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Pearson is here to add life
to a lifetime of learning

Each one of us is a work in progress. No matter
how much we accomplish in life, there's always
more to do, more to be - now more than ever.
More sides of curselves to discover, more
chapters to add to our story. The minute we
stop learning is the minute we stop fully living.
And through it all, there's Pearson.

With us, learning isn't just something to get
through; it's a chance for a breakthrough.

A challenging, enriching experience you
undertake knowing it's taking you forward and
making an impact. For those who want progress,
not just potential, Pearson is your partner in the
moments that matter, proudly creating
experiences that are full of life, so yours

are 1oo.

We are all works in progress. Luckily, knowing
who to turn to in learning doesn't require a

learning curve of its own. Partner with Pearson
and realise the life you imagine. image remove

Learn how p




2021 highlights

A year of strategic and

operational progress

New purpose, mission, vision, values
developed in 2021, and launched in

QT 2022

Add life to a lifetime

of learning

Read more on page 4

Achieved uncertying
sales growth of 8%
and adjusted
operating profit
growth of 33%,
ahead of
expectations™*

Launched
new digital,
consumer
centric
strategy and
organisational
design

} Read more
on page 20

ESG framework
refresheg,
reaffirmed
commitment to net
zero by 2030

’ Read more on pages 44-45

Rolled out a global
remote working
policy offering our
people flexibility in
now and where we
work

Launched new
learning service,
Pearson+

’ Read more on
page 28Read more on page
3z

Image removed

Strengthened
management
team, focus
on talent
development
at all levels

Read more
on pages 48-50

New Chair and Deputy Chair appointed

Image removec

Omid Kordestani

Tim Score

Image ~emoved

Acquisition of Faethm, the waorkforce Al
and data analytics company

[

l FAETHM

by bearsan

’ Read more on page 37

Imege remaoved

Dividend
increased

by 5%

Dividend per share

20.5p

Chart removed

) Growtk rales are siated or an underlying basis tnrosgho st Ts report urless stherwse siales Unoerang growth rales excdude warrency mavenens and portfohe hanges o Cansrant
exchange rates are calcalatec by assamng “he average =Xan tre pror year prevailed througn the current year ¢) The 'ous ness performan: e measorss are non GAAR Tezsures ang
reconcilal ons 1o the eguialers statutory neadng urcer IFRS arencluoec ir 1= linancial key performancz iroiiatons seclior on pages 224-228

2 { Pearson plc | Annual report and accounts 2021



Our business at a glance

Designed to help everyone
achieve their potential

2021 adjusted
Our businesses operating profit*

[ | Assessment & Qualifications ‘

As people upski! and reskill ma-e oten 1N teir lives tey are
increasingly look ng to some form of cernficanon o prove therr
IFage removed achievement, Everything we do across our five Civsions has the Chart removed
saternal tolead to some form of assessmert, gualficanc or
ceruficale, ensuting this division is our largest business by revenue
and consumer reach

J ’ Read more on page 30

Virtual Learning
Our Wirtual _earnming divisior offers Fighly elfect ve online learming for

every age ant stage of ecucarion. Lisers ere able to ‘earn where, when,

and how they learn hest, gving therr a truly pe~sonalsed expenernce.
trmage remaved Chart rermoved

>
EEgisT‘l L;g:gge—&LTninQ

Over 5 billion people are learning Eaghsh right ~ow wWherher they' &
preparing o study atroad, move forward in thorr careers or e in an
Enghsh speaking country - we have the couTses aNC assessTents ic
Image rermaoved help them achieve their geas. we offer digital and blenoed knglish
solutiors 1o educational 'nstitcoons n 163 countries arodnd the world,
as well as the flagship Pea-sen Test of English. We focus or serving the
commtted legrnar,

Chart removed

} Read more on page 34

Workforce Skills

Tre wor d of work s cnanging fast. We help workers gain the skills they

need 1o bagst thei- employability and oper up new job and career

orospects. We aiso hep empioyers urderstand, mamtain and enhanze
Image remaoved e value of therr most irportant asset - their pecole, Our acquisiuors
of warkforce Al anc predictive analiics compary Faetntr in 2021 and,
Tore -ecently, the digial credentishing company Credly Fas boosted our
capabilities in this hrgh-growth, dynamic market,

Chart removec

) Read more on page 36
Higher Education
\We are a market leader n produaing digtal learming material for colleges
and uversimes nthe US and across ather major markets. 11 2027, we
\aunched Pearsar+. a direct .o consuTer subscrphon experignce that
Image remaoved gives students simp e and affordable access 1o e300ks and study 100ls.
Our huigh-gual ty digitat content providas ennichirg experniences far -nore
than 10 milion students evary year.

} Read more on page 38

* Treduscrs hsieg o0 th s sage $o nelinclute bumnesses Jrder sTTalegil tedew LUl AT O 278 a7 € 1 2ruup 33) 5T oLerat g prs T 0F £255m
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Why we exist

Our purpose

We add life to a lifetime

of learning

At Pearson, we add life to a lifetime of learning so everyone can realise the
life they imagine. We do this through creating vibrant and enriching learning
experiences designed for real-life impact.

Learning is usually the second largest component of GDP, after healthcare,
and the market is expected to grow from £5 to £7 trillion by 2030. Every
year, we bring the resources te learn, and the assessments and
qualifications to prove achievements to millions of learners, worldwide.
And in today's inter connected digital world, our learning ecosystem
encompasses not only formal primary, secondary and higher education,
but also, increasingly, workforce skills.

With us, learning isn't just something to get through; it's a chance for a
breakthrough. A challenging, enriching experience you undertake knowing
it's taking you forward and making an impact.

Our vision Our mission
Everyone can realise Create vibrant and
the life they imagine enriching learning
through learning experiences designed
for real-life impact irrage remaved
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Our values

1. We ask why? 4. We defiver quality.
We challenge the status guc by Wve hold our c.stomers and consLmers
challengirg ourselves, Ir ke h ghest regard, and our work Lo the

i highest standares
2. We ask what if?

We spark cUrosity To nnovate new 5. We make our mark.

possibilities for everyone We execute with speed and agllity Lo leave

=l \SST!Hg Impact on CVE"}/OF‘\E WO serve
3. We earn trust.

We bulle crediility by acting with integnty
every cay

Living our values

Asking why: “Pearsor rzally mvites its people Lo as«<

Image removec why because as a corrpany 11s ween commited 1o
wrarsform nself. 10 stay ~elevant 1o 1s custormers and
10 serve Its community beter ” Image remaved
Zerin

https 7ok Technology Business Pariner

pearson com/
en-GB/areers

Asking what if: "I maore people ask “what it will
help us grow znd be a consumer-certric brand, a
company that really, matlers 1o people.”

Image remaoved
Khoa A8 remove

Tirector of Market Developmont

Earning trust: "l want 10 make sure that [ earn the
trust of our cardidates, and I'm zoing da my best to
make their testing gt Pearsan. the best momenr of
ther life”

Image removed

Dwyane

Tost Centre Manager

Delivering guality: . give regoiar presental ons 1o
Felp oiner peoole in my field stay Lp Lo date on the
things that are Pappening. These are things . don

order 1o ersure that we Fave guality in our field Image rermnoved

Keisha
Senior Jesearch Director

Making a mark: “It's importent for me Lo work for

a comnpary that mazkes air mpadt like “ezrson because
| trily beleve tnat all corporations sholld do good in
the worid " 'mage removed

Gemma
Sirector of Ainanciz! Communicatiors
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Chair's note

This is a new Pearson

‘The robust digital foundations for the
next stage of Pearson's journey are now
in place. Tnis is a new Pearson, bringing
new digital products and services to
market at pace.”

2021 dividend growth

5%

Image remaoved

Return on capital in 2021

7.9%

“It has truly been a privilege to serve as Chair
and to oversee Pearson’s transformation over
the past six years. | am confident that this great
company is well positicned to succeed.”

Sidney Taurel, Chair




Dear sharehoiders,

As | came w t1e erd of my vme as Char of Pearsan, | war 1o stiare
my reflections on the transformauon that the company Fas been or
over the last six years

AT the start of my tenure we accelerated the reshaping of Pearson in
response to significant and rapid changes :n oLr markets This
involved a simplification programme to modernise e compery,
create greater effinencies and unlock cost savings We strengthensd
our balance sneet through dvesting ror -core acovil es whick did nat
al'gn with the strategy, and we piaced & moratordm or acgu sitions
Our strong financial posimon enabled us (o mvest in tecarology and
dig usation, and 1S now enabing us to expand and grow agars

As | reach the erd of my tenure, we kave realigned the asiness with
what we see as one of (e great market growth opportunities of the
21" Century - felong learming. We have for some ume beer
articulating our vision of beng the leacing company for people who
want to upskill or reskill at ary poirt in ther ives Last year, we
outhried a stratepy 10 enable us to achieve that wision “he
accelerated digmalization it almost all aspects of oLr ves, anly
underlings the morc aigital, more direct to consumer model that we
are pursuing under our sen-or leadersnip team

The robust diginal foundatons for the next stage of Pearsan's journey
arc now In place Thisis a new Pearson, bringing new dig Lal products
and services to rmarkel at pace

ram proud of all that we qave achigver, aro hand over (o rmy
successor confident In Pearsan's prospects Pearson has a sireng
strategy, & strang Bosrd and executie team, and 2.0 5 slrong
‘IMancial posiuon.

Most importantly, 2ez1son 15 a nusiness with a clear and iImportart
purpose - (0 30d hfe to a lletime o learning - and 15 organised
around and driven by this purpose As Pearson realises ts v sior,
1o help everyone realise the life they imagire troJgh learning,

we transfarm lives, ivelinoods and soceties while also thrivng

35 2 business,

Image removed

Strategic progress and performance in 2021

L delighted that n Arcy Birg, we Rave a Chief Executive with the
skills Lo develop and implement a strategy to enable us to achiese
aurvsion Thar strategy. developed ciasely with the Board and
urvelled in March 2027, 1s based around establisting a hfelong, direct
relationship with conswmers

We reorgansed along five global business divis ons' Assessment &
Qualificatians, Virtual Leaning, English Language Learning, Workfarce
Skills, anc Rigrer Edacanon Al of these are underpinned by 5 drive
towarcs more defivery o”services direct 1o consumers The
successful launch of Pearson+ marked an important milestone along
our jourriey ta becorme the prerrer digral giatform for fearring, and
oar acquisiion of Fasthm represented a landmark for our
deplayment of art frial intelligence .n the workioree arena We have
also Mace progress In separating nun-core busiresses following a
sirategic review of the Group.

Operanicnally, 2027 was a good year Pearson repoJnded sirongly
from the panderric-related impacts on our busingss In 2020 while
also making substantial uncerly ng prograss. There 15 significant
porenual for sustanabe iong-term growth across all of oJr dwisions.

Cannalising an trends alrcady underway ~ sLch as raply grow ng
demand for protessional certihcatior - we Fave enjoyed growth n
our online husmesses arc made progress in Enghsh | anguage
Learring and ir Workforce Skills We are also seeing sigrs of
stapilisation in US Higher Education Courseware despe the drop i
errolments in tie Us e 2027

Building on our ESG priorities: our sustainable
business pillars

Alongs de the strategic chal ges made under Andy's stewardshup, the
Board and management have Logether directed efforl towares
Jpdaung our values and culiure, bringing them Lo serve the
achievement of cur new visior and mission (see page 4 for more on
this). They also support tne evolauon al our sustamanle bus ness
strategy Odr evolved framework, which you can read mare abous on
pdge 40, cnorses the potenig that Pearson has, #s 1he workd's
leading learning company. 1o make the Diggest posive :mpact o1 our
saciety, people and vlanet.

Annuz! report and accourts 2021 | Pearsonplc | 7



Chair's note continued

We nave put increasing emphasis on ine rale of our people, es they
are our groatest assel The drive Lu uuskill and embed conunual
icarning troughaut an e ployee’s ime at Pearson, comoined with
oLt ongoing focus on Diversity, [qualty and Inciusian (DE&I} at all
evels of the company continue apace Employes upskiling 15 a key
offering fur cur Lustomers ard we arc working to ensure that oJr
own employees (an also access upskilling anc reskiling tremselves
gs we Lonnect our stratcgy internally and externatly See
Sustainabibty tnvesung i Talent' section on pages 48-50 for more
on gur apnroack

We are workirg towarcs a better gender anc ethric mix throughout
the company We accelerated our progress inthis area and this
remains a priony for us You can find more detals an Board civersity
N the Governanoe Reprr starting on page 76.

From an environmental perspective we are focused on cutling
emissions through our supply chan and through digitat
rransformanan. We a7e an irac< 1o be a net zero carbor business
by 2630, which you can read more about an pages /4-45

Financial strength

The strengtn of our financial position enabied us 1n 2020 to maintain
our dvidend norwithstarding the mzny pressures rom the external
envronmert Thanks o tke sirong performance of the business and
aLr goad cash management ir 2621, we have further strengthened
our financial positsor and kave bheen able to grow our crvidend, in
lirte with our progress.ve dvidenc policy.

We have also beer able 10 usc our halanre sheet in suppart of our
strategy, cquining Al company Faethm i 2021 as well as making
other smaller acquisitions, Most recently we announced the

acgu siion of Crediy. the market leader In digial cregenuals and
cert ficanions for the workforce

Stakeholder engagement

The conunuing COVID-19 pandermic remained an abstacle 10
in-persan stakenolder engagemen: N 202" However, the Soard was
acuve In ILs virtual engagemen:s with a broad range o sla<eholders,
As Pedrson progresses 1S aIrect 10 CONSUMMEr sLralegy, Il was
paracularly helpfu’ for the Board 1o receve focas group feedback on
Pearson- from custamers

Ihe Board also ergaged extensively with sharcholders foilowing our
2027 AGM, and 1t engeged with our workforce, through a new cohort
of colleagues joinmg ihe company's Emaoloyee Engagement Network.
You tan reau more goodt such engagement in the Governance
Report, from page 87.

Evolution of the Board

Followeng the annourcement at {~e AGM of ry intentian tc reure,
a thorough process was conducied (o apooint a successor, led by
o.Jr Senior indeperdent Director, T'm Score Tris culminated m the
anrouncement in December of Omid Kordestani as new Cnair
designiale As part of this process, Tim was elevated o Deputy
Charr designare,

Image remaved
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Qur approach to
capital allocation

| | | ’ ’ | | ‘ ‘ ‘ ‘ { Underpinning all of this is

our solid balance sheet,
investment grade credit rating and compelling
capital allocation approach:

—We continue to invest in the business for
oreanic growth

— We look at value enhancing acquisitions
with a focused and disciplined approach to
drive future returns

—We are committed (0 a progressive and
sustainable dividend

— We will return surplus cash 1o shareholders
via buybacks or special dividends as and
when apgropriate




Omid brings significant experierce of leading and adwising sorme of
the worla's besti-known consurner technology ranos, whick wil
further Pearsor's amonon 1o accelerate ws digital, iteiong

learning straregy. Equally, | am delighted that Tirm wal} support Ornd
as Deputy Chair His wealth of experience 1in UK plc, combined witk
s deep tech knowledge makes them & formidable ream,

| believe that this, together with the wider suCCessior work
undertaken by the Board this past year. will hep accelerate progress
In delivering or our strategy whilst being reflective of our sirong
COMmmMITMment 16 good governance. You can find imore detail sbout the
Board mecrutment process for Orud ana Board succession planning
weneralty in the Governance Report stacting on page 73.

It has truly beer & priviege to serve as Chan a1d (o Gversea
Pearsor's trarsformation over the past six years. 1 am corfident that
this grear compary s well pasiioned 1o succeed, ! am delighited o
welcome Om:d as my sdccesser as he joins the Board at a very
exciting tme, congratulate Tim upan bis elevation as Deputy Chair,
and wish both of them and the whole company every s.ccess

gatnig forward

Outlook

Pearsor's transtar 1o s digtal ana arect to corsaTer faure s
arcgressimg well the hegwy Wung Behnd the scenes 1as riaw been
cone, and the business 1s well ahgned with the compeltng mareet
apporturiles we nave enufied The foundat ars are v place that
will enable the pusimess o grow I a sustainable manner Gver e
lorg-term.

Lbeneve pur new Dusmess shape gives us encrmous poientiz, Qur
Workforce Skilis and Englsh Language Learning diisons each
represent significant growtn opportunities and there are major
synergies beiween therr, Inthis d gital age, Virwal Learming 1s set for
ongoing expansion, while | expect w0 see conunued growth 0
dermand for Assessment & Qualfizations In tho US. where our
Higher Education business 15 focused, 1 belleve that the personanses,
digital learning exper.ences we arc creating for tugher egucation ¢nc
college stuaents are absolutely ntune witn the way the marketis
moving, especially 3s higher education blurs inte [felong learning
Hybaid learning, provioed direct to consumers, as well as through
equcaional Instututions, 1s the future of learning

Finally, | would ke to thark all of our cmployees and all aur
stakehnlders who have worked with us to help deliver our purpose of
adading e to a ifetme of tearming for people al around the worlo |
have every confidence that with your rels and with its ncredibly
talented leadership team, Pearson will cantinue (C grow anc prosper
N e years to come Lwish Gonid, Andy ans tne tearr at Pearson well
as they take thrs very special comsany fonwa d on its new growt -
arientated path

Sidney Taurel
Chair

Introducing Pearson’s new Chair

Pearson has appointed Omid Kordestani as a
Non-Executive Director and Chair Designate.
He joined the Board on 1 March 2022,
succeeding Sidney Taurel as Non-Executive
Chair at the 2022 AGM.

Omid brings significant experience

of leading and advising some of the world's
best-known consumer technology brands,
which will help further Pearson’s ambition to
accelerate its digital, lifelong learning
strategy. Over his 30 years in Silicon Valley,
Omid has played key roles in the growth

and success of internet pioneers Netscape,
Google and Twitter. Most recently, Omid
spent five years as the Executive Chair of
Twitter, Inc. and continues to sit on its Board.

Omid said: “I believe Pearson has a
tremendous opportunity ta help everybody
achieve a lifetime of learning. I'm excited to
combine my background in leading tech
businesses with Pearson’s strong sense of
purpose in my role as the new Non-Executive
Chair. Together with Tim and the Board, |
look forward to forming a strong partnership
with Andy and his leadership team to help
capture the company's enormous growth
potential, and to capitalise on the significant
opportunities in digital learning.”

Annual report and accounts 2021 { Pearsanplc | 9




Chief Executive's review

A year of strong
strategic, operational
and financial progress

"We nave redefined Pearscn’s
purpose to meel this moment in
our world - a moment where
learning is pecerming more fluic
and exists inside and outside of
formal education. That purpose
- to add life to a lifetime of
learning - sits at the heart of
everything we do.”

Underlying sales growth
in 2021

3%

Adjusted operating profit
growth in 2021

33%

Image reroved

“Pearson is refocused and reorganised to
capitalise on this new wave of learning. No other
company has the breadth of skills, the expertise,
or the resources to compete in the way that

Pearson does.”

Andy Bird, Chief Executive




Dear shareholders,

tam defighted to report to you on & year of strang strategic,
operatonal and financial progress at Pearson, achueved against tne
background of 8 stil challeging ana uncearianr arvironment

We nave redefined Pedarson'’s purpose 1o meet this moment in our
world - 3 moment wnere learning s becorming more fluig and exists
nside gnd outs'de of formal education. Thzt purpose -t edd [ fe to
alifetime of learming - 3its &t the heart of everything we do

A purpose - and a stretegy - are nothing withcut the employees wne
bring those to Iife, Over the last 12 months, our ernployees nave
shown the dedication, perseverarie, and commitmant 1o orive
Pearson forward kveryore at Pearsan figs been and will conninue 1o
pe relentlessly focused on executior That s reflected in our strong
financial performance n 20271, where —ir 3 very complex
cnvironmernt - we el vered aheac of expectat ons, witk 8%
Lnderlying sales growth, 3 33% indrease ir adjus.ed operaung profi
o £385m and cash conversion of over 100%

Set for sustainable profitable growth

The management team s aligned ano focused on growin, «ranaging
thew businesses well, and celivering results. Tocay, you 50e 2 new
Pearson streamuned, well-orgenised, and focused onowarking
ragerher as an agile and inTerconnected compzany.

I'm more excted than ever apoul our uppcrunity [o make a

posilive 1mpact through odr prodicts and our peonle We continue
[0 evolve our sustairable hus ness strategy 1o align wirh our cecrpany
strategy and purpose Our digital growth and product development
are paris of our £70rl 1o crive learning for everyone We've also
placed renewec cnergy INto buiiding our talent and our nnovaton
culure, so oJr people car make a difference at scale As we become
more digtal were providing products with 8 smaller carbon
‘ootprirt along wath products ard services that meet the demands of
a green economy anc content that irf'uences achion As such, we are
on track with our goal to mske Pearson ¢ net ze70 carbon bus ness
by 2030

fhe success of Pearson and the work we do has never been more
importart The world s changing, and the very definmon of learming
15 expand ng. We no longer move only 1n ¢ linear fashion througk
school, Into nigner education, and ten on to cnploynent. All of us
are learming all of the tme Pearsen has refocused and reorgenised
Lo rzpitel se on this new wave of learming. No other comaany has the
breadeh of skills, the expertise, of the "esources tC compete In the
way Lthat Pearson coes.

I Marck 2021, | set our a strategy eround 3 Iifeume of learring My
prionbes continue (o cenire an bailding a compary that 1s d'gitel firsy,
puts tne consumer ai 1Ls Feart, and delivers lgh cualty learning
procucts to more people at scale than ever before To do thar, we
have createc a new arganisational structure with five core dw'siors
ard supolemrented that with @ dedicated cirect ta consumer team
that successLly launchec Pearson-

The leaders of those divis ons have spent signi‘icant ime crafing
thotr strategles 1o execute on our oian Tnere s much work unde way
across all of Pearson's oivisions and you can read more abour 110
the segmertal review in s repart Pearson- 1s growing, w th over

2 75 milhon registered users a; tne end of 2021 and an ever-
exparcing set of student friendiy featu-es,

Learning 1s no lorger a stage of ife, 1ts a felong Journcy The neeg
1o upskill and reskill as never beer more urgent, 50, wrile we'll
COMCnue 1o work with long standing pertners sucn as »chaols,
unversings, and colleges, we are also ncreasingly working with
employers. Corrpames now play a cntical role in that learning He
cycle, and we have an opportunity (o help individuals and employers
1Urn the great resignaton INto the greal re-engagement The recent
acquisions 2° Faethr, and Credly In our 'Werkfarce Skills divsior
zigral the direcuon of travel you can expect from us, ncluding the
expans.on irto data as & service for ernployers and into credentialing
for workers.

A direct to consumer learning ecosystem

Al of this mears that yau should start 1o think abour Pezrson, not
3s a collecuon of Indmioual basinesses, put, iIncreasingly, as a highly
interconnected company, with capabilities that work together 1o help
people learn at multiple points it ther Ives. Pearson has ihe
potenual 1o greatly accelerate our growih when we leverage our
businesses ir a coordinared fashion across the entirc specrum

of learning

increasingly, we are buiiding direct relauonshups witn consumers,
which allows us to better understand their needs, adapt our
products and keep a dynaric aopraach n a corstantly charging
marker We orovide products and services for tens of miliors of
people arounc the world, and every day we are working 1o learn
about them and from them, so we can continue toimprove the
expenence we provide for them Those Insights, along with our broad
portlohg, provide a significant advantzge as we mave forward.

As | savd wnien we launched Searson-in july 2021, I've always felt that
higher eduration was Just the starting point for 2 oroacer Consumer
cHering. Pearson+ will be a: the heart of our cornected consurmer
3nd comimercial strategy

There are three reasons why Pearson will win
in this new environment:

1

We are the world's leading learning company, with an
unmatched scope and scale; and the deep expertise of
thousands of employees wha deliver high quality, trusted
learning solutions every day.

2

We have a great foundation with established, market
leading businesses that are well managed, cash generative
and underpin the company financially.

3

We are bringing together multiple facets of our expertise
to deliver innovative digital learning products through a
more connected commercial and consumer strategy.
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Chief Executive's review continued

Were Bulding Pea o as the premier digital eccsystem “or lifelong
learning  whother through scaoul uiversity, wark |anguages. or I'fe
skivs  notjust for the ters of miler peop-e we serve today, but for a
growing aadressable marke: globally Pearson- wi'l become the core
dig ta' offening for trus compary, which | believe has the poterusl to
address multiple demographics enc create & meanirgful busiress on
aglonal scae

Consurers need a way (o mscover, learn, huild sklls, and show
credentale and they want a great Jser expenence We can gsaver
that wath our broader Peasson+ v sion, That's possible by drawing oa
“he current zssels of the company IrCluding ous recert acguisinons,
ond throagh new investment W wil’ leverage our growing
reatarshios witn students. consumers, ard enterprises, ans ta' get
their specify needs through a rabust dats nfrastruciure

Trie pussibiliiies gre vast when we can connect ali of this inra one
experience to meet consarer led iearning where it happers. From
magnosucs and sall developrrent, 1o contert, assessment «nd
credentials, cnly Pearson has the anility ard scaie 10 succeed And
thar's waar we're §o-ng 1o do

Trere s grest foundational strength in our core businesses, ard we
will be reentiess in oursuirg the sigaif cant opportunities that ave
avs lable to them over the coming years. But this broader Pearson+
strategy has the potenual 1o drive grawth heyond that Thig gives g
scnse of where we are beading It's excting, oenng great potenua:
for growth ard s the company's “hath Star”

Priorities for 2022
I have four key priorities for the year ahead:

@

Continue the
focus on execution,
quality and trust

®

Deliver sales

and profit growth

O,

)

Further embed
customer and
consumer insights
into the business

Progress and scale
Pearson+

whie we focus on execut.ng today, were warking Rard across trie
compary to gelivel a bnght tomor-ow, one that s *ocused on where
the marker is going a futare that plays to our strengths that focuses
or the opportln ty for growtn for sharehciders and the consurer;
that takes off paris of this corrpary and makes ys are, to arive
growth for investors ano learriers alke.

Looking forwards with confidence

Last year, |1ac oJt a strategy for 17 s new Pearson It has been & year

of remarkate progress and significant celivery, anc | truly believe

that we niave reacned a pivolel ancimportart inflecucr poairt 1n our

evolution. Aswe rrove into 2022, my onormes are dear

— Delver sales and profit growah

— {zntnae the focus or execunion, qJahty, and st

— Turther embed customer and carsumer nsights - and e Lotal
focus on the consumer - across the company

— Prograss ano scale Pearsor+

As we further integrate and connect our hlusinesses, the Pearson

learnirg ecosysterm will evolve ard thrive, re rfcrang ou” posiior as

tie raturar destinat or for ifeicng carmers In realising ous parpese

- 1o ada afe 1o a ifetime of learning - | am conficent that we will grow

ana aelwer vaiae for alt of our stakeholders, i 2022 ang aver the

longer termr

=i

Andy Bird

Chief Executive
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Investment case

Why invest in us?

Our purpose at Pearson is to add life to a lifetime of learning
for people around the globe. Learning is one of the greatest
drivers of human progress, so as we fulfil our purpose, we nelp
transform lives, livelihocds, and societies. We are the global

experts in learning.

Pearson is ideally placed to serve and to benefit from
three big global demand-led areas of opportunity:

™~

I“] /:I

online and

education

Pearson’'s unique strengths that enable
us to win include:

The pedigree of the Pearson
tearning brand

The expertise and dedication
of our people

The excellence of our relationships
with educators and authors

The breadth of our offering

The high quality of our
learning content

The strength and flexibility
of our digital offerings

The recognition of the accreditations
and certifications we award

skills gaps

solutions to academic and
digital tools for evaluate and professional skills
schools and address workforce accreditation and

certification

The market opportunity for Pearson

The markel we operate Inis large [t1s estimated 1o be worth around
£5 trillien today - and t1s expecied w grow to £7 tnllion oy 2030
There are two mair drvers of this growlh. theancreasing numbers of
learners pragressing tro.gh ‘orral educauon, and the increasmg
demand for lifelong and informal learming, paruclarly for ~eskaling
and upskiling,

Pearson provides the digital content, learn ng experierces,
assessments, qualfications érd data to teke advantage of these
opporunities. We are increasingly adapurg our business madel 1o go
direct 10 consUrrers 1o meet 0Jr CUStorr.ors atthe poirtof trer
learn'ng neec This creates a more sJusta nable busiress with ESG
integrated INto our stravegy That 1s good for Pearsar and all our
stakeholders

Five reasons to invest in Pearson:

Market opportunity
Competitive advantage
Growth strategy
Strong financials

Purpose driven

Annual report and accounts 2027 | Pearson ple | 13



Market context

Trends in our markets

The learning ecosystem is flourishing. Although formal education still

represents three quarters of the market, workplace skills and non-academic
learning are increasingly in demand.

® @

Post-pandemic,
many consumers
are turning to digital

first learning incorporate

workplace learning

Higher education is
broadening beyond
formal learning to

O,

Opportunity for the
‘great reengagement’
rather than the ‘great
resignation’

O

Learning becoming
ingrained across a
lifetime, with new
skills being acquired
to match longer
careers and changing
lifestyles

®

Growing importance
of certification as the
natural conclusion of
any learning activity

The global learning
opportunity

£ 7tn

expectec size of the
lezrning mar«<et by 2030

2nd

largest component of (GO0
INTCSt CoUntres

+1bn

W expeeT over @ billlon
learners 1o Fave moved
through Tformal edutation
Dy 2030

Image removed
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The growing global learning market

4.4%

CAGR

Chart remaved

Lifeiﬁn;ea;n I;g
Curporat; B

+/5%
Formal primary,
secondary
and tertiary
education
market

SIS fvweenee T olg g oy 203047 Dl an-plobe -educat o - arket/




Global Learner Survey

In its third year, Pearson's Global
Learner Survey, based on the
views of thousands of people
across the world, identified how
the pandemic has reshaped
society. People are re-evaluating
their careers, there is increasing
Interest in social justice and more
faith in the education system.

Learn more
online,

Image removed

htos //ple pearson com/en-GB/uture-
learming/global-icarner-survey

'mage remaoved

Women in the workforce

4/5

Four In fve women sLrveyed
are using the pandermic to
recorsider their careers

475

Four in five people want 1o
educate themselves about
S0C 21 ustce, CIversity or
gender equality

3/4

TA% ol women believe bias
ard d scrimmation are sl
makirg it dificult to find new
career opporiuniries

9/10

Nearly 3/ Q womer inoking
for work want 1o improve
then professional skills

Importance of a quality education

2/3

MNearly two peonle In three
rastther carrent educauon
syslem Lo provide a quality
education for gil - up from
S4% m 2019 and 9%

n 2020

Climate change

9/10

28% of respondents bebeve
sCNoGis have a responaibiliy
‘o teack students abodt
fhmate and ervironmen;al
1551€s

9710

paren:s plan o invo've
themsehes 1 are in thel
cauldren's education.

9/10

88 believe the educator
SYSLEM 1N Lheir codniry
needs to do more to equip
stedenis with skilis for
green 0TS

See the Sustainability section starting on page 40 for more on
how we respond to these trends.




Stakeholder engagement

Adapting our business to meet
the needs of our stakeholders

in which our businesses operate.

|con removec
, Consumers

The pandemic brougkL to the

forefront the: major saues of

iearning loss and the digital divide
Many students were maved Lo emergency remote learning,
where our virtual schocls programme, the Conrectiors
Academy, carre Into Its own,

in virtual Schoals, student wellbeing, parent and student
sausfaction and student achievement are key ergagement
metrics for Pearsan, reported through annual parent arc
studenr satisfact on surveys, and anzlysis of stadent
performarce compared with natonal benckmarks. The

sar s"action surveys show that 93% of parents were satisfied
with their Connections Acacemy school overall, and 92% of
parents gave teachers high marxs, noting teacher suppart and
responsiveness 20% of parents were sansfiec with the school's
curriculum Most compellingly, three out of four parents said
therr child's att tude toward leasning had e proved at
Connections Academy

Some students, however, were unzile to access the internes
dunng the pandemic and continue to be uraole to do so. This
has created neauality that Pearson is helpirg address, for
exarple through including a drive to give laptops 1o school
chidren in the UK affected by rhe pandemic (see case study on
page 32 for more)
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The world of learning has had to adapt and evalve due to the pandemic.
Recognising that learners’ interests have to be put first, different stakeholder
groups have been rallying together in collaboration across the sector. This has
led to a deepening of relationships for Pearson that we believe will have an
enduring, positive impact on our business. You can see examples of this below
in relation to our eight key stakeholder groups: consumers; employees;
shareholders; educational institutions and educators; employers; government
and regulators; business partners; and our communities - the focal economies

Ve are also working hard witn consumers to ensure that Sversity 1s
fully ta<en iric accodnt, both ntexts and in assessmerts. For
example, Lo address the lack of diversity withir existng curricula, we
are takirg a learer-centred approach to product devclopment by
partnering with students from a school N South _onaor They are
helpirg us 1o demign new cnline learning content and qualincanon
roLtes, enablng students To exvlare Tore diverse narratves,
tustories anc cultures

Inthe UK we launched & joint imiative with Pengu n Random House,
1 tir Colour, 10 become the Tirst UK oxam board to make changes 1o
our qualifications and iImorove the civersity of our student texts We
also provide professional development and resources (o ensure
schools have everything they need to teach the new dverse lexis.

Earlyir 2021, we launched aur rew Student Diversity Ambassador
Programme, enrolling a mixed group of learrers bhetween the ages of
14 and 17 1o help us ensure the producis and services we create
truly reflect the drverse needs of the learners we serve in
anpreciatuon, we offer mentoring to Sudent Ambassadors and
opportunites to develop therr skills end wor< experience

We also work with Pearson Campus Ambassadors, a group of
studens who share with us authentic nsights from Gencration 7
studens We also provide ther with internships and offer tnem
busitess Insights To help enr ch ther studies and career prospeds.

For mare on our 2pproacn Lo engzgirg with corsumers please see
the Global Editerial and Cantert Policy and 1ne DE&I secton of the
Sustainabil ty report on page 4 7.




Image ~emoved

Employees

Peaple are our greatest assat, So
ro enable Pearson 1o be the
worlg's pre-emingnt learring
compariy, we (orsianiy seek (o
fielp ermployecs realise therr
potenual by buleing the
compary's ¢Llture, alent and skills

lcan removed

Refiecung te muortance of our employees in deliverng cur
purpose we added a People based oillar 10 our LSG susiainable
biusiriess pillar prortties Read more o page 48 E5G meas.arey
are also incduded rthe Anraal Incentve Plans of 11,000
employees, which 1s owerseer by the Remunera: on Commitiee
Read mare in the Remmuneration report stasing on page 113

We know thel cmployees wani ta uNdersland company sirategy
and be clear ehout how they can sapport it They also want a
fexible workplace culture that fosters collaborauon, wreatraty arc
connectivity And they want Lo be rewarced arc recognised for
their contributions and see oppartun tes (o grow - their careers

To belp achieve this, we engage with our prople through

— Leadership: Not only do leaders keep erployees informed,
but tey also isten 1o what they say As stewa~ds of aur
strategy, they act as role models bringing business pricrtes
10 e throL gn taeir own Contriotions. Reac more on our
aoproack through the Canahilues/Mentoring programre
SlaTIPg OF Dage 43

— Manager Communications: Erployces turn to therr own
direct managers as the most trusted source af company
news, To ensu-e Clear and consistent commurncalions, we
run e Monagers’ Corner community and be-monthly newsletrer,
=0 Inat managers arc well ecuipped 1o <eep terr teams
irformed and answer therr gJesbions

— Global Engagement: Through the \We ore Pearson wriua'
community, we ensure emoloyees are up 10 date on
impertant tooes and themes, suek as product ard servce
devetopment To suppot ther well-beng ano foster a sense
of commurity, we share Peaple of Pegrson sianes globally and

we NasTvIrruzi engagement events or Key [oics 25 rhey arise,

— Employee Engagement Network: Our Board regularly
engages with our employees, throLgn a new cohart
of colieagdes joiring the companys Emnloyee Engagernent
Network. You £an reac more aDoJt such engagement in the
Governance Report, [rom page 74,

To check haw well tFis 15 working, we measure engagemen:
stausncs, we conduct & global cuarterly employee pulse survey,
and we 1ake gualitauve feednack from global cofee and
Conversal on’ sessiors 1o valicate gaantratve ‘eedback

We nvestir creating a culture where people love the work they
do and the people tney wark vetn 5¢ Us ercouraging that, time
and again, o.r people say tney come here far the purpose and
stay here for tne people

Shareholders

We communicate with cur
skareholders regularly, including
at our financal resalts, aur AGM
and at mvesior meeungs and
conferences We held

457 meenngs with 206
Inshitunons over (e course o°
2027, botiytuslly ancin
person We discuss inanc.al,
operatioral and stralegic matters. ncluding progress agdinst our new
direct 1o consumer strategy announced in March 2021 Our
sharenolders welcomed the strategy and we recewed favourable
feedback as to the ooportunities that cxist in the cirect t consurmer,
ifelong learrmng market

Icon remaved J

We laurched z rew, dedicated website for imvestors,

www pedarsonplc com and evolved our financal communicatons ar
DJr resJlts presentalons, a ming 1o make our commumIcations mose
interactive and engagng, with heightenec use af wdeo, photography
and 50015l gss0ts

Educational
institutions and
educators

Our prnierity in 2021 was to support teachers ara stwdents through
what was anoer difficult year The concerns of ecucational
insututions and educators cover a broad range of 1ssues from Tne
workload placed an teachers and 1aculty and the future role of
455E85MErT N Meas.rng oLtcomes effectvely, o ensuring leainers
can recover from any learning loss caused by the pandemic We
ergage with them o share insights, best pracuce arc professtanal
development opparturities and ta lean from therr fecdback

lcon remroved

In our US Higher Education Codrseware d vision, we rainec a core
tean of zeuve faculy members te advise colleagues on pest practice
in specific subect disc phines and ¢lassroom topics, including on! ne
learn ng, inclusive teaching, product usage and efficacy To helo with
professioral development. especiaily n the worid of Pybrid learning,
we host aro sponsor a vanety of faculty corfererces in the Us ta
helo members develop therr skifls and grow Therr network, We alko
cand.Jct “ocus groups arrorg facuity Acviscry Boarcs to nelp us
better understand bow Lo develop our cortent and praduc. ofenngs
10 Meet T8l Neecs

Inthe LK we emplay thoasands of current or “ormer teachers to helo
delwer our products ard services, enabling us to bring & wealth of
knowledge from the teach.ng profess on to benefic jgarners. We also
actively engage with teaching urions end representative bodies 1o
anderstand thc challenges theirr memoers face, end to ensure we
have awell-rourded view or what's happen ng in schools, Followirg
the cancellzuer of exams in the UK 2021, we passeo back £31r 1
schools and colleges for general gaalifications

Invirtual Schools, each year schoo! Yeaders anc other adminisiretors
are inviced To join therr fellow online educarors et Pearson-fac Iitated
conferences 12 G1Scuss, €ollaborate anc learn from esch other - all tc
support cuality orlre education and Dest prac: ces Trus yesr, these
leadershp conferences drew over 500 attendees Pearson’s Lead
Director o’ ¢k ools was recognmisec es a CFa™pion of Fquity by the
Americar Consoruum for Eauty in Education, ard our experts speak
regularly at coniferences like the Digiial Learming Collaboratve's
annual conference and ASU-GSY,
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Stakeholder engagement continued

Business partners

We consider sur supphers, channcl
patners, venuuse partners and authors
’ gs an extensian of our workforce, ard
lcor removed fosterng effectve relauanships with
| thern s critical to accelerznng our
busiress stratogy, This was particularly
impertan in geveloping our d gial
strategy, ncluding Pearson+, We have
seen many of our relatonships grow
in mutually benefic al ways, with sorre suppliers procunng and act ng
as channel parners for Pearson's products a trend we expect
o corunue

we hold regular business reviews with our partners, shering
informar on on performance, ousiress Lepdates, sk, diversity,
innovation, sustainabibty and overall relationship health, tn March
2021, we hosted over 100 of our 1op partners ar a vitual partrer
‘orum ta share our new organissuoral structdre and sirategy, end 1o
introd.rce our Respons.ble Procurement programmre, Lo which our
suppliers have bDeen extremely receptive.

In 2021, we assessed sLppliers aga nst industry leading practices 1o
reduce rsk In Pearseons supply chain Odr focus was on high-ris«4
supphers anc those in Tier 1, 1e witn whorm we spend rmore than
£1r per annum, a very Irpartant group consider ng that over
£1bwlion — 73% of Pearson’s third party sperd — is wath therm,
Havirg ga ned insight from nis process, we created plans to
overcome atly wezknesses [dentfiee and will continue 1o invest In
cartresskhips, technoiogy ara processes 1o dovelop broader and
deeper risk review capanilines going *orweard

Ower 8% of Pearsan’s carbor foctprint 1s emoedded 'n our supbly
cnain and our partners therefore have a crinical role to play 1 helping
LS achieve our carbon reduction targets We collaborate with ther 1o
help reduce tioir emissions, eraoling us to meet our Scone 3 caroon
cammitmenis. Read more on our carbon reducuon efforts in tne
Sustainability section See pages 44-45.

Through these e'forts, our ecosystem of bLsiness partners is now
maore conrecled anc provides grealer opporiuniy Lo create
sustamable competitive advantage than at @y point in the past

Business partner case study:

Qur authors

Pegrson works witk thousands of telented authors To

create content Following a survey of all our authors by our US
Highier Education Caurseware dision, we introduced several
new eNgagement Innatves

We created a new web presence dedicated to authars
that pravides FAQs on Pearson-, our EDI standards,
and other product and market information We also
created a new page ta nighlight, celebrate and promeote
our author talent

We are planring next to covelop a password-protected page
that will give Pearzon authors rrarketinsights and product
previews This will serve as a place for authors to communicate
with Pearson executives directly and to view content from our
execulives, students and other acadermic experts.

Image removed
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Employers

The waorld faces a fast-growirg sk lis gap,
and futLre demand will further widen
that gap To helo meet current and
future reskllirg needs. we curate the
‘Employer Partnership for Learning'
group of global corporates to help bald
bridges and create opporiunities ‘or
better skills develooment across
organisations and industries.

lcon remaovea

We are mermbers of the CBlin the UK
angd other simiar orgzrisatons around the world, helping to fac itate
relauonships and conversations with employers. We also work closely
with employers or the design ard implementanon of our
quahficauons, such as BTECS, to ensure they remain at Lhe forefront
of skills are vocational-based learning

wo acquited the ground-breaking workforce Al and predictive
analy: cs company Fzethm ir Sepltember 2027, We will use s
sophestricated Al to modet how technalogicel change will disrunr jobs
s0 that we can map the skills needed and build and curate
appropriate content to fill the gaps This vl enable us te move nLe
new and incremental proouct areas and drive growth



Communities

No single organ.sation, or Secar. €an
tackle plobal education crallenges
glone We work in partnershup with
international non-gove nmental
organisatians [MGOs) governments
and our 16cal cammurines to make
progress Loward reachng the UN
Sustainatie Development Guals as
they relate to educational issues - 1.e. providing access to guality
education, decent work end econarmie grawth, and reducng
negualit.es

lcon removed

A2 an example of cur approacn, in 2021 we wor <ed 10 partnersip Lo
tackle 1ne d gtat dwvide in the UK, donatung over 250 Pearson laptops
vie the Mail Force charity and making a financ el donaton

QOur global volunteering policy enabies ali oLr employees Lo take up
10 five paid velunteer days off to danate their nime to what matters
mest to them ard thewr focal cammunities,

In these ways, we strive 1o make a positive and meaningfulimpadt in
the cormmuniues N which we operate

Government
and regulators

In the first phase of the pandeic, the
priorty for governments and education
LySLems was 10 sustain learning by
provicing the resources far online

partc pavon. This was folliowed by an
emphasts O eCcONOMIC recavery, wiere it
has been impartant 10 85688 Now mJch
learning loss has been suffered anc by
whorm, and 1o ideruty which rtervenuons will be most effective in
closing skills geps

lcon removed

Us'mg our expertse on issues related a gll facets of educauon, we
have nelped to in‘orm paliical and educafional leacers around the
world as they develop paliey 1n these arezs. For example, we have
helped igenufy which progremmes have oroved most successiyl,
such as e-ate funding in the US ro increase access o broadbard

We've also developed new products and services to meet the
demands o learners anc nauonal educauor systems ansing rom
the par-demic, INncuding becorm.ng en appraved partner in the
Nat onzl Tutorning Frogramme i the LIK,

Directors’ duties statement

1 gccardance with Section 172 of 1e Comparres Act 2006 (see biglowr
right), the Directors fulfil tneir duties to promote the success of the
company through a well-establisked gavernarice framewor< Typrcally, i
large and complex b.simesses such as Pearson, this framework neludes
delegaton of gay-to-day decrs on-msking [0 emplayees of the Group.

Th s governance framewor<, sLmmansed throughout tnis cocument,
1= far more than a simple delegat on of finaraa authcnty, and includes
the velues anc behzviours expected of our employees and business
partrers, ncludirg the siandards to which they musr adnere, how we
engege wih stakeholders, including understanding and taking into
accounc therr views and concerns, and how the Board losks to ensure
that we have 2 ropust system of control and assurance processes
nplace

in this annual report we provioe examples of haw the Directors
promorte the success of Pearson while taking 1o acourt the
consequences of decisiors 'm the fong term, buicing refationships with
stakenalders (including our exght key siaketolder groups. as Tentioned
prewgusty), anc ensuring thet business 1S corcucted etically srd
responsibly.

While there a=e many parts of tus anrJas repart waeh illustrate how

the Directors do this, wirn the support of the wider business, the
‘ollow ng sections in partic Jlar are relevant:

— Adept ng our business to meet (e needs af our stakeholders
(pages 16-18), which outlines

— how we serve ard ergage with each of our eight key stacehoider
groups, hsten to thelr key concerns ard provide our Tesporses

— how we have adapted our business to mee therr needs
— Jndersranding our Stakenolders (pages 85-88), which summarises:

— how Directars have engaged with employecs and Fad regarc to
employees’ interests

— how the Directors have had regard (o 1ne neec 1o foster tne
company's bus mess reletionshios wth Cansumers, Educananal
Insl'tutions arc Ecucaters, Emplosers, Business Partners
and shareholders

— 5Sustamabiiny (pages 40-50), wh ok descnbes

— The latest step 1n e evolation of our sustanable business
strategy, and elevaung “Erpowenng our Peppie” 2s a )-(ey pillar
inour framewaork

— theways i which we engage 11 respect of tre sogal,
crviranmental and ecoriomic 1ssucs that will nfluence
learring

-~ Iniuatives througn whicn we stiive to mprove the access and
affordabiity of our products and services o drive fearmng for
everyone, no matter what their status or backgrourc

— oJr comrmitment to leading responsibly and creaing & culture
that pranuses our mpact on hmate change, Paman nghts,
our employecs, DE&, and socally responsible saurcng

— howwe al gn with widely accepred ESG reparung frameworks
irciadng GRI SASE and TCFD, For further deralls on TCFD
reporbing, please see page 70

Acontirdern anderstanding of ine key issues affecting stakeholders s
an integral part. of tho Board's deasion-making process, and the
Irsignts 13t the Board gairs through the engagemert mechanisms 10
has in place form an importznt part of the cortext for all the Board's
discussiors and decis.on-making processes. tlowever, while the
Board recogrises this, direct engagement wiin staienolders during
2027 kas contnued to be & challenge, giver: iockdown and travel
restrictons For e msight inta how the Board Fas taken into account
the interests of various stakeholders waen rmakieg a key straregic
decsion and what matters the Directors consicered when thying 1o
algn anc miugate opposing views, please see our case study on the
aL(u siion of Faethm or page 88

Section 172 of the Campanies Act

In samnrary, as required by Sect.on 172 of the Companies Ag: 2006,
a Director of 3 company rust act in the way they consicer, Ir gooc
faith, would most Iikely promote the success of the company for the
henefi: o its sharehalders as a whole In coing this, 2ne Direcior must
have regard, among other matiers, 1a

— the likely conseguences of any decis ans imtne long term,

— the mterests of the company's employees,

— the reed to foster the company's ousir ess relat.onships with
sJpplers, customers and others,

— thewmpacl of the compamys operarons or Lhe commumity and
ervironmMent.

— the company's reputatior for nigh standards of business conduct

AnG

— the recd to act “airly as between members of the company
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Qur business model

A blueprint for value creation

QOur foundations

Committed people and partners

From our rillznt and gedicated employees to ou® farizastc authors, we are the
horme “or the best talent We have g larozd range of partners across our DJsmess
who we expect 1o shave our Pearsar values Our relanonsheps with governments,
cusiomers, nor-goverrmental organisauons (NGOs) and other giobal organisations
help o mncrease our Mpact on corsomers around the world,

R&D and product innovation

Our global procuct team, with expertise 1n lezrning science has a tocus on learamg
outcomes. "hraugh ongaing innovarcn &t d Rescarch anc Development (R&D) we
are commited to creat ng learming oroducts which offer a great user experience
and that cemanstrate measurable lparming progress

Financial assets

Cur snarekolders entrust us with therr canra, in oroer 1o nvest o ther bebalf for
the wong term

Our physical footprint
W have a presence n ¢ 200 counines around the waorld and are fozusing on

simplifying our property portfcho ta enable digital and flexble ways of working

Data and insight

As we move Lo a direct to consumer pusiness we are zbie to know our custaomers
better - and serve them mare efferrvary - through the effective and ~csponsiole use
o 0ata. We are alse bailding aut our capabil ves ir dats anaiyuics and Al through
acquisitions naludie g faethrr, waick enable Js to Lse data insghts to nelpidenti’y
skills gaps and provide compe’ling solutioms to workforce challenges.

An integrated business to
support customers through
their learning journey

Diagra rernoved

’ See overleaf for examples of how
our businesses support customers through their
learner journeys

Strong market fundamentals

We are well placed to nenefit lrom structural ta winds 1 te glabel learring market
including three big market opportunines,

@

Solutions to
evaluate and
address workforce
skills gaps

@

Online and digital
tools for schools
and education

®

Academic and
professional skills
accreditation and
certification

Different routes to market

Underpinnmg these divisions 1s our burgeon ng direct
1o consumer afering We have launched Pearson+, a
digital learaing service dicect 1o consumers, which we
are growing rapidly and which will be animpertant
customer acguisition tool underpinn ng our direct to
consLrmer offerings across tne Groun.

Direct to consumer

Our direct to consumer strategy means that our
business madel needs ta evolve. We now go directly (o
consLmers és well as through our exisung 82B2C
model (whereby we reach the consumer wvia an
educational nstitunor, employer ar orher parimer)

20 | Pearson plc | Annual report and accounts 2021



Our competit ve aovantage is the integrauan of our d gral
Conlent. lgarnirg experiences, assessments, qualiicatiors and
date across our five dvisions. Eact dvision 1s well placed 10
benefit f-om the market opporiurities we sce

Assessment &ziQrulalificatiiorjlsiI

Cur Assessment & Qualificatons BUsiess 1s at the contre of the
Pcarson coosystam as the natural conclusion of any learring actwity

Virtual Learning |

We nave z long track record of celivery of Figh quality, affordable
ard accessitle onhne learming in our Virtual Loerming dwision

 English Language Learning

Cur vision 15 L become the world's leading desunation for committed
learners to learn and prove their Engl sh proficiency

“Workforce skills |

W are transitioning o a new bus.negss rrocel gand new go-to-market
stralegy £5 3 Strategic solunons provioer for workforce shills

L@Ber Education—

Qur cigitat first strategy 1 Higher Educauon s continaing to
gather momerturn

Partners and support functions

Technology 15 enabling consumers 1o learn wvirtually end learmng
materials to be delvered d.g tally This means we can reach a
larger market at a lower cos: and be at tre foretrent of the
evohang learming marketplace Thes grees us the aoiliny “o reach
our ambitor 10 be & digital media learring company that w
accuy & place ar chie heart of the global learring ecos ystem

How we create long-term

stakeholder value

Consumers

we provide saperiar learning
products 2nd services 1o meel
the reeds of consumers all
over the world

Employees

wointend to maxmise the
value of Pearson’s pwr human
capial, by gving our people 23
Mmarny oppLrtunInes toicarr as
possible. engaging oJr
employees [0 grow, deveiop
and succeed

Employers

Our zim s 1o parther with more
employers 1o create shared
stccess and to ensure more
people succeed ir the future
worte of work

Educators

We wor<with 1eachers,
mnstri.ciars, faculty and
INSTITUTIONS eCross all Stages
of edJceuor to improve
ostcarres, grow and sccceed
ogether

Governments

We partner with governments
at a \oca), federal and nationzl
level to create learning
solutiors for people sround
g world.

Shareholders

We aim o provice long-term
shareholder value creaton

Business partners

Our long-term busiress
partnerstups are burlt an
shared values, deep
relauonsnips and mutLal trust.

Communities

Educetor plays a cruciairole ir
soc.ety and Pearson is 3 driving,
force pehine the evilvng
educaticn marke: as we look Lo
rreel the changing neec of
today's lea ners, nat,use n this
moment but for tne
foreseeable future.

Sustainable business pillars (see page 41)

We have 3 roadman 10 oecome ret carbon zerc end we conunue o
erhance our reporting structures, reporung according to TCFD, SASE
3¢ GRI principles (see pege 70 and pages 230-241) Our umgJe
business model wili eraple Ls to reach our purpose at Pearson which
15 to add Iife 1o @ hfetme of learming for peogple around the giche,
Learning 's one of the greatest drivers of human progress, 5o as we
fLIfil our purpose, we belp transform lves, ivelihoods, and soceties.

Measuring progress
We measure our progress agamst six non-finar aat KPIs

Investing in Talent

Digital Growth

,Consumer Engagement &clusmn & Diversity

Product Effectiveness

“Sustainability Strategy

See pages 24-25 fo” Tore on s
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Expanded consumer journey

A learning journey is for life

We are building out our offering to be able to support censumers across
a full lifetime of learning,

Taylor

Comes from s military background
He erjoyed sthout but dud not
complete h s studies first irme around
He remains determined to pursde

nis dream of pecoming a medic in
the military

Maisy

Aspres (o be the first i hes

et farmily 1o go to college She has dreams
of working nthe city but needs to

self-finarce her way tnrough
college and help look after her ._/

narerts whilst she does 5o

\_/

D agram removed

Supriya

Lives 1in India and speaks rudementary
English Her dream s to move with Fer
“amily to jain relatives in Australia and
become a software engineer.
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\

studies at lacal pubiic
school ac ng her end of
school cxams

Assessment &
Qualifications - US Student
Assessment

Frrols in s private langLsge
school tc master English
WILH & Prarson coLrse

English Language
Learning - Institutional
Solutions

P |

Enrols for an online
nursi-g degree at
Maryw ile University,
achieves. a iMaster
ciScene n
NLrsirg

Virtual Learning
- OPM

Fommmmcarmmmcemmmcsemmcmam e mm e emmeaa

Swdies for, sits and passes
715 GEQ gaining s righ
school ecurvalency diploma.
whilst weorkmg ‘ull tre and
siEng & fanly

Workforce Skills - GED

[

Enrols at community college.
50 she €2~ e close o family
and go0a8 part irme job t help
pay for her educalon Uses
Pearsant as an affordasile
way of accessing rer content

Higher Education
- US Higher Education
Coursewate - Pearson+

Sits the MCAT

Lest for admission to
betome 3 medical
student

Assessment
& Qualifications -
Pearson VUE

R R E L EE L EETE PP L PP R

i ;
' | JonsUsarmyas 2 :

: | trarea medic. job E

: 3 nvolves regllar !

: b dorestic Tavel ‘:

E v o moving aradnd the '

: | CoJntry every year or :

h T WO ENrols young :

: | family i Connectors :

! ! Acaderny Ta ensure :

! 1 they continue t leamn !

; L wThout rlermuplion f

1 4 1

: .: Virtual Learhing :

! 1+ ~Virtual Schools E

E- ‘@ e

V Afer cer first year she H

§irerserstoan outof '

E state unwersty arn :

1 CONTAUes T USE Signs her caugher |

i Pearson+ alorgs de her up to Disney Kids i

v Wylab and Maszening Readers 1o help her 1

Appl es formmigrato”, E hoework plal'orm 1o daughter 1o learn E
us¢s the PTE 1o pracuce v helpwih ber studies anc Englsh
for arg s the test Lo oreve E note taking English Language E
‘ ! i

Engisf preficiency { Higher Education Learning ;
English Language ! - US Higher Education -~ Institutional !
Learning - Pearson PTE ; Courseware Courseware
i :

i i

S e

Moves to Australia, sis
AWS exam in a

Poarson VUE

professional testirg
CENITe 10 oecore
certfied AWS engireer

Assessment

& Qualifications -

Pearson VUE

!

ContinLes to
work whilst she
sismre GMAC 2
enable her o
anena business
school Eventually
ga-s rer MBA
and lands ~er
dream b
Assessment &

Qualifications
- Pearson VUE

S U Y

i
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Our strategy

Monitoring progress

We introduced new non-financial KPIs far the business in 2021 and we are committed to reporting on these
key measures going forward. These KPIs align with and drive our strategy. They also drive the outcomes of
our ESG strategy - you can read more on this in the Sustainability section starting on page 40.

;t;tegic pillar

Digital Growth

Ubjective:
Drive digital revenue growth

Consumer
Engagement

Objective:
Create engaging and personalised
consumer experiences

Product
Effectiveness

Objective:
Improve the effectiveness of our
products to deliver better outcomes

Investing in Talent

Objective:

Enhance the employee experience
and help our employees progress
through learning

Inclusion & Diversity

Dbjective:
Build an inclusive culture and
increase diverse representation

Sustainability
Strategy

Objective:
Achieve net zerp carbon status
by 2030

* Tgores Fave beer restated torefect relevant d sposals

Why it's important

— Increases revenue by mecting INcreasing

demeand “or dig tal products and senvices and
chiminatng secondary mar<cts Improves
margin through reduced cost of delivery

AS we exer Jie oM aur direct o cons.mer
STrategy, wo are Tocused on creariig
best-in-class learnirg experiences, procucls
and services to meet the corsumer st ther
poirt of need. This mcreases our serviceable
markets and drives revenue growth

We sacceed when our customers suceeed
That 1s why we are focusec on demaonsrating
the improved [earning outcomes of our
products ana services, This i proves
rezention, driving revenue groviah.

Cur peapie are our grealest asser and their
ongoing growth anc developiment arves ke
success of our business and helps equip
them for the future world of work.
Lnderstancing our employee expenence and
garhering feedhack helps us understand
what's working and what can be improved

Success on plannirg builas the nlernal talent
berch znd abiizy for the company ra retain
and promote diverse talent.

Leadership development orogrammes and
succession planning are oroven aclions o
advance diverse represertation

Producr differennanion nereases the TAM
and competitveness, driving revenue 2-owth.

To play cur part in iminrg the global
terrperature rise, we a'm 1o achieve a 50%
reducnon in our emissians, against a 2018
baseline this target was appraved by the
Science Besed Targels initauve (SBTI).

Impraves finzncial performznce througk
engagernert of vanous stakeholcer grouns,
and mingates notental risks from cimate
charge.
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" Progress in 2021

Good growth in digital arc digitally-eracled sales
wrowth - Virtual Schaols US enrclments
Growth ir OPW enrofmerts

OnvUE volumes higher than expected cue 1o Tests
rescheduled from 2070 carrying over 1o 2021 We
expedt slable to modest growtn in 2022

PTE volumes grew as test cent-es reopened

in Higher Educatior, cigral registrations dioped
aue 10 lower enrolments anc mare ar-campLs
INstruction

1 iriual Schools, work completed @ comemission
differentiated value oroposinon and contnue
ImproviFg the stucent experience

PTE NPS of =56 15 skghtly less thar prioryear We
have seer (ucluations 1In NPS dunng the pandemic

Pearsont product successfully launcned nume for
Fall pack to scheol, 2321 lotal registrations at
75m by the ond of 7071

Srorg perforrance in PTE, lowered test score
reiurn umes from 1 5 daysto 1 2 days

INYUF we continued to support customers as they
emerged ‘rom COVID-19 relatec lesung
cisrLpticns.

V. JE test volumes rose from 12 9mte 16.8m

We sgw imoroverment nievels of self-reparted
upskilling/reskilling vs the previous year

We identified skil needs in a more consistent way
across the comrpany

Qur NPS scgre reduced, we believe cue ta
pzndemic restrictions o the working crvironmen:
Surveys show sirorg posibve correlalion between
senurment and upskilling/reskill ng opportunit es

Fearson exceeded succession plan objectuves witn
72% af plans inclucing a women surcessor and
24% of plans incucing people of colaur (larget
=50% women, =208 people of colo.r)

This year we surpassed our targets achievng a 26%
reduchion nemissions against a 2018 basel ne
compared 10 a 25% reduction agains. & 2018
baselne n 2020%

we zlso achieved a 1% reductor vs 2020 oespie a
bounce back in operatiors following COYID-18.



~ Priorities for 2022

InVirtual Schools, improve retenuar vates, mitigate
school witharawal nsk, and work Lowards three new
school apenirgs

Ach cve further enrclment growth in OPM

Expect nperauonal eficieraes, improved candinzle
experience and accessibility 1 OnvUE

In Higher Educaron, grow share and monetisaricr
across digital

Further modest volume groweh in FTE.

Continued emphasis on parent/studert sansfaction
InVirtual Schgals.

Deliver enhancelr ents o [he customer Surney n
FTE

Scale Pearson- volumes through channel and
product expansion.

Continue strong posioor in FrE
Mairtain ligh custormer retention in VUE

Graw text Urits in Higher Education as recapture
SELONdary market vatJme,

Conurue wo focus 01 apply Ing our experise i
learning 1o support aur people’s growth ard career
developmert.

Focus or improving employee engagement wih new
CAMTpany purpose as key to this

Determ ne erterprise percemage increase target for
mangger and avove roles based on five year
modellirg witk annualised facus.

Rewvisit business travei polices.

Consiger remairing footprnt of print vs digital
procucts

Analyse the carbomimpact of our flexibie warking
pohcy

How we measure success

Group digtal seles
Virtual Schools US enrolments.
QOPM student enrafments
OrvUE Test volumes

Higher Educaticn V5 digiial
regIstrations

PTE volume

NPS for Conmecuors Academy
NPS tor PTE
Pearson- registerec users.

PTE speed of score return
VUE test valurmes

VUE pariner reteruar

thigher Education procuct Jsage -

Lnits.

Number of empioyees upskling
o res<iling

Employee NPS

% of dverse cand Jates In leadershig -—

succession plans

U ot d verse cand dates 1 leage-ship

develoomen: ard menionng
programmes.

How it impacts risks

— Our digital growth staust cs help
monitor the relauve strength of our
businesses and the Competitive
Marketplace risk

— This KPI helps 1o monitor our success at
managing our Customer Fxpectations
rsk.

— Prgaduct efect veress Felps mosie
OJr sJccess al managing ouLr Cusiomer
Expectations risk

exy

— Errarang oar talent helps to recuce
aur Caoability risk

Building a more diverse and inciusive
workforce helps to ~educe Canabil ty.
Reputalon anc Responsibility,
Castamer Expeciations and Competiive
Marketplace risks

Progress agalnst ach eving net zero — Successidlly execLting on oJr ner zero

carbar by 2030, as measured through
ke percentage of ZarHon reauction
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Key performance indicators

Monitoring progress

Non-financial measures

i

Digital Growth | Digital sates*

Cbjective: Drive digital

revenue growth Underlying growth
in Group digital
and digital-

enabled sales Duagram romovee

9%

(2020: (2)%)

OPM student OnVUE volumes PTE volume

enrolments

275k

(2020: 245k}

Virtual Schools US
enroiments

111k

(2020: 109k)

Higher Education US
digital registrations

71.4m

{2020: 12.3m)

436k

{2020: 350k)

3.0m

{2020 2.1)

NPS: Connections NPS: The Pearsor Pearson+

Consumer Engagement

Acadermny Test of English Registered users
Objective: Create engaging
and personalised consumer +62 +56 2.75m
experiences (2020: +&0) (2020: +60)
Product Effectiveness PTE speed of score VUE partner Higher Education product VAUE test volumes
return retention usage - text units
Objective: Improve the
effectiveness of our 1 2 d ayS 9 9 OA} 5 4m 1 6 8 m
products to deliver better (2020: 1.5 days) (2020: 96%} (2020: 5.4m) {2020: 12.9m)

putcomes

Numirer of employees reskilling or upskitling Ernployee NPS

71% +8

(2020: 63%) (2020: +17)

Investing in Talent

Objective: Enhance our
employee experience and
help employees progress
through learning

Inclusion & Diversity % of diverse candidates in leadership succession plans % of diverse candicates in leadership development

Women; and mentoring programmes
Objective: Build an inclusive o
lj di 72% 100% of programmes have a minimum
culture and increase diversity leve! of
BIPOC/BAME:

diverse representation

24% 0%

Reduction in total tCO; in 2020

25%

vs 2018 base**

Reduction in total tC0; in 2021

26%

vs 2018 base**

Sustainability Strategy

Objective: Achieve net zero
carbon by 2030

* Histoncal figarcs restared ro exslade GECL, Wl Sureet Lnghsr ant US K-12 Courseware (sold in 2017 2075, ang 2079 respecively
#* Figures have keon vestated 1o reflect relevant guposals
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Financial measures

Sales [ ]
£3,428m

Chart removed

“his 1s our revenie as reported in our
INcome statement

Adjusted earnings per share! L« ]

34.9p

Chart removed

A non-GAAP financial measure used 1o
evalLete performance

Operating cash flow and o
cash conversion’

£388m (101)%

Chart removed

Operating cest flow 15 an adjusted mezsure
and s grasenied norder Lo ghign (e tash

f ows witn carresponaing adjusied operating
profit measures

Total shareholder returns® °

(7.57)%

Chart removed

“his s a measure of financial periormance
of shzres gver trre.

Adjusted operating profit! ' ]

£385m

Chart removec

A nor-GAAP financial measure that erables
raragermnent to cons.stently trac< the
Jnderlying onerational periorrrance of

the Grodp

Operating profit?

£183m

Chart removec

This 1s our opecating profit as reported
1P OUr incormea statement,

Net cash generated from
operations?

£570m

Chart remaves

This 15 our net cash gerersted from
operaunns as reparted 1 oLr Cash flow
statemert

Return on Capital™*

7.9%

Chart rerovec

A nor-GAAF measure of how efficiertly we
are generatrg retarns “ram our asset 0ase

Net debt?

£350m

CharL remaved

This 15 a non-GAAP financ.al measdre and 1s
ustd Dy Management to assess the Group's
cash posi on

Basic earnings per share?

21.1p

Char. removed

A measure of tne ameown: of profic tha can ce
allorated to ane share of our cormar stock,

Dividend per share

20.5p

Chari removec

Tais 1s the proposed full year dradend. Qur
cradend ooy 5 [G be progress ve anc
sustainable.

1 Seerage J24 for ar exnlarauc of [rese sl Five
pETormArTe Meas . res

L Equvalen staturan, reasdte
3 Sc.rie Bloomberg
<

Trs 52 new rmazuremer

cie Sers pege 224 or fullrocarcl anor ol ihe
gharratne performance measires 10 ke egunalert
Jloy ressre

Note IFRS 75 and IFRS 2 adored v 2018 am 2 IFRS "%
207 F - 5 KPis nave oren resteied for MisTanical
arcouTticg 3000L.0Ns

o See how this aligns strategy
to management reward: page 113
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Pearson+ represents

an exciting future and

IS about much more than
Higher Education.

We are creating the premier digital
learning ecosystem for life — a

connected consumer and g reToves
commercial strategy relevant for

learners everywhere, previding a
growing global addressable market,

— 2 7 5 This broader Pearson+ vision will underpin
:9\ ; . I | | digital grqwth_ac_rczss_ tlie __entir_e company
R registered users We will deliver content and channels for

everything from language learning to life

skills
o 133K
; 1 We will leverage our growing relationships

& L. with students, consumers, and enterprises,
subscriptions . .
and target their specific needs through a
robust data infrastructure

,] 600+ Pearson+ is the digital future of the
/

company
titles T T
| . 8
Apple store rating* * Ralr goceurale as of Feorugty 2022
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Pearson Ventures
& corporate
development

image rermoved

Learning innovation

We continue to foster global innovation
and learn from the edtech start-up
ecosystem through Pearson Ventures.
Pearson Ventures was launched in
2019 to invest in early-stage learning
and adjacent companies that align with
Pearson’s long-term strategy. It seeks
out the next generation of category-
defining businesses with an emphasis
on disruptive digital transformation,

The Academy of Pop

increasing access to education,
and improving educational and
employability outcomes.

Pearsor Vertures portfoho mchdes career and competency
foruset businesses secn as Sprngbozard. a leecng online
booicamp prepanag learners for jobs in high-dermand fielcs
iike catyg sc ence and design, and Smasheodt a digital learning
platform and content studio buil; 1o scele collaborative online
educaunn for the visuai and mecia ars

As g strategre investor, Pedrsan Ventures leverages s
expertisg, resch, arc network 1o subport the grawtk of its
portfolic comnames There s potential for some nvestrments
10 becorne part of the growp, such as Faeth, which was fully
acqured from s 9% investment 11 2021 Vertures bad an acuve
2025 dinsing three acditonzlinvestments, noluding the
Academy of Pop, and bringing its portfolo 10 12 companies

Tre Academy of Pop caombines our plobal expertise n
education with Sirmor Fullers proven rack record o°
denufyirg and enabling world-class talent Trat talent
ncludes tne Spice Girls, who Simon was well-knowr for
Tanag.nginthe 19905, as wel as Ti<Tok sensation, Tne
Futare X, amang athers The Academy af Pop 1s designec to
Dpen greaier sCCess [C perorming arts education ardits
aim s 10 become a unique and Inciusive platform ikat wil
help yourg peopie around the woid deveiop their talent

the merital and socal benelrs of the performing arts have
never been rmore refevant. As mary schools struggle to fund
arts education, 2spinng performers reed a rew way to build
their skills and unlock treir passior

Tre Academy of Pop will merge entertainment and learning,
N s new approach 1o perform ng erts education Not only
w it provice teaching live to small classes of students,
starting in Hollywood :n 2622, but also it will be poss ble for
students ts follow the dally acting, cance, music, and
musical theatre lessors n real ume or)ne

A propr etary Acacery of Pop online platorr = in
aeveloament arc further phys cal Incauons arourc the
world are scheduled to open over the next 24 moniFs.

W rh & vnole gereratiaon searching for new ways o express
tremselves anc find Joy, Simon Foler, says tre Acaderny of
Pop ‘w ) prov de ar Inclus ve, imrnersive, safe plat“orm for
performers o deveiop their skils and fird validation with
warld-rengwned insiruclors ”

It's & great example of how 1o make Innovative coaching
acressible to corsumers worlcwde Jsing the latest
technalogy anc creativicy
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Segmental
review

Assessment &
Qualifications

Assessments are powerful tools that will only increase in
importance as people upskill and reskill more often in their
lives. Assessment and qualification is the critical point at which
learners realise the value of what they have learned.

Our Assessment & Qual fications division s our largest business
by reverae and consumer reach It prov des ihe assessments,
aualficanons, cerufications and licences that enable people o
dermonsirate their knowledge, skills and sphitude across al fenme
of iearning, from school to professional carees. The learning we
offer in all our ather dwisians has the potential to lead to some
farm of assessment, qualificator, cortficaton or licence, and this
coniinues 1o be a significart opportunity for us

Qur patners include magor mulunauonel employers.
governmerts, schools end professional bodies, anc our services
are used in some of the fasiest grovang irstitutiors and industries
in the world, such as K-12 (primany/sccondary) schools i the U5,
healthcare, cloud computing and IT Tne division cperates through
four business urits: Pearson VUE, US Student Assessment; UK &
Imermations| Qualficavons, ard Clincal Assessment

Througr Pearson VUE, learners valdate what they have learred in
order to gain @ ceruficarc or licence. Learners take nearly

17 milllor exams througn Pearsor VUE each year in more tnan
200 codntries To hest serve ristomers anc helo people advance
in their careers during the pandemic, Pearsan VUE enabled
millons of peoole to test rerotely from their home, erergirg as a
large player in anline Invigilator

Pagrson's S Student Assessment division g21s as a partner with
states, districts and educators ta help K-12 stugents advance at
an aporoprare pace n therr schooling. UK & Internationat
Gualficauons develops highly sought after academic and
vacational qualfications.

Chinical Assessment orovides psychological assessment in health
and education. The business produces hundreds of scientflically
beacked procucts and solunors designed 1o help experts
understand now peaple learn. The team brings togetner
innovation with quality Lest design o develop effective toals for
chiloren and adults, educators and climaans

Theougnour thrs sect o growir raies are slated on ar underlang bas's urless otherwse stated nderlying grawin rates excl_de currery movemeris sno portfolic changes The 'nusiness
performance mess.tes ae no~-GAAS measLres, and reconcl ators Ls the eguislent staturary neading urde IFRS are inzhuded nsne firsrial key pe-formance maizators sectot. startng
onpage 774
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Key performance indicators Growth drivers

Long term contracts with high
renewal rates

2021 financial KPls 2021 non-financial KPis

Sales VUE test volumes

£1,204m 16.8m (+30%)

(2020: £1,082m)

Large scope and scale of business

QnVUE test volumes Well placed to serve increasing

(+18% underlying)

3m (+43 %) B demand for upskilling & reskilling
Adjusted operating profit - * - 7 o 7. T
1 VUE customer retention Group synergies especially English
£216m 99% (+3%) Language Learning & Workforce Skills
(202G: £147m}

(+59% underlying)

2021 Revenue _——_— Y — — — — — Revenue CAGR
Segment (£m} Margin 2021 Revenue Margin 2022 to 2025 Margin 2025
id-si A rnid-si N
Assessment & 1,204 18y oW to midsingle Maintained oWt Midsingle  yinained
Qualifications digit digit
Low t d-sngl
Paarson VLIE 526 Flar swlemeeng
gt

Us Student

ah- gy Flat
Assessment 278 High-single digit a
Climecal Low (o mid-single
Assessment 225 Shighely down digit
LK 175 Exams resume Growth
International

Lit in Colour

Litin Colour = an nclusve reacing campaign
launched by Pengair Rancom House and The
Runrynede Trust 1o address the fact that fewer than
Image removed 149 of tearners study a text by @ wr ter o colour fora
GCSE set text We were the first exam poard 1o join
e carmpa gn and soon launched the ‘Licin Colour
Pigreers Programrme, providirg solutons for Darners
rmat schaols experence wher changing ser iexs

We gave students free sccess 10 diverse Texts and
pravided tra ning end supgort ta teaching stafl,
leading to e teacning of our diverse text offering to
nearly © 2,000 students at GCSE and A level We're
now working on a research programme with Oxford
University to measure the effects of & more diverse
curr culur thraugn e teaching of our GCSL Erghsh
Lierature specficauor This 1s 8 sustanapie irmative
3t s good for Pearsor's Dusingss
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Segmental review continued

Virtual Learning

Online and virtual learning is here to stay. There’s a
growing demand for virtual learning, partly down to advances
in technology, but also accelerated by the recent pandemic.

Our Mirtuzl Learning division offe-s hoghly e“fective onl ne
learn.ng for every age and stage of educatior Users &re able to
learn where, wher, and how tney lean best, gvirg them a truly
personalksed experience Its cesigred to be smart, lexible,

and 1mspirirg cducanon that propels people forward mn their ives
and cereers.

Stcents 1N grades K-12 - the US (equvalent to primary and
secordary schioolir the UK) can enrolin fuli-time online pubiic or
private school programrs offerec by Pearson Virtual Schaols Fully
accredited and staffed with spedially trained teachers. these online
schools have been providing high quality aliernatives Lo ne
tradinonal classroom expentence for over 20 years Students are
prepared to be adaptable, equ pped with the academic and Iife
skils ihey need .o thrive today and 'n ar ever-cnanging world.

K-12 online schoaol aptions include Connections Acanemy
(US-based public scnocls), Pearsen Oriine Acacemies
(iInternationsl private scneols), and programs for schoal districts
across the US.

Adult learners, universines anc employers rely on Pearsor ‘ar
exclusive online hugher educar an programs and Online Program
Management (OPM) services, iIncluding degrees, certificates ard
skort courses. Students gzin access o convenient, compeling
orline learning to boost emplayability ara advarice in their
careers, while nighe- educaton insutLtions extend their reach anc
provide the flexible online optians tneir stLdents want

For erplayers, our OPM business celivers vital upskiling anc
reskil'ing Lo keep pzce with tne ‘uture of work, This bus ness
operztes in the US and ‘niernauarelly
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Key performance indicators

2021 financial KPls

Sales

2021 non-financial KPis

Growth drivers

Secular growth trends towards
virtual learning

Virtual Schools enrolment growth /T ‘: . Virtual Schogls strong market
£713m 20 ' +1i-/ position, 1 of 2US national players
(2020: £692m) (2020: +43%)

a1
. T .
0 "1l | 20years of expertise

(+11% u ﬂderlylng) , ] and experience

OPM underlying course enrolment growth .‘
Adjusted operating profit 7(%) o
£3 2 m (2020: +20%) - _" _ Group synergies
(2020: £29m) '

. NPBS: Connections Acaderny

(+28% underlying)

+62

(2020: +60)
L
T T T T T T T T amexpectatons o

2021 revenue - — Y — Revenue CAGR
Segment {Emy} Margin 2021 Revenue Margin 2022 to 2025 Margin 2025
Incremental
Low to improvement in Mid-high
Virtual Learning 713 4% mid-single Virtual Learning sihgle d*? it Low-double digit
digit due to OPM gle cig
efficiencies

Virtusl 5chools 449 Low-single awgit Mid-single digit
OPM 264 Hign-smgle digit High-single digic

Image removed

Helping children in
the UK to learn online

during the COVID-19
pandemic

During the nacans! isckdown at the begirmirg of 2027,

Pezrsan took act on o donate 750 laptops arc 500 tanlets
alongsice a £50,000 donaton to UK schools v e a campaign

drven by the charity Mail Force, set up 1n 2020 to helo tackle
FPE shortages, and feztur ng in the Daily Mail, 3 UK naticral
menia owler The donanons were usec to Felp school chuldren
in lockdown get onhire. Pearson's CEQ, Andy Bird said” "We are
prout Lo SUppOrt TNE Campa gn 1o prowde \aptops to childrer
mast in need across the UK Every child should be able 1o
conune learning throughout this fockdowr, and technology
plays an increasingly vital role n achievirg this with mest
learning now taking place wirtually at home. We need to act
guickly 1o ensure "o ona 1s mssing oul. We are cetermined 1o
play our part In ensuring that the mast vislinerable chiidren
Fave tne 1ools they need to sacceed and 1o ersare they a e
not urfa rly disadvantaged *
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Segmental review continued

'mage removed

English Language
Learning

Over 1.5 billion people are learning English right now.
Whether they're preparing to study abroad, move forward
in their careers or live in an English-speaking country

— we have the courses and assessments to help

them achieve their goals,

English s a gateway 1o the worle It s a mandatary requiremnent
N Tore than 140 natoral curncila, and there are over

“ .5 billion people worlcwide learming Englist today, We aim 1o
be the world's Icading destinanon for commirtec English
language learners — people willing 10 dedicate ume and maney
10 their English learning We want to war< with those committed
learners to help thern achieve therr full potential nlife through
improved English proficiency

We have 3 set of SIrong, Unigue assets 1o sLpport our English
learncrs The Global Scale of Erglish, 2 leadirg global
measurement siandard, enables people (o gauge ard rack their

progress in Snglhsh The Pearsor Tes: of English s a digital test
with Al sconing tnat provides fast, eccurate, secure, and urbiasec
results We are widely avallable r 178 countries, thanks to our
network of 389 Pearson VUE test certres Its atrusted brana for
entry into higher education gnd a gateway tommigration
recogrisec by regulators in the man recening countries

We zlso offer digital and blendec English solunions to acacemic
insnunians and private language sciools 1 163 countrres arawnd
the world, bring ng together courseware and assessment with
teacher support and leaning platforms




Key performance indicators | Growth drivers - PTE

Highly differentiated value

2021 financial KPls 2021 non-financial KPIs } propaosition
j = —
sales PTE Score Return | & ;j Digital, secure, computer based;
£238m 1.2 days L _1 Alpowered
(2020: £218m) (improvement vs 1.5 days PY} ‘

Available in 118 countries via 389 test
centres

(+17% underlying)

FTE Volume !
Adijusted operating profit A36k tests ‘
£15m (+25% vs PY) i Fastest score resiults at 1,2 days
(2020: £1m) !
| . o -
NPS for PTE ‘ Leading share position in Australia
|
+56 o
(2020; +60) P =, ! UKmarketin 2021: +42% YoY growth
fo g intests taken
e
T T T T T T T T T T T T T T nmenpectations T
2021 revenue —_— e — — — — — — — ~ Revenue CAGR
Segiment (Em) Margin 2021 Revenle Margin 2022 to 2025 Margin 2025
English Language . L Improvement Mid-high single .
Learning 238 6% Mid-single digit versus 2021 digital Mid-teens

Pearson and Disney:
Discover the magic of stories

Nearly 20 years ago, Pearson and Disney

came together to change the way thousands of
children around the warld learn English. We have
joined up once again in 2021 by rolling out:

Disney Kids Readers - 36 new Kids Readers books nireduced
which encodrage young learners to reac for pleasu-e and ‘or
learning Trey are Created [0 be used both at schooi a5 well as
at homie arc 1o kelp young learners expanc their reading in g
fur anc monvatrg way

Wwe have maae these K Js Readers “ree 1o a'l Pearsen
Image removed ernployees 25 pact of awider in uatve ¢ open up Englsh
language leerning opnortun ties nterally

Marvel Cinematic Readers — designed tor teenage and yoang
adult learners, 14 books bursung with acrion-packec stones
and film stills of the world’s greates: sLperFeroes

Facn pook includes addiobaok, eBoak teacher’s notes,
and activiues



Segmental review continued

imzge emoved

Workforce Skills

The world of work is changing fast. In fact, it's changing

faster than most people can keep up with, so there's a need
for constant upskilling and reskilling, both from organisations
looking to support their employees, and from individuals
looking to make changes in their careers.

In our Workforce Skilis division, we are creatng s worid where
everyone 1S prepared tor the future o work, and where suzcess s
no longer only about what you've done but what you can do.

The global tzlent markel has never been more iIMportznt thar

It stocay, arc we are positioned Lo rmeet the reeds of employees
and employers ir a changing glubal econormy. We help errployers
Jnderstand lzbour market dynamics and how best to futureprcof
therr workforees at scale, while helping workers gain the skills

they need t¢ boost ther emplovavility nd open up new job and
career prospecls

Our unigue offer Jses warkforce analysis, personalised learning,
assessment and verified skills credenuzls o dose skills gaps.
realise Lntapped poientizl and mobikse talent, We help employers
undersiand. mamain gnd enhance the value of their most
irrpartant asset - their pecple - and Felp emoloyees make
rmportant breakthroughs in tneir careers

Our unigue offering helps employers diagnose and fill skills gaps
and employees gain and verify skills.

Diagnose future skills
training needs

Skills-based Learning
and Assessment

Verify individuals” skills

logo removed

logo remaved

loge removed
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Key performance indicators Growth drivers

End-te-end solution in one
2021 financial KPls 2021 non-financial KPis integrated ecosystem
KPis were not ir place for Workforce
Skills 1n 2021 Forward looxing .
KPls incluce: ¢ ~ Trusted portfolio of products

£1/72m ¢ TL L Beservices

(2020: £163mj

Sales

Total number of
enterprise customers

(+6% underlying) /

Enterprise customer net

Opportunity to lead in labour
& talent data market

Adjusted operating profit retention rate .
£27m
(2020; £26m) Number of Workforce Skills

registered users

(+8% underlying)

2021 revenue - — _—— - — — Revenue CAGR
Segment {Em) Margin 2021 Revenue Margin 2022 to 2025 Margin 2025
Existing business:
mid-high single 2025 revenue
Workforce 172 16% digit Break-even more than double  Low double digit
>40% for Faethm vs 2021
and Credly

Leveraging artificial intelligence

We have made cigital Innovanion a high priority for sorre tme Faethm now sits at the heart of our Workforce Skilis division. its
Followng an initial imvestmens by Pearson Vertures in July 2020, we market-lcading data, insights, and Al capabiities will power the next
acquired the grourc-hreaking workforce Al and predict ve aralytics generauon of Pearsons iifelong learning procucts, waick are focused
compary, Faernm, 1in Septembe- 20217 Fagthir one of Australia's un meetng the rapidly chargirg needs of roday's wor<force and
highest-prof le iecr companies helps customers predict and idenufy bndgirg the glabal skills gap.

the salls their workforce noecs
Tne acousiian represents another bu lding block in our strategy o

Facthn's spphist cated AY and analycs services helo governments, help learners cevelop iher talent and sk lis et every Iife stage. from
romparies, and workers ungerstand the dynamic forces shaping the school through 1o wark

labour merket - from tecknological d sruptior 1o economic shucks

such as COVID-" 8 and chimate change. Armed w th these nsghts,

customers can make data-cr ven decisions t¢ navigate those changes

and upskill or reskill therr workforce.
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Segmental review continued

Image removed

Higher Education

Pearson 15 the lcader in produecing higher education learning
media In Narth America, as well as reaching inlo other major
merkets around the warld. We offer vibiranit digical content with
enriching experiences (hat lead Lo positive lezrning outcomes for
mare than 10 millior nigher education siiderts every year

We partner with thousands of exper. autrors to creste content
nmore tran 100 scademic disc plines. We are leggers In science,
technology, eng neering and maths {STEM), s well as T among
olher cisciplines Our leading content is deivered through digial
eBooks and popular interacuve muttmedia on platforms such

as MyLab, mchuding new Interactive Labs, Mastenirg; Revel,

and Pearson+

Injuly 2021, we launched Pearson+. s direct 1o consumer
subscriptior experience thet gives students simple and afferdable
access 1o eBooks and study tools. Pearson- was designed with
Imput from authors and studerts and s winning praise from
sradents, ‘acuky, and authors

We create personalised, digital learning experiences for
higher education and college students and believe that the
future of learning and our US Higher Education Courseware
business is increasingly digitally driven.

In addition to help ng b.nid strorger stadent relationships,
Pearson- will shift commerce away from secondary market sellers
1o cur owned s'tes and apps This gives students a relable
c-commerce experience 2nd access (o the most current \eammg
content aro study Loois

Our hvgner education products are guided by professional nsights
from educaters and by preferences expressed by faculues They
are supported by technology that s steble, secure and accessible.
We zre commiited o ensuning that divers ty eguality, anc
inclusion are integral to our prodacts so that everyone can realise
the life they Imagine through learning, whatever thel backgraund
or abilitres



Key performance indicators Growth drivers
There are three factors that will
underpin our planned growth in

2021 financial KPls 2021 non-financial KPIs Higher Education.
Sales US Higher Education Pearson+ = Enhance our cote products
digital registrations registered users ‘ 2= | |mvest in our platform products to make
m = P
(2020: £956m) 11 4m P 75m [~ i thern more relable, responsive to
) (2020j 12.3m ) . S customer needs, easy to access, and 1o
( 5% -12.3m) support business stability and growth
un d e r—l J n ) ) e Secondary recapture
y g) US Higher Education L wewill drive recapture by continuing
product usage i o reduce seccndary supply and
Adjusted operating profit -~ text units shift delivery to Inclusive Access
£73m 5 4m and Pearson+
(2020: £93m) (2020: 5.4m) | 2 Positive momentum

)MJHW for Pearson+
(—1 5% T Positive momentum from current

: performance. international roll-outin
un d € rly1 ng) 2023. Student-centric feature expansion
being introduced in Pearson+ Channels

& Socal.
- ]
- 7“‘20;9!]38((6“‘0‘”5* - /T /0
2021 revenue - ————_— — Revenue CAGR
Segment (Em) Margin 2021 Revenue Margin 2022 to 2025 Margin 2025
. ) Down less e Low-to mid-single R
Higher Education bilisation . Mid-
igher Educatio 849 9% than 2021 Stabilisatio digit d-teens
The Higher Education market
Assign
' Win course requred
? 7 Taoopions . __ - course TP
) matenas
~ e
_,‘,--/4/
Market Increasirgly
leader consLmer leg and

mcre digital

Demand generation Consumption




Sustainability

Sustainable
business strategy

Add life to a lifetime of learning

Learnng and acquiring nevy skills are some of greatest orivers of
positive social mob ity the provision of waick Pearson rakes very

serioushy Today, Pearson 1as more opportunity tnan ever 1o make &

nositive difference. The pandem ¢ has conuinued to Impac people
acrass the globe, sume of wihom are facng increzsed ineguality in

access Lo essental services, includirg educauon - espec.ally in more
disstvanteged corrmuni es. Pearson has a s grificant role o play n
engbling and encouragirg people Lo narness trends in digitalisation

and a heighened tocus on the global energy trans nan

Qur appraacn 1o sustamnatylty 1s evolv ng To ‘urilker ncrease the
algnmenrt between our corpotate and sustanable pusiness
strategies. In 2021 we mtroducec a setection f new ror-finanoal
KPls [sco page 24 of this annual report) to neip us measure
progression o odr sirategy, achieve ali our ambitions and drive

behavioural charge. Pearson wili only succeed as a business if all our

stakeholders also succeed, and nis noton is central to now we run
our operations

|

“Through our sustainatle

| business pillars, Pearson

- strives to help people create
- a better life for themselves

' and a better world for

| society.”

\

|
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"We're proud to be a
signatery in the UN Global
Compact since 2000, and are
committed to supporting the
SDGs and UNGC principles
through our sustainable
business pillars.”

Cinthia Nespoli
Chief Legal Officer and Executive Leader for ESG

Pearson's Sustainable Business Pillars

The latest step 1 the evolution of our sustzinable
business sirategy s 1o nT-ocuce three pillars that
represent the cvironmental, sacial and governance
(ESG) areas where Pearson can make the biggest
positive mpacl Trey have zlso been seiacted as the
most infiugnual ir helpmg Pearsor suwees as a
business. These pillars have a clear, natural ink to cur
non-financial KPls, reflectrg the comman goal of
alignment between our ccrporaie and sus:ainable
business strategy. Thay alse contribute (o advarang
the UN 50Gs wie have prioritised - numipers 4, 8 and
“Orelating to education and learning

The three millars buld upon the focus areas of our
Sustainable Bus ness Plar 2020 and nrroduce a
grealer errphasis on our peaple with a new pillar,
Empuwer ng Our People to Make a Difference’, in
recogniten that they are our greatest assel to
inf'Lence soclety and succeed i our business goals
As Pearson builds sutits plans for each pillar, a smali
number of additional targets wilt be considered
alongside our ex.sung carbon reduction target and
envirpnmental cormmitments.

Underpinning our three pillars s Pearson's robust
corporate governance, strong corporate calture

and a range of effective policies 1o ensure we achreve
our ambions

Ye want our products and senv'ces to kelp more
people make better progress - regardless of their
incame level, the way they fearn or their background



Our ESG framework

Irage removed

Our Purpose

Add life to a lifetime of [ea

rning

-

Our Sustainable Business Pillars

-~

-~

C _ )

Products

Driving Learning for
Everyone with Our Products

Achieved through:
— {orsumer Ergagement®

Prodact Effectiveness®

Digital Growth*

Respunsibie & Sustamable
Content

Affordabity & Access

oo

People

Empowering Our People
to Make a Difference

Achieved through:
— 'Mwesting i Taleni*

— Inclusion & Diversity™
— Employee Engagement
— Local Commurity Ergagemert

See more on page 48

L

)

A
s +

J

J
' Planet

Leading Responsibly
for a Better Planet

Achieved through:

— Reducing our Environmenta!
nrpacte

— Inwestng wih Purnose

— Cyber 5ecunty & Dala
Managernent

]

Robust governance, a strong culture and effective policies

* o 5ee oorronemantial KPLsed ar or rore gr Fow these

vk Door strateg,

Annual report and accourts 2021 | Pearson pic | 41




Sustainability continued

Products

Driving Learning for Everyone with Our Products

The pillar refects our gozl to Increase sccess to learning
for more people arross the worle

Learning is critical to
enable everyone to achieve
rheir potential.

Three of our non-firancial KP!'s - Consumer Crgagement, Product
Efectiveness and Digrral Growth - are metrics central to acheving
Pughwy effective learmirg anc posiive outcomes. Through these KPIs
we can deliver content thatis engag ng and sumulsting ta
consumers, helping everyone achieve therr patenual ard making our
procucts more widely avallable

We pelieve lower.ng the barriers 1o learning anc maximising
accessipility ‘or all consumers, Inc'uding those witn kmited resources,
15 where Pearson can make Lne most positive sa0ela’ mpact, arc we
have imicatives and polices n plece to orive 1eai change

Pearson alsa has a clear rale 1o play n creating products ard services
that harness the major ervirenmertal and soceta 1ssues of our ume,
througn, for examele, developing new susta'nable courses and
qualfications, Growth in this ares will enhance our revenue
ORROrTUAITY a5 well as promate Pearsors provision of responsible

ard sustainable content

Gy pv

Empowering Our People to Make a Difference

This pillar drives our a m Lo irspire all our employees (o
fulfil trerr potennial and hielp Pearson suoceed

Qur success as a business and
our ability to make a positive
impact is highly dependent
upon our employees.

People

Qur aim is to ensure our diverse talent have the skills and
knowledge for both today's anc tomorrow's challerges, We are
creating a culture of belonging for everyone, where mo-e voices are
heard and valued We focus on employee engagement as a key lever
i delivering a performance and puroase-led culture We encourage
our emplayees 10 create a betler world through positive soc:al and
erwvironmertal action.
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Planet

Leading Responsibly for a Better Planet

It1s imperative for Lhe long-term vizbility of our business
that we lead responsibly ir all areas

At Pearson we focus on driving
positive change while limiting
our own impact on the world's
scarce resources,

Qur goal 1s to become a nel zera carbon business by 2030 (a
nan-hnancia’ KM and to i ise the emvironmenta impact of our
products 5 we transition 1o being a digital ousiress

Prudent rranagement of data orivacy and cyber security are also
fundamental to our furure success and to buld trost with our
customers Pearson's data processes anc governance are developirg
quickly as the bus.ness evolves. You can read more aboul our
approach on page 68 of this anrJal report.

Image removed




— The Audit Committee and the Pearsen Executive Marggement
Lear have reviewed and anproved the Groap's Carbon Emissions
. . Re-basehning Poboy ard will coniinue 1o oversee its delivery 2022
OUT’ sustal nable bUSI ness will be the first year of reporting i full alignment under the
Taskforce fur Chmate-related =1nanual Disclosares (TCFD)

lea rs are un d e rp]n nec‘ by framework (see page 70 of this arnual report ) This 1s a perucutar

area of focus for the Board and RRC th.s year

rObUSt gOVE I’naﬂce, 8 Stl'Oﬂg — Qur Sustaimability team 15 responsible for supporting all parts of
oJr bus ness as they identfy Pearson's potental to make

cu ItU re an d eﬂ:ectl\/e pO“C[ES impactful environmentsl and social decisiors and take aclion
P f where apportunities arise
At garson we OCUS on A strong corporate culture, where every emuloyee of Pearson lves
HWH ™ 3 anc breathes the company values, 1s essenual in achieving long-lerm
d rivi ng pOS|t|Ve Cha nge Wh ) Ie success gnd meeting our sustainable business strategy goals ?Jr

page 5 of this annuel report you ¢an read about how Prarsan's

Ilmltlng our own lmpact on the culture 15 evolving i1t line with 11s business goals
world's scarce resources. Policies and business ethics

Paarzon hes a wide range of approoriate and effective polic es that
suppert the throe sustairable bus ness pillars They are listec on our

Pearson's corporate governance approach Lnderpins our overall cororate website Fups //plc peerson.com/en-GB/corporate-policies.

corporate and sustainable business strategies You can reac ir detall

Human rights
about goverrance on pags 73 of this anrJal repart 8

We respect the ngnts of our employees to freedom of assonanon

We mave a sIrorg, governance structure to 01sure our sustainable and representation through trade unions, works coJnc ls or any ather
business sirategy meets Its obyjectives and evolves appropriately approprate forum wherever Jocal laws allow We have policies ard
over tme procedures 1o prevent discriminatory, ilegal and inhumane labour

practices, including child labour, forced \aour, slavery and human
trafficking ik aur operations and supnly chains. as well as to address
viglations when they aoour.

