRS 15

Pearson has a number of revenue
streams where revenue recognition
practices are complex and
management assumptions and
estimates are necessary. The Group
also adopted IFRS 15 ‘Revenue

from Contracts with Customers’
during 2018.

=¥ Financial instruments

Pearson adopted IFRS 3 'Financial
instruments’in 2018,

The Committee regufarly reviews revenue recognition practices
and the underlying assumptions and estirates. In addition,

the Cemmittee has visibility of internal audit findings relating

to revenue recognition cantrols and processes and routinely
manitors the views of externaf auditors on revenue recognition
issues, During the year, the Lommttee conbinued ta monitor the
impiementation of IFRS 15 ‘Revenue from Contracts with
Customers”. The Committee noted the changes to revenue
streams and the quantification of the impact on the opening
balance sheet and reviewed disdtosures made in the Group’s
interim and year-end reporting,

The Committee reviewed the impact of the transition to #FRS ¢ and
noted the Group's new appreach to hedge accounting, investment
valuation andimpakment. The Committee reviewed the impact on

the opening balance sheet and in particular the impact on bad debt

provisions and noted that these had been relatively small.

Qutcome

Annualimpairment review finalised
with confirmation of sufficient
headroom in each of the CGUs,

The Committee reviewed and
approved the transition options
taken, discourtt rates apptied and
disclosures made,

Assumptions underlying revenue
recognition were reviewed and
challenged and consideradto be
appropriate. Quantification and
disclosures relating to IFRS 1S
were reviewed and also agreed
as appropriate,

Adjustments reiating to IFRS 9 were
reviewed and disdosure ofimpactin
2018 was considered appropriate,



Issue

=» Disposal transactions

The Group sold its English language
teaching business in China, Wall
Street English (WSE) and its equity
interestin UTEL, the online University
partnership in Mexico, and continued
Lo consider offers for its USK12
Courseware business,

= Pension valuations

Pearson’s UK Pension Planinclugdes

a large defined benefit section.

The valuation of this plan under

iAS 19 ‘Employee Benefits' requires
significant judgement, In particuiar,
in 2018, the UK Pension Plan
considered the impact of the
clarification of pension law in respact
of Guaranteed Minimurm Pension
(GMP) equalisation,

~» Restructuring

Pearson announced a new
restructuring programme in May 2017
to run from 2017 until 2019. There are
a number of accounting judgements
to be made regarding categorisation
and timing of recognition of cost.

= Tax

Theimpact of tax legislation changes
including US tax reform, EU state

aid and the trend for increased tax
transparency, and provision levels.

=? Returns

The determination of appropriate
provisions for product retarns
requires a significant amount of
judgement and in the light of recent
volatility in returns in the US Higher
Education courseware business, the
Committee continued to review
returns data and aur poftcy on
providing for returns.

Sectlon 4 Governance/Accountability

Action Laken by Audit Commitiee

The Committee reviewed the accounting for the disposals of
WSE and UTEL and the rationale for held for sale treatmentin
respect of the US K12 Courseware business.

The Committee cansidered the recent High Court decision about
GMP equalisation noting that the new ruling impacted most
companles and might result in adverse cost and liability
implicatlons. The Committee reviewed the impact in the tight

of other companies’ responses to the hew developmant and
with detaited technical accounting and actuarial guidance,

The Committee reviewed progress on the restructuring
programme and considered the judgements required in
accounting for the costs of redundancy, asset impairment and
property rationalisation mainly in respect of the Group’s North
America operations and enabling functions. in particular, in 2018,
the Coammittee reviewed property disposal transactions and

the assumptions underlying onerous lease provisions crystallised
by the rationalisation of the Company’s property portfolio.

The Committee was updated on the details of US tax reform
during the year, induding internal refinancing of the group's

U5 operations. In September, the outcome of this combined
with provision releases resulted in a significant reduction in the
2018 adjusted tax rate, which was reported to the Board.

The Committee reviewed the dassification of these credits.

The chair of the Committee approved the second report on
tax strategy issued in October 2018 prior to publication.

The Committee considered returns provisioning for the
U5 Higher Education courseware business and reviewed the
methodology for establishing provisions.

102

QOutcome

The Committee determined that
disposal accounting had been correcdy
recorded and that the criteria for held
for sale treatmentin respectof the US
K12 Courseware business had been
metas at 31 December 2018 following
continued interest from a number

of bidders,

The Committee agreed the
quantification and appropriate
accounting treatment in respect
of the additional liabifities
arising fram clarification of
GMP egualisation legislation.

The Committes confirmed that the
accounting and disctosure for the
restructuring prograrnme were
appropriate and that assumptions
underlying onerous lease provisions
were in accordance with the Group's
property strategy.

The Committee was satisfied with
Pearson’s appreach to managing the
impact of tax legislation changes and
agreed with the views of management
regarding tax provisioning ievels.

Assumptions underlying the returns
reserve methodology were reviewed
and agreed as stifl being appropriate
inthe light of actual returns noted
in2018.
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Risk governance and conlrol

Controt envirenment

The Board has overall responsibility for Pearson’s systems of
internal control and risk management, which are designed to
manage, and where possible mitigate, the risks facing Pearson,
safeguard assets and provide reasonable, but not absolute,
assurance against material financial rmisstatement or loss.

The Board confirms that it has conducted a review of the
effectiveness of Pearson's systeras of risk managernent and internal
control in accordance with provision C.2.3 of the Code and the FRC
Guidance on Risk Management, (nternaf Controf and Refated
Financial and Business Reporting {FRC Guidance). The Board
confirms these systems operated satisfactorily throughout the
year and to the date of this report, and no significant failings or
weaknesses were identified in the review process.

The Board has delegated responsibility for monitoring the
affectiveness of the Company’s risk management and internai
controf systems to the Audit Committee. The Audit Committee
oversees arisk-based internal audit programme, including periodic
audits of the risk processes across the organisation. It provides
assurance on the management of risk (inciuding risk deep dives,
as described on p96), and receives reports on the efficiency and
effectiveness of internat controls. Each business area maintains
internal controls and procedures appropriate to its structure,
business environment and risk assessment, while complying
with Company-wide poficies, standards and guidelines.

internal control and risk management

Our internal controls and risk oversight are monitared and
continually improved to ensure their compliance with FRC
Quidance. Our risk framework, outfining improvements made
in 2018, is described more thoroughly in the risk management
section on p60-76.

The Board is ultimately accountable for effective risk management
in Pearson and determines our strategic approach to risk.

It confirms our enterprise risk management (ERM) framework

as wall as our enterprise risk appetite targets. Twice yearly it
receives and reviews reports on the status of top enterprise-wide
risks, Itis supported in the following ways:

» The Audit Coramittee is responsible for overseeing internal controls
within Pearson which indudes determining the risk appetite
{recommended by Pearson Executive management), reviewing
and commenting upon key risks and ensuring that risk
management s effective

»Pearson's Executive and leadership teams are responsible for
identifying and mitigating principal risks

steaders and managers at all levels in Pearson are responsible
for managing risk i thelr area of responsibility, including the
identification, assessment and treatment of risk

> The internal Audit, Compliance and Risk team owns the overall
risk management framework for the Company and facilitates
consolidated reporting on risk

»Theinternal audit team provides independent assurance on
the adequacy of the risk management arrangements in place.
The internal audit plan is aligned to identified enterprise-wide
risks and it presents issues and risks arising from internal audits
at each Audit Committee meeting.

The involvement of the Board and Audit Cormittee in the design,
implementation, identification, monitoring and review of risks
(including setting risk appetite and reviewing how risk is being
embedded in our culture) is outlined in more detail in the risk
management section on p60-76.

Financial management and reporting

There is a comprehensive strategic planning, budgeting and
forecasting system with an annual operating plan approved by
the Board. Monthly finandial infermation, including trading results,
balance sheets, cash flow statements, capital expenditures and
indebtedness, is reported against the corresponding figures for
the plan and prior years, with corrective action outlined by the
appropriate Senior Executive. Pearson's senior management meets
regulariy with business area management to review their business
and financial performance against pian and forecast. Major risks
relevant to each business area as well as performance against

the stated financial and strategic abjectives are reviewed in

these meetings.

There is an ongoing process to monitor the risks and effectivenass
of controls in relation to the finandial reparting and consalidation
process, inciuding the related information systems. This includes
up-to-date Pearson financial policies, formai requirements for
finance to certify that they have been in compliance with policies
and that the control environment has been maintained throughout
the year, consolidation reviews and analysis of material variances,
finance technical reviews, and review and sign-off by senior finance
managers. The Group finance function also monitors and assesses
these processes and controls through finance and technology
rompliance functions and a Controls Steering Committee
comgprising cross-functional experts.

These controls include those over external financial reporting which
are documented and tested in accordance with the applicable
repulatory requirements, including section 404 of the Sarbanes-
Oxley Act, which is relevant to our US fisting. One key cartrolin this
area is the Verification Committee, which submits reports to the
Audit Committee. This Committee is chaired by the SVP Internaf
Audit, Risk and Compliance, and members incdude the Chief
Financial Officer and/or their deputy, the Deputy General Counsel,
SVP Investor Relations and the Company Secretary as well as senior
members of financial management. The primary responsibility of
this Committee is to review Pearson’s public reporting and
disclasures to ensure thatinformation provided to shareholders is
complete, accurate and compifantwith alt applicabfe legisiation

and listing regulations. In addition, our separate Market Disclosure
Committee is responsible for considering potential inside
information and its treatment in accordance with the EU Market
Abuse Regulation. The effectiveness of key financial controls is
subject to management review and self-certification and
independent evaluation by the external auditors.



internal audit

The internal audit function is responsible for providing independent
assurance to managementand the Audit Committee on the design
and eflectiveness of internal controls {0 mitigate strategic, financial,
operational and compliance risks. The SVP Internal Audit, Risk and
Compliance reports formally to the Chair of the Audit Committes
and the Chief Financial Officer, with a reporting line to the Generai
Counsel on compliance matters. The VP Internal Audit, responsible
for the day-to-day operations of internal audit and execution of the
annual audit plan, also reports formally to the Chair of the Audit
Committee and the SVP Internal Audit, Risk and Compliance.

The internal audit mandate and plan are approved annualy by the
Audit Committee, Completion and chaniges to the pian are also
reviewed and approved by the Audit Committee throughout the
year, The internal audit plan is atigned to our greatest areas of risk as
identified by the ERM process, and the Audit Committee considers
issues and risks arising from internal audits. Management action
plans to improve internal controls and te mitigate risks, or both, are
agreed with the business area after each audit, Formal management
self-assessments aflow internal audit t0 monitor business areas’
progress inimplementing management action plans agreed as part
of internal audits to resolve any controt deficiencies, Propgress of
management action plans is reported to the Audit Committee at
each meeting. internal audit has a farmal collaboration process

in place with the external auditors to ensure efficient coverage of
internal controls. Regular reports on the findings and emerging
themes identified through internal audits are provided to Exacutive
management and, via the Audit Comimittee, to the Board.

The SVP Internal Audit, Risk and Compliance oversees campliance
with our Code of Conduct and waorks with senior legal and HR
personnel to investigate any reported incidents, including ethical,
corruption and fraud allegations. The Audit Committee is provided
with an update of all significant matters received through our
whistleblowing reporting system, together with an annual review
of the effectiveness of this system. The Pearson anti-bribery and
corruption programme provides the framework to support our
compliance with various anti-bribery and corruption regulations
such as the UK Bribery Act 2010 and the US Foreign Corrupt
Practices Act.
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ireasury management

The treasury department operates within poiicies approved by

the Audit Committee on behalf of the Board, and treasury
transactions and procedures are subject to regular internat audit.
Major transactions are authorised outside the department at the
requisite level, and there is an appropriate segregation of duties,
Frequent reports are made to the Chief Financial Officer and regutar
reports are prepared for the Audit Committee and the Board.

The treasury policy is described in more detail in note 19 to the
financial statements.

Insurance

Pearson reviews its risk financing options reguiariy to determine
how the Company's insurable risk exposures are managed and
protected, Pearson purchases comprehensive instirance cover
and annually reviews coverage, insurers and premium spend,
ensuring the programme is fit for purpose and cost-effective.

Pearson’s insurance subsidiary, Spear Insurance Company Limited,
is used ro leverage Pearson’s risk retention capabiiity and to achieve
a balance between retaining insurance risk and transferring it to
external insurers,
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Repulalion & Responsibility Commitlee report

Committee Chair

tinga Lorimer

Members

Vivienne Cox, Linda Lorimer, Michael
Lynton and Lincoln Wallen

Committes responstbilities include:

= Reputation

Pearsor's reputation amaong major stakehoiders, including
governments, investors, employees, custorners, learners and
the education community.

-» Risk

Qversight of Pearson’s appreach to reputational risk, including
ensuring that clear rotes have been assigned for management.

- Sustainability

Oversight of 2020 sustainability plan and performance against
sustainability goals and commitments.

«3 Brand & culture

Management of the Pearson brand 1o ensure that its vafue and
reputation are maintained and enhanced. Pearson’s approach to
monitoring and supporting the values and desired behaviotrs that
form our corporate culture.

-3 Ethics

Ethical busingss standards, including Pearson’s approach to issues
relevant to its reputation as aresponsible corporate citizen.

~» Strategy

Strategies, policies and communication plans related to reputation
and responsibitity issues and the people and processes that are in
place to manage, anticipate and adapt to them.

Terms of reference

The Committee has written terms of reference which clearfy set out its
authority and duties. These are reviewed annuafly and can be found on
the Company website www.pearson.com/governance.

Committee attendance

Attendance by Directors at Reputation & Responsibility Committes
Meetings throughout 2018:

Meetings attended
Vivienne Cox 3/3
Linda Lorimer a3
Michael Lynton® 1"
Harish Manwani? 114
Liticaln Wallen a3

t Appoelnted to the Committee an 1 October 2018,
2 Stepped down from the Committee on 4 May 2018.

Reputation & Responsibility Committee role

The Committee forms an important part of the Board's governance
structure. it works to advance and assess Pearson's reputation
across the range of its stakeholders and to maximise the Company’s
positive impact on society and the communities where we work
and serve.

The Committee’s agenda includes issues and initiatives relating to
the Company’s reputation and its civic responsibilities. These
include those matters that are material to Pearson’s stakeholders
and the Company’s long-term sustainability, as well as review of
incidents that could adversely affect the Campany's reputation.

We promote Pearson's 2020 sustainability plan and assess the
progress in advancing its tenets, The Committee works in alignment
with the Company’s Responsible Business t eadership Counci
which comprises senior leaders from across the business.

Read more about our 2020 sustainability plan on p32-40

Changes to the Committee

Harish Manwani stepped down from the Committee in May 2018,
upan his retirerment from the Pearson Board, and 1 would like to
thank himwarmly for his service, Michael Lynton, who joined the
Board in February 2018, was appointed to the Reputation &
Respaonsibility Committee on 1 October 2018, Michael brings
valuable experience in leading businesses through times of
digitat disruption, and | lock forward to working closely with him
on the Carmmittee.

Areas of focus during 2018

The Committee conducts in-depth reviews ofissues identified
as important to the sustainability of our business, These key
sustainability issues, which are monitored by the Committee and
discussed either by the Board or one of its Committees, include:

1. Competitivenass of digital products

2. Data privacy and information security

3. Security, health and safety

4. Carporate governance

5. Economic empowerment

6. Access to education

7. Affordability of products/services

8. 21st-century skills

9. Greenhouse gas emissions and ciimate change.

The Committee has an integral role in the oversight of these issues,
in particular considering the public goats the Company s setting

to address these issues, and examining their associated
reputational impacts.



During 2018, the Committee reviewed proposed public
statemnents on human rights and modern slavery, as well as
considering Pearson’s broader human rights strategy, both of
which are important to Pearson's values and delivery ofits
2020 sustainability plan.

During the year, we also examined progress on supplier partnership
and engagement, in particular studying supply chain risks and
reviewing the work to build strong relationships with our top
suppliers. The Committee also took the opporiunity to review how
Pearsan's 2018 efficacy reports were received, and we discussed
future plans for both reporting and continued integration of efficacy
findings into our product development cycle. Read more about
efficacy on p30

in our report to sharehotders last year, we noted that, as a
Committes, we would continue to monitor the Pearson cuiture,
Howsaver, due to the importance of these topics, particularty during
times of Company-wide change, it has been agreed that culture
and organisational health will now form part of the remit of the

fult Board. This is also in line with the increased emphasis on

such matters in the new UK Corporate Governance Code which
asks boards as a whole to monitor and set the tone on cufture

and engagement.

Committee evaluation

In 2018, the Committee evaluation was conducted by way of a
questionnaire which was distributed to key stakeholders including
Committee members, the Chief Executive, and senior executives
with regular exposure to the Committee. The key findings were:

»The Committee has continued its journey towards maturity, with
increasing focus on strategically materia issues

»Arecommendation to introduce private sessions as part of each
meeting, in common with Audit and Remuneration Committees,
to enable Committee members to discuss and agree on key issues
to take forward with management

» Recognition that the addition of a fourth meeting to the annual
calendar wilt allow greater coverage of issues.

Progress on findings of 2017 evaluation

The responses to the 2017 evaiuation, which was externally
facilitated, highlighted that the Committee was very engaged and
worked collaboratively and that its agendas were increasingly
aligned with the strategic objectives of the Company. The evaluation
suggested that there might have been some averiap with the work
of the Audit Committee. As a resuit, efficacy, health and safety and
safeguarding now sit within the remit of this Committee rather than
being shared with the Audit Committee, and we considered each of
these topics during 2018.

The Comemittee’s agendas have been adjusted to allow ‘deeper
dives’ into issues of consaguence, and we have introduced a reguiar
verbal update at the start of each meeting on recent incidents that
may have reputational impact.
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Committee aims for 2019

Over the next year, we will take the lead on behalf of the Board in
addressing the stakeholder engagement requirements under the
new UK Corporate Governance Code. We will continue to explore
Pearson's material sustainability issues, monitor progress on
supply chain responsibifity, engage in the development of our
next sustainability plan and, with the help of our new Chief
Corporate Affairs Officer, Deirdre Latour, we will review progress
on brand strategy.

Linda Lorimer
Chair of Reputation & Responsibility Committee

Reputation & Responsibility Committee
meeting focus during 2018

=3 Reputation

s Supplier partnership and engagement
sissues and incidents reports

> Project Literacy

-3 Risk

> Safeguarding
s Health and safety

=¥ Sustainability

»Sustainability report - highfights and 2030 plan
y Education for sustainable development
»Climate and environmental strategy
+Greenhouse gas emissions

=» Brand & culture

»Brand and insights update
» Efficacy update and future plans

=» Ethics
rHuman rights review - implementation strategy
>Modern Slavery Act staterment

=¥ Strategy

» Social innovation

=» Governance
»Committee terms of reference
»Committee effectiveness evaluation

»Stakehoider engagement ~ UK Corporate Governance
Code requirements
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Engagement

Engaging with shareholders

Access Lo capital is key to the long-term perfermance of cur
business. We waork to ensure that our investors, analysts and
ather investiment professionals have a good understanding of
our strategy, performance and purpose,

Pearson has an extensive programme of communication with
all of its sharehoelders ~ large and small, institutional and private.

Shareheotder outreach in 2018, we continued with our
shareholder outreach programme, conducting aver 600 meetings
in the UK, US, Canzada and Continental Europe with over

340 investment institutions.

Trading updates There are five trading updates each year including
the preliminary and interim resuits which are presented by the
Chief Executive and Chief Financial Officer. They also attend
regular meetings throughout the year with investors in the UK

and around the world, tailored to investor requirements, to discuss
the performance of the Company, the Company's strategy, our
¢hange programme, structuraf and cyclical changes in our
markets, and risks and opportunities for the future.

The investor relations team Led by foanne Russell, SVP investor &
Media Relations, the investor Relations team met with investors
throughout the year, including attending several investor

conferences, and addressed regular investor and analyst enquiries.

Chair and Non-Executive Directors The Chair meets regularly
with shareholders to understand any issues and concerns they
may have. This is in accordance with the Code and consistent
with the duties of investors under the UK Stawardship Code.

Rapid prototyping

What is rapid prototyping?

Rapid prototyping is a technigue used to develop a quality
product, process or outcome through quick experimentation
and iteration, The ultimate goal of rapid prototyping is to speed
up the rate of learning in an organisation. When used well,
rapid prototyping will improve the quality of designs and
reduce the risk of building something that will go unused.

Innovation and engagement

Pearson firstintroduced this technique to the senior leaders
atthe Pearson Leadership Summit in Berkeley, California in
early 2018 to encourage agility and a culture of innovation.

Building on the success of this experience, the Board and
Pearson Executive joined a group of school-age learners during
the Board’s visit to Cape Town to engage in a rapid prototyping
sassion with the goal of designing a hypothetical exampte of a
digital sofution for use in the schools market. By the final day
of the Cape Town meeting, the Board and Pearson Executive
were able to review the results of the session including a live
demonstration of the application which had been developed
in-house from the group’s prototyping conversations.

The Non-Executive Directors meet informally with shareholders
both before and after the AGM and respond to shareholder gueries
and requests as necessary. The Chair ensures that the Board is
kept informed of investors’ and advisers' views on strategy and
corporate governance. At each 8oard meeting, the Directors
consider comimentary from advisers on major shareholiders’
positions and Pearson's share price. In addition, the Nomination &
Governance and Rernuneration Committees consider sharehelder
views on corporate governance and remuneration matters,
respectively, as required.

Private investors Institutional investors' holdings in Pearson account
for around 90% of total shares outstanding, but private investors
representover 91% of the shareholders on our register and we make
a concerted effort to engage with them regufarly. Sharehoiders

who cannot attend the AGM are invited to e-mail questions te the
Chair in advance at chairman-agm@®pearson.com

We encourage our private shareholders to become more informed
investors and have provided a weaith of information on our website
about managing Pearson sharehoidings. We alsa encourage all
shareholders, who have not already done so, to register their
e-mait addresses through our website and with our registrar.

This enables them to receive e-mail alerts when trading updates
and other important announcements are added to our website.

See Shareholder infarmation on p229 or visit our website: www.
pearson.com/carporate/investors/managing-your-shares htmi,

Annual General Meeting Our AGM, on 26 April 2019, isan
opportunity for afl shareholders to meet the Board and to hear
presentations about Pearson's businesses and results.

The Board thought it was an excellent experience to #lustrate
the power of this new way of working and model it for the rest
ofthe organisation and found the interaction with students
enjoyable and insightfil. Read more about the Board’s meeting
in Cape Town on p85.
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Engagement in action

= industry & marketplace

» The Chair, Sidney Taurel, and Non-Executive Director, Lincoln Walien, attended the Pearson Leadership Summit in Berkeley, California.
This event brought together seniar leaders from across Pearson, who engaged with industry thought leaders and external speakers, and
focused on maximising the opportunities of digital disruption, becaming a tifelong partner to {earners and creating a culture of innovation.

> During its meeting In South Africa, the Board attended a discussion event on ‘Putting empioyability at the heart of our strategy’. The event
was hosted by Pearson and attended by external business, policy and thought leaders from the Cape Town area.

=» Employees

»The Board metwithiocal staff and senior management during 2018 visits to Milan and Cape Town. Dinners with senior focal management and
breakfasts with key Laient allowed the Non-Executive Direclars to share their experience and expertise with empioyees as wel as allowing the
Directors to better understand employees’abilities and motivations, helping them to assess the Company's prospects and plans for succession,

»Anumber of the Non-Executive Directors participated in the Pearson innovation Jam - an online, giobal coltaborative event - for all employees.
The event allowad the Directors (o have direct engagement with employees on a platform where ail participants had an opportunity to share
their thoughts, best praciices, and ideas.

~¥» Customers

»in Milan, the Board heard from customers about the chalienges and opportunities they face with digital teaching and learningin schools and
higher education. The panels discussed the demand for high-quality digital content, assessment and tools, closing the gap between school and
workplace, and the need for access to a high-quality career-focused education, This session enabled the 8oard to understand the customer
context to our schools and higher education strategy and explore the Issues posed and how Pearsen might be part of the solution.
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Remuneralion overview

Committee Chair
Elizabeth Corley
Members

Efizabeth Coriey, Josh Lewis,
Tim Score and Sidney Taurel

Key features of our rematheration arrangements in
2018 and 2019

»2018 has been an important year for Pearson with the business
meeting strategic expectations and hitting financial targets, while
recognising that there is more to do over the coming years. For
2018, a bonus of 45% of maximum opportunity was achieved,

»Long-term incentives for Executive Directors vested far
the first time since 2013, reflecting the improving performance
of the business. Overall, 42% of the shares granted under the
2016 LTIP will vest in 2019, subject to a further two-year hoiding
period untii 2021,

»Base salaries have been increased in line with the wider employee
pepuiation. No other changes to cur reward framework for 2019,

»During 2019, we will review Executive Director remuneration policy,
including in relation to the application of the 2018 Code, in advance
of submitting it to shareholders for approval at the 2020 AGM.

Terms of reference

The Committee's terms of reference have been updated in

line with the new UK Corporate Governance Code and are
available on the Governance page of the company’s website
WwWW.pearson.com/governance. A surnmary of the Committee’s
responsibilities is shown an p126.

Board Committee attendance

The following table shows attendance by Directors at Committee
meetings throughout 2018:

Remuneration

Elizabeth Corley 5/5
Josh Lewis 5/5
Tim Score 5/5
Sidney Taurel 5/5

In this remuneration section

Part 1: Remuneration overview p110
Part 2: Executive remuneration framework and

implementation in 2019 pi14
Part 3: 2018 remuneration report p116

Dear shareholders,

QOur approach to remuneration is supporting progress
against the delivery of company strategy

Pearson's purpose is to help peopie make progress in their lives
through fearning. In recent years, the company has focused on
combining content, assessment and technology to deliver
personalised learning at scale. To make progress on this ambitious
agenda requires a strong global management team. Pearson
competes for talent and key skills in a demanding marketplace and
needs to attract and retain high-calibre executives and incentivise
them to deliver results and progress against our strategy, in line
with the sharehoider experience.

Working within our sharehoider approved policy, over the past
24 months, the Committee has undertaken a thorough review of
our Executive Director remuneration and its implementation to
ensure that it supports the execution of strategy while remaining
consistent with sharehuolder expectations.

Strong support at the AGM in 2018

As part of the review, we engaged extensively with our
shareholders, This process cuiminated in the publication of our
2017 Remuneration Report, which received a vote of over 33%in
favour at the AGM in 2018, The Cammittee and Board apprediated
the feedback we received as part of this review and thank you for
the support. We will continue ta consult with our shareholders as
we review policy during 2019 ahead of submitting it for shareholder
approval at the 2020 AGM.

We have reduced LTIP awards for 2017, 2018 and 2019

In 2017 and 2018, we adopted an approach to remuneration that

is simpler, more transparent and with lower maximum levels of
reward as the business goes through a phase of transformation.
We intend to continue this approach for a third year in 2019, with
the Committee deciding to maintain 2019 Long-Term Incentive Flan
(LTtP) award levels at the same reduced percentage of salary asin
2017 and 2018; 275% of salary for the CEO and 245% of salary for
the CFO.

We have reviewed performance against

targets rigorously

The Committee considered the following factors in assessing the
performance against targets for the annual bonus and LTIF in order
to satisfy itself that the outcomes were afair reflection of
performance defivered by the Executive team;

» The Committee reviewed and was satisfied that the performance
targets set were appropriately stretching

»Progress is continuing to make the company leaner and more agile

>The pace of strategic defivery has been strang and this is reflected
in the share price and the returns delivered to shareholders over
the three-year performance period.



As a resudt, the annual bonuses payable to the CEO and CFO under
the Annual Incentive Plan (AlP) for 2018 and the 2016 LTIP vesting
outcome are considered to be fair, reasonabie and commensurate
with value delivered to shareholders over the period.

How we have rewarded performance and strategic
progress in the annual bonus for 2018

Pearson made good progress in 2018, improving hoth operational
and financiat performance and returning to underlying adjusted
operating profit growth for the first time since 2014. Continued
strang prograss in simplifying the portfolio puts the company ahead
of plan, with increased and accelerated cost savings and expected
tatal annualised cost savings in excess of £330 by the end of 2019
- ahead of the original plan for £300m of savings.

While the business is still in the midst of a transformation and
the environment in US Higher Education Courseware remains
challenging, a strong performance in structural growth
opportunities largely offset the declines in this market.

Good progress has alse been made on the digital transformation
with digital and digitally-enabied saies increasing to 62%

of revenues.

The Board expects the business to build on the 2018 perfarmance
and deliver further profit growth in 2019, and remains confident
about Pearson’s longer-term prospects and on building shareholder
value through the delivery of profitable growth, strong cash
generation and continued progress in strategic priorities.

The Committee toak this progress and performance into account
when determining the outcomes under the Group incentive plans
for 2018.

sBDuring 2018, the Board again set a demanding plan for the
business, taking into account market consensus expectations
atthe time

»The company delivered resuits in line with this plan on operating
profit, cash flow and progress against strategic objectives

»Sales in the year did not reach the stretching targets set for the
annual incentive plan, in part due to continued challenges inthe
US Higher Education Courseware business

> There was no benefit from foreign exchange movementsin
determining the outcome of the annual bonuses for the year for
the Executive Directors.

Based on performance against targets, in 2018 the CEO and CFO
achieved a bonus outcome of 45% of their maximum opportunities.
The prior year outcome for the CEQ was 44% of maximurn and

47% for the CFO.

Araund 12,500 Pearson colleagues across the business also
participate in an annual incentive arrangernent which paid out
based on performance during the year, sharing in success across
the business,
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“Pearson returned to underiying profit
growth for the first time since 2014,
while maintaining progress against
strategic goals. Payouts reflect that
improving performance.”

How our 2016 LTIP outcome reflects progress achieved

in May 2016, the Executive Directorswere made awards under the
LTIP, which vest based on performance of the business delfivered
over the three-year period from 2016 to 2018. The target ranges
were set at that time based on the shape of the business in 2016
and taking into account internal and external expectations of
performance when the awards were made, The targets were
consigered by the Committee to be appropriately stretching.

Given the changes in the business since 2016, the Committee has
been very thoughtful about how to assess the performance of
the husiness against targets set to ensure that the outcomes
appropriately reflect the principles against which they were
ariginatly set and the underiying performance of the business
over the period.

In determining the outcomes, the Committee has made
adjustments in three areas: we have adjusted the targets to remove
the contribution expected at the time for businesses we disposed
of during 2017 and 2018 to ensure that performance is assessed

ort a like for fike basis; we have made adjustments so that
management does not benefit from the share buybacks; and we
have adjusted outcomes so that management does not benefit from
the changes in effective tax rate which relate to US tax reforms.

The overall outcome is that 42% of the maximum awards will vest,
This is the first time that LTIP awards to Executive Directors have
vested since 2013, Awards are subject to a further two-year holding
period following vesting.

The LTIP is not limited to Executive Directors with around 1,300
Pearson colleagues aiso benefiting from the vesting of this and
other share awards during the year,
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Remuneration overview

Understanding total remuneration for the CEO for 2018

Given the level of performance achieved and the corresponding
payouts under the AIP and LTIP, the overall reported single figure’
for the total remuneration of John Falion for 2018 increased 10
£3.142m from £1.758m in 2017. This is primarily as a result of the
first payout under the 2016 LTIP for Executive Directors since 2013.
Excluding Lhe LTIP payout the 'single figure’ for John Failon for
2018 is 4% fower than for 2017, A detailed breakdown of the single
figure can be found on p116,

Looking forward to 2019 - continued progress
and restraint

The base salary for the CEC and CFO will be increased by 2.2% in
2019 in line with the average increases for UK employees.

in the interest of simplicity, reflecting support for our approach to
implementation at last year's AGM, and after consideration ofthe
achievements requirad in the coming year, the Committee does not
intend to make any changes to how we implement remuneration
policy for Executive Directors in 2019, We will continue to set
appropriate targets for the year under the AIP and these will be
disclosed in the 2019 Directors’ remuneration report.

The Committee will not increase the percentage of salary face
value of lang-term incentive awards granted in 2019,

We will continue to evolve policy for emerging
best practice

While the Committee considers that we are already well placed
against the revised UK Corporate Governance Code, we will continue
to monitor best practice and adapt our policy to ensure it remiains
fit for purpose and aligned with our strategy and sharehoiders.

The Committee intends to review remuneration policy for Executive
Directors inits entrety in 2019 and this will be put to a shareholder
vote at our 2020 AGM.

Gender pay gap for 2018

Pearson's Great Britain gender pay gap report for 2018 was
published earfier this month based on data as at 5 April 2018,

Overall, we have seen a slight impraovement in the overali median
gender pay gap which has reduced from 15% to 14%,

While some progress has been made, itis clear there is still more
to be done. Since publishing our first reportlast year, a broader
Diversity & Inclusion action plan has been putin place, which will
keep us focused on tadding this issue in the coming year and
beyond. Further details of this are cutlined within Pearson's
published report.

Conclusion

» Discipline and restraint in decisions made against the backdrop of
continued progress and delivery

» 45% payout under the A, reflecting operating profit within
guidance range, continued strong cash flow generation and
progress against strategic objectives but also sales that did not
reach the stretching targets set

»42% payout under 2016 LTIP, reflecting good progress but an
acknowledgment of work still to do

»Base salary increases in line with wider employee population.

It is impartant to the Committee to ensure that remuneration
continues to support the sustained defivery of company strategy
while rewarding management appropriately in the context of
business perfarmance and shareholder experience.

Continuing conversations with shareholders have been invatuabte.
I lock forward to receiving your support at the AGM and to further
dialogue as we review Remuneration Policy for Executive Directors
in 2019,

Elizabeth Corley
Chalr of Remuneration Committee

11 March 2019
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The foltowing summarises how current policies and implementation compare against the main provisions of the 2018 Code.

~¥ Pension alignment

As part of our review of policy in 2017, we lowered the pension opportunity such that new appointments are eligible to receive
pension contributions of up to 16% of pensionable salary or a cash allowance of up to 16% of salary.

During 2019 we will further review our approach to pension to ensure it remains appropriate in the context of the retirement
provisions provided across the wider workforce.

~¥ Holding periods

Our LTIP awards are subject w0 a two-year holding period following vesting and therefore already comply with this aspect of the
2018 Code.

=¥ Post-employment shareholding guidelines

with effect from 2018, Pearson introduced a requirement whereby Executive Directors are required to retain half of the current
guideline for a period of two years post-retirement in respect of shares vested from company incentive plans.

We will continue to monitor market practice and shareholder sentiment in this area to ensure our approach remains apgropriate,

~» Apply judgement and discretion

Policy already allows the exercise of discretion to adjust autcomes under incentive framewaorks. We have in place the Committea’s
ability to do this and therefore already comply with the Code in this area,

=» Recovery provisions

Incentive arrangements are already subject to malus and clawback provisions and therefore already comply with the Code in
this area. During 2019, we will review the circumstances in which malus and clawback may be applied to ensure that this continues

tobe appropriate.

=» Wider workforce remuneration

The Committee already reviews remuneration arrangements for Pearson Executive Management and our terms of reference have
now been amended to include these roles formally within the Committee’s remit. During the year, the Committee took steps to
strengthen further the information provided to the Committee regarding broader workforce remuneration and related poficies te
ensure that these are fully taken into account when determining Remuneration Policy and implementation for Executive Directors,
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Remuneration framework

Executive remuneration framework and how it will be implemented in 2019

see plis

Base salary

Key features

» Fixed pay which reflects the level, role, skills, experience,
the competitive mariket and individual contribution

» Under the Policy, base salary increases will not ordinarily exceed
10% per annum

s Salary review takes into actount a range of factors, including:
the level of increases made across the company as a whole;
particular circumstances such as changes in role, responsibilities
or organisation; the remuneration and ievel of increases for
Executives tn similar positions In comparabie companies; general
aconemic and market conditions; and individual performance,

2019 implementation

Salaries effective T April 2019:

yjohn Fallon: £817,4060 {(+2.2%)

> Coram Witliams: £539,500 (+2.2%)

When reviewing sataries, the Committee took into account the ievel
of increases made across the company as a whale, business and
individual performance, and general econoemic and market

canditions. The increases awarded to Executive Directors are
in line with the general Increase across the UK which was 2.2%.

Allowances and benefits seeptls

Key features

» Allowances and benefits which reflect the local competitive
market and can include travel and health-related benefits

» The totai value of sllowances and benefits for Executive Directors
will not ordinarily exceed 15% of base salary in any year.

2019 implementation
No changes for 2019.

Retirement benefits see pi16, 121

Key features

» Current Executive Directors are members of the Finat Pay section
of The Pearson Pension Plan, which is closed to new members.
Additional cash alfowances may apply in spedific drcurnstances.

>in October 2017, the CEQ reached the maximum service accrual
under the Pearson Pension Plan as he had over 20 years of service.
He therefore receives no further service-related benefits under this
Plan but continues to receive a taxable cash supplement of 26% of
base salaryin lieu of the previous FURBS arrangement.

» New appointments are eligibie to join the Money Purchase section
of The Pearson Pension Plan and receive contributions of up to
16% of pensionable safary or may receive a cash allowance of up
to 16% of salary.

2013 implementation

There will be no changes to the pension provision of the existing

Executive Directors.

As noted above, during 2019 we will further review our approach
to pension ta ensure thatitremains appropriate in the context of
the retirement provisions provided across the wider workforce.

Annual incentive plan see pT16, 117,118

Key features

» Motivate the achievement of annual business goals aligned to
financial and strategic priorides

» Performance measures, weightings and targets are set annually
by the Committee to ensure continued alignment with strategy

> Each AIP componentis independent. For the CEC to achieve the
maximum overall payout {180%) would require maximum
performance on each individual component and outperformance
on any one element cannot compensate for athers

> Performance metrics linked to strateglc priorities are selected to
support Pearson’s transformation strategy. A payout will only be
made if a minimum level of performance has been achleved under
the financial metrics

»Stretching performance targets are fully disclosed in the annual
remuneration report foliowing the end of the performance period

+Malus and clawback provisions appiy.

2019 implementation

Maximum oppartunity unchanged for 2019:

> 180% of base salary for the CEO

»170% of base salary for the CFO

The CEQ's target bonus is haif of the maximum bonus allowed under

policy, However, as a measure to restrict the tevel of maximum

payouts for the CEO, his payoutis capped at 130% of safary.

The CFO's target bonus is 50% of his maximum opportunity.

Far 2019, the foilowing balanced mix of financial and strategic
measures will be used, which is unchanged from the previous year:

Adjusted
operating profit  Sales Operating cash flow Strategic measures
40% 20% 20% 20%

Targets are considered by the Board to be commaercially sensitive
and will be disclosed in the 2019 Directors’ remuncration report.,



Long-term incentive plan see p116, 118, 119

Key features

» Drive long-term earnings, share price growth and vatue creatlon

» Align the interests of Executives and shareholders

» Awards are made annually, and vest based on performance against
stretching targets measured over a three-year performance period

»An additional two-year helding periad apptles foliowing vesting

» The Committee will determine the performance measures,
weightings and targets goverping an award prior to grant to
ensure continuing alignment with strategy and that targets are
sufficientfy stretching

+Malus and clawbacik provisions apply.

2(19 implementation

Mward levels as a percentage of salary witt remain the sarne as those

pranted in 2017 and 2018:

» 275% of base salary for the CEC

» 245% of base salary for the CFO

Parformance metrics, welghtings and targets:

When setting targets, the Committee taok into account the disposal

of Wall Street English, share buyback and the adjustments to tax in

2018, resulting in a 2018 EPS outcome for incentive purposes of 63.1p

and ROIC of 4.7%. These adjustments are expiained in further detail

on p1t8 and p119. The Committee also took intd account the sale in
early 2019 of the US X12 Courseware business which contributed
£364m to 2018 sales and around £20m to 2018 operating profit,

Adjusted EPS {one-third)

i/esﬂngsch:dule(sb max} EPS for FY21

15% 65p
65% 70p
100% 80p
ROIC {one-third)

yesting schedule (% max) ROICTor FY21

1546 59
65% 6%
100% 9%
Redative TSR {one-third}

Veesting schedule (% max) Ranked position versus FTSE 100

25% Median

100% Upper quartile

Note: Stralght-fine vesting in between paints shown, with no vesting for
performance below threshold,
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Shareholding guidelines see p120

Key features

» Align the interests of Executlves and shareholders and encourage
{ong-term shareholding and commitment ta the company

» Executive Directors are expected to build up a substantiai
shareholding i the company. The target holding is 300% of
salary for the Chief Executive and 200% of satary for other
Executive Directors

> Executive Directors have five years from the date of appointment
ta reach the guideiine

> In 2017, Pearson introduced a reguirement whereby Execative
Direclors ara required to retain half of the current guideiine for &
period of twa years post-retirement in respect of shares vested
from company incentive plans.

2019 implementation
No changes for 2019.

Non-Executive fees seepl2z
Key features
»The Chairman is paid a single fee for ali of his responsibilities

> The Non-Executive Directors are paid a basic fee, The Chairs
and members of the main Board Cormmittees and the Senior
independent Director are paid an additional fee to reflect their
extra responsibilities

> The Chalrman and Non-Executive Directors recelve no other pay
or benefits, except for reimbursement of expenses, and do not
participate in incentive plans

s A minimum of 25% of the Chairman’s and Non-Executive Directors’
basic fee is paid in shares.

2(1M9impiementation
There will be no changes to fees for 2019;

Role Feesfor 2019
Chairman of the Board £500,000
Base fee for Non-Executive Directors £70,000
Additional 5ID fee £22,000
Role chair Member
Audit Committee £27.500 £15,000
Remuneration Committee £22,000 £10,000
Naomination & Governance

Committee £15,000 £8,000
Reputation & Responsibility

Committee £13,000 £6,000

Our Remunaeration Policy was approved by shareholders at the AGM held on 5 May 2017 {and can be found in the Gavernance section of our website
Pearson.com/governance}. The table above summarises the key elements of the remuneration framework for Directors as set cut in our Polity, including how

we jntend to implement it in 2019,
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Certain parts of this report have been audited as required by the Large and Medium-sized Companies and Groups (Accounts and Reports)
Regulations 2008 as amended. Those tables which have been subject to audit are marked with an asterisk.

Single total figure of rernuneration and prior year comparison®

Total aggregate emoluments for Executive and Non-Executive Directors were £6,241m in 2018, These emofuments are included within the
total employee benefit expense in note 5 to the financial statements (p167).

Executive Directors

The remuneration received by Executive Directors in respect of the financial years ended 31 December 2018 and 31 December 2017 is set
out bejow.

Executive Director 'single figure’ remuneration

Element of remuneration mjohnFalrlurn Cora-mwilliams
£000s _ _ 2018 2017 2018 2017
Base salary 795 780 525 515
Afiowances and benefits 43 45 14 19
BT Arnual incentives 644 624 an 412
tong-term incentives 1,454 o 843 4
Retirement benefits 206 309 54 52
Total remmuneration 3,142 1,758 1,837 1,018
Notes to single figure table
W Base salary Annual incentives
The base salary shown in the single figure table reflects salary paid The 2018 annual bonus for the Executive Directors was based
inthe financial year. on 2 mix of financial (B0% weighting) and strategic measures

(20% weighting). Annual bonuses are paid in cash. For more
A-!-a

Allewances and beneﬁts detail an performance metrics and performance against targets,
The breakdawn of benefits is as follows for 2018; see below.
johr Coram Long-term incentives ‘

Fallen Wiillams
Travel P 3z Thesingle figure of remuneration for 2018 includes the vesting of
Healthcare 5 ) the 2016 LTIP award, which was subject to performance conditions .
— assessed to 31 December 2018. For mare detail on perfarmance
Travel benefits comprise company car, car allowance, private use metrics and performance against targets, see below. The values of
of adriver and reimbursements of a taxable nature resulting from vested LTIP awards included in the figures for total remuneration
businass travel and engagements, Health benefits comprise have been calculated using a three-month average share priceto
healthcare, health assessment and gym subsidy. In addition to year end of 904p and do not reflect any dividends accrued on those
the above benefits and allowances, Executive Directors may also shares.
participate in company benefit or policy arrangements that have BRW Retirement benefits

no taxable value. ; i . i
Further detail on retirement benefits is set outlater in this report.
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Executive Directors’ annual incentive payments for 2018”

The following summarises bonus outcomes, performance targets for 2018 AIP awards and performance
against these targets:

Summary
CEQ CFO
;muspaidr - " %ofmaximum ' o .ll-ﬁu;ug‘p:l:i T ®ofmaximam
£643,889 as%  camae 4%
Overall outcome

7 Performance range T Payo;:
o T watmax
bonus
fﬂ[ﬂangu‘m?ﬂe‘_ softotal  Threshoid Target Max  Actuairesults oppaertunity
Ad|usted operating profit 40%  £518m £543m £598m £5s6m S8
-Saies 20% £4,200m £4,250m  £4,325m £4.12§;" 0%
Operating cash flow 20%  £485m  £S06m  E558m £513m  61%
girategicmeasures 20% See below ' ._________4%;
100% 45%

Note 1: The overall outcome Is 5% of maximum (2017; 44% of max for the CEQ and 47% of max for the CFQ),

Note 2: The CEQ's target honus Is half of the maximum bonus allowed under policy. However, as 2 measure to restrict
the level of maximum payouts for the CEQ, his payout is capped at 180% of salary. The CFO's target bonus Is 50% of ks

maximum oppaortunity.
Note 3: The autcomes under all measures have been reviewed by internai audit.

"7
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Performance against strategic measures
The targets (and outcarmes) for performance against each of the strategic measures are shown in the table and supporting narrative below.

% of total

Strategic Priotity  Measure funding Threshetid Target Max Outcome
Gain share Growth in digital and 596 59.8%(10.5% 60.3% {+T% 60.8%{+1.5%  Made significant progress with Pearson's
through dipitally-enabled sales as a on 2017 result) on 2017 resulty on2017 result)  digital transformation in 2018 with digital
digital proportion of revenues and digitally-enabled sales increasing to
transformation (excluding WSE and K12 62% of revenues in 2018 vs, 59% in 2017.
Courseware)}
Global Learning Platform 5% Critical Critical Allmilestones  Continued to investin the Global Learning
{GLP) - delivery of key 2018 mijestaneson  milestones and deliverables Platform and innovative proaduct andfeature
milestones related to Rio track ang key ontrack pipeline. In 2018, launched pllot versions of
and Revel pilots deliverables new Developrmental Math courseware -
on track ‘Rin' -and will launch multiple Revel titles
with enhanced assignment options and
data anafytics onthe GLP during 2619,
Growing sVirtual schools FTE 5% No payout Progressin Progressinall  Strang performance in structural growth
market enroiment growth belowtarget  three areas five areas opportunities with enroiment up 14% in
opportunites  , crawen ‘Big Bets’ US Oniine Program Managemeni (reyenue
up 10% globally), enrciment up 11%in Virtual
i Pgarson VUE cantract Schools (revenue up 8% in Connections
wins and renewais Academy), revenue up 4% in Professional
>US OPM partners, programs Certification and Pearsan Test of English
and enrolment Academic test valume growth of 30%.
»English PTE growth
Become The Enabling Programme 5% Critical Critical A milestones  Went live with new enterprise software
simpler and (TEP) - linked to key milestoneson  milestones and deliverables system in the LS in May, replacing decades-
moreefficient deliverables/milestones track and key ontrack old technology with a new platform
including (successful} deifverables that reduces risk, accelerates digital
deployment ontrack transformation, and enables us o become
of Wave 7 Release 1, 2 &3 even more efficient.
and progress on RoW and As a result of the rall-out, thera were some
Release supply chain challenges, but issues were

dealt with quickly. Made good prograess.

