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dd Ve have a focused
strategy for a
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ifetime of learning

Andy Bird, Chief Executive

“At Pearson, we're connecting our different products and brands to
support people in their learning journey and create real-life impact.
We're forming an exciting lifelong digital learning ecosystem that
provides people with affordable learning throughout their lifetime. By
increasing our scale and customer reach, investing in new opportunities
and expanding the interconnectedness between our divisions, we're
uncovering great things. The possibilities are vast for Pearson as we
embrace the future of learning.”

Image removed
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At a glance

Our
purpose
IS to add
ife to a
ifetime of
earning.

Because learning isn't
just what we do - it's
who we are.

Qur vision

We want everyone
to realise the life
they imagine
through learning.

Our mission

Create vibrant and
enriching learning
experiences
designed for real-
life impact.

Image removed

Our values

Our values begin with ‘we' because
they apply to all of us. They help guide
how we show up every day for our
customers, each other, and the
communities we serve.

1. We ask ‘why?

We challenge the status quo by
challenging ourselves

2. We ask ‘what if’?

We spark curiosity to innovate new
possibilities for everyone

3. We earn trust.

we huild credibility by acting with integnty
every day.

4, We deliver quality.

We hold our customers and consumers in
the highest regard, and our work to the
highest standards.

5. We make our mark.

We execute with speed and agility to leave
a lasting impact on everyone we serve

“We've
redefined
our
purpose to

Image removed

meet this
moment in our
world where
learning is becoming
more fluid and
exists inside and
outside of formal
education.”

Lynne Frank, Chief Marketing
Officer and Co-President,
Direct-to-Consumer
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Our strategy

Qur strategy Is to create trusted relationships with consumers Our strategy places consumers at the heart of everything we do, and
throughout their lifelong learning journeys. We want to empower we are integrating our products to create a learning ecosystem that
them to realise therr goals and potential, by developing their skills reaches our consumers across all their iife stages.

across multiple stages of their learning hfetime, encompassing not

only formal primary, secondary and higher education, but also,

increasingly, the world of work.

Assessment
Higher & Qualifications
Education

English Language
Learning

Learner
profile

Diagram removed

Virtual Learning

WorkaI'CE Ski“S Bl Read more on page 12
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At a glance continued

Qur interconnected
divisions

2022 Revenue

Assessment & Qualifications

We provide the assessments,
quélifications, certifications and licences
that enable people to demonstrate their
knowledge, skills and aptitude across a
lifetime of learning - from school to
professional careers. We play an integral
role in a host of technology certifications,
In areas such as cloud computing and
cyber security, that power growth and
innovation across the global economy.
We deliver numerous medical certification
and licensing examinations around the
world, giving governments and the public
the assurance that their providers have
met the standards for care. Exam delivery
volumes in the Information Technology
sector increased by 12% from 2021

to 2022.

Our growth will be fuelled by our unrivalled
breadth of offering and global scale across
both physical and digital assessment,
combined with the growing market need
for accreditation and certification in the
professional market, more effective
formative and summative assessment in
the school market, and increased demand
and spend across the education landscape
in mental health and wellbeing.

~
£1,444m

p

Higher Education

We provide around 18 milion higher
education students every year with vibrant
digital content, assessments and enrching
experiences, leading to positive learning
outcomes. We provide a significant entry
point for a lifetime of learning in the
Pearson ecosystem. We intend to reman
the Higher Education content market
leader by deepening our relatnonships with
students beyond instructor and faculty
required course materials. By enhancing
product features and investments into
Pearson+, we enable students to succeed
in achieving their goals across disciplines
and academic paths. We wall drive growth
through increasing market share and
recapture of the secondary market,
particularly through enhancements to our
suite of digital products including
Pearson~, MylLabs, Mastering and Revel. In
addition, we will invest in growth in the
large international higher education
market and capitalise on increased
demand in Inclusive Access.

’-
£898m

N

2022 Highlights
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— Pearson VUE test volumes grew 16% ta
19.4m with particularly strong growth
in the IT and healthcare segments. VUE
also won major contracts across its
portfolio and expanded its presence in
the US federal market.

— Announced the intention to acquire
Persennel Decisions Research
Institutes (PDRI) which has significant
expertise In providing assessment
solutions to the US federal
government, one of the largest
emplayers in the US wath more than 4
million employees.

— Clinical Assessment had a strang
performance due to good government
funding and continued focus on health
and wellbeing.

— UK and International Quakfications
2022 reveriue was driven by the return
to full testing and growth in
qualfications and assessment
contracts internationally.

— US Student Assessment had strong
revenue growth with a fuif testing cycle
in 2022 and new contract wins.

Read more on pages 8 and 22

— Inclusive Access sales to not-for-profit
Institutlons was up 9% 1N 2022, with the
total number of institutions increasing
to 1,040, due to the attractive price
paint and immediate ‘day one’ access
for students.

— Athree-fold increase compared to
prior year Fall semester in Pearsan+
paid subscriptions, expanding our
reach through US college bookstores

— Pearson+ patd subscriptions
compared to prior year Fall
semester up 205% to 406k
(2021:133k)

— Pearson+ registered users
campared to prior year Fall
semester increased 3% 10 2.83m
12021 2,75m)

— Launched Pearson+ Channels (with 18
study channels) in Autumn 2022 to
help students understand complex
concepts and prepare for exams in the
toughest college courses, whether they
are using a Pearson eTextbook or not.
This increases the total addressable
market for Pearson+,

Read more on pages 15 and 22



Virtual Learning

we offer highly effective online learming for
every age and stage of education. Our
users can learn where, when, and how
they learn best, in a way that is tailored to
their needs and propels them forward in
their lives and careers. Qur vision in Virtual
Schools is to provide a holistic, academic,
and innovative learmng experience to our
students, while being a trusted best-in-
class partner for aur sthuols and Tarmilies.
We will grow by continuing to focus an the
core learning expernence, inciuding
individualised learning and currcuium
transformation, while iInnovating and
adapting to both industry and market
changes to stay ahead of the competition.
Our career readiness solutions will fuel
growth by providing pathways for students
beyond high school, be it in the job market
or further study. We will also capitalise on
increased awareness and openness to
wirtual learning and the demand tor
alternative education mediums driven by
parents’ new hybrid and remote working
schedules. Qur Online Frogram
Management (OPM) business is currently
under strategic review,

— Increased retention rates and
Net Promoter Score, now +67, for
Virtual Schools, which walk drive
enrolment growth.

— QOpened our first virtual schooi in
Virginia focusing on grades 6-10
students, expanding to grades K-10
in 2023.

— Helped enact new legislation in
Missouri, facilitating easier access to
publicly funded vinual tearning, leading
to a doubling of our virtual school
enrolments within that State.

Read more on page 22

English Language Learning

There are 1.4 biliion English language
learners across the globe. We have the
courseware and assessments ta help them
achieve their goals, including digital and
blended English salutions for educational
institutions and the flagship Pearson Test
of English, in over 150 countries. Our vision
is to become the world's leading
destinatien for committed learners to build
and prove their proticiency in English. We
are growing through creating an
interconnected suite of personalised
products across direct to consumer,
institutional, enterprise language learning
and assessments, and anline language
learning through Mondly. This will allow us
to expand our addressable market,
increase market penetration, and create
mare repeatable, personal relationships
with language learners, capturing more of
their lifetime spend. We are also
capitalising on a consistent market need
for English proficiency in global
employment and education, a growing
dernand for online language learning, and
renewed global mobiiity.

Workforce Skills

we're building a world where everyone is
prepared for the future of work and
pecple are recognised for what they know
and what they can do. Our newly launchegd
talent investment platform uses workforce
analysis and assessment (o realise
untapped potential, mahilise talent, and
help enterprises and individuals close the
workforee skills gap, helping everyone find
the right work far them. We will grow by
connecting Consumers, enterprises,
recruiters, and learning partners to a
marketplace for verified skills. We can also
capitalise on employers’increasing need to
reskill and develop their workforce to
protect against shifts in both growing and
shrinking markets and in response to the
high speed of economic and technology
change, We need ta respond to and
enable the accelerating convergence
between previously disrannected parts of
the HR technology market, particularly
Learning and Development, Recruitment,
and Talent Managermnent

— Pearson Test of English (PTE) test
volumes up 90% and underlying
revenue up 72%, particularly driven by
border reapenings and gaining market
share in India, where investment in our
agent network and successful market
rampaigns have helped to drive
growth.

— Completed the acquisition of Mondly
and entered the Online Self-Study
language learning space. See our
Strategy in Action for more detail on
how Mondly 1S helping us to grow.

— Transformed our institutional business
through initiatives such as Pearson
English Connected Learning, which
creates personalised, connected
solutions including courseware,
assessment and certification to
fast-track learning.

— Enhanced our user experience to
ensure that our courseware is the most
engaging and effective on the market,
leveraging our partnerships with major
corporations including Sisney and
the BBC.

Read more on pages 14 and 22

— Acquired Credly, a leading digital
credentials business, giving us a strong
foothold and user base in the
workplace credentials space.

— Developed our talent investment
platform which provides accurate,
real-time access to employee skifs.

— Integrated Faethm and Credly into
the Workforce Skills division, creating
single enterprise go-to-market and
product teams.

— We launched Skills Accelerator, a suite
of peer-supported, project-based
learning courses that help people
complete business-critical projects
while developing future skills.

Read more on pages 14 and 22
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2022 highlights

A year of
strategic and
operational
Drogress

Achieved underlying sales
;/_gf growth of
Al 5%

and adjusted operating profit
growth of

11%

on an underlying basis, ahead
of expectations

Q@ Acquired Mondly

and Credly to
m support the
growth strategy
O across the
Pearson
ecosystem

EI Read more on page 13

Announced £120m
of cost efficiencies,
accelerating our
improved margin
expectation to 2023
from 2025

& Pearson plc Annual report and accounts 2022

“The role Pearson
VUE plays helping
professionals get
certified is a critical
element of
delivering our
enterprise learning
strategy.”

Launched our
people strategy
with a focus on
engagement and
high-performance
Read more on page 31

Launched 18
study channels on
Pearson+

B Read more on page 15

Enterprise Learning

reaching

c.2000

enterprise clients across
Workforce Skills and
Pearson VUE

Completed the
disposal of our
international local
courseware
publishing businesses

Read more on page 12

Image removed

Art Valentine,

President - Assessment

& Qualifications




Chair's note

d d ' believe we are well-
positioned to continue to
grow profitably and to deliver
long-term success, creating
value for all our stakeholders.

Omid Kordestani, Chair

Image remaved

2022 dividend growth “What drew me to this fantastic company was the

50/ incredible opportunity to be globally conseguential
0 and the important role we can play in improving

society through lifelong learning.”
Return on capital in 2022

8.7%
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Chair's note continued

Overview

I'm delighted to be writing my first letter to you as Chair of Pearson.
It's a privilege to join Pearson at this exciting time. What drew me to
this fantastic company was the incredible opportunity to be globally
consequential and the important role we can play inimproving
society through lifelong learning. We have a tremendous opportunity
to capitalise on this, benefiting all our stakeholders, particularly with
the significant potential in digital learning. It 1s also exciting to see that
we are delivering particularly on enterprise learning, in ways we never
have before, as the workplace becomes the new heart of many
people’s learning journey.

2022 has been a year of strategic and operational development as
we continue to create a digital learning ecosystem, fit for the future
of learning. We have made considerable progress in executing our
direct to consumer, lifelong learming strategy as we reshape our
portfolio for profitable growth, adding capabilities and increasing
Interconnectivity between divisions,

Financial and operational highlights

We delivered a strong performance in 2022 with sales increasing on
an underlying basis by 5% and our adjusted operating profit margin
increased from 11% to 12%. This resulted In our adjusted operating
profit increasing ta £456m.

We have also made good strategic and operational progress as we
build further lifelong learning potential. We've been disciplined in
right sizing the company to our strategic direction. We have taken
bold actions to make Pearson a more efficient, focused company
and through this we will accelerate our improved margin
expectations to 2023 from 2025

We have also retained a strong balance sheet and liquidity pasition
that will enable us to continue to invest in cur comprehensive
growth strategy.

As a result of the strong performance in 2022, the Board
recommends a firnal dividend of 14.9 pence per share. The final
dividend will be paid on 5 May 2023 to shareholders on the register
on 24 March 2023

Environmental, social and governance

Pearscn has a clear purpose adding life to a lifetime of learning
that links naturally 1o our potentizl to make a significant positive
impact on our society and our planet. Cur products and services
enable more engaging and stimulating learning experiences.
They are accessible to more people, and with a smaller carbon
footprint. We continue to make good progress against our ambitious
climate targets, and we recognise the role that top talent plays

In driving our long-term growth. This year, we also launched

a people strategy focused on employee engagement as a driver
of performance. We alsa ensure that we continue to operate

as a responsible business and will always act in the best interests
of our customers.

Our people make Pearson’s success

Our people are fundamental to our success and strong performance,
I would like to take this opportunity to thank everybody for their
commitment. | appreciate their incredible work, operational
discipline, and focus over 2022 We cannot underestimate how this
difficuit environment has affecred our people, I'm very proud of them
all. Taking care of our employees, and ensuring we keep our positive
culture s wital. Therr efforts have, and will, continue to underpin the
companys performance as we take advantage of the significant
growth opportunities ahead.

{ also want 1o thank all our customers for their continued support.
We will continue to provide therm wath engaging ways of learning that
reflact today's world, as we lock to deliver the needs of both
employers and employees.