— Pearson’s Reputaten and Responsib ity Commtes (RRC) s a
farmal cammittee o the Boarc and oversees 11s mplementaion
wihile Cinttra Nespali, Group CE O nas direct respors bility “or

the development, monitering and execution of Pearson's Ye supper the righ: 1o uniomse Ir the UK, We maintein our

ESG strategy accreditanion by the Living Wage Foundation and have comim tted o
— Many ot our employess have £SG measures included in their paying employees and regularly contracled stalf working n our

Annual Incentive Plans, which 1s overseer by the Remuner suon bu ldings across the UK and in London the reai Living Wage

Commitee

Ve usc our Influence with our suppliers to improve stanoards “or
ther errployees end comrmit 1o ensuring all supplier employees who
work for, ar or ehsif of, Pearson have the zbility 1o repart ary
discrimmaton or ethics concerns

QOur Hurnan Rignes Staterrert oull nes the orionty human rignis risks
and opportunities for Pearson that aur programme 1s taking steps (o
address Our goproacn to human rights covers fve areas cusomers
(page 16), content (page 47), employees (page <8), parlnerships
(page 18) and privacy arrd date (page 6)

Recognition

Bloomberg Gender Participant inthe Stonewall WEI - Disability;IN - Pearson Among the largest 200
Eguality Index (for 2022} Warkforce Disclosure Pearson is recognised was recognised as a public compariies

- Pearson was recognised Initiative (WDI) - We're as a Stonewal| Tap 100 Best Place to Work for ranked by clean

for investing in women in part of the companies company for LGBT+ Disability Inclusion EConoMmy revenye on
the werkplace, the supply taking part inthis inclusion. For 2022, we inthe LS. the Clean200.

chain, and in the since 2018. areranked 19, We were added to the
communities in which list this year, as more
we operate. } than 10% of our toral

‘ revenues are from
— 1| cleansources,

The 100 most transparent Corporate Knights Hurnan Rights Pearsaon is a member
companies in the world World's 100 Most Campaign - Pearson of the FTSE4 Good and
per the Transparency Sustainable Companies ‘ received 100% on the the Dow Jones

Index - Pearson was - Thisyear, we are Human Rights Sustainability indexes. {
added to the ranked 96 aoverall and Campaign

Transparency Index, #1 within our UKHQ Foundation's

formed by the top 100 peer group. Corporate Equality

transparent companies in {CEI} Index for 2020, for

the world according to LGBTQ workplace r
Transparency invest. inclusion. ’
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Reducing our carbon footprint

A long way
in a short time...
but more to do.

We are making good progress towards our target.

Many factors have contributed to reaching this point in the journey, the COVID-19 pandemic
has had a big impact. However, our strategy for digitisation has also sped up the transition,
There are many factors which will impact the remainder of our journey to net zero,
significantly, the rate of change of our suppliers' own transition has an impact on ours. While
we may have made good progress quickly, we anticipate an increasingly challenging journey
over the next eight years to address our Scope 3 emissions.

2078, Combinco scope 1, 2 & 3 emissicns.
4268956 ML COe

|
Where we started |

2018

] | |

20271 Combined scope 1. 2 & 3 ermissions,
317703 M0 L0 e corbingo,

| I I

N

Our ongeing journey in reducing
our carbon footprint is
highlighted through the shift
from print to digital in US Higher
Education Courseware over the
last decade since the launch of
the strategy.

Our strategy in US Higher
Education Courseware is to
pivot from printed learning
material to fully digital solutions
- good for learner access,
affordability and outcomes - and
also playing a significant role in
our carbon reduction.

Icon removed

Since 2010, print units*
have decreased...

2010

21 m units

2021

...digital units** have
almost doubled...

5.5M e
0000000

2021

2m units

* Printurits mclude prntans packages Fental ercladed

4 Digital nisinchuge & lexl, plaiorm anc Pearspns
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Further digitisation = Engaging our wider

‘ and re-organisation  supply chain to
of our print supply deliver their own

Y — (- —— ——

6§ - | Our aspiration

By 2030, we will reduce
J scope 1,283
‘ emissions by 50%
against a 2018 baseline

Adopting flexible
working polices that
reduce emissions

As a result of our digitisation 0

in Higher Education, refated 9 O /0
emissions have reduced by

20140

77,577 o commes

OO0 020288
SO 022280
Sooo02000

9,200 coomes

Estimates and assumptions

This digitisation strategy means that higher educaticn
content in the US is becoming mare affordable...

c$100

far & pnnt textbook

020 000
c.$50 c.$/5
for an cBaok far a plat‘orT product
Pearson+ )
With Pearsnn- content s row $ 9 9 9

L]

z month*

— Ir thsiiiostrauor, prodac fonlprnt excudes 2=y product gevelapImen: em ssions 4ssocate w i people dnd off ce activity

-— Prirt erussions are based on ternal footpning per text bock ard include manufeztuarg, pret ard distr bLIsn o custcmer

— Digital emiss.0Ns are 03sed 0 Inferral fsotpant Tocldnd 25 the tool becomes more accurete, we will make adjustments 1o calcalauons as appropridte
— Treildstranon exclades The emissions assocdied with cata centres =urther work will ge undetaken to better understand trie footpr 7+ of d'gital

ProdLers

* Feasson+ $9 3% 1107 Sngle 5 abatr pUor

|

‘ d by th
chain (e.g. print on GHG reductions from business ‘ J g:i:?::;:sedyTar;ets
demand) travel, commuting initiative

‘ and offices ‘ .
We will be net zero
acrossscope 1,2&3
‘ J by 2030
2021 2030
N J 4‘ ] jf_ 2030



Sustainability continued

2021 progress and 2022 aspirations

2021 marked a year of strengthened

commitment and progress on our sustainable
business strategy alongside the development
of our sustainable business pillars. On the
following pages we describe what was achieved
in 2021 and what our aspirations are for 2022

and beyond.

Pillar one:

Products

Driving learning for everyone
with our products

2021 Progress on key initiatives

— Conunued allocavon of Social Bond
proceeds i alignment with Pearson's Soc.z|
Bono Fremework

— Deqned sustainable skills and careers
compereticies, and imbated development of
sustairable courses anc partnerships,

— Ennanced and launched Giobal Content and
Editonial Polcy and traimng to ensure
representation in cantent and suppliers,

— Irvestec in Brallle prinung facilite

( ——
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2022 Aspirations

— Pearson+ praduct and channel exparsion to
reach and engage more Consumers.

— Conunue to develop kncwledge and skills
related to sLstainability through products
anc sevvices

— Decply ntegrate diversity, eguily a°c
irclysion .nio learning design ard
HPP'DSCFES ta Il'ﬂp{j('f measurement o
account for diverse learners and tner
needs.




I'mage removed

The three ron-financial KPIs of Digral Growth, Consurmer
Engagement arc Product Effectiveress relara closely to our
potenual to drve learmirg for everyone You car read rrare
about our progress agairst these KP|s on page 24 and about
the launch of Pearsor+ on page 28 Below we describe other
corenmatves that are focused onircreasing access ard
atforcabiliy af our products and services

Social Bond investment

The primary objecive of Pearson s £350m Socal Bond was o
acvance the UN Sasta nable Develop nert Goals (SDG) #4 -
Quahty Education, Dunrg 2027 we reparted that we hac
depinyed £240m of the Socal Bond dunng 2026 1o our
Connect ons Acadermy vittual schools networkwia our Partner
Schools and Distnict Partnerships This “vil-ume virtual schools
programme provides high qualiny edacation to all, and 15 free
the user. Duning 2072 we will regort on the allocation of
proceeds for 2021

Bond proceeds

£240m

allocated to our Connections Academy

Global Content and Editorial Policy

11 2021 we updated the Glopal Content and Eaitanal Palicy with
editorial gu delines for our products and servces, These are

— Torespecthurnar nghts and strive 1o create conient that 1s
free from discarminat on are bias

— To develop rontent that emberds our commitments to
dwersity, equity ano irclasion

— To provide support for learning that s baseo or evioer ce
ard ‘acis

— Tocreate content that I ethical ard acheres to legal
requirements

These collectively held prindples shape the way we think, work
and behave They are reflected nowr content and naur
IFterzctons witn all our stakenolders

Ve continued to proote aur online bortal so consumers znd
educators can communicate directly with us ancJt potential b as
Inour prodJas

Braille Printing Facility
In support of our Pearson’s commitment to accessibilizy for all
students we a12 exc tod 10 rtroduce Pearson Braille Serv ces
We arean the final phase of corstruction and build out of a new
facility in the Houston, Texas area The location was selecred
becaJse of the availability of experiencecd meragemert,
developmen:, and procuction persornel who previously worked
for Region 4 Bralle Sclunons We are curatly rairirg aur
work{orce 1o operate our state-of-the-art Braille oroducuon line
Irvautumn 2027, we began 10 develop Brallle assessmeant
mateials, and full producnon sre d str baton services began ir,
Q1 2022,

BTEC Award onh Sustainability

Research nas skowr that tnere 15 a gao n ccessible educaton
01 sustairanle 1ssues - the nanoral curnculm. Pearson 1s
positively addressing this by woking collzboratvely with experts
and young people 1o develan vocational quallicators that
broaden the avallable curnculm

Wwe have developed a brand new Level 1/2 BTEC Toch Award in
Sustanability that ercourages learners 1o look at solutiors Lo
gloual analoca! 1ssues and 10 corsider solutions found
interrauonalty The course will encourage learners Lo think
creatvely and in & diverse way, [ooking for conneclions petween
envirgnmental -mpact and heman actvity The Tech Avward in
Susizinability will be avalable n schools Lo be taught alungside
core GSCE cualfications to help prepare iearnars to progress ta
stugles in Alevels arc BTEC Level 3,

Lookirg ahead, we are developing a Level 2 sutie of
Sustzinability qualficatians that wl support progression to the
growirg numaer of relevant
degree courses that look at
the ¢l mate chellenge as well
as wider ecoromic arc . ‘
soual ssues.

Image rerroved
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Sustainability continued

2021 Progress and 2022 aspirations

People

Empowering our people to
make a difference

2021 Progress on key initiatives

— Focussed on employee engagernent dJring
s ness transformation

— Identfied the carecr aspirations and skills
needes to orve the orgoaing transformation
ot the company for 100% of oar SVPs, WPs
ard Directors in angnment wath the Pearsor
Camabihities Framework (denufying shills
g2aps 1o close 1S part of our talent revicw)

— Launchec DE&| Strategy anc assoc 2ie0
gDv’EV’ nance coural

2022 Aspirations
— Bring the purpose anc values to Ife 1n aur

employee cxperiences across the key
morrerts that matter in the ermployee
Ifecycle 19 2022 our focus will be on
developirg the capabilities of our people
managers 1o help baild high-performing
engzged cultures

Develop prarty Core Business and
Leadership sklls rom the Pearson
Capabiiiues Framrework aligred 1o the
strategy 1o drive porformance of business
and emplovee groveh, e g, Core BLsiress

- data lireracy snc Leadersh p, work ng with
our Workfarce Skills division to test
raoTmercal offerings internaity

Contnue to Improve drverse representation
2t leacership levels ana ran an incusive
learning experence o bulc an inclusive
culture

Fearscs people are its greatest asset Our sutLess as a business
ard our ability to ma<e e positive impact 1s highly dependent upon
our employees At Pearson we “ccds on learring and our colleagJes’
wellbe ng, growth and developrment throughoLt thelr tme wth us As
the business conunues 1ts transiion o a digitelly led consumer-fac ng
caTpany, our priorities to upskill and provide opportunities for
cortinuous learring and growth in an ervironment free from bias a‘e
crucial to our future success. This is why, in 20217 our non-financizl
KPlz include Investirg in Taient and Inclusion & Diversity.

We lrack a wide ~ange of internal autromes and meincs (o measJre
our progress (for examole, employee expenence - Net ProToter
Score (NPS). employee «warning & cevelopment - upskiling levels,
employee retenuor - staff turnover),

We supplernent odr tracking of quantitgtive metrics by collecung
qualitatve insights We ran a gquarterly Sulse survey which includes
apen-ended responses (o guest’'ons which are analysed at the
dwisional ard company level 1o sUpport orgoirg I provements. In
acdiL on, Pearsan's Empleyee Engagement Network 's the <ey
‘eacback mechanism between the Board anc the workfarce,
enabling tre Board to hear directly from employecs and creating
sadiuonal insight on how to enhance employee satsfactuon and
engsgement levels You can read mere abour the Board's
engagement with our emiployees on page 87 of this ganrual report
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Investing in our talent

Talent and learning
The skillz and experences of our workforce need to reflect tne

rapidly evolv ng reqairements of the learaing and education imdustry

Lo ensure Pearson 1s best placed 1¢ serve i In 2020, we began

ercouraging managers to enable 40 hours of learning per cmployec

per annum, We agvise that tnis 1s made up of 3 combnavor of
formal, scoial (peer-o-peer) and experiential (on-Lhe-job) iearning

Whule tracking hours provides ine of sight iInto INpLts to trairung and

iearning, we are focused on measuning oatcames from learnirg We
are helping our managers evolve the r skillset to eneble this
ervironment. provide growth-crientzied feedback 1o their team
members and encourage a perpetual cuttre of learning and
development. Ulimately, this wall help Pearson rezair talent, helo
colleagues develop therr skills, share thewr knowledge across the

international breadth of our company arc continue 1o drive creativ Ty

1o produce excellent products and services for pur customers Ir
support of this, 11 2027 we conunued to develop tne Pearsaon
Capabihties Framework. It's des gned to sLpport employees o
idenuly anc develop the core business and leadership capabiliues
rhat are transferable ac-oss the business, coupled with technicai
skills specific to a given role.



I 2027, Pearsor employees deTonstrated ther commriment to
adoptirg this new methad of personal learmirg, and the Learnirg &
Developrrent nlan and our Capabilty framework were each accessed
Dy © 5,000+ unique users througn our global employee community
nlatform, Neo Open Sesame, our Dignal Content Library wth
supplemcnrary training anc self-directed learmng content In these
areas saw usage by emoloyees douple between [anuary and
December 2027 On average, 8300 enployees utilise the Lbrary
every month.

Qur second arnual Global Learring at Work Week focused on the
devefopment of core business, leadershin and technical Lapatiiues
wth maore than 7 °,000 hours of live learning clocked up by our sta*f
M this week alone, with 10,000 hours on demand. We aim to
tontirue (o evolve this learnirg expertence in the futare 17 alignment
wath our upsk’ling priarives ‘or 2022

Image removed

20271 alsa saw & marmiculdr facLs or mertonng ana wacng
Pearsor lzunched a Glona! hub for each area on Neo waorking witk
Pearsor author talert 1o create expert menior and menlee guidance
0 shart-form video snuppets avallable an the Gioba! Mertorning Hub
and hosted live group sessions where cur subject matter experts
guided employees through practice scenarios 1,300 employces
currently access the Fub.

Ir additon, we deepenec odr 2021 Talent Review to incluge both
senior lgeders (SVPs and VPs) and Directors We supported oper,
transparent conversauons oetween managers and employees at
each of these career levels across five dimensions readiness to grow
and ake on more, risk of loss/imoact of loss, DE&], lcarning and
succession. As part of this process, 100% of SYP, VPs and Direciors
genuified prionty sklls 1o focus on developing, i order 1o support
the achwevement of business and career goals

Investing in Talent KPI - upskill/reskill

On average these global inatives, counled with divis ongl

activ ties lec 1o 72% of employees sel*-renorung iz the Pulse
survey they hac conversations witm their managers about
business goals and learmirg 1 addiwon, on average 71 % self
reportes Jpskiling ard reskilling eacn guarter Tris compares to
63% dunng 2020 This s 38 Metric we repard g within aur
Investung .0 Talent nan-financial KPI

Investing in Talent KPI — employee NPS

Cur irvestment IN errployee upskiling, employee welfbewrg,
benefits, and aur employes engagement efforts durng 2 penoo
of business rransformznior and 2 global pandenric contnbured to
a Net Promotor Scare o7 +8

Diversity Equity and Inclusion (DE&I}

[nsurng Pearsan provides an environment free from bias and one
thac s conducrve to empioyees leveraging all tneir capabiiies s
essential o "eacning our goals and serving our cLstomers ta the best
of our zbity Tne DE&I Counal, corrprising business leaders across
Pearsar, oversees our activiies and hes a mandate o engage
leaders to maxe progress Lowards gaming representation at
T.anagement levels that reflects the raoal, ethrac are gender
diversity of the geographies where we operate.

Our acuwvity 1S divided into four parts. recru tmert and promotion,
retenuon, mduswe culture, and social i pact. I cach category, we
nave pienned aciivities over a fve-yea imelrame. fach dwision ard
corporate fLnction has also develoned functional plans that ref ect
DE&! amrbinors and Relp us operatonabse orgarisat onal goats

Ir recruitment and promotion, we started working wth myGwork,
a husiness commurnity for LGBT+ professionals, students and

nclus ve employe-s o help Pearson croate 2 more d verse anc
inclusve warkforce We have recruited over 690 peaple through the
platform since Seprember 2020, We contmued o develop externzl
Tertonng (a poenual cand.daes with diverse hackgrounds,

With n retention durirg 2027 we ran 12 glonal acrelerated learnirg
exper ences for speaf ¢ pools of talent Our prior ty 1alent pools were
droerse taent at gl career levels and future leacers at manager level
and below Focus areas included feading with purpase and bus ness
and mManagement shills, amorg others, More than 50% af
partcipants were female, UK BAME or JS BI2QC

I 2020, we registercc our first cohort to The McKinsey Manager
Acceleratar Prograrrme Thes s aimed at eary-:o-mig-career Black
leaders We selectec Bolz anc Prime ERG leagers who are driving cur
DE&) agenda and woLld bene”it from the programine Since ns
lzunch, we have addec <ohorts for our Asian ard Launx populatior

Globai Inclusion Weel (Giv} 1s 3 key resource 1o further our
inclusive culture, providing employees with cpporiun tes to
learn about and discLss diversity anc Inclusion nactuon at
Pearsor. In 2021, Lnder the theme Pearson Together, Strength
n Difference, we offered sessions on topics such as developing
empathy ard emnational intelligence. anc promourg a cukure
af respect amang atners

I social impact in 2027, we pegan, in partershio vath Career
Accelerator, an (GET+ YoLth Menioring Programme, connecting wim
young people from underrepresented backgrounds We willbu g an
this 11 2022 We also exparded our Corporate Disability Mentoring
Programme which ratches Pearson employees wth diferently.anled
U5 college stucents and young acults

Image rernoved




Sustainability continued

Diversity and Inclusion non-financial KPI

The percentage of civerse cardidates .n a leadership role and
succession planning for leadership reles are key measures of our
Aon-financial K21 of burlding ar irclusive culture and increas ng
diverse representation

Pearson exceedec sgccessior plan objecoves with 72% of plans
ncuding a women siecessor and 24% of plans Incducing people of
colour {target 50% women; 20% peopie of colour). Please read
maore an our response (o the Hampton-alexander and Parker
reviews on page 95,

Health and safety

Dur wrerall auprodch to heealtn and sefety 1s baseo on 150 45001 for
which we conunue G he certificaten We are currently upczlirg our
Health ana Safety Pol oy & Standards ra fully align 1o ectmues carried
QLLIr Our rew operaung divisions

During tne panderme, our tesung centres and product delivery sites
have continued to operate successfully, wirn measiures 17 place o
minimese the risk of occupauonal exposure to COVID-15 We nave
supported employees (o work remotely where possible and enabed
safe access 1o our ofices and other commercizl actvues where
required Lo meet business needs.

Gender Pay Gap

Wiork towards pay equity across Pearson is an ongomng cffory The UK
Genger Pay Gap Report hups.//plc pearsor com/ys 18s/pearson-corp/
fles/pearsonfuearson-gpg-2020-aw-26022 1 pd* provides an a nual
summary of progress as we cortirue ta evolve COmpersai on
pracuces and madude evaluation of non-UK pay status

Employee benefits

Itis vital for Pearson 1o retain and incertivise 1ts staft, ang we nffer
Frghly competiiive and attractne benefit Srogrammes Lo sLpporT our
employees. Qur programmes vary giobelly and include health
msurar ce, parental lcave, disabilry roverage, refirement savipgs,
emplayee share purchase options, commuter nenefits, taban
reimburseent and prograrmmes tha: si.ppart wellheng and work-
Iife bizlarice.

We established 2 Global Remaote Working Policy 10 promote work-hfe
balance and & more flexble way of working for all ar-payro. Pearson
employees wae e their jobs aillow for remote work or a hybrid
arrangement

inthe LS, wo oxparded bereavement leave 1o 1mclude pregrancy

loss, created 5 Pregnancy | oss and Inferolizy Suppert Policy, and
increased Fnancai &g for Adopt on arc Surrogacy oy S0%

G ermnployee resource groups (ERGS) supnort leadershup te champion inclusive efforts and oromote collaporstian and community 3cross

all Pearson people

Employee Resource Group Focus

Generslion Pearsor

Generationa-basec differences

Pearson Able

Pearson Bold

Pearson Latno hetwork
Pear’sén-FamM)f
Pearson PRIVE

Pearson Speciram

Pearson Veterans

Wormenir Learnirg & Leadership (WILL)

People with disacilities

Feople of Black and/or Afnican ancestry

Pearsan's Latinx cammun'ty

Pearson families, perents and caregrers

People Represenuing the Interesis of Minority Ethmicities

Pearsan's leshian, gzy, bisexual, transgerder, queer, gquestion.ng, Intersex people
and allies

Pearson's veterans and military personriel

wWormen at Pearsar
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Sustainability continued

2021 Progress and 2022 aspirations

Pillar three:

Planet

Leading responsibly for
a better planet

2021 Progress on key initiatives

— We reduced our combned Scope 1, 2 and 3
ernissions by 26% from our 2018 paseline that was
gdjasted for business disposals The ongoing work
we have Lndertaken e digiise our business and
reduce nur physical footprint has neen 2 ey driver
af the reduction. The imaoact of COVID-19 wall alsc
have had ar impact dye 1o internauonal mobility
restrictions anc office dlosures. howaver it has
acceleraled the changes in Fow we do business
arc the shift to d'g tal We are pleased with the
progress we have nade In digmising odr busiress

1 I
\ I

| 2022 Aspirations 1

I — Cursider remaining 1ooiont of print |

‘ products and plan addinonal achions to \

; redJce emissions further \

— Better Lnderstand the carbon impact of our !

f exible working policy, and 1dent®y acL ons :

ro tackle emissions from employee travel A

— Beuer understand the fooLonrt of our key
digiral procucts and servires

ang we are continuing to focus on this as a prior ty.
— Progress or supplier baselining and data madels

— Introduced seven data securnty and privacy
principles as foundaticn for cyber security polices

Pearson needs to contribute mare to the plaret than it takes
out Qur priorites are to achieve material carcon reductions

and 10 reduce our envirormenial footprirt. We also sirive to

Lse our capabiliz es (o educate through responsible contert

ard partnershios

Journey to net zero

We are raking responsibility in our owr operations to reduce
carban emissions — aiming for net zero by 2030 This 1s one of our
Groun non-financial KPIs

We aim (o recuce owr Scope ', 2 and 3 emissions by 50% by 2020
against a 2018 baseline’ tis was approved by the Stcience Based
largets inimatve (5B 1), 1o which we were an early sigratary

We have already taken many steps 1o recuce our Scope ” and 2
amigsions, sucn as shfung to 99% renewable energy, snd we will
continue to drive futher Scope 1 and 2 ermission savings. The key
to achieving our net zero ambitiors will be through Scope 3
reductions given they represent more than 95% of cur (clal

GHG emissions,

We are focusing our efforts on tackling emissions in our bJusiness
ardir our supply chain, engaging oJr employees in hetter
understanding their own carbon footpriat and working ta better
understand the carbon footprint of our key digtal products

and services,

Our progress

Th's year, we've rebased our emissians (g reflect business
divesutures ard have reviewed tne progress we need to make
aCrass our business 1o meet our net zero largets adjusung for
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CCVID-1% where appropnate We reducec odr combined Scope 1.
7 and 2 emussions by 26% from our 2018 baselne, and 1% &gainst
202C The arnual reduction was driver by 2 combination of our
continued smuft ‘rom pring to digital: reduction in business travel
arc employee commutng, but offsel by increased actvity In our
irdirect spend.

Responsible procurement

We are working wizn our suopliers 1o reduce the carbon emissions
from the prooucts and services we buy

Our supphers represent 57% of Pearson's 5cope 3 ermmssions,
Thrty one suppliers contribute 50% of this total, and these are
our focus. Alignmaent with our GHG strategy 1s a reguirement of
doing business with us Many cf our biggest supphers have
already set neT zero commitments, ane we are working witn our
middle-tier suppliers 1o ensure they set clear reduction targets
We are using EcoVaois to track supplier perfarmance, and our
focus 1s on joint collaboration to Improve glohal standards. We
ergaged or these areas at a global suppler forurr neld in
March 2021,

Resource use and waste

Printed books represented 24% of our CO. emissions 1n 2021
(2018 30%) the carbon ermssiors on e digital product are
sigrificantly less than the printed outpJt Our cigital
transformazion has already made a matenal contribLtion 1o
cutting ermissiors, and this will continue As we “Lrther shift to
low-carbor paper and print suppliers, printng on demanc, anc by
being closer to tne lorg taif of tne mar«et, we expect these
aoditonal steps Lo deliver a {urtner redaciions In our emissions.



Recogrising the increasing sign ficanice of dignal in all aspects of our recycled We are using the findings 1o s¢1 out new intenal guidance
] g 512 2 P ¥ g

business, we jomed the DIMPACT project. an imdusty collaboration 1o ensu-e our socks are designed 1o be recyclec
which helps us urderstand, measdre and recuce the cerbon . \
associated with cigital products Business practices

Charges In business pracuces nually brought about by COVID-1%
have contribuied to emissiors redactions Business travel and
commuung reduced as people workea from home, Enissions from
business ravel fell by 5% n 2027 In 2027, we esumateo emissons
from worang fror home and cantured thesc 1N our reporting (see
ESC Performance Dawa on page 233)

While we have & growrrg digital supply chiam, our tradiignal
paper-Dasco produdts remain a significant area of irpact. In 2021,
we purchased 29,000 tonnes of paper globally (2020, over 37,000
tonnes) Pearsen has alorg-standing responsible papes scarong
policy that sets out our preference for papers that are sodrced
responsibly {FSC, PEFC and recogmsed national schemes such as
CSA anc SFi we waill continue remote working practices where 1t makes sense
We may See SOMIC INCrease 1IN emissions from 2 recovery in rravel ag

! 51O
We nave 2lso been working 10 10&ntfy vinat Nappens Lo our books at a new normal takes hold, and we will closely menitar the effects.

the enc of therr use*ul I'fe and wha: prevents them fram heing

Our emissions data

Following Greenhouse Gas Protoca! guidance, we have now retrospect vely excluded ermissions from -elevant disposals in our base year aro histarics!
years Restalemenis for the ~elevant d.sposals s based on actual daia where avallable, such as remaval o' proderty emissions and Impast of reduced
employees and where appl.cable, paper tonnage This enables meaningful compar son of ermissions un a tke-"or-ike basis over a larg perod. Both
recalculated and reported em ssions are disclosed n the taole betow. For a full set of cata end methodology, please refer 1o our £5G performance
rzble on pages 230-241

ousl,
Woe Tepored pats 20 ax 020~ 2021*
Scope 13,057 12,209 12,500 5534 8,396
Scope 2 (Location bascd) 43,820 41,585 38,298 28385 23,333
Scope 2 (Markat based) 4583 4583 418 529 440
Scope 3 596,740 410,164 410,322 313,738 308,866
Total - Location based 659,717 452959 261,120 348,657 340,595
Total - Market based 6514380 426,556 £23.239 320,801 317,703

Intensity ratios
10 e per employee (scope 1,2 market and 3) 2 176 86 50 14.9
tCO:e / sales (scope 1,2 market ang 3} 143 8 1135 1116 950 927

5

"

Th's oata was suoiedt ta externzl independert assrance by Corporate Cuzenship The scope of e assursrce covers bur energy (consumpuon,
Scope 1,2 and 3 GHG emissiors and renewable electnic ty ddaims See our assurance statement sl. plC.pearson.com/en-GB/orpose/esgreporung

* Al celesant Stope 3 cate;

es 25 zefinec by the SHL prutgiy ave beer assessen For 10 ¢f 2ur <0, mane:s, we oy rencwaple ens gy thraagh greer energy lalllls OF ferevable
sprgy cerlibsates (RELS) 0 Te Lo Jr 1y of Censun £0on "nis geoadnts or 935 of our eleding ty use Metrodology We have repstied or all of "ne e ssio™ suurdes renlired Jrizer the
Cormpan es 06 Tre morod we Fave Lsed T zaltulaie GHT ermssions sire GHG Protocol Corparale Acccun ng ano oring Stardarc revised 2d tont usmg the Srope 2 sual
rEporing marrodoingy. ¢ her qih the laies B issior tactors 1o recogn sed publc sources NUudirg, but net [ mites te, fre < Departrent for Bus aess Frespy & Indastrial

S0 ateg; Inernal o Ereqg, Agercy the rargy Informat on Acrmir st at on, i US Ervronmer tal Protegnon Agency gne e Intg goverrmet tal Panel or J1mate Crangs The
58tz 9 The Laple b0+ Nas ceer mdenencenil, worned b, Corporare T U7ENSIp Inorg, USE MILIEES £45 Ans AN Wy LaPSJrIeion N MW and verille fual _se carverted fron
milpage i VWE Lsing BIES conversian §

W
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Non-financial information statement

The foliowing tatbite outhnes where the key conrents regurements of the non-financal mformation statement (as reauired by sections 414CA ano

414CB of the Companies Act 2006) can be found N this oocument

¥ sSIL our wepsite at bic pearson com/er-GB/corporale-policies for a complete set of relevant environmental. sotial and governarce policies Our
disclosures are al gned to globaly recogrised reporung standards such as SASB (sce page 236), 1 CHD (see page 70) Giobal Reporiing Initiztive (see
page 237). Carbon Disclosure Prgject (COP), LN Global Comoact and Sustzinable Dovelopment Goals

Reporting requirement Pearson policies and procedures

Section of annual report

Environmental matters Ermvronmemal Pol oy

Paper suurcing Policy

Employees Coce of Canduct
Human Rights Siatement
Raismig Concerns and Anti-Retaliat on Pol 2y
Healtn & >afety Policy
Diversity. Egu ty & Inclusion Staiement
Human rights Busmess Partner Code of Conduct
Human * ghrs Statement
Global Content angs Editonat Pol ¢y
Modern Stavery Statement
Safeguarding Princoles
Social matters Human ghts Statement
Anti-corruption and bribery Coce of Conduct
AnL-Bricery anc Corrupuon (ABC) Palicy
Raising Concerrs and Ant-retahation Policy
Gifts ana Hospitaligy Policy
Policy embedding, due diligence

and outcomes

Description of principal risks
and impact of business activity

Description of business model

Non-financial key performance
indicators

Sustainable Business Strategy pages 40-45;
pages 52-53, pages 230-237

TCFD Report. pages 70-72
Our People: pages 4-5; pages 40-13. pages 4857

Diversity and lrclusion pages 4-5, pages 40-43;
pages 48-51

Human ngms: page 43
Our customners pages 60-03, pages /3-111

Qur People. pages 4-5, pages 40-43, pages 48-5°

Susteinable business strategy pages 40-54

Gavernance pages 101-111

Ris«< Governance: pages 60-69

Sustanable business strategy pages 40-54
Risx Governance, pages bl-69

TCF2 Report nages 70-72

Our business model pages 20-21

Our stakeholders: pages 16-19

£S0G Ferformance Data pages 230-241
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Financial review

Strong financial
performance and
building growth
momentum

image removed

"We delivered a strong Group
performance in 2021, with 8% undgerlying
sales growth and adjusted operating profit
of £385m. With a lower interest charge
than previously expected of £57m and a

tax rate of 20% we delivered an adjusted
EPS of 34.9p, up 22%."

Sally Johnson, Chief Financial Officer

Financial summary

Business performance

feloes 021 2026 —esdimegoes | Cidgowh  Unserbieg groad
Sales 3,428 3397 9 7% B
Adjusieo operating profit 385 313 23% 33% BEY)
Operaung cash fiow 388 315

Adyusted earnings per share 34.9p 28 7p

Net debt (350} (463)

Statutory results

£rellory 2021 0% —eading growth ClRgrowtt  Jnderly ng growh
Sales 3,428 2397 1% 7% 8%
COperatung profit 183 411
Profic for the year 160 310
Cash generated from operations 570 450
Basic earmings per share 21.1p 41.0p
Dradend per share 20.5p 1958

TrrGuErau™th L secuor & Sronek rotes are siaen om g~ anded mg bass urless oorery se i e0 Lraerlyng Cowin r@es surl L 0. cLrrency Movenens 20 partfalc charges, B The
£ g EL ¥

‘Laznsss perfoe atre Measures are noP GAAF MEas.res, ang reconTliBig s 16 e egy alent slErulory Peaoing Lnder 1535 are nriudeg i the fngninel key perlorman o ndicatars
SETHOT OF Dages JPL-Zif £} LO7sIar: eXCEnde rares ave caltula es by ssLrm g ThE suprage TF nibe pner yess prevaled irroogh ne tutrenT pear
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Financial review continued

Operating results

Sales incegasec on a headline basis by £31m or “ % from £3.397r 1n
202010 £3.428m ir 2021 and ad usted operating profit Increased by
£72m or 23% from £ 213m in 202010 £ 335m 1r 2021

The headline basis simply compares the reported resalts for 2021
with those for 2020 We also present sales end profics an an
underlying basis which excluoe the effects of exchange, the effect of
portfolic changes arising rom acguistions and cisposals and the
impact of adopling new sCLounting standards that are Not
retrospectively applied. Our porifolio charge s calculated by taking
account ef the contribuuon from acquisinons and by exclucing sales
ard profits maoe by businesses disposed in either 2020 ar 2021
Fortfolio changes mainly relate 1o the sale ot the Pearsor Insttute of
Higher zdutaton (PIHE) n 2027 the sale of the K12 S stemas
tusiress In Brazilin 2021 and the sale of gur remair ng INterest N
PergLin Rardom Holse ‘nrhe first half of 2020 Acguisit ons,
ncluding Spathight anc Faethm un 2021, had only a smatl impact on
reported sales and profits

Underlying sales for the full year 2027 on a civisional basis were up
18% In Assessment & Qualflications driven oy the strergtn of
Pearsar YUE, Clinical Assessment and S Student AssessTent,
following & ~ccovery from COVID-19. Underlying sales grew 11% in
Wrtual Learning due to strong enrolmer growtk 0y riual Schools
In the prior academic year (2020-21) Englsh Language Learnirg
Lnderyirg saies grew 17% for the full year gue 1o COVID-19
reccvery in both irternational courseware and PTE, where volumes
grew compared 1o 2020. Workforce Skilis underlying sales grew 6%
with strong growth m GEO and Talenilens and growih in BTZC and
Apprenticeskips Higher Sducation underlying sales were down 5%
‘or the full year, Growth in Canadian and UK -igher Ecacat om
CoLrseware were more than offset by a 6% decline r US Higher
Educaton Courseware driven by a declime in enrolrments and
courses per enrolment ccmbined, as well s price pressare cue 10
the mix shift from pring ano bundles 10 e-text and plarferT, and
lawer Tonetisaton

.’\i\rhg(,'f:; nirikons 2021 202

Operaung profit 183 411

Add back Cost of major

restructuring 214 -

Add back Intangible

charges 51 20
Add back: Other net gans

and losses (63) (178)
Adjusted operating profit 385 313

On an underlying bas's, sales ncreasec by 8% n 2027 compared Lo
2020 and adjusted operating profit ncreased by 33%. Carrency
movements decreased sales by £206m and cecreased adjusted
aperating profit by £30m Portfolio chaniges decreased sales by £2/m
ard decreaseo adjusted operating profit by £1m. There were no new
accounting standards adopted in 2027 trat impacted sales or profics

Adjusted operaung profitincludes the results from discontinued
operations when relevant but excludes intangible cnarges far
amorusation and imparrTent, acquisiion related costs, gains and
tosses ansing from acguisitions and disposals and the cost of major
restructuring, A summary of these adjustiments 15 included below

In Marck 2027 the Group annourced & mra:or restrucluring
programme to run pnmarily in 2021, The programTe includes the
regrganisation of the Grodp into five glagal business dvisions and
the simplficanion of the Groun's property portfolio The
restructuring costs in 2027 of £214m mainly relate o the
impairment of r ght of use property assets, the write-cowr of
procuct development assets and staff regundancies, There were
no costs of major restructuring in 2020.
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Intang e amortsanion chargesin 2027 were £51m comparec (o 3
charge of 280m i 2020. This reducuon is due o & decrease ir
3CQU sILgr ackvity In Fecet years and additional iniangble charges
which were recorded i 2020 and are not repeated ir 2027

Oiner net gains and lasses in 2027 largely relate (o gains from the
disposal of PIHz and the K12 Sistermnas business in Brazi: offset by
rosts related o the acguisiton of Faethre and the wind down of
ceriain strategic review bus nesses. in 2020, other net gains and
losses largely relate to the sele of the rernalning INECrest in Pengam
Rancomr House

The statdrory operanng pofit of Z183mr 2021 compares Lo 3 profit
of £4117m 'n 2020, The decrease ir 20271 s mainly due 1o the gain on
sale of Penguin Random | louse recognised 11 2020 and restrucicr ng
Losts In 2021 ofser by improvec trading profits, redacea intangible
charges and gains on the 20217 business cisposals

Net finance costs

Net interest payable reflected in adjusted earnings in 2021 was
£57m, compared to £6'mip 2020 The decrease s mainly due o &
reducton nintcrest payable on lease labihtes followng e d sposat
of PIHE

Net finance income relaung to -etirerent benefits has been
excluder from our adjusted carnirgs as we believe the incarre
stalement presentation does rot reflect the economic substance af
the urderiying assets are labilines Also induded in the statutory
defimiman of ret finance costs (but notin our adjusted measure) are
Interest costs relating to acquisition or cisposal transactions, foregn
exchignge and other gairs and losses on cervatives, Inserest relaing
1o acalisition or d spasal iransacuons s excluded frem adjusied
earnings a5 T1s corsidered part oF the acquisition cost or Cisposal
proceeds -atner tnan being reflective of the underlying finanang
costs of the Groun. Foreign exchange and other gzins and losses are
excludee from adjusted earnirgs as they represent shart-term
fuctuanons in market value ana are sLbject to significant volatility
Orher gains and losses may net be real sec in due course as itis
normally the mgention 1o hold the 7elated NstrUMents Lo Maturnty.

In 2021, the total of these items excluded from adjusted earmings
was Income of £31m compared tw income of § 4m in 2020 Met

f nance iIrcome rela: ng .o reurement benefits decreased fromr £6m
N 2020 1o £4m1r 2027 reflecting the comparative fanding pes:tion of
the plans at the beginning of each year and nighe- nrevailing
discount rates In 2027, fmance incorre of Lom relaung to the
revaluation of the US K12 disposal proceeds was recorded and there
were gains on long-term interest -ale hedges and foreign exchange
gaIns on unhedged inter-compzry 'oans ara cesk and cash
equivaients In 2027 compared to 2020

fmlors 2021 B 535
Net interest payable {57) 61)
Finance income In respect

of retirement benefits 4 3]
Fair value remeasurement

of dispesal proceeds 6 26
Other net finance costs 21 28)
Met finance costs (26) {57

Taxation

The effective tax rate on adjusted earmngs in 2021 was a charge of
19.5% compared to an effective tax rate charge of 13 7% in 2020
The increase in the effective rate is mainly gue to a benefic from the
release of 3% provisions due 1o the expiry of the relevant statute of
imiation which was recoraed in 2020 and 1s not repeated in 2021

The reported tax charge on a statutory basis in 2027 was a credit

of £3m (1 8%) compared 10 & cherge of £44m {12 S%) in 2020. The
principal reasons for reduction In the tax charge are the benefit
recewed from the revalustion of deferred tax assets fallowing the
Increese I the UK tax rate from 18% [0 25% together with a benafic
from & change in ltalian tax law.



The Budget In March 2027 announced an increase in the UK
corporalion 13x rate 1o 25% witk effect lrom 3 Aprl 2023 This was
substantively cnacted on 24 May 2041 The UK corporanun tax rate
ncrease has resulted in an nerease of £27-nm the UK deferred tax
habihty assocated with the UK Group pension plan asse: pas uon,
which has been recognised n other comprehensive iIncome, together
with a £25m increase in WK deferred tax assets, which has been
recogrised in the income statement. The UK corparation fax rate
change 1t benefical 1o the Group's statutory tax as it increases the
value of certa LK tax artnbutes of the Group such as 13% Josses and,
as noted above, reduces the overall statutory tax charge.

Operating 1ax paid in 2021 was £60m (2020 £10m) 11 2020, tax paid
was irnnacted by refurds receved ir the US and UK relating to
histonical periods, Nor-operating tax pad was £117m in 2021 (2020
refund £12m) of which £37m relates 1o the ongoing EL Commssior
nvestigation into whether certair aspects of the UK 1ax system
const tted State Aud (see mote 34 10 the Ninancial staternents for
further detais) 1he Group expects to recover the funds i due
course. The £97m s recagmised as & nor-current 12x asset

A net deferred tax asset of £17m 1s recognised m 2027 compared lo
a et £30m deferrep tax hability in 2020, The movernent s prunanly
due o the unwind of deferred tex iabihiues The current zax creditor
prinaipaly ransists of provisions for tax uncerta nbes There are
conungent laniliies in relation to (3x as oJthred in nae 34 to the
Anancial statements

Earnings per share

Adiusted earnings includes adjusted operating profit and adyusted
A1ance and 1ax charges. The reconcilhing items between the starutory
InpuUts Lo earmings per share ard the adjusted Mpuls are discussedn
the prev.ous sections

Adjusted earmngs net share 15 34.9p r 2021 compared 1o 28 7p
2020 Thencrease s primar ly dver by &nincrease in ad usted
operatng profit, a reductonir net firance costs offset by an ncrease
n the adiusted effective tax rate,

Financial expectations

Statutony earnings per snarcis 21.1p1n 2027 compared 1o 41 0o n
2020 Tne decrease n 202115 mamly due to a reduction in the
statutory profit &s a result of the gam on zaie of Penguin Randomr
House recognised in 2020 and rest-uctuning costs n 2021 offsel by
improved trading profits, reduced ntargibie charges and gairs an
the 2021 business disposa's In additicn there were increascd
finance ¢osts and tax charges i 2020,

2022 outlook

We are con'ident of further Group revenue grewth, with adyusied
operaturg profit, nterest and tax expected to be 1 line witin current
market expectations Or 3 divisional basis we expect.

— Assessment & Qualifications -ever Je growth of low 1o mia-single
digits with strong margins maintained

-— Growth in Virtual Learring revenue wth low-single digit growthk in
virtual Schools and Figh-single digit growth in Orline Program
Managerrent (OPM)vazn further margin excansion through
operanonal efficency improvements ir QP

— Enghsn Language Learning revenue growth of md-single digits
This division continyes to recaver from COVID-19 witk further
margn Impr overent expected

— S gnificant rever.ae growthir Warkforce Skills underpirnec by the
SCU sinons of Faethm and Credly Margins will be brezk-ever as
We InvesT to dccelerare Erowtn.

— Higher Fducatior: revenue to decine, but oy less than [ast year,
witk margin stabilisazior reflecung cost efficiencies. We expec:
errolments to decline, but at @ lower rate than e 2021, althowgh
that could Improve, We also expect pricirg pressure to conymue
due to the sh f ‘rom onint 1o elBooks srd Pearson-, and from
bundies to digstal only, offset by recapture of the seconcary
markel

Inzhe longer term we expect the Crouvp 1o achieve mid-single dign
revenue CAGR from 2022 1o 2025 and for srnargins o remain
reiatvely stable in the rear termr. as we invest (o drive grown,
improvng oy 2025 o mid-reens

The tacte below shows our financial expectat ons for 2022 and
beyonc by division

52_1 revenue

Margins 2022 cxp% i

segmer (Em) 2021* Revonie

Low o

Assessment & Qualificatons 1,204 18% mig-single digit

Low o

Virtual Learming 713 4% mid-single digic

Mid-single

English Language Learning 238 6% dignal

Existing business:

Mid-high single digit

>40% for Faethm

workforce Skills 172 16% anc Credly

Down less than

Higher Educaton 849 9% 2021
Strategic review 252 9%

Group 3,428 11% Growth

* Adjsted speratmg portirang tr

20ZZ erpectat 07 s

Margime*

Maintained
Incrementai
mprovernent in
virtual Learning
due to OPM
efficiencies
Improvement
versus 2021

Break-cven
Srabihsatior

In Line wirh market
expectations

resenye CAGR
202210 2025

Low o
rid-single digre

Mid-high
single digit
Mig-high
single digit

2025 revenues
maore than dauhle
2027

Law to mid-singfe
digit

Mig-single
digit

Margirs 2225%

Maintained

Low double digit

Mhd-teens

Low double digit

Mig-teens

Mid-teens
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Financial review continued

Other comprehensive income

incluoed in other comprehensive income are L-e net excharge
differences on translznon of *oreign aperatiors The loss on
translation of f&mr 202% compares to aloss ir 2020 of £109m The
loss i 2021 ar ses due 1o the strengthening o the LS dollar being
offser by the weakening of other carrenc es used by the Groap. A
significant proportion of the Graup's operations are based in the US
ard the US coilar strengthened in 2027 from an ocpening rate of
£151.37 o3 closing rate at the end of 2021 of £7 $1 35 At the end
of 2020, the LS dollzr had weakered from an operirg rate of
£1513210a closing rate of £1.$1.37 and this movemnert was the
main reason ‘or the loss in 2020.

Alsoircluded 'n other cormprehenzive income in 2027115 an actuarial
gar of £149m in relation to retirement benefic obliganions of the
Group. The gain anses fror the favourable impact of cnanges n the
assumptions used to value the sahiites in the plans and in partcular
movemerts In the discount rate Tne actuanal gair n 2021 of £145m
compares to an actdarial loss 10 2020 0" £23m. There s a £61m tex
cnarge related 1o retirement berefit obligatons recogr:sed in other
camprehensive Income, which s primarily driven by the change in
the LK carporation tax rate from 19% to 25% 11 2023 increasing the
deferred tax habuity Meid on the balance sheet,

fairvalue gairs of £24m nave been recognised 'n other
comprehensive Incorme and relate to rmovements in the value cf
Investments in unhisted secunties held at far value throwgn other
comprebensive incame In 2020, fair value gains of £74m were
recegrised in other comprehensse ncome

In 2021, £4m wes recycled from the corrency transialion reserve (o
the income statement N relalior w busnesses disposed m 2020, a
loss of £70m was recycled ‘rorr the currency ranslation reserve o
the income statement n relaon ro the disposal of Pengun
Random House

Cash flow and working capital

Our gperating casn flow measare 1s ar adjusted measure used to
al'zn cash flows with our adjusied profit measares (see note 33 to
the fnancat stetements) Operaung cash inflow nicreased on a
Feadline basis by £73m from £315m in 2020 10 £388m 1in 2021
The ircrease 1s largely explainec by the drop-through of increased
operatng profits and an imptovemnent in net working caoital
{including product development) offset by an increase in

rapital expenditare

The eawvalent siatutory measure net tash generated from
operatons, was £570m in 2021 compared Lo £450m in 2020
Compared 1o operating cash Tow, th s measure ncludes
restructuring costs but does notinclude regular divdends from
associales. It also excludes capital expenditure on praperty, plant,
equipmert and software, ard additions 1o right of use assets as welt
as disposal proceeds ‘rom the sale of property, plant, equiprrent and
r ght of Lse assets (including the impacts of trarsfers to/from
investment in fnance lease recewable) In 2027, restructuning cask
outflow was £24m compared to £38m in 2020

In 2021, there was an overalt £176m decrease in cash and cash
eguivalents compared (o an increase of £675m in 2020 The
decrease in 2021 15 primarily due to repaymen:s of borrowings of
F167m, dvicends paid of £149m, tax paid of £777m, interest
payments of £67m, capital expenailLre of £176m, acquisitions o°
£69m and repayments of lease hzbilities of £88rn. These were offset
by the cash inilow from operations of £570m and proceeds from
disposals 0* businesses and investments of £137m

Working capital provsions continue g be an area of facus for the
Group In the light of the impact of COVIR-15 on trad ng, 1IN part cular
the adeqacy of inventory and bad debt provisions. Reducuons i1 the
totdl level of Inventory held by the Group are driven by the digita! first
strategy and the resalting reductionin physical product "he increase
In trede and other labilties held by the Group 1s driven by Tming
differences which have increasec deferred income, an increase in
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accruals relared 1o severance and tne recognitian of aeferred
consideratior N ralation to acqusinors made n 2021, The ircrease
Ir tradle and otner recewvables beld oy the Group 15 driven by revenue
growrn wh 01 has increased debrors despite strong collectiens end
an overall reduction In the bad cebr provision

£ mllors T 2021 2070

Net cash generateZ from

operatans 570 450
Divdends from joint

vertures ard asscostes - A
Capial expenditure on PPE

and software (208) (195)

Proceeds frem sale of PPE

(n¢l disposal and transfer

of leased assers) - 18
Add back. costs paid for

major restructunng

projects 24 38
Operating cash flow 388 315

Liquidity and capital resources

The Group's net gebt reduced from £463m at the erg of 202010
£350m at the end of 2021 The decrease is largely d e 1o pesitive
operaurg cesh flow and proceeds from disposals af businesses
partally offset by tax, nterest and divdend payrments Tax payments
2021 include amounts related to Srate Aid which the Group
expects 1o recover Ir due codrse.

In May 2021, the Groap repaid the remaming £195m of its €500m
Earo 7 85% notes., InJune 2020, the Group completed the 1ssuance
of £350m gLararteed notes matunng 4 June 2030

Netl deot

Cwmdors T 2 202
Cash and cash egquivalents 937 1,116
Investment in finance

leases 115 130
Dervatve financial

Instruments (2) 1
Bank loans and overarafis - 13
Ronds (767) {965)
Lease labilites {633} {752)
Net debt {350) (463)

At 37 Decerrber 2021 the Group had avallable hquidity of c£1.6bn,
compr sing central cash balances end iis undrawn $1 19an Revolving
Credit Fachty (RCF). In “enruary 2022, the Group rencgotiared 1ts
RCF, extending the matunty of $ibn o the facility by one year 1o
February 2026

In assessing the Group's wabliny for the five years to Decernber
2026, the Boarc analysed a variely of downside scenanos including a
severe but plausible scenario where the Group 1s impacted by af!
principal risks from 2022 as wel! as reverse stress tesung to dentify
what would be required to either breach covenarts or ~un out of

g idity. The severe but plausible scenar'o modelled animpact from
risks whicn 1in aggregate were significantly grealer than anythirg seen
1N 20271 continuing throughiout the five-year per.od.

Even dnder a severe downs.de case, the Group would maintan
comfariable hquidiny headrocm and sulficient headroom against
covenant requirernents during the period under assessment even
pefore modelling the mitigating effect of actons that managerent
would taxe In tre event that these downs de r sks were to crystallise
Ihe cownside scerarios assume that the RCF will be available
throughodt the period 1o 31 December 2026.



AL 3T December 2021, the Group was rated BEE- (stable outlock)
with Fitch and Baa3 (siable outoax) wth Moody's

Post-retirement benefits

Pearson cperates 2 varety o pension and post-retirement plans,
Qur UK Group pension pian has by far the largest defired benefit
secuon. We have suma smaller aefined pencfit secuonsir the US
and Carada but, cutside the UK, most o our comparies operate
defined contribution plans

The charge to profitin respect of warldwide pens.ons and post-
ratrement benefits amounted 1o £58r 11 2021 {2020 £54rm), of
which & charge of £62m (2020 £60m) was reported in adjusted
operanng proft anc income of £4m [2020 £6rm) was reporiec In
other net f'nance costs The slignt increase in tne operaung charge In
2021 15 mainly explainec by curtalments recogrised 1q 2020 which
are not repeated in 2021,

The overall surplus on UK Groun pension plans of £470m ar the end
of 2020 Fas increased to a surplus of £A37m at the erd of 2027 The
imcrease has arsen pr nopally due to actuarial gains which arise from
the favourable impact of changes i the assumprions used 1o value
the liahilities in the plans and In part cular moverrerts nihe discownt
rate I total our worldwide et positian M respect of pensons aid
other past-retrement benefits iIrcreesed from a net gsset of £325m
atthe end of 202010 a net assel of £4777T at the end of 027

Businesses acquired and businesses dispased

In Septembier 2021, the Group completed the accuwsition of 100% of
the share capitat of Feethm Holdings Pty Limniied (Faethmy), having
already held 9% of the share capital previausly. Total carsideration
‘or the acquisition was £65m campr sing cash consideration of £43m,
fom related 1o the Group's exisung nierest ir Faethm and £10m of
contingent corsiderauon payakle in two years Net assets acguired of
£2/m have been recogn sec on the Groun's balance shest incuding
£27m of scquired ntang ble asseis. Goodwill of £38m has alsc been
recogrised in relation 1o the acqguisinian

In 2621, the Group also made two smalier acquisiions for cotal
cons peration of £51m ang accured interests n two assoc ates,
SmasncLt are Academy of Pop, for total conssderat.on of £17m
Therg were no Significant acquisitions in 2020

The cash outf owin 2021 relaung wo acquis tons of sutsidiar es s
£55m In additen, there 5 a cash out’low relating To the acguistion
of associates of £70m and irvestments of L4m [0 2070, the cash
ourfiow In relation 1o acquisition o° subsidianes was £6m which
related 10 prior yeas acguisit ons, and the casn outflow n relat on o
acquisition of invesiments was £6m

In March 2027, the Group annaunced the sale of its interesis ir K12
Sistemas In Brazil, The szle completed on 1 Ocrober 20217 for
R&739rm realizing a gan on disposal of £84mn 2021

In March 2027, the Group announcen that it was launching a
strategic review of s interratonal courseware Yocal publisning
businesses The strategic review 15 progressing 0 ine with plan Tre
reiared assets have been assessed in lignt of IFRS 5™Non-current
Assers Held for Sate and D sconunued Operayons and t1ey do not
meet the critena 1o be cassified es neld for sale

In Novermnber 2020, the Group anrounced (e sale of [tsinterests n
PIHE in South Africa, At tne erd of December 2020, the assets and
liabilities of PI-iE were classihies as helo for sale 01 tne balance sheet
The sale completed on 5 February 2021 for nominal considersticn
rezlsirg 2 loss on ¢ sposal of £5min 2021,

In Decernger 2019, the Group announced the sale of its remaming
25% interest n Penguir Rancom House. The busiress was sold at
the beginning of Aorl 2020 for $675m realising & oretit of L180m.

The cash inflow n 2021 relat ng to the cispasal of busimesses of
F83m rmanty relates 1o the disposal of the K72 Sisteras business
ard deferred nrozeeds “ram the JS K12 Caurseware sale n 201G

offset by tasn disposed wicth PIHE and atner disposal costs, In
addton, In 2071 there 15 a casn inflow o F48m relating To the
disposal o' certair Investments held at fa r valte througn ather
comprenense mcome The cask nflow in 2020 of £631m manty
relazes 1o the Jisposal of Penguin Rendom House and the deferred
proceeds from US K12

Dividends

The dradend accoanted “or N our 2027 finaraal statererts totaling
£748m represents the final duicend inrespect of 202012 5pg ard
rhe imenm dividend for 2021 {6 3p). We are proposing a fnal
dnedend far 7021 of 14 2p bringmg the totai paid and payaste
respect o 2027 to 20.5p. This firal 2027 diidend which was
approver by the Board n February 2022, s sJbjecr (o doprovg! at the
forthcoming AGM and will be charged aganst 2022 profits. For 2027,
the dividend = covered 1.7 Umes Dy adjusted earmings

Share buyback

On 24 February 2022, the Beard approved a £350m share buypack
pIograrmme 10 order (o return capital to sharcholders 1he
programre will commence in 2022 Tre shares bought back will

be carcelled and tne narmnal value of the shares will be ransferred
to the capial redemption resgrve.

In 2020, approximalely 30m shares wele bought back and cancelec
at a cost of £176m. The nomingl value of tnese shares, £7mM, was
transferred (o the capital redemplion reserve

Climate change

The Group has assessed the mmpacts ¢ cimate change on the
Group's fingnoal statements, The assessmen: chd not dentfy any
matenalimpact on rhe Group's significant judgements or estimates,
the recoveraby ity of the Group's assers at 31 Decerrber 2021 or the
assessment of going cancern “or the pened to June 2023

Post balance sheet events

On 28 January 7022, the Group acquired 100% o* the share capita in
Credly In¢, nawvirg previcusly heic a 19 9% nterest in the corpany
Total cons deranon 1s L5200m comonsing upfrent cash cons deranon
of ¢$742m, Pearson's existng interest vaiued at ¢s42rm and ¢ 16m of
deferred corsideraton Net assets accured will mairly comprise of
zcguired mtangible assets.

In January 2022, the Group receved $117m i relation 1o full and
final nayment of the rema ming recevable nalance which a-ose on the
disposal of the US K-12 business in 2015

In February 2022, the Group renegotiaed Its revolving credit
facihity, extending the matunty of $1br of the fadl ty oy one year 1c
February 2026.

On 24 February 2022, the Beard approved a £350m share ouypack
programme - omcer (o return wapial ta sharehoicers 11e
programme will commence 1n 2622
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Risk

Risk Governance

Effective risk management is essential to effectively
executing our strategy, achieving sustainable
shareholder value, protecting our brand, anc ensuring
good governance.,

tmage removed
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The table below sets out the Group's governance structure for risk.

Pic Board (Oversight)
— Responsible for the Group's strategy
— Approves the annual budzet and 5 vear plans

Audit Committee (Oversight)

— Prowvides oversignt and assorence Lo the Board
concern.ng the irtegrity o° the company's
orocedures for identifying, assessing
managing, and reportrg or risk

— Monitors and evaluates 1he Groups camphance
and nsk managemert pracesses and cortrol
orograrmimes

— Approves the Gro.up Risk Managerment
Framework

— Approves Internal audit plans

— Determines rick eppetite i fine with Group sirategy
— Conducts targeted reviews om hey t sks

Reputation and Respensibility Committee (Oversight}

— Corsiders the rompanys impact on sonely ard the
Lommunities N which Pegrsen opertes, incudieg
ensuring that fis< management processes are I place
[0 marage relevant risks

Executive Leadership (Assessment and Miugation)

— Comprises tne CEQ, CFO, divisional pres dents znd
furcnonal heads (ncluding firanre strategy and
technology, Direct to Consumer, iegal and HRY

— Accountable for ensuning that r sks are mingated in re
with Fisk appetite

— Responsible “or the execution of the Group's sirategy

— Resporsile for rev ewirg ang approving the prircipal
risks. mitigaton plans and contrnls

Group Risk Function (Support and Report)

- Prepare the nsk managemen: framewor <

— Maintain the Group ris< reg.ster and the list
of principai risks

— Review risks weih divisions ta assess and monitar
rISK exposures

— Prepare a consolidated rskovew for the bxecutive
Leadershg

— Provide oversight over group sk manzgerment actiaty
— Reuvort to the Aucit Committee on nsks

Senior Leadership (identify. Assess and Mingate)

— Serior leadership within each business vall be
resporsible for implemenong the risk
milgauons and reporing on the ret sk

Risk commiuees withir each dwision assess tne
prncipal risks snd implement ‘urtker sub-
commitiees as appropriate for division-specific
exposLres

Technical specialists (|denufy, Assess and Mitigate)

— Funchional leaders are supnorted by technical
spec 8lsts who are recponsible for risks that -eguire
rorporate gversight

— Dwisions are supported by expert risk management
reams thar provide cperzational support, guidance,
policy, advice

Risk Management Experts (Miugation and Assurance)

— Fmancial Functions, Comphance, Contrals, Legal

Personnel across the cormany a-e trained ir risk manzagement o idertfy. assess, Titgate and escalate

The Baard s ultmarely responsitile for review ng managemen<'s assessment of the Graup's orrapal risks srd seting the Group's

r'sk appeute

The internal
audit function
(Assurancej

The interna! audi
funcuor s
responsible for
provdmng
ndepencent
gssurance Lo
managemen:

and the Auort
Commitiee on the
design ard
efectveness of
internal controls, to
migigate strategic.
firancial,

operar onal and
comphiance "izks
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Risk continued

The Audit Committee has the oelegated respons-bility far reviewirg
the eftectivonens of 1he Groun's procetures (or the identification,
assessment, management, anc reporung of risk

Risks are menaged at a divisicnal level, Dvisional Presiden.s,
sLpported by techrical experts either wirnin thetr diisior or
vperating ir one of the certral centres of experuse, are ultimately
responsiole for ther dmsion's risks.

Each drasion’s leadership tearr regularly reviews 1is 1 sks and
congucts r gOf ous risk reviews when LUTTW’TIISS\UTTHIg new pmduc[s
ard services Risk reports are shared with key sta<eholders, includ ng
the Erterprise Risk Management tearm, and arc d scussed at Pearson
Exerutive Managerment team meetrgs,

Farh divsion s expectoc [0 prescrt an overview ol 1 risk register to
the Audit Comm.tee at ieast annuelly arad o provide a ceep dive on
key nsks, supported by central nisk team experts as required Deep
dwve sess ons are also held watn enterpnse-wide functions such as tax.
trezsury and cyber security.

The Audit Committee uses these deep dive sessions (o understand
the rigour a“ mznagemerts *isk scznning ane to chalienge any
Judgements be ng made 1IN response Lo risks.

The Internal Audit tearmn prowvides independent assurznce 1o the Audit
Committee on the effectiveness of irternal controls It plars mternal
zudits ahgned o Pearscn’s greatest areas of idenufied risk, and ine
Audt Commitiee conducts a review of any ssues and risks that anse

Risk environment

The Group onerates in markets in content, assessments and

qualif cations where 1t has hele leading posikione over several years
ardwhere the nasinesses and markets Nave progressively become
rmo-e digical Growth ir the Group's Virtual Learring offering witl come
rmainly from Orlne Pragram Managemens, but also due to increased
demand for Virtual Schools drven by a strorg national brand and
significant scale,

The strategy for Englst Language Learning and Workforce Sxills sees
each significartly expand in scaie end scope beyord the currert
oferings, For Friglish, while we farther build our direct to consurrier
strategy, the keys 1o our success w il come [rom wirning in our other
segments, especially fugh staxes assessrents For Warkforce S<lls,
successwill be contingent an our abik tv 1o provide emplayers wath an
end-io-end solutior, powered by our ability 1o assess and verifv skills.

Factors affecting the markets 1n which the Group operates include
ncreasing choice among digital learn ng providers, technological
cnange, and the level of education tition, fees. The Group seeks 1o
maximise the opportunities ram changing market condiions while
halanarg these with appronrate monitoring and uncerstangd ng of
associated nsks

Risk identification and monitoring

Qur risk Identification processes follow a dual approacn Firstly,
alon-gown view which considers strategic nsks relevant across
the whale of Pearson Secondly, a bottom-up approach ar

a dvisional level which idenufies all nsks faced by & division these
are highl ghted in manzagement reporting and n each dmsion’s
five-yrar pian

Detalled interviews are conducted twice a year with cach division to
ass st with risk assessment anc management, R sks are then rarked
accocding ro ther likely impact as princpal nsks, significant near-term
risks. emerging risks, or other risks.

Classification as principal risks, significant near-term
risks, and emerging risks

We define our prncipal nisks 2s those which could have a significant
and ongoing effect on the Group's valuation by redudng the demand
or profitability of ts products and services. Effective management of
these risks s essential to executing oJr strategy, achieving ststsinable
shareholder valug, mantaining cur reputation, and ensuring good

image removed

governance, Thney do not comgrise all the nisks associared with our
business and are rof set oJt e prionty order. Acdivoral risks not
known 1o rmanagement, or currencly deemed to be less material, may
3lsc nave an adverse efiect on oJr bus ness

Significant near-term risks are r.sks which could nave 3 significant
near-term cash impac ar a¥ect the Group's short-term results but
would not be expected Lo have a significant additional ongoing effect
on company vallaton

Ernerging nisks are nsks wh ¢n we believe are well mingated i the
snart term but may represent a signilicant future opportunity or
threzt These ncluce company-specfic nsks and rsks afectirg the
MACro-econory.

Principal risks
During 2021, the Board of Di-ectars undertoo< & “obust assessment
of the curren: nsks facing Pearson, in acccrcance with provision 28
of the 2018 UK Corporate Goverrance Code. These wcentified the
following as Principal Risks, 25 well s a number of Emerging Risks
anri risks whuch while more modest cosld have a Signricant
Near-term Impact For each of our prncpal risks, the rables below
idertify
— the change in the nck over the last 12 months
— moverrent and cutlook for thal risk
— management aCLoNs
— the link between the r sk and the Group strategy
— ournsk tolerence
— examples of the nisk
— risk’cartagion’, s e the extent ta which issues 1” 01 area

could i turningrease the rskinother ereas
— rskvelog 1y, e an i dicaton of tne speed at which a nsk

could mater ally iImoact the Group



. |
Accreditation Risk

Description Termination of accreditation due to policy changes cr fallure to a ntain the accrediraton of our courses and
assessments from states, countries, and professional assocations redudirg therr eligihty for fundng or atlractvengss
for learners

Movernent and outlook 1he risk has increased (o a moderate level, primanly resulnng from external faczors, paroculary ncreased global

polucal risk ard some anu-lesung senument Tne nsk 15 expected Lo reman at a similar level {or the next 12 months as
governments review their practices 1n the wake of COVID-19 and popal st pohticsl pressure remains n key markets
Management actions 1. Cantinue to evolve and enhance secur ty. data arc governgnce standards to prescrie st
2 Extend our interim ofering (Transcend) to be 3 K-12 assessmert system, complementary acquis tons (MZD and
Sporhght) to sLppor: movement Into distrch partnersn o market.
3. Cantinue 1o grow full-senace offer.ng, indudirg on-sercen capabilities wroning and onlre proctornng. This nelps
ensure relevarce by helping to shape change in response (o consumers' needs in the global assessment markel.

Link to strategy Ensu-ing we ¢an paric paie in salisfying the growirg reed for accreditatior. and certification,

Risk tolerance Low ~ Pearson sceks to operate 'n stabie, well-regulated markets wirh known recurements (o be acerediced and then
has g law tclerance for taking risks which may risk that accreditation

Examples of risks Poliucal and regulatory

Risk contagion Accredtaton risks are ikely 1o have a inancial impact bur keve imined nsk of contagion

Risk velocity If there were 1o pe major Iong-term changes nregulanon, Us likaly tat these would orcar over alonger period

- raore li<ely 1o mpactin three-frve vears' ume

Capability Risk

Description Irability 10 Meet our contractdal chhgations or (o ransform as required by our sirategy due to 1nfleastraciure or
orgamisational chellenges

Movement and outlook 1he nsk has increased cver the last 12 months Thss due to ircreases ir strateg < nsk and external factors Execution
risk assoc.atec with delvering the Graup's new strategy and increased comoetuon lor Lalent, espec ally nthe
tech nology space have Increases the ris<

The risk 15 exnected o remzn: at a similar elevated level for the next 12 manths as key new reguirements of the new
strategy are implemented.
Management actions 1. Each dwision conducts ongoing reviews of its <ey systems and implements updstes and remedies where necessary

2. Tre Group has been reorganised inio five pusiness divsions o provide greater autonomy are 1o allow the
allocat on of resources 1o the areas of greatest need

3 The Group mannors employee Ne: Promotion 5cores through quarterly pulse surveys anc has a significant focus
on learning and development 1o nelp retain key talent

4, Acgulsiions = Jch &s Faethm have been Made 1o build the Group's tapability m key strategic areas, such as
Workforce Skills
Link to strategy Capabiity relates (o the three priorities to unlock growth,

— Cansumer-focuser and data-led epproach
— Portfolio and o-garisauoral structure
— Talertanc culture

Risk tolerance Medwm - tne Groun airs 1o ensure i has the capab ity 10 delver strategic object ves, requinag sirong coordinanan
and plann ng, but witnaut stfing :NNovation or Becoming 100 bJreaucranc

Examples of risks — Buazimess Transformanon and Change
— Talert
— I” Resllience

Risk contagion Faiures i capalilty could result in ingreased Reputar on anc Responsibility risk énd failares to meet

Customer Expectlations

Risk velocity Fallures o czpability could impact wih n a six-manth oeriod
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Risk continued

A
Competitive Marketplace

bescr_'iptio;'l

Movement and outlook

Management actions

Link to strategy

Risk tolerance

Examples of risks

Risk contagion

Risk velocity

Significant cnanges 1in our target rrarkets could rmake those mar<ets less attractive These could be aue o significant
changes in demand or in supply whick impact the adaressable mar<et, market share and margins (e.g changes in
enrolments, INsoJrcng ot learring and assessmert by customers, Open Eoucauonel Resources, shift ‘rom in person 1o
vINTUE] OF VICe versa)

Tre risk has increased in e tast 12 months and s expecied 1o siay al a sunilar level for the next 12 montks, The

increase s due 10 changes in sirategy, particularly the decision 1o compete in mew markets and by selling drectly 1o the

corsumer Externg, factors, such as the significant flow of funcs ints Edieck and dhanging consurrer habits, have also

ncreased the rigk,

1 The new operating structare s designed to irprove Pearsor's abitty to react to si.ch competuve threats. as well a5
T aking the most of the substantial Spporturaes wiilsL retaining tac benefits of scale

2. irvestment in orlne proctoring and digica fi: sCsconng. Bullding out corplementary services helps to redice the
“eed for tearners o leave the Pearson ecosystem,

3. Subscripuon product lsunches including Pearsar+ o improve the costomer value propositior.

We have «dentified thiee hig global opportunities and associalec marhelplaces:

— The nse in online and digita’ tools for schoals and education

— Trewor<force skills gzp

— Tre growing need for accrecitauon and certficaucm

Medium - This 1s a strategic risk associeted witlh successfully selecting attracuve global opportunities and seizing them.
Prarson seeks to lead “ne shift to digital ways of learning 2nd consequently 1o ma niain strong market pos.tichs
— Substiutes

— Praduct differenciation

— Consurrer learing preferences

Cnanges in tne Competitive Markelplzce colle increzse Portfolio Cnange

The changes in the global learning market over a flve-year period are expected to be significant The pace cf these
changes = uncertar bur couid be rapid given e sigificant d sruption and innovar.on sirce the ninal spread
of COVIR-13

"]
Content and Channel Risk

L‘;Esérifatibn

Movement and outlock

Management actions

Link to strategy

Risk tolerance

Examples of risks

Risk contagion

Risk veloc-ity

Provis on of content and Lesting which are secure, prowce high gLalty learming ouicomes anc are offerec In ways
wnich surt learners' individ ual learmng styles

The risk remeains at a relatively b gn level, similar 1o 2020, ardis expecied To remamn so This s due 1o the increasing
commaoditisatior of content requinng continuing development of both content and the method of delivery 1o be able
o provide diferennated products and services

1. froreesing use of mteractiviry of multi-channel content

2 Actions to reduce piracy and to manage anc erforce irtellectual vroperty nghts

3. Irvestrent in acguisttions offerimg aew metheds for testing or delivering congenr

Managing content and channe! nisk hetps achieve gur guiding pr ncioles 1o offer tigh guality, affordable products which
lead to pelter access and oLLLOMEs,

Medmum - This s a strategic misk anc Pearson should be rewarded for suecessiully developng and delivering
products and services thar consumers value Some rs< 15 accepted 10 enstire the consumer remains at the centre
of what we do

— Irtellectual Property Pratection

— Metnod of delrvery

— Balance of cortent creation vs content purchased

Failure to deliver high quahty and engaging products and services may have ar Imp:zct on Reputation and
Responsioiity rnsks and on meeting Custormer Expectalions

Due to longer-term contracss of the tme requiren for Instructors, or consamers themselves, to learr now (o Use the
mew procucts and services, the impact of changes wouid have some short-termimpacs, but s rmore ikely o ke fally felt
over the longer-term
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-
Customer Expectations

Description Rising end-user expectat ons increase the reed to offer aifferentiated value propositions f1sking rmargin pressure to
Teal these expectalions and potental loss of sales i not successiul

Movement and outlook The risk 15 simiiar to 2020 witn an expectation from consumers of an increasingly high quality and engaging user
experionce Mne new strategy 15 designed to reduce te nsk The outloek is similar wth continuing modestly nsing
expectations in hre with other ircustries

Management actions 1. Directte Consurner Group o provide benchrmars ‘or consutner grade prodJcts anc sernces
2. New gereration products allow Pearson to obtain and make betler use of daia on learners preferences
3, Acquisipons to provide capability to meet thanging custcmer expedctat ons

Link to strategy Focus on Direct to Corsumer wilt helo Lo successiully meet customer expectations Direct 1o ConsLmer underping our
five business dwvisions.

Risk tolerance Medim - This s a strateme nisk ant Pearson shodlo be rewsrden for sLocessfully develop ng and deliverng
Products ana services (ha: consumers value SOME rsk1s accepled Lo ensure tne consurTer remains at the centre
of what we do

Examples of risks — Custemer experience
— Data archieciuire anc Jsage
— Accessibiiity
Risk contagion Falure to procuce produdts and Senaces Mmeelng cusiomer expectar ans rould also impact Repuiation and

Resporsioiy risks,

Risk velocity T pmcally, one-threa years as long-term contracts run off

- -}
Portfolio Change

Description Failure to effecively execute desrec or regu red portfolio changes to promote scale, capability and increase locus
on key dvisioral anc geagraphic markets elther due to executior fallures or inability to secure ransactions at
3LOrOPrate valuat ons,

Movement and outlook The risk has increasec i 1ne last 12 mongis as the Grouo hes made key Stralegic acquisitions and looks Lo dispese of
the nternational coursoware focal publishmg busmesses External compennion for Cigital equcat on ds52is Fas aisg
ncreased in the last 12 montks. The risk s expected te remam high during 2022 as further transacuons are execuled
and integrated

Management actions 1. Investrient plans noluced ir strategic olans, aligning reguirerncnts with divisional structure
2. An exoerienced Corpurate FInance Team To £XecUte ransactions, supported by The newly createc posi-deal

aperalians earm

Pearsar Veniures allows Pezrsor 1o take stakes i early funding rounds support ng growth through Inhovat.on

s.ages that could potentially be leveraged for the wider Graup

[T8)

Link to strategy Porttele and Orgamsational Siructure 1o unlock growrh

Risk tolerance Medium - The Group seeks to balance carefJlly the sppartunity to acieve growsn through ircreasing (spability and/or
scale with the exacuton rsk of Portfolio Change.

Exampies of risks — foenuf caton of recurrements
— Achiewing value or acquisiionsidispesals
—— ntegraton of gcauisimions
Risk contagion Failures in managing Portfolo Change could impact Capabity and the 2hility to Teet Cusiomer Expectal ons

Risk velocity The speed of achiewrg the full benef ts of an acquisibor will vary dependirg on the size and stope of 17e acquisivor,
out gymcally from s x months for a simple small accuisibon 1o twa years for a large” complex transacton
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Risk continued

.
Reputation and Responsibility

Description

Movement and outlook

Management actions

Link to strategy
Risk tolerance

Examples of risks

Risk contagion

Risk velocity

The rnisk of serious repuzational harm through failure Lo meet coligatians 1o key stskehaiders. These include legal and
regulatory requirements, averdance of seriols anethical behaviour and senous breaches of customer trust

The Group a ms (o mainta n strong mitgations and a straregy fo operate in a hughly reputable end responsble manner
However, numercus threats ex stincluding from those who seek to do Farm to the Group or 10 is cusiomers ncludirg
natton state actors, organised crirmnal rings, and ransomware attackers, so constant vigilance 1s requ ired

0N 16 August 2021, the Group announced that 17 had reached 2 settlement with the Securiies and exchange
Commiss on {SEC), including an obhgalion o pay a awvil penaity of $1 Tilhor, concerning a 2018 cyber secunity sradent
Teonnectcn wirh 1ts AiMSweb © 0 software Since th s security 'nadent, a seres of significant improvernents have
peen made (surh as shown n the case study on the lullowing pege  IMproving our datz privacy and cyber security
matunity’) Despite these improvements 25 a resilt of tne SEC settlereng there s an increasec risk 1o the Company's
pranc and reputation.
*. Dedicated risk managemen: teams throughout the organisation mon:tor key risks and repaort to e Reputation &
Resporsibility Commurtee

2. Strong financial controls are in place whick are monored by Lthe controls steerng committee and compliance
teams as well as local management

3. Reviews ro allow lesscns to be learned and ary remedial actions put in place

Qo reputation ara behaving respansibly underpins our strategy (o be a trusted parther for consurm ors, besinesses
and educatore,

Low - the Group sesks ta be 3 hughly rasted consumer learning brand Any s.gnificznt failares colle negauvely affect
our relatiorship wirn Lorsumers today arc e the future.

— Camptance with laws an regulations

— Cyher securty

— Dara nrivary

— Safeguarding

— Test “alure

— Usze of third-parties

Sigrificant failures ir this area could mpact Pearson’s Capaoilily, Accreditation and weaken oLr pos tion N e
Lompettve Markerplace

Reputatioral risks could impact witkin a si-ronth period

irrage removed
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Changes in and accountability for principal risks

For each of our orinopa! nsks (shown in bole), the tzble below provices the accourtable Semor Executive(s) for each sub-rsk Since 2020, a number of
sodi onal sub-nsks have been added 10 or removed from the pr nuoal sk merarchy ra refiecs the Grolps upcaten strategy and the signficant market
cnanges foliowing the outbreak of COVIN-19, Charges ere Indicated 17 1he ‘ingi column

Risks Accountability Change since 20207

Accreditation Risk

Folivcal and regulatory SVP Government retations ana Divis.onal Presidents N
Capability

Bus ness resilience Chief Fnanoal OfFcer and D visiona) Presidents Nao
Bus ness transformztion ano change Divisional Presidents and Cheef Executve Officer No
IT resilience Drisional Presidents anc Chief Informatior Officer No
Safely and Corporate Secunty Chief Fingnaial Officer and D visional Presidents No

Talent Dyvisional Presidents and Chief Human Resources Officer No

Competitive Marketplace

Cansumer learring preferences Divisional Presidents Yes
Market pricng Divisional Presidents Yes
Product differertiar on Divisional Presidents Yes

SubstitLles Drvizioral Presidents Yes

Content and Channel Risk

Cifecuve method of aelvery (poccasi, widea, Divsional Presideris Yes
test, in person, alne]

Intellectuzl properry protection Chief | egal Officer and Dwisional Presidents Ne

Products and services ~ offective investrrent Drasional Presidents No
N own and tire-party content

Balance of content creat on s content purehased Divisional Presidents Yes

Customer Expectations

Customer experiece Divisignal Presigents No
Accessibility Drwvisioral Presidents Yes
Cuslomer gxpenence Drasional Presidents anc Chiel Legal Gificer No
Data arcricecture and usage Chief Daia Officer and Duisional Presidents Ng

Partfolio Change
Achieving valJe on acquisitions/disposals Chief Finzrcial Officer and Cret Straiegy Off cer Yes

Idenuficetior cf requiremerts Chief Exacutve OFicer, Chief Airancial Oficer Vs
anc Chief Strazegy OFicer

Integration o acau SILE1s Chief Fimarcial Officer Yes

Responsibility and Reputation

Comphiznce with |aws and regulations Chuef Legal Officer and Dvisioral Presidents No

Cyper secunty Chief Informarion Officer No

Safeguarding Divsanal Presidents ' Mo

Test falore Assessment & Quaificaniors, Workforce Skills No
anc Englis Dreisioral Presidents

Data privacy Chief Legal Cifficer and D.visioral Presidents No

Use o third parties Chief Finarca! OFicer and Dwisional Presidents Yes

Two princpel r sks applying i 2020 have been removed 1 2021 The first was for Brexit the mpacts or inflanor anc supoly chain are now incluced as
new eTErgINg risks The atner was for competuon law, which is now 'nciuded as part of complance with laws and regulatons
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Risk continued

Significant near-term and emerging risks

Ihe mair sign ficant near-term ancd emerging r.sks we denufied for 2021 a~e shown in the tabie below, whicn also notes accodntab liues and where the

rsk represenrs a change since the provious year

Risks

Description

Accountability

Classification and change
since 20207

Climnate transin

COVID-1%

Inflation

Supply chamn

Tax

War in Ukraing

o Costs assoc.ated with ofseturg carbon em ssions which
cannol be fully reduceo may lead Lo Increasec costs

AL the nme ot writing, the rsk of sastamed long Term
COVID-*3-related inckdowns affecung multiple major
markets appezrs Lo be subsidirg These markels appear
1o have high levels of acgarea mmunity and the potucal
desire for lockdowns has reduced. Cansequent by, while
the sk rema ns, 1t 1s seer as having the potenuzl Lo have
a significart one-of impact

Rizing global 'nflai-on nisks increasing the cost of
oroducuon for Pearson which the Group may no: be
able to fully pass on

Disruciior at ports globally and challenges for suppliers
mav lead 1o business interrugmion if nat fully planred for
and m ugated

The outcome of State Aid 0edsions and key dedisiorsin
the LS couid leao 1o signricant one-off costs or henetits
n the near term

0On 24 February 2022, Russian troaps eatered Ukrame,
Tris hes resulted In sanctions be ng imposed on Russ &
Dy NUMErCUS COUNtr 05 AS Poarsan’s oerations in
Russia and Ukraine are small, the irpact on Group sales,
oroits erd cash s expected 1o he immatenal However,
an escalauon of the conflict coula lsad to a mater 211 sk
fextended beyond those countnes

Chuef Legal Officer ang
Dwisional Presidents

Chiet Executive Off cer

Chief Financial Officer and
Dmisicnal Presiden:s

Chief Finznoial OfFicer, SYP
Procurement and Divis.onzl
Presiderts

Chief Finzngial Officer

Chief Execurve Officer

MNew emerging =1s<

Significart riear-lerm nisk,
presiously dassified as a
prncipai risk

New emerging sk

New emerging 71s<

Sigficart near-rerm nsk
Previously classried as a
principal risk

New emerging sk

Improving our
data privacy and cyber
security maturity

The governance and protection of our customens information
s af critical importance to us and, as part of cur ongoing digial
transformatior., Pearson Pas continued ronvest in both its
talent and capabilites ta enhance its cyber securiyy and data
Drivacy pracuces

Pearson has established date secunty anc privacy principles
wnich form the foundation of our privacy and cyber security
policies, and are used to desigr privacy and securnity inio our
products and platforms

Leg-ning is one of our most importznt principles, with cur
people participating n mandatory cata privacy and cyber
security tramming that 1s tallored to their job roles, These
principies are being empedced throughout the orgamsauon
An independert assessrrent of Pearson's cyber securry
maturty, basec on the fatest internatanal stardards, s
periormed annually o check progress.
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Marykay Wells, Pearson's ClO says:
“No company in these times can
provide a guarantee. We continue to
take a risk-based approach to our
cyber security efforts to minimise the
business impact of cyberattacks in an
ever-changing threat landscape.”




Risk assessment of prospects and viability

Corporate planning process

The Board assessed the prospects of the company over a five-year
peraa. fonger than the mimimem 17 manths of the annual gamng
concern revew, to censider viability. The flve-vear perod
COTFeSRONs with Pearson's sirategls nian img process woneh s
discussead by the boarc at least znnually and ~epresents the ime
over which the compzany can reasonably predict market dynamics
and the Impact o addinons 1o ™e product portfolio. The Strategic
Flan tzkes account ¢f 2 range of ‘actors including marks: congiuons,
the hkely wrpact of principal r sks (o the grous, product and capiia!
mvesiment levels as well as available fund ng. Pearson's sirategy and
business model are discussec in more detail on pages 20-21.

Viability assessment approach and outputs
Base case

N cons dering the viab:ity of the campany, the five-year plar was
Lsed as the base case model for assessment, Sales, profits and casn
are forecast to grow I 1he pase case. Managernents fmanoal
expectations by dvisior are shown on page 57 Management wollc
expect the company to remam profitable and cash gererative
beyone the five-year period of assessmeant

Severe but plausible downside model

A sevare but nlausite mode! was prepared nased on the base case
acjustee for the impacr of all ornncipal nisks The net imoact of the

1 sks mocelled was to reduce operating proful oy arodna 33% - each
yeer rodelled, a1 amount which exceesed the downside
experenced ir 2020 when COVID-19 reduced prof ts due Lo
jorkdowns in major marke:s

Reverse stress test

Areverse stress test was modelled (o idenufy the point at wrsck
hauioity s exhaasted of covenants are breathed The resalts of the
model show that operating losses woulc be recuired for muluole
consecutive vears for this to oocur,

Below are rtic snoJrs induded m the severe but plausibic scenario
— Content / Channel Risk

— Failure 1o grow Cnghsn Langusge and Workfarce Skills
— Revenue declne i Virtual Schools in 7023 due 1o loss of
charter schools or schools n sourcing cortert
— Capability
-— Pearson- and International Higher Education growth rot
real sec as anucipalec
— Dizrupuon due to COVID-1€ recurrence redudes sales
— Competitive Marketplace
— Assessmen: & Qualf catons cecines due 1o lower

immigration zrd compention from lower cost proctoring
offerngs

— In¢reased revenue declines in Higher Coucaton due to
carolment ard competinon pressures
— Reputation and Responsibility
— Costs and loss ¢f sales associated witm a majar oudage - tie
VUE professional testing business in 2022

— Reputational Inaderts in vV rtual Schoagls such as safegaarding
resLltin revenue dechines

— Portfolio

— Acquisinor of addiional unplanred targets increase net
debr d'sposal of Businesses uncer strategic review resulling
ir et ioss of revenue and profit with st-anded costs
unrmisigated

— Customer Expectations
— Rising customer exgectators ~equire additionat opex
— Accreditation Risk

— Move away from formal gdalifications results in sigaificant
revenue and profit aeclines

At 31 Decemoer 2021, the Group had availacie liquidity of ¢ £7 6hr,
comprisirg central cash balances and 1ts undrawn 51 19bn
Revolving Credit Fecility (RCF). In Tebruary 2022, the Group
renegonaien its revolvng creit faciity, extending the maturty of
£ b of the faulity by one year to February 2026 Even under 2
severe dawrside case, the Group would meinta n camiartcole
hgaidity headrgorn zno suff cient headroom against coverant
requ rements during the perod under assessment even belore
mooelimg the mitigating effect of actions that ranagement wolld
take 10 the event that these dowrside nisks were 1o crystallise The
downside scenanics assume 1hat the RCF will be available
throughout the period to 31 Decernber 2026

Conclusion

Bated on ne resufts of these procedures, and considenrg the
comparys strong balance sheet, the directors nave a reasonable
expectalion that Pearson will be aole (o conuinue 10 oderation end
meet 11s labilives as they falt due over the five-year periogd erding
Decernper 2026 Further detalls of the Group's quidity a-e shown
inthe Finaraal Revew' pages 55-54
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Task Force on Climate-related Financial Disclosures

TCFD

We continue to enhance our TCFD reporting to outline
how climate change may impact our pusiness, in order to

meet market good practice.

Our commirment ta operare our business in a more sJustanahle way
1= gemonstratec by our ambitious target of becoming net 7c70 oy
2030 ang reduding cur scope 1, 2 ¢ng 3 Larber emissiors by 50%
over the sarme nme penod Our targets have been valinatec by the
Soence Based Targets inative We support the aims of the Task
Force on Chimase-related Firancal Disclostres (TCFD)Y because we
believe tnat bus nesses should understand and communicate the
risks and opporturities that clmate change br ngs, in order to
athueve charge.

We are long-standing members of the Cimare [isc.csure Project
{COP) and aur Enviranmental, Soc 2l 2nd Governance (ESG) reportirg
includes Lse of other leading framewarks sucn GRI and SASB

This report describes how C.mate change may »MEac. oLr business,
and the o.sclasures we maxe 1n 2027 are cansistent wiih the
recerrmendatians of the TCFD

Summary

We nave idenu’ied ine potent 2l physical and transnoral nsks and
oppornices presented by nsing remperatures end chmete change
far aur business and have glso considered the scake o this nsk (o
Pearson Climate change 15 not a prircipal risk for Pearson “or the
year erced 21 December 2021, but we have idertifiec the clirate
ransitior as an emerging risk cue ro tsiniensifyir g irportance 1o
all stakehalders

In addition, we have performed an assessrert of the Iinancial mpact
o tnecse rsks and opporturities under multiple future climare char ge
scenanos. wh o we describe in detait below in making this
assessment, we have consdered the acuons needed 1o ach eve our
LoTmitmens to net Zero by 2030, as well as the impact of coternal
physical and transinion nsks We concluded that these co not have a
material impact on the carryirg value of any assets and Yabiliues as at
21 December 2027, &3 set odtin further detail in note 1 1o the
“nancial staterments For an llustration of our plan to net 7erg, please
soe pages 44-45

Governance

The Board's Reputaton & Responsibilicy Comrittee (RRO) is the mam
governance booy for sustairabeliny at Pearson and has reapons bility
‘or the oversight of chimate cnange consideratons. Cinthia Nespoll,
Pearson's Chief Legal Officer, 15 the Executive Management memaocer
responsible for ensuring the e*fective delivery of cur environmental
target of becoming ret zers by 2030 and recucing our scope 1, 2
ard 3 carbon emissions by S50% over the same timre period. The RRC
works closely with Pearson's other Board Comirittees to ensure
algnment and nigour of governance across ail tne potential Imoacts
0" cimate change from strategic to nancial ang nsk consideranons

The Comrnittee members have the necessary exper.ence 10 provide
apprupriate oversight for dimate change. Piease see pages 76-78 for
5 Ist of committee members and reievant professional exper ence,
We recognise that the skills and expertise of the Cormittee will need
o cont nually evolve given the rapid pace of change in cnvironmentai
issues Key actmtes of the Committee in 202* incluced the fellowing
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— Rev ewing progress Lowards Pearson's nel zero c2ibon goais
— Monitored progress towards comphative wih TCEL reportrg
requirements, noting e key cimare-related risks

— Consideren work undertaken by 7 ger teams’ with n the business
drisians to for uiate FSG plans

— Consdered an indepencent repart on investor seriment
towards Pearson's F5G programme anc communicatiors wrick
was Lsec to Felp shape our refreshed £5G framework ESG
strategy anc reporting, Science Sased Tzrgets, & TCFD.

rurther informanon s ncludec or pages 38-100.

The Auadit Committee and the Pearson Execulive Managerrent team
have revrewed and zpproves Tne Group's enviror menta| Re-
baselning Policy, and will corunae to be involved n the cevelopment,
momtoring and execur.or of our roadmap to achieve net zero

by 2030

The Sustamanility tearm s responsib'e for griving the implementat on
af our overall ESG strategy ard supeorting all parts of the business
as they ident fy and mit gare cilrate nsk and capture chmeste
CPRortUr ties

Risk Management

Ou- Organisat onzl Risk Maragemenr arocess proviaes a framework
foridenuficauon, analysis and resporse ta vanoJds forms of risk, the
establishmens of risk tireshalds, and the creauon of processes
interced ro mitgate, monitor and manage nsks within these
threshoids For more infarmation, nlease see pages 60-69, Our
analysis shows thal cimale change .5 not one of Pearson’s orincipal
risks bat we have idertfiec the cimate transition as an emerging risk

Strategy

In 2021, we commissioned the Carbon Trast to underiake a pro ect
to identify and ouantify the potentsl impact of chmate char ge risks
and oppo-tunities tc oJr busness

We cons dered various chimate scerarios coverng a bread range
of outcomes to nelp provide Irsight inte some of the risks and
opportunities that may arise The scenarios that were consicered
were

— awel below 2 degree scenzno
— a?4degrec sconano, and
— a4.3degree scenario,

These scenarios were selected because they provide a reasonable
diversity of potential future clirrate states

The time perod consioered was out to 2100 and the assumptions
used in each of the scenar os were collectec externally lrom sources
mcludmg the Irternational Energy Agency ("IEA”), the International
Instit.te for Applied Systerrs Anzlysis ("1IASA™S Shared
Socioeconomic Pathways {"SSP™). the Royal Netrerlands
Metearclogical Insutute KNM! cimate change Atlas (CMIPS enserrble}
e will refresh our scenzno analysis as new evidence comes Lo

light ar climate situat ans change This will be done cyclically every
TWO years.



Our analysis ident fied six main categones af nsks and opporturitics
{CRCs) across Pearson Tre six main categones of CROS derved
from a lunger st of risks and oppartunities These were ioenafied
using an evidence-baseq approach

Each CRO was assigred a spec fic parameter which could be Lsec 10
indicate how factors beyond Pearsan's cortrol could change under
different scenarios as a result of cimate change, thus triggening the
CRO taking place

In assessing the risks for Pearson it wes determinec that there were
no significary matenal fisks ars ngin the near term (up 10 2025)
Longer term, the key risks 1o the business were considered to be
supply chaim nsk and ouisoormg nsk However, thase zre nol
expectec to Fave a matenal impact on the busiress in any scenar o

We contnue to assess the npporiunites and guarntfy therm as our
business cortindes to evolve.

See the table set out below for a st of CROs dent fied and how we can mitgare the #isk ar maxirnise the opporturity as part of our business plans.

Climate Risk/  Descriptor Impact time
Opportunity scale *
Products & Opportunn es associated wath (-e)trairirg far Short
Services ‘areen collar careérs

Cament Opporuney to use Blenced senace oftening 1o Neciam
Delwery mitigate extremc weather cvents

Raw Material Increasec costs driven by risk of d sruotior o Veaar
Pracurement distribution

Operations

Outsourcing

Governmert
‘undirg

* lrpact ame seow short - Belare 2005 Ned .m ostween 2025 - 2

BLsiress conunuinydisruption to Pearson
operaugns in the Philippines due (o extreme
weather evinis

Meoamddong

Business d sruptior 1o Pearson operations 8116
outsourcng in India, due Lo extreme weatner
evenls

Meaidmiloeng

Recuced governrrent funding for educat ondue _ong
to lower GDP/clmate change mitgaton

comg - begord 2350

Actions

Provide sustainaciity-related learmirg tools, procucts and
services 1o our customers

Buld products and seneces that could be adaprad for
blended service and grow our cigtal stratogy

Our digitisation strategy will mean the business wall
become less ~eliant a1 physicsl paper producs Global
purcnasimg of raw materals will eraole Pearson to
manage snort lerm changes and orive efficiencies from
global purchasing

Fearson sites could be impacred by extrerre weather
events which could a’fect our anility Lo deliver some
neR-revenue gencraling senvices Chmate change
adapration measu-es are oculll INto operatiors & building
se'allon processes 1o ensure they have mit galion plans
in place to minmise ris< tp Pearson’s busingss, In
adduion, Pearson introduced a Global Flexble Working
Policy durirg 2027

Fearsan outsourees sarme of 15 ‘back off ce' funcmons
(cLstomer support, scftwzre development et), However,
[ese activities are not revenus generaling Nonetmeless,
we build ¢l mate change adaptation into oLr procurement
pProcess, 1o ensare they have miugaton plans for climate
change 1 sks te mimimise nisk to Fearson's business.

Introduced a direci-io consuTer strategy, and i fe-long
learring business model
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TCFD continued

Metrics and Targets

Our key targets will be 1o achieve net 2ero by 2030 ano reduce our Scope 1. 2 and 3 carbon emrssions by 50% over the same timefiame (which have
been validated by the Science Based Targets inmatiee}  1his will ne measured through our percertage emissions reduction against a 2018 baseline

Over 95% of oLt ermssions fzll withir Scape 2, wath our supply chain and printed books accounung “or 24%. Tacre are many actions we car 1ake and
are already makirg progress with our supply chain partners and sourcng InKiatves, In the supply chain, aignment with our GHG strategy s a
reguirernent of doing busiress Warthin boaks we have already achieved signif.cant carbon recuctions from the Transinon from printed to digitel
procuct, Wil continue and we are also now focusing on usirg lower caroon paper anc prinung on derrand to reduce emissions furcher. Refer to

pages 52-53 for detalled plans and metrics of the indidual actions thar will be Lndectaken 10 ackieve our net zero plans for progress achieved aganst

aLr envirgnmenta’ Tergets

Th s year, we will be f nalising our detalled olan o net 7ero, ncluding assacated costs Tusther metrcs will be developed as tmese plans progress.
A nortion of our execut ve corpensal:on is also lnked to aur ESG perforTance For cetails, nlease see page 1271

Table of Contents

The tatle below summarises each of the recammendations anc where the relevant oisclosures can be found

TCFD Recommendation

Where Pearson’s Disclosure is included

Governance

&) Describe the Boarc's oversight of ¢ mate-elzlec risks and
OpDOITUNIT €5

B) Describe management's role in assessing and maraging clmare-
related nisks and oppertunities

Strategy

5y Describe the cimare-relatec nisks and opporiunites the argarvsation
hae dentfied gver the shart. mecium and long term

b) Jescrnbe the imoact of cimate-related rnisks and opoortumizes on the
organisalion’s businesses, strategy, and finanoial olanning

r; Describe the resilience of the organisetion's strategy, takirg into
consderation different cirmate-relatca scenancs, including s 2°C or
lower scenar o

Informezter on the Boards mvoverment, and the Board's Reputaton &
Responsibitity Committee (RRT)is ncludec i the Governance secton of
this report, ano in the Corporate Governarce Report on pages 74-13¢,
and the RRC Report or pages 98-107%

For detalls of maragement's involverrent and the work led across the
business by the Sustainabil ty team, refer 1o the Gavernance and Risk
Management sechons of this -enart, and the Prircpal Risks and
Uncertainnes sectien of the Strztegic Report on pages 60-69

Refer ra tne Strategy 58070

Refer 1o the Strategy secuon,

Refer 1o the Strategy secton and Scenano Analysis section.