Taking into account the above assessment of performance, the Committee judged that the overall payout on the strategic element was
47% of maximum.

How the Committee has exercised its discretion

Executive Directors’ Long-Term incentive Plan
The Committee has been very thoughtful about how to assess the

award vesting for 2018* !

o performance of the business against targets set to ensure that the
In May 201 6 the Executive Directors were made awar_ds undef outcomes appropriately reflect the principles against which targets
the LTiP which vest basz_ed on performance of the business delivered  \yore ariginally set and the underlying performance of the business
over the three-year period from 2016 to 2018. The target ranges over the period. in determining the cutcomes, the Committee
were set at that time b_ased onthe shape of the buswfess in 2015, has made adjustments in three areas: business disposals, share
and ook into account internal and external expectatians of buybacks and the reduced effective corparate tax rate for 2018,
performance when the awards were made. The targets were Further details are outlined below.

considered by the Commiittee to be appropriately stretching.



The gverall cutceme is 42% of the maximum awards will vest.
This is the first time that | TIP awards have vested for Executive
Directors since 2013.

Business disposals

Since the targets were set, the Group has made a number of
disposals; GEDU in August 2017, a 22% stake in Penguin Random
House {PRH}in Gctober 2017, and the disposal of Wall Street English
(WsE) in March 2018. The adjusted earnings per share (EPSYand
return on invested capital (ROIC) target ranges have been adjusted
to remove the contribution that was anticipated from the
businesses which no longer form part of the Pearsan Group.
These adjustments ensure that the performance of the retained
portion of the Group is being assessed on a like-for-fike basis over
the performance period. The Committee considers this approach
ensures that the revised targets represent the same degree of
stretch as the original target ranges taking inte account the
evglving shape of the business.

The adjusted targets and performance against these adjusted targets are as foflows:

Sectiond Governance/Remuneration 119

Share buyback

The proceeds of the partial sale of PRH were used to fund the share
buyback of £300m. The Committee determined that it was
appropriate to remove the positive impact of the buyback en

EPS in 2018 when determining the outcome of the LTIP awards.

Corporate tax rate for 2018

The effective corporate tax rate for 2018 is lower than for a number
of years due to a combination of external corporate tax rate
changes and the conclusion of some long outstanding matters.
The Committee did not believe that management should benefit
from the rate changes which relate to US tax reforms, but shouid
receive the benefit of the release of tax provisions which have

been buiit up over prior years as these reflected prudent

financial management.

Taking into account the share buyback and the adjustments to
tax, the Committee therefora considered the appropriate EPS
outcome for incentive purposes to be 63.1p and the appropriate
ROIC outcome ta be 4,7%. This compares to adjusted EPS of
70.3p and a ROIC of 4,7%.

' F’er{orman;:e range Vesting
Threshold Maxtmum Threshold as Maximum as
unadjusted unadjusted adjusted adjusted
Perfarmance measure % of total {25% payaut)  (100% payout} (25% payout)  (100% payout) Actual % achlevement % of total award
Adjusted EPS 142 51.4p 78.3p 55.3p 73.1p 63.tp 58% 29%
ROiC 143 5.5% 6.7% 4.9% 6.3% 4.7% 0% 0%
Upper Lipper
Relative TSR 1/6 Median quartite Median quartle 26 outof 78 78% 13%
100% Total A2%
Refative TSR was measured against the constituents of the FTSE World Media Index at the start of the performance period.
The Committee considars that the overall vesting outcome is fair and appropriately reflects the underlying performance during the
relevant period.
K} | ong-term incentives awarded in 2018"
The following LTIP awards were granted during the year:
Value for
threshold
Facevalue performance (% of
i@:mr Dateofaward Vestingdate Numberofshares Facevalue (% ofbase salary) maximuml*  Performance Period
Iehn Falton 8 May 2018 1 May 2021 246,000 £2,198,256 275% 18% 1Jan13-31Dec 20
CoramWilliams 8 May 2013 1 May 2021 145,000 £1,295,720 245% 18% 1jan 18-31Dec 20

* Under the EPS and ROIC element 15% vests for threshold performance, under the TSR element 25% vests for threshold performance, This is the weighted average

afvesting for threshald.

Face value was determined using a share price of 893.60p (previous trading day closing price as at the date of grant).

Any shares vesting based on performance wiil be subject to an additional two-year holding period to 1 May 2023.
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Details of the performance targets for the 2018 long-term incentive awards are set out in the tables below.

w,qd'u,(uj l:ar!-\lngs per ;hare {EPS) ion;;);ﬁd;ﬁ T ’ -itc;;m Drlrlilnveis?ed ca_pu;ﬁkoig)(onej&lrd; : ’ ?:Ja;l\;e !;l—als_ha_l:eh@e; I'S!,;.I"! {TSR) {one-third) .
__Vestmgschiedule(hmax)  AUSUEPSTOrFY20 | Vestingschedule(hmax)  AdjustedROICHorFY20 | estingschedule (% max) Ranked poston s TSE 100 .
15% 65p 159% 5% 25% Median '
65% 68p 65% 6% 100% Upper quartile
$00% 80p or above 100% 8% or above o

Note 1: Stralght-line vesting will occur i between the points shown, with novesting for perfarmance beiow thrashaold,
Note 2: Pearson's total sharehotder return performande is measured relatlve to the constituents of the FTSE 100 Index aver the performance period.

Directors’ interests in shares and value of shareholdings

Shareholding guidetines

Executive Directars are expected to build up a substantial With effect from 2018, shareholding guidelines far Executive

shareholding in the company in line with the policy of encouraging Directors were extended post-retirement. Executive Directors are

widespread empioyee share ownership and to align further the required to retain half of the current guideline for a period of two

interests of Executive Directors and shareholders. The target years post-retirement in respect of shares vested from company

holding is 300% of salary for the Chief Executive and 200% of salary incentive plans.

for the other Executive Directors, Shares that count towards these . . )

guidelines include any shares held unencumbered by an Executive Lhe Shareh?gd' e guidelines do not apgly_to the thalrmafn: nd .

Director, their spouse and/or dependent chitdren plus any shares NO"'E"ECUEVE gfreciors;fHoufveve:,: rl;lnlmum c;l 25% r:] t ehbas;c

Dirgctors have five years from the date of appointment to reach e | s have committed ta retain for the period
of their directorships.

the guideline. Once the guideline has been met, itis not retested,
other than when shares are soid.

Directors’ interests®
The share interests of the Directors and their connected persons are as follows:

Current Total number of
shareholding ordinary and
(erdinary shares} Conditional shares conditlonal shares Guigeline
Director at31Dsc18 at 31 Dec 18 at31Dec18 {%salary} Guideling met?
Chair
Sidney Taurel 89422 - - - -
Executive Directors
John Fallon 320,784 995,000 1,321,784 300% Yes
Coram Williams 15,010 582,000 597,010 200% n/a(seenote d)
Non-Executive Directors
Elizabeth Corley 13,245 - - - -
Vivienne Cox 6,282 - - - -
Josh Lewis 12,524 - - - -
Linda Lorimer 8,902 - - - -
Michael Lynton 3,488 - - - -
Tirn Score 26,489 - - - -
Lincoln Wallen 6,346 - - - -
Note 1: The current vaiue of the Executive Directars’ shareholdings is based on Note 3; Conditional shares means unvested shares which remain subject to
the closing market value of Pearson shares of 841.4p on T March 2019 against performance conditions and continuing employment for a pre-defined period.
base salaries at 31 December 2018.
Note 4: Coram Williams has five years from the date of his appointment as an
Note 2: Ordinary shares include both ardinary shares fisted on the London Executive Director on T August 2015 to reach the sharaholding guideline,
Stock Exchange and American Depositary Receipts (ADRs) fisted on the New 5 . 3
York Stock Exchange. The figures include both shares and ADRs acquired by Note 5:There have been no changes in the interests of any Director between
31 December 2018 and 1 March 2019, being the latast practicable date prior

Individuals under the long-term Incentlve pian and any lagacy share plans

they might have participated in. to the publication of this repart.
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Movements in Directors’ Interests in share awards during 2618°

Number
ofshares Number of
Date Vesting asat sharesas at
Plan of awarrd date  1jan 2018 Awarded Rejeased Lapsed 31 Dec2018 Status
John Fallon
i1 & May 2018 1 May 2021 246,060 246,000  Qutstanding subjectto performance
11 Sep 2017 1May 2020 366,000 366,000 Qutstanding subject to performance
Performance tested to
_ 3 May 2016 3May 2019 383,000 383,000 31 December 2018 {(see Nate 3)
749,000 246,000 995,000 W
CoramWilllams
8 May 2018 1 May 2021 145,000 145,000  Qutstanding subject to performance
11 Sep 2017 1May 2020 215,000 215,000  Qutstanding subjectta performance
Performance tested to
. 3 May 2016 3 May 2019 222,000 222,000 31 December 2018 (see Note 3)
_ i 437,000 145,000 582,000
Moie 1;Released means where shares have been transferred to participants. MNote 3: The performance targets for the 2016 award were partially met and
. therefare 42% of this award willveston 1 May 2019 and the remaining portion
Note 2: TSR Is measured relative to the canstltuents of the FTSE World Medla will fapse. Vested shares wili be subjectto an additlonat two-year holding petiod
Index for 2016 LTIP awards, Forthe LTIP awards granted In 2017 and 2018, to 3 May 2021,

TSR Is measured relative to the constituents of the FTSE 100,

Performance targets for outstanding awards under the Long-Term Incentive Plan (LTIF}
The details of outstanding awards and their performance conditions under the Long-Term Incentive Plan (LTIP) as described in the table
above is set outin the following table.

Shar:n':;:é: Yesting Performance Performance Payoutat Payoutat

Date of award of award date measures Weighting period threshold maximum
& May 2018 893.6p 1 May2021 Relative TSR One-third 1 Jan 2018 to 31 Dec 2020 25% at median 100% at upper quartile
ROIC  One-third F¥ 2020 15% for ROIC of 5% 100% for ROIC of 8%

Adjusted EPS  QOne-third FY 2020 15% for EPS 65p 100% for EPS 80p

11 September 2017 586.0p 1May2020 Refative TSR 309 1Jan 2017 to 31 Dec 2019 25% at mediar 10056 at upper quartile
ROIC 30% FY 2019 15% for ROIC of 4.5% 100% for ROIC of 7.5%

Adjusted EPS 40% FY 2019 15% for EPS 55p 100% for EPS 75p

M Executive Directors’ retirement benefits and entitlements”

Details of the Directors’ pension entitements and pension-related benefits during the year are as follows:
Value of defined benefic Other allowances In Total annual Accued penslon

over the perlod #ieu of pension value in 2018 at310ec1s
Director £000s £000s £000s £000s
John Fallon 206 206 106
Coram Williams 54 54 36
Note 1: The accrued pension at 31 December 2018 is the deferred annual pension  Note 3: Other ailowances in lieu of pension represent the cash atiowances
to which the inember wouid be entitied on ceasing pensiohable service paid in lieu of the previous FURBS arrangemaents.
on 31 December 2048. 1t i ble fi he UK Plan,
Normal retirement age ];rgiza.tes to the pension payable from the UK Flan Note 4: Total annual value Is the sum of the previous two columns and is

disciosed in the single figure of rernuneration table.

Note 2: The value of defined benefit over the periad comprises the defined
benefit input value, less inflation, less Mndividual cantributian.
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Plans

John Fallon - The Pearson Group Pension Plan

John attained the maximum service accrual for this benefit when he
reached 20 years’ service in Qctober 2017, With effect from this date,
he had accrued a benefit of two-thirds of his final pensionable salary
and no further service-related benefits can accrue under the Plan.
Based on the 2018/2019 earnings cap of £160,800, he will have
accrued a pension of £105,884 per annum at this time. When the
earnings cap under the Plan rules is increased in the future in line
withincreases in the UK retail price index, his final salary pension
benefit will increase accordingly.

Chair and Non-Executive Director remuneration”

In addition, he receivad a taxable and non-pensicnable

cash supplement {of 269 of salary) in lieu of the previous
FURBS arrangement. During 2018, john received the pension
supplernent of 26% of salary only. There are no enhanced early
retirement benefits.

Coram Williams - The Pearson Group Pension Plan

Accrual rate of 1/60th of pensionabie salary per annum,
restricted to the Plan earnings cap (£160,800 per annum in
2018/19), with continuots service with a service gap. There are
no enhanced early retirement benefits.

The remuneration paid to the Chairman and Nan-Executive Directars in respect of the financiai years ended 31 December 2018 and

31 December 2017 are as follows:

2018 2017
Director
£000s Totaifeas Taxable benefits Total Totalfees Taxable beneflts Total
Sidney Tauret 500 " 511 500 12 512
Elfzabeth Corley 15 - 115 112 - 1z
Vivienne Cox 128 3 131 123 3 126
Josh Lewis 88 4 22 a5 5% 144
Linda torimer 98 4 102 97 5 102
Mictkael Lynton 69 - 69 - - -
Harish Manwani 29 1 30 31 4 85
Tim Scare 116 - 16 113 - 13
Lincoin Wallen 91 5 96 91 <] 97
Total 1,234 28 1,262 1,202 89 1,291

Note 1: A minimum of 25% of the Chafrman’s and Non-Executive Directors’ basic fee Is paid In shares, effective from the 2017 AGM policy approval.

Note 2: Taxable benefits refer to travel, accommaodation and subsistence expenses incurred while attending Board meetings during the perlod that were pald or
reimbursed by the company which are deemed by HMRC to be taxabie In the UK. The amounts in the table above include the grassed-up cost of UK tax to be paid by
the company on behalfof the Directors. Michael Lynten joined the Pearson Board as a Non-Executive Director with effect from 1 February 2018. Marish Manwani

retired from the Board at the AGM in May 2018.

Payments to former Directors®
There were no payments to former Directors in 2018.

Payments for loss of office®

There were no payments for loss of office made ta or agreed
for directors in 2018.

Service contracts

The terms and conditions of appointment of our Directors are
available for inspection atthe company's registered office during
normal business hours and atthe annual general meeting. The
Executive Directors have notice periods in their service contracts of
12 manths from the company and six months from the Executives.

Their contracts are dated 31 December 2012 {John Falion) and

26 February 2015 {Coram Williams). Non-Executive Directors serve
Pearson under fetters of appointment which are renewed annually
and do not have service contracts. The Non-Executive Directors’
letters of appointment do not contain provision for notice periods
or for compensation if their appointrents are terminated.

Executive Directors’ non-executive directorships

Coram Williams is engaped as a non-executive director of Guardian
Media Group plc where he aiso chairs the audit committee.

He received fees of £39,000 during 2018 in respect of this role.

In accordance with our policy, he is permitted to retain these fees,



Historical performance and remuneration

Totat shareholder return performance

We set out below Pearson's total shareholder return (TSR)
performance relative to the FTSE All-Share index on an annual

basis over the ten-year period 1 January 2009 to 31 December 2018.

This comparison has been chosen because the FTSE Ali-Share

represents the broad market index within which Pearson shares

are traded. TSR is the measure of the returns that a company has

provided for its shareholders, reflecting share price movements
and assuming reinvestment of dividends (source: Datastream).

Sectlon 4 Governance/Remunaration
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{n accordance with the reporting regulations, this section also
presents Pearson's TSR performance alongside the single figure
of total remuneration for the CEO over the lastnineyears and a
summary of the variable pay outcomes relative to the prevailing

maximum at the time.

CEQ remuneration Marjorte Scarding John Fallon

Total remuneration

{single figure, £000s) 6,370 8,466 8,340 5,330 1,727 1,895 1,262 1,518 1,758 3,142
Annual incentive

(% of maximum) 91% 92% 76% 24% 34% 51% Nil 24% 44% 45%
Long-term incentive

(% of maximurn) BO% 38% 685 37% Nil Nil Nil Nit il 42%

Annual incentive Is the actual annual incentive received by the incumbent

as g percentage of maximum opportunity,

Lohg-term incentive is the payout of performance-related restricted shares

ungerthe LTIP where the year shown is the finalyear of the performance

Period for the purposes of calculating the single tota) figure of remuneration.

Comparative information

The following information is intended to provide additional context

regarding the total remuneration for Executive Directors,

Relative percentage change in remuneration for CEO

The following table sets aut the change between 2017 and 2018 in
threa elements of remuneration for the CEQ, in comparison with the
average for all employees. While the Committee reviews base pay
for the CEC relative to the broader employee population, benefits

are driven by locaf practices and eligibifity is determined by level

and individuai circumstances which do not lend themselves
1o comparison.

Total rernuneration Is as reflected In the single tatal figure of
remuneration table.

John Fallon's totat remuneration opportunity 's iower than that of the previous
Incumbent. Variable payouts under the Annual and Long-Tarm Incentive Plans

reflect performance for the relevant periods.

Average employee base salary has increased due to the disposal of
businesses which included a significant number of employees in
lower cost locations, Annual incentives for employees were higher
in 2017 relative to the CEO whose bonus was reduced to reflect

shareholder experience at the time,
Change in CEC remuneration 2017/18

Basesalary Allowances and benefits Annualincentives

@2% Q% 3%

Change in employee remuneration 2017/18

Base salary Altowan¢es and benefits Annual incentives

Q11% Q 19% Q7%
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Relative importance of pay spend

The Committee considers Directors’ remuneration inthe context
of the company’s allocation and disbursement of resources to
different stakeholders. in particular, we chose adjusted operating
profit because this is a measure of our ability to reinvestin the
company. We include dividends because these constitute an
important etlement of our return to shareholders,

Change
All figures in £ miMions 2018 2017 o £m %
Adjusted opérating profit T 546 576 (30} -5%
Dividends & share buy-
backs 136 $18 {482} -18%
Total wages and salaries 1,421 1,567 (146) -9%

Note 1: Adjusted operating profit Is as set out In the financlai statements.

MNote 2: 2017 figure for dividends & share buy-hacks Includes one-off share
buyback of £300m in 2017,

Note 3: Wages and salaries inciude continuing operations anly and Include
Olrectors, Average employee numbers for continuing operations for 2018
were 24,322 (2017: 3G,339), Further details are set outin note 5 to the financial
statements an p167.

Note d: Totalwages and salaries would be -7% 3t constant exchange rates.

Dilution and use of equity

Pearson can use existing shares bought in the market, treasury
shares or newly issued shares to satisfy awards under the
company's various share plans, For restricted stock awards under
the LTIP, the company wouid normaily expect to use existing shares.

There are limits on the amount of new-issue equity we can use.

in any rolling ten-year period, no more than 10% of Pearson equity
will be issued, or be capable of being issued, under all Pearson’s
share pians, and no more than 5% of Pearson equity will be issued,
or be capable of being issued, under Executive or discretionary
plans. The headroom available for all Pearson plans, Executive or
discretionary, and shares held in trust is as follows;

Headroom 018
Ali Pearson plans 8.5%
Executive or discretionary plans 5.0%

4.6%

Shares heldin trust

The Remuneration Committee in 2018

Role Name Title
Chair Elizabeth Corley Independent.
Josh Lawis Non-Executive Directors
Tim Score
Sidney Taurel Chairman of the Board
Internal john Iéa'rion C*:IefE;ecut_w_é e T
attendees CoramWilliams Chief Financial Officer
AnnaVikstrém Persson  Chief Human Resources
Officer
Stuart Nalan SVP, Reward
Stephen jones Company Secretary

External advisers Deloitte LLP

Sidney Taurel was a member of the Committee throughout 2018 as
permitted under the UK Corporate Governance Cade,

Advisers to the Remuneration Committee

During 2018, the Remuneration Committee received advice

from independent Remuneration Committee advisers, Deloitte LLP,
Deioitte LLP were appointed by the Committee in july 2017 following
a tender process.

Deloitte LLP supptied the Committee with advice on current market
trends and developments, incentive plan design and target setting,
investor engagement and other generai Executive remuneration
matters. In respect of their services to the Committee, Deloitte

LLP were paid fees, which were charged on atime spent basis,

of £135,900. During the year, separate teams within Deloitte LLP
also provided Pearson PLC with certain tax and other advisory

and consultancy services.

Deloitte LLP are founding members of the Remuneration
Consultants’ Group and adhere to its code of conduct.

Tiwe Corrnitbee rendins satisited thd the advice provided by
Deloitte LLP was ohjective and independent and that the provision
of other services in no way compromised theirindepandence.

it is the view of the Comemittee that the Deloitte LLP engagement
partner and team that provide remuneration advice ta the
Comimittee do not have connections with Pearson that may impair
their independence. The Committee reviewed the potential for
conflicts of interest and judged that there were appropriate
safeguards against such conflicts.



Remuneration Committee meeting focus during 2018

Areaal
responsihilicy

Marker

Activitles

Moted Detoitte’s overview of
the current remuneration and
governance environment,

Received a number of updates
on and considered changes to
the corporate governance
environment for executive
compensation in particular
inrelation (o the new LK
Corporate Governance Code,

Section 4 Governance/Remurneration

Performance

Received input from the Audit
Committee, Internal audit and
from management on the
financial performance of the
business and progress against
strateglc measures. Received
inputfrom investor relatlons ¢n
market consensus expectations.

Noted and reviewed the status
of outstanding long-term
incentive awards based onthe
current view of likely Pearsan
financial performance,

Reviewed and approved 2017
annualincentive performance
and payouts for Executive
Directars, Pearson executive
rmanagement, senior ieaders
and eligible employees.

Noted repart on talent,
retention and veluntary
leavers from CHRO.

implementation

Reviewed annual salary
increases for Pearson's
Executive Directors,
Executive management
and senior feaders.

Reviewed and approved 2018
indlvidual annual incentive
opportunities for the Exacutive
Directors and Pearson
executive management.

Revtewed and approved

2018 employee annual
incentive pfan targets.

Approved nil payout under 2015
fong-term incentive plan awards.

Reviewed and approved 2018
long-term incentive awards

for the Executive Directors

and Pearson Executive
management, including the
quantum of awards and targets.

Noted 2018 long-term incentive
awards for managers.

Noted remuneration packages
for new appointments to the
Pearson Executive management
team and termination
arrangements for leavers.

Conducted an evaluation of the

Governance Nated the activity of the Noted company’s use of equity
Standing Committee of for empioyee share plans, Committee's performance.
the Board inrelation to the
operation of the company's
aquity-based reward
pragrammes.
Policy Reviewed wider workforce Reviewed and reconfirmed
remuneration and the aperation of the Policy
related policies. for 2019 taking into account
workforce remuneration
and related polices.
Disclosureand  Cansidered feedback from Reviewed and approved 2017  Reviewed 2018 Annual Noted template and outline of
engagement key shareholders and Directors’ remuneration report. General Meeting season, 2018 Directors’ remuneration
governance bodies. Noted shareholder feedback shareholder voting and report and sharehotder
on2017 Directors’ engagement strategy. engagement strategy.
remuneration report. Reviewed 2017 gender pay gap
report, feedback on actions
taken and draft 2018 report.
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Terms of reference

The Cornmittee’s full charter and terms of reference are available
onthe Governance page of the company's website. A summary of
the Committee’s responsibilities is set out below.

The terms of reference have been updated to reflect the provisions
of the 2018 Code.

Committee responsibilities:

Deten;ni_l;e a;ci
review policy

Determine and regularly review the remuneration
polictes for the Executive Directars, the presidents and
other members of the Pearson exacutive management
(who repart directly 16 the CEQ), and overview the
approachfor the senior leadership group. Thase policles
inciude base salary, annual and long-term incentives,
pension arrangemnents, any other benefits and
termination of employment. When setting remuneration
policy the Committee also takes into account
remuneration practices and related policies for

the wider workforce,

Shareholder
engagement

Ensure the company maintains an appropriate tevel
of engagement with its sharenoiders and sharehaider
representative bodies in rejation to the remuneration
policy and its impiementacion.

Review and
approve
implementatian

Regularly review the implementation and operation
of the remuneration policy and approve the individual
remuneration and benefits packages of executive
management.

Approve
performance-
related plans

Approve the design of, and determine targets for, any
performance-related pay ptans operated by the Group
for Pearson executive management and approve the
totai payments to be made under such plans,

Review iong-
term plans

Review the design of the company’s long-term incentive
and other share plans operated by the Group and where
relevant recommend such plans for approval by the
Board and shargholders,

Set termination

Advise and decide on general and specific arrangements

arrangements  in connection with the termination of emptayment of
executlve management.

Review targets Reviewand approve corporate goais and objectives
relevantto executive management remuneration and
evaluate the Executive Directors’ performance inlight
of those poals and objectives,

Determine Delegated responsibility for determining the

Chalrman's remureration and benefits package of the Chairman of

remuneration  the Board,

Appoint Appoint and set the terms of engagernent for any

remuneration  remuneration consultants who advise the Committee

consulcants and monitor the cost of Such advice.

Talent, retention Reviewupdates from management on talent,

and gender retention and gender pay gap.

pay gap

Committee evaluation

Annually, the Committee reviews its own performance, constitution,
and charter and terms of reference to ensure it is operating at
rnaximum effectiveness and recommends any changes it considers
necessary to the Board for approval, The Committee partitipated in
a survey to review its perforrnance and effectiveniess i September
2018, lnoking at areas such as the clarity of rofes and responsibilities,
the compaosition of the Committes, the use of time, the quality and
timeliness of meeting materials, the opportunity for discussion

and debate, dialogue with management and shareholders and
access to independent advice. The Committee concluded that it
continued to operate effectively but shouid keep looking for
opportunities for greater simplicity and darity, and that

maintaining the high quality of papers continues to be important
for the effectiveness of the Committee.

Voting on remuneration resolutions

The following table summarises the details of votes castin respect
of the remuneration resolutions,

% of vates cast

% of vates cast for against  Votes withheid
Annual remuneration 99.4% 0.6%
votes (2018 AGM) (622,728,372 (4,001,793} 5547854
2017 Remuneration 68.8% 31.2%
Policy vate (2017 AGM) (404,615,934)  (183,100,737) 43,738,267

The Directors' remuneration report has been approved by the
Board on 11 March 2019 and signed on its behalf by:

Elizabeth Corley
Chair of Remuneration Committee



Additional disclosures

Pages 78-131 of this document comprise the Directors’ report
forthe year ended 31 December 2018.

Set out below is other statutory and regulatory information
that Pearson is reguired to disclose in its Directors’ report.

Going concern

The Directors have made an assessment of the Group's ability
to continue as a going concern and consider it appropriate to
adopt the poing concern basis of accounting.

Viability statement

As set out on p76, the Board has also reviewed the prospects

of Pearson over the three-year period to December 2021 taking
account of the Company's strategic plans, a ‘severe but plausible’
downside case and further stress testing based on the principat
risks set out on p62.

Based on the results of these procedures, and considering the
Company's strong balance sheet, the Directors have a reasonable
expectation that Pearson will be able to continus in operation and
meet its liabifities as they fall due over the three-year period ending
December 2021, Further details of the Group's liquidity are shown
in Financial review (see p44-50).

Share capital

Details of share issues and cancellations are given in note 27

to the financial staterments on p201. The Company has a single
class of shares which is divided into ordinary shares of 25p each.
The ordinary shares are in registered form. As at 31 December
2018, 781,078,167 ordinary shares were in issue. At the AGM held
on 4 May 2018, the Company was authorised, subject to certain
conditions, to acquire up to 78,065,281 ordinary shares by market
purchase. Shareholders will be asked to renew this authority at
the AGM on 26 April 2019,
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Share buyback

In line with our capital alfocation priorities, the Beard decided to
use part of the proceeds from the transaction regarding our stake in
Penguin Random Hause in 2017 to return £300m of surplus capital
to shareholders, in addition to continuing to investin our business
and maintain a strong balance sheet,

We launched a £300m share buyback, beginning on 18 October
2017 and completed the programme on 16 February 2018,
repurchasing a total of 42,835,577 shares at an average price

of 700p.

Major shareholders

Information provided to the Company pursuant to the Financial
Conduct Authority’s Disclosure and Transparency Rules {DTR) is
published on a Regulatory Infarmation Service and on the
Company's website,

As at 31 December 2018, the Company had been notified under
DTR 5 of the following holders of significant voting rights in
its shares.

Number Percentage

ofvating as at date of

tights notification

Schroders pic 97,090,310 12.43%
Silchester International investars LLP 77,889,093 9.98%
The Goldman Sachs Graup, Inc 49,024,780 6.33%
Lindsell Train Limited 41,393,237 5.03%
Ameriprise Financial, Inc. and its group 41,236,375 5.02%
Libyan Investment Authority’ 24,431,000 301%

-

Based on notification te the Company dated 7 jume 2010, We have been
natified of no change to this halding since that date. Assets helonging to,

or owned, heid or controlied on 16 September 2011 by the Libyan lnwestment
Authority and located outside Libya on that date, are frozen in accordance
with Articie 5(4) of Reguiation 2016/44 of the Council of the European Union.

Between 31 December 2018 and 11 March 2019, being the latest
practicable date before the publication of this report, the Company
received further notifications under DTR 5, with the most recent
positions being as follows:

»Schroders plc disclosed a holding of 11.73%
» The Goldman Sachs Group, inc disdosed a holding of 7.75%.
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Annual General Meeting

The notice convening the AGM, to be held at 12 noon on
Friday, 26 April 2019 at IET Landon, 2 Savoy Place, London
WC2R OBL, is contained in a circular to shareholders to be
dated 25 March 2019.

Registered auditors

In accordance with section 489 of the Act, a resolution proposing
the reappointment of PricewaterhouseCoopers LLP as auditors
to the Cornpany wil be proposed at the AGM, at a level

of remuneration to be agreed by the Audit Commiittee.

Amendiment to Articles of Association

Any amendments to the Articles of Association of the Company
(‘the Articles’} may be made in accordance with the provisions
af the Act by way of a special resoiution.

Rights attaching to shares

The rights attaching to the ordinary shares are defined in the
Articles. A sharehoider whose name appears on the Company's
register of members can choose whether his/her shares are
evidenced by share certificates {i.e. in certificated form) or held
electronicatly (i.e. uncertificated form) in CREST (the electronic
settlerrrent systent in the UK}

Subject to any restrictions below, shareholders may attend

any general meeting of the Company and, on a show of hands,
every shareholder (or his/her representative} who is present at

a general meeting has one vote on each resolution and, on a poll,
every shareholder (whether an individual or a corporation) present
in person or by proxy shall have one vote for every 25p of nominal
share capital held. A resolution put to the vote at a general meeting
is decided on a show of hands unless before, or on the declaration
of the result of, a vote on a show of hands, 2 poll is demanded.

A poll can be demanded by the Chair of the meeting, or by at least
three shareholders (or their representatives) present in person
and having the right to vote, or by any shareholders {ar their
representatives) present in person having at least 10% of the totaf
voting rights of all shareholders, or by any shareholders (or their
representatives) present in person holding ordinary shares on
which an aggregate sum has been paid up of atieast 10% of the total
sum paid up on all ordinary shares. At this year's AGM, voting will
again be conducted on a poll, consistent with best practice.

Sharehoiders can declare a final dividend by passing an ardinary
rasolution but the amount of the dividend cannot exceed the
amount recommended by the Board. The Board can pay interim
dividends on any class of shares of the amounts and on the dates
and for the periods they decide. In all cases the distributable profits
of the Company must be sufficient to justify the payment of the
retevant dividend.

The Board may, if authorised by an ordinary resolution of the
shareholders, offer any shareholder the right to elect to receive
new ordinary shares, which will be credited as fully paid, instead
of their cash dividend.

Any dividend which has not been claimed for 12 years after it
became due for payment will be forfeited and wil! then belong
to the Company, uniess the Directors decide otherwise.

If the Company is wound up, the liguidator ¢an, with the sanction
of a special resolution passed by the shareholders, divide among
the sharehalders ali or any part of the assets of the Company and
he/she can value assets and determine how the division shali be
carried out as between the shareholders or different classes of
shareholders. The liquidator can also, with the same sanction,
transfer the whole or any part of the assets to trustees upon
such trusts for the benefit of the shareholders.

Yoting at general meetings

Any form of proxy sent by the sharehglders to the Company in
relation to any general meeting must be delivered to the Company
(via its registrars), whether in written or electronic form, not less
than 48 haurs before the time appointed for holding the meeting
ar adjourned meeting at which the person named in the
appointment proposes (o vote,

The Board may decide that a sharehelder is not entitled to attend or
vote either personally or by proxy at a general meeting or to exercise
any other right conferred by being a shareholder if he/she or any
person with an interest in shares has been sent a notice under
section 793 of the Act (which confers upon public companies the
power to require information with respect to interests in their voting
shares) and he/she or any interested person failed to supply the
Company with the information requested within 14 days after
delivery of that notice. The Board may alsa decide, where the
relevant shareholding comprises at feast 8.25% of the nominal

value of the issued shares ofthat class, that no dividend is payable
in respect of those default shares and that no transfer of any
default shares shall be registered.



Pearsan operates an employee brenefit trust to hold shares,
pending empioyees becoming entitied to them under the
Company’s employee share plans. There were 3,224,665 shares
held as at 31 December 2018, The trust has an independent trustee
which has full discretion in relation to the voting of such shares.
Adividend waiver operates on the shares hefd in the trust,

Pearson aiso operates two nominee shareholding arrangements
which haold shares on behalf of employees. There were 2,387,192
shares held in the Sharestore account and 443,616 shares held in
the Giobal Nominee account as at 31 December 2018, The beneficial
owners of shares held in Sharestore are invited to submit voting
Instructions online at www.shareview.co.uk and Glohal Nominea
partitipants are invited to submit voting instructions by e-mailto
nominee@equiniticom. If no instructions are given by the beneficial
owner by the date specified, the trustees holding these shares will
not axercise the voting rights.

Transfer of shares

The Board may refuse to register a transfer of a certificated share
which is not fully paid, provided that the refusai does not prevent
dealings in shares inthe Company from taking piace on an open
and proper basis. The Board may also refuse to register a transfer
of a certificated share unless: (i) the instrument of transfer is fodged,
duly stamped {if stampabig), at the registered office of the Company
or any other place decided by the Board, and is accampanied by the
certificate for the share to which it relates and such other evidence
as the Board may reasonably require to show the right of the
transferor to make the transfer; (i) itisin respect of only one class
of shares; and (i} itis in favour of not more than four transferees,

Transfers of uncertificated shares must be carried out using
CREST and the Board can refuse to register a transfer of an
uncertificated share in acCordance with the regulations
governing the cperation of CREST.

Variation of rights

If at any time the capital of the Company is divided into different
classes of shares, the special rights attaching to any class may be
varied or revoked either:

(i} With the written consent of the holders of at least 75% in nominal
value of the issued shares of the relevant class; or

{iiy With the sanction of a special resolution passed at a separate
general meeting ofthe holders of the shares of the refevant class.

Without prejudice to any special rights previously canferred on the
holders of any existing shares or class of shares, any share may be
issued with such preferred, deferred or other spedial rights, or such
restrictions, whether in regard to dividend, voting, return of capital
or gtherwise as the Company may from time to time by ordinary
resolution determine.

Section 4 Governance/additional disclosures 129

Appeintment and replacement of Directors
The Articles contain the following provisions in refation ta Directors:

Directors shall be no less than two in number, Directors may be
appointed by the Company by ordinary resolution or by the Board.
A Director appointed by the Board shall hold office onty until the
next AGM and shall then be eligible for reappointment, but shall
not be taken into account in determining the Directors or the
nurnber of Directors who are to retire by rotation at that meeting.
The Board may from time to time appeint one or more Directors to
hold Executive office with the Company for such period (subject to
the provisions of the Act) and upon such terms as the Board may
dacide and may revoke or terminate any appointment so made,

The Articles provide that, at every AGM of the Company, at feast
one-third of the Directors shal! retire by rotation {or, if their number
is not @ multiple of threg, the number nearest to one-third). The first
Directors to retire by rotation shall be those who wish to retire and
not offer themseives for re-election. Any further Directors so to
retire shall be those of the other Directors subject to retirement

by rotation who have been fongest in office since they were Jast
re-elected but, as between persons who became or were last
re-elected on the same day, those to retire shall {unless they
otherwise agree among themseives) be determined by lot.

In addition, any Director who would not otherwise be required

to retire shall retire by rotation atthe third AGM after they

were last re-elected,

Notwithstanding the provisions of the Articles, the Board has
resoived that all Directors should offer themselves for re-election
annually, in accordance with the UK Corporate Governance Code
{the Code).

The Company may by ordinary resolution remove any Director
befare the expiration of his/her term of office. in addition, the
Board may terminate an agreement or arrangement with any
Director for the provision of hisfher services to the Company.
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Powers of the Directors

Subject to the Articles, the Act and any directions given by special
resoiution, the business of the Company will be managed by the
Board who may exercise all the powers of the Company, including
powers relating to the issue and/or buying back of shares by the
Company (subject to any statutory restrictions or restrictions
imposed hy shareholders in general meeting).

Significant agreements

The following significant agreements contain provisions entitling
the counterparties to exercdise termination or other rights in the
event of a change of controi of the Company:

At 31 December 2018, the Group had a $1,750m revolving credit
facility agreement dated August 2014 which matures in August
2021 between, among others, the Company, Barclays Bank pic
{Agent) and the banks and financial institutions named therein

as lenders {the Facility), under which any such bank may, upon a
change of control of the Company, reguire its outstanding advances,
together with accrued interest and any other amounts payabfe

in respect of such Fadility, and its commitments, to be canceiled,
each within 60 days of notification to the banks by the Agent.

On 19 February 2019, this revolving credit facility was amended
to total $1,190m and the maturing date was extended to February
2024 with the same provisions. For these purposes, a ‘change of
controf eceurs if the Company becomes a subsidiary of any other
company, or one or more persons acting either individually or

in concert obtains control (as defined in section 1124 of the
Corporation Tax Act 2010) of the Company.

Shares acquired through the Company's employee share pians
rank pari passu with shares in issue and have no spedial rights,
Far legal and practical reasons, the rules of these pfans set out
the consequences of a change of control of the Company.

Other statutory information

Other information that is required by the Companies Act 2006
(the Act) to be induded in the Directors’ report, and which is
incorporated by reference, can be located as follows:

Summary disclosures index See more
Dividend recommendation pas
Financial instruments and financial risk management p186-18%
Important events since year end p50
Future development of the business p10-43
Research and development activities p30
Employment of disabled persons p34
Employee involvement p3z-40
Greenhause gas amlssions p39

With the exception of the dividend waiver described on p128-129
there is no information to be disclosed in accordance with
Listing Ruie 9.8.4.

Mo political donations or contributions were made or expenditure
incurred by the Company or its subsidiaries during the year.

Fair, balanced and understandable reporting and
disclosure of information

As required by the Code, we have established arrangements to
ensure that all information we report to investors and reguiators
is fair, balanced and understandabie. A pracess and timetable
for the production and approval of this year's report was agreed
by the Board at its meeting in December 2018. The full Board
then had the opportunity to review and comment on the report
as it progressed.

Reprasentatives from finandal reporting, corporate affairs,
company secretarial, legal and internal audit, compliance and risk
are involved inthe preparation and review of the annual report
to ensure a cohesive and balanced approach and, as with all of
our financial reporting, our Verification Committee conducts

a thorough verification of narrative and financial statements.

We also have procedures in place to ensure the timely release of
inside infarmation, through our Market Disclosure Committee.

The Audit Committee is also available to advise the Board on
certain aspects of the report, to enable the Directors to fulfil

their responsibility in this regard. The Directors consider that the
annual report and accounts, taken as a whole, is fair, balanced
and understandable and provides the information necessary for
shareholders to assess the Company’s position and performance,
business model and strategy.



The Directors also confirm that, for each Director in office at the
date of this report:

»50 far as the Director is aware, there is no relevant audit
information of which the Group and Company's auditors
are unaware

s They have taken all the steps that they ought to have taken as
Directors in order to make themselves aware of any relevant
audit information and to establish that the Group and the
company's auditors are aware of that information.

Directors in office

The following Directars were in office during the year and up until
the signing of the financlal statements:

—E—P L Corlay H Manwanl| (stepped down 4 May 2018)
V Cox T Score

]] Fallon S Taurel

§)Lewis L. Wallen

LKLorimer C Williams

M M Lynton (appointed 1 February 2018)

The Directors’ report has been approved by the Board on
11 March 2012 and signed on its behaif by:
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Statement of Directors’ responsibilities

Statement of Directors’ responsibilities

The Director s are responsible for preparing the annual report
and the financiaf statements in accordance with applicable law
and regulation,

Company law requires the Directors to prepare financial statements
for each financial year. Under that law, the Directors have prepared
the Group and Company financial statements in accordance with
Internationai Financial Reporting Standards (IFRSs) as adopted by
the European Union, Under cormpany law, the Directors must not
approve the financial statements unless they are satisfied that they
give a true and fair view ofthe state of affairs of the Group and
Cempany and of the profit or loss of the Groug for that period.

In preparing the financial statements, the Directors are required to:

» Select suitable accounting policies and then apply
them consistently

> State whether applicable IFRSs as adopted by the European
Union have been fotlowed for the Group and Company financial
statements, subject to any material departures disclosed and
explained in the financial statements

» Make judgements and accounting estimates that are reasonable
and prudent

s> Prepare the financial statements on the going concern basis
uniess it is inappropriate to presume that the Group and
Company will continue in business.

The Directors are responsibie for keeping adeguate accounting
records that are sufficient to show and expiain the Group and
Company's transactions and disclose with reasonabile accuracy
at any tirne the finandial position of the Group and Company
and enable them to ensure that the financial statements and
the Directors’ Remuneration Report comply with the Companies
Act 2006 and, as regards the Group financial statements,

Article 4 of the |AS Regulation.

The Directars are also responsible for safeguarding the assets of
the Group and Company and hence for taking reasonable steps
for the prevention and detection of fraud and other irregularities.

The Directors are responsible for the maintenance and integrity
of the Company's website. Legislation in the United Kingdorn
governing the preparation and dissemination of financial
statements may differ from legisfation in other jurisdictions.

Each of the Directors, whose names and functions are listed on
p80-81, confirms that, to the best of their knowledge:

» The Grougp and Company financial statements, which have been
prepared in accordance with IFRSs as adopted by the European
Union, give a true and fair view of the assets, liabilities, financial
position and profit of the Group and Company

» The strategic report contained in the annual report includes a fair
review of the development and performance of the business and
the position of the Group and Company, together with a description
of the principal risks and uncertainties that they face,

This responsibility statement has been approved by the Board
on 11 March 2013 and signed on its behalf by:

Coram Williams
Chief Financiai Officer
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Financial

statements

In this section

Consolldated financlal statements

134 Independent auditar's report to the
members of Pearson plc

142 Consolidated income statement

143 Consolidated statement of
comprehensive income

144 Caonsolidated balance shaet

146 Consolidated statement of changes
in equity

147 Consolidated cash flow statement

Notes to the consolidated financial statements
148 1 Accounting policies
158 2 Segment infermation
161 3 Revenue from contracts with customers
185 4 Operating expenses
167 5 Employee information
168 6 Netfinance costs
168 7 income tax
171 8 Earnings per share
173 g Dividends
173 10 Property, ptant and equipment
174 11 intangible assets
178 12 Investments in joint ventures
and associates
180 13 Deferred income tax
181 14 Classification of finandial instruments
183 15 Other financial assets
183 16 Derivative financial instruments and
hedge accounting
185 17 Cash and cash equivalents
{excluding overdrafts)
186 18 Financial liabilities - borrowings

187 19 Financial risk management

10 20 intangible assets - pre-publication

190 21 {hventories

191 22 Trade and other receivables

192 23 Provisions for other liabilities
and charges

152 24 Trade and other liabilities

193 25 Retirernent benefit and other
post-retirement abligations

199 26 Share-based payments

201 27 Share capital and share premium

201 28 Treasury shares

202 29 Other comprehensive income

203 130 Business combinations

203 31 Disposals

204 32 Heid for sale

205 33 Cash generated from operations

206 34 Contingendcies

207 3s Comimitments

207 36 Related party transactions

208 37 Events after the balance sheet date

208 38 Accounts and audit exemptions

Company financlai statements

209 Company balance sheet

210 Company staternent of changes in equity
211 Company cash flow statement

212 Notes to the company financial staternents

220 Five-yearsummary

222 Financlal key performance indicators

229 Sharehalder information
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Independent auditor’s reporl to the members

of Pcarson plc

Report on the audit of the financial statements

Opinion
in our opinion, Pearson plc’s Group finandcial statements and parent
company financial statements (the “financial statements”):

>give a true and fair view of the state of the Group’s and of the
parent company’s affairs at 21 December 2018 and of the
Group's profit and of the Group's and the parent company’s
cash flows for the year then ended;

»have been properly prepared in accordance with liternational
Financial Reporting Standards {{FRSs) as adopted by the European
Union and, as regards the parent company's financial statements,
as applied in accordance with the provisions of the Companies
Act 2006; and

»have been prepared in accordance with the requirements of
the Companies Act 2006 and, as regards the Group financial
statements, Article 4 of the |AS Regutation.

We have audited the financial statements, included within the
Annual Report and Accounts (the “Annual Report”), which comprise:
the consolidated and company balance sheets at 31 December
2018; the consolidated income statement and consolidated
statement of comprehensive income, the consolidated and
company cash flow statements and the consolidated and company
statements of changes in equity for the year then ended; and the
notes to the consolidated financial staternents and notes to the
company financial statements, which inciude a description of

the significant accounting poficies.

Our audit approach Overview

Materiality

Qur opinion is consistent with our reporting to the Audit Committee.

Basis for opinion

We conducted our audit in accordance with International Standards
on Auditing {UK} {"ISAs (UK)") and applicable law, Qur responsibilities
under 1SAs (UK) are further described in the auditors’ responsibilities
for the audit of the financial statements section of cur report.

We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our opinion.

Independence

We remained independent of the Group in accordance with the
ethical requirements that are relevant to our audit of the financial
statements in the UK, which includes the FRC's Fthical Standard, as
appiicable to listed public interest entities, and we have fulfilled our
other ethicat responsibilities in accordance with these requirerments.

To the best of our knowledge and belief, we declare that non-audit
services prohibited by the FRC's £thical Standard were not provided
to the Group or to the parent company,

Other than those disclosed in note 4 to the financial statements, we
have provided nio non-audit services to the Group or to the parent
company in the period from 1 fanuary 2018 to 31 December 2018.

» Overaif Group materiality: £25 miflion {2017: £22 million) based on approximately
5% of adjusted profit before tax.

» Overall parent company materiality: £45 million (2017: £20 million) based on
approximately 1% of net assets.

Audit scope

»We conducted work in four key territories, being the UK, US, Brazil and Italy.
This induded full scope audits at three reporting components and specific audit

procedures at a further 20 components. In addition, we obtained an audit opinion on
the financial information reported by the Group’s associate, Penguin Random House,

» The territories where we conducted audit procedures, together with work performed
at corporate functions and at the Group level, accounted for approximately: 694 of
the Group’s revenue; 64% of the Group’s profit before tax; and 63% of the Group’s
adjusted profit before tax.

Areas of focus for the 2018 audit were as follows:

»Carrying values of goodwill and intangible assets (Group)

» Returns provisioning (Group}

» Recaverabiiity of pre-publication assets (Group)

» Accounting for major transactions {Group)

» Provisions for uncertain tax positions (Group)

> Finance transformation (Group)

» Risk of fraud in revenise recognition (Group)

» Carrying values of investments in subsidiaries (parent company)



The scope of our audit

As part of designing our audit, we determined materiality and
assessed the risks of material misstatement in the financial
statements. In particular, we looked at where the directors made
subjective judgements, for example in respect of significant
accounting estimates that involved making assumptions and
considering future events that are inherently uncertain.