Image removed
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Strategy in action

Making a difference for global IT enterprises

IT enterprises continue to face significant challenges. As cloud
adoption, Al advancemenits, and cyber security threats generate
highly specialised jobs, the demand for tech skills 1s present
throughout the global econormy. At the same time, global talent
reeds abound, and consumer and inclusivity expectations continue
tosurge.

Pearson VUE, part of our Assessment & Qualifications business,
helps the warld's leading IT organisaticns address the persistent skills
gap and shortage of qualified talent by providing the learning
ocpportunities and credentials essential to keep pace with the
ever-increasing advances in technology.

— AWS chose Pearson VUE as tts exclusive assessmment provider 1o
certify AWS Cloud knowledge and skills. Now the tech giant can
provide their global 1T professionals with more convenient testing
options and the best experience possible

— With (I5CE, a leading provider of cyber secunty credentials, we
delver credentialing assessments that certify the professionals
who work tirelessly to provide a safer, more secure cyber world
for individuals and organisations around the globe.

— Through our partnership with Microsoft, we helped the Austin
Lighthouse - Travis Association for the Bind make [T certification
exams more accessible to pecple with disabilines, prepanng and
enabling them to join the tech workforce.



Pearson has an opportunity to
educate the world and be a
good citizen, as a business that
acts responsibly and sets the

right tone.

Image removed

Leading for the future

We have a strong performance culture at Pearson, with a high level of
execution and operational excellence. We also have a wonderfully
diverse Board in terms of both experience and backgrounds.
Ensuring we continue to have a diverse set of views and perspectives
at Board and leadership level is key to our success. We need different
types of leadership and operational talent to execute against our
strategy. We will keep moritoring this as Pearsan continues to
transform so we have the right skill sets for our future, as well as
managing succession planning for any upcoming departures.

On the Board, we will miss Linda Lorimer, who steps down at
Pearson’s upcoming Annual General Meeting (AGM) after serving
nearly ten years on the Board. Linda has been an amazing force
throughout her tenure, most recently as Chair of our Reputation &
Responsibility Committee.

Al the executive level, we saw new leaders join the leadership team
with Marykay Wells being elevated internally to Chief infaormation
Officer. Marykay is working with the Board and leadership team

ta build a technology strategy that supports a coardinated,

cross functional approach to data, content delivery, and product
development. Sulaekha (Sue) Kolloru Barger also joined us to
becorne our new Chief Strategy Officer. Since jaining, Sue has been
focused on driving strategic planning across the company and
charting the course for future growth.

Engagement is fundamental

As a Board and leadership team, it is critical we engage frequently
with all our stakeholders. We want to ensure that our strategy is
clear, that the way we're aperating 1s well understoed, and to identify
any gaps in our approach. This enables a constructive and positive
relationship and helps us understand the views and perspectives of
our stakeholders. It also ensures qur team 1s focused on the right
approaches, policies, and activities.

This year, we undertook a comprehensive review of Pearson's
executive remuneration frarmework, with the proposed new
Directors' remuneration policy detailed on page 112. The
Remuneration Committee and the Board have spent sigmificant time
ngarously reviewing the policy and its implementation to ensure it
remains fit for purpose. This review considered Pearson's renewed
strategy, the recent strong performance of the business, and the
views and expectations of our shareholders, their advisers, and other
stakeholders. | believe the proposed pelicy is the best way to
continue to drive & strong pay for performance culture. It also
respoends to the needs of the global talent market for digital
innovators, whilst remaining mindfuf of the UK governance
environment and the views of gur shareholders.

Confident in our potential

In March, the company announced that the Board had receved and
rejected, In total, three unsolicited, preliminary, and highly conditional
takeaver approaches from investment firm Apollo. Under Sidney
Taurel as Chair, the Board considered the right response for Pearson
and our shareholders. While the Board deliberated the approaches
with all due focus and attention, our confidence in the strategy that
Andy and the leadership team are pursuing led us to unanimously
vote against the approaches. We believe they ali significantly
undervalued the company and its future prospects. | would like

to thank our shareholders for their support for the Board's position.

Outlook

We start 2023 in a challenging macro environment, but we have
a clear focus on execution. | have every confidence in our ability
to deliver as we continue to transform because:

1. The company Is confident of its strategy.
2. We have a strong executive team that has been established
to execure on that strategy, and

3. The company will be very disciplined in measuring how to achieve
success and to delver results for shareholders.

Pearson has an opportunity 1o educate the warld and be a good
citizen, as a business that acts respensibly and sets the right tone.
We take our duties seriously and drive a level of execution that
brings us closer to our promise of fifelong Learning: our 'North Star,
I believe we are well positioned to continue to grow profitably and
to deliver long-term success, creating value for all our stakeholders.

Omid Kordestani
Chair
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Chief Executive’s review

d d ~nother year of significant
strategic, operational and

fi

nancial progress.

Andy Bird, Chief Executive

Image removed

Underlying sales growth
in 2022

5%

Underlying adjusted
operating profit growth
in 2022

11%
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“Over the last year, a new Pearson has emerged
-streamlined, interconnected, and more agile.
This new Pearson is expanding our market
opportunities, driving value for our stakeholders
and making a positive impact on our world.”



Dear shareholders,

I am pleased to report to you on another year of significant strategic,
operational, and financial progress, one that has strengthened our
foundations for a future of increasing sustainable growth.

QOver the last year, a new Pearson has emerged - streamlined,
interconnected, and more agile. This new Pearscn s expanding
our market opportunites, driving value for our stakeholders,
and making a positive impact on our world.

Our 2022 financial results demonstrate the strong mementum
we've been bullding. For a serond consertive year aur finanrial
performance was ahead of our expectations, with underlying sales
growing by 5% and underlynng adjusted operating profits increasing
by 11% to £456m, This reflects excellent progress across the Group,
driven by our strategic iniatives.

Delivering on our strategy

Qur strategy focuses on a lifebme of learning and building a company
that is digital-first, puts the consumer at its heart, and delivers high
quality learning products at scale. A major focus this year has been
enhancing the interconnactivity biztween our divisions, making

more parts of Pearson more relevant to each other while driving
financial and operational benefits, Because of this, our busingss
modelis maving from standalone products and senvices to
connected learming applications, centered around our trusted
relationships with consumers.

At the start of 2022, | identified four clear priorities for Pearson:

— Deliver sales and profit growth

— Increase our focus on execution, quality, and trust

— Embed customer and consumer insights across the company
— 5Scale and grow Pearson+

We delivered an those priorities and much more, including
significantly evolving our overall proposition and our go-to-market
strategies. Critically, we remain on track to deliver approximately
£120m of cost efficiencies in 2023, acceleratung our improved margin
expectations to 2023 from 2025. we reshaped our portfoho with the
acquisitions of Credly and Mondly, and announced the intention to
acquire Personnel Decisions Research Institutes (PDRI), to drive
growth. in addition, we completed the sale of our internaticnal
courseware local publishing businesses and initiated the strategic
review of our Online Programme Management (OPM) business.

We saw strong growth in Pearson+ paid subscribers, launched

the new Pearson+ Channels feature, and integrated Mondly

into the service. As we do all of this, we are growing our universe

of consumer relationships. In 2022, our products and services
impacted the ives of around 160 million global users.

A future focused on a lifetime of learning

While we continue to work with the full spectrum of learning
institutions, the workplace is now the heart of many people’s learning
journey, Enterprise learming has long been foundational to our
business but 2022 saw us scale that in new ways. Credly added
about 70,000 new users each week, for the past 12 months, a strong
signal of the need for individual upskilling, We now have more than
2000 enterprise learning clients. This part of our business is, and will
continue 1o be, the subject of strategic investment. We have been
hard at work developing our new Workforee Skilis talent investment
platform, a combinanon of Credly and Faethm capabilities that airms
to help enterprises solve their talent planning, upskiling, and
recruiting challenges. As it goes to market in 2023 and beyond,

this new product has the potential to greatly accelerate the growth
of our Workforce Skills division. In additnon, we continue

to expand our Pearson VUE offerings, and we are capitalising

on the demand for English learning as a gateway to employment.

Image remaoved

Beyvond our workforce offenings, the progress of Pearson+ rontinues
o pOINt to an exciting future. In the calendar year 2022, our first full
year in the market, Pearson+ had c.600,000 paid subscribers and 4.8
million registered users. We now have more than 1,800 e-textbook
titles in Pearson- and we have introduced 18 study Channels to
provide students with supplemental video and learning content. In
the Fall of 2022, students viewed nearly 2 million minutes of
Channels video content and utilised 1 million practice problems-
impressive engagement activity. Between new content, the
integration of Mondly, and breadened distribution through college
bookstores, we continue to expand our total addressable market and
prove the product market fit of Pearson-. We still see Pearson+ as
the springboard for our Higher Education business and our bigger
ambitions across a lifetime of learning. In our broader Higher
Education business, we're making excellent progress building the
tools to return that division to top line growth, This effort centres on
going to market more effectively and ensuring we have engaging
products that facuity and students love to use.

As we've demonstrated throughout the year, the cross over between
our businesses is accelerating, which is creating synergies and
forming the foundations of our digital learning ecosystem, We are at
a crincal morment where we can combine cur capabilities to benefit a
vast number of people. We believe there Is enormous power in an
ecosystem that brings our products together, with a consumer
profile at its heart. As we move into 2023 and beyond, you will see
us push further into 2 business model that connects consumer led
learning into one Pearson experience.

Looking forward with confidence

As we turn this concept into reality, we continue to work hard
every day to deliver what consumers demand: vibrant, impactful,
frictionless learning solutions that will help themn progress in their
lives. As we deepen relationships with our consumers, they can
move with ease between our products as thelir learning needs
evolve. That creates lifetime value for learners, for Pearson,

and for all our stakeholders.

we are delivering on what we have promised to our stakeholders,
and we will continue to do that. The level of activity around the
business is unprecedented. But it is also focused and better
executed, resulting in better delivery of our strategic goals. I'd like to
take this opportunity to thank each and every Pearson employee for
their unwavering dedication to our purpese and our strategy Led by
their dnve, determination, and unparalleled expertise, we are in a
strong position to capture the opportunities in front of us,

Andy Bird

Chief Executive
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Our strategy

AN integrated strategy

In 2022, our products and services reached
more than 160 million users around the world.

Qur strategy 1s to grow both by increasing our scale and customer reach. We are deepening our investment in opportunities across our divisions,
and are expanding the intercannectedness between our divisions, to uncover and capitalise an further potential. We are confident that there are
vast possibilities to expand our reach by linking our different learning capabilities inta one experience as we move from standalone to connected
learning applications.

We have a well-diversified global consumer base, coming from direct indnadual customers and institutional, enterprise and government relationships.
Of our 160 million users, 15 million are registered with us. It is iIncumbent upon us to make every interaction with cur consumers more meaningfui by
building relationships. We aim to provide all our audiences with the ability to move between our products as their learning neads evolve.

Qur consumer base

Our global consumer base cuts across our
portfolio of businesses addressing multiple
ages and stages of learning.

@ Total users*: Consumers who utilised a Pearson
product or service within a stated period.

Paid registered users*. Mcnetised consumers

@ where Pearson halds identifying information
provided by the user (e.g. registered for the
product / registered for an account).

15m

Paid
Registered

*  Counts do notreflect unique users atioyws the Pearson portfalia

Our strategy is underpinned by an interconnected approach to product

Assessment
& Qualifications

L 2023 J | 2024 I I 2025+ | Virtual

mend\g Integrate more (ntermediate & Advanced Content / Institutional & Global Scale of Engfish alignment | Learning
wPearson / Pearson+ Integration 7 Ul & UX Enhancements

Pearson English Skills Certificate with Credly badging _]

@ Pearson | pTE Di
| PTE for Canada Migration J lagram
removed Higher
P+ Chaninels {more discipiines and skills) ] Education
@ Pearson+
Additional features / international markets / integration with broader Pearson portfolio l
l Product refresh (Freehand Grader, Adaptive Diagnostics, Next Gen Learning Experiences) ] Learner
© Pearson | Profile
astenre Cloud migration
S— Course Customization Capabillties for teachers
ALADFERY
- Pearson-built cusriculum )l l Standards based reporting |
English Language
Pearson Workforce Launch talent investment platform and product suite. Expand skills services & talent L .
Solutions Integrate skiils services for consumers network Rarning
[ Vertical market expansion l ,_ Vaiue chain expansicn _J
@ Pearson | vuE
Geographic axpansion l
Warkfarce

Skills
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We are driving successful
change through targeted
investment, acquisitions,
and disposals.

Image removed

Sulaekha (Sue) Kolloru Barger, Chief Strategy Officer

Strategic progress in 2022

Pearson has evolved from a matrixed hoiding company to the
focused end-to-end learning company we are today, as we integrate
our businesses and products to form a lifelong digital learming
ecosystemn. As we better understand our consumers, we are
embedding our Insights to unlock synergies, bulld relationships

and previde more relevant and inspiring products.

We are reshaping our preduct portfolio to meet increasing demand
from consurners. Their needs are evolving to place a higher
impartance an skills and continuous learning, and they are
consequently turning to their employers for support in upskilling
and reskiling to ensure their relevancy in a dynamic workplace.
More employers are investing in talent and we are working with
them to provide the training and upskilling for their employees to
help them progress.

Our 2022 results are evidence that our strategy is delivering results
far our consumers and shareholders alike. We made good progress
in 2022 both strategically and operationally, which 15 reflected in our
strong financial performance: underlying sales growth was up 5%
and underlying adjusted operating profit up 11%. Our new operating
model has enabled us to idenitify approximately £120m of efficiencies
in 2022, which we wilt deliver in 2023 and beyond. In turn, this will
help us deliver our improved mid-teens margin target in 2023 - two
years earlier than expected.