Risk Management

a) Describe the organisation’s prowesses farigentfying and assessing
chimate-related risks

b} Jescribe the organisatiorn's processes for managing cimate-relared
risks

) Describe how processes for icenufying, 2ssessing and maraging
climate-relaved risks are integrated .nto the orgamsation's overal risk
mianzgement

Refer (o the fis< Management section and ne Principal Risks aro
Uncertainties section of the Strategic Report on pages 60-69

Refer ta the Ris< Managemenr section and tne Principal Risks arc
Uncertainties section of the Strategic Repart on pages 60-69

Refer to the Ris< Managemcent section and the Principal Risks arc
Unzertainues section of the Strategic Report on pages 60-69

Metrics and Targets

a) Disclose the rretrics used by the organisation Lo assess cimare-
related risks and opportuniges i line wirh 15 strategy and risk
manzgement process

by Disclose Scape 1, Scope 2. and, (f appropriate, Scope 3, greenhouse
gas (GHG) emissions, and the related nisks

<) Describe the rargets used by the orgarisation to menage ¢l mate-
related risks and opportunites ard performance against targe.s

Refer to the Targels ana Met/cs secuion anc the Sustamability secuon
starting on page 40.

Refer (o the Sustainability section startng on page 40

Refer ro rhe Targets and Merics secton ano the Sustainability section
starting on page 40, Please aiso see our non-hnancal KFIs on
pages 24-26
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Chair's Letter

Image rermoved

The Board is focused on
ensuring Pearson is a
successful, sustainable and
purposeful company for the
benefit of all its stakeholders.

Sidney Taurel, Chair

Dear shareholders,

I'am celighled o introcuce oLr Governance Report "or 2021 As
describec earlier in this anraal report, in 2021 the company
rezhgned s vision, strategy and organisetior The Board arc its
Committees have playved a ¢riccalrole in thal “he year was also a
partcularly actve one for Baard successior and associated nlanning

Strategy and performance oversight

The Board was neavily er gaged with the management team In
develop ng the strategy unvellec in March 2027, inclading ta
reorganise the company Into the new five global business diisions
with & focus on ifelong, direct relstionships with consumers, and 1o
develop that strategy across those divisions Tris included regular
review of the creation and lawnch of Pearsor+, which you can read
more about an page 28 and page 85,

The Board continued to modify Pearson's portfolio in support of the
strategy, invohing both acou sitions and divestiures As referenced
earler, this Incluged the accuisitions o Faethrr, the ground-breaking
workforce Al ard predictive analyucs company, in September 2027
and, ma-e recently, Credly, the digitat credentialing business, in
Jandary 2027 You can read mare about tne Board's engagement on
the acqu siion of Fastam ar nage B8 The company alsc completed
the divestments o the Pearson Institute of Higher Education in South
Africa and its Sistemas oLsiress in Brazil Progress contunued on the
process To dvest other non-core assels in cJrnrernatcral
courseware local publishing marxets.

I noted earlier that the Board continued 1o pay close atzent onto
maintainmg a strong financial posmon ir the mrerests of all
stakehalders, which enabled Js to grow the dwidend in 2021, iniine
with our progressive divdend polcy. Further, the company's f nanc.al
position Fas meart that t1s well placed to pursue strategic
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pRportunities as tacy ar 58, as well as bairg able 1o annodrce s
plars te launch a £350 share buyback programme ir 2022

As part of monroring execution and performance the Board
regularly recelves a cashboard that allows Directors to monitor
progress on Pearson's imancial and strategic priorities, supported by
ggreed indicators and milestones dentified as key measures of
performance. You can read mare about the key ner‘orrrance
indicators (KPIs) maon tored by the 3oad on pages 24-2/ cfths
annual repart

In AugLst 2027, the ccmpany announced that it had reached @
seftlement wirh the Secunnes and Exchange Commission in
connecticn with a 2018 securiy Inadert impacing AlviSwety ()
sulware Security end privacy are of paramount imporiarce 1o the
Board end the cormpany and, accordirgly, the Budre took this matter
serigusly. Flease see papge 85 for more detal on how the Board was
kept informed and the actions it took

Sustainability, stakeholder engagement and culture

As | mentioned earhier in the vepart, our new ESG fremework, which
yau £an read more aooJt from page 47, pr.onuses the potent.sl that
Pearson hes, as the world's leading learning company, 1o make the
biggest positive IMPact on our society, people and planct
Sustanabilty matters are & key element of the Boarc's celibe-ations,
as you will see thraughout this repors - such as the Reputat an &
Responsibility Commitiee’s act vities, which oL c2n read more about
onpages 99-100

The themes of talent development ane civersity form a continuing
thread throughout the Boarc’s and its Committees work. In aodimon
to ke Board's regular walent and succession consideratcns, the
Board kicked off a new wohort of s mentanng programme in
suppert of sermior talent Bullding on the extensve Diversity Equity &
inclusion work undertaken 11 2020, those inic atives continued anace
in 2021, with the Board receiv ng and discussing regular updates As
noter earlier, a better gender and ethruc mix throughout the
compary remains a pror Ty for us, and we have accelerated our
progress, but we fully recognise there s more (o e dore

Engzging with. and understznding the views of, all our stakeholders
IS Imperative to developing anc delivering products that meet the
needs of learners, educators, governments and emioyers, and for
running a successful, sustainable company This Governance
Reporl orovides more detail on the 3oard’s engagement actvities

- please see the ‘Understanding Our Siakeholders section an
pages 86-87. It included enhanced workforce engagemert in 2021
under Sherry Couty, who took aver as our designated lead
Nor-kxccutive Direcror “or this activty With her exrensive track
record In nurturng talent and building workforce skills across 5SMEs,
staT-un, scaling anao large businesses, Sherry has particular
experience In, aN0 passion “or, fostening workforee engegement 3s
3 key stakeholder that unlocks comoeulive scvantage. She engageo
with 2 new cohort of errployee representatives I the company's
Employee Engagement Network [EEN), which remains a valuable
forum 1o hear errployee views ano & useful condurt to bring the
voite of the workdorce into Bozard discussions

Tnere was 3ls0 extensive shareholder engagement by our ceparung
and successor Rermuneraton Committee Chairs, Dame lizabeth
Corley and Sherry Coutu, on remuneraton matrers followng the
20271 AGM, w th our Senior Independent Director also involved in
some of these discussions We appreciate the valuable feedback we
have receved from shareholders and welcome an ongoing dialogue
wilh them You can also read maore an this engagemert in our
Directors Rermuneratnon Report on page 113.

Also critical Lo cur success 1s ensuring that Pearson's culture
complements the delwery of our straregy As part of cont.nuing w0
transform tne carrpany ard evolve the straregy, as highlightec in the
Strateg'c Report, 1in 2027 the Board and management directed
particular effort towards updating our purpose, values and culture, to
serve the achevernent of our new wision and m ssion (see page 84
for more on this) Cur engagerment wth the EEN played an important
part in informing this work



Board composition, succession and evaluation

Pearsor has a fully engaged Board, including & strong Nor-Executive
leam wath an exceltert rrix 0f skifs acrass the key areas relevant to
Pearson, intiuding digial and direct 1o consurmer, sustainability.
education and public sector, and leadership of global arganisations
thraugh periods of trarsiormation aro disruption, a5 well as, of
course, finanda! acumert. You can read maore abow the Board's mix
of sqills and experience on page 52

L am glao to report that, on My retremert, oJr Beard will be equally
batanced both genaer-wise and as between UK ang US-based
drrectors, and several of s memrbers will e from an etanically
anverse packground More detals on our Board's diversity are set out
on page 76 and oages 96-97

The ngnt skills and experience 1o support the comparys future
direction and strategy are alsc fundamental to the Soard's
succession planring Following the anrouncement of my intention 1o
retre, & thorough process was conducted 10 appoint 2 successor, led
ty our Serior \noecenaent Directar, Timy Score This culmimated in
the announcement in Decenber af Omid Kordestar as new Charr
designate As part of this process. Tim was elevated 1o Deputy Char
designate

Ascommented in the Stratege Report, Omid brings significant
expenerce of leading and adwsing some of the world’s pest-knowr
consumer technology brands and [ am deghted hat Tim wiil
support Ormid as Deputy Crair, with fus wealth of UK plc experience

Owr success.on-phanrung process more broadly has beert very sirong,
particulary v a year when we have sad goodbye 1o valued Board
members DaTie Vivienrie Cox, Micael Lynion and Tame Elzabeth
Corley. | would ke to thank them for ther cantribations, they Have all
beer outstarding Board mempers who have beep higniy engaged
ard made signif cant contnibutions 1o the Board's decares and
decsors,

We have appointed a rew Reruneration Commuittee Chair, replaced
our Sener ingependent Director and seen a sigribcant renewal of
the Board 1IN 2021 wah the appoiniments of Annette Thomas and,
recently in 2092, Esther Lee, i addition to Omid, vou can read more
deial, abous the Board recruitment processes in tne Aomination &
Goverrance Commitiee report ON pages 92-95. A thorodgh induzncn
s 2's0 provided for new Soara members, with more detal atout
Annetres induction avalable or page 83,

Whle aithese changes have been managen effecively, Inview of the
cegree of charge that nas taken place we propose 16 take @
Near-Tenm slep 10 Manta r some continurty We w.ll oe
recommending To shareholders that Linds Lonimer, who 1s duc 10
retre fror the Baard i July 2022 after serviag for nine years stays
on for one further yeas unt’ our AGM ' 2023 As Charr of the
Reputation & Responsisility Committee anc & Member of the Audit
Committee. Linga brings & broad knowledge of the company and s
markets, ard we are corhdent - her conunues mdependence, while
tne apporiunity for her to support our rew Board members for a
periog of handover wil be mvaluabie,

&5 Semor Independent Director. Tim Score led our annual evaluator,
process in 2021, Tne resulis demonstrated that our Board 15
collaboratve and colegal while also exercsing independent
Judgemert anc opecatrgar ar environment of constructive
chalenge and questucnirg. Good progress has bee~ made ir
followerg up on the recommendations from the 2020 review. You car
read mare about the 2027 evaluatior, ana kow the Board
irplementes condusions from the 2020 evaluaiior, on pages 30-27.

Conclusion

hope you find this report clearly expans how your company 1s run
and row we align gavernance and our Boaa agenda with the
strategic direction of Pearscn. We always welcome queshons or
comments from shareholders, ether via our websie (pearsonplc
com), or gt our AGM. While it remains possiole tnat the AGM cou'd
agan be impacred by the oanaerric, we very much hope 1o pe anle
to weltome sha-ehclders 'r person to our AGM this year &z wel as

offermg far the first tme. the appartunizy for snarehalders 1o atend
and vore virtually should they orefer, Details wiil be includea in gur
forthcormmg AGM notice

Enally, it rerrams far me ta thar yOU Qe dgain far your support for
this fantastc company which 1t has beer a great privilege o charr
these past six years, The company has uncergone a very significant

wransformaicn to respond 10 boik wrenching market changes in our

traditiona, markets and pught new opportunities, and 15 1s Jow well
poised 10 continug, on a sustamabr'e pesis, the growth i staried
202t

lam delghted to welcome Omia as My successor, cargratulate Tim
uponi his elevatian as Depuly Chaf and wish coth af tner and the
Board, as well as Ancy, nis management team ard the whole
company. every success going forward

st G

g

Sidney Taurel
Chair

Compliance with the UK Corporate
Governance Code ;

The principles set out in tne UK Corporate Governance Coae

{the {odel emphissise the value of good carparate gaveriaice

Lo the long-term sustamakile success of hsted compares The
Pearson Beard 1s responsible for ersuring that the Group has

in place appropriate framewarks 1o comply with 1he Code's
requ.rements This Governance report ano the strategic '
ceport set 04t how Pearsor nas applied the prinaples of the
Code throughout the year.

The Board believes that dur.ng 20217 the campary was in full
cormokance with ail apolicabie princpres and grovisiars of the
Code, save that

— as apsirbed 'ast year, Pearsan s not flily cormphant with
Provisor 36 of the Code or the pasis that tne shares
awarded under trie Creef Execul ve's co-nvestment awara
are subyect 1o @ post-vesung nolding penad il
21 December 2023, rather than & total vestng and helding
penod of flve years or mare reguired by the Code

— inrespect of Provysion 41, the company is fully compliant
Wi s X OF he seven component eierrerits and is parily
camphant wits the seventh, relating to engagement with
empioyees on alignenent of executive remuneration vk

‘ wider company pay oalicy White there are estanished

chanrels for the warkfarce 1o be informed about, ano
understand, the aligrment Detwesn executive
remureranon and w der pay noficy, rne Cormpany
recognises that 3 proactive declsson of this woold ke
vereficial. As designated workforce Nan-Executve
orector, Sherry Coutu, CBE 1eads the Board's engagement
wik empioyees inciud.ng trowgh attending meetngs of
& Employee Engagement Networ« (EEN) 1n planning s
forwarg-looking wark scheddle, the EEN ane Ms Coutu
agreedn 2021 wnat discessions focused on reward and
reentives wolnd take pace in the coming year As part of
M Coatu's role as Remuneration Commitiee Charr, she
ensures that the wiews and sent ment of coleagues
arounc matters sJach as rewart a0 culiure gve
consideren i the work of the Remuneration Committee. In
Ight of the planned proactve EEN drscussion in 2022,
Fegrson beleyes il has 8 cear pathi lowards il
comphance wik the seventh eiement of Provision 47

Fu-ther detan cn botn matters is proviged i the Directors
Rer.neratior, Report,
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Board of Directors

{ Pearson

'Board
members
bring a wide

. range of

| experience,

i skills and

 backgrounds

| which

: complement

| our strategy.

All Board members have strorg
leadership exper ence at globat
businesses ard irstitunors. Our
Board members'b ographies
dlustrate the conur bution each
Direclor makes 10 the Boa~d by
way of their indmadual
experience,

Key to Committees

@ Audiz

@ Nom nation & Goverriznce
Reputznion & Resnonsibility

® Reraneration

O Commuttee Char

Current nolaple commilments
reflect ather listed company
directorships ano full-ume o~
execulive roles

J ®O

Image removed

Image “erroved

Sidney Taurel

Chair
aged 73

Andy Bird, CBE

Chief Executive
aged 58

Appointment
Chair since 1 [anuary 2016

Skills znd Expernence

Sidney has 50years of experience in
business and finance and is
currently a Non-Executive Director
of H.I.G. Acquisition Corp. He was
Chilef Execunive Officer of global
pharmaceutical firm Eb Lilly and
Company from 1398 unul 2008,
Chair from 1999 unul 2008, and has
been Chair Emeritus since 2005. His
37-year career at El Lilly included
time spentin Brazil. France, Eastern
Eurgpe, the US and the UK. Sidney is
a former director of IBM {2001-
2021), McGraw-Hill {1996-2016)
serving in both as chair of the
Compensation Committee for
several years,and of ITT Corp
{1996-2001) where he chaired the
Audit Commuttee. In 2002, Sidney
recewed three US presidential
appointments fo the Homeland
Secunity Advisory Counal, the
President’'s Export Counal and the
Advisory Committee for Trade
Pclicy and Negotiations, and is an
Officer of the French Legion of
Honour.

Current notable commitments

H.L.G Acguisiuan Corporation
{Non-Executive Director}

Appointment

First appointed to the Board
1 May 2020

Chief Executive Officer since
1% October 2020

Siills and Experience

Andy has a lorg and distinguished
career spanning over 35 yearsin the
mediandustry, and he s an
accomphshed, strategic leader of
global consumer content
businesses.

Mast recently, he spent 14 years
working for The Walt Disney
Company, joining the business as
President of walt Disney
Imternational in 2004, before bemng
appainted Chair in 2008 He held
this rofe for a decade, during which
time he transformed the
organisation into a digital-first,
direct to consumer business,
focused on serving the diverse
needs of customers around the
world, Inaddition, Andy worked 1o
establish theconic brand in China
through the creation of Disney
English, teaching knghsh language
tolacal famibes through immersive
learning experiences.

Prior to Disney, Andy workedin a
number of senior positions at AGL
Tune Warrer, and spent the earlier
part of hus career at Prccadilly Radio,
Virgin Broadcasting Company, BSE
Music Channel, Big & Goad
Productions and Unique
Broadcasting.

Sally Johnson

Chief Financial Officer
aged 48

Appointment

Chief Financial Officer since
24 April 2020

Skills and Expenience

Sally joined Pearson in 2000 and
has held various finance and
gperations rofes across the
business, both at a corperate level
and within the divisions, including
The Penguin Group. She brings to
the Board extensive commercal
and strategic finance expenence as
well s transformation, treasury,
tax, risk management, business and
financial operations, investar
relations and M&A expertise. She
has held varicus senior levelroles
across the business, mast recently
as Deputy CFO of Pearsen. Sally s a
member of the Institute of
Chartered Accountantsin England
and Wales and trained at
PricewaterhouseCoopers. She was
also a Trustee far the Pearson
Pension Plan from 2012 to 20128

Board Compaosition
Gender

chart removed ‘

Ethnicity*

cnart remroved

Nationality

chat -emoved

Tenure

This data represents Directors in office as at 28 February 2022, To learn more zbout Board diversity, pleasc sce page 95

* Categoses art based or the JK's Office lor tatianal Statistics classif caton
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Sherry Coutu, CBE

Non-Executive Director
aged 58

Appointment

Non-Executive Director

since 1 May 2019

Designated Non-Executive Director
responsible for workforce
engagement since 20 April 2021

Skills and Experience

Sherry has extensive experiance in
the technology industry. She has
2!sg served on the beards 6f arange
of companies and charities, with a
forus on working with
entrepreneurs and specialising in
consumet digital, information
services and education. Sherry is
the Chair of f sundersdSchoels and
founder of the Scale-Up institute.
Previously, she was CEQ of
Interaciive Investor International
plc. and has served on the boards of
Cambridge Assessment, Bioomberg
New Energy Finance and the
London Stock Exchange pic as well
as heing 5ID and Remuneration
Committee Chair of RM plc. Sherry
has started and/or Investedin aver
&D1echnalogy businesses and
served on the baards of Zoopia ple.
Raspberry P, NESTA, and the
Advyisary boards of the Nauonal
Gallery, Royal Society and LinkedIn
She was appanted Commander of
the British Empire inthe 2013 New
Year Honours for her services to
entreprensurship.

Irage remuoved

Omid Kaordestani

Non-Executive Director
and Chair Designate
aged 58

Appointment

MNon-Executive Directer since 1
March 2022

Skills and Experience

Ormid 1s an international
businessman wha serves on the
boards of lvatter, lnc., Klarna Bank
AB and Klarna Holding AB and s a
Counci! Member for Balderton
Capital. He was Executive Chair af
Twitter, e, between October 2015
and fiay 2028 From August 2014 to
August 2015, Ormd served as Semov
Vice President and Chief Business
Officer at Google and previously
from May 1958 to April 2009 as
Senior ¥ice PFresident of Global
Sales and Business Development.
From 199510 1898, Ormd served as
Vice President of Business
Development at Netscape
Caommunigations Corporauon Prigr
to joining Netscape
Communications Corporation,
Omid held posmions in business
development, product
management and marketing at The
300 Company, Go Corporation and
Hewlett-Packard Campany

Current notable commitments
Twniter, inc. (Board Member}

independence of Directors

All of the Non-Executive Directors who served dunng 2021 were corsioered by the Bozard to e irdependent for the purposes of the UK Corgorate
Gaovernance Code (the Cade) The Baarc reviews the independerce of each of the Non-Executive Ditectors annually Th s includes rewew ng ther
external appantrrents and any potental corfics of interest as well as assessing their indwidual arcutrstances in order 1o ersure that there zre N
relationsh ps or matters likely 1o affect therr judgement, in adeitior to th s review. each o the Non-kxecutive Drectars s asked to provige confirmauon
o therr independence on g1 annual vasis (as defined by the Sarbares-Oxley ACL thie New York Stock Exchange (NYSE] sting rules anc the Code) In
July 2022, Ms Lorirmer w il reacn nine yea+s' service on the Pearson Board Cons dering the recent degree o’ change 1o our Board, the Board believes
that it s 1= e company’s interest o maintain continuity a7d, therefore, recommencs that Ms Lonmer remains on tie Board for one furtner year untll
the AGM 0 2022, Upon attamment of nine years' service oy 3ny Nor-Executive Divector, the Board unaertakes an assessment 1o salisfy sell a3 10 te
continuing ndependence of that Director The Nomimation & Goverrance Committee gave part cular consideration to Ms Lorimer's iIndependence
akead of ‘orrralising & recommengator to the Board regardirg her re-appoimiment. In do ng so. the Commitiee assessed the degree of objective
JJdgement and construcuve crallerge demonstrated by Ms Lorimer, 2nd cofirmed that her skills, expenience and knowledge contr bute to procuctive
Board discassions Accordingly 1he Board 1s sat shied tnar Ms Larrrer remains independent, and that she continues to orov de constract ve challenge
ard holc management 1o accoJnt, Furthermere. Ms Lonmer's contmued appo.ntment wil ensure a smocth transit on of kngwledge ang experuse Lo
our new cirectors, parucularly in respect of her role as the Chair of tre Reontation & Responsiaility Committee

Image removed

.

Esther Lee

Non-Executive Director
Fged 53

Appointment

Non-Executive Director since 1
February 2022

Skills and Experience

Esther brings sigrficant experience
1o the Pearson Board through hier
prior executive leadership roles in
dﬁve\opmg customer strategies to
drive growth, global marketing and
branding, driving digital
transformation and building
high-performance teams

She has along track record of senior
leadershup roles working for global
consumer-facing brands. Mast
recently, she served as Executive
Vice Presidgent - Global Chief
Marketing Qfficer at MetLife Inc
Previpusly, Esther served as Senjor
Vice President - Brand Marketing,
Adverusing and Sponsotships for
AT&T, and she nas served as CEO of
North America and President of
Giobai Brands for Euro RSCG
Worldwide Prior tothat, she served
for five years as Global Chiefl
Creauve Officer for The Coca-Cola
Company.

Esther s a Board member at The
Clorpx Company where she chairs
the Nominasion & Governance
Committee

Current notable commitments

The Clorax Company (Non-
Executive Director]

®O |

Image removed
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Linda Lorimer

Non-Executive Director
aged 68

Appointment

Non-Executive Director
since 1 July 2013

Skills and Experience

Linda s currently a Senior Adwvisar
atthe Bostan Consulting Group and
has spent almost 40 years serving
higher education. She retired fram
Yalen 2016 after 34 years atthe
university where she served in an
array of senior positions, Including
Vice President for Glabal & Strategic
{nitiatives. She oversaw the
development of Yale's orline
education dwision and the
expansion of Yale's international
programmes and cencres, Guring
her tenure, she was respansible for
many administrative services,
ranging from Yale's public
communications and alumni
relations 1o sustamaiiity, human
resources and the university press,
She also served on the boards of
several public companies, including
as Presiding Directer of the
McGraw-Hill comparies. Linda s a
trustee of Hollins Uneversity and a
member of the board of Yale New
Haven Hospital where she chairs
the nominating and governance
committee, and she aiso remains on
several consequenual advisary
committees at Yale University

In accorcance with the Cade, Sdnay Taurel was corsiderec 1o be ndeperdent Lpon 1is appointment as Chair on 1 january 2016

The Directors can obtair iIndependent professional agwice, &t the company’s exparse, inthe perforance of therr duties. All Directors have access 1o
the adwice and services of the Campany Secretary, wnose aopointrment and rermova s a matter reserved ‘or the full Board
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Board of Directors continued

@

image removesd

WEI®

Image removed

I

fmage removes

@&

Image removed

Graeme Pitkethly

Non-Executive Director
aged 54

Tim Score

Senior Independent Director
and Deputy Chair Designate
aged 61

Appointment

Nor-Executive Dirertor
since 1 May 2019

Skills and Experience

Graeme joined Unilever in 2002
and, prior ta being appointed CFO
and Board member, was
respensible for Unilever's UK and
ireland business. Previously, he had
held a number of senior financial
and commercial roles within
Unilever and spent the earher part
of hus career in senior corparate
finance rolesin the
refecomrmunicatons industry.
Graerrie served as Vice President of
Financial Planning and Vice
President of Corporate
Development at FLAG Telecom and
started ms career at
PricewaterhouseCoopers. Graeme
15 a Vice Chaiwr of the Task Force on
Climate-Related Financial
Disclosures and ts a Chartered
Accountant.

Current notable commitments

Umiever ple {Chief Financial Officer)

Appointment

Non-Executive Director
since 1 January 2015

Senior Independent Director
since 30 April 2021

Annette Thontas

Non-Executive Director
aged 5¢

Lincoln wallen

Non-Executive Director
aged &1

Appointment

Non-Execuuve Director since
1 Ocrober 2021

Skills and Experience

Tim has extensive experience of the
technclogy sector in both
developed and emerging markets,
having served as Chief Finanaal
Officer of ARM Holdings plc, the
waorld’s leading semiconductor [P
company, for 13 years. Heisan
experienced Non-Executive
Director and was appointed as a
Non-Executive Director of
Bridgepoint Group PLCin 2021,
zlongside his roles as Chair of The
British Land Companyplc, a
Non-Executive Divectar of the
Football Association, and a Trustee
of the National Theatre Tim has
garnered exlensive financial and
listed company experience during
previous and current positions, He
served on the board of National
Express Group plcfrom 2005 to
2014, including time as interim Chair
and sixyears as the Senior
Independent Director. Earlier in his
career, Tim held senior finance roles
with Rebus Group, Wilham Baird,
LucasVarity plc and BTR plc.

Current notable commitments

The Briush Land Campany pic
{Chair), Bnidgepoint Group PLC
{Non-Executive Director}

Skills and Experience

Annette has a 25-year track record
in teading global publishing and
data analytics businesses, across
acadernic, educational and
consumer media verticals. Mast
recently, she served as CLO of
Guard:an Media Group. a posiuon
she helg unul june 2027 Priorto
this, Annette was CEO of the Web ot
Science Group at Clarivate
Analytics, a3 data, analytics and
software husiness focusedon
research and higher education. She
has also served as CEO of Macmillan
Publishers and led the digital and
global rransformatnion of Nature
Publishing Group.

She currently serves as a Trustee of
Yale Umversity. Her previous
non-executive experience indudes
serving as Non-Executive Director
at Clarrvate Analytics {2017), and as
aboard member for Cambridge
University Press and Cambridge
Assessment (2019-2020}. She has
also previously acted as an advisor
10 Creative Commons and Ban
Capital.

Appointment

Non-Executive Director since
Tlanuary 2016

Skills and Experience

Lincaln has extensive experience in
the technalogy and media
industries, and is currently CTO of
Improbable. a technology start-up
supplying next-generation cloud
hosting ana neiworking services (o
the video game industry, Lincoln
was CEQ of DWA Nova, a
software-as-a-service company
spun our of DreamWorks Animation
Studios in Los Atigeles, a pasition he
held until 2017 He worked at
DreamWorks Animation for nine
yearsinavariely of leadership roles
ingluding Chief Technelogy Officer
and Head of Animation Technology.
He was formerly CTO at Electronic
Arts Mobrle, leading their entry inte
the mohile gaming business
Internationally. Lincainis a
Nan-Executive Director of the Smith
Institute for Industrial Mathematics
and Systems Engineering and Varjo,
a manufacturer of augmented,
virtual and mixed realny headsets
for professionats His early career
involved 20 years of professional IT
and mathematics research,
including as areader n Computer
suence at Oxford,

Current notable commitments

Improbable (Chief Technology
Officer)
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Division of Responsibilities

The Board

The Board has established four formal Committees. 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 stakeholder engagement, thereby making the best use of the Board's
time together as a whole. The Committee Chairs report to the full Board at each Board meeting
following their sessions, ensuring a good communication flow while retaining the ability to escalate
itemns to the full Board's agenda if appropriate.

Nomination &
Governance Committee

Reviews CGrporale governance
matters. indudimg Coce
comphance and Roacd
evalLanor considers the
appointment of new D rectors
Board experience and
diversity, and revicws Boaro
nduction and succession plars
as well as wider workforce
engagement

A

Chair

The Charr 15 primarily
responsible for the leadersh p
of tne Board and ensurng its
effecveness They ensure that
the Beard upholds anc
pramotes the ghest
standaros of corporate
governance, scrhing the
Board's agenda and
eNcoUraging open,
constructive debate of all
agenda rterns for ef’ective
decision making They regularly
meeg e Chiefl Execur ve (o
stay informrec and prowde
adace. They also ensdre thal
sharcholoers' v ews are
communicated to the Board.

o

Reputation &
Responsibility
Committee

Considers the company’s
impact &N sociely and the
comnmuniiies nwhich Pearson
operates, including to ensure
that strategles are in place 1o
manage and Improve
Pearson’s reputation

Chief Executive

Tae Chief Execuive 1s

respons ble for the uperational
ranagerment of the business
and far ihe developrment and
implementas on of the
company's sirategy, s agreed
by the Boarc anc
rnanagement Theoy are
respons ble for developing
Operauons, praposals and
policies for approval by the
Board, they nremote Pearsar's
culture and siandargs, and are
nne of the key representatves
of the company 1o s external
stakeholders

\
Y

Deputy Chair

From conclusan of tre
company's 2022 AGM, the newly
created role aF Deouty Chair wilt
suppo the Charr or Boarc
effecoveness and governznce
matters

Pearson Executive
Management

Tne Pearson Executive
Managemen: team consists of
the Chief Executive anc same of
therr drect reports Tney are the
execdtive leacership group for
Pearson and zre responsible for
delivering Pearson's strategy
under clearly definec
accourtabilues end in lne witk
agreed governance and
processes

Audit Committee

Apprases our finanual
management and reporing
N0 55565565 tne Integrity of
0Jr accodnrng orocedures
and fnancial controls. The
Comritiee alst oversers risk,
complance ard nternat acdn

Senior Independent
Director

The Semor Incependent
Drector's rofe inclddes
meerng regularly with the
Cnar ana Chiel Executive to
discuss spechc issues, as well
as being avalable ¢
shareholgers generslly, should
they have Loncerns that have
nat been acdressed through
the normal channels They elso
lead the evalustian of the Char
on behalf of tae other

D rectors.

*A

Remuneration
Committee

Determines the remuneration
and henefirs of the Excoutive
Directors and aversees
TRIMUNer T ar angeTemns
for the Pearson Execur ve
tanagermens team, gs welt as
remuneration nolioes for the
woder workforce.

Company Secretary

The Company Secretary
a0lvises on goverrande matters
ara cornpliance with Board
procecures They are
responsible, under the
drection of the Char, for
ensanng the Board receives
accurate, ciear and high-quahty
information, anc has zdequate
UMe aNG approprate
rescurces in orger to function
effectvely and efficiently They
also support the Cnarin
aelivery of the corporate
goverrance agenda and
orgarse Directar nduclion,
raning programmes and the
Board evalJation process

Standing Committee

A Stancing Commictee of ke
Board Is establisned 1 approve
certar operatanal and orcinary
course of busiress ems such as
Dankirg marters, guarariees

31d Intra-Groun ransacions
and 1o make rout ne approvals
relating to employee share

plars Agdtonal authonty may
De delegates or an ad-hoc basis,
e.g 10 approve and conclude
COrporate Transalt ons

Authorities and Duties

Tre authonoes and doties o the
Boarc and its Committecs, as
weil as (ke roles and
"esporaigilivies o7 key mdmiduals
on e Buerd, are clearly set out
nwriung Trese documents are
reyiewed and approved by the
Board or an arnual basis and
are ava‘lable on the company’s
websie (pearsonple.com)
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Pearson Executive Management (PEM)

Irnage removed

Image removed

Tom ap Simon

President - Virtual tearning
aged 43

Ali Bebo

Chief Human
Resources Officer
aged 53

Appointment

Jowned Pearson 1 December 2004
Appointed to the PEM 1 Aprif 2021

Internal Appointrment

Appointment

joined Pearson 13 December 2021
Appointed to the PEM 13
December 2021

External Appointment

Skills and Experience

Tom has 19 years of international
business and finance expenence. At
Pearson, he has led the Virtual
Schoals business, warked in finance
for the emerging markets
businesses and led M&A activity in
the US. Previously, he worked in
invesiment banking at RW Baird
Tam holds an MA in Economics and
Politics fromthe University of
Edinburgh.

PEM Composition
Gender

Skills and Experience

Ali1s 3 senior executive with over
25years of experience building
culture for rransformative business
performance acress multiple
industries. Priot to joimng Pearson,
she was an officer and CHRO for
Hologic, Inc., a global medical
technology company. Prior to
Hologic, she held various HR
leadership roles with the specialty
retail company, ANN INC. Aliearned
her BAun political science from the
Urrversity of California, L os
Angeles.

Image removed

rage removed

Tim Bozik

President - Higher
Education; Interim Chief
Product Officer and
Co-President, Direct to
Consurmer

aged 60

Lynne Frank

Chief Marketing Qfficer
and Co-President,
Direct to Consumer
aged 55

Appointment

Jomned Pearson 8 May 1998
Appointed Lo the PEM 23 May 2013

Internal Appointment

Skills and Experience

Tim nas more than 30 years of
axtensive leadership experience in
higher eciucation produrts and the
business of delivering them at
Pearson. Tim earned a Bachelor's
Degree from the University of Notre
Dame and currently serves on the
Board of Directors far the
Assaciation of American Publishers.

Appointment

Joined Pearson 16 November 2020
Appointed to the PEM
16 November 2020

Fxternal Appointment

SKills and Experience

Lynine has over 25 years of
expenence in the media industry
Previously, she has worked in
compantes such as WarnerMedia,
ESPN/Disney and Turner
Broadcasting Lynne holds a degree
Ineconomigs and business, and a
ceruficate in corporate board
governance from the University of
Califormia, Los Angeles (UCLA).

chart removed

Nationality

chart removed

Ethnicity*

! cnart ceraved

External/Internal Appgmtment— ~ |

chart ~emoved

|
!
o

These figLres represent the Sxecutive tear excluding tbe Chief Execative andg Cheef F nanual Officer who are couved in the Board metr cs

* Mixed, Jier and Whte' ave the tazogores recngn sed as ethric grouns uner the JKs Cffice for Nangnal Stac stics classit caton
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Image removed

Gio Giovannelli

President - English
Larguage Learning
aged 49

Appaintment

Jomed Pearson 1 Fepruary 2014
Appointed tothe PEM 1 April 2016

Internal Appaintment

Skills and Experience

Gro has over 25 years of
Internatinnal business experience,
wrcluding four CEC roles i Brazil,

Previous board roles include
BOVESPA-Isted Natwra and CVC
Viagens, Gio graduated from
Boceon University, holds an
Economucs Ph.D. and 15 OPM
graduate of Harvard Business
school

Imzage removed
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Mike Howells

President - Workforce Skills
aged 45

Appointment

Jowned Pearson 1 December 2020
Appainted to the PEM
1 December 2020

Fxternat Appointment

Skills and Experience

Mike has maore than 20 years of
internatonal business experience.
Previously. he has worked i the
Briush diplomatc network and the
UK Foreign, Commonwealth and
Development Office Mike holds a
master's degree in internaconal
Law from the Umversity of
Nottingham and an Anthropology
degree from University College
Landon.

Image removed

Image remaoved

Cinthia Nespoli

Chief Legal Officer
aged al

Appointment

Joined Pearson 1 February 2014
Appointed tothe PEM 21 May 2020

Internal Appointment

Skills and Experience

Cinthua has over 18 years of
international legal and compliance
expenence Previously, she helo
leadership roles in legal and
compliance at multinational
companies. Cinthia was admitted 1o
the Brazdianbar in 2004 and earned
ber law degree from Pontificia
Universidade Catahca de Campinas
and 3 post-graduate degree intax
law from Pontificia Universidade
Catélics de 5ao Paulo.

Art Valentine

President - Assessment,
& Qualifications
aged 57

Appaintment

Joined Pearsan 23 january 2006
Apponted 1o the PEM
1 February 2022

Intetnal Appaintment

Skills and Experience

Art has more than 30 years of
leadership experience in
assessments, testing, and
technology. Prior to his 16 years at
Pearson serving as asenior leader
of Pearson VUE and as Managing
Director of Pearsan Clinical
ASSESIMENt, Art worked at
Promissor, which was acquired by
Pearsonin 2006 Art earned his MS
in Mathemarical Scence/Computer
Stience from the University of
Narth Carchina Chapel Hill.
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Board activities

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 to major decisions.

The role and business of the Board

The key responsibilit es of the Bozrd include:

— overall leadership of the corrpany and setting the
company's valaes and standards, inckuding moriofing
culture and Diversity, Eguity & Inclusion initiatives

— reviewing and determening the company’s strategy,
mcluding nrelanon to Enaronmenical, Soual and
Governance matters, IN consultation with management,
assessing perforrance agaimst it end overseeing
MENSgeMmEnt's executiar of 1t

— major changes to e company's corpordte, Lanis,
management and conirol structures

— epproval of gll transacuons or firanoial commitmenis 10
excess of the autnonty [mis delegsted to e Chief
Executive and other Executive management

—- assessment of marageTent pertormance, Board and
SXeCJUvVe SLCCession plann ng and talent oipel ne

-— effective engagement with key stakehaicors

Strategic planning and decision-making
The Buard spends cons.aerable ume in assessing whether any

proposed action aligns with the strategy ard furLre drecnion of the
business, wh le takirg inte consideration sustainability ardimpact on
ouar stakeholders I addinon, the Board regularly holds strategy
discussiors wactner rrelanon tathe speafic strategies of Pearson’s
fve business drasions or the visicn and wide strategy of the compzny
as a whole, both of which enbance the Board's decision-raxng in
shaping the company's strategic arc financial plans

The Board arc Comrittees recene trmely, regular ard necessary
fnanc al manageren: and other nformat on to fulfil taer duties
Comprehensive papers are arculztec to the Board ang Comrmitiee
members aporoxmately one week i advarce of each meeting The
Baoard recerves a reguler performarce dashboard ard key milestones
report. togeihier wih upcates from the Cnie” Executve and Chief
Finanaal Officer. In adoioor to neeting vapers, & ioraty of current
and histaricsl carporate nformacon is made available to Drectors (o
suppart the Buarc's cecsion-making process For mems that require
sigrificant consideraton and ~oview in advance of a decsion, such as
the adoption of Fearsor's new sirategy anc organisational structure

Board meeting focus during 2021

Strategy

Ongoing digrtal
transformaton
Direct to consumer
straiegy

Pearson- developmen:

and launch

Ongoing assessment
of impact of COVID-19
on strategy

Divisianal strategy
SL55 0N
Irplementation of
Group strategy

Cversight of Five Year
Strategic Plar and
preparation of 2022
annual pperating plan

Portfolio eview
and M&A

Capral allocauon
Data strategy

Performance
— 2020 preliminary

resJlts and annual
report and accounts

2021 operzting pian
perfermance, including
irterim results and
trading updartes
Regular nashboard
and milesTone reports,
includ.ng review of
KPls

Cperaung and
strategic plan
discussions
Conunuing review

of forecasts

Firal and interm
dividentd proposals
Ongoing assessment
ofimpact of COMD-19
on performance

Leadership & pet;;ﬂg

Chair 2rnd ather NED
succession planning

Culrure
DE&IIrmatves & plans

— Employee Engagemert

Network engagement
and feedback

— Employee survey

a55essmerts

Purpase, visian,
mission & vall.es

Talenr review and
pipeline developmert,
1ncluding executive
team successior

Workforce learn.ng
and cevelopment

— Board mentoring

programme

Governance & risk

anrounced in 2027, the Board's discussions can take place over a
nLmber af sessions.

Legal and regulztory
governance
complznce

— Boarc trairirg on key

legzl and regulatory
meatrers

Data privacy and cyber
secunty matters

Boarc anc CommiTees
effectiveness
evaluatiars

Regular meview and
annual confirmation of
ronflicrs of nterest

Approval of
Committees terms of
reference

Appraoval of civision
of responsibilities
between Char,
Chief Executive and
Senior independent
Director

_ Shareholder engagement

— Irvestor relatons strategy
and share prce
performance

— Shareholder 1ssucs
ang vounrg

— AGWM and relateg
shareholder interactions

— Feedback from Board
member meetngs with
sharehalders

— Major shareholders and
share register analysis
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The Directors recognise ther dJues towerds the sharehclders and
other stakeholders as sct out in Section 142 of the Act, and a
continued urderstand ng of the key 1ssLes a%ecung stakenolcers 1s
ar integrat part ol the Boara's decsion-mzlang process You can read
maore on pages 84-88 about how the Board engages with
stakeholders and takes their wiews into account when makirg
deqsions

Board meetings

The Baard held seven scheculec meetirgs n 2021, with OIsCussions
ard debates tocLsing or the Tormulatiaon, implementaticn and
exceutior of the new sirategy, as well as other key strategic 1ssaes
faging the company Majer erns covereo by the Board n 2021 a7e
shown in the table to the left. In addmon ta its scheduled meetings,
the Board converes zs mecessary Lo consider matters of a time-
sersitive nature I 2027, the Board alse miet on two ademior |
occasions to consider specific corporate finarce rmattears in further
deall. Desprze the conunued restrictions on international travel end
physicat gatherings 1n 2027, ine Directors have continued 1o engage
with company stakeholders, irclud ng the workforce ~he Boarc was
pleased o bie able 1o gather in nersor for one physical Board
meeting duning the year, where it was joined by the Pegrson
Executive The Board was abla 1o Teet i person ir Fecruary 2022
ara hopes that 17 will be anle 1o meer face-to-face throughout the
coming year

Reflecting on the level ana quaiity of engagement oy the Board in
2027, the Board 1s satisfied that each Direqtor contnibuted to Board
discussions and demenstrated sufficient commitment 1 be able 1o
rrcet their resuonsibil tes. As shown in the table nelow, each aof e
MNon-Executive Directors atterced all scheduled meeungs during
2027 |r addingn, 1ne Nommanon & Governarte (ommilles
confirmed n s annual assessment that each Director demonstiraies
the requ site level of corrmitrmen. ard contribut.on ir accerdance
with Principte H arec Provsior 18 of the Code Farmnermore, the
Board has conunued to adapt 1o a hybr d way of working (both
physical ard vuall whicn has allowed for greater partcipation with
employees and stakeholcers arourd the warle

Board attendance

Directors ere expected to attend 2ll Board ana Committee meetings,
but n certain excepticnal arcumstances, such as due tc pre-exisurg
business or persoral commitmenss, 1 s recogn sec that Directors
rmay be unable to attend In these circumstances, the Directors
recerve relevant oaoers and. whers possile, will commuricate any
caorments 3nd observations n advance o’ the meeting for raising as
appropriale dur ng the meetung Thev are updated on ary
developTerts after the meenng by the Chair of the Board or
Comirrittes, as approjirate

Indincuals' attendance at Board anc Comm Lee mestngs 1s

cors dered as part of the formal review of (ne r performance The-e
was 2 Mgk level of atrendance by the Directors ar Board 2nd
Committee meeurgs in 2021, as shawn i the able to the r gntand
In the Committee reparts that fallow:

Directors' commitments and conflicts of interest

Urcer the Companies Act 2006 {the Ac), the Directo s have 3
staturory dury 1o aveid conflicts of rterest with the compary The
compary's Arucles of Assoc ation allow the Directars to autharise
conflicts of interest The compary has an es.abiishec procedure 10
wdentify acrial end potental conflicts of interest, mcluding all
directorships or other appointments to, or relauonskips witn,
cormpanies that are nat part of the Pearsor Grodp and which could
give nise to actdal or potent &l conflicts of interest. Adoarally, in
response (0 Provis.on © 5 of the UK Corporate Goverrance Code,
Pearson hzs developed internal guidance to be taken it accaant
wher considering changes ta a Diredtor's commitments, or when
anpointing a new Director, as weli zs formalisirg the Boarc anproval
Pracess or sucn matters

Orce notif ec ta the company, any potent al confhicts anc comm iments
are considerec for authonsation by the Board &1 1ts next scheduled
meetng or, where necessary in the interests of timeliness, by 2
Committee comprising the Char, Servor Independert Direcior ard
Company Secretary. In parucLlar, the Board or Commimtee considers the
type of role, expecied ume commtmenc and any mpact whick th s may
have o the Directors dut ¢s to Pearsan, as well as ary relananships
betveeon Pearsan and the oxternal orgamsatian. The intercsted Director
1= NoT permwed Lo vote on. or be caunted r the cuorum for, any
resolution relating to their commitments, conflict or notennal conflics
The Board reviews any authorisauors granted on 2n annual basis.

During 2021, the 3oard approved one rew significan. cormmitment for
exisurg Directors, which was the appomument of Tim Scare s 8
Nar-Exacutive Director of Bridgenoint Group ple, 2 globat leader in
micidle market private assets 1Mvesting and a consutLent of the FTSE
250 The Board was of the opiror that 1us add.lional appoinim ent
was aCeptable as there were no conflicts perceved, and that the
aopointment would not prevent Mr Score from giv ng his Fearson role
the yme and auwennor 1D required which, at ine ume, incladea tre
Chaw success on process Furtherrrore, the Board beleves that the
expenence gaimec by Directors throwgh therr other comrmitments can
bring valuabie perspectives ta the Pearson Boarc There were o
other new comm unents of Directors during 2027 which the Board
considered to be signiicant in natu-e,

Eemdﬁetings attended
Chair

Sidney Taurel i

Executive Directors
Arcy Birc e

Sally Jonrson 77

Non-Executive Directors

Dame Elizabeth Corley Vi
Snerry Coutu 77
Dame Vivienne Cox? 313
Linda Lorimer 7T
richael Lymian® 3/3
Graeme Pitkethly 717
Tim Seore 717
Annctte Thomas® 212
Lincaln Wallen 77

Darre tizater Corley resgrea romete Boarz or 21 Decer per 2527

2 DzreN aence Coxrer -es omithe Boare gn 30 Apr | 2021

WM Lyara- es gned fror wne Board oo 20 Apnl 2627
tL TFoTas orec the Boats o O oner 2027
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How the Board is kept informed

The application of our Board and Governancc processes in 2021 ensured
that our Directors received accurate, timely and clear information from &
range of sources. This allowed the Board and Committees to monitor and
provide feedback on matters of importance, as well as to make informed
decisions that were in the pest interests of the company and its

stakeholders.

Irage removed

Culture

The Board moritors tne culiure and organisat:ondl health of the
compary with the assistance o ts Commitees, incleding tarough
regular updates frorr: tne Chief Executve, Chief Human Resources
Officer, and Chuefl Diversity Officer, as well as consider ng Graup-
wige programrmes sich as the ouarterly employee pulse survey.
Code of Conduct comphance, Fealth & safety, and talent ang
learning .niriatives

Inearly 2021, work began to redefine our company purpose anc
values, The procect aimed Lc align and galvanise emplayees Lo support
the new corporace strategy The Reoutzlion and Resporsibility
Committee received reports and oresentations from a cross-funcuonal
team {Corporate Markeung & Corporate Commurvcations, HR and
Strategy) 1o d stuss messaging and imolementat:on These discussions
continued throughout the year and, following a rabust research phase
conducted by ar external agency pariner with key stakeholders {which
included employees ecross different levels, geogranhies, and parts of
the business), the project was debated by the full Bozrd ahead of theur
deasion to Tove forward.

The Board also received cuiture-related updates fromvarnols other
sources, including feedback from the Errpioyee Engagement Network
and Lpdates on the results o7 the quarterly employee pulse survey 1n
July 2021, the Board received a culture update, delivered by Lhe Head
of our Global Employee Cormmunications, on ways to align Pearsar's
wukure and strategy notng that the two must work 1N concert to ¢rive
the company's averall business perfaormance. The presentation
outlined plars to shift company cultre anc emplayee engagement, as
well as providing an update on the ongoing work to bulld an inclusive
performeance culture at Pearson and plans to revamp other employee
intiatives, of which the Directors were supportive. Company culture 1s
a key factor in decisions the Board makes in relalion Lo the workforce
ard will be a topic of discussion in 2022,

For more nformation on errployee engagement, please see page 87.
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DE&I

The Board recognises the importance of [2versity, Eguity and
Inclusion and ercourages the rampany's approaches in addressirg
thes subyject matter in 2021, Pearson zppointed a Chief Diversity
Cfficer, This role was designed to entance the culture at Pearson
through the creation of a strategy (o builld ar inclus ve environment,
increase workforce diversity, and crve cquty in procucts and
services Following the appoiniment, 1ne Chief D versity Officer
assessed organisatioral performance against the 50 key DE&
imitiztives that had been approved by the Board for implementation
zwross 20271 and 2022 (for addimonal information please sec page 96
In 2021, the Boarec rev owed a progress report of the 50 iniatives,
noting that 43 of these were or (rack 1o be delverad by their
deacline. In addimion, a more streamiined approach was introduced
o revise DE&I prionties, with this evoluuon incdluding the
development of an enterpr se strategy w'th operation suppart
cenvred around foar new arganising pillars, mecru tment and
promaotien, retention, iInciusive culture, and socalimpact

To optimise toe delivery of DE&I outcomes, regular updates have
been provided 10 the Board and Committees. This acion has
resJlred 1IN awareness of complex challenges and milestones relative
10 product equity and remediat’on plars 1o min'mise reputatior risk
Updates further explarec progress towards advancing diverse
workiorce representation and creaung a new external websie
designed to Increase the public’s understanding of soc al equity
toprcs This engagemertt allowed Board and Commitiee members
opporunities to as< key questions and sharc opiniors to guide
future outcomes.

Environmental, Social & Governance

Ta learn more about how the Board monitors ESG matters
please see the Reputation & Responsibilty Commitiee Repart
on pege 98.




Portfolioc Changes

The Board receives regular updaies on porifolio and corporate
finance actvibes Mroughout the year, ndading regular Lpdates on
le transactions (disposals, acouisit.ons and corporate joint venture
aciviy) @nd outpdts of pericdic porttoho reviews. These updates can
teke the form of preseniing key summaries of nformation
documented in Board packs or orel uodates on key matiers These
dhscussions are typically lec Dy excout ve ano dwsional mznagement,
supparted by the Corporace Developmenc team and, where
necessary, external adwsers, Subseguently, once porifolio
transacions have closed, the Board 1= also kepr in‘ormed of the
INLegralon: or [rarsiion progress,

Data governance and cyber security

In ALgust 2021, Pearson snnownced that it had reached a settienrent
wath the Securiuies and Exchange Comrmission (SEQ) concerning 2
2018 secunty Incident mpscting AIMSweb 1.0, a web-based software
taoi for entering and racking studerts' zcademic performance that
was ret red in Jdly 2019 in Yire with a previoLsly scheduled plan

Sccutity and privacy are of paramourt Foportance to the 30a7c anc
ta Pearson and its stakeholders as 2 whaole and, accorcingly, the
Hoard was atrentive 10 This Tailer as 17 progressed Stens unceriakenr
during 2G2% incluced

— The Board and Audit Comrmitiee were <ept nformes of legal
dIsCussIonNs leaoing Lp 1o the settlernery with the SEC

— Intight of the SEC matter, tke Chair of the Board refuested that
ar independent investigaticn be Zonducted into the
croumstances surrounding the matter 1o .denufy root causes and
process and programme improverngents, a request which was flly
endorsed oy other Baard members

— Upon carrpletion of that imvesugation, the Soard considered and
endorsed recommended acinns 10 be taken by the company

— Imerral cyber secarity nzident disclosure protocols and cortrols
were reviewed and updated, as well as sever ty assessment
practices and standards and escalavon procedures

— Fallowing the Ylessons learned’ discussion, the Audic Commitiee
received a progress Lpdale on actiors waken and wil corumuse 10
monrer management's implermentaucn of progress

The Buzrd and its Comrittees alsa have an ongo ng programrr e of
discussions relaung 1o thewr oversight of data governance, privacy
and cyber securty Tatters. in 2027, the matters covered werc

— Data Privacy™® - Audit Commintee doep dive wath Chief Privacy
Officer and Crief Legal Officer

— Cyber Security™ - Audit Committee deep d ve with Crief
Informauor Officer and SVP - Technalngy Assurance

— Data Ethics* - Reputatior & Respansibil ty Commitiee session
with Chief Strategy Oficer and Cnie” Data Officer

— Dara Strategy — Boarc sessior witn Ch ef Dara O cer

A Qala-Crver epproach 1s Core to 0Jr stretegy as 4 digtal anc
consumer-focused busiress, therefore stric: data governance,
securty and orivacy stanvards are irtegral to the managetertof a
number of our principal nsks. The trust that comes from acung with
iNICghty, INcluding through our approach to data secutiy and omacy
15 at the Feart of our corporate values You can read mare abous the
Imporance of these faclors In oLr risk sechon begnring 0 page 60

* Reag more nnthese sess ong = e (o tiee Tepes (7 A llow

Pearson+

inJLly 2027, we zccelerated our move inte aigital ang skarpened our
forus on studens relar onships by laLncning Prerson+, a direct 10
Cconsumer subscripuan expernerce that gives Higher Education
sludenrs simple and afordable access to eBooks and study 1ools

The Board mon tored progress on Pearsons from the wral
develapment of the concept through to laurch anc beyond
Altnough developrnent of producis is led and averseen by
managemel't, the Boare paid particular attennon o Pearson- as the
fizgship product af the company’s cirect (o consumer srategy, the
creatior and laanch of which also represented a caltaral sheftir the
way Pearson deates and brings progLcls 10 market

In the early stzges of the concept, the Board consicered the
Investment 1o be mace alongside potential revenues 1o pe

generated Throughout the frst half of 2021, the Board was undated
on product developmert, design, focus group feedpack lincluding
from tne lerget consumer demographic), pricing strateges, brand
and marketirg. Followng a product demonstration, Board members
provided feedback on features erd “uncuonality wich refererce to tne
broader markeplace ard considered te key aualiny oifferentiators
and Nighty personalised, nch lea ring experignce that Pearson—
wodld offer the consumer The project team kept the Board imformed
of progress thraugh user acceptance test ng, with design ana burd
quality nerg front of mind to ersure a rrusted product

The Reputanon & Responsibiity Cormnittee consigered plans for the
proguct launch and media strategy as part of & commumications
Jpdate. Afer laurch, the full Board received updates or investor and
broker senument Lowards Pearsan+ as part of 116 regJlar Invesior
Relations repart As well as moaronng development and go-lo-
market strategy for Pearson+, the Board cons dered the potenual for
Pearspn~ withir the broader organisation, loo«ng beyor c the
boundaries of t¢ Higher Ecucat on d vision to explore potential uses
in other basiness divsions. 1L also exeminec how te leverage the
product In possible Norganic growlk ooportunities

Following the launch of Pearson:,
the Boarc palc ciose atlenuion o
subscriprion rates, Lser
registratcns and engagement
data Certain tergels associstec
with the laurch and take-up
formed part of the Board's
dashboard of KIs 1in 2021 as well
as "eatunng in Pearsar's publhc
non-finanaal KPis (see page 24),

I'Tage removed

The produc tesm also providea
the Boarc witk nsights into the
early feedback coming from
consumers, covering themes surh
a5 proouc! features, purchase
expencnce, affordabiity and
subRsSCription erms
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Understanding our stakeholders

A strong understanding of our stakenolders and their views is integral to
Pearson’s strategic planning and operational delivery, and the Board's
strategy sessions are informed by the views and needs of, among others,
our eight key stakeholder groups: consumers; employees; shareholders;
educational institutions and educators; employers; government and
regulators; business partners; and our communities - the local economies

in which our businesses operate.

As required by the UK Corporate Governance Code, 1ne Board
ensures that Pearson engages effecvely wirh, and encolrages
partizipauon fram, 1ms key stakehaolders The Board manians 1s
oversight Trough a variety of direct and indirect mechanisms,
ard the Reputanon & Responsibility Comm rtee moniors the
Group's stakeholder engagemen: frameviark.

Moare irformation or Pearson's key stakehalders. including
therr arcas of corcern and oLr respanse, 1s set out in the
Strategic repart on pages 16-19 Further information on how
the Directors discharge their cutes uroer Section 172 of the
Companies Act 2006 s avallable on page 12

Engagement during 2021

As with 2020, face-lo-face engagement with stakeholders was a
challenge for the Board, given lockdowns and travel restricnons
However, the Board and 1ts Committess recognise that stakenhalder
views are irtegral to dec sion-making anc the company's strarcgy.
The Board terefore ensurea that 1t was kept nformed of
stakeholder views, concerrs and caommentary throughout the year,
whether through direct or indirect physical o virtugl, engagement Ir
aodi: on, the use of digial tecnnology allowed for oroader
engegement, belping to ensure that stakcholders reteined a voice
within the Boardroom, This took place through (among other things)
physical interactions (wherever possible}, v rtual meetings, reports
ard presentations at Boerd or Committee meetirgs, feedback from
members of the Fearson Dxecutive Management team ard other
cmployee grouns, and nreractions withvarious furctions, teams or
acvisers, both insioe and outside Pearson.

While al' key stakeholders are integral 1o the Board's deliberations,
the Direcrars recognise that learrers’ interests are particularly
important, and that a key factor of any decision 15 stening to the
interests of the vario. s stakeholders, takng these 'nto account and
rying to align or mitigate any opposng views, alf while keeping the
learners best interests 'nrmind Some examples of the xey activities
Lndertaken by the Board or by indwideal Directors i1 relation to
stakenalder maiters are set out below. Please also see page 88 for a
detalled review of cur acauisiion of Facthm, and Fow 1t relates 1o our
stakeholders and the long-term success of the company,

Shareholders

— Sharenolders are a key consiceratior n Board decision-making.
Desprre the Board peng unable to engage in person with
shareholders atthe 2077 AGM, we held a Viriual Engagement
Event for our shareholcers in advance of the AGM. This involvec
&n online presertation end Q&A sessiar with members of our
Board and prowded shareholders with an opooriumty to near
from our Boarc members and ask guesuons relating to the
busincss of the AGM. At the 2021 AGM, Pearson sharetolders
granted the company the autharity in 1ts Art cles of Association 10
hald future general mectings by Fybric (that s, cancurrert
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physical and wrwaljmesrs In 2022 we plan Lo host au- Nirst
hybrid meeting, which wall mzke 1L easier fc aur glocal
shasonolder base to take part, arc further enhances the Boa d's
ability 1o engege w th shereholders

— The Board atso ensarec there was 3 conunued malogue
throughodt the year with our [srgest sharehiotcers, inclod ng
exiensiely Ir relzuor to company’s new strategic directior N
addivon, and following the oppesition t¢ the maoton at last vear’s
AGM to guthorise holding general meetings on 14 clear days’
notice, as part of a broader shereholder engagement exercise the
compary sought to better Lnde-stand the views of sharehalders
or this particalar matter. As a result of the consultaion, the
company acknowledges there were certain concerns arourd
PPearson's use of this power to hold meetngs on less than 21
clear days’ nouce with respeact to the September 2020
Extraorcinary Ceneral Meeting Althaugh the Directors believe
that D 1s gn Important powe (o contirde 1o seekin futLre, to
af“ord flex:bilty where time may be of the essence on certar
matrers, they respect tne concerns expressed regarding its usc in
2020 As 2 result, Pearsor 1s committed o reflecung views of
starenolders 1n any considerauar of future use of this power,
granted by sharenolders In adetor, the Board engaged
exiensively with shareholders regarding the significant vote
agamist the Directors Rernaneration Report at the 2027 AGM
Plecse see page 113 in the Remuneration Commitlee Report for
addimional detail on this engagement

— For more details on now the Board, or specific Directors, have
cngaged wirn shareholcers, please see our 2027 shareholder
engagement cycle, beiow

Shareholdeir_aarTga_gehént cycieizdiz‘ri
— januaryTradwrngrLJédé{e S

— Fultyear 2020 results and sirategy cpdate
— 2020 Annual Report & Accounts
— Full year results irvestor roaoshow with Management

— Release of Form 20-F

— Pre-AGM Virtual Sharenolder Event
— Q1 Trading Update
— 2021 AGM

— Irvestor conferences with Chief Execauve and Chief
finznaal Officer followirg Q1 Trading Update

— Halfyear resuits
— Irvestor roacshow follawing half year resalts

— FEngagement relating 1o Remunerztion

— MNine Maorth Trading Update

— Investor Roaoshow with Cnief Executive & Chief
Financial Officer following Q3 Trading Update

— In person Investor Roadshow in New York & Paris

— Engagement relating to Remunerausn




Pearson Partner Forum 2021

Heid in March 2027, the Pearsan Parner Forun arowded business
partners with ar opportunity to hear from our Cref bxecative, Chief
Financial Officer and members of the Pearson Executive Managerment
team {among others) on the new st-ategic direcuon of Pearsan, With
over 130 of our key suppliers attending, Andy anc Sally snared their
thoughts on Pearson's sirategy, enabling business prowders to hear
airectly from, and engage w th, our Executive Directors This Ive virtLal
cvent also gave DUsImess pariners 2n 1ns ghonto the company’s
zpproachto resporsiole procurement and outlined our approack 1o
supphers with specific reference to DE&! and our new workfarce skills
dvision While the forus was on provicing our sapoliers with an insight
Lo Pearsen, anc specifically Ir relanor to our new strategy, the forum
provided the opportunity for pusiress pariners to ask questions, this
providing our Executive team with 2h under%tandmg of supphiers’
views and concerns Theintention of the forum was to highlight the
crivcal role that partnersmips and corporate social resaonsibiliy wll
play in Pearson's strategy Inte the furure

Engagement with employees

Despite chysical neracions Being fimited tkroughout 2021, e
Directors ut ised a namber of methods to engage with employees
virtually throughout the year. The Board recogrises that Pearsor
emplayees are mtegral to the business and therefore made sare
thet, during 8 ume of contiraed trenstormaton, cmplayees were
listened To, appreniated. supparted and ~ewarded Some examples
0" how the Board Pas engaged with ecmployees nclude.

— The Emplaoyment Engagement Network

The newwork has established a feedback mechanism between
the Board snd the workforce, enabling the Board to near
directly from employaes Members of Pearson leadership
nominate & group of active listeners, good commuicators, and
solid empio see arbassadors 1o represent the volce of our
amplovees across the company end in key geographies. In
making these appointmerts, matters such as gender, ethnicity.
geography, age and tenure are taken into accaurt Trus ensures
we have 2 aiverse and wide-ranging group of IndivdJals o
represent our warkfarce

During a one-year appomument, the network meets virtually

with a non-executive direclor ar a quarterly basis The group
Lontribures its wews on rimely ropics and provides feedback,
which s also an irpartant part of UK corporate governance.

Twe network provides Insightful and nelpful feedback on 2

var ely of key topics in 20217, includirg the launcn of the rew
company-wide strategy as well as our renewed purpose and
values

In 2021, the network also welcomed Sherny Coutu as
designztec Board representative, succeeding Same Vivienne
Cox Witk ner extersive t-ack ~ecord of working with start-ups
ard scaling basinesses. Sherry Fas partcular expenence n, and
passion for fester ng worktorce engagement She will be joinec
by Chief Human Resources Officer Al Bebo, Ir ezch meeting
moving forward Key themes that will be discussed in 2022 are
INMOVATION, rewart and recogh ton, systems and processes,
organisational siructure, and silos,

| am delighted to work with colleagues in the Employee
Engagement Network, which is a fantastic channel for heiping
to bring the employee voice into the Boardroom so that we can
co-create the future together.”

Sherry Coutu,

Pearsan's Designated Non-Executive Director
responsible for workfarce engagement

Consumers

As 2 gustress with a facds on direct (o consumar, (e Consumer 1s
ntegral to the company’s sirategy, anu 1s a key consideration far any
Soard decston The Directors therefare need to ensure tha: the
cpmiors of ail consumers - be that school students, vocational
learncrs, Indiv-duals looking ro upskill or reskill in the workplace, or
anyone else - 37 taker nie account n every degision or dscussion
that 1s hao " ne Directors ensared that 3s a Board they were
recenving relevant, up-to-date and deta led imformauor througn te
Torm of reports. verbal updates, 3nd presentations on a range of
rarers anclading the launch of tre diredt to consumer strategy, the
launch of Pearson+ {for more iIN‘ormat.on, ircluding how Lthe Board
recered student and user tesing fesdback, please see our rase
study o page 85), updates frorm the DE&I taskforce on increasing
diversity :n Pearson procucts ana services; and general updates on
product development and demensirarans

There were regular scheduled meetngs (whick were held vivtually
througroot 20219) with the EEN ang Ms Cox or Ms Couly, who
respect vely reportec hack to the Boare after each session so that
the views ana vaice of the war<fo-ce could be ref ccied i the
Board's busness ard del beratuons,

For addinonal irformation or how the Board will increase
ergagemert with emolovees i 2022 with respect 1o
TeMUneraon, piease see page 144

— Learning initiatives

Dorirg the year, the Company helc @ nuTber o wirtual events lor
the berefit of employees, with topics inclading * Glokal Learning at
Work Week’ ‘Global nciusion Week', ‘Global WELL Week' and
‘Information Security Awareness Summit’, among athers &s well
as the Frecutive Drrectors cemg directly mvolved, the Board also
receved feedback on these evenis as part of a genera' update or
talent lesrming and company culture

— Virtuai Town Halls

A frecuent poirics throughout the year Andy, Sally and the
Pearsor Execuuve Management Team held viriual tawr nalis,
which Pearson empioyecs were mviced 10 arttend These
discussiors were of parucular irporiance when they concided
with ihe sigruficant points in the year, 7o- example when Andy
anroanced Pearson's new strategy, the taunck of Pearsen+, and
any results released by the Compeny,

— Puise Surveys

0On & quarrerly basis tae Pearson workforce receves an nyviration
1o complete 3 employee suhvey, a1d the Board discusses the
reslts of these surveys

These give the Board insight 1010 specific sentimerts of tne
workforee in 20217, these areas included mental health and
welibeing, perspecuves on individuals’ professioral developrgng,
thaugnts on the company's strategy, and what indmduals think
apoJt workirg a1 Pearson. The survey aiso givies eTployees an
opporiLnity to provide wr:tten feediack, which 1s summarised
anc. if there are urderly ng trends or cormmon theres, presented
10 the Board Tne measures from the Pulse su-vey also form part
of the Board's dashpoara of KPfs, which w monitors regulariy.

Across the vear, 71% of respondents seli-reported that tney hag
upskiled or reskilled in 2021

— Mentoring schemes

The Nan-txecJtive Jirectors Qartcpate (1 & marisning sceme,
whereby they are pairec with a high-poiernal leader a1 Pearson
After 3 successfUi T rst conartin 2019, the scheme was re-
launchen with a new cobort 1n 2027, For addinonal detarls, please
see page 26
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Key decision made by our Board

Acquisition of Faethm

This case study an Pearson's recent acquisition of Faethm shows an
example of haw the Directors have consigered the long-term
LONseqLences, Interests o stakeholders and the mpacr of
operations an the communityir the 1 detison-making processes,
whiie acnng in a way that promares e s.ccess af Pearson for the
oencfit of ns sharcholaers as a whao'e

InSepiember 2027, Pearson announced the acquisiion of Faethm, a
pioneernig digiai analyuics plarform that helps comparies and
governments understanc tne cynamic forces shaping the lasodr
rmarkel The nsghts provided by Faethm helpits customers o make
data-driven deqistons ta navigate the charging labour market and
support the uockiling and/or reskilling of their workfcrce, thereby
helping tc prepare the wor<ing age population for disrupiion to
current obs ard ways of work ng

Hawving f:-st made a minonty investment n Fasthm througn Pearsor
ventures, Pearsar quickly identified thar Faethm's market-leading
data, insignts and Al capabilities could play an important role both m
Pearson's digital strategy, anc inits conninued commiiment 1o serve
the Lielong learring needs of people arounc the world. With
cusicmers across lhe glooe and a great business eth.z, the Direciers
noted that Faethr's strong reputation would corr plement the fugh
standards with wh-ch Pearson seeks to conduct business Faethm
515 a3t ine very heart of Pearson's new Warkforce Skills owv.sior and
1s analytics capabity. comb ned with Pearson's worlc-class
erd-to-enc learning arg assessment products, enables camrpanies of
all sizes o uraerstand whar skills are recded in their workforce, and
how These s«ills can be nurtured anc developed Thisis a further
building block to power the next generation of Pearsan's lifelong
learning products, meetng the rapidly changing needs of todzay's
waorkforce and bridging the global skills gap

Faethm was Pearsor's first maja- acquisibon since the
implemertation of the new drsonzl strutiure, end 8r acuulsit on
that 1s integral to the growth of our Workforce Skills Division Duning
their discussions, the Board ersured that there were sirong stratcgic
rationale, clear integraton plans and ackievable synergos,

Wnen considenng this acguisiuon, the Board receven detalled
upoates from management, prepared by the internzl advisory team
(with key nput from the business and external acvisers) setting out
The strategic ratnionale, anticipated synergies, due dilgence f ndings.
valuation and return aralys:s, sta<eholder considerations and
detallec post-acquisiv-on INtegrauor plans Very relevant n the
discussions were also the possibilibes to use Faethm's data
capakbiltes and sophisticated skills taxonormy Lo power future
proaucts to be developec by Pearsori Th-ough the decision-making
pracess, the Board considered how the acgumsition may accelerate
the company's strategy end how the expertise acquired as a result of
the acquis ton allows Poarson the apporiuniy ta prov de suppor 1o
arange of stakeholders, all of whom can bene‘iz Irom the enhanced
ability to adapt {0 a dynamic, ever-changing environmen: 2nd the
potential economic opportunit es tha: this brings, all while ersuring
that te acquisitor was financially viable and weuld therefore
contnue t¢ support key imternal and external stakeholders As such,
tre Board was mindful of the ability this acquisiuon would heve Lo
promote sLstainable econamic growth and pravide ar incluswe
approzch in order to support each and every ndmdual IN ther
search lor work The Board consioered the compary's key
stakeholders in the following ways'

Educational institutions and educators

The Board notec the potenual role for Pearson as a 'matchrr ax<er’,
leveraging our experience and posit on in the market to provice
educanonal options to employers that are laoking (o recruit, retain,
upskill and reskill tneir emplayee base. Integrating Faethm's solution
inte the Pearson business allows the company to foster 2 mynad of
busiress relationships arc proviges the opportunity to bring
together employers and instrutions
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FATHM

by Pearson

Imzge removed

Employers

Employers, Includirg companies and governmenis, often struggle to
Jnderstand and react to the dynamic forces that shape the labour
mzrkel As a business and an employer which has geen affected by
both digital advancements and, mare recently, COVID-19 disrupt.ons,
Pearson is conscious of the constant reguirement o ups<il ang
reskill a compary's workforce As such, the Jrectors are able Ta
leverage ther expenences 1o unoerstand the benefits of a solution
iike the ane offered ny Faetam Stepp ng outside the sphere of
‘tradmional cducaton and ackrowledging the needs of a constantly
changing iabour market, the Direclors receveds reports znd debated
the impact that Faethm could Fave an 8 company’s workforce They
ackrowledged the gap in traiming (Rat many orgenisations face in the
ability ta retain, upskill and reskil tneir empioyee base and agreec
that the service provided by Faethm would provide 2 long-rerm
solution ‘or employers, fac iitating data-driven decisions and helping
them predict and navigate furure developments

Consumers

As & BLsiness with g strong direct 1o corsumer [ocus, Pearson puts
the cansumer gt the neart of iKts strategic dec'siars. Faethmr offers 3
solution that allows tne world's workioree to Lnlock LS potential. With
125 Al powered forecast ergine and 2 gran.lar skills ontology, Faetnm
enables companies and governments to gain a deep understandirg
of iFeir workforce and to suppor: ndwiduals to upskill and progress
in ther careers) or reskill {poIN0ONE ther towards an alternas ve
career pathway) in therr eview o' the proposed ecguis'tion, the
Directors acknowledged the fast-moving pace of working
enviranments, and cons dered that ;1e acguisiian of Faethm woulg
give Pearson an imoortant bu lding block o create the best
enc-to-end skills maoping and lear~ing solanor for consumers,

Employees

The Board cansidered the emplayecs of Fasthm in their
deliberations, mcluding how best (o preserve the entrepreneunal
culture and drive thas the Faethm leacership tea bad created The
Beard also discussed how best to rinirrise distuption dunng
inregration Inte the wider Pearson culture, as well as ways (0
ncentivise and suppor: Faethm employees.

The Directors also consigerec the mrpact the argu siian wauld have
on existing Pearson errployees, especially those 0 the Workforce
Skills drisior. Arrangements were made for relevant erployees (o
be provided with an opoortunity to meel Faethm employees and
learn rmare abous the Faethmr solution

Shareholders

In evaluating the acqu sition prospedt, the Board considered the
ghgnment of the acausition with Pearson's strategy, the potential
financ al returns on inves.ment, and whethe~ the corrmercial terms
of the acquisition were in the interests of snareholders as wholc The
Directors agreed that iniegratng Faethm's taxonomy, data soence
and corperate sales capatilives Nto the company could play & key
role N acceterating Pearson’s strategy. The Board agreed that Faethmr
was a strategic it for tne company with the potential for broad
benefizs for the company and its members



Directors’ induction

The Directors receve a signiflicant bespoke Incuction programme and 2 range of irformatian soout Pearson wher {Fey jo n the Board. This includes
hackground information on Pearson ane details of Boars procedures, Direciors' responsibilties and vanious governance-related issues. ncuding
procedures ‘or dealng in Pearson shares and thewr legal chligar ons as Directors

The induction alsc typically ncludes a senes of meetngs with mempers of the Boare, exterral legal adwsers and brokers, the Pearsan [xecutive
tanagemert team and ather senior maragement Directors recelve preserts:ons regarding the business from serior executives and a briefirg or
Pearson's investor relat ons programme The inductior frismework is reviewea periodically by the Nomiration & Governance Commitiee.

Induction for Annette Thomas

As part of tne onboarding programme for Annetie Thomas, who was
appoinzed as a Non-Executve Director 1n Qctoper 2027 the company
provided 2 comprehensive and engaging induction over a series of rreenngs,
beginn ng before Annette joined the Board. The programme built on her
partctlar skillset, stributes, and background v medta #1¢ education, 1o
integrete hew into the Goard's activities

In zddition to meeting our Charr, Chef Executive and Chief Financizl Officer,
Annette met with each of the Pearson Executive Management members 2nd
key representatives of our corporate functioms These meelngs covered
)IEEFFD—(JBTE‘ per‘orma nee agamst firanoal ObjPCIJ\,’(?S, STrategic nnatives anc
awide range of other matlers, some of wiich are presented in the 12ole

below.

“It was an educating,
engaging and insightful
experience that brought
me up to speed with every
aspect of the business and
the governance

requirements in advance

of jeining the Board, Each

meeting was carefully
planned, and appropriate
information was prepared
with the aim of supporting
my contribution as a

Annette Thomas

Appointed to the Board
on 1 October 2021

Non-Executive Directar.”

Following the iz phases of her inducnion, Annette wes <eer to unaerstand

in greater detall all frve busiress dwisions, as well as our Humnan Resouarces

ard Direct to Corsumer fLnctions. Adeitionan meetings were sabseauently
arranged for Annette to leamn more about these “unctions, including an in-depth d scussion with Lynre Frank, Chiet Markeung Officer and Ca-Pres.dent

o' the Direct to Consumer funcuon

Annette's induciion programme alse ncuded one-ro-one meet rgs with each of 1er fellow Non-=xecutive Directors ard 2 cormpreherse ovensew ot
each of the Board's Committees, including ther objectves anc pricnves Tne Nomiraton & Governance and Repulation & Responaibilivy Comrmitiees,
contribLuor To wkich she discussed wih 1ner respective Chairs, were of particular imponance to Annetle

Annette met our external auditors and brokers and jotred a meetng witt the company's legsl adwsers [0 discuss, among other topics, direcrors duties,
Corporate governance anc exteraal report ng.

A selection of meetings that Annette Thomas held with the company's senior management

Assessment &
Quahhcations

Business
Divisions

virtual
Learning

Higher
Education

Workforce
Skills

Erghist
Language
Learring

Corporate
Functions

Comoany
Secretarial

H.aman
Resources

Imvestor
Retauons

Legal &
Government
Relauons

Attendees

President, AssessTert & Quelifications

President, Virtual Learring

President, Higher [ducation

Presigent, Workiorce Skills

President, English Language Learning

Key topics covered

Chirnical & US Stucent Assessmant
Peason VLJE
Financial metnics

Mar=et ang current positianing of Pearson
Valle propos.tion
Key performance indicators

Performance measures & commercial KPls
Business model
S5-year srategic averview

Workforce sirategy
Organisational structure
Key business mernigs

Finarcial projections
Organisauonal structLre
Sirategic prornes

Company Secretary
Deputy Comrpany secretary

Exterral counsel
SVP, Reward
SVF, HRBP Higher Education ard Corporate Functions

sVP, HRBP vinual Learing £nglsh Language
Learning erd Workforce Skills

SVP, Ievestor Relatons
& Fimznoal Communications

Acting Chief Legal Officer

Incucton planning
Governance framework

UK plc regulaiony inductian
Board and Carrmitiee matters

DE&! comimutrerits and tuhal ves
Goals, measJres and challerges
Rerr aneration prindiples

Shareholder views
Externzl percepl on of Paarson
Most ‘requently askec guestions from shareholders

Key legal risks and recent matters
Goverrment relat ons key themes
Susta nab.lity
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Board evaluation

The Board operates a three-yearly evaluation cyde which employs
a variety of methodologies to ensure the most effective results.

Fallawing an internally facil tared review in 2019, led by the Senior
Independen: Direc.or, and ar ex:ernally lad review ir 2020, the 2021
evaltiation would normally have been questionnaire based However,
given the aopointment of a new Senjor Indeperdent Director 1in April
20217, nwas agreed Lrat it would be Benefic al for a further internzlly
izalizated evaluation to be undertaken i1 2021,

Three-yearly evaluation cycle

Year  Mathodulugy Last
undertaken
Questionna re, tallared (o spec fic reeds 2018
@ of me bus ness

Internally facilitated interviews, tobe led by 20271
the Chair, Senior Independent Directar

and/or Campary Secretary as appropr ate

In-depth evaluat on, externally 2020
fac/itared

Approach and methodology

The 2021 evaluation was carrned out by Tim Score, Senigr
Independent Directar, throlgh & senes of one-to-one conversations
witn each Director,

Discusseon areas included matters that are immportant o Pearsonin
parncular, as woll as those tems lz21d downan the Code and
associated guidance, including:

— the effectiveness of the arganisation and dynamics of the Board,
ncluding compasition, competencees, d versity, leacership,
agencas, Teetng cadence, qual ty of the informauon prowided,
goverrance and decisian-making

— relatuonsh ps between the Board and sen or ieaders, znd
bezween members of the Board itself, includirg the rermizs of and
nterscucn amrorg the respecuve Committees and with the Scard

— succession planring and tatent pipeline for Execative Directors
ard other senior leaders

— the company's purpose and the Board's momtoring of
organisationa’ culture, behaviours and employee senament

— zrucdlston and implermentation of strategy

— urderstanoing of risks facing the comparny, inclucing probabil ty
and m-ugator

— understaneing of stakeholder wiews
— oversight of ESG ard sustainability matters, includ ng DE&

— concerns and areas far mprovement

The mempers of the Pearson kxccutive were also invited ro proviae
therr vigws on these topics by way of a questionnaire prior Lo the
Directors’ ndridual interviews  The findings from 1his exerase were
analysed by an externzl advisony firm, Lintstock, and shared, an an
unattributable basis, with the Seniar Indeperdent Director 1n
acvance of his conversauons with Board members to allow for the
Execduve’s opinions to be taker irto account durirg the orocess.
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Evaluation process

The formnat of the review was agreed by the Norminmaion
& Governance Cormrmitiee.

Tre scope of the review was finalised by tne Sen.ar
Irdependent Mirector with suppert from the Compert y
Secreiary.

Feecdback f-omthe Pearsor Executive was gathered by way
of & guestonnaire

Tre Senior Incependent Director nterviewed
cach of the I rectors on 3 confidental and urattributable
DasIs.

4 (4 (4

Tre outnn of the evaluztion was captureg N a report (o the
Board in December 2027 with the Board “hen aiscuss ng the
2oIns ralsed by e rev ew,

Progress on the findings of the evalugtion will pe monikored
ny the NoTirat on & Governance Committee throughout
2022

<

The Nomirztnan & Govermance Comattee reviewes the findings
from tne evaluazon with the full 3oard al ts meetirg in Decemoer
2027 1he Committee will cevelop an eciion plar (o address 2reas “or
improvement anc will monitor progress during the year.

In reportng back to the Board, the Senior Irdependent Drector
reported tkhat conversations with Beard merrbers were positive, with
Jnarrmous agreement Lthai the Board aperates ef‘ectively.

Key findings included:

— All Board members are “ully cngaged, providing the rignt balance
of challenge and support to tne Execdtive There is a bigh level of
retained strategic znd operationa; knowledge. The Board
members 2s a group are collaborative and respectful, with
rontributions made 0 & corstruciive bat informal tone.

— Board members have relevant skills and experierce albeit the
Board recognised tne importarce of paying partcular attcntion 1o
s balsnce of skills and expenence in I'ght of departures during
2027 Thedenury of the rew Chair was viewed as important in
considering the approgriate mix of s«ils arg experience on the
Board

— The frequency anc length of meeungs ana structure of agendas
are considered appropriate Contnued refinement of the
dashboard and milestone report has facltaled appropriately
disaplinec discussion by focusing on the most important issues

-— The Board appreciates the level cf exposare it rece ves Lo layers
of management below the seniar ieadership tear, which assists
the Boarc's understanding of the talent pipeline

— Company secretarigl support Lo the Board was considered to ne
of an excellent standard.

There was Unanimol.s agreerment that the Charr leads the Board n
an effective manner, [ulliling Princiole F of the Code, The Directors
agreed that he oemenstrates objecuve jJudgement, promotes a
culru-e of openness and debate, end fadliates constructive Board
relations and the efecuve contribunor of all Nor-CxecLuve Directors
This n turn supports Non-Sxecutive Directors in fulfilling the
requrrements of Principle H o the Code in provicing construcuve
rhallenge, strategic guidance, offering speaalist advice and hold ng
Management T account



The mair areas dentified by the Board for particular focus during
2022 were

— Continued facus on stralegic execution i each of Pearson's fve
drvisions, Incduding clancy on how the drvis.ons wark together and
contiued opinmisatian of the more-estantished busiresses

— Conunued discuss.ors or pordolic, investment prioritsat on,
capral allacation ai°d other carporate firance marters, N sJpport
o' delivery o’ the sirategy

— invalvement ir the selection of KPIs, with the Board having
visibility of supporung data to allow evaluation of relevant metrics

— Conunued shanng of customer insights wiin tne Board tc aid
underseanding of ehe quality of product concent and services

— QOngormg focus on succession planning and talent management,
poth at senior levels end more broadly 1o ensure Pearson has the
r 2ht skillset 1o execLle the strategy

— Refimement of long-rarge plann ng in hignt of the new si-ategy
ard busness struciure

— Ensure work 1o refresh the rsk maragerrent frammewark
conhinues, particularly given the mcrcasing importance of
informaton secunty, data management and privacy, and cyber
risks

— Continue to evolve ways 07 monitoring the culiure and behavio.urs
througnout the organisator. as well as overseaing the
implementetion of Pearsor's new purpose, Mission, v sion and
values

in addmon to the annual evaluaues: exergise. the Char meets
regularly with the Non-Executive Direciors and Lnese essions
include reaprocal feedback an the funcuan ng of the Board

Individuat evaluation

In addition to the evaluzunn of the Board as a whole, Exerutive
Directors are evalueted each year on ther overzll performar ce
against goals agresc by tre Board, and in respect of strategic
mezsures urder the company's annual incertive olar, "hese geels
and ob ectives are hinked Lo tne key metr s “or the company,

Progress on findings of 2020 evaluation

mnclud ng both financal and strategit objectives as well s goals hnked
to cufture, talent, branc, d'gtal growth and transformanon Progross
aganst eack of these mretrics is reviewed by tne Board on e regalar
basis, s pa't of e dashboard of KPis

The Charleads a formal ‘ndwidual evaluation of eacn Non-Executive
Director every otrer year end encourages open channe's af
commurucatiar between Directors and the Char on &n ongomg
basis I tre Board's opmion, these ongong inés of carrmun cation,
camnired with 8 Group-wide culture which aliows and encourages
feedback at any ume, provide the ost effective means for
evalualtion i assessing the contnbunen of each Nen-Execurve
Director, the Chair has confirmed that each continues ta make g
significant connouuon (O the business and defiperauons of the
Board The Non-Executive D recrors. led by the Senior indepentent
Thrector, also conduct 8n anua’ review of the Chair's performance,
witk. the Seniar Independent L rectar prowding feedhack trom this
review 1o the Charr,

Committee evaluation

Al Comm tiees urcertake an annual evaluauon process (o review
their performrance and efectiveness For 2021, the Comnmittes
evaluation process comprised two glements,

— feedback relaimg 1o Committees was sought from Directors as
part o’ the w der Board evaluation led by the Senior independent
Director

— ¢ther key contr butors to the Committees were invited 1o pravide
therr views by way of guest onnaires talloren to the spec hic remil
of each Cormmittes

The fingmgs from ths pracess were cunsidered by eacn Cormittes
ats Decernber 2021 meetrg The Committess were (ons dered by
Direceors 1o be working well attho.gh f was fels that, given the
evohang siiategic pr orities and the changing rsk landscape. a review
o 1he remits of the Committees should be carmied out Lo ensure afl
key areas are being covered and there 1s no duplication. The Board
also roted that all Committees have racertly had or a-e likely to nave
Charr ranstions in the near o rredium term Read more in the
Comrittee reports on the pages that follow

A number of achions were teken dunng the year i respgnse (o findings fromn the externally fac itared 2020 Board evalual'on process, as set out below.
Tre Beard has confirmed that these items were adressed to 1ts seusfaction, with recormrmendations Faving been pat 1nts practice or a cicar action

planidentfied for eack
Finding / Focus area

Support the Cnief Executive nodelivery of new
visior and strategy, mnclucing evolung aid
monizonng ealtdre and refresking risk aralys s

Response/action taken ) ]

The Board worked chosely with the Chiel Execulive and management 1o sLppart developrent
and introauction of the rew strategy The Board valuec s close involverment 1n the recen
refrest of Pearson's purpose, vision, missior and values, for launch in 2022. The ungo.ng

refrest of Pearsam's risk framework has been valuable and positve 50 far, although work will

conpnue into 2022,

Focus on Balance between surategic
£ans derations and perforTance morianrg,

This wzs a particutar aces of focus for the Chief Executive supported oy the Company
Secretary and executive team. Board giscuss ons ouring the year were seer as open and

including engaging with preposals and deas beirg brought to fne Board at the approvnate ume in tieir

— quality of nformatior recenves by Beard
— opportunires for detate and decrsior-mTaking
— KPIs and market insights

Continue to support £5G and sustanability
agencas, includirg DE&I

developmen: Boarc matenals are v ewed as mely and concise with the improvernent in this
aree mLcn aporeciated by the Board

The Board recogn ses tNe ircreasing importance o ESG, 5.sta nab Ity anc DE&l arc the
progress being made by Pearsor n these areas and1s confident tha: sufficient ume is bewng,

and wll cartinue 10 be, devoteo (o them at Board meetngs Read mare on page 84

Continue to ennance virtual Irteracuors uetween
the Board, Committeas anc executive
manzgerment Facilitate vrtual engagement with
the wiger workfgree as well s sther stakenclders
where appropriate

In 2027, 1re Board and company continued 1o ava | Mseif of 71e opooriun tes presented by
remaote working and wirtual meeungs The agility efforded by virtual meetings zllowed not only
for th.e Board 10 cortirJe (o operate effectively trroughoul ongoing panderric restncions, bu:
also for meenngs 1o be convened or rearranged at short notce where necessary (o consicer
ume-sensive matters, as well as being an enabler of other interactions with sta<eholders,

mnclucing Emiptayee Engegement Netwark meerngs, the Pearson Partner Forum end 2
pre-AGM shareholder event Reac more on stakeholcer engagement or oage 86 I spite of
the benefirs of wetual interactiors, the Board s keen (o spend more (me togeiher i persan
as 5007 gs Arcumstances permit
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Nomination & Governance Committee Report

Sidney Taurel

Cammittee Chair

Committee responsibilities include:
Appointments

Idenz fing and nominarng candidates far Buard vacancies

Balance

Zrsucng that the Board and s Commitiees Fave re
apprannate balance of skills, experience, iIndependence,
aversity and knowledge tc operate effectively

Succession

Aeviewing the corrpany's leadership needs with a vew to
ensunng the corunuec aoiliey of the organisauon to compete
0 the marketpiace

Governance

~eviewing and overseeing Pearson's corporale governarce
framewark, NCluding culiure ard emuoioyee engagement,
Board evakuztion and train ng plans, and the Bozrd D versy
Polcy

Terms of reference

The Committec has wr tten terms of refererce which clearly set out
18 aurnoity and dut es These are reviewed annuzlly and car be
‘ound on the Governance seclion of our websire (pearsonplc corm)

Committee members and attendance

Attendanze by Directors a: scheduled Nommation & Governance
Committec meetirgs throughaut 2027,

Committee members Meetings attended
Dame Ehzabeth Corley! 474

Sherry Coutu - - 414

Dame Vivienne Cox? 22

Tim Score 4r4

Sidney Taurel Ar4

Annette Thomas? 11

1 Darne thizaberh resigrec ¥om he Board ardd the Carrrrictec or 31 Decerrher 2021
2 Dawne Vivenne renred from e 2oard anc the Commiree on 37 Apt 12021
3 Ms Tnomas was aopomied o e Corruliee on 1 Oc.ober 2021
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Role and compasition of the Committee

The Cormrmitee manitors the composiior and balance of the Board
and of its Committees, identifying and recommercing to the Board
the appoirtment of new Directors and/or Comrmittee memocrs, The
Committee kas oversight o the company's comphance v, and
anproach ta, all applicable reguiat or anc guidance related o
cornorale governance matters The Commitlee also oversees talent
and succession slans for senior roles

The Commitiee cur-enty has four members inclucing me as Charr,
with Annetle Thornas having roined the Committee following her
aopointment to the Board in Octeber 2027 Durnng 202%, we said
goodbye to two Committee members as they stepped down from
the Board - Dame Vivienne Cox, who was my predecessor as Chizin of
the Committee Lntil ner ret rement in April 2021, and Dame Zhzabeth
Corley - and | offer my thanks (o both far therr substanta'
coniributions to the Committee’s waork

The Chef Execative and other senior manggement, includ ng the
Chief Human Resources Qfficer, attend Committee meerngs by
nvitation All Cormrmittee members demonstrated g strong
attendance record during the year (see left) Ir additien 10 the fodr
scheduled meetings held dur ng 2021, the Committee also et as
necessary o consider the Chair successior process You ca3n resd
mare about the Crair succession process on page 95,

As Commritiee Charr, | am avalable to engage witn any shareholaers
who Fave guesuons ar commerts about the work of the Camrmitiee
and was pleased 100N cur virtual engagement event with
starenolders ahead of tne 2621 AGM

Board succession planning, skilis and expertise

A key siemient of the Committee's -emit 's 1o lead the orocess for
Board eppointments in line with approprate sLccesson plans The
company has contingercy plans 1 place for the temporary absence
of the Ch.of Fxecutve for health or other reasons. The maztier of
Chief CxecLiive succession s a regular e Tor discussion and review
by the Board on en anndal basis. SLccession planeing for the Board
as awhole is considered at least annually by ine "ull Board and on an
ongoing basis by the Committee. In 2C21, the SBoard discussed at
each mmeetng the cvalving nature of the skills and charactenstics
required of new Non-Cxecutive Directers. The Chair and Senior
Indeacricent Director also discussed Committee succession planning
on a regular basis

The Committee has deined a sel of specific critena for potential new
Nor-Execdtive Directors, In parucilar gvirg considerarion to the
skills, experience and knowledge required in any candidates. Pearson
oxpeds all Non-Executive Directors to demanstrate the highest level
of integnity and creaibility, ndependence of judgement, matur ty,
collegizlity and the commitment o devote the necessary time 1o the
compary's business,

As part ol 11s "egular succession plarning aclivity, ell Board members
ae asked penadically 1o complete a self-assessmen: of the sk'lls ard
oxperience which tiey bel.eve they each bring to the Boarc Tne
assessment focuses on those categeones of skills ard experience
which are relevent to Pearson's strategy, business model and
parucular organisaional characleristics. When mapped against
expeciec retrement dates. the assessmen: helps the Cormmitiee o
idernfy the areas where it may neeo o focds any futare search
actvity. The results of the most recent assessment (showr opposite)
demonstrate that Pearson has a stworg spreed of skills across all
areas idertifiec as being of perticular mportance,



Skills matrix

This mztrix represents tne number of Directors with core or sunplemental capability Ir arcas that are relevant 1o Pearson's strategy, business mode!

ard organisal onal charactensucs. A cove capabilhty 1s ane of the strorgest areas of a Direclor’s skill and experuse, where they bring consideraple value
1o Baard discuss ons A supplemental capability 1s an area where the Director 1s competent or has experience, but it s not one of the pnimary skills or
atributes that they bang to the Pearson Board.

@ Core capabiiity @ Supplemental capability

Category

1 Accounurg end finance & Fducanon and pubic

2 Data and cyber sccurnny sector
Saverngnce 7. Global markets

2 Dpital anc technology 3 People/general talent
[isrLphion managemens, forus, including workforee
including Talen: learning
leadersnip through 9. Policy and government
change, Markeurg and relations
data Insights, New | 10. Prior CEQ experience,
business madels and particularly of
MnovaLon multnanonal businesses

5 Direcl to corsumer 51 Rernuneration

business madels R
(including corsurmer <
brand and marketing) 13. Sustainability/ESG

i U< plc governance

Scale and complexiy

Image removed

Board search processes and appointments

The Commitlee has been very active over the pastyear 1n relatian
10 Board search actmty, cancucting several searrh ororesses
resulung in the appomitrent of two new Non-Executive Directors,
Anmette Thomas and Esther Lee, and seleclon of a new Chair, Omig
Kordestar. While these processes were all condacted separately,
with specific candidate profiles in mind and utilsing two different
search firms, 1T was imnperative far tne Commitiee to ensure tnere
weas appropriate algnment across the threg searches such that the
breadih of desred skills, expertise anc backgrounds were sutzhly
covered by e apponted candicetes. As noteo above, you £an read
mare ebour the Chair succession process on gage 85

Before commercing the searches, the Commiztee tock into account
the changes 1o the overall skils ana expertise on the Board resultng
from recert and anucipazed retirements of other hor-Executive
Directors and mapped this against the key areas of sirategic
Importarae 1o e business, to ensure our Board would be opurrally
staffed w0 delver on the new sirategy.

The Comruttee agreed that it was parvcularly keer todentfy
candidates across the two Nor-ExecLove Directar scarches who
woLld bring a combiration o skills ang experuse 1n the followirg
areas’

— global ar rrulunatondl execative experience, preferably inclucing
expenence of the US market

— leading complex companies tnroJgh d gtet ranslormations

— digtal andsor datz analytics

— diredt (o corsumer expenendcg

Taking 1nte accourt the agreed pecson specification the Commitiee

engzged external search firms to undertake two searcn processes ir

fine with the opjectives of the Board's Diversity Poley, the Commitiee
asked t1e irms to ensure that the ists of candidates reflected
diversiy of gender and ethnicity as well as d versty nits

broadest sense.

As Chair, | worked ciosely wath the searcn firms 1o gevelop the
cand date hses, with the Lornrmitiec then considering the candidate
prohles in deta | inclucing their currens commitments, s«il's,
marvatiens and prevous expeneace | met with all shorthisted
candwates and proviged my feedbadk to the Comm ties, (ollawirg
which the preferred canaidates tnen me: with the remaining
mempers of the Board. The search processes culminated in the
appointments of Anrette Thomas and Esther Lee as lon-Execuuve
Directors with effect fror 1 October 2021 ana 5 February 2022
respectvely.