Capability of the audit in detecting irregularities, including fraud

Based on our understanding of the Group and the industry in which
it operates, we identified that the principal risks of non-compliance
with laws and regulations related to the failure to comply with
international tax regulations and we considered the extent to

which non-compliance might have & material effect on the financial
statements. We also considered those laws and regulations

that have a direct impact on the financial statements such as

the Companies Act 2006, We evaluated management’s incentives
and opportunities for fraudutent manipulation of the financial
statements (including the risk of override of controls) and
determined that the principal risks were related to posting
inappropriate journal entries, management bias in accounting

for estimates and manipulation of cut-off of shipments at major
warehouse locations, The Group engagement team shared this risk
assessment with the component auditors so that they could include
appropriate audit pracedures in rasponse to such risks in their
wark, Audit procedures performed by the Group engagement team
and/or component auditors included:

» Discussions with management, internal audit and the Group's
{egal advisors, inciuding consideration of known or suspected
instances of non-compliance with laws and regutations and fraud;

» Bvaluation of the effectiveness of management's controls designed
to prevent and detect irreguiarities; and

»Mdentifying and testing significant manual journal entries and
reviewing assumptions and judgements made by management in
making significant accounting estimates.
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There are inherent limitations in the audit procedures described
above and the further removed non-compliance with laws and
regulations is from the events and transactions reflected in the
financial statements, the less likely we would become aware of it.
Also, the risk of not detecting a material misstatement due to fraud
is higher than the risk of not detecting one resuiting from error,

as fraud may involve deliberate concealment by, for example,
forgery or intentional misrepresentations or through collusion.

We did not identify any key audit matters relating to irregularities,
including fraud. As in ali of our audits, we addressad the risk of
management override of internal controls, including testing journafls
and evaluating whethar there was svidence of bias by the directors
that represented a risk of material misstatement due to fraud,

and the risk of fraud in revenue recognition.
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Independent aditor’s report Lo Lhe members of Pearson ple

Keyaudit matters

Key audit matters are those matters that, in the auditors’ professional judgerent, were of most significance in the audit of the financial
statements of the current period and include the most significant assessed risks of material misstatement (whether or not due to fraud)
identified by the auditors, including those which had the greatest effect on: the overatl audit strategy; the allocation of resources in the audit;
and directing the offorts of the engagement team. These matters, and any comments we make on the results of our procedures thereon,
were addressed in the context of our audit of the financial statements as a whole, and in forming our opinion thereon, and we do not
provide a separate opinion on these matters. This is not a complete list of alt risks identified by our audit.

Key audit matter

How our audit addressed the key audit matter

Carrying values of gopodwill and intangible assets
Refer to note 11 in the Group financial statements.

The Group recorded goodwill of £2,111m and intangible assets
of E898m at 31 December 2018, including software, acquired
custamer iists, contracts and relationships, acquired
trademarks and brands and acquired publishing rights.

The Group recorded an impairment charge of £2,548m in 2016
against the North America CGU. The carrying vafues of goodwill
and intangible assets are dependent on future cash flows af the
underiying CGUS and there js a risk that if management does not
achieve these cash flows it could give rise to further impairment
charges. This risk increases in periods when the Group's trading
performance and projections do not meet expectations,

The impairment reviews perfermed by management cantain a
number of significant judgements and estimates. Changesin
these assumptions can result in materially different impairment
charges or available headroom,

Returns provisioning
Referto notes 1b and 24.in the Group financial statements,
The Group has provided £173m for sales returns at 31 December
2018. The most significant exposure to potential returns within
the Group arises in the US higher education courseware businass.
Trends in the US market, indluding the growth of textbook rentals
and the availabifity of free online content, continue to affect this
business and have the potential to impact returns {evels if
shipping practices and arrangements with retailers are not
managed in response to these trends.

Management provides for returns based on pastexperience by
customer and channel, using a three year average methodology.

We obtained management’s fair value less costs of disposal impairment model and
1ested and evaluated the reasonaiieness of key assumptions, including CGU
identification; operating cash flow farecasts and key inputs into these forecasts;

the appropriatenass of the inclusion of rastructuring cost savings; perpetuity growth
rates; and discount rates,

We tested the mathematical integrity of the forecasts and carrying vaiues in
management’s impairment model and we confirmed that management's estimate

of each CGU's recoverable amount is appropriately based on the higher of fair vatue
less costs of dispasal and value-in-use, Our procedures focused on the North America,
Core and Brazil CGUs where there was lower available headroom.

We agreed the forecast cash flows to board approved budgets, assassed how these
budgets are compiled and understood key related judgements and estimates,
incuding short-term grawth rates, corporate cost allocations and restructuring
costs and related savings.

We deployed valuations experts to assess the perpetuity growth rate and discount
rate for each CGU by comparison with third party information, past performance and
relevant risk factors, We alsa considered management's estimate of disposal casts
forreasonableness.

We performed our own sensitivity analyses to understand the impact of reasanably
passible changes in key assumptions. We agreed with management's decision to
provide additional disclosures and sensitivities in note 11 of the consolidated financia!
statements in relation to the North America, Core and Brazii CGUs.

We assessed management's evaivation of market trends and the Group's responses
and considered whether management’s methodology and three year averaging
remained appropriate, We tested the returns provision caiculations at 31 December
2018 and agreed inputs such as historical sales and returns experience to

underlying records.

We performed detalled testing over shipment and returns levels around the year-end
in particular at major shipping locations in the US and UK and evaluated whether these
gave rise to an increased risk of future retwrns. We conduded that management had
adopted methods and reached estimates for future returns that were supportable
and appropriate.

Recoverability of pre-publication assets
Refer to notes 20 and 32 in the Group finandial statements.

The Group has £817m of pre-publication assets at 31 December
2018 and a further £242m recorded in businesses classified as
held for sale. Pre-pubdication assets represent direct costs
incurred in the development of education platforms, programmes
and tithes prior ta their public release.

Judgement is required to assess the recoverability of the carrying
value of these assets. This judgement is further complicated by
the transition to digital as the Group invests in new, less proven,
interlinked digital content and platforms,

We assessed the appropriateness of capitalisation and amortisation policies and
selected a sample of costs deferred to the halance sheet as pre-publication assets to
test their magnitude and appropriateness for capitalisadon and the reasanabl

of amortisation profiles against sales forecasts, induding considering the Impact of the
transition towards digital products.

We chailenged the carrying value of certain pre-publication assets where products are
yetto be launched, are fess proven or where sales are lower than originally anticipated.

We assessed forecast cash flows against historical experience and obtained supporting
evidence for management’s explanations. Where the pre-publication assets formed
part of a held for sale business, we considered whether the expected disposal proceeds
are expected to exceed the carrying value of those assets,

We found the Group's palicies to be appropriate and consistently applied. Whie
recoverability of the carrying values of certain assets depends on future sales growth,
we considered the year-end carrying values to be appropriate and supported by
reasonable forecasts.
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How our audit addressed the key audit matter

Accounting for major transactions
Refer (o notes 31 and 32 in the Group financial statements.

The Group has disposed of Wall Street English and UTEL during
2018. Pre-1ax gains on disposal of £207m and £19m respectively
have been recorded on these disposals.

Additionally, at 31 December 2015 the US K12 courseware business
remains classified as held for sale. Therefore, assets of L648m

and liabilities of £573m have been classified as held for sale on
theface of the balance sheei. The Group has recorded the net

held for sale assets at the lower of carrying value and fair value

less costs ta dispose. Mo impairments were recorded en
classification of tha US K12 courseware business as held for sale,

Pravisians for uncertain tax liabilities
Refer to nates 7 and 34 in the Group financial statements.

The Group is subject to several tax regimes due ta the
geographical diversity of its businesses. At 31 December 2018,
the Group held provisions for uncertain tax positions of £181m.

Management is required to exercise significant judgement in
determining the appropriate amount to provide in respect of
patential tax exposures and uncertain tax positions. The most
significant potentlal exposures relate to US tax, transfer pricing,
tax on prior year disposais and EU state aid.

Changes in assumptions about the views that might be taken
by tax authorities can materially imnpact the level of provisions
recorded in the financial statements.

i

Finance transformation
The Group is in the midst of a period of significant change with
the continued roll-out of The Enabling Programme (YEP) and the
organisational change resulting from Implementing the target
operating model, The ERP implementation programme continued
in 2018 with certain US and Canadian businesses going ive.
This change represents a risk as controls and processes that
have been established and embedded aver a number ofyears
are changed and migrated to the new ERP environment, There is
anincreased risk of break-down in internal control during
the transition.

We obtained and reviewed the sale agreements and evidence of proceeds received

for both disposals completed during 2018, We reviewed the contractual agreements to
assess the accounting treatment and classification of proceeds and the gains on disposal
of both Wall Street English and UTEL. We consider the accounting treatment to be
appropriate and the gains to have been appropriately caiculated and disclosed.

We have obtained evidence (o support the held for sale determination including board
approval and evidence in support of a well advanced sales process at 31 December 2018.
From the evidence we have obtained, including the post year-end announcement that a
disposal transaction has been agreed and is expected to complete in 2019,

we were satisfied that the US K12 courseware business has been appropriately
measured and classified as held for saie at 31 December 2018.

We engaged our tax specialists in support of our audit of tax and obtained an
understanding of the Group's tax strategy and risks. We recalculated the Group's
tax provisions and determined whather the treatments adopted were in fine with the
Group's tax policles and had been applied consistently.

We evaluated the key underlying assumptions, particularly in the US and UK.
In making this avaluation, we considered the status oftax authoricy audits and
enquirles. We considered the basis and supportin particutar for provistons not
subject to tax audit In comparisen with our experience for similar situations.

We evaluated the consistency of management's approach te establishing or changing
prior provision estimates and validated that changes in prior provisions reflected a
change in facts and clrcumstances during 2018. Where provisions have not been
established, including for material potential exposures like EU state ald, we evajuated
the basis for management’s judgements, induding an assessment of the treatment of
similar exposures at comparable companies,

We noted that the assumptions and judgements reguired to formulate these provisions
meanthat the range of possible autcomes is broad. However, based on the evidence
obtained, we were satisfied that management's provisioning estimates for uncertain
tax positions were prepared on a consistent basis with the prioryear and were
adequately supported.

We also evaluated the disciosures in notes 7 and 34in relation to uncertain tax
provisions and we were satisfled that the disclosures were consistent with the
underlying positions and with the requirements of IAS 1.

We centrally managed the work performed by component audit teams at Pearson
Finance Services and in migrating markets like the US, which consisted of controls and
substantive testing, and we conducted oversight visits to key sites impacted by the
transformation activities to direct the work performed.

We evaluated the design and tested the operating effectiveness of key automated and
manual controls both before and after the migration indluding IT general controls and
controls aver the migration of data into the new ERP environment. We aiso tested
balance sheet reconciliations for migrating entities to identify any migration issues.
Where issues were identified, we performed testing of compensating controls and

we increased the level of transaction testing to address any residual risk.
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Key audii matter

How our audit addressed the key audit matter

Risk of fraud in revenue recognition
Refer to notes 1b and 3 in the Group financial statements.

There are two Lypes of caomplex contracts into which the Group
enters that require significant judgements and estimates, which
could be subject to either accidental error or deliberate fraud:

y Multiple etfement arrangements, such as the sale of physical
textbooks accompanied by digital content or supplementary
workbooks, where revenue is recagnised for each element as
ifitwere an individuai contractua) arrangement requiring the
estimation of its relative fair value;

»Certain lang-term contracts that span year-end, where revenue
is recognised using esumated percentage of completion based
on costs. These include contracts te design, develop and deliver
testing and accreditation and contracts 1o secure students and
support the online delivery of their teaching.

These compiex contracts generate material deferved revenue

and accrued income halances and are areas where misstatements

in the undarlying assumptlons or estimatton calculations cauld
have a material effect on the financial statements. The accounting
for certain of these arrangements has been impactedin 2018 by

the adoption of {FRS 15,

In addition, there are material shipments around year-end from

major distribution locations giving rise to the potentiai risk of a

cut-off error.

Where books are sold together with warkbooks that are delivered later or companion
digital materials that are made available online, we assessed the basis for allacation
of the purchase price between each element based on individual contractual
arrangements and tested the detatled calculations supperting the revenue deferral
calculations. Thisincluded validating adjustrments for the extent of user take-up of
digital content to underlying support, We found the revenue deferrals to be based on
reasonable estimates of the relative fair value of each elerment and to be properly and
consistently caiculated.

For a selection of {he farger, more judgemental and more recent long-term contracts,
covering both assessment activities and online defivery of teaching, we reviewed the
contracts and asgessed the accounting methodologies being applied to calculate the
proportion of revenue being recognised, We also tested costs Incurred to date and
management’s estimates of forecast costs and revenues by reference to historical
experience and current contract stalus,

We reviewed revenue recognised around year-end to ensure that it was recognisedin
the right period, focusing on the Group’s major shipping locations.

In addition, we have performed manuat journals testing focusing on unusual or
unexpected entries to revenue and we have tested the more significant adjustments
required on adoption of IFRS 15 for accuracy and cempleteness.

Our testing showed that revenue recognition practices are in accordance with Group
policies and related accounting standards with appropriate methods for catculating
the revenue recognised.

Carrying values of investments in subsidiaries

Refer to nate 2 in the company financial staternents.

The company holds investments in subsidiaries of E6,710m at
31 December 2018,

Investments in subsidiaries are accounted for at costless
impairment in the company balance sheet. investments are
tested for impairment if impairment indicators exist, ffsuch
indicators exist, the recoverable amounts of investments in
subsidiaries are estimated In order to determine the extent
of the impairment foss, if any. Any such impairmentioss is
recognised in the income statement.

tmpairment indicators were identified in connection with
certain of the investments in subsidiaries due to the carrying
value of investments axceeding their netassets. As a result,
animpairment loss of £57m was recegnised against the carrying
value of the company’s investment in Pearson international
Finance Limited.

The impairment assessment performed by management was
considered a key audit matter given the size of the underlying
investrnent carrying values and recognising the significance of
the impairment [oss that has been recorded. The assessment

required the application of management judgement, particulacly in

determining whether any impairment indicators have arisen that
trigger the need for an impairment assessment and in assessing

whether the carrying value of each investment can be supported
by the recoverable amount.

We evatuated management's assumption whether any indicators of impatrment
existed by comparing the carrying values of investments in subsidiaries with their
netassets at 31 December 2018,

For the investment in Pearson International Finance Limited where an impairment of
£57m was recarded, we chalienged management an the basis of the impairment
recognised and considered how it had been ralculated by reference to the relevant
accounting requirements to conclude on its reasonablaness,

For other investments where the net assets were lower than the carrying values but
no impairment was recognised, we considered thejr recoverable value by reference to
the fair value iess costs of disposal of the investments compared to their carrying
values at 31 December 2018,

As aresult of our work, we agreed with management that the impairment charge was
appropriate and that the remaining carrying vaiues of the investments heid by the
company at 37 December 2018 are supportable in the context of the company financial
statements taken as awhale,




How we tailored our audit scope

We tailored the scope of our audit to ensure that we performed
enough work to be able to give an opinion on the financial
staternents as a whole, taking into account the structure of the
Group and the parent company, the accounting processes and
controls and the industry in which they cperate.

The consolidated financial statemnents are a consolidation of 479
reporting units, each of which is considered to be 2 component.

We identified three components in Lhe UK, US and Italy that required
a fult scope audit due to their size, Audit procedures over specific
financial statement line iterns were performed at a further 20
components in the UK, US and Brazil to give appropriate audit
coverage. In addition, we obtained an audit opinion on the financial
information reported by the LIS component of the Group's associate,
Penguin Random House.

In estabiishing the averail approach to the Group audit, we
determined the type of work that needed to be performed at

the components by us, as the Group engagement team, or
component auditors within PwC UK and from other PwC network
firms operating under our instruction. Where the work was
performed by component auditors, we determined the level of
involvement we needed to have in the audit work at those reporting
units to be able to conclude whether sufficient appropriate audit
evidence had been abtained as a basis for our opinion on the
consolidated financiai statements as a whole,

We performed full scope audits in respect of US Higher Education,
Pearson Education UK, Pearson ltaly and Penguin Random House
USwhich, in our view, required a fuil scope audit due to their size.

We performed specified procedures at 20 components over
financial statement line itemns inciuding revenue, trade and other
receivables and deferred income, cash, software intangibles,
accruals, provisions for returns, product development and
amortisation, fixed assets and depreciation, cost of sales and
operating expenses. This ensured that sufficient and appropriate
audit procedures were perforrmed to achieve sufficlent coverage
over these financial statement line iterns.

in addition to instructing and reviewing the reporting from our
component audit teams, we conducted visits to component teams
in the US {New York and Minneapolis), Italy, Brazil and the UK
{Belfast), which included fite reviews and attendance at key
meetings with local management. We also had regular dialogue
with component teams throughout the year,

The Group consofidation, finandal statement disclosures and
corporate functions were audited by the Group audit team,
This included our wark aver taxation, goodwill and intangible
assets, post-retirement benefits and major transactions.
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Taken together, the componenits and corporate functions where we
conducted audit procedures accounted for approximately 69% of
the Group's revenue, 64% of the Group's statutory profit before tax
and 63% of the Group's adjusted profit before tax. This provided
the evidence we needed for our opinion on the consolidated
financial statements taken as a whole. This was before considering
the contribution to our audit evidence from performing audit

work at the Group level, including disaggregated analytical review
procedures, which covers certain of the Group's smalier and lower
risk components that were not directly included in our Group

audit scope,

Materiality

The scope of our audit was influenced by our application of
materiality. We set certain quantitative thresholds for materiality.
These, together with quatitative considerations, helped us to
determine the scope of our audit and the nature, timing and extent of
our audit procedures on the individual finandial statement line items
and disclosures and in evaluating the effect of misstatements, both
individually and in aggregate, on the financial statements as a whole,

Based on our professional judgement, we determined materiality
for the financial statements as a whoie as follows:

Paremtcompany financial

Group financlal statements statements

Overall £25 million £45 miltion

materiality {2017: £22 mitlfon). {2017: £20 million).

How we Approximately 5% of Approximately 1% of

determinedit adjusted profitbeforetax. netassets

Rationalefor Note 8 of the financlal We consider net assets to

benchmark  statements explains that be an appropriate

apptied the Group’s principat benchmark for a Group
measure of performanceis  holding company, Certain
adjusted operating profit  account balances were
{E546m), which excludes included in scope for the
one-off gains and losses, Group audit and were

costs of majar restructuring
and acquired intangible
asset amortisation, in arder
to present results from
operating activitieson a
consistent basis. From

adjusted operating profit, we

deducted net finance costs.

audited to a materiality
level set below Group
overall materiality.

For each component in the scope of our Group audit, we allocated
a materiality that is less than our overall Group materiality.
The range of materiality aliocated across components was
between £3m and £20m.

We agreed with the Audit Committee that we would report to
them misstatements identified during our audit above £2 miilion
{2017: £2 miltion) as well as misstaterents below those amounts
that, in our view, warranted reporting for qualitative reasons.
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Independent audilor's report to Lhe members of Pearson ple

Going concern
In accordance with [SAS{UK) we report as follows:

RKeporting obligation

We are required to report if we have
anything material (o add or draw
attention toin respect of the
directors’ statement in the financial
statements about whether the
directors considered it appropriate
to adopt the going concern basis of
actounting in preparing the financial
statements and the directars’

Ooutcome

We have nothing matesial (o add
or to draw attention to. Howewver,
because not all future events or
conditions can be predicted, this
statement is NGt a guaraniee asto
the Group’s and parent company's

For example, the terms cnwhich
the United Kingdom may withdraw
identification of any material from the Eurapean Union, which is
uncertainties to the Group's and the currently due to occur on 29 March
parant company’s ability to continue 7079, are not clear and it is difficult
as a going, concern aver a period of at to evaluate ali of the potential
least twelve mohths from the date of implications onthe Group's trade,
appraval of the financial staternents. customers, supphers and the
wider economy.

We have nothing to report.

We are required to report if the
directors’ statement refating to
going concern in accordance with
Listirng Rule 9.8.6R(3}is materially
inconsistent with our knowledge
obtained in the audit.

abiiity to continue as a going concern.

Reporting on other information

The other infarmation comprises ali of the information in the
Annual Report other than the financial statements and our auditors
report thereon. The directors are respansible for the other
information. Our opinion on the financial statements does not
cover the other infarmation and, accordingly, we do notexpress

an audit apinion or, except to the extent atherwise explicitly stated
in this report, any form of assurance thereon.

’

in connection with our audit of the financiai statements, our
responsibility is to read the other information and, in doing so,
consider whether the other information is materially inconsistent
with the financial statements or our knowledge obtained inthe
audit, or otherwise appears to be materially misstated. ifwe identify
an apparent material inconsistency or material misstatement,

we are required to perform procedures to conclude whether there
is a material misstatement of the financial statements or a material
misstatement of the ather information. i, based on the work wa
have performed, we conclude that there is a material misstatement
of this other information, we are required to report that fact.

We have nothing to report based on these responsibilities.

With respect to the strategic report and governance report, we also
cansidered whether the disdosures required by the UK Companies
Act 2006 have been included.

Based on the responsibilities described above and our work
undertaken in the course of the audit, the Comipanies Act 2006
{CADS), I15As (LK) and the Listing Rules of the Financia! Conduct
Authority {FCA) reguire us also to report certain opinions and
matters as described below {required by ISAs (UK} unless
otherwise stated).

Strategic report and governance report

In our opinion, based on the work undertaken in the course of the
audit, the information given in the Strategic report and Governance
report for the year ended 31 Decernber 2018 is consistent with the
financial statements and has been prepared in accordance with
applicable legal requirements. (CAJ6)

In light of the knowledge and understanding of the Group and
parent company and their environment obtained in the course of
the audit, we did not identify any material misstatements in the
Strategic report and Governance report. {CA06)

The directors’ assessment of the prospects of the Group and of
the principal risks that would threaten the solvency or liquidity
afthe Group

We have nothing materiat to add or draw attention to regarding:

»The directors’ confirmation on p62, p76 and p127 of the Annual
Report that they have carried out a robust assessment of the
principal risks facing the Group, including those thatwould
threaten its business modei, future performance, solvency
or liquidity;

» The disclosures in the Annual Report that describe those risks
and explain how they are being managed or mitigated; and

» The directors' explanation on p76 and p127 of the Annual Report as
to how they have assessed the prospects of the Group, over what
periad they have done so and why they consider that periog to
be appropriate and their statement as to whether they have a
reasonable expectation that the Group will be able to continue in
operatian and meet its liabilities as they fall due over the period of
their assessment, including any related disclosures drawing
attention to any necessary guaiifications or assumptions.

We have nothing to report having performed a review of the
directors' statement that they have carried out a robust assessment
of the principal risks facing the Group and statement in relation to
the longer-term viability of the Group. Qur review was substantially
fess in scope than an audit and only consisted of making inquiries
and considering the directors’ process supporting their statements;
checking that the statements are in alignment with the relevant
provisions of the UK Corporate Governance Code {the “Code™);

and considering whether the statements are consistent with the
knowledge and understanding of the Group and parent company
and their environment obtained in the course of the audit.

{Listing Rules).

Other Code provisions
We have nothing to reportin respect of our resporsibility to
reportwhen:

>The statement given by the diractors, on p130, that they consider
the Annuat Report taken as a whole to be fair, balanced and
understandable, and provides the information necessary
for the members to assess the Group's and parent company's
position and performance, business model and strategy is
materially inconsistent with our knowledge of the Group and
parent campany obtained in the course of performing our audit;



»The section of the Annual Report on p96-103 describing the
work of the Audit Cornmittee does not appropriately address
matters communicated by us ta the Audit Committee; and

» The directors’ statemnent relating to the parent company's
compliance with the Code does not properiy disclose a departure
from a relevant provision of the Code specified, under the
Listing Rules, for review by the auditors,

Directors' remuneration

in our opinion, the part of the Directors’ Remuneration Report

to be audited has been properly prepared in accordance with the
Companies Act 2006. {CA08)

Responsibilities for the financial statements and
the audit

Responsibllities of the directors for the flnancial statements

As expiained more fully in the statement of directors’ responsibilities
set out on p132, the directars are responsible for the preparation of
the financial statements in accordance with the applicable
framework and for being satisfied that they give a true and fair view,
The directors are atso responsible for such internal control as they
determine is necessary to enable the preparation of financiat
statements that are free from material misstatement, whether

due to fraud or error.

In preparing the financial statements, the directors are responsible
for assessing the Group's and the parent company's ability to
continue as a going concern, disCiosing as applicable, matters
related to gaing concern and using the going concern basis of
accounting uniess the directors aither intend to figuidate the Group
or the parent company or to ceaseg operations, or have no realistic
alternative but to do s0.

Auditors’ responsibilities for the audit of the
financial statements

QOur objectives are to abtain reasonable assurance aboutwhether
the financial statements as a whale are free from material
misstatement, whether due to fraud or error, and to issue an
auditors' report that includes our opinion. Reasonable assurance

is a high level of assurance, butis not a guarantee that an audit
canducted in accordance with ISAs (UK) will always detect a material
misstatement when it exists, Misstatements can arise from fraud or
errar and are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements.

Afurther description of our respansibilities for the audit of

the finandial staternents is located on the FRC's website at;
www.fre org.uk/auditorsresponsibilities. This description forms
part of our auditors’ report.
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Use of this report

This report, induding the opinions, has been prepared for and only
for the parent company’s members as a body in accordance with
Chapter 3 of Part 16 of the Companies Act 2006 and for no other
purpose. We do not, in giving these opinions, accept or assume
responsibility for any other purpose or to any other person to
whom this reportis shown or into whose hands it may come save
where expressly agreed by our prior consent in writing.

Other required reporting

Companies Act 2006 exception reporting
Under the Companies Act 2006, we are reguired to report to you i,
in our opinion:

»We have not received all the information and explanations we
require for our audit; or

» Adeguate accounting records have not been kept by the parent
company or returns adequate for our audit have not been received
from branches not visited by us; or

s Certain disclosures of directors’ remuneration specified by law
are not made; or

> The parent company financial statements and the part ofthe
Directors’ Remuneration Report to be audited are notin agreement
with the accounting records and returns,

We have no exceptions to report arising from this responsibility.

Appointment

Following the recommendatian of the Audit Committes, we were
appointed by the members on 6 February 1996 to audit the
financial statements for the year ended 37 December 1996 and
subsequent financia! periods, The period of tatal uninterrupted
engagement is 23 years, covering the years ended 31 December
1996 to 31 December 2018,

Giles Hannam

{Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London

11 March 2019
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Consolidated income stalement,

Year ended 31 December 2018

@gures in£ milllons . N Ni;tes 2618 2017

Co_rar.nufng o;;;r_.;tlans S T T o o )

Sales 2 4,129 4,513

Egz&of goods sold o o {1,943) (2,066)
Grassprofit - o i - T 7,186 2,447

Operating expenses 4 (1,907} (2,202)
Other net gains and losses 230 128

Share of results of joint ventures and associates 12 44 78

Op;tllng pr&l?mu_mumm o B T 533 451

Finance costs 6 91 {(110)
EEErEe income 6 36 80

Profit before t;);(r T T T T o 438 421

Ij_!qtgme tax 7 92 (13)
Profit for the yéar 7 - 597077‘ - 408

Attributable to: S - T/
Equity holders of the company 588 406

Non-controlling interest 2 2

Earnings per share attributable to equity holders of the company during the year

{expressed in pence per share}

- hasic 8 75.6p 49.9p
~diluted ] 75.5p 48.9p




Section 5 Fnanclal statemenis 143

Consolidated slatement of comprehensive income

Yearended 31 Decembier 2018

All igures In E milllons
Profit for the year
Hems that may be reclassified to the income statement

Net exchange differences on translation of foreign operations - Group

Net exchange differences on translation of foreign operations - associates

Currency transtation adjustment disposedt
Altributable tax

Items that are not reclassified to the Income statement
Fajrvalue gain an other financlal assets

Attributaldle (ax

Remeasurement of retirement henefit abligations - Group
Remeasurement of retirement benefit obligations - associates
Attributable tax

Other comprehenslve Income/(expense} for the year

Total cumprehensive Income for the year

Attributable to:
Equity holders of the company
Non-controliing interest

Notes 2018 ’ 7 2007
590 408

91 {158)

{h (104}

A) {51)

7 2] 9
8 13

7 - 4
25 22 175
3 7

7 9 42

29 124 (i59)
714 253

712 25%

2 2
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Consolidaled balance sheel

As at 31 December 2018

;le}Eums In emillions MNotes 2018 2017
;;;E whs . U I
Non-current assets
Praperty, plant and equipment 10 237 w1
Intangible assels 11 3,009 2,964
Investments in joint ventures and associates 12 392 398
Deferred income Lax assets 13 60 95
Financial assets - derivative financial instruments 16 67 140
Retirement benefit assets 25 571 545
Other financial assets 15 93 77
Trade and other receivabﬂgs ) L ) 22 100 103
S T T - B 4,529 4,603
Current assets
Intangible assets - pre-publication 20 817 741
inventories 21 164 148
Trade and other receivables 22 1178 1,110
Financial assets - derivative financial instruments i6 1 -
Financial assets - marketanle securities 14 - 8
Cash and cash equivalents (exciuding overdrafts) 17 568 518
T o o i o 2,728 2,525
Assets classified as held for sale 32 648 760
Etal assets 7,905 7,888
Liabilities
Non-current llabitities
Financlal liabilities - borrawings 18 (674} (1,066)
Financial liabilities - derivative financial instruments 16 {36) {140)
Deferred income tax liabilities 13 (136} (154}
Retirement benefit obfigations 25 (160) {104)
Pravisions for other liabilities and charges 23 {145) {55}
Otherliabitities 24 {155) (133)

{1,246} (1,662)




Consolidaled balance sheel continued

As at 31 December 2018
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Allfiguresin £ mllﬁons Nn(es ) ib‘!s 17
E.'urrém Ilabllliies T o T T o
Trade and other tiabilities 24 {1,400} {1,342)
Financial liabilities - borrowings 18 (46) (19)
Financratliabilities - derivative financial instruments 16 {23) -
Current income tax liabilities {72} {231)
imvismns for other liabilities and charges L L N 23 {20} (25)
' . o o i o {1.561) (1.617)
Labilities classifiedasheld forsale - 257y (558}
Total liabilitles T T ’ 13,380 (3,867)
Eet assats | B B o B —_4525 T 4,02%
Equity o
Share capital 27 195 200
Share premium 27 2,607 2,602
Treasury shares 28 (33) {61)
Capital redemption reserve 11 g
Fair value reserve 19 13
Translatian reserve 678 592
Retalned earnings 1,039 662
Total equity attributable to equity holders of the company 4,516 4,013
Nan-cantrolling interest 9 a
4,525 4,021

Total equity

These financial statements have been approved for issue by the Board of Directors on 11 March 2019 and signed on its behalf by

Coram Williams L e <
Chief Financial Officer ~
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Consolidaled stalement of changes in equity

Year ended 31 December 2018

‘ —E—x;;lty attributable to equity holders of the company

Capitat Non-
Share Share Treasury rcdcmpptzon fair value Translation Retalned controlling Tota!

Al figuresin £ millions - . ‘f,p,',“L __premium shares reserve reserve reserve earnings TntaL interest equity
At1 fanuary 2018 00 2,602 (61) 5 13 592 662 4,013 8 4,021
Adjustment an initial application of
1FRS 15 net of tax (see note 1b) - - - - - - (108} (108) - (108)
Adjustment on initial application of
IFRS @ netof tax (see note - - - - -~ - {10} (10) - (10}
AL1 Januiary 2018 {restated) 200 2,602 (61) 5 13 592 544 3,895 8 3,902

Profit for the year - - - - - - 588 588 590

Other comprehensive

income - - - - 8 86 30 24 - 124
Total comprehensive
income - - - - 8 86 618 712 2 714
Equity-settled transactions - - - - - - 37 37 - 37
Tax gn equity settied transactions - - - - - - 4 4 - 4
tssue of ordginary shares under
share option schemes 1 5 - - - - - 5 - 6
Buyhack of equity {6) - - 6 - - 2 2 - 2
Release of treasury shares - - 28 - - - (28} - - -
Transfer ol gain on disposal of
FVOCtinvestment - - - - {2) - 2 - - -
Changes in non-controlling interest - - - - - - - - - -
Dividends - - - - - - {136) (1386) 3] (137)
At 31 December 2018 195 2,607 (33) 1 19 678 1,039 4,516 9 4,525

£quity attributable to equity holders of the company
Capital Non-
Share Share Treasury redemption  Fairvalue Translation Ratained controiling Total

Allfiguresin £ miflions capital premlum shares reserve reserye reserve earnings Total Interest aquity
At January 2017 205 2,597 (79) - - 905 716 4,344 4 4,348

Profit for the year - - - - - - 406 406 2 408

Other comprehensive

incormef(expense} - - - - 12 (313) 145 {155) - {155
Total comprehensive
income/{expense) - - - - 12 (313) 55¢% 251 2 253
Equity-settied transactions - - - - - - 33 33 - 33
Tax on equity settled transactions - - - - - - - - - -
Issug of ordinary shares under
share option schemes - 5 - - - - - 5 - 5
Buyback of equity 9) - - 5 - - {300} (300) - {300)
Release of treasury shares - - 18 - - - {18) - - -
Transfer of gain on disposal of
FYOCtinvestrment: - - - - - - - - - -
Changes in non-controlling interest - - - - - - @ e 2 -
Dividends - - - - - - {318) {318) - {318)
At 31 December 2017 200 2,602 (1] 5 13 592 662 4,013 8 4,011

The capital redemption reserve reflects the nominai value of shares canceifed in the Group's share buyback programme, The fair value

reserve arises on revaiuation of other financial assets. The transiation reserve includes exchange differences arising from the transiation
of the net investrent in foreign operations arid of borrowings and other currency instruments designated as hedges of such investments.
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Yeat ended 31 December 2018
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:ﬂtiﬂgurcsln[mlllmns Note; g018 ”_72017
Eash flows frm-n- t-)peratl-ng activltles i S 7 T T T B
Mei cash generated from operations 33 547 462
nterest paid {42) {89)
Tax paid B 43) 75
H;.t cash genéré;ed from 6perating act:vitles i 7 TGZ . 2_95-
Cash flows from Investing activities
Acquisition of subsidiaries, net of cash acquired 30 (5) {11)
Purchase of investments {10} (3)
Purchase of property, plant and equipment (70) 82)
Purchase of intangible assets {130} (150
Dispasal of subsidiaries, net of cash disposed 3 83 19
Proceeds from sale of associates 31 18 a1
Proceeds from sale of investments 6 -
Proceeds from sale of property, plant and equipment 33 128 -
Proceeds from sale of liquid ressurces 10 20
Loans repaid by/(advance ta) refated parties 45 {13)
Investment in iiguid resources (2} {18
Interest received 20 20
Dividends received from joint ventures and assoclates 17 458
Net cash generated fram investing activities FAL 651
Cash fiows from financing acthvitles
Proceeds from issue of ordinary shares 27 6 5
Buyback of equity 27 {153) {149)
Proceeds from borrowings - 2
Repayment aof barrowings 441} (1,294}
Finance jease principal payments % (5)
Dividends paid to company's shareholders g {136) (318)
Dividends paid to non-cantrolling interest (1) -
Net cash used in financing activities {729} {1,759)
Effects of exchange rate changes on cash and cash equivalents (49) 16
Net decrease In cash and cash equivaients (105} {794)
Cash and cash equivalents at beginning of year 630 1424
17 525 630

Cash and cash equivalents at end of year
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Noles Lo the consolidated financial statements

General information

Pearson plc {the company), its subsidiaries and associates (together
the Group) are international businesses covering educational
courseware, assessments and services, and consumer publishing
through its associate interest in Penguin Random House.

The company is a public limited company incorperated and
domicited in England. The address of its registered office is
80 Strand, London WCZRORL.

The company has its primary listing on the London Stock Exchange
and s also listed on the New York Stock Exchange.

These consolidated financial statements were approved for issue
by the Board of Directors on 11 March 2019,

1a. Accounting policies

The principal accounting policies applied in the preparation of these
consotidated financial statements are set out befow.

Basis of preparation

These consclidated financial statements have been prepared onthe
going concern basis and in accordance with international Financial
Reporting Standards (IFRS} and IFRS Interpretations Committee
(IFRS IC) interpretations as adopted by the European Union (EU)
and with those parts of the Companies Act 2006 applicable to
companies reporting under IFRS. in respect of the accounting
standards appiicabie to the Group; there js no difference between
Eli-adopted and 1ASB-adopted IFRS,

These consolidated financial statements have been prepared under
the historical cost convention as modified by the revaluation of
financial assets and liabflities {including derivative financia)
instruments) at fair value.

These accounting policies have been consistently applied to all years
preserited, unless otherwise stated.

1. Interpretations and amendments to published standards
effective 2018 The foliowing standards were adopted in 2018:

» IFRS 15 Revenue from Contracts with Customers
y tFRS 9 Financial Instruments

The impact of the adoption of these new standards is set out in
notes b and 1c.

A number of other new pronouncements are also effective from
1 January 2018 but they do not have a material impact on the
consolidated financial statements. Additional disclosure has
been given where relevant,

2. Standards, interpretations and amendments to published
standards that are not yet effective New accounting standards and
interpretations have been published that are not mandatory for
the year ended 31 December 2018. The Group has elected not to
early-adopt these new standards and interpretations. The Group's
assessment of the impact of these new standards is set out below.

IFRS 16 ‘Leases, effective for annual reporting periods beginning
on or after 1 january 2019. The Group will apply IFRS 16 an

1 January 2019 using the modified retrospective approach.
Under this approach, the cumulative effect of adopting IFRS 16
will be recognised as an adjustment to the opening balance of
retained earnings on 1 January 2019, with no restatement of
comparative information.

IFRS 16 requires lessees to recognise right-of-use assets and

lease liabilities on the balance sheet for all applicable leases with
associated depreciation and interest charges recordedin the income
statement together with changes to the dassification of cash flows.
Inaddition, {FRS 16 requires an intermediate fessor to assess and
classify subleases as either a finance lease or an operating iease.

The Group has assessed the impact of adopting [FRS 16 with
reference ta its existing lease portfolio. The most significant part of
the portfalio is property leases, amounting to approximately 750,
together with a number of low value vehicle and equipment feases.
The lease fiability has been measured at the present value of the
remaining lease payments, discounted using the incremental
borrowing rate at transition. The right-of-use asset is measured at
its carrying amount as if the standard had been applied since the
commencement of the lease, discounted using the incrementat
borrowing rate at transition. Where data is not available to enabie
this measurement to be made, the right-of.use asset is measured
at an amount equal to the lease liability. Transition recognition
exemnptions relating to short-term and low value teases have

been applied as weli as practical expedients taken, where available,
to simplify the transition process,

Adoption of the new standard will have amaterial impact on

the Group. itis estimated that on transition the lease liability

to be brought on balance sheet will be around £310mwith

the corresponding right-of-use asset valued at around £435m.

In addition, certain subleases have been reclassified asfinance
leases resulting in an additiona! lease receivabie of around

£215m being brought on balance sheet. The netimpact onthe
balance sheet will be a reduction of netassets of around £100m
after taking into account existing liabilities relating to orerous
lease provisions and lease incentives. The impact on the income
statement in 2019 is expected to reduce profit before tax by
approximately £10m (increasing operating profit by approximately
£20m and increasing net finance costs by approximately £30m);
the operating lease expense recognised under the existing standard
{IAS 17} being replaced by depreciation and finance costs and
finance income. There will be no impact on the Group's cash and
cash equivalents.

Injune 2015, the |ASE issued an exposure draft £D/2015/5
‘Remeasurement on a Plan Amendment, Curtailment or Settiement/
Availability of a Refund from a Defined benefit Plan {Proposed
Amendments to [AS 19 and IFRIC 14Y. The proposed amendments

to IFRIC 14, which may have restricted the Group's ability to
recognise a pension asset in respect of pension surpluses in

its UK defined benefit plan, are currentiy on hold with the 1ASB.



1a. Accounting policies continued

Basis of preparation continued

Anumber of other new standards and amendments to standards
and interpretations are effective for annual periods beginning
after 1 January 2019, and have not been applied in preparing these
financial statements. None of these is expected to have a material
impact on the consolidated financial statements.

3. Critical accounting assumptions and judgernents The preparation
of financial statements in conformity with IFRS requires the

use of certain critical accounting assumptions, It also requires
management to exercise its judgement in the process of applying
the Group's accounting policies. The areas requiring a higher degree
of judgement or complexity, or areas where assumptions and
estimates are significant to the consolidated financial statements,
are discussed inthe relevant accounting policies under the following
headings and in the notes to the accounts where appropriate:

intangible assets: Goodwiil

Intangible assets: Pre-publication assets

Taxation

Revenue recognition incfuding provisions for returns
Employee benefits: Pensions

Provisions: Onerous leases

Consolidation
1. Business combinations The acquisition method of accounting is
used to account for business combinations,

The consideration transferred for the acquisition of a subsidiary

is the fair vatue of the assets transferred, the liabifities incurred

and the equity interest issued by the Group. The cansideration
transferred includes the fair value of any asset or liability resulting
from a contingent consideration arrangement. Acquisition-related
costs are expensed as incurred in the operating expenses line of
the income statement. identifisble assets acquired and identifiable
liabilities and contingent liabilities assumed in a business
combination are measured initially at their fair values atthe
acquisition date. The determination of fair values often requires
significant judgements and the use of estimates, and, for material
acquisitions, the fair value of the acquired intangible assetsis
determined by an independent valuer. The excess of the
consideration transferred, the amount of any non-controlling
interestin the acquiree and the acquisition date fair value of any
previous equity interest in the acquiree over the fair value of the
identifiable net assets acquired is recorded as goodwili (see note 30).

See the Intangible assets’ policy for the accounting policy on
goodwill. if this is less than the fair value of the net assets of the
subsidiary acquired, in the case of a bargain purchase, the difference
is recognised directly in the income statement.

On an acquisition-by-acquisition basis, the Group recognises any

non-controlling interest in the acquiree either at fair value or at
the non-controlling interest’s proportionate share of the acquiree’s

net assets.
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IFRS 3'Business Combinations’ has not been applied retrospectively
to business combinations before the date of transition to IFRS.

Management exercises judgement in determining the classification
of its investments in its businesses, in line with the following:

2. Subsidiaries Subsidiaries are entities over which the Group has
contral. The Group controls an entity when the Group is exposed to,
or has rights to, variable returns from its involvernent with the entity
and has the ability to affect those returns through its power over the
entity. Subsidiaries are fully consolidated from the date on which
control is transferred to the Group. They are deconsolidated from
the date that control ceases.

3. Transactions with non-controliing interests Transactions with
non-controtling interests that do not result in foss of controf are
accounted for as equity transactions, that is, as transactions with
the owners in their capacity as owners. Any surplus or deficit arising
from dispasals to a non-contralling interest is recorded in equity.
Far purchases from a non-controiling interest, the difference
baetween consideration paid and the relevant share acquired of

the carrying value of the subsidiary is recorded in equity.

4, Joint ventures and associates Joint ventures are entities in which
the Group holds an interest on a long-term basis and has rights

to the net assets through contractually agreed sharing of control.
Associates are entities over which the Group has significant
influence but not the power to contral the financial and operating
policies, generally accompanying a shareholding of between 20%
and 50% of the voting rights. Ownership percentage is likely to be
the key indicator of investment classification; however, other factors,
such as Board representation, may also affect the accounting
classification. Judgement is required to assess all of the guaiitative
and quantitative factors which may indicate that the Group does,
or does not, have significant influence over an investment. Penguin
Random House is the Group's only material associate - see note 12
for further details on the judgements involved in its accounting
diassification. Investments in joint ventures and associates are
accounted for by the equity method and are initially recognised

at the fair value of consideration transferred.

The Group's share of its joint ventures’ and associates’
post-acquisition profits or fosses is recognised in the income
statement and its share of post-acquisition movements in
reserves is recognised in reserves,

The Group's share of its joint ventures' and associates’ resuits is
recognised as a companent of operating profit as these operations
form part of the core publishing business of the Group and are an
integral part of existing wholly-owned businesses. The cumulative
post-acquisition movements are adiusted against the carrying
amount of the investment. When the Group's share of iosses in

a joint venture or associate equals or exceeds its interest in the
jointventure or associate, the Group does not recognise further
losses unless the Group has incurred cbligations or made payments
on behalf of the joint venture or associate.

Unrealised gains and losses on transactions between the Group and
its joint ventures and assodiates are eliminated to the extent of the
Group's interest in these entities.

T
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1a. Accounting policies continued

Consolidation continued

5. Contribution of a subsidiary to an associate or joint venture
The gain or loss resulting from the contribution orsale of a
subsidiary to an associate or a joint venture is recognised in full,
Where such transactions do not involve cash consideration,
significant judgements and estimates are used in determining
the fair values ofthe consideration received.

Foreign currency translation

1. Functional and presentation currency ltems included inthe
financia! statements of each of the Group's entities are measurad
using the currency of the primary economic environment in which
the entity operates (the functional currency). The consofidated
financial statements are presented in sterling, whichis the
company's functional and presentation currency.

2. Transactions and batances Foreign currency transactions are
transiated into the functional currency using the exchange rates
prevailing at the dates of the transactions. Foreign exchange gains
and losses resulting fromn the settiement of such transactions and
from the translation at year-end exchange rates of monetary assets
and liabilittes denominated in foreign currencies are recognised in
the income statement, except when deferred in equity as qualifying
netinvestment hedges.

3. Graup companies The resuits and financial position of all Group
companies that have a functional currency different from the
presentation currency are translated into the presentation
currency as faliows:

i) Assets and liabilities are translated at the closing rate at the date
of the baiance sheet

i) Income and expenses are transiated at average exchange rates

iii) Alt resulting exchange differences are recognised as a separate
cormponent of equity.

On consolidation, exchange differences arising from the translation
of the net investment in foreign entities, and of borrowings

and other currency instruments designated as hedges of such
investments, are taken to shareholders’ equity. The Group treats
spedific inter-company toan batances, which are not intended to

be repaid in the foreseeable future, as part of its net investment.
When a foreign operation is sold, such exchange differences are
recognised inthe income statement as part of the gain or loss

on sale,

The principal overseas currency for the Group is the US doilar.
The average rate for the year against sterling was $1.34
(2017: $1.30) and the year-end rate was $1.27 (2017: $1.35).

Property, plant and equipment

Property, plant and equipment are stated at historical cost less

depreciation. Cost includes the original purchase price of the asset

and the costs attributable tc bringing the asset to its working

condition for intended use. Land is not depreciated. Depreciation

on other assets is calculated using the straight-line method to

allocate their cast less their residual values over their estimated i
useful lives as follows:

20-50years
over the period of the fease

guildings (freeﬂdl?i; N
Buildings (leasehold):

Plant and equipment: 3-1Gyears

The assets’ residual vatues and useful fives are reviewed,
and adjusted if appropriate, at each balance sheet date. :

The carrying value of an asset is written down to its recoverable
amgunt if the carrying value of the asset is greater than its
estimated recoverable amount.

Intangible assets

1. Goodwill For the acquisition of subsidiaries made on or after

1 January 2010, goodwill represents the excess of the consideration
transferred, the amount of any non-controliing interest in the
acquiree and the acquisition date fair value of any previous equity
intarest in the acquiree over tha fair value of the identifiable nat
assets acquired. For the acquisition of subsidiaries made from the
date of transition to IFRS to 31 December 20089, goodwilt represents
the excess of the cost of an acquisition over the fair vaiue of the
Group's share of the net identifiable assets acquired. Goodwili on
acquisitions of subsidiaries is inciuded in intangible assets. Goodwill
on acquisition of associates and joint ventures reprasents the excess
of the cost of an acguisition over the fair value of the Group's share
of the net identifiable assets acquired. Goodwill on acquisitions

of associates and joint ventures is included in investments in
assodiates and joint ventures.