Our strong progress in the face of macroeconomic headwinds
demonstrates the benefits of our well-diversified business, coupled
with the fundamental lifelong need ta learn.

We are driving successful change by regularly reviewing and
refining our portfolio through:

Significant organic investment, bringing new capabilities

— We have invested in new capabilities for Pearson+, including
Channels functionality.

— Expanded the reach of cur VUE remote proctoring solution
to include an in-country China salution

— Workforce Skills faunched Skiills Accelerator, a suite of peer-
supported, project-based learning courses that help people
complete business-critical projects while developing future skills

— Developed our MondlyWORKS capabilities and go-to-market
approach to grow our presence in the enterprise language
tearning market.

— Virtual Learning began buiiding an enhanced career readiness
solution for K-12 students expected to launch later in 2023

Acquisitions to bolster our capabilities and enter new markets

— Recent acquisivons include Credly (Workforce Skills), Mondly
{English Language Learning), Nawy (Assessment & Qualifications),
and ClutchPrep (Higher Education), and we have signed an
agreement to acguire PDRI {Assessment & Qualifications).

Strategic disposals to refine our portfolio

— We completed the strategic review of our international
courseware local publishing business, resulting in successful exits
of our Furope, French Canadian, South Africa and Hong Kong
local K12 publishing businesses.

Interconnectivity is at the core

Qur strategy 1s increasingly

Assessment &

connecting our businesses around Al scoring;

PTE delive Connections Academy +
lifelong learning opportunities, ry

US Student Assessment

Qualifications

GED & BTEC
delivery; Credly MindHub &
Product & technology synergy badging CertPrep content
sharing
Go-to-market synergy
English Language Mondly via P+
Content synergy Learning Virtual Learning
Diagram
removed
Enterprise
joint GTM
. Credly badging
Credly badging; Career Readiness Career
Globkal Scale of readiness
English + Faethm Consumer
integration pipeline

Workforce Skills Higher Education

Work-ready content
exploration
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Our strategy continued

Enterprise / Waorkforce Skills

Our opportunity

Our ambition is to enable a world where pecple and crganisations
can achieve their full potential in the new skills economy. We believe
that is ng fonger just about what you've dane, but what you <an do.
Our objective is to provide solutions that help employees thrive and
empower employers 1o maxirruse the vajue of their most important
asset: their people.

The £200bn global Workforce Skills market 1s comprised of several
different sub-markets including employee learning and development,
talent management, and pre-hire recruitment services. This market
is 1N the midst of widespread disruption, driven by seismic change

in the workplace. The World Economic Forum estimates that over

1 billon people wili need reskilling by 2030.

Organisations are strugglng to navigate this change because they
lack & comprehensive understanding of the skills their employees
have, or the skilis they need, to achieve their commercal goals. And
without this understanding, their investments into current learning
and development services are not delivering the results that they
should be.

Progress so far

We have built integrated product and engineering teams,
re-engineered our product portfclio and tech stack, developed

a new product roadmap, launched new products, created a single
global sales team and built a state-of-the-art global marketing and
sales tech stack.

We have reshaped our Workforce Skills portfolio to serve an

expanding remit, building on Pearson’s existing strong foundation
with Enterprise consumers {c.16% of Group sales). To focus ori the
needs of our different customer segments, we have organised our

wWorkforce Skills division into two parts: Vocational Qualifications
and Workforce Solutions.

Vocational Qualfications offers high quality vocational qualfications
that allow learners to build the knowledge, skills and behaviours they
need for career success. Whether it's a Higher National Diploma in
Computing, a BTEC in Health and Social Care, or traiming as part of
the TQ Construction Acadermy, these provide the skills and
qualifications that our economy needs now and in the future.

Workforce Solutions is our enterprise and consumer-focused
business. It brings together our two recent acquisitions — Credly and
Faethm - with our existing portfolio of products and capabilities

in GED, Talentlens and Accelerated Pathways. We have moved quickly
this year to restructure and integrate these businesses INto a single
global entity. Workforee Solutions' portfolio of services has been
specifically designed to meet the needs of enterprises and
institutional customers, but with & core focus on the needs

of the individual consumers upan which the success of any
organisation depends,

Throughout 2022, we continued to grow our revenue, including
our Saa$ subscriptions, expanding our customer base by 133%,
and accelerating our reach by adding 4.7m new users to our
Credly platform.

We firmly fit into Pearson's wider strategy, with products that can
intercannect with others across the Pearson ecosystem, supporung
and accelerating Pearson's lfelong learming ambition.

For example, we have a library of certified preparation content

and courses for IT professionals in Professional Learning and
Develecpment which is relevant for learners in the workplace.

Enghsh is the glabally recognised language of business, so we have
added English to Faethm's skills framework, as well as offening Credly
badges far Pearson's range of English assessment products.

English Language Learning

Our opportunity

We gperate in a ¢.£6 billion addressable market, which integrates
three key market segments:

1. Institutional English Language Learning: an addressable market of
approximately £3 billion. We offer digital and blended courseware
solutions to academic institutions, private language schools and
enterprises across the globe.

2. Online self-study language learning, an addressable market of
¢.£2 bilhon with double-digit growth, which we have entered
through our acquisition of Mondly.

3. High Stakes Assessments. an addressable market of ¢.£900
million. Our flagship product PTE is a verified, secure certification
of English proficiency for internabienal migrants and students.

A substantial element of cur Institutional business s in K-12, which
is generally government funded and backed, making it stable in a
variety of macro-economic environments. For PTE, we believe that
there will be a strong desire for people 1o Invest in their education
and to study 1N our key destination markets. We aim to acquire more
new and existing language learners, and capture more of therr
lifetime spend on language learming, through cross-selling English
Language Learrung solutions, We are dedicated to growing the
business through improving customer experience, which has already
been successful 1n 2622, with a 24% increase in underlying revenue
and 33% increase in underlying profit, and with the potential to gain
further share over the next few years.
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a. Qurinstitutional business plays an important strategic role,
it provides the potential to form relationships with millions
ofinstitutional learners as well as corporate leagrners, and it
lends invaluable reputation and credibility in the language space
to our entire product portfolio 1t 15 also a large lead-generator
for our suite of assessment products and Mondly, both of
which are complementary products that erthance the
student experience.

b Mondly gives us mare opportunities to reach more committed
learners: & foothold In the fast-growing direct to consumer
online language learning market, and the MondiyWORKS
platform for enterprise fanguage learning.

¢ PTE and Mondly give us more direct relationships with
consumers, which s strategically important
te the drasion and our ability to cross-selt wathin Pearson.

Progress so far

In 2022, we developed the Pearson English Skills Certificate, a new
mid-stakes English exam wiuch will complement the PTE to capture
more of the English assessments market, and which will launch

in 2023 We prioritised aligning Pearson products to the Global Scale
of Enghsh (GSE), our proprietary scale that allows more granular
understanding of English ability, furthermere, working to ahgn
Warkforce Skills Faethm product, 1aying the ground for future
collaboration Finglly, in addition ta finding ways to use our
institutional content to bolster Mondly material, particularly

in the intermediate and advanced levels, we integrated Mondly

with Pearson+, welcoming aver 10,000 new users through this route.



This allows consumers to prove their language proficiency to
employers. The connection between students and work is an obvious
collaboranon point with Pearson+ and there are fantastic cpportunities
to connect our services with Pearson VUE, to maximise the value that
Pearson can bring to our enterprise customers and consumers.

"The growing skills gap is

putting enormous amage
pressure on the labour

market, making verified
credentials more essential

than ever”

Mike Howells, President,
Workforce Skills

Spotlight on Credly
— Credly is an end-tg-end solution for organisations to issue
and manage digital credentials

— It adds an established, well-known credentialing service to
our workforce analytics, learning & assessment capabilities

— It has a network of 3,000 certification and badge issuers
— It generates 70,000 new users every week
— It has issued more than 50 milfion credentials

“Mondly gives us an
exciting foothold in direct | Imeee
to consumer English

learning and expands our
reach and scale in the
language learning market.”

Giovanni Gievannelli, President,
English Language Learning

Spotlight on Moncily

— Glohalianguage iearning app

— 100m+ downloads

— 445k paid subscriptions

Highly-rated app both on mobite and VR

— 41 languages offered, with more than 1,300 possible
language pairs (learners can learn a target language
from any other fanguage)

Pearson+

Our opportunity

We are a leader in the Higher Education courseware market, with
millions of students enrolled in courses using Pearson eTextbooks.
We want to leverage this market dynamic in two phases:

1. Shift eTextbeok consumptien for students directly to Pearson+,
and improve manetisation

2. Engage and retain students with relevant and valuable services
beyond eTextbocks, and maximise consumer lifetime value

Pearson+ is currently monetised through paid access to eTextbooks
by students where faculty adopt Pearson content in their courses.
Cur existing Higher Education business provides a large, efficent
customer acguisition funnel for Pearson~. Additional content beyond
eTexthooks, such as Pearson+ Channels, will encourage further

use of the application. Over time. Pearson+ ysers can he further
maenetised through crass-selling other relevant Pearson products
and services.

Progress so far

In 2022, we started to scale users and expand product features.
During the fall back-to-school penod, we launched Pearson+
Channels to engage students with supplemental study content.
This feature offers short-form videos and practice to help students
understand compiex concepts and prepare for exams in the
toughest college courses, whether they are using a Pearson
eTextbook or not. We now offer nearly 20 channels, with thousands
of learning videos and practice problems to help students succeed
in ther courses.

“Adding curated video
and tutorials to Pearson+ | M
delivers on our promise

to bring vibrant learning
experiences to even

more people.”

Tim Bozik, Chief Product Officer
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Our business madel

Creating value

Our foundations An integrated business to

support customers through
their learning journey

Committed people and partners virtual Assessment

From our brilliant and dedicated employees to our fantastic authors, we are the & Qualifications

home for the best talent. We have a broad range of partners across our business
who we expect to share our Pearson values. Our relationships with governments,
customers, non-governmental organisations (NGOs) and other global
organisations help us to increase our impact on consumers around the world.

Learning

] i Higher
R&D and product innovation Education

Our product team, with expertise in learning science, Nas a focus on learning

outcomes. Through ongaing innovation and Research and Development (R&D)
we are committed to creating learning products which offer a great user
experience and that demonstrate measurable learning progress.

Learner Diagram

- d
. rofile rermave
Financial assets p °

W/

Our shareholders entrust us with their capital in order ta invest on their behalf
for the long term.

Qur physical footprint English Language
Learning
Our products and services are avalable in most countries and terntories around

the world and are focusing on simplifying our property portfolio to enable digital
and fiexible ways of working.

Data and insight
Workforce
As we move to a direct to consumer business we are able to know our customers Skills

betrer - and serve them more effectively - through the effective and responsile

use of data. We are also building out our capabilities in data analytics and Al See overleaf for examples of how our businesses
through acquisitions including Faethm, which enable us to use data insights to support custormers through their learner iournevs
help identify skills gaps and prowvide compelling solutions to workforce challenges.

Strong market fundamentals Direct-to-Consumer

We are well placed to benefit from structural tailvwands in the global learning Increasing Direct to Consumer praducts and services

market including three big market opportunities; 1S an important initative that spans all our divisions
For example, we are growing Pearson+, our digital
learning service In Higher Education, alongside our

. . ‘l . acqursition of Drirect ta Consumer fanguage learning
! ' platform Mondly. Both of these services will be an

Online and digital Solutions to Academic and important customer acquisition tool underpinning

tools for schools ‘ evaluate and professional skills our birect-to-Consumer offerings across the Group

Our Direct-to-Consumer strategy also means that our
business model needs to evolve We now go directly

. to consumers as well as through our existing models
i whereby we reach the consumer via an educational
institution, emplayer or other partner

and education ' address workforce | accreditation and
skills gaps [ certification
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How we create long-term
stakeholder value

Consumers

We provide superior learning
products and services to meet
the needs of consumers all
over the world.

Employees

we intend to maximise the
value of Pearson's own
human capital by giving our
people opportunities to learn
and verify new skills aimed
toward professionai growth
and success.

Employers

Governments

We partner with governments
at a local, federal and national
level to create learning
solutions for people

around the world.

Shareholders

We aim to provide long-term
shareholder value creation.

Business partners

Qur long-term business
partnerships are built on
shared values, deep

relationships and mutual trust.
Qur airn is to partner with
more employers to create
shared value and to ensure
more people succeed in the
future world of work,

Communities

Education plays a crucial

roie in society and Pearson
15 a driving force behind the
evolving education market as

Educators ‘
we look to meet the changing

We work with teachers,
instructors, faculty and
Institutions across all

need of today's learners, not
just in this moment but for the
foreseeable future.

’ .
L] [}
L] 1
L] L}
Y i H 1 1
A ! i Wolrkforce ' !
[ ‘ | Skills 1 H
E ' :\sﬂll(?ﬁk;zr;;’_ i (TalentLens): E E
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! iLearning ! gain high L psychometric ' !
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i 15chools): ! equivalency 1 applcation EQuaIiﬁcatiuns i
1ocattend U V(VUE): enrall in
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Uoavirua k12 v Il training H
U achool Veourse and H
' 1 Passes AWS H
' Vcortification test
H H
PP H
Image
remo%ed Credly
Farn Credly padges for completed credentials

stages of education to
improve outcomes, grow
and succeed together.