Pearson was assisted in the search processes which resulten 11 ne
appointments of Arnette and Esther by Russell Reynolds Assocates
anc Spencer Stuart respectively Neither firm has any cornection
with Pearsarr or members of the Baa-d beyonc its expertise in board
anc executive search, Both firms are signatornes to the Yaluntary
Coce of Conduct for Execctive Search Rirms

Executive succession planning

Succession planning “or key positions 21 Zxecutive managemen: level
15 primanly cverseen by the full Board with support prowded by the
Cammiee in respect of parmcalar niwatives The Executive tear has
2 key role to play n our strategic nlan-ing process, the onguing
development of our talent oipel ne and in fostering the culture ard
velues required ta continue to deliver on our strategy Ir December
2027, the Boarc held a discussion on ralerts, 1nclyding a success on
plarmng sessior focased on the executive pipeline from wnich the
furure leaders of Pearson were likely to ermerge, bott at Pearson
Executive Managemen: level and for other key roles. A d verse
pipelre of ready now and Teady later emerging talent has beer
dertiied, ard plans are in place 1o accelerate ther development and
path 1c succession where possible These measares incluce mviing
ngividuals o partiopate in Board 2rd Caommittee meetirgs,
mentonng by Nor-Executive Directors, anc encouraging anc
erablng indwviduals to take or external non-executive rales N order
Lo increase Lthelr exposure 1o new arezs of bus ness The campany
alsa has targeted development programrmes for figh-potenual -alent
and meniarsh p programmes for diverse legders, as well as
development grogrammes for jLnior arc ruddie management
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Nominaticn & Governance Committee Report continued

Other areas of focus during 2021

Tre Committes oversees the company's compiance with the LK
Corparate Governance Code and receves a starls racwer at each
mesting 16 enable it 1o consider the appropristeness and rratarity af
various elerrents of our governance framewaork ano to mon Lor ary
areas of non- or guahfied complance Lez n mare about Pearsons
complance wini the Cone ar page 75,

Other arcas of focus for the Committee dunng the year incluaed:
cveraight of investor governance and woting poliaes ard broader
goverrance thought leadershp: an annual review of the Bearn
Crversity Policy and s accorpanyng onjectives; roview of proposec
charges te Pearson’s Articles of Assooiaton. whicn were
sJbsequently approves by sha“eholders ar the 2021 AGM,

cansier diion of the sna-d's owr ongoing prog-amme of learmimg
zna development and the annual review of the contribotior of each
Direcior tothe Board. The Cemimittee also received perodic Lpdates
fram te Chief Humrar Resources Officer and mermbers of the HR
tea in respect of diversity and talent intatives across the busiress

Committee evaluation

Tre Committee undertakes an arnual eualuation Drocess 1o review
its performance and ef‘activeness For 2621, feedback resating to the
Cornmittee was sought from Directors as asrt of the wider Boara
evelustion leg by ine Senjor independen:. Directer Topcs covered
ircluded the effectrveness and dynamics ¢f the Commitiee, oversighs
of key areas wrain the Comerittee’s rem t. the qual ty of papers and
meeling discussons, and the relalonships betweer the Commettee
and rmanagement.

The Cormnmitiee cons dered the findings from this process at:ts
December 2021 meetng, including:

— Trie Comrmitee 1s corsidered Lo be working well with aparoprate
agendas, papers arocuced o a goos standard and igr-gualty
CISCUSSIONS,

— Giver [ne evolving sIrategic prortes and the changing sk
lancscape, including around £5G and cultu-e, it was fe't that &
review of the rerts of all Beare Committees shoulc be carred
oJt to ensure al key areas are being covered approariately end
there 15 no unnecesssry duplication. As well as corsidering its
own remit in | ght o this recommendaten, the Commiztee will
also lead or thus overall reviewe process on behalf of the Board
during tne coming year.

There were nao parucular matters identified dunng the 2220
evaluation: process that "equired attentian dunng the year,

Directors’ training

The Conmittee 15 responisible for overseeng the Board's training and
Induction plans In 2021, we ~eviewed and considered the proposed
Bosrd training programrme for the next 18 months and approved the
mauction plan for newly appainted Non-Executive Director, Anrette
Thomas,

Training undertaker: by the Board in 2027 incluged:

— The Board's responsibility for oversight of Peasson's cthics and
comphance programmes

— An overview of the evowing regulatony landscape relating 1o
sustainability disclosures. including the recommenaoations of the
Task Force on CIimate-refatec Financial Disclos.res

— Refresher traming on the UK Market Abuse Reguiatior and inside
informartion regime,
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In additian 1o the specfic train ng sessions 1n the year. all Direclors
“ecora traiming n the ‘orm of oresentations about the company’s
operaticrs and, wnere possinle, througn Boars meetings held at
operauonal locatons, and Sy vwsting local faclities ana managemert
While physical wsits 1o some iocations remaines challenging duting
the year, we seugnt 1o offer the Drectors the same level of
interaction, 10 the extent poss.ble, through digtal means. The
Company Secretary, ncorunilorn with Pearsar's adv sers, rmanios
legal and governance developmenrts and upgates the Board on sach
matters as agreett witl 1he Cnan Our D rectors car also make use of
external (ourses

Athorough indurusn plan was orepaced ‘or Adnette Thomias aheas
ot her apoointment to the Boarc © Ocaher 2027 You can road
mare abaut ts on page 89

Committee aims for 2022

The pronty for the Committee n 2022 wil' be (o ensure smaatn
Charr transmions at Board and Committee level, and the successful
onooarding and integratior of new Directors The past year has
required the Committee 1o be parucularly focused or Board search
actwity and, i 2022, we will pleot oJr attentians twards other
elerrents of the Comrittee’s remit. gving consioerationr 1o sreas in
wnich there may be scone o go anove and beyonid Pearsons carrent
gavernance arrangements in Ccortnuing 1o ensare a wond-Class
corporate governarce framewors Attention will also Se giver 1o
ensuring our good progress on Beard drversity extends ta the
composition of tne Commitiess. We will welcome the insignts o* Al
Bebeo, our vecent'y appointed Ch ef Human Resources Officer, as we
conorue 1o discuss diversity, talen: and cuiture more broadly, and we
wi . begir preparatory work towa+ds the next externally faciltates
Board cyalLation proress due totake pace in 2023,

Sidney Taurel

Chair of Nomination & Governance Committee



Chair succession

image remaved

I Apnl 2027, Pearson anrounced that Sorey Taurel had infarmed
whe Board o7 Ris intention to retire 2s Chair ana that the Nom nauor
& Governance Committec wol ld commence a process ro identify hs
successor, lec by ibe Senior Independent Direclor, Tim Score
Graeme Pitkethly was co-opted onio the Cornm tee for this process,
alangside Mr Score anc exisurg members, Dame B zabeth Corley
and Snerry Couly, Sidney Taurel recused humself from the
Committee’s ciscussions on this matter

Following a compet tve process, Russell Reynolds Assoaates (RRA)
was selected by tre Committes in June 2027 10 support the Chair
sLOCEsSIoN actity I addition 1o thes mandate, RRA 1S periadically
engagec by Pearsor inrespect of broader Board ard Executive
search aclivity The firm has no other conrecuior witn Pearson or any
members of the Board

RRA mel with eack member of the Board ind vidualty Lo seek thair
mput into the prefile of the desired candicate end wo refine the role
spec ficaton, following whick a long hist of candidates was drawr up
The Directors agreed Lhat the key atiributes they were seeking m
proposec ceénd dates incluged.

— adeep urderstandirg of 2israpuve business medels and ar
aporec.anon of the challenges and opportin ties imkerertin Pearson's
CONLNUINE rars armation

— slrorg strategic of entatior and g part cJlar 2 Tirity with digial,
consamier-orierted and branced businesses

— agichbal cutloox, 1deally vath experence in the US

— mellectuzl cunosiy anc a sireng beliel in tne trars'ormative power of
[ felong leaming

— abilig 2 represert Pearsor tothe nvestar commurny and o lead
arc get the nest out of the Roard

— ability tc culg an effectve and trusul workirg relaiorafip wits he
management team

Tre Committes recogn sep thal it might be necessary 1o weigh up
the prionty of particylar strengtns i digtal disrapt on ane consumer
experence n Fearson's mar markets next to speaiic FTSE char
experience The Comm tiee also made clear 1¢ RRA that diversity,
cluding of gender end ethneaily, wds an imooriant cons deratior in
the cand date searck process.

Fram the tong iist that RRA ceveloped, the Commidtee considered
anproximately 60 canoidates over the course of the process As this
progressed. the Commitiee proritised a shortl st of s ndiwid uals,
ncud ng two worner and three indwiouals of coloar Each of the
shortiisted candicates met with Tim Score and Andy Bird dur ng
AugLst and September, as well as with a number ¢ other 3oard
mempers ~his rounc of one-te-one meetings altowed the Commitzee
Lo further sharpen its focus onto a smaller groun of candidates, who
then met with the other members of tne Board n the Autumn

As a "gsult oF the comprehensive interview process, ihe Commitee
idenuled Omid “ordestan a3 vs oreferred candidate for ihe role of
Chartr of the Board Once anpropnate checks and referencing nad
keen completed, the Commitiee was able 1o nalise s
recommendatior n ocng so, the Commitige was coghisant of the
trade-offs and balance to be struck between cifferert candidate
profiles and concluded that the cpumal Board leadersthip structure
wold comprise g sirategy-focused Chair working alongside a Depurty
Chair vath strong UK listed company governance experuse. The
Commitiee, 1N corsultat.onwitk RRA, iderufieq Pearson's Senior
Indeperasnt Director, Tim Score, as the best caroidate for the
proposed role of Deputy Chair

Following a formal recommendat.on from the Comm tiee In
December 2021, the Boerd gpproved both the appomtment of Omid
Ko cestani as a Non-Executive D rector and Charr Designate with
effect from 1 March 2022 and the apnontment of Tim Score es
DepLty Crair Des gnate [t1s intended that Omid and Tim will
commence thel” “espective new roles upon conclusion of the AGH
on 2G Apri 2022

The Board s pleased 1o welcorne Ormid, who orings a wealth of
experence inleading ana advising some of the world's best-known
consume tecknology brands. His expertse wili help to further
Pearsons ambition (o accelerate (s dgital, fifelong fearning strategy

Omid et the Code's independence regdirements o apnomtment.
In accordarce witn Pearson's external appoiniment policy, a conficts
of interest ard CoOMMItTENTS FEVIEW was Carmer oul pror Lo
anpointment and the Board was satisfiec that Orn d's external
iterests wolld not create any con'licts with s role a1 Pearsan and,
further. that he would be able 1o cevore the necessary ume ano
actenta T w Pearson Husriess.

Sidney Taurel d d not take past n the search and seleclior process
save that he parncpaies, frstly, in the imual indmidual scoping
sessiors wih RRA and, secondly, 1 the 9nal ceqision 1o ppoint
Crrid and Tirr, witn Lnese resolut ons being passed unan mously by
the Boare Tim Scare recused himself from Committee discussions
relat ng to his own nominaton as DepLty Cnair anc did not
partcpare i1t the Baard's vote rel3tng (o 1 s owit apaomitment

O behalf of the Board and Pearson colleagues, the Cammitice
woald Tke 1o Thank S drey for tus leadersmip, dil gence ard unfailing
suppori of the company duaring his ume as Chair of the Board Bur ng
hus tenute, Sidney has steerec Pearsen through a perod of
disrupnon while the compeny undertocok a substannal
transformanon and he leaves Pearson with a Board and
management tearn (nat sre well-posivored for the next phase of
growin We will miss Sicney's wise anc experienced counsel and wish
it and s famity all the very best far the futire
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Nomination & Governance Committee Report continued

Diversity across Pearson

We acceterated our DE&I efforts in 2021, continuing to baild an
mclusive workplace culture and a more ecuitzble company In
October 2020, the Board approved 50 iritatves (o implemertation
over 2 12-month pericd for which progress has peen made This plan
was further defined by the creation of 2 DE& strategy in Match 2027
focused on four organ sirg themes Recr uilment/Promouon,
Retennon, Inclusse Culture snic Souidl Impact, Thes five-year AcLoen
Plan contams a ramewor<ar gozls and inatves (o “urther
Lrnderscore areas of mardvement as wie continue the path
INCroase represeiat on across the enterprise whiie uulléing
equitable learning solutions

Pearson's Code of Conouct in relznon o ethical practces takes
sccount of gender, age, ethniaty, diszbility and sexuel or entation,
and applies to all employee levels. including the Pearson Executive
Managerrort (PEM) team It s underamnea by a global statemert on
DE& along with country ano busiress-specfic policies, Siandards
are set consistertly worlewide - both interrally anc exterrally - as
part of cur cnacavour 1o make Pearsor a great place to work

The Globa! DE&I Councl oversees progress o our DE&i agenda This
groun nclades this PEM tca, cngages business [caders and
memboers representing employee rosource groups, and is chaired Ly
Chief Execut ve Officer, Andy Bird, and the Crief Diversity Officer, D+
Flo Starks. For more information on our approzch 1o DE&Y, see

page 49.

Board diversity

We oelicve that Board owersity makes us a petter business,
contribung to high performarce, enhanced commercial results, and
aleadership culture that 1s inclusive Resea-chirdicates mign-
performing boards prov de ar increased compeuuve advartage.
Further, giobai trends cortinae o reflect the needs for greater
mnclusion,

We are determined tna, 2s 2 Boarc, we must be represertzlive of
oLr employee base and wider socety, including the countries in
which we ooerate, The Board embraces the UK Corporate
Governance Code's underlying nninciples with regard to Board
balance and diversity, irclud ng in respect of ethnicity, gender and
age The objectives set out in t1e Board's Diversity Policy anc aur
progress towards tnese are shown in the table an e opposre page.

The hominatian & Goverrance Commitiee ensures that the
Direcrors of Pearson demonstrate 5 broac balance of skills,
background and experierce, to suoport our strateg ¢ development
ard reflect the global nature of our busness. It requires
appointmerts to be made on mert and relevant experience, while
taking into accourt the broacest defimton of diversity In tne recent
Non-bxecurve Director search processes, the Commitiee
encouraged the retamcd search firms to place an emphasis an
puturg forward candidates who would ennance the overall d versity
ofthe Boama

The Committee has reacopted the following abjectives, wh ch
sLpport the Board Biversity & Inclusion Palicy, which continues to
sLpport Pearson’s commitments (o creating a more eclitable and
Inclusive company

— atleast 40% female Direclors {orevious largel: 33%)
— 3t least 7wo Directars of colour (previous target: ane)

As at 37 Decerrber 2021 the Boarc was 50% femate (20207 45%),
exteeding the rerommendgtion o at least 22% fernale
representalion suggested by tne Hampron-Alexander Review, as well
85 e recerly released FI1SE Women Leaders Review which has a
target of 40% women's representaton by tne erd of 2025, The FTSE
Women Leaders Review also recommends that Boards should have
at least ohe woman in the Chair. Senior Independent Thrector, Chief
Execative or Chief Binancial Officer role by 2025 - aterget we have
al~eady achieved
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We zlso sausfied, ahead of the 2021 Larget dale, the
recommendatior in the Parker Review that a7 least one [ rector
shoud'd be from ar ethnic mironty bac<groand

Diversiy was one af the top ©s the Baard consderac in the Board
evaluaton process cond.cred in 20271, hoth in respect of its own
compaosition ardir terms of the company's approach. The resulte
and feedback providec by the evalyation ind rated that the Directors
believe the Boarcd's diversity 15, as a whoie. gaod In 2 wider context,
the Board recagnised the mcreasing moortzrice of DE&I and
ackrowledged the current orogress berg mace It noted thar
sulficiert urne was, and would corurue to be, devoted e discussing
DE&I st future Board meeungs 11 addition, the Committee has
discussed advanoing the object ves set out in the Boare Drversty &
Inclusion Palicy, to increase the racal and ethn. representauor on
the Boare

Diversity and talent at Executive level

Three of aur Executive team of eight, excluding the Chief Execctive
and Criefl Finaraal Officer who are coanted in Lthe Board's metric, are
women (37 5% vs 30% i 2020} I~cluding ihe Chief Execuuve and
Ctief Finaraal Officer, this rises o 40% wornen {four women ogut o°

© 0 members] (2020. 33%). As 0f 3% Decemnber 2021, the semor
menggemert team (as specfied by the UK Corparate Governance
Codej, te the Pearson Execative Management iezm anc their direct
reports, .noudirg the Compary Secretary, containen 44 womer,
represening £9% of that group (2020. 36%)

To buile 2 pioelne of dverse iIndradusls i leadership anc senior
managemert postions, we run several accelerated learnirg and
career cevelopmen: programmes. SLpported by the Global JE&I
Councl, and witn 3 parucular focus or ethnicty and gerder, the
schermes have been designed (o assess how sponsorsh p and
senior-level agvocacy Ir the workplace cen produce career dvidends
for protégés ano ther sponsors. The Board and Committee carefully
muonitor plans in this respect and the outcomes achicved

The Cormmittee received updates on wo internal mentoring schemes
that T sLopors the first paics a high-potential leader {typically ar SvP
level) vath @ Director. The secord irvolves membcers of the PEM team
sponsering s small group of Incwduals at management level,
identified through aur talent and learning review process as potential
successors of semor managemert. The Committee agreed that the
programmes, which have been under way for some years, should
conznue ir 2027 with a further cohort of parucpants, We are
cuTently rev ewing opportJnities to strerginen our Boerd
sponsarship ard mentoring schemes, and in future they will focus on
crezuirg mentoring partnerships based on skill development needs
Our goal 1s thar 50% of botn the Board mentoring and PEM
sponsarship cchorts should be from a d verse bac<ground,
specifically looking at gencer, recial ard ethnic divers ty.

Image removed




Board diversity objectives

During the year, the Committee receved a detailed progress updaie on the compary's DE&I si"aieg ¢ approach, framework, governance end
megsurement madels, and pronty areas As part of thes, the Committee reviewes anc updated the atjecives which uniderpiti the 3oarc Diversity
Policy. The current objectives, and Pearson's performance against ther, are set out below,

Key

& Target ach eved

a Target not met

o o o T ké@ressr )
As at 37 Decerrber 2021,

Objectives
we will sirive to achieve and ma ntair a Board composition of

— aticast 40% ‘emale Cirectors & The Board includec 50% ferate Directors

— at least Two Drectors of wolodr @ 1re Board included one D rector who dehtfies as Mixed - White &

Al Board appointments will Ge made an ment, in the conesxt of the
skilis and relevant experience tna: are needed for the Board to
oversee Pearson's sirategic dovelopmert amd that reflect the glonal
natLre of pur basiness.

The Bogrd will continue to mcorparate a focus on a diverse pipeline
N iis succession @and gppoirtmen: planning including o prionitise the
Lse of search firms which adkere to the Voluntary Coae o Carduct
‘or Executive Search Firmis (the Valuntary Cooe) when seeking to
make Board-level appointments

The Board wiil conuinue 10 adop: best praclice, as approoriale, In
response to the Hampron-Alexancer Rev ew and tre Parker Review.

The Board will consider 18 composikion anc diversity as nart of 1s
considerat cn of effectiveness N the Boarc evaluabon review process

where apprapriate, we wll assist with the development and supoort
of Imuates 13t promaote all ferms of DE&I 11 the Board, Pearsor
Execdtive Management ream anc other serior management

We vall review and report on oLr progress in ire with the policy
and our ob ectives In the arnual report, irclud ng prowadmg details
O 1T gnves to promote DE&1 N the Board, Pearsan Executive
Managemerttearmn and other serior management.

We vell conunue to make key OE&N normauon, about the Board,
seriar management and our wider emplayec papJlal on, auaisbic n
the annuat report, and aim for ongoing transparency 11 Nis ared in
hine with best practice

Diversity and talent at Executive level
Executive team*

Chat removed

* TxecLove Tedm rolaarg et oxesa s anz Chef
Franusl O cer

Black Caribbean, and ore Direcior whao idenufies as Mixed - White and
Black African

*As at 28" Fenruary 2022 the Board includes 3 Directors of colour

Tre Char search orocess in 2021 considered a wide range of
canchdates, including from diverse backgrounds, all of whom were
evaluated on the basis of mert. The process resulted in the
appaintrment of Orid Kardestam whom the Board beleves
possesses the requisite skitls and expenence for the role.

Tre Cornrittee actively includes dwersity i iLs search criteria for Baard
appoiiiments, and proactvely encourages ergaged search firms to
nclude candidates 'romr a renge of diverse backgrounds in s
candhdate ists.

Russeli Reynoles Assoc ates and Spencer Suart bath assisied Pearson
with search actvity durirg 2027, incluoing for the external element of
e Char and Mon-txecutve Director searcn processes. Both
companies are signatories to e Yoluntary Cade

The recomnmendations of the Hampton-Alexander Rewiew, Parker
Review ara the FRC 3oard d versity and effectiveness report In respect
of gender and ethn ¢ diversity kave been noted by the Board, anc were
considered as pant o the Commitiees drversity deep cwe 11 2021 In
addinion, tie Board is cognisant of the FTSE Women | caders Review,
which nas succeeded the Hampton-Alexander Review,

These matters were cons dered inthe 202° evalusuor process Read
more on page 90.

The Baard schieme of mentorinig semor leadershup talert was renewed

with a fresh cohorrin 2021,

The Nominarion & Governance Comruttee revicwed tne Board's
Diversity Policy and accomparying ob eclwves duning the year, s wall 2s
developments or DE&IN Tne exterral landscape

This informauor s ircluded in the annual report Read more ancut
DE&) matters in the wider employee nopulslion an page 49

Senior management team

Chart removed
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Reputation & Responsibility Committee Report

Linda Lorimer

Committee Chair

Image remawed

Committee responsibilities include:
Stakeholders

Fnsuning Pearson’s straregic cirecsion buiids long<er value
for car husiness and stakeholders and makes postive sooal
Impact on the planet. Key stakenoldess include consumers,
employees, sharenolders, educational insutut.ons and
ediLators, employers, governrment and rogularors,
communimes, and bus ness parers.

Risk

Cverseeng Pearatu’s approdca 1o repuranonl sk,

and ensaring Lhat c'ear roles have been assignec for the
rmanagemert ol the reputation dimension of rs«s idenuf ed

ESG & ethics

Overseeirg Crvironmental, Social and Carporete Governarce
{ESG) factors and performance Montoring ethical business
standards, ircluding Pearsor's approach 1o ssLes relevant 1o
15 repJtanca 85 a responsible carporare auzen

Brand & culture

tanaging the Pea~son brard ta ensure that its vaiue anc
reputaton are mantzired and enhanced Overseeing
Pearson's approach to moniiornrg and supporting e values
and cestred bekaaaars thal form oar corporate cultare

Strategy

Owversceing strategies, policics ard communication plans
related o reputation arc responsidility 1Issues and monitornng
that the peaple and processes are n place to anticipate and
manage Lem.

Committee members and attendance

Attendance by Directors a0 scheduled Reputation & Responsibilty
Committee meetirgs througnout 2021,

Committee members Meetings attended

Andy Bird A/4
Dame Vivenne Cox 17
Linda Lorimer 444
Michael Lynton: 17
Graeme P thethly ' 412,
Annetie Thomas? 242
Lincaln Wallen 414

Dame Vivenne retired from ne 3co7d ord wne Commities on 30 Apnil 2021

La

r Lyrmor resigned from the Board and the Committee on 30 Apr | 2027
3 MsTnomas was apported (o the Cormmiiee on 1 Goober 2027
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Reputation & Responsibility Committee role

The Comrmitiee works 10 assess snd advance Pearson's reputation
across the range of its stakeholders and to maximise the company’s
IMpdCt on society anc the communities in which we work and serve.

The Comm ttee reviews matters thai are materiat to Pearson’s
stakeholders - we are Tne mair governance bady far s.sta nab ity at
Poarson providing important oversight of our environmental, social
and governance {E5G) framewark, this ircludes cmate change
consideranions. As part of this role, we promote ard oversee
Pearson's [5G sirategy arc assess progress againsl Ils commilmren:s.
Ve 250 manior iae Pearson brand, culture and values and provide
DNEOIrg oversight arc scrutiny across all reputational matters
ncluding isoues rased oy régulsiors As Jormmittee Lharr, | arr
ava.lable to ergage with any sha-enzlders who have questions ar
commerts about the work of the Committee and was nleased Lo joir
o.r vriual engagement event wth shareboloers ahedc of the 2021
AGM

As oLtlinec elsewnere nthis annua. report, Pearsor consigels
cimate rrans:tion as an emerging risk 7he Committee works
alongs'de the Audit Carrmitlee in overseaing matters relating to
climate change and net zero carnor. The Comrmniitee’s ~ole 1510
review, refine and overses implermentator of rie strategic FSG plan
and momtor how 1L1s delvered, white the Audit Committee focuses
on assLrance of metnics and feasibiliny of accompanying finaroal
plans, Overlapo:ng membersmp on the two Comm Lees ensures
alignment and a full appreciat on of all relevant aspects

The fuli Board s kept abreast of the Commmirtee’s work through
reports | make follovang every session of cur Committee; these
reparts nclude highlightng any areas of corcern and offening speofic
recommendators

Committee compaosition and attendees

The Comm.uee currently Ras five members, with Anaerte Thamas
haung Joned the Commizree following her appointment o the Board
In October 2021 Annette’s experience in consurme’-focused media
businesses, data. analytics and educational imstituuers and
pushishing brings imporiant perspectives (o our work Dunng 2021,
we sa1d goodbye t¢ two Carmnmittee members as they stepped down
from tne Board - Dare Vivienne Cox and Mickael Lyrton - and |
offer my tharks to both fo their sLbstantial contribuhons to the
Committee’s work.

Committee members brirg a range of expertise across tne key areas
of the Committee’s rem tincluding sustainability, ESG, data privacy
and cyber secunty, people anc talent, end policy and governmen:
relat ons

I add:non, we benefit from the regulss attendance of senior
executives whose wark 1s central to the remit of the Commitiea
These include the Chief Legal Officer, who s the executivie leader
responsible for the development, monitaring and execuuon of
Pearson's ESG strategy: the Chief Markeng Officer and Co-Presidert
of Direct to Consumer, ang the Senicr Vice Presidents of
Government Relauons, Irvestor Relations ana Corporate
Commuricahons

Terms of reference

The Commrttec has written terms of reference that clearly set out its
authority ard duties Tnese are reviewed annJally and can be foung
on the Governance section 0f our website {pearsonplc com)
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ESG activities in 2021

Throughout the year, the Committee pa d particalar attenuon to the
continued evolution of our ESG strategy, including i1s overall
structure anc framework, how it aligns 1o our greatest areas of
opportunity and challenge as a business, and now 10 commun cate
1Ts teniets 1o all our stakeholders in g clear arc impactful way During
2021, we worked tlosely with maragement to help craf: the
company's ESG narrative Pearson's overall purpose and rmission has
ESG firmly at 1is heart and we recommended (o the executive 1nal
commurncating this dearly 1o nvestors and wider stakeholcer groups
should be the overrndmg aim

As descnibed in greater detail n our ESG Report beginning on
page £D, our ESG frzmework comprises three pillars that aign with
the imerests of sta<ehalders, ara where we can mzke the biggest
positive i pact

— Driving learring for everyone with auy products
— Empowening our people 1o meke ¢ difference
— Lead ng responsibly for 8 betrer planet

These areas are glsa matenally influennial in nelp ng Peasson succeed
as a business Tre pillars have 3 clear, natural it to our nen-financial
K715, meffecung the comman goal of aligrnment betweer our
corporate and ESG strategy Tris stretegy 's supported by Pearsor's
robJst corporate governance, strong corporate culture and a rarge
of effectve policies ta ensdre we achieve our ambinons,

The Committee recewes regular upcates from maragarrent 00
progress agamnst speciic elermemns o° the ESG sirategy Key acivities
ofthe Committes aver the past year in relation to our three ESG
pillars have included:

Driving learning for everyane
with our products:

i — At each meeung, the Committes recewes &
report o0 recent ngdents and 1ssues thet couwd
have an impact or the company's reputayon,
includ ng 1hose relanng ro our oronLs. We
consider Pearsan's responses 1o Coverage on
sonial meda and in rrad tonal medis, induding
paying particular allent on 1o our protocols “or responding to
quies: ons abaut our cortens, the wiegrity with which we
handie such situzt ons and any lessors leanec

— We discussed with our Chief Diversity Officer tne recent focus
on Crincal Race Theery, parucularly in the JS, noung that the
manner nwhich Pearson has responded 1o the debare
reflecis ine corrpany's values as an organisalion, with our role
being 1o provide hustorically accurate content, in hne with state
curneula reqlirements, 1o enghle learners 1o think crinczlly.

— We recewved an uposte on the straong progress made ' the
DE& review of Pearson's top-selling and high-risk products
ard utles to ensure they are ‘ree from bies and promate
dwerse anc irclusive represertation n their cantent We alsc
noted the launch of our Global Comtent ana Editenal Pohey
You ¢an read more ebalt th s policy on pzage 47,

— We endorsed an ntiative (o increase the reack and wmipact of
Pearson's soclal ecuity cantent by laurching a free resoarce
SECTon o Ol websiie arried ar srudents, faculty and aduis,
niti2ily ava lable in the US

i lcon

Empowering our people to
make a difference:

— As Pearson conunued 1o buld ts
corporate DF&I programmie, we carsidered
the proactive internal and external
messaging beng developed to estsblish
Pearson's v ce I Lhe eguity conversalor
Committee rempers expressed the
impartarce of recognising ine company's
posmion as a giobal busiress witk ermployees. customers and
other staheholders from a wide ange of backgrounds, arc
encouraged Mmanagement (o consiaer carefully the risks and
OPRArTUNE.es argund IneqJiies 10 products and services

We worked alongside management and Jn sapport of 1he
Board Lo develop and define the new corporate purpose,
M.SSI0N, WS- 0N are values 1o align wath our new corporate
strategy You ¢an read more about Pearson's purpose on
page 4.

We reviewed pProgress on our Fulure Workplace Strategy,
cons dering tie prinaples underpinming Peasson'’s shift 1o a
hybr d workplace culiure, and noted the sieps bewrg taken
around HR policy, errplayee cormmunications, technalogy
systerns, equipmert and space management. Directors were
pleased 1o have the chance tc experience the new workplace
anproach first-Fand during aur iN-person Mectirg 11 London
N auwmn 2021

We monitorec employes sennment around the company's
CONTINUINE resporse 10 COVID-1 9, mcluding corsidering
Pearson's returr-te-office protocols relatng ta vacunation
statas, sonal distancang and weering of masks, Other
employee ergagement metrics are maoritored by The Buard
ard Pearson Executive Management. Pearson's oesigrated
Non-Execu: ve Direcior far woriforce engagement joins
meetngs of the Committee whenever Mmatters relatng o
employees a-e discussed. You can read more about Employee
Engagement on page 87

We recewed an update on our global emplayee welibeing
programme, whicn has evolved from & COVIl-"9 maidert
response IMMzLve 19 be ng anmportant elerert of
postonirg Jearss 1. employer of choice, We also
considered Nealth and sa‘ety, noung that Pearson’s broader
strategy In 1his space had beenmipacted oy the pardemic
and that, as we move [owargs permanent hybrd wor<ng,
there will be a fortner cvolution i our health ana safery
prionities

Leading responsibly for a better planet:
. — Wereviewed progress towarcs Pearson’s
i goatof met zero carbor by 2030
remaovec — Ir a sessior ted by the Crie” Data Cfficer,
we consicered the importance af an eth cal

approach to usage of, and risks assoc.ated

wirh, data. suck an approach 1s integral ta
operating Pearsan's direct to consumer business in & manner
carsistent with the compary's valJes
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Reputation & Responsibility Committee Report continued

- Robust governance, a strong culture and effective policies:

— we conaidered work undertaken by ‘Tger teams withon the
business divisions to formulate ESG plars The Cammitree
advised management or how best (o demonsirate Pearson's
firm CoOMPTMET aCr0Ss a SPECtrum oF sustainabiinty artivities
while ersuring targets wese stretching but slso considerec
and reastic

— We rmonitared nrogress towsrds compuance w.n TCFD
cepot ng requ.rements, whech became mandata-y for
Pearson from the 2625 inanc.at yeas notng the key
chmaze-related ris< categones dentifiec through a
coTprehensve NS« assess et

— We consdered ar ndepengeni rennrt or imyestor senumaent
towards Pearson's ESC programme ane com munications,
which was usel (¢ help snape our rofresned ESG ramework
cescribed o this anrual report

— Wo reviewed the annual Modern Slavery Statement with
maragement prior to recommending that the Board approve
e staterment ‘or publication

Other areas of focus during 2021

— Inthe regular reports abodt ary communIcalors issues that
arose, the Committee proviced inprar Both (o the soedific
iroiderts at nang ard o the general wopics rased

— Witn the appc mmert of a new Chiet Marketing Officer, we
reviewed Pearsor's overal markenng pesittaning ard
discussed new opportunties 1N the Corsumer space as
Pearson-was teing launched.

— Healt and satety anc safeguarding are two toprs that
Pearson takes very serigusly, and the Cormmirtee reviewes
annua assessments of coth.

The Corrmittee 350 consdered the plans for, and results of, the
Global cearaer Survey Inthis year's survey (see page 1 5). Pearsor
asked 5.000 people i five courtries apodt therr expenences of
clirnate change educaton, Respondents were clear that there 15 an
Increasirg need ‘or deeper environmental and cimate knowledge,
especally with many industria’ expecurg significant growtn in green
jobs over the next ten years, These views are reflected in Pearson's
renewed strateg ¢ focused £5G framework, and the continued
development of aur readmap te achieve net zero carbon by 2030

Comm.ttee members also proviced Input Inte early-stage plans 1o
identfy an initative or cause inwhich Pearson car patt-cipate that
will benefit global communities ard be both achrevable and

i pactfu,

Committee evaluation

The Committee andertakes an annug! evalualion process 1a review
s performance and effectiveness For 2021, the Committee
evalualion pracess comprised two elements:

— feedpack relaung to the Committee was sought from Drectors as
part of the wider Board evaluation led by the Senior Independent
Director,

— Comrnittee members ana cthier key contributors to the
Cammittes were invited to provide ther views by way of g tallorea
Quesionna.re,

Topics covered iIncluded the effectiveness and dyramics o the
Committee, oversight of key areas within the Committee’s remiy, the
quality of papers and meetirg discussiens, and the relationships
between the Committee and management.
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The Commitiee considered the ‘ind ngs from this process atits
December 2027 meeting and concludect

— The Committee is working wel with apprepriate agendas, papers
produced to a good stancard ard high-cuanty discussions

- {Gver tne evoiing stralegic prior Les ang the changing risk
lanascape, Mduding arouna £5G, calture, 0ata and cyber matiers
1T was felt that & “eview of the remits of 5!l Board Commrittees
shoud be camed ot 1o ensare ol key areas are being covered
apnropriately and there s no Lnnecessary duphcation wnere
Tnple COMmTiess & e overseaing the same ssuey

— A5 expectioratire no later than the 2023 AGM, app opriate
corsiderarior wl ve gven te planning for my sageessor as
Committee Lhar oy the ko nsuen & Govenance Commiitee,

There were 1C paclicd ar matters dentfied aunng the prevous year's
cvaluanian process tas requrec attennon during 202°%

Committee aims for 2022

Over the next year. we wll cortimue to monitor and Gversee progress
towaras deavery of Pearson’s E5G sirategy as tis hecomes more
embedoed withim our flve new bus.ness dwis ons, incuding
MONONNG Drogress aga rst odr dimate gosls. We w il be attentve 1o
ke efficacy of Peassan's producis, odr carsumer brand equity and 10
the comrpany's broader marketing, communicauens and brard
strategy. Continuec focus or Pearsor's reputatian and the
ncreasngly mportart topic of data prevacy wi'l be part of the
Committee's work n 2022 Followrg the successful launch of cur
new corporegte values - the mplemrentauan of wh ¢k continues
throagnout 2022 - we will review how these are being lived by
colleagues throughout the business troagn conversetions witk the
Cruef Human Resources Officer onculture ans employes
cngagement We will 2lso corsider how the compary's culture s
refecrng both our nereased focus on the consumer ang cur
cororate pu-pase of acching ife 1o & Iifetre of 'earning

1o £ s

Linda Lorimer
Chair of Reputation & Responsibility Committee
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Audit Committee Report

Tim Score

Committee Chair

Image remaoves

Committee responsibilities include:
Financial reporting

The qualty and integnity of finardigl reporung ana s.atements
and related disclosures, includ ng significans reportirg
Jucgerrents.

Policy
Group poloes, inclucing acrountung voloies
and practices

External audit

Exterral auait, Nciucing e aopointment, qualifcaton,
incdependence and effectiveness of the external auditor.
Internal audit, risk & internal control

Risk rranagernent systems and the irrernal contral
eryironment ncluding oversight af the wor< and effectiveress
of thenternal aud it funcnon

Compliance & governance

Legal and -egulatary recuirements - 1elauon
e hinancial I‘EL}O"UFI‘E; and BELULIHUHB matiers
anc oversight of compiance programmes
ang IMves[gatons

Terms of reference

The Committee has writien terms of reference which dearly set 0JnIts
authariy and duties. These are reviewed arnuaily and can be ‘ound
on the Governznce secticn of our website [pearsorple.com).

Committee members and attendance

Attendance by Directors a scheduled Audit Commitiee meeungs
throughout 2021

Committee members Meeti;gg attended

Dame Elzabeth Corley’ 474
Dame Vivienre Cox* 7 2/Z
unda Lonmer Ald
Michael Lymon® ' 2
Graeme P tkethly 44
Tim Score 4fd
Lincoln Wallen 4/4

1 Dame Elizsberr resignec from the Boare ano the Corrrrictee on 37 December 20270
Z Dameviwvenne retred fom ine Board arc the Commiree o 30 Apnl 2021
3 MrLyn'or resigned from the Boare anc the Cammctee on 30 Apnil 2027
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Audit Committee role and composition

The Comm tiee has been establshed by 1ne Beard primarily for the
purpese of overseeing the accounning, financizl reporing, nteral
control ard risk Tanagement processes of the company and the
audit of the financial statements of the company, As a Cormmitiee, we
ave respans ble for gssisting the Board's oversight of tne quality anc
irlegrity of the company's externzl financtal reporting and statements
a1 the compay’s Sccounting pohoics arc pracices

Pearsor's Vice President - Internal Audit has a dual reporting line to
the Chief Firancial Off cer and Lo me, and external auditors have
direct access (o the Comrmittee to raise any metters of concern ard
to repor: on the results of work cirecied by the Committee As Audit
Comerittee Char, | ensure that the Tull Boerd 15 kepr ebreast of the
pusiness af the Cormmigtee in g tmely rrannen, ncdudirg highhghtrg
any areas of corcern or speciic recommendations. «also work
closely vath the C-O and serior inancial, nsk, legal and internal audit
personnel outaide the formal meeting schedule to ensure robust
oversight aro challenge ir relatior: to financial control, corphance,
INVESTIZATIONS andl rsk managemen:

As Commrittee Chalm. | am avaifahle Lo engage w.ln any shareholders
who have gueslians or comments aboust the wor< of the Cornmitiee,
and was pleased (o answer questions from shareholcers at our
wiriual event held in advance of the AGM in April 2021 ard 1o meet
rerarcly with some of qur irsttutonal investors curing e year ir
my role as Senior Independent Directar,

Audit Committee meetings and activities

The two promenent therres in the Comitlee’s work thr oughout
2027 were

— Leading the tender process for Pearson's external aucit and
averseeing the sthbsequent steps being tzken o prepare for the
transiton i 2022 You can rezd more about ths process on
page 107

— Foilowing The announcement of Pearsen's new strategy anc
organisal onel struciure, overseeing the impacts of the cnanges
on vanous areas within the Committes's remir,

In cunsiderng the iImpacts of Pearson's new srategy and
organizational struclure, Lhe areas 1o which the Committee paid
attennian mcluded

— The creztion of five new reporung segments, reflective of our five
new pusiress divisions, as well as a separate reporting category of
‘businesses Jnder strategic review’

— The goodgwll ang impairment assessmenis conducted in respect
of the re-allacation 1o the new divisions

— Accounnng trearrent in respect of partfoho changes resulung
from ‘ne new strategy

— Operat onal changes resulting from the new organisatiorat
structure Conseguenual effect on other areas suc as interral
augt, comuolance and nisk, including increased accountability at a
divsioral leadersh plevel

— Technology resiience, data privacy and cyber security whicn, in
30d 10N Lo ConLinuInNg 1O INcrease in *moortance at 8 Madro level,
are key fzctors i the success of Pearson's digital- and consumer-
forused strategy.

Ar every meeting, the Committee also considered reports or the
activities of the internal audit and compliance functions, including the
results of nternal audts, project assurance reviews snd iraud and
whistleblowing reports. “he Comytittee glso monitored the company's
financ al reporting procecures, d.scussed the fnance anc [T controls
enviranment, reviewed tie services provider by Pw(C anc considered
any significent legal claims and reguiatory 1ssues in the context of
their impact on financial reporung, each on 3 regular pasis



In addinon 1o 1ts four schedlled meetings 1n 2027, the Committee
mel & further two fimes, hoth In connectior witn the tender pracess
‘or the external audit cartract. Firstly, the Commitree hele a series of
panel sessions to nterview the proposec pariners from each of the
three partucipaung firms and, secordly, the Commirtes met o final se
its recommendation for the Baard on the selecuon of external
auditor View the key activities of the Aud t Committee below

Additional meeting attendees

The Chief Financial Officer and her Deputy, other executives and
Seniar Mmanagers ‘rom across the business &lso attendeu meetngs
durirg the year, either as regular invitees of the Commuittee or o
discuss partcular tems of business This d rect contact with key
leadersmp angmaents the Committee’s understanding of Tne Issues
‘zcing the business as weli as helping to develop Pearson's talen.
pipeline thraugh facitation of Board-level engagernent opporiunites
“or those leaders and maniagers. The Cnair and Chief Executive each
auend Commitee meetirgs egularly at my inwtaton, wif the Chief
Executive pertcularly atterding for d.scussion of matters with an
operatonat and customer facls | have also extended an open
IMVITZTION 10 TNose Non-Execurive DIrectors who are nat mempers of
the Comm ttee to attend Commitiee meetings shoudld they so wsh, e
aodit on 1o recering meeling papers This allows those Directors 1o
understand the work of the Cornmittee in greater depth and to offer
therr owr valuable msights The Commitiee also meets regllarly in
private with the external auditers and with the Vice President -
Intermal Aucit, and as required w th the Chief | egal Officer. Chue®
Comphance Officer and Sermer Vice President - TreasLry, Risk

and Insurance

Audit Committee training and knowledge sharing

The Commiitee receives technical updates at each meeung, ncluding
on matters such as accounting standards and the zuditanc
Fovernance langscape, anc members are able 1o recuest specic or
DErsanaliraining as aporopriate in particular, we have kept zbreasr
of gevelopments relanng ro sucis at a legislatve and regalatoy level,
inciud ng the consultation oy the Department ‘or Bus ness. Enargy &
Inqustnal Strategy or: Restornng trust in audic end rorporare
governance' 1o consider how the prapasals outhned i that
consultanon Tught alfect the company's processes and pracures

Committee members zlsa meer with [ocal managerment on a penodic
basis, such as wren raveling tor overseas Basrd meeungs, ir arcer
1@ gan & better urderstand ng of how Pearson’s policies are
embedded Ir operations We hope To vesume our nrogramme of
meeting in person with Iocal management teams as soon as travel
restric'ons permit, gnd inthe meanume the Comm tee Lontinues

o engage with @ wide range of serior rranagement and technical
speciabsts through witual methods norde- to inform

our d scussiong

Audit Committee meeting focus during 2021

Financiat reporting Paolicy External audit Internal audit, Compliance
risk & internal control & governahce )
— Accourtrg and — Account ng matters Oversight of audit — Internal audit actvity — Fraud, whistleplowirg
technical Jpdates and group tender process reports and review af reports and campl ance

Irrpact of legal claims
ard regulatory 1ssues
on financial reporting

Fair balznced and
understancable
repoing, goirg
roncern and viabil ty
statermerts including
sLpporting analysis
2020 anruat repant
ard accounts’
prehim nary
arnaLncemrent
financial statemenis
ard incorme
staiemert

Review of nterim
reswits and trading
Lpaates

Form 20-F and
related disciosures,
including annual
Sarbanes-Oxley Act
SECTIoN 404
attestat on of
fmancial reporing
nternal controls
Significent issues
TepOTurg

accounting policies
Annual rev ew and
appraoval of external
auditors’ pol oy
Treasury policy and
reporting

Tax strategy,
mclugng impact of
global tax reforms

Praovision of
non-audic services by
external auditor
Recept of external
aud tors repart

on Form 20-F and
year-end audit
Report or half-vear
procedures
Reapnointment of
external audiiars
Confirmatior of
gudtor
independerce
2021 exterral
zadtplan
Remnerauan and
engagement letter of
external auditors
Review opirmor on
interim resuis
Review of the
effectiveness of
exiernal auditors
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key find ngs

Enterprise risk
managemert
including principal
and emerging nsks
2022 interral audit
plan

Assessmert of the
effect veness of
nternal aueit
function, internal
control ervironrent
anc sk
managemert
Systerms

Risk deep dives:
yber secunty, cata
prvacy, treasJry and
IMSUrance; antl
brbery and
corrupnion, tax;
tusiness resifience
Cortrals Cenre of
Excellerce updaies
Appaintment of new
Vice Pres dent -
Interna: Audit

Imvestigeions
Complance with
accountimg and
audit-related aspects
of the LK Corporate
Gavernance Code
ALdit Committee and
interral audic function
Terms of reference
Schedute of autnority
Regulatory briefings,
irciuchng BEIS
corsultaton or audit and
corporate governance
reform



Audit Committee report continued

The Committee’s focus areas for 2022 will include:

— Trne tranzition of Pearson's exterral audit 1o a newly apoonted
external aucitor See page 107 for further informanan

— A continued tocus tn the Commillee’s agensas on Importart
areds such gs data privacy, cyber security and ESG fisks

— Quersight of any separation of busiresses or assers resulung from
the strategic ceview of Pearson's international courseware local
publishing basinesses

— Conunued overs ght of Pearsan's key judgements and key areas
of estirrat on as descrioen in the financial statermenss

Committee evaluation

The Committee undertakes an arrusl evatialon nenress 10 review
s performance and effectiveness. For 2027, the Comrittee
evaluaton process comprised two elements

— feedback relating 1o the Committee was sought frorm Directors as
part of the wider Board evaluation which | led inrmy capaaty as
Sen or Independent Direcior

— Committee mempers ard otner key contnbutors o the
ComTittee - including the leac external audd partrier, the Chief
Finanual Cffice and her Deputy, the Crief Legal Officer, and
serior financial, nsk anc compliaree management - were nvited
e provide their views by way of a taillored gquestionnarre

Topits covered ir the evaluation included the effectiveness and
dynemics of the Committee, the Committee’s oversight of key areas
withir its rern 1, the guality of gapers énd meecting discussions, and
the relauonships betweer the Committee ard management

The Committee consicerea the findings from this process a0 its
December 2021 meeting, inckuding.

— Tre Committee 1s cons dered oy Directors and other contributors
0 be workirg wel wath zppropriate agendas, papers prodiced ta
e good standarc and high-gquality discussions

— Arecognmar that it s importar for all parts of the group’s
zssurance frarework Lo remain attunec to the 'mportance of
ESG. data and cyber risk, as well as rernaining cognisant o the
impacts of the new strategy, divsional stracture and corsumer
focus Itwill be mportant “or the Committee Lo ensure that 1t
conlinues to bave appropriate levels of support and experbse 1o
as5ess and ranage these areas.

— Gven the evolving strategic priorities anc the charging risk
londscape, It weas also felt that a review of the reruts of all Board
Comrmittees should be carne aut to ensure all key areas are
being cavered and there is ro urnecessary duplicauon.

— Respenderts recommended potental war< items for 2022
incliding the oppartunity for a deep d've into organisational and
contrel dynam cs under the new structare and a consideration of
how Lo utilse the external audit transition as a ool or positive
change s a resull o now msights - cerrain areas

— The Commitiee s ikely to have a Char transition in the nea” 1o
medium term, as i will reath rine years' senvice on the Board at
the erd of 2023, 50 appropr.ate corsideration will be given to
succession planning in thes regard by the Nomination &
Governance Commiiitee,

Fair, balanced and understandable reporting

We are mindful of the Code's Principle N releting (o fair, balanced and
Lnderstandable reporting. anc we build sufficent tme into our
annLal report timetable to ensure that the full Board receives
sufficient opporTunity 1o review, consider and cormment on the report
as It progresses Learn more about farr, balanced and
understandable reporting on page 135.
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Members

As el the date of this report, the Commitiee comprises four
moependent Non-Executive Directors, all of whom have
financ al znd/or related business cxperience due to the sen-or
positions they hold or have heid in ather listed or publicly
rraded companies and/or sirmilar large argarisations The
Committee possesses a good baiance of skills and <nowledge
with competence and expenence covening all aspects of the
sectols Inwh.ch Pearsor operates - edacauor digial products
and services - ard the company's xey geographic markets,
Orer Non-Executive Directors are welcome to attens the
Committee's meet ngs 1o Jndersland the worx of the
Committee 11 greater depth and to offer therr cw insights

Tirr Score, Chair of the Commitree since April 2015, 1s the
Commiuee's designated financial expert, hawing recent and
relevant finandial expenence, and 1s 2n Associate Chartered
Accountant. Timis Audt Committee Char for Bidgepaint plc
and has also previously served as Audit Corrmittee Cnair for
The Britsh Lend Company plc arc Natonal Express Group nic

The cualifications and relevant experience of the otner
Commiziee members are cetailec on pages 76-78.

Financial reporting and policies

In February 2022, the Committee cons dered the 2627 annusl report
and accoLn:s, Including tne prelim nary results anrouncement,
finanaig] statements, strategic report and Directors’ report The
significant issues consicered by the Committee relating to tie 2021
finangizl statements are set out on page 09

Risk assessment, assurance and integrity

Akey role of the Committee Is to provice oversight and reassurance
1o the Board with regard to the niegnty of the company's orocedures
for the identification. assessment ranagerment and reporung of nis<

As previewed N last year's repory, tne Committee was paricularty
focused throughout 2021 on Pearson's evaling erterpr se risk
management approach, Vanagement has refreshed s approach
towaros risk ident fication and mantonng in ight of tne cormpany’s
new seategy and organisetional structure, and the Committee has
been attentive to this to ensure the approach 1s ~obust,
proportionate and continues to faciliiate 3 culture of accountability
and ownerskip among business leade-s, In fulfiling its remig, the
Comrmnittee remains mindful that effective risk manggement is
vssenual to executing Pearsor's strategy, achieving sustairaole
skarcnolder value, protecting the brand and ensuring good
governance znd, further, has worked with managemert {0 agree hiow
the Committee's own reguirerrents will be satisfied to enable it to
successiully discharge its sk oversight duties under this new
approach. Read more aooJt the Boarc's responsioil ty for sk on
page 111

During 2021, we also concucted a number of deen dives Intc
sclecred principal nsks induding data prvacy, cyber security, Tax,
anti-bribery and corrapton, and bus ness resikence. The Committeg
uses these deep-dive sessions to understand he rigour of
management's nsk scanning and to challenge any judgements beirg
made N respanse Lo nisks.



Data privacy and cyber security

Prudent maragement of data prvacy and cyoer secunity are
fundamertal to Pearson’s future sJccess 81d ta pullding trust with
oLr customears The Committee aversees these matters on behalf of
the Baard fromm a risk and assurance perspediive and manitors e
rmatunity of associated goverharce frameworks that Pearson nas in
place. it does this through annual deep dwves into both data pr vacy
ard cyber security. as well as through aversight of e scope and
“ndings of the r sk-based internal aud t programme The Reputatior
& Respons bility Comnmittee also consigers cata-relaled marters,
primarily from an external perspective, including stakenolder
considerations around consent anc the ethics of dalg usage, as well
as polincal developments in the wicer datg landscape.

In 2021, the Chuef Prvacy Off.cer, Ch ef Inforrraton Officer and Seror
¥ ce Presidert - Techralogy Assurance reported on cata privecy and
cyber securnmy to 7ne Committee and the Boare as a whole

As part of the date privacy report, the Committee considered
develaprrerts in the global regulatory lardscape, iIncluding vead ness
“or now laws in China as well as noting enforcernents by regalatars
since the nuwroducuon of GODPR Key aspects of Pearson's data privacy
programme were afso corsidered, includ ng’

— Changes 1o Peason's global prvacy prograrrme to reflect the shift
N strategic focus towards the consumer including the planned
buiid of privacy anc enhanced Lser preferences centres

— Tne review and ennancerent of the data orvacy governance
structure. inciudng e embedding of privacy resouice withir
business divisions supported by the gata prvacy office, ang
continded callaboranon witk the data secunty and the newly
created data office.

— Dara retenuon protocols and activity with & paicular focus on
tustomer prodacts anc platforms

— Tne conwrolsin place 1o respond Lo and mi: gate privacy relaied
rsks

In eddinon, the Comrmittee consinered s progress Jpdate from the
Chiel Legal Oficer on acuons Laken by maragement following,
settlement yath the Secunies and Exchange Comimiss on (57
relating to the 2018 security ine dent affecung AlMSweb 1.0, The
Commrittee will continue (0 monitor management’s (mptemertaton of
progress inthis aree on benalf of the Board

The Commuttee aiso considered the status of Pearson's cyber security
progremme. This deep dive was set i the context of the ¢hallenges
ard threats prevalert in the evalving globeal secunity landscane,
including ransomware attacks launched by organised crime and
geopahtical risk Key aspects cons dered oy the Comm tree and Board
ncluded:

— Pearson's cyber risk profile, includ ng the siatus and trend of top
threats and response ta these threars Issues discussed included
plat®orms and processes that control access te sysiems comtent,
mew supplier security r sk assassent profacols, the recru tment
and retention of apprapniately skiled staf?, anc role-based
emp\oyee Se[uﬂly awareness ralmng,

— Objecoves for the continued enhancerrent of Pearson's cyber
securiy infrastructure end gavernance framewarks. ncluding the
key achievements in 2021 ano aims far tne coming year
Considerztions in 2027 incluaed & parucuiar focus on Pearsor+
and the secarity frarneworks reguired 10 suppart Tne iIrcreasingly
cansumer-focused sirategy

— The continued oulding out of a cLiture of secunty accountablity
through intreducuon of new gigieel security policies and a sharec
risk maragement approzch ro establish consistency acrass
draisions.

— Find ngs of the annua! third party assessrent of Pearson's cyber
capability matunty, which continues 1o demonstirate year-on-year
Improvement.

The Cormm iee alzo held 2 separate session during the year, led
by the Chief Information Officer. focusing or Pearsor's technology
resiience capabilites, This ncluded updates on infrastructure
enhancements, product availab ity and inadents, and solutions
irtroducec or enhancec - suppaort of hybnid and remote
workir g models.

Compliance, fraud and whistleblowing

The Chief Compl ance Officer oversees complance with our Coge of
Conduct and wo ks with senior legal, HR ard other relevamy
persannel toinvesiigare any reported nadents, including ethical,
tarruption arg fraud allegstions. The Comimittee ~eceves ar update
at each meeting or: all significant investigations as well s -eviewing
data regarding matters rarsed through our whistletlowing reporting
system, with any findings of the external auditors with respecita a
particular matter considered as appropnate as part of these
discussiors, The Commuttee also meets in private as required with
the Chief Compharce Officer. On behzlf of the Board, the Compurtee
considers an annual review of the cffectiveness of the whistleblowing
aystem ncuding through benchmarking against peers and by
MONILOrNg Progress aganst vreviots years findings The Committee
Chalr's reguler reports (0 the Board include a review of
whistleblowing, matters of note. All Boarc members parucipelec n a
sessior wit the Chief Compliance Officer to review corrpliance
imvestigatians and reports for 2021,

The Pearson anti-bribery anc corrupt on (ABC) and sancuons
compliance programme provides the framework to sapport our
cornpliance with various regulations such as the UK Br bery Act 2070
and the US Fore gn Corrupt Pract ces Act, and the Committer
rondJcrs a decp dive 170 the ABC and sanctions compliance
programme on an annual basis 1N 2021, i aaditicn wo its "egular
review of Investiganons, Tne Committee notes at each meetrg the
conunued enfhiancements made 10 the compl ance programme,
including the mtroduction of autornated tools to streamire the
pracess ‘or third-party sanctions screening and employee
compliance declarztions The full Board afso w.ndernook tra ning
during the year focusing on s -esporsibihty for overs ght of
Pearson's elhics and complisnce programmes.

Internal audit

The mnterral auart functiarn s ~esgorsible for prowding independent
as5urance o rnanagement and the Corrmitiee on the gesigh and
effectiveness of internal controls, Lo mitigate sirategic, financ ai,
operatioral gnd compliance risks ~—he Vice President ~ Internal Audit
reports farmally to the Crarr of the Corrmittee and e CFO and 15
responsible for the day-to-day operations of internal audit and
exerurion of the anqual audit olan. The Committee Charr worked
closely with serior Tanagement on the process for appointing & new
Wice President - Internal Audit, whose forrmal abpaintment was a
matter for the full Comrnittee’s approval ir July 2021.

The mtecnal audy mardate s approves anraally by the Commiliee.
The audit plan ard aity changes thereto are slso rewewed and
anprovet by the Committee throughout the yeas The imternal audit
plar s aligned tc aur greatest areas o nisk. as identified by the
organisalional 1 sk maragernent process, and the Commitiee
consigers issues a1d risks ansing from imernal auoits Managemert
actor ulans i prove nternal controls and To mitigate rnisks, or
both, are agreed wth the business area sfier eack aLdit. Formal
managemert self-assessments allow nternal aucit to monitor
progress N i plementing actior plans, egreec as part of aucits, to
resake 2y control deliciencies ident fied Inzernal auditw | reqaest
and assess evdence of actior plan implementar or and may re-Test
conrols f necessary. Progress of management aclior plans s
reparied 1o the Committee at each meeting Mrenal aucit Fas a
formal collaboranon process ir place with the external auditors <o
ersure efficient snarmg of msights ard outcormes, ard these plans
will be subjett to a refrest in Light of the appamiment of 3 new
external guditor from 2022 - creer (o opuruse comb ned audt
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Audit Committee report continued

efforts neluding through a greater use of cata and analytics, Regular
reporis o7 the indnigs and emerging themes identihed througn
nternal audits are provided (o Sxecutive Management and. wa the
Commitlee, Lo the Boarc

In 2027, miernal audit carried out engagements acrass Pearsor's
business urits znd corporate functions coverirg the majority of the
principas risks, The audit plan 1s dynamic and additionat wo-k was
done 10 assess TN compary'’s response 10 COVID-18, with particalar
focus on thrd-parly risks Key theres 11 2021 related (o date privacy
ard datz retention, royaliies. busiress resilierce and disaster
reccvery, cloud and information security and ESG as well as fnanc &l
controls in international bustnesses,

Internal audit evaluation

AL s December meet ng, the Commitiee considered the findings of
the review of the performance and effectiveness of Pearson's internzl
aadit funcnon, a process which s undertaken annuzlly. The 202°
review was conducied by distributing 2 guestionnaire to the key
stakeholders of the smrerral audit funcoon - inclucimg Commitee
memaoers, Lhe lead external aud:t partner, members of the Pearson
Execative Management team, arc senior fir anciai, legal and
operstional management

Based on the fincings of the 2021 review, the Committee s of the
op nian that rhe quakty, experierce anc experuse of e interna|
aJcit function s appropnate for the business. The review was
undertaken at a ume af staffing rransition with i the function, whicn
has now fargely conduded, and the Committee 1= sansfiec wirh the
response Lo the previous year's recommendation relaung Lo the
balance of skills inthe irternal 2udt team. Good progress has been
made i 2021 this areg, witn the recruitment of adatioral
copatilties around data analyucs, programme assurance and
audimng digitzl transformation

Another key theme arsing in the 2021 rev ew was that internal audt,
incommon w th all parts of the group's assurance framework, should
continue to be artunec 10 theimportance of ESG, oata end cyber rusk,
as wel' as mindful of the impacts of the new strategy, divisional
structLre anc consdrmes focas The ComimTiee recognises that these
rsks and strazegic shifts are nkely Lo recuire 4 cons derable ammoant
af ume and attenuon and the Corrmittee wili remain attentive 19
ensunng the approariate level of focus ir s own activities anc in the
work of meernal audit,

In 201€, the nternal audi function underwert s fi-st ndeperdent
extertial assessment, ir ine vath the requirements of the
International Stancards for the Professional Practice o Internal
Aadinng, which was faclitated by Protvt The Commiztee will ensure
that an indepencent third-party assessment of the effectiveness and
processes of the Internal Aadit function s conducted st least once
every five years. In line with external industry standards,

External audit

The Committee reviews and makes recommendations ta the Boara
In respect of the appointment and compensation of the external
additors, These recomrmencanens are mace by the Commuittee
typically ater consider.ng the external auditors’ performance dunng
the year, reviewing externgl a.sdor fees, conductirg an effecivencss
review, considering the annual report on 2udic quality of the intended
external aucit firm and conf rmirg the iIndenendence, ob ectivry,
qualif cations and experence of the external uditors The
Commitiee's recomrrencauon o the Board in respect o° the external
auditor (o be appainted for the 2022 finandal year was basec Jpon
the robust, fair and balanced tender process which it ied during the
‘irst nal® of 2021 Ths resulled in a recermendation, which will he
put to shareholcers at the AGV In April 2027, to appoint Frnst &
Young LLP (EY) as Pearson’s external auditor.
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There are ro conrrarmal abligetions restricting the Committe's
choice of external audizors. "he exiernal audiors zre required 1o
rotate the zadit parsner responsible for the Pearson audit every frve
years and the lead audi partrer for the 2021 sud T, Giles Hannam of
Pw(C, vgrated onto the auct at tne begnnng of 2078 Mr Harnam's
terurs or the Pedrsor audit witl end once all mariers relaning (o the
2021 financal year have been corciudes, wih LY proposed “or
appontment from 2022

Read more anout the Audit Tender process on the Oppoesite page.

External audit effectiveness review

In conducnng its review of the effectiveness of Pwl, Pearsar’s
exiernal auditors for 2023, the Committee hae! regar io certain
factors set outin the FRC's ALdit Quaity Practice Aid for Audit
Cormmittecs as well as the key arcas of importance from a strategic,
operaugoral, reporting and regulatory perspective In parucular, the
Committee consicered 1ts own observations anu mteractions with
the externa, aLditors, tne guality of the audit, (ne auditors’
ndependence, and (ne prograrmme of work conducted by the
auditors and their reports or thal work,

The review was conductec by distnbuting a guestionrare 1o key
audit stakeholcers, inclsding members of tne Audit Comimittes and
key management wno interac: with the external auditars an aregular
hasis, includimg Chief Finarcisl Officer, Deputy CFO; Senior Ve
Presigent - Treasury Ris< and Insurance; Vice President - Chief
Compliance Officer; Senier Vice President — Finance for each
pusiness divis on; and other heaes ot corporate funcions The
process soJght views on many aspects of PwC's work and
imeractors with the company, Including the degree 1o which they
demaonsirate professional scepticism, integrity and judgement in
their work, and their mindset, skills and knowledge. All respendents
agreed that the exterral audit partners ang staff exaibst professionel
scepuc smin thelr wark and are robust in cealing with 1ssues
iderufied durning the audit, Hav ng reviewed the efleciveness and
ncependence of the external auditors dunng 2021, &s It 0OCS CVery
year, the Cormmittee is sausf ed that the auditors provide efiective
necependent challenge to management.

As PwC's tenure as Pearson's external acaizor will end followang te
conclus on of matters relaurg 1o the 2021 financial year, the Iindings
were discussed at the Committee’s request, wth & partictiar focus
on how e learnings and areas ‘or imp-ovemen: could pe aker
forward with the proposed new external auditor, EY Themes and
topics Lo be ta<en forward with FY included

— Use of technology, data and analyucs to ennance risk
wenrfication, audit coverage and tesung efficiency

— Commurication between the exiernal audr teamn and
management relating 1o aspects of the audit planning and
[eedback cycie

— Enharang the business understanaing of the external zudit team,
includ.ng through knowledge sharing to showcase Pearson digiral
products and plat®orms.

The Comm ttee will conunue to review the perforrance of 1he
exzernal auditors on an annual basis and will consider theair
ngependence and objectivity and the quality of the external audr,
tak ng account of all 2ppropriate guidelines

The main area ident fied as presertrg an opportunity far possiole
improvement following the previous year's review of external auditor
effectiveness related Lo the use of technology in audits Inresponse
te this recormmendation, PwC provided the Committee end
managemert witn ‘nsights into the tools and automatian solutions
avallable and their feasibility and appropriateness for Pearson These
Insignts were consicered by the Committee and internal working
group as part of the review of technelogy capabiliies of the firms
partic pating in the tender pracess.



Audit tender and transition

Prior to the audit tender carmed outin 2021, Pearson's \ast aucit
tender was ‘nrespect of the 1996 year end and resuited in the
appontmert of Price WaterhoJsc (a legacy firm of Pw) 2s acdios.
As indicated in last year's anmual report, Pearson conductec an audit
contract terder in 2024 1o select 3 new external aud tor for the
financial year ending 31 Decemoer 2022

Tender process

A steenrg Comm ttee, led by memuoers of the Auct Commiccee, was
estanlished 10 manage and govern the audil Tender process,
gccountaple to the Audit Committee, which rmaintaired overell
ownership of the tender process and ensurec that 1L was runin a fanr
ard balancea manner The Sreering Commirtee was supported oy a
working group, led by the Deputy CFO, Key steps i the tender
process included

Tre request lor proposal was issued to firms ir March 2021 Tne
Incumbent, PwC was not imvited Lo join the process due to
rotanon recurements.

A comprehersive daia room was estatiished to provioe the firms
with sufficiert informetion to design ar audir plan, nciugding
financa) reporang, accourtirg papers, tax arg iregsury insights,
risk plans, financial contre's and policies, and Auan Committee
napers A Q&A pracess gliowed the f7ms 1o ask questions on the
cortent of the data roomr or request further infor—ration from
management

Tne auct frms partiopaied in a senes of meetings with
management from across the business, which prowded an
opportuniy {or the firms 1o ask cuesuons ansing from their
review of the data room, ss well as enzblrg maragement o
interact d recily with each propoesed audit team

The Audit Comrmiitee interviewed the propased lead and second
aqdit pariners fraom each firm at a sessior which erabled the
Committee to prooe te firms on the'r quality records, techn cal
expertise and planned audi approach, amecng other things

Fach tirm providec an indepenoence assessmert 2 the stat of
the process, detalling services currently provioed to Pearson, and
confirrnanon of thow ability 1o acheve ndeponderce witnirt the
required umeframe These resporses were «eviewed by
Marggerient (0 assess cunsisiency with Pearsun’s awn
essessment ard ircependence status was reconfirmed ahead of
the comcius'on of the process.

Reference cnecks were undertaken by tne Audit Committee Char,

Cr0 and Depury CHO with comparable companies, seekirg
INsights into matters such as the firms’ abiliy to challenge
management effectively. use of technology ard tools, diversiy of
workforce, and corfidence in the team's expertise, accreditanon
ard experience.

Wrilten proposals were recelved n Apr | 2021 and e
partucpatng firms présenied Ther proposzals to the Sieenng
Cammittee 1r May and !une 2021, with eacn firm also being
Imited Lo provice a demaonstration 07 its tecnnology and analylics
tapabilities to a wicer groun of Pearson colleagaes

The prinapal evaluatuon critena used (o assess e firms incuded.

Audt Qualty, mdud ng (ne firr's interrat and external audic

nspecton resdlts, the onge ng wor< - resnect of quelty being
undertaken by the firm, haw the firm would appreech areas of
significant resk, and how tne firm woule challenge managemert,

Add U Approach and Experience - the capaoil 'ty of the proposed
gudit tearTs tg Lndersiand Pearson's husiness model, corporate
structure, cnallenges anc opporivmties eng their plars o deliver
a robust anc effective aadt

suppler Capaoility, nelucirg cuality of tecknolsgy solutions, Lse
of a data-driver, gudit, and brozder supo'ier assessment irciuding
each firr's focus on DE&L sustamabil ty and investment n

1ts people

Following o detatled revew of the pariarmance of eack frm duning
the process and an evaluation aga.nst sl critenz the Steening
Commiitee recomrerced Emst & Yaung LLP (FY) as its preferred
cendidate Tre ‘actors connbig ng to the selection of EY as the
preterred car didate incluced a migh-gquaiity ano expenienced audit
Learn w Lk the partners showing an appropriate baiance of sen orty
and a hends-or approzach; a clear concep: to 1is audit approach
which demonstrated delverability ard is alignad with Pearson's
operating model and shared service centre st-uciure, and its
techneology and nnovation Capabilities

Im accardsree with statutory reauirements, a *enort on the tender
select on procecure anc conclus ons was prepdred and valdated

by the ALdit Committee The Audi Commnitiee anc subseguently the
Buard approved 1ne recommendation tc apoomt EY In June 2027,
the Company announced the Board's intentnon (S propase o
shareholders at the 2022 AGM thal EY be appointed as Lne
Company's statutory audiror for the financial year endirg

3% Decernber 2022

Audit transition

Fallowirig the selectiar of EY as Pesrson's new external aucitor,

a gavernance struciure was established to manage the aud:t
rransiion This comprises a Transiuon Steering Comm wee fed by
the Depaty CFO. end & Warking Group, bon of which include
representzlives of Pearsan, LY and Pw( The Working Grouc reviews
key trarsiuon mlestone progress and prov des a forurm to escalate
any rigks and 1ssues A summary 15 then skared with the monthly
Sleenng Commitee

Regular updares Fave been provided ta the Audit Commitree s.nce
the selecuor of FY. As part of the shadowing process, FYs fezd audit
partner sttended Acdit Commitiee meetings in December 2027 and
Febraary 2027, accompaniet by other rrembiers of the FY team
where appropriaie

PwC remanea Pearson's agditor for the f nancizl year endea

37 Decerber 2021 and a resolution wl be proposed ©
sharenolders at the 2022 AGM 1o appoint EY as the companry's
statutory eJd-tor for the financial year ending 31 December 2022

Compliance with tha CMA Order

Pearson confirms that it was in compliance with the provsions of Tre
Sratutony Audit Services far Large Comparies Market Invesugation
{Mands-ory Lse of Corrpetinve Tencer Processes and Audrt
Comimnirtee Responsilves) Order 2094 dunng 1ne inancidl yesr
erced 31 December 2021
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Audit Committee report continued

Review of the external audit

During the year, the Comm ttee discussed the planaimg, conduact and
conc usiors of the external adan as i proceeded

At1zs July 2021 meeung, the Committee aiscussed ana approved the
exie nal audit plan ana reviewea the key risks of misstatement of
Pearson's firanaal statements The external auditors orowded an
update ta the risk gssessment at the Decermber 2021 Cammittee
meelng, foilowing the accu simion and cisposal transactiors n the
second half of the year, “hese r sks were then confirmed as final at
the corclusior of therr audn of the financial statements ir FebrLary

2522

Thetab ¢ or pages ~09-710 sels out the s-grificant 1ssucs
conzidered by the Comraliee Lugell e witk details of how these
ftems have been add-essed The Committee d.scussed these 1ssues
with the audtors at tne tme of ter rev ow of the Ralf-year intenm
financial statements ir July 2021 and again at the conclusion of therr

=5n

audir of tne financia. statemerts for the full vear in February 2022

In Decemnber 2021, the Committee discussed with the auditors the
status o 1her work, focusing in parncular anrternal controls and
Sarhares-Oxiey tesung

As the audnors corcluded their aud, they explanec to the
Cocmmirtes.

in

— The work they Waa conducted over revende, mouding over
contracss in ceriain of the Group's businesses 17 the US anc LIK
that span year-eng, whe e revenue |s recogrised Jsng estmated
percentage of completior tased or costs vath a specific focus
th.s year o Imardgements CTange in revenue recognition
methodology for LS Student Assessment

— Ther work in evaluaning management's gooowil impairment
exerc se, on a value-In-use basis. including assess Ng dSsumpuors
around the cask-generat ng arit [CGU) reassessiment, gacowl
reallocation, operaung cash flow farecasis, perpetuity g-owth
rates and discount ' aies

— Their work Im assessing Mmznagamert’s |ucgements ang
assumptiors regarding the mpar ment of 15 rght-of-use assets

— Ther procedures performed 1o sudit the matenal acquistion and
disposal completed i tne year 11 addiuon to evaluaung
managerment's judgement that the businesses Lnder strategic
review do not mees the IFRS 5 crteria ta be hela for sale at
31 Decermber 2021

— The wok performed over the nature and presentat on of
adjustrg rers, focusing on sub ective Juogements ang the
transparency wirn whicn relates adjusted measures are
presented, IN particular the exciusion of costs related to ma;or
restuctUring programmes

— The results of their cartrols testing for Sarbanes-Oxley Act secticn
404 report'ng purposes anag ir support of ther financial
statements audit

— The results of their work over the company’s goirg concern and
viability staterment reports

— Their work -n re‘ation to other marters which are nat classifiea as
xey audit matrers, but may give f1se Lo additional disc.osure
‘equirements e.g DENSIONS

— The work performed over the carrying value of investments in
sJdbsidiaries for the Pearsor ple parent company

The auditors alsa reported to the Committee the unadjJstec
messtatements that they had found in the course of their work. wich
were immatenal, and the Committee condiirmed that there were no
materia’ tems remaining unadjusied ir: these financal staternerts.
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Auditors’ independence

' line wath best pracuce, aur regtionship with PwC s governed by
our policy on external auditars, we chois typically reviewed snd
approved annually by the Cormmittee The policy establisnes
procedares te ensure that the auditars’ iIncependence 1s not
comprorrsed, as wel as aefinng those nor-audit services that PwC
may ar May not provide to Pearson Ary allowable services are in
accordance with relevan: Jk anc US legislation and aaditor
stardards The policy takes iInta atcount certan vo'ularny
commitmen:s by Pw( “egarding imceoendence and appies to all
Pezrson oLsinesses glooally, nclug.ng associate companies

The Comrttee approves ail audit and non-augrt senices provided
by PwC. Our pahey or the use v e exle e, guditors far nor-addit
SCRACEes toMpies with the FRC's Revised Etbical Standard puanlshed
Ir. Decermber 2079 The stancard apples restrictions on certain
non-audit serv.ces and apples a cap on the leve! of perm-ted
nar-aud.t services fees which can be bdled ir any year The policy
aso refects the “estriction on the use of pre-approval ir the 2016
FRC Gudance or Auont Committees and, accordimghy, all non-audi
seraces, Irrespectve of value, are required to be approved by the
Comrmitiee. In partcular, we expressly probhibit the provision of
certain tax, HR ana other servces by the external auqitor We review
nor-audt services on & case-by-tase basis, inclading 1eviewing the
ongoirg effectiveness and appropnatencss of aur palicy

The Commuittee recenes repular Fepors summansing the arourt
of fees paio to the audtars Durng 2021, Pearson spent £0 4m lass
on nan-audit fees with PwC compared wtn 2020, ncudirg aue o
the absence of comfetletters for patenuial bond ssues and certain
LS regulatory filrgs. For 2027, ron-audit fees representec 2% of
exierral audit fees (8% in 2020).

For all non-auais work in 2027, PwC was selected only after
consideration that if was best able 12 provide the services we
requ.red at a reasonable fee and wihim the terms of our policy on
exterral aud.tars Where PwC is selected to prowde audit-related
servicos, we take intc account its ex.sung knowledge ana experence
of Pearsor. Where appropriate, services were tendered pror o @
decision npeing mace as to whether 1o award work to the auditors

Senficant non-audit work performed by PwC cunng 20127 included:

— 5003 bond assurance work

— halfyear review of ntenim financ 2l statements

Aful staterment of the fees toe zudit and non-gudit services 1s
provided In nate 4 to the financia’ statermnents on page 168

1 e

Tim Score
Chair of Audit Commirttee




Significant issues considered
by the Audit Committee

Issue Action taken by Audit Committee

Goodwill allocation and impairment reviews

— Pearson carmes significant goodwilland - — The Corrmitiee canstderec the impact of the
otherintangible asset balarces, As @ new stralegy and orgamsation design on the
resuit of the new sirategy and cetermmanor of cash generaung units and in
argamsatian structure there Fas been parucular the fevel at which goodwill s
a change in the peterminator af Lash monitared The Commattee reviewed the
generanrg Jnits and gooowili has teen reallocanon of goodw Il across the rewly
rezllotated There gre sigrificant ceterrmined cash generaling uris.
estimates ar¢ assumplions used in (he
impairment ~eview. Pearson bas made
sigrifcant impairments 1o goadwall
across a var ety of its businesses in
p3st years

— The Committee moritored the Group's plars
gna forecasts uring the year to determire 1
there were Impairment [1ggers. The
Comm ttee ronsiderec the results o7 the
Group's guodwil impa rment reviews which
were undertaken in December and refreshed
pOSi yedr end Key assamutiors - melud ng
cash flows derved from strategic anc
aperatrg plans, long-term growtn rates and
the weighted average cost of capital - were
reviewed and challerged. The Commuittes
consicered the sens tvities 2o changes in
assumprions and the scequacy of disclosures
renuired by IAS 36 moa.rmert of Assets in
relavon to the Group's CGUS

Going concern and viability
— The assessment of the Group's sability — The Cormittee reviewed fulure nLdgets and
znd the approurniateness of the gamg cash flow farecas:s to understand the Groun's
LONCCrN assumption ava laple Iquiciy and abihty to conurac as a
going concern The Commiilee rewiewed and
chellenged he nisksdentified to the ‘orecasts
The Cammittee reviewed the outcome of the
severe but plausible scerano modelling and
stress tesurg

Acquisitions and disposails

— Pearson firaiised the disposal of its — The Corrmuttee reviewed Lhe accounung for
interests nthe Pearson Institute of the disposal of PIHE and the K12 =istemas
Higher Eduzaton (PIHD) wn Soutn Afr ca business with spect’ic fccus on corsideraten,
ardits K12 Sistemas busimess in Brazil. ret assets dispased end disposal costs The
In 2ddinan, Pearson ennounced a Committee also reviewed tax assumptans
strategic reviewy of its Internanoral relauing to the disposal transactions.
courseware local punlishing
businesses

— The Committee reviewed the status of the
strategIC review of the International
courseware [oca publishing businesses and
consicered 1th s against the [FRS 5 critena to
be classif ed as helc for sale

— Pearson acqdired Faethrm Holdings Pry
Lirrited, iIncreas'ng its ownership from
9% 10 100%,

— The Cormitee reviewed the accounting for
the Faethm with specific forus ¢n 7re step
SCCUISIUON BCCOUNTIRE, CoNsIgerator. net
assets acquirec including the valuation of
nangioles and the recogniuon of goodwill
The Corrrmittee noted the use of thire party
valuat on experts 1o valug the acquirec
mtangile assets
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Outcome

— The Comrittee 1s satslied with the
determination of cash generatng unts and
the associated goodwll reallocation

— The Committee 15 sausfied with the arnuzl
imparrmert review with confirmacon of
sufficient heacraem in each cf the cash
generaung Lmrs

— The Committee 15 satistied with the
disclosures relat ng to goodwell

— The Caommitee 1s satsfied with the
modelling process and the risks identfied
In adchition, tne Committee 15 satisfied wirm
1ne stress tesung performed and the
severe but plaLsible scenar o modeling
The Commuttee noted that in all scenarios
“he Groua had a high level of iqu dity
headraam and sufficient headroom agars:
covenant reguirements

— The Committee 15 satsfied with the
assessment o the Group's viabily and s
setisfied that the Group 1s a8 go ng concern,

— The Comrrirtee 1s satisfied with the
disclosures related 1o going concern and
via lity

— The Comritee determined that disposal
accourung for PIKE and the K12 Sistermas
business had been appropriately recorded

— The Commiites glsg agreed that tne IFRS 5
criteria 10 be classified as held for sale in
respect of ine Internat.onzsi businesses had
not beer met as et 31 Decernber 2027

— The Commntes derermined that tne
acquis uon account ng for Fzethm hac
been undertaken appropriately but notes
Mgt It rermains provisicnal as at
21 December 2021



Audit Committee report continued

Issue

Revenue recognition

— Pearson has a number of ~ever Je
sirezms where revenue recognition Is
corrplex Forsome revenue sireams
significant Judgerrents and estimates
are reguired in order (o determine the
Zmount 2nd tring o revenue
recognition. Dunirg the year Pearsor
made 3 change “0 the metnodology for
recognising revenue in relanon o Js
Sludent Assessment contracts

— Tae determinauion of apprapriaze
provisians tor sales returns reguires a
signif cant ameunt of jucgement,
particularly in relaton (o coLrseware
sales in the Higher Educdnor division

Property asset impairment reviews

— Pearson holds significant right of Lse
assels N relation 1o leased properties
Tne property portfolio nas been
simplfied, significantly recLcng the
square footrge required Tae rght of
use assets have consequently been
impaired There are sigrificant
estmates and gssLmiphons used in the
impairment revigwvy,

Tax
— Pearsan holds provisions ir relavon (o
UNCETAIN tEX POSInans

- In 2021, Pearson pard £105m (ncluding
interest) i rejanon to e FU state aid
matter and this armount kas been
recogrised as an gsser as It 1s expecteo
o be recovered in duc course.

— Changes to, and the apphcatior of, Tax
legislaugn conundes 1o be a comrplex
and judgemental area

Action taken by AuﬁditWCOTnm ittee

The Cormittee regularly reviews and
chillenges revenu e recognimon practices anc
Lthe uncerlying assumpuons ana estimates N
additor, the Commitiee has visibiliry of
imternal audit f ndings relaung to revenae
recogn usn conirois and processes and
roatnely momtors the vicws of externat
auditors on revenue recognition 1ssues

The Corrmittee reviewed the basis [or the
change n 1ne methodology for the recagniien
of rever e nrelaion o LS Student
Assessment [0 particular the Committee
roted that the pori‘olio metnod errployed
would not differ matenally f-om measuring
the percentage of completior at the indwidual
contract fevel.

The Committee consideren returns

pravis oning {or courseware sales in the
Fugner Eduration drvision ana rev ewed the
methodoiogy for estabiisning provisiors,

The CoTmittee monitored the GroJp's
property siralegy during the year to
aeterminge If 7ere were IMpairment rgegers
The Committee considereg the results of the
GroLp's property mparment reviews wirh
specific fucus on the 80 Strand and Hoboxen
properuies, Key assumptions - including
potential rental value, expectec sublease
curat ons and terms such as rent free periads
- were reviewed and chalienged The

Comm tiee considered the adequacy of
related disclosures, Tne Committee noted the
mpLt of third party property specialists i
melerm rung the key assLmotors

The Corrmittee corsidered various
cevelopments during the year, ncludirg
Pearson's ongaing response to the Europezn
Comm ssion’s deasion that the UK's Finance
Compary Partial Exemnpron rules constituted
state a:d (EU stzte ang’) The Cormmmitiee noted
that amaunts were paid v relation 1o the EU
state g d mgtter and conunaee 1o concur with
management that no provision Is reguired "or
this tem

Outcor;e

— The Committee s saushied that rever Je s
peng recognised aporopriately

— The Committee 15 sabished with the
disclosures regarding t1e LS Student
Assessment revenie recogrilian
methodalogy change

— The Committee was sausfied that the level

of provis.ans held for sales rezurms 1s
adequaze

— The Cammiree 15 satisfied the with e

resJits of tre propery iImpalrment rev ews
and the s1bsequent imparrmnent charges
recognised 'n the income statement

— lhe Committee 1s sausfied that the charges

relate Lo a mayar reslruclur ng programme
ang so meel the Group's cntena to be
excluded from adusted performance
measures,

— The Comrmritee 15 sausfied with the
disclosures relarng to praperty
Impairments,

— The Comrritiee was satisfied witn
Fearson's approach (o managing *he
imoact of tax legislation changes and
agreed with the viewss of rmaragement
regarding tax provisioning levels

— The Commitee was sausfied win
Fearson's approach to the EU state a4
ma:ter iIncluding the recogninon of an
asset in relation to amounts pad.n 2027
and ongo ng disclosure of this contingency.

110 | Pearson plc | Annual report end accounts 2021



Risk governance and control

Internal control and risk management

The Board has overall responsibilizy for Pearson's systems of internal
control and risk maragement, which are designed to rmanage, and
where possile m tgate, the risks facing Pearson, safeguard assets
ard provide reasonable, but not absolute, assurance against matenal
fniancial misstaterent or loss The Board agrees risk managemens:
requirerrerts and, in assessing the effectiveness o the risk
rnanagement ofort reviews a range of inplits as described
elsewhere 1n this report The Board can and does challenge the
reporting it recewves anc will request furtner inforration as needed
to make 115 assessment,

The Audit Committee monitors the effectiveness of the company’s
risk maragement and interaal contral systerns or bekalf of the
Board, The Audit Comrmittee oversees a risk-based irternal audi
programme, including penocic aucits of the risk processes across
the organisation I provides assurance on the managgeTent of risk
(incluging risk deep dives, as descnibed on page 104), ard receves
repors on the efficiency and effecliveness of internal controls with
input from the Deputy CFO and exterral auditor. Fach business area
maintams internal cortrols and procedures approphate to 1ts
sTruciLre, bus Ness environiment arc risk assessment, while
corrply ng with compary-wide policies, standards and guidelines
These rontrols and procedures are monitored and certified 1hrougk
the Group-wige Contrals Centre of Excellerce and are subject 1o
testing as par. o° both the internal and external auaon processes.

The Board confirs that it Fas conducted and conniraes throaghow:
the year to "eview the effeciveness of Pearson’s systems of nigk
manegement anc internal comtrolin accardance w th provision 29 of
the Cooe and the FRC Guidance on Risk Managemens, internal
Control anc Related Ninancial and Business Reporung (FRC
Guidance) In making I°s assessment as 1o the effecuveness of these
systems for 2021, the Board had regerd 1o ar assJrance opiniar
froT Iriernzl Audiz, Factors considerec in this process included.

— The outcomes of nterr.al aucis completed during the year

— Signficant changes in Pearson's obyeclives and systems

— The wider 2earson risk managemen: and assurance framework
wiich cludes other gssurance actvities by irst and second ine
of defence teams ircluding enterprise r sk maragenent, the
Contrals Centre of Excelience, d visional anc Lechnaology
AL5UMANCC TRAMNS

— Work conducted by the externzl z aditor

— The orgamsalion's response [0 nlernal audt ations

— Whether fundamental or s gnticant acuons have not been
accepted by management and the consequent risk

— Whether any | mitations have been placed or the scope of
irterinsl audit

The RBoard reviewed the detal underoirmrg these ‘actors as part of
the 2021 year end process Following this ~eview, the Board confirms
that Pearson's systems af risk menagement and internal control
operated sat's‘actonfy throughout the year and o the date of this
repurt and no significant falings of weaknesses were dentified 1n
e revigw process,

The Board is ulnmately accountable {or eftect ve risk management .n
Pearson arc deterrmings odr strategic approacn 1o rsk It canfirms
oJdr enterprise nsk management framework 35 well 25 our risk
avpetite targets  he involvemenrt of the Board and Audit Committee
ir the design, implementation, idenulcaton, Monitonng and review
af nis«s (including settmg risk appette and reviewing how risk is berig
embeddas I our cLlture) is outiined n more detall In the risk
menagemert seclion on page b0,
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Risk governance and control continued

Financial management and reporting

There 15 & comprehersive strategic planming, budgeting and
‘orecasting system with an annual eperat ng plan approved by

the Board. Morthly financia: nfarmation, including trating resalts,
baance sheets, cash fiow statemenrs, capitzl expenditu-es ard
indebtedness, 1s reported egainst Tne corresponding figares for
the ptan and prior years with corrective actior outlned by the
appropriste senior Exccutive Pearson's sensof maragement Imeets
regulzrly with business area manzgement to review ther business
ard financial oerforrmance against plan and forecast. Magor

I sks relovant to cacn business avea as well as performande against
the stateo financ al and siralegic objeciives are reviewed

these meelngs

There 15 2n orgoirg process 1o monitor the risks anc effectiveness

o’ controls in relatior Lo the financial reporung snd consolidation
process, Including the -ciatec informanor systems This induces
up-to-date Pearson firancial policies, formal recuirements for finance
10 certfy tna: they have been in compliance wih policies ard that the
control cnvirgnment has been mairtained troughout te yeer,
cosohdauon reviews anc analysis of matenal vanances, finance
rechnical revicws, and review anc sign-off oy serior flnance
managers Tne Group finarce funciion alsa MONIEors and assesses
these processes ena controls tirough finance arc technology
corpianice functions and g Controls Steening Committee compris ng
cross-luncucnal experts.

These controls inctuoe those over external financal ~enorting whick
sre documerted and tested in accordance w th the spplicable
regulatory reguirements, including seciion 404 of the Sarbanes-Oxley
Act, which s relevant to our US listing, One key controlin this area 1s
the Verificanon Committee, which subrrits reports Lo the Aadic
Committee This Cammittee Is chared by the Company Secrelary.
and members incluce the Chief Sinanaial Officer, the Deputy Ch of
Legal Cff cer and senior members of the finance funciion. The
primary responsib ity of this Committee 1s To review Pearson's public
reporling and disclosures prior 1o release to ensure that iInformation
provided 10 shareholders s complete, accurate and complian. with
all appliceble legislatior and lisurg regulations In additon, our
separaie Market Disclosure Commitlee 1s responsible for consider ng
potential Insize Mformanior and ts treatrmenter accordance with the
UK Market Abuse Regulation

The effecliveness of key inanoal controls 1s subjacl 1o management
review and self-certificanion and mdependent evaluston by the
exterral augiors

Treasury management

The treasury department nperates w thin palicies approved by the
Aadit Committee an behalf 0®the Board, and treasury transacuions
and procecures are sublect to regular irternal audit. Major
transactions are authorised outside the department at the requisite
level, and there 15 an approonate segregation of dubes Frequent
repo-ts are made to the Deputy Chief Financial Officer and Chie”
Financial Officer. Regular reparts are prepared for the Audi
Commitlee and an annual risk rev ew meening takes place betweer
the Treasurer and Audit Committee The Treasury Policy s described
in more cetall in note 19 to the finanoal stalements on page 188

During 2021 the Aucit Commutzee authorsed tne acditon of Fich o
rate Pearson Fund ng pld's outstanding nond debt and endorsed the
Group's aporoach Lo transitioning its loan and derivalives portfalio
sway fram L.bor. The Committee received regular reporting on
hguidity, fore.gn exchange and interest-rate risks and complance
with laws and regula; ons
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Insurance

Pearson rev ews 15 sk financ.ng opuons regularly o determine how
the companys nsurable risk exposires are manzged anc protectec
Pearson annually reviews coverage aganst insurable rnisk, insurers
and premium spenc, easJrng the programme is bt tor parpose and
cosi-cfective

Paarson’s Insurance subsidiary, Spear Insurance Corrpary Limiced, is
used to leverage “earson's risk retention capability anc to acnieve a
balance between retaining insurance risic and transfernrg i o
external insurers

Tax

The Board has delegetec responsibility for the negnity of financiai
reporting and risk management 1o the Acdit Commttee This
includes setting tax strategy and monitoring tax nsk, The Tax
Department reports at least anr Jalty to the Audit Committee
Regular updates are provided ro the Deputy CFO and the CFO
throughoudt the year,

Pearson publishes an annual Tax Ieport containing in‘ermat on
A00UT DUF Tax sirategy, governante and nsk management approach
as well as our attitude to tax plarnirg and being trarsparent with 13x
authonues Our approach 10 “ax s guided by our corporste values
a7d by our Code of Conduct Qur rax principles have beer published
on our corporate websile since 2074, anc they guide tax sirategy

at Pearsor



Directors’ remuneration report

Sherry Coutu

Committee Chair

Irrage removed

Key messages from the Remuneration Committee

— Durning the year, the Committee yndertook an extens ve
engagemert exarcse to further undarstand the views of
sharcholders and how Pearson car ergage constructvely
with 175 shareholders and advisors going forward,

— The Committee Is commitied 10 ensunng remunerauon
polcies ana practices z¢ress the company reflect the
forward-locking strategy and Pearscn's recently refreshed
purpose. mission, vislon and valyes.

— The Comm tiee reviewed performance measares and targess
ahead of 2022 The stretegic elerent of the AP has ceen
simplified ard reflects the focus on accelerannn of growth
throughk digital innovauor and further establ shing Pearson as
a purpose-arven company This inclides two ESG metrics
aligned e Pedrson's strategic piilers The quanthiable strategic
L1argets have been disclosed prospectvely for the first ume 1o
3 de transparency

— The anmual incentive outcorae for Executive Directors reflecs
Pearsan's strategic, operational, and financal progress in
2027wtk profit and cash flow zbead of aniginal expectations

— The Comm t.ee completed 3 thorough and holistic review
ghead af the vesting of the first rranche of the co-investment
award for the Chiefl Executive, takirg 1Mto accouni the
nerfarmance undernins a5 well as oroacer Campany
performarce and the experierce of staket-clders

— There wilt be a 2 5% salary increase for the Chief Financiel
Officer i1 2022 Trne saiary for the Chiel Executve remains
fixec anrl 2023

— The Commities remans Doused on ensuning the
remureranon arrangements In place for the broader
employee populatior are consistert with tne neec 1o attract
anc renain the ngnt talent for a migital future The Committes
sought o engage with employees on the executive pay and
wider rewgcc matters threugh a numoer of chanrels durng
the year ncludirg wia ine Emiployee Engagernent hetwark

Terms of referance

The Commitiee's terms of reference are 1n ine with the 2073 UK
Corporate Gavernance Cade anc ase avalable on the Governance
page of the company’s website at pearsonple.cam, (A summary of the
Committee’s respansibilines s showr o1 page ~30)

Board Committee attendance

Attendance by Directors at schedutea Remuneretior Commites
meetings throughout 2621

o _ _ _ Meet@ﬁn@dg
Sherry Coutu 777
Came Cizaheth Corley’ 77
Tim Score 717
Sidrey Taurel 7

Y Dame Flzacesk Corlg, regg-es rom tre Boaro ang the Com mitee or
37 Decemper 2027

!

Dear shareholders

On behalf of the board, | am pleased to present tne 2021 Drectors’
Reruneration Report.

This is my frs: report as Chair of Pearson's Remuneration Comemitiee.
hawving succeeded Dame Fl zabeth: Carley in Septerrber 2021 My
tharks ta Came Elizabeth for her exceptional leadership s'nce April
2075 and to Sidney Taurel, Charr of the Boarc and member of the
Commuttee, for therr support as | siepped ino the role. We will
weicome Esther Lee, hon-Executve Director, o the Commaee from
© Apnl 2023

2027 was the first “ull year under the leadership of new Chiel
Executve, Andy Bird At the begrining of the year Pezrson
anrounced g new straregy, which aims to reposinon Pearson for
sustainable and profitable growth and create long-term shareholder
vaie Since then, work Ras been underiaken 1o embeo the strategy.
evolve the culure and successiully trans bion Pearson to a dig1al-"irst
lifelorg learning campatty More recenrly, Fearson has refreshed fts
purpose. Mission, wsion and values - we ada | “e (o a 1feume of
learning thraugh creating vibrant and enr.ching learning expenences
desigrec for real-life impact, so everyone car realise the life they
imagine. Gong fprward, strategy, prior tes and benaviours wili be
anchored erownd this Our remureration approach, which draws on
inpus from key business functions anc other stakeholoers as well as
being cata-driven, will a'so reflect 1his refreshed focus,

Pearson made strang strategic, operatonal arc finandzl progress in
2021 and del vered a robust full-year performance, with profic
exceeding onginal guidzance Strong anc effectve leadership is
repositioning the business, criving digitat innovation and an
wncreased forus on te consumer througn e launch of Pearson«
The comnany 1s wel' placed ta bule on this momerturm and ooks to
the fuiLre with confidence,

112021, Pearson ircreazed 15 dmdand, 1r ine wiln Our progressive
and sustanable divicend policy. and dic not access governmen:
funding or take advariage of the furloughing programme Supporting
oJr empioyees, cL.stomers, partrers and broader stakehnlders

cont nued o be at the centre of Pearsort's response to (OWVID-15,
with the orotection of our employees’ health, safety anc wellbeing
remaming a key prionty This was a “ocus for discussion at the
Empioyee Engagement Network [ZENY during the year Further, 2021
saw Pearsonr hold iis first “Global WELL week”, to mighlight the
importance of wellbeing, both nside anc ouaside of work, promote
relevant nenefiis and orogrammes and learr “iew ways 1o Mmprove
empioyees own emorenal, physical, finanaal, and comTuniy
wellbeing

Shareholder engagement

Vhile the Commuttee was naturally disappo nted oy the sigmificart
renority vote aganst me 2020 Directors’ Remuneranion Report at the
2027 AGM, we very TJach apprecated the support received from the
majority of sharekolders and took very serinusly all feedback recerved
before 314 after Tne meetrg Contnu ng Pearson's cormmimen: 10
an angong and transparent dialogLe witn shareholcers and their
adVISC‘FS‘ an exienswe Er*gagemer‘[ EXercise was Carr ed oLt durlr‘g
the second half of the year.