Goadwill is tested at {east annuaily for impairment and carried at
cost less accumulated impairment losses. Animpairment loss is
recognised to the extent that the carrying value of goodwill exceeds
the recoverable amount. The recoverable amount is the higher of ‘
fair value less costs of disposal and vaiue in use, These calculations
require the use of estimates in respect of forecast cash flows and
discount rates and significant management judgement in respect
of CGU and cost allocation. A description of the key assumptions
and sensitivities is included in note 11. Goodwill is allocated to
aggregated cash-generating units for the purpose of impairment
testing. The allocation is made to those aggregated cash-generating
units that are expected to benefit from the business combination

in which the goodwifl arose.

Gains and losses on the disposal of an entity include the carrying
amaount of goodwill relating to the entity sold.

2. Acquired software Software separately acquired for internal
useis capitalised at cost. Software acquired in material business
combinations is capitalised at its fair value as determined by

an independent valuer. Acquired software is armortised on a
straight-iine basis over its estimated useful life of between
three and eight years.



1a. Accounting policies continued

Intangible assets continued

3. Internally developed software internal and external costs
incurred] during the preliminary stage of developing computer
software for internal use are expensed as incurred. Internalt and
external costs incurred to develop computer software for internal
use during the application development stage are capitalised if
the Group expects economic benefits from the development.
Capitalisation in the application development stage begins once
the Group can reliably measure the expenditure attributable to
the software development and has demonstrated its intention
to complete and use the software, internaily developed software
is amortised on a straight-line basis aver its estimated useful iife
of between three and eight years.

4, Acquired intangible assets Acquired intangible assets indude
customer {ists, contracts and relationships, trademarks and
brands, publishing rights, content, technology and software rights.
These assets are capitalised on acquisition at cost and inciuded in
intangible assets. Intangible assets acguired in material business
combinations are capitalised at their fair value as determined by
anindependent valuer. Intangible assets are amortised over their
estimated useful lives of between two and 20 years, using an

amortisation methaod that reflects the pattern of their consumption,

5. Pre-publication assets Pre-publication assets represent direct
costs incurred in the development of educational programmes
and titles prior to their publication. These costs are recognised as
current intangible assets where the title will generate probable
future economic benefits and costs can be measured reliably.

Pre-publication assets are amortised upon ptiblication of the
titte over estimated economic lives of five years or less, being an
estimate of the expected operating lifecycle of the title, with

a higher proportion of the amortisation taken inr the earlier years.

The assessment of the useful economic life and the recoverability
of pre-publication assets inveives a significant degree of judgement
based on histarical trends and management estimation of future
potential sales, An incorrect amortisation profile could resultin
excess amounts being carried forward as intangible assets that
would otherwise have been written off to the income statement in
an earlier period.

Reviews are performed regularly to estimate recoverability of
pre-publication assets. The cairying amount of pre-publication
assets is set outin note 20.

The investment in pre-publication assets has been disclosed as
part of cash generated from operations in the cash flow statement
(see note 33).

Other financial assets

Other financial assets are non-derivative financial assats classified
and measureq at estimated fair value,

Marketable securities and cash deposits with maturities of greater
than three months are classified and subseguently measured at fair
value thraugh profit and loss.
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They are remeasured at each balance sheet date by using
market data and the use of established valuation technigues.
Any movement in the fair value is immediately recognised in
finance income or finance costs inthe income statement.

Investmentsin the equity instruments of other entities are
classified and subsequently measured at fair value through

other comprehensive income. Changes in fair value are recorded

in equity in the fair value reserve via other comprehensive income.
On subsequent disposal of the asset, the net fair value gains or
losses are reclassified from the fair value reserve to retained
earnings. Any dividends received from equity investments classified
as fair value through other comprehensive income are recognised in
the P&t unless they represent a return of capital,

Inventories

{inventories are stated at the lower of cost and nel realisable value.
Cost is determined using the weighted average method or an
approximation thereof, such as the firstin first out {FIFO) method.
Tha cost of finished goods and work in progress comprises raw
materiais, direct labour, other direct costs and related production
overheads. Net realisable value is the estimated selling price in the
ordinary course of business, less estimated costs necessary to make
the sate, Provisions are made for slow-moving and ohsolete stock,

Royalty advances

Advances of royalties to authors are included within trade and other
receivabies when the advance is paid less any provision required to
adjust the advance to its net realisabie value. The realisable value

of royalty advances relies on a degree of management estimation in
determining the profitability of individual author contracts. If the
estimated realisable value of author contracts is overstated, this
will have an adverse effect on operating profits as these excess
amounts will be written off.

The recoverabiiity of royalty advances is based upon an annual
detailed management review of the age of the advance, the
future sales projections for new authors and prior sales history
of repeat authors.

The royalty advance is expensed at the contracted or effective
royaity rate as the related revenues are earned, Royalty advances
which will be consumed within one year are held in current assets,
Royalty advances which will be consumed after one year are held
in non-current assets,

Cash and cash equivalents

Cash and cash equivalents in the cash flow statement indude cash
in hand, deposits hetd on call with banks, other short-term highly
liquid investments with original maturities of three months or less,
and bank overdrafts. Bank overdrafts are induded in borrowings
in current liabifities in the balance sheet.

Short-term deposits and marketable securities with maturities
of greater than three months do not qualify as cashand cash
equivalents and are reported as financial assets. Movements on
these financial assets are classified as cash flows from financing
activities in the cash flow statementwhere these amounts are
used to offsetthe borrowings of the Group or as cash flows from
investing activities where these amounts are held to generate an
investment return.
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Notes Lo the consolidated {inancial statements

1a. Accounting policies continued

Share capital
Ordinary shares are ctassified as equity.

incremental costs directly attributable to the issue of new
shares or options are shown in equity as a deduction, net of tax,
from the proceeds.

Where any Group company purchases the company's equity share
capital {treasury shares), the consideration paid, including any
directly attributable incremental costs, net of income taxes, is
deductad from equity attributable to the company's equity holders
until the shares are cancelled, reissued or disposed of. Where

stich shares are subsequently sold or reissued, any consideration
received, net of any directly attributable transaction costs and

the related income tax effects, is included in equity attributable

to the company's equity holders.

Ordinary shares purchased under a buyback programme are
cancelled and the nomina) value of the shares is transferred
ta a capital redemption reserve.

Borrowings

Borrowings are recognised initially at fair value, which is proceeds
received net of transaction costs incurred. Borrowings are
subseguentty stated at amortised cost with any difference between
the proceeds (net of transaction costs} and the redemption value
being recognised in the income statement aver the period of the
borrowings using the effective intarest method. Accrued interestis
included as part of borrowings.

Where a debt instrument is in a fair value hedging relationship,
an adjustment is made to its carrying value in the income statement
to reflect the hedged risk.

Where a debtinstrument isin a netinvestment hedge relationship
gains and losses on the effective portion of the hedge are
recognised in other comprehensive income.

Derlvative financial instruments

Derivatives are recognised at fair value and remeasured at each
balance sheet date. The fair value of derivatives is datermined by
using market data and the use of established estimation techniques
such as discounted cash flow and option vatuation modeis.

For derivatives in a hedge relationship, the currency basis spread
is excluded from the designation as a hedging instrument and is
separately accounted for as a cost of hedging, which is recognised
in equity in a cost of hedging reserve,

Changes in the fair value of derivatives are recognised immediately
in finance income or costs. However, derivatives refating to
barrowings and certain foreign exchange contracts are designated
as partof a hedging transaction.

The accounting treatment is summarised as follows:

R;ortlng ofgains
Typlcal reason and losses on effective
for designation portion of the hedge
Net investment hedge
The derivative creates Recognised in other

a foreign currency
liahitity which is used

to hedge thanges in the
value of a subsidiary
which transactsin
thatcurrency.

camprehenstve
income.

Reporting of galns and
losses on disposal

On disposal, the
accumulated value

of gains and losses
reported in other
comprehensive income
is transferred to the
Tncome statement.

Falr value hedges

Tha detivative
transforms the interest
profile on debt frorm
fixed rate to fioating rate.
Changes in the value of
the debtas a result of
changes in interest rates
are offset by equal and
opposite changes inthe
value of the derivative.
When the Group’s debt
is swapped to floating
rates, the cantracts used
aradesignated as fair
vaiue hedges.

(Gains and lasses

on the derivative
arerepartedinfinance
incame or finance
costs. However, an
equal and opposite
change s madeto the
carrying value of the
debt{a fair value
adjustment’) with the
benefit/cost reported
in finance income or
finance costs, The net
resuli should be a zero
charge on a perfectly
effective hedge.

If the debt and
derivative are disposed
of, thevalue ofthe
derivative and the dett
{incfuding the fair value
adjustrment) are reset
to zerg, Any resuitant
gainorlossis
recagnisedin

finarce income or
finance costs.

Non-hedge accotinted contracts

These are notdesignated
a3 hedging instruments.
Typlcally these are short-
term contracts to convert
debtbackto fixed rates
or foreign exchange
contractswherea

natural offset exists.

Nohedge
accounting applies.

Taxation

Current tax is recognised at the amounts expected to be paid
or recovered under the taxrates and laws that have been enacted
or substantively enacted at the balance sheet date.

Deferred income tax is provided, using the balance sheet Hability
method, ontemporary differences arising between the tax bases

of assets and liabilities and their carrying amounts. Deferred income
tax is determined using tax rates and laws that have been enacted
or substantively enacted by the balance sheet date and are
expected to apply when the refated deferred tax asset is reafised

or the deferred income tax hability is settied.

Deferred tax assets are recognised to the extent that it is probable
that future taxabile profit will be available against which the
temporary differences can be utilised.

Deferred income tax is provided in respect of the undistributed

earnings of subsidiaries, associates and joint ventures other than
where itis intended that those undistributed earnings will not be
remitted in the foreseeable future.



1a. Accounting policies continued

Taxation continued

Current and deferred tax are recognised in the income statement,
except when the tax relates to items charged or credited directly
to equity or other cornprehensive income, in which case the tax

is also recognised in equity or other comprehensive income.,

The Group is subject to income taxes in numeroys jurisdictions.
Significant judgement is required in determining the estimates

in relation to the warldwide provision for income taxes. There

are many transactians and calculations for which the ultimate tax
determination is uncertain during the ordinary course of business.
The Group recognises tax provisions when itis considered probable
that there wilf be a future outflow of funds t¢ a tax authority.

The provisions are based on management's best judgement of the
application of tax legislation and best estimates of future settlement
amounts (see note 7). Where the final tax outcame of these matters
is different from the amounts that were initiaily recarded, such
differences wil impact the income tax and deferred tax provisions
in the period in which such determination is made.

Deferred tax assets and liabilities require management judgement
and estimation in determining the amounts to be recognised,

In particular, when assessing the extent to which deferred tax
assets should be recognised, significant judgement is used when
considering the timing of the recognition and estimation is used to
determine the level of future taxable income together with any
future tax planning strategies (see note 13).

Employee beneflts

1. Pensions The retirement benefit asset and ohligation recognised
in the batance sheet represents the net of the present value of the
defined benefit obligation and the fair value of plan assets at the
balance sheet date. The defined benefit obligation is caiculated
annually by independent actuaries using the projected unit credit
method. The present value of the defined benefit obligation is
determined by discounting estimated future cash flows using
yields on high-guality corporate bonds which have terms to
maturity approximating the terms of the related lability.

When the calculation resuits in a potential asset, the recognition
of that asset is limited to the asset ceiling - that is the present value
of any economic benefits avaiiable in the form of refunds from

the plan or a reduction in future contributions, Management uses
judgement to determine the levet of refunds available from the
plan in recognising an asset.

The determination of the pension cost and defined benefit
obiigation of the Group's defined benefit pension schemes depends
on the selection of certain assumptions, which include the discount
rate, inflation rate, salary growth and longevity {see note 25).

Actuarial gains and losses arising from experience adjustments and
changes in actuarial assumptions are charged or credited to equity
in other comprehensive income in the period inwhich they arise.

The service cost, representing benefits accruing over the year, is
included in the income staterment as an operating cost. Net interest
is calculated by appiying the discount rate to the net defined benefit
obligation and is presented as finance costs or finance income.
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Obligations for contributions to defined contribution pension
plans are recognised as an operating expense in the income
statement as incurred.

2. Other post-retirement abligations The expected costs of post-
retirement medical and life assurance benefits are accrued over

the period of employment, using a similar accounting methedology
as for defined benefit pension obligations. The liabilities and costs
relating to significant other post-retirement obligations are assessed
annuaily by independent gualified actuaries.

3. Share-based payments The fair value of options or shares granted
under the Group's share and option plans is recognised as an
emyployae expense after taking into account the Group's best
estimate of the number of awards expected to vest. Fair value is
measured atthe date of grant and is spread over the vesting period
of the option or share. The fair vajue of the options granted is
measured using an option model that is most appropriate to the
award. The fair value of shares awarded is measured using the
share price at the date of grant untess another method is more
approapriate. Any proceads received are credited to share capital
and share premium when the options are exercised.

Provisions Provisions are recognised if the Group has a present
legai or canstructive obiigation as a result of past events, itis more
likely than not that an outflow of resources will be required to settle
the obtigation and the amount can be reliably estimated, Provisions
are discounted to present value where the effect is material.

The Group recognises a provision for deferred consideration.
Where this is contingent on future performance or a future event,
judgement is exercised in establishing the fair value,

The Group recognises a provision for onerous lease contracts when
the expected benefits to be derived from a contract are less than
the unavoidabie costs of meeting the obligations under the contract.
The calculation of onerous lease provisions involves estimates of
potential sublet income, lease terms induding rent free periods,

void periods, lease incentives and running costs.

The provision is based on the present value of future payments for
surplus leased properties under non-cancellable operating leases,
net of estimated sub-leasing income.

Revenue recognition

The Group's revenue streams are courseware, assessments and
services, Courseware includes curriculum materials provided in
book form and/or via access to digital content. Assessments
indudes test developrnent, processing and scoring services
providerd to governments, educational institutions, corporations
and professional bodies. Services includes the operation of schaols,
colleges and universities, including sistemas in Brazil, as well asthe
provision of online learning services in partnership with universities
and other academic institutions.

Revenue is recognised in order to depict the transfer of control

of prornised goods and services to customers in an amount that
reflects the consideration to which we expect to be entitled in
exchange for those gaods and services. This process begins with the
identification of our contract with a customer, which is generalty
through a master services agreement, custorner purchase order,

or a combination thereof, Within each contract, judgement is
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1a. Accounting policies continued

Revenue recognition continued

applied to determine the extent to which activities within the
contract represent distinct performance obligations to be defivered
and the totat amount of transaction price to which we expectto

be entitled,

The transaction price determined is net of sales taxes, rebates and
discounts, and after eliminating sales within the Group. Where a
contract contains multiple performance obligations such as the
pravision of supplementary materials or online access with
textbooks, revenue is allocated on the basis of relative standalone
selling prices. Where a contract contains variabie consideration
significant estimation is reguired to determineg the amount to
which the Group is expected to be entitled.

Revenue is recognised on contracts with customers when or as
perfoermance obligations are satisfied which is the period or the
point in time where control of goods or services transfer to the
customer, judgement is applied to determine first whether

control passes over time and if not, then the point in time at which
control passes. Where revenue is recognised over time judgement
is used to determine the method which best depicts the transfer of
control. Where an input method is used significant estimationis
required to determine the progress towards delivering the
performance obligation.

Revenue from the sale of books is recognised net of a provision for
anticipated returns. This provision is based primarily on historical
return rates, customer buying patterns and retailer behaviours
including stock tevels {see note 22). If thase estimates do not reflect
actual returns in future periods then revenues could be understated
or overstated for a particuiar period, When the provision far returns
is remeasured at each reporting date to reflect changes in estimates,
a corrasponding adiustmenit is also recorded to revenue.

The Group may enter into contracts with another party in addition
to our customer. In making the determination as towhether
revenue should be recognised on a gross or net basis, the contract
with the customer is analysed to understand which party controls
the relevant good or service prior to transferring to the customer,
This judgemenit is informed by facts and circumstances of the
contract in determining whether the Group has promised to provide
the specified good or service or whether the Group is arranging for
the transfer of the specified good or service, including which party
is responsible for fulfilment, has discretion to set the price to the
customer and is responsible for inventory risk. On certain contracts,
where the Group acts as an agent, only commissions and fees
receivable for services rendered are recognised as revenue.

Any third party costs incurred on behalf of the principal that

are rechargeabie under the contractual arrangement are not
included in revenue.

Income from recharges of freight and other activities which are
incidental to the normal revenue-generating activities is included
in other income.

The Group has applied IFRS 15 using the cumulative effect method
and therefore comparative information has not been restated and
continues to be reported under [AS 18 and IAS 11. The details of
accounting policies under IAS 18 and IAS 11 are disclosed separately
if they are different from those under IFRS 15. A description of the
changes impacting the Group as well as a quantitative impact
analysis has been disclosed in note 16,

Additional details on the Group's revenue streams are also included
in note 3.

Leases

taasas of property, plant and equipmentwhere the Group has
substantiaily all the risks and rewards of ownership are classified as
finance leases. Finance leases are capitalised at the commeancement
of the lease at the lower of the fair value of the leased property

and the present value of the minimum lease payments. Each lease
payment is allocated between the liability and finance charges

to achieve a constant rate on the finance balance outstanding,

The corresponding rental obligations, net of finance charges,
areincluded in financiat liabilities ~ borrowings. The interest element
of the finance costis charged to the income statement over the
lease period to produce a constant periodic rate of interest on the
remaining balance of the fiability for each period. The property,
plant and equipment acquired under finance leases are depreciated
aver the shorter af the useful life of the asset or the lease term.

Leases where a significant portion of the risks and rewards of
ownership are retained by the lessor are dlassified as operating
leases by the lessee, Payments made under operating teases {net of
any incentives recetved from the lessor) are charged to the income
staterment on a straight-line basis over the period of the lease,

Dividends

Final dividends are recorded in the Group’s financial statements
inthe pericd inwhich they are approved by the company's
shareholders. Interim dividends are recorded when paid.

Discontinued operations

A discontinued operation is a component of the Group’s business
that represents a separate major line of business or geographical

area of operations that has been disposed of or meets the criteria
to be classified as held for sale.

Discontinued operations are presented in the income statement
as a separate line and are shown net of tax.

Assets and liabilities held for sale

Assets and liabilities are dlassified as held for sale and stated at the
lower of carrying amount and fair value fess costs to sell if it is highly
probabie that the carrying amount will be recovered principally
through a sale transaction rather than through continuing use.

No depreciation is charged in respect of non-current assets
classified as held for sale. Amounts relating to non-current assets
and liabitittes held for sale are classified as discontinued operations
in the income statement where appropriate.



1a. Accounting policies continued

Trade recetvables

Trade receivables are stated at fair value after provision for bad and
doubtful debts. Following the adoption of IFRS 9in 2018, provisions
for bad and doubtful debts are based on the expected credit loss
model. The 'simplified approach’ is used with the expected loss
allowance measured at an amount equal to the lifetime expected
creditlosses. in 2017, trade receivables are also stated after provision
for anticipated future sales returns (also see Revenue recognition
policy and note 1b).

1b. Change of accounting policy: IFRS 15

The Group has adopted IFRS 15 'Revenue from Cantracts

with Customers at 1 January 2018 and apptied the modified
retrospective approach, Comparatives for 2017 have not been
restated and the cumulative impact of adoption has been
recognised as a decrease to retained earnings with a corresponding
decrease in net assets at 1 January 2018 as follows:

2018

All figures in E milflons 1January
Retalned earnings

Unexercised customer rights (or breakage) {103)
Online Program Management {OPM) marketing {38)
Administration fees {2)
Commissions 1
income tax 34
Totalimpact at 1 janvary 2018 (108}
Current assets

Inventories 12
Trade and ather receivables 133
Assets dassified as held for safe 31
Non-currentliabilities

Deferred income tax liabilities 16
Current liabilities

Trade and other liabilities {215)
Liabilities dlassified as held for sale {85)
Total impact at 1 January 2018 {108)

IFRS 15 has had an impact an retained earnings in four areas
as outlined befow. There was no netimpact on any associate
investments of the Group.

Unexercised customer rights {or breakage): The Group sells rights
to future perfermance to customers which may go unexercised.
While the customer has paid for future performance, usageis at the
customer’s discretion and those rights may expire prior to usage,
or never be used. The Group maintains historical customer data

to understand usage patterns over time {i.e. redemption rates).
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Where the Group expects to have no future obligation (based on
these redemption rates), revenue has historically been recognised
immmediately for this portion of the sale. Under RS 15, where

the Group previously recognised this breakage element on
subscriptions, revenue is now recognised evenly over the period

of use. Where breakage relates to sales of tests or vouchers,
revenue is now recognised when the underlying tests are delivered.
This revised treatment in respect of breakage has primarily affected
the school and higher education businesses in North America and
resulted in higher deferred income at adoption on 1 January 2018,

Online Program Management (OPM) marketing: Historically the
OPM business recognisad revenue for the pre-semester costs of
marketing and recruitment as a separate performance obligation
from course delivery during the semester (i.e. revenue was
recognised in line with the marketing costs incurred). Under IFRS 15,
revenue f1as been recognised on a straight-line basis aver the
semester with no revenue recognised up front for pre-semester
recruitment and marketing costs based on management's
judgement under the new standard's reguirements assessing the
start of the Group's contract and determining the Group's
performance abiigations. This revised {reatment of pre-semester
costs only affects the OPM business in North America and has
resulted in a lower contract related asset balance at adoption on
1 January 2018,

Administration fees: This reiates to nan-refundable up front
administration fees charged to custormers which do not refate to the
transfer of a promised good or service to the customer. Rather these
fees are charged to cover internal costs, such as registration fees

for testing candidate exams, Historically administration fees have
been racognised in revenue up-front when charged. Under IFRS 15,
such fees have been deferred and recognised over the period over
which services are provided as they do not relate to a specific
performance obligation, This revised treatment primarily affects

the UK Assessments business and has resulted in higher deferred
income at adoption on 1 fanuary 2018.

Commissicns: This relates to incremental costs of obtaining
customer contracts, such as sales incentive plans or sales
commissions specifically linked to obtaining new contracts.
Historicaity such commissions have been charged to the profit
and loss account as incurred. Under IFRS 15, sales commissions
in respect of customer transactions with an accounting period of
greater than one year have been capitalised and amortised over
that accounting period, using practical expedients permissible
under the new standard. This revised treatment affects the

Us Assessments business and resulted in a higher contract
related asset upon adoption on 1 January 2018.
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Notes Lo the consolidaled financial stalements

1b. Change of accounting policy: IFRS 15 continued

In addition to the changes above, IFRS 15 alsc requires that the Group's provision for sales returns is reclassified. This provision was
previously netted off in trade receivables and from 1 January 2018 this is now shown in two parts as a separate sales return fiability within

trade and other iiabilities and an inventory returns asset within inventory. The effect on transition was to increase trade and other

receivables by £170m, increase trade and other liabilities by £182m and inventory by £12m. In addition, held for sale assets and liabilities

were both increased by £13m. The impact of adoption on the results for 2018 is outlined befow.

2018

; ;:f;;unts pre Transition mperlod  Amountsas
Adt figures !",E"“"‘E‘i, B IFR515  adjustment __ adjustment reported
Sales ) ) 4120 - g 4129
Operating proflt 544 - 9 553
Profitbefore Lax 438G - g 498
l:w:ome ax a4 - (2) 92
Profit for the year ) T 583 - 7 590
Qther comprehensive incomeafexpense) for the year 13G - (8) 124
Total comprehensive Income far the year 713 - 1 714
Current assets
inventories 154 12 {2) 164
Trade and other receivables 1,058 133 {13) 1178
Assets classified as hefd for safe 630 31 (13) 648
Non-current liabilities
Deferred inceme tax fiabifities (154) 16 2 (136)
Current llabltities
Trade and other liabifities {1,193) 215) 8 (1,400)
Liabilitles classified as held for sale {307} {85} i9 {373}
Net assets 4,632 {108) 1 4525

Had the Group been applying IFRS 15 during 2077, itis estimated that bath sales and profit before tax would have been £2m higher for the

full vear, with the balance sheet impact at the beginning and end of the year being similar.
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1c. Change of accounting policy: IFR5 9

The Group adopted IFRS 9 ‘Financial instruments’ at 1 January 2018 and applied the new rules in accordance with the transitional provisions.
Comparatives for 2017 have not been restated. The Graup has assessed the impact of adopting (FRS 9 and the only material adjustment is
anincrease in the provision {or fosses against trade debtors which was reflected as an adjustrment to retained earnings at 1 january 2018

as shown below.

e T 2018
All figures In £ miilions 1 january
Eetalned earrﬁﬁgs - T o T T
Provision for tosses apainst trade debtors 13}
ncometax B 3
Et_:;!lmp;;itét 1january 2018 _ﬂ:( ) ) o T {10}
Non-current assecs
Daferred income tax assets 3
Current assets

{12)

Trade and other receivabies
4]
(10)

Assels classified as heid for sale
Total Impact at 1 january 2018

IFRS 9 also introduced a new, simpler hedge accounting model with
a principies-based approach designed to afign the accounting resuit
with the economic hedging strategy, The Group previously used fair
value hedge relationships to hedge interest rate risk and currency
risk on its bond horrowings and also used net investment hedging
relationships ta hedge currency re-transiation risk an its overseas
assets. The Group has confirmed that its previous hedge
refationships continue to quatify as hedges under IFRS 9in 2018,

The adjustrnent arises frorn adoption of the expected credit loss
mode! for impairments under [FRS 9, The adoption of this model
requires the recognition of impairment provisions based on
expected credit fosses rather than onfy incurred credit losses,

as Is the case under IAS 39, Although there is a transition impact
from adoption of the new mode! there was no materiaf impact on
profit before tax for 2018,

Under IFRS 9, the Group’s equity financial investments continue
to be recognised at fair value and the Group has efected to take
the option to recognise all movements in fair value in other
comprehensive income (FYOC!). Gains or losses realised on the
subsequent sale of these financial assets (FVOCI investments) are
no longer recycled through the profit and loss account, but are
instead reclassified from the FVOCI reserve to retained earnings.
There was one small disposal of these assets during 2018 resuiting
in a reclassification of a £2m gain.

The following table shows the original classification and
measurement categories of financial assets and liabilities under
1AS 39 and the new classification ang measvrement categories
under IFRS 9 as at 1 January 2018. The effect of adopting IFRS 9
on the carrying amounts of financial assets and liabilities relates
solely to the new impairment requirements as shown inthe
previous table, all other carrying values remained the same.

Original classification and measurement under |1AS 3%

New classification and measurement under IFRS9

Financlal assets

tnvesiments inunlisted securities

Cash and cash equivalents

Marketable securities

Derivative finandial instruments used for hedging
Other derivative financial instruments

Trade receivables

Availabte far sale - fair value

Loans and receivables - amortised cost
Avallable for sale - fair value

Derivatives in a hedge relationship - fair value
Held for trading - fair value

Loans and receivables - amortised cost

Fair value through OC!

Financial assets at amortised cost
Fair value through profit or loss
Fair value - hedging instrument
Fairvalue through profit orioss
tinandal assets at amorised cost

Finandal labilities

Derivative financial instruments used for hedging
Other derivative firancial instrements

Trade payables

Liability to purchase own shares

Bank ipans and overdrafts

Finance lease liabilities

Bonds

Derivatives in a hedge relationship - fair value
Held for trading - fair value

Other liabilities - arortsed cost

Other fiabilites - amortsed cost

Qther liabilities - amortised cost

(Other labilities - smortsed cost

QOther fiabilities - amortised cost

Fair value ~ hedging instrument

Fair vatue through profit or loss

orher financial Habifities — amortised cost
Other finandial labllities - amortised cost
Gther financial liabilities - amprtised cost
(ther financial liabitities - amortised cost
Other financial liabilities - amortised cost
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Notes to the consolidated {inancial staiements

2. Segment information

The primary segments for ranagement and reporting are geographies as outlined befow. In addition, the Group separately discloses
the results from the Penguin Random House associate.

The chief operating decision-mafler is the Pearson executive.

North America Courseware, Assessments and Services businesses in the US and Canada.

Core Courseware, Assessments and Services businesses in more mature markets including UK, Europe, Asia Pacific and North Africa.

Growth Courseware, Assessments and Services businesses in emerging markets including Brazil, india, South Africa, Hispano-America,

Hong Kong and China, and the Middle East.

For more detail on the services and products included in ¢ach business segment refer to the strateg/c report.

2G18

Penguin
North Random

Al figures in Emiflions Notes America Care Grawth House Corparate Group

Sales 2,784 806 539 - - 4,129

Adjusted operating profit 362 57 59 68 - 546

Costof major restructuring (78) {16) - (8) - (102)
Intangible charges (72) (8} (19} (14} - a3
Other net gains and losses 4 - 226 - - 230

UK pension GMP equaiisation - {8) - - - (8)
Cperating profic. T 216 5 266 46 - 553

Finance costs 6 {91)
Einanceincome ] 36

Profit before tax 438

ncome tax 7 92

Profit for the year 590

Segmentassets 4,366 1,975 536 - 636 7513

lointventures 12 - - - - - -

Associates 12 - 5 - 387 - 392

Total assets 4,366 1,980 536 387 636 7,905

Other segment items

Share of results of joint ventures and associates 12 %) 1 1 46 - 44

Capitai expenditure 10,11 135 25 36 - - 196

Pre-publication investment i 234 a0 54 - - 288

Depreciation 10 L 12 13 - - 66

Amortisation 11,20 344 92 82 - - 525

included in the North America segment above is £60m in pre-publication investment and £67m in amortisation relating to assets held

for sale.



2. Segment information continued
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a7
Penguin
North Random
Aft figures in £ mililons Notes . im_e‘ri_c_a N Coth Frmth ) WVHause Fgrpora[e Group
Sales 2,979 815 %9 - : 4,513
Adiusted aperating profit 394 50 38 94 - 576
Cost af major restructuring {60) (1t 8) - - (79)
intangible charpes 89) {12) (37 {28) - {166}
Other net gains and losses 3) - 35 96 - 128
impact of U5 tax reform S - - - (8) - (&)
Operating profit ) 242 27 28 154 - prY
Finance costs & {110}
Finance income 8 80
Profit before tax i “ 421
Income tax 7 {13)
Profit for the yaar a0s
Segment assets 4,116 1,9-1_:1 ’ 667 - “793 —75{‘;
Jointventures 12 - - 32 - - E
Asscclates ) L 4___ 3 - 358 - 395
Total assets B 4320 37 670 388 793 7,388
Other segment items
Share of resuits of jointventures and associates 12 5 1 1 71 - 78
Capital expenditure 0N 162 35 43 - - 240
Pre-publication investmertt 20 218 84 59 - - 361
Depreciation 10 56 13 21 - - 90
11,20 348 103 110 - - 561

Amortisation

There were no material inter-segment saies in either 2018 or 2017,

For additionat detailed information aon the calculation of adjusted
aparating profit as shown inthe above tables, see p222-225
(Financial key performarnce indicators).

Adjusted operating profit is shown in the above tables as it is
the key financial measure used by management to evatuate the
performance of the Group and allocate resources to business
segments. The measure also enables investors to more easily,
and consistently, track the underlying operational performance
of the Group and its business segments over time by separating
out those items of income and expenditure relating te acquisition
and disposal transactions, major restructuring programmes
and certain other items that are also not representative of
underlying performance, which are explained below and
reconciled in note 8.

Cost of major restructuring it May 2017, the Group announced a
restructuring programme, to run between 2017 and 2015, to drive
significant cost savings. This programme began in the second

half of 2017 and net costs incurred were £79m in 2017 and £102m
in 2018 and relate to delivery of cost efficiencies in the enabling
functions and the US Higher Education Courseware business
together with further rationalisation of the property and supplier
portfolio. The restructuring costs in 2018 relate predominantly to
staff redundancies and the net cast of property rationalisation.
Included in the property rationalisatiorrin 2018 is the impact of the
consolidation of the Group's property footprint in London which

resulted in a charge for onerous leases of £91m partially offset

by profit from the sale of proparty of £81m. The costs of this
restructuring programme are significant enough to exclude from
the adjusted operating profit measure so as to better highlight the
underlying performance (see note 4),

Intangibie charges These represent charges in respect of intangible
assets acquired through business combinations and the direct costs
of acquiring those businesses, These charges are excluded as they
reflect past acquisition activity and do not necessarily reflect the
currentyear performance of the Group. Intangible amortisation
charges in 2018 were £113m compared to a charge of £166m in 2017.

Other net gains and losses These represent profits and losses on
the sale of subsidiaries, joint ventures, assodiates and other financial
assets and are exduded from adjusted operating profit as they
distortthe performance ofthe Group as reported on a statutory
basis. Gther netgains of £230m in 2018 relate to the sale of the

Wall Street English language teaching business (WSE), realising a
gain of £207m, the disposal of the Group's equity interest in UTEL,
the online University partnership in Mexico, realising a gain of £19m,
and various other smaller disposal items for a net gain of £4m.
Other net gains of £128m in 2017 relate to the safe of the test
preparation business in China which resulted in a profiton sale of
£44m and the part sale of the Group's share in Penguin Random
House which resulted in a profitof £36m and other smaller disposal
iterns for a net loss of £12m (see note 31).
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Notes to the consolidated financial stateiments

2. Segment information continued

UK pension GMP equalisation In 2018, also exciuded is the impact
of adiustments arising from clarification of guaranteed minimurm
pension (GMP) equalisation fegisiation in the Ui as this redates to
histarical circumstances (see note 25).

Irnpact of US tax reform In 2017, as a resuit of US tax reform, the
Group's share of profit from associates was adversely impacted

by £8m. This amountwas excluded from adjusted operating profit
as it is considered to be a transition adjustment that is not expected
to recur in the near future.

Corporate costs are allocated to business segments on an
appropriate basis depending on the nature of the cost and therefore
the total segment result is equal to the Group operating profit.

The Group operates in the following main geographic areas:

Segment assets, excluding corporate assets, consist of property,
plant and equipment, intangible assets, inventaries, receivables,
deferred taxation and other finandial assets and exciude cash
and cash equivalents and derivative assets. Corporate assets
comprise cash and cash equivalents, marketable securities and
derivative financial instruments. Capital expenditure comprises
additions to property, plant and equipment and software

(see notes 10 and 11).

Property, plant and equipment and intangible assets acquired
through business combinations were £nif (2017: £nif) (see note 30).

Sales Nos-Current assets
All figures in £ millions 2018 2017 2018 2017
UK 377 384 900 756
Qther European countries 246 262 143 128
us 2,627 2710 2,162 2,247
Canada 126 126 250 240
Asia Pacific 455 643 146 151
Other countries 298 328 137 184
Igtal 4,129 4,513 3,738 3,746

Sales are allocated based on the country in which the customer is facated. This does not differ materially from the location where the order
is received. The geographical split of non-current assets is based on the subsidiary’s country of domicile. This is not materially different to
the location of the assets, Non-current assets comprise property, plant and equipment, intangible assets, investments in joint ventures and

associates and trade and other receivables.
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The following tables analyse the Group’s revenue streams. Courseware includes curriculum materials provided in book form and/or via
access to digital content. Assessments includes test development, processing and scoring services provided to governments, educational
institutions, carporations and professionat bodtes. Services includes the operation of schools, colieges and universities, including sistemas
in Braril as well 35 the provision of online learning services in partnership with universities and other academic institutions,

T 018
North
Al figures in £militans America Core Growth Group
-S.ales:r B
Courseware
Schoot Courseware 378 172 127 677
Higher Education Courseware 1,042 87 57 1,186
English Courseware e 16 58 102 176
T 1,436 37 286 2,039
Assessments
Schooland Higher Education Assessments 332 247 23 602
Chinical Assessments 140 45 - 185
Professlonal and English Certification 344 150 64 558
816 442 B7 1,345
Services
School Services 288 2 47 337
Higher Education ervices 244 40 3 313
English Services - 5 90 95
B T o 532 47 166 745
Totat T S 2,784 806 539 4,129
a7
North
Allfligures In Emililons America Core Growth Group
Sales:
Courseware
Schoot Coursewarg 294 17 i3e 704
Higher Education Courseware 1,146 a3 63 1,302
English Coursewar¢ 20 60 102 182
1,560 324 304 2188
Assessments
Schaool and Higher fducation Assessments 355 256 23 634
Clinical Assessments 146 46 - 192
Professional and English Certification 341 138 60 539
842 440 83 1,365
Services
Schooi Services 2 5 54 333
Higher Education Services 253 34 Iz 319
English Services - 12 296 308
527 51 382 60
Total 2,929 815 76% 4,513

MAAIIND |

dueunopiad ng I uoniev A3sens Jﬂ{}i

FIBULIADY i

SILIUNEIS [BIIUELL '



162 Pearson phe Annual teport and atcounts 2018

Notes to the consalidated financial statements

3. Revenue from contracts with customers continued

The Group derived revenue lor the year to 31 December 2018 from the transfer of goods and services over time and at a point in tima in the

following major product lines:

North

Al figures tn £ millons Ame_rfa o _C_nLe _ _anlh Total
Courseware o '
Products transferred at a point in time {sale or rewurn) 78 313 197 1,228
Products transferred at a pointin time (other) - - 35 35
Products and services transferred gver time M8 4 54 776
o 1,436 317 286 2,039
Assessments
Products transferred at a polntin time 146 &5 6 217
Products and services transferred over time 670 377 81_ 1,128
‘* 316 442 87 1,345
Services
Products transferred at a pofrd ini time - 26 38 64
Products and services transiesred over tirne 532 2% 128 681
532 47 166 745
2784 806 539 4,128

Total sales

a. Nature of goods and services

The following is a description of the nature of the Group's
performance obligations within contracts with customers broken
down by revenue stream, along with significant judgements and
estimates made within each of those revenue streams.

Courseware

Revenue is generated from customers through the sales of print
and digital courseware materials to schools, bookstores, and direct
to individual learners. Goods and services may be sold separately
or purchased together in bundled packages. The goods and
services inciuded in bundled arrangements are considered distinct
performance obligations, except for where Pearson provides both a
licence of intellectual property and an on-going hosting service,

As the licence of intellectual property is only available with the
concurrent hosting service, the licence s not treated as a distinct
performance obiigation separate from the hosting service,

The transaction price is aligcated between distinct performance
obligations on the basis of their relative standalone selling prices.

in determining the transaction price, variable consideration exists
in the form of discounts and anticipated returns. Discounts reduce
the transaction price on a given transaction. A provision for
anticipated returns is made based primarily on historicai return
rates, customer buying patterns and retailer behaviours including
stock levels (see note 22). If these estimates do not reflect actual
returns in future periods then revenues could be understated

or overstated for a particuiar period. Variable consideration as
described above is determined using the expected value approach.

While payment for these goods and services generally occurs at
the start of these arrangements, the length of time between
payment and delivery of the performance obligations is generally
short-term in nature or the reasan for early payment relates to
reasons other than financing, incduding customers securing a
vendor in a longer-term arrangement or the transfer of goods ar
services is at the discretion of the customer. For these reasons
and the use of the practical expedient on shart-term financing,
significant financing components are not recognised within
Courseware transactions.

Revenue from the sale of physical books is recognised at a point

in time when control passes. This is generally at the paintof
shipment when titie passes to the customer, when the Group has a
present right to payment and the significant risks and rewards of
ownership have passed to the customer. Revenue from physical
books sold through the direct print rental method is recognised
aver the rental period, as the customer is simultaneousiy receiving
and consuming the benefits of this rental service through the
passage of ime,

Revenue from the sale of digital courseware products is recognised
on a straight-line basis over the subscription period, unless hosted
by athird party or representative of 2 downleadable product, in
which case Pearson has no on-going obligation and recognises
revenue when control transfers as the customer is granted access
to the digital product.

Revenue from the sale of ‘off-the-shelf software isrecognised on
delivery or on instaliation of the software where thatis a condition
ofthe contract. in certain circumstances, where installation is
complex, revenue is recognised when the customer has completed
their acceptance procedures.



3. Revenue from contracts with customers continued

a. Nature of goods and services continued
Assessments

Revenue is primarity generated from mutti-year contractual
arrangements related to large-scale assessment delivery, such

as contracts to process qualifying tests for individual professions
and government departments, and is recognised as performance
occurs. Under these arrangements, while the agreement spans for
muitipie years, the contract duration has been determined to be
each testing cycle based on contract structure, including clauses
regarding termination. While in some cases the customer may
hava the ability to terminate during the term for convenience,
significant financial or qualitative barriers exist limiting the
notential for such terminations in the middie of a testing cycle.

Within each testing cycie, a variety of service activities are
performed such as test administration, delivery, scaring,

reporting, item development, operational services, and programme
management, While each of these service activities is capable of
being distinct, they are not treated as distinct in the context of the
customer contract as Pearson provides an integrated managed
service offering and these activities are accounted for togather as
one comprehensive performance obligation.

Within each testing cycle, the transaction price may cortain both
fixed and variable amounts. Variable consideration within these
transactions primarily relates to expected testing volumes to be
delivered in the cycle. The assumptions, risks and uncertainties
inherent to long-term contract accounting can affect the amounts
and timing of revenue and related expenseas reported. Variable
consideration is measured using the expected value method,
except where amounts are contingent upon a future event's
occurrence, such as performance bonuses. Such event-driven
contingency payments are measured using the most likely amount
approach. To the extent a higher degree of uncertainty exists
regarding variable consideration, these amounts are excluded
from the transaction price and expensed when the uncertainty is
reasonably removed.

Customer payments are generally defined in the contract through
a payment schedule, which may require customer acceptance

for services rendered. Pearson has a history of providing
satisfactory services which are accepted by the customer. While a
delay between rendering of services and payment may exist,
payment terms are within 12 months and the Group has elected
to use the practical expedient avaifable in IFRS 15 and notidentify
a significant financing component on these transactions,

Revenue is recognised for Assessment contracts over time as
the customer is benefiting as performance takes place through a
continuous transfer of control to the customer, This continuous
transfer of control to the customer is supported by dlauses in the
contracts which may allow the customer to terminate for
convenience, compensate us for work performed to date,

and take possession of work in process.
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As control transfers over time, revenue is recognised based on

the extent of progress towards completion of the performance
obligation. The selection of the method to measure progress
towards comptetion requires judgement and is based on the nature
of the services provided. Revenue is recognised on a percentage
completion basis calculated using the proportion of the total
astimated costs incurred to date. Percentage of completion is used
to recognise the transfer of control of services provided as these
services are not provided evenly throughout the testing cycle and
involve varying degrees of effort during the term.

Losses on contracts are recognised in the period inwhich the loss
first becomes foreseeable. Contract losses are determined to be the
amount by which estimated total costs of the cantract exceed the
estimated total revenues thatwill be generated.

In Assessments contracts driven primarily by transactions directly
te end users, Pearson's main obligation to the customer invoives
test delivery and scoring, Test delivery and scoring are defined as a
single performance obligation delivered over time whether the test
is subsequently manualty scored or digitally scored on the day of
the assessment. Customers may also purchase print and digital
supplemental materials. Print products in this revenue stream are
recognised at a pointin time when control passes to the customer
upon shipment. Recognition of digital revenue will occur based on
the extent of Pearson‘s on-going hosting obligation.

Services

Revenue is primarily generated from multi-year contractual
arrangements related to large-scale educaticnal service defivery
to academic institutions, such as schoois and higher education
universities. Under these arrangements, while an agreement

may span for muitiple yvears, the contract duration has been
determined to be each academic period based an the structure of
contracts, including clauses regarding termination, While in some
cases the customer may have the ability to terminate during the
term for convenience, significant financial or qualitative barriers
exist limiting the potential for such terminations inthe middle of an
academic period. The academic period for this customer base is
normally an academic year for schools and a semaster for higher
education universities.

Within each academic period, while a variety of services are
provided such as programme development, student acquisition,
education technology and student support services. While each of
these services is capable of being distinct, they are not distinctin the
context of the customer contract as Pearson provides an integrated
managed service offering and these activities are accounted for
together as a comprehensive performance abligation.
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Noles to Lthe consolidated financial staltements

3. Revenue from contracts with customers continued

a. Nature of goods and services continued
Services continued

Where Services are provided to university customers, volumes and
transaction price Is fixed at the start of the semester. Where Services
are provided to School customers, the transaction price may contain
both fixed and variable amounts which require estimation during
the academic period. Estimation is required where consideration is
based upon average enrolments or other metrics which are not
known at the start of the academic year. Variable consideration s
measured using the expected value method. To the extent a higher
degree of uncertainty exisis regarding variable consideration, these
amounts are excluded from the transaction price and recognised
when the uncertainty is reasonably removed.

Customer payments are generally defined in the contract as
accurring shortly after invoicing, Where there is a fonger payment
termoffered to a customer through a payment schedule, payment
terms are within 12 months and the Group has efected to use the
practical expedient available in IFRS 15 and hot ldentify a significant
financing component on these transactions,

Reverue is recognised for Service contracts over time as the
customer is benefiting as performance takes place through a
continuous transfer of contral to the customer. This continusus
transfer of controf to the customer is supported by dausesin
the contracts which may allow the customer to terminate for
convenience, compensate us for work perfarmed to date,

and take possession of work in process.

As control transfers over time, revenue is recognised based on
the extent of progress towards completion of the performance
obligation. The selection of the method to measure progress
towards completion requires judgement and is based on the
nature of the products or services provided. Within the
comprehensive service obligation, the timing of services
occurs relatively evenly over each academic period and as such,
time elapsed is used to recognise the transfer of control to the
customer on a straightdine basis.

Lasses on contracts are recognised in the period in which the loss
first becomes foreseeable. Contract losses are determined to be
the amount by which estimated total costs of the contract exceed
the estimated total revenues that will be generated.

In cases of optional or add-on purchases, institutions may purchase
physical goods priced st their standalone value, which are
accounted for separately and recognised at the pointin time

when control passes to the customer upon shipment.

b. Disaggregation of revenus

The tables in notes 2 and 3 show revenue from contracts with
customers disaggregated by operating segment, geography and
revenue stream. These disaggregation categories are appropriate as
they represent the key groupings used in managing and evaluating
underlying performance of each of the businesses, The categories
glso reflect groups of similar types of transactional characteristics,
among similar customers, with similar accounting conclusions.

¢. Contract balances

Transactions within the Courseware revenue stream generatly entail
customer billings at or near the contract's inception and accordingly
Courseware deferred income balances are primarily related to
subscription performance obligations to be deiivered over time,

Transactions within the Assessments and Services revenue streams
generatly entall customer biflings over time based on periodic
intervals, progress towards milestones or enrofment census dates.
As the performance obligations within these arrangements are
delivered over time, the extent of accrued income or deferred
income wilt ultimately depend upon the difference between
revenue recognised and biliings to date.

Refer ta note 22 for opening and closing balances of acerued
income, Refer to note 24 for opening and closing balances of
deferred income. Revenue recognised during the period from
changes in deferred incorme was driven primarity by the release
of revenue over time from digital subscriptions,

d. Contract costs

The Group capitatises incremental costs to obtain contracts with
customers where it is experted these costs will be recoverable,
{ncremental costs to obtain contracts with customers are
considered those which wouid not have been incurred ifthe
contract had not been obtained. For the Group, these costs relate
primarily to sales commissions. The Group has elected to use the
practical expedient as allowable by |FRS 15 whereby such costs will
be expensed as incurred where the expected amortisation period
is ong year or less. Where the amortisation period is greater than
oneyear, these costs are amortised over the contracttermon a
systematic basis consistent with the transfer of the underlying
goods and services within the contract to which these costs relate,
which will generally be on a ratable basis. impairment of capitalised
cantract costs was £nil in 2018.