/

Partners and support functions

Technology I1s enabling consumers to learn virtually and learning
materials to be delivered digitally. This means we can reach alarger
market at a lower cost and be at the forefront of the evolving learning
marketplace. This gives us the ability to reach our ambition to be a
digital media learning company that will occupy a place at the heart of

the global learning ecosystem

Sustainability

We have a roadmap to become net carbon zero and we
continue to enhance our reporting structures according to TCFD,
SASB and GRI principles (see pages 30-42 and pages 221-226).
Our unigue business medet will enable us to reach our purpose
at Pearson which 1s 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 help transform
lives, livelinoods, and societes,

Measuring progress

We measure our progress against five non-financial KPls:
1 Digital Growth

1 Consumer Engagement

1 Product Effectiveness

§ Culture of Engagement and Inclusion

1 Sustainability

Read more on pages 18-19

Annual report and accounts 2022 Pearson plc 17



Key performance indicators

Monitoring progress

I Non-financial measures

Digital Growth Digital sales*
Objective: Drive Underlying Growth in group digital o
digital revenue and digital-enabled sales
growth 0
+9 A) Diagram removed
(2021: +9%)
Virtual Schoals US OPM student OnVUE volumes PTE valume Higher Education Us
enrolments enralments digital registrations
106k 270k 3.0m 827k 9.9m
(2021: 111k} (2021: 275k) (2021; 3.0m} (20271: 436K) (20Z21: 11.1m7)
Consumer NPS for Connections NPS for PTE Mondly paid Workforce Skills Pearson+
Engagement Academy subscriptions registered users® registered users®
onjtne:crome | +67 +52 446K 4.7m 2.83m
engaging an
percona isad (2021: +62) (2021: +56) (2021: va) (2021; nv/a) (2024: 2.75m)
consumer experiences
Product PTE speed of VUE Test VUE partner Workforee Skills Workforce Skills Higher Education
Effectiveness scare return volumes? retention® number of enterprise  enterprise customer  Product usage -
customers’ net retention rate text units
Objective: Improve the
o~ 1.3 days 19.4m  99.9% 1,503  74%  4.8m
r
B roamaaer (2021:1.2days)  (2021:16.8m) (2021:99%) (2021 645) (2021: n/a) {2021: 5.4m)

Culture of

Engagement Pearson uses the

and Inclusion Gallup Q" survey
o . to measure

Objective: Build an engagement,

Inclusive culture and annually

increase diverse
representation

3.96

Employee Engagement

grand meanonas
point Likert scale

Investing in diverse talent

The % of responses who
agree or strangly agree to
Gallup Q% survey
questions

It the last six months,
someone at work has talked
to me about my progress

67%

Culture of inclusion index

The grand mean of 3 Gallup Q"*

survey questions

— Atwork, | am treated with
respect

— My company is commutted to
puilding the strengths of each
employee

— Iflrased a concern about ethics
and integrity, | am confident my

increasing diverse talent

% of people in leadership o
development and mentoring
programmes who are diverse.

75%
(2021: n/a)

% of people in succession o
plans for leadership who

B il do what is ngh are diverse
(2021: n/a} (2021: n/a) employer would doc what is night
4 1 2 Women People of
This last year, | have had . Colour/BAME
opportunities at work to grand mean on a 5 point
learn and grow Likert scale 52% 260/0
72% (2021: nfa) (2021: 72%) (2021: 24%)
(2021 nfa)
- T Progress against achieving net zera carbon by 2030,
SUSta'nab'hty o as measured through percentage carbon reduction
Strategy
Objective: Achieve net Reduction in total Reduction in total
zero carbon by 2030 tC0; in 2022 t€0: In 2021
33% 31%
vs 20188 vs 20188
d 2027 LS digeal reglsiratons restated from 11 2mto 11 1m due o recaregonising 0 3m of registraions rom US tz International
y Pearson+ registered users represents the number of unique user act oLt added cver an academic year.

o R S S 1

*

Please Hnd further dewatls ariaur Strategre KPIs here https://plc.pearson.com

Waorkforce Skills registered Lsers reprosents the nLmber 57 net new user acconets £ a wraling 12-mznth basis and imcudes ner rew wser acounts fram Credly pre atguismnsn

VUE tes volumes include GFD tests,

VUFE Partner retention 1s Based onrevenue mix

Workforce Skills aumben of enterprise custamers represen e number of custemers at penod end

Met zero carban figures have beenresiated in 2021 o reflect acquisitions, disposals and data Improverenis Te ne: zera carbon figures have boen assurad by anindependent

“hird party, Corporate Citizenshup

Historical ligures restated to exclude Wall Siroet Caghsh and U5 K 12 Courseware (sold 1 2018, and 2019 respectvely)
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| Financial measures

Sales® o
£3,841m

Chart rermoved

This is our revenue as repoerted in ocur
income statement.

Adjusted earnings per share® [ ]

51.8p

Chart removed

A non-GAAP financial measure used to
evaluate performance.

Operating cash flow and [ ]
cash conversion?

£401m (88%)

Chart removed

Operating cash flow 15 an adjusled measure
and is presented in order to align the cash
flows with corresponding adjusted operating
profit measures.

Total shareholder returnss e

57.16%

Chart remaoved

This is a measure of financial performance
of shares over time.

Adjusted operating profit? (- ]

£456m

Chart removed

A non-GAAP financial measure that enables
management to consistently track the
underlying operational performance of

the Group.

Operating profit®

£271m

Chart remaved

This is our operating profit as reported
in our income statement.

Net cash generated from
operations®

£527m

Chart rermoved

This is our net cash generated from
operations as reported in our cash
flow staterment.

Return on Capital® o

8.7%

Chart remaved

A non-GAAP measure of how efficiently we
are generating returns from our asset base

Net debt?

£557m

Chart removed

This is a non-GAAP financial measure and is
used by management to assess the Group's
cash position.

Basic earnings per sharet

32.8p

Chart removed

A measure of the amount of profit that can be
allocated to one share of our common stock,

Dividend per share

21.5p

Chart removed

This is the proposed full year dividend.
Our dividend policy is to be progressive
and sustainable

a. See page 215 for an explanation of these
alLE[naUV(‘ pri(}r mance measures

b Statutory rmeasure

s Source. Bloomberg,

d Cormnparative amounts have beenrestated, see

nate 1 of the financial statemen:s for further details

Note See page 215 for full reconchauan of e
alternative perfarmarnce rmeasures to the equivalent
statutory measure

See how this aligns strategy
to management reward: pages 98 & 99

For more information omn gur KPI measures, Including why and how we rmeasure them, please refer (0 the glossary on our website,
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Financial review

We saw continuing momentum
in 2022, with 5% underlying sales
growth and adjusted operating
profit of £456 million.

Sally Johnson, Chief Financial Officer

Image removed

Financial summary

Business performance

£ millions 2022 2021 Headline grawth CER growth  Lnderlying growth
sales T 3841 3428 2% 3% 5%
Adjusted operating profit 456 385 18% 6% 1%
Operatng cash flow 401 388

Adjusted earnings per share 51.8p 34.9p

Net debt {557) (350

Statutory results

+ millions 2022 2021 Headline growin

G 3841 ,,,,,,,,,,,,,,,,,,, s e
Operating profit 27 183

Profit for the year 244 178*

Cash generated from operations 527 570

Basic earnmings per share 32.8p 23 5p*

Dividend per share 21.5p 20.5p

Througheout this section: a) Growih 1s7es are on an underlyng Rasis Laless otherwse siared L Inderyng growth rates exdude currengy movements and partfele changes, b) Toe business
performance’ measures dre nan-GAAP measures, and reconcliatinns 1o the equivalent staiuiory heading under IFRS are included in the financial key performance pidicaiors secnion on
pages 215 219, ¢) Constant exchange rates are aloulated by assuming the average 1 X0 the priar year prevaled through the current year

*  Comparauve amounts nave been restated, see nore 1k 10 the financial statements for ‘urmer details
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Financial expectations

2022 revenue Margins
(Em) 2022*

Segrmert

2023 2023 Underlying revenue
expectations expectations 3-year CAGR Margins
Revenue Margins*

2022 to 2025 2025

Increase

As N . rease Low to mic
Mldsmgle .
virtual Schools 519 digit decline Increase | Low-single digit | increase
oM gy I — D Undersustegc ewew-- - .~
777777777777777777777777777777777777777777777 . Low to
Low-single digit dechne Increase  midsingledigit  tncrease
Hig Increase

Strategicreview 154

”mé'r.é-éter than 20% Increase

U Exduding OPMand T T

Strategic review: Low to
mid-single digit Mid-teens digit mid-teens

Group 3,841 12%

Mid-single Upper end of

* o Adjusted operating profit margins,

Operating results

Sales increased on a headline basis by £413m or 12% from £3,428m
in 2021 to £3.841min 2022 and adjusted aperating profit increased
by £71m or 18% from £385min 2021 to £456m in 2022 (for a
reconciliation of this measure see note 2 to the consolidated
financial statements),

The headline basis simply campares the reported results for 2022
with those for 2021, we also present sales and profits on an
underlying basis which exclude the effects of exchange, the effect of
partfolic changes arising from acquisitions and disposals and the
impact of adopting new accounting standards that are not
retrospectively applied, Gur portfolio change is calculated by
excluding sales and profits made by businesses disposed in either
2021 or 2022 and by ensuring the contribution from acquisitions s
comparable year onyear, Portfoho changes mainly relate to Uhe
disposals of our international courseware local publishing businesses
in Europe, French-speaking Canada, South Africa and Hong Kong in
2022, the sale of the Sistemas business in Brazl in 2021 and the
acquisitions of Credly and Mondly in 2022 and of Faethmin 2021,

All figuresan £ milhons 2022 2001

Operating profit 271183
Add back: Cost of major restructuring 150 214

Add back: intangible charges 56 51

Add back: UK pensicn discretionary

increases 3 -

Add back: Other net gains and losses 24) (63)
Adjusted operating profit 456 385

QOn an underlying basis, sales increased by 5% in 2022 compared to
2021 and adjusted coperating profit increased by 11%. Currency
movements increased sales by £286m and increased adjusted
operating profit by £46m. Portfolio changes decreased sales by £37m
and decreased adjusted aperating profit by £13m. There were no
new accounting standards adopted in 2022 that impacted sates or
operating profits.

Adjusted operating profit includes the results from discontinued
operations when relevant but excludes charges for intangible
amertisation and impairment, acquisition related costs, gains and
losses arising from dispasals, the cost of major restructuring and
one off-costs related to the UK pension scheme. A summary

of these adjustments is included below and in more detall In
note 2 to the consolidated financial statements.

In August 2022, the Group announced a major restructuring
programme ta run in 2022, The programme includes efficiencies
in product and content, support costs, technology and
corporate prupeily.

The restructuring costs in 2022 of £150m mainly relate to staff
redundancies and irmpairment of right-of-use property assets. In
2021, restructuring costs of £214m mainly related to the impairment
of right-of-use property assets, the wnte-down of product
development assets and staff redundancies. The 2022 charge
includes the impact of updated assumptions related to the
recoverability of right-of-use assets made in 2021.

Intangible amortisation charges in 2022 were £56m compared

to a charge of £51mn 2021. This is due to increased amortisation
from recent acquisitions partially offset by a reduction in
amartisation from intangible assets at the end of their useful {ife
and recent disposals.

UK pension discretionary increases in 2022 relate 1o one-off pension
ncreases awarded to certain cohorts of pensioners in response to
the cost of living Crisis.

2023 outlook

We are confident of further group underlying sales growth of low to
mid-single digit, excluding OPM and the strategic review businesses,
with adjusted operating profit and tax in hne with current market
expectations'. Our interest charge is expected to be c.£35m.

— Assessment & Qualifications revenue growth of low to mid-single
digit with increased margins.

— In Virtual Learning, Virtual Schools revenue to decline by
mid-single digit impacted by the COVID-19 cohort unwind in the
2022/23 academic year, as well as the loss of a major school. We
expect margins to increase. We remain confident in the long-term
performance of this division and will launch Career Academies
aimed at supporting teenagers who wish to gain career education
and experience. Four Career Academies will operate in the
2023-24 schoal year in four states and enrolment is undenway.
OPM continues to be under strategic review.

— Higher Fducation revenue 1o decline, by low-single digit, with
increased margins

— English Language Learning revenue growth of high-single digit
with increased margins.

— Double-digits revenue growth in Warkforce Skills, underpinned by
our talent investment platform, with improved margins.

2025 ambition

We continue to expect the Group to achieve mid-single digit

underlying revenue 3-year CAGR from 2022 to 2025 and for margins

to be mid-teens in the near term, as we invest to drive growth,

imgroving by 2025.

1. 2023 consenisus on the Pearson wiebsite as at 28" November 2022, median
adjusted aperating profit of £585m at £:3 1.14, tax rate 24%
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Financial review continued

Other net gains and losses in 2022 relate to the gains on the disposal
of our international courseware lacal publishing businesses in
Europe, French-speaking Canada and Hong Kong and a gain arising
on a decrease In the deferred consideration payable on prior year
acquisitions, offset by a loss on disposal of our international
courseware local publishing businesses in South Africa due to
recycled currency translation adjustments and costs related to
disposals and acquisitions. Other net gains and losses in 2027 largely
related to the disposal of PIHE and the disposal of the K12 Sistemas
business in Brazil offset by costs related to the acquisition of Faethm
and the wind down of certain strategic review businesses.

The reported operating profit of £271m in 2022 compares {0 a profit
of £183rn 2021, The increase in 2022 was driven by operating
leverage on revenue growth, property cost savings and a lower
restructuring charge, partially offset by inflation and a reduction in
other net gains and losses from business acquisitions and disposals.