The purpose of this exerc se was to discuss how Pearson can engage
ronstructively gong forwzrd, and | walld like o 18ke this opporiunity
10 thank all those wno ook the urre <o speak with Ls over the last
year The conversatons | and other members of the Committee rad
were invalLable and underlined several imporiant areas “or the
Committee's consideration as we loak te the future

While sharenolders remain very supportive of Andy Bird, they
highlightec the ymportance o the Cormmiliee's 2ssessment of the
performance underoins artached Lo the co-mvestment award
granted on s appointment for which more detaillis prov ded wizmn
this report

Annual report and accounts 2021 | Pearson plc | 113



Directors' remuneration report continued

In addition, corwersauons focused on farward-look ng remuneration
arrangerents, N parucular the oerformance framework and the
Increasing trend towerd Lse of Emvironmental. Sogial, ard
Governance {ESG) measures. The Committeg 1s cammritted to
ensuring any future Incent ve framework continues o fave clear and
measurable peformance targets

Vesting of the first tranche of the Chief Executive’s
co-investment award

The #irst rranche of the one-oll co-nvestment awarc granted 1o Andy
Bird ' arder ta secure nis appointment vested fol owing

31 December 2021. Vesting was subject to achevement of
perforrmance anderpins inked 1o strategic urogress and there neing
no sigrificant ESG 1ssues resuling n sigmificant repitatianal damage
These urderpins zre intended Lo guarc aganst payrrent for fallure,
enzuring the Commitiee can reduce vesung ifin its opinion the
performance of the basiness or the ndinduzl does not support this

The Committee was pleased to see the perforrrance delvered during
2071, 10 parvucular the si-ong srrategic progress mace In addition to
assessing the underpins, the Commitiee undertook a thorodgh arc
robust review pracess which consideres a holisuc view of the wider
stakeholder experierce, ncluding that of snarcholders, employees,
customers, and supphers Overall, the Committee determired that
the frst tranche of the award would vest in fLll eng full disclosure of
the Commuittee's delberations in th s regard is on page *22

Shares vesung remamn subject to a Foding period unuil 31 Decermnber
2023 Theremaining two tranches of the eward will vest following

31 Decemnber 2022 ard 31 December 2023 respectively subject Lo
the relevant oerformance underpins and Andy Bird's conunueo
employment at eazh vesting date

Incentive outcomes for 2021

Fearson delivered adjusled operating profit shead of market
expectatiors. This srorg financa. performance, as well as the
encouraging strategic progress Tade during the year, resulted noa
formulaic Annual Incenuve Plan (AIP) outcome for Executive Directors
07 63% of maximum The Comrrmittee corducted an in-depth review
0" the formulaic outcome N considenrg its appropriateness, taking
Inio accaun: strategic delivery, company and ndwvidual performance
a5 well as ne experence of broader stakeholders over the year.
Overall, the Cammittee was satisfiec that the foermulaic outcome was
reflecuve of the performarce achieved.

The Long-Ter Incentve Plan (LTIP) awerd granted in 2019 will lapse
in fall. Neither of the current Executive Directors partic pated in this
SwWarl

Looking forward to 2022

The Committee reviewed the salary of Sally Johnson and approved an
increase of 2 5% for 2022 This increase was made in line with the
approach taken 10 salary InCreases across the UK. Ancy Bird's salary
remains fixed urul 2023

Executive remuneration framework and alignment
to strategy

Our Directors’ Remuneration Pohcy {Policy} 15 intended to suppor:
Pearsan in achieving its purpose while driving long-rerm susta nable
value far sharehoiders. It also reflects the provisions of the LUK
Carporate Governance Code and evohang market practice.

The Committee reviewed the implementat on of the Policy ahead of
2022, ir parucular short- ard tong-term perforrance measures to
ensdre these remain apprapriate and akgned 1o the forward-iocking
strategy. In its considerar ons, the Commttec took °to account
‘eedback received from skarenolders znd their gdwisors during the
recent engagement exercise

The AIP for 2022 will continue to be based or a balanced mix of
‘inancial and sirategic measures. The strategic element closely aligns
to the forward-ocking strategy “ocusing on accelerating growth
through increased veloaty of digital trarsformation and pusiness
model iInngvatior and further establishing Pearson as a purpose-
driven company across product, peaple and the planet. Reflective of
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the importance of delivering against our stralegic comrmtmerts, the
Cormmitiee bas, for the first ame, prospecuvely d sctosed annual
performarce targets N respect of the 2022 st-alegic meas.res - see
page 117 fo- further detail.

For the 2022 LTIP, the performance measures arc weignungs will be
danchanged Stretching targets have npeen set taking o acwount
internal erd oxtooral oxpectations For EPS, performance requirct
for full vesting renuires significani outperformance of ¢ 34% of
current market expectat ons See page 117 for full details of the
targets.

The Policy is due for its trienniel renewal at the 2023 AGM The
Cammiztee plans o Lndertaxe 3 full review 07 the Palicy and its
implementation gurng 2022, Ths review will biggie wi.b
corsideratior of Pearsar's remunerstion philnsopny for the wnole
orgarisation anc consicer alignrent 1o Pearson's new purpose,
raisson, vision and values as well as evolving mar«et practice,
investar expectations and feedbac« from otner stakerolders,

Wider workforce

Pearsor's remunerauan pringioles ave corsisient aorass the
organisation and were designed 1o supnort Pearson’s culture and 1o
make Pearson an employer of cha ce able 1o attract anc retain 1alent
Lo execute our digtal-first sirategy The Commitee recewves regular
Jpdares an talent marrers ang wider workforce consideranons and
actively consicers the approsch to rewarc througnoudt the
orgaresation in delermining éxecutive remaneraton The Camrmitiee
Clasely reviews relevant Day ratos and pay gaps and actively supporrs
efforts (o make orogress aganst these metrics. " he Camrmittee
would I'ke to 1 gnhight that Pearson will be voluntanly punhstung s
ethnicity pay gap for Great Britair fo- the first imein 2022 and was
pleased to see voli.ntary disclosure rates on race ard ethricty inthe
UK of B7%

I 2021, a new lang-term incentive arrangerment was introcuced for
the Executive Management tearr and other senior managers more
tosedy aligned 1o the approach for Executive Directers, ensuring the
ertre leaderstip tearr are all drivng to achieve a commen geal

Pearson conunues 1o develop its approach Lo engaging with the
warkforce. 'Ask Andy, & new iniwauve whereby employees can directly
communicate w th the Chief Execoive, has elicited & n.mber of
questions an pay and penelits We also rur regular Pulse Sarveys
which allow all emoloyees to voice thelr opinion In an enonymoJs
way oM pay competiiveness at Pearson Feedback recewed from
both channels s reported to the Committee where appropriate and
considered as part of tne decision-making process. Lookirg forward
e 2022, | am pleased to repaort that executve pay will be a topic for
discussior atthe FEN, where | am a Board representative 1am aiso
pleased to renart that we are doublng the Board represertation on
the EEN from April 2022 with Annerte Thorras join ng aiongside me
from Aprii 2022

Pearson s commitied Lo @ transnarent and posit ve relatiorship with
allits stakeholders ard will conunue o engage wioely as appropriate
going farward | would like Lo thank sharehelders for ther continued
support ag e 2022 AGM n relation to our 2021 Directors'
Remuneration Report.

Stery (Contu

Sherry Coutu CBE

Chair of Rermuneration Committee



Executive remuneration framework
and implementation for 2022

Pearson has a set of remuneration principles that govern pay for the

whole organisation. Remuneration arrangements for our Executive
Directors have been developed with these principles in mind.

Remuneration principles that apply across the whole organisation

Aligned to
longer-term
strategy

Reward will be
inked 1o achiewng
Pearson's
longer-term
strategy, growth
and sus.ainabil ly

Pay for
performance

Remuneratonr
framrework and
outcornes are
alhgnet with
performance

Market
competitive

Fay levels will De
markeat
compeltve, based
on role, grece and
cortribution o
ensure mdwiduals
are farly rewarded
n ine wath the

Targeted
differentiation

Ihere will be
targeted
differentation of
reward across our
employees finked
tw telent ano
performance
Ta7agement

Tailored

The approach to
reward ay be
tallcred incertan
crrcumstances o
aodress a specific
mrarke/business
reed but vall o
designed ina wey
nal s consistent

One part of the
employee value
proposition
Rerruneration s
che part of our
broader errployee
valt.e propos tion
ana nutthe oty
reasor o work for
Pearson

market

Qur Directors’ Remuneragon Polay and s implemeniation suoports
our purpose of adding | fe to a feume of learnirg, our strategy arc
Llumately the delivery of long-term susta nable value for all
stakeholders, Imcluding our snareholders

In developing the forward-looking Directors’ Rerr ineratior Policy, the
Commritiee had due regard to the LK Corparaie Governance Code,
wicer workoree remuneraton and emerging best pracice in relanion
to Executive D rector remuneration

— Pearson’s remureration principies, as set out above, were

developed to gnsure alignment to company culture and
position Pearson as an employer of chaice, with an goility 1o
attrac. znd retair tre r ght talert to support the compeny's digital
fuzure, whilst recognisirg that -emunerstor s ore part of the
broader errployee value propositon at Pearsor

Qur orgoing execut ve remureration framework s des gned <o
be simple. witn total remuneratior made up of fixed and
performance-linkec elements supparting different strategic

ob ectves

Our remuneranon fremework and outcomes are designed Lo be
aligned with performance achieved:

— Performance measures selected for the AIP and LTI are <ey
o achwevirg sirategic opjectives. ~he Cormitiee réviews
performance measures nh ar annual bas s 1o ensure they
COMTNUE TO IMCEnDvise T1e r ght managemen: behawpurs 2nd
egoals

— We carry ol 2 robust target-setl'ng process each year, ek ng
N0 account Pearson's strategic plan, as well as analyst
consensys to reflect market expectations, resultrg in
stretching yel achievable targets for the AP and LTIP

with our
unceriying rewsrd
philosnphy

— Maximurm awards under the AIP ard LTIP are cappec and
Clearly disciosed in our Pol ¢y

— Wher determining payouts, tne Commitlee discusses v’ the
outcorre 15 reflective of overall company performrance and the
experierice of stakeholders, Incl.ding sharehalcers and
cemplayees, over the period and. if now, has discretior 1o ad Lst
QULLOIMCs

The Committee 's mindful of reputational and other risks
wher implementrg the forwarc-loakir g DIrectors’ Remuneranon
Policy and determining autcarres ‘or Executive Directors and
senior management The company also has sa’eguards in place,
sUch as malus and clawback prov siors and 2 twoe-yeat holding
period on the LTIP, as well as robyst shareholding glLidelines
which extend post-employment

Before 5 gung off the annual remuneration repars, the

Comm ttee reviews drafts end provides inpui to dlarify oar
disclosures. Where matenal changes are proposed 10 the
operatior of aur Drectess” Remuneration Policy, we would
normally consultwith key shareholcers Lo ensure the rationale for
such cnanges s fully Lnderstood and provide ~ne opoortun ty for
sharenglders (a ‘eed 1Mo the decision-maxing pracess and
inform our final conclusions,



Executive remuneration framework and implementation for 2022 continued

Summary of our forward-looking Directors’ Remuneration Policy

The table below provides a summary of our forward-laoking Directors' Remuneration Policy and i1s implementation for 2022, This does not include the

co-mvestment award granted to Andy Bird on his aupointrment as this was ¢ one-off arrangement and does not form part of our forward-looking
oxcoutive remuneratiar framework The full Direczors’ Remuneration Poiicy, 55 approved at the 7020 AGM, 15 available on the Governance page of the

companys website at pic.pearson.coT/en-GB/compamy/business-operations

Base salary

Key features

— Basc szlares are set 7o prowvide the apprapriate 1ate
of remuneration lor the job ta<ing irlo accodnt
relevart recrairment markers, business sectors and
gengraphic regions

- Bose sclanies are norrnally reviewed anriuslly, with
ary Increases normally ' ine witn typical increases
awarded 1o other employees in the Group

— Salary reviews take INto account general economic
ard market condtions, tne level of Increases made
across the company as a whele: particular
crourmstances such as changes inrole,
responsibil ties or arganisauon, the remunaration
ard level oi increases for executves in similer
positions N comparable comparies i both the U<
US and irternationally, end indnadaal performance

Allowances and benefits

Key features

— Allowznces and benefirs which ref ect the local
corrpetitive market and may inchude travel-related
berefits, health-related berefits, risk benefits and
ary other bene’is provided fo the majonty of
employees Tne Comrrittee may introdJce ather
benefits 1f it s consideren approprate to do so

— The cost of the orovisior of gllowances and berefits
var.es from year 1o vear denencing on cost 1o
Pearsan

Retirement benefits

Key features

— Cmployees ir the UK ncludirg Executive Directors,
are eligible 1o join the Money Purck gse 2003 section
of the Pearson Pension Plan Executive Directors are
elig ble to join this plan or recewve a cash allowance of
eguwvalert value

— The Commuttee has discretion o put in place
retremen: benefit arrangerrents n line with local
mdr<et practice. The Committee may also nonaour 3l
pre-existng retrement benefit obligatiors,
commitmen:s of otber ertitlements that were
entered into by @ member of the Pearson Group
before that person became a Director, such as
parucipaton in the Final Pay sectior of the Pearsan
Pension Plan

— Fxacunve Directors, who opt out of the pension, €an
receive a cash alowance of up 1o 16% of base =alary,
In line with the maxmurm company contribuoon as a
percentage of salary that UK employees of a similar
age are eligible 1o rece ve

2022 implementation
— Andy Bird - $1.250,000 (no charge)
— Sally Johnson - £535.793 (2 5% increase)

Andy Berd's first saiary review will occur n 2022

When revievang Sally Jolnsar's base salary, the Commttee took into account the level
ofincreases Tade across the compaty as 3 whole, business and imdimdual
performance and general economic and market condinons Salary increases for the
LKworkforze ranged tro 7% to 10% ta<ing inta accouht indmdual performance, with
ncreases above this level awarded in recognition of significant development i ole
The increase awarded 1o Sally Johnson will be effecuve fronm 1 Aprilin ire vath the
approacn taken for the broader errployee populstion

2022 implementation

N changes “ar 2022 kxecunve Direcors w.ll conunue 1o recerve t-avel, health and
nsk-related benefits. Ancy Birc will also receve ¢ contribution towards accommaodat o
costs

2022 implementation

No changes ‘ar 2022 Sally Johnson is an existing member of the Final Pay section of
the Pearsor Peasion Plan Her pension accrual rare 1s 1/60™ of pensionable salary per
anum, vestricted to the Plar earnings cap.

Andy Bird 15 not a member of a pens.on scheme onerated ny Pearson Instead, he
recelves 2 payment of 6% of base salay 10 lieu of penson This s aligned witn tne
pension provsior thal UK ermployees of a similar age are eligible to receive



Annual incentive plan

Key features

Mot vates towards the achievernen: of annual
business goals and sirateg © objectives ard provices
& focus on key “nancal and non-Ynancial merrics,
with financ al met+ics accounung ‘or at least 75% of
the total annt.al opportunity

Tae Commuttee sets performence measures and
thew relatve waightings annually fo ensore
conbinuing aligrment with strategy and that targets
are sufhoently stretching

Tne Commiltee has discreuon 1o adydst paymen:s i i

believes that the formulaic outcarme does rot reflect
underlying financ al or non-f nanc gl performance or
if such other exceptioral factors warrart doig so

halus and clawback provisians apply

Long-Term Incentive Plan

Key features

Dr ve lorg-terem profitabuity, share prce growth ang
value creation whilst aligring the interests of
Execunives and shareholders

Awargs are made spnually, and ves: ona shdirg
scale based on perforTdnce agarst stretching
corporate per‘ormance targe's measured at the
end o the three-year performarce perioc

Awaros a7 subjed to g post-vesting holomg per.od
of two years following tne end o the nerformance
period

The Commiztee is guided by the prninc ple of aligring
sharchelder and maragement nterests and
therefore reserves the nght o adiust pay-ouls
before they are released {1t nelieves that the
vesiing attcome does nat reflect underlying
performance or If otner excep: onal factors warrant
doing so

Malus and clawbac« provisions apply

2022 implementation

M aximum opportJnity remams unchanged for 2022,

— Z00% of base salary for the Chief Crerutive
— 170% of base salary for the Crief Financial Cfficer

50% pf the maximum opportLo ty 's payeble for on-target levels of performance,

For 2022 the following balanced mix of financial and strategic measures will be used,
which s Lhet-anged from the previcus year,

BEM MAZAUNCS

20%

Operznng cash Jow

20%

Adjusien nperanr g orof;

30%

Strategic measJres tor 2022 wall focus on:

— Acceleranng growth through thgital rarsformanon and busiress model innovanon

— Establishing Pearson as purpnse-driven across proguct, peopte, and the planet

The targets for 2022 are as foliows:

Weighting Threshold Target Maximum
Digral sales 10% Plan less 2% Plan Plan plus 2%
growth
Investin diverse 5% 50% femzle anc Threshold - Threshold *
pipeline ard ethn ¢ mino*ity S% imcreasein 10% increase
INCrease representat on in ‘emazle anc In female and
representalion leaderskio ethmecm nonty — ethoic menonty
a. management development and representanon  represenianon
levels MEntornrg sLWVP level and a1 VP level and

programmes + 50%  above shove

(Furtker fermale znd 20%
mformatlor'l ethrnic minarity
on chrsons representalion i
civersity goals leadership
15 shown oF sLccession plare
page 49)
Recuce carbon 5S4 19 reductonr 2% recuction Sut reduction

footprint - net
annual reduction
versus 2021
baseline

Asr previous years, a financial underpin will spply In respect of the strategic
measues. Fnanceal rargets will be disclosed in full retrospectively followang the enc of
the performance period,

2022 implementation

M aximum opportinity remains ur changed for 2022

— 300% of base salary for the Cniel Executve
— 245% af base salary for the Crig” Financial Oficer

Performance will be measured over three vears, with any shares vesung subject 1o an
addwmoral two-year holding period

Serformance measures znd tgrgets for 2027 are as follows

PETorman O range

Perigrrance “ayoutdt  Paoaiel  Pajourat

messure %ofreel Threseold Srewch Mawrum rresnold srrerch max mum

Adjusted EPS Athurd 48p 55p 64p 15% 65% 1000

ROIC Athird 6 0% 70% 8 0% 5% 65% 100%

Relauve TSR vs Upper

FTSE 100 Athird Median N/A - Quartie 25% N/A - 100%
100%

Annua! report and accounts 2021 | Pearson plc | 117



Executive remuneration framework and implementation for 2022 continued

Shareholding guidelines

Key features 2022 implementation

— Align e interests of Frecduves and shareholders Mo changes fur 2027 Andy Bird and Sally Jabnsun are reguired to meet the
znd encourage long-term sharehold ng and shareholding guideline within five vears fram their aate of appointment, by * 8 Octooer
LOMIIITment to the company 2025 and 23 Ap Z025 respectively. Andy Bird has alrezdy met b s sharenolding

— Executive Drreciars are expected (o bulld up a guicelines Further cetails on the share interests of the Drectars can ke “ound n

sibstantal shareholding in the company within fve pape 126
years from their dace of appointment 1o the Board.
Tre CLPTENE regu rement 1s 300% of salary for the
Chief Executve and 200% of salary Tor other
Executive Dirgctars
— Executive Directors are expected Lo retain inair
shareholding guidelne (ar actual Poldirg if lower) for
twe years following stepping down as an Executive
Direcror

Chair and NED Fees

Key features 2022 implementation

— To attract aro retan hign-calibre indracuals, wieh the Chair of the Boarc's fee wilf remain The same for Orid Kordestani, who will
eppropriate or ndustry-relevant sills, by offering succeed Sidney Taurel at the 2022 AGM An all-nclusive Depity Chair “ee will be
market-competizive “ee levels mtroduced following Tirm Score s appaiitment 10 the role erthe 2022 AGM There will

— Tne Char s paid a single ‘ee for all responsitiliies be ro omer fee charges.

— Tne hor-Dxecutive Directors are paid ¢ bas c fee, Pul ’ - T Feesior Ul

with Carmmtiee Chars, metnbers of ™e main Boara

Committees and the Serio” Indepandent Direcior Chair of the Board £500,600

paid ar additional fee o ref ect their extra Deputy Chair fee (from 2022 AGA) £175,000

responsibiines Base fee far Non-Executrse Direclors £70,000

— Tne Charr and Mon-Sxecutive Directors recenve no Senor Independer: Director fee (unol 2022 AGM) £22,000
other pay or benehts, excepd for reimbursement of ] - L B -

experses, and do not parm:tipate ir incentive plans Fole That temier

— Amrmum of 25% of the Chair's and Non-Executive audit Committee £27500 £15.000

ectors’ basic fee is paid in shares ’ ’

Drrectors basic foe s paig in shares Remuirerabon Commites £22.000 £10,000

Nomination & Governance Commutiee £15,000 £8.000

Reputation & Responsibility Comimetiee £15,000 L8000
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Workforce remuneration at Pearson

The Committee takes its responsibiilics cancerrirg the pversight of
remureranon policies and practices for the wader organisatan
seriously. Qu- remuneratior princuples are consistert across e
employee populatuon, but how they are apphied varies by business
nece, level ard geography as requ red The key difference in
exegutive remuneratior compared ta te approact o remaneration
aCross the workforce 1s that remunerauon for our Executive Directors
i Trare heav ly warghted towards variable pay end inked (o (e
delvery of our sirategic objectives,

Our approacn 1o remuneralion across the wider organsalion is as
‘ollows

— Base salary - Set wakirg inlo account economic “aclars,
compeliive market rates, roles, skills, experience sne irgmdual
performance

— Allowances angd berefirs - Reflect the Yocal lzbour marker .o which
they are based. All eligible employees (including Executive
Directors) are also eligible ta particpate in savings-related share
acquisiion programmes nthe UK US anc the rest of the worle,
which are not sunject o any performance condiuions

— Reurement benefits - Reflect local markel practice Pearsan
emplayees inthe UK may partopate in the same underlying
pension aTrangements as the Fxecutive Direciors, subject 1o
certain age bands and legacy arrangemen:s

— Annuzlincentives - Arourd 11,000 employees parucipate in ar
Annuel Ircentive Plan, which 1s funded based or similar
performance measures as those used for the Executive MDireciors.
A namber of other employees partic'pate in alternative forms of
cash-based annuzl bonus such as sales Inconove end Commissian
plans based on performance targers and profit-shares where
requited for legislalive reasons

— Larg-term mcertives - S5enior Mandgerment particpate ina
Iong-term incentive arrangement, which comonses both
performance shares ard restricted shares, recogrn sing the
rmar<ets im which Pearson competes for talent Below this semor
manzgement level, approximacely 1,000 employees parucipate n
share incentive scheTes, and ére selected an the basts of ther
role, performance and poteral

Durnng e year, the Committee “ecelved reports toT the Chef
Execative and Chief Haman Resources Officer on pay and conditiors
3Crass the company as g whole, and on the recruiiment and
relenton expenence, Laking these Into accoJnt when ceterm ning
exeruive remuneranion. YWhde there are estabiished channels for che
workforce (o be nformed about. and uncerstznd, the ahgnment
between execulive remureration énd wicer pay policy, Peerson
CONtMUES to covelop its approach to engag ng with the workforce

The new Remuneration Committee Charr, Sherry CoJwy, CBE Is the
designated workforce Nor-Exec.tive Director anc leads the Soard's
ergagemert wit emoloyees INcluding Jnrough atlercing meetings
of the Employee Engagernent Network (EEN) While feedback
recerved through the EEN s reported to the Board as ¢ whale, any
wiews and sentment of the workfarce arounc rmatiers such as
reward ard cuiture are considerec ir the wor< of the Remunerator
Commiiiee During 2021, ‘Ask Andy, @ new iniliative wheraoy
employecs can directly communicate with tie Chief bxecutve,

ehc red ¢ number of guesions ar pay and benefits and pulse
surveys, wnich are regularly run, allowed sl employees 10 voice thewr
gpInIor 1N an aNoNYIMoUs way or Day corpet; veness at Pearson.
Feedback receved from both channels 15 reported o the Commitee
where appropriate anc consicercd a5 part of the derision-making
process Looking forward 1o 2022, 1o onsure a marc proactie
approach and enable 3 two-way Conversauon. i has been agreed
that the Ernplayee Engagement Network will Fold a discussion or
reward arc iIrcentives at Pearson.

The Commitree also considers e conpany's gender pay gap for
Great Briran. While 1o date Pearson hao secn a cortinued year-or-
year improvement in the gender pay gap, this year the Conwnitzee
was d sapponied 1o see that the mecian gender pay gap had
wareased 1o 13% (ffom " 0% n prior vear) [0 part this reflects e
Impact ot the pangemic, troughout wh cn Pearsor saw an increase
i the nurrber of women leawving the business This outcome
underlnes the scale of the work stll tc be done and the ireportance
of taving robust acton plars in place (o heip cdose the gap Pearsor
coninues (o review 2nd upcate 11s policies and pracuces relating ta
the hiring, retentian, and development of warren, as well as other
diverse talent groups Bulding an inclusive culture and nereasing
diverse representatior s one of Pearson's six sirategic pillars, and in
Iine with the company's commitmernts in this srea, Pearson wli
voluntanly be publshingits ethnicity pey gap for Great Britan "or the
first me i 2022 As for the gender pay gap. there is progress 1o be
made o1 narrowing the gap, bat this minal analysis provides a
foundatien 1o builld from. Pearson s also workir g o exiend pay gap
analysis, both gender and ethnicty, to sl markers wirn sufficient
headcounis and date availabiity. To date, voluntary oisclosure rates
on race and ethn oy are over 85% across Pearsor's key geographes
Furtner detads, including or the actiuns bemg taken 1o adoress pay
B3PS aCross our orgamsauon, can be found within our gender pay
gap and ctrnicity nay gap reparts

- - - —— —— —— ——
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Remuneration report for 2021

Certair gatts of th's report have been audited as requirect by the
Large end Mednim-sized Companies and Groups (Accounts and
Reports) Regulations 7008 as amended. Those tables which have
been sulyject 16 audt are marked with an aslerisk

Single total figure of remuneration and prior year
comparison*

lota aggregate emolumernts for Execuiive and Nor-bxecutive
Directars were £7.537mar 2021, These emoluments are neluded
within the (¢ial ermployee benefit expense 1n Note 5 to the finarcial
statemerts page 16%

kxecutive Director ‘single figure’ remuneration

Slemery of ceTe,Feratin”

200
Base salary
Allowznces and benefits
Retrement berefits
Total fixed pay
Annual incentrves
Long-term incentives
Co-investment award
Tatal variable pay
Total rermuneration

Executive Directors

The remuneration recervec by Execuiive Direciors in respect o' the
fnanc.al years erded 31 December 2021 and 31 December 202015
sel out below. The figures shown in the single figure table reflect
remuneral on pald while an Execitive Director of tne company. Andy
Bird and Sally Iohason were both appainitec as Executive Directors in
2070, and therefore the figures for 2020 are part-year figures

Cverall, the Commitiee cansiders that the Remunerauon Policy has
operatec as mtended dunng 2071

Angy 3 rd ’ Salryph;n:
50008 £00Gs
o 2027 s0in 2021 2520
1,250 260 521 353
373 125 16 g
200 42 58 45
1,823 427 595 407
1,575 - 560 -
3,708 - - -
5,283 - 560 -
7,106 427 1,155 407

Notes to single figure table*

Base salary

The basc szlary snown in the single f-gure rable reflects salary paid i
the fnanc al year while an Lxecutive Direcior of the company Andy
Bird s naid in US dollars and Szlly johinson s pa d in pound sterling
Allowances and benefits

The breakdown o benefitsais as follows for 2021

Ardy 2l ~ Sally Jorsor
5000s Lud0s
Travel - 14
Health 21 2
Risk-related 2 -
Accormmaodation 350 -

Travel benefits compr se rar aliowance arc reimbursemerts of 2
taxabie nature resutting from business travel and cngagemenrs.
tealth benefiis comprise healthcare, health assessment and cental
care Risk-relatec benefits compr'se of bfe ard other irsarance
palices Accommodauor bencfits for Andy Brd relateto a
contribution towards the rertal costs of an apartment in Newi York 1o
be usec for business purposes, the cost of whicn has been caoped et
$240,000 per year ($20,000 per month} priar 1o any taxes which may
be due.

In addimion to rhe allowances anc benefits set out, Fxecutive
Directors may alsc parucipate in company beneft or policy
arrangements thar have 1o taxable valuc end/ar a-e avallable to all
other emplayees 1t (ne same location, Sally Johrson's Iife cover 1s
arranged under The Pearson “ension Plan's UK group-wice palicy
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Retirement benefits

Further detal on retrement benefits s set oLt later in this report on
page 175.

Annual incentives

Tne 2023 AIF lor the Executive D rectors was based o1 a mix of
friznoial (80% weightng) and sirategic measures (20% we ghung)
The 2027 AIP resulted in 3 63% of maximum payaale ‘or both Andy
Bird and Sally Johnson Bonus is calwulated using salary at

37 December 2021 1r ine with how bonuses are calculated for all
parmapants Far more detat on performance metrics and
performance against targets in 2077, see following page.

Long-term incentives

The 2018 L11° awarc was subjec: (o performance condi ons
assessed to 31 December 2021 Performance targets ware Nol met
and therefore the award will lapse ir full Neither of the current
Fxecutive Directors were eligible to participate in this award. For
further details see nage 122

Co-investment award

The firs: tranche of the co- nvestment award, granted to Andy Bird to
support his recruitment, was subject o performance Lnderpins
assessed 1o 31 December 2021 1t was determined the first trarche
of the awarc would vest1n ull Tre value disclosed, whicn includes an
addiuonal amount egual Lo the valae of dwdencs payahle on the
snares vesting, is calculated using the share price at the date of
vestirg (25 February 2022) of 652.9p and was converted Using a
USD-GBP exchange rate of © 3/53 (gverage exchange rate for 2021)
The award was onginally granted basec on a share price of 530.2p,
and so $347% of the above figure 1s sttnibutable 1o share price
growtn. “he awerd has been satisfied using market-purchased
shares and shares retamned after tax must be beld urti 31 December
2023 tor further details see page 122



Executive Directors’ annual incentive payments for 2021*
Andy Bird ard Sally johnsor were ¢l gible to oarucipate nthe 2027 AP The following table sumrmar ses tne perfarmance targets {presented on a

COMSISIONT basis 1o the actual resully, takirg mro account portfalio snd currency movements and performance zgamst tnese targets for tne 2021 award
which resultec ir a 63% of maximum payoJdr).

Overall outcome

2erformance

Perarnance renge

Savout

¥ 07 ™Ay DonUs

meIsuTe o’ gal Trresniold Targen ldax A3l resaks apportn iy
Adjusted operaung profit 30% £345m L365m £445m £385m 19%
Sales 3056 £3.310m £34%hm £3.660m £3428m 16%
Operaung cash flow 20% £315m £335m £415m £388m 17%
Strategic measures 20% See below 11%

100% 653%

Performance against strategic measures

The wargets and outcomes for performance agaist each of the strategic meastres are showrn in g1e table oelow. Ir camming ta the final outcome. the
Comrritice made a qualitative assessment of performar ce against the full scorecard of stretching targets and determi-ed that an outcome of 17%
from & mzximum opportdrity of 20% was appropr ate

Strategic Measure Threshold Target Maximum Outcome
priority and
weighting
integrated Succesyfilly complete Successrully Successfuify Not met - ntegrated organisationsl design
organisatonal  reorgarisauon znd cormplete complee re- implemented suczessfully with pos tve NPS,
design maintain emoloyee re-organisaton and  argarisavon and tnough not mantamed at Q4 2020 level
execution §PS vs 04 2020 35 nerease erployee  Increase employee E‘rrmepc\i)yeezuegpgfﬁlecpdc‘)i[r:ve ?1210:\:[ fliralltegw(
mEES'JJEd Dy meerral NVPS vs Q4 202088 NPS ffs Q4 202C as polic elvz.ri‘mwp;‘\)fcn (fsa\!er];:st C\O&DEE‘];:HU'
Malarg PLise Survey rmeast.red by measured by e disruntior this caused 1@ the workforce took
Pedrson imernal ulse Ieernal Pulse a toll which the company Fas been workirg
fit far Le Survey Dy 2 Survey by 4 address Trough employee cngagerrent and
furure and percentage ponts  percentage points enhanced wellbeing effores
investing ir .
oLr talent Investmentin 50% of respondents 1o 55% of 50% aof &l Achieved Target - 71% of respanderts
oLy people's internal Pulse SLnvey  respongents o employees .n self-reportec upskilhng / reskiling in the nternal
Achieved learnirg sclf-reporting upskilling  Internal Pulse Pearson self- Puise Survey
1.5% out - cemonstrate 4 reskilling wa capability Survey self- reportng upskilling /
of a possible  effecuveness  framework reporting upskiing  reskiling via
6% 2" upskilling 7 / reskilling via capability Tamework
reskitling work Capauilty in HRIS, defines’
agamst framework begin o execuie
Pearson's plan for oeta testing
capability new commercial
framework corporate learring

Ach.eve 202"

Reduce Cabon

Reouce Carbon

propasiien

Reduce Carbor

Achieved Maximum - achieved 26% redacuon

tarbon footprint by 7.5% tootprint by 10% footprint by ~ 5% agzinst re-baselinec 207 81a-get adjusted far

redact-on (annual reduction) vs {anrual reduction)  (ennuzlreducuon)  basimess disposals Whist te COVID-19

target a5 step 2078 basel ne vs 2018 baseline  vs 2018 taselne pandemic has had an impactin changing how
Buldmg thange we do business, tne strategy for digitalisation has
zrnclusve toviards 2030 also sped un the 1ransition 11 parbicular, the
culture, goal reduct onir carbon ‘ootpnnt is highlightec
Increasing rroJgh the shift from print to digtal in US
dwerse righer Education Courseware

representation
and
acceleraung
our
sustainabiliny

Drive diversry
n lezdership
developrnent
programs 1o
creae pipelre

50% of carcidates on

leadersfip
development and
mentarirg Programs

are diverse (‘femaie ar

Thresheld +

50% of succession
plans for PLG roles
nclude females
and 20% include

Target +

“0% increase in
representatior af
both females and
BIPOC/BAME

Achieved Target - 72% of succession plans for
PLG rolesinclude fernales and 24% include
BIPQC/IAME carcidates with »50% of
candicates on leadersnip development anc
Tentoring programs being diverse.

strategy forleadership  BIPOC/BAME talerty  BIPOC/BAME employees at PLG

Achieved roles cancidates level

6% out . Reflect Develop supolier Threshatd + Target + Achieved Maximum - Pearssn Partrer Forurm
of a possible diversity nou-  dwersity poiicy ard Expanc parinershio Expard won< place on 25 March 2021, pledge launched

7%

proguct and
supply cnan

create supoler
diversity rairing
program on editorial

guidelines for new src

exist ng companies

retwarks 1o
establsh a
dalabase to auract
and retain diverse
supplers

representatior in
ecitonal anc
creative partners by
0% \US/UK

and ncludec traring on diversity. Sappl ef io
and WEConnect cortracted 1o help eiscover and
vel diverse suppliers. Both platforms laurching
atoss Pearsonin Q1 2022 Increase ir diverse
spenc from content and edironial » 10%



Remuneration report for 2021 continued

Strategic Measure Threshold Target Maximum Cutcome
priority and
weighting o 7
Strategic Launch Pearson- Thresheld + Target + Achieved Target - Pearson+ laLnched with
LrUgruss propositon n Us ir demanstrable Increase rever e 133,000 paid subscnpl ons, 2 75 registered
Digital in growth advance of fall cJstomer generation from users at the end of 2027 and an app stare raurg
UF‘ZWW opuortunises  semester and defined  engagemenr across  accelerated move o of 4 8 Waorklorce and Epglish strategies well
ST Qrganic or inarganic Pearsor+ and ot via Pearson, progressed
ransumer strategy for Cnglish YWorklorce, and Worklorce strategic
engagement & e ' g

ard product

effectiveress strasegy via

b.sIness case or

Achieved deal regotiations
3.5% out Absolute 6% - 8%
of apossible "~
growih
7%
ndigral anc
digrai-cnabled
sales

progress or English

parinership 2nd
English deal or proof
of corcept

+12% Achieved Target - underlyng growth of +3%

nore IMar elarent of ungement was requ red g assess achoevererts tnat were ot corigletely cuartfiole, Inlerncl Aucr prosdsd an moensidenl gssesmctIS e LoT mres

Executive Directors’ Long-Term Incentive Plan award vesting for 2021*
In May 2019, forrrer Chief Executive Jonn Fallon was made en award uncer the 2079 LTIP This awarc was basec on performance (ke business

delivered over the three-year period fram 2079 ra 2021

The L7IP award made to John Fallon would have vested on the normal vesung date, pro-rated for ume to refect John's cepariure prior to the normal
vesting date, but tne applizable nerfarmance targets have not peen met and therefore his award, togelher with awards {or otner paruaparts, will lapse

1 Full,

The targets and perforrrance aganst tnese targets are as follows,

Parlzerance
JGEEHR % oAl Thresniold Streten eIl
Adjusted EPS A third 65p 7Cp 80p
ROIC A third 5.0% 50% 9.0%
Upper
Refatve TSR Athrd  Median NiA Quartile
100%

Payou ar
thresholo

RPerformar:e range

fnet ng
WS ng

Da-)-ni;' alﬁ Payour a1 Ty wo'raal

sreTee max . Acual ack overrent ERCIN]

15% 65% 100% 24 Gp 0% 0%

15% 65% 100% 3.3% J% 0%
Rarked B7

25% N/A 100% cut of 98 0% 0%

Total 0%

el TSR was meas.ren aga ns the vensntuenrs of the FISE 703 a1 the star of e performance benoc

Co-investment award

In order to secure Andy Bird as our Cruel Executive the Committee
designen a cne-off co-nvestmaent award While recogrusing that such
ar award was nol ypical in the UK market, the Corrmittee believes
that this was the optimal structure to secure Andy Bird's recri.irment
whilst incentvising the creancor: of iong-term sharenolder value.

The grant of the coanvestment award was conditional or Andy
purcnasing Pearson shares equal te 300% of base salary by

31 December 2020 (being a total vaide of $3 75m), which he must
conunue to holc throughout the perod to 31 Decemier 2023. This
personal investmenrt by Andy cemenstrates his cormitment to the
rale and creates immediate ahgrment with shareholders.

The co-mvestment award vests In three equai trancnes as sQor as
pracucable following 31 Decemoer 2021, 31 Decemnper 2022 and

31 December 2023 respectively and is subject Lo per‘ormance underpins
ard Ardy's continued employment at eack vesting date. Shares that vest
will be subject to a holding period until 31 December 2073

The co-nvestmert award was designed taking Into account Andy's
home market - tne US - where the structure of pay is often very
different to the UK and aims to Incentwise the transformatcon of the
business and growth \n the near term It was therefore considered
sppropriate that the pnased vestng schedule and holding perioc to
December 2023 reflect the penod over which i is expectec value will
be deliverec to our sharenolders,

The vestng of the co-invostment award 15 stbject 1o the achieverent
of petformance urderping to ensure the Committee can reduce
vesung If in s opinion the performance of the business or the
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indradual does not support ths Tnese underpins are infendeac 1o
prevent paymen: for [a:lure.

The vesting of each tranche of the award will be sub.eci to the
followmg performance underpirs:

— an aporopriate level of progress being made i1 relzlion 1o
deliverirg aur strategy including our angoing transition from print
10 dignat

— nosignificant ESG issues related to Angy's tenure occurning which
resdlt in significant reputational darrage

In addition, the vesung of tne final tranche of the gward will also pe
sdbject to the following TSR underpin

— the company's TSR from the date of the announcement of Andy's
appointment to 31 December 2023 1s either (1} positive: or {(2}1s
at rredian or above when compared to the performance of the
[TSE 00

If one or more of the underpins are not achieved, then the Committee
wordla consicer whether, ard to what extent, 2 d scretionary reduction
Ir the nuTher of shares vestng was requited,

Assessment of performance underpins

The first ranche of the co-nvestment award vesled zs soon as
practicable following 31 Decembier 2021, In advance of this, the
Commiitee undertoo« a rigorods assessment of the relevant
performarce underins es well as a holistic review of broader
Pearson performance and the expenience of all stakenolders Inits
assessment, the Committee followed the framework developed and
distlosed Inlast year's remuneration repart.



Assessment of performance underpins
Initial review of underpins

! Progress in delivering i — Signif cant strategic progress schieved 1n 2021
Pearson'’s strategy

— launched direct to consumer strategy lec by new digital learring service, Pearson-, which contnues to make |
! good progross with 2.75m registered users at the end of 2021, reflecung a strong uptake from MyLab and
‘ Mastenng Lsers, 133k oad suoscrphons, and a latest spp siore rayng of 4.8

— Pearson's flagsip Higher Fducation product, Revel. completed the move o incorparate the Pearson L garning
Platform’s capab Ities, providing enhancec features, and & new visyal design for mobile. ‘

I — Acquired Faethm, the workforce Al and oredictive analylice company in September 2021

‘ — The disposal of Pearson's Brazilizn K12 sistemas pusiness campleted on 1 October 20271 Mar<eung 1s
! progressing well with otner businesses uncer strategic raview

— Raoid implementzuon of new organisational structure with strong leadersh p team in place ~ this included ‘
I appointing rwo aew roles 1o the PEM as well as reorgarisng the leadersh p rcam to reflect our future strategy.

| i
S

‘ No ESG ssueswh en, nthe opinior of the Committee, have resulted In sign:ficant reputational damage !

Consideration of breader performance and stakeholder experience
Rohust financial performance

— —— — e — e — s —— —

' Revenue f , Adj. operating profit ' QOperating cash flow ‘ Adjusted EPS ‘ { Net debt

| £3428m | . £385m - | £388m - 349p ~ £350m
8% underlying growth 33% underiying l 23% growih on Y 220 growth or PY 248 reductior on PY I
or PY / growth on PY '

Wider stakeholder experience

[ Sharehalders

— Delwered a positive shareholcer returr over the period from the annourcemen: of the Cnief Executive's appomntment 1o 37 December 2027
notwithstareing pressures from the external ervironment Strorg strateglc progress ersures Pearsor is well placed to ouild on this
momentum In the year akead.

— Strorg [nanc.al position has enabled Pearson (o grow s dwdenc (up 5% (0 20 5p 10 2021}, n hine with the commirment (¢ 2 progressve ang
susta nable dividend The Board alsc approved a £250m share buyback programme in Fetraary 2022 1o return capral 1o shareholoers

—

Employees

— Sign ficant mprovermert from §3% 11 2020 to 71% 10 2021 of errployees repormng ops«lling or reskiling

— Improverrent nevels of self-reported upsk img/reskilling ir every quarter compared to the same quarter nthe previous year (exclud ng
Q1 2020).

— Offerec arange of furmal sooal and experiertal iearming opooriunines 1o sLppor: our employees oevelopment. Increasingly ‘ocusing our
expernse - learning on our e ployees as well as our customers

— Coruruec focus on ensunrg the safety and weli-oeing of aLr employees

— First ‘Global WELL Week held, follow ng tne launch of the Global WELL imuiative i 2020 ta highiight the importance of well-being both inside
and outside work, promo:e relevant berefits and programmes and leare new ways Lo improve employees’ owr emouonal, phys cal, irancial
ad comrunity well-being This was positively receivec by emplayees,

— Global Learning at Wark Week neld for a second year - delivered more than = 7,000 ho.rs of ive learning.
| — Pos tive NPS skows employees would recommerd working for Pearson to friends and family or colleagues

— Achievec development target of participants in leadership development programmes to nctude a mnimem of 50% women and people of
colodar Exceeded success on plar oojectives for both identty groups resulting ir 72% of plens nciuding a women successar and 24% of olans
irclud ng people of colour (target 50% womer, 20% people of colowur).

— Data collection and analysis Lndeta<en which will eraole Pearson 1o valuntant, puolish its Ethricity Pay Gap for the “irstume in 2022,
' voluntary disclosure rates of over 85% across Pearson's key geographies
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Remuneration report for 2021 continued

Customers

— Launcheg cirect to consumer strategy led by new digital tearming senvice, Pearsaon, which cortir ues to make good progress with 2.75m
regrstered Jsers art the end of 2021, refiectirg a spong uptake fram MylLab and Mastering users, 133k pa d subscriptions. and a latest app
stare rating of 4.8.

i — Invirtual Schoaols, 93% of parents were sausfied with their Conrecliors Acaderny school overal, witn three oot of four parents nouing their
child's atutune 1o fearning rad improved

— Pearson is supporting students most i neec as a result of the pandemic, “or examole through (ne provision of laptops e school children in
the UK

— tLalnchec a new Scudent Diversity Ambassador Programme 1o help ensure the products and serv ces Pearson create ruly reflect the diverse
needs of the learners we serve

— vcaunched a jairt minative with Pengair Rencorm Hodse imthe UK, it Coour, 1o becorre the “i-st UK exam heard 10 make changes to
guahfications anr imnrove the areraity o student texs,

— With n US Higker Education, hosled and sponsorec a variety of faculty corfererces ta help memoers develon therr skills and grow therr
network, especially in the warld of hyond learming

Suppliers

— Responsible Procurement Framewor« launched 2t Andy's Supplier Foram m March 2027 - ton supplers askee 10 make commiiments anove
and beyond the tnresnold of the Responsible Procurernent Policy - induding focus on elirinaur g Ciscrimimation and ineguality.

— 55 suppliers have signed Pearson's Responsible Procurement Pledge indicatirg therr camm tmens to exceed our mimimurt standards,
JAndergo thirc-party assessment, share insights ard experuse transparently ta promote hest prac. ce, anc aclively seck to ehminate il forms
cf discnrmnzuor nther workforce srd supply chain

— Over 50 of Pearson's 1op Ler suppliers Fave undergone a third-party susta nability assessmenit (incl nurran nghts & etn:cs) by Ecovadis, an
Inousiry-leadir g ratings orgarisauon,

. — We aimto source paper It an ethical way In 2021, our overall ton-age of peper reducec by 24% (2021 29,056, 2020 3/969) Of this toral, we
puarchased 29% FoC certifed paper (2020, 32%) and 28% PIFC certfied paper

— Achieveqg "5 5% of the target (up Tom 7% in 2020) of spending £ 500m with d verse-accredted suppliers by 2030, as of Decernber 2021
Subscribed 1o wo datebeses ‘or ¢ verse suppler discavery, which will suppert a faster growtk rate

Additional considerations

Pearson developed i1s new parpcse, visian and rmissior in 2021- e add ife te a ifeume of learning, through creatng vibrant ard ennching
learning experiences designed for real ife impact, so everyone can realise the Iife they imagine Under Andy's stewardshio, work s alreagy
underway 1o fully embed this throughoJt the argarisation and it has peen well received

Furtmer, during 2021 the CEO was effiuent and effective in zodress ng matters relating to events priar o hus tenure, nduding workir g with the
Board to rev ew a 20”8 security inc dent and associated disclosure anc driving the compary's conunued work to enhance its cyber securiny efforis
and protocols,

Teking all of the above nte account the Committee has determinec that the first rancne of the co-nvestment gward will vest in full,
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Long-term incentives awarded in 2021*
The following LTIP awards were granted dunrg the vear:

Yake for toreshold

Date vesrng N et Face Fere valte et e Jedorriate

Drecror o award date of snaces wslue (% of base szleny) (G0 7 mEs o per od
1lan 21-31

Andy Bird 4 May 2021 T May 2024 332,36 £2,7£7.256 300% 18.3% Dec 23
T lan 21-31

sally Johnson AMay 2021 1 May 2024 154915  £1,280,682 2456, 18.3% Dec 23

NOE T - Jnder e adposted ©
JesIng "o U resrold

Sat RUIC 2lemanrs 15% vests ‘o cireshald performance, Lnder e 3R eiernent, 25 5% vasls 1ar 1 reshdid perormancg Tois s e we ghted average of

Face value was determined using a share price of 826 7p {five-day average to 4 May 2027), wnick 1s the share price used to determine award values for
LTI awar ds 1o the wider employee population The face valLe Fas been converted using a USD GB? exchange rate of =365,

Detailz of ine performance ta-gets for the 2021 lorg-lermincenuyve awards are et out1n te table below

Advused earings

vesnng sthedule (T max westg schedile 5 Tian) Acieates nel ROICpr 7¥2 3 Vesting scnedule [ max) Ranked costior ¢ FISE 720
15% 46 Sp 15% 55% 25% Median

65% 53.5p B5% 6 5% - -

100% 61p or above 100% 7.5% or above 100% Upper guartile

Mot T Straightl ne vesiag w i 0luor © BOtween e oIt IS shawn, Witk NG vestirg “or pertonm ance bolow theeshaly
Mote 7 Pearsont TS periorrrarce s Iurreetly mezsyred relatl e 10 the COryhents oTThe FTEE G Indeyx seer the pernsmanse nonod Tha Comeantze intends e keep this compansior
Aroup ureer revics for ruure U1IP awards

The Committee reserves the right to aciLst payouts Lp or dowr pefore they are relegsed it bebeves that the vesting outcome coes not reflect
Lnderlyirg f ranc al or non-finang al performance or «f such oiher excepuonal factors warrant dong so I making suck ad,ustments, the Committee is
guded wy the principle of aligrning sharer oider and maragement iInterests

Any shzres vesting based on performance to 31 December 2023wl be sLbject ta ar addinicnal two-year holding period to © May 2076

Executive Directors’ retirement benefits and entitlements*
Detalls of the Directors’ pension enntlements anc pensior-relaced bDerefits caring the peniod each served s an Executive Direcior n 2021 are as
“ollows:

;}y Gt Ssally Janrson

7208 10038

Value of defined berefit - o8
Other allowances in lieu of pension 200 -
Total value in 2021 200 58
Accrued pension at 37 December 2021 - 60

Note T The goorued pensior et
LT (hE pens om payztie 230 the LK

emper 2027 15 7ne agteriel 3rnuzl pens 07 to whicn The membey would be erurlec o cesurg pens onable serare an 37 Decerrper 2027 I velaes
FroOrE e

MR Ak (€5,
Nate 2 The value of def nee bene’is reflers e cnange 1m salur over te= per oz, teus inf gt on

Sore 3 Other ollomarces if lieu of censicr wepresent the Lash allowarces o

Mo 4 Toialvalae o the sam of the arev ous wn roas ana s discidsed ir the siegle 1 fure of (e aenaics .
Pension Plans

Andy Bird - Payment in Lieu of Pension

Andy Bird receives 3 paymertin leu of pensior at 16% of «s base salary .- ine with the persion provsion for UK empleyees of a similar 2ge

Sally Johnson - The Pearson Pension Plan

Safly 15 ar existing Tember of the Final Pay Section of the Pearson Persion Plan Her accruairate s 1/60 7 of pensionatile satary per annum, restrcred
o the Plan earn ngs cap (£172 800 per anramr 2027/22) There are no eckances early ~elirerrent senefits,



Remuneration report for 2021 continued

Directors’ interests in shares and value Sxecutive Directors are expeciec to retain their curent guidelne (or
of shareholdings* actuzl shareholding il lower) for two years followang stepping down as

) o an bxecutive Director. This guideline does nar apply ta shares
Shareholding guidelines purchased by the Director,

Execauve Directars are expected 1o bulld up a substanual
shareholding intne company N hne with the policy of encouraging
widespread employce share ownership and to align the interests of
Execouve Directors and sharehalders The carrent requirement 1s
200% of base salary for the Chief Execltive anc 200% of base saiary
for the Chief Financial Officer, Shares that count towards these
guidelines include any shares held unencumbered by i1 Executive
Director, their spouse and/ar dependent children plus any shares
vesten but Feld pencing release unoer & share plan ard ary shares
Lnvested put not subject to future perfgrmar.ce condinions (on a net
of tax basis), Lxecutive Jrectors Fave fve years from therr date of
appointmert to the Boaro to reacn the guideline Onee the gaiceline
has been me, it s not re-tested, other than when shares are sold

The sharenolding guidelines do nol apply 1o the Chair and Non-
Executive Directors. However, a minmmurr of 25% of the Chair's and
Non-Fxeculve Directors' basic fee 1s paid i Pearson shares that the
Chair and Nor-Executive Direciors have comrmitied (o ratd n iar the
period of therr ditectorsmips.

Directors’ interests
The share interests of the Direciors end their connected persons are as folows

Cyrreng {_C"L'VJIEV'J"IG' STANCS _(_:-onrhi aral srsres Total noeber of
sha ehcloing sdbjeci o subyecl ordinary amd
weremar, sha a5 at 2t empls,mercorlyct  condi onalshares Gurdeline [ENB LIS
Trector 57 e a1 31 Zecl 4T A1 e 21 Tt salaryl Tar?
Chair
Sidney Taurel 234,894 - - - - -
Executive Directors
Andly Bird 586,437 1,541,177 - 2127614 300% Yes
n/a
Sally Johnson 20,265 374915 2,740 404,920 2000% {sec note B)
Non-Executive Directors
Dame Elizabeth Corley 39,206 - - - - -
Sherry Coutu 5,566 _ - _ -~ _
Vivienne {ox 9,220 - - - - _
Linda Lorimer 15,435 N _ _ _ .
Michael Lynton 20,820 - - - - -
Graeme Pitkethly 9,162 - - - - -
Tim Score 54,593 - _ - - -
Lincoly wallen 13,&’90 - - - - -

Annette Thomas - - - - _ _

ap=ir Corley siepped sown fromithe Board or 31 Jecemiber 20

hote 2 Ord nary shares
ireiete boir shares uno AD%s araJar oo by ndiv duals urger the Long Terrr Ircentve Planar d ar y othies shire olars rhe;, mighe nove sarucipales i

tluze both ordinaty shaces listed on -1e _onzon Stock Excrhange ano A enicah Je0ss ar Rorelnrs ALRS] Bs ec on the New York 5o oxcharge The (gures

nore 3 Cond ionad <nsres sunject to performance megns anvested shares wh o reman SUR|OCT [0 DEFOM e 2e SoTCILDTS andior performarce underp ns sna contirwing er-plo, =en:
a pre-deied penos This inclades tie _1F awares gramted ie 2020 and 2021, a1z, inrespec of Andy dirc, h s Lo rvestment awsrd

hee 4 Cond tens sasres susiec 10 emplogrert pnly mears Jrvesiec shares wiick ate sohiec 1o @ holdirg per od 2nd cont nued emploment For Sally Johnsar this irduoes snare
awards granied befare har aopoirment (g the Buard tay 2000

hoieh Sally [ohnson alo vokie 2 BZE op0ons onder the Pearsor Save For Snares scheme, a sav ngs-relafes fare 21qu siuon program™e apen (calt employees hesg «fe ncisub et 1o
future performance Lonmituns

hote & Sally Johrson nas fve years fromthe date of her sppoimimert a5 2n Exetutve Directer on 24 Aol 2620 In reach tne sherenslding guidelr e

Ngie 7 AN, Bird s rst francke o the Co-rvesiment plan, 477 933 snares { nolud ng $.980 dveenc padvaler [ s aresy vested on 25 Febr sany 7022 taking his condi.anal share subject o
emnlcymen: onby tc 20,584 shares (aler the Sakes of shares (9 Jover any tax abl ty) and cond tonal shares supject to performrance to 118224 sharos The vested co invesimen: shares
are subert 2o a hald ng venod wntl 37 Decerber 2024 ana are subpect 1o fo-nnued erpioyTent There have been «io otrer cranges nrhe interests of any Director oetween 31 Jecermber
2021 ang 4 Marck 2032, peng the lztes! pracucalite gate prior r2 the puilicahon of ihs repart
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Chair and Non-Executive Director remuneration®
The remunerat on paic 1o the Cnarr anc Nor-ExecJtive Directors in respect of tne financial vears ended 31 December 2021 and 31 December 202015

as set out i the table below

Cirpcror

£000¢

Sidney Taurel
Angdy Bird

Dame Elizabeth Corley
Sherry Coutu
Vivienne Cox
Josh Lewis

Linda Lonmer
Michael Lynton
Graeme Pitkethly
Tim Score
Lincoln wallen
Annette Thomas
Total

— Total fees

500
111
92
43
100
31
93
13¢
93
21
1,215

Taxable herents weter tareave),
Lompary wh ch are ge=rel &, HIART

ko

o an 2 Nar Lxoecd
15 e reraton 0a

Nete 3 Anagy Bird ainad ine Pearsan
13 Tctobes JNZ0 Trenznke above 1eF

4 fanmette Thomas

Yosere Cox gra Yot eel Lyror '_;cupr-'d dos Tore (e Boas o0 30 &Rl 2027 gse Lemsa e

Payments to former Directors*
There were no payments to former Directors 10 2021

Payments for loss of office*

T A AU 0 255 o the 0o s and NN Executve Drecrars oosic fees Sod 10 shares

MModar 0 ard SUns 51200 expenses noarres while stording Baarz werimgs durmg the por od (Rat were pat o re mib

Taxable benefits

2021 2020

\Tolali \DI;\ Teey Taxabic benefis T *vota\
- 500 500 16 516
- - A1 - 41
- 111 115 1 116
- 92 88 2 0
- 43 129 3 132
- - 28 7 35
- 100 S8 8 107
- 31 92 3 95
- 93 92 1 93
- 130 16 1 17
- 93 92 - 92
- 21
- 1215 1,392 42 1434

S0y, e
10T LK tax " be vaid 0 Tne coripary, un oenal’ of the Drecars

tavavle rche UK Tre emounts nine aole above ncl.de e grossed-ap
Lvracres wir effect fromr 1 May 2620 He vas ap2a!
nire i Tespes of ris Noa kvecaive Dvecior rale

e Pearson $0ara as Non xecunve Drector wth 27pci tom @ Jeleoer 2021 Deme :lzabeih Lorley
< red rrom the Boate ot the AGR - Way

Inere were no payments for loss of of‘ice made ta or agreed for

Directors in 2021,

Service contracts

Ihe terms and conditions of appomtment of oLr current Directors
are avalable for inspecuon at the compary's registered office during

normal business hours and at the AGM.

ez Lriet Lrgcuine Officer ant ar Zxecrien D Fedior ¢° D24rser or

nec down from the Boars or 3° Jecemner 2527

0

The Executive Dirpgtors nave notice penpds e the r senvice contracts
of 12 mrorths from the company and six menths Tom the Execuuves
Iheir contracts are cated 23 August 2020 {Andy Bird) and 15 January
2020 (Sally Joknsor)

Non-Execytive Directors serve Pearson unger letters of appointment
which are renewed arnuzlly and de not have se~vice contracts The
Nor-Execatve Directors letiers of appainiment do not cortain
provision ‘or notice periods or far compensation fther
appointments are terminated The Charr's 2ppointmeant rmay be
term:natec on 12-months notice

Executive Directors’ non-executive directorships

Ne ther of the current Executive Direciors, Andy Bird nor Sally
Joknson, hold any notable external commitments



Remuneration report for 2021 continued

Historical performance and remuneration

Total shareholder return performance

Set oLt below 1s Pearson’s total shareholder returr {TSR) perfarmance relanve to the FTSE All-Share index on an annial basis aver the 10-year penod
1 january 2012 to 31 December 2021, This camparison nas been cnosen becalse the FTSE All-Skare represents the broad market index witrin which
Pearson sheres are traded, TSR 's the measure of the returns that a compary has prowvded for 1is shareholders, reflecting shace price moveren:s anc
assurming reinvestment of dividends (source Datasiredm)

in accorcance with the reporting regulations, this section 2lso presents Pearson's TSR performance alangsice the single figure of total remuneraton
‘or the Chief Executve over the last 10 years ard & surmary of the varable pay ouzcames relztive 1o Tne prevailirg maximum ar 1ne fime

chart rermoved

fdarjor e

Scarzing mho Fallon Andy =ird
ChieTExpc L /e rerure a1 R 2014 EE 208 37 2oig e 2070 00 zem
Total remuneration:
(sngle figure, £000s) 5,330 1,727 1,855 1,263 1518 7,758 3,094 1616 355 334 5,167
Annual incentive (% of
rmaxirmnum) 24% 3404 51% NIl 24%_ A44% 45% Nil Nil N/A 63%
_ong-term incentive {%
of maximurrm) 37% Nil Wil Nil Nil NH 42% 33% Nil N/A N/A

hote T Towdl remume 2000 08 45 refloces 0 te singlc toral ‘|nge of rerrunestine tagle The 2027 Higare*or Ardy 3 ro ncludes the Tullvesarg St the trstiranche of the co investrert
awari

wote 2 Anrualinrent ve 15 ihe acrJal ane _al incerlive receved By the moumberr as z percertage of maximsm opporunity

W0 3 LONgAETT INTErive Sibe nayoul of perlormancesrelaied shace awards where tbe year shown s 1ne fimal yeer of ing performarce perad far ine purposes o celzulzimng e sirgle
total higare of remurersnon

Nore A The sirgle figure remang-anor tor 2571 lor Ady Birs has neer comverten usng « 52 G3P exchange rate of © 3753 (average excriange ~ate for 2327)
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Comparative information
The followang information is intended to provide addinonal context regarding the total remuneration {or Directors

Relative percentage change in remuneration of Directors and employees

The following table sets out the percentage charge 'n base salary/fees. allowances anc benefi’s and annual Incentives between 2020 apd 2021 -
respect of all Direclors of the Company durning the year compared Lo the average percentage cnange ‘or abh ernployees of Pearspn ple. The figures for
all Directors are ralculated based on ~emuneratior received in e relevant year as set oJt in the rables on page 120 and page 127 For hase salary/
fees, partyear figures have been annualised for the purpeses of this disclosare Part-year allowances and berefits Fave not been arruahsec and Fave
been excludes from the table

While the Camim rree reviews base pay for the Executive Directors relative 1o the broader ermpioyee pop.iat on, benefits are trven by Jocal practees,
and eligibility 1s determired by level and indwidual crcumsiances which do not lend themselves e comparnisen.

Perceniage caangs 'm pay “or DIreciors Lempares 0 1m0 aver age emnloyee 0 tne Lomnsny,

o 3020
Base Aiiowances T Aﬁnuai i«!lowaﬂcssi Anrual
salary/fees and benefits Incentives ang hengfits Inemives
Average employee’ A% 17% 38% 6% 9%
Executive Directors
Andy Bird 0% - - - - -
Sally Johnson 1% - - - - -
Chair and Non-Executive Directors
Sidney Taurel 0% - - 0% 954% -
Dame Elzabeth Corley -3% - - 0% - -
Sherry Coutu 5% - - 5% - -
Vivienne Cox 2% - - 1% 590 -
Linda Lorimer 1% - - ‘% 102% -
Michael Lynton 2% - - 1% - -
Graemc Pickethily 1% - - 8% - -
Tim Score 13%°* - - 09 -20% -
Lincaln waller: 1% - - 1% 97% -
Annette Thomas - - - - - ) -
Nete T Tree average rmnioyee peroontage thenge o 7920 hag p2en resialed 10 €750rs a 107 ISP talreler ot metisd. o g constant Ay Thange r2e bosis
Nete 2 - CRanges r MEZ ees duning e veat ore s result of crarges - Commaies Chars and metnderss o
hare 3 Increass dog (G 7 M L0Ore loXing Ovel 35 Ser gr Ingenener DroCor m At 2007
Relative importance of pay spend Chief Executive to employee pay ratio
The Committee consicers Directors' rermuneration in the context of The table eiow llustraies the ratio of Chiefl Executve 1o employee
the company's allocanion and disburserent of resources to different pay far 2027, using the single toral figure of remurecation as
stakeholders. We chose adjusted oneratung orofit because this 53 disclosed on page 120 comparec L6 the full-t me ecu valert total
measure af our ability 1o rerwest n the company We include rewarc aof employees whose pay s ronked at the 257, 507 and 75
drvidends because These Cconsliiute an Important element of our percenules (as wenofied by the gender pay gep methoadology) m the
returT o shareholders Great Britain (GB)Y workforce,
- - mezdlne crange - o ST T e wenyas
AllfgLres m £ 2021 2670 o % 25 T s 75
RS lheimca perientile parcennlo percer e
Adjusted operating
profit 385 313 7m 23% - B Gﬁ”de‘fpay gap o s ana
- 2 . ol / .
Dividend per share 20.5p 19 5p 1.0p 5% geé ZO OEY !
. . Gender pay g85
har | 1 - - g
share buybacks NI 6 2020 methadology 425 319 19,5
Total wages B Gender pay 530
nd salar 1 1,15; X °
andsalares 1180 1152 28 %% 2018 methadology 659 472 360

Sooes o the sanls

A9 15 SDETATICE D offl $ 35 587 ol 1+ & hr ancial siaemen s — GB gender pay gap data from April 2021 was usec Lo identfy the

The Bsars mas aporoved 4 £ 2507 o7 are Buyhath progrartme employees atthe 257 50 znd 757 percentlcs. Data was
Tewr.aan, 2022 analysed for @ number of employees srourd each quaruie figdre
Wages anc szlem esiclude contn. ~g operat ons ol and nch.de Direcors buersge to ensure tnat there were No aromal es

ertployes numnners ‘7 LoNTIrL g CRAraUars *o
tarmer getals are sei oot it Note 513 the Franca

were 20 e {2020 2 750
Latemaris ar pege T &0

— Usng e gender pay gap data Lo derufy the guartle employees
s cons dered appropriate as th's s 3 good represertauon of the
relevant employee population et the year end, and 1s the mos:
practicaple rmethodology glven the iming of the disciosare and
determination of rerrunersuor cutcomes for the wider workforce
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Remuneration report for 2021 continued

— Total remunerater for each employee, which was calculatec with
relerence (10 31 Decerrber 2021, has been compared o the Chief

Fxecanve's single figure Last year, the Chief Fxecunive's single
figure was a combined ligure for Andy Bird ano Johin Fzllon,
recogrising the change in leadership during the year. This year's
pay rat o has been calcuiated usng Andy Bird's single “igure only.
Andy Bird's single “Ggure nas beer converted usng a USD GBP
exchange rate of 1.3753 (the average excnange rate for 2621)

— For the quart le employees, total rermuncration has been
calculaied or a siTilar basis (0 the Cruef Fxecutive's single Hgare
Base salary, pensicn and benefits are based on fuil year figures
taxen from payroll Annuz bonus fizures are based on the
relevent manager recommendatons and relate 1o perarmance

In 2027, Nore of the errpinyers arthe 257, 507 or 75" peroantile

had share awards vesting in 2021

— Tcial remuneratior: figures far the 25+, 50" and 75" percentile
employees are as follows £34420 £35625 and £58,419 The
respective base salanes are £27,500, £33 150 and £48,712

— Asgnificant propornor of the Chief Executive’s pay 1s Inked 1o

performance and, in respect of the LTIP ard co-irvestmen:. award,
share price performance Therefore, the Chief Execative's pay Cal®

vary significantly year-on-year based an company performance
The ircrease 10 this year's pay ratio reflects a payout uncer the
AlP (£3% of maximurr] ard the vesung of the first tranche of tne
cg-investment award, which was, granted to Ardy Bird 10 support

his recru tment This eflects the strong strategic, onerational and

financiai progress of the busiNess curing 2021 In comaanisan,
las: year's single figure for tne Chief Execurve comprisec fixec
pay only There was o payoJt for Executive D rectors urder
either the AIP or the LTIP last vear, reflecung the unforeseen
mpact of COVID-18 on rhe business during 2020

— The compary considers the mediar pay ratio consistent wirk the
compamy’s wider pohaies an emMployee pay, reward anc
progression The Comrmittee remains focused on ensurnrg that
rermureration rrangements ir place for the broader employee
popuJlat on are consistent with the neeg o attract snd retzin the
right talent for the company's dig tal furare

Dilution and use of equity
Pearson can Lse existing shares bought i the market, tfreasury

shares or newly Issued shares 10 sensfy gwards under the company's

varous sfare plans. For restncted siock awards onder the LTIF, the
corrparty wolld normally expect 1o use marxet purchased shares
There are hmits on the zmount of new-1ssue equ ty we czn use. In
any rolling 10-year period, no more than 10% of Pearson equ.ty w ll
be 1ssbed. or oo capable of beirg issued, unger all Pearsor's share
plans, and no more than 5% of Pearson equity will be issued, or be
capable of heing issuec, under Execymve or d'screnonary olans The
headroom avalable for all Pearson plans, Executive or ciscretionary,
and shares held - trust s as follows;

Feadroon ’ ' 2021
All Pearson plans 7.8%
Executive or discreuonary plans 4.7%
Shares held in trust 4.8%
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The Remuneration Committee in 2021

Rale Name Title
Charr (from Sherry Coutd Indepencent
" Sepromber 2027) Nan-Executive
Charr (to NDame Elizaeth birectars
© Septernber 2021)  Corley (until
31 December 2G21)
Tir Score
Sidney Tauret Chair of the Boa-d
Internal atendees  Andy Bird Chiel Execure
Sally Juhrscn Chief Fnarcal Officer
Anna Vikstrom Chief Haman
Persson (u=ul Resources Off cer
Jume 20273
Paul Chrnistian Seniorvice

Presigent, Reward
Graeme Baldwir Compary Secretery

kxternal advisers Deloitte LLP

Noe T Signey Taurelwds ¢ memiber oi the Tomm Gee mroogrout 2007 as
perrrried urdsr the UK Corporaie Goverrance Jode

Advisers to the Remuneration Committee

Dunng 2021, the Remuneration Commitiee recenec advice from
ncependent Rerruneration Committee adwisers, Dasa tre LLP
Delomie LLP were anpointed by the Committee .n July 20° 7 following
atender orocess The Committee aso recenved legal adwice from
Freshfields Bruckhaus Deringer L_Pir the course of the year

Deloie LLP sunplied the Committee with advice on current market
trends and developments, incentive plan design and target seftng,
Investor engagerrent and other general Execunive remuneation
matlers Inrespect of sner serv'ces 1o the Committee dunrg 2021,
Deloitte LLP were paic foes, which were charged on a ume spent
basis, of £709,400 During the year, separate teams wiznin Deloite
LLP also provided Pezarson plc with certair tax and other advisory
and consuitancy services.

Deloitte LLP are founding merrbers of the Rerruneration
Cors.ltants’ Group and adhere 1o s Code of Canduct

The Comm tiee remans satisfied that the adviee provided by Delaitte
LLP was objective and independent, and that the provision of ather
LervICes i ho way compromisec thar ndependence It is the view of
the Cormmittee that the Deloite LLP engagement partner and team
thet provide remuneration advice to the Commitlee do not have
connections with Pearson or 1ts Direcrors that may Impair their
incependence The Commistee reviewed Lne potental for conflicts of
imerest and judged thar there were apprapnate safeguards against
such canflicts

Terms of reference

The Comm ttee's full charter and terms of refererce are avalzble on
the Governance page af the company's website A summary of the
Cormittee's responsibrlities s set oJt below

The terms of reference reflect the provisions of e 2018 Code



Committee responsibilities

Determine and review policy

Determing and regularly review the remuneraucn polices for the
Execunve Directors, the presidents ang other members of Pearson’s
Executive Management fwho repor: directly to the Chief Drecutive).
These policies mctude base salary, atnual and lang-term incertives,
pension arrangements, any other benefits, and termimeation, of
employment When setung remuneratior policy, the Comm ttee also
tgkes INTD ACCOUNT Temuneration pracnces and related pohoes for
the wider workforce

shareholder engagefhent

Ensure the company maintains an approp-iate level of engagemen:
with 1is shareholders and shareholder representative bodies i
relanon 1o the remunerauon policy anc 1ts wnolemeniar on
Review and approve implementation

Regularly review the mplerrentation arad operauon of e
rernureration policy and approve the indmdual remuneratior and
bericfits packages of Executive Management

Approve performance-related plans

Approve the design of, ard getermine targers for, any perfarmarce-
related pay plans opergrad by the Group for the Pearson Executive
MManagemert team and spprove the toial payments to be made
under such plars

Set termination arrangements

Advise and cecide on general and spedfic remuneraton
arrangernents Ir connect on witk the terrminat on of erployment of
Execuntve Management

Determine Chair's remuneration

Delegate responsibilty for determining the remunetration and
henefits package of the Chair of the Board.

Appoint remuneration consultants

Appoint and set the terms of engagement for any remunerat on
consultants who advise the Commitiee, and maonitor the cost of such
acvice

Talent, retention and gender pay gap

Review updaies from managemen: on talent, relenuon and genaer
pay gap.

Workforce remuneration

Have aversight of workforce remuneration policies and pracuce for
the wider organisatior

Remuneration Committee meeting focus during 2021
During the year the Corrmitiee uncertook the following activities

— Reviewed ang approved 2020 annual ane long-terrr oerformance
ard payouts o Execotive Directors and senior management

— Reviewed ang approvec Ircentive arrangements for the comgpany
zrnd how this will apply to ExecLuve Directors arc senior
management for 2027

-— Engaged extcnsvely with shacenciders foliowing the 2020 EGM
rd 20721 AGM results, to furter unaerstard the views of
shareholders and now Pearson can engage corstructively with 1is

shareholaers and advisors go ng forward, Conunted mgnionng of

shareholder views throughout the year

— Approved remJneration arrangements for @ number o new
Eppointmerts te e Execauve Committee

— Reviewed anc. considered 2l ‘eedback received from sharehalder
engagement exercises as part of Commited's discassions anc
cons dered angang shareholder engagement straiegy

— Recewed upoates on the financ.al performance of the business
anc progress agains: sirategic Mmessures. Noted and reviewed the
status of \n-flight incentives

— Receved upcates on pay end cenditians acrcss the company as a
whale dnd (oK these IF10 arcoJdnt when Celer mng execdtive
rerungralon

— Npted updares or corpo-ate governiance, ncluding a review of the
2027 AGM remuneratfion Teporing season

— Reviewed the company's gender pay gap disclosures and noted
the actions being taken o acdress the gap

— Noted the activity of the Standing Commitree of the Board in
relation to the operation of the company's equity-based reward
programmes and noted the companys use of egquity for employes
share plans

Committee evaluation

Anrually, ine Commrtee reviews \ts performance, constitdiiorn and
charter and terms of re‘grence (o ensdre it 15 operating at maxirum
effectiveness and recommends aty changes t considers necessary 1o
the Boaro for approvsl. Overall, following ris revicw n 2021, 1t was
considered that the Commitiee 1S operslrg effecovely wath strong
processes n place and a high gualty of discussion. The review
recognised the Comm tiee's corsiderable efiorls gunng 2021,

includ ng its contrbution towards ongong sharehalder engagemert
and transnon of Remune aion Commttee Chair during the year

In 2022, the Comrrmittee w N have sigrificant focus on the inennia!
renewal of the Rermaneration Falicy at the 2023 AGM  The Cormmittee
will alsO CONTINUC tC eRsUre remMUneTa’ on arrangemcnts for semor
management and th.e wider workforce suppart the atiract on of key
talent as well as the delivery of the company's strategy. The
Committee remain; vigllart in assessirg the extert 1o wick 1S
FCIVITIES SUPDOMT and enable progress in the cormpary

Voting on remuneration resolutions

The followirg table summanses the ostals of votes cast in respect of
the remuneration resolut ons

o vores o 0 voles
LSl g LAt afarst

Annual report on
Remuneration {2027
AGM) 62 75% 37 25% 181,307
2020 Remuneration
Policy (2020 AGM) 95.12% £ BEu% 219,641
Armendment to 2020
Remuneration Policy
{2020 GM]) 67.22% 32 78% 370074

The Directors’ remuneration report has been approved by the Board
on & March 2022 and signed on ws pefaif by

Stery (Yoatu

Sherry Coutu CBE

Chair of Remuneration Committee



Additional disclosures

Pages 73-136 of this docurent comprise the Directars' report for the
year et ued 21 December 2021

Ser oLt below 1s other statutory znd regulztory nformation that
Pearson s reaLired o ossclase 1niLs Directors' report,

Going concern

The Directors have mase an assessment of the Group's ability to
continue as a going concern and consider 1t approprizte 1o adopt 1ne
2ong concern basis of accoanting

Viability statement

A5 58T out or cage 69, the boerd has reviewed the prospects of
Pearsan aver the fve-year period 7o December 2026. The boara
aralysed a venety of acwnside scenaras, INcluding @ "Severe but
plausible’ scenano where the Groapis mpacted by all principal ris«s
from 2022, as well as reverse sress testing to idenify wnat wouic be
reguired 1o either breach coverants ar rur out of lguidity. The
Severe but plausible’ scenarnio madelled an impact from nsks which
In aggregate were s.gnrficantly greater than those seenn 2021
contiqung throLghoul tne “ve-year penod

Even Lnder a severe downside case, the Group woulc maintan
corfortzble hqu dity beadroom and sufficiert headroom against
COVenant FequIrements during T period Uaar assessment, ever
befare mooellirg the mimgating effect of 27 ons that tre
maregement woulc take - the event that these cownside 1 sks were
G crystalise, The downside scenarios assurme that revolving credit
‘aciinies w ll be avzilzble throughout the perod to 31 December
2026

Share capital

Details of shere1ssucs and cancellatons are given ' note 27 to 11e
“nancial statemenis on page 201 "he company has a single ciass of
shares wh ch s divicled into ordinary shares of 25p eacn. The
ordinan, shares are in registered form As at 31 December 2021
756,801,961 ordimary skhares were inissue At the AGM neld on

30 Apri 20217 the company was avthorsed, sulbject to certain
<ondiions, to acquire Lp 1o 75,373,162 crdirary skares by market
purehase and to 1ssue up to 502,48/, /53 ordirary shares.
Shareholders will be asked 1o renew this author ty at the AGM an
29 Apnl 2022

Share buyback

On 25 February 2022, the company announces 115 INtenuon 1o
commence a £350m share buybeck programme The programme wall
commence ir 2022, It is currently antcipated that the reparchased
shares will be canceiled and the nominal value of the shares will be
transferred to the cap Lzl redempt on reserve

In 2020, approximately 30m shzres were bought back and cancelled
at 3 cost of £176m The nominal value of these shares, [7m was
transferred to tne cap tal redempt on reserve

The Board believes that the company's stralegic priontes, combined
with the disaplined approach to capral allocation, will enable
Pearsan to create susiainable, long-term value for every slakehalder

We have set out cleer capitel allocauon priorit es as follows:

— Mairtain ng e strorg balance sheet and sohd imvestment-grace
credit ratings trough an appropriate epital strucure

— Investing .n the business to drive orgaric growth

— Afocusec and cisaplred appreach to value enhancing
cquIsilions

— Delvering shareholder returns through ¢ sustainable and
progressive ddend policy

-~ Rewurnirg surplus cash to shareholders where appropriate
th-ough buybacks or specal dividends
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Major shareholders

Information provided 1o the comoany pursdant to the Financiad
Canduct Authornity's Disclcsure Guidance ard transparency Rules
{DTR) 's published or a Regulatary Informaton Service ano on the
COMpany’s wepsite

As a1 31 Decemnper 2027, the cormpany nad neen not ied uncer DTR
5 of the fa'loveng holders of s gnificart vating rights i its shares

Mamper Pproerlagk o% Al
aruvontgnghts  aste of nottcation
Lindsell Tran Limited 75,608,454 9.99%
Schroders plc 75,127,6C3 9.98%
Silchesrer International
Investors LLP 75,051,050 9.97%
BlackRock, Inc.? 52,766,797 7.00%
Cevian Capral I GP Limited 40,623,241 5.40%
Ameriprise Financial. inc.
and 1ts group 41,236,375 5.02%
Libyan Investment Authority* 24431000 301%
1 Iechades 32,7250 C34%) guahfng ‘nancal instrument: wowkicnwaheg npn s are
atacred
2 Imcloges 14,550,327 9350 cual fang * nangialiest L encs Lo which vobmg rgris

ale gllcl" &0

..u

Faserl 20 rotfication uz the comzary daced 7 [ure 2070 We r ave peennont et of
D erangetc i s nolo ng s e thar date Assets belonging 1o, or ownes held or
conrolled or “A Seotemuer 2077 oy
ootede hinpgs on that date, gre rezes b o£007esn e Aiin Tre Libys (Sur 2uons (B
Fr) Reglanors 2020

Between 31 Decerber 2021 and 7 March 2022, be ng tne latest
pracucahle date before the pablcation of ths report, Tne corrpany
recevec further rouficatars uncer OTR 5, with the most ~ecent
postions be ng as follows
Sagripe Perrontage as at
cfvolng nghts sate of not icaton

Lindsell Train Limiled 36,743,604 <B4
Cevian Capual Il GP Limited 77163275 10.19%

Annual General Meeting

The natice convening the AGM, 1a be held at 10.30am on Friday,
29 April 2022 at IET _ondor, 2 Savoy Place, | onroon WC2R 0BL, 1s
contared in a orcular Lo sharenolders to be dated 24 March 2022

Registered auditors

In accordance witn secton 489 of tne Companies Act 2006 (the Act),
a resolution proposing the anpointment of Ernst & Young LLP as
auditors to the compary will be proposed at the AGM, ar a level of
remuneratior 1o be agreed by the Audic Committee,

Amendment to Articles of Association

Any ameraments to the Articles of Assoc ation of the company (the
Articles) may be made in accordarce with the provisions o' the Act by
way of a sbecia’ resolution

Rights attaching to shares

The rights attaching to tne ordinary skares are definec in the Art cles.
A shareholoer whase name appears on the canpany's register of
memnoers can choose whether his/her shares are evidenced by share
ceruficates (1 e in certficated form) or held electrorically (1 e
uncertificeted form) in CREST {the electronic settletnent system in
the UK},



Subtect to any restriclions below. shereholders mray attend any
genergl meeling o the company and. €1 & $naw of hards, every
sharekolder {or his/her representanve) who is present at a general
meeting has one voie on each resgluuon and, on a poli, every
shareholder (whether an indivicual ar 2 carporation) presertin
person or by proxy shall nave ore vote for everv 75p ¢ nominal
share capia! held A resolLuon put to the vote at a general meeling
held pertly by means of electranic facihty or faciities shall, unless the
cnair of the meet ng determires that it shall be decided or a show of
hands, be dedided on a polt Subject to this, at any general meetng, 2
resolution put to the vote gt the meelng shall be decided on 2 snow
o hanos, unless before, or on the declarauon of the result of, a vore
an a show of nands a poli s demanded A poll car be demanced by
the Charr of the meeting, o« by at least tnree shareholders (or therr
representatives) present in person and having the right ta vote, o- by
ary sharelolders (or their representatives) presert i person naving
at least 10% of the tetal voting rights of all shareholders, or by any
shareholders (or their representatives) present 1n person holding
ordinary shares on whick an 2ggregate sum has been paid Jp of at
least 10% of the total st.m pa d up on all ordinary shares At this
years AGM, voling will agair be corgductec on 3 poll consistent with
best prachice.

Srareholders can declare o “inat cradend by passing an ardinary
resoluusn pJt the amount of the dwidenc cannot exceed e
amoun: recommended by the Board The Board car pay intenm
dradercs on any class of shares of the amounts and or the dates
ard for the peniods they deade. In all cases, the distributable profits
of the rompany must be sufficent to justify the payrrent of the
relevsri cwvidend

The Bozrd may. if authonsed by an ord nary resolution of the
sharchalders, offer ary shareholder the night 1o elect to receve new
ordinary shares, which will be credited as fully va.d, mstead of ther
cash dw denr]

ARy didenc which has not been claimed for 8 years after it betarre
due for payment will be forfeiced and will then belong 1o the
company. unless the Directors decide otherwise

If the compary s wound up. the iquidator can, wth the sanctiun of a
spec.zl resolutior passed by the sharsholders, d vide among ihe
sharetolders inspeoe all or any paT of 11e assets of the company
ard ran value zssets ara determine how the division shail be carmec
oLl as hetween the snareholders or differert classes of
shareholders.

The liquidator cen also, watn the same sarcuan, ranser the whaole or
ary part of the assets (o trustees upon sLon trasts Tor the beaefit of
the sharenalders,

Voting at general meetings

Any farm of proxy sent oy the sharehgiders to the campany v
relalion to any gereral mecting must be delivered 10 the company
(Vi3 its registears), whetker I wr tien or electronic form, not fess thar
48 hours before the trne appointed tor Folding the meeting or
aojourned meeting at whick the persor named in the appomntment
Droposes 1o vole

The Bozrd rmay deage that a sharehalder is rot ent tlec 1o attend or
vore either personally or by proxy st 3 general meetng or 1o exergise
ary ather righ: conferrec by bieing a skaceholder fthey or any
person with an nterest in shares tas been senf a rouce under
sechon 793 of the Act (whrch confers upan pubhc companies tne
power to require informat on witk resnect 1o Nterests - their voting
shares) and they or any nteresied person faled to supply the
corrpany with the informeztion reguested within 14 days after gelvery
of that notice.

The Board may eiso decide, where the relevant sharehoiding
comprises &l least 9.25% of the nom nal value of the 1ssued shares of
that dass, that ne dvicend 1= Dayable in respect of those default
skares and that no transfer of any default shares srall be regiscersd
urnless the shareholder is not Pireselfir default as regards supplying
the infarmznion requested and the transfer, when presented for
registralion, s accomnanied by a certficale from the shareholder In
sJch forrm as the Board of Directors may recuire to the effect that
after due and carefurinquiry, the snarcholder is satsfied that ro
person ir default is nterested 1n any of tne ordinary snares which are
bieing transferred, of the trans’er 15 ar approved transfer as ocfined
ir the Arccles, o the registration of the transter 1s reqairec by the
Urcertificated Securties Regulations 2001,

Frarson operates an employee benefit tryst 7o hald shares, penc.ang
employees becom ng entitied 1o them urder the company’s
employee share plans There were 1,732,072 shares held as at

37 Decenber 2021 The trust 1as an independent trustee which bas
full discretion in relat on to the vourg of such snares A crdend
warver gperates or the shares held in the rrost

Fearson also operates norminee sha-eholding arrangements which
hiolo shares on hehzlf of employees. As a1 37 Decerher 2021, thare
were 2,512,320 shares Feld in the Sharestore account acmin stered
by Cguiri Lirrited (Equini). The penefiaal owners of shares neid in
Snarestore gre inv ted 1o submit votrg Instruct ons onling at www
shareview ro Uk |7 Noinstructions are gven by the beneficial owner
by the date speciied, 1ne trustees holding these shares will not
oxercise tne voung nghts

The Company's share scheme administrauon was transfer-ed from
Ecu riti 1o Compltershare Investor Services plc (Computershare) on
31 Jecember 2026 As part of the rramsfor, the <lesare of the Glubal
Nominees account administered by Equiniuwas intated AS at

37 Decerber 2021, 839 shares were “emainng i the Globai
Norminees account

As 2t 31 December 2027, there were 2,513,857 shares heid ir the
Computershare Share Plan Acco.unt (SPA), which 1S adm nisterec by
Compuiershare. Benefic.al holders of shares held in e
Computershare Share Plarn Accoant (SPA) are iIrviied 1o submis voting
Irstructions onhine at waww.ecusteplus.com if no imstructians are
given by the beneficial awner by the date speoifiea, the nominee
holding these shares w il na: exercise the vorng rghts

Transfer of shares

The Board may refuse to regisier e transfer of & ceruf caled share
which 1s o fully pac, proviced that the refusal coes not orevent
dealings I~ shares 17 the company romT taking place o0 an open ana
proper basis Tre Board may also refuse 1o register a ransfer of a
cert ficated snare unfess (1) the nstrument of transfer s icdges, duly
stamped {f stampable) or duly cerufied or atherwise shown (o the
satisfaction of rhe Board 1o be exempt rom stamo duty at the
registered office ¢f the compary or any other place gedided by the
Board, end is accompaniec by the ceificate for the share 1o whick 1T
relates and such other evicence as the Board may reasoraoly
requite 1o show tne 1 ght of the transferor to make the transfer; ()it
15 1IN respect of only one class of shares; and () 115 1n favoar of rot
more then four transferees.

Trans’ers of unceruficated shares mLst be carnec odt usirg CREST
and the Boarc can refuse to register a transfer of an uncernficared
skare in accordance wih the regllatans gaverning the operat on
of CREST
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Additional disclosures continued

Variation of rights

If at any tire the cap el of the company ts dvided nto dif‘erent
rlasses of shares, the special rights attaching to any class may be
varied or revo<ed either

— ()w.ih the writen consert of the holders of atleast 75% in
narminal value of the 1ssued shares of the ~clevant ciass or

— {ywith the sancuon of a special resclution passed 2t a separate
general meeung of the hotders of the shares of the relevant class.

Withaut pre udice .o ary special r ghits previously con'erred ori the
holders of any existing shares or class of shares, any share may be
issued witn suck preferred, deferred or other speua! nghts, or sden
restrictions, whether in regard 10 dwvidend. vourg, retrn of captal or
atherwise as the company may trom ume 1o trme by ordinary
resolution delermine.

Appointment and replacement of Directors
The Articies contain the following provis ons in relztion 1o Directors

Directors shall be no less than two ir qumber Threctors may be
spponied oy the company by ordinacy resolution or by the Boarc

A Director appomnred by the Board shall hold office only Lntil the next
AGM and shali then be eligible ‘or re-appointment The Beard may
frarr tirme to tme appoint ore or more Directors (o hold Execaove
ofice witk the company for such peried {subject to the provisions of
the Act) and upor such terms as the Board may decde and may
revake of Terminare any appointment so madc.

The Articles prowide Thet, at every AGM of the company, cvery
Direcior shzll retre fram oice ang, unless not willing to act be
elgible for re-appointment

If'a Drecior s nat re-zppointed, they skall, subedl o the Artcles,
retair office untl the meeting appoints someone in their place, or,
It does nut do 5o, Jntl the ¢nd o7 the meeting, or f the mecting is
acjodrned, tne end of the adjourred meeting Where a Director has
been aopointed after rotice of the anrual general meeting has been
given, that Director shall retire at the nex: annuzl general meat ng of
which notice 15 first giver after his or ner apooimtment as Direclor.

If therg s an imsufficient number of appo nted or re-appointec
Directors al any cf the compary's annusl general meelings thus
rendering the Board inquorate. all Directors shall be sutomatically
re-appointed orly for the purposes of iling vacanues and conven ng
generzl meetngs of the company and o perform sach dutes as are
apprepriate to maintair the ompany as a going concern and o
enable it to comply we thits legal and regulatary othigatons. The
Directors are reguired 1o convene a further general meeting of the
COT RNy 8% 500N as reasonably pracucable to allow new Directors to
be appointed, and suck Directors whe were not appointed at the
onginal general meeting shall subsegquently retire

The compary may by ord.nary resolution remaove any Dicector before
the expi-ation of their term af office In addiuon, the Board may
terminate an agreement or arrangement with any Directar for the
provision of their services to the company

Powers of the Directors

Subject to the Articles, the Act and any directiors giver: by special
resolution the business of tie company will be managed by te
Board wno may exercise all the powers of tne carrpany, including
powers relating 10 the 1ssue and/ar ouying back ot shares by the
company (subject to authorisztion, and any statLtory restrclions of
restr ctions imposed by sharenolders in a general meet'ng),

134 | Pearson plc | Annual report and accounts 2021

Directors’ indemnities

A quahfy ng tird-party indemnizy (QT21}. as permittec by the Articles
and sections 232 ard 23< of the Ac, has been granted by the
compary o eacn of its Directors. Unoer the provisions of tne QTP
the company undertakes 1o indemnify eacn Director against llabilty
ro third parties {excluding chiminal and regalatory penalties) anc to
pay Directors’ cosis as incurred, providec that they are reimbursed 1o
the company If the Direcior 1s found guilty, the court refusces to grant
the rehef sought o, 17 3N action Drougnt oy the comoany, judgement
15 given aganst the Director. The sndemrity has beern ik force for the
financial year ended 31 Decemnbe- 2021 and 1s curcently in force. The
company has purchased anc mairtains Directors and Offlicers’
INsJrance cover against certain legal habil ues and costs ‘or claims n
LONM2CTIoN WIth 31y 3CL or ormssion by suck Directars and Oficers in
the execution of therr duties.

Significant agreements

The followirg significant agreements Lortam provisicns entting the
Lounterparties (o exercse term neuor or other nights nthe event of
a change o' coniro! of the company.

ALU31 Decemper 2021, the Group's principal bank facility. the

%7, 90m revolving cred 1 faal ty sgreement, allowed that upon a
change of control of the conpany, any partiioating bank may
requrre Its outstanding advances together with accried irterest and
any other arrounts payable in respect of sach fadility, and ts
commitments, tc be cancelled, each within 60 days of nouficauen Lo
the barks by the agent The facility was undrawr at year enc The
groun’s outstanding Fxec Rzle Notes (See rote 18 Barrowirgs for
mare srformanion) also comain @ provisior reguinrg that. nihe
event of a change of cortrol which lezos to 8 downgrade n credi
raurg below Baa2 (Moody's) or BBE- (Fitch RaTngs), the company 1s
requ red to make an offer to mvestors 1o repurchase oltstand ng
instruments at par plys accrued interest, which irveslors are not
obliged to accept For these pLrposes, s 'change of contral occars if
the company becomes a sLbsidiary of any other company, or one or
more persons acurg eitner indradually or in concert ootains control
(as defined in section 1724 of the Corporatior iax Act 207 0) o

the company.

Shares acoured through the company’s emnployee share plans rank
parn passu wih shares inissue and Fave no specal nghts For legal
and pracucal reasons, the riles of these p.ans set oLt the
consequerices of a change of control of the company

Other statutory information

Crher information that s required by the Act anc by the Large and
WMedium-sized Compan es and Groups (Accounts and Reaorts)
Regulstions 2008 (as amended) 1o be.rcluded in the Directors’
repart. and winck s incorporated by reference, can be located as
‘oliows

éum;'lary disclosures index See more
Drvicend recommendaton - ' Page 59
Finanaal instrurments and f.nanc ai nisk Pape 188
managemert

Irmpor(ant events since year end Page 59
Fature development of the bus ness Page 12
Research and deveiopment actvues Page 46
Employment of disabled persons Page 49
Employee mvolvement Page 48
Greentouse gas errissions and energy Page 53
consumption ceta

Statement describing employee engagement Page 17
Staterment describing regard to supplers, Fage 19

customers z2nd other stakeholders’ interests




with the exceptor of the dvidend waver descrbed on page 123
there 1s no informaton to be aisuosed r gccordance with Lisurg
Ruites84

N polrica donations or contnbutiors were rmade or expenditure
ncurres by the company or its subsidianes during the vear

Qur disclosures are consisten: with the recommendaticns of the
Task Force on Climate—reiated Financia’ Disclosures (TCFO) and are
sel out on pages J0-72,

Fair, balanced and understandabie reporting and
disclosure of information

As required by the Code, we have established armangements tc
ensure that allnformation we report 10 Investors and regulators is
‘aur, balanced ang understandable. A process and umetatle for the
producuon and approval of tnis year's report was agreed by the
Board at its meeting 1in Decerrber 2027, The full Board then hac the
OPPOrtuNIty 1o review and comment on the report as it progressed

The Audit Committee 15 also avalable o advise the Board on certamn
aspects of the repart. to enable tne Directors o full the r
responshility in this regard. The Directors corisider that the annual
report and 3CCounts. taken as a whole 15 far. bawanced ana
urderstandable ang provides rhe informaton necessary far
snareholders 1o assess tne company's position, perfarmance,
business madel and strategy.

Represeniatves from Financal Reporting, Corporate Affarrs,
Company Secretar-a., Legal, Internal Aud, Compliance and Rigk, ard
Rewarg are involves in the preparanion and review of the anrLal
report 1o ensure a cohesive and balancec approach and, as witn all
of our financial reporting, a tharough verification of nar-ative anc
financ.a' statements s conducted We also have procedures r pace
10 ensure the tmely release of inzide information, tnrolgh our
Marwet Disclosure Committee.

The Directars also confirr that, tor each Direcroy in office at the date
0% this repat

— sc far as t(ne Director s aware, there s no relevant audn
informat or of which the Group and company's uantors a7¢
Jnaware

— they have taken ali the steps that they ought 1o have taken as
Directors ir order 1o make themselves aware of any rélevant aucit
nformation and to establish mat the Group and the company's
audinors ace aware of that mformancn

Directors in office
The following Directors were '+ g%ice durng the year

A Bird T W M Lynzon
—resigred or 30 April 2021
EF i Carley G 05 Piteethly
- resigned or 31 December 2021
SLCouty ' T score
WV Cox ; S Taurel

- retred or 30 Apnil 2021

S K M Johnsan A C Thomas
- appoirted or 1 October 2021

Lk Lommer L AWaller

The Directors reocst has been approved vy the Board on & March
2022 and signed or. its beralf by.

Graeme Baldwin
Company Secretary
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Statement of Directors’ responsibilities in respect of the

financial statements

Statement of Directors' responsibilities

The Directors ase resoonsibie for preparing tne snnual regort and
accounts and the finaraial staterments In accoreance with applicable
lzw and reguiationr

Company law reguires the Directors to prepace financial statements
for egch financial year Jnoer that law. the Directors have prepareo
the Group a1d comrnany financia: stalemerts N accordarce with
Ux-adoptea irternat.onal accountng standards. [n prepanng the
Grougz and company finanual statemerts, the Directors have aiso
electea to comply witn Internanznal Financal Reporting Stardards
issued by tie Internationzl Accoarting Standards Board ((FRSs as
1ssued by 18535,

Urder campany ‘aw, the Declurs riust not agprove the tirancal
staterents unless they ave satisfiea that they gve a rue and far vicw
of the state of atfars of the Group ard comaany ana of the proht or
loss of tne Group ‘o that penied In prepanng the financial
staterents, the Directors a-e reguired 1o

— select sutable accountirg palicies and then apply then
consstertly

— state whether appicabe JK-adoptea mterngtionsl accounurg
standaras and 'TRSs issdea by iASE have been followec, subject
o any material aenatures disclosed and explainec in the
frangial statemerts

— migke Judgements and accoJning estimaes that are reasorable
and grudent

prepare the frarcai statements on the goirg concern basis
unless Tis rappropriate to presume that (e Group ard
company wil contnue 1 business

Tae Direcrors ame responsible for safeguard.ng rhe assers of rme
GroLp and company anc herce for taking reasonabte steps for the
preventon and detecuen of fraud and other iregularites.