The Graup does not recognise any material costs to fulfil contracts
with customers as these types of activities are governed by ather
accounting standards.

Refer to note 22 for further details of opening and dosing balances
ofthese costs reflected within deferred contract costs.



3. Revenue from contracts with customers continued

e. Remaining transaction price
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The helow table depicts the remaining transaction price on unsatisfied or partiailly unsatisfied performance obligations from contracts with

tustomers as at 31 December 2018.

Tatal
remaining
Deferred Committed  transaction 2021
Safes Income sales price 2019 2020 and later
aﬁrsewareﬁiw S T )
Products transferred at a pointin time (sale or return) 1,228 1 - 1 1 - -
Products transferred at a point in time (other) 35 - - - - - -
Products and services transferred over time 776 679 8 687 272 131 284
Assassments o - )
Products transferred at a pointin time 217 - - - - - -
Products and services transferrad over time 1,128 196 402 593 4_20 o 1_7_51_ __5_
éervlces o - o
Products transferred at 2 point in time 64 - - - - - -
Products and services transferrad over time - subscriptions 310 17 - 17 13 3 1
Praducts and services transferred over time - other
ongeing perfarmance obiigations 7 19 145 164 162 1 1
Total 4,129 912 555 1,467 863 308 291

Committed sales amounts are equal to the transaction price from contracts with customers excluding those amounts previousty recognised
as revenue and amounts currently recognised in deferred income. The tatal of committed sales and deferred income s equat to the

remaining transaction price,

Tirme bands represented above represent the expected timing of when the remaining transaction price will be recognised as revenue.

4, Operating expenses

Ali Bgures In £ millions 2018 2017
By function:
Cost of goods sold 1,943 2,066
Operating expenses
Distribution costs 88 B4
Seifing, marketing and product development costs 759 896
Administrative and other expenses 1,039 1,207
Restructuring costs 0 79
Other income (69) {64y
‘Fotal net operating expenses 1,907 2,202
Other net gains and losses (230} {128)
2,620 4,140

Totai

Included in other income is service fee income from Penguin Random House of £3m (2017; £3m). Included in administrative and other
expenses are research and efficacy costs of £14m {2017: £14m). In addition to the restructuring costs shown above, there were major
restructuring costs in relation to associates of £12m (2017; £ni).
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4, Operating expenses continued

An analysis of major restructuring costs is as follows:

Allfgures in Ftlitons o 2018 2017
Ey_n;ure: o o 7 R

Product costs 1z 15
Employec costs 56 1
Depreciation and amortisation 1 i3
Property and facilities (5) 24
Technotogy and cormunications 1 2
Professional and outsourced services g i2
General and administrative costs 16 2
Ta restructuring - operating expenses o o 20 79
E!E{E of associate restructuring o 12 -
Total 7 S e
The 2017-2018 restructuring programme was announced in May 2017, began in the secand half of 2017 and is expected to drive

significant cost savings. The costs of this programme have been excluded from adjusted operating profit so as to better highlight the
underlying perfarmance (see note 8), In 2018, property and facilities costs include gains on the disposal of properties sofd as part of the
restructuring programme.

Allfiguresin £ millians Notes 2018 2017
By nature:

Royaitles expensed 236 246
Other product costs 515 564
Ernpioyee beneflt expense 5 1,637 1,805
Contract labour 161 152
Ernployee-related expense 118 127
Pramationai costs 233 229
Depreciation of property, plant and equipment 10 66 50
Amortisation of intangibie assats - pre-publication 20 338 338
Amortisation of intangible assets - software 11 88 85
Armortisation of intangible assets - other i 99 138
Property and facifities 147 202
Technology and communications 102 218
Professional and outsourced services 396 322
Gther general and administrative costs 85 140
Costs capitalised to intangible assets (330) {324)
QOther net gains and josses {230) (28)
Other income (69} (64)

Total 3,620 4,140




Section 5 Fnandial statements

4. Operating expenses continued

During the year the Group obtained the following services from the Group’s auditors:

167

‘AII ﬂguresfntmllilons - ) 1-013 017
The audit of parent company and cansolidated financial statements T T B 4 4
The audit of the company’s subsidiaries o 2
Total audit fees T T ) 6 6
Audil-related and other assurance services 1 1
Other nan-audit services . . B N - 1
Total other services - T 1 2
Tatal non-audit services e 1 z
Toal — - s - )
Reconciliation between audit and non-audit sarvice fees is shown below:

All figuras in £ millons 20138 2017
a{:p audit fees inciu;;ir:giljeg';r' attestation under section 404 of the Sarbanes-dﬂey act 6 6
Naon-audit fees 1 2
Total 7 8
Fees for attestation undefr section 404 of the Sarbanes-Oxley Act are aliocated between fees payable for the audits of consolidated and
subsidiary accounts,

included in non-audit fees is audit related wark in relation to dispasal transactions and other assurance work related to the audit of the
Group's efficacy programime.

5. Employee information

Alifigures In £ mililons Notes 2018 2017
Employee beneflt expense

Wapges and salaries {including termination costs) 1,421 1,567
Social security costs 112 130
Share-based payment costs 26 37 33
Retirernent benefits - defined contribution plans 25 56 57
Retirement benefits - defined benefit plans 25 23 19
Other post-retirement medical benefits 25 (12} m
Total 1,637 1,805
The details of the emoluments of the Directors of Pearson plc are shown in the report on Directors’ remuneration.

Average rumber employed 2018 2017
Employee numbers

North America 14,113 16,295
Core 5192 5.2
Growth 4521 8,268
Other 496 485
Total 24,322 30,339
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6. Net finance costs
A.Fﬁgures. in (erlrlllans . e Notes 2018 2017
Interest payable on financiat liabilities at amaortised costand associated derivatives 42) {99)

Net foreipn exchange losses

Finance costs associated with transactions
Derivatives notin a hedge relationship
Derivalives in a hedge relationship

Finance costs B )
Interest receivable on financial assets at amortised cost - |

Netfinance income in respect of retirement benefits 25 11 3

Net foreign exchange gains - 44
Dertvatives notin a hedge relationship 6 12
Derivatives in a hedge relationship 1 1

Finance Income o B 16 20
Netfnance costs {55) (30}
Analysed as-: "_“ T

Netinterest payabie reflected in adjusted earnings (24) {79)
Other nat finance incomeA{costs) (31) 49
Total net finance costs (55) (30)

Included in interest receivable is £1m (2017: £1m) of interest receivable from related parties, There was a net mavement of £nil on fair value
hedges in 2018 (2017; £1m), comprising a gain of £4m (2017: gain of £37m) on the underiying bonds, offset by a loss of £4m (2017: loss of
£36m) on the related derivative financial instruments.

For further information on adjusted measures above, see note 8.

7. Income tax

Al figures l-n £militons Notes 2018 Piak)

Current tax

CreditXcharge) in respect of current year 92 (121)
Adjustmentsin respect of priar years 34 (2
Total current tax credit/{charge) 126 {123)
Deferred tax

In respect of temporary differences (8) 96

Other adjustments in respect of prior years (28) 14

Total deferred tax (charge)/credit 13 (34) e

Yotal tax credit/{charge) 92 {13)

The adjustments in respect of prior years in both 2018 and 2017 primarily arise from revising the previous year's reported tax provision to
refiect the tax returns subsequently filed. This results in a change between deferred and current tax as well as an absolute benefit to the
total tax charge,



7. income tax continued
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The tax on the Group's profit before tax differs from the theoretical amount that would arise using the Ui tax rate as follows:

:Ml figures in £ milons ’ 2018 017
Prafit beforetax T, oo - T “"‘1‘98 429
Tax calculated at UK rate {2018: 19%, 2017: 15.25%} (94} {81}
Effect of oversess tax rates (28) 15
Jotntventure and assaciate income reparted net of tax B 15
Intra-group financing benefit 25 26
Mavermnent in provisions for tax uncertalnties M 4%
Impactof US tax reform - (n
Net expense not subject (o tax (29) {39}
Benefit from change in US tax accounting treatment 25 -
Galns and losses on saie of businesses nat subject to tax 77 8
Utilisation of previously unrecognised tax iosses and credits - {i)
Unrecopnised tax fosses 9 {16}
Adjustments in respect of prior years [ 12
Total fax-éredltitcharge) 92 (13}
UK 37 (36}
Overseas 55 23
Total tax creditf(charge) 92 (13)
Tax rate refiected in earnings {fB.5)% 3.1%

Inciuded in net expense not subject to tax are foreign taxes not
creditable, the tax impact of share-based payments and other
expenses not deductible.

Factors which may affect future tax charges include changes
in tax legislation, transfer pricing regulations, the level and mix
of profitability in different countries, and settiements with

tax authorities.

The movement in provisions for tax uncertainties primarily reflects
releases due to the expiry of relevant statutes of kmitation and the
reassessment of historical tax positions, The current tax liability of
£72m (2017: £231m} includes £181m (2017: £280m) of provisions for
tax uncertainties principally in respect of a number of issues in the
U3, the UK and China. The issues provided for include the allocation
between territories of proceeds of historical business disposals and

the potential disallowance of intra-group recharges. The Group is
currently under audit in a number of countries, and the timing of
any resolution of these audits is uncertain. Of the balance of £181m,
£57m relates to 2014 and earlier and is mostly under audit. In most
countries tax years up to and including 2014 are now statute barred
from examination by tax authorities, Of the remaining balance,
£66m relates to 2015, £29mto 2016, £23m to 2017 and £6m to 2018.
If relevant enquiry windows pass with no audit, management
believas it is reasonably possibie that provision levels will reduce

by an estimated £50m within the next 12 months, However the tax
authorities may take a different view from management and the
final liability may be greater than provided. For items currently
under auditif tax authorities are successful, liabilities could

increase by £25m (2017: £25m).
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7. Income tax continued

The tax rate reflected in adjusted earnings is calcufated as follows:

2018

Eng—.ulsm € millions 2017
Profit before tax T ) o T B 498 421
Adjustments:
Costof major restructuring 102 79
Other net gains and fosses (230} {128)
Intangible charges 13 166
Other net finance costs/{income) 3 {49
Uik pension GMP equalisation 8 -
Impact of US tax reform - 8
}—\d_Ixsted profit before tax T 7¥_:_:7—77 j“_%Zi- 497
Total tax credit/{charge) 7 (13)
Adjustments:
Tax benefit on cost of major restructuring (37} 26)
Tax {berefity/charge on other net gains and losses (31) 20
Tax benefit on Intangible charges (18) (85)
Tax{benefit)/charge on other net finance (income)/costs {6} 9
Tax benefit on UK pension GMP equalisation {2} -
Impact of LS tax reform - 1
Tax amortisation benefit on goodwill and intangibles 29 39
Adjusted income tax credit/(charge) 27 {55)
Tax rate reflected in adjusted earnings (5.2)% 11.1%
For further information on adjusted measures above, see note 8.
The tax benefit/(charge) recognised in other comprehensive income is as foifows:
Al figures In £ millions 2018 2017
Net exchange differences ontranslation of foreign operations 12 2
Fair value gain on other financial assets - 4
Remeasurement of retirement benefit obligations 9 (42}
5 37




8. Earnings per share

Basic

Section b Financlal statements ™

Basic earnings per share is calculated by dividing the profit attributable to equity sharehoiders of the company by the weighted average
number of ordinary shares in issue during the year, excluding ordinary shares purchased by the company and held as treasury shares.

Diluted

Diluted earnings per share is calculated by adjusting the weighted average number of ordinary shares to take account of all dilutive potential
ordinary shares and adjusting the profit attributable, if applicable, to account for any tax consequences that might arise from conversion of

those shares.

All figures In £ miHions T ) 2018 2017
Ez-l-r_r;in-g-s for the year 590 408
Non-controlling interest (2) 2
Earnings attributable to equity holders of the company . 588 406
Welghted average number of share§ {eniliions) B 7781 813.4
Effect of dilutive share options {(millions) 0.6 Q.3
Walghted average number of shares {milllons} for diluted earnings 778.7 B13.7
Earnings per share

Basic 75.6p 49.9p
Diluted 75.5p 43.9p
Adjusted of the consolidation of the Group's property footprintin London

For additicnal detailed information on the calculation of adjusted
measures, see p222-225 (Financial key performance indicators).
See note 2 for detaiis of specific items excluded from or included
in adjusted operating prafit in 2018 and 2017,

I order to show results from operating activities on a consistent
basis, an adjusted earnings per share is presented. The Group's
definition of adjusted earnings per share may not be comparabie
with other similarly titied measures reported by other companies.

Adjusted earnings is a non-GAAP {non-statutory) financial measure
and is included as it is a key financial measure used by management
to evaluate the performance of the Group and allocate resources

to business segments. The measure alsc enables investors to

more easily, and consistently, track the underlying operational
performance of the Group and its business segments over time

by separating out those items of income and expenditure relating
to acquisition and disposal transactions, major restructuring
programmes and certain other items that are also not
representative of underlying performance.

Adjusted earnings per share is calculated as adjusted earmings
divided by the weighted average number of shares in issue on
an undituted basis. The following iterns are exduded from or
induded in adjusted earnings:

Cost of major restiucturing In May 2017, the Group announced a
restructuring programme, to run between 2017 and 2019, to drive
significant cost savings. This programme began inthe second haif
of 2017 and net costs incurred were £79m in 2017 and £102m in
2018 and relate to delivery of cost efficiencies in the enabling
functions and the US Higher Education Courseware business
together with further rationalisation of the property and supplier
portfolio. The restructuring costs in 2018 relate predominantly to
staff redundancies and the net cast of property rationalisation.
Included in the property rationalisationin 2018 is the impact

which resuited in a charge for onerous leases of £91m partially
offset by orofit from the sale of property of £81m. The costs of this
restructuring pragramme are significant enough to exciude from
the adjusted operating profit measure 5o as to better highlight the
underlying perfarmance (see note 4).

Other net gains and losses These represent profits and iosses on
the sale of subsidiaries, joint ventures, associates and other financial
assets and are excluded from adjusted earnings as they distort the
performance of the Group as reported on a statutory basis,

Intangible charges These represent charges in respect of intangible
assets acquired through business combinations and the direct costs
of acquiring those businesses. These charges are excluded as they
reflect past acquisition activity and do not necessarily reflect the
current year performance of the Group. Intangible amortisation
charges in 2018 were £113m compared to a charge of £166m in 2017.

Other net finance income/costs These include finance costs

in respect of retirement benefits, finance costs of deferred
consideration and foreign exchange and other gains and losses.
Finance income refating to retirernent benefits is excluded as
management does not believe that the consolidated income
statement presentation under I1AS 19 reflects the economic
substance of the underlying assets and {fabilities. Finance costs
assodated with transactions are exduded as these reiate to future
eam-outs or acquisition expenses and are not part of the underlying
financing. Foreign exchange and other gains and losses are excluded
as they represent short-term fluctuations in market value and are
subject to significant volatility, Other gains and losses may notbe
realised in due course as it is normally the intention to hold the
related instrurnents to maturity. In 2018 and 2017, the foreign
exchange gains and losses largely relate to foreign exchange
differences on unhedged US doilar and eura laans, cash and

cash equivalents.
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8. Earnings per share continued

Adjusted continued

UK pension GMP equalisation In 2018, also excluded is the impact of adjustments arising from clarification of guaranteed minimum
pension ((GMP) equalisation {egislation in the UK as this relates to historical circumstances (see note 25).

Impact of US tax reform In 2017, as a result of US tax reform, the Group's share of profit from associates was adversely impacted by £8m.
This amount was excluded from adjusted eamings asit is considered {0 be a transition adjustment that is not expected to recur in
the near future.

Tax Tax an the above items is excluded from adjusted earnings. Where relevant the Group also excludes the benefit fram recognising
previously unrecognised pre-acquisition and capital losses. As a result of US tax reform in 2017, the reported tax charge on a statutory basis
includes a benefit from the revatuation of deferred tax balances to the reduced federal rate of £5m and a repatriation tax charge af £6m.
This amount has been exciuded from adjusted earnings as it is considered to be a transition adjustment that is not expected to recur in the
near future. The tax benefit from tax deductible goodwill and intangibles is added ta the adjusted incame tax charge as this benefit more
accurately aligns the adjusted tax charge with the expected rate of cash tax payments.

Norn-controlling interest Nor-controlling interest for the above items is excluded from adiusted earnings.

The foliowing tabies reconcile the statutory incame statement to the adjusted income statement.

2018
Other net
Statutory Costof Othernet flnance UK pension Tax Adjusted
income major gains and Intangible income/ GMP  amortisatlon Income
Al figures in £ milltons statement restructuring losses charges casts  equalisatlan benefit statement
Operating profit £53 102 (230) 113 - g - 5486
Netfinance costs (55) - - - 31 - - (24)
Profit before tax 498 102 (230} 113 n 8 - 522
Income tax 92 37 (31) (18) (6} (2} 29 27
Profit for the year 530 65 (261} 95 25 6 29 545
Non-contrelling interest 2 - - - - - - (2
Earnings 588 65 (261) 95 25 6 29 547
Weighted average number of shares (millions) 7781 778.1
Weighted average number of shares (millions)
for diluted earnings 778.7 7787
Earnings per share (basic) 75.6p 70.3p
Earrings per sharve {diluted) 75.5p 70.2p
2017
Other net
Statutory Costof Othernet finance Tax Adjusted
income major gainsand Intangible Income/  impactofUs amortisation income
All figures In £ mlilions statement restructuring fosses charges Costs ax reform penefit statement
Qperating profit 451 79 (128) 166 - 8 - 576
Net finance costs {30) - ~ - (49) - - {79)
Profit before tax 421 79 (128) i66 {49) 8 - as7
Income tax (13 (26) 20 (85) 9 1 39 (55)
Profitforthe year 408 53 (108} a1 (4@} 2 32 442
Non-controiling interest {2} ~ - - - - - {2}
Earnings 406 53 {108) 81 (40) 9 35 440
Weighted average number of shares {mitlions) 8134 8i3.4
Weighted average number of shares (miflions)
for diluted earnings 8137 8137
Earnings per share(basic} 43.9p 34.1p

Earnings per share {diluted) 49.9p 54.1p




9. Dividends

Al figures in £ millions

Sectlon 5 Finandial statements
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Final paid in respect of prinry-;:e-.';-r-.'lZ.Up(ZOW: 34.0p)
interim paid in respect of current year 5.5p (201 7: 5.0p)

2018 2017
93 217
43 a

136 318

The Directors are proposing a final dividend in respect of the financial year ended 31 December 2018 of 13.0p per share which will absorb an
estimated £102m of shareholders’ funds. it will be paid on 10 May 2019 to shareholders who are on the register of members on 5 April 2019,

These financial statements do not reflect this dividend.

10. Property, plant and equipment

Assets in

Land and Plantand course of
All figures in £ mililons buildings equipment  construction Tatal
Cost
At 1)anuary 2017 398 560 20 978
Exchange differences 20 (29) 2) (51
Additions 26 40 24 90
Disposals (i3) (34) - (47)
Disposal through business disposal an {5} - {16)
Reclassifications 5 8 (13} -
Transfer to intangible assets - {11} - (1)
Transfer to assets classified as held for sale {55) (2) - 57}
ACZ1 December 2017 T 330 527 29 886
Exchange differences 11 14 1 26
Additions 32 22 12 56
Disposals {75) 97) - (172)
Reclassifications 19 {8) {11) -
Transfer to intangible assets - - (1) {11
Transfer to intanglble assets - pre-publication - - 2) ()
At31 December 2018 317 458 18 793
Assetsin
Land and Plant and course of
Allfiguresin Emillions bulidings equipment  construction Total
Depreciation
At1 January 2017 {229) (406) - {635)
Exchange differences 12 23 - 35
Charge for the year (35) (55) - {90)
Disposals 9 26 - 35
Disposal through business disposal ] 3 - 9
Transfer to assets classified as heid for sale 40 1 - 41
At 31 December 2017 {197 {408) - {605)
Exchange differences ) {11) - (16}
Charge for the year {20) (46} - {66}
Disposats 34 97 - 131
Reclassifications (7} 7 - -
At 31 December 2018 (195) {361} - (556)
Carrylng amounts
At 1 January 2017 169 154 20 343
At 31 Decamiber 2017 133 19 9 pi:3|
122 97 18 237

At 31 December 2618
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10. Property, plant and equipment continued

Depreciation expense of £18m (2017: £23m) has been included in the income statement in cost of goods sold and £48m {2017: £67m)
in operating expenses.

The Group leases certain equipment under 3 number of finance lease agreements. The net carrying amount of leased plantand
equipment included within property, plant and equipment was £7m (20%7: £9m).

1. Inlangible assets

;:q.uired
customer
lists, Acquired Acquired Other !
contractsard  trademarks publishing intangibles

Alifigures in £ mitlions e Gug:.!will Software  relatlonships ~ _and brands rights acauired Total
Cost 7 '

At1january 2017 2,341 798 974 353 211 600 5,277
Exchange differences {148) 46) (74 (26} [(3] (50} (350
Additions - internal development - 133 - - - - 133
Additions - purchased - 17 - - - - 17
Disposals - (23; - - - - (23
Disposal through business dispasal - {4} {9 {19} - {27) (59)
Transfer from property, plant and equipment - 11 - - - - 1
Transfer to assets classified as held for sale {163) (&) (2 27} 2n {343 (251}
At31 December2017 2,030 882 889 281 184 489 4,755
Exchange differences 74 3z 219 (2) - 1 144
Additions - internal development - 24 - - - - 124
Additions - purchased - 6 - - - - I3
Disposals - (94) (18) {12) - (33) {157}
Disposal through business disposal - 2) - - - - {2)
Transfer from property, plant and equipment - 11 - - - - K
Transfer from assets classified as held for sale 7 - - -~ - - 7

At 31 December 2018 2,111 959 910 267 184 457 4,888




11. Intangible assets continued
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Acguired
customer
Hsts, Acqulired Acquired Other
contracts and  trademarks publishing intangibles
Allfigures in £ milllons Goodwill Software relationships andbrands rights actjuired Total
I\murtlsa(l-(m T oo B
At T January 2017 - {461} {555) (209) (198) {412} (1,835)
Exchange differences - 30 43 13 4 36 126
Charge for the year - (85) 77 (18) (3) (40) {223}
Disposals - 21 - - - - 21
Disposal through business disposal - 2 g 18 - 22 50
Transfer Lo assets classified as held for sale - - 1 16 19 34 70
At31 Oecemberzot? - (as3) (580) 180; (178} 360) (1.791)
Exchange differences - (23) (26) 1 2 (10) (56)
Charge for the year - (88) {59) {14) (2) (24) (187)
Disposais - 92 18 12 - 33 155
Disposal through business disposal - - - - - - -
At 31 December 2018 - {512) (647} (131 (178} {361} {1.879)
Carrying amounts
At 1January 2017 2,341 337 419 144 13 188 3,442
At 31 December 2017 2,030 389 309 101 ] 129 2,964
At 31 December 2018 2111 447 263 86 & 96 3,009

Goodwill

The goodwill carrying value of £2,111m relates to acquisitions
completed after 1 January 1998. Prior to 1 january 1998 all
goodwill was written off to reserves on the date of acquisition.

For acquisitions completed between 1 January 1998 and

31 December 2002, no value was ascribed to intangibles other
than goodwili which was amortised over a period of up to 20 years.
On adoption of IFRS on 1 January 2003, the Group chose notto
restate the goodwill balance and at that date the balance was frozen
{i.e. amortisation ceased). If goodwill had been restated, then a
significant value would have been ascribed to other intangible
assets, which would be subject to amortisation, and the carrying
value of goodwill would be significantly lower. For acquisitions
completed after 1 January 2003, value has been ascribed to other
intangible assets which are amortised.

Other intangible assets
Other intangibles acquired include content, technology and
software rights.

Intangible assets are valued separately for each acquisition and
the primary method of valuation used is the discounted cash

flow method., The majority of acquired intangibies are amortised
using an amortisation profile based on the projected cash flows
underlying the acquisition date valuation of the intangible asset,
which generally results in a {arger proportion of amortisation being
recognised in the early years of the asset's life, The Group keeps
the expected pattern of consumption under review.

Amortisation of £18m (2017: £17m) is included in the income
statement in cost of poods sold and £169m (2017 £206m)in
operating expenses.
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11, Intangible assets continued

Other intangible assets continued

Therange of useful economic fives for each major class of intangible asset (exctuding goodwill and software) is shown below:

2018

Llass of intangitile asset : i “Ilselul erg-momlclife
Acquired cuslomer!ist;: contracts and relationships 3-20years
Acquired trademarks and brands 2-20y2ars
Acquired publishing rights 5-20years
Other intanglbles acquired o 2-20years
The expected amortisation profile of acquired intangible assets is shown below:

T 2018

Oneta Sixto More than

alf figures In Emlilllons five years tenyears tenyears Total
Class of Intangible asset
Acquired customer lisis, contracts and relationships 187 66 10 263
Acquired trademarks and brands 49 27 10 86
Acquired publishing rights 5 1 - 6
Other intangibles acquired 77 19 - 96
impairment tests for cash-generating units (CGUs} containing goodwill
impairment tests have been carried out where apprapriate as described below. Goodwiil was aftocated to CGUs, or an aggregation of
CGUs, where goodwill could not be reasonably allocated to individuat business units, Impairment reviews were conducted on these
CGUs{incduding Growth given the recent write down of goodwill), The recoverable amount for each unit exceeds its carrying value,
therefore there is no impairment in 2018. The carrying value of the goodwill in each of the CGUs is summarised below:
All figures in £ mildons 218 2017
North America 930 1013
Core 701 641
Growth {includes Brazil, China, India and South Africa) - _
bearson VUE 480 376
Total 211 2,030

The recoverable amount of each aggregated CGU is based on fair value less costs of disposal, Goodwill is tested at teast annuaily for
impairment. Other than goodwill there are no intangible assets with indefinite tives, The goodwill is generally denominated in the
currency of the relevant cash flows and therefore the impairment review is not materially sensitive to exchange rate fluctuations.



11, Intangible assets continued

Key assumptions

For the purpose of estimating the fair value less costs of disposal

of the CGUs, management has used an income approach based on
present value techniques. The calculations use cash flow projections
based on financial budgets approved by management covering

a five-year period, management’s best estimate about future
developments and market assumptions, The fair value less costs

of disposal measurement is categorised as Level 3 on the fair value
hierarchy. The key assumptions used by management in the fair
value less costs of disposal calculations were;

Discount rates The discount rate is based on the risk-free rate

for government bonds, adjusted for a risk premium to reflect the
increased risk in investing in equities. The risk premium adjustment
is assessed for each specific CGU. The average pest-tax discount
rates range from 7.9% to 15.8%. Discount rates are lower for those
businesses which operate in more mature markets with low
inflation and higher for those operating in emerging markets

with higher inflation,

Perpetuity growth rates A perpetuity growth rate of 2.0% was

used for cash flows subsequent to the approved budget period for
CGUs operating in mature markets. This perpetuity growth rate is a
consarvative rate and is considered to be lower than the long-term
historical growth rates of the underlying territaries in which the
CGU operates and the ong-term growth rate prospects of the
sectors in which the CGU operates. CGU growth rates between
3.0% and 6.5% were used for cash flows subsequent to the
approved budget periad for CGUs operating in emerging markets
with high inflation. These growth rates are also below the long-term
historical growth rates in these markets.

Sensitivities

Section & Financiz statements 177

The key assumptions used by management in setting the financial
budgets for the initial five-year period were as foilows:

Forecast sales growth rates Forecast sales prowth rates are

based on past experience adjusted for the strategic direction and
near-term investment priorities within each CGU. Key assumptions
include growth in Online Program Management, Virtual Schools and
Professional Certification, stabilisation in UK Qualifications and US
Assessments, and ongoing pressures in the US Higher Education
Courseware market, The five-year sales forecasts use average
nominal growth rates between 2% and 3% for mature markets and
between (1)% and 12% for emerging markets with high inflation.

Operating profits Operating profits are forecast based on historical
experience of operating margins, adjusted for the impact of changes
to product costs and cost-saving initiatives, including the impact of
the implementation of our cost efficiency programme,

Cash conversion Cash conversion is the ratio of operating cash
flow to operating profit. Management forecasts cash conversion
rates based on historical experience.

Impairment testing for the year ended 31 December 2018 has identified the following CGUs, or groups of CGUs, as being sensitive to
changes in assumptions. The table below shows the headroom at 31 December 2018 and the cumulative impact of changes in the

assumptions used in caiculating the fair vaiue,

Headroom at 31 1%Increasein 5% decrease in annual 10% decreasein pﬂ;:tuﬁlicyr;rm‘
Allfiguras in £ mililons Becember 2018 average discount rate contribution  annuai contribution rate
Headroom/{iimpalrment}
North America 356 128 27 {301) 167
Core 210 67 84 @2) 83
BrazH 20 (8} 3 {14 {4)

The above analysis is performed at the exchange rates used in the Group’s strategic planning process. CGU contribution excludes fixed costs
and corporate overheads. The goodwill related to the Brazil CoU was fully impaired in prior years, and the intangibles related to the Brazil

CGL are amortised over their useful economic life.
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12. Investments in joint ventures and associates

The amounts recognised in the balance sheet are as follows:

;_"ﬂ—gl;res o £ miilions 2018 2n7
Assaciales 392 395
Joint ventures B o - 3
Total - ) - - 392 N 398
The amounts recognised in the income statement are as follows:

Ali-f'igurcs in Emillions T e 0 a7
Assoctates 43 77
Jointventures 1 1
Totaf . 44 78

Ivestment in associates
The Group has the following materital associates:

Princlpalpia-c-e Ov;u;ershlp Nature of Measurement

of business interest  relationship method

Penguin Random House Ltd UK/Global 25% Seebelow Equity
Us 25% See below Equity

Penguin Random House LLC ~
On 1 July 2013, Penguin Random House was formed, upon the
completion of an agreement between Pearsan and Bertelsmann
t6 merge their respective trade publishing companies, Penguin
and Random House, with the parent companies awning 474

and 53% of the combinad business respectively. On 5 October
2017, Pearsan sold a 22% stake in Penguin Random House to
8ertelsmann, retaining a 25% share, Pearson owns its 25% interest
in Penguin Random House via 25% interests in each of the two
entities listed in the table above. Despite the separate lega/
structuras of the two Penguin Random House entities, Pearson
regards Penguin Random House as one combined global business.
Consequently, Pearson discloses Penguin Random House as one
single operating segment and presents disclosures related to its
interests in Penguin Randorn House on a combined basis.

The shareholder agreementindudes protective rights for

Pearson as the minority shareholder, induding rights to dividends.
Management considers ownership percentage, Board composition
and the additional protective rights, and exercises judgementto
determine that Pearson has significant influence over Penguin
Random House and Berteismann has the power to direct the
relevant activities and therefore control. Following the transaction
in 2017 the assessment of significant influence has not changed.
Penguin Random House does not have a quoted market price.
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12. Investments in joint ventures and associates continued

Investment in associates continued
The summarisad financial information of the material associate is detailed betow:

2018 017
Peng‘liﬁ Penguin
Randam Random
Al figures In £ milllans House House
;ssets T o
Non-current assets 1,043 1,048
Cursent assels 1,929 1,758
Liabllitles
Non-current habilities {1,104) {8549)
Current liabilities e (1,546} (1,579
Net;ssets T 322 368
Sales ] 2,775 2,693
Prafit for the year 185 171
Other comprehensive income/{expense) ~ B 13 {60)
igtal comprehensive income o a . Mjﬁwm T | 198 119
Dividends received from associate in relation to profits 67 146
50 312

Re-capitalisation dividends received from associate

The information above reflects the amounts presented in the financial statements of the assodiate, adjusted for fair value and simitar
adjustments. The tax on Penguin Random House LLC is settled by the partners. For the purposes of clear and consistent presentation,
the tax has been shown in the assodiate line items in the consolidated income statement and consolidated balance sheet, recording the
Group's share of profit after tax consistently for the Penguin Random House associates,

A reconciliation of the summarised financial information to the carrying value of the material associate is showrn below:;

2018 2017
Penguin Penguin
Random Random
Allfigures In £ millions House Hause
Gpening net assets 168 1,386
Exchange differences 18 {18}
Profit for the year 185 7
Other comprehensive income /(expense) 13 (60}
Dividends, net of tax paid {262) (1,167}
Tax adjustments in relation to disposals - 56
Closing net assets 322 368
Share of net assets 8O 92
Goodwill 307 296
Carrying value of associate 387 388
Information on other individuaily immaterial associates is detailed befow:
Allfigures in Emillions 2018 2017
(3) 7

{toss)/profit for the year
Totaf comprehensive (expense)/income (3}
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12. Investments in joint ventures and associates continued

Transactions with material associates

From time to time the Group leans funds ta Penguin Random House
which are unsecured and interest is calculated based on market
rates. The amount outstanding at 31 December 2018 was £nil

(2017: £46m). The loans are provided under a working capital facility
and fluctuate during the year. The ioan outstanding at 31 December
2017 was repaid in its entirety in january 2018.

Investment in joint ventures

The Group alsa has & current asset receivable of £17m (2017: £19m)
from Penguin Random House and a current liability payable of

£nil (2017: £3m) arising from the provision of services. included in
other income (note 4) is £3m (2017: £3m) of service feas, in addition,
the Group received a further re-capitalisation dividend of £50min
Aprit 2018, which was triggered by the Group’s decision to sell a
22% stake in Penguin Random House in 2017,

Information on joint ventures, all of which are individually irnmaterial, is detailed below:

Alii fligures in £ mitlions

Profitfor the year 1 1

Total comprehensive Income t 1

13. Deferred income tax

All figures In £ millions 2018 2017

Deferred income tax assets 60 g5
Peferred income tax liabilities o B (136} (164)
Net deferred income tax {76) (69)

Substantiaily all of the deferred income tax assets are expected to
be recovered after more than one year.

Deferred income tax assets and liabilities shall be offset when there
is a legally enforceable right to offset current income tax assets
with current income tax liabilities and where the deferred income
taxes relate to the same fiscal authority. At 31 December 2018,
the Group has unrecognised deferred income tax assets of £31m
(2017: £32my in respect of UK losses, £28m (2017; £18m) in respect
of US losses and approximately £90m (2017: £86m)in respect of
losses in other territories, The UK tosses are capital losses. The US
losses relate to state taxes and therefore have expiry periods of
hetween five and 20 years. Cther deferred tax assets of £12m
(2077: £12m) have not been recognised.

Deferred tax assets of £43m (2017: £75m) have been recognised in
countries that reported a tax loss in either the current or preceding
year. The majority arises in Brazil in respect of tax deductibie
goodwill, it is considered more fikefy than not that there will be
sufficient future taxable profits to realise these assets,

The recognition of the deferred income tax assets is supported
by management’s forecasts of the future profitability of the
relevant countries,



13. Deferred income tax continued

Section 5 Fnancial statements

The rovement in deferred income tax assets and liabilities during the year is as follows:

18%

Aetirement
Trading Returns benefit Deferred  Goodwilil and

All Mgures in £ milligns losses provisions obligations revenue intangibles Other Total

Deferred iIncome tax assets/{llabilities) ST T T T
At 1 January 2017 22 35 37 117 (295) 69 {15}
Exchange differences (2} {3) (4} (8) 19 (8) (6)
income statement {charge)/benefit 1) 6 7 {9) 118 {0 110
Disposal through business dispesal - - - - - {3} {3}
Tax enefit in other comprehensive income - - 84} - - {5) {89)
Trans{er to assets/(liabilities) classified as held for sale — {4) - {73) 3 2 {66)
At 31 December 2017 9 34 {24} 27 (155} 60 (69)
Adjustmenton initial application of IFRS 15 (see note 15) - ~ - 15 - 1 16
Adjustment on initiat application of IFRS 9 (see note 1) - - - - - 3 3
Exchange differences - 1 1 6 (16} (&3] (13
Income statement {charge)/benefit 11 4 {21} 20 {34) (14} 42)
Disposal through business dispasat - - - - - 16 16
Tax charge in other comprehensive Income - - 9 - - - 9
Tax charge in equity - - - - - 4 4
P ember 20 I R * T &8 (205} 65 76)

f\t 31 Decembe!' Zp1B

Other deferred income tax items include temporary differences in respect of share-based paymenits, provisions, depreciation and

royalty advances.,

in addition, £98m (2017: £68m asset and £2m liability) of deferred income tax assets are included in assets classified as held for sale with a
charge of £8m in 2018 relating to assets and liabilities held for sale.

14, Classification of financial instruments

The accounting classification of each class of the Group's financial assets, and their carrying values, is as follows:

2018 2017
Amortised Amortised
Fairvalue cost Falrvaiue tost
Falrvaiue - Total Derivatives  Derlvatives Total
hedgling Financisl  carrying Avallable held for Inhedge Loansand carrylng
All figures in £ millions Notes FVOCt FYTPL  instrument assets value forsale ling lationship ivabl value
Investments in unlisted
securities 15 93 - - - 93 77 - - - 77
Cash and cash equivalents 17 - - - 568 568 - - - 518 518
Cash and cash equivalents -
within assets classified as
held for sale az - - - - - - - - 127 127
Marketable securitias - - - - - 8 - - - 8
Derivative financial
instruments 16 - 4 64 - 68 - 3 137 - 140
Tradereceivables 22 - - - 904 604 - - - 760 760
Trade receivables -
within assets classified
as held for sale - - - 45 49 - - - 22 22
Total financial assets 93 4 &4 1.521 1682 BS 3 137 1,427 1,652

The carrying value of the Group's financial assets is equat to, or approximately equal to, the market vaiue. Following the adoption of IFRS 9in
2018 the terminolegy used to describe financial assets has been changed (see note 1c).
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14. Classification of financial instruments continued

The accounting classification of each class of the Group's financial iabilities, together with their carrying values and market vaiues,

is as follows:
i oo T wm 07
Amortised Amortised
Falrvalue cost Fair value cost
Fair value ~ Other Total Yotali  Derivatives  Derlvatives Totat Total
hedging financial  carrying  mearket hedd for in hedge Other  carrying  market
All figures fn £ millons Notes FYTPL  Instrument Iiabllictes value value trading relationship Habliitieg value value
Derivative financial
instruments 16 - (59) - (59) {59) - {144} - (140) {140}
‘frade payabies 24 - - {311} {311) (311) - - {285) (263} (265)
Trade payables -within
liablities classified as held
farsale - - (23 (22) (22) - - (20) {20) {20}
Liability to purchase awn
shares 24 - - - - - - - {151 {151} (159
Bank loans and overdrafts i8 - - {43) 43) {43) - - (15) {15} {15}
Other horrowings due within
oneyear 18 - - (3) [£)] 3 - - [C] (&) 4}
Borrowings due after more
thanone year 18 - - (674) {81y (663) - - (t.066) {1,0685) (1,070)
Total financlal llabliitles - (59} {1,083) (1123 (1,101) - (140) {1,521 (1,66%) (1,665)

Following the adoption of IFRS 9 in 2018 the terminology used to describe financial liabilities has been changed (see note 1q).

Fair vaiue measurement

As shown above, the Group's derivative assets and liabilities, uniisted securities and marketable securities are held at fair value. Financial
instruments that are mieasured subsequently ta initial recognition at fair value are grouped into jevels 1 to 3, based on the degree to which

the fair value is cbservable, as foliows:

Level 1 fair value measurements are those derived from unadiusted quoted prices in active rmarkets for identical assets or llabilities.

Level 2 fair value measurements are those derived from inputs, other than quoted prices included within level 1, that are observable for

the asset or liability, either directly {as prices) or indirectly {derived from prices).

Level 3 fair value measurements are those derived from valuation techniques that include inputs for the asset or iability that are not based

on observable market data (unobservable inputs).

The Group's derivative assets valued at £68m (2017: £140m) and derivative liabilities valued at £59m (2017: £140m) are dassifie
The Group's marketable securities valued at £nil (2017: £8m)are classified as levet 2. The Group's investments in unlisted securi
vaiued at £93m (2017: £77m) and are classified as level 3,

The following table analyses the movements in level 3 fair value remeasurements:

d aslevel 2.
jties are

2018 207

in unlisted inuniisted

All figuras in £ miilons securfties setcurities

At beginning of year 7 65
Exchange differences 4 (4)

Acquiisition ofinvestments 13 3

Fair value movements 7 13

Disposal of investments {8 -

At end ofyear 93 27

The fair value of the investments in unlisted securities is determined by reference to the financial performance of the underlying asset,

recent funding rounds and amounts realised on the sale of similar assets.
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15. Other financial assets

Altfigures in £ milifons 2018 2017
Atbeginningofyear 77 65
Exchange differences 4 4)
Acquisition of Investments 13 3
Fair value movements 7 13
Disposal of investments (8) -

92 77

Atend of year

Other financial assets comprise unlisted securities of £93m (2017: £77m) that are classified at fair value through other comprehensive
income (FVOCY). The assets, which are not held for trading, relate to the Group's interests in new and innovative educational ventures
across the world, These are strategic investments and the Group considers the classification as FVOC! to he more relevant, None of the
investments are individually significant to the financial statements. In 2018, eguities held at a fair value of £8m (2017: £nil) were disposed,
The cumulative gain on disposal was £nil and £2m was recycled from the fair value reserve to retained earnings.

16. Derivative financial instruments and hedge accounting

The Group's approach to the management of financial risks is set out in note 19. The Group’s outstanding derivative financial instruments
are as follows:;

2017

Tt T 2018
Gross notional Gross notional

Al figures in £ mllons amounts Assets Liabllities amounts Assets Liahilities
interesi rate derivatives - in a fair value hedge retationship 404 13 - 799 23 -
Interest rate derivatives - not in a hedge relationship 362 3 - 429 3 -
Cross-currency rate derivatives - in a hedge refationship 577 &1 {35) 1,522 114 {740
X forwards and collars - in a hedpe relationship 434 - (24} - - -
Other derivatives ~not in a hedge relationship 473 1 - - - -
Tatal ' N 2,250 58 (s9) 2,750 140 (140}
Analysed as expiring:

intessthan one year 771 1 (23) - - -
Later than one year and not fater than five years 795 22 U] 1,638 65 {95}
Later than five years 684 45 {35) 1,112 75 {45)
Total 2,250 68 (59) 2,750 140 {t40)

The Group's fixed rate USD debt is held as fixed rate instruments at
amortised cost.

The majority of the Growp's fixed rate euro debt is convertedto a
floating rate exposure using interest rate and cross-currency swaps.
The Group receives interest under its euro debt related swap
contracts to match the interest on the bonds (ranging from a receipt
of 1.375% onits euro 2025 notes to 1.875% on its aurc 202+ notes)
and, in turn, pays either a floating US dollar or sterling variable rates
of GBP Libor + 0.81% and US Libor + 1.36%.

GBP and USD Interest rate swaps are subsequently used to fix

an element of the interest charge, The all-in rates (induding the
spread above Libor) that the Group pays are between 2.2% and
3.8%. At 31 December 2018, the Group had interest rate swap
contracts to fix £361m of debt and a further £256m of outstanding
fixed rate bonds bringing the total fixed rate debtto £617m.

These pay fixed interest rate derivatives are notin designated
hedging relationships. Additionaliy the group uses FX derivatives
inttuding forwards, collars and cross currency swaps to create
synthetic USD debt as a hedge of its USD assets and to achieve
certainty of USD currency conversion rates, in line with the Group's
FX hedging policy. OQutstanding contracts as at 31 December 2018

were held at an average GBP/USD rate of 1.39. These derivatives are
in designated net investment hedging relationships. Outstanding
contracts on the cross currency swaps at 31 December 2018 were
held at an average EUR/GBP rate of 0.79. These derivatives are in
designated fair value hedging relationships.

Atthe end of 2018, the currency split of the mark-+to-market values
of rate derivatives, induding the exchange of principal on cross
currency rate derivatives, was US dollar £(185)m, sterling {215)m
and euro £432m (2017: US dollar £(869)m, sterling £12m and

euro £857m).

The Group's portfolio of rate derivatives is diversified by maturity,
counterparty and type. Natural offsets between transactions within
the portfolio and the designation of certain derivatives as hedges
significantly reduce the risk of income statement volatility. The
sensitivity of the portfolio to changes in market rates is set out in
note 19,
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16. Derivative financial instruments and hedge accounting continued

Fair value hedges

The group uses Interest Rate Swaps and Cross Currency Swaps as
Fairvalue hedges of the Groups eura issued debt,

interest rale exposure arises fram movemenits in the fair value ofthe
Group's euro debt attributable to mavements in euro interest rates.
The hedged risk is the change the eura bonds fair value attributable
to interest rate movements. The hedged items are the Group's euro
bonds which are issued at a fixed rate. The hedging instruments are
fixed to floating euro interest rate swaps where the Group receives
fixed interest payments and pays three month Euribor,

As the critical terms of the interest rate swaps match the bonds such
there is an expectation that the value of the hedging instrument and
the value of the hedged item move in the opposite direction as a
result of movements in the zero coupon Euribor curve. The hedge
ratio is 100%. Sources of hedge ineffectiveness are a reduction or
modification in the hedged item or a material change in the credit
risk of swap counterparties,

Aforeign currency exposure arises from foreign exchange
fluctuations on translation of the Group's euro debt into GBP.

The hedged risk is the risk of changes in the GBPEUR spot rate that
will result jn changes in the value of the euro debt when translated
into GBP. The hedged items are a portion of the Group's eurc bonds.
The hedging instruments are floating to floating cross currency
swaps which creates an exposure to eura strengthening against
GBP within the hedge item. The final exchange on the oross currency
swap creates an exposure to euro weakening against GBP.

As the critical terms of the cross currency swap match the bonds
there is an expectation that the vaiue of the hedging instrument and
the value of the hedged item move in the opposite direction asa
resuft of moverments in the EURGBP exchange rate. The hedge

ratio is 100%. Sources of hedge ineffectiveness are a reductionor
modification in the hedged item or a material change in the credit
risk of swap counterparties.

At Decemnber 2018, the Group held the foliowing instruments ta
hedge exposures to changes in interest rates and fareign currency
risk associated with borrowings,

Al figures In £ millions

Change In fair vaiue of
hedglng instramant
usedto determine

Carrying amaunt of
hedpgl hedge Inefecth

Nominal amounts of

Iastruments

Interest rate risk

Finandial assets - derivative financial instruments 13 N 404
Currency risk
Financial assets - derivative financial instruments 51 3 404
The amounts at the reporting date relating to items designated as hedge jterns were as follows:
Accumulated amount
of falr value hedge
adjustmentson Change infairvalueof
the hedgeditem  hedgeditem usedto tineltemin profitor
€Carrylng amount of included in the determine hedge dge loss that incfudes
Alifigures In £ mlilions hedged items carrying ineffec hedge ineffectiveness
Interest rate risk
Financdial Habilities - borrowings (416) 9 7 - n/a
Currency risk
Finangial liabiiities - borrowings (4186) nfa (3} - nia

Hedge of net investment in a foreign operation

A foreign currency exposure arises from the translation of the
Group’s netinvestrnents in its subsidiaries which have USD and euro
functional currencies. The hedged risk is the risk of changesin the
GBPUSD and GBPEUR spot rates that will resutt in changes in the
value of the group's net investrment in its USD and euro assets when
translated into GBP. The hedged items are a portion of the Group's
assets which are denominated in USO and euro. The hedging
instruments are debt and derivative financial instruments, including
Cross Currency Swaps, FX Forwards and FX Collars which creates an
exposure to USD and euro weakening against GBP.

itis expected that the change in value of each of these items
wilf mirror each other as there is a clear and direct econormic
relationship between the hedge and the hedged item in the
hedge relationship.