Divisional results

Headline CER Underlying
£ miflians 2022 2021 growth Growth growth

Adusied operating
profit i

Ansessment &

Quabficaticns 258 219+ 18%” 6% . &%

Englsh language
Learming

657% 47%

(ioaws

laral adjustad
operatng profit 456 385 18% 6% 11%
+ Comparative amounts have been restaled to reflect the move between

OPEra3ung segments,
Assessment & Qualifications

In Assessment & Qualifications, sales increased 8% on an underlying
basis and 17% on a headline basis. Adjusted operating profit
increased 6% 1in underlying terms due to operating leverage on
revenue growth partiaily offset by inflation and 18% in headline terms
due to this and currency movements,

Pearson VUE sales were flat in underlying terms with test volurmes
increasing 16% 10 19.4m with particularly strong growth in the IT and
healthcare segments, offset by the known headwind resulting from
the DVSA contract change, as previcusly announced in 2021 Within
VUE test volumes, we still capture the volume for all three DVSA
regions, given we provide the central platform for test delivery. We
retained all our major contracts that were up for renewal and
increased our contract renewal rate to $9.9% across the business

N US Student Assessment, sales increased 17% in underlying terms
due to a combination of the cemmencement of new contracts, which
were won in 2020 and 2021, a return of volumes with full state
testing commencing post COVID-19, and the addition of new services
10 existing contracts,

In Clinical Assessment, sales increased 7% in underlying terms
due to good government funding and continued focus on health
and wellbeing.

In UK and international Qualifications, sales increased 16% 10
underlying terms as exams resumed following COVID-19.
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Virtual Learning

In virtyal Learning, sales increased 4% on an underlying basis and
15% on a headline basis. Adjusted operating profit grew 88% in
underlying terms due to operating leverage on revenue growth and
efficiency improverments in Virtual Schools and OPM, more than
offsetting the investment in our Virtual Schools' platform and
teaching costs, and increased 119% in headline terms due to this and
currency movements.

Virtual Schools sales were up 4%, driven by firm retention rates in the
2021/22 academic year and favourable revenue mix, partially offset
by a 5% dechne in enrolments for the 2022/23 academic year and
lower district partnership renewals. We opened new full-time online
partner schools in Colorado, Missouri and Virginia which partially
affset the planned exits of partner schaools in Washington, Colorado,
Missour and one of two schaols in Tennessee. As at December 2022,
this brings the 2022/2023 total number of partner schools to 46 In

37 states

In OPM, sales were up 4% driven by enrolment growth in our UK and
Austraha programs, which were offset by an enrclment dechine in our
North America programs.

Higher Education

in Higher Education, sales dechined 4% for the fuli year on an
underlying basis and increased 6% on a headline basis due to
currency movernents. Adjusted operating profit increased 12%

N underlying terms driven pnimarily by cost savings, partially offset
by trading perfarmance, and increased 25% in headline terms due
to this and currency movements

Inthe US, we saw a decline in enrolments and a loss of adoptions to
non-mainstream publishers, incluchng open educational resources,
partially offset by improved pricing, There was continued momentum
in Inclusive Access with 9% sales growth to not-for-profit institutions
and the total number of institutions increasing to 1,040. Pearson=~
performed well in the Fall semester with 2.83m registered users and
406k paid subscnptions, representing a threefold increase compared
tc the prior year Fall semester,

English Language Learning

In English Language Learning, sates were up 24% on an underlying
basis and 35% an g headline basis. Adjusted aperating profit
increased by 33% in underlying terms due to increased revenue
partially offset by increased investment and increased 67%1n
headline terms due to this and currency movements.

PTE volumes were up S0% driven by border re-openings, as well
as market share gain in India. Within Institutional, there was strong
growth in Latin America and the Middle East, offset by the impact
of government reforms in China.

Workforce Skills

In Workforce Skills, sales were up 7% on an underlying and 19%
on a headline basis Adjusted aperating profit declined by 7%

in underlying terms due 1o Investment In the business across
Faethm, Credly and our talent investment platform and decreased
111% in headhne terms due to this, currency movemsants and
partfolio changes.

Revenue growth was driven by growth in BTEC and Aporentceships,
GED and TalentLens. The Vocationa! Qualfications business
{previously known as the Perforrmance business) grew by 5% in
underlying terms. The Workforce Selutions business {previously
krown as the Transformation business) grew by 12% in underlying
terms. Pearson has 1,503 enterprise clients in its Workforce Skills
portfolio, up 133% on last year, with the acquisiion of Credly
underpinning this growth



Strategic review

Sales in our internaticnal courseware local publishing businesses
under strategic review dedined 16% on an underlying basis and were
dawn 29% cn a headline basis for the full year. Following the
annauncemenit of the sale of our Intérnational courseware local
publishing businesses in Europe, French speaking Canada, Hong
Kong and South Africa, these financials are no longer included in cur
underlying performance measures.

Net finance costs

Net interest payable reflected in adjusted earnings in 2022 was £1m,
compared to £57m in 2021. The difference is primarily due to the
release of £35m of interest recorded in respect of provisions for
uncertain tax positions where the related interest was recognised in
this line in the income statement. In addition, interest charges have
reduced due to the reduction in gross bond debt and increased
interest income cn cash balances given interest rate rises,

Net finance income relating to retirerment benefits has been
excluded from our adjusted earnings as we believe the income
statement presentation does not reflect the economic substance of
the underdying assels and habibbes, Also included in the net finance
costs (but not in our adjusted measure) are interest costs relating to
acquisition or disposal transactions, fair value movements on
investments classified as fair value through profit and loss, foreign
exchange and other gains and losses on derivatives. Interest relating
to acquisition or disposal transactions 1s excluded from adjusted
earnings as it is considered part of the acquisition cost or disposal
proceeds rather than being reflective of the underlying financang
costs of the Group, Foreign exchange, fair value mavements and
other gains and losses are excluded from adjusted earnings as they
represent shortterm fluctuations in market value and are subject to
significant volatility. Other gains and losses may not be realised in
due course as it is narmally the intention to hald the related
instruments to maturity (for more informaton see notes 6 and 8 to
the consohdated financial statements). Interest on certain tax
provisions is excluded from our adjusted measure in order to mirror
the treatment of the underlying tax item.

In 2022, the total of these items excluded from adjusted earnmgs was
incame of £53m compared to income of £51mn 2021, Net finance
incorne in respect of retirement berefits increased from £4min 2021 to
£9m in 2022 reflectung the comparative funding position of the plans at
the beginning of each year and higher prevailing discount rates. Interest
costs in respect of deferred and contingent consideration are £5min
2022 due to recent acquisitions. In 2022, there were no finance charges
relating to the revatuation of the K12 disposal proceeds compared to
income of £6min 2021 as the outstanding amount has been fully
repaid. Fair value gains on investments in unlisted securities are £28min
2022 compared to £20min 2027. In addition, there were similar gains
year on year on long-term interest rate hedges and an interest charge
on tax provisions of £5m has been recognised in 2022 in relation to the
State Aid matter.

£ millions 2022 2021
Netinterest payable | { 1) 7777777777777 (57)
Finance income in respect of retirement

benefits 9 4
Fair value remeasurement of

investrnents held at FYTPL 28 20%
Other net finance costs 16 27
Net finance costs 52 6)*

* Comparative amounss have been resiated, see note 1b to the
finanoial statements far further details

Taxation

The reported tax charge on a statutory basis in 2022 was a charge of
£79m (24.5%) compared to a credit of £1m* (0.6%) N 2021. The tax
charge for the period has been impacted principally by two items:

— The release of tax risk provisions totaling £72m following the
expiry of the statute of limitations for certain periods in the US.
This release impacts both statutory and adjusted earnings with
a £37m credit to adjusted earnings and the remainder only
impacting statutory results.

— As previously disclosed, the Eurepean Commission determined
that the United Kingdom contrelled foreign company group
financing partial exemnption partally consututed State Aid. This
decision was appealed by the UK Government and other parties.
On 8 June 2022, the EU General Court dismissed the appeal.
Following the EL) General Court's negative decision, the UK
Government and other parties have subrmitted appeals to the
European the Court of Justice. At 31 December 2021, the potential
risk associated with this issue was disclosed as a contingent liability,
however, following the dismissal of the first appeal the prospects of
successfully challenging the European Commission's decision are
now considered to be such that a provision is required.

— On that basis a tax provision of £63m plus £5m of associated
interest has been recorded. The provision represents an estimate
of the expected value which has been calculated by considening a
range of possible outcomes and applying a probability to each,
resulting in a weighted average outcome. The passible outcomes
considerad range from no liability through to the full exposure
(£105m excluding interest) Due to the large and unusual nature
of the provision and the specific one-off nature of the issue, the
provision is excluded from adjusted earnings. There is no cash
impact in 2022 as a payment on account was made during 2021.
The provision of £63m has been offset on the balance sheet
against the payments previously made. As the provision is less
than the payments made there is a remaining non-current tax
recevable of £41m disclosed on the balance sheet.

The tax on adjusted earnings in 2022 was a charge of £77m
{2021: £64mm), corresponding to an effective tax rate on adjusted
profit before tax of 15.6% (2021: 19.5%). The decrease in the
effective rate is primarity due to the refease of tax rnsk provisions
following the expiry of the statute of limitations in the US. For a
reconcihation of the adjusted measure see note 7 to the
consolidated financal statements.

In 2022, there was a net tax payment of £109m (2021: £177m).
The overall amount decreased primarly due to the 2021 payment
of £67m related to the ongoing EU Commussion investigation which
1s non-recurning. Excluding this payment, tax payments increased
primarily due to increased operating profits and legislative changes
in the US.

A net deferred tax asset of £20m is recognised in 2022 compared to
a net £17m deferred tax asset in 2021, The current tax creditor
principally consists of provisions for tax uncertainties. There are
contingent liabilities in relation 1o tax as ocuthned in note 34 to the
consohdated financial statements.

Earnings per share

Adjusted earnings includes adjusted operating profit and adjusted
finance and tax charges. The reconciling items between the statutory
inputs to earnings per share and the adjusted inputs are discussed in
the previous sections.

Adjusted earnings per share is 51.8p in 2022 compered to 34.5p in
2021 The increase is primarily driven by an increase in adjusted
operaung profit, a reduction in net finance costs, a reductionin the
adjusted effective tax rate and a decrease 1n the number of shares
following the share buy back.

Basic earnings per share 1s 32.8p in 2022 compared to 23.5p* 10
2021. The increase in 2022 is mainly due to increased operating
profits, reduced interest charges and a decrease in the number of
shares following the share buy back, partially offset by increased
tax charges.
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Financial review continued

Other comprehensive income

Included in other comprehensive income are the net exchange
differences on translation of foreign operations. The gain on
translation of £330rm in 2022 compares to a loss in 2021 of £6m.
The gainn 2022 arises from an overall strengthening of the
currencies to which the Group is exposed and in particular the
relative strength of the US dollar. A sigrificant proportion of the
Group's operations are based in the US and the US dallar
strengthened in 2022 from an opening rate of £1:41.35 to a closing
rate at the end of 2022 of £1:$1.21. At the end of 2021, the US dallar
had strengthened from an opening rate of £1:$1.37 10 a closing rate
of £1:$1.35. The loss in 2021 was driven by this movement in the US
doliar, offset by the weakening of other currencies used by the Group

Also included in other comprehensive income in 2022 is an actuanal
gain of £54m in relation to the retirement benefit obligations of the
Group. The gain arises largely fremn a decrease 1n liabifities driven by
higher discount rates and changes to demaographic assumptions,
partially offset by fosses on assaciated matching assets and
experience losses. The actuarial gainin 2022 of £54rm compares o
an actuarial gain in 2021 of £149m,

Fair value gains of £18m have been recognised in other
comprehensive income and relate to movements in the value of
investments 1 unlisted securities held at FvOCI. In 2021, fair value
gains of £Am™ were recognised.

in 2022, a loss of £5m (2027: £4m gain) was recyced from the
currency translation reserve to the iIncome statement in relation to
businesses disposed.

Cash flow and working capital

Our operating cash flow measure is an adjusted measure used 1o
align cash flows with our adjusted profit rmeasures (see note 33 to
the consolidated financial statements). Operating cash inflow
increased on a headline basis by £13m fram £388min 2021 wo
£407mn 2022 The increase is largely explained by the drop-through
of increased operating profits offset by unfavourabie working capital
movernents driven by the timing of the disposals of the international
courseware local publishing businesses and an increase in capitalised
product development.