Tne Direcrors are responsibie for keeping acequate accountng
recards that are sufficient to show and explain the Group anc
company's transactions, and disclose with reasorab e accurady at
any tme the finarcal pesnion of the Group and compary and enable
rhem to ensure that the financial statements and the Direclars'
remuneralion repo T cemphy with the Compames A 2000,

Thie Dureciors are responsible for the maintenance snd integrity of
the compariy's website, Legisiator i the United Kngdom governng
the preparatton and disserimation of financ.al stazements may differ
from egislatior it other Junsdictions
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Directors’ confirmations

Fach of tne Diredlo’ s, whose names ang funct.ons are istec in the
Governance report, canfirms that, 1o tne best of thair knowledge.

— the Group and company financiat statements, which have beon
prepared 1IN accordance wik Uk-adopted internatoral
accolLntng standards ancl IFRSS 1ssue0 by :ASB. give a truc and
fair view of the assets, liakbilties ard firansal pos.on of the
Groun anc compary, and of tie profit of the Group

— e Stralegic report ncluaes a fan review of the deve.opment and
performence of the business and the posilion of the Groug and
comparty, Wogether witn 3 descrptiors of the princpa ns<s and
UnICErtAINties that it faces

This responsibility statement has becn approved by e Board or
& March 2622 and signed on its Dehait by,

Sl

Sally johnson

Chief Financial Officer
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Independent auditors’ report to the members of Pearson plc

Report on the audit of the Financial
Statements
Opinion

In our opruon, Pearson pld's consoldarec “inancial statements and
corpany financal statements (the "lirancal statements”).

— give airue and farr view of the staze of the Group's and company's
affairs 27 21 December 20271 and of the Group's profit and the
Group's and company’s cash flows for the year :hen ended:

— nave been praperly preparec in accordance wth UK-adopied
nternational accounung standards, anc

— have been pregared In accardanre wh the sequirements of the
Companies Act 2006

Ve nave zadited the f nanoiz stztemenrs, induded withun the Armual
Report and Accounts (the "Annuai Report’), which comornise. the
consolicatec and company balance sheets &t 29 Decernber 2021;
the consohdatled incame statement ard consolidated statement of
comprehensive income, the consolidated and coTpany cash flow
statements and tre consolidated and company statements of
cnanges Ir equity for the year then ended; and the notes to the
nancal staterments, which include g descripr on of the significant
accounung polices,

Our opiron s consistent with our reporurg 1o the Audit Committee.

Basis for opinion

We conducted our aucit in accordance with internauoral Slanda-ds
on Auciting (UK) (1SAs (LK) and applicable law Our respons biliies
under ISAs (LK) are further gestnbed in the auditors’ resporsibilities
‘or the audit of the ‘mancial siatements sectior of our report We
believe that the audit eviderce we have obtained s sufficiert and
approprigte to provide a bas's lor our cpirign

Independence

Ve remained independent of the Group i accordance with the
ethical requirements thal are relevant 1o our audit of the firanoal
statements in the UK, which indude the FRCs Ethical Standard, as
applicable to histed publc interest ennties and we have fullilled our
other ethucal respons bilifies 1= accordance with these requiremerts

To the best of our knowlecge and bielief, we declare that non-awdi:
sery ces pronibited by the FRCs Tthical Standard were nol prov ded
to the Group

Orhe- than shase cisclosed mnote £ 1o the consolidated finanoal
slalemerts, we have providec no ror-aud tsenvices to the company
or its controlled undertakings in the period under audit

Our audit approach
Overview
Audit scope

— We conducted odr Group aUdit wark In two key territories, being
the UK anc US. Trus included full scope audits at three reporong
companents anc spechied aud t procedures at a furmmer seven
components We identified one shared servce centre where sudit
procedures were per‘orrres over shared servce funcions for
transaciion processing The ferrtaries where we conducted acet
procedures, togethear with work performed at corporate functions
ard at the Group level, accounted for approximaiely 70% of the
Groun's reverde, 73% of the Group's statutory profit pefore tax,
and 72% of the Group's adjusted profit before tax.

— For the purposes o the campany audit, we performed a full
scope audit in the LK of all matenal f nanc.al statement line items
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Key audit matters

— Carrying value of goodwaill (Group)

— Property irpairment {Group)

— Acquistiors and disposals (Groop)

— US Stucent Assessment revenue recogniton (Group)

— Carnying value ot nvestrrents nsabsid anes {company)

Materiality

— Overagll Graup materalty: £18.5 mill on (2020 212 millior] based
on approximately S% of the Group's three year weighted average
adjusted profit before tax

— Cwerali company matenality. £44 rmillion {20620: £25 mithor) basec
on approximately 1% of net assets,

— Performance materahty £13 8 m lion {G-oup} and £33 m lion
(Company)

The scope of our audit

As part of desigring our augil, we ceferminec mereriality ard
assessed the risks of mater al misstzlement in t1e mangial
staterments

Key audit matters

Key avdit matters are those metters that, in the audiors' professional
jucgernent, were of Tost sign ficance 1 the audi of e finanical
staternents of the currert period anc include the most significant
assessed nsks of material misstatement {whetner or not due to
freud; idenufied by the auditors, ircluding tose which had the
greatest effect or' the oversll audi strategy, the allocetion of
resources 10 the audit and direcor g the efforts of the engagerment
teamr These mallers and any Ccorments we make o the resLiis of
oJr procecures thereom, were addressed in the context of our acdr:
of the firancial statements as a whote and \n farming our opinion
thereon and we do not provide a separale opin on on these matters

This 13 not a complete Wst af all risks idenufied by our aucit

LS Stugent Assessmert revenude recogniian, prowerty impa rment
ana accuisitigns and d sposals are new key audit matters tk s year
The impac: of COVID-19, which was & key aLdit matter last year, 1s no
langer incluced because of tne market recovery from the impact of
COVID-19 resulung in the Group's improved (-ading performance
duning 2027 Wrere relevant, the ongoirg rmpect o° COVID-19 has
been assessed as part of our auditin 2027, mcluding In relauor 1o
each «ey aud t matter. ir addition, we have removed the key audit
matter related to returns provisioring giver lower resideal nisk 17 this
a~ea due 1o the continued and orgning declire in print €opy sales
across the Group's Higher Education businesses We have remoyed
he key aLdit matter related o provisions for uncertain tax postions
as there have been no material unexpected dovelopments in 202110
respect of the two materizl unprovideo tax cxposures related to EU
state aid and a Bracilian 1ax aLthority assessment related te goodwill
amaortisation deductions, We have also removed the key audit matter
related 10 recoveraointy of procuct development assels, which are
araortised over therr useful econom ¢ lives, given that there has been
no tngger for impairment in 2021 unlike in 2020 when COVID-15
gave rise 1o an impairment trigger Ctrerwise, the key audit matters
are conssent with last year



Key audit matter
Carrying value of goodwill {(Group)
Refer to rate 1710 the consohdated finanoal statements.

AL 31 December 2021, tne Group had £2,145m (2020: £2,094m) of
goodwill The carrying value of goodwill 1s cependent on esimates of
future cash flows of the underlying casn generanng units (CGUS) or
aggregated CGUs 1o whick goodwillis allocated If management does
not achieve these cash flow estimates, there s a risk that there could
be further impairment charges This -isk imcreases ir periods when
the Group's trading performance and projections do not meet
expectat ons

The mpawrmen revews performed by mansgement Contain 8
number of significant judgerrents and esumates. Changes in these
assumplionrs can result in rraterially differen: impairnent charges o
available headroom.

I addition, there s ncremental complesaty and judgementir this
area in 2021 as management has changed the level at which certain
reporting units are moritored and reported as a resai of the new
strategy that was antouriced ir March 20271 Tre business
restructuring that Fas been undertaken by managemen: in response
0 the New strategy has given rse to the creanor of & row drisional
stiucture, thereby requinng a change ir CGU determination and a
realiocation of goodwll to Tne rewly identified CGLs or aggregated
CGUs This has resulted in five new aggregated CGUSs mapping o the
rew divisional structure and a further fve CGUs tnat comprise (he
bLsiresses under strategic revew The process of reallocating
goncdwill, net assets and cash lows 1o these new CGUs 15 judgementa!
and complex

Noimparrment charge nas been recerded in 2021,

How our audit addressed the key audit matter

We tested mzragements COU reassessmenrt and we eveluated the
methodology appl od by marage nent ta realfocate goodwill We
assessed whether return on asset measures encompassirg goodwill
are monitored ar meas.red at a level lower than managemenc's
revised CGUs or aggregated CGUs

We cblaimer management’s value N use impairmient model at

31 Decernber 20271 and we tested its mathematical integrity We
vahdated the carying amounts of 11e nal assets supject 1o
IMpaIrment testing to the Lhderlying accounting records, makirg sure
that there was eppropriate consistency between the assets and
habiliwes that were incluced In maragement's assessmen: zrnd the
related cash flows. We agreed the forecast cash flows to boerd
approved budgets and strategic plans and we assessed now these
buogers and strategic plars are comprled We aveluatad
maragement’s esumates related to short-term revenue and operating
profit growth rzies, cash conversion and corporate cost allocations,
We compared management's farecasts ard key assumpeons to
industry orojectiors and comparable companigs where ths
infarmation was available anc we evaluated the b storical accJracy of
management’s budgeung =nd ‘orecasiirg

‘We deployed valuauor experts 1o assess the perpetuty growth rate
and discoani rere for cach CGU or aggregated CGU by compar son
with tird party information. past performance and refevant risk
factors. We compared managemen:'s valyauons with third party
valuations mgplied by trading and wransacion muiples of the Group's
comperors where this nformation was avaiable for specifc CGUs or
aggregared CGUs

We performed cLr own independent sensitrary aralys s to
urderstand tne imparct of reasonably possiple changes to key
assurmptiors As part of this analysis, we specifically evaluated the
impact of the COVID-1¢ parceric on managemerts future cash flow
projecuons and we performed independent sensitvity akalys s 10
evaluzte the impact of differermt COVIN-19 sconarios on the Grawp's
Impairment judgements

Our procedures focused on the five CGUs that comprise the
busiresses under strategic rev ew wnere Neacroom was lower ar
more sensitive o charges in key assumpuors We compared
maragements vall.e in use valuatons witn intal third party bids
recevec ailer year-enc less esumaled disposal costs 10 igenufy
whether these net bid values provded contradiciary evicence 10
ndicate that The strategic review CGUs were impaired at

371 December 202°

We considered whether tne d sclosares innote 71 cormpl ed
with |AS 36,

Based on the procedures performec, we noted no matenal issuges
arising from our wark



Independent auditors’ report to the members of Pearson plc continued

Key audit matter
Property impairment (Group)
Refer to nate 10 in the conscidoted finonoad statements

AL 31 December 2021, the Group held £A65T (2020 £439m) of
right-of- usc assets i relanor 10 lard and buld ngs

i Yarch 2021, the GroLp announced its inkentio™ to restructure ils
property portfolo, with the largest impacts 3n1s.ng on the Group's
properties .+ London and Mew Jersey Atotal mparmert charge of
£118m has been recognised i 2029,

The mparment reviews perforrmed by management contan a
rumber af signif cant judgerents and estimates Changes i these
assumotiors can result in aterally different impairmrent charges.

Acquisitions and disposals (Group)
Refer to notes 30 and 37 i the consohduted financa: siatements.

In Sepiemnber 2027, the Group completed the acguis uon of Faethm
Heldings, increasing its ownership irterest from 2% to 100% for a
total purchase price of £65m. Maragement engaged a third party
expert to pertorm d valuatior of thewntargible assets acquired The
Grodp has orovisionally recognised goodwill of £38m and intangible
assets of £21m et 31 December 2027 in cornection witn this
acquisition Judgement 1S requirec to ceterm ne the fair value of
assets acquired, including rntangible assets.

In October 2027, the Group completed the disposal of Pearscn's
sslemas pusiness r Brazil Total proreeds and profic on disposal
amounted 1o £108m and £84m respectively.

In arch 2021, the Group announced a strategic review of 115
nternational courseware local publishing business. At 37 December
2021, thece 15 judgement as 1o whether the oLsiresses under
strategic review meet the criteria to be classifted as held for sale in
accardance with IFRS 5.
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How our audit addressed the key audit matter

We Lnuerstood meragenment's plans for the Group's proeperty
restructure, inclucing what properues have neen or will be vacatied
znd sublet We particularly focused onthe Group's properties in
Londor (80 5trand) ard New Jersey (Hoboken)wn cn contrnibuted the
maiorty of Tae iImpairment charge n 2027

For the separapie lease components ar the 80 Strand and Hoboken
properues which have been or wili be vacated, we obtained
managements rght-of-use asset Imparmen. model anc we lested ITs
matkematicd| Integrity. 'We validated the carmang amounts of the et
assels subject 1o ImEa rrent tesung to the underlying accounung
records We understood and evaluated management's judgememns
and esumates nclude in the mode, including the amount of vacated
space, the potential remtal valoe, rent free perniods anc expectec
sub-lease ourat on. We oepioyed real ostate valLation experts o
assess the assumplions used by management We constaered the
competency and quadficabiors of the real estate experts deployed by
the Group to inform management's assemptions We performed our
own Indepencen sens vty analysis to understand the imaact of
reasonzbly possible Lhanges ta key assumpuons.

In adgiuor to 80 Straro arc Hoboken. we tested a sarrple of other
properues subject 1o rrparmentin 2627 and we seuarately reviewso
maragements mpairment trigger assessmer for the Group's
refaining property portfolo rot supject to moairmertin 2021 o
confirm that 1o furtner mareral impairment charges were reuired.

Based or: the procedures porformes, we noted na mater &l 15sues
arising from our work

We obrained managemert's valuatior model prepared for ~he step
acquisition of Faethr Holdings and we tested its rathemratical
integrity We validated the mputs INto the valuanor model to e
signed purchase price agreement and underlying accounting records,
including the casn consideration. We deployed valuator experts 1o
assess the Intanglule asset valuarion preparec by management's third
party expert, including challerging the vauauon methodology and key
underlying assumptions We considered the competercy and
qualfications of the valuation expert deployed by the Group to inform
maragement's assumptions We consicered whether management's
STep acquIsion aceounting was in ine vath IFRS 3.

We abrained and reviewed the szle agreement and evidence of
proceeds received for tne disposal of Pearsom's sistemas business in
Brazil. We reviewed the contractual agrecments to assess any
accodnung implcations for the disposal accounung We evaluated
whether disposal Losts booked against the gam on disposal were
directly atrbutanle to the disposat

We obtained evidence o evaluate management's judgement that the
busiresses under strateglc rev ew do not meef tne [FRS 5 criteria to
be classified as hele for sale at 37 Jecember 2021

Based on the procegures performec, we noted no material 1Issues
aristing from our work



“Keyauditmatter
US Student Assessmert revenue recognition (Group)

Refer 10 note 3 the consolidated financiol staiements

Certain of the Group's businessas enter Nta Contracts that span
year-end, where revenue [s recognised using estirrated percenrage of
completion based on costs. These include contracts to des:gn,
gevelop and celiver testing ard sccreditalon services Thase
contracrs generate atenal deferrec revenue balances Cnanges to
the underlying assumrpuons or st manon czlculat ons could have a
materiai effect on the consal dated financial statements

We have continueo to focus on this area because managemert Fas
decided to change 1is revenue recognition methodology for US
Student Assessment in 2021 from percentage of completion nased on
actual costs imcLreed by contract o percentage of compleuon based
o1 a Fistoncal cost profile by customer category The portfolio
approach 1s an acceptable practical expedient unoer IFRS 15 as long
as any gifference 10 accounting at the contract level would not have a
maternial effect on the finarcal staterents

Carrying value of investrnents in subsidiaries (company)
Refer o note 2.1 the compony financal statements

The company nolds investments In subsidianes armnoJnting 1o
£6632m (2020 £6.679m) at 37 December 2021

Investments in subsiciaries are zccournted for al cost less provision for
impairment In the company balance sheet Investments are tested for
impalrment f imparment indicators exst. If sucn indicators exst, the
recoveratle amourts of nvestments in subsidiaries are esumated in
order o ceterming the extent of the iImparmert loss, fany Any such
impairment loss s recognised in the income stazement

The impalrment assessmert was idenufiec as a key aJail matter given
the size of the unidarhying investment carying vatuaes and the
differenual to the Group's market capialisation at 35 Decerrber 2021
Further impairment indicators werederifiec in connect on wilk
certen of the investments i1 subsidianes due to the carrprg value of
Investmarts exceeding the net assets of the underhing sunsidiares.
The assessment reqdirec the application of managemenrt judgement,
particularly in determining whether anmy umpairment indicators have
arisen that tngger the need for en impairment assessment anc Ir
assessing whether the carnying value of eacn investment can be
supported by us recaverable aount. Changes to these jJudgements
znd estumates could have a matenalimpact on the company finaraal
statements.

How our audit addressed the key audit matter

For new contracts in 2021 to which the portfelio approach has peen
applhed. we unde’ stood marageTent's ravonale for changing
merhodology We considered now contracts have been grouped
pased on simuar pe-furmance abligations ard cost delivery profile
and we tested maragerrent’s histor.cal cost orofile calculations by
conrract grouping.

We tested maragoment s assessment of the aifference between the
previous approack of deterining percentage of completor by
contract and the portfol o approach apphed (o new conuracts m 20217
We evzluateo whether anirmaterial cifference anses and whether
the portfolio approach s there®ore appropriate under IFRS 1h

For 3 sclecton of the larger anc more juogemental contracts at US
Stuaent Assessrent, we reac the contracts and we assessed the
accodnting methodology appiied to calculate the proportion of
revenue being recognised in 2027, We tested costs ncurred 1o date
and management's estimaies of forecast costs and revenues by
reference to hustorical expenence and current contract status Ye
recalculated management's percentage of complelon esumates and
we performed [ook-back tests to assess Maragements fusrorical
accuracy of forecasung for these types of arrangement, In addition,
we periormed manual _aurnals test g facusing an unusual ar
unexpected entries 10 revenue,

Based or the procedures performec, we noted no mater.al issues
arsing from our work

e eveluated management's assesstment whether any indicators of
Impairment &x sted by comparng the carryng values of Irvestrents
mn sLbsidiaries with the ret assets 0° the underlying subsidiar es ar
31 December 2021,

For nvestmerts waere the net assels were lower than the arrying
values, we assessec ther recoveraliie value by refercrce 10 the value
nuse of theanvestments compeared to thers carrying values at

27 December 2027 Where applicable, we vent ed that ithe
recoverable values of Investments were consistent with the
recoverable values of the related CGUSs tested ‘Gr goodwill impawrnent
purnoses, leveraging the avdir work Lnderaken as part of the Growp
audt

We separately evalsated the difference betweer the carrying value cf
e company’s Investrnents 1N subsicianes and the Group's inarket
capialisation

Based on the procedures performeg, we noted no mater al 1Issues
arsing from our work



Independent auditors’ report to the members of Pearson plc continued

How we tailored the audit scope

We lailored the scope of owr audit Lo ensure What we performed
enoJgh work to be able to gve an opinion on te financial
statements as @ whole, Takirg into account the structure of the
Groun and tre company, the accounung processes and controls and
the incustry in which they aperate

The corsolidated financial statoments are a consclidaton of
approximately 530 reporting units, each of wnich s considered to be
3 component. We identified three components n the UK and US that
required a ‘LIl scope audit due to therr size and r sk Specafied aadit
pracedures over specific fnancal statement ine te s were
performed at a “urther seven components in the UK and US 1o
achieve appropriate auarn coverage In addstion, we Fave underiaken
ceriar anprediciable audit procedures on a rotal cna: basis covering
components thal Fave not histaricaily been included in Group

audit scope

In estabhstung the overall spproach to the Grouo audit, we
determined the iype of work that neeced (o be perforrred at the
coTponents by us, as the Group engagement team, ar by
corponent auditors within Pw( U< ara [rom other 2w netwerk
firms operztieg under aur instructior Where the wor< was
performed by component auciors, we deterined the level of
involverment we reeded Lo have in the audy work st those reporting
units (o be able to conclude whether sufficient apprapnate aadrt
evidence had been obtaired as a basis for our apinion on the
consohcatec financ 2l statements as a whole

Ve nerformed full scope audits i respect of NCS Pearson
fencompassng tre US busimesses 11at or Lart of ihe Assessmen.
& Qualf catons segment), Pearson Education US (encompassing 1he
S business trat forms part of the Higher EcLcanon segmert) and
Pearson Cducation UK (encompassing the UK businesses that form
part of the Assessment & Qualifications 2nd Workforce Skills
segments}

We per‘ormed specified aucit procedures ai seven Ccomponernts
withir the Virtual Learning and Assessment & Qualificar ons
segments and across the Grouo's central functiors. The individual
balances included in scope i these seven components included
revenue, rade and other recewables, cash, inventory, trade and
other labilities, irtangible assets and amortsation, product
developTort and amorusation, fxed assets and deprec.gtion. cost of
sales and operating expenses We idenulied one shared service
centre where audit procedures were performed over shared serv ce
“Unctions for Transacthion process ng and we audited selected US
balances related to payroli and 1ax on the basis o the Group's
aggregated US operatiors. This ensuretd that sufficient and
appropriate audit procedures were performred (0 achieve safficient
coverage over these financial statement ine rems. In adcitior to
nstructirg and reviewing the reporting from cur component audit
teams, we conducted file rev ews and parucipated in key meeungs
with local managemert bath remotely 2nd i person We also had
regular dialogue with comoonert teams thraughout the year.
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The Group consolidaton, inangizl statemert aisrlosures and
corporate functions were sucited by the Graup engagement team
This incluced our work over taxanaon, goodwall and acguired
intangible assets, post-reliremert benef s anc major transactions.
laken ragetner, tne components ad corparate funcliors wnere we
conducied audn procedures scccurted for approximacely 70% of the
Group's revenue, 73% of the Group's statutory profit before tax anc
72v% of tne Group's ad Lsted preft before tax, This prowided the
evidence we needed for our opinion an the consol dated financial
statements Zaken as a whole, This was before considenrg the
conIpuuon to our audit ev derce from perfarming audit wark

at te Group level, including d saggregatec ana'yucal review
procecures, which covered certain of the Growp’s smaller and lower
risk comprments rhat were not dicecily ncluced in aur Group

duLit scope

Our audit of the company financdl siatemerts was undertaken n the
UK and included substantive proredures o all matenal balances and
[ransactions,

In planning oJr augit, we considered the potental impect of clirate
rhange on the Group's business as the operations and strategy of
the Group acapt 10 address the physical and trans.ion risks

assoc ated with cimaie change Inaddition, tne Group has set aul 15
commItments to be AeT carpon zero aornss scope 1, 2 ard 3 by 2030
Managerren: considers that the impact of climate charge does not
give nse 1o a materal fMmancal staterent impact .r 2021 Howewver,
managemert's cimaie change imtiatives and commuments wll
impact e Group in avanety of ways Enhanced narrative and
disclosure of the impact of climate charge risk s incorporated i the
TLFD secuon of the Arnual Report,

As part of our zud t, we Tade enguinies of maragement o
Jnderstand the extert of the potentialimpact of < mare change or
the linarcial staterrents. NCUAINg reviewing management’s cimate
change risk assessmen: which was prepared with support from The
Carbon Trust, We used oLr knowledge of tne Group and we engaged
with our sustanabilizy specialists o evaluate the risk assessment
performec by management We assessec that the key financial
staterrent line items ang estmates which are more likely “o be
marerally impacted by clirate change are those areas that are based
on fature cash flows. As & resuls we particularly considered how
climale change risks and the impact of chmate commitments made
by the Group would impact the assLmptions made in the forecasts
prepared by management that ace ssed in the Company's
impairment analysis and for goirg cancern pJarposes Qur
procedures did not Wentify any material impact on our key audic
matters for the year ended 31 Decernber 2021 We also reviewed the
disclosures ncluded ir the TCFD secuon of the Annual Report ard
we considered ihe consisiency of trese disclosures with the 1elevant
financial statement disclosares, including in note 1¢, and with oar
dnderstanding of the business.



Materiality

The scope of our audit was infiLenced by our applcation of materalty. We set certain gJantitaive thresholds for mateniaiity, These, together with
qualtative cons derations, heloed Us to determire the scope o aur aucit and the nature, bm ng and exteat of our 2ud T procedures on the nokdual
Ananaal statement ine wwtems and disclosures and in evaluanng the ef‘ect of raisstaterments, bath ndracually and in aggregate, on tne finandial

staternents as a whole.

Based an our prafessichial judgement, we determiried matenality for tne financial statericnts as ¢ whole as follows

Consolidated Financial Statements
£18 5 muthon (2020 £1% mulhon}

Overall materaliny

How we deterrmimed it Approximately 5% of the Group's three year
pp ¥ B ¥

weighted average adjusied orofit befare tax

Rationale for bencnmark applied The Groups principai measure of periormance s
adiusted operating profit, which excludes one-off
gains and losses, costs of majer restucturnrg and
acgured wiangible asset smorisatian end
impairment charges, 1N order 1o present results
from operatirg actiaties on a cansistent basis We
nave alsa excludec the results of Penguir Randam
House from this berchrrark for each of the three
years follow ng its disposal. We Fave taken this
TeasLre Mg account i deterrmining odr materiahty
as i< the memng agarst which the performance of
the Grouw 1s mMost commonly assessed by
Tanagement :nd reportec o shareholders, From
adiusted operaung prof 1, we deducted ret finance
costs.

G'ven the volaulity in profitapity n 2020 and 2021
as aresult of COVID-19, we based our materiality
calcuianor on a three year weighted average of the
Group's adjusted profit before ax,

__Company Financial Statements
£a4 mithor (2020 £45 million)

Anproxirnately 1% of net assets

Pearson pic 1s the ultimate pavent carmpany which
holds the Group's Imvestmerts. Therefore, the enuty
15 not in self profie-onertse The sirengeh of the
balance shect s the key rmeasdre of finaraal health
that 1s important to shareholders, since the primary
concern for the Compary 1s the payment of
cividends. We therefore consider net assetsto be
an appropniate benchmark

Certain account balances were included 11 scope for
the audit of the consslidated financial statements
and were therefore aucitec to a materiakty level set
below overaill malenakity established for the Group
audit However. we determimed that the compary
cid natroguire g full scope audic of its comulere
fnang alinformat on “or 1the purposes of the audn of
the consolidated financal statements

For eack component n the scope of our Groap 2adit, we allocated a marenality that is less thar our overall Group rratenaliny The range of materialiy

allocated across comporerts was approximately £3 milhior <o £16 million

We use performance matenality 1o recuce 10 an aporopriately low level tne probability that the zggregate of uncarrected and urdeleciec

m sstatements exceecs overall materialty. Specificaly we ase performance matcnality in determin ng the scope of our audit and the nature anc
extent of oLr tesung of accoJnt balances, classes of rarsactions and disclosures, for exemple ir determining sample sizes Our perfornance
materiality was 75% {2020 759%) of averal' materiality, amounting 1o £13 8 millon (2020 £14 mill on) for tne consolicsted financizl statements and

£23 rulhan (2620 £34 muilor) for the campany finenaal statemerts.

In determining the performance materiality, we consicered & number of factors, including the h story of misstatemeris, risk essessment anc
sggreganon rsk and the effect veness of cortro's. canduding thar ar amount a: the upper end of our normal range was appropriate

We agreed with the Audit Cemmiztee that we would -eport (o them rmisstaterrents identfied durng our ddt sbove £7 8 mllion for the Growp and
campany aadits (2020. £2 miliion) as well as russtalements below those 2Mounts that, ir our view, warranted reporung for qualilatve reasons

Conclusions relating to going concern

— Censideration whether chmate charge s expected 10 have any
sigrificant impact dunng the penaod of the going concern

Our evaluatior of tne Directors” assessment of the Group's and the
COTpENY'S ability Lo continue to adopt tne going concern bas s of
gccountmg ncluded:

— Evalyation of managemert's pase case end downs de case
scenanos, uncerstand ng and evzlual ng the key assumplions,
ncluding sssumptions relsted to COVID-" 2;

— Vahdartion that the cash flow farecasts Lsea 10 sUppoTT
management’s ITpairment, going concern and viaoility
255eSSMents were corsistent,

— Assessment 0 the histoncal accuraty and reasonzbleress of
management’s forecasting

— Consideration of the Group's avallable linarong anc debt
maturity profile,

— Tesung of the matherrar cal integnty of management's lguio ty
headroom, covenart complarce, sens Uy ty and siress 1esung
talculstions:

— Assessment of the reasonahleness of maragement’s planned or
potential Titigating acons In response to downside "1s< “actars,

assessment, énd

— Review of the related disclosures in the Annual Report

Based on e work we have performed, we have not icentrfied zny
matenal uncertaintes relating 1o events of condinons that,
ircdually or collectively, may cast sigmificant doJbt on the Graup's
3Nn¢c the company's ab ity To connnue as a going concern for a period
af at least twelve moaths from wher the finanaal staterments sre
autharised for ssue

In auciirg the finsnual staterrents. we have cancuded that the
Directors' use of the gaing cance basis of accourtirg 1 the
preparat on of the financial staternents s appropriate

Howewver, pecause not all future everts or condivons can be
prediclee, this CONCILSION IS nOT @ guarantee as to the Groun’s and
the company’s abibty 1o conunue as a going concern

In relat on ta the Drectors' reporung on how they have apolied ™e
UK Corporate Governance Code, we have noth ng rmatenal to add or
draw attent'on T In relation 1o the Directors’ stztemenrt in the



Independent auditors’ report to the members of Pearson plc continued

fnancial statements anout whether the Directors consideres it
appropriare 1o adopt the going cancern basis of accouning

Our responsibil tes and the respansik Ities of the Dreciors with
respecl (o gong concern are described i (he relevant sections of
this report

Reporting on other information

The other irformauon comorises zll of tFe In“ormation in the Annual
Report ather thar the financisl siaternents arc our aucitors' report
thereon The Direciors are responsibile for the ather informatian,
which includes repoting based on the Task Force on Clirate-related
Fhsncial Disclosures (TCFD) recom rer dations, OLr opin on on the
financal statements does raot cover the other informatar and,
Arcarcingly, we do not express an sud T OpInon o, eacepl lu Lk e
extent otnerwise explic thy stated i1 Tris report, any form of
assurance thereon

In conrectior wrh our aud £ o’ the finsnaal staterents, our
responsibility 1s to reas the other nformation and, in doing so. to
consider whether the ather irformation s matenally Inconsistent
with the financial statements or our «<nowledge obraimed e audic
or otherwise sppears Lo be matenially misstated, [Fwe iderofy an
apparent mazer al Inconsislency ar material rrissiarement, we are
reguired 1o perform profedures 1o concluce whether there 1s 3
matenal rmisstatemert of the “mancial statements or 3 mater.sl
misstate miert of the other srformation If, oased an the work we have
performed, we conclude tnat there i & matenial rrisstatement of this
ather information, we are required “o repaT thar fac We have
nothing To report based an these resporsibilines

With respect to the Strategic Report and Governarce Report, we also
considered wnetner rhe disclesures reouired by the UK Companies
ACL 2006 have beern included

Based on our work uncertaker inthe course of the aud t. the
Compares Act 2006 ~equires us also 1o report cerain opinions and
matters as described below

Strategic Report and Governance Report

In our apiruon, based on the wark undertaker in the course of tne
audit, the imformation given ir the Strategic Report and Governance
Report for the year ended 31 Decemper 2021 15 consistent with the
‘manciai statemen:s and has been precared in accordance with
applicable legal regqunrements

In light of tFe knowleage and undersianding of the Group and
compeny and their enviranment obita ned in the codrse of the auon,
we did not idertify any matenal misstatements in the Strategic
Report and Governance Report.

Directors’ Remuneration

Im our apinion, the part of the Directars’ Remuneration Repor: 1o be
audited has been properly prepared in accordance with the
Companies Act 2006.

Corparate governance statement

The Listing Rules reguire us to review the Directors’ statemen:s ir
relanion to goirg concern. longer-term wviabiity anc that part of the
carparate governance statement relalirg to the company’s
corrplance with the provisions of the UK Corporate Governance
Code specfied for our review. Qur additional resporsibilities with
respect 1o the corparate governance staterment as other 'nformation
are descnbed in the reporang on orher formatcn section of this
report

Based or the warx undertaken as part of our audit, we have
concluced that each of the following elements of the corporate
sovernance siatement 1s macer.ally conssstent with the finarcial
sratements and ou- knowledge obtained during the audit ard we
have rothing matenal to ado or draw atlention 1o 1n relatiorn to;

— The Direczors’ confirmauon that they Fave carred oul a robust
assessment of the emerging and prnine pat risks,
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— The cisclosures hthe Anrdal Report and Accounts thet describe
those prne pal risks, what procedJres are ir place to idenufy
emerging risks and an explanauon of how these are being
managed or mitigared,

— The Directors staicment in the finznaal statemerts about
whether they considered it appropr ate Lo acopl Mg going
concern basts of accaunning i prepanng therm and their
«denuficauon of any material uncertainties to the Croup’s and
compary'’s ability to continue (o co so over a penod of at ieast
wwene i orths from the date of zpprovel of the finang &l
statements,

— The Drractors explanation as o “neir assessment of the Group's
arnd comoany's prospects, the period this assessment covers and
why the per od 1s appropriate, znd

— The Directors' statement as 1o whether they have a reasondole
expectaticn that the company wil be able to conunue In
operanor and meet its lishihues as they fall due over the neriod
of rs assessment, Includ ng any related disclcsures drawing
arention 1o any necessan, quaifcations or 2ssumptions

Our review 0° the D rectors statement regarding the longer-term
wviability of the Group was substarually less in scope than ar audit
znc oniy consisied of making irqu fes and considernirg the Dreclors’
process supporting therr staternent, chec<ng that the staternent 1s 11
alignment v th the relevant prov siors of the UK Corporate
Gavernance Code, and considenng whether the statement s
consistent witn the finangial staterents and our knowledge and
understanding of the Group and company and ther environmert
obtainec 11 Te course of the audir.

Inadd tizn, based or the work Lndertaken as part of our audit we
have concluded that each of the foillowing elements of e corporate
gavernanice stalement is materally cons stent with the firancial
staterrents and our knowledge oblaired cuning tne audiv

— The Directors’ statement that they consider the Annual Repor,
taken as @ whole, 1s fair, balanced and uncerstandable and
provides the information necessary for the rrembers 10 assess
the Group’s anc compary’s posinon, performance, business
modet and strategy:

— The section of the Amrual Report that describes the review of
effectiveness of risk managerent and internal cantrol sysiems,
ana

— The section of the Anraal Report aescribing e work of the Audi
Commuittee

We have nothing 1o report in respect of our responsibilily o repor:
wher the Directors statermnenit relat ng ta the company's compliarce
with the Code does not properly cisclose a departure from a refevani
provision of the Code specifled under the Lisung Rules for review by
the auditors,

Responsibilities for the financial statements and the
audit

Responsibilities of the Directors for the financial statements

As explained more fully i the Statement of Directors' Resporsibiliies
in respect of the finarcial statements, the Directors are responsible
for the preparation of the financa: siatemen:s in accordance with the
applicable frarmework and for be'ng satisfied that they give a true and
fair view The Direciors are also resporsible for such internal control
as they determire s necessary 1o enable the preparation of financal
statements that are free from rraterial misstaternent, whether due to
fread or error.

In prepaning the finanaal statements, the Directors are responsible
for asscssing the Group's and e company’s abil ty to continue as a
going concern. disclosing, as apolicable, matters related (o going
concerr and us ng the going concern basis of accoanung urless the
Directors eirher ntend to hguidate the Group or the campany o 10
rease operaliors or have no realistic alternative but to do so.



Auditors' responsibilities for the audit of the financial
statements

Ou objectives are tu obtain reasorable assurance abour whether
the f nancial statements as a whole are free from matenai

m sstatemert, whether due ta fraud or error, arc taissue an
aJditors' report that incivdes our opinian Reasonable assurance = a
high level of assurance, but 1s not a guarantee that an audit
conducted in accorcarce with (SAs (UK) will always derect a material
migstatement when it ex:sts Misstatements can anse rom fraue or
error and are consicered material if, indivigually or nthe aggregate,
they could reasonzbly be expected 1o inflLence the economic
decisions of users taken on the bas's of these T nanoiz! statements

Irregulantes, Including racd, are instances of nar-compliance with
laws ar¢ regulauons. We design procedures in lire with our
responsit lities, outlined above, to detect material missiatements in
respect of irregularities, including fraud. The extent to which our
procedures are capaple o° ogtectng irregulanues, including fraud, 1s
detalled helow.

Based or our understanding of the Group and mdustry inwhich it
operates, we igentified that the prinapal nisks of non-compliarce
with laws and regulavons related to faliure to comply with LK and
Internatcral 1ax regulations, adherence to date protection
reguremerts n the jurisgictions v which the Group operates and
Folds data and comphance wath anti-bribery and corrupbion
legislation in the jurisdictions in which the Group operates and we
rons dered the extent 1o wh Ch non-compliance migat nave a
material effect 00 e financial statements. We also corsidered those
laws arc regulations that have a cirect impact on the preparation ol
the fnancial stztements such as the Comparies Act 2006 ard Listing
Rules. We svaluated management’s Inceniives and opportunves for
‘raudulent man pulanon of e financial statements (including the risk
or override of controlsy and we getermined that the pr ncipal risks
were relates 1o posung Inappropriatle joJrnal emtries and
management b as 1n accounting for estimates, including estmates
relating Lo revenue recogriuan. The Group engagement team shared
th & risk essessment witk the component auditors so that they co.lc
n¢hude appropriate aLdit procedures in response 1o suck fisks in
their work Audi procegures performed by the Groun engagemert
team and/or component a.d tors incleded

— Discussions with managemert, nternal aucit and the Groups
legal advisors, Including considerations of known ar suspected
instances of non-compliance with laws and regulations and fraud,

— Review of correspondence recewed from regulators and
rons deraton of the imoact, if any, on our audit and the
disclosires made in the financial statements,

— Evaluslion and 1estirg of the effecliver ess of managemrert's
controls designed to prevert and detect rregllantes,

— Assessment of marters reported on the Group's whistleblowing
helphre end the results of management's investigation of such
matiers;

— Identthcatior and tesung of signthcant manLal journal entries, snd

— Testing o” assampuors and judgemerts made oy managemeant in
makirg significant accouni.ng estimetes

There are .nherent imiraucns i the audit procecures descrined
above We are less fizely 1o become aware of instances of ror-
compliznce with laws and regulaoons that are not closely releted to
events and transacuions reflectec in the financial statements Also
the risk of not detectng 2 matenial misstatemen: dueto fraud is
higher than the risk o not oatecting one resulang from error, as
‘raLd ay involve deliberate concealmert by, for exaTole, forgery or
intentioral rasrepresentations or through collusion

Our audit testng m gnt nclude testing compicte pooulations of
certain transacuors and balarces, possibly using data augiurg
technigJes However, |t Typically involyes seleching & hmited nurmber
o items for tesung, rather than testing complete populeuors. We will
oten seek 10 target parucLlar tems ‘or tesurg based on therr size or

risk characternistics In olher ¢2ses, we w lfuse audit sampling o
erable us 1o draw a conclusion anodt the populzuon fram which the
sampte 13 sefected.

A further description of our respons tilites for the audit of the
financial statements 15 located or the FRCS website at www Trcorg
Lkfauditorsresponsibl tes. This descripuon forms part of our
aucILoTs report.

Use of this report

This repors, including the opirions, has been prepared for and only
for the company’s members as & body In accordarce with Chapter 3
of Part 16 of the Companies Act 2006 and for 110 omer purpese We
do not, 1IN glving these opnioNs, accepl or assurme responsbility “or
a7y OThET purpose ar (o ary other persan to whom this eport s
shawn ar imto whose hands K may come save where expressly
agreed by our prior Consert inwriling

Other required reporting

Companies Act 2006 exception reporting

Ureer the Companies Act 2006, we are requ’red 1o report 10 yoJ I,
N DU” EITON

— W have not obtaired all the n‘ormar on anc explananiors we
require "or our audit. ar

— Adeguate accounting recores Rave nat been kept by the
compary or returms adequate for our auait Fave not been
recewved raom orancnes ot visited oy us, or

— Certam disclosures of D rectors’ remuneratior spec fiec by law
are not made, 0°

— The comnany financ 2! steterients and the part of the Mrectors’
Remuneration Repet to be z2ud ted ere rol n agreement with
the arcounung reco cs and retarns

We have no exceptions (o report ansir g from th s responsioiizy

Appointment

Fallowing the recommendatian of the Audit Corrmittee, we were
appointed by the members on 6 February 1996 to sudit the financial
statermnerts for 1ne year ended 31 December 1996 ard subsequent
frnanc &' perods. The perod of totai ursnierrupted engegement 1§ 26
years, covering the years ended 31 Decerrbel 99610

3" Decerrber 2021

Other matters

In due course, as reguirec Dy e Bnanaal Conaust Asthonry
Disclosure Guidance ard Tranmsparency Rule 4.1 14R, these ‘inancial
staternents will form part of the ESEF-prepared annual financ al
report filed on the Natonal Storage Mechanism of the Financial
Corduct Authority in accordance with the ESEF Reguiatary Technical
Standard (‘ESZF R7S" Ths auditors report provides ro assdrance
aver whether the annual financial report will be prepared using the
single electronic format spec fied 1IN the =SEF RTS

Giles Hannam (Serio- Statatory Auditor)
for and or bekalf of Pricewaiernouseloopers LLP
Charterec Accountants end Statutory Auditars

l ondon
EMarch 2022



Financial statements

Consolidated income statement

Year ended 31 Decernber 2021

Nri=s 2021 20240

AllNgaresin £ refhons

Continuing operations

Sales 23 3,428 3,397

Cost of gnads sold 4 (1,747) 11.767)
Gross profit 1,681 1,630

Oneraiing expenses “ (1,562) 11,402
Qther ner gairs and losses 4 63 178

Share of results of joint ventures and associates ) 12 1 5

Operating profit 2 183 411

Finance costs 6 (68) (107
Finance ncome 5 42 50

Profit before tax 157 354

income tax 7 3 144y
Profit for the year 160 310

Attributable to:

Equity holders of the company 159 310

Non-contrclling interest 1 -

Earnings per share attributable to equity holders of the company during the year

(expressed in pence per share)

- basic 3 21.1p 41.0p
- diluted . g 20.9p 21 0p
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Consolidated statement
of comprehensive income

Year ended 31 December 2021

mures £ mulhors ’ Notos 20 2020
Profit for the year 160 310
Items that may be reclassified to the income statement

Net exchange differences on translauon of fareign operations (6) (109)
Currency transfation adjustment disposed 4 (70}
Artributable tax 7 10 {13
Itemns that are not reclassified to the income statement

Fair value gain on other financal assets 24 14

Attributable tax 7 (3) )]
Remeasurement of retirement benefit obligations 25 149 {23)
Atmbu_tab[e tax ) 7 (61) 2z

Other comprehensive income/(expense) for the year 29 M7 (209
Total comprehensive income for the year 277 105

Attributable to:

Loy holders of the company 276 105

Non-controlling interest 1 -
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Financial statements

Consolidated balance sheet

As at 31 December 2021

Al Ngures in £ rallons

Assets

Non-current assets

Property. plant and equipment

Intangible assets

IMVESTMENTS IN joINt ventures ang assoclares
Deferred income tax assets

Financial assets - derivative financial instruments
Relirement benefit assets

Qther financial assels

Income ax assets

Trade and other recenvables

Current assets

Intangible assets - product development
Inventcries

Trade and oiher recewvables

Financial assets - dervative finangial instruments
Income tax assets

Cash and cash equivalents {excluding overdrafts)

Assets classified a5 hela for sale

Total assets

Liabilities

Non-current liabilities

Financial labilities - barrowings

Financial labilites - derwative financ.al instruments
Deferred income tax labilites

Retirerment benefu obligations

Provisions for other Labilites and charges

Other liaoihties

N es

10
11
[
13
6
25
15

20
21
22
16

32

18
16
13
25
23
24

2021

366
2,769
24

57

30
537
113
97
129
4,122

894
o8
1,257

26
937
3,214

7,343

{1.245)
(30)
(40)
(66)

7}
{95)
{1,483)

2020

Nal
-
A

2742

]
[\

410
138

223
4111
Q05
129

1,118

1,097
3,267

73

74510
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Consolidated balance sheet continued

As at 371 December 2027

Al Fw‘;ﬁar;?' Ll |D!'\;. ‘ 7 totes 2021 o
Current liabilities
Trade and other habiltes 24 (1,256) (1,156)
Financial habiltues - orrowmgs 8 {155) (254)
Finanaal hatailities - derivative financal imstrumenis T8 {4} a2}
Incorme tax liabuilities (125} (84)
Pravsions far othe( habihities ana charges ) ] 23 {40) (25)
{1,580} (1,571)
Liabilities classified as held for sale 32 - (74)
Total liabilities ) {3,063) (3,317}
Net assets 4,280 4,134
Equity
Share capital 27 189 “88
Share prermium 27 2,626 2,620
Treasury shares 28 {12) (7}
Capital redemption reserve 18 18
Fair value reserve 33 53
Translation reserve 386 388
Retamed earmings ) 1,030 - 8eh
Tatal equity attributable ta equity holders of the company 4,270 4125
Non-controlling interest ) 10 E
Total equity 4,280 4134

These financ.al statements Rave been aporoved for 1ssae by the Board of Direcrars on 8 March 2022 and signed on its behalf by

Sally Johnson

Chief Financia) Officer

Pearson plc
Registered number: 00053723
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Financial statements

Consolidated statement

of changes in equity

Year ended 371 December 2021

Equity attributable to equity holders of the company

Capital Non-
Share Share Treasury redernption  Falrvalue Translation Retained controlling Tatal
All figures in £ millions capital  premium shares reserve reserve reserve earnings Total interest equity
ALT January 2021 188 2,620 )] 18 53 388 865 4,125 9 4,134
Profit for the year - - - - - - 159 159 1 160
Other comprenensive
Incomefexpense) - - - - 24 (2) 95 117 - 117
Tetal camprehensive
income/(expense) - - - - 24 (2} 254 276 1 277
Equity-settled transactions - - - - - - 28 28 - 28
Issue of ordinary shares under
share option schemes 1 6 (1) - - - - 6 - 3]
Suyback of equity - - - - - - - - - -
Purchase of treasury shares - - (16) - - - - {16) - (16}
Release of treasury shares - - 12 - - - 12) - - -
Transfer of gain on disposal of
FVOCl investment - - - - (44) - 44 - - -
Didends - - - - - - (149) (149) - (149)
At 31 December 2021 189 2,626 (12) 18 33 386 1,030 4,270 10 4,280
- 7_7_ __7 L aur, @i buieble to equ T!i?(:é::f)['h; :owvﬁgrj;:-_- T
Capital Nan
Lhore ahare Treasry  <odomprian Fair vzlue  Translanor et res comralerg Toual
Al fimaresin L m llors capnal SIS SMATes reserse reserys Teserve FarnIfigs Total Irerest slURY
At 1 January 2020 195 2,614 (24) 11 39 567 911 4,313 0 4,323
Profit for the year - - - - - - 310 310 - 310
Other comprehensive
Income/{expense) - - - - 4 (179) (40) (205) - (205)
Total comprehensive
income/(expense) - - - - T4 (179) 270 105 - 105
Equity-settled transacuons - - - - - - 29 29 - 29
Issue of ordinary shares under
share optian schemes - 3 - - - - - [§ - 6
Buyback of equity {7 - - 7 - - (176} (176) - (178)
Purchase of treasury shares - - (6 - - - - (6 - (6]
Relcasc of treasury shares - - 23 - - - (23) - - -
Dwidends - - - - - - (146) (148) M {147)
At 31 December 2020 188 2,620 (7} 18 53 388 865 4,125 9 4,134

The capital redemprion reserve ref ects the nominal value of shares cancelled in the Group's share buyback programme. The fair value

reserve anses on revaluaton of ather financial assets. The translation reserve includes exchange differences arising from the translation of
the net Investment in fareign operatons and of borrowings and other currency mstruments designated &s hedges of such investments
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Consolidated cash flow statement

Year ended 31 December 2021

Al igures -n 2 milhons Notey 201 2520

Cash flows from operating activities

Net cash generated from operations 33 570 450

Interest paid (67) (63)
Tax (padyrecewed (177 2

Net cash generated from operating activities 326 389

Cash flows from investing activities

Acquisiion of subsidiaries, net of cash acquired 30 (55) (6}
Acguisition of associates 12 (10) -

Purchase of investments (4) (6}
Purchase of property, plant and equipment (64) (53)
Purchase of intangible assets {(112) (81
Dizposal of subsidiaries, net of cash disposed 31 83 106

Proceeds from sale of joint ventures and associates 31 - 531

Proceeds from sale of investments 48 -

Lease recevables repaid including dizsposals 21 41

Loans repaic by related parues - 48

Interest received 13 13

Dnadends from jaint ventures and associates -

Net cash (used in)/generated from investing activities (80) 501
Cash flows from finanting activities

Proceeds from issue of ordinary shares 27 6 6
Buyback of equity 27 - (176)
Purchase of treasury shares 28 (16) (6)
Proceeds from borrowings - 346
Repayment of borrowings (167) (230)
Repayment of lease habilities (88} 192)
Dividends paid to company's shareholders 9 {149) (146}
Dividends paid to non-controlling interest - M
Net cash used in financing activities (314} (299)
Effects of exchange rate changes on cash and cash equivalents (8) 2)
Net (decrease)/increase in cash and cash equivalents (176} 579
Cash and cash equivalents at beginning of year 1.113 434
Cash and cash equivalents at end of year 17 937 1,113
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Financial statements

Notes to the consolidated

financial statements

General information

Pearsor plc {1he company’), its subsidianes and assoriates
(together ‘the Group’) are international busnesses covering
educational courseware, 3ssessments and services

The company 1s 3 public fimited company incorporated and
domiciled in the United Kinggom. The address of its registered
office 15 80 Strand, London WC2R ORI

The ccmpany has 'ts primary lisung on the London Stock Exchange
and s also listeg on the New York Stock Exchange.

These consolidated financial statements were approved for 1ssue
by the Board of Directors on 8 March 2022,

1a. Accounting policies
The principal accounting policies applied .n the preparaton of these
corsoldated finanual statements are set out below.

Basis of preparation

These consolidated Iinancial statements, and the compary financal
starerments, Nave been prepared on the going concern basis

(see note 1h) and in accordance with the Disclosure and
Transperency Rules of the Fnaraal Conduc Autharity and in
accordance with UK-adopted Internauonal Accountng Standards
and with the reguirements of the Companies Act 2006. On 31
December 2020, IFRS as adopted by the European Union at that
date was brought into UK law and became UK-zdopted
International Accounung Standards (1ASs), with future changes
being subject to endarsement by the UK Endorsement Board. The
Group and company transitoned 1o UK-adopted 1ASs on 1 January
2021, This change tonstitures a change N accounting framework
However, Lhere 15 NG IMPact on recognition, measurerment or
disclosurc in the penod reported as a result of the change in
framework The consclidated and company financial statements
have also been prepared in accordance with IFRSs as issued by the
International Accounting Standards Board {(|ASB). In respect of
accounng stardards applicable to the Groug, there 1s no
difference between UK-adopted IASs and IFRSs as 1ssued by the
IASB

These consolidated financial statements, and the company financial
statements, have been preparced under the historical cost
conveniion as madified Dy the revaluation of financial assets and
labiliues {induding dervative finanoial instruments) at fair value.

These accounting policies have been consistently applied 1o all
years presented, unless atherwise stated

1. Interpretations and amendments to published standards
effective 2021 - No new standards were adopted in 2027

‘Interest Rate Benchmark Reform - Phase 2 (Amendments to IFRS 9,
IAS 39, IFRS 7, IFRS 4 and IFRS 16} 1s effective from 1 January 2021
(see note 19} and N addition, the Group has early adopted the
amendment to IFRS 16 'COVID-19 relared rent concessions beyond
30 June 20271". The amendments do not have a material impact on
the consohdated finanaial staternents, ar the company financial
statements

The Groug has also considered the IFRIC agenda decision on
‘Configuration and Customisation costs in a Cloud Computng
Arrangement’, and cancluded that it does not have a material
impact on the consolidated or company financal statements
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2. Standards, interpretations and amendments to published
standards that are not yet effective - The {ollowing new
accounting standards and amendments 10 new accounung
stancards have beenissued but are not yert effective and have not
yet been endorseo by the UK Endorsement Board:

- IFRS 17 Insurance contracts),

— Amendmenls 1o IFRS 3 Relerence 10 the conceptual framework,

- Amendments to 1AS 1°Disclosure of accountung policies’

- Amendments to 1AS 1 'Classification of habilities a5 current or
non-current’

- Amendments 1o {AS 8 Defimition of accounting estimates’;

- Amendments 1o 1AS 12 ‘Deferred tax related 1o assets ard
alites ansing from a simgle ransacnor’,

- Amendments 1o 1AS 16 ‘Proceeds before intended use’;

- Amendments 10 1AS 27 ‘Onerous contracts — costs of fulfilling a
contract; and

- Annualimprovemenis we IFRS 2018-2020.

The Group 1s currently assessing the impact of the above changes,
hut they arc not expected o have a matenal impact. The Group has
not adepted any cther standard, amerdment or «nterpretation that
has heen issued but1s not yet effective.

3. Critical accounting assumptions and judgements - The
preparation of financial statemenits i confor mity wich IFRS requires
the use of certair cnucal arcounung assumpuons and esumates. It
also requires management (0 exeruse its Judgerment In the process
of applying the Group's accounting pchaes.

All asstmptiors and esumates constitute management’s best
judgement at the date af the financial statements, however, in the
future, actual experience may aeviate from these estimartes

and assumptions.

The areas requiring a lugher degree of judgement ar complexity,
ar areas where assurnptions and estimates are sighificant to the
consolidated financial statements are.

- Intangible assets: Goodwill

- Taxatign

- Revenue. Provisions for returns

- Employee benefits: Pensiors

- Property, piant and equipment. Right-of-use assets

The recoverability of product development assets and in particular,
the assessment of the useful economic Iives of the product
development assels, 15 no longer considered o be a key area of
esOmation uncertainty as the impact of COVID-19 on the business,
and in parucular, on futdre sales, has lessened ang therefore it s
no longer considered that there 1s a significant risk of a matenal
adjustment 1o the carrying value of the product development assets
within the next year

The key judgements and key areas of estmation are set out helow,
as well a5 in the relevant accaunting policies and in the notes to the
accounts where appropriate.



Key judgernents

- The apphcanon of tax legislation n refation (o provisions
for uncertain tax positions (see notes 7 and 34).

- The aliocation of gnodwill to the cash-generating units
and groups of cash-generating units (see note 11)

- Whether the Group will be eligible to receve the surplus
associated with the UK Group Pension Planin recognising
J peEnsion asset (see note 25).

Key areas of esumation

- The recaverability of goodwill balances Key assumptions
used in goodwill impairment testing are discount rates,
perpetulty growlh rates, forecast sales growth rates and
forecast operaung profits. See note 11 for further details

- The level of provisions required in relation to uncertan
tax positons s complex and each matter s separately
assessed. The esumation of fulure settlement amourts s
based on a number of factors including the status of the
unresolved matter, clarity of legislauon, range of possible
outcarnes and the statute of lirnitatiors. See notes 7 and
34 for further deiails.

- The level uf provistons required for anticipated returns s
estmated based on historical experience, customer
buwing patrerns and retaler behaviours including stock
levels, See note 3 for further details

~ The determination of the pension cost and defined
benefit obligation of the Group's defined penefit pension
schemes depends on the selection of certain
assumptions, which include the discount rate, inflation
rale, salary growth and longevity. See note 25 for further
details

- The recoverability of nght-of-use assets and i partcular
assurmptions refated to the sbiity to sublease vacant
leased assets in the future. See note 10 for further detalls.

The Group has assessed the impact of the unicertainty presented

by the conunueg COVID-19 pandemic on the financal statements.

specifically considering the impact on key judgernents and
significant estimates along with other areas of Increased risk
as follows:

- Recoverable value of nght-of-use assets and investment in
finance lease recewable balences:

- Financial mstruments 1N parucular counterparty gk and
hedge effectiveness,

- Working capital provisions including expected credit losses on
trade and other debtors and inventory obsolescence: and

- The assessment of the useful economic bves of product
development assets.

No materal accounting impacts relating (o the areas assessed
above were recognised in the year. The Group will continue to
monitor these areas of increased judgement, estmation and risk

Consolidation
1. Business combinations - The acquisition method of accounnng
1s used to account for busmess combinations.

The consideranion transferred for the acquisition of a subsidiary is
the fair value of the assets transferred, the liabiltes incurred and
the equity interest issued by the Group. The consideraton
transferred mchudes the (air value of any asset or hability resuling
from a conungent consideranon arrangement, Acquisition-related
costs are expensed a5 incurred in the operating expenses hne of
the Income statement. Identifiable assets acquired and Wdentifiable
liabilities and contingent habilities assurmed in & business
combination are measured ingally at their fair values at the
acquisinon date, The determinauon of fair values often reauires
significant Judgements and the use of estimates, and, for material
acquisitans, the fair value of the acquired intangible assets is
determined by an independent valuer. The excess of the
consideration ransferred, the amount of any non-contralimg
nterest in the acauree and the acquisxion date fair value af any
prewious equity interest in the acguiree aver the fair value of the
idenofiable net assets acquired s recorded as goodwill (see

note 30)

Sce the 'Intanglole assets’ policy for the accounting policy on
goodwill. Il this 1s less thar the fair value of the net assets of the
subsidiary suguired, in the case of a bargain purchase, the
difference is recognised directly in the income statement

On an acquisiion-by-acquisition basis, the Group recognises
any non-conrrofling interest in the acquiree eliher at fair value
or &t the non-controlling interest's propartionste share of the
acquiree’s net assers

IFRS 3 ‘Business Comtunations’ has not been applied retrospectively
to business combinations before the date of transition 1o IFRS,

Management exercises judgement :n determining the classification
of its Investments in its businesses, N line with the following:

2. Subsidiaries - Subsidiaries are entities over which the Group has
cantrol The Group controls an entity when the Group 1s exposed
to, or has nghts to, vanable returns from its involvernent with the
entity and has the abilty o affect those returns through its power
over the entity. Subsidianies are fully consolidated from the date an
which control is transferred to the Croup. They are deconsolidaled
fram the gate that control ceases

3. Transactions with non-controlling interests - Transactions
with non-controling interests that do not result in joss of contral
are accounted for as equity transactions, that is, as transactons
with the owners In their capacity as owners. Any surplus or defict
arising from dispesals 1o a non-controlling interest s recorded in
equily. For purchases from a nan-cantralling interest, che difference
between consideration paid and the relevant share acquired of the
carryng value of the subsidiary Is recorded 1n equity

4. Joint ventures and associates - Joint ventures are enuties in
which the Group holds an interest on a long-term basis and has
rights (0 the net assets through contractually agreed sharing of
cantrol. Assotiates are entities over which the Group has significant
influence but not the power to contral the financial and aperating
paticies, generally gccomuanying a shareholding of between 20%
and 50% of the voung nghts. Ownership percentage is likely to he
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1a. Accounting policies continued

Consolidation continued

the key indicator of iInvestment dassification; however, cther
factors, such as Boarc representation, may also affect the
accountng classification. Judgement is required to assess all of the
guahtative and quanttative factors which may indicate that e
Group does, or does not, have significant influence aver an
Imvestment. Investments i juinl venuies and associates are
accounted for by the equity method and are iniually recognized at
the fair value of consideration transferred.

The Group's share of 118 :oint ventures' and ass00iates’ past-
acquisiion profits or losses 1s 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 associares’ results is
recognised &s a component of operaung profit as these operanans
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 adjusted against the carrying
amount of the mvestment. When the Group's share of losses in a
Jontventure or assocare equals or exceeds i1s Interest +1 the joint
venture or associale, the Group does not recognise further fosses
unless the Group has incurred obligations or rmade paymenis on
benall of the joint venture or associate

Unrealised gains and losses on transactions between the Group
and Its joint ventures and associates are elminated Lo the extent of
the Group's interest in these entities,

5. Contribution of a subsidiary to an associate or joint venture
- The gain or less resalting from the contnbution or sale of a
subsidiary to an assaciate or a joint venture 15 recagrised in full
Where such transacuons do notinvolve cash consideration,
sigrificant judgements and estimates are used in determinirg the
fair values of the consideration received

Foreign currency translation

1. Functional and presentation currency - ltems included in the
financial statements of each of the Group's entities are measured
using the currency of the primary ecanomic environment in which
the entity operates (the functional currency). The consolidated
financial statements are presented in sterling, which is the
company's functional and presentation currency.

2. Transactions and balances - Foreign currency transactions are
translated inta the funcuonal currency using the exchange rates
prevalling at the dates of the transacticns. Foreign exchange gains
and losses resulung from the settlement of such transactions and
from the translation at year-end exchange rates of monetary assets
ana habilies denorminated in foreign currencies are recognised in
the income statement, except when deferred in equity as qualifing
net Investment hedges.
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3. Group companies - The results ana financial position of all
Group companies that have a tunctional currency different from the
presentauan currency are translated into the presentatcon currency
as follows

a Assels and llabilues are translated at the closing rate at the date
of the balance shect

b Imcuime anid expenses are wranslated sl average exchange rates

¢ Allresuling exchange differences are recognised 2s a separate
component of equity.

On conseldation, exchange differences arising from the translaton
of the net investment in foretgn enuuies, and of borrowings and
other currency instruments designated as hiedges of such
nvestments, are {aken to shareholders'equity The Group treats
speufic mter-company loan balances, which are nat intended to be
repaid i the foreseeable fulure, as part of Its netinvestment When
aforeign operation is sold, such exchange differences are
recognised in the income slatement 3s part of the gan or loss on
sele

The principal overseas currency for the Group is the US dollar.
The sverage rate for the year against sterhng was §1.38 (2020
$1.28) and the year-end rate was $1.35(2020: $1.37)

Property, plant and equipment

Property, plant and equipment are stated at hustoncal cost less
depreciation. Cost includes the onginel purchase price of the asset
and the costs attributable to bringing the asset to its working
condtion far intended use. Land is not depreciated. Depreciauon
on other assets Is calculated using the straight-line method to
allocate thew cost less their residual values over thewr estmated
useful lives as follows:

Buildings (freehold):
Buildings (leasehold)

20-50 years
over the period of Lthe lease

Plant and equipment. 3-10 years

The assets' residual values and useful lves are reviewed, and
adjusted if approprate, at each balance sheel date

The carrying value of an asset 1s written down (e 1ts recoverable
amount If the carrying value of the asset s greater than its
estimated recoverable amount

Intangible assets

1. Goodwill - For the acquisition of subsidiarics made on or sfter

1 January 201G, goodwill represents the excess of the consideration
transferred, the amount of any non-controling interest in the
acquiree and the acquisiion date fair value of any previous equity
interest in the acgurce over the fair value of the 1denufiable net
assets acquired. For the acquisition of subsidiaries made from the
datc of transition to {FRS to 331 Decembier 2009, goodwill represents
the excess of the cost of an acquisition over the fair value of the
Group's share of the net dentfiable assets acquired. Goodwill on
acquisitions of subsichanes 1s included in :ntangible assets Goodwill
an acquisition of associates and joint ventures represents the
excess of the cost of an acquisition over the fair value of the
Group's share of the net identifiable assets acguired.



Goodwill on acquisitions of associates and joint ventures 1s included
IN INYCSTIMENtS 1N assoUates and joInt ventures.

Goodwill is tested st least annually for impairment and carred at
cost Jess accumulated impairment Josses. An impairment 10ss s
recognised to the extent that the carrying value of goodwill exceeds
the recaverable amount. The recoverable amount is the higher of
fair value fess costs of chspasal and value in use, These caiculatons
require the use of estimates In respect of forecast cash flows and
discount rates and significant management jJudgement in respect
of cash-generating unit (CGU) and cost allocation. imparmentis 3
key source of estirnation uncertainty and has a significant risk of
resuling in a matenial adjustment to the carrying amount of
relevant assets within the next financiaiyear A summary of these
assets by CGU and a description of the key assumptions and
sensitraties 1s Included m rnote T1.

Goodwill is allocated to aggregated CGUs for the purpose of
impairment testing, The allocation 1s made ta those aggregatcd
CGUs that are expected to benefit from the business combinaton
inwhich the gondwill arose Where there are changes to CGUs,
goodwill is reallacated to the new CGUs and aggregation of CGUs
using a relative value method.

Gains and losses on the disposal of an enuty nclude the carrying
amount of goodwill relating to the entty sold

2. Acquired software - Software separately acquired for internal
use 1s capitalised at cost. Software acquired in materiai business
compinations I1s capitalised at its far value as determined by an
independent valuer. Acquired software 1s amortised an a straight-
lkne brasts aver s estimatred useful life of between three and eight
YEears.

3. Internally developed software - internal and external costs
incurred during the preliminary stage of developing computer
software for internal use are expensed a5 incurred, Internal and
external costs incurred to develop computer software for internal
use during the application developmenr stage are capitalised if the
Group expects economic benelits from the development
Capnralisaton in the applicaton development stage begins once the
Group can rehably measure the expenditure auributable (o the
software development snd has demonstrated its intentiorn to
complete and use the software. Internally developed software 15
amortsed on a stralght-Iine basis over its estmated useful life of
bewween three and ten years.

4. Acquired intangible assets - Acqguired intangible assets include
customer lists, contracts and relauonships, trademarks and brands,
publshing nghts, centent, technalogy and software righits. These
assels are capiabsed on acquisiion at cost and ncluded In
intangible assets. Intangible assets acquired in matenal business
combinations are capialised at therr fair value as determined by an
independent valuer Intangible assets are smortsed over their
esumated useful lives of between two and 20 years, using an
arorusation method that reflects the pattern of their consumation.

5. Product development assets - Product development assers
represent direct costs incurred in the development of educational
programmes and tirles prior to their publicaton. These costs are
recognised as current intangible assets where the title will generate
probable future economic benefits and costs can be measured
reliably

Product development assets relating (e content are amaortised
upon publcation of the utle over estmared economic Ives of seven
years or less, being an estimate of the expected operaung lifecycle
of the e, with a higher proportion of the amorysation Taken in the
earher years Proguct development assets relating 1o product
platforms are amartised over 10 years or less, being an estimate of
the expected useful hfe

The assessment of the useful economic Iife and the recoveratulity
of product developrnent assets involves udgement and 1s based on
hustorical trends and management estimanon of future potential
sales.

Product development assets are assessed for impairment triggers
on an annual basis or when triggering events occur. The carmyng
amount of product development assets is set out in note 20.

The investment in product development assets has beett disclosed
as part of cash generated from operations n the cash flow
statemaent {sec nete 33}

Other financial assets
Other financial assets are non-dervalive financal assets ¢lassified
and measured at estimared fair value,

Marketable securiues and cash deposits with maturities of greater
than three months are classified and subseguenily measured at far
value through profit and loss (FVTPL) They are remeasurec at each
balance sheet date by using market datz and the use of established
valuanor technigues Any movement it the fair value 1s immediately
recogrised in finance income ar finance costs in the incame
staterment,

Investments In the equity nstruments of other enuties are
classified and subsequently measured at fair value through other
comprehensive income (FYOCY). Changes in fair value are recorded
N cquy N the far value resenve via other comprehensive income
On subsequent disposal of the asset, the net farr value gains or
losses are reciawsified from the far value reserve to retained
earmings. Any dradends receved from equity iInvestments classified
as FVOC| are recognised in the income staterment unless (they
represent a return of capital

Inventories

Inventories are stated at the lower of cost and net realisatle value.
Cost 15 determined using the weighted average method or an
approximation thereof, such as the firstin first out (FIFO) method.
The cast of finished goods and wark in progress Comprises raw
materials, direct labour, other direct cests and related production
overheads. Net realisable value 1s the esumated selling price in the
ardinary course of business, less esumated €osts necessary 10
rnake the sale. Prowvisions are made for slow-mowving and obsolete
stock

Royalty advances

Advances of royalues o authors are ncluded within rade and
other recevables when the advance I paid less any provision
required to adjust the advance to s net realisable value The
realisable value of royalty advances relies on a degree of
management esimation in determining the profitability of indivicual
auJthor contracis. If the estirnated realisable value af suthor
contracts 1s overstated, this will have an adverse effect on operating
profits as these excess amounts will be written off.
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1a. Accounting policies continued

Royalty advances continued

The recoverability of royalty advances s based upon ar annual
detalled management review of the age of the advance, the future
sales projecaons for new authors and prior sales history of repeat
authors,

“he royalty advance 1< expensed at the contractec or elfletlive
royalty rate as the related revenues are earnec. Royalty acvances
which will be consumed within one year are held in current assets
Royalty advances which will be consumed after one year are held in
nor-current assets

Cash and cash equivalents

Cash and cash equwalents in the cash flow statement include cash
in hand, deposits held on call with banks, other short-term highly
hguid investments with onginal maturities of three months or less,
and bank overdrafls Bank overdrafts are included in borrowings in
current habilues in the balance sheet,

Short-rerm deposits and marketable securities with maturties of
greater than three months do not qualify as cash and cash
equivalents and are reported as financial éssets. Movernenis on
these firancial assets are classified as cash flows from finanang
activitics 1n the cash flow statcment where these amounts are used
o offset the barrowings of the Group or as cash llows from
investing actwities where these amounts arc heid to generate an
investment return.

Share capital
Ordinary shares are classified as equity

Incremental costs directly atnoutable to the issue of new
shares or opttons are snown In eguity as a deducton, net of tax,
from the proceeds

Where any Group company purchases the company’s equity share
capital {treasury shares), the considerstion paid, ncluding any
directly attributable incremental costs, net of Income taxes, is
decucted from cqguity attributable to the company's equity holders
untit the shares are cancelled. reissued or disposed of Where such
shares are subsequently sold or reissued, any consideration
receved, net of any directly attributable transaction costs and the
related income tax effects, 15 inchuded in equity atiriburable to the
company's equity holders

Ordinary shares purchased under a buyback programme are
cancelled and the nominal value of Lthe shares s translerred to a
capital redemption reserve.

Borrowings

Borrowings are recognised iniually at fair value, which 1s proceeds
received net of transaction costs iIncurred Borrowings are
subsequently stated at amorused cost with any difference between
the proceads (net of transacticr costs) and the redemption value
being recognised in the iIncome statement over the period of the
vorrowings using the effective interest method. Accraed mterestis
included as part of borrowings.

Where 3 debt instrurnent s in a farr value hedging relationship,
an adjustment Is made to 1ts carrying value in the mcome statement
to reflect the hedged risk.

Where a debtinstrument Is 1n e net investment hedge relationship,
gains and losses on the effective portion of the hedge are
recognised in other comprehensive INCome
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Derivative financial instruments

Dervalives are recognised at Tair value and remeasured at each
balance sheet date The fair value of derivatives 1s determmed by
using market data and the use of established estimation technigues
such as discounted cesh flow and optron valustion models

For dernatives in a hedge relationship, the currency basis spread
1§ excluded from the designation as a hedging instrument.

Changes in the farr value of derrvatives are recognised immediately
In finance income or costs. However, dervauves relaung 10
borrowings and certain foreign exchange contracts are designated
as part of a hedging Lransacuon.

The accounting treatment 1s summarised as follows:

T I_Q;porting of gains
and losses on
effective portion
of the hedge

Reporting of gains
and losses on
disposal

Typical reason

for designation

Net investment hedge
The derwative creates a - Recognised in other
fareign currency lizbility  comprehensive
which s used to hedge  income.

changes in the value of

a subsigiary which

transacts in that

currency.

On the disposal
of foreign
operations or
subsidiaries, the
accumulated
value of gains
and osses
reporied in ather
comprehensive
INCome 15
transferred to
the ncome
statermert

Fair value hedges

The de-ivative
transforms the interest
profile on debt from

If the debr ard
derivauve are
disposed of, the

CGains and losses
on the dervative
are reported in

fixed rate to floatung finance iIncome cr value of the
rate. Changes in the fmance costs derwative ang
value of the debl as 5 However, an equal the debt

and opposite change  (including the farr
15 made Lo value

the carrpng value of  adjustment) are
the debt (a farr value  reset to zero.
adjustment) weth the  Any resuitant
benefit/cost reported  gamorlossis
infinance iIncome or - recoghised In
finance costs The finance incore
net result shauld be  or finance costs
azerochargeona

result of changes in
interest rates and
foreigr exchange rates
are offset by equal and
opposite changes In
the value of the
derwanve When the
Group's debtis
swapped to floating
rates, the contracts
used are designated as  perfectly effective
fair value hedges. hedge.

Non-hedge accounted contracts

Recognised inthe
Income staternent.
No hedge accounting
applies.

These are not
designated as hedging
mstruments. Typically,
these are short-term
contracts to convert
debt back o fixed rates
or foreign exchange
contracts where a
natural offser exists.



Taxation

Current tax is recognised at the amounts expecled to be paid or
recovered under the tax rates and laws that have been enacted or
substanuvely enacted at the balance sheet dale

Delerred income 1ax is provided, using the balance sheet hability
methad, an temporary differences arising hetween the tax bases of
assels and liabilities and their carrying amoungs Deferred incorne
tax is determined using rax rates and laws that have been enacted
or substanuvely enacted by the balance sheet dale and are
expected ta epply when the related deferred tax asset 1s realised or
the deferred income tax hability 15 settled

Deferred tax assets are recognised to the extent that it 1s probable
that future taxable profit will be available against which the
termporary differences can be utlised.

Deferred income tax s provided in respect of the undistributed
earnings of subsidiaries, associates and joint ventures other than
where it is Intended thar those undisinbured earmings will not be
remitted in the foreseeable future

Current and deferred tax are recognised in the income statement,
except when Lhe tax relales to Items charged or credited directly to
eQuUity of other comprehensive income, iy which case the tax s also
recognised N equity or other camprehensive income.,

The Group 5 subject to InCome Taxes In numerous Jursdictions.
Significant judgement is requirer] In determining the estimates in
relation to the worldwide provision for income taxes. There are
many ransachons and ralculations for which the uinmate tax
determinghion Is uncertain guring the ordinary course of business
The Group recogrises lax provisions when It 1s considered prabable
that there will be a future outflow of funds to a tax authority The
provisions are based on management's hest juogement of the
application of tax legisiation and best estimates of future settlement
ampunts (see note 7)), Where the final tax outcome of these matters
15 different from the amounts that were intially recorded, such
differences will impact the income tax and deferrad tax provisions
In the penod in which such determination 1s made

Deferred tax assets and liabiities require management judgement
and esumartion in datermining the amounis 1o be recognised. In
particular, when assessing rhe extent ro which deferred rax assers
should be recognised, significant judgement 1s used when
considering the tming of the recogrition and estmation 1s used to
determing the level of future taxable income together with any
future tax planming strategies {see note 13).

Employee benefits

1. Pensions - The renrement benefit assel and obligation
recognised in the balance sheet represent the net of the present
value of the defined benefit obligauon and the fair value of plan
assets at the balance sheet date The defined benefu obligation is
calculated annually by \ndependent actuares using the projecred
unit cregit megnod. (he present vatue of the defined benefit
cbligation 1s determined by discountng estirmated future cash flows
using yrelds an high-quality corporate bonds which have terms to
maturity approximaung the terms of the related hability

When the calculation results In a potenual asset, the recognition

of that assets limited to the asset ceiling - that s the present value
of any economic benefits available N the form of refunds from the
plan or areduction in future contributions. Management Uses
Judgement to determine the level of refunds available from the
plan n recogrising an asset

The deterrminaucn of the pension cost and defined Denefit
abhigation of the Group's defined benefit pension schemes deperds
on the selection of certain assumpuons, which include the discount
rate, inflabon rate, salary growth and longevity (see note 25).

Actuanal gains and lcsses ansing from experience adjustments and
changes in actuanal assumptions are charged ar credited to equny
in other comprehensive iIncome In the period In which they arise
The servce Cost, representing benefits accruing over the year, 1s
included In the Income statement a5 an operating cost, Net interest
is calculated by applying the discount rate to the net defined benefit
obligation and 1s presented s finance costs or finance incormre,

Obhgations for contributons o defined contribution pension plans
are recognised as an operating expense In the income statement
as Incurred

2. Other post-retirement ckligations - The expected costs of
post-retirement medical and Ife assurance benefis are accrued
over the period of employment, using a similar accounung
methodology as for defined benefit pension nbligations. The
habilities and costs reiaung ta stgnificant other past-retrement
obligatons are assessed annually by independent qualified
Jreuarres.

3. Share-based payments - The fair value of oprions or shares
granted under the Group's share and option pians is recognised as
an employee expense after taking Into account the Group's best
estmate of the number of awards expected to vesl. Far value s
measured at the date of grant and Is spread over the vesung penod
of the option or share. The fair value of the options granted 15
measured using an option model that 1s most appropriate to the
award. The fair value of shares awarded is measured using the
share pnce at the date of grant unless anather method 1s more
appropriate Any proceeds received are credited to share capital
and share premium when the options are exercised
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Notes to the consoclidated financial statements continued

1a. Accounting policies continued

Provisions

Prowvisions are recognised if the Group has a present legal or
constructive obligstion as a result of past events; it s more likely
than not that an outflow of resources wall be required to settle the
obligaton and the amaount can be reliably esumarted. Provisians are
discounted to preseni value wnere the effect 1s matevial.

Revenue recognition

The Group's revenue streams are courseware, sssessments and
services. Courseware includes curriculum materials provided in
boaok form and/or vis access o digital content Assessments
includes test development, processing and scoring services
provided to governments, educational institutions, corporatans
and professicnal bodies. Senaces inciudes the operation of schocls,
colleges and universities, including sistermas in Brazil, as well as the
provision of online learning services 1n partnership with un'versites
ard other academic institutions

Revenue s recogrised in order to depict the transfer of control of
promised goods and services to tUStomers in &N amount that
reflects the corsideranon to which we experT to be enttledin
exchange for those goods and services. This process begins with
the idenufication of our contract with @ customer, which 15 generally
through a master services agreement, customer purchase order, or
a combination thereof, Within each contract, judgement 1s applied
to determine the extent to which actvties within the contract
represent disunct performance otligauons 1o be delivereo and the
total amount of transacuon price to which we expect to be entided

The transaction price determinec 1s net of sales taxes, rebates and
discounts, and after eliminating sales within the Group. Where a
cantract contains multiple performance obligations such as the
provision of supplementary mateniats or online access with
textbooks, revenue 15 sllocared on the basis of relatve standalone
selling prices. Where a contract contains variable consideration,
sigrificant estimation is required to determine the amaount to which
the Group 1s expectad o be enutled

Revenue 1s recognised on contracts with customers when or &s
performance obligauons are satisfied, which 1s the period or the
noint N tme where control of goods or services transfers to the
customer. Judgement 1s applied to determine first whether control
passes aver time and If not, then the point In ume at which control
passes. Where revenLe Is recognised over time, jJudgement s used
to determine the method which best depicts the transfer of control.
Where an input method is used, significant estimation is required to
determine the progress towards delivering the perfarmance
obligaton.

Revenue from the sale of books is recognised net of 3 prowision for
anricipated returns. This provision 15 based primarily on historical
return rates, custormer buying patterns and retailer behaviours
including stock levels {see note 24) ¥ these estimates do not reflect
actual returns in future penods then revenues could be
understated or overstated for a particular period When the
proviston for returns Is remeasured at each reporung date to reflect
changes in estimates, & corresponding adjustment 1s also recarded
Lo revenue.
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The Group may enter INto contracts with angther party 1In addition
to our customer In making the determination as to whether
revenue shoutd be recognised an a gross or net basis, the cantract
with the customer I1s analysed to understand which party controls
the relevant good or service prior to ransferring to 1Ye customer
This Juagement s informed by facts end arcumstances of the
contractin determining whether the Group has promised 1o
provide the speanea good or service or whether the Group s
arranging for the transfer of the speafied good or service, including
which party 1s responsible for fulfiiment, has discreton to set the
price tc the customer and s responsible for inventory risk. On
ceriain contracts, where the Group acts as an agent, only
commissions and fees receivable for services rendered are
recognised as revente Any third-party cos:s incurred on behalf of
the principsl that are rechargeabile under the contractual
arrangement are not included in revenue.

Incame from recharges of lreight and other actvties which are
inaidental to the normal revenue-gencrating acuvities is included in
other mcome.

Additional detalls on the Group's revenae streams are also included
innote 3.

Leases

The Group as a lessee

The Group assesses whether a contract 1s or contairs a leasc at the
inception of the contract. A contract s, or contains a lease. if the
contract conveys the right tc contref the use of an idennfied asset
for & neriod of time in exchange for consideration. The Group
retogrises a right-of-use asset and & lease hability at the lease
commencement date with respect to all lease arrangements excepl
for stiort-term leases {leases with a lease term of 12 months or less)
and leases of low-value assets. For these leases, the lease payments
arc recognised as an operating expense on a straight-line basis
over the term of the lease.

The right-of-use asset s inually measured at cost, comprising the
inital amount of the lease hatiiity plus any initial direct costs
incurred and an esumate of costs to restore the underlying asset,
less any lease incentives received. The nght-of-use asset is
subsequently depreciated using the straight-hne method from the
commencement date to the earlier of the end of the useful life of
the agsset or the end of the lease term. The Group apples IAS 36 (o
determine whether a nght-of-use asset s impaired. The lease
lhability 1s initially measured at the present value of the lease
payments that are not paid at the commencement date, discounted
using the interest rate imphat in the lease or, if that rate cannot be
readily determined, the incremental borrowing rate The lease
liability is measured at amorused cost using the effective interest
method. It is remeasured when there is a change 1in future lease
payments ansing from a change in an index or a rate or a change In
the Group's assessment of whether 1t will exercise an extension

or termination opuon When the lease hability 1s remeasured,

a corresponding adjustment 1s made o the rnight-ofl-use assel.

Management uses judgemert to determine the lease term where
extension and termination options are available within the lease.



The Group as a lessor

When the Group 1s an intermediale lessor, the head lease and
sublease are accounted for as two separate contracts. ihe head
lease 1s accounted for as per the lessee policy above. The sublease
s classified as a finance lease or operaung lease by reference (o the
right-of-use asset arising from the head lease, Where the lease
transfers substantially all the risks and rewards of ownership to the
lessee, the contract s classified as a finance lease; all other leases
are classified as operating leases Rental income from operatng
leases I1s recogrised an a strasght-line basis over the term of the
relevant lease. Amounts due from lessees under finance subleases
are recognised as receivables at the amount of the Groug's nel
nvestment in the leases discounted using the interest rate symplhicic
inthe lease or, if that rate cannot be readily determined, the
discount rate used In the head lease.

Dividends

Final dwidends are recorded in the Group's finanna!t statements in
the periad in which they are approved by the company's
shareholders. Interim drvidends are recorded when paid

Discontinued operations
A discontnued operauon is a component of the Group's business
ihat represents a separate rmajor hine of business or geographical
area of operanons that has been disposed of or meets the critena
10 be classified as held for sale,

When applicable, discontinued operatons are presented in the
Incame statement as a separate line and are shown net of tax

Assets and liahilities held for sale

Assets and habilities are classified as held for sale and stated at the
lower of carrying smount and fair value iess costs to sell if it1s highly
probable that the carrying amount will be recovered principally
through a sale transaction rather than through continuing use.

No depreciation 1s charged in respect of non-current assets
tlassified as held for sale. Amounts relating ro non-current asscts
and habiiities held for sale are classified as discontinued operations
In the income statement where appropriate.

Trade receivables

Trade recevables are stated al fair value afler provision for bad and
doubrtful debrs. Provisions for bad and doubtful debis are based on
the expecled credit loss model, The ‘simplified approach’is used
with the cxpected loss allowance measured at an amount equal 1o
the lifeume expected creds (osses A provision for anticipated
future sales returns 1s included within trade and other habiltes
{also see Revenue recognmiuon policy).

1b. Going concern

In assessing the Group's ability to continue as a gomg concern for
the perod 1o 30 June 2023, the Board analysed a vanety of
downside scenanos including a severe but plausible scenarno where
the Group is impacted by a combination of 3l principal nisks from
2022 as well as reverse stress testing 1o idenufy what would be
requirad (o either breach covenants or run out of liguidity The
severe but plausible scenano madelied & severe reduction in
revenue, profit and operaung cash flow from nsks which in
aggregate were significantly greater than seen in 2021 conunuing
throughout 2022 to 2023

Ar 371 December 2027, the Group had available hiquidity of c£1.66n,
compnising central cash balances and its undrawn $1.19bn
Revolving Credit Faaliy {RCF). In February 2022, the Group
renegouated its revolang credit facility, extending the maturity of
$1bn of tne facility by one year 16 Febiruary 2026, Bven under a
severe downside case, the Group would maintain comfortable
liguidiry headroom and sufficient headroom against cavenant
requirements dunng the period under assessment even before
modeling the mitigating effect of acuons that management would
take in the event that these downside nsks were to crystaliise

The directors have confirmed that there are no matenal
uncerlainues that cast doubt on the Group's gomg concern status
and that they have 3 regsonable expectation that the Graup has
adequale resources Lo cantinue in aperationral existence for a
merimurn of the next 17 manths

1c¢. Climate change

The Group has assessed the impacts of climate change onthe
Grougy's financal staterments of our commitment to achieving net
zerg by 2030, and the acuons the Group intends to take Lo achieve
those targets. Thie assassriient dird not dentify any material imuact
on Lhe Group's significant jJudgements ar estimates at 31 December
2021, ar the assessmerit of going concern for the perod to fune
2022 5nd the Group's viability over the next five years Specifically,
we have considered the followang areas:

- The physical and transitien nisks associared with chimate change;
ang

- The acuons the Group s taking to meel s carbion reduction and
net zero targets.

As 3 result, the Group has assessed the impacts of chimate change
on the finangial statements, and in particular, on the following
areas;

- The impact on the Group's future cash flows, and the resulung
irnpact that such adjustments to our future cash flows would
have on the guicome of the annual Impairment testing of our
goodwiil balances (see note 11 for further details}, the
recogniton of deferred tax assets and our sssessment of going
concern;

- The carrying value of the Group's assets, in particular the
recoverable amounts of inventories, product development
assels. intangivle assels and property, plant and equipment: angd

- Any changes to our estimates of the useful economic lives of
product developrment assers, intangible assets and property,
plant and equipment
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Notes to the consolidated financial statements continued

2. Segment information

On & March 2027, the Group announced a new strategy, which included a new management structure and operating model. As a result, the

primary operating segments reported 1o the Group's chief operating decision-maker, the Pearson Execotive Management tearm, have

changed from 1 July 2021 ta reflect the new Group structure, There are now five mair global husiness divisions, which are each considered
separale operaung segments for management end reportung purposes These five divisions are Assessment & Gualfications, Virtual Learning,
English Language Learning, Higher Educauon and Workforce Skills. In addition, the Internatianal Courseware locel publishing businesses are
unaoer strategic review and during this ime are being managed as a separate dvision, known as Strategic Review For the comparative period,
the Group has separately disclosed the rosults from the Pengun Random House assnoate 1o the point of disposal in Aprif 2020, Comparative

figures for 2020 have been restated o reflect the new segments.

The following describes the prinapal activities of the five main operating segments:

- Assessmen: & Qualiicauans - Pearson VUE, US Student Assessment, Chinical Assessment, UK GCSE and A Levels and tntecnatonal

acacemic gquakfications,
- Wirtwal Learmirg - Virtual Schools and Online Program tznagement
- English Language Learning - Pearson Test of English, Instirutional Courseware and English Online Solunons
- Higher Educauon - US, Canachan and international Migher Education Courseware businesses
- Workforce Skills - BTEC, GED, TalentLens, Faethm, Pearson College and Apprenucesnips.

For more detail on the senvices and preducts included :n each operaung segment, refer tc the sirategic report.

2021
T English h S Penguin
Assessment & Virtual Language Workforce Higher Strategic Random

All figures in £ millions Notes Qualifications Learning Learning Skills Education Review House Group
Sales 3 1,204 713 238 172 849 252 - 3,428
Adjusred operating profit 216 32 15 27 73 22 - 385
Cost of major restructuning (48} {48) (27 (28) (63) - - {214)
Intangible charges 13} (25) (3) [} (2) (1) - (51}
Qther net gains and losses - - - (2) - 65 - 63
Operating profit/{loss) 155 41y {15) (10} 2 86 - 183
Finance costs [ (68}
Finance income 5 42
Profit before tax 157
Income (ax 7 3
Profit for the year 160
Other segment items
Share of results of joint ventures
and associates 12 - M 3 {1} - - - 1
Depreciation and impairment 10 92 48 14 9 63 15 - 241
Amaortisaton anc iImpairment 11,20 129 &7 34 25 165 26 - 446
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Saies

Adjusted operating profic
Cost of major restructuring
Imcangiole charges

QOther net gains and losses
Operating profit/(loss)

Asspnsrien: &
Qualf eet.ons

2 1.082
147

{29 (30}

18 ()

Finance cosls

Finance income 3
Profit before tax

income tax 7
Profit for the year

Other segment items

Share of results of joint venlures

and associates 12 - -

Depreciation and impairment 10 53 21

Amaortisalion andg impairment 1,20 __JS 64

There were o material nter-segment sales in either 2021 or 2020

Corporate costs are allocated 10 business segments on an
appropriste bgsis depending on the nature of the costand
therefare the 1otal segment result 1s equal 1o the Group cperaung
profit.

For addinonal detaled informanaon on the calculauon of adjusted
operatirg profit as shown n the abave tables, see pages 224-228
(Financal key performance indicators).

Adjusied operaung profit 1s shown in (he above tables a5 L 1s

the key inancia! measure used by management to evaluate the
perfarmance of the Group. The measure also enables investors to
mare easily, and consistently, track the underlyng operauonal
perfarmance of the Group and 1ts business segments over time by
separating out those tems of incarme arid expenditure relating to
acquisiuon and disposal (ransactions, major restructuring
programmes atid certam other items that are alsa not
representative of underlying performance, which are explaned
below and reconciled in nate 8.

Cost of mayor restructunng - in March 2021, the Group announced
3 restructuring programme, to run primarily in 2021 The
prograrnme includes the reorganisation of the Groug inro free
global business divisions and the simplificauon of the Group's
property portfohe The restructuring costs in 2021 of £274m mainly
relate to the impairment of nght-of-use property assets, the
write-down of product develaprment assers and staff redundancies
The costs of this restructuring programme are significant enough 1o
exclude from the adjusted operaung profit measure 5o as to better
Fughlight the underlying performance (see nate 4)

Znghsh Pergur
lang.age Warg'arce agher Ranao™
Learn rg Sxllle Eancsuon hor.se Groun
218 163 956 - 3397
1 26 93 I 313
{7) 8} 3 (3} - (80}
~ - - (2) 180 178
{6 18 80 11 181 411
(107}
50
354
{44)
310
4 _ - - [ 5
7 5 28 i - 125
i 34 21 167 35 - 3

Intangible charges - These represent charges relaung 1o ntangibles
acquired through business combinations and intangibles relating to
associates. These charges are excluded as they reflect past
ACGUISILON 3ClvIty ano do not necessarily reflect the current year
performance of the Group. Intangible amortisation charges in 2021
were £51m, which included no impairment charges. 1n 20290,
ntangible charges were £30m mcluding mpairment charges of
£12m

Other net gains and losses — These represent profits and losses on
the sale of subsidiaries, |oINt ventures, assoaates and other
financial assets and are excluded from adjusted operatng profic as
they distort the performance of the Group as reported on a
statutory basis, Other net gains and fosses also includes Cosis
refated to business ciosures and acquisiuons Other net gans in
7021 largely relate to gains from the disposal of PIHE and the K172
Sistemnas business in Brazil offsel by costs refated 1o the acguisition
of Faethrn and the wind-cown of certain strategic review
businesses, In 20247, they largely relate to the sale of the remaining
nterest in Penguin Rendom House (£180m gaing
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Notes to the consolidated financial statements continued

2. Segment information continued
The Group operates in the iollowing main geographic areas

sa\gL o M OM-CorPent e80Ty
Alltigres in ¢ rithors 2021 2020 2021 2028
UK 355 315 582 669
Otner Eurapean countrigs 249 2B 123 129
us 2,182 2,335 2,146 2,362
Canada 111 9N 225 147
Asia Pacfic 359 251 192 149
Qther countries 172 185 20 20
Total 3,428 3.397 3,288 3486

Sales are allocated based on the country in which the customer is located This does not differ materially from the locauon where the order s
recewed. The geographical sphit of non-current assets s based on the subsidiary's country of domecile. This 1s nct matenally different wo the
location of the assets Non-current 3ssets comprise property, plant and equipment, Intangiole assets, INnvestments It joint ventures ard
associates snd trade and other recevables

3. Revenue from contracts with customers

The following tables analyse the Group's revenue streams. Courseware Includes curriculum materials provided in book form and/or via access
1o digial content Assessments includes integrated test development, processing and sconng senaces provided to governments, educational
institutions, corporations and professionat bodies Senveces includes the operation of schools, colleges and unwersities, Including sistemas in
Brazil, a5 weli as the provision of online learnirg services in partnership with universites and other academic insututions Comparative figures
for 2020 have been restated to reflect the new segments.

The Group derived revenue from the transfer of goods and services over ume and st a pont in fime in the following major product lines:

o 2021
English
Assessment & virtual lLanguage Workforce Higher Strategic
All figures in £ millions Qualifications Learming Learning Skills. Education Review Total
Courseware
Products transferred at a point in tme 44 - 109 - 283 198 634
Products and services transferred over time 14 - 26 - 558 33 631
58 - 135 - 811 231 1,265
Assessments
Products transferred at a point In ime 173 - 6 16 - - 195
Products and services transferred over tme 973 - 72 119 - - 1,164
1,146 - 78 135 - - 1,359
Services
Products transferred at a point in time - - 22 - - 14 36
Products and services transferred aver tme - 713 3 37 8 7 768
- 713 25 37 8 21 804
Total 1,204 713 238 172 849 252 3,428
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8l rgures it § il ors CuslT catons

Courseware

Products transferred at a paint in time 43

Products and services transferred over ume 14

57

Assessments

Products transferred at a point in ume 138

Products and services transferred over tme 887
1.025

Services

Products transferred at & pointin time -

Producs and services transferred over ume -

Total 7,082

a. Nature of goods and services

The follawing 1s 8 description of the nature of the Group's
performance obhigations vathin contracts with customers broken
down by revenue stream, along with significant jJudgements and
estimates made within each of thse revenue streams.

Courseware

W ey areas of esumanon

The level of provisions required far anticipated returns is
estimated based on historical experience, customer buying
patterns and retaller behaviours including stock levels.

Revenue s generated from custamers through the sales of print
angd digital courseware materials 1o schools, bookstores and direct
1o Indwidual learners. Goods and services may be sold separalely
or purchased together in bundled packages. The goods and
services included in bungdled arrangements are considered distinct
performance obligations, except for where Pearson prowvides both a
licence of intellectual property and an ongoing NOSTiNg senvice.

As the licence of intellectusl property s only available with the
concurrent hosting service, the licence 1s not treated as a distinct
performance obligation separate fram the hosting service.

The transacton price is sllocated between distnct performance
ohligations on the basis of their relative stancalone selling prices

In determining the transaction price, variable consideratlion exsts
i the form of discounts and anticipated returns. Discounts reduce
the ransacton price on a given transaction A prowsion for
anticipated returns 1s made based primardy an kustonical reurn
rates, customer buying patterns and retailer behaviours including
stack levels (see note 24), If these estimates do not reflect actual
returns in future periods then revenues could be understated or

2020

ilg\\éh
el Jangoope o ko e —Igher Sharegd

Vearr ng calrirg Sklls Euzanne Rewvew Total
- 108 - 313 208 670

- 24 - 530 28 696

- 130 - 943 236 1366

- 3 7 - - 148

- 61 123 - - 1.071

- 84 130 - - 1219

- 22 - - 77 44
697 2 33 13 28 768
¢392 24 33 3 50 812
692 218 163 956 286 3,397

overstated for a particular perind. Variable consideration as
described above 15 determined using the expected value approach.
The sales return hability ar the end of 2021 was £83m (2020: £86m)
(see note 24) This represents 13% of courseware sales transferred
at a pontIn Tme.

While payment for these goods and services generally occurs st the
start of these arrangements, the length of tme between payment
and delivery of the performance obligauons is generally short-lerm
In nature or the resson for early payment relates to reasons other
than financing, including customers securing a vendor in a
longer-term arrangerment or the transfer of goods or services 1s at
the discretion of the customer. For these reasons and the use of
the practical expedient on short-term financing, significant financirg
components are not recognised within Courseware transactions,

Reveriye from the sale of physical books is recognised at a point in
tme when control passes This is generally at the point of shipment
when title passes 1o the customer, when the Group has & present
right to payment and the sigrificant risks and rewards of ownership
have passed 1o the customer. Revenue from physical books sold
through the diect print rental methad is recogrised over the rental
period, as the customer 15 simulanecusly recemving and cansuming
the benefits of this rental service through the passage of ume.