Hedge ineffectiveness would arise if the value of the hedged
items fell below the value of the hedging instruments however
this is unlikely as the vatue of the group's assets denominated
int USD and euro are significantly greater than the proposed net
investment programme.,
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16, Derivative financial instruments and hedge accounting continued

The amounts related to items designated as hedging instruments were as follows:

Lhange invalue of

hedging instrument Nomlnal amounts Hedging Hedge ineffectiveness

Carrylng amount of used to determine af hedging gains/{iosses) recognisedin

Al figures in £ milllons hedged Instruments hedge ineffectiveness Instruments recagnised in GCL grafitorloss
Finantial liabilities - derivative financial instruments (59) 22) /07 22) -
Financial liabilities - borrowings {256} (10} (2586} {10) -

tn addition to the above, £15m of hedging losses were recognised in OCHin relation to derivative financial instruments that matured during
the year.

Offsetting arrangements
Derivative financial assets and liabilities subject te offsetting arrangements are as follows:

2018 2037

Gross Gross Netderivative Gross Gross Netderivative

derivative derivative assets/ derlvative derivative assels/

Al figures in £ millions assels Habllities liahllities asseats Habilities liabilicles
Counterparties in an asset position a7 (44) 23 103 {78} 25
Counterparties in a liabiifty position 1 {15} (14} 37 (62} (25)
Total as presented in the balance sheet 68 (59) a 140 {140) -

Ali of the Group's derivative financial instruments are subject to enforceable netting arrangements with individual counterparties,
allowing net settlement in the event of default of either party. Offset arrangements in respect of cash balances are described in note 17.

Counterparty exposure from ail derivatives is managed, together with that from depesits and bank account batances, within credit limits
that reflect published credit ratings and by reference to other market measures (e.g. rmarket prices for credit default swaps) to ensure that
there is no significant risk to any one counterparty.

The Group has no materiaf embedded derivatives that are required to be separately accounted for in accordance with [FRS 9

‘Financial instruments’.

17. Cash and cash equivalents (excfuding overdrafts)

All figures In £ mililons 2018 2017
Cash at bank and in hand 533 361
Short-term bank deposits 35 157
568 518

Cash at bank and in hand - within assets classified as held for sale - 127
568 645

Short-term bank deposits are invested with banks and earn interest at the prevailing shortterm deposit rates.

Atthe end of 2018, the currency split of cash and cash equivalents was US dollar 18% (2017: 36%), sterling 30% (2017: 8%), Canadian dollar
14% (2017: 29), euro 6% (2017: 79), renminbi 3% (2017: 20%) and other 29% (2017: 27%). At the end of 2017, a significant proportion of the
renminbi cash related to assets held for sale.

Cash and cash equivalents have fair vaiues that approximate to their carrying value due to their short-term nature, Cash and cash
equivalents include the following for the purpose of the cash flow statement:

Al figures in£ millions 2018 017
Cash and cash equivalents 568 58
Cash and cash equivalents - within assets ciassified as held for sale - 127
Bank overdrafts (43) (1S)
525 630

The Group has certain cash poofing arrangements in US dollars, sterling, euro and Canadian dollars where both the company and
the bank have a legal right of offset. Qffsetting amounts are presented gross in the balance sheet. Offset arrangements in respect of

derivatives are shown in note 16.
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18. Financial liabilities - borrowings

The Gioup's current and non- current borrowings are as follows:

Al figures in £ mllu—gng o o 018 2017

Non-current T T

1.875% euro nates 2021 (norminal amount €250m; 2017 nominal amount €500m) 233 463

3.75% US doflar notes 2022 (nominal amount $117m) 22 85

3.25% US dollar notes 2023 (nominal amount $94m) 74 69

1.375% euro nates 2025 {(nominal amount € 300m; nominal amount €500m}) 273 445

Finance lease liabilities 2 &
T - 674 1,066

Current ’ B

Due within one year ar on-demand:

Bank loans and overdrafts 43 15

Finance lease liabillties 3 4

o o 7 a5 19

720 1,085

Total borrowings

included in the non-current borrowings above is £6rm of accrued interest (2017: £10m). Included inthe current borrowings above is £nif of

accrued interest (2017; £nil).

The maturities of the Group's non-current borrowings are as follows:

Allfigures in Emilllons 2018 2017
Between one and {wo years 1 3
Between two and five years 400 542
Over five years 273 5i4
o 674 7,066
The carrying amounts and market values of borrowings are as follows:

2018 2017

Effective Carrylng Market Effective Carrying Market

Allfiguresin Emilllons Interest rate value value Intergstrate value value
Bank loans and averdrafts nfa 43 43 n/a 15 __15—
1.875% euro notes 2021 2.04% 233 233 2.04% 463 467
3.75% US dollar notes 2022 3.94% 92 Edl 3.94% 85 87
3.25% US dallar notes 2023 3.36% 74 kil 3.36% 69 67
1.375% eure notes 2025 1.44% 273 266 1.443% 445 445
Finance lease liabilities nfa 5 5 nfa g 8
720 709 1,085 1,089

The marketvalues stated above are based on clean market prices at the year end or, where these are not avaifable, an the quoted market
prices of comparable debt issued by other companies. The effective interest rates above relate to the underlying debt instruments.

The carrying amounts of the Group's borrowings before the effect of derivatives (see notes 16 and 19 for further infermation on the

impact of derivatives) are denominated in the foltowing currencies:

All figures In £ millions 2018 2017
Us dollar 188 172
Sterling 23 1
Euro 506 an
Other 3 1

720 1,085
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18. Financial Hiabilities - borrowings continued

The Group has $1.75bn (£1.4bn) of undrawn capacity on its committed borrowing facilities as at 31 December 2018 (2017: $1.75bn
{£1.3bn) undrawn). In addition, there are a number of short-term facilities that are utilised in the normal course of business. Al of the
Group’s borrowings are unsecured. In respect of finance lease obligations, the rights to the leased asset revert to the lessor in the event

of default.

The maturity of the Group's finance lease obligations is a5 follows!

éll figures in £ millions _ 21118 2017
Finance Ié;é;tiﬁbl!ltles - minimum fease payments o
Not later thanone year 3 4
Later than one year and notlater than two years 1 3
Later than two years and not later than three years 1 1
tater than three years and notiater than fouryears - -
Later than four years and not later than five years - -
Later than five years - -
Future finance charges onfinance leases - -
Present value of finance lease Habliltles o S é L ' 8
The present value of the Group's finance lease obligations is as follows:
Altfigures in £ milons 2013 2017
Mot later thar one year 3 4
Later than one year and not later than five years 2 4
Later than five years - -
5 8

The carrying amounts of the Group's lease obligations approximate their fair value.

19. Financial risk management

The Group's approach to the management of financial risks together
with sensitivity analyses of its financial instruments is set out below.

Treasury policy

Pearson’s treasury policies set out the group's principles for
addressing key financial risks including capital risk, liquidity risk,
foreign exchange risk and interest rate risk and sets out measurable
targets for each, The Audit Cormmittee receive quarterly reports
incorporating compliance with these measurable targets and
review and approve the treasury policies annually.

The treasury function is permitted to use derivatives where their
use reduces a risk or affows a transaction to be undertaken more
cost effectively. Derivatives permitted indude swaps, forwards
and coliars to manage foreign exchange and interest rate risk, with
foreign exchange swap and forward contracts the most commonly
executed. Speculative transactions are not permitted.

Capital risk

The Group’s objectives when managing capital are:

» To maintain a strong balance sheet and a solid investment
grade rating;

»To continue to invest in the business;

»To have a sustainable and progressive dividend policy, and;

»To return surplus cash to our shareholders where appropriate.

The Group aims to maintain net debt at a levet lessthan 1.5 times
EBITDA before the adoption of iFRS 16 and less than 2.2 times
EBITDA after the adoption of IFRS$16. This is consistent with a solid
investment grade rating {assuming no material deterioration in
trading performance) and provides comfartable headroom
against covenants.

The Group is currently rated BBB {negative outlook) with Standard
and Poor's and Baa2 (stabfe outlook) with Moody's.
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19, Financial risk management continued

Net debt
The Group's net debt position is set out balow:

Al figures In§ milllens

Cashand cash equlua;lems
Marketable securities
Derivative financial instruments
Bankloans and overdrafts
Bonds

Finance lease |labilitles
N—et—dehc

2017

2018
o T 568 645
- 8
9 -
“3) (s}
(672) {1,062)
(5) {3
o B (1437)*77 WW@

Interest and foreign exchange rate management

The Group's principal currency exposure is to the US doflar which
represents more than 60% of the Group's sales,

The Group's long-term debt is primarily haid in US dollars te provide
a natural hedge of this exposure, which is achieved through issued
US dollar debt or converting euro debt to US dollars using cross-
currency swaps, forwards and collars. As at 31 December 2018,
£617m of the Group's debt is held at fixed rates (2017: £674m),

with £103m held at floating rates (2017: £41 1}, partiaily offset
by LS dollar cash balances which attract floating rate interest.

See note 16 for details of the Group's hedging programme which
addresses interest rate risk and foreign currency risk.

Overseas profits are converted to sterling to satisfy sterling cash
outflows such as dividends at the prevailing spot rate at the time
of the transaction. To the extent the Group has sufficient sterfing,
US dollars may be held as dollar cash to provide a natural offset
to the Group's debt or to satisfy future US dollar cash outfiows,

The Group does not have significant cross border foreign exchange

transactional exposures.

As at 31 December 2018, the sensitivity of the casTying vaiue of the
Group's financial instruments to fluctuations in interest rates and

exchange rates is as follows:

All figuresin £ milllons

tmpact of 1%
Carrying increasein

vaiue Jnterestrates interestrates n sterling

impactof1% Impactof 10% Impactof 10%
decreasein strengthening  weakeningin

sterling

tnvestments in unlisted securities 93 - - {7) 9
Cash and cash equivalents 568 - - {35) 45
Derivative finandial instruments 9 (3) 3 1 (1)
Bonds (672) 17 an 61 {74)
Cther borrowings a8} - - 2 (3}
Other net financial assets 620 - - (59) 62
Total financlal instruments 570 14 {14} (30) 38

The table shows the sensitivities of the fair values of each class of
financial instrument to an isolated change in either interest rates
or foreign exchange rates. Other netfinancial assets comprises
trade receivables less trade payables. A significant proportion

of the movements shown above would impact equity rather than
the income statement due to the location and functional currency
of the entities in which they arise and the avaitability of net
investment hedging.

The Group's income statement is reported at average rates for the
year while the balance sheet is transiated at the year-end closing
rate. Differences between these rates can distort ratio caleulations
such as debtto EBITDA and interest cover, Adjusted operating profit
translated at year-end clasing rates would be £28m higher than the
reported figure of £546m at £574m, EBITDA translated at year-end
closing rates would be £32m higher than the reported figure of
£698Bmat £730m.

Liquidity and re-flnancing risk management

The Group regularly reviews the level of cash and debt facilities
required to fund its activities. This involves preparing a prudent
cash flow forecast for the next three to five years, determining the
level of debt facilities required to fund the business, planning
for shareholder returns and repayments of maturing debt, and
identifying an appropriate amount of headroom to provide a

reserve against unexpected outfiows.

At 31 December 2018, the Group had cash of £0.5bnand an
undrawn US doliar denominated revolving credit facility due 2021
of $1,75bn (£1.4bn). At 31 December 2817, the Group had cash of
£0.6bn and an undrawn US dollar denominated revolving credit

facility due 2021 of $1.75bn (£1.3bn).



19. Financial risk management continued

The $1.75bn facility contains interest cover and leverage
covenants which the Group has complied with for the year

ended 31 Decernber 2018, The maturity of the carrying values of
the Group's borrowings and trade payables are set cut in notes 18
and 24 respectively.

Atthe end of 2018, the currency split of the Group's trade payables
was LIS dollar £178m, sterling £57m and other currencies £98m
(2017: US dollar £137m, sterling £58m and other currencies £90m) .
Trade payables are ail due within ane year (2017: 2! due within

one year}.

Ar;afysed by ;aturlty-
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The following table analyses the Group’s bonds and derivative
assets and fabilities into relevant maturity groupings based on
the remaining period at the balance sheet date to the contractual
maturity date. Short dated derivative instruments have not been
inctuded in this table. The amounts disclosed in the table are the
contractual undiscounted cash flows {induding interest) and as
such may differ from the amounts disclosed on the balance sheet.

Analysed by currency

Greacer than Later than

onamonth  oneyear but
All figures in £ millions and I::ityi::: fess tha;lef;\": Fl\aﬁyr:::: Total uso GBP Other Total
At 31 December 2018 '
Bonds 14 431 277 722 189 - 533 722
Rate derivatives - inflows (20} (288) (343) {651} {40} {167) (444) {651}
Rate derivatives - outflows 23 289 341 653 254 390 9 653
FX forwards - inflows {251) (35 - (286) - {285) - (286)
FX forwards - outfiows 275 37 - 312 312 - - 312
Total 41 434 275 750 715 (63) 98 750
At 31 Decermnber 2017
Bonds 20 601 533 1,154 184 - 970 1,154
Rate derivatives - inflows {38} (975) (684 {1,697) {53} (751} {893) (1,697)
Rate derivatives - outfiows 48 1,060 667 1775 1,003 751 21 1,775
FX forwards - inflows - - - - - - - -
FX ferwards - outfiows - - - - - - - -
Total 30 686 516 1,232 1134 - 98 1,232

Financial counterparty and credit risk management

Financial counterparty and credit risk arises from cash and cash
equivalents, favourable derivative financiaf instruments and
deposits with banks and financial institutions, as well as credit
exposures to customers, including outstanding receivables.

Counterparty credit limits, which take published credit rating and
other factors into account, are set to cover the Group's total
ageregate exposure to a single finandial institution, The limits
applicable to published credit rating bands are approved bythe
Chief Financial Officer within guidelines approved by the Board.
Exposures and limits appiicabie to each financiai institution are
revigwed on a regular basis.

Cash deposits and derivative transactions are made with approved
counterparties up to pre-agreed limits. To manage counterparty
risk assodiated with cash and cash equivalents, the Group uses a
mixture of money market funds as well as bank deposits. As at

31 December 2018, 859% of cash and cash equivalents was held with
investment grade bank counterparties, 7% with AAA money market

funds and 8% held with non-investment grade bank counterparties.

As at 31 December 2018, the Group had 2 netexposure of £33m
with investment grade counterparties for derivative transactions.

For trade receivables and contract assets the Group's exposure to
creditrisk is influenced mainly by the individual characteristics of
each customer. However, risk associated with the industry and
country inwhich customers operate may aiso influence the credit
risk, The credit quality of customers is assessed by taking into
account finandial position, past experience and other relevant
factors. Individual creditlimits are set for each customer based on
internat ratings. The compliance with credit imits is regularly
monitored by the Group. A default on a trade receivable is when
the counterparty fails to make contractual payments within the
stated payment terms. Trade receivables and contract assets are
written off when there is no reasonable expectation of recovery.
The carrying amounts of financial assets, trade receivables and
contract assets represent the maximum credit exposure.

Trade receivables and contract assets are subject to impairment
using the expected credit loss modef. The Group applies the IFRS 2
simplified approach to measuring expected credit losses which uses
alifetime expected creditioss aliowance for all trade receivables
and contract assets, To measure the expected credit losses, trade
receivables and contract assets have been grouped based on
shared credit risk characteristics and the days pastdue. See note

22 for further details about trade reteivables and contract assets
including movernents in provisions for bad and doubtful debts,
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20. Intangible assets - pre-publication

;Il figures in § millions 2018 2017
Cost T

Atbeginning of year 1,854 2,417
Exchange differences 70 (168}
Additions 328 362
Disposal through business disposal - {1
Disposais (158) (248)
Transfer from property, plantand equipment 2 -
Transfer Lo assets classifled as held for sale - {508)
Atend of year ) 2,696 1,854
Amortlﬁatlérm T

Atbeginning of year (1,113) {1,393)
Exchange differences 5% 108
Charge for the yaar (271) (338)
Disposals 158 248
Transfer to assets classified as held for sale - 261
At end of year (1,279) (1,113)
Carrying amounts

Atendofyear 817 M

included in the above are pre-publication assets amounting to £577m (2017; £504m) which will be realised irt more than one year.
Amortisation is included in the income statement in cost of gaods sold.

i addition to the above £242m (2017: £247m) of pre-publication assets are inciudad in assets dlassified as held for sale (see note 32) with a
charge of £67m and additions of £60m in 2018 relating to assets and liabfities held for sale,

21. Inventories

Al fTgures in £nillions 2018 M7
Raw materials 5 4
Work in progress ?
Finished goods 143 142
Returns asset 10 -

164 148

The cost of inventories recognised as an expense and included in the income statement in cost of goods sold amounted to £375m
(2017: £324m). In 2018 £39m {2017: £38m) of inventory provisions was charged in the income statement. None of the inventory is pledged
as security.

Included within the inventory balance is the estimation of the right to receive goods from contracts with customers via returns {see note 1b).
The value of the returns asset is measured at the carrying amount of the assets at the time of sale aligned to the Group's nermal inventory
valuation methodalogy less any expected costs to recover the asset and any expected reduction in value. Impairment charges against the
inventory returns asset are £nil in 2018, The returns asset all relates to finished goods.
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22.Trade and other receivables o
[1-]

ﬂ ','!g“,',',,‘,"‘i_"‘,"v"?“ 3 2018 2017 %
Current
Tracte recelvables 874 739
Royaity advances 5 8
Prepayments 103 82
Deferred contract costs 1 -
Accrued income 2 1
Other receivables - ) 193 280
T . T _ _Wiﬁﬁ— i ) i ) h 1178 110
Nan-current 7 o o
Trade receivables 30 21 %
Royalty advances 21 20 g
Prapayments 13 15 E
Deferred contract costs 1 - 2
Accrued income 10 10 =
Qther receivables 25 37

)} _ 100 103
Accrued income represents contract assets which are unbilled amounts generaliy resulting from assessments and services revenue streams
where revenue to be recognised over time has been recognised in excess of customer billings to date, Impairment charges on accrued _
income assets are £nil in 2018. The carrying value of the Group's trade and other receivables approximates its fair value. Trade receivabies o
are stated net of provisions for bad and doubtful debts. Trade and other receivables includes the impact of adoption of IFRS 15 in 2018 o
(see note 1h). This impact increased trade and other recefvables as a result of the transfer of the sales return liability of £173m to trade and %
other liabilities that was previously netted in trade receivables, Comparatives have not been restated. g
The movements in the provision for bad and doubtful debts are as folfows: 3
Al figures tn £ mililons 2018 2017
At beginning of year {116) Mz
Adjustment on initial application of IFRS 9 (see note 1¢} (12 -
Exchange differences 2 7
ncome statemeant movements ()] {38} -
Utilised 31 21 8
Disposal through business disposal - 1 g
Transfer to assets classified as heid for sale - ] 5
Atend of year (986) {116}
Concentrations of credit risk with respect to trade receivables are limited due 1o the Group's large number of customers, who are
internationally dispersed.
The agefng of the Group's trade receivables is as follows:
Al figures in Emlilions 2018 2017
Within due date 606 661
Up to three months past due date 172 187 @
Three to 5(x months past due date 72 48 g
Six to mine months past due date 16 18 %
Nine tg 12 months past due date 24 13 &
More than 12 months past due date 14 3 %
Total trade receivabies 04 930 @
Less: sales return liability - {170)
Net trade receivables 904 760

The Gralip reviews its bad debt provision at least twice a year following a detatled review of receivable balances and historical payment

profiles, Management believes all the remaining receivable balances are fully recoverable,
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23. Provisions for other liabilities and charges

Deferred OCisposals Legal
Allfigures in £ millions consldfl_' il . I’rufg_r_ly_ anq ngr ISEI_
At1january 2018 T ' T 3 21 80
Exchange differances 2 - - - 2
Charged to income statement - 103 - 3 106
Released (o Income stalement - {2 - {5 {n
Utilised {5} {2) (5} {3) {15)
Disposal through business disposal - - (M - {1
At31December2018 o ] - 42 102 5 16 165
Analysis of provisions: Gl
Deferred Disposais Legal
Al figures in £ mililons consideration Praperty  andclosures and ather Total
currenc o ’ 6 2 5 7 20
Non-current 36 160 - 9 145
T T T 42 102 5 16 165
o 2017
Current T 5 1 1 8 25
Non-current 40 2 - i3 55
45 3 i1 21 80

Deferred consideration primarily relates to the formation of a venture in North America in 2011. The provision will be utilised over a number
of years as payments are based on a royaity rate. The provision above represents management's best estimate of the fiability, however,

the maximum that coulid be payabie is £84m. Property provisions predominantly relate to restructuring and onerous leases. The main
provisions refate to the consofigation of London properties and are expected to be utllised from 2020, Uncertainties around property
provisions relate o prevailing market conditions including potential sublet income, Jease terms including rent free periods, void periods,
lease incentives and running costs. Disposals and closures include fiabilities related to recent disposals and are expected to be utilised in
2019. Legal and other includes lega! claims, contract disputes and potential contract losses with the provisions utilised as the cases are
sattled. Aiso included in legal and other are other restructuring provisions that are generally utiiised within one year.

24, Trade and other liabilities

Al figures In £ milifons 2018 207
Trade payables it 265
Sales return liability 173 -
Social security and other taxes 16 pal
Accruals 397 447
Deferred income 387 322
Interest payabie 46 45
Liability to purchase own shares - 151
Other liabilities 225 224
1,555 1,475

Less: non-current portion
Accrugls 15 26
Deferred income 66 35
Other liabilities 4 7z
155 133
1,400 1,342

Current portion

The carrying value of the Group's trade and other liabilities approximates its fair value. The deferred income balance comprises contract
liabilities in respect of advance payments in assessment, testing and training businesses; subscription income in school and college
businesses; and obligations to defiver digital conteritin future periods. Trade and other Kabilities includes the impact of adoption of IFRS 15
in 2018 (see note 1h), Thisimpact increased trade and other liabilities as a result of the transfer of the sales return iiability of £173m that was
previously netted intrade receivables and deferred income by £28m at 31 December 2018. Comparatives have not been restated. The
liability to purchase own shares in 2017 relates to a buyback agreement for the purchase of the company’s own shares {see note 27).
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25, Relirement benefit and other post-retirement obligations

Background

The Group operates a number of defined benefit and defined
contrihution retirement plans throughout the world,

The iargest plan is the Pearson Group Pension Plan (UK Group plan)
in the UK, which is sectichalised to provide both defined benefit and
defined contribution pension benefits. The defined benefit section
was closed to new members from 1 November 2006. The defined
contribution section, opened in 2003, is open to new and existing
employees. Finafly, there is a separate section within the UK Group
plan set up for auto-enrolment. The defined benefit section of the
UK Group plan is a final salary pension plan which provides benefits
to members in the form of a guaranteed levei of pension payable
for life. The levet of benefits depends on the length of service and
final pensionable pay. The UK Group plan is funded with benefit
payments from trustee-agministered funds. The UK Group plan

is administered in accordance with the Trust Deed and Rules in

the interests of its beneficiaries by Pearson Group Pension

Trustee Limited.

A ruling in the Lioyds Bank High Court case in October 2018 provided
clarity on how pension plans should equalise guaranteed minimum
pensions (GMP) between males and femaies., The case ruling
resulted in a past service charge in the income statement of £8m
and an additional fiability of £8m which has been incorporated

into the valuation of the UK Group plan defined benefit obligation.
This charge has been excluded fromthe Group's adjusted earnings
as this relates to historical circumstances {see note B). The charge

is an estimate based on available data and revisions to these
estimates in future years will be treated as assumption changes and
recarded in other cormprehansive income rather than the income
statement.

At 31 December 2018, the UK Group plan had approximately 24,000 members, analysed in the following table;

;u figuresin % o Active Oeferred Pensloners Total
Defined benefit 1 25 35 &1
Defined contribution 49 a0 - 39
Total - o 10 55 35 100

The other major defined benefit plans are based in the US,
These are aiso final salary pension plans which provide benefits
to members in the form of a guaranteed pension payabie for life,
with the leve! of benefits dependent on length of service and
fina! pensionabie pay. The majority of the US plans are funded.

The Group also has several post-retirement medical benefit plans
(PRMBS), principally in the US. PRMBs are unfunded but are
accounted for and valued similarly to defined benefit pension

plans. in 2018, changes made to the US PRMB have resulted ina
curtailment gain of £11m being recognised in the income statement.

The defined benefit schemes expose the Group to actuarial risks,
such as life expectancy, inflation risks, and investment risk including
asset volatility and changes in bond yields. The Group is not exposed
to any unusual, entity-specific or plan-spacific risks.

The defined contribution section of the UK Group plan operates a
Reference Schemne Test (RST) pension underpin for its members.
Where a member's fund value is insufficient to purchase the

RST pension upon retirement, the UK Group plan is fiable for the
shortfafl to cover the member’s R5T pension. in 2017, the UK Group
plan revised its approach to securing the RST underpin by
converting a member’s fund value into a pension in the UK Group
plan rather than purchasing an annuity with an insurer. Aliability

of £23m (2017: £32m) in respect of the underpinis included in the
UK Group plan's defined benefit obligation, calculated as the present
value of projected payments less the fund value, The UK Group
plan’s conversion factors are lower than the respective insurer
annuity values and this drove a reduction in the underpin fiability,
resulting in an actuarial gain through other comprehensive income
and an increase in the surplus at 31 December 2017. From 1 January
2018, members who have sufficient funds to purchase an RST
pension are able to convert their fund value into a pension in the
UK Group plan as an alternative to purchasing an annuity with an
insurer, The Group does not recognise the assets and liabilities for
members of the defined contribution section of the UK Group plan
whose fund vaiues are expected to be sufficient to purchase an RST
pension without assistance from the UK Group plan, The defined
contribution section of the UK Group plan had gross assets

of £453m at 31 December 2018.
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25. Retirement bhenefit and other post-retirement abligations continued

Assumptions
The principal assumptions used for the UK Group plan and the US PRMB are shown beiow. Weighted average assumptions have been

shown for the other plans, which primarify relate to US pension plans.

o 2018 ‘2017
UK Group Other UK Groug Other

Al figures in % ~ ) ,‘..._?E plans PRMB plan plans PRMB

Inflation 3.3 16 15 32 16 15

Rate used to discount ptan liabilities 2.8 4.0 4.1 2.5 3.0 3.0

Expected rate of increase i salaries 38 2.9 3.0 3.7 30 30

Expeciad rate of increase for pensions in payment and

deferred pensions 2.1te 5.1 - - 2.5t05.1 - -

Initial rate of increase in healthcare rate - - 7.0 - - 6.5
- - 5.5 - - 5.0

Ultimate rate of increase in healthcare rate

The UK discount rate is based on corporate bond yields adjusted to reflect the duration of liabilities,

The US discount rate is set by reference to a US bond portfolio matching modet.

The inflation rate for the UK Group plan of 3.3% refiects the RPi rate. In line with changes to legisfation in 2010, certain benefits have been
calculated with reference to CPs as the inflationary measure and in these instances a rate of 2.3% has been used.

The expected rate of increase in salaries has been set at 3.8% for 2018.

For the UK Group plan, the mortality base table assumptions have been updated and are derived from the SAPS S2 for maies and females,
adjusted to refiect the observed experience of the plan, with CMI model improvement factors. A 1.5% long-term rate improvement on

the CMI modei is applied for both males and females.

For the US plans, the mortality table (RP - 2018) and 2018 improvement scaie {(MP - 2018) with generational prajection for maie and
female annuitants has been adopted.

Using the above tables, the remaining average life expectancy inyears of a pensioner retiring at age 65 on the balance sheet date for the
UK Group plan and US plans is as follows:

UK us
All figures inyears 2018 2017 2018 2017
Male 238 236 207 20.8
Female 24.5 257 227 228

The remaining average life expectancy in years of a pensioner retiring at age 65, 20 years after the balance sheet date, for the UK and
US Group plans is as foliows:

UK us
Altfigures Inyears 208 2017 2018 2017
Male 254 257 22,3 22.5
Femaie 26.3 279 24.2 24.4

Although the Group anticipates that plan surpluses will be utilised during the life of the plan to address member benefits, the Group
recognises its pension surplus in full in respect of the UK Group pian on the basis that it is management’s judgement that there are no
substantive restrictions on the return of residual plan assets in the event of a winding up of the plan after all member obligations have

been met.
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Financtal statement Information
The amounts recognised in the income statement are as follows:
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2018
Defined
UK Graup benefit Defined
All figures in Emillions plan other Sub-total  contribution PRMB Total
arrent séf\;ice cost 7 2 o 9 56 (?) 64
Pastservice cost 8 - 8 - - 8
Curtailments - - - - (11 (1)
_ 8 - ] - - &
o 21 2 23 56 (12} &7
interest on pian assets (82) (5) (87) - - (87)
ﬂtereston plan liabilities 68 6 74 - 2 76
Netﬂnanc-arrc-ome)!ex-[;eﬁse (td) 1 {13} - 2 {11}
Netlncome statement charge ‘ 7 '3 ;E 75; 0) ,_m_s?
T 2017
Defined
UK Graup benefit Definad
Allfigures In £ miliions L plan other Sub-total  contribution PRMB Tatal
Current service ¢ost 8 1 9 57 (1) 65
Administration expenses ] 1 10 - - 0
Total aperating expense 17 2 149 57 1} 75
interest on plan assets (84) {5) (89 - - 89
interest on plan liabititles 77 7 84 - 2 86
Net finance (income)/expense {7 2 {5) - 2 (3)
Met Income statement charge 10 4 14 57 1 72
The amounts recognised in the balance sheet are as follows:
2618 2617
Other Other
UKGroup Otherfunded unfunded UKGroup Other funded unfundad
Allfigures in £ milllons plan plans plans Total plan pfans plans Tatal
Fair value of plan assets 3,240 11 - 3,381 3,337 155 - 3,492
Presentvalue of defined
banefit obligation (2,671) (158} (199 {2,848) (2,795 {T&1) (20} (2.973)
Net pension assetAliabliity} 569 {1 (\[] 533 545 (6) (20) 519
Other post-retirement medical
benefit obligation (49) {67}
Cther pension accruals (13 {11}
Net retfrerment benefit asset ar 441
Analysed as:
Retirement benefit assets 571 545
Retirement benefit obligations (100) 104)
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25. Retirement benefit and other post-retirement obligations continued

Financial statement information continued
The following gains have been recognised in other comprehensive income:

o1g 2097

Al figures in £ millfons ) . o
mﬁnlsmcognfse& fordeﬁnea benefit piaﬁ; - o ‘ S T o 16 175
Amounts recognised for post-retirernent medical benefit plans 6 -
LTEaI recognised In year 22 175
The fair value of plan assets comprises the following:
T ' 2018 T T T a7
N UK Group Other UK Group Qther
All figures In % plan  funded plans Tota! plan  funded plans Totaf
Insurance 28 1 29 29 - 29
Equities 1 1 2 1 1
Bands - 2 2 - 3 3
Property 7 - 7 8 - 8
Pooied assetinvestment funds 44 - 44 44 - 44
gm_e_rw % - 15 14 - 14

The plan assets do not indude any of the Group's own financial instruments, or any property occupied by the Group. The table below
further disaggregates the plan assets into additional categories and those assets which have a quoted market price in an active market
and those that da not:

018 207
Quoted No quoted Quoted Noquoted
AH figuresin % market price  marketprice market price  market price
Insurance 29 - 29 -
Nan-UK equites - 2 - 2
Fixed-interest securities 2 - 3 -
Property - 7 - 8
Poalad assetinvestment funds 44 - 44 -
Other - 15 - t4
lotal 75 5 76 24
The liquidity profile of the UK Group plan assets is as follows:
AH figures in % 2013 2017
Liguid - call <1 month 51 50
Less liquid - call 1-3 months. - -
49 50

Hliquid - call >3 manths




25. Retirement benefit and other post-retirement obligations continued

Financlal statement information continued
Changesin the values of plan assets and liabilities of the retirement benefit plans are as follows:

Section 5 Financial statesrents

197

2018 2017
" ukeroup other  UKGroup Other

Allfiguresin £ milifons plan plans Total plan plans __ﬂ
Falrvalue of-p.l-a-r_l-assets S o
Opering fair value of plan assets 3,337 155 3,492 3,339 158 3,497
Exchange differences - 4 4 - {8) [t:s]
interest on planassets 82 5 a7 84 5 as
Return on plan assets excluding intarest {45) {13} (58) (140} 10 {130}
Contributions by employer 6 1 7 234 8 242
Benefits paid (140} nmn {151) {188} {18} (206)
Other - - - 8 - 8
Ciosing fair vafue of plan assets 3,240 141 3,381t 3,337 155 3,492
P—re'.:-;nt vélue of deﬂ_r;;& E;;Qit obligation o
Opening defined benefit obligation {2,752) {181) (2,973} {3,181) (205) {3,386}
Exchange differences - {3) (3} - 13 13
Current service cost h {2) (9} (8) () 9
Past service cost (8} - 8 - - -
Administration expenses {6) - {6) {9) (1) {10)
interest on plan liabilities (68} (6) 74 " (7} 84
Actuarial gains/(losses) - experience (49) (2) (51) 126 6 132
Actuarial gains/{losses) - demographic {12) - 12} 133 1 134
Actuarial gains/(losses} - finangiat 131 & 137 a4 {5} 39
Contributions by employee - - - - - -
Other - - - 8 - (8)
Benefits paid 140 11 151 188 18 206
E’f‘f"ﬁ defined beneflt obligation {2,671) (177) (2,848) (2,792) (181) {2,973)

The weighted average duration of the defined benefit obligation is 16.1 years for the UK and 7.1 years for the U5,
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25, Retirernent benefit and other post-retirement obligations continued

Financial statement information continued
Changes in the value of the US PRMB are as follows:

EFﬁguresln £milllons . i . . . o 201§- i 1017_
()p_ening defined benefit oblrigau:orr\ﬁ 7 o ' (67} (77}
Exchange differences (2) 5
Current service cost 1 1
Curtailments 1" -
Interest on plan liabitities {2} {2)
Actuaria! galns/(losses) - experience 4 1
Actuarial gains/{losses) - demagraphic - 1
Actuarial galns/(losses) - financial 2 {2)
Benefits pald 4 5
Closing definad benefit obligation i (49) ©7)
Funding

The UK Group plan is seif-administered with the plan's assets being in February 2019, the UK Group plan purchased a further pensioner
held independently of the Group in trust. The trustee of the plan buy-in policy valued at approximately £500m with Lega! & General,
is required to actin the bestinterest of the plan’s beneficiaries, This is in addition to the previous buy-in poficies with Aviva and

The most recent triennial actuarial valuation for funding purposes Legal & General totalling £1.2bn which were purchased in 2017,

was completed as at 1 January 2018 and this valuation revealed a As a result of this {atest transaction, 95% of the UK Group plan's
technical provisions funding surpius of £163m. The plan expects pensioner liabilities are now matched with buy-in policies.

to be able to previde benefits (in accordance with the plan rules) These transfer significant longevity risk to Aviva and Legal &

with a very low leve! of reliance on future funding from the Group. General, reducing the pension risks being underwritter by the

Assets of the plan are divided into two elements: matching assets, Group and providing additional security for mermbers.
which are assets that produce cash flows that can be expected Reguiar contributions to the plan in respect of the defined benefit
to match the cash flows for a proportion of the membership, sactions are estimated to be £3m for 2019

and include a fiabdity-driven investrment mandate (UK bonds,

interest rate/inflation swaps and other derivative instruments),

Pensioner buy-in insurance policies, inflation-linked praperty and

infrastructure; and return seeking assets, which are assets invested

with a longer-term horizon to generate the returns needed to

provide the remaining expected cash flows for the beneficiaries,

and include diversified growth funds, property and alternative

asset classes. The plan’s long-term investment strategy allocates

§5% to matching assets and 15% 10 return seeking assets.

Sensitivities
The effect of 3 one percentage point increase and decrease in the discount rate on the defined benefit obligation and the tota! pension
aexpense is as follows:

2018
1%Increase 1% decrease

Al figures in £ millions

Effect:

{Decrease)fincreasein defined benefit obligation - UK Graup plan
(Decrease)fincrease in defined benefit obligation - US plan

(386) 522
(1) 13
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25. Retirement benefit and other post-retirement obligations continued

Sensitivities continued

The effect of members living one year more or one year less on the defined benefit obligation is as follows:

Al figures in £ millions _
Effect: -
incrensef{decrease} in defined benefit obligation - UK Group plan
Increasef{decrease) in defined benefit obligation - U5 plan

2018
One year One year
Increase decrease
143 (138)
7 {8}

The effect of a'half percentage point increase and decrease in the inflation rate is as follows:

Al figures in £millions

2018
0.5% Increase 0.5% decrease

Effect:
Increase/(decrease) in defined benefit obligation - UK Group pian

Increase/{decrease)} in defined benefit obligation - US plan

129 (114)

The above sensitivity analyses are based on a change in an assumption while holding all other assumptions constant, although in practice
this is ulikely to ocour and thanges in some assumptions may be correlated. When caleulating these sensitivities, the same method has
been applied to calculate the defined benefit obligation as has been applied when calculating the liability recognised in the balance sheet.

This methodology is the same as prior periods,

26. Share-based payments

The Group recognised the following charges in the income statement in respect of its equity-settied share-based payment plans;

Ali figures in € mifllons

paal 2017

FPearson pians

37 33

The Group operates the following equity-settied empioyee option
and share plans:

Wortdwide Save for Shares Plan Since 1994, the Group has operated
a Save-As-You-Earn plan for UK employees. In 1998, the Group
introduced a Worldwide Save for Shares Plan. Under these plans,
employees can save a portion of their monthly salary over periods
afthree or five years. At the end of this period, the employee has the
option to purchase ordinary shares with the accumulated funds at

a purchase price equal to B0% of the market price prevailing at the
time of the commencement of the employee’s participation in the
plan. Options that are not exercdised within six months of the end

of the savings period lapse unconditionally.

Employee Stock Purchase Plan In 2000, the Group established an
Employee Stock Purchase Plan which aliows all employeesin the

US to save a portion of their monthly salary over six-month periods.
At the end of the period, the employee has the option to purchase
Amwerican Depository Receipts {(ADRs) with their accumuiated funds
at a purchase price equal to 85% of the lower of the market prices
prevailing at the beginning or end of the period.

Long-Term Incentive Plan The plan was first introduced in 2001,
renewed again in 2006 and again in 2011, The plan consists of
restricted shares. The vesting of restricted shares is normally
dependent on continuing service over a three-to five-year period,
and in the case of executive directors and senior management upon
the satisfaction of corporate performance targets over a three-year
period, These targets may be based on market and/or nan-market
performance criterta. Restricted shares awarded to executive
directors in May 2018 and September 2017 vest dependent on
relative total shareholder return, return on invested capital and
adjusted earnings per share growth. Restricted shares awarded to
senior management in March 2017 vestdependent on adjusted
earnings per share growth, Other restricted shares awarded in
2018 and 2017 vest depending on continuing service over periods
of up to three years.

Management Incentive Plan The plan was intreduced in 2017
combining the Group’s Annual Incentive Plan and Long-Term
Incentive Plan for senior management. The number of shares to be
granted to participants is dependent on Group performance in the
calendar year preceding the date of grant (on the same basis as the
Annual Incentive Plan). Subsequently, the shares vest dependent
on cantinuing service over a three year period, and additionally in
the case of Pearson Executive Management upon satisfaction of
non-market based performance criteria as determined by the
Remuneration Committee. Restricted shares awarded as part of
the 2017 Management incentive Plan were granted in April 2018,
Restricted shares awarded as part of the 2018 Management
Incentive Plan will be granted in April 2019,
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26, Share-based payments continued

The number and weighted average exercise prices of share options granted under the Group's plans are as follows:

2018 2017

T Num ber n;f s;;r; feighted Numberofshare Weighted average

optlons xercise price options exerclse price

onos £ 000s £

Outstaﬁding at beginnmg o—f;';ar ’ e 2,981 6.84 2,978 814
Granted during the year 728 5.80 1,619 5.50
Exercised during the year (76} 6.57 (9} 700
Forfeited during the year {668) 7.58 (1,451) 8.04
Expired during the year (244) 8.19 (155} 9.09
Dutstandi;:g at end ofye;zr T T ) 2,728 576 2,981 6.84
Options exercisable at end of year 159 11.31 350 8.18

Opfions were exercised ragularfy throughout the year. The weighted average share price during the year was £8.45 (2017: £6.71).
Early exercises arising from redundancy, retirement or death are treated as an acceleration of vesting and the Group therefore recognises
in the income statement the amourit that otherwise would have been recognised for services received over the remainder of the original

vesting period,

The options outstanding at the end of the year have weighted average remaining contractual lives and exercise prices as follows:

2018 2017

Welghted average Weighted average

Range of exerdlse prices Number of contractual life Number of contractual life
E share optlons 000s Years share options 000s Years
5-1¢ 2,553 2.2% 2,697 2.52
=10 175 0.29 284 1.24
2,728 216 2,981 2.40

In 2018 and 2017, options were granted under the Worldwide Save for Shares Plan. The weighted average estimated fair vaiue for the
options granted was calculated using a Black-Scholes option pricing model,

The weighted averaga estimated fair values and the inputs inte the Black-Schales model are as follows:

" 2018 2017
Fair value £1.88 £1.24
Weighted average share price £7.49 £6.83
Weighted average exercise price £5.80 £5.50
Expected volatility 35.78% 34.75%
Expected life 3.7 years 3.7 years
Risk-free rate 0.87% 0.20%
Expected dividend yield 521% 7.61%
Forfeiture rate 3.2% 3.2%

The expected volatility is based on the historical volatility of the company’s share price over the previous three to seven years depending on
the vesting term of the options.

The following shares were granted under restricted share arrangements:

2018 2017

of ghted ge fair of gl ge falr

shares vaiue shares value

o00s E 00as E

Long-Term Incentive Plan 2,807 7.55 6,453 6.61

Management incentive Plan 2035 T45 - -
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26. Share-based payments continued

e fair value of shares granted under the Long-Term incentive Plan and the Management incentive Plan that vest unconditionally is
determined using the share price at the date of grant. The number of shares expected to vestis adjusted, based on historical experience,
to account for potential forfeitures, Participants under the plan are entitied to dividends during the vesting period and therefore the share

price is not discounted,
Restricted shares with a market performance condition were valued by an independent actuary using a Monte Carlo model. Restricted

shares with a non-market performance condition were fair valued based on the share price at the date of grant. Non-market performance
conditions are taken into consideration by adjusting the number of shares expected to vest based on the most likely outcorme of the

relevant performance criteria.

27. Share capital and share premium

- Nurmber of Share Share

shares capital premium

000s £m Em

At Janvary 207 - 822,27 205 2,597

tssue of ordinary shares - share optionh schemes 923 - 5

Purchase af own shares B o . ) {20,994) {5} -
At31December 2017 ' T TTao2054 200 2602

Issue of ordinary shares - share option schemes B&4 1 5

Purchase of own _s_flf[es - e (21,840) (6} -

AL Decemberzots T 734,078 195 2,607

The ardinary shares have a par value of 25p per share {2017: 25p per share). All issued shares are fully paid. Ali shares have the same rights.

The £300m share buyback programme announced in Octaber 2017 was completed on 16 February 2018. In 2017, the Group's brokers
purchased 21m shares at a value of £153m of which £149m had been cancelled at 31 December 2017. Cash payments of £149m had been
made in respect of the purchases with the outstanding £4m settlement made at the beginning of January 2018. This £4m together with the
remaining value of the buyback programme of £147m was recorded as a liability at 31 December 2017 (see note 24). A further 22m shares
were purchased under the programme in 2018 (see note 37). The shares bought back have been cancelled and the nominal value of these
shares transferred to a capital redemption reserve, The nominal vaiue of shares cancefted at 31 December 2018 was £11m (2017: £5m),

The Group manages its capital to ensure that entities in the Group will be able to continue as a going cancern whife maximising the return
ta shareholders through the optimisation of the debt and equity balance. ’

The capital structure of the Group consists of debt (see note 18), cash and cash equivalents (see note 17) and equity attributable to equity
holders of the parent, comprising issued capital, reserves and retained earnings.

The Group reviews its capital structure on a regular basis and will batance its overall capital structure through payments of dividends,
new share issues as well as the issue of new debt or the redemption of existing debt in line with the financial risk policies outlined in note 19.

28. Treasury shares

Pearson pic
Number of
shares
000s £m
At1 january 2017 7719 79
Purchase of treasury shares . -
Redease of treasury shares {1,725} (18)
At 31 December2017 5994 &1
Purchase of treasury shares - -
Release of treasury shares {2,769) (£L)]
3,225 33

At 31 December 2018

The Group hotds Pearson plc shares in trust to satisfy its obligations under its restricted share pians (see note 26). These shares, representing
0.4% {2017 0.8%) of called-up share capital, are treated as treasury shares for accounting purposes and have a par value of 25p per share,

The nominal value of Pearson plc treasury shares amounts to £0.8m {2017: £1,5m). Dividends on treasury shares are waived.