The equivalent statutory measure, net cash generated from
operauons, was £527min 2022 compared to £570min 2021
Compared ta operating cash flow, this measure inciudes
restructuring costs but dees not include regular dividends from
associates. It also excludes capital expenditure on property, plant,
equipment and software, and additions to right-of-use assets as well
as disposal praceeds from the sale of property. plant, equipment and
right-of-use assets (including the impacts of transfers to/ffrom
investment in finance lease recevable). In 2022, restructuring cash
outflow was £35m compared to £24min 2021,

In 2022, there was an overall £394m decrease in cash and cash
equivaients compared (0 a decrease of £176m in 2021. The decrease
in 202215 primarily due to payments for acquisitions of subsidiaries
of £228m, repayments of borrowings of £171m, dmdends paid of
£157m, share buyback programme of £353m, other own share
purchases of £37m, tax paid of £109m, capnral expenditure of
£147m, and repayments of lease labilities of £33m. These were
offset by the cash inflow from operations of £527m and proceeds
from disposals of businesses and investments of £350m

£ millions 2022 2021
Net cash gener'é'tﬁe'd from @Vérrré't'l'ons 7777777777777777 527 570
Dwidends from joint ventures

and associates 1 -

Net capital expenditure on PPE
{including right-of-use assets)

Liquidity and capital resources

The Group's net debt increased from £350m at the end of 2027 to
£557m at the end of 2022. The increase is largely due to the £350m
share buyback programme and dividend payments, partially offset by
strong operating cash flow and net proceeds from M&A activity

In May 2022, the Group repaid the remaiming $117m (£95m) of its
2022 JS dollar bond upen maturity. in December 2022, the Group
repald the remaining $94m (£76m) of its 2023 US dollar bond. in May
2021, the Group repaid the remaining €195m (£167m} of its €500m
Eurp 1.85% notes,

AL 31 December 2022, the Group had approximately £1 4bn in total
liguidity immediately avalable from cash and its Revolving Credit
Facility maturing February 2026. In assessing the Group's iguidity
and viability, the Board analysed a variety of downside scenarios
including impacts from macro economic factors and other risks. Even
under a severe downside case where declines in profitability
compared to 2022 are madelled in 2023 and 2024, the Group would
mairtain comfortable liquidity headroom and sufficient headroom
against covenant requirements during the period under assessment
even before modelling the mitigating effect of actions that
management would take in the event rhat these downside risks were
ta crystallise. In all scenarios it is assumed that the Revolving Credit
Facility is avalable

At 31 December 2022, the Group was rated BBB- (stable outlook)
with Fitch and Baa3 (stable outlook) with Moody's.

Net debt

£ millans 2022 2021
Cash and cash equivalents T 558 o370
Overdrafts (15) -
Investment In finance leases 121 115
Dernvative financial instruments {€) {2)
Bords (610) 1767y
Lease labilities (605) {633)
Net debt {557) (350)

Post-retirement benefits

Pearson operates a vanety of pension and post-retirement plans
Our UK Group pension plan has by far the largest defined benefit
section. We have some smaller defined benefit sections in the US
and Canada but, outside the UK, most of our cornpanies operate
defined contribution plans.

The charge to profit in respect of worldwide pensions and post-
retirement benefits amounted to £66m 10 2022 (2021: £58m), of
which a charge of £75m (2021: £62m) was reported in operating
profit and income of £9m (2021. £4m} was reported in other net
finance costs. In 2022, a charge of £3m {2021: nil} related to one-off
discretionary pension increases has been excluded from adjustes
operating profit,

The gverall surplus on UK Group pension plans of £537m at the end
of 2021 has increased to a surplus of £573m at the end of 2022 The
ncrease has anisen principally due to the actuarial gain noted above
in the other comprehensive iIncome section In total, our worldwide
net pesition 10 respect of pensions and other past-retirement
benefits ncreased from a net assetof £471mattheend of 20271 10 a
net asset of £520m at the end of 2022

Businesses acquired

In january 2022, the Group acquwred 100% of the share capital in
Credly Inc (Credly), having previously held a 19.9% interest in the
company. Total consideration for the acquisition was £149m
compnsing upfrant cash consideration of £107m, Pearson’s existing
nterest valued at £31m and £17m of deferred consideration. The
deferred consideration is payable In 2 years,

and software (162) [206)

Add back: costs paid for major

restructuring projects 35 24

Operating cash flow 401 388

* Comparatve amounts have been resiated, see nate 1b ro the ‘inanaal starements for furrher details.
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Additional contingent amounts are also payable in 2024 1f certain
revenue and non-financial targets are met, and dependent on
continuing employment, and therefore these additional amounts will
be expensed over the period and are not treated as consideration.
Net assers arauirer af f4dmwere recognised on the Group's
balance sheet including £49m of acquired intangible assets. Goodwill
of £105m was alsc recognised in relation 1o the acquismion.

In April 2022, the Group acquired 100% of the share capital of AT
STUDIOS AP.P.S SR.L{Mondly). Total consideration for the
acquisition was £135m comprising upfront cash consideration of
£105m, and deferred consideration of £30m. The deferred
rrnsideration is payable over the next two years. Inaddition, 2
further $29.6rm (cF24m) of cash and $10m (cE£8m) in shares will

be paid over the next four years, dependent on centinuing
employrment, and therefore will bie expensed over the penod

and are not treated as consideration. Net assets acquired of £38m
were recognised on the Group's balance sheet including £50m of
acquired intangible assets. Goodwill of £97m was alsc recognised in
relation to the acquisition.

In 2022, the Group also made twg smaller acquisitions for total
consideration of £11m. In December 2022, the Group announced
that it had signed a deal to acquire 100% of Personnel Decisions
Research Institutes, LLC, the transaction has not yet completed

The cash outflow in 2022 relating to acquisitions of subsidiaries was
£228m. In addition, there was a cash cutflow relaong to the
acquisition of associates of £5m and investments of £12m.

In September 2021, the Group completed the acquisition of 100% of
the share capital of Faethm Holdings Pty Limited (Faethm), having
already held 9% of the share capital previously. Total consideration
for the acquisition was £65m comprising cash consideration of £49m,
£6m related to the Group's existing interest in Faethm and £10m of
contingent consideration. Net assets acquired of £27m were
recognised on the Group's balance sheet including £21m of acgquired
intangible assets. Goodwill of £38m was also recognised In relation to
the acquisition. Contingent consideration amounts have been settled
during 2022 resulting in the recogniion of an £8m gain in the income
staternent within other net gains and losses

In 2021, the Group also made two smaller acquisitions for total
consideration of £11m and acquired interests In two associates,
Smashcut and Academy of Pop, for total consideration of £17m.

The cash outflown 2021 relating to acquisitions of subsidiaries was
£55m. In addition, there was a cash outflow relating to the acquisiion
of associates of £10m and investments of £4m.

Businesses disposed

In March 2021, the Group announced that it was launching a
strategic review of its international courseware local publishing
businesses. In 2022, the Group disposed of its interests in the
Canadian educational publisher (ERPI), Pearson Italia S.p.A, Stark
Vertag GmbH, Austin Education {(Hong Kong) Limited, Pearson South
Africa {Pty) Ltd and various other South African companies. Total cash
proceeds received was £287m resuiting in a pre-tax gain on disposal
of £42m. All entities disposed of were previously in the Strategic
Review segment, £5m of losses argse from other immatenal
disposals and costs related to the wind-down of certain businesses
None of the disposed businesses meet the ¢riteria to be presented
as discontinued operations.

In February 2027, the Group completed the sale of its interests in
PIHE in South Africa resulting in & pre-tax loss of £5m. In October
2021, the Group completed the sale of its K12 Sistemas business in
Brazil resutting in @ pre-tax gain of £84m.

The cashinflow in 2022 relating to the disposal of businesses was
£333rm mainly relating to the disposals described above and the
receipt of deferred proceeds from the US K12 Courseware safe
n2019.

In 2021, the cash inflow from dispasals of £83m mainly related to the
disposal of the K12 Sisternas business and the receipt of deferred
proceeds from the US K12 Courseware sale in 2019,

In addinon, proceeds of £17m (2021: £48m) were received in relation
to the disposal of investments.

Dividends

I'he dividend accounted for in our 2022 financial statermnents totalling
£156m represents the final dividend in respect of 2021 (14.2p) and
the interim dividend for 2022 (6.6p). Ve are proposing a final
dividend for 2022 of 14.9p bringing the total paid and payable in
respect of 202210 21.5p.

This final 2022 dividend which was approved by the Board in March
2023, 15 subject to approval at the forthcorming AGM For 2027, the
dividend 1s covered 2.4 times by adjusted earnings.

Share buyback

On 24 February 2022, the Board approved a £350m share buyback
programme in order to return capital to shareholders., The
programme commenced an 4 April 2022 and completed in
December 2022. Approximately 42.3m shares have been bought
back and cancelled at a cash cost of £353m. The nominal value of the
cancelled shares of £10m has been transferred to the capital
redemption reserve.

Climate change

The Group has assessed the impacts of climate change on the
Group's financial statements. The assessment did not identify any
material impact on the Group's significant jJudgements or estimates,
the recoverability of the Group's assets at 31 Decernber 2022 or the
assessment of going concern for the period to June 2024,

Post balance sheet events

In February 2023, the Group renegotiated its revolving credit facility,
reducing the maximum facility to $1bn.

Pearson holds investments in unlisted securities with a value at 22
December 2022 of £133m. Some of the businesses relevant to this
investrment, bank with Silicon Valley Bank which collapsed in early
March 2023, Given the US Government has announced that it will
guarantee all deposits held at Silicon Valley Bank, any subsequent
risk to the valuation of these investments s considered by
management to be low, but possible.

Conclusion

We delivered a strong financial performance, despite the challenges
arising from economic and geopalitical uncertainty, and have identfied
margin improvements that bring our profitability target of mid-teens
margins forward by two years. My colleagues across finance have
helped the business successfully respond to opportunities and
challenges that have arisen, through appropriate financial control,
critical insights and value creation. | would like 1o thank them for their
hard work and commitment throughout the year.

"Given these strong
results, and our
confidence in the
outlock for the
Group, the Board
are proposing a 5%
increase in the full
year dividend

to 21.5p.

Image removed

Sally Johnson
Chief Financial Officer
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Stakeholder engagement

_earning from our stakeholders

Learning is at a pivotal moment, where it is becoming more fluid and exists
inside and outside of formal education. Our purpose - to add life to a lifetime of
learning - sits at the heart of everything we do. Our digital-first strategy aims to
meet these evolving needs of learners at multiple points in their lives.

Our ability to succeed depends, in part, on how we engage with and mobilise a diverse group of stakeholders - consumers, employees, shareholders,
educators, employers, business partners, and governments.

This year, we have continued our many partnerships with stakeholders to respond to the needs of our audiences as they mave through different life

stages, helping to transform lives, livelihcods, and societies, while making a positive Impact on our business

Consumers

Why we engage

How we engage

Qutcomes

Cur products and services
are designed far real-life
impact. Consumer
engagement helps us to
understand their needs
and evolve our products to
create that impact.

As more people use digital learning products such as Pearson+ and
Mondly we can listen to and learn from consurmers, inforrming our
innovation and driving better ifelong learning. For example, we
know fram our 4.8 million Pearson+ Channels registered users that
they have engaged in nearly 2 million minutes of video content and
1 million practice problems

Groups including our Pearson Campus Ambassadors allow us
to engage directly with college students about their needs and
preferences. Feedback from users of Mondly 1s helping us refine
and improve our ARAVR offering, which ranks tighly among
Qcculus users.

Across the company, custom consumer research and insight
studies are also playing a greater role in understanding the
attitudes of today's consumer and how pegple consume learning
content, use digital products, and purchase learring matenals.

Understanding how and why cur
consumers use our products leads to
the development of features that make
them more engaging and user friendly.
As we study the engagerment data in
Pearson+, we continue to increase our
understanding of consumer behaviour
and preferences This is allowing us
further evolve Pearson+, exploring new
types af content, enhancing features
such as Pearson+ Channels, and
tailoring other offerings like the student
friendly marketing partnerships that
launched in 2022.

In Mondly, understanding the barrers
that consumers face dunng language
learning, particularly the difficulty in
2CCesSINg N Person tutors, led us to
pilot & new conversational Al platform
to help support learners practice needs.

Our consumer-focused products, such
as Mondly have features and content
that meet the needs of today's
consumer for affordable, accessible,
and direct to consumer learning.

Educational institutions and educators

Why we engage

How we engage

Outcomes

Educators are a
cornerstone of our
business and our partners
N content creation.

Their feedback helps us
improve the teaching and
learning experience.

In cur US Higher Education business, our Faculty Adwisor group
feeds back on the needs of educators and students. They also act
as ambassadors for our products with existing and potential
customers, carrying out regular campus visits and webinars.

Our authors, often educators themselves, are increasingly active in
reviewing our digital products and product features, such as the
development of Pearson— and Channels

In the UK, after a difficult experience wath BTEC results, we have
made a particular effort this year 1o seek imput from educators
about how we should imprave the process for awarding BTECs.
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Our work with educators provides us
with urique insights that reflect
experiences of both teachers and
students. In many cases, feedback from
educators leads to concrete change
that informs our products and services
This is the case for BTECs, where we are
changing specific elements of cur
awarding process to ensure a smoother
experience for students and educators




Employers

Why we engage

How we engage

Outcomes

We are serving a world
where people want to
and need to learn in
the workplace.

We winrk closely with
employers so people can
learn as they earn, and
employers get the best out
of their teams.

Pearson has a strong foothold in enterprise learning, with more

than 2,000 chents. Enterprise learmng accounted for about 16%
of our revenue 1In 2022 and provides us with a major touch point
with employers that need a well-trained workforce.

We engage with crployers through our Assessment &
Qualifications, Warkforce Skills, and English Language
Learning divisicns.

Not anly do emplayers trust us to deliver high-quatity products and
services, but our strang track record has led to stable long-term
relationships, which underpins our business. Long term Pearson
VUE relationships with industry arganisations in the healthcare and
cyber security space help employees advance in their careers and
make our world safer with credentialed workers.

We also work together to develop our products and senvices, to
create more impact for their teams. Far example, as we develop our
new talent investment platfarm, we have tested the techneology &
key value propositions with several enterprises. Their feedback has
been critical in understanding customer challenges, developing
product features, and prioritising future product enhancements.

As we engage with employers, we are
seeing growth in newer areas, such as
Credly, which awards employees and
workers trusted digital credentials and
is Averaping 70k new users a week,
driven by the need for reskiling.