Revenue from the sale of digital courseware products 1s recagnisec
on a straight-ing basis over the subscription period, unless hosted
by a third-party or representauve of a downloadable preduct, n
which case Pearson hias no ongoing obligation and recognises
revenue when control transfers as the customer 1s granted access
ta the digital product.

Revenue from the sale of 'off-the-shelf” saftware 1s recognised on
delivery ar on installation of the software where that s a condition
of the contract. In cernain arcumstances, where installation 1s
complex, revenue 1s recogrised when the customer has completed
their acceptance procedures
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Notes to the consolidated financial statements continued

3. Revenue from contracts with customers
continued

Assessments

Revenue s prnmarily gererated from mult-year contractual
arrangements related (o large-scale assessmens delivery, such as
contracts to process qualifyng tests for indwviduat professions and
goverament departments, and 's recogrised as performance
uiedls Under these arrangements, while the agreement spans
multiple years, the contract duration has been cetermined (o be
each testing cycle based on contract structure, including clauses
regarding rerminaticn

While 1n some cases the cuslomer may have the abliity to terminate
during the term for convenience, significant financial or qualitatve
barriers exist imiting the potenual for such terminanons in e
midale of a testung cycle.

Within each testing cycle, a vanety of service actvities are
performed such as test administration, aelivery, scoring, reporting,
irtern developrment, operational services and prograrnme
management These services are not treated as disunct n the
conext of the customer contract as Pearson provides an iniegrated
managed service offering and these activties are accounted for
together as one comprehensive performance obligation.

within each testing cycle, the Lransacuion price may conta:n both
fixed and vaniable amounts Varzble considerauon wirhin these
ransactions primarily relates 1o expected testng volumes Lo be
delivered in the cycle. The assumptions, nsks and uncertainzics
inherent to long-term contract accounting can affect the amounts
and timing of revenue and related expenses reported. Variable
consigeration s measured using Lthe expecled value method,
eXCept where amounts are Contingcnt Upon a future evenr's
occurrence, such as performance bonuses, Such event-driven
corungency payrments are measured using the most hkely amount
approach in estumatng and constraining variable consideration,
historical experience, current trends and lacal market conditons
are considered To the extent that a higher degree of uncertainty
exists regarding variable consideration, these amounts are
excluded from the transaction price and recognised when the
uncertainty 1s reasonably removed

Customer payments are generally defined in the contract through a
payiment schadule, which may reguire customer acceptance for
services rendered. Pearson has & history of prowiding sausfactory
services which are accepred by the customer while a delay
Detween rendering of services and payment may xist, payment
terms are within 12 months and the Graup has elected to use the
pracucal expedient avallable in 1FRS 15 Tevenue from Contracts
with Custormers’ and notidentify a significant financng component
on these transactions.

Revenue 15 recogrised for Assessment contracts over ume as the
customer is benefiting as performance takes place through a
continuous transfer of control to the customer. This continucus
transfer of contral to the customer is supported by clauses in the
contracts which may allow the custamer to terminate for
convenience, compensate Us for work performed to date, and take
possession of work in process.
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As control translers over ume, revenue is recognised based on the
sxtent of progress towards completion of the performance
abligauon. The selection of the method to measure progress
towards completion reguires judgement and 1s based on the nature
of the services provided. Revence 1S recognised on a percentage of
costs basis, calculated using the proporuon of the otal esnmated
costs incurred 1o date. From 2021, the proportion of esumarted
costs incunred w ddle s primarly based on historical cost aralysis
for similar groups of contracts, with regular true-ups to contract
costs throughous the contract period Previcusly, the proportion of
estimated c0sts Incurred to date was based on indmvidual contract
analysis. The change in Input methodology has nat resulted ir a
material impact on revenue recogniton Percentage of completion
1s used to recognisc the transfer of control of services providee as
these services are not provided evenly throughout the testng cycle
and involve varying degrees of effort during the contract term.

Lcsses on contracts are recognised in the period in which the loss
first becormes foreseeable, Contract lusses are determmced to be
the amount by which estmated total costs of the contract exceed
the cstimated totzl revenues that will be generated

In Assessments coniracts driven primanby by transactions airectly 1o
end users, Pearson’s main obligaton 1o the customer INvolves test
delvery and scoring Test delvery and scornng are defined as a
single performance obligation delivered over time whether the test
s sebsequently manually scored or digitally scared on the day of
the assessment. Customers may also purchase print ana digial
supplemental matenals. Print producrs inthis revenue stream are
recognised at a point In time when control passes to the cusiomer
upon shpment Recogniton of digital revenue will occur based on
the extent of Pearson’s ongoing hosting obligation.

Services

Reveriue 1s primarily generated from multi-year contractual
arrangements related to large-scale educational service delivery
o academic insututions, such as schoals and higher educanon
universities Unger these arrangements, while an agreement may
span multiple years, the contract duration has been determined to
be each academic period based on the structure of contracts,
including clauses regarding terminarion. While in some cases the
custormer may have the ability to terminate durng the term for
convenience. s.grificant financial or qualitative barners exist hmiting
the potential for such terminations 1n the middle of an acadermic
period The academic period for this customer base is normally an
academig yeer for schools and a semester for higher educaton
universiies

Within each academic period, a variety of services are provided
such as programme development, student acquisition, education
technology and student support services These services are not
distinct in the context of the custormer contract as Pearson provides
anintegrated managed service offering and these activities are
accounted for together as a comprehensive performance
obligauon.



Where Servces are provided to university customers, volurme and
ransaction price are fixed at the start of the semester. Where
Services are prowded Lo school customers, the transaction price
rmay cantain both fixed and vanable amounts which require
estimaucn durng the academic period. Esumation s reguired
where considerarion s based upon average enrolments or other
metrics which are not known at the start of the academic year.
Variable consideration 1s measured using the expected value
method. Histoncal experience, current irends, local circumstances
and customer-spedfic funding formulas are considered in
esumating and constraining varnable consideration To the exient
that a higher degree of uncertainty exists regarding vanable
consideration, these amounts are excluded from the transaction
price and recognised when the uncertainty 1s reasonably removed

Customer payments are generally defined in the contract as
ccecurring shortly after nvaicing. Where there is a longer payment
term offered to a customer through a payment schedule, paymens
terms dre within 17 months and the Group has elected to use the
practical expedient avalable in IFRS 15 and not identfy a significant
financirg componeric on these tratisgctions

Revenue s recognised for Service confracts over ime as the
customer 1s benefiting as performance takes place through a
cantinuous transfer of conirol to the customer This continuous
transfer of control w the customer 1s supported by clauses in the
contracts which may allow the customer to terminate for
convenience, compensate for wark performed to date, and take
possession of work In process.

As control transfers over ume, revenue 1s recognised based on
the extent of progress towards completon of the performance
obligation. The selection of the method 10 measure progress
towsrds completion reguires Judgement and 1s based on the
nature of the products or services provided Within the
comprehenisive service abligation, the trming of services ooours
relatively evenly over each acadermic period and, as such, ume
elapsed 1s used to recognise the transfer of conirol ta the
customer on a straight-line basis

Losses on contracts are recognised it the period in which the loss
first becomes Joreseeable Contract losses are determined 1o be
the amount by which estimated total costs of the contract exceed
the estimared total revenues that will be generated

In cases of optional ar add-on purchases, nstitutions may purchase
physical goods priced at their standalone value, which are
accounted for separately and recogmsed a: the point in ume when
control passes 1o the custarner upan shiprment

b. Disaggregation of revenue

The tables in notes 2 and 3 show revenue from contracts with
Customers disaggregared by operating segrment, geography and
revenue stream. These disageregation calegones are appropriate
as they represent the key groupings used N managing and
evaluating underlying perfarmance of each of the businesses. The
categories also reflect groups of simiiar types of ransactional
characienstics, among similar customers, wath similar accaunting
canclusions.

¢. Contract balances

Transacuons within the Courseware revenue stresm generally entarl
customer billings at or near the contract's incepton and accordmgly
Courseware deferred income halances are primartly related to
subscripuon performance cbligations to be delivered over time,

Transactions within the Assessments and Services revenue streams
generally entail customer billings over time based on periadic
ntervals, progress towards milestones or cnrolment consus dates
As the performance obligations within these arrangements are
delivered aver ime, the extent of accrued incame or deferred
income will ulumately depend upen the difference belween
revenue recognised and bilings to date

Refer to note 22 for opening and closing balances of accrued
income Refer 1o note 24 for opering and closing balances of
defarred income Revenue recognised during the period from
changesin deferred income was drrsen primarily by the release of
revenue over ome from digial subscriptions.

d. Contract casts

The Group capitalises incremental costs 10 obtain contracts with
custamers where 1Lis expected these costs will be recoverahle,
Incremental costs to obtawn contracts with customers are
considered thase which would nat have beer incurred if the
contract had not been obtained. i or the Group, these costs relate
primanly to sales commissions The Group has elected to use the
practical expedient as alfowable by ITRS 15 whereby such costs will
be expensed as incurred where the expected amorusaton penad 15
one year or less, Where the amorusation period 15 greater than one
year, these costs are amorused over the conuract term on a
systematic basis consistent with the transfer of the underlying
gonds and services within the contract 1o which these cosis relate,
which will generally be on a rateable basis

The Group does not recognise any material costs to fulfil contracrs
with customers as these types of activiues are governad by other
accounung standards.

There were na deterred coniract costs in 2021 or 2020,

&. Remaining transaction price

The below table depicts the remaining transaction price on
unsaushed or parvally unsatisfied performance abhgations from
LONTracts with CUSLomers.
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3. Revenue from contracts with customers continued

o . 021
Total
remaining
Deferred Committed transaction 2024
Al figres i £ nullors Sales income sates price 2022 2023 and later
Courseware
Pruduus transferred al 3 poinuin ime 634 1 - 1 1 - -
Products and services transferred over lime 631 93 - a3 60 11 22
Assessments
Products transferred at a point in time 195 - - - - - -
Products and services transferred over time 1,164 255 442 697 503 191 3
Services
Products transferred at a pont inume 36 - - - - - -
Products and services transferred over ume -
subscriptions 290 13 10 23 23 - -
Froducts and services Lransferred over urre -
other ongaing performance obligations 478 24 220 244 244 - -
Total 3,428 386 672 1,058 831 202 25
B T 2z
Toial
temranrn g
Seterred Cormrrtzd “ransact ar 203
Altigres i £ millors Ssles e sates price 2521 2022 crid later
Courseware
Products transferred al 2 point.in Lime 670 - - - - - -
Products and serwices transferred over time 696 05 14 119 B4 14 21
Assessments
Products rensferred at o pont in time 148 1 - a 1 - -
Products and services transferred over time 1.071 217 413 &30 426 203 1
Services
Products transferred at a pomt im trme 44 - - - - - -
Praducts and services transferred over tme -
subscripuons 323 18 i0 28 27 1 -
Products and services transferred over time -
other ongoing performance obligations £45 18 195 213 213 - -
Total 3,387 359 632 9371 751 218 22

Commutted sales amounts are equal 1o the transaction price from contracts with customers, excluding those amounts previously recognised
as revenue and amounts currently recogrised in deferred income. The total of committed sales and deferred income 1s equal to the
remaining transaction price. Time bands stated above represent the expected uming of when the remaining transacuon price will be

recognised as revenue
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4, Operating expenses

All igures £ mlhors 2070
By function:

Cost of goods sold 1,747 1,767

Operating expenses

Distribution costs 62 59
Selling, marketing and product development Costs 521 572

Adrmiristrative and other expenses 802 816

Restructunng costs 214 -

Other income (37) {45}
Total net operating expenses 1,562 1,402

Other net gains and losses (63} (178)
Total ~ 3,246 2,9

Other mcome includes freight income and sublet income. Included i administrauve and other expenses are research and efficacy costs of
£12m {2020, £11m). Other net gains and (osses in 2021 largely refate to the sale of mrereses n PIHE i South Africa arid the school busirness
in Brazil. In 2020, other net gains and losses largely relate to the sale of the remaining interest In Pearson Random House (£180m gain)

in March 2021, the Group announced a Major restructunng programime (o rur i 2027, principally comprising the reorganisation of the
Group into five global business dwisians and the simplificauon of the Group's property portfolic The costs of this programme have been
excluded from adjusted operating profit 5o as to better highlight the underlying performance (see note 8) An analysis of major restructuring

cnsts are as follows:

Allfigures i £l ors

2021 020
By nature:

Product costs 19 -
Employee costs 32 -
Impairment of non-current assets 145 -
Property and faciliues 1 -
Technology and communications 3 -
Professional and cutsourced servaces 4 -
Total restructuring - operating expenses 214 -
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4. Operating expenses continued

Al ngures ia f mdlors Netes 2021 2000
By nature:

Royallies expensed 185 191
Other product costs 353 349
Ernployee benefit expense 5 1,265 1.33
Contract labour 69 67
Employee-related expense 21 30
Promotonal costs 239 223
Depreciation and ympairment of property, plant and equipment 10 241 125
Amorusation and tmpairment of mtangible assets - product devetoprment 20 279 280
Amortsation and mpairment of ntangible assets - software 1% 117 112
Armnortsetion and .mpairment of intangible essets - other 1% 50 80
Property anc fachties 124 85
Technology and communications 215 276
Professioral and outsourced services 477 498
Other general and administrative costs 58 F
Costs capiralised (447) (460)
Other net gams and losses (63) [178)
Other income (37) (45)
Total 3,246 2,991

During the year the Group obtained the following services from the Group’s sud.tors, Pw(:

Allfigares in £ rilligns 7 2021 ZﬂUZC
The audit of parcnt company and consolidsted financial statements 5 5
The audit of the company’s subsidiaries 2 2
Total audit fees 7 7

Audri-related and ather assurance services - -
Other non-audn services - -
Total other services - -
Total non-audit services - -
Total 7 7

Reconail.ation between audit and non-audi service fees 1s shown below:

Alfigure=in £ llons 2021 I
Group audit fees including fees for attestation under section 404 of the Sarbancs-Oxley Act 7 7
Non-audit fees - -
Total 7 7

Fees for atlestation under section 404 of the Sarbanes-Oxley Act are allocated between fees payable for the audits of consclidated and
subsidiary accounts.
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5. Employee information

Alkfigures = £ millors [Re0 2021 2020

Employee benefit expense

Wages and salaries (including terminaucn costs) 1,180 1,152
Sodial security costs 25 96
Share-based payment Costs 25 28 29
Retrement benefits — defined contribution plans 25 37 47
Retrement benefits - defined banefit plans 7 25 25 13
Total 1,365 1337

The detalls of the emoluments of the Directors of Pearson plc are shown in the report on Direclors remuneration

Employee numbers

UK 3,395 3,304
Other European countries 878 38¢

us 11,757 141,432

Canada 593 648

Asia Pacific 2,738 2812

Orther countries 1,383 2,109

Total 7 20,744 21,167

2020 employee numbers have been restatea to be on a comparable basis 1o the current year,

6. Net finance costs

.;\thueﬁ' feloee T T T T e am

Interest payable on fnancial labiliies at amortised cost and associated dervatives 41) (38)
Interest on lease liabilines (27) 41
Net foreign exchange losses - (&)
Derwvatives not 0 a hedge relationship - {22)
Finance casts ) {68) (107)
Interest receivable on financial assets at amorused cost 5 9

Interest on lease receivables 6 9

Net finance iIncome in respect of retrement benefits 75 4 6

Fair value remeasurerment of disposal proceeds 6 26

Net foreigr exchiange gams 1 -

Dervatives not n a hedge relationship 20 -

Finance income 42 50

Net finance costs (26) (57
Analysed as:

Net interest payable reflecied n adjusted earnings (57) ©n
Other net finance income 3 4
Net finance costs - (26} (57

Net movement in the fair value of hedges is further explained in note 16. Derwvatives not in a hedge relauonship include fair value movernents
In the ingerest rate and cross-currency interest “ate swaps [or further informaton on adjusted measures above, see note §
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7. Income tax

AlbngL 2§ rulhos . Notes 2021 ’ 2_0?':

Current tax

Chearge inrespecl of current year (96) (18}
Adjustments i respect of prior years (12) 4

Total current tax charge (108} (14)
Deferred tax

In respect of temporary differences 98 (28)
Orther adjustments in respect of prior years 13 (2}
Total deferred tax credit/{charge) 13 111 (30}
Total tax credit/(gharge) o 3 (44)

The adiustments i respect of prior years in both 2021 and 2020 pnmarily arise from revising the prewious year's reported Lax provison Lo
reflect the tax retumns subsegdently filed This results in a change between deferred and current tax as well as an absclute benefit Lo the total
tax cnarge The tex on the Group's profil before tax differs from the theoretical amount thatr would anse using the UK tax rate as follows:

202%

Al fggares i L rlhors 2320
Profit before tax 157 354
Tax calculated at UK rate (2021 1%, 2020 15%) (30) (67)
Effect of overseas tax rales 23) (6]
Efact cf UK rate change 25 (5
Joint venture and associate Income reported net of tax - ¥

Intra-group financing benefit 7 T4
Movermnent in provisions for tax Lncertainties - 24
Net expense not subject 1o tax %) (7
Garmns and losses on sale of businesses not subject o ex 4 21

Unrecognised tax losses 6 (21)
Beneft from changes n local tax law il -
Benefit from US accountung method changes 11 -
Adjustmenrs in respect of prior years 1 2

Total tax credit/(charge} 3 (44)
UK 27 23

Overseas (24) {67}
Total tax credit/(charge} 3 (44
Tax rate reflected ir earnings L {1.8)% 12.5%

included in net expense not subject to tax are foreign taxes not
) credinable, the tax impact of share-based payments anc other
B Key judgements

expenses nol deducuble,
The application of tax legislation in relation Lo provisions for

uncertain tax positions. Factors which may affect future tax charges include changes in tax

legislation, transter pricing regulations, the level and mix of
profitatulity in different countries, and settlements with tax
authorities

Key areas of estimation

The level of provisions required in relation to uncertain tax
positions Is complex and each matter is separately assessed.
The estimation of future settlement amounts 15 based on a
number of factors including the status of the unresolved
matter, clarity of legislation, range of possibfe outcomes and
the statute of hmitations.

The movement in provisions for tax uncertainties primarity reflects
releases doe to the expiry of relevant statutes of hmitation,
settlement of certain audits and the establishment of prowvisions for
new uncertain tax positions The current tax hability of £125m
(2020 £84my) ncludes £104m (2020: £704m) of prowsions for tax
uncertainties principally inrespect of several matters 10 the US, the
UK and China The matters provided lor include the allocation
between territores of proveeds of historical business disposals and
the potential disallowance of intra-group recharges.
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The Group is currently under audit in several countnies, and the uming of any resolution of these audits 1s uncertain. Of the balance of £104m,
£80m refates 10 2017 and earlier. in most couniries, tax years up 1o and induding 2017 are now statute barred from examination by tax
authorities. OF the remaining balance, £3m relates to 2018, £13m 10 2019, £6m 10 2020 and £2m 1o 2021 If relevant enguiry windows pass
with ng aud, management believes it 1s reasonably possible that provision levels will reduce by an esumated £70m vithin the next 12
months However, (e Lax auThonbes may take a different view from management and the final hability may be greater than provided.

Contingent abilites relating (o tax are disclosed In note 34.

The tax rate reflected in adjusted earnings s calculated as foltows:

Al figures 1~ L milfions 2021 020

Profit before tax 157 3h4

Adjustments:

Cost of major restructuring 214 -

Other net gans and losses {63} 175
Intangible charges 51 80

Other net finance income (31 4
Adjusted profit before tax 328 252

Total tax crediv/(charge) 3 (44)
Adjustments:

Tax benefit on cast of major restructuring (47) -

Tax charge on ather net gains and losses 14 3

Tax benefit on intangible charges (12) {22)
Tax charge on ather net finance costs -] 4

Tax amorusaton benefit on goodwili and intangibles 8 24
Benefu from changes in local tax law (11) -

Tax benefit on UK tax rate change (25) -

Adjusted tax charge (84) {35)
Tax rate reflected 'n adjusted earmings 19.5% 13.7%

For further informaton on adjusted measures above, see note 8

The tax benefit/(charge) recognised in other comprehensive income 1s 85 follows,

Al Tgures r £nllcrs 2021 2028
Net exchange differences on translation of foreigr operations 10 {13)
Fair value gain on other financial assets (3} 6}
Remeasurement of retrerment benefit obligations (61) 2
{54) (17)
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8. Earnings per share

Basic

Basic earnings per share 1= calculated by dwviding the profit or lass
attributable to equity shareholders of the company {earn:ngs) by
the weighted aversge numper of ordinary shares inissue during the
year, excluding ordinary shares purchased by the company snd
held as treasury shares.

Diluted

Diluted earnings per share Is calculated by adiusting the weighted
awverage number of ordinary shares to take account of il dilutive
potential ardinary shares and adjusung the profit attnibutabte,

if applicable, to account for any tax consequences that might anise
from conversion of thase shares. A dilution s not calculated for
aloss.

Alltigures m L millars 2021 2020
Earnings for the year 160 310
Non-cantrolling interest &) -
Earnings attributable to equity shareholders 159 310
Weighted average number of shares (millions) 754.1 7554
Effect of dilutive share opuons (millions) 5.0 -
Weighted average number of shares (milhons} for diluted earnings 759.1 7554
Earnings per share (in pence per share)

Basic 21.p 41.0p
Dilutec o 20.9p 41 0p
Adjusted Gther net gains and losses - These represent profits and losses

For addimional detalled information on the calculation of agjusted
measures, see pages 224-228 (Financial key performance
ndicalors), See note 2 for details of speciic iterns excluded from or
included in adjusted operatng profitin 20271 and 2020

In order 1o show results from operaung activiies orn a consistent
basis, an adjusted earnings per share s presented. The Group's
gefimuon of adjusted earnings per share may nol be comparable
with ather similarly utled measures reported by other companies.

Adjusted earnings 1s a non-GAAP (non-statutary) financial measure
ard s included as it 1s 3 key financial measure used by
management to evaluate the performance of the Group The
measire also enables investors wo more easily, and consislently,
track the underlying operaticnal performance of the Group and its
Dusiness segments over time by separating out those items of
incormne and expenditure relating to acquisition and disposal
Iransacuons. major restructunng pregrammes and certain other
items that are also not representatve of underlying performance

Adjusted earnings per share 1s calculated as adjusted earnings
drvided by the weighted average number of shares inissue on an
undiluted basis. The following items are excluded from or mcluded
in adjusted carnings:

Cost of major restructuring - in March 2021, the Group announced
a restructuring programme, to run primanily in 2027, The
programme Includes the regrganisation of the Group inta five
global business drvisions anc the simplification of the Group's
property portfolio The restructuring costs in 2021 of £214m mainly
relate to the impairment of nght-of-use property assets, the
write-down of proguct development assets and staff redundancies.
The costs of this restructunng programme are significant enough to
exclude from the adjusted operating profit measure so as to better
fughhght the underlying performance (see note 4).
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onthe sale of subsidianes. joint ventures, associates and olher
finangial assets and are excluded from agjusted earnings as they
distort the performance of the Group as reported on 8 statutory
basis. Other net gains anda losses also includes costs related o
business closures and acguisiions. Other net gains in 20217 largely
relate to gains from the disposal of PIIHE and the K12 Sistemas
busness in Brazil oifset by costs related to the acquisition of
Faethrn and the wind-downr of certain strategic review businesses.
In 2020, they largely relate to the sale of the remaining :nterest in
Pengum Random House (F180m gamn). The tax charge of £14min
2021 (2020. £3m) relates to olner gains and losses.

Intangible charges - These represent charges relating to intangibles
acquired through business combinations &nd intangibles relaung to
associates, These charges are excluded as they reflect past
acguisition activity and do not necessar ly reflect the current year
performance of the Group. Intangible amortisation charges in 2621
were £L517m, wnich included no impairment charges. In 2020,
intargible charges were £80m incluging impairment charges

of £12m.

QOther net finance income/costs - These Include finance costs N
respect of retirernent benefits, finance costs relating to acquisiion
and disposal transacuons and foreign exchange and other net gains
and losses. Net finance income relatng to retirerment benefits is
excluded as management does not believe that the consalidated
Income statement presentation under 1AS 19 reflects the economic
substance of the underlying assets and labihties. Finance costs
associated with acguisition snd disposal fransacucns are exduded
as these relate o fulure earn-outs or acquisition expenses and are
not part of the underlying finanang. In 2021, and 2020, the fair
value remeasurement of disposal proceeds relates to the US K-12
disposal In 2018 Fereign exchange and other net gains and losses
are excluded as they represent short-lerm fluctuations in market
value and are subject to significant volatlity. Other net gains and
losses may not be realised in due course as 1t is normally the
inteniicn to hold the related instruments to maturity 10 20217 and
2020, the foreign exchange gans and losses largely relate to foreign
cxchange differences on unhedged mtercompany loans and cash
and cash equivalents Losses on derivatives not In 3 hedge
relationship represent the unrealised mark to marker of long-term
interest rate hedges used (0 fix the interest rate of borrowings.



Tax - Tax on the above items 1s excluded from anusled earnings Where relevant, the Group also excludes the benefit from recognising
previously unrecognised pre-acoulsiuon and capital 1asses, The tax benefir from tax oeductible goodwill and mfangibles is added to the
adyusted income tax charge as this benefit more accuraiely ahgns the adjusted tax charge with the expected rate of cash ax payments. Iri
addition, ane off Irems such as the impact of the UK tax rate change and changes in local tax law have been excluded.

Non-contralling interest - Non-cantrolling interest for the above itemns 1s excluded from adjusted earnings.

The foliowing tables reconcile the statutory income slaternent 1o tne adjustes ncome slalement.

Statutory Cost of
income major

All figures in £ millions statement rastructuring
Orperaung proft 183 214
Net finance costs (26) -
Profit before tax 157 214
Income tax 3 A7
Profit for the year 160 167
Nor-contrelling mtarest ) -
Earnings 159 167
Weighted average number
of shares {millions) 754.1
Weighted average number of shares
{rhons) for diluted earnings 759.1
Earnings per share {basic) 21.1p
Earnings per share (diluted) 20.9p

St Loy Cestol

NE e (LT

AllTgures rr rrlfors SIEleMe restraoiureg
Operarting profit AT -
Net finance costs =7 -
Profit before tax 354 -
Income tax (4] -
Profit for the year 310 -
Non-controlling nterest - -
Earnings 340 -
Weighted average number
of shares (milhonsy 7554
Weighted average number of shares
(miltiansj for dituted earnings 7554
Earnings per share (basic) 41 0p
Earnings per share (diluted) 41.0p

Other net
gains and
losses
(63)
(63)
14
(49)

(49)

Intangible
charges

51
51

(12)
39

39

Other net
finance
income/
costs

)

(B1)
&

(25)

(25)

Change
in UK tax
rate

{25)
(25)

(25)

Benefit from
change in
localtax law

1)
(N

(1)

Tax
amortisation
benefit

AFljusted
income
statement
385
(57)
328
(64)
264
]
263

Oirer nes
g.ﬁlﬂi ams
osses

(178)

{178)
3
(175)

{(175)

rzengihle
charges

80
80
22)
58

58

Jimer niel
TR
mcmed

Casls

~ BB

Crshige
17K
“ale

Benafr srorm
range h
fracal Lz law

Ay asted
rer
stElerment
313
(67

252
(34)

237

217
7554

7554
287p
28 7p
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9. Dividends

Allfiguezs iy llars - T | ) S ) o 7207ﬁ
Final paid in respect of prior year 13.5p (2020. 13 5p} 102 101
Interim pzid in respect of current year 6 3p (2C20: 6.0p) 47 45

149 146

The Clrectors are preposing a final dividend in respect of the financial year ended 31 December 20217 of 1420 per equity share which will
absorb an estimated £107m of sharehalders funds twill be paid on & May 2022 to shareholders who are on the register of members on 25
March 2022, These financial statements da not retlect this dividend

Rz of e areats Owrad asants
e

Lang ang Slartars Land érz Plent dand e ccurse of
Allhg o F o lhors o ldings BC_Ipmenl pulldirgs ESJIBMEN. Canslrocton Tatal
Cost
AL T jJanuary 2020 460 23 200 325 36 1,144
Fxchange differences 1 12} (7) {11) (1) (32)
Additions 62 - 7 5 37 i1
Dispnsals and retirements (13 9 {(23) (29) (i) {7%)
Reclassilications and translers - - 20 20 (500 ()
Transfer to assets classihied as held for sale (59) - 1) €3] - {63)
At 31 December 2020 439 12 296 308 21 1,076
Exchange differences - - 2 {3 - (1)
Additions 32 - 8 17 39 96
Disposals and retirements {6) {7} {100} {72} - (185)
Reclassifications snd transfers - - 35 - (31) 4
Transfer to assets classified as held for sale B B (15) - B {(15)
At 31 December 2021 465 5 226 250 29 975
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Land arc Plari anc Land and Pianr ard the course of
All fzires 0 nilkiors s ld ngs e aUIprmen;, Lalorgs e apmert Carst i ur Toal
Depreciation and impairment
AL January 2020 (58) ey 1200) 1252) - (526}
Exchange differences 2 i o] 9 - 8
Charge for the year (65) 3) {25} 32) - {125)
Disposals and retirements 1 9 22 29 - 61
Reclassifications and transfers - - (2) 2 - -
Imparrment of assets Lo be classified as hela for sale 4 - - - - (4)
Transfer 10 assels classified as held for sale 14 - - 1 - 15
At 31 December 2020 1110} )] (199) [2£3) - {561)
Exchange differences m 1 m 1 - -
Charge for the year (46) {3) (16) (30) - (95)
Disposals and retrements 7 [} 99 71 - 183
Reclassifications and transfars - - (5) 7 - 2
impairment (119} - (22) (5) - (146)
Transfer 1o assets clgssified as held for sale - - 8 - - 8
At 31 December 2021 (269) (5) {136) {199) - {609)
Carrying amounts
ALY January 2020 402 7 100 73 36 618
AU 31 December 2020 329 3 97 &5 21 515
At 31 December 2021 196 - 90 51 29 366

Key areas of esumation

The recaverability of right-of-use assets and in particutar
assumptions related to the ability to sublease vacant leased
assets In the future.

Depreciation expense of £40m (2020. L44m) has been included in
the income statemens in cost of goods sold and £55m {2020: £81m)
N operaung experses, The impairment charge of £146m (2020
£rul) has beer included within operating experses within the
ncome statement,

Property, plant and equipment assets are assessed for irnpairment
friggers annually or when triggering events occur. In 2021, as part
of a major restructuring programme, the Group simplified its
property portfalio. reducng the overall office space reguired. All
property related assets were assessed for impairment as a result of
thig triggering event and impairment charges of £141m have been
recognised within costs of major restructunng (see note < for
detalfs). The recoverability of certain of the Group's right-of-use
assets IS now based on the Group's ability to sublease vacant space

This involves the use of assumptions related io future subleases
Mcluding the achievable rent, legse start dates, lease incentives
such as rent free periods and the discount raie applied. Should Lhe
future sublease cutcomes be more or less favourable thar the
assumptions used by management this could result in addwonal
imparirment charges or reversals of iImpairment charges.

Where there is vacant space In the rignt-of-uise-assets. the Group
estimeates that a 1% increasefdecrease in the discount rate used
would reduce/increase the recaverable value of the nght-of-use
assets by £10m In addrion, the Group estimates that a three
manth reduction/incraase 1N the ner sublet .ncome (which could
arise from changes to the achievable rent, lease incentives or sublet
start dates) would reguce/increase the recoveranle value af the
right-of-use assets by £6m.
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11. Intangible assets

Acqured

risrome lists, Acgurred AL ared Other

Lonracts ana rademacks p-pleriag, rlargoles
All figures in £ rulhons Googwll Suflwdre reslior Srups AN D7EN TS -l e Taral
Cost
At 1 January 2020 2,139 1,039 793 238 179 413 4,801
Exchange differences 45) (24) {25) (19) 12) 48) {163)
Addmons - internal development - 80 - - - - 80
Additons - purchased - 1 - - - - 1
Disposals and retirements - (6) 7 (21 (80) (16} (140)
Transfers - 14 - - - - 4
At 31 December 2020 2,094 1,104 751 198 97 349 4,593
Exchange differences 8 5 4 (2} - (2) 13
Addinons — internal development - 110 - - - - 110
Addions - purchased - 2 - - - - 2
sposals ana reurements - {135) - (25) - (43) {203)
Acguisiion of subsidiary 43 - - - - 27 70
Disposal of subsidiary - - (14) {3) - (10} (27)
Transfers - 1 - - - - 1
At 31 Decernber 2021 2,145 1,087 741 168 97 321 4,559

argared

cusia™iee heis, ATOu TR0 Acguirsd e

LOTTrACts ard Tredemirks manhsnirg Imangibles
Alfigeres i £ ilhoes Gonowill SywwaTe relsuonsrizs snd DlehOs [l arou red Tatal
Amortisation and impairment
At 1 January 2020 - (588) {588) {178) {176) (371) {1,901)
Exchange differences - 18 23 13 2 46 102
Charge for the year - (112) (44) 14 [2) {8) {180)
Impairment charge - - (2) - - (10) (12)
Disposals - ] 17 21 81 15 140
At 31 December 2020 - (676) {594) (158) {95) (328} (1,851)
Exchange difterences - 5 (4) 1 m 4 {5)
Charge for the year - (113} (34) (8) - (8} (163)
Impairment charge - (4) - - - - (4)
Cisposals anc retirerments - 135 - 25 - 43 203
Disposal of subsidiary - - 12 2 - 10 24
Transfers - 6 - - - - 6
At 31 December 2021 ) - (657) (620} (138) {96) (279) (1,790)
Carrying amounts
ALT January 2020 2,135 451 205 60 42 2,200
AL 31 December 2020 2094 428 157 40 21 2742
At 31 December 2021 2,145 430 121 30 1 42 2,769
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Goodwill

The gnodwill carrying value of £2.145m (2020 £2,094m) relates to
acquisicions completed after 1 January 1998, Prior to 1 [anuary
1998, sll goodwill was written off to reserves or the date of
acguisiuon. For acquisitions completed between * January 1998
and 31 December 2002, no value was ascribed 1o intangibles other
than goodwill which was amortised over a period of up 1o 20 years,
On adopuion of IFRS on 1 january 2003, the Groun chose not (o
restate the goodwill balance and at that date the balance was
frocen (Le amorusation ceased). If goodwill had been restated, then
a significant value would have been ascribed to other intangible
assels, which would be subject to amorusation, and the carnyng
value of goodwll would be significantly lower. For acgusitions
completed after 1 January 2003, value has been ascribed 10 other
nwangible assets which are amarnsed

Software and acquired intangible assets

Acguired intangible assets are valued separately for each
acquisiion and the primary method of valuation used is the
discounted cash flow method. The majority of acquired mtangibles
are amortised using an amartisanon profile based on the projected
cash flows underlying the acquisitions date valuaton of the
ntangible asset, which generally results in a larger proportion of
amortisaton being recognised in the early years of the asset's ife.
The Group keeps the expected pattern of consumption under
review Other intangibles acqguired includes technology.

Amorusaton of £L25m (2020, £22m)1s included in the income
staternent N cost of goods sold and £138m (2020: £158m) In
operaung expenses lmpairment charges of £4m (2020: £12m) are
includen N operating expenses within the Income statement, of
which £4m (2020 £nil) relstes 1o software, Ll {2020: £2m) relates
ta customer hists, cantracts and relationships, and £nil (2020: £10m)
w other intangibles acquired

The range of useful economic Iives for each maior class of intangible asset (excluding goodwill and software} s shown below

Class of intangible asset

Acquired customer lists, confracts and relationships
Acguired trademarks and brands

Acguired publishing nghts

Other intangibles scquired

2021

Useful ecanamic iife

The expected amorusation profile of acquired intangible assets 1s shown below

All igutes « £ eibhans

Class of intangible asset

Acquired customer lists, contracts and relationstips
Acguired trademarks and brands

Acguired publishing rights

Other intangibles acguired

3-20years

2-20 years

5-20years

B 2-20 years
——
B —Dnero T Sixto T

five years ten years Total

92 28 121

24 -1 30

1 - 1
27 15 42
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11. Intangible assets continued

Impairment tests for cash-generating units (CGUs) containing goodwill

Imparment Lests have been carred out where appropriate as described below. Goodwill was allocated te CGUs, or an aggregaton of (GUs.
where goodwill could not be reasenaly allocated to Indwidual business units. CGUs have been revised in 2021 Impairment reviews vere
conducted on these revisec CGUs as summarised befow,

2021 CGUs

T o o T B 2021
Allfigarasi - mdlons Goodwill
Assessment & Qualifications 1,198
Virtual Learning 395
English Language Learning 153
warkforce Skills 223
Higher Edutation 68
Strategic Review (includes the separate CGUs of China, Inagia, South Africa, Canada and Other Strategic Review) 108
Total ) ) 2,145
2020 CGUs
- o T T s
All figaces e £ mikons Gozd |
North American Courseware -
OPM 18
Virtual Schools 374
ASSESSMEnts 1,002
international tncludes the separase CGUs of Brazl, China, India and South Africa) 700
Total ) 2,094

Goodwill s tested at least annually for impairment. The recoverable amaunt of each aggregated CGU 1s based on the higher o7 value in use
and farr value less cosrs of disposal The value in usc was higher than the fair value less costs of disposal in each of the CGUs. Other than
goodwill there are no intangible assets with indefinize ives Nomparments of goodwill were recorded in 2021 or 2020. In 2020, impairment
tharges of £12m were recogrised In relation (o acguired Intangibles.
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B Kcy judgements

The allocation of goodwil to the cash-generating units and
groups of cash-genearating units.

Key areas of estimaton

The recoverabllity of goodwill balances. Key assurmptions
used in goodwill impairment tesung are discount rates,
perpetuity growth rates, forecast sales growth rates and
forecast operating profits.

Determination of CGUs and reallocation of goodwill
Pearson identifies its CGUs based on its operating madel and how
data s collected and reviewed for management reporting and
strategic planning purposes In sccordance with IAS 36 Imparment
of Asscts” in 2021, the CGUs and aggregations of CGUs were
revised to take into accaunt the announcement and
implementation of a new strategy including five now business
dwisions and a strategic review division. The newly created CGLs
and CGLJ aggregaucns reflect the level at which goodwill 15
monitored by management.

Goodwill has been reallocated 1o the new CGUs and aggregations
of CGUs The majoriy of the goodwill balances have been direcily
mapped from one previous CGU (or CGU aggregation) 1o one newly
created CGU (or CGU aggregation). Where it wias not possible 1o
directly miap the goodwill it has been reallocsted using a relauve
value method. The key area where the relative value method has
been used i1s for the goodwill related 1o the previous Internauonal
CGU aggregation which has been reallocated scross the newdy
created CGU aggregations where gpplicable

Key assumptions

For the purpose of estimatng the value in use of the CGUs,
management has used an mcome approach based on present
value technigues The calculauens use cash flow projections
based on financial budgets approved by management coverng &
five-year period.

The key assumptions used by management In the value In use
calculations were:

Discount rates - The discount rate I1s based on the risk-free rate
for government bonds, adyusred for a risk premium to reflect the
increased risk in investing o equities The risk prermam adyustment
1s assessed for each CGU Where CGUs cover muluple territories,
blended nputs are used The average pre-1ax discount rates range
from 8.8% 12 17 1% (2020: pre-tax 9 3% to 17.2%). Discount rates
are generally lower for these businesses which operate in more
mature markets with low inflatior: and generally igher for those
operatng in emerging markets with higher infianon

Perpetuity growth rates — The perpetuily growth rates are based

on mflavontrends A perpetuity growth rate of 2% (2020 2%) was

used for cash flows subseguent 1o the approved budger penod for

CGUs operating pnmanly in mature markets This perpetuity growth

rale s a conservanve rate and s considered 1o be lower than the

long-term histoneal growth rates of the underlying territones in

which the CGU aperates and 1he long-term growth rate prospects

of the sectors In which the CGU operates CGU growth rates

beween 20% 10 5 0% (2020 2 2% 10 4 5%) were used for cash

flows subsequent 1o the approved budget period for CGUs |
operaung in emerging markets with higher inflanon, These growth i
rates are also generally below the Inng-term hisrancal growth rates.

i these markets.

The key assumptions used by management In setting the financial
budgets were as follows’

Forecast sales growth rates - Forecast sales growth rates are
based on past expenence adusted for the strategic direction and
near-term investment prioriues within each CGLL Key assumptions
mclude continued growth in Mirtual Learning, post COVID-19
recovery in Assessment & Qualfications and English Language
Learmng, growth driven by recent acquisitions in Workforce Skills,
and ongoing pressures in Higher Education parually offset by
recapture aof the secondary market. The sales forecasts use average
nominal growth rates of fow-rmid single digits for mature businesses
in mature markets. mid-hugh single digits for emerging businesses
in mgture markets, low-tigh single digits for mature businesses in
emerging markets, and low double digis for Workforce Skills where
there Is significant organic investment and iNorganic investrment
related to the acqusiion of Faethm

Operating profits - Operating profits are forecast basea an
nistorical experience of operaung margins, adjusted for the impact
of changes to product costs, comrmtted restructunng plans,
strategic developments and new business cases 1o the extent they
have been farmally approved prior 1o the balance sheet date.
Management applies judgement In aliocating corporate costs on g
reasonable and consistent basis in order to determine operatng
profit at a CGU level. Forecasts generally assurrie a return to
normality from 2022 onwards following the COVID-19 pandemic,
Management have considered the impact of cimare change risks
(including physical and transition nsks and the costs associated with
achieving the Group's net zero commitrment) and are satsfied that
any related costs will not materially impact the Group's profit
forecasts or iImpairment judgements at 31 December 2021
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11. Intangible assets continued
The table below shows the key assumptions used by management In the value in use calculations.

POFpOTUTY

Distoant raiz growihirate
Assessment & Qualficatons 11.2% 2.0%
Virtual Learning 10.9% 2.0%
Englsh Language Learming 9.1% 3.0%
Workforce Skills 8.9% 2.0%
Higher Education 11.1% 2.0%
Strategic Review 89-17.1% 2.0-50%

Sensitivities
Imparrment testing for the year ended 31 December 2021 has shown none of the CGUs, or groups of CGUSs, 35 being sensitive to reasonably
possible changes in key assumptions, including those related to cimate change

The assets held in the Strategic Review CGUs are subject (o 3 possible disposal process. Given the stage of the process the relaied assels
have not been classified as held for sale at 31 December 2021, Valuation estimates obtained as part of this process were usec by
management Lo determine a fair value less costs to dispose valuation. This fair value less costs o dispose valuation resulis n a lower
hradroom position than the value in use method, however, it does net Indicate impairment in any of the Strategic Review CGUs

12. Investments in joint ventures and associates
The amounts recogrised in the balance sheet are as foliows

Al hg ez rlhons 2021 2020
Assoclales 24 &
Total 24 6
The amounts recognised in the incorme statement are as follows:

Al frgorizs i £oeilhions 2021 2020
Associates 1 H
Total 1 5

The Group has no material associales or Jomtventures.

In 2021, the Group acquired two associates The largest of these 1s 3 40% interest n the Academy of Pop (AOP) that was entered into on 31
August 2027, and had a year end carrying amount of £10m, of which £7m was sull 10 be paid as a1 31 December 2027 (see note 36) ACP 1s
incorporated 1N Delaware and 15 2 Limited Liability Company. [t was set up with XIX Entertainment to create 2 new encertzinment driven
performing arts learming platform, which will offer coaching frorn renowned instructars, with 2 combinauon of physical locations and online
learning.

The Group's 25% interest in Penguin Random House was disposed of in April 2020 (see note 31). Funds loaned 1o Periguin Random Housc
were repaic at the point of disposal. Prior to the completion of the sale of Penguin Random House, the Group received dmdends of £1m
from Penguin Random Housce.

There were no other matenal ransactions with associates or joint ventures during 2021 or 2020
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13. Deferred income tax

Al aures in £ milleris 2021 20z
Deferred mcome tax assets 57 32
Deferred income Lax liabilites 40y (62)
Net deferred income tax assetXliability) . 17 (30}

Substantially all of the deferred incame tax assets are expected to be recavered after more than one year.

Deferred income tax assets and liabilues shall be offset when there 1s a legally enforceable night 1o offset current income Lax assets with
current ncome tax liabiities and where the deferred income taxes relate to the same fiscal suthority, At 31 Decomber 2021, the Group has
£ross [ax losses for which no deferred tax assel s recogmsed of £166m (2020: £166m) in respect of UK losses, £397m (2020, L369m) in
respect of US losses and approximately £164m (2020, £300m) in respect of [osses In other territanes. The UK lesses are capitat losses which
can be carried forward indefinitely. The US Josses relate 1o federal and state taxes. Federal tax iosses can be carned forward indefinitely:
certain state tax losses may have expiry penods between one and 20 years.

In the UK March Budger 2021, the Government announcerd that from 1 Apn) 2023 the UK corporsuon fax rate will increase 1o 25%, and this
was substanuvely enacted on 24 May 2021 UK deferred tax balances have been remeasured at the enacted rate The UK corporaticn Tax
rate increase has resulted in an increase of £27min the UK deferred tax hability associated with the UK Group pension hlan asset positior,
WHICh has baen recognised in other camprehensive income The UK corparatian ax rate changé s benefical to the Graup's statutory ax rate
as Itincregses the value of certam UK tax attriputes of the Group, such as tax losses

Other gross deductble temporary differences for which no deferred tax asset is recognised wotal £22m (2020, £ 56m), The amount of
temporary differences associated with subsidiaries for which no deferred tax has been provided is not matertat

Deferred income tax assets of £19m (2020: £20m) have beer recognised in countries that reported 8 tax (6ss 1N elther the current or
preceding year. This primarily anses in Brazil in respect of tax deducuble goodwill and tax losses [tis cansidered more tkely than not that
there will be suffioent future taxable profits to realise (nese assets.

The recogniuon of the deferred ncome tax assets 1s supported by management’s forecasts of the future profiability of the relevant countries.
In some cases deferred income tax assets are forecast 10 be recovered through taxable profits aver a period that exceeds five years
Management consider these forecasts are sufficiently reliable to support the recovery of the assets. Where there are insufficient forecasts of
future profits, deferred mcome tax assets have not been recognised.

The movement i deferred income 1ax assets and liabihues dunng the year s as follows.

ACLT oals 810

Renrement

Trasrg uther borelr Defererg conaal enc Irterest
allTgures ~ L milons Jouses LI scene ouhganiens revende ntang blee Iriar ors e Tial
Deferred income tax assets/
(liabilities)
AUT January 2020 B9 34 (38} A1 (199) 57 27 11
Exchange differences 2 (3 (1) (2 2z 4) (2] (&)
Income statement (charge)/benefr 44y 4 {123 6 112) 23 5 (20}
Tax benefiti{charge) in cther
comprehems:ve ncome - - 2 - - - o) (3
At 31 December 2020 47 35 (49) 45 (209) 76 25 (30)
Exchange differences - (1) - - 2) - 2 ()]
Acquisiuon of subsidianes 1 - - - 4 - - 5
income stalement benefit/(charge) 34 30 2 7 29 21) 30 111
Tax charge in other
cornprehensive Income - - {61) - - - {7) (68)
At 31 December 2021 B2 64 (108) 52 {178} 55 50 17

Other deferred income tax items include remporary differences in respect of share-based payments, depreciation and royalty advances

As at 31 December 2021, no deferred income tax assets or habites were classified as held for sale (2020. £nil),
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14. Classification of financial instruments
The srcounting cass ficauon of each class of the Group's financial assets, and therr carrying values, s as follows:

2021 . Z0:0
Amortised
Fair value rost
- F-air value  Fair value S —srveloe
through other through  Fair value Tntal TrrJgh airor Tuta!
comprehensive  profitand - hedging Financial ~carrying  (onprenchsive ITYITE,
Al figarezim £ mathars Noes income loss  instrument 355615 value niome valug
Invesiments in
uniistes securities 15 113 - - - 113 138 - - - 138
Cash and cash
equivalents i7 - B4 - 853 937 - 93 - 1,004 1,097
Derivative finanaial
instruments 16 - - 32 - 32 - 2 &1 - 63
Trade recevables 22 - - - 854 854 - - - 803 803
Investment Ik finance
lease recervable 22 - - - 115 115 - - - 130 130
Other receivable - 87 - - 87 - 96 - - 96
Total financial
assets 113 171 32 1,§22 2,138 138 191 61 1,837 2,227

The carrying value of the Group's financial assets 1s equal (e, or approximately egual to, the market value. The other recenvable relates te the
recevabte which arose on the disposal of the US K-12 business and s included in current other recenvables in note 22,

Ihe accounting classificanion of eact class of the Group's finanicial latvlities, together with therr carrying vaiues and market values, 15 as
;
foliows

. 20_2_1 . o - o 2020
Amortised A orised
_ Fal[vaEeW _ tost o Fzirvale o oSl
Fair value
through Fair value Other Total Tatal “ar alue Direr Toul Totl

profit and - hedging financial  carrying market - beoprg firantial TBITYCE Tarket
AlfigLrosinf milbons Notey loss instrument liabilities value value Insramen: Latilioes waliio val_e
Derwative financial
nstruments 16 12} {22) - (34) {34) (30} (22) - (52) (52)
Trade payables 24 - - (351) (351) {351} - - {340) (340) (340)
Bank lvans and
overdrafis 18 - - - - - - - (3 (3} &)
Orther borrowings due
within one year 18 - - (155) (155) {155) - - (251 (25M) {249)
Borrowings due after
more than one year - 18 - - (1,245) (1,245) (1,276) - - 1,397y (1,397 (1,451}
Total financial
liabilities {(12) {22) (1,751) (1,785) (1,816) (30) (22) 11,991) (2.043) (2,095)

The market value of leases has been stated at book vatue.

Fair value measurement

As shown above, the Group's derivative assets and labiktes, uriisted securities and marketable secunities are held at fair value Financial
mstruments that are measured subsequently Lo imual recognition at far value are grouped nto levels 1t 3, based on the degree o which
the fair value 1s observable, as follows:

Level 1 far value measurements are those derved from unadjusted quated prices i active markets for identical assets or habilities.

Level 2 fair value measurements are those derived from inputs, other than gquoted prices included within fevel 1, that are observable for the
asset or hability, cither directly (as prices) or mdirectly (derrved from prices).

Level 3 far value measurements are those derved from valuation techmiques that include inputs for the asset or labiliey thet are not based
on observable market data (unobservable Inputs).
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The Group's bonds valued at £767m {2020. £965m) and maney market funds of £84m (2020 £93m)] induded within cash and cash
eyuivalents are classified as level 1 The Group's derivative assets valued at £32m (2020 £63m) and derwvalive labilites valued at £34m (2020,
£52m) are classified as level 2. The Group’s investments in unhisted secunties are valded at £113m (2020, £138m) and the other recevable is
valued at £87m (2020 £56m), both are classified as level 3.

The following table analyses the movements i level 3 fair value remeasurements:

2021 I3i0
o _ln\a‘\ents T )
Qther in unlisted
AllTgures in# milhors raceivable securities Total Tolal
Al beginning of year 96 138 234 304
Exchange differences 1 1 2 1
Acquisinon of investments and other recewable - 4 4 3]
iMsposal of nvestments and other payables {(16) (54) (70) (105
fair value movements 6 24 30 40
At end of year L 87 113 200 234

The fair value of the investments in unhisted securines 1s determired by reference to the financial performance of the underlying asset,
recent funding rounds and amounits reahsed on the sale of similar assets

Oninimal recognition, the fair value of the other receivable, which arose on the disposal of the US K-12 busness, wss determined using
present value techmgues whereby the expected value of future cash flows was discounted using & rate which is represertative of the
creditworthiness of the US K-12 business. During the year, the Group received £16m as a parual repayraent, with the remaining armoLnts
reclassified as a current asset The recenable was repaid in January 2022 (see note 37)

15. Other financial assets

Alifguies o f milons 2021 2020
At beginning of year 138 122
Exchange differences 1 {4}
Acquisiton of investrments 4 6
Dispasal of investmen:s (54) -
Falr value moverments 24 14
At end of year - ] 13 138

Other financial assets are unlisted securities of £113m (2020: £138m) thar are classified at fair value through other comprehensive income
(FVOCI). The assets, which are not held for trading, relare to the Group's interests in new and INnavative educaticnal ventures across the
world, These are strategic investments and the Group considers the classification as FvOC| to be more relevant. None of the investments are
individually significant to the financial statements and therefore sensitiities have not been provided

16. Derivative financial instruments and hedge accounting
The Group's approach to the "nanagement of financial nsks 1s set out IN nate 19. The Group's outstanding dervative finanaal nstruments are
as follows:

2021 Py
E;ss notional - Groas rotor a\‘ - B
Al “gures » 2 mullons amounts Assets Liabilities AroeAnts Assots ~chiles
Interest rate derivatives — in a fair value hedge relatonship 168 5 - 354 12 -
interest rate dervatives - not In a hedge relatorship 217 - 9) 550 - (27}
Cross-currency rate derivatives - I @ hedge relationship 331 24 (21) 516 A4 (20
FX derivauves - in a hedge relationship 237 3 M 93 5 {2)
FX derwatives - not in 2 hedge relationship 193 - 3) 361 2 3
Total 1,146 32 (34) 1974 £3 (52)
Analysed as expiring:
In less than one year 393 2 4 1.238 18 (12)
Later than one year and not fater than five years 679 30 (26} 563 45 (32
Later than five years 74 - 4) 73 - {8)
Total 1,146 32 (34) 1974 63 (52}
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16. Derivative financial instruments and hedge

accounting continued

The Group's treasury policies only allow derwvauves to be traded
where the objective 1s risk mitigation. Those are ther: desighated fer
hedge accounting using the following crizerias

- Where interest rate and cross-currency INTerest rate swaps are
used to convert fixed rate debt 1o floaung and we expect to
receive inflows equai to the fixed rate debt interest, these are
classitied as fair value hedges

- Where derivatives are used 1o create a future foreign currency
Lability to provide proleclion against currency movements
sffecting the valuauon of an overseas investment, these are
designated as a netirvestment hedge

- Iftnc dervative anc the underlying hedged exposure would
normalily be revalued through the iIncome staterent and
valuation changes are cxpected ta be perfectly or near perfectly
equal and opposre, these will not be ¢lassified in a hedge
relauonstip.

The Group's fixed rate USD debt s held as fixed rate instruments at
amortised Cost.

At 31 December 2027, £173m of the Group's fixed rate earo debris
converted ¢ a floauing rate exposure using imerest rate and
Cross-currency swaps. “he Group receves interest under its euro
debt related swap contracts te match the interest of 1.375% on 1its
eurg 2025 notes and, I turn, pays a floating LSE LIBOR+ 5 spread
of 1.36%.

USD interest rate swaps aro subsequently used ta fix an element of
the interest charge. The all-in rates {ncluding the spread sbove
LLIBOR) that the Group pays Is crce 3.6%. In addrmion to this, the
Group has executed addiuonal interest rate swaps to offset the
floating rate borrowings paying wrca 2% At 37 December 2021, the
Group had interest rate swap contracts to fix £217m of debt and a
further £5%0m of outstanding fixed rate bonds, bringing the total
fixed rate debt to £807m. These fixed interest rate dervatives are
not designated in hedging relationships Additionally, the Group
uses FX derwatives including forwards, collars and cross-currency
swaps to create synthetic USD debt as g hedge of its USD assets
and Lo achieve certainty of LSD currency canversion rates, in dine
with the Group's FX hedging policy, Qutstanding contracts as at 31
December 2021 were heid at an average GBP:USD rate of 1.46. The
Group also uses FX dervatives to create synthetic BRL debr as a
hedge of BRL assets, these sre held at an average GBP.BRL rate of
7.71. These dervatives are in designated net investment hedging
relationships The weighted average rate achieved for tne bonds in
g net Investment hedge refationship was GBP:.USD 1 59 for the USD
bonds and EUR.GBP 0.86 for the eurc bords Qutstanding
contracts on the cross-currency swaps at 31 Decernber 2027 were
held at an average EUR:GBP rate of 0 72, These derwvatives are in
designated fair value hedging relationships.
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The Group's portfolo of rate derrvatves 1s diversified by matunty,
counterparty and type. Narural offsers between transactions
withir: the porifolio and the designation of certain derwvanves as
hedges significanitly reduce the risk of Income statement volatility
The sensiuvity of the portfolio to changes in market rates 1s set out
N noie "9,

Fair value hedges
The Group uses INterest rate swaps and (ross-CUrency Swaps as
falr value hedges of the Group's cura issued debt.

Interest rate exposure arses from movements in the fair value of
the Group's eurc debt attributable (¢ movements It eurg INterest
rates The hedged risk.s the change ini the euro bonds far value
attriputable to Interest rate movements The hedged items are the
Group's edro bonds which are issued at a fixec rate The hedging
instruments are fixed to floztng eurc interest rate swaps where the
Group receves lixed interest paymen:s and pays three-month
Eurbor

As the criocal termis of the interest rate swaps match the bands,
there is an expectation that the value of the hedging instrument
and the value of the hedged ilem will move in the opposite
direction as a result of movermnents in the zero coupon Eunbor
curve The hedge ratio is therefore expecied to be 100% Porennal
sources of hedge ineffectiveness are a reduction ar medification in
the hedged irem or a matenal change m the credit nsk of swap
CouUNterparues.

Aforeign currency exposure arises from foreign exchange
fluctuauons on translation of the Groug's euro debtinta GBP. The
hedged risk is the risk of chenges in the GBPCUR spot rate that will
result in changes in the value of the euro debt when translated into
GBP. The hedged iterns are & poruan of the Group's eura bonds
The heaging instruments are foatng 1o floaung ¢ross currency
swaps which mitigates an exposure to the effect of euro
strengthering against GBP within the hedge tem.

As the critcal terms of the ¢ross-currency swap match the bonds,
there s an expectation that the value of the hedging instrument
and the value of the hedged item mave it the opposite direction

3s a result of movements in the EUR:GBP exchange rate. The hedge
ratio1s 100% Potential sources of hedge ineffectiveness are a
reducuon or modfication in the hedged item or @ material change
inthe credit risk of swap counterparies.

The Group held the following instruments to hedge exposures 1o
changes in interest rates and foreign currency risk associated
with borrowings:



2521

Cnenge v fair valae of
NEGEINg IS TIENL

LEEC 1D CRI TINE fomnal smaoonts of

All fipures = £ rylhors Frdge iretfect eness Fedgirp msiraments
Nerivatve finanaal mstruments for interast rate risk (5) 168
{20) 168

Dervatve financial instruments for currency risk

Changain larr valuz o
mederg nytrd et
sed fa qeierire oML APICUrTS 3

AlTgures ni millors hegge refoctiyengss FCGEIN S NS arts
Derwvative financial mstruments for interest rate nisk 12 - 354
Derwative financial instruments for currency risk 44 9 354
The amounts at the reporting date relaung to tems desigriated as hedge items were as follows:
R
AcLurmJdiEec aTount ¥
‘arvdlog mocge Crarge s
ag ustments ar the hedgos 1em o 1€ ferm 1t profi o lass
Cemying amuni o7 hedgee ren nchaded i Jererming 2 —euge TMALIALUCes reuge
Alfaures = 2 flons hrdges ems e (g NS amia.Lnt mefleceerans wErerTveREyy metect veress
Interest rate risk
Financial habilities - borrowings (173) {4) 5 - n/a
Currency risk
Financial hablities - borrowings (173) n/a 20 7 - n/a
J0z0
Accu lared aring
furvalog nodgs
AchUST T er s 0r
e nedges Lem
Carmpng T oot o ncladec 1im the car rg
Allfeuies nfmilors necgea items AMourt NEre vENBss

Interest rate risk

Financial habitities - barrowings (367} 9 - - nia
Currency risk

Financial liabilities - borrowings (367} n/a 09 - n‘a

Hedge of net investment in a foreign aperation

Aforeign currency exposure arises from the translation of the Group's net investments in 1ts subsidiaries which have USD, EUR and BRL
furncuonal currencies. The hedged risk is the risk of changes in the GBPUSD, GBPEUR and GBPBRL spot rates that wall result in changes in the
valde of the Group's net Investment in its USD, EUR and BRL assets when translated into GBP. The hedged items are a portion of the Group's
assels which are denominated in USD, EUR and BRL. The hedging instruments are debt and dervative financal instruments, including
Cross-currency swaps, FX forwards (ncluding non-deliverable forwards) and FX collars, whith rmiugares an exposure (o the effect of a
weakening USD, EUR or BRL an the hedged item agairst GBP

I11s expected that the change invalue of each of these iterns will mirror each other as there 1S a clear and direct economic relationshig
between the hedging instrument and the hedged tem in the hedge relatuonship.

Hedge ineffectiveness would anse If the value of the hedged items fell below the value of the hedging nstruments, however, this s unlikely
as the value of the Group's assets denominated in USD. EUR and BRL is significantly greater than the proposed net investment programme
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16. Derivative financial instruments and hedge accounting continued
The amounts related 1o tems designated as hedging instruments were as follows:

Crrange ir

Carnang salan o Peaging Narmnra ! Hedge
amounil ot rslrumern arioLts gIIns Y INE B¢ VENESS
Fedgng aoeterrre e oheagry cecogised n reIngnar n
Al figures L mthars L armenty FETeCTENSSs INSIrurents ] profieer loss
Dervative financiat rstrurments (19) (2) {400) (2) -
Financial habilities - borrowings (240) 4 (240) 4 -
3n3e
Carrpng Nores| Hedge

ameurtal e amounts

Fedang af hedgng

Allfgares nf mathors nsTrUTents INSLrrenls
Derwative financial inst-uments 17 3 (355) 3 -
Financial habilities - berrowings (246) 1 (248) 1 -

In aodition to the above, £9m (2020 £15m) of hedging gams were recognised in O n relaton to dervanve finanaal nstruments that
matured during the year, In 2020, £74m of lesses accumulated 10 the translatior reserve are reclassified to the ncome statement as a result
of the disposal of Perguin Random House Included in the ranslanon reserve 1s & cost of hedging reserve relating 1a the ime value of FX
collars which 1s not separately disclosed due Lo materiality. The value of that reserve will decrease over the life of the hedge trensaciion The
balance as at 1 Januany and 31 Decermnber 2027 was £1m.

Offsetting arrangements with derivative counterparties
Al of the Group's dervative financial mstruments are subject to enforceable netting arrangements with individual counterpartes, allowing net
seftlernent In the evenr of default of either party. Dervanive financial assets and liabilities subject to offsetting arrangements are as follows:

— 20 _
Gross Gross Net derivative E
derivative derivative assets/ OE" 1y ver assrtes
Al figures1n £ rilhors assets liabilities liahilities | 3b lies | sbil nies
Counterparties in an asset position 17 {12) S 10 25
Counterparties in a hability posiuon 15 (22} {7) (423 {143
Total as presented in the balance sheet 32 (34) (2) £3 (523 1

All of the Group's denvative financial instruments are subject ta enforceable netting arrangements with individual counterparnes, alilowing net
settlement in ihe event of default of ether party. Cffser arrangements in respect of cash balances are cescribed innote 17

Counterparty exposure from all dervatives 1s managed, together with that from deposits and bank account balances, within Credit limits that
reflect published credit ratings and by reference to other market measures (e.g market prices for credn default swaps) Lo ensure that there 1S
no significant exposure (o any one counterparty’s credit risk,

The Group has no material embedded dervatives that are required to be separately ac counted for in accordance with IFRS 9 Financial
Instruments’.

17. Cash and cash equivalents (excluding overdrafts)

Al figeres i £ milliors 7 . 7 7 2021 2320
Cash at bank and in hand 660 599
Short-term bank deposits 277 498

937 1.097

Short-rerm bank deposits are invested with banks and carn interest at the prevailing short-term deposit rates.

At the end of 2021, the currency spit of cash and cash equivalents was US dollar 37% {2020 14%), sterling 24% (2020. 64%), and other 39%
{2020: 22%).

Cash and cash equivalents have farr values that approximate to their carrying value due 1o their shore-term nature
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Cash and cash equivalents inciude the following for the purpese of the cash flow statement

Al ‘igures i # ralliers 2021 2020

Cash and cash equivalents o937 1,316

Bank overdrafts - (3)
937 1313

There Is no cash and cash equivalents balance dlassified as held for sale (2020: £19m). The Group has certain cash pooling arrangements in
US dollars, sterling and Canadian dollars where path the company and the bank have a legal right of ofiset. Offsetting amounts are presented
gross In the halance sheet. Offset arrangements in respect of derivatives are shown in note 16.

18. Financial liabilities - borrowings
The Group's current and non-current borrowings are as follows:

Allfaures e £ ~ulhons 2021 76

Non-current
3./5% US dollar notes 2022 (nominal amount $£177m) - 26
3.25% US dollar notes 2023 (nominal amount $84m) 70 [<e]
1.375% eurd notes 2025 {(nominal amount £300m) 257 279
2 75% GEP notes 2030 (nominal amount £350m) 353 253
Lease labilities (see note 35) 565 610
1,245 1,297
Current {due within one year or on demand}
Bank loans snd overdrafrs - 3
1.875% curo notes 2021 {(naminal amount £195m) - 178
2.7%% LS dollar notes 2022 (norqinal amount $1171m) 87 -
Lease lisbllities (see note 30) 68 73
155 754
Total borrowings 1,400 1651

included in the non-current borrowings above 1s £10m of accrued interest (2020: £11m). Included in the current borrowings abiove 1s £0.5m
of accrued interest (2020: £2m). In addmon 1o the above, there are ho non-current barrowings (2020 £66m) or current borrowings
(2020: £3m) classified as held for sale. The maturities of the Group's non-current borrowings are as follows

all “zurcs nE Tllors 2021 2020

Between one and twe years 140 160
Bewween twa and five years 435 531
Over five years 670 708

1,245 1,297

The carrying amounts and market values of borrowings are as follows

1

7Eﬂective Carrying Markj o Effec, s 7 C;rr',‘ ng ' avker

All-glies « { millor s interest rate value valye CLeIes ale salug szl
Bank loans and overdrafis n/a - - nta 3 3
1.875% euro notes 2021 n/a - - PR 178 176
3 75% US dollar notes 2022 3.94% 87 87 3.94% 86 88
3.25% WS dollar notes 2023 3.36% 70 7 3364 59 7
1375% euro notes 2025 1.44% 257 260 1.44% 279 278
3.75% GEBF notes 2030 3.93% 353 330 293% 353 404
767 798 958 1,020
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18. Financial liabilities - borrowings continued
The market values stated abcove are based on clean markel prices at Lhe year end or, where these are nol avallable, on the guoted market
prices of comparable debt 1ssued by other companies. The effecuve interest rates above relate to the underlying debt irstruments

The carrying amounts of the Group's borrowings before the effect of dervetives (see notes 16 anc 19 for further informaton on the impact of
derivatives) are denocminated in the follewing currencres:

allfg s dndions 2021 ey

US dolfar 434 458
Sterling 674 6806
Furo 268 472
Other 24 35

1,400 1,657

The Group has 51 15960 {£0 9bn) of unarawn capacity on s commitiedd borrowing facilities as at 31 Decernber 2027 (2020 $1 71%hin (L0 9bn)
undrawn). In additon, there are a number of short-term faciliwes that are utiised in the normal course of business All of the Graup's
borrawings are unsecured In respect of lease obligat.ons, the nights to the leased assel revert 10 the lessor in the event of default.

19. Financial risk management Capital risk

Trne Group's approach 1o the management of financial risks The Group's objecuives when managing capital are:

rogether wth sensitvity analyses of its financ.al instruments 1s set

out below. - Tomamntan a strong balence sheet and a sold irvestment

grade ratng;

Treasury policy - To continue ta invest 11 the pusiness crganically and

Pearson's treasury polices ser out the Group's principles for through acquisitions, and

addressing key financial risks including capital nisk, iquidity nisk, - Tohave a sustainable and progressive dividend policy.

fareign exchange rsk and interest rate risk, and sets out

measurable targets for each The Audit Commitlee receives In Septernber 2021, Standard & Poor's Finanaial Services LLC

quarterly reports incarporating compliance with measurable targets withdrew its raungs at the request of the Group. Fitch Ratings

and reviews and approves any changes (o treasury polcies Limited assigned a first-ume Long-Term Issuer Default Rating ('IDR")

annually. of 'BBB- (stable outlock) to the Group. The Group's bonds are rated
Baa3 (stable cutlook) and BEB- (stable outlock) by Moody's

The treasury function 1s permitied Lo use dervatives where their Investors Service and Fitch Ratings | imited respectvely

use reduces a risk or allows a transacuan to be undertaken more

cost effectively, Dervatives permitted include swaps, forwards and

collars to manage foreign exchange and interest rate risk, with

foreign exchange swap and forward comracts the most commonly

executed. Speculative transactions are not permitted.

Net debt

The Group's nel debt position 1s set out below:

."\-ﬂ_f_léu'»i‘s nf milors - 7 o o 2021 2523

Cash and cash equivalents 937 1116

Derivative financial iInstruments (2) 11

Bank lgans and overdrafts - {3)

Bonds (767) (965)

Investment in finance lease recernvable 115 130

Lease labilties 7 {633} ~ (752)

Net debt (350} {453)

AL 37T December 2020, net debt presented above includes borrowings of £69m and cash and cash equivalents of £79m which are included in
assets and habilities held for sale. There are no balances held for sale as at 371 December 2021,
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Interest and foreign exchange rate management
The Group's principal currency exposure s 1o the US dollar which represents more than 60% of the Group's sales.

The Group’s long-lerm debtis primarnly held in US dollars 1o provide a natural hedge of this exposure, which is achieved through issued US
dollar debt or converting eurc debr to US dollars using cross-currency swans, forwards and rollars. As at 31 December 2021 and 2020. the
Group's debit of £1,400m (2020 £1.651m) s all held at fixed rates.

See note 16 for detalls of the Group's hedging programme which addresses interest rate risk and foreign currency rsk.

Qverseas profits are converted to sterling to satisfy sterling cash outflows such as aridends at the prevailing spot rate at the tme of the
transaction. To the extent the Group has sufficient sterfing, US dollars may be feld a3 dollar cash to provide a natural offset to the Group's
debr or to satsfy future US dallar cash outflows

The Group does not have significant cross-border foreign exchange ransactional exposures

As 3t 31 December 2021, the sensitraty of the carrying value of the Group's financial Instrements to fluctuations in interest rates and

exchange rafes is as follows

All “gures e
Investments in unlisted securiies
Other receivable

Cash and cssh equivalents

Dervative financal instrumenits
Bonds

Other borrowmgs

invesirment In finance lease recevaple
Other net finanaal assers

Total

oG

All fpures ~ £ milicrs

lnvestments it unhsted securities
Other recenable

Cash and cash equivalents

Dervauve financial iInstruments
Bonds

Other borrowings

Investment in finance lease recerable
Other net financial assets

Total

201

impact of 1%  impactof 1% (mpactof 16% impactef 10%

Carrying intrease in decreasein  strengthening  weakening in
value interestrates interestrates in stering sterhing
113 - - (N 11
a7 - - {8} 10
937 - - (43) 53
(2) 6 (6) M 1
(767) 5 {5) 37 (45)
(633} - - 57 (70)
115 - - (11) 13
503 - - (42) 51
353 i1 (1n (20) 24

Larrpng s rengihenng wesher rgire
galom : i srerleg crerirg
138 - - {11} 13

96 - - () 7
1097 - - 5) 75
1M 17 (19 3 1
{885) 9 (9i 54 (67)
(686) - - 62 (76)
130 - - (12) 14
463 - - (44 40
284 26 (28) (i2) {39)

The table above shows the sersitvites of the far values of each
dlass of financial instrument to an isolated change in either iInterest
rates or foreign exchange rates Other ret financial assets
comprises trade receivables less trade payables. A significant
proportion of the moverments showr ahove would impact eguny
rather than the Income statement due to the locaton and
functonal currency of the entihes in which they anse and the
avallability of net investrment hedging.

The Group's Income statement is reported at average rates for the
year while the balance sheet is translated at the year-end closing
rate. Differences between (hese rates can distort ratie calculations
such as debt to EBITDA and interest cover, Adjusted operating
profit transtated at year-end closing rates wauld be L6 higher
(2020, £25m lower) than the reported figure of £385m (2020.
£373m) at £391m (2020: £288m) Adjusled EBITDA translated at
year-end closing rates would be £8m higher (2020: £38m lower)
than the reported ligure of £598m (2020 £550m) at £606m (2020
£512m)
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19. Financial risk management continued

Liquidity and refinancing risk management

The Group regularly reviews the level of cash and debt faciliies
required ta fund s activitics, This involves prepdring @ prudent
cash flow forecast for the next three ta live years, determining the
level of debt facilities required to fund the business, planning for
shareholder relurns ard repayments of maturing debt, and
identifying an approundle atnount of headroom to provide a
reserve against unexpected outllows.

AL 37 December 2027, the Group had cash of £0 3bn (2020

£% 1on) and na outstanding drawings (2020 £nil] on the LS dallar
derominated revolving credit faclity due 2025 of $1.19bn (2020
$1.10bn).

The $1.19bn facility contains interest cover and leverage cavenants
which the Group has complied with for the year ended 31
December 2021 The maturity of the carrying values of the Group's
barrowings and trade payables arc sct out In notes 18 and 24
respectively.

Al the ena of 2021, the currency split of the Group's trade payables
was US dollar L199m (2820 £195m), sterling £76m (2020, L76m)

Later trar

Aralysec Dy Mmatt iy

and other currenaies £76m (2020. L&Sm). Trade payables are all
due within one year (2020. all due within one vear)

The table below znalyses the Group's nonds and dervative assets
and liabilities into relevant maturity groupings based on the
remaning period at the balance sheel gale o the contractual
matunty Gate Short dated derivative instrurments have not been
nctuded i Uis Lable. The ameunts disclosed in the Lable are the
contractual undiscounted cash flows (incluging interest) and as
such may differ from the amounts disclosed or the balance sheet.

Financial counterparty and credit risk management
Financial counterparty and credit risk arises from cash and cash
eguivalents, favourable derwvative financial iInstruments and
deposits with banks andg financial instrutions, as well as credit
exposures Lo customers, including outstanding recewebles.
Counterparty credit hmits, which take published credit rating and
other factors Inte account, are sel 1o cover the Group's total
aggregate exposure to a single financial institution The limits
applicable 1o published credit rating bhands are approved by the
Chief Firancial Officer within guidelines approved by the Board.
Exposures and hmits spplicable 1o eack financial insurutior are
reviewed on a regular basis.

Aralysec by turreny

.’DI'I\EJ "’:;‘F’:‘["‘\‘Lfé Crie year
less kar Gu. less thar b years

Al figarasin £ o llans 7 Yeal fire years ar more Towa! 50 [EL Qimer Tousl

Af 31 December 2021

Bonds 107 386 403 896 162 468 266 896

Rate derivatives — inflows 7 (331) - (338} {9) {150) {(179) (338)
Rate dervatives — outflows 12 339 4 355 203 150 2 355

FX forwards - inflaws (148) - - (148) - (148) - (148)
FX forwaros - autflows 148 - - 148 20 - 58 148

Total 112 394 407 913 446 320 147 913

At 31 Decermnber 2020

Bonds 200 497 476 1113 166 481 466 17,113

Rate dernatives — inflows (186) [350) {1 (537) (12) {152) (373) (537)
Rate dervatrses - outflows 180 350 2 542 209 330 3 542

Fx lorwards — inflows (68) - B {68) - (68) - {68)
FX forwards — cutflows 68 - - 68 36 - 32 68

Total 194 497 427 1118 399 591 128 1118

Cash deposits and dervative transacucns are made with approved
counterpartics Up to pre-agreed imits, To manage counterparty
risk associated with cash and cash eguwalents, the Group uses a
mixture of money market funds as well as bank deposits. As at 21
December 2021, 81% (2020: 88%) of cash and cash equivalents was
held with investment grade bank counterparties, 8% (2020, %)
with AAA money market funds and 10% (2020: 3%) with non-
investment grade bank counterparties.

For trade receivables and contract assets, the Group's exposure (o
credit risk Is influenced mainly by the Individual charactenstics of
each customer. However, sk associated with the industry and
country in which customers operate may also influence the credit
risk. The credit quality of customers is assessed by taking into
account financial posiuon, past experience and other refevant
factors. Individual credit limits are sel for each customer based on
internal raungs. The compliance with credit imits 1s regularly
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maonitored by the Group A default an a trade receivable is when
the counterparty fals o make contractuzl payments within the
stated payment terms, Trade recervables and contract assets are
written off when there 1s no reasonable expectation of recovery
The carrying amounts of financial assets, rrade recevables and
contrsct assers represent the maximum credir exposure

Trade recevables and contract assels are subject to impairment
using the expected credit loss model. The Group applies the IFRS 9
simplified approach o measuring expected credit losses which
uses a lifetme cxpected credit loss allowance for all trade
recevables and contract assets. To measure the expected cradit
losses, rade recervables and contract assers have been grouped
based on shared credit risk characteristics and the days past due
See note 22 for further details about trade receivables and contract
assels ncluding movements in provisions for bad and doubtful
debts.



Amendments to IFRS 9 and IFRS 7 Interest Rate Benchmark Reform

In August 2020, The IASE published Interest Rare Benchmark Reform - Phase 2 (Amendments to IFRS 9,145 39, IFRS 7, IFRS 4 and IFRS 16)
with amendments that address financia! reporung after the reform of an interest rate benchmark, including its replacement with alternacve
benchmark rates. The amendments were effertive for annual periods beginning on or affer 1 January 2021, with earlier application permiced.

The Group has limited expasure to changes i the IBOR benchmark. AL 31 December 2021, the Group holds interest rate and cross-currency
Interest rate swaps (E29m assets in fair value hedge relavonstips and £29m ligbiiues of which £217m are in net investment hedge
relauonships) In addition, the Group has a revolving credic faciity which was not drawn on 31 December 2021, for which the terms were
updated in the period in accordance with industry standards The Group has signea ub to the ISDA protocol. For GBP exposures the Group
transitonad GBP LIBOR 1o S5ONIA The Group's risk management sirategy has nol changed as a result of IBOR reform and the Group
considers the impact of IBOR reform to be immatenal to the financial statermens.

20. Intangible assets - product development

Al frgures 1 f il ons 2021 prels]

Cost

Al 1 January 2,514 2,275

Exchange differences - (48)
Additions 287 323

Disposals and retrernents (92} (3N
Disposal of subsidiary 9 -

Transfers (2) (5)
At 31 December 2,698 2,514

Amortisation

AU T january {1,609) (1.4453
Exchange differences (3} 45

Charge for the year {260) {280)
Impairment {(19) -

Disposals and retirerments 92 31

Dispossl of subsidiary 3 -

Transfers (8) -

At 31 December (1,804) 1,609)
Carrying ameunts at 31 December 2021 ] . o 894 o905

Included in the above are product development assets amounting (o £60Tm (2020 £607mj which will be realised in more than one year.
Amortsation 15 ncluded in the income statement in cost of goods sold.

Product development assets are assessed for impairment triggers on an annual bass or when triggerirg events occdr, In 2021, of the £19m
impairment charges. £14m have been recognised as a resuft of asset write-offs related to the major restructuring pragramme. The fuli annual
impairment test showed that there 15 adequate headroorr across all product development assets ana accordingly no further impairment
charges were recognised in 20271 (2020, £nil).

21. Inventories

Al pLresim 2 rulliors 207 :5?
Raw materials 5 g
Work Im progress 2
Finished goods 34 16
Returns asset 5

98 129

The cost of Inventaries recognised as an expense and mciuded in the income statement In cost of goods sold amaounted to £171m (2020
£219m} including £22m (2020 £41m) of inventory provisions None of the inventory is pledged as secunty. Induded within the inventory
balance 1s the esumation of the night to receive goods fram contracts with customers via returns. The value of the returns asset 1s measurea
2t the carrying amount of the assels at the urme of sale aligned to the Group's normal inventory valuation methodology less any expected
costs to recover the asset and any expected reducton in value. lmpairment charges gganst the mventory returns asset are £nilin 2023
(2020: £n1l). The returns asset all relates o finshed goods. The obsolescence provision takes account of the Group's digital first strategy and
the increasing shift towards print on dermand. The year-on-year reduction N inventories 15 due o InCreased pravisions for obsolescence and
a reduction in the production of inventory due to the Group's digital first strategy and the increasing shift towards print on demand.
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22. Trade and other receivables

All figoies in e milions, 2021 200
Current
Trace recewnables 853 795
Royalry agvances 2 2
Prepayments 198 a7
Investment in finance lease recervable 15 18
Accrued income 14 12
Other recevables 175 1C2
1,257 1,118
Non-current
Trade receivables 1 8
Royalty advances 5 3
Prepayments 10 13
Irvestment i finance lease receivable 100 112
AcCcrued income 1 1
IPterest receivable 8 -
Other recevables 4 26
129 223

Accrued income represents contract assets which are unbilled amounts generally resulting from assessments and services revende streams
where revenie to be recognised over time has been recognisec :n excess of customer billings to date. Impalrment charges an accrued
income assets are £nil (2020 £nil). The carnying value of the Group's trace and other receivables approximates its far value, Trade recewables
are stzted net of prowisions for bad and doubtful cebts. In adcition tc the above, there are trade recevables of £nil {2020 £6m) classified as
held for sale (see note 32)

The movernents in the provision for bad «nd doabrful debts are as follows:

4l h-g,"-?s s lors 2021 2529
Al beginning of year (74} (92}
Exchange differences - 6
Income slatement movements {15) (26
Utiliscd 26 32
Disposal of subs:diary - 6
At end of year 63) (74)

Concentrations of credit risk with respect to trade recevables are hmited due 1o the Group's large number of customers, who are
internationally dispersed.

The ageing of the Group's gross trade recevables s as follows,

Allfigures i £ milkons 2021 2028
Within due date 766 687
Up Lo three manths past due date 58 73
Three 1o six months past due dare 20 12
Six {o nine months past due date 13 30
Nine to 12 months past due date 5 18
More than 12 months past due date ) 55 57
Gross trade receivables 917 877

The Group reviews its bad debt provision at least twice a year following a detarled review of recervable balances ano hustorical payment
profiles, and assessment of forward-looking risk factors including, where relevant, factors specificalty refated to COVID-19. Management
believes all the remaining recervable balances are fully recoverable

The increase in trade receivahles held by the Group 1s driven by revenue growth which has increased debtors despite strong collections and
an overall reduction in the bad debt provision. Other non-current receivables have decreased due to the receipt of deferred proceeds in
relstion to the US K-12 disposal, this receivable 1s now classified as current, Prepayments have incressed due to timing differences on certain
significant payments and lease recewables have decreased primarily due to payments received dunng the year.
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23, Provisions far other liabilities and charges

Drspusats Legal
Al lgures im £ lkars Properly EVRROENLE end c.rier lotal
At 1 January 2021 8 4 21 33
Exchange differences - - 2 2
Provisions made during the year 9 1 36 46
Provisions reversed during the year (2} - (2 “]
Provisions used during the year - - 27} 27
Disposal of subsidiary ~ (3) - (3}
At 31 December 2021 15 2 30 47
Anatysis of provisions:
S e
Disuials egal
Altfigures ir Lmllor s Sropety ard rlasures and e Total
Current i 2 27 40
Non-current 4 3 7
15 2 30 47
2020
Current 2 4 19 25
Non-current g
- § 4 a3
Property prowvisions in 2027 relate o the simplificauon of the Group's property portfolio {(see note 4) and in 2020 relate primarily to
dilapidations. Disposals and closures relate 1o the disposal of the Pearson Insutute of Higher Education
Legal and other includes legal claims, contract disputes and potenual contract losses with the provisions utilised as the cases are setlled
Also ncuded in legal and other are other restructunng provissens that are generally unlised wirhin one year
The year on year increase in provisions 15 mainly due 1o the new property provisions (see note 10) and the 2021 major restructuring
programme (see note 4)
24. Trade and other liabilities
Al faures - £l ors S T am
Trade payables 351 340
Sales return libility 83 36
Social secunty and other taxes 13 17
Accruals 317 290
Deferrad income 386 356
Interest payable 42 30
Other habilities 159 157
1,351 1,276
Less: non-current portion
Accruals 1 -
Deferred incorne 56 52
Other labilites 38 28
95 80
Current portion 1,256 1,186

The carrying value of the Group's trage and other liabilities approximates its fair value. The deferred income balance comprises contract
liabibties 10 respect of agvance payments in assessment, festing and raning businesses; subsrription income in schonl and college
businesses, and obligations to deliver digital content in future penods. In addiucn o the above, there are accruals of £ril (2020: £2m) and
deferred income of £n1) (2020: £3m) classitied as held for sale (see note 32} The increase in trade and other liabilities held by the Group 15
drven by timing differences which have increased deferred income, an increase in accruals related to severance and the recognition of
deferred consideration in relarion to acguisitions made N 20271
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25. Retirement benefit and other post-retirement obligations
Background

The Group operates a number of defined benefil ang defined contributior: reliremeni plans throughout the werld.

The largest plan 1s the Pearson Pension Plan {JK Grouo plan) in the UK, which 1s sectionalised o provide both ce‘ined nenefit and defined
contribuzion pension benefits, The defined benefit secuon was largely closed to new members from 1 Novermper 2006 The defined
contribuzion section, opened in 2003, 1s open 1o new and exisung employees, Hnally, there s a separate section within the LK Girnap plen et
up ine a to-enrolment.

The defined benefit secuon of the UK Group plan s a final salary pension plan which provides benefits to members in the form of &
guaranteed level of pension payable for Iife. The level of benefits depends un the length of service and final pensionable pay

Tne defined contribution section of the UK Group plan operates a Reference Scheme Test (RST) pension undergin for i1s members. Where a
member's fund value 1s insufficient to purchase the RST pension upon retrement. the UK Group plan is lable for the shortfall to cover the
merber's RST pension fn addimon, in recent years, the scheme rules were amended 1o enable members who have sufficient funds to
purchase an RST pension the akifity to convert their fund value into a pension in the UK Group plan as an alternative to purchasing an annuity
witht aninsurer. The Group recognises any assets and liabilities relaung teo these features of the gelined contribution secuor as part of the
overall UK Group plan obligation, krom 1 January 2021, the Group will also recognise the assets and habilities for all members of the defined
contribution secuon of the UK Group plary, accounting for the whele defined contribution secuior a5 a defined benefit scherme under 1AS 19
Employee Benefits’ as there is a risk the underpim will require the Group ta pay further contributians 1o the scheme. The netimpact of this on
the balance sheetis £nil.

The UK Group plan i1s funded with oenelit payments from trustee-administered funds. The UK Group plan s acm nistered in accordance with
the Trust Deed and Rules in the interests of its benefic.aries by Pearson Group Pension Trustee Limited.

At 31 December 2021, the UK Group plar had approximately 26,500 members, analysed i the Tollowmng table

Allfig ares in b Arrve Delerred Rannicrers Toral
Defined benefit - 18 33 51
Defined contribution 1 38 - 49
Total ] 1 56 33 100

The other major defined benefit plans are based inthe US. These

are also final salsry pension plans whicn previde benefits to

members in the form of a guaranteed pension payable for life, with

the level of benefits dependent on length of service and final Whether the Group will be eligible to recerve the surplus

pensicnahle pay The majonty o the US plans are fully funded. associated with the UK Group Pension Plan in recognising a
pension asset.

B Keyjudgements

The Group also has several post-reurement medical benefit plans

(PRMBs), principally i the US. PRMBs are unfunded but are Key arcas of estimation
accounted for and valued similarly to defined benefit pension plans. The determination of the pension cost and defined benefit

obligation 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.

The defined benefit schemes cxposc the Group to actuarial risks,
such as life expectancy, inflaton risks and investment risk including
assct volaulty and changes in bond yields. The Group 1s not
exposed ta any unusual, entity-specific or plan-specific risks.
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Assumptions
The principal assumpuons used for the UK Group plan and the US PRMB are shown below Weighted average assumptions have been shown
for the other plans, which primanily relate o US pension plans,

2021 2020
© WKGrowp  oOther T T ko e

Al figures % plan plans PRMB plan [s{ElgH FRME
Inflation 33 14 - 29 06 -
Rate used to discount plan labifives 19 28 26 1.4 2.2 2.1
Expected rate of increase in salaries 3.8 2.7 - 34 22 -~
Expected rate of increase for pensions N payment and 235to 20510
deforred pensions 5.10 - - 5.05 - -
Inmal rate of increase in healthcare rate - - 63 - - 65
Ultinate rate of mcrease in healthcare rate ) ) - - 50 - - 50

The UK discount rate ss based on corporate bond yields adjusted 1o reflect the durstion of habilines.

The mfiation rate for the UK Group plan of 3.3% (2020 2 9%) reflocts the RPLrate I line with changes to legislanan in 2010, certain benefits
have been calculated with reference ta CP as the inflatarary measure and in these instances a rate of 2.0% (2020 2 2%) has teen used. The
CPIrate ss determined as a waighted average deduction from the RPIrate, and allows for the expected change to the formula for calculating
RP!to be in fine with CPIH from 2030 onwards.

The expected rate of InCrease In salares has been set at 3.8% for 2021 (2020; 3.4%)

Far the UK Group plan, the mortality basc tabie assumptions have been updaed and are derved from the SAPS 53 for meles and fernales,
adjusted to reflect the observed experience of the plan, with CMIl model improvement faclors. A 1.5% long-term rate improvemeant on the
CMI 2020 modef 1s applied for both males and fermales The analysis of experience, and standard rables, do rot1eflect the impact of

the angoing COAD-19 pandernic the ullirate impact of which remains uncertain

for the LS plans, the mortality table (Pri - 201 2y and 2021 improvement scale (MP - 2021) with generational projecton for male and fermale
annunranits has been adopted

Using the above ahles, the remairung average Iife expectancy inyears of a pensioner retnng at age 65 on the balance sheet date for the
UK Group plan and US plans is as follows

Uk Us
Alltguies noyedrs T _2321 T ?0;; T jor T 2026
Male 22,6 240 20.5 204
Female 24.8 243 22.5 224

The remaining average life expecrancy in years of a pensioner retiring at age 65, 20 years affer the balance sheer date, for the UK and J5
Group plans is as follows:

< s
Al Sigeres oo pears o 51\ 2020 o jozf o
Male 24.2 256 22.0
Fernale 26.5 26.1 23.9

Although the Group anticipates that plan surpluses will be utlsed during the hfe of the plan to address member benefits, the Group
recognises 15 penston surplus in full in respect of the UK Group plan an the basis thel it is management's judgement that there are no
substantive restrictions on the return of resigual plan assets in the event of a2 winding up of the plan after all member obligations have
been mer
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25. Retirement benefit and other post-retirement obligations continued

Financial statement information
The amounts recognised in the ncame statement are as follows:

2021
Defined -
UK Group benefit Defined
All fig_res i g mulhione plan other Sub-total  contribution PRMEB Totai
Current senvice cost 17 2 19 37 - 56
Past service cost - - - - - -
Curtgilments - - - - - -
Adrrnistration expenses 6 - 6 - - 6
Total operating expense 23 2 25 37 - 62
Inzeresr aon plan assers (55) (2) (57) - - {57)
Interest cn plar habiities 49 3 52 - 1 53
Net finance (income)/expense (6) 1 (5) - 1 4)
Net income statement charge 17 3 20 37 1 58
Zefred - T
U Zroup perert Zefined
Altigares i pedigrs plar uther S Eetnnal LOPEAILT Or PRME ozl
Current servce cost ) 2 2 47 - 55
Past service cost 1 - 1 - - 1
Curtalments - {1 m - - 13
Administration expenses 5 - 5 - - 5
Total operating expense 12 1 12 47 - 50
Interest an plan assels {66) 3] (69) - - (59}
Interest on plan habilities 57 5 62 - i 63
Net finance (income)/expense {9 2 ] - 1 e}
Net income statement charge 3 3 3 47 1 54
The amounts recogrised in the balance sheet are as follows:
- " o T
o Other - 70(*\9-
UK Group  Other funded unfunded U eroap Orher funded wnfunded
Allfigares in £ il o plan plans plans Total plar Flens plians Tolsl
Far value of pian assets 4,125 120 - 4,245 3,588 119 - 3707
Present valuc of defined
benefit obligation ) (3,588) (123) {20) (3.731) {3.178) (135) (21) {3.334)
Net pension asset/(liability) 537 (3) {20) 514 410 {16) 2N 373
Other post-retirernent medical
benefit obligation (34) (39)
Other pension accruals %) )]
Net retirement benefit asset 47 375
Analysed as:
Retrement benefit assets 537 410
Retirement benefit obligations (66) (85)
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The following gains/(losses} have been recognised in other comprehensive income:

Altgures e £mllers 2021 2000

Amounts recognised for defined benefit plans 145 {(24)
Amaounts recognised for post-retiremant medical beneft plans 4 1
Total recognised in year i 7 ) ) 149 (23)

The fair value of plan assets comprises the following:

2021 R
—;UKGrnup‘_ ‘l;(her - 7L‘. Q'u#u—;r ‘?er T
Allfgures rtn plan  funded pians Total plan  “undad plans “otal
Insurance 35 - 35 a2 - 42
Equiies (Al 1 12 1 1
Fixed imterest securities 7 2 9 5 1 &
Property 5 - 5 5 - 5
Pocled asset investment funds 30 - 30 34 - 34
Other - 9 - s v -

The plan assets do not iInciude any of the Group's own financal INstruments, of any property owcupted by the Group The table Gelow further
disaggregates the plan assets mitg those as55ets which have a guoted market prce n an acuve market and those that do not.

2021 22¢
7Quoted 7No quoted T CLle:d\i hrqpu;
Al guresir ¥ market price  market price Mgt kel pric TR DT
Insurance 35 - 47 -
Equities 11 1 - 2
Fixed-imterest securies 9 - & -
Property - 5 - 5
Pooled asset investment funds 30 - 34 -
QOther - 9 - i
Total ) i ) 7 85 15 82 8
The iquidity profile af the UK Group plan assets s as follows:
En'gue; BEs T - D oz
Liquid - call <1 manth 51 39
Less iguid - call 1-3 months ~ ~
liguid - call =3 months 49 &1
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25. Retirement benefit and other post-retirement obligations continued

Financial statement information continued

Chenges in the values of plan assets and liabilties of the retrement benefi plans are as follows

2021 222

UK Grt-:up_ Other LS E'UJ_L. B Orners a -
Allfigarzs e 2 m llons plan plans Total plar plars T3l
Fair value of plan assets
Open ng fair value of plan assers 3,588 119 3,707 3341 120 3,461
Recogninen of Money Purchase assels 513 - 513 - - -
Exchange differences - 2 2 - ) 3
interest on plan assets 55 2 57 &3] 3 o9
Reture o plan assets excluding interest 7 6 77 297 8 305
Contributions by employer 14 1 15 3 5 8
Benefits paid {123) (10} (133) () {14y {133
Contribut.ons by employees 7 - 7 - - -
Closing fair value of plan assets 4,125 120 4,245 3.588 118 3,707
Present value of defined benefit obligation
Opening defined benefit obligation {3.178) {156} (3.334) {2912 (157 (3.069)
Recognitor: of Maoney Purchase habilities (513) - (513) - - -
Exchange d.fferences - (1 (m - 3 3
Current service ost (17 (2} (19) 6] {2} (8
Past service ccst - - - (1] - (1]
Curtallments - - - - i 1
Adrministration expenses (6) - (8) {5) - (5]
Interest on plan lisbiliues (49) (3) (52) (57 (5) (62)
Actuarial (lossesy/gains - experience (100) 3 (97) (18) (2) (20)
Actuarial {losses)/gains - dernographic [§)] - m i i 2z
Actuarial gains/losses) - financial 160 6 166 (299) 113 1310
Contributions by employee (7) - 7 - 2 z
Benefis paid 123 10 133 119 14 133
Closing defined benefit obligation {3.588) (143) (3.731) (3.178) {156) [2.334)

From 1 January 2021, the Group has recognised the assets ard liabilities for all members of the defined contributon secuon of the UK Group
plan, accounting for the whale defined contribution section as a defined benefit scherne under 145 19 Employee Benefits'. The netimpact on
the balance sheet is £nil, hawever, the grass amounts of £513m can be seen in the wable abhove. Subsequent movements to those assets and

liabilities are incluged 0 the relevant nes in the table above

The weighted average duralion of the defimed benefic obligation s 16 years for the UK and seven years for the US.

Changes in the value of the US PRMB are as follows:

Al figares i { e llons

Opening defined benefit cbligaton
Exchange differences

Interest on plan liabilities

AcCtuanal gains — experience
Actuarnial gains - demographic
Actuanial gains/losses) - financial
Benefits paid

Closing defined benefit obligation

2021
(35}
(1}
(1}

(34)
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Fundin

The UK G%oup plan is self-administered with the plan's assets being held independently of the Group in trusL. The trustee of the UK Graup

plan s required to act in the best interast of the plan’s beneficanes. The most recent triennial actuanal valuation for funding purposes was
campleted as at 1 January 2021 and this valuation revealed a techrical prowisions funding surplus of £160m The UK Group plan expedis to
be able to provide benefits (N accordance with the pian rules) with a very low teve! of reliance on future funding from the Group.