At 321 December 2018, the rnarket value of Pearson pic treasury shares was £30m (2017 £44m),
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29, Other comprehensive income

2018
) o Attributable to equity holders of the company Non-
Falr value Translation Retained controfling
I_\ll figures in L militons TeServe reserve earnlnE“sl R _T?t‘ai interest Total
Items that rnaiv bereclassified to the income statement 7 o
Net exchanye differences on translation of foreign operations - Group - 1 - 91 - a1
Netexchange differences on transiation of foreign
operations ~ associates - O] - m - m
Currency transiation adjustment disposed - 4) - ) - )
Attricutable tax - - CY) (#) - “
Items that are nat reclassified to the income statement
Fairvatue galn on otherfinancial assels 8 - - 8 - 8
Actributable Lax - - - - - -
Remeasuremant of ratirement benefit obiigations - Group - - 22 22 - 2
Rlemeasurement of retirement benefit obligations - associates - - 3 3 - 3
Attributable tax - - £ 9 - 9
SJthercomprehenslve income/{expense) for the year 8 86 30 124 - 124
''''' 2017
Attributable to equity holders of the company Non-
fairvalue  Translation Retained controlling
@!i figures in £ miilons reserve reserve earnings Total Interest Total
ftems that may be reclassified to the Income statement
Net exchange differences on translation of foreign operations ~ Group - {158) - (158) - (158}
Net exchange differences on translation of
foreign operations - associates - {104} - {104} - {104)
Currency translation adjustment disposed - (51 - ()] - {51)
Attributable tax - - 9 2 - ]
ftems that are not reclassified to the income statement
Fair value gain on other financial assets 13 - - 13 - 13
Attributabile tax - - (4) (4) ~ (]
Remeasurement of retirement benefit obligations - Group - - 175 175 - 175
Remeasurement of retirement benefit obligations - assaciates - - 7 7 - 7
Attributable tax - - 42) {42) - (42)
Qther comprehensive income/{expense) for the year 13 {313y 145 (155) - {155)
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30. Business combinations °
n
There were no significant acquisitions in 2018 or 2017. There were no material adjustments to prior year acquisitions, The net cash outflow ES
relating to acquisitions in the year is shown below. Z
;\II ﬂgur:sln[mi!ilons R - - 2018 2017
Cash flow on acquisitions T o
Deferred payments for prior year acquisitions and other items (5} (1
Netcash outflow {5} (11
31. Disposals
In March 2018, the Group completed the sate of its Wall Street Engiish language teaching business (WSF) resulting in a pre-tax profiton E
sale of £207m. Tax on the disposal is estimated at £6rm. WSE was classified as held for sale on the batance sheet at 31 December 2017 8
{see note 32). In May 2018 the Group disposed of the aquity interest in UTEL, the online University partnership in Mexico realising a gain of ée'
£19m before tax of £2m, 5
o 2018 a7 g
All figures in £ millons Notes o WSE UTEL Other Total Total
Disposal of subsidiarles and assoclates
Property, plant and equipment (17) - - (17} )]
intangible assets {13 - (2) an ]
Investments in joint ventures and associates - (3) - (3) {352) .
Net deferred income tax assets - - - - {3) g
Intangible assets - pre-publication (8} - - (8) 1 'i
Inventories 1) - - 1) 2 5
Trade and other receivables {30} - - (30) {16} %
Current income tax receivable - - - - () i
Cash and cash equivalents (excluding overdrafts) {119} - - (19} (13)
Net deferred income tax Nabilities 16 - - 16 -
Trade and other Yabilitles 171 - 1 172 34
Provisions for other liabilities and charges 23 - - 1 1 -
Curnulative currency transiation adjustment 29 4 - - 4 51
Net (assets)/liabilities disposed 1 {3} - {2} {323) _g-\m
Cash recelved 212 22 9 243 a8 §
Deferred proceeds - - 2 2 - 3
Fair value of financial asset acquired - - 3 3 - ®
Costs (6} - {10) {16) (17)
Galn on disposal 207 19 4 2320 128
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31. Disposals continued

msures in £ mitlions 2018 o7
Cash flow from disposals
Cash - current year disposals 243 468
Cash and  osh equivalents disposed {119) {13)
Costs and ather disposal liabilities paid (23) {25)
Eashlnﬂow 104 430 J
mysed as: T
Cash inflow/ from sale of subsidiaries 83 19
18 411

Cashinflow from sale of joint ventures and associates

32. Held for sale

Held for sale assets and liabifities in 2018 refate to the K12 schoof courseware business in the US {K12), Following the decisionin 2017 to sell

both the Wall Street English language teaching business (WSE) and the K12 business, the assets and liabilities of those businesses were
classified as held for sale on the balance sheet at 31 December 2017. During 2018 WSE was sold and the K12 business remains on the
baiance sheet as a held for sale asset prior ta the disposal announced in February 2019 {see note 37).

2018 2017
All figures in £ millions Notes Total Totat
Non-current assets
Property, plant and equipment - 16
Intangible assets 168 181
Deferred income tax assets 98 68
Trade and other receivables 25 27
pa:hl 292
Current assets
Intangible assets - pre-publication 242 247
Inveniories 55 456
Trade and other receivables 60 48
Cash and cash equivalents (excluding overdrafts) 17 - 127
357 468
Assets classified as held for sale 648 760
Non-current liabilities
Deferred income tax liabilities - (2)
Otherfiiabilities (371) (284)
371 (286)
Current liabilities
Trade and other liabilities (202) {302)
(202} (302)
Llabilities classified as held for sate (573) (588)
75 172

Net assets classified as held for sale

Goodwill is allocated to the held for sale businesses on a relative fair value basis where these businesses form part of a larger cash
generating unit (CGU). The goodwill allocated to the K12 business was reassessed at 31 December 2018,
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Alttigures inn £ miltions Notes 2018 2017
Pofit 590 408
Adjustments for:
Income tax {92) 13
Depreciation 10 66 0
Amortsation and impairmeny of acquired intangibles and goodwill 1 99 138
Amortisation of software 11 88 85
Net finance costs 6 55 30
Charpes relating to GMP equalisation 8 -
Share of resulis of joint ventures and associates 12 (44) {78)
Profit on disposal of subsidiaries, associates, investments and fixed assets {315) (118)
Netl foreign exchange adjustment fram transactions 28 (26)
Share-based payment costs 26 37 33
Pre-publication 37) (35)
invertories (10} 24
Trade and other receivables {15) 133
Trade and other Habiiities 35 4]
Retirement benefit obligations {9} (232)
Provisions for other liabilities and charges o 63 {11
Net cash generated from operations ) | ) T ’ 547 462
Dividends from jointventures and associates 117 458
Re-capitalisation dividends from Penguin Random House (50) (312)
Purchase of property, plant and equipment (70) (82)
Purchase of intangible software assets (130} (150)
Proceeds from sale of property, plant and equipment and intangible software assets 128 -
Finance lease principal payments 4) (5)
Special pansion contribution - 227
Net{proceeds from) /cst paid re major restructuring (25) 71
Operating cash flow 513 669
Operating tax paid (43) {75}
Net operating finance costs paid (22) {69}
Operating free cash flow 448 525
Special pension contribution - {2zn
Net proceeds from/{cost paid) re major restructuring 25 71N
Free cash flow 473 227
Dividends paid (induding to non-controlling interests) {137) (318}
Net movement of funds from operations 338 91}
Acquisitions and disposals 92 416
Re-capitalisation dividends from Penguin Randam House 50 312
Loans repaid/tadvanced) (induding to related parties) 46 (13)
Mew equity 6 5
Buyback of equity (153} (149)
Other movements on finandial instrurments 6) 14
Net movement of funds I 494
Exchange movements onnet debt {82} 166
289 660

Total movementin net debt
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33. Cash generated from operations continued

Netcash generated from operations is translated at an exchange rate approximating the rate at the date of cash flow, The difference
between this rate and the average rate used to translate profit gives rise to a currency adjustment in the reconciliation between net profit
and net cash generated from operations. This adjustment reflects the timing difference between recognition of profit and the refated cash

receipts or payments.

Operating cash flow, operating free cash flow and total free cash flow are non-GAAP (non-statutory) measures and have been disclosed

and reconciled in the above tabie as they are commaoniy used by investors to measure the cash performance of the Group. inthe cash flow

statemnent, proceeds from sale of property, plant and equiprment cormnprise:

Allfigures In £mllllnnsu T T 2018 2017
Netb;ﬁdkarr{r;-u_r\:. T - 41 12
erofitfloss) on sale of property, plant and equipment 87 (12
Procee- o3 frb-nT;;; r;f p r;p:l:y. plantand equ?m-e'nt ) 728 -
The movements in the Group’s current and non-current barrowings are as folfows:
— 7 T i ) Forelgn Fairvalue and

Fnancing exchange other
Al figures in £ millions 2017 cashflows movements  movements 2018
Financial labllities o
Non-current borrowings 1,068 {447) 10 8 643
Current borrowings a (1) 22 - 25
Total 1,070 (442) 3z 8 668

Non-current borrowings include bonds, derivative financial instruments and finance leases. Current borrowings indude loans repayable

within one year and finance leases, but exclude overdrafts classified within cash and cash equivalents.

34. Contingencies

There are contingent Group liabilities that arise in the normal course of business in respect of indemnities, warranties and guaranteesin
relation to former subsidiaries and in respect of guarantees in relation to subsidiaries, joint ventures and associates. In addition, there are
contingent liabilities of the Group in respect of unsettied or disputed tax liabilities, legal claims, contract disputes, royalties, copyright fees,

permissions and other rights. None of these claims are expected to resutt in a material gain or loss to the Group.

As previously reported, on 24 November 2017 the European Commission published an opening decision that the United Kingdorn controlled
foreign company group financing partial exemption (“FCPE") constitutes State Aid. No final decision has yet been published, and may
anyway be chaltenged by the UK tax authorities. The Group has benefited from the FCPE in 2018 anu priur years by approximately L116m.

At present the Group believes no provision is required in respect of this issue.
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35. Commitments
Althe balance sheet date there were no comrnitrents for capital expenditure contracted for but not yet incurred.

The Group leases various offices and warehouses under non-cancellable operating lease agreements. The leases have varying terms
and renewal rights. The Group also teases various plant and equipment under operating lease agreements, also with varying terms,
Lease expenditure charged to the income statement was £128m (2017: £178m).

The future aggregate minimum lease payments in respect of operating leases are as follows:

207

;Hﬂgurcs in E?ﬁW 2018 7
Notiater thanoneyear S . ) 143 156
Later than oneyear and not fater than two years 130 139
Later than two years and not later thanthrea yaars 15 121
Later than three years and nat {ater than four years 101 00
Later than four years and not iater than five years kM 86
Later than five years 595 599

1175 1,201

In the event that the Group has excess capacity in its ieased offices and warehouses it will enter into sub-lease contracts in order to offset

costs. The future aggregate minimum sub-lease payments expected to be received under non-cancellable sub-leases are as foilows:

All figures in E milltons 2018 2017
Notlater than one year 51 45
Later than one year and not later than two years 44 45
Later than two years and not later than three years 41 40
Later than three years and not later than four years 9 35
Later than four years and not later than five years 35 33
Later than five years 124 138

334 336

36. Related party transactions

Jointventures and assaciates
Amounts advanced to joint ventures and associates during the year and at the balance sheet date are set outin note 12.

Key management personnel

Key management personnel are deemed to be the members of the Pearson executive (see p13). Itis this Committee which had responsibility
for planning, directing and controlling the activities of the Group in 2018. Key management personnel compensation is disclosed below:

Altfigures in Emillions 2018 2017
Short-term employee benefits 6 12
Retirement benefits 1 1
Share-based payment costs 7 2
Total 14 15

There were no other material related party transactions. No guarantees have been provided to related parties.
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37 Events after the balance sheet date

On 18 february 2019, the Group announced the sale of the US K12 Legal & General. As a result of this latest transactien, 95% of the UK
courseware business to Nexus Capital Management LP for headline  Graup plan's pensioner labilities are now matched with buy-in
consideration of $250m comprising an initial cash payment of $25m  policies which significantly reduces longevity risk of the Group.
and an unconditional vendor note for $225m expected tobe repaid ~ The buy-in will be accounted for in 2019 and is expected to reduce
ini three to seven years, Following the repayment of the vendor nate,  the retirement benefit asset an the balance sheetbutis not
the Group is entitied to 20% of all future cash flows to equity holders  expected to have a material impact on the income statement.
::;ezc(::ﬁ dotfor‘:;eotrz;?gf:::\st:g;‘iftu;;?; s:;‘;gld' The transaction is on6 Mar‘ch 2(119, the Group announced a tender 9ffer forupto

: €75m of its €500m 1.875% notes due 2021 of which €250m were

outstanding at 31 December 2018. In addition, the Group aiso
announced the refinancing of its bank facility, with a new $1.19bn

Revolving Credit Facility due to mature in February 2024,

Alsa in February 2019, the UK Group pension plan purchased a
further pensioner buy-in policy valued at approximately £500m with

38. Accounts and audit exemptions

The Pearson plc subsidiary companies listed below are exempt from the requirements of the Companies Act 2006 refating to the audit
of individual accounts by virtue of section 479A,

T Compa;\-y-n-umher N o - ) “_ér;;pany number
Aldwych Finance Limited 04720439  Pearsoninternational Finance Lirnited 02496206
Edexcel Limited 04496750 Pearsonioan Finance No, 3 Limited 05052661
Education Development Intarnationat pic 03914767  Pearson Loan Finance Na, 4 Limited 02635107
Longman Group (Overseas Holdings) Limited 00690236 Pearson Loan Finance Uniimited 05744467
Major123 Limited 05333023 Pearson Management Services Limited 00096263
Pearson Affordable Learning Fund Limited s 0BO3B068B  Pearson Overseas Hotdings Limited 00145205
Pearson Australia Finance Unifmited 05578463 Pearson Pension Trustee Services Limited 10803853
Pearson Books Limited 02512075 Pearson PRH Holdings Limited 08561316
Pearson Brazi! Finance Limited 08848874 Pearson Real Estate Holdings Limited 09768242
Pearson Canada Finance Undimited 05578491 Pearson Services Limited 01347060
Pearson Doltar Finance plc 05171013 pearson Shared Services Limited 04623186
Pearson Dollar Finance Two Limited 06507766  Pearson Strand Finance Limited 11091691
Pearson Education Holdings Limited 00210859  TQ Catalis Limited 07307943
Pearson Education investments Limited 08444933 TQ Clapltam Limited 07307925
Pearson Education Limited 00872828  TQ Globa! Limited 07802458

Pearson Funding Four plc 07970304
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Company balance sheel

As at 31 December 2018

;llﬂguresfnsmuun-ns a B No(es N 01 2007
reents - e L . e s ouind

Non-current assets

Investments in subsidiaries 2 6,710 6,691

Amounts due frorm subsidiaries 2,269 3ne

Financial agsets - derivative financial instruments 6 67 140
o S ) i 9,046 9,949

Current assets

Amaounts due from subsidiaries 361 209
Armounts due from relzted parties - 46

Currentincome tax assets 28 -
Cash and cash equivalents {excluding overdrafts) 50 19

Financial assets ~ derivative financial instruments [ 1 -
) C O as0 3m
'Ft;a-i-assag;_- T S T T 7 o T e 9,486 1@
Labliities o

Non-current llabilitles

Amounts due to subsidiaries {2,944) (3,530)

Financial liabiities - derivative financial instruments 6 {36} (140)
(2,980} (3,670)
Current Habilitles
Amounts due to subsidiaries {2,007) (1.739)
Financial Habilities - borrowings 5 (11} (3
Currentincome tax liabilities - (4}
Other liabilities & (158}
Financial tiabilities - derivative financtal instruments & (23) -
{Z2,049) {1,904}
Tatal liabllitles {5,029) (5,574
Net assets 4,457 4,749
Equity
Share capital 7 195 200
Share premium 2,607 2,602
Treasury shares ] 12 (16)
Capital redemption reserve i 5
Special reserve 447 447
Retained earnings - including loss for the year of £160m (2017: loss of £163m) 1185 1,511
4,457 4,749

Total equity attributable to equity holders of the company

These finandal statements have been approved for issue by the Board of Directors on 11 March 2019 and signed on its behalf by

Coram Williams
Chief Financial Officer
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Company stalement ol changes in equity

Year ended 31 December 2018

Equity attributable to equity holders of the company

Capital

Share Share Treasury  redemption Speclat Retained
Allfigures in £ miitlons tapital premium shares reserve reserve ) earnings . Total
:\tTjanuary 2018 - 200 B z,éoi (1-6) o 5 B 447” . 15N 4,749
Loss for the year - - - - - {160) (160)
Issue of ardinary shares under share option schemes’ + 5 - - - - &
Buyback of equity {6} - - [ - {2 (2)
Purchase al treasury shares - - - - - - -
Release of treasury shares - - 28 - - {28) -
Dividends - - - - - (136) {136)
AL31 December 2018 195 2,507 12 1 “447 1085 4457
— 7 T ) Equity attributable to equity holders of the company
Capital
Share Share Treasury  redemption Speclal Retalned
Allfigures in £ mililons capitat premium shares reserve reserve earnings Total
At 1 fanuary 2017 ’ s 2,597 (34) - 447 2,310 5,525
Loss forthe year - - - - - (163} (163)
Issue of ordinary shares under share option schemes® - 5 - - - - 5
Buyback of equity (5) - -~ 5 - {300) (300)
Purchase of treasury shares - - - - - - -
Release of treasury shares - - 18 - - (18) -
Dividends - - - - - (318} (318)
At 31 Decembaer 2017 200 2,602 (16} 5 447 1,511 4,749

The capital redemption reserve reflects the nominai value of shares cancelied in the Group’s share buyback programme. The special reserve
represents the cumulative effect of cancellation of the company’s share premium account.

Included within retained earnings is an amount of £162m (2017: £162m) relating to profit on intra-Group disposals thatis not distributable.

* Full detalls of the share-based payment pians are disclosed In note 26 to the consolldated financialstatements,
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Company cash {low stalement

Year ended 31 Decermnber 2018

21

All flgures in £ milllans an-es 2018 2017
Cash flows from operating activities S o
Net lass {160} {163)
Adjustments for:
Income tax {26) G
Net finance costs 107 6
Disposals, iquidations and Impairment charges 57 790
Amounts due from/(to) subsidiaries 302 (7438)
Netcash generated from/{used Inoperations 280 5)
Interest paid (68) (21)
Tax{paidifreceived {7} ki
Net cash gé-r{é;‘;tét:l- f-r-c-:ml-(-us_ecf_-ln-) o-pé-n:;.éi_r\mg“a_c't.ﬁéwww - S 205 (37)
Cash flows from Investing actlvitles
Loans repaid by/{advanced to} related parties 46 {13}
interest received 4 7
ﬁet cash recelu;ed fromf{used in} Investing activities 50 ‘(ABM}‘
Cash flows from financing activitles
Proceeds from issue of ordinary shares 7 [ 5
Buyback of equity {153) (149)
Repayment of borrowings (44) (243)
Dividends paid to company's shareholders {136) (318)
Net cash used in financing activities {327) (705)
Effects of exchange rate changes on cash and cash aquivalents {5) 10
Net decrease In cash and cash equivatents 77 (738)
Cash and cash equivalents at beginning of year 1t6 854
4 39 116

Cash and cash equivalents at end of year
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Notes Lo Lhe company {inancial slalements

1. Accounting policies

The financial statements on p209-219 comprise the separate
financiaf statements of Pearson plc.

As permitted hy section 408 of the Companies Act 2004, only the
consolidated income statement and stalement of comprehensive
income have been presented.

The company has no employees.

The accounting policies applied in the preparation of these company
financial statements are the same as those set out in note 1 to the
consolidated financial statements with the addition of the following,

fnvestments

investments in subsidiaries are stated at cost fess provision for

impairment, with the exception of certain hedged investments

thatare held in a foreign currency and revatued at each balance
sheet date.

Lending to/from subsidiaries is considered to be an operating
activity and any movements are classified as cash flows from
operating activities in the cash flow statement.

New accounting standards
The following standards were adopted in 2018:

»IFRS 15 Revenue from Contracts with Customers
3 IFRS 9 Financial Instruments

Adoption of these standards has not hiad a material impact an
the company financial statements.

2. Investments in subsidiaries

All figures in £ millions 2018 2017
Atbeginning of year 6,691 7441
Subscription for share capital in subsidiaries - 164
Dispesalsfiquidations - (430)
Impairments {57 {350}
Currency revaluations 76 {124)
Atend ofyear 6,716 6,631

in 2018, impairments relate to the carrying value of intermediate
holding company investments. in 2017, impairments, disposals and
liquidations relate to restructuring of intermediate holding
companies and were largely offset Dy dividends received.

The recaverability of investments is considered annually and
significant estimation is required to determine the recoverable
amount. Recoverability is based upon financial information related
to the subsidiaries including cash flow projections in conjunction
with the goodwill impairment analysis performed by the Group
(see note 11 of the Group financial statements).

3. Financial risk management

The company's financial instruments comprise amounts due to/
from subsidiary undertakings, cash and cash equivalents, derivative
financial instruments, current borrowings and in 2017 a liability to
purchase own shares {included within other liabilities). Derivative
financial instrurnents are held at fair value, with all other financial
instruments held at amortised cost, which approximates fair vaiue,
The company’s approach to the management of financial risks is
consistent with the Group's treasury policy, as discussed in note 19
to the consolidated financial statements. The company believes the
value of its financial assets to be fully recaverable.

The carrying value of the company's financial instruments js
exposed to movements in interest rates and foreign currency
exchange rates (primarily US dollars). The company estimates thata
1% increase in interest rates would resultin an £3m decrease inthe
carrying value of its financial instruments, with a 1% decrease in
interest rates resulting in a £3m increase in their carrying value.
The company also estimatas that a 10% strengthening in sterfing
would decrease the carrying value of its finandal instruments

by £1498m, while a 10% weakening in the value of sterling would
increase the carrying value by £184m. These increases and
decreases in carrying value would be recorded through the income
statement, Sensitivities are calculated using estimation technigues
such as discounted cash flow and aption valuation modeis. Where
madelling an interest rate decrease of 1% led to negative interest
rates, these points on the yield curve were adjusted to 0%.



3. Financial risk management continued

The following table analyses the company’s derivative assets and liabilities into relevant maturity groupings based an the remaining period
at the halance sheet date to the contractual maturity date. The amaounts disclosed in the tabie are the contractual undiscounted cash fows
{including interest) and as such may differ from the amounts disclosed on the balance sheet,
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- ;;;I;scd";y maturlty Analysed by currency

Greater than Laterthan

onemonth  oneyearbut

andlessthan lessthanflve Flveyearsor
All figures in E mdlilons one year years more Total uso GEP Qther Totat
At 31 December 2018
Rate derivatives - inflows (20) {288) (343) {651) (40} {167) (444) (651)
Rate derivatives - outflows 23 289 341 653 254 390 9 653
FX forwargs - inflows (251 (35} - (286) - (286) - (286)
FX forwards - outflows 275 37 - 312 312 - - 312
Tt R 3 2 28 526 (63) (435) 28
At 31 December 2017
Rate derivatives - inflows {38) (975) {684) (1,697) {53) (751) {893 {1,697)
Raig derivatives - outflows 48 1,060 667 1,775 1,003 751 21 1775
FX farwards - inflows - - - - - - - -
FX forwards - outflows - - - - - - - -
Total 10 a5 {17 78 950 - (872} 78

Al cash fiow projections shown above are on an undiscounted basis.
Any cash flows based on a floating rate are calculated using interest

rates as set at the date of the last rate reset, Where this is not
possible, floating rates are based on interest rates prevailing at
31 December in the relevant year. All derivative amounts are
shown gross, although the company net settles these amounts

wherever possible.

Fair value hedge accounting

Aforeign currency exposure arises from foreign exchange
fluctuations on translation of the cormpany's investments in
subsidiaries denominated in USD into GBP. The hedged risk is the

risk of changes in the GBPUSD spot rate that will result in changesin

the value of the USD investments when translated into GBP. The
hedged items are a portion of the company’s equity investment in
subsidiares denominated in USD. The hedging instruments are a

portion of the company's intercompany loans due from subsidiaries
which are denorrinated in USD,

4, Cash and cash equivalents (excluding overdrafts)

Itis expected that the change in value of each of these items

will mirror each other as there is a clear and direct economic
reiationship between the hedge and the hedged item in the hedge
relatianship. The hedge ratio is 100%. Hedge ineffectiveness would
arise if the value of the hedged items fell below the vaiue of the
hedging instruments however this is unlikely as the value of the
company's investments denominated in USD are significantly
greater than the proposed fair value hedge programme.

The value ofthe hedged items and the hedging instruments are
£1.4bn and the change in value during the year which was used to
assess hedge ineffectivenass was £76m. There was no hedge
ineffectiveness.

Creditrisk management

The company’s main exposure to credit risk relates to lending to
subsidiaries, Amounts due from subsidiaries are stated net of
provisions for bad and doubtful debts. The credit risk of each
subsidiary is influenced by the industry and country in which they
operate, however, the company considers the credit risk of
subsidiaries to be low as it has visibifity of, and the ability to
influence, their cash flows,

Al Bgures in £ millions 8 017
Cash at bank and inhand 50 2
Short-term bank daposits - 17

50 119

Short-term bank deposits are invested with banks and earn interest at the prevailing short-term deposit rates. At the end of 2018 the
currency split of cash and cash equivalents was US dollar 0% (2017: B2%), sterting 79% (2017; 17%) and other 27% (2017 1%).
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4. Cash and cash equivalents (excluding overdrafts)
continued

Cash and cash equivalents have fair values that approximate their
carrying amounts due to their short-term nature. Cash and cash
equivalents include the following for the purpose of the cash flow
statement:

Allfigures in £millions o o 2018 2017
Cash and cash equivalents 50 119
Bank overdrafts L {3)

39 116

6. Derivative financial instruments

5. Financial liabilities - borrowings

Al figures in £ millions 2018 2017

Current

Due within one year or on demand:

Bank loans and overdralts (] 3
11 3

Total borrawings 7 11 - 773

Current borrowings in both years are classified within cash and cash
equivalents and do not give rise to financing cash flows, The carrying
amotunts of the company's borrowings is equal to, or approximately

equal to, the market value.

The carrying amounts of the company’s borrowings are
denominated in the following currencies:

Alifigures in £ millions 2018 7
Us doltar 1 -
Sterling - 3

11 3

The company's outstanding derivative financial instruments are as follows:

2018 w17
Gross notional Grossnotional

Alf figures In £millions amounts Assets Uablfities amounts Assets Uabilities
Interest rate derivatives 766 16 1,228 26 -
Cross-currency rate derivatives 577 51 (33) 1,388 114 (14G)
FX forwards and colfars 434 - (24) - - -
Other derivatives 473 1 - - - -
Total 2,250 68 {59) 2,617 140 {140)
Analysed as explring:
In jess than one year m 1 {23) - - -
Later than one year and not later than five years 795 22 {1 1,545 64 97}
Laterthan five years 684 45 {35) 1,072 76 (43)
Total 2,250 68 {59} 2617 140 (14Q)

The carrying value of the above derivative financial instruments equals their fair value. Derivatives are categorised as Level 2 on the fair
value hierarchy. Fairvalues are determined by using market data and the use of established estimation techniques such as discounted

cash flow and option valvation models.

7. Share capital and share premium

Wumber of Share Share

shares capital premium

000s. £m £m

At January 2017 822127 205 2,597
Issue of ordinary shares —share option schemes 023 - 5
Purchase of own shares (20,996) {5} -
At 31 December 2017 802,064 200 2,602
issue of ardinary shares - share aption schemes BG4 1 5
Purchase of awn shares (21,840) 6) -
At 31 December 2018 781,078 195 2,607




7. Share capital and share premium continued
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The ordinary shares have a par value of 25p per share {2017: 25p per share). All issued shares are fully paid, All shares have the same rights.

The £ 300m share buyback programme announced in October 2017 was completed on 16 February 2018. In 2017, the Group’s brokers
purchased 21m shares at a value of £153m of which £148m had been cancelled at 31 December 2017, Cash payments of £149m had been
made in respect of the purchases with the outstanding £4m settlement made at the beginning of January 2018, This £4m together with
the remaining value of the buyback programme of £147m was recorded as a liability at 31 Decernber 2017, A further 22m shares were
purchased under the programme in 2018. The shares bought back have been cancelled and the nominal value of these shares transferred
to a capital redemption reserve, The nominalvalue of shares cancelled at 31 December 2018 was £11m (2017: £5m).

8. Treasury shares

B 0 Numberof

shares

000s £Em

At 1 January 2017 7719 34
Release of treasury shares - (1,725) (18
At 31 December 2017 5,994 16
Release of treasury shares (2,76%9) (28)

3,225 {12)

At 31 December 2018

The company holds its own shares in trust to satisfy its obligations under its restricted share plans, These shares are treated as treasury
shares for accounting purposes and have a par value of 25p per share. The nominai value of the company’s treasury shares amounts to
£0.8m (2017: £1.5m). At 31 December 2018, the market value of the company’s treasury shares was £30m {2017: £44m). The gress book
value of the shares at 31 December 2018 amounts to £33m. This value has been netted off with contributions received from operating

companies of £45m, resuiting in a net credit value of £12m.

9. Contingencies

There are contingent liabilities that arise in the normal course of
business in respect of indemnities, warranties and guarantees in
relation to former subsidiaries and in respect of guarantees in
relation to subsidiaries, In addition, there are contingent liabilities
in respect of legal claims. None of these claims are expected to
resultin a material gain or loss to the company,

10. Audit fees

Statutory audit fees relating to the company were £35,000
{2017: £35,000).

11. Related party transactions

Subsidiaries

The campany transacts and has outstanding balances with its
subsidiaries. Amounts due from subsidiaries and amounts due to
subsidiaries are disclpsed on the face of the company balance sheet.

These loans are generally unsecured and interest is calculated based
on market rates. The company has interest payable to subsidiaries
for the year of £105m (2017: £122m) and interest receivable from
subsidiaries for the year of £105m (2017: £111m). Management fees
payable to subsidiaries in respect of centrally provided services
amounted to £59m (2017: £42m). Management fees receivable

from subsidiaries in respect of centrally provided services amounted
to £25m (2017 £69m). Dividends received from subsidiaries were
£nil (2017: £701m3).

Associates

Amounts due from related parties, disciosed onthe face of the
company balance sheet, relate to foans to Penguin Random House,
an associate of the Group. These loans are unsecured and interest
is calculated based on market rates. The amountoutstanding at

31 December 2018 was £nil 2017 £46m). The loans are provided
under a working capital facility and fluctuate during the year.

Key management personnei
Kay management personnel are deemed to be the members of
the Pearson executive.

it is this committee which had responsibility for planning,
directing and controlfing the activities of the company in 2018.
Key management personnel compensation is disctosed in
note 36 to the consolidated financial statements.
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12. Group companies

in accordance with section 409 of the Companies Act 2006 a full list of subsidiaries, partrerships, associates, joint ventures and joint
arrangemenits, the country of incorporation, the registered address and the effective percentage of equity owned, as at 31 December 2018
is discfosed below. Uniess otherwise stated, the shares are all indirectly held by Pearson pic. Unless otherwise stated, all wholly-owned and
partly-owned subsidiaries are included in the consolidation and all associated undertakings are included in the Group's finandial statements
using the equity method of accounting. Principal Group companies are identified in beld.

Wholly-owned subssidiaries

- “Country  Reg T Country eg Country Reg
Registcred company name ur!m:urg._ n_ff\f}!_ Reglsterad corpany name L of ntarp, office Repistered company hame afincorp. office
Addlbson Wesieyl ongman. Inc. us 3 Englishlanguage Learningand us 57 Pearsan (AelfingManagement. a7} B3
Addison-Wesiey Fducationat Publishers ine LS 4 Instruction System inc. Consilting Co., Ltd.

AEL 5)PTE Dmited 5G o Escape Stlictos Limited* UK £ Eear&zﬂ {Guizhou} Education Techrology Ch B4
Faistaff Holdcatne. us 4 o. L.
hFl ¢ | Imited UK 1
Aldwych Finarice Lim) Falstaffinc. us 58 Pearsan Aftordable Learning Fundiimied UK il
Armerica's Cholre LiC us 4 -
£BH, tne us 4 PearsonArmerica LLT Us 4
KTiprofessiona Developrmeni LLC us A L HC
Atkey Flance Limited " 2 George (Shanghal) Commercial N 23 Pearson Amsterdam BV, NL BS
Axls Fl ) Us 4 Information Cansuiting Ca., Ltd Pearsan Austratla Finance Unlimited LK 1
nance Inc.
X8 . ne us 4 Global George | Limited KY 8 Pearson AustrallaGroup Pty Ltd AU Eil
aw,
cam;w;; 1 e M Glabal Gearge H iimited o™ % Pearson AustraliaHoldings PiyLtd PR
e,
cAm | Livrari ¢ Edi Led BR 12 Glabe Fearoning, us 19 PearsgnAustraliaPtyled Al 51
slilurari tora Lida
Casapsitlvrarine Guangzhau Crescent Software Co., Led N &4 PearsonBenelux BY, [N 8%
Centro Cultural Americano Frangqulas e BR 18 d ] "
Comérclotida, ;elgﬁmhanl;; ln:at'lr.\nBr;:jwian?j BW 65 Peprson Books Limitedt UK i
ubllshers} (Proprietary) Limite ,
Century Consultants ted. us 14 1o Uit df ¥ Pearson Brazll Finance Limited UK 1
Certiport China Holding, 1LC us 4 coceon Limite uK 6 Pearson Business Services Int. us 4
Certigort, Inc us a IndlaCan Education Private Limitert t 2 Pearson Canada Assessment inc CA BE
Cogmed Systerns AB st 15 integral 7.tnc. weoooa Pesrson Canada Finance Unlimited uK 1
Connections Academy of Arkansas, LLC Us 18 INTELLIPRO, INT. us M Pearson CanaraHoldings inc CA 86
1M Soluclies Exportagior iImportagioitda BR 67 Pearson Canada Inc. cA 85
Connectlons Academy of Florlda, LLC us 22 K12 Learning Services 1c us p 3
Connections Academy of iowa, LLC us 25 4 M Pearsan Central Europe Spétkaz P 42
ctlons Acaderny ol Malne, LLC us 20 Haglso Education Ptylid Ih ) ogramiczong odpowiedziainedcty
Conne tlons Acad " l]nd L us - Knowiedge Analysls Technologies, LLC us 20 Pearson College Limited UK 1
ctho ot Maryland,
Conngctions Academy Y LCCHnternational Qualifications {Mailaysla) MY 58 Pearson OBC Holdings ing. us 4
Cenngtiions Academy of Minnesota, LLC us 3z Son. Bhd,* X
- y Pearson Desarrolioy Capacitacidn L 87
Connections Academy of Missaurl, LLC us 33 LCCIER Tralning Consultancy., Led N 59 Profesional Chile Limitada
Cannections Academy of Nevada, LLC Us 34 Lossonl ab, inc, us L] Paarson Dautschiand GrbH DE 85
Cannections Acadermy of New jersey, LLC* - LS 4 Lignum Ol Company us 4 Pearsan Digital Learning PuertoRico, Inc.  FR 8z
Connertlons Acadiemy of New Mexico, LLC US s Linx Brasll Distribuldorai(da. B 12 Pearson Dollar Finance pict UK 1
Connectlons Academy afNew Yark LECY U3 a6 Longman (Maiawl} Limited MW 70 Pearson Daflar Finance Two Limited UK 1
Conneftions Acadermy of Oregon, LLC us 40 Longman Australasia PtyLtd AU ! Pearsan Educaclan de Chile Limitada a 87
ConneétionsAcademy of Pennsyivania LLC - US “ Longman Group{Overseas Holdings) Uimited UK 1 Pearson Educacion de ColomblaSAS o 80
Cornertlons Acadermy of Tennessee, L US 44 Longman indachina Acquisttion, LL.C. us a Pearson Educacion de Mexico, S.A. de CV,  MX ¥
ConnectionsAcademy of TexasLLC us 44 Longrman Xerya Limited KE 72 Pearson Educacion de Panama SA PA 92
Connegtiohs Education LLC us 4 £ongman Mocambigue Ltda Mz 45 Pearson Edugacion de Pery 5.4. PE 93
Connections Education of Fiorida, LLC us 22 Longman Romania S.R.L. RO 25 Pearson Educacion 54 Es 34
Connections Education. Inc. us 4 Longman wazlland (Pty)Limited sZ 73 Pearson Education {Singapore} Pte Ltd 5G 5
€71 Education Group (Pry) Limked A 50 tongman Tanzanladimited* TZ 74 Pearson Education Africa (Pty) Ltd 7A 50
Dominie Press, Inc. us 19 Longman Zambla Educational Publishers  ZM 75 Pearson Education Asla Limited o 56
Borian Finance Limited 1 7 Ptybed Pearson Education Botswana BwW &5
Dorling Kindersiey Australasia Pty Limked AU 51 Longman Zambla Umited M 75 {Proprietary} Limited
EBNT Canada Holdings L1LC cA &1 Longman Zimbatwe (Private} Lod! w 76 Pearsan Education o Brasil 5,4 BR 63
EBNT Hidings Limited CA &0 Longmaned Ecuador 5.A. £C Fid Pearson Education Hellas SA GR 28
FANTUSA Holdings Inc, us a4 Major123Limited UK 1 Pearson Education Holdings Limitedt UK 1
eCullege.com us 4 MeasureUp, LLC us 4 Pearson Education indochinga Limited T™H a5
Edexcel Limitedt [F:.8 52 Mademn Curricuiuenboc, us 19 Peasson Education irvestraerms Uimited uk Al
Edexcel South Africa Pty Ltd* A 50 Mult! Treinarmento e Editara Ltda BR 17 Pearson Education Korea Limited KR 56
Editions D u Renouveau PédagogigueInc. CA 53 Nationai Commputer Systemsfapan Co.Ltd P 80 Pearson Educatlon Limited UK 1
Education Developmentinternational Picy UK 1 NCS Infarmation Services Technology N 81 Pearson Education Namibla {Pty] Limited NA 97
Educat/of Resources (Cyprus) Limited Y 54 {Beijing] CoLtd Pearson Egucation Publishing Limited NG 98
Educational Managemant Group, inc. us 55 NCEPearsonPhy Lid A 5 Pearson Education S.A. ur 99
Ermbanet ULC oA a7 NCS Pearson Puerto Rico, int. PR 82 Pearson Education SA AR 100
Embanet-Compass Knowfedge Groupine,  US 22 NCS Pearson, Inc. us 32 Pearson Education South Africa (Ptyl Ltd  ZA 50
Embankment Firance Limited* LK 6 Ordinate Cofporation us 13 Pearson Education South Asia Pte. Lid. 23 5



Registered compeny name
Pearson Fducation Talwan | td
Pearson Education, Inc.

Pearson Foucational Measurement
Lanada, Ing

Pearson Frucational Publishers, 110

Pearson Egitlim Cazumleri Tikarel
Limited Sirketi

Pearson Fadsiafl (Holdings) Inc.
Pearson Falstaff Holdco LLC

Pearson France

Pearson Funding Five picl

Pearson Funding Four plcd

Pearson Funting Two Llinlted®
Pearson Haldings ing.

Pearson Holdings Southern Africa
{PLy}iimited

Pearsan In Practice Holdings Limited™*

Pearson inPractice Skilis Based
Learning Limied®

Pearson InPractice Technelopgy Limited*

Pearson India Education Services
Private Lirnited

Pearsonindla Suppert Services
Private Limlted

Pearsoninstitvte of Higher Education
Pearsoniniernationai Finance Limited1
Pearson Investment Holdings, inc,

Pearson10Ki Spdtka z ograniczong
odpowledziainoiciy

Pearsoniialfa S.p.A

PearsonJapan KK

Pgarsonianka (Private) Limited
Pearson Learning China (HK) Limited
Pearson Lesotho (Pty) Ltd

Pearson Loan Finance No. 3 Limited
Pearson Loan Finance No. 4 Limited
Pearsan LoanFinance No.Z Unlimited*
Pearson Loan Finance Unllimited
Pearson Langman Uganda Limited
Pearson Malaysla Sdn. Bhd.

Pearson Management Services timitedt

Pearson Management Services
Philippines inc.

Pearson Maryland Inc,

Pearsan Netheriands BY.

Pearson Netherlands Holdings BV.
Pearson Nominees Limitedt

Pearson Online Tutoring LLC

Pearson Overseas Holdings imitedt
Pearson PEM PR, Inc.

Pearsan Pension Nominees Limited
Pearson Pension Proprerty Fund Limited
Pearson Pension Trustee | imited

Pearsor: Pension Trustee Services Limited T
Pearson PRHHpldings Limited

Pearson Professional Assessments Limited
Pearson Real Estate Haldingsinc.

Pearsan Heal £state Holdings Limited
Pearsen Schwelz AG

Pearson Senvices Limited?

Pearson Shared Services Limited?

Pearson Strand Finance Limitedt

Country Rag
of thearp, officn
wo
us 4
[, 39
us a
TR 102
us 4
us a
FR 13
UK T
UK 1
UK

us 4
ZA 50
UK &
UK &
uk &
N 2
N 2
ZA 50
wK 1
us 4
PL 104
T 163
e 106
LK 167
N 56
LS &6
Ui 1
UK 1
UK 6
UK 1
uc 108
MY 62
UK 1
PH 109
us "
NL 85
NL a5
UK 1
us 4
UK 1
R 21
UK 1
UK 1
UK 1
UK 1
UK 1
UK 1
us 4
(2.8 1
cH 37
LK K
UK T
uK 1

Reglstared corpany name
PearsonSwedenAB
PearsonVUE Phillppines, inc.
Penguin Capital, LLC

Phumeicls Publishers (Pry) Ltd*
PNHoldings Inc.

ProctorCam, int.

PT Efficlent English Services
Reading Property Holdings LLC
Rebus Planning Assoclates, Inc.
Reston Publishing Company, Inc.
Rytade Capital Corporation
Shanghal AWL, Education Soltware [ td
Sliver Burdett Ginninc.

Skylight Training and Publishing Inc,
Smarthinking, Inc.

Sound Holdings inc.

Spear fnsurance Company Limlted?t
Stark Verlag GmbH

Sunnykey International Holdings
Limited {81}

The Financlal Times [} Pvt Ltd
Thelearning Edge International ptyltd
The Walte Group Inc

TQ Catatis Limited

TQ Clapham Limited

TQ Education and Training Limited
TQ Educatlon and Tralning Limited
TQ Global Limlted

TQ Graup Limited

TQ Holdings Limited

Trio Parent Holdings LLC
UStearning Services 1LC

LSLS Heldings LLC

Vi Testing Services israe! Lid

Viie Testing Services Korea Limited
Wall Streetinstitute Kft.

Willlams Education GrbH

* inliquidation
+  Directly owned by Pearson pic

Country Reg
ofincorp. affice
s£ 15
PH bk
us 4
ZA 50
us 4
us 1a
[ ag
Us i)
us 10
us A
us 4
e} 78
us 4
us 55
us 4
Us 4
BM 48
DE 88
VG 23
I 24
AU n
us 13
UK 1
UK 1
UK 1
SA 59
UK 1
UK 1
UK 1
us 4
us 4
us 4
I 49
KR EL]
HL 27
be B8

Sectlon 5 Financial statements

Subsidiary addresses

The following list includes all Pearson
registered offices worldwide. Please see
wholly-owned subsidiaries list opposite
for each subsidiary's registered office code.
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Registered office addiess

1 B0 Strand, Landon, WC2R DRL, England

2 4thFioor Software Block, Einet Software Clty, TS 140
Block 2 & 9, Rajlv Gandhl Salal, Taramani, Chennal,
TN, 600113, India

3 CTCorporation System, 155 Federai St., Sulte 700,
Boston, MA, 02110, United States

4 The Corporation Trust Company, Corporation Trust
Center, 1209 Orange Street, Wilmingtan, New Castle,
DE, 19801, United Stateas
5  9,#13-05/06, Narth BuanaVista Drive,
The Metropolis Tower One, 138588, Singapore
&  Acre House, 11-15WHllam Read, London,
NW1 3ER, Englang
7 IstFloor Riverview House, 21/23 City Quay,
Dublin, DGZFP21, ireland
8  Maples Corporate Servicasiimited P.O. Box 303,
Ugland House, South Church Streat, George Town,
Grand Cayman, KY1-1104, Cayrnan islands
9 3F Bullding RZ China Merchants Tower, Mo, 118 languo
Read, Chacyang Districe, Belling, China
The Corporatlon Company, 49600 AnnArbor Ry
E Sulte 201, Plymouth, M1, 48170, United States
11 TheCorparation Trust Campany, 2405 York Road, Sulte
207, Lutherville Timonium, MD, 21093, United States
12 Ne 13000, Francisco Matarazzo Avenue, C. 51 -
Bloco 1 - Edificlo New York, City of $80 Paulo,
Sha Paulo, 05001-1G0, Brazil
13 Comendador Alading SeimiAverue, 4630, Gatpac 1,
Saifa 1, Pargue Cldade Campinas, Clty of Camglinas,
SH0 Pavio 13069-936, Brazil
14 820, Bear Tavern Road, West Trenton, Mercer,
M, 08628, United States
15 Gustsvsltundsviigen 137, 16751 Bromma,
Stackholr, Sweden
16 Comendador Aladino Selmi Avenue, 4630, Galpldo 1,
Sala 3, Parque Cidade Camplinas, City of Camplnas,
S0 Paulo 13069-036, Brazil
17 Comendador Alading Seimi Averue, 4630, Galplic 1, €2,
Sala 10, Parque Cldade Campinas, City of Campinas,
580 Paulo 13069-036, Brazl!
18 The Corporation Campany, 124West Capltol Avenue,
Sulte 1900, Littfe Rodk, AR, 72241, United States
19 CTCorporation Systerm, 818 West Seventh Street,
Sulte 930, Los Angeles, CA, 50017, United States
20 The Corporation Compaty, 7700 E Arapahoe Ro
Suite 220, Centennial, CO, §0112-1268, Unlted States
Edificio Ochaa 500 Calie oe ta Tanoa, Sulte 401,
Sanjuan, Puerto Rico 00901-1969
2Z 1200, SouthPine Isiand Road, Plantation, Fi, 33324,
United States
23 Room 1658, Sultes 1604-06, 16/F, 588 Dallan Road,
Yangpu Bistrict, Shanghal, China
24 PtotNo. 3, Bharti Colony Vikas Marg, New Dehll,
DL 110092, Indla
25 Sertorde Bucarest 2, calle C.A., Rosett1,n.17,
oficina D09RESCO-WORKDS, Romania
26 CTCorporation System, 200 F Court Ave,
Des Moines, A, 50309, United States

27 Hermina it 17. 8th floos, Budapest, 1146, Hungary

28 21, Amfitheas Avenus, Paleo Faliro Athens,
17564, Greece

29 Commerce House, Wickhams Cay 1, P.0. Box 3140,
Road Town, Tortola, British Virgin Islants

30 CTCorporation Systern, 125 State St#3, Augusta,
ME, 34330, Unlted States
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Noles to Lthe company financial sltatements

aagsterad office add

31

32

33

34

as

36

3
3g

S

40

a4

4
43

[X]

a4

45
48

47

48

49

50

5

-

52
53

5

-y

55

5
57

o

58

59

, ilalllmarcr. Mb, 29202,

7 5L Paul Sérent, Sulte
United Staies
CTCorporation System Inc., 1010 Dale Street North,
SUPaL), M, 55117 5603, Unlied States

120, South: Central Avenae, Clayion, MO, 5305,
United States

The Corporation Trust Carnpany of Nevada,
701 5 Carson 5t, Sulte 200, Carson Cley, NV, 85701,
Unlted Staws

€T Catporatian System, 206 S Coronada Ave,
Espanola, NM, 87532-2792, United States

CT Corporatlon, 117 Eighth Avenue, New York,
NY 10011, UnHed States

Chollerstrasse 37, 6300 Zug, Swirerland
21, Mugyo tojung-gu, Seoul, Republic of Korea

195 Bay Street, Commerce Coutt West, Sulte 2800,
Taronte, ON, M501AS, Canada

CTCorporation System, 780 Commerelal 5t 5F Sie 100,
Salam, OR, 97301, United Staftes

CTCorporation Systern, 116 Pine Street, Sulte 324,
Harrisburg, Dauphin, PA, 17101, United States

Llica Szamocka B 01-748, Warszawa, Paland

CTCerporation System, B0D 5 Gay S, Sulte 2027,
Hnowstie, Th, 37925-9710, United States

CT Corporation System, 1999 Bryan Street,
Suite D00, Dallas, TX, 75201, United S{ates

Numera 776, Avenida 24 de Jutha, Map uto, Mozamblgue
CTCorporatien System, 4701 Cox Road, Sulte 285,

Glen Allen, Henrlca, VA, 23060030, United States
3508, BSS - 2nd Street, SW., Calgary, AB,

T2PAK7, Canada

Thistle House, 4 Burnaby Streat, Hamiton,

HMT, Bermuda

Derech Ben Gurlon 2, BSR Buliding 9th Floor,
Ramat Gan, 52573, Israef

Auto Atlantic, #th Flnor, Corner Hertzog Boulevard

and Heerengracht, Cape Town, 8007, South Africa

707 Collins Street, Docklands, Melbourne, VIC,

3008, Aystralia

140, High Hotbarn, London, WC1V 28H, England

1611, Boul, Cremaile Est, 10th Floor, Montréal, PQ,
HMM2P2, Canada

195, Archbishop Makafias i Avenue, Neodleous House,
Limassal, 3G30, Cyprus

Ifinois Corporation Service Company, 7005 2nd Street,
Springfield, I, 62703, United States

28/F, 1063 King's Read, Quarry Bay, Hong Kong

Clo Corporatior: Service Company, 251 Little Falls Drive,
Wilmington, Delaware, 19808, United States

111, 13th Fioor, Eighth Avenure, New York, NY, 10017,
United States

1Gng Fahad Road, Olaya, Rfyadh, 58774, 11515,

Saud! Arabla

Regls mm;ﬂ .;;l;{n ladre:;

60 44 ChipmanHIlL, Sulte 1000, Saint jon, NB,

&

=

61

[

W

a

[

6!
&6

@

&7

68

B

o

0
KAl

72
7

w

7

B

7

@

76

77

7

ol

79

&0

by

B2

83

E2 A58, Canada

Suite 2600, Three Bentall Centre, P.O. Box 49314,

595 Burrard Street, Vancouver, BC,V7X 1L 2, Canada
Unit 38 01, bevel 30, Tower A, Ver tical Business Sulke,
Avenuc 3, Bangsar South, No B, Jaian Kerinchl,

59200 Kuala Lumpur, Mataysla

Comendader Aladino Setm? Avenue, 4630,

Gaipin 1, Mezaning, Safa 5, Parque Cldade Campinas,
City of Campinas,53o Paulo, 13069-036, Brad!