The IT and healthcare sectors continue
to perfarm well for Pearson VUE. On

a mare personal level, we are seeing
breakthroughs such as 177 Amazon
employees who earned their GED

with Pearson, proving that the impact
of learning is important, nc matter

the scale.

Investors/shareholders

Why we engage

How we engage

Qutcomes

Our investors play an
important role in providing
us with access to capital to
ensure that we can
operate and add life to a
lifetime of learning for
people around the world.

We have strong and constructive relationships with our key
institutional investors, and regularly communicate with them on key
1ssues, at our financial results, our AGM and at investor meetings
and conferences. Over 2022, we held 373 meetings with 1562
institutions, both virtually and in persor. We discuss financial,
operational, and strategic matters, including progress aganst our
new direct to consurmer, lifelong learning strategy.
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Qur investors appreciate the time we
spend with them to give them updates
on our strategy and progress, and we
continue to develop how we
communicate effectively across a range
of formats

In 2022, our dedicated website for
investors, www.pearsonplc.com, won a
Gold award for the Best Corporate
Website - FTSE 100 at the Corporate
and Financial Awards.

We are constantly updating our
disclosures to enhance understanding
and transparency of our business.

We are evalving our results
presentations to make them more
Interactive and engaging, with
heightened use of video, photography,
and social assets.




Stakeholder engagement continued

Government and regulators

Why we engage

How we engage

Qutcomes

Gavernments around the
world are charged with
implementing policies to
expand learning
opportunities so their
citizens can achieve

life goals.

As the world's leading
learning company, we use
our experience and
expertise on 1ssues related
to all facets of educaticn,
to inform political and
educaticnai leaders.

The economic and employment environment in many countries
featuring labour shortages, and a rapidly evolving workforce, has
spurred policymakers to develop wide-scale programmes to sttract,
train and upskill workers,

By engaginig with policyrmakers, we work to ensure that learners of
all ages have access to high-quality educational opportunities,
leading to better prospects for individuals, as well as improved
economic outcomes for society.

Given governments' need of support,
we engaged with governors across the
LS, outlinimg data on future skills needs,
learning loss, and success of online
learning in their regions, t¢ inform
nolicy decisions on areas of focus In
education, skills, language training,

and recruitment.

Outside the US and UK, many more
countries and students want access to
technical education certifications,
English language courses and
proficiency. In 2022, we engaged with
UK and US embassies in Central and
South America and Asia to suppart
countries’ efforts in this area.

Employees

Why we engage

How we engage

Outcomes

Pearson's people are its
greatest asset. Our
sucgess as a business and
our ability to make a
positive impact are highly
dependent upon our
colleagues.

Qur managers play a
pivetal role in driving
engagement throughout
Pearson, and we are
empowering them with
new tools and training
to support them and
their teams.

In 2022, we launched a new emplayee engagement survey to better
understand our employees’ needs and to benchrmark curselves
globally. We also launched a new digital employee experience
platform to improve commurication across Pearson.

We communicate regularly with our managers and leaders through
interactive forums and newsletters and hold global town halls and
virtual meet-ups available to all colleagues. Our employee
engagement network meets regularly with Non-Executive Directars.

To read maore about the Board's engagerment with employees, see
the Governance report on page 53.

Our people actively engage in feeding
back, and in 2022, 72% of colleagues
parucipated in our new engagement
survey. An average 2,000-3,000
colleagues join our global town halls
live, and more than 34,000 users have
already accessed our new digital
employee experience platform

We know that employee engagement
fuels performance and has a direct
impact on customer loyalty,
productivity, profitability, and their
wellbeing. We're using our engagement
survey results as a baseline to measure
engagement at a local level, and to drive
change in the areas that rnatter most to
our people.

Business partners and institutions

Why we engage

How we engage

Outcomes

Our suppliers, channel
partners, venture partners,
and authors play a vital
role in helping us execute
our business and product
strategies, bringing
specialised services and
expertise to accelerate
our work.

Suppher diversity and responsible procurement are key pnorities
for the company. This year we added two new suppler portals that
provide access to over 1 milion diverse accredited suppliers,

In Assessment & Qualifications, cur mentor-pratege programme is
designed to help small and minority owned suppliers grow their
business inside and outside of Pearson. Pearson provides addimonal
support to enhance their professional development and business
growth, so they canimprove their competitive position across the
marketplace. This helps Pearson improve the diversity of our suppliers
and promotes responsible and sustainable procurement practices,

Additionally, we continue to add business partners who contribute
to the diversity of our workferce, fn 2022, those new partners
included People of Colour in Tech, & recruitment platform that
connects under-represented groups with tech jobs and the
Hispanic Association on Corporate Responsibility, which works to
advance the inclusion of Hispanics N carporate America.
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Our work with outside partners is
one way were bulding a culture that
values diversity, ervironmenital
stewardship, and social impact,
alongside business growth,

We have made a pubiic commitment
to support diverse accredited suppliers
and have grown our 2022 spend

in this area.

We are also working towards sourcing
100% of our paper ethically,




Communities

D

wWhy we engage How we engage

Outcomes

We strive to make a
positive and meaningful
impact in the communities
in which we operate.
Learning opportunities
and outcomes are closely
linked to the prosperity
of local communities

and inclusive glabal
development. Our

global communities are
interested in widening
access to education
through innovation,

and the steps we are
taking 1o have a positive
impact on society and
the environment.

our planet,

In addition to maintaining relationships with key organisations, we
participate in multi-stakehelder initiatives tc promote lifelong
learning opportunities for all and ensure the lasting protection of

Our global volunteering policy cnables all our pecple to take up to
five paid volunteer days off to donate their ime to what matters
most ta them and their local communities.

Learrung and acquinng new skills are
some of the greatest drivers of positive
social mability. The biggest impact we
have on society 15 by delivering our
products and services such as
Connections Academy, Accelerated
Pathways, GED, and BTECs to name

a few.

This year, we also responded to the
crisis in Ukraine, with Pearson and our
employees committing over £1.25
millian in hurnarmitarian support and
providing additicnal help to Ukrainians
and others affected to continue their
education during this conflict

More detail on page 38 on how we
invest with purpose.

Directors’ duties statement

In accordance with Section 172 of the Companies Act 2006 (see below
nght), the Directors fulfil their duties to promote the success of the
company through a well-established governance framework. Typically, in
large and complex businesses such as Pearson, this framework includes
delegation of day-to-day decision-making to employees of the Group.

This governance framework, surmmarised throughout this document,
is far mare than a simple delegation of financial authority, and includes
the values and behaviours expected of our employees and business
partners, Including the standards to which they must achere; how we
engage with stakeholders, including understanding and taking into
account their views and concerns; and how the Board ensures that we
have a robust system of control and assurance processes in place.

In this annual report, we provide examples of how the Directors
promote the success of Pearson while taking into account the
consequences of deasions in the long-term, building relationships

with stakeholders (including our § key stakeholder groups, as mentionad
previously). and ensuring that business is conducted

ethically and responsibly.

While there are many parts of this annual report which illustrate how
the Birectors do this, with the support of the wider business, the
following sections In particular are relevant;

— Learning from our stakeholders (pages 26-29), which outlines:

— how we serve and engage with each of our 8 key stakeholder
groups, listen to their key cancerns and provide our responses
— how we have adapted our business to meet their needs
— how we have had regard to the need to foster the company's
business relationships with each of the stakeholder groups
— Understanding our stakeholders {pages 67-68), which surmmarises:

— how Directors have engaged with employees and shareholders,
and had regard to their interests

— Sustainability (pages 30-42), which describes:

— Initiatives through which we strive to enzble more engaging
learning experiences, that are accessible to more people, and
with a smaller carbon footprint

— Qur commitment to creating a culture that prioritises hurnan
rights, cur employses, DE&I, and socially responsible sourcing

-~ How we align with widely accepted ESG reporting frameworks
including GRI, SASB and TCFD. For further details on TCFD
reporting, please see page 39

A continued understanding of the key issues affecting stakeholders is
an integral part of the Board's decision-making process. The insights
that the Board gains through its engagement mechanisms form an
impartant part of the context for all the Board's discussions and
decision-making processes. For an insight into how the Board has
considered the interests of various stakeholders inits decision-
making, and what matters the Directors considered when trying to
align and mitigate opposing views, please see our case study on the
acquisition of Mondly on page 69.

Section 172 of the Companies Act

In summary, as required by Section 172 of the Companies Act
2006, a Directer of a company must act in the way they
consider, in good faith, would most likely promote the success
of the company for the benefit of its shareholders as a whele.
in doing this, the Director must have regard, among other
matters, to:

— the likely consequences of any decisicns in the long term,
— theinterests of the company’s employees,

— the need to foster the cormpany’s business relationships
with suppliers, customers and others,

— the impact of the company’s operations on the community
and ernaronment,

— the company's reputation for high standards of business
conduct, and

— the need to act fairly as between members of the company,
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Sustainability

Driving sustainability

Our ESG framework

Our purpose

Add life to a lifetime of learning

Our sustainable business pillars

Driving learning for
everyone with our products

Achieved through:

— consumer engagement™

— product effectiveness®

— digital growth*

— responsible and sustainable content
— affordability and access

2022 progress

— Pearson+ expanded registered users,
extending digital content offering, reach,
and accessibility.

— Mondly integrated inte Pearson-,
offering expanded access to digital
language learning

— In Higher Education, we are now Global
Certified Accessible™. We provide ‘born
accessible’ digital learming (eBook) options
to expand access to learning content
and materials,

— 70% of content partners are now trained
in editorial guidehnes released for
Pearson's authors, reviewers, and editors
to ensure meaningful, diverse
representation in content.

g

Read more on page 32

O
Iy

g

Empowering our people
to make a difference

Achieved through:

— culre of engagerment and inclusion®

2022 progress

— Launched our people strategy with a focus
on engagement and high-performance.

— Invested in learning: upskilled and
reskilled Managers to drive engagement
and high performance, leveraged new
acquisitions like Credly to certfy employee
skills, developed leaders via McKinsey
accelerator programmes, coaching, and
Board mentoring opparturities,

— Focused on buillding a culture of inclusion
and increasingly diverse representation
Employees acquired diversity, equity and
inclusion knowledge and skills via our
Inclusive learning experience, and diverse
partiapants in gur leadership developrment
and mentoring programs

—~————

Read more on page 33

-

Leading responsibly
for a better planet

Achieved through:

— reduang our environmental impact*
— Investing with purpose
— Cyber security and data management

2022 progress

— In 2022, we launched a new Privacy
Centre for consumers which will be linked
to all our products and a newly developed
universal preferences centre.

— We have reduced our scope 1, 2
and 3 GHG Emissions by 33% against
our 2018 baseline

— In 2022, we have spent £46.7m with
diverse-accredited suppliers, certified and
non-certified. We have provided access to
wo diverse supplier portals: WEConnect
and Supplier10. The databases combined
provide access to over 2 millian
diverse-accredited supphiers

—~——————

Read more on page 36

_ -

Robust governance, a strong culture and effective policies

*5ee our non-financial KPIsecion “or mare on how these 1Mk 7c aur stratogy

The Sustainable Development Goals (SDGs) linked to our ESG framework:

Icons rermoved

30 Pearson plc Annual report and accounts 2022



Why sustainability matters to Pearson

Learning is a powerful enabler and a driver of progress Our goal s to
help learners gain the knowledge and skills they need to advance and
thrive sustainably and respansibly in our rapidly changing world By
chagnosing skills gaps, helping pecple learn and verifying
qualifications, we aim 1o help mobibse talent that is well equipped to
build a greener, mare responsible economy.

Qur ESG framework

In 2021, we introduced three pillars to cur ESG framework, drving
leerimg fur everyorie, ermpowering odr people and leading
responsibly. These represent the areas where Pearson can make
the biggest positive impact and where we believe our main
responsibilities lie towards sooiety and the environment.
Underpinning our three pillars is Pearson's robust corporate
governance, strong Culture and a range of effective policies to
ensure we achieve our ambitions,

Cur non-financial KPIs, see page 18, have a natural fit with these
pillars and are a key measurement of our progress. They are included
in both our corporate and sustainable business strategies and will
evolve in line with the business The Board reviews our non-financial
KPIs regularly, and these are also linked to remuneration. More
information on Directors' remuneration reporting (DRR)
requirements can be found on page &8, and a link to our
remuneration policy can be found in our non-financial and
sustainability statement below.

During 2022, we updated our matenality assessmeant, see: hitps//plc.
pearson.com/en-GB/purpose/our-esg-reporting, which confirmed
that the views of our external stakeholders and our key priority areas
are well aligned. The findings highlighted the importance of assessing
and developing the skills of our learners and colleagues, protecting
our users’ data, and our role in driving positive change through
climate change education.

Driving learning for everyone with our praducts

The natural alignment between cur business strategy and the
positive impact we make through driving learning for everyoneis a
key strength far Pearson. Itis hugely motivational and reflected in the
selection of three of cur non-financial KPIs: digital growth, consumer
engagement and preduct effectiveness. All three are interlinked in
driving the business and are key enablers in helping more learners,
learn more. As we increasingly connect our products to offer a
lifelong learning ecosystem, we will strengthen our ability to track and
evidence the social impact achieved by our products and services,
We therefore, foresee our metrics evolving over time.

We are excited to see the opportunities that arise for all our
stakeholders through digital growth and the intelligent application of
technology to learning, These dynamics will enable us 1o deliver
inclusive, vibrant, and engaging products for all types of learners,
throughout their lives. Digitisation broadens access 1o our products,
enables more relevant, up-to-date content [e.g., on the green
economy and sodial Issues) and helps develop deeper engagement
with learners, see page 32.