Assels of the UX Group plan are dmded into rwo elements marching assets, which are assefs that produce cash flows that can be expecred
1o match the cash flows for a proportion of the membership, and include a liabilty-driven invesiment mandate (UK bonds. interest rate/
inflation swaps and other dernvative instruments). pensioner buy-in insurance palices, inflation-inked property and infrastructure, and
return-seeking assets, which are assets invesied with a langer-term honzoh to generate the returns needed Lo provide the remaining
expected cash flows for the beneficanes, and indude diversified growth funds, property and aliernative asset rlasses. The UK Graup plan’s
long-lerm invesiment strategy allocates 95% 10 matching assets and 5% 10 return-seeking assets

Followang the purchase of buy-in pohcies with Legal & General and Aviva n 2017 and 2019, 95% of the UK Group plan’s pensioner fiabiities
are now matched with buy-in policies These transfer significant longewity risk to Aviva and Legal & General, reducing the pension risks being
underwritzen by the Group and providing addinonal securty for members.

Regular employer contribunions to the UK Group plan in respect of the defined benefit sections are estimated to be £3m for 2022

Sensitivities
The effect of a one percentage point Ncrease and decrease in the discount rate on the deflined oenefit obligaton and the total pension
expense 1s as follows:

2024

Allfgures 1= & rullior s G R 10 geeredse
Effect:

(Decreaseyincrease in defined benefit obligation - UK Group plan (450) 616
{Decrease)increase in defined benefit cbligation - US plan - 9 1

The effecr of members Inang one year more gr ane year less on the dehned benefit obhgation s as foliows:

2021

i o One )‘92'7 One ;D-_s'i
All fgurese f millors rores=se decredse
Effect:
Increase/{decrease) in defined benefit obligation - UK Group plan 107 {108)
Incresse/{decrease) in defined benelit obhigation - US plan 4 (3}
The effect of a half percentage point ncrease and decrease In the inflation rate is as follows:
N S - - @1
All hgures e f rullbars 5% neease Tﬁﬁ;‘ delrease
Effect:
Increaseddecrease) in defined benefit obligaton - UK Group plan 142 {141}

Increase/{decrease) In defined henefit obligation - US plan - -

The abave sensiuvity analyses are based on a change in an assurmption while holding all other assumptions constant, although in pracuice this
15 unfikely Lo occur and changes n some assumpucns may be correlated When calculaung these sensitivities, the same method has been
appled o calculate the defined benefic obligation as has been appled when calculating the iability recogrised in the balance sheet This
methodalogy s the same as prior periods.
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26. Share-based payments
The Group recognised the Tollowing charges in the income statement in respect of its equity-settled share-based payment plans

Al figres 1 rmillions 2021 2020

Fearsan plans 28 29

The Group operates the follow:ng equity-settled employee option and share plans:

waorldw de Save far Shares Plan - Since 1994, the Group: has operared a Save-As-You-Earn plan for UK employees. In 1938, the Group
ntroducec a Worldwide Save for Shares Plan. Under these plans, employees can save a portion of their monthly salary aver periods of three
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 80% of the market price prevailing at the time of the commencement of the employee’s parbicipation in the plan. Gpuions that
are nof exerosed within six moniths of the end of the savings period lapse uncandimonally

Employee Stock Purchase Plan - In 2000, the Group established an Employee Stock Purchase Plan whicrn allows all employees in the US to
save a portion of their monthly salary over six-month periods. At the end of the period, the employee has the opuon 1o purchase American
Depositary Receipts {ACRS) with their accumulated funds at a purchase price equat to 85% of the lower of the market prices prevaiting at the
beginning or end of the penod

Long-Term Incentive Plan - The plan was first introduced im 2001 and from time to ume the plan rules are renewed The plan consists of
restricted shares. Tne vesoing of restricted shares is normally dependent on continuing service over a three tc five-year period, ard in the
case of Executve Directors end senior management upon the satisfaction of corporate performance targets over & three-year perioa These
targets may be based on market and/cr non-market performance criteria. Restricted shares awarded to Executive Directors in May 2021 and
fday 2020 vest dependent on relative total shareholcer return, return on invested capital and adjusted carnings per share growth. These
awards are n addmon to the 2020 one-off co-investment award for the Chief Executve, vesting in three equal ranches based on market and
non-market performance criteriz. The applicable market condition for the vesting of the final rranche is on tofal shareholder return Other
restricted shares awarded in 2027 and 2020 generally vest depending on conunuing service over perods of up to three years

Management Incentrze Plan - The plan was muroduced 1n 2017 combiming the Group's Annual Incentive Plan and Long-Term Incentive Plan
for senior managemert The number of shares 1o be granted to participanis 1s dependent on Group performance in the calendar year
preceding the date of grant (on the samc basis as the Annual incentive Plan). Subsequently, the shares vest dependent on continuing service
over athree-year period, and additionally, in the case of the Pearson Executive Management team, upon sausfaction of non-market based
performance criteria as determinea by the Remuneration Committee. Restricted shares awarded as part of the 2020 Management Incentive
Plan were granted in April 2021, In 2021 this scheme has been replaced by the Long-Term Incentive Plan for senior management.

The following shares were granted under restnicted share arrangements:

2021

20

Number of Weighted average “amber of Weigh'en avel age

shares fair value Sreres fair valLe

000s £ 000s i

Long-Term Incentrve Plan 6,354 7.27 5598 484
Management Incentive Plan 630 7.7 696 5.29

The fair value of shares granted under the Long-Term Incentive Plan and the Management Incentive Plan that vest uncondmionally 1s
deterrmined using the share price at the date of grant The number of shares expecied to vest is adjusted, based on historical experience,
o account for potential forfeitures Participants under the plans are entitled to dividends duning the vestng period and therefore the share
price 1s nol discounted.

Restricted shares with a rarket performance condition were valued by an independent actuary using a Monte Carlo model Restricted
shares with a non-market performance condition were fair valued hased on the share price at Lhe date of grant. Non-market performance
conditicns are taken Into consideration by adjusting the number of shares expected (¢ vest based on the most hkely outcome of the relevant
perfarmance criteria.
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27. Share capital and share premium

Iamiber ol 53l shate

skavme zapdtal prermiuT

300 fri fad]

At January 2020 782,099 195 2,614
fssue of ordinary shiares - share option schemes 1,236 - 6
Purchase of own shares (30,077) % -
At 31 December 2020 753258 188 2,620
Issue of ordinary shares - share option schiemes 3,544 1 6
Purchase of own shares - - -~
At 31 December 2021 756,802 189 2,626

The ordinary shares have a par value of 25p per snare (202(0: 25p per share] Altissued shares dre fully paid. Al sharchaolders are enucled to
receive dividends and vote at general meetings of the company. All shares have the same rights.

On 24 Mebruary 2022, the Board approved a £350m share buyback programme in order to return wapital o shareholders The programme
will commence in 2022 The shares bought back will be cancelled and the nominal value of the shares will be transferred to1he capital
redemption rescrve. In 2020, approximately 30m shares were bought back and cancelled at a cost of £176m. The nominal value of these
shares, £7m was transferred to the capital redemplion reserve,

The Group manages 1 capial 1o ensure that entties in te Group will be able to continue as a going concern while maximising the return
o shareholders through the optimisation of the debt and eguity balance.

The capital structure of the Group consists of debt (see note 18). cash and cash equivalents (see note 17) and equity atirnbutable o equiy
halders of the parent, comprising issued capital, reserves and retained earnings

The Group reviews its capital structure on a regular basis and wilk balance 1ts overall capital structure through payments of dividends,
new share 1ssues as well as the 1ssue of new debt or the redemption of existing debtin ine with the financial nsk policies outlined In nate 19.

28. Treasury shares

M ber of

hares
SO0y imr
AL T January 2020 3,258 24
Purchase of treasury shares 1.105 3]
Release of treasury shares (3.460) (23)
At 31 December 2020 503 7
Purchase of treasury shares 2,158 16
Newly issued treasury shares 2,500 1
Release of treasury shares {3,990) (12)
At 31 December 2021 1,571 12

The Group holds Fearson plc shares in trust to sausfy its ohligations under its restricted share plans (see note 26}). These shares, represenung
0.2% (2020: 0.1%) 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 pic treasury shares amounts to £0.4m (2020 £0 2m) Dividends on treasury shares are waved.

AL 31 December 2021, the market value of Pearscn pic treasury shares was £10m: (2020: £6m).
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29. Other comprehensive income

2021
- B _ A::tlf\:;ta_b!ieto equity holders of the company Non
Fair value Translation Retained controtling
All friguee n 2 mill ors reserve reserve earnings Total interast Total
items that may be reclassified to the income statement
Met cxchange differenices o transiatlon of foreign operaticns - (6} - (6) - (6}
Currency translstion sdjustment disposed - 4 - 4 - 4
Attnibutakle tax - - 10 10 - 10
Iltemns that are not reclassified to the income statement
Fair value gain on other financial assets 24 - - 24 - 24
Allributable tax - - (3) (3) - 3
Remeasurement of returement benefit obligations - - 149 149 - 149
Altributable tax - - 61} (61} - (61)
Other comprehensive income/{expense) for the year L 24 (2) 95 117 - 117
- - o
_7_ Altribuzatle o eaut, holdes of e compaty _N-nr ) B
Falr .alue T-arslaton Retainer canrroll o g
all figures 1 £ milhor 5 TOSOVE “esEIve earnrgs Tzl el Tocal
ltems that may be reclassified to the income statement
Net exchange differences on translation of foreign cperations - (109) - {109) - {109)
Currency translation adjustment disposed - {70) - (70} - (70)
Attributable tax - - (13 (i3 - (13)
{tems that are not reclassified to the income statement
rair value gain on other finanaal assets 14 - - 14 - 14
Attributable tax - - (6 (&) - (6}
Remeasurement of retrement bencfit abligations - - (23) (23) - (23)
Altributable tex - - 2 2z - 2
Other comprehensive income/{expense) far the year B4 {179) (40) {205) - {205)
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30. Business combinations .

in September 2021, Pearson completed the acousition of 100% of the share capital of Fasthm Hotdings Pty Limied (Faethm), having already
held 9% of the share capital previously. Faethm uses artificial nteligence and analyucs services 1o help governments, companies and workers
understand the dynamic forces shaping the labour market Faethm will be part of the Warkforce Skills division. The total consideration for the
transaction was £65m, which Included £10m of contingent consideration whith 15 payable after two years, dependent upen meetng Certain
earmngs targets The conungent consideratian has been valued at the net present value of the Group's besi estimace of the amount that will
be payable

in addition, the Group made tweo addinona) acquisitions of subsidianes for total consideration of £11m. In both cases, the Group acquired
100% of the share capital of the respectwve entities. Opinion Interactive LLC {also known as Spothght Education) was acquired in February
2021. MZ Development Inc. was acguired in july 2021 Both will be part of the Assessment & Qualfications dwistorn.

The Group also made addiuonal investments in associates, which are detaled innote 12, and are not included below

Detalls of the fair values of the assets and labiliues recogrised at the acguisition date and the relatec consideration 1s shown in the table
below. The fair values of Faethm's net assets are provisional at this stage as management are finalising their review of the asset valugtions.
The provisional goodwill arising from the acquisition of Faethm represents assets and benehits that cannot be separately recogrised The

goodwill s not deductible for tax purposes and ar the arguisition date there were ro matenial conungent hablites

There were no significant acguisiions in 2020

2071 2021 Tam o
AllYgures ni milinrs Faethm Other Total Tootal
Intangible assets 21 6 27 - .
Deferred tax assel 11 - 11 -
Trade and other recevables 1 1 2 -
Cash 4 - 4 _
Trade and other liabilities (4) m (5) -
Deferred tax liabilties (3] - {B) -
Net assets acquired 27 6 33 -
Goodwill 338 5 43 -
Total 65 11 76 - ,
Satisfied by: '
Cash consideraton 49 5 54 -
Contingent consideration 10 ) 16 -
Fair value of existing mvestment 6 - 6 -
Total consideration 65 11 76 -

Faethm generated revenues of £1m and a loss before tax of £1m for the period from the acquisiion date 1o 31 December 2027 If the
acquisiion had oceurred on 1 January 2021, the Group's revenue and profit befare tax for the year ended 31 Decemnber 2021 would not have
been matenially different. Total acquisition-related costs relating (o the three rarsactions of £2m were recognised within other net gains and
losses, i the consoldated inrome statement, all of which was recngrised in the year ended 31 December 2021, and are excluded from
adjusted operating profit

The net cash outflows relared to the acquisimons are set out In the table below In sddition 1o the current year acquisitions, the other net cash
outflows on acquisition of subsidianes in 20271 and 2020 relate to deferred payments for prior year scgquisitions

Al Ggures ~ £ milbors Faethm Other Total ’r;a

Cash flow on acquisitions

Cash - current year acquisitions 49 (5) (54) - ‘
Cash and cash equivalents acguired 4 - 4 -

Deferred payments for gricr year acquisiwons and other items - (4) (4) (6)

ACOUISTION COSTS paid m - 1 -

Net cash outflow (46) 9 (55) (6)
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31. Disposals and business closures
The Group caompleted two signihicant dispesals in 2021 and one in 2020 None of the disposals met the criteria 1o be considered a
discontinued operaton on the basis that they did not represent major (ines of business or geographical areas of operations

I February 2021, the Group complered the sale of s interests in the Pearson Insutute of Higher Education (PIHE) in South Afnica resulting in
a pre-tax loss of £5m.

In October 2021, the sale of the Group's interests N K12 S sternas in Brazil was also completed for consideratior of £108 milior, resulting in 3
gain on sale of £84m

There were no other business disposals in 20271 and addiuonal losses of £14m relate to other disposat costs including costs related to the
wind-down of certain businesses under strategic revicw

In April 2020, the Group completed tne sale of the remamirg 25% interest In Penguin Random House resuling ir a pre-tax profit of £180m
There were no other material disposals ir 2020. Deferred proceeds relating to the K12 sale were receved m 2021 and 2020 (see note 14)

The table below shows a summary of the assets and liabdities disposed of.

Alfigurezin £ mllnry [ 2021 2020

Disposal of subsidiaries and associates

Intangible assets (3) -
Property. plant end equipment {48) -
investments In;oint ventures and associates - (418
Intangible assets — product development (&) -
Inventories {2) -
Trade and other recervables {6) -
Cash and cash equivalents excluding overdrafis) {24) -
Provisions for ather labilities and charges 3 -
Trade and other labilities 4 -
Financial liabilities - borrowings 67 -
Cumulative currency translation adjustment 29 4 70

Net assets disposed (19) (318)
Cash proceeds 108 531

Costs of disposal (24) 1

Gain on disposal 65 184
All ﬂ;fez n £ lions - - a B 2021 2038

Cash flow from disposals

Proceeds - current year disposals 108 531

Proceeds - pnor year disposals 16 105

Cash and cash equivalents disposed {24) -

Costs and other disposal labities paid 17) {5
Net cash inflow ) 23 631

Analysed as:

Cash inflow from sale of subsidisries 83 100

Cash inflow from disposal of joint ventures and asscaates - 531
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32. Held for sale

Following the announcement of the sale of the Group's INterests in K12 Sistemas (included within the Strategic Review segment) in March
2021, the business was classified as held for sale unul the disposal completed in Getober 2021 At 31 Oecember 2021, only one property,
which 15 expected 1o be disposed of In 2022, was classified as held for sale. The businesses that are included in the Strategic Review segment
cid not meet the cnteria for classification as held for sale as at 31 December 2021 on the basis that the Group was not sufficiently advanced
in the sales process as at 31 December 2021 for the sale 1o be considered highly probable.

The held for szle assets and fiapilities N 2020 are the Group's Interests in the Pearson Insutute of Higher Education in South Africa, which was

completed on 5 February 2021

The held for sala balances are analysed as follows:
All fpyres w2 milliers

Non-current assets

Property, plant and equipment

Current assets
Trage and cther recevables
Cash and cash eguwalenrs

Assets classified as held for sale

Non-current liabilities
Fnancal liabiities - borrowings

Current liabilities
Trade and other habhues
Financial habilities - borrowings

Liabilities classified as held for sale
Net assets/(liabilities) classified as held for sale

2021 2020
Tatal ot

48

o1
e

1
T T
@
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33. Cash generated from operations

Mihgarasing rllons

Profic

Adjustments for:

Inceme tax

Depreciatan and imparrmant of property, plant ang equipment
Artiorusation and impairment ot acquired intangibles and goodwill
Amorusaton and impairment of software

Net finance costs

Share of results of joint ventures and associates

Profit on disposal of subsidiaries, associates, investmernits eérd fixed assels
Other net gains and losses

Net profit on disoosat of right-of-use assets including transfers to INnvestment in finance lease
receivable

Net foreign exchange adjustment fram fransactions
Share-based payment (osts

Froduct development assets

Inventorics

Trade and other recewvables

Trade and other liabilities

Retirernent benefit anligations

Provisions for other liabiliies and charges

Net cash generated from cperations

Dividends from jomt ventures and assoaates

Purchase of property, plant and equipment

Additon of news right-of-use lease assets

Purchase of intangible assets

Net disposal of right-of-use lease assets including transfers to/from imvestment in finance lease
receivable

Net costs paid for major restructunng

Operating cash flow

Operating tax paid

Met operating ‘inance costs paid

Operating free cash flow

Non-gperating tax (padyreceved

Net costs paid for major resiructunng

Free cash flow

Dividends paid (including to non-controling irtercsts)

Net movement of funds from operations
Acquisiions and disposals

Disposal of lease habilives

Loans repaid

New equity

Buyback of equity

Purchase of treasury shares

Other movements on financal nstruments

Net movement of funds

Exchange movements on nel debt

Movement in net debt

Opening net debt

Closing net debt

10
1M
1M

12

2021
160

3
241
50
117
26

m

{61

28
(6)

22
71}

37

14
570

(64)
(30)
{112)

24
388
{60)
{54)
274
(117)
(24)
133
(149)
(16)
62
67

6
{16)
20
123
{(10)
113
(463)
(350}

20320
310

112

(182)

{176}

(6}

{29)
544

553
{1.0186)
(463)
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Net cash generated from operauons is translated at an exchange rate approxmanng the rate at the date of cash flow. The difference
between this rate and the average rare used to translate profit gives nse to a currency adjustment in the reconciliation between net profit and
net cash generated ftom operations. This adjustment reflects the uming difference between recogrition of prafit and the reiated cash

receipts or payments.

Operating cash flow, operaung free cash flow and total free cash flow are non-GAAP (non-statulory) measures and have bheen disclosed and
reconciled in the above table as they are commonly used by Investors to measure the cash performance of the Group. In the cash flow
statement, proceeds from sale of property, plant ang equipment comprise:

Al faures ni mllors
Nel book amount
Loss on sale of property, plant and eguipment

The movements in the Group's current and non-current borrawings are 2s follows:

Al feures nEon o 2020

Financial liabilities

Non-current borrawings 1,458
Current berrowings 248
Total 1,706

2021
4 2
4 (2)
Trarsfar tom T _Tav uelaz T
noOr-CUTENL D R anan g cesn i andar e
curren” flouey MGAEMEn 4 Tovements 2021
(36) (160) - 3 (20 1,245
(1 160 {255) (4) 9 157
€2) - @ m . an 1402

Nan-current borrawings incude bonds, dervatre financial instruments and leases. Carrent barrowings include loans repayable within one
year, dervative financial nstruments and leases, but exclude overdrafis classified wirhin cash and cash equivalents.

34. Contingencies and commitments

B Key udgemenis

- The application of tax legislation in relation to provisions
for uncertain tax positions.

Key areas of estimation

- The leve! of provisions required 1n relation to uncertan
tax positions is complex and each matter is separately
assessed The estimaton of future sertlement amounts is
based on a number of factors including the status of ihe
unresolved matter, clarity of legsslation, range of possible
outcomes and the statute of limitations.

There are conungent Group habimes that anse in the normal
course of business in respect of indernnities, warranties and
guarantees Ir: relation o former subsidiaries and in respect of
guarantees in relation Lo subsidiaries. joint ventures and associates
In addition, there are conungent liailites of the Group in respect of
unsetiled or disputed tax habilies, legal claims, contract disputes.
royalties, copyright fees, permissions and other rights None of
these claims are expected to result in a matenal gain or loss Lo the
Group.

On 25 April 2019, the European Commission published the full
decrsion that the Urited Kingdom cantrofled foreign company
group finanoing parual exemption (FCPE) parually consttutes State
Al The Group has lodged an appeal The Group has benefited
fromi the FCPE in 2018 and prior years by approximately £116m

(which does not include any additonal interest that would be due
the sppeal s lost). In February 2027, the Group received Charging
Notices reguiring 3 payment on account of materialiy all of the
alleged State Aid to be made. Paymerics totaling £105m
{comprising tax and interest) were made during 2021 and the
Group expects 1o recover the funds in due caurse The Group
contnues (0 be of the view that no provision Is reguired In respect
of this issue

The Groupis under assessment from the tax authormes in Brazil
challenging the deduction for tax purposes of goodwill amartisation
for the years 2012 1o 2017, Similar assessments may be raised for
other years. Potential total exposure (ncluding possible interest
and penalues) could be up ro BRL 1.079m {(£143m) up to 31
December 2021, with addimonal potenual exposure of BRL 98m
{£13m)in relavon tc deductons expected ta be taken in future
perads. SUCh assessments are commaoan in Brazil, The Group
beheves that the hkelihnod that the tax authorities will ultimately
prevaihis low and that the Group's pesmion is Strong. At présent, the
Group believes no provision 1s reguired

Al the balance sheel date there were no commiiments for capital

expenditure contracted for bur not yet incurred, Commitments in
respect of leases are shown in note 35
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35. Leases

The Groups lease portfolo consists of approximately 730 property leases, mainly offices and test centres, together waith a nizmber of vehicle
and equipment leases The Group has elected not to recognise right-of-use assets ana lease habilities for short-term leases that have 3 lease
Lerm of 12 manths or less and leases of low-value assets. The Group recognises the fease payments associated with these [eases as an
expense on a straight-ine basis over the lease term

As alessee:
The amounts recognised 1in the iImcome slalemenn are as follows:

Alltigoresin £ rallone ’ ) Nore 2021 20T
Interest on lease habiliies {27) {41)
Expenses relating (o short-lerm leases - 1
Depreciation of right-of-use assets 10 {49) {68)
Impairment of night-of-use assets o 10 {119) 4)

Lease habilities are mcluded withim financial habilites - borrowings in the balance sheet, sec note 8 The matuniues of the Group's [ease
liabilities are as follows:

M hgorasind mrhror: 2021 ’ 2225
Less than one year 92 100
Cne to five years 318 333
More than five years 394 441
Total undiscounted lease lizbilities 804 8/4
Lease liabilities included in the balance sheet 633 683
Analysed a5

Current 68 73
Non-curreni 565 610

In add:uon 1o the above, there are current lease habilices of £nil (2020: £3m) and non-current lease hatultes of £nil (2020 £66m) classified as
Riold for sale {see note 32).

Tne amounts recogrused 0 the cash flow slatement are as follows:

Al figures i+ rullans 2021 70:C

Total cash outfllow for leases as 5 lessee 115 133

AT the balance snect datc commitments for capital leases contracted for but not yet incurred were £3m (2020: £3m) Exiension and
terminauon options and variable lease payments are not significantwithin the lease portfolio. Short-term leases Lo which the Group is
committed at the balance sheet date are similar to the portfolio of shart-term leases to which the short-torm lease expense 1s disclosed
above,

As a lessor:
in the event that the Group has excess capacity In It leased offices and warchouses, the Greup subleases some of 1ts properties under

operatng and finance leases.

The amounts recognised in the income statement are as follows:

Allfigures in £ m {lors 2021 2030
Interest on lease recenables ) 9
Income from subleasing right-of-usc assets {(within other income) 2 7

The amounts recognised In the cash flow statement are as follows,

AlTigLresin £ mibhors 2021 2020

Total cash inflow for leases as a lessor 27 50
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The following Ltable sets out the matunty analysis of lease payments recewvable for subleases dassified as operating leases, showing the
undiscounted lease payments to be recerved afrer the reporring date, and subleases classified as finance leases showing the undiscounted
lease payments to be received after the reporting date and the net investment in the finance lease recevable During the year the investment
in finance lease receivable decreased by £15m (2020: decreased £66rm), primarnly due 1o payments rec eved,

Operating Finance 2021 el
Al fgures i § rllior s leases leases Total Toral
Less than one year 1 20 21 24
One (o twg years - 18 18 24
Two (o three years 1 19 20 18
Three 1o four years 2 19 21 i3
Four to five years 1 19 20 18
More than fre vears 2 39 41 56
Total undiscounted lease payments recevable 7 134 141 158
Unearned finance income 9
Net mvestment m finance lease recevable 7 ) 115

36. Related party transactions

Joint ventures and associates

In 2027, the Group acguired & 40% interest in Academy of Pop and 1s accounung for the investment as an associate. At 34 December 2021,
the Group had a current hability payable to Academy of Pop of £7m which relates to the Group's imtal capital contribution that has nat yet
been paid. This balance is expected to be pad i the first half of 2022

In 2020, the Group disposed of ts interests IN Penguin Random House and therefore Penguin Randorm House 1s na longer a related party.,
Prior to the completion of the sale of Penguin Random House, the Group received dividends of £1m and repard loans to Penguin Random
House at the point of disposal.

Key management personnel

Key management personnel are deermed to be the members of the Pearson Executive Managerment team {see pages 80-81). it 1s this
committee which had responsibility for planming, directing and controling the activiies of the Group n 2021, Key management persannel
campensation i1s disclosed below:

Alfauresin£mllors 202 2o
Short-term employes benefits 6 6
Retirement benefits 1 1
Share-based payment costs 8 6
Total ) 15 3

There were no other material related party ransactions. No guarantees have been prowded to relaied parties

37. Events after the balance sheet date

On 28 January 2022, the Group acquired 100% of the share capitalin Credly Inc, having previously held a 19.9% interest in the company.
Total considerauon s ¢$200m comprising upfron: casn consderation of ¢$142m, Pearson's existing interest valued at ¢$42m and ¢$16m of
deferred consideration. Net assets acguired will mainly cormprise of acquired intzangible assets, The full acquisttion accounting disclosures
have not been provided as the valuauon of acquired intangibles has not yet been completed.

In lanuary 2022, the Group receved $117mn relauon o full and final payment of the remaining recenvable balance which arcse onthe
dispasal of the LS K-12 busimiess in 2018

In February 2022, the Group renegouated 15 revolang cradi facity, extending the mawnty of $1bn of the faciliy by one vear 10 2026

On 24 February 2022, the Boars approved a £350m share buyback programme in order to return capital to shareholders. The programme
wll commence in 2022.

Annual report and accounts 2027 | Pearsan plc | 209



Financial statements

Notes to the consolidated financial statements continued

38. Accounts and audit exemptions
The Pearson plc subsidiary companies listed below are exempt from the requirements of the Companies Act 2006 relating to the audit of
indivdual financial statements by virtue of section 479A.

C'_)r'TOd'\‘,' i lgals -1d (D"ﬁDE"y rameen

Aldwych Finance Limited 04720439 Pearson Loan Fimance Na 4 Limited 02635707
Edexcel Limited 04436750 Fearson Loan Finance Na S Limited 12017252
Educauon Development International plc 03514767 Pearson Loan Fnance No 6 Limited 12030662
Longrman Group [Overseas Holdings) Limited Q0680236 Pearson Loan Finance Urkmited (05144467
Majori23 Limied 05323023 Pearson Management Services Limized 00096263
Pearson Australia Finance Unlimited 05578463 Pearson Overseas Holdings Limited 00145205
Pearson Books Limited 02512075 Pearson Pension Trustee Services Limited 10803853
Pearson Brazil Finance Limited 08848874 Fearson Professional Assessments Limited (4904325
Fearson Canada Finance Unlimited 05578491 Fearson Strand Limied 08561316
Fearson Dollar Finance plc 05111013 Fearson Real Estate Holdings Limited 06768242
Fearson Dollar Finarnce Two Limited 06507766 Pearson Services Limiteg 01341060
Pearson Educatan Holdings Lirmited 00210858 Pearson Shared Services Limited 04623186
Pearson Fducaton investments Limited 08444933 Pearsen Strand Finance Limited 1091691
Pcarson Educanon Limited Q0872828 PYNT Limited 08038068
Pearson Funding Four Limied 07970304 TQ Catalis Limited 07307243
Pearson International Finance Limited 02456206 TQ Clapham Limitec 07307925
Pearson Loan Finanice No. 3 Limited USOS%@L TQ Global Lrrited . 07802458
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Company balance sheet

As at 31 December 2021

L milhgns
Assets
Non-current assets
Investrments i subsidiaries 2 6,632
Armounts due fram subsidiaries 2387
Deferred .ncorme tax assets 27
Finanaial assets - denvative financial inst-uments 5 30
9,076
Current assets
Amounts due from subsidiaries 548
Current income tax assets 9
CasF and cash equivalenis (excliding overarafis) 4 310
Finanaial assets - derivative firancial instruments 5 2
Other assets -
869
Total assets 9,845
Liabilities
Non-current liabilities
AMounts due o subsidiares {3,605)
Finandial habihties - derwvative financial instrurrents 5 {30}
{3,635)
Current liabilities
Arnourts due to subsidiaries (1,853)
Other lisbiities (3}
Fimancal habilines - dervative financia) inst-umerts 5 (4)
(1,858)
Total liabilities (5.493)
Net assets 4,452
Equity
Share capiial 6 189
Snare premium 5] 2,626
Treasury shares 7 (12)
Capital redemption reserve 18
Special reserve 447
Retained earnings — including profit for the year of £27m (2020. loss of £95m) 1.184
Total equity attributable to equity holders of the company 4,452

Thase financial statements have been approved for 1ssue by the Board of Directors on 8 March 2022 ard signed on its benalf by

Sally Johnson
Chief Financial Officer

6,619
2,164

45
8839

676
18
541
8

1256
10095

{4,104}
(40)
(4.144)

{1,387)
1)
{12)
{1,395)
(5.539)

4,556

188
2620
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Company statement of changes in equity

Year ended 31 December 2021

EquiyalineLatle ¢ equily holders ol the cormpany

Coplal

Share Share TECEMBIoT Spenat Rewzined
Al figlres £ il uns Lapra orerLe TTRasut sNaes FRnr e TESErYE earmirgs Tomal
AT January 2021 188 2,620 N 18 447 1,290 4,556
ProfiL for the year - - - - - 27 27
Equity-settled transactions - - - - 28 28
Issue of ordinary shares utider share oprion
schemes’ 1 & {1 - - - 6
Purchase of (reasury shares - - (16} - - - (16)
Release of treasury shares - - 12 - - (12} -
Drvidends, - - - - - (149} {149)
At 31 December 2021 189 2,626 (12) 18 447 1,184 4,452

T a o S Equry attioaracle '.O_E’CLJ‘W'};;Z‘V':‘FS o’ tne samnany

S - ETE o o

Snae hare redermnner Srecal Retar od
All figures g e lhons cantal el Treasun, snales 1ESBIL Y FESPIVE ear gy Tsl
AT January 2020 195 2,614 21 il 447 1,656 4,944
Loss for the year - - - - - (95) {95)
Equity-settled transactions - - - - - 29 29
fssue of ordinary shares under share aption
schemes’ - 6 - - - - §]
Buyback of equity (7) - - 7 - (176) {176)
Purchase of treasury shares - - (6} - - - (6}
Relcase of treasury shares - - 23 - - (23) -
Transfer of contributions from subsid.aries - - (45) - - 45 -
Dividerids - - - - - (146} [146)
At 31 December 2020 188 2,620 (7 18 447 1,290 4,556

The capital redernpnon reserve refiects the nominal value of shares cancelled in the Group's share buyback programme. The special reserve
represents the cumulanve effect of cancellation of the company's share premium account.

* Rl detsils of the share-besed nayment plans are disclosed in nale 26 o the consolizated finanaal statemen:s,
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Company cash flow statement

vegr ended 31 December 2021

All T gures o £ mllons Noles 2021 2020

Cash flows from operating activities

Net profit/{loss) 27 (85}
Adjustments for:

Incorme tax 9 (20)
Net finance costs 41 a5
Share-based payment casts 28 29
Amounts due (to)irom subsidisries (93) 1,061
Net cash (used in)/generated from operations (6) 1.070
Interest paigd {66) {56)
Tax recerved - 15
Net cash generated from/{used in) operating activities (72) 1,029
Cash flows from investing activities

Loans repaid by related paruies - 48
Net cash generated from investing activities - 48
Cash flows from financing activities

Proceeds from issue of ordimary shares 6 6 3
Buyback of equity -~ (174
Purchase of treasury shares (16} (6}
Repayment of borrowings - (230)
Dividands paid Lo company's sharcholders (149) {14¢)
Net cash used in financing activities (159) (552)
Effects of exchange rate changes on cash and cash equivalents - 2
Net (decrease)/increase in cash and cash equivalents (231) 523
Cash and cash eguivalents of beginning of year 544 18
Cash and cash equivalents at end of year 3 4 310 541
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Notes to the company financial

statements

1. Accounting policies
The financial statements on pages 211-221 compnise the separate
financ.al statements of Pearson plc

As perrmitted by sechon 408 of the Comparies Act 2006, the
consoldated iIncome statement and stalement of comprehensive
Incorme have nat been presented.

Tne company has no employees (2020 rl;

The basis of preparaticn and accounting policies appled in the
preparaton of these company financial statements are the samce
as those set out:n note 13 o tne consolidated financal statements
with the addition of the following:

Investments

Investments 1IN subsidiaries are siated at cost less provision for
impairment, with the cxception of certan hedged investrments that
are held In & foreign currency and revslued at each balance sheet
date.

2. Investments in subsidiaries

Allhg .ras mL nlrm.\:
AL beginning of year
Currency revaluations
At end of year

Lending to/lrom subsiciaries 1s considered ta be an operaung
aciivity and any movements are Cassifled as cash flows from
operaung activities in the cash flow stalement

Amounts owed by subsidiaries

Ameunts awed by subsidiaries generally mature within fve years,
but car be called upoen on short notice, or are repayable on
demand Amounts owed by subsidianes are dassifred as current if
they mature within one year of the balance sheel date or i the
company Intends to call the loan within onc year of the balance
sheet date. All ather amounts are classified as non-current. The
company has assessed and concluded that these loans will be fully
recovereq. Therefore credi losses are considered o be immaterial,

New accounting standards
Ng new standards were agopted in 2027,

A nurmper of other new pronouncements are effective from 1
January 2027 but they do not have s material impact on the
company financial statements

2021 220

6,619 6,664
13 (45)
6,632 6,615

There were no Impairments 10 2027 or 2020

The recoverabily o investments 1s 1ested annuelly for impairment
in accordance with 1AS 36 Impairment of Assets’. The carrying vatue
Is compared to the asset’s recoverable amount which 1s generally
assessed on a value In use basis. Significant estimation 1s required
to determine the recoverable amount The value in use of the
assets s calcuiated usmg a drscounted cash flow methedology
using financial informauon related 1o the subsicharies including cash
flow projections iIn conjunction with the goodwill mpairment
analysis performed by the Group. The key assumptions used in the
cash flow projecuons are discount rates, perpetuity growth rales,
farecast sales growth rates and forecast operating profits See

note * 1 of the censolidated financial statements for further details.
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3. Financial risk management

The company’s financial instruments comprise amounts due o/
from subsidiary undertakings. cash anc cash equivalents, dervatve
financial Instruments and current borrowings, Dervatve financial
instruments are held at fair value, with alt other financial
instrurments held at amortised cost, which approximates fair value
The company's approach to the management of financial risks 1s
consistent with the Group's treasury palicy, as discussed in note 19
1o the consolidated financial statements, The company believes the
value of its financial assets to be fully recoverable.

The carrying vafue of the company's financial nstruments 1s
exposed 10 movements in interest rates and foreign currency
exchange rates (primanly US dollars). The company estimates that a
1% increase in interest rates would result in a £6m increase (20200
£17m mcreasce) in the carrying value of its financial instruments,
with a 1% decrease in interest rates resulting in a £6m decrease
(2020: £19m decrease) in therr carrying value. The company also
esimates that a 10% strengthening in sterling would decrease the
carrying value of ts finannial nstruments by £1317m (2020 £123m),
while 2 10% weakening in the value of sterling wouid increase the
carrying value by £139m (2020: £146m). 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 option valuatton models. Where
modelling an interest rate decreasc of 1% led to negative nferest
rates, these points on the yield curve were adjusted to 0%.



The following1able analyses the company's dervative assets and liabilities into relevant maturity groupings based on the remaining period
at the balanice sheet cate fo the contractual maturity date. The amounts disclosed in the table are the contractual undiscounted cash flows
{ncluding interest) and as such may differ from the amounts disclosed on the balance sheet.

Greaetthan Laier than

Analmes by matur o

Anzlsed ny Lot onacy

anert aNC yedr byt

dnd less 12 jess than —WE YOSl
Allngures n £ milhor & ane yest Tive years ot mare otal L5 cER Trrer Toral
At 31 December 2021
Rate derwatives - inflows {7 (331 0 (338) {9) (150) {179) (338}
Rate dervatives — outflows 12 339 355 203 150 2 355
Fx forwards - inflows (148) - - (148) - {148) - (148)
FX forwards -~ cutflows 148 - - 148 20 - 58 148
Total B 5 8 4 17 284 (148) (119) 17
At 31 Decernber 2020 T
Rate dervatives - nfiows 1156) (3509 ) 1537) 12) (152} (373) {537)
Rate dernatives - outflaws 180 360 12 542 209 330 3 542
FX forwards - inflows (68) - - {68) - (68) - {68)
FX {orwards - outfllows 68 - - 68 36 - 32 68
Total (6) - 11 5 233 110 (338) 5

All cash flow projections shawn 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 Iast rate reset, Where this 1s
not possidle, flogting rates are based on interest rates prevaling at
31 Decemberin the relevant year All derivative amounts are shown
gross, although the company net settles these amounts wherever
possibie

Fair value hedge accounting

A fareign currency exposure arses from foreign exchange
fluctuations on translation of the company's iInvestments in
subsidaries denorninated in USD inta GBP The hedged risk is the
nsk of changes in the GBP:USD spot rate thart will result in changes
in the value of the USD mvestments when translated inte GBP. The
hedged nems are & porton of the company’s equity Investment In
subsidiaries cenominated in USH, The hedging instruments are a
portion of the company’s intercomparny loans due from subsidiaries
which are denominated i USD.

Its expected that the change in vslue of each of these items will
mirror each other as there 1 a cdear and direct econormic

4. Cash and cash equivalents (excluding overdrafts)

Alltgures = 2 mlhers

Cash at bank and in hand

relanicnship between the hedge and the hedged item in the hedge
relationship. Tne hedge ratio 15 100% Hedge ineffectiveness would
arise if the value of the hedgeo items fell befow the value of the
hedging Instruments: however, this 15 unlikely as the value of the
company's nvestments denominated in USD is significantly greater
than the proposed fair value hiedge programme

The value of the hedged teris and the hedging instruments is
£13bn {2020, £1 3bn) snd the change i value duning the year
which wes used To assess hedge ineffectivenass was £13m (2020:
£45m). There was no hedge ineffectiveness,

Credit risk management

The company’s main expasure [o credit risk relates to lending to
subsidiaries Amgunts due from subsidiaries are stated net of
provisions for bad and doubtful debts, The credit rsk of each
subisidiary s influenced by the industry and country in which
they operate: however, the comparly considers the credit risk of
subsidiaries to be low as it has visibility of, and the ability 10
mfluence, therr cash tlows.

2021

piovin
310 541
310 541

At the end of 2027, the currency spht of cash and cash equivalents was US dollar 86% (2020 21%), sterling 32% (2020: 76%) and other 2%

(2020: 3%).

Cash and cash equivalents have fair values thai approximate their carrying ameuwnts due to ther short-term natdre Cash and cash
eguivalents include the foliowing for the purpose of the cash flow statement:

all ’ngure? ~imilors
Cash and cash eguivalents
Bark overdrafts

2020
310 541
310 541
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Notes to the company financial statements continued

5. Derivative financial instruments
The company's outslanding dervative financasl instruments are as follows:

2021

;i;oss l;btional o _i;;u»_
Al figures 19 2 millons amounts Assets Liabihties
Interest rate derivauves 385 s {9}
Cross-currency rare ferivarnves 3 24 (21)
FX derwatives 430 3 {4)
Total 1,146 32 (34)
Analysed as expiring:
In tess than ane year 393 2 (4)
Later than one year and not later than five years 679 30 (26)
Later than five years 74 - (4)
Total 1,146 32 {34)

51T o

arauris
904
516
554
1974

1238
063
73
1,974

2020

Astels Lisbilues
M2 124
44 120}

7 (5)
63 152}
18 (12)
45 [32)

- )
63 {52)

The carmang value of the above dervatve financizl nstruments equals ither fair value, Derwvalives are categonised as level 2 on the fair value
hierarchy Fair values are determined by using market data and the use of estabiished est'maton techniques such as discounted cash flow

and gption valuauon models.

6. Share capital and share premium

N mber o

akiaai)

ALT January 2020 782.099
issue of ordinary shares - share option schermes 1,236
Purchase of own shares (30,077)
At 31 December 2020 753,258
IssJe of ordinary shares — share option schemes 3,544
Pyurchase of own shares -
At 31 Decemnber 2021 756,802

Leare Share

cagiat preriun
I FaAH
195 2,614
- 3]

7 -
188 2,620
1 6
189 2,626

The ordinary shares have a par value of Z5p per share (2020 25p per share). All issued shares are fully paid. All shareholders are entitled 1o

receive dividends and vote at general meetings of the company. All shares have the same rights.

Gn 24 February 2022, the Board approved & £350m share buyback programme in order to return capital to sharenolders. The programme
will commence in 2022 The shares bought back will pe cancelled and the nominal value of the shares will be transferred 1o the capizal
redemption reserve In 2020, appraximately 30m shares were bought back and cancelled at a cost of £176m The nominal value of these

shares, £7m was wransferred to the capial redemption reserve.
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7. Treasury shares

AT 1 January 2020

Purchase of treasury shares

Release of treasury shares

Transfer of contribunons from subsidiaries
At 31 December 2020 '

Purchase of treasury shares

MNewly 1ssued treasury shares

Release of treasury shares

At 31 December 2021

ot ber of
shares
203 It
3,458 2
1,105 6
(3760) (23)
- 45
903 7
2,158 16
2,500 1
{3,990} {12)
1,57 12 )

The company holds its awn shares (0 trust 1o satsty its obiigations urider (s restricted share plans. These shares are treated as treasury

shares for accounting purposes and have a par value of 25p per share

The nominal value of the company's treasury shares amounts to £0.4m (2020 £0.2m). Dividends on treasury shares are walved.

Al 31 December 2021, the market value of the company's treasury shares was £6m (2020. £6m) The grass book value of the shares at
31 December 2021 amounts to £12m {2020 £7m). In 2020, historical contributons of £45m recerved from operating companies have neen

transferred from the treasury shares reserve o retained earnings

8. Contingencies

There are conungent fabikities that ansc in the normal course of
business in respect of indemnities, warranugs and guarantees in
relation to former subsiciaries and in respect of guarantees in
refation 10 subsidiaries. In addition, there are conungent lisbilives in
respect of legal tlaims. None of these clairis are expected to result
In a material gain or less Lo the company.

9. Audit fees
Statutory audit fees relating to the company were £35,500
(2020 £35000)

10. Related party transactions

Subsidiaries

The company transacts and has outstanding balances with its
subsidiaries. Amounts due from subs.diarnes and amounts cue (o
subsidianes are disclosed on the face of the company balance
sheet

These loans are generally unsecured and interest 1s calculated
hased on mar ket rates. The company has interest payable to
subsidiaries for the year of £91m (2020 £97m) and interest and
guaraniee fees recevable from subsidiaries for the year of £32m
{2020: £46rm) Management fees payable to subsidiaries in respect
of centrally provided services amounted to £11m (2020, £21m)
Manggement fees receivable from subsidiaries in respect of
centrally provided services amounted 1o £30m (2020: £37mj
Dradends receved from subsidiaries were £72m (2020° £nil)

Associates

Tnere were no related party transactions with associates in 2021. In
Apnl 2020, the amounts outstanding wth Penguin Random House,
a previous associate of the Groun, were repaid aF the point of
disposzl of our invesiment.

Key management personnel
Key maragemert persornel are deemed 1o be the members of the
Pearson Executive Managerment team.

It 1s this committee which had responsibifity for planning. directing
ang controlling the actraues of the company in 2021, Key
management persannel compensation s disclosed in note 36 10
the conschdated financal statements.
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Notes to the company financial statements continued

11. Group companies

In sccordance with section 409 of the Companies Act 2006 a full st of subsidiaries, partnerships, associates, 'ont ventures and joint
arrangements, the country of incorporation, the registered address and the effective percentage of equiy owned, as at 31 December 2021,
15 disclosed below. Unless olherw.se stated, the shares are all indirectly held by Pearson plc, Unless otherwise stated, all wholly-owned and

parthy-owned subsidianes are included in the consoiidation and all assocated undertakings are included in the Group's financial statements
Jsing the equity method of accounting. Principal Group campanies are «(dentified in bold.
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Financial statements

Notes to the company financial statements continued

11. Group companies continued
Subsidiary addresses

The following hst includes all Pearser,
registered offices worldwide.
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Partly-owned subsidiaries
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Other information

Five-year summary

Allfigares i £ miltons

Sales: By aperating segment
Assessment & Qualifications
virtual Learning

English Language Learning
Warkforee Skills

Higher Educauon

Straregic Review*

Total sales

Adjusted cperating profit: By operating segment
Assessment & Qualifications

Virtual Learning

Engiish Language Learning

workfarce Skills

—igher Education

Stralegic Review*

Penguin Random House

Total adjusted operating profit

Allhgares vad millors

Operating margin - continuing

Adjusted earnings

lotal adusted operaung profrt

Net finance costs

Income tax

Non-controlling interest

Adjusted earnings

Welghted average number of shares (millions)
Adjusted earnings per share

e 2078 2573 670 2021
7180 1,280 1,082 1,204

521 584 692 713

310 320 218 238

74 185 163 172

1,19 1,102 956 849

739 358 286 252

4513 4,129 3.369 3,397 3,428
147 216

29 32

f 15

26 27

93 73

16 22

1 -

576 546 581 312 385
2017 L 259 2P0 2021
12 8% 132% 1 5.0% G 2% 11.2%
576 546 581 313 385
(79) (24) 41} 6M) {57)
(55) 27 (89 (35 (64}
() 2) (2 - M
440 547 449 217 263
8134 7781 7770 755.4 754.1
541D 703p 57.8p 28.7p 34.9p

Prigr penods have not been restated to reflect the adopuon of IFRS 15 ang IFRS 910 2018 and [FR5 1€ 1n 2019

Sales far periods prior to 2018 and adjusted operating prafic for periods prior to 2020 have not been restated to reflect the new organisat:on

structure given the passage of time

* Includes LS X-12 courseware n 2018 and 2079 up unul date of cisposal

222 | Pearson plc | Annual report and accounts 2021



All igures n L”'“ﬂ Tans

Cash flow

Operating cash flow

Qperaung cash conversion
Operating tree cash flow
Operauing free cash flow per share
Free cash flow

Free cash flow per share
Net assers
Ner debt

Return on invested capital
Totsl adjusted operaung profic
Onperaung rax paid

Return

Gross basis:

Average invested capital
Return on invested capiial
Net basis:

Average invested capial
Return on invested capital

Dnadend per share

659
116%
525
64.5p
227
27.9n

4,021

432

11,568
4.3%

8126
5.2%

17 0p

218

513
S4%
448
57.6p
443
£0.8p

4,525

113

546

(43

503

10,672
7%

7,542
6 7%

18.50

2514

438
T2%
345
44 4p
213
2740

4323

016

11,086
52%

8,097
7.1%

195p

315
101%
255
328p
229
3073p

4134

463

313

(10

303

10,625
29%

7,708
3.9%

195p

2021

388
101%
274
36.3p
133
17.6p

4,280

350

385

(60)

325

9,857
3.3%

7,161
4.5%

20.5p
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Other information

Financial key performance indicators

The following tables and narrative provice lurther analysis of tne finanaal key performance indicators which are described in the financial
review of the annual report on pages 55-59, shown withm the key performance ndicators on page 27 of the annual report and shown in
notes 2 and 8 of the noles 1o the consehdated financial statements.

Adjusted performance measures

The annual report and accounts reports results and performance on a headline bas's which compares the reported results both on a
statutory and on a non-CAAP (non-statutary) basis. The Group's adjusted performance measures are norn-GAAP {non-stan oy} finan<ial
measures and are also included in the annual report as they are key hnancial measures used by management to evaluate performance The
measures aisa enatle investors 1o more easlly, and consistently. track the underlying operatonal performance of the Groun and its pusiness
segments by separaung out those items of Income and expendrure relating to acguisition and disposal transactions, major restructunng
programmes and certain other items that are slso not representative of underlying performance.

The Group's definiion of adjusted performanrce measures may not be comparabie to other similarly tirled measures reported by other
companies A reconclizuon of the adjusted measures (o their corresponding statutory measures is shown below

Sales

Jnderlying sales movements excluge the effect of exchange, the impact of partfolio changes arising from acquisiions and cisposals and the
impact of adopting new accounung standards that are not retrospectively appled Portfolio changes are calculated by taking account of the
additional sales {at constant exchange rates)] from acquisiuons made N both the current year and the prior year. For acquisiions made in the
prior year, the addivonal sales excluded 15 calculated as the sales made in the period of the currerm year that corresponds 1o the pre-
acquisiion period in the prior year Sales made by businesses dispased i either the current year or the prior year are also excluded
Constant exchange rates are calculated by assurming the sverage exchange rates ir the prior year prevaled throughout the current year
These non-GAAP measures enable management and investors 1o track mere easily, and consistently, the underlying sales performance of
he Group

Anbesemert & Wriaal | PE;%L;t Fearktarce H gher Slra.eg

sl fig amesin £ pulians Cuall.caligrs Learnng _earning Sxills, Fa.canor Reess foel
Statutory sales 2021 1,204 713 228 172 B4Y 252 3,428
Staturory sales 2020 1,082 692 218 163 856 286 3,397
Statutory sales increase/{decrease) o 22 21 20 9 (107 {34) 31
Comprising:

Underlying increase/{decrease) 192 74 36 10 {5C) P 264
Portfolio changes 1 - - 1 - (29) 2N
Exchange differences {71} 53 (16) 12) (57) 17 {206)
Statutory sales increase/(decrease} 122 24 20 E (107) (34) 31
Statutory increase/{decrease) 1% 3% 9% 60 (1% {1279 1%
Constant exchange rate increasef{decroasc) 18% 1% 179 T (S (9% 7%
Underhyaing increase/f{decrease) 18% 1109 17% 5% {5)% 1% 8%
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Adjusted operating profit

Adyusted operating profit excludes the cost of major restructunng: other nel gains ant losses onthe sale or dlosure of subSidianes, joint
ventures, associates and other finanaia! assets: and ntangible charges, including impairment, relating only to goodwill and intangible assets
acquired through business combnations or relaling 1o assaciates. Olther net gains and losses also includes costs related 1o business closures
and acguisitons Further detalls zre given below under ‘Adjusted earnings per share. Underlying adjusted operating profit movements
exclude the effect of exchange, the impact of portfolia changes arsing from acquisiions end disposals and the impact of adoplng niew
accounting standards that are not retrospectively applied. Portfolio cnanges are calculated by taking account of the additional contnibutior {at
coNsSLant excnange raies) fram acquisitions made (0 both the current year and the piror year

For acquisitians made in the prior year the additional contribution exciuded s calcelated as the operaung profit made m the period of the
current year that corresponds to the pre-acouisition penod in the prior year. Operanng profic made by businesses disposed in either the
current year or the prior year is also exciuded. Constant exchange rates are calculated by assuming the average exchange rates i the pricr
year prevailed throughout the current year. This non-GAAP rmeasure enables management and imvestors To track maore easily, and
consistently, the underlying operaung profit performance of the Group

All "gures ais milors 2021

Cperaung profr 182

Cost of major restruciuring 214 -

Other net gains and losses (63) (178)

Intangible charges 5 80

Adjusted operating profit ) 388 313

- — — 0 T - V_ T T o o 7:EF\2U\’7 -
ASSessTIeTt & wire e warkhor oo e Strated C Ranaarr

&l rgures o L millioes Quahtications Learnrg Seill Foutenor R e House Toral

Adjusted operating profit

increasef(decrease) SE] 3 T4 1 (20) & m 72

Comprising:

Underlying increase/{decrease) 87 E] 6 2 [14) 4 - 103

Portfolio changes (i - - {1 - 2 ) 4]

Exchange differences 7 (&) 2) - &) - - (30)

Adjusted operating profit (20}

increasef{decrease) 69 3 14 1 6 1 72

Constant exchange rate Increase/

(decreasa) 55% 28% 1,600% 4% (15)% 38% (100)% 33%

Underlying increase/{decrease} 5904 28% 1,600% 8% (15)% 27% - 33%

Adjusted earnings per share

Adjusted earmngs includes adjusled operating profit and adjusted finance and tax charges. Adjusted earnings1s included as a non-GAAP
measure as It s used by management 1o evaluate performance and by Investors to maore casily, and consistently, track the underlying
operational performance of the Group over ume Adjusted earnings per share is calculated as adjusted earnings dimded by the weighted
average nurnber of shares in issue on an undiluted basis,

The following tems are excluded from adusted earnings:

Cost of major restructuring - In March 2021, the Group announced a restructuring pregramme 1o run primanly in 2027 The programme
inchides the rearganisation of the Group into five glabal business divisians and the simplification of the Group's property portfolic to drive
significant cost savings. The costs of this restructuring programre are signiiicant enough to exclude from the adusted operating profit
rmeasure so as 1o better highlight the underlying performance (see note £)

Other net gains and losses - These represent profits and losses on the sale of subsidiaries, jamt ventures, associates and oiher financial
assels and are excluded from adjusted earnings as they distort the performance of the Group as reported on a stetuiory basis.

intangible charges - These represent charges in respect of Intangible assets acquired through business combinatiors of relating 1o

associates. 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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Other information

Financial key performance indicators continued

Other met 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, Finanice income relating to retirement benefits 1s excluded as management does not believe
that the consoldated imcome statement presentation under 1AS 19 reflects the economic substance of the underlying assets and liabilities
Finance costs relating to acquisition transachons are excluded as these relate to future earn-outs or acquisilon expenses and are not part of
the undertying financing Foreign exchange and other gains and losses are excluded as they represent short-term fluclualions in market value
and are subject 1o sigrnificant volatility. Other gains and losses may not be realised in due course as 12 15 normally the intention to heold the
related instrurments to matu-ity

Tax - Tax on tre above tems 13 excluded from adjusted earnings, Where relevant the Group also excludes the benefit from recognising
previously unrecognised pre-acquisition and captial iosses. The tax benefit from tax deductible goodwill and intangibles 1s added to the
adjusted iIncome tax charge as this benefit more accurately aligns the adjusted tax charge with the expected rate of cash tax payments.

in adaition, one off items such as the impact of the UK tax rate change and changes in local tax law have been excluded.

Altg resin e lhors 2021 Bl
Profit for the year 160 210
Non-contralling intcrest [4B] -
Cast of major restructuring 214 -
Other net gains and losses {63) (178}
Intangible charges 51 80
Crher net finance ncome {(31) (4}
Tax {67) 9
Adjusted earnings 263 217
Weighted gverage number of shares (millions} 754.1 755.4
Agjusted earnings per share o 34.9p 28.7p

Return on invested capital

Return on invested capital (ROIC) 1s included as a non-GAAP measure as it1s used by management to help imform capital dllocanon deqsions
within the business ROIC is calculated as adjusted operating profit less operating cash tax paid expressed as a percentage of average
invested capis! Invested capital includes the oniginal unamortsed goodwill and ntangibles. Average values for total Invested capital are
calculated as the average monthly balance for the year. ROIC is also presented on a net basis after removing impaired goodwill from the
invested capital balance. The net approach assumes that goodwill which hias been impaired s treated consistently to goodwill disposcd as 1tis
no longer being used to generate returns.

2021 202C 2021 2520

Alfig_resin £ millions Gross Cross Net Net
Adjustea operaung profit 385 313 385 313
Operating tax pald 7 ) (60} (10) (60} (18)
Return 325 303 325 303
Average goodwill 5,758 6,199 3,063 3282
Awverage other non-current Intangibles 1,970 2,186 1,970 2186
Average miangible assels - product developrment 892 906 892 906
Average tangible fixed assets and working capital ) 7 1,237 1,334 1,237 1334
Average invested capital 9,857 10,625 7,162 7,708
Return gn invested capital 3.3% 29% 4.5% 3.9%
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Return on capital

Return on capital (ROC) 1s mcluded as a non-GAAP measure of how efficently we are generating returns from our asset base. ROC is
caleulated as adjusted operating profitless adjusted income tax as a proporuon of capital, where capital adjusts net statutory assets for net
debt, retirement benefit assets, other post-retremeant medical obligations and other non-operating iterrs. These adjustments 1o net statutory
assets have been made o better reflect the asset base that generaies returns

All fiaures in £ miliors 2021 nzo
Adjusted operating profit 385 313
Adjusted Incorne tax charge ) (64) {35)
Return ) 321 278
Net statutory assets 4,280 4,134
Adjustments for:

Net debt 350 463
Reurement benefit assets {537} (£10)
Other post-retrement medical benefit cbligation 34 39
Other non-operating assets (41) {30)
Capital 4,086 2,156
Return on capital ] 79%  06%

Operating cash flow
Operaung cash flow s calculated as net cash germerated [rem cperations Defore the impact of items excluded from the adjusied ncome
statement plus dividends from joint ventures and assodiates (less the re-camtahsation ddends from Penguin Random House), less capral
expenditure on propery, plant and equipment including addiions to nght-of-use assets) and intangible software assets. plus proceeds from
the sale of property, plant and equipment fncleding the impacts of transters to/from mvestment in finance lease recewvable) and intangible
software assets: plus special pension contributions paid, and plus costs of major restructunng paid Cperating cash flow s included as a
non-GAAP measure in order to 2lign the cash flows with the corresponding adjusted operating profit measures

Al ‘lgeresin ¥ millior s 2021 070
Net cash generated from operauons 570 450
Diidends from jont veniures and associates - 4
Purchase of preperty, plant ana equiprnent e4) (53)
Addition of new right-of-use lease assets (30) (&1
Purchase of intangible software assets (112) (31}
Nert disposal of right-of-use lease assets including wransfers to/from investment in finance lease recewatle - 18
Net costs paid for major restiructunng N ) 24 38
Operating cash flow 388 3i5

Cash canversion, calculated as aperating cash flow as a percentage of adjusted operating prafit, < alsc shown as a non-GAAP measure as this
15 used by management and inveslors o measure cash generauon by the Group

Al faures £ milliers 2021 20zC

Adjusted aperating profit 385 313
Operating cash fiow ) 7 388 215
Cash conversion 101% 70" %

Operaung cash flow, operaung free cash flow and total free cash flow, which are non-GAAP measures. are disclosed and reconciled in
rote 33 of the nates (o the consolidated financal statements as they are commorly used by investars tg measure the cash performance
of the Group
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Other information

Financial key performance indicators continued

Net debt and adjusted earnings before interest, tax, depreciation and amortisation (EBITDA}

For information, the net debt/adjusted EBITDA ratuc 1s shown as a non-GAAP measure as it is commonly used by investars to measure

palance sheet strength. Adjusted ERITIA 15 calculated as adjusted operatng profit less depreciation an property, plant and equipment, and

amortisation onintangible software assets.

Al figuresin S millors
Adjusted operatng proit
Degpreciation (excluding iterrs included in ‘cost of major restructuring'}

Arorusauon on intangible software assets (excluding tems included in ‘cost of major restructuning’}
Adjusted EBITDA

Cash and cash equivalents
Irvestmentin finance lease recevsble
Dervative fingnial nstruments

Bank loans and overdrafts

Bonds

Lease habihues

Net debt

Net debt/adjusted EBITDA ratio

2021"
385
100
13
598
937
115
2
{767)
(633)
{350)
0.6x
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Shareholder Information

Frarson ordinary shares are listed on the London Stock Sxchange
ard on the New York Stack Zxchange im tne form of Amenican
Depasitary Receipis,

Corporate website

The irvestors’ section ol our Corporate websie pic pearsar oy
investors provioes a wealth of informaucn for sharehoicers 1115 also
possible to sign up o receve erral alerts for reports ard press
relegscs relzting 10 Pearsor at pearsonplc.com.

Shareholder information online

Srarenoldar nformation can be found on our website at pic pearson
Com/Ainvestors

Our registrar, Equini, alse provides a range of shareholder
informat on online You car check your holding and fing

practical help on transfering shares or upcanng your deralls at
weww shareview co Lk For mo-e information, plesse contact our
registrar, Equinim, Aspedct House Spencer oac, Lancng. West SJssex
BN9G 50, Teleohone 0371 384 2042* ar, for those sharehalcers
with hearing difficLlnies, texiphone number 0377 3842255*

Information about the Pearson share price

The company's share price can be found on our webs e al plc.
pearson comdimvestors/performance/share-price-diadend It also
appears in the finanaal columns of the national press

2021 dividends

Fawner: Dale ATOLT T share
Interim 20 September 2021

Final ) 6 May 2022

63 pence
14.2 pence

1 Subeec o approvel oy sharehalacrs L the 2027 Arrucl Generel Meeting

2022 financial calendar
Ex-dimvdend date

24 March 2022

25 March 2022
14 April 2022
25 April 2022

Record date

Last date for dvidend remmvestment elecuon
Annual General Mesting

Paymert date for dwidend and share

purchase date for dividend reinvestment 6 May 2022

Payment of dividends to mandated accounts

Stould you elect To have your dredends paic thraugk BACS, This can
be done directly Into & pank or bullding soaety account, witk the tax
voucher sent rothe sharelolder's regisiered address Equinii can be
contacted for informatior on 0371 384 2043%.

Dividend reinvestment plan {DRIP)

The DRIP gives sharenolders the nght 1o buy the company's shares
on the Londor stock market with then cash divicend, For further
In‘orma: on, please contact Equinic or 0371 384 2268*.

Individual Savings Accounts (I5As)

Equirit offers 1545 10 Peerson skares, For mare informaton, pleese
go 1o www.shareview co Jk/dealing or call customer services on 0345
300 0430*,

* Ll resoper B30 am o E300m Vorcay o Tnsay (exInd ng e gabdz nel ez, s}

Share dealing facilities

Ecuinii affers telepnone and internet services for dealing 1n Pearson
shares For further information, please contact therr telephone
desling helplire an 03456 037 0377 or, for onling dealirg, 10g on ta
wiww shereview.co.Jk/dealing You will need your shareholder
refercrce namber as showr on your share certificate,

A postal cealing service 1§ also avallable tnrodgh Fguinio,
Please telenhone 0371 384 2248* for cetzils or log onto
www shareview.co ok o downlaad a form

ShareGift

Shareholoers with small holdirgs of shares, wnose value makes therr
uneconomic 1o sell, may wish to donate tnem o ShareGil, the snare
donauar. cherity {registered chariy number 1052686)

Farther information bout Skarelf ane the charmes it has
supported may be obtained from therr website. weaw ShareGift org,
or by contartng (nem at ShareGift, PO Box 72253, Londor, SW1P 9L0

American Depositary Receipts (ADRs)

Pearson's ADRs are listed on the New York Stock Excharge and
traded under the symbct P50 Eack ADR represents one ordinary
skare For enguiries regarding regiscered ADR holder accounts and
divdends, please cortact Bark of New York Mellon, Shareholder
Correspondence (ADRY, PO Box 505000, Lousville, Ky 40233-5000
lelephore 1{866) 255 2289 (tall ree wih n the US)or D01 207 680
GBZS (outside The LJS) Alternatively, you. may email shrrelations@
CPUSHaTEOWNCIServILes,com.

voling r ghts for reg stered ADR holders car be exercised through
Bznk of New York iellor, ard for beneficial ADR holders (andror
nomMinee accounts) through your US brokerage insutuiior Pearson
wilt file waith the Secuniues ano Exchange ComrTiss.on a Form 20-F

Share register fraud: protecting your investment

Pearson does not contact its sharehocers directly to provide
recommendatars or nvestrent adwee and neither doesait appoint
tird parties to go so. As requ red oy law, our shareholcer register is
ava lable for public mspection, but we cannot contral the use of
informanon ohtzined oy persons INspectng tne register Please reat
any approacnes purporting to or gnate from Pearsor with caution,

For more informaton, please log on Lo our wessite at plc pearson.
com/en-GB/Anvestors/shareholders/shares-skareholding

Tips on protecting your shares

— Keep zny docurentation that cortains your shareholder
reference ramper n g sa‘e place ard shred any unwanted
documentaton

— Infarm our registrar, Louinit, oromotly when you change address

— Be aware of dmidend paymert oztes end caontact the registrar if
yaL do not receve your dwicend chegue or, petter sull, maxe
arrzngements to have the d widend paid cirectly into your bank
account

— Corsider Poldirg your shares electron caly ir a CREST account
vid @ norminee
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ESG Performance Data

Environment

Progress measures towards targets:

Net Carbon Zeror

— By 2030. we will recuce scope 1, 2 & 3 emissions by 50% against a 2018 baseline as approved by the Scence-Basea Targets Inmative

— We wl be net zero acrass scope 1, 2 & 2 by 203C.

Re-baselinmg: Following Greenholse Gas Protocol guidance, we are now retrospectively exclugec emiss'ans from relevart dispossls in our base year
ard hustorical years This eraoles mearingful comparison of emissions on a like-for-l ke bas s aver a long per.od Beth reczlcLlated and reported
emissions are discloser on the rable below

Methodoiogy We “ave reporied on all of the crrission sourees required under the Carrpanies Act 2006 Tae methad we have used to calculate GHG
emissions 1s L1ne GHG Prolocol Carporale Accounurg anc Reporung Standard (revised edition), using the Scope 2 cua reaorung methodelogy,
together with the latest ennssiun facturs lturnrecognised public sources including, but nat line'tea 1o, the Uk Department for Business, Energy &
Industrial Strategy, the Internauonal Energy Agency, the US Erergy Informeton Administrauor, the US =ruronmental Protection Agency ard the
Intergovernmrental Panel on Cimate Change Energy use includes gas and electrcity consumption in MWh ard vehige fuel use corverted from mrlezge

o MWh Jsing BIES conversion factor.

The date nthe table below has been independently verfiee by Corporate Cuzenship, an irdependent thc pary The scope of the assurarce covers
DUF energy consamption, Scope 1, 2 and 3 GHG emissions and rerewable electricity ola ms, See our assurarce stalement here' hiips //plc pearson.

LOTT/pUrposefesgreportingld

Laioenn,

Scope )

Scope 1

Scope 1

Scope 1

Scope 2 - location based
Scope 2 - market based

1a Purchased goods and senaces
{product}

1a: Purchased goods and services

{product)

1b: Purchased goods and services

{(non-proguct)

Z Canital goods

3: Fuel and energy related activities
3. Fuel and energy relared actvities

4 Upstrearn transportation and
distribuuion

S Waste generated in operations
: Business travel
s Bueiness travel

Business travel

Business travel

(9]

Ty Oy O Oy

Business travel
: Employee commuung
7b: Employees working from
home (WFH)
9 Downstream transportation and
distribution

*1. Use of sold products

+1: Use of sold products

11: Use of sold products

12: End-of-life treatment of sold
products

13 Downstream leased assets
14: Franchises

-]

Suh-categor,

Scope 1 - Natural Gas

Scope 1 - Fuel CIl

Scope 1 - Refrigerant Gas Loss
Scope 1 -Vehicles

Scope 2 - location based
Scope 2 - markel based

13 - Manufacwred goods - Books
1a - non print manufacturing

1b - Non-product

2 - Capital goods

3 - Fuel related

3 - Electrnicity relared

4: Upstream transportation and
distribution

5 - Waste generated in operaticns
6 - AIr

6 -Hotels

5 - Rail

6 - Hired cars
6 -Taxis

7 - Employee commuring

7h: Emplayee WFH

S: Downstream transpartaton and
distribution

11 - Thurd party test centres
11 - Cnline testing

11 - Online learning

12 - End of Iife )
13 - Downstream leased assets
14 - Franchises

008 provnusly

repuTed
13,057

45,920
/2,583

127,550
21,571
212,403

3,104
11,039

53,727
525
20,545
2,864
890
1486
27
28,948

53,727
6,415

27,581
14,825
4,044

2018
rebaselined
figures

3675
137
544

7.804

41,580

4583
89,629
14,284

183,665

2,270
6,361

12,926
350
11,269
2717
835
1,400
27
25,508

12,925
6,415
31
2,225

18,265
14,825
4,044

194,980
2171
8,368

11,573
258
9,487
2,503
568
1811
45
27362

11573
6415
3
2192

16,999
14,825
2,730

2020
3,607
58

2,875
28,385
529

48,789

18,409

157,729
1,067
£,116

10,153
0
3,705
426
96
1,000
14
6,584

18402

10,153
6415
31
2,167

10,182
3,588
2,707

2021
5116
16

77
3,187
23,333
440

34,012
20,552

175,913
1,279
7,238

10,388
378
1,403
138

10
1,000
2

17,325

10,388
6,461
28
13,531

7,961
9,517
1,343
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018 prw\';u'»\y ZE_‘S rehasel reg

SL0-CAEZ0T, reported fgures 2519 2020 2021
Scope 1 13,057 ©2,209 12,500 6,534 8,396
Scope 2 {market based) 4,583 4,583 478 529 440
Scope 3 ) 556,740 410,164 470,322 313,738 i 308,866
Total - Lacatian based 659,717 463,959 467,120 348,657 340,595
Taotal - Markert based - 614,380 426,956 4_23,239 320,801_ 317,703
- T - 0 e T mw am

Intensity ratios

tCO;e per employee (scope 1, 2 market & 3) 176 186 150 14.9
1C0O,e/sales revenue (scope 1, 2 market & 3) 1.35% 1116 950 92.7
Environmental reporung measures (Unis)

Ner internal area of reporting offices (M2) 684,712 572,478 444,468 457,519
Energy CoNsUMpLon measure 7

% electricity from renewable sources “00% G654 95% 99%
Total electriciny consumplion from renewable sources only (MWhH) 38,492 81.056 65,574 57,120
Total eleciricity consumption from non-renewable sources gnly (M¥Vh) 236 1103 794
On site generated electnaty (Mwh) 230 225 741 150
Total gas corsumpuior (M) 20187 39,325 19,826 23,985
Total fuel ol consurmption (Mh) 24 74 94 48
vehicles (Mwh) 31,115 19,119 12,822 10,437
Total energy consumption {(MWh) 110,048 140,737 100,662 92,535

Resource Use

P 20 20z0 i 2021

Paper*
Faper used (1} 103,758 96,871 37,869 29,056
Y% FSC ) ) 11 32 29
% PEFC B B 28
/aste T
Taowal Waste To fandfill it} 547 465 276 548*+
Totg| Waste To landfill (/FTE) 0.0225 0.0206 00129 0.0304
Water ’ )
Total Water consumption {(m3) 520,682 274,008 238277 152,702
Total Water consurmpuian (m3/FTE) 21.41 16.45 1147 ] 715
LK Soops T ans 2 {lnr hasen) T EI9 DR Ionat heope ©are 2 locanue -naseg, 27725300, UKS@ene 1 aas 2 (Mar<et-base), ~ 252 0.0 ("5 ana Gichal Senos

a2d Z{Tarke -t ) Arspomn AW = 17287 (7 O, Clogal {gas olorir D1y ons arsporl MWe = 52,220

T Ce M {ges, clear

*NeT fe-Daselnsd of (NE lavge! § N0 & bredLihion

** Poacsan reparks 50mMates wasle Gata hE,ear o e=DrT alGhs methLeolag, exfencen M2 SCORe o 8128 N Are el L aen - Z2Z2T figures
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ESG Perfarmance Data continued

Social
Our Employees
) C T T pRT © 20 zom
Total average number of employees 3 24,322 22,734 21,191 20,744
Employees by geography' as at 31 December o
US as of 31 December 17,242 11,670
UK as of 3% December 4,202 3,826
Rest of World as of 31 December 6,407 5,854
Total number of permanent, regular employees, as of 31 December 96% 95% 96% 97%
Male 3804 41104 479 40%
Female 62% 580 59% 59%
Non-binary” 0%
Not disclosed 0.03% 1%
Total number of temporary, limited term, employees, as of 31 December 4% 5.0% 4% 3%
Male 30% 364% 36% 32%
Fernale £8% B4%0 64% 65%
Non-binary 0%
Not disclosed 02% 3%
Total full-time, regular, employees 79% 79% 74% 75%
Male 41% 45% A4% 44%
Fernale 58% S5% 56% 55%
Non-twnary 0% 0%
s Mot disclosed o 1%
Total part-time, regular, employees ' 18% 21% 20% 21%
Male 24% 25% 25% 27%
remale 76% 75% 75% 73%
Non-binary 0% 0% 0% 0%
Not drsclosed i 1%
Employee gender diversity - All numbers as of 31 December ) o
Total male 38% A1% 40% 40%
Total female G2% 59% &60% 59%
Naon-binary 0%
Not disclosed 1%
Female leadership o
Board positions held by women 30% 33% 45% 50%
Percentage of women on Pearson's executive’ % 18% 31% 38%
Senior leadership® 31% 34% 36% 37%
VP& Director - - 48% 47%
Manager 48% 50% 50% 50%
Percentage of women in technelogy roles
(IT/engineenng) 34% 35% 33% 29%
Percentage of women employees in revenue-
producing rolcs 65% 62% £3% 63%
Percentage of promotions recewved by women ) 59% 56% 59% 60%
UK median gender pay gap 14% 12% 12% 10%

Prior 1o 257 4, our DLsniess was strustured aroure 3 gecgraphies Nortr Arenca Grover iChimie, tale, 3rgz | souin Afnzayarc Core (UK anc rest of world)
We coened rals opt on fer erpioyee selfigenifizauor (n 2020
3 Tymrally, up c two reporurg | fes ‘rore the Chef Exer stive, the serio” leadersnip are the erployee bady with resposs bil ty fe- plarmirg ana direcing the ociviies o° the rompany

TR

kS

Frerunve D rectors are included ir SGard siolsncs ot Pearson Exec Jive Managemen:t
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Employee racial and ethnic diversity

Total work}‘orte (US and UK)
Diverse leadership
Board positions (diverse) (#/%)

Percentage of diveraity on Pearsan's
executive team (#/%)

Senior leadership (LS and UK)
VP and Direcror (US and UK)

Manager (JSand UKy
US diverse group breakdown
Asian
Manager and above
All employees
Latinx
Manager and above
All employees
Black
Manager and above
All employees
Other diverse
Manager and above
Al employees
White
Manager and above
All employees
UK diverse group breakdown
Asian
Manager and above
Al employees
Black
Manager and above
All employees
Other diverse
Manager and above
All ernployees
White
Manager and above
Al employees
Not Specified
Manager and above
All employees
Ermnployee age representation, all as of 31 December
inder 30 years old
30-50 years old
Over 50 years cld
Not disclosed

2008 20l= 2020

2021

30%(US)/ 31%(US)/

17% {UK) 19% (UK)

1/10% 2/20%

3/30% 2/25%

189 (US)/ 20% (US)/

9% {LUK) 9% {UK)

150 {US) 17% (US)

M10% (UK)  /13% (UK)

21% (US) 23% (US)

F17% (UK /16% (UK}

1% 11%

9% 9%

4% 4%

8% 9%

3% 4%

11% 10%

1% 1%

3% 3%

81% 79%

0% 69%

94 8%

10% 10%

2% 2%

4% 4%

4% 5%

40 5%

79% 7%

72% 70%

7% 8%

10% 1%

4,165 / 15% 140 14% 16%
16,465 / 60% 58% 66% 55%
6,890 / 25% 28% 20% 28%
105/ 0.4% 0.5% 0.4% 0.4%

Turnover

Turnover rate, total average for the year
Voluntary turnover

Involuntary turnover

11024/37% 8627/37% 5682/20% 7.232/33%
5101720% 4,695/20% 3,725/17% 5,062/23%
5923/17% 3932/17%  1267/9% 2,170/10%
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ESG Performance Data continued

208 2019 2020 2021
Turnover by region
UK 4% 3% 6%
us 25% 16% 16%
Rest of world 8% 7% 10%
Turnover by gender
Female 7,201 /24% 5447 /23% 3,605/16% 4,512/20%
Male 3771 413% 3168/ 14%  2.087/710% 2709/12%
Not disclosed 312/ 0% 12/0%
Female (nvoluntary) 1.185/5% 1,274/6%
Malc (involuntary) 7721 4% 891 / a%
Turnover by age group
Under 30 years old 2943/ 10% 7% 1386/6%  2.019/9%
30-50 years old 5710/ 19% 18%  2,501/11% 3,428/15%
Over 50 years old 21893/ 7% M%  1.744/8%  1,764/8%
Nort disclosed ) 1/8 1% 0% a1/ 0% 21/ 0%
New hires o
Tatal number and rate of new employee hires
{(number of hires/average headcount) 7.053/26% 4326/27% 5483/25% 5,934/27%
Total rumber of new hires - fernale 4661 /060% 2720H/63% 3612/66% 3,528/760%
Total number of new hires - male 2185/31% 1.601/37% 1.855/34% 2,261/38%
Total number of new hires - NA 207 /3% 2171% 117< 1% 145/ 2%
New hires by region
UK (2015 & 2020) 754 1 12% 15% 17%
US(2319 & 2020) 3,453/ 56% 65% 56%
Rest of World (2018 & 2020) 1,907 /31% 160% 27%
New hires by age group
Under 30 years old 2,303/ 33% 33% 24% 40%
30-50 years oid 2,233/ 46% £7% 31 42%
COwer 50 years old 1.353/19% 18% 5% 17%
Mot gisclosed 158/ 2% 2% 30% 1%
Length of service
Average lenglh of service for a Pearson employee 6.7 7.0 74 6.9
Average length of service - female 0.6 70 73 6.8
Average length of service - male 70 71 76 7.1
Median length of service - all employees nfa n/a n/a 4.3
Median length of serwce - female 38 46 50 4.2
Median iength of service - male 38 50 50 4.7
Employee Bepefits
Health and wellness benefits
Percentage of employees parvupating in Pearsan 82% (US)/ B2% (US)/ B3% (LS, 73% (US)/
medical programs 53% (UK) 53% (UK) 48% (UK)  49% (UK}
Average percentage of health insurance costs 80% (US) / 79% {LIS)/ 79% (USy/  78% (US)/
for employees paid by Pearson 22% (UK) 82% (UK} 100% (LK) B5% (UK}
Average percentage of health insurance costs
for employees, spouses, and dependents paid 79% (US)/ 79 (JS)/ T8% {US)/
by Pearson B84% (LK) 82% {(UK) 85% (UK) 89% (UK)
Financial benefits ]
Percentage of eligible employees particpating in
Pearson's 401(K) Plan o 92%USH 93%{US)  92%{US)  93%(US)
Percentage of employees participating in the
Employee Stock Purchase Plan 21% (US) 22% (US) 258 (US) 24% (US)
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s 20149 2020 2021

Percentage of employees participating in the
Worldwide Save For Shares Plan - globally except

the US 18% 17% 10% 21%
Percentage of warkiorce below senior leadership

eligible for LTIPs 6% &% 4% 4%
Wark/Life balance and lifestyle programs

Number of employees using Pearsan's Employee 883 (US)/ 325{Us)/ 393 (US)/
Assistance Plan 402 (LS 217 (UKD 125 {UK) 271 (UK)
Number of interactions with Pearson's hfestyle

programs "1,482 (US) 9,652 {US) 7% (US) 10,080 (US)

Health and safety

Descriotior 203 2019 T 2mo 2021
Percentage of H&S standards Primary metric for implementation of
implemented acress all locations our H&S management system 52% 34% S4% 93%
Audits & adwvisory reviews conducied by
Global Risk Management staff 1o provioe
Number of H&S audits assurance of local comphance with H&S
& advisory reviews L law and policy ) o 1 ) - 34 7 i 2*
Percentage closure of cpen acuon Percentage of Audit Actions closed from
audit findings as of 1 January previous year's audits 9% G95% 98% 100%

Total injuries requiring medical
treatment or lost ume due to injury.

Number of injuries Does not .nclude minor/first aid cases. 107 88 45 41
Includes rmusculoskeletal disorders,
work-related siress, and other liness

Number of work-related iliness cases cases rolated to work 110 “ 21 71 37
Internal metric defined as any work-
relared njury or illness resuling in mare

Number of serious intidents than 3 days away from work. 21 26 38 34

Number of work-related fatalues 0 1 0 0
Rate of &éll ncidents (ncluding minor)

Total ncident rate per 100 employees  per 100 employees. C.87 0.91 72 0.55
Rare of muries/iliness related to work,

Inury & diness rate per 100 employees  notindading mmor/first aid incidents. 0.29 028 057 0.35

Internal metric designed to measure
preveriion of seriads ncdents and

Serious Incident ratio active reporting of miror incidents. 7% 11% 24% 29%
Waorkplace inspecucns reported SAG** 444 466 333
* ichogulec aod Massarznie program sosporped r 2000 8 2027 dud to COVID-" D relztes othics closares glopall, <esources »ealignen o owopor: JOVIS-"7 marsgement

FxoA s erd LarT namMpe of prevous year Inscert rom WSE Stes e A whick arc eodomger part of Pearsor
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ESG Performance Data continued

BTECs & SDG 4
o 0 o 2020 2021
Number of BTEC registrations cutside the UK 33403 43806 3141 35722
Governance
T Descnonor 2078 2018 2020 2]327
Raising concerns
Total number of concerns raised
& mvestigated 80 135 100 110
Human Resources Matiers 25 (3188) 45 (32%) B2{B2%) 93 (85%;)
Financial irrcgularties or volalions
of our policies 55 (69 92 (AR T8 {18%) 17 (15%)
Code of Conduct
Percentage of employees completing
code of conduct certificatron ar
training 100% 100% 100% 100%
Sustainability Accounting Standards Board (SASB) Index
TU[)T T Accounung et ZASE Code Response
Risk- pages 60-69
Governance: pages 73-111
Pearson risk assess all new vendors ang existing ones
Description of approach to at least annually. Qur ris< assessment framework uses
igentifying and addressing the latest international standards such as ISOAEC
data security risks, includirg 270012013, NIST, SOC2 Type 2, Cyber Essentials;
use of third-party cyber TC-IM-2303.2, as well as Data Privacy standards suck as GDPR
Data Security security standards SV-ED-230a.1 and CCPA,
Bescripnior of policies and
practices relaung 1o
collection, usage, anc
retention of student fisk. pages 60-65
Data Security informaticn SV-ED-2302.2 Governance pages 73-111
Our Code of Conduct and Business Partner Code of
Conduct clanfy Pearsor's responsibilities and
expectations for ethical and responsible business
practices including Data Pretection and Privacy:
https //plc.pearson.com/en-GB/corparate-
polictes?ab=crdinary-shareholders. In addiuon, we
have in-degth internal policies and processes
regarding user privacy. As an education media
Descripuon of policies and company, we do not use practices relaung 1o
Data Prvacy, Adverusing praclces relaung o behavioural adverusirg on the snternet For a
Standards & Freedom of behavioral advertising and descripuon of our content and editonal standards see
Expression user privacy TCAM-220a.1 hups://plc.pearson.com/en-GB/corporate-palicies,
Employee Recrutment, Cmployee engagement s a Pearson's Non-financial KPls, [nvesting in Taient
Inclusion & Performance percentage TC-IM-330a.2 pages 24-26
Percentage of gender and
racal/ethnic group
representation for (1)
management, {2) technicat
Employece Recruitment, staff, and (3) all other
Inclusion & Performance employees TC-IM-3302 3 ESG Performance Data pages 232-233
1) Toral water withdrawn, {2)
total water consumed,
percentage of eachin
regions with High or
Enviranmental Footprint of  Extremely High Baseline
Hardware Infrastructure Water Stress) TC-M-130a.2 ESG Performance Data: page 231
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Global Reporting Initiative (GRI)

sddtorzlnoes

Ird Lator escr p:\(]r‘: iAr_-éi))') A2
GRI 101 and 102; General disclosures
Organisational profife
GRI 1021 Name of the organisation Page 1 Page 1
Pages 2-3,
GRI1D2-2 Actraties, brands, products, and senices  pages 16-20 Pages 2-3, pages 20-21
GRI 1023 Lorauon of headquatlers Page 143 Page 152
Page 7;
GRI102-4  Localion of aperations pages 206-209 Pages 218-219
GRI102-5 Ownership and legal form Page 188 Pages 132-135
Papes 150-152, Page 3: page 14,
GRI 102-6 Markers served pages 206-209 pages 160-161
Page 1, pages 2-5;
pages 16-20,
page 137, Page 3: pages 160-161;
GRI 102-7 Scale of the orgarisation pages 150-152 pege 169
Page 13 page 28;
Informancn on employees and other pages 49-51,
GRI 102-8 workers Fage 159 Page 169
Pages 16-18;
GRI102-3 Supply chain Page 29, pages 51-53  pages 40-54; page 124
Significant changes ta the orgamisation Page Z. pages 6-9;
GRI102-10  and s supply chain Page 3. pages 18-25 pages 10-12
GRIT02-71  Precautonary Principle or approach Pages 46-47 Pages 52-53
GRI102-12  Externstnitiatives Page 55 Page 43
GRI102-13  Membership of associauons Page 55 Page 43; pages 40-54
Strategy - -
GRI102-14  Statement fram seniar decision-maker Page 1 Pages 6-9, pages 10-12
Page 4. pages 20-21;
pages 40-54;
GRI1D2-15  Keyimpacts, risks. and opportunities Pages 56-64 pages 70-72

Ethics and integrity
Company pohcies are posted
on the sustainability section of
our website [hitps//plc
Values, princples, standards, pearson com/enr-GB/

Page 13, Page 1, pages £-5;

GRI102-76  and norms of behavior pages 74-75 page 77 pages 40-54 corporate-policies)
Mecharisms for advice and concerns Concerns can be raised on
GRI 102-17  about ethics Page 53 Page £3 wwww PearsonEthics com
Governance
GRI'M02-18  Governance structure Pages 66-102 Pages 76-81
Compositian of the hrghest gavernance
GRET02-22  body and its committees Page 69-7/ Pages 76-81
GRI102-23  Chair of the highest governance bocy Page 66-69 Page 76
GRIND2-25  Conflicts of interest Page 74 Page 77
Page 67,
Role of highest governance body in pages 7£-75. Peges 74-75
GRI02-26  setuing purpose, values, ang strategy pages #8-89 pages 82-85
ldentifying and managing economic,
GRI102-29  environmenial, and sotialhimpacts Pages 88-89 Pages 98-100
The Board's Repuration &
Responsibifity commitiee
Highest governance body's role i reviews the sustainability
GRI 102-32  sustainabiliy reporting Pages 88-89 Psges 98-100 tontentin the Annual Report.
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ESG Performance Data continued

Indicator Descr plige A 2020

Stakeholder engagement

[ grieral

Fages 16-19

Pages 16-"9
Pages " 6-19

_Pages "6-19

Aaal.onal no'es

Prarson supports freedom of
association and collecuve
bargaining. Please see our
Code of Conduct, Business
Partner, Code of Conduct and
Human Rights Statement on
our policies pages https./plc.
pearson.com/en-GB/
corporate-policies).

GRI702-40  List of stakeholder groups Pages 27-29
GRI102-41  Collective bargaining agreements Page 49
GRI 102-42  idenutying and selecting stakehclders Pages 27-29
GRI102-43  Approach to stekeholder engagement Pages 27-29
GRI 10244 Key 10pics and Concerns raised Pages 27-29
Reporting practices

tntities included in the consclhidated Pages 128-136;
GRI 102-45  firancial statements pages 150-152

Deflimng repor? content and topic
GRI 102-46  boundaries

GRI102-47  List of materal topics
GRI102-48  Restaternents of information
GRIT02-49  Changes inreporting
GRI102-50  Reparting period
GRI102-51  Date of most recent report
GRI 102-52  Reporting cycle
Contact point for guesuons regarding
GRI102-52  thereport

Claims of reporting :n accordance with
GRI102-54  the GRJ Standards

GRI102-55  GRI contentindex

GRIT02-56  External assurance
GRI 200: Economic disclosures
GRI 201: Economic performance
Explanation of the marerial topic and its

Pages 218-219
Pages 40-43

Pages 40-43
Page 53

Pages 237-241

Rebaselining of Emissions data
Mo changes

1Jan 2021 - 31 Dec 2027

18 March 2021

Annual

sustainability@pearson.com
This report has neen prepared
In accordance with the GRI

Standards: Core option

See our external assurance
stalernent at’ hitps:/Awww,
pearson com/corporate/
sustamabihy/reporeng-
policies/reparts-benchmarks.
himl

GRI 031 Boundaries Pages 14-27
The management approsch and its Pages 14-25
GRI103-2 components Pages 14-27
Pages 14-25
GRI103-3 Evaluation of the management approach Pages 14-27
Pages 4-5
Direct economic value generated and Pages 14-25
GRI 20141 distributed Pages 31-39 Pages 14-27
Finanaal i'mpllcauoms and other risks
GRI201-2 and opportunitics duc to chmate change  Pages 46-47 Pages /0-72
GRI 203: Indirect economic impacts
Explanation of the matenial topic and its
GRI103-1 Boundanes Pages 40-45 Pages 40-54
The management approach and its
GRI103-2 components Pages 40-45 Pages 40-54
GRI103-3 Evaluation of the management approach  Pages 40-45 Pages 40-54
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Ind calar

Ar 20z Asdional noes

Descr o ' A 2323'
GR} 300: Envirgnmental disclosures
GRI 302: Energy '
Explanation of the matenal topic and its Pages 40-45,
GRI 1031 Boundaries Pages 46-47 pages 52-54
The management approach and its Pages 40-45,
GRI103-2 components Pages 46-47 pages 52-54
Pages 40-45;
GRI103-3 Evaluaticn of the management appreach  Pages 46-47 pages 52-54
Energy consumpuon within the
GRI302-1 organisation Pages 46-47 Page 231
GRI 302-3 Energy mnrensity - Pages 46-47 Page 231
GRI302-4 Reduction of energy consumpnon Pages 46-47 Page 2314
GRI 305: Emissions
Cxplanation of the matenal topic and its Pages 40-45;
GRIET03 Boundaries Fages 46-47 pages 52-54
The managerment approach and its Pages 40-45;
GRI103-2 Components Pages 46-47 pages 52-54
Pages 40-45,
GRIT03-3 Evaluation of the management approach  Pages 46-47 pages 52-54
Pages 53,
GRI 3051 Direct (Scope 1) GHG emissions Pages 46-47 pages 231-232
Pages 53;
GRI 305-2 Energy indirect (Scope 2) GHG emissions  Pages 46-47 pages 231-232
Pages 53,
GRI 305-3 Other indirect {(Scope 3) GHG emissions Pages 46-47 pages 231-232
Pages 53
GRI305-4 GHG emission intensity Pages 46-47 pages 231-237
Pages 24-26: page 53,
GRI 305-5 Reduction of GHG emissions Pages 46-47 pages 231-232 B
GRI 400: Social disclosures
GRI 401: Employment
Explanaton of the material topic and its ~ Page 27, Pages 4-5; pages 40-43;
GRI1103-1 Boundaries pages 43-50; page 60 pages 48-31
The management approach and its Page 27/, Pages 4-5; pages 40-43;
GRI103-2 components pages 49-50. page 60 pages 48-51
Page 27, Pages 40-45;
GRI103-3 Evaluation of the management approach  pages 49-50: page 60 pages 52-54
New cmployee hires and ermployee '
GR1431-1 Lurnaver Pages 233-234
Benefits provided to full-time employees
that are not provided Lo temporary or
GRLA0T-2 part-Utne employees Page 49 Pages 234-235
GRI 403: Occupational health and safety
Explanation of the mater.al topic arc s Pages 4-5; pages 40-43,
GRI 103-1 Boundaries Page 6 piges 48-51
The management approach and its Pages 4-5, pages 40-43;
GRI103-2 components Fage 61 pages 48-51
Pages 4-5, pages 40-43,
GRI1C3-3 Evaluation of the manggement approach  Page 61 pages 48-51
Types of imjury and rates of injury,
occupational diseases, lost days and
absenteeism. and number of work-
GRI 403-2 related fatalities Page 235
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ESG Performance Data continued

oo Deopien
GRI 404: Training and education
Explanaticn of the material topic and its

& 2027

Page 46; page 19,
page 60
Page 46; page 49;
page 60
Page 46, page 49,
page 60

Ar 2020

Pages 4-5; pages 40-43;

pages 48-51

Pages 4-5; pages 40-43;

pages 48-51

Pages 4-5; pages 40-43;

pages 48-51

Pages 24-26

Pages 4-5; pages 40-43,

pages 48-51

Add Lonal rores

We do not currently report the
average hours of rraining per
year per employee. We
introduced non financal KNs
for the business including
mdicators for investing in
talent. Our non-finarcial KPIs
in this area include:
percentage of employees
reskiling or ups«iiling and
Employee NPS

GRI103-1 Boundaries
The management approach and its
GRI103-2 components
GR1103:3 Evaluatian of the management approach
Average hours of training per year per
GRI404-1 employee
Programs for upgrading employee skills
GRI 404-2 and transition 2ssistance Programs

GRI 405: Diversity and equal opportunity
Explanation of the material topic and 1ts

Pages 4-5; pages 40-43,

GRI 103-1 Boundaries Page 50 pages 48-51
The management approach and its Pages 4-5; pages 40-43,
GRI103-2 COMEonents Page 50 pages 48-51
Pages 4-5) pages 40-43;
GRI103-3 Evalustion of the management approach Page 50 pages 48-51
Dversity of governance bodies and
GRI £05-1 employees Page 5, page 50 Pages 232-233
We report on significant
locatons of aperations ir the
UK, for information see
Frtps://plc pearson com/sies/
pearson-corp/files/pearson/
Ratio of basc salary and remuneraticn pearson-gpg-2020-aw-260321.
GRI 405-2 of women to men Page b Page 119; page 232 ndf
GRI 418: Customer privacy
Explanation of the materal topic and its Pages 60-69,
GRI103-1 Boundaries Page 62 pages 73-111
The managememn approach and its Pages 60-68;
GRIMC3-2 components Page 62 pages 73-111
Pages 60-69,
GRI103-3 Cvaluation of the management approach  Page 62 pages 73-111
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UN Global Compact and UN Sustainable
Development Goals (SDGs)

\We have applied relevant mternat onal reporting standards arc
framewor«s, irclud.ng the UN Global Compact (UNGT) Ten Princ ples,
ard the UN Sustanable Developrrent Goals (SDGs) This year, we are
parucioating n the Zarly Adapter Programme of the UNGC
Camendmicauon on Progress {CoP) Our enhanced CoP will be
gvetiable nrhe UNGC d giel platform in 2022,
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Reliance on this document

The intenuon of this document s tc provide Information ©
sharenaolders and 1s not desighed to be reliec upon by any otner
party or for any otner pJrpose

Forward-looking statements

This document Includes forward-looking statements concerning
Pearson’s financial conciion. pusiness ang operations and its
strategy. pians and objectives, In particular, all staterments that
express forecasts, expectations ard projecuons, iIrduding trencs

in results of operations, margins, growtk rates, overall mar<et irengs,
che impact of 1cerest or exchange ates, the availaoiliy of financing.
anticipated cost savings and synergies and the execution of
Pearson's strategy, are forward-looking statements By their rature,
forward-looking statements INvalve known and Lnknown rsks

and uncertainties because they relate (o events and depend on
arcumstznces that ray occur inthe futre They are based or
numerous expectations, assamplions and beliefs regarding
Pearsor’s present ard future business sirateg es and the
environment i which it will operate 1in the future There are vanous
factors which could cause Pearson's actaal financial carcitor,
resulrs and developrent to differ martenially f-om the plans, goals,
objectives and expectat ons expressed or impl ed by these
forward-ooking statemerts, mary of which are outside Pearson’s
conzrol. These indude international, national and local conditions,

as well as the impaci of competition. They also include other risks
detziled Ffom time to tme In Pearson's publcly-filed docuTents and.
In pacticu'as, the risk factors sel ou 1n this document, which you are
adwvisea 1o read Any forward-looxing statemerts speak orly as of the
date they are made and, except as required by law, Pearson gives
no UNcertaking 1o update any forward-lookeng statermers in this
dorument wnether as a result of new informaton, “Lture
developmenls, changes Ir 05 expeclzlions or othery se

Readers are cautioned not 16 place undie reliarce on such
forward-loaring statements
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