Suite 1207 (site: seif-made No. 1219}, No. 85 Huacheng
Avenue, Tlanhe District, Guangzhou, China

Plot 50371, Falrground Office Park, Gabarane, Botswana
Cfo Du Preez, tiehetrau B Co, 252 Kingsway,

NeRt to USA Ermibassy, Maseru, Lesotho

Jolo Scarpara Netto Avenue, B4, 8loco 8,

Ground Floar, Sala 44, £d Unique Village Offices,
Loteamerto Center Santa Genebra, City of Campinas,
Sio Paulo, 13080-655, Brazll

Unit 627, 8thFicor, Bleck A, Xelana Centre Point,

No 3, falan 557/9, Kelana faya 47301 Petaling Jaya,
Selangor Darul Ehsan, Malaysia

Room 335, Buliding 2, 6555 Shangehuan Road,
Pudong District, Shanghal, China

Parkway House, Hannover Avenue, Blantyre, Malawl
707 Collins Street, Dacklands, Melbourne, ViC,

3008, Australla

Queensway House, Kaund/a Street, Nairghl, Kenya
Robinson Bertram, 3rd Floos, Sokhzmlilo Bidg,
Mbatbane, Swaziland

P G Box45,1PS Bullding, Maktaba Street,

Dar es Salaam, Tanzanla

Miungushi Conference Centre, Centre Annex,

Great East Road, Lusaka, Zambla

Stand 1515, Cnr Tourle Road/Harare Drive,
Ardbennie, Harare, Zimbabwe

Andaluclay cordero £12-35. Edificlo CYEDE

plsa 1, Oficina 11, Sector "La Floresta” Quito,
Pichincha, Ecuadar

Suite 302-9,Block 3, iNp, 333 Weining Road,
Changting Distrlet, Shanghai, Ching

C/OPearson Eduration, 501 Boy!ston St, Boston,

MA, 02116, inited States

Telkokyw Hotel Tower 18F,. 1-1-1 Uchi Salwal-Chao,
Chiyada-ku, Tokyo, japan

Sulte 1201, Tower 2, No. 36 North Third Ring East Road,
Oongcheng District, Beifing, China

263 Munoz Rivera Avenue, Sulte 1400, San juan,
$918, Puerto Rico

Suite 1208, 12/f, Tower 2, No. 36 North Third Ring

East Road, Dangchang District, Beljing, China

Suites 3-28{2-3), ShiGuang Jun Yuan, No. 89 Hubin Road,
Goden Sun Technalogy Industrial Park, High Technical &
tndusirial Preveiopment Dstricl, Guiyang City, Gaizhau
Ptovince, Chitia

Registered office address

BS Gatwlckstraat i, Amsterdam, 1043 GK, Netherlands
86 26 Prince Andrew Place, Don Mils, Teranta, ON,
M3IC2TE, Canada

Dfitina N*117, edificlo Casa Calorada, calie Merced
N*838-A Santlago Centro, Santlapy, Chite

88 2, Litlenthaistrasse, Hallbergimoes, B5399, Germany

23 3uh Floer, Ratu Plaza Office Tower, fi. jend. Sudirman
Kav %, fakarta, 10279, Indonesla

90 Carrera? Nro 156 - 68, Ms0 26, Bogota, Colombla
91 Cale Antonle Dovall pime #70, Torre B, Piso 5,

Col. Zedet ed Plaza Santa Fe, del. Alvare Obregon,
Cludad de Mexico, CP 01210, Mexico

Punta Paciica, Torras oe las Americas,
Torre A Pise 15 Ofic. 1517, Panamae, PB32-0588, Parama

83 Lal LosHalcones, ne. 273, Urb, Limatembo, Lima, Perd
94 28, RiberadeiLolra, Madrid, 28042, Spalin

95 8771 CapitaiTower Bullding, All Sepsons Place unit
1604 - 6 16th flopr, Wireless Road, Lumpin),
Pathurrwvan, Banghok, Thatand

96 6FKwanjeong Buliding, 35 Cheanggyecheon-Ro,
{ongno-gu, Seoul, D188, Republic ofKorea

57 Unit7Kingland Park, 98 Nicke!Street, Prasperita,
Windhaek, Namibla

B8 8, SecretariatRoad, Obafem] Awolowd Way,
Alausa, lkela, Logos State, Nigerla

99 Juan Benlto Blanco 780 - Plaza Business Center
Mantevideo, Uruguay

100 Humbgldt 1509 plso 5 (C141aCTM), Ciugad Autanama
de Buenos Aires, Argentina

101 No 219, Room D, 11F, Sec 3, Beixin Road, Naw Taipet City,
Xindian istrict, 23143, Talwan

102 Barbaros Buivan. No:149, Dr. Orhan Blrman iy Merkez)
Kat:3, Gayrettepe Beglktas, 1stanbul, 34349, Turkey

102 3-15, immeubie Terra Nava ll, Rue Henrl Ro! Tanguy,
Montrewi, 93100, France

104 lilica Jana Henryks Dgbrowsklego 77A 60-529,
Pornarh, Poland

105 18, Corso Trapan/, Turln, 10160, Ialy

106 1-5-15, Kanda-Sarugakuche, Chiyoda-kv, Tokyo, fapan

107 Orion City, Hrgel Bullding #752, Colomba, 09, 5riLanka

108 Piot &, Berkley Road, Old Kampata, Uganda

109 }F Narth Towar, Rockwell Business Center COR.
Sherldan & United Street, Bray. Highway Hills,
Mandaluyong, Philippines

110 National Registered Agents, inc., 160 Greentree
OrSte 101, Dover, Kent, DE, 12904, United Statec

111 22F Tridernt Tower, 312 Sen. Gil Puyat Avenue,
Makati City, Metro Manila, Philippines
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Partly-owned subsidiaries

Section 5 Financlal statements

Partly-owned subsidlaries & associated
undertakings company addresses

Country % Heg

RAegisiared tampany Name ol tacetp. Ovwned olfice
————n e ——— d office address
Cerliport China Colrd N 50.69 1 5

T Suite 1804, No.99 Hulchuan Roead, Changning District,
Educational Publishers L1 UK 8 2 Shanghal City, China
GED (omains LLC us w3 2 80 Strand, Londor, WC2R ORL, England
GED jesting service 1l € us 04 3 CTCorporation System, 4701 Cox Road, Sulte 285,
Helnemann Publishers (Pty) Lid SA 75 5 Glen Allen, Henrico, YA, 23060-0000, Unlted States
Maskaw Miller | onpman SA 75 5 4 The Corparation Trust Company, Cerporation Trust
(Peyd L lmlted Center, 1209 Orange Street, Wiimington, New Castle,
Pearson Fducation Achlevement SA 973 =& DF, 18801, United Stales
Selutions {RF) (Pty} Limited 5  AutoAtlantic, dth Floor, Corner Hertzog Boulevard
Peatsan Sauth Africa (Py) Ltd m 75 5 and Heerengracht, Cape Town, 8001, South Alrica

& /o Corporation $Service Company, 251, Little Fafls Drive,
Assoclated u ndertaki ngs Witmlngton, Delaware, 19808, Unlied States
—_— 7 16 PaschimiMarg, Vasant Vikar, New Delhl, DL, intla

Country % A

Regitrerad company Name ofmmfp_ Owned c:,ﬁ.e 8 Office 207, Parktown Quarter, Corner 3rc & 7th Avenue,
—_- eI R e Parktown North, Johannesburg, 2133, South Africa
ACT nspiraitl us 50 €

9 P.0.BoxNe. 6320, 32038 Hawalll, Kuwalt Ciy, Kuwalt
Avant| Learning Centres I 23.27 7 \
Private { Imited! 10 Campbells Corporate Services Limited, Floor 4,

Wilfow House, Cricket Souare, Grand Caymaty,

eAduance Proprietary | tmited? Ih 511 B K¥1-9019, Cayman lslands
institute for #rivate Education KU 4302 3 11 3ADev Regencyil, First Main Roatt, Gandhinagar,
& Training K5CC Adyar, Chennal, TN, Indla
Karagi Path learning N 2497 1 12 2nd Floar OTS Bullding, otf Accra-Winneba Road, Kasoa
Lompary Private Limitedt second, Kasoa PO, Box Wi373, Wela, Accra. Ghana
Learn Capltal Speclal us 89.59 15 13 Sulte 216, No, 127-1 Zhongguancun North Street,
Oppnrtunities Fundl, LRt Halglan District, Beijing, China
Learn Capltal Venture us 7283 16 14 108 HusseinWasse? 5, Midan Missaha, Dokki Giza,
Patttvers il LPJ 12311, Egypt
1earn CapitaiVentury Ky 9500 10 15 Unit No. 4D4, New Uidyog Mandlir 2, MoguiLane,
Parthars fia, LP.3 Mahim({West), Mumbal, MH, 400016, indla
Learn CapltalVenture Partners, LP1 US 9315 18 16 Incorporating Services, Ltd. 3500 S Dupont Way,
OrmegaSchools Franchise Limited  GH 49.05 12 Dover, Kent DE, 13501 United States
Peklng University Pearson {Beillng) €N a5 13 ¥ 28/F, 1063 King’s Road, Quarry Bay, Hang Kong
Cultyral Development Co., Lt
Pengyuin Random House Limited LK 25 2
PenguinRandom House LLC us 25 &
TenyiEducation Company Limited €N 49 17
The Egyptian tnternationa! £G 43 14
Publishing Cempany-Longman
Zaya { earning Labs Private Limited? N 20 15

* InYguldation

¥ Atcounted for as an ‘Other financlal assat within

non-curvent assets
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Five-year summary

All figures In £ millions 7 . - ’ 2014‘ 2015 2076 2017 2018
Sales:-By geog;ﬁphy 7 S

North America 2,906 2,940 2,981 2,529 2,784
Lore 510 815 803 815 806
Growih ) ) 724 3 768 769 539
Contlnulﬁg - - 7 - S 4,540 4,468 4,552 4,513 4129
Discontinued 36_3 __':1_1 2 ) - - -
';aisaies ) e 4,883 4,780 4,552 4,513 ) “;,159
Adjusted operating profit: By geography

Narth America 444 480 420 394 362
Caore 122 105 57 50 57
Growth 32 3 29 38 59
Penguin Random House 6% ¢ 129 94 68
Continuing 667 672 535 576 545
Discontinued ) o 55 51 - - -
Total adjusted operating profit 722 723 635 576 546
Al figures In £ millons 2014 2015 2015 2017 2018
Operating margin - continuing 14.7% 15.0% 13.9% 12.8% 13.2%
Adjusted sarnings

Total adjusted operating profit 722 723 635 576 546
Netfinance costs {64} {46} (55) (79) {24)
income tax {118) {105} {95) {55) 27
MNon-tontrolling interast 1 - (2) (2) (2)
Adjusted earnings 541 572 479 440 547
Weighted average number of shares (millions) 21029 813.3 2148 8134 7731
Adjusted earnings per share 66.7p 70.3p 58.8p 54.1p 70.3p

Prior periods have not been restated to reflect the adoption of IFRS 15 and IFRS 9in 2018.



Sectlon 5 Financial statements

il

Allfigures in £ mililons zuu B 7276175 B i'(v:;;;fﬁ B a;th h - 2018
Cash flow T
Operating cash flow 649 435 663 463 513
Operating rash conversion 90% 60% 10495 Na% 4%
Operating free cash flow 1413 255 549 525 448
Operating free cash flow per share 50.9p 31.4p 674p 64.5p 57.6p
Free cash ftow a3 152 310 227 473
Free cash ftow per share 50.9p 18.7p 38.0p 279p 60.8p
Net asseis 5,985 5,418 4,348 4,021 4,525
Net debt 1,639 654 1,002 432 143
Return on invested capitaf
Totat adjusted operating profit 722 723 635 576 546
Operating tay paid (163} (129) (63) (75) (43}
Return o 559 594 572 501 503
Gross basls:
Average invested capital 9,900 10,317 11,464 11,568 10,672
Return oninvested capital 5.6% 5.8% 5.0% 4.3% 4.1%
Net basls:
Average invested capital 9,835 9,422 7,906 8,126 7544
Return oninvested capital 5.7% 6.3% T.2% 6.2% 8.7%

51.0p 52.0p 52.0p 17.0p 18.5p

Dividend per share
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Financial key performance indicators

The following tables and narrative provide further analysis of the finrancial key performance indicators which are described in the
financial review of the annual report on p44-50, are shown within the key performance indicators on p2 of the annua! report and shown in
notes 2 and 8 of the notes to the consalidated financial statements.

Adjusted performance measures

The annual report and accounts reports results and performance on a headline basis which compares the reported resuits both on a
statutory and on a non-GAAP (non-statutory} basis. The Group's adjusted performance measures are non-GAAP {(non-statutory) financial
measures and are also included in the annual report as they are key financial measures used by management to evaluate performance
and allocate resources to business segments. The measures also enable investors to more easily, and consistently, track the underlying
operational performance of the Group and its business segments by separating out those items of income and expenditure refating to
acquisition and disposal transactions, major restructuring programmes and certain other items that are also not representative of

undarlying performance.

The Group’s definition of adjusted performance measures may not be comparable to other similarly titled measures reported by other
companies. A reconcillation of the adjusted measures to their corresponding statutory measures is shown below,

Sales

Underlying sales movements exclude the effect of exchange, the impact of portfolio changes arising from acquisitions and disposals and the
impact of adopting new accounting standards that are notretrospectively applied. Portfolio changes are calcuiated by taking account of the
additional contribution (at constant exchange rates} from acquisitions made in both the current year and the prior year. For acquisitions
made in the prior year the additional contribution is calculated as the sales made in the period of the current year that corresponds to the
pre-acqutsition period in the prior year. Sales made by businesses disposed in either the current year or the prior year are also excluded.
Constant exchange rates are calculated by assuming the average exchange rates in the prior year prevailed throughout the current year.
These non-GAAP measures enable management and investors to track more easily, and consistently, the underlying sales performance

ofthe Group.

North

All figures In £ millions America Core Growth Total

Statutory sales 2018 2,784 306 539 4129

Statutory sales 2017 2,929 815 769 4,513

Statutary sales decrease (145) (9) (230) (384)
Comprising:

Underlying {decrease)/increase (43} 3 6 (34}
Portfobo changes inciuding the impact ot adopting new accounting standards (IFRS 15 see note 1b) (11) {7 (198) [216)
Exchange differences (o1 (5) (38} (134)
Statutory sales decrease (145} (9) {230} (384)
Statutory decrease {5)9 (1% {309 {956
Constant exchange rate decrease (2)% - (25)% {6)%

Underlying (decrease)/increase (119 - 1% (1%
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Adjusted operating profit

Adjusted operating profit excludes the cost of major restructuring; other net gains and losses on the sale of subsidiaries, joint ventures,
associates and other financial assets; intangible charges, including impairment, relating only to geodwill and intangible assets acquired
through business combinations and the direct costs of acquiring those businesses; the impact of UK pension GMP equalisation in 2018;

and the impact of US tax reform in 2017, Further details are given below under ‘Adjusted earnings per share". Underlying adjusted operating
profit movements exclude the effect of exchange, the impact of portfolio changes arising from acquisitions and disposals and the impact of
adopting new accounting standards that are not retrospectively applied. Portfolio changes are calculated by taking account of the additional
contribution {at constant exchange rates) from acquisitions made in both the current year and the prior year.

For acquisitions made in the prior year the additional contribution is calculated as the operating profit made in the period of the current
year that corresponds to the pre-acquisition period in the prior year, Operating profit made by businesses disposed in either the current
year or the prior year is also excluded. Constant exchange rates are calculated by assuming the average exchange ratesin the prior year
prevailed thraughout the current year. This non-GAAP measure enables management and investors to track more easily, and consistently,
the underlying operating profit performance of the Group.

2018 2017

;Il figuresin £ millians
Operating profit 553 457
Cost of major restructuring 102 %
Other net gains and losses {230) {128)
Intangible charges "3 166
UK pension GMP equalisation 8 -
Impactof US tax reform - 8
deusted o;era;ﬁ'nig;roﬂt - - ) I EEE_ - 57
- ’ h North
All figures in Emiltions America Core Growth PRH Total
Adjusted operating profit (decrease)/increase {32) 7 21 {28) {30)
Comprising:
Underlying increase 2 5 30 6 43
Portfolio changes including the impact of adopting new accounting standards (IFRS 15
see note Th) (16) {1} 2} (33 52
Exchange differences (18) 3 {7) 1 (21)
Adjusted operating profit (decrease)/increase (32) 7 Fal {26) (30)
Constant exchange rate {decrease)fincrease (4)% 8% 74% {29)% (2)%
1% 10% 97% 10% 8%

Underlying increase

Adjusted earnings per share

Adjusted earnings indudes adjusted operating profit and adjusted finance and tax charges. Adjusted eamings is included as a non-GAAP
measure as it is used by management to evaluate performance and allocate resources to business segments and by investors to more
easHy, and consistently, track the underlying operational performance of the Group over time, Adjusted earnings per share is calcutated as
adjusted earnings divided by the weighted average number of shares in issue on an undiluted basis.

The following items are excluded from adjusted eamings:

Cost of major restructuring In May 2017, the Group announced a restructuring programme to run between 2017 and 2019 to drive significant
cost savings. The costs of this restructuring programme are significant enough to exdude from the adjusted operating profit measure so as
to better highlight the underlying perfarmance (see note 4).

QOther net gains and losses These represent profits and {osses on the sale of subsidiaries, joint ventures, associates and other financial
assets and are excluded from adjusted earnings as they distort the performance of the Group as reported on a statutory basis.

Intangible charges These represent charges in respect of intangible assets acquired through business combinations and the direct costs
of acquiring those husinesses. These charges are excluded as they reflect past acquisition activity and do not necessarily reflect the current

year performance of the Group.
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Financial key performance indicators

Other net finance income/costs These include finance costs in respect of retirement benefits, finance costs of deferred consideration and
foreipn exchange and other gains and iosses. Finance income relating to retirement benefits are excluded as management does not believe
that the consolidated income statement presentation under IAS 19 refiects the economic substance of the underlying assets and liabilities.
Finance costs relating to acquisition transactions are excluded as these relate to future earn outs or acquisition expenses and are not part
of the undertying financing. Fareign exchange and other gains and losses are excluded as they represent short-term fluctuations in market
value and are subject to significant volatility. Other gains and losses may not be realised in due course as itis normally the intention to hoid
therelated instruments to maturity.

UK pension GMP equalisation tn 2018 the impact of adjustments arising from darification of guaranteed minimum pension (GMP}
equalisation legisiation in the UK, as outlined in note 25 of the notes to the consolidated financial statements, has also been excluded as
this relates to historical circumstances.

impact of US tax reform In 2017, as a result of US tax reform, the Group’s share of profit from asscciates was adversely impacted by £8m.
This amount has been excluded from adjusted earnings as it is considered to be a transition adjustment that is not expected to recur in
the near future.

TaxTax on the above items is excluded from adjusted earnings. Where relevant the Group also exciudes the benefit from recognising

previously unrecognised pre-acquisition and capital losses. The tax benefit from tax deductible goodwiff and intangibles is added to the
adjusted income tax charge as this benefit more accurately aligns the adjusted tax charge with the expected rate of cash tax payments,

m; mitions 2018 2017

Profit for the year 590 408
Non.controling interest 2 {2)
Costof major restricturing 102 79
Other net gains and losses (230 {128)
Intangible charges 113 166
Other net finance income/{costs) 3 {49)
UK pension GMP equalisation 8 -
Impact of LS tax reform - a
Tax {65) 42
Adjusted aarnings 547 440

Weighted average number of shares (millions) 7781 813.¢4

Adjusted earnings per share 70.3p 54.1p

Return on invested capital

Return on invested capital (ROIC) isincluded as a non-GAAP measure as itis used by management and investors to track investment returns
and by management to help inform capital altocation decisions within the business. ROIC is calculated as adjusted operating profit less
operating cash tax paid expressed as a percentage of average invested capital. invested capital indudes the original unamortised goodwill
and intangibles. Average values for total invested capital are calculated as the average monthly balance for the year. ROIC is also presented
0N a net basis after remaving impaired goodwill from the invested capital balance. The net approach assumes that goodwil which has been
impaired is treated consistently to goodwill disposed as itis no longer being used to generate returns.

2018 217 2m8 2017
Allfigures In £ millions Gross Gross Net Net
Adjusted operating profit 546 576 546 576
Opertating tax paid (43) (75} 43) (75)
Return 503 50t 503 501
Average goodwill 6,675 7.236 3,547 3,794
Average other non-current intangibles 2,428 2,606 2,438 2,606
Average intangibie assets - pre-publication 999 995 999 995
Average tangible fixed assets and working capitat 560 731 560 73
Average invested capital 10,672 11,568 7,544 8,126

Return on invested capital 4.7% 4.3% 6.7% 6.29%
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Operating cash flow

Operating cash flow is calculated as net cash generated from operations before the impact of items excluded from the adjusted

intome statement plus dividends from joint ventures and associates (fess the re-capitalisation dividends from Penguin Random House);

less capital expenditure on property, plant and equipment and intangible software assets; plus proceeds from the sale of property,

plant and equipment and intangible software assets; less finance lease principal payments; plus special pension contributions paid; and

pius cost of major restructuring paid. Operating cash flow is included as a non-GAAP measure in order to align the cash fiows with the

corresponding adjusted operating profit measures,

AII figuresin £ mdlllons 18 ZO;IT

Net cash generated from operations 547 462

Dividends from joint ventures and associates 7 458

Re-capitalisation dividends fraom Penguin Random House {50) (312)

Purchase of property, plant and equipment {70) (82}

Purchase of intangible software assets (130} {150)

Proceeds from sale of property, piant and equipment and intangible software assets 128 -

Finance lease principal payments (4) {5}

Special pension contribution - 227

Net (praceeds fram)/ cost paid re major restructuring (25) 71

Operating cash fiow 513 668

For information, cash conversion, caiculated as operating cash flow as a percentage of adjusted operating profit, is also shown as a

non-GAAP measure as this is used by management and investors to measure undertying cash generation by the Group.

AN figures in £milhions 2018 2017

Adjusted operating profit 546 576

Operating cash fiow 513 669
94% 116%

Cash convarsion

For information, operating cash flow, oparating free cash flow and total free cash flow, which are non-GAAP measures, are discfosed and
reconciled in note 33 of the notes to the consolidated financial statements as they are cornmonly used by investors to measure the cash

performance of the Group.

Net debt and earnings before interest, tax, depreciation and amortisation (EBITDA)

for infarmation, the net debt/EBITDA ratio is shown as a nan-GAAP measure 3s it is commonly used by investors to measure balance sheet
strength. EBITDA is calculated as adjusted operating profitless depreciation on property, plant and equipment and less amortisation on

intangjble software assets.
Al figures in £ mitions 2018 2017
Adjusted operating profit 546 576
Depreciation {(exduding items included in ‘cost of major restructuring?} 66 a0
Amortisation onintangible software assets {(excluding items induded in ‘cost of major restructuring’} 87 82
EBITDA 699 738
Cash and cash equivalents S68 518
Marketable seaurities - &
Derivative financial instruments g -
Bank loans and overdrafts (43) (15)
Bonds (672) {1,062}
Finance lease liabilities {5) 8
Total {143) {559}
Cash and cash equivalents classified as held for sale - 127
Net debt {143} (432
0.2x 0.6x

Net debt/EBITD A ratio
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AcceleratED pathways: a corparate education
benefit, where Pearsan partners with campanies
to Improve employee development by focusing
on the educational needs of a specific business
andits people, helping to strategically align
educational assistance spending to the taient
objectives of the organisation.

ACCUPLACER®/MyFoundationstab®:

this ali-in-one diagnastics and intervention
programme combinas The Coliege Board's
assessment programme with Pearson’'s proven
ondine intervention solution. It identifies the
arsas where a student needs work and then
takes a personalised learning path that helps
themwark an their individuai skills deficit.
Lastyear aione, Pearson delivered 9.2M tests
on the ACCUPLACER® platform.

Artificlal Intelligence {Al): describes machines
thatcan sense and interact with environments
in a perception-planning-action cycle, or with
other machines, without explicit programming,
This is typically accamplished through Machine
Learning (ML) which is the development, and
application of algorithms that improve their
performance {inference) at some task based
on experience (training). Pearson takes a
human-centric perspective of Al that considers
the entire learning ecosystem when developing
Al capabilities including ethics, privacy,
appropriate uses and user needs,

Bug Club: a core reading programme for

4-11 year olds, which has everything needed
to defiver the 2014 UK prirnary curriculum and
includes over 590 finely levelled tides, available
in print and eBook format and a unique online
learning platform with in-built assessment.

BTEC: taught in colteges, schools and untversity
throughout the world, a BTEC gives learners of
all levels and ages the knowledge and skills they
need for career success, now and into the future.
The unique experience BTEClearers getof
having to apply the knowledge and skilis they've
tearned to real-life scenarios means more
employers and learners are choosing BTEC.

Fearson pic Annual report and accoundis 2018

ssary of major products and services

» BTEC Level 1/Level 2 Firsts: 8TEC Firsts allow
leve! Z learners to develop knowiedge and
ungerstanding by applying their learning
and skilis in real-iife scenarios. Combined with
ather qualifications, they enable learners to
progress to further study, an apprenticeship,
or into employment.

» BTEC Level 1/Level 2 Tach Awards: studied
alongside GCSE, BTEC Tech Awards provide a
greatintroduction to a professionat sector
where students Jearn transferable skills
they'll use if they progress to further study,
and in their future caraer.

» BTEC Level 2 Technicais: designed in
collaboration with employers and industry
professionals, BTEC Level 2 Technicals provide
career-focused, applied courses for post-16
fevel 2 learners in a specialist accupationat area.
They suppart progression to an apprenticeship,

to further technical study, or into the workplace.

»BTEC Level 3 Nationals; allow level 3learners
to apply their learning in real-life scenarfos (@
develop the specialist knowiedge and skifls they
need to progress towards their chosen career
path, whether thatis through further or higher
education, an apprenticeship or directly into
the workplace.

» BTEC Higher Natlonals: available at levels 4
and §, BTEC Higher Nationals are internationally
recognised, career-focused higher education
courses which are the same fevel as the first and
second years of a degree course, Co-designed
with employers and representing the most
up-to-date professional standards, they
support learners to develop the real-world
knowiedge, skills and behaviours needed
to succeed, allowing them to move on to
complete degree and progress in their
chosen career path,

Clinicat Assessment: our Clinical Assessment
business provides assessments to help
professionals improve lives by praviding
valuable information that can identify and
manage an indfvidual learners strengths and
weaknesses and learning barriers. For example,
AimsWeb Plus provides universal screening,
benchmarking, and progress monitoring
assessments to give educators the reliable
data they need to improve students’ maths
and reading skills.

The Clinical Assessment portfolio also offers a
range of assessments serving a diversa audience
of professionals including Psychologlsts, Speech
Language Pathologists, Occupational Therapists
and more. These professionals rely on leading
meastres [ike the Wechsler Scales of Inteligence,
which assess an individual's cognitive strengths
and weaknesses ar the Minnesota Multiphasic
Personality Inventary (MMPI), a world renowned
measure of psychopathology and persenality.

Other examples of our Clinicai products include:

» Behavlour Assessment Systemn for Children:
a comprehensive set of rating scales and forms
to help children thrive in their school and hame
enviranments through effective behaviour
2ssessment, BASC provides a complete picture
of child and adolescent behaviour, Schaof and
clinicat psychalogists have depended on
BASC for more than 20 years.

> Goldtman-Fristoe Test of Articulation-Third
Edition (GFTA-3); a systematic means of
assessing an individual’s abliity to pronounce
different speech sounds of Standard American
English in order to diagnose different disorders
which can inhibit an individual’s articulation.
It provides information about an individual’s
speech sound ability by sampling both
sparitaneous and imitative sound production
in single words and connected speech.

Connections Academy: The Connections
Araderny online school programme for grades
K12is a comprehensive collection of online
fearning products and school support services
for onfine public schoofs across the US, most of
which carry the Connections Acadeny name.

In addition, internationat Connections Academy
Is a private online school for grades K12 and
serves students worldwide.

Digitally-enabled learning: fearing that
is enabled through digital media, tools
or technatogy.

Edexcel GCSE/A lavel: AS and A levels -
sometimes calied General Certificates of
Education {(GCE) or Advanced levels - are
normally studied after level 2 in a BTEC or GCSEs.
They mainly involve studying the theory of a
subject, combined with some investigative work,
and are usually studied fuli time over two years
atschool or college. AS and A levels are atlevel 3
onthe National Qualifications Framework.



English Benchmark: a motivating English test lor
young learners aget 6-13, which proves students’
Enplish abllities to parents, manitors learning
pragress, and ensures teaching targets the right
skilis, Enplish Benchmark measures students’
speaking, listening, reading, and writing skills,
through fun and interactive tablet-based
activities, and uses Al-based automated scoring
to provide immediate detailed reparts for
teachers and parents that include students’
strengths, suggestions for timprovement, and
recommended activities to improve their skills,

ePen: an assessment scoring tool with various
features designed for use by a variety of
educatior stakeholders, inciuding Education
Agency officials, educators, independent
contractors, and Pearsen empioyees,

GED: GED Testing Service is a joint venture
between Pearson and the American Council

on Education, and Is part of a programme whith
measures proficlency in language arts, maths,
science and sodial studies, It allows learners to
obtain their high school equivalency credential,
be placed in college courses, and even earn
college credit. In addition to the actual GED

test, Pearson VUE also offers a suite of praducts
and services to help people prepare for this
assessment, induding GED Ready, a predictive
practice test that provides learnerswith a
detailed score report, which outlines areas

of strength and those that need more attention
and gives {earners the tools they need to

be successful,

Global Learning Platfarm (GLP}: ultimately
Pearson’s single product platform that wili
leverage best-in-class technology to deliver

the future generation of global digital learning
experiences. The GLP is not a product, but itwils
change the way we design and deliver products,
providing a medern, reliable consumer grade
experience across all devices in all geographies.
Products built on GLP will deliver improved
ourcomes and provide a user-centered, giobally
consistent, locally optimised, iearning experience
for our customers,

Inciusive Access: pravides alf US college students
with equal and affordable access ta course
materials by their first day of class eliminating
key hurdles to their acadernic success, Indusive
Access can also provide institutions a valuable
toolto help increase retention by lowering the
withdraw and fail rates caused by the lack of
students preparedness. By utilising Inclusive
Access institutions can drive down the overalt
costof attendance for students by realising
savings in using digitat course raterials rather
than new print materials.

Intelligent Essay Assessar {IEA): a suite of
capabilities Tor evaluating written responses for
both content and quality of writing. [EA can score
and provide immediate feedback on different,
types of written responsas, both essay length
and short answer, across a variety of content
subject areas including English Language Arts,
science, social studies, and text-based maths.

Learning Catatytics: a web-based and (nteractive
student response tool, accessible via
smartphones, tablets, and laptops, which
encourages team-based tearning and allows
students (o take part in a varlety of interactive
tasks and thinking.

Longman English+: an app that pravides
personalised English {anguage tearning for
learners in China.

MyLab/Mastering: reaching over 10 miilion
isarners giobally, MyLab/Mastering is a collection
of ontine hemework, tutorial, and assessment
products designed for personalised learning
experiences that engage students and improve
their academic performance. These teaching
and iearning platforms empawer instructors to
reach every student. For example, in a study
conducted at five higher education institutions
inthe US, it was found an increase of 18 attempts
on MyLab Math homewaork was assaciated with
a fivefold increase in the probability of passing a
Developmental Math course,

MePro: a complete, blended service sofution
for English language learning, which provides a
personalised learning experience through
courseware & assessment iinked to the Global
Scale of English (GSE}, remediation and stretch
content for personalised iearning, professional
devetopment for teachers and a parent app.

MyPedia; an integrated learning programme
which aims to transform how education is
delivared in schools by bringing together all
tearning and teaching teofs - including publishing
resources, digitai content and assessments - to
helpimprove foundational skills in literacy and
numeracyin pre-primary to grade 8 children.

Online Program Management {OPM):
amarket inwhich Pearson is a provider by
partnering with colleges and universities around
the world to bring their degrees and short
courses online, helping students gain skills for
the changing world of work. Pearson provides
the upfront capital and infrastructure that
institutions need, as well as providing services
such as student enrolment and retention,
course design and development, and market
research and insights.

Glossary of Pearson products and services 227

Partner Print Rental: a partnership with campus
bookstores and other online retailers that offera
“rent only” option of high-demand print products
at alower cost to students.

Pearson Affordable Learning Fund (PALF):
invests ‘patient capital’ in independently run,
far-prefit, education start-ups using innovative
approaches to improving learner outcornes and
increasing access at scale. By investing in new
educational ventures, Pearson helps Lo increase
the quality of education for millions of learners,
tdentify what's next in the world's flargest
growth markets, and generate attractive
financial retures.

Pearson College London: a not-for-prefit,
alternative degree provider, offering a
university education that's powered by
industry experience,

Pearson institute of Higher Education: Pearson
Institute of Higher Education {Pty) Ltd. {formerly
Midrand Graduate Institute and CTt Education
Group) is registered with the Department of
Higher Education and Training as a private higher
education institution under the Higher Education
Act, 101, of 1997. We have 12 campuses across
South Africa. Our campuses engage in arange

of emptoyability inltiatives in arder to enhance
students success in the workplace. We have over
8000 studants and over 35 different nationalities
oh our campuses. We have over 25 qualifications
and programmes across a range of faculties,

ali equipping students with the skiils they need

in the workplace, We use an optimal combination
of technology-enhanced and traditionat learning
methods, as well as practical application,

to prepare students for the technology-driven
and fast-changing work environment of the

21st century, Producing employable graduates

is a priority far Pearson Institute.

Pearson Test of English Academic

{PTE Academic); is an English language test
that enables people to prove their English

skills when applying to study i English or to
migrate to Australia or New Zealand. The test
is completed on a computer in a secure test
centre and measures the candidate’s speaking,
listening, reading, and writing skills. Unfike
competitor tests, PTE Acadernic uses Al-based
automated scoring to provide a more accurate
and reliable result with most test takers receiving
scores within two days during 2018.

MINIRAG |

aouewoad ang l WoRIE U ASarens NG I

JUBUIIA0Y |

SIURLIBIRYS [euieuld |



228 Pearson pic Annual report and accounts 2018

Glossary ol major products and services

Pearson VUE; Pearson VUF is a comprehensive
computer based testing company that deveiops
and delivers millions of certification and
ficensure exams each year for the most highly
regarded exam owners in every industry from
academnia snd admissions 10 IT and healthcare.
Pearson VUL is the giobal leader in exam
development and psychomaetric services,
programme management teols and services,
and diverse delivery optians, including online
proctoring and anywhere procioring, as well
as a network of 20,000 highly secure global
testcentres.,

Q-tnteractive: a digital system for administering
and 5coring tests in a one-cn-one satting
between an examiner and examinee. Testing
takes place on two iPads with an apg called
Assess. The simplicity of the system improves
accuracy and speed in providing real-time
scoring and allows for greater flexibliity.

Remote proctoring: in our Pearson VUE
busfness, remote proctoring is whean a proctor
and atestaker are not physically incated in the
same room. In most cases, the persan takes their
entire exam on a computer while the proctor
watches through an online video camera.

Revel: replaces traditional texts with an engaging
learning experience that prepares students

for class. it presents an affardable, seamnless
blend of author-created digital text, media, and
assessment based on learning science, Students
canread, practice, and study anywhere, anytime,
and on any device. With assignment and tracking
tools, Revei also ailows instructors to gauge
student understanding and engagement with
the material inside and outside the classroom,
empowering ez Lo spend class time on
meaningful instruction. For example, each
additional five hours a student spent on Reve!
Psychology readings was assodated with an
increase of 2.19 (11.10) percentage points on

unit exams.

Sistemas: a compiete package of products and
services for private and public K12 schools in
Brazil. With a single price per student, we provide
courseware, educational assistance, professional
development, management consulting, and
marketing support, as well as digital content.

Smarthinking: expert online tutoring and
writing review that gives students 24x7 access to
academic help from live professional educators
and uses a proven, problem-solving approach

1o help students iearn, gain confidence,

and handte future assignments on their own.
Complementing Pearson content and techriolagy
solutions, Smarthinking's human defivered
services have 30 years of experience improving
student performance, course persistence, and

overall retention, Karen Reilly, Campus Dean
of Learning Support at Valencia College, said
that "The results of our analysis show that
Smarthinking is an important companent in
cur overall academic support programme; iLis
essential that students have access Lo iLoring
assistance after hours and on weekends -
whenever a learning moment is happening.”

Speak Qut: part of our English Language
Teaching product portfolio, Speak Out is an
English language course that includes video
content from the 8BC to engage students and
make teaching easier by exposing studentsto a
wide array of words and accents, familiarising
students with English as it is spoken. By watching
many such videos, students learn proper
pronunciation, expand their vocabulary bank
and reinforce their English-language confidence.

TestMav: an innavative onfine test delivery
platfarm that is part of Pearson’s comprehensive
assessment sofution. TestNav dellvers millions
of secure, high-stakes state and national tests

in K1Z schools every year. Secure, scalable,

and reliable, TestNav provides engaging and
interactive testing to students who learn and
play in a digital environment,

The Enabling Programme {TEP): one of
Pearson's largest business transformation
projects. Its aim is to make us a simpler
organisation, with glebally consistent ways
of working across HR, finance, pracurement,
supply chain, and rights and royalties.

Tap Notch: part of our English Language
Teaching product portfalio, Top Notchls a
communicative English course that prepares
students to communicate in English with an
emphasis on cultural fluency that enables
students to navigate the social, travel and
business situations that they will encounter
in their fives. Top Notch makes English
unfoargettable through the right input of
language, intensive practice, and systematic
recyding using a diverse array of speakers
around the world who have a wide range of
native and non-native accents.

Wiz.me: an English language fearning app
within Wizard schoois that gives students the
opportunity to continue to learn and practice
their skills outside the classroom,

Wizard: a franchise of language-learning schools
that offers eight different language courses

and uses the international certification, TOEIC,
as a teaching mode. TOEIC is the Test of English
for international Communication (TOEIC#),

an examination for international communication,
which measures the Engiish proficiency of &
foreigner in everyday situations, and especially
in situations refated to the job market.

In the U5 Higher Education landscape,

we partner and provide products and

services 10 a diverse array of educational

institutions including: ,

» Community College: sometimes called junior
colleges, are two-year schools that provide
affordable postsecondary education as a
pathway to a four-year degree.,

> Private Not For Profit: a private foundation that
is engaged in sociaf or public benefit activities
and is registered as such with the IRS. It derives
Its revenue from a smati group of danors
without any intention of earning Income for
its owners. All the profits and donations
of a not-for-profit organisation are used in
operating the organisation as per its objectives
{Le., charity or public service).

» 4 Year Public Unlversities: a university
offering a Bachelor's degree thatis
predominantly funded by public means
through a national or subnational government,
as opposed to private universities,

»For-Profit Universities: a university that
is owned and run by a private organisation
or cerporation.

U5 School Assessment Business: helps young
chiidren and students reach their educational
aspirations through meaningfiil feedback.
Testing plays an integral role in determining
educator and student success, and we are the
largest provider of educational assessment
services in the US, We partner with departments
of education and educators to deveicp new
and personalised ways of learning through
effective, scalable assessments that measura
21st century skills and inform instruction
throughout the school year. Examgples of the
tests we support indude;

» SAT. an entrance exam used by most colleges
and universities to make admissions decisions.
ftis a muttiple-chpice, pencil-and-paper test
with the purpose to measure a high school
student’s readiness for college, and provide
colleges with one commaon data point that
can be used to compare all applicants.

» National Assessment of Educational
Progress {NAEP): The National Assessment
of Educational Progress (NAEP) is the largest
nationatly representative and continuing
assessment of what America’s students know
and can do invarious subject areas.

» ACT: The ACT® test is the nation’s most popular
college entrance exam accepted and valued by
alt universities and colleges in the United States.



Sharcholder information

Pearson ordinary shares are fisted onthe London Stock Exchange
and on the New York Stock Fxchange in the form of American
Depositary Receipts,

Corporate website

The investors’ section of our corporate website
WWw.pearson.com/corporate/investors.htmi

provides a wealth of information for shareholders. itis also
possibie ta sign up to receive e-mail alerts for reports and
press releases relating to Pearson atwww.pearson.com/
corporate/news/media/email-alert-signup.html

Shareholder information online

Sharehaider information can be found on our website
WWW.pearson.com/corporate/investors.htm|

Our registrar, Equiniti, also provides a range of shareholder
information online. You can check your holding and find
practical heip on transferring shares or updating your detaifs at
www.shareview.co.uk, For more information, please contact
ourregistrar, Equiniti, Aspect House, Spencer Road, Lancing,
West Sussex, BN99 6DA. Telephone 0371 384 2233° o,

for thase sharehoiders with hearing difficulties, textphone
number 0371 384 2255",

information about the Pearson share price

The company’s share price can be found on our website at
WWW. hearson,.com/corparate/. It aiso appears in the financial
columns of the national press.

2018 dividends

Payment date Amount per share
Interim 14 September 2018 5.5 pence
Final 10 May 2019 13 pence
1 Subject to approval by shareholders at the Annual General Meeting.
2019 financial calendar
Ex-dividend date 4 Aprit
Record date 5 Apri)
Last date for dividend reinvestment election 16 April
Annual General Meeting 26 April
Payment date for dividend and share purchase date for
dividend reirvestment 10 May

Payment of dividends to mandated accounts
Should you elect to have your dividends paid through BACS, this can

be done directly into a bank or bullding society account, with the tax

voucher sent to the sharehofder’s registered address. Equiniti can
be contacted for iInformation on 0371 384 2043",

Section 5 Finandal statements

Dividend reinvestrment plan {DRIP)

The DRIP gives shareholders the right to buy the company’s shares
on the London stock market with their cash dividend, For further
information, please contact Equiniti on 0371 384 2268°.

Individual Savings Accounts {ISAs)

Equiniti offers ISAs in Pearson shares. For more information,
please go to www.shareview.co.uk/dealing or call customer
services on (345 300 0430°,

Share dealing facilities

Equinti offers telephone and internet services for dealing in Pearson

shares. For further information, please cantact their telephone
dealing helpline on 03456 037 037" or, for ontine dealing, log on
to www.shareview.co.uk/dealing, You will need your shareholder
raference number as shown on your share certificate,

A postal dealing service fs aiso available through Equiniti.
Please telephone 0371 384 2248* for details orlog on to
www.shareview.co.uk to download a form.

*  Lines open 8,30 am to 5,30 pm Monday to Friday (excluding UK public holidays).

ShareGift

Shareholders with small holdings of shares, whose value makes
them uneconomic to sefl, may wish to donate them to ShareGift,
the share donation charity {registered charity number 1052686).
Further information about ShareGift and the charities it

has supported may be ahtained fror their website,
www.ShareGift.org, or by contacting themn at ShareGift,

PO Box 72253, London, SW1P9LQ,

American Depositary Receipts (ADRs)

Pearson's ADRs are listed on the New York Stock Exchange and
traded under the symbol PSO. Each ADR represents one ordinary
share. For enquiries regarding registered ADR holder accounts
and dividends, please contact Bank of New York Mellan,
Shareholder Correspondence (ADR), PO Box S05000, Louisville,
KY 40233-5000, telephone t (866) 259 2289 {toll free within

the US) or 001 201 630 6825 (outside the US). Alternatively,

you may e-mail shrrelations@cpushareownerservices.com

Voting rights for registered ADR holders can be exercised through
Bank of New York Mellon, and for beneficial ADR holders {and/or
nominee accounts) through your US brokerage institution. Pearson
will file with the Securities and Exchange Commission a Form 20-F
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Sharcholder information

Share register fraud; protecting your investment

Pearson does not contact its shareholders directly to provide
recommendations or investment advice and neither does it
appoint third parties to do so, As required by law, our sharehoider
register is available for public inspection but we cannot control

the use of information obtained by persons inspecting the register.
Please treat any approaches purporting to originate from

Pearson with caution.

For more information, please fog on to our website at
www.pearson.cam/corporate/investors/managing-yourshares/
share-register-fraud.htm!

Tips on protecting your shares

»Keep any documentation that contains your shareholder reference
number in a safe place and shred any unwanted docurnentation

»inform our registrar, Equiniti, promptly when you change address

»Be aware of divident payment dates and contact the registrar
if you do not receive your dividend chegue or, better still,
make arrangements to have the dividend paid directly into
your bank account

» Consider holding your shares electronically in a CREST account
via a nominee,
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Forward-jooking statements

This document indudes forward-looking statements concerning Pearson's financial
condition, business snd aperations and its sirategy, plans and objectives. in
particular, all statements that express forecasts, expectations and projections,
induding trends in results of operations, margins, growth rates, overall market
trends, the impact of interest or exchange rates, the availability of financing,
anfidpated costsavings and synergies and the exeoation of Pearson's strategy,

are forward-focking statements,

By their nuture, forward-locking tisks and
uncertairmies because they refate o events and depend on droumnstances that may
oonar inthe future, They are based on mimerous expectations, assumpiions and
beliefs regarding Pearson’s present and future business sirategfes and the
envirgnment in whichitwill eperatein the future. There are varlous factors which
covld cause Pearson's actual finandal condition, results and development to differ
materially from the plars, goals, objectives and expectations expressed orimplied
by these forward-looking statements, many ofwhich are outside Pearson's control.
These include international, national and local conditions, as well as the Impact of
comnpetition, They also indude other risks detailed from ime to timedn Pearson's
publicly-filed documents and, in particular, the risk factors set outin this documnent,
whichyou are advised teread. Any forward-lookdng staternents speak only as of the
date they are made and, except as required by law, Pearson gives no undertaking to
update any forward-fooking statements in this document whether as a resuft of new
tnformation, future developments, changes in its expectations or otherwise. Readers
are cautionad not o place undue reliance on such forward-looking statements.
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Front caver,p23, p34, p42 and 43: Pearson College
p1 and p17: Alex Rumford

p35: Ahmad Muhsen/Save the Children

p55: Patrice jones

As partofits offsetting commitments Pearson has offset the carbon dioxide
generated by the production of this report and assodated documents.

This report has been printed on Edixion Chalienger Offsetwhich [s F5C® certified
and made from 100% Elermental Chlorine Free (ECF) pulp, The mill and the printer
are both certified to 15O 14001 enwironmental management system and registered
10 EMAS the eco management Aurdit Scheme. The reportwas printed using
vegetabie-based inks by a CarbonNeutral®printer.
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