Empowering cur people to make a difference

In 2021 we appainted a new Chief Human Resources Officer, who is
spearheading our refreshed people strategy. It has three core areas:
employee engagement, investing in talent, as well as driving diversity,
equity and inclusion, all of which are reflected in our non-financial
KPls. We are using our own learning products to develop skills
throughout our workforce and in turn, this will maximise our people’s
contribution te Pearson's success, and accelerate innovation.

Not only is aur people's learning and development experience a
valuable showcase for the business, but it can also support employee
engagement and retention, develop a performance and purpose-led
culture of adding tife to a lifetime of learning, and ulumately drive
Pearson's own growth, see page 33.

“Our goal is to help
learners gain the
knowledge and skills they
need to advance and

Image removed

thrive sustainably and
responsibly in our rapidly
changing world.”

Cinthia Nespoli,
Chief Legal Officer and Executive Leader for Sustainability

Leading responsibly for a better planet

We are also focused on drving positive change through leading
respansibly, while limiting cur own impact on the world's scarce
resources. Our carbon footprint is refatively tight, and reflects our
business model, but as responsible leaders we recognise that
we have a significant duty to reduce our carbon impact as much
as possible.

We have carbon reduction commitmments in place and are
implementing actions to achieve our net zero carbon goals. The
increased digitisation of our products reduces aur environmental
footprint, and we are also factoring suppliers’ carbon reporting
maturity into our sourcing decisicns. This ensures we work with
partners who are aligned to our Net Zero commitments to further
reduce our overall impact.

Additionally, data privacy and security are becoming mare important
for all our stakeholders, and this is a key priority for Pearscn as part
of our digitisation and evolution ta a mare consumer-facing business.

A strong governance structure

Pearson has a strong governance structure that underpins our
sustainability strategy. It is imperative we continue to evolve how we
govern sustainability matters, to ensure our structures remain fit for
puUrpose in this fast-moving landscape.

In 2022, we reviewed and adjusted the remit of the Reputation &
Responsibility Committee (RRC) to strengthen its focus on ESG topics.
Pearson's other Board Committees work alongside the RRC on
several ESG topics as shown below, and we introduced cross-
Committee membership by amalgamating the Remuneration &
Reputation Comrmittees specifically to ensure that there was a good
link between incentives and ESG. Read more about our governance
approach on page 53.

As a standing board committes, the RRC meets at least three times
per year, and discusses a wide range of topics, induding:

product efficacy

people and culture

reputational risks including data

employee engagement

ESG materiality review

progress with Pearson's dimate transition plans
ESG remuneration metrics

The RRC circulates its conclusions and minutes to the Board, and the
Chairis responsible far ensuring action points are followed up. In
2022, the RRC validated Pearson's materiality review, and received a
reporting update in alignment with the evolving regulatory landscape.
Priorities for 2023 include the publication of Pearson’s climate
transition plan, in addition to the launch of various actwities to
empower our people to make a difference through behavioural
learning opportunities and skill based velunteering. For more
inforrmation please see pages 78-79.
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Sustainability continued

I=1] Driving learning for
everyone with our products

How our products create a more
sustainable world

Qur success as a company is dependent upon the success of our
products in enabling people to develop and learn new skills, reahsing
their potential through a lifetime of learning, At Pearson, we are
leveraging our business strategy and innovation capabilites to
increase access to education around the world, engage more directly
with consumers and augment our positive impact on soaety.

Digital product growth and the intelligent application of technology
have significant pasitive benefits across both enviranmerital and
sodal impact areas. Group digital and digital-enabled sales in 2022
grew by 9% (2021: G%)

From a content perspective, Pearson Is harnessing the growing
demand for sustainabiiity-fed products and developed new courses
and content in 2022 to address this opportunity. We have alsc made
good progress in embedding accessibility in our product design and
development processes, alongside continually strengthening our
actons on editorially responsible content.

The evolution of learning

Our digital and direct-to-consumer products enable us to deliver
more inclusive, vibrant, and engaging products for all types of
learners, throughout their lives.

Pearson+ had a successful first year since it faunched in 2021 and
has reduced costs for users considerably, when compared to buying
stand-alone textbocoks, With jts new ‘Channels' feature it enhances
the learning experience of all learners, offering thousands of tutor
videos and practice questions bringing life to learning, Pearson+ is
also partnering with organisations that share our values such as
Headspace, together offering consumers affordable mental wellness
content at a discounted student rate.

We also want to empower learners by giving thern the control and
the flexibility to fit learning into their ives, The recent acquisition of
Mondly 15 another example of how we are investing in personalised
learning. The integration of Mondly into Pearson- brings the world of
language learning to Pearson~+ users at just a click of a button.

Responsible and sustainable content

We have a clear role to play in creating content, progucts and
services that help salve the major ervironmental and societal 1ssues
of our ume. These will encompass formal primary, secondary and
higher education, but also, the world of work, to meet increasing
dermand from cansumers who are upskilling while employed to
irnprove their capabilities and opportunities for both themselves and
their employers.

For example, we have developed onling sustainability courses for the
Smith School of Enterprise and the Enviranment, University of
Oxford, in partnership with Pearson. Both courses, The Future of
Sustainable Business: Enterprise and the Emaronment course, and
the Law and Sustainabiity: Tackling Global Environmental Challenges
course are eight-week courses that certify particpants upon
completion. Thrgugh these Courses we have already equipped 232
learners with fundamental skills in sustainabidity, leadership and
systems thinking, During 2023, we aim to expand our reach, and are
exploring a bespoke implementation of these courses internally.
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Our new project-based experiental learning platform, Pearson's Skills
Accelerator 1s another great example. Starting in 2023, we will see
enterprise customers offered three courses focusing on tackling
climate change, peace-building and conflict prevention. These
courses, developed in partnership with the Cne Young World,
through our Workforce Skills division, will help future leaders gain the
knowledge and the know-how to solve business-critical challenges,
leadmig to cutcomes that accelerate the impact to build a fair and
sustainable world.

In Pearson Edexcel, we are using our position as an awarding body to
co-create a new Design Education Curriculum for UK schools that will
centre on themes such as design thinking, systems thinking, creativity
and innovation. This new curnculum will require all state schools to
teach towards a to-be-designed set of qualifications that will support
the move to circularity in design and technology, and empower
learners 1o make more sustainable choices

We have also launched Embedding Sustainability: A Support Guide for
BTFC Nationals. This guide will support the delvery of BTEC National
qualifications and wilt help schools and colleges to meet their own
sustanability targets. In addition, we have developed an internal
sustainability competency framework, which aims to inspire more
content tearms and authors, and lays out what learners need to know
to bring about a more sustainable future.

Accessibility in our product and content development

We strive to Incorporate accessible thinking into everything we do,
from ensuring accessibility 1s woven into our culture and training, to
innovating and using technology to design and deliver our products.

We have made good progress in building accessibility throughout our
product development process, including in the early stages of
planning and design. Cur learning design principles (LDPs) are a
portfolio of learning science research summaries, paired with design
recammendations intended to include everyone. Over the past year,
we have refreshed our LDPs to include a specific section on how 10
ensure an equitable application of cur design recommendations,
These updated LDPs will be part of our product designs from 2023.

In our Higher Education Dvision, we are now Global Certified
Accessible™ We provide ‘born accessible’ digital learning (eBook)
opuans for students with disabilities, which are designed so all
learners, no matter their ability, have the same access to learning
content and materials. Accessibility training is a requirement for key
employees, who also complete courses in disability fundarmentals,
basic web and document accessibility, and disability etiquette. We
have built processes and systems (0 ensure that we are delivering
complant tools and content to both learners and instructars.

Our Global Content and Editonal Policy {GCEP) suite Is a range of
tools and guidance to support our employees and business partners
3s we improve our content standards It includes content guidelines
an the represantaton and inctusion of disability, gender, ethnicity
and race and LGBT~ communities in our content, among other
guidance and tools, in 2022, approximately 70% of ouridentified
content business partners recerved an orentation to the GCEP
training, representing over 6,000 businesses and freelancers. We
provided mandatory trainng to over 11,000 colleagues across the
globe who are involved with our content. Duning 2023, we will
develop additicnal online and live training and embed cur matunty
model and health assessment, which will allow us to track and
monitar the implementation and Impact of our content standards
initiatives on our business.
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7)) | Empowering our people to

make a difference

Pearson's pecple are our greatest asset. As we transition to a digitally
led, consumer-facing company, our success, and our ability to make a
positive 1Impact on the world, is highly dependent upon our
colleagues. Our goal s to be a world-class place to work. We want to
offer an inclusive, high-performing environment, where everyone can
leverage their strengths. This is crucial to our people's engagement,
growth, and sense of belonging, and to our future success.

Following our Chief Human Resources Officer's appointment in 2021,
we have refreshed our people strategy, with three focus areas:

1. Employee engagement: Driving better employee engagement
and high performance.

2. Investing in talent: Providing continuous learning, growth, and
progress for our people.

3. Diversity, equity, and inclusion: Driving a culture of belonging
and aiming for increasingly diverse representation throughout
the company.

Our non-financial KPIs measure how well we are delivering on our
people strategy. We also track g wide range of internat outcomes and
metrics ta understand our people progress and we further
supplement these quantitative metrics with qualitative insights from
our people.

The metrics update for 2023 can be found with our financiaf and
non-financial KPIs on pages 18-19.

Prioritising employee engagement
throughout Pearson

Following the launch of our new purpese, vision, mission, and values
In Q1, we brought them 1o life for employees via @ campaign inspirng
them to imagine a future of wark built on a foundation of
engagement as a performance advantage. The goal was to leverage
the strengths of all our employees to deliver on our purpose and
drive company growth,

We launched a company-wide focus on engagement and high
performance as part of our refreshed pecple strategy, with a new
global employee engagement survey, increased manager upskiling
and & new digital employee expenence platform. Our new survey
includes 12 core engagement questions from our survey partner
Gallup. It also includes questions on inclusion and coaching, which
are key areas of focus for us. Gallup's approach 1o engagement is

backed by rigorous science, linked to integral performance outcomes,

and acticnable at the lacal level. The approach is simple, has been
proven to work and provides access to global benchmarks to
measure progress IUis encouraging to see a significantly higher
nurmber of respondents for our 2022 survey than Pulse surveys run
In previous years, and a Gallup GrandMean result of 3.96 on a
5-point scale,

The results tell us where we are naw and where we can improve. Cur
highest-ranking questions, compared to Gallup's database, were: "My
manager, or scmeone at work, seems to care about me,” and: "My
co-workers are committed to dong quality work.” This is a great
position from which to start our conversations with one another, as it
shows our people care for each other's experiences and are
committed to deing great work together. Qur opportunities to
improve include clanfying roles and demonstrating recognition, and
wo also need to ensure we continue to emphasise the inmpu tance ol
having regular perfun lgiice Lonversdaliots

Manager development to support engagement

As our managers play a pivotal role in employee engagement, in
2022, we had a key focus on building employee engagement via
rmanager upskilling and reskilling. For example, for new-to-role
managers we developed a programme called IManage Foundations,
a 6-month learning experience forused on developing foundational
management and leadership skills across four critical skili areas, We
are pleased to report that 286 colleagues enrolled. Across the four
modules delivered, 80% of respondents who provided feedback sad
they had learned at least one new skill and on average 86% said they
wauld apply the skills in their datly work.

In parallel with investing in new managers, we are also investing in
upskilling and reskilling for all existing managers. From Q4 2022, all
managers were given access to Pearson's Managers Corner
Academy. This online resource includes sclutions 1o support
managers with employee engagement, performance, and
development, including access ta a suite of resources aligned to the
guestions in the engagement survey available via Gallup Access.

Our employee resource groups (ERGs) are voluntary, employee-led
groups whose aim is to foster a diverse, inclusive and equitable
workplace culture for Pearson employees. They continue to support
leadership to champion inclusive efforts and promote collaboration
and a community between all Pearson employees. We have
restructured our nine ERGs to better align with our DE&( strategy,
address the needs of our community, and contribute to progress
throughout the organisation.

Pearson’s employee engagement network is the key feedback
mechanism between the Board and the workforce, enabling the
Board to hear directly from employees and creating additional insight
on how to enhance employee satisfaction and engagement levels. In
2023, well evolve our approach to ensure an even wider range of
employee voices are heard, and to provide even more varied
opportunities for engagement with our Board members,

During 2022, we launched a new digital employee experience
platform to focus on and improve communication across all levels of
the organisation. We communicate regularly with our managers and
leaders through both interactive forums and newsletters, along with
glabal town halls and virtual meet-ups available to all employees.

Investing in talent

As we transform to a digitally-led, direct-to-consumer model, we are
purposefully evolving our organisational makeup and investing in
talent to drive our ongoing success. We are hiring people with digital
skills, upskilling and reskilling pecple to support their learning,
growth, and progress, while also taking action to retain our current
colleagues. Each of these investments is critical to fuel our
organisational evolution and cngoing business transformation.
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Turnover

Qur Group staff turnover was 33% (22% voluntary/11% involuntary)
This was in line with expectations and comparable to 2021, There
were two areas of high voluntary turnover. The first area was in our
retaill model businesses (Pearson VUE), which makes up 34% of
voluntary exits. VUE roles are more transient and have an expected
higher turnover rate,

The second area was geographical: Sri Lanka and the Philippines
where we saw a higher than corporate average increase In voluntary
exits in 2022. Roles in these locations are typically front-line
operational and technical specialists managing scalable, repeatable
transactions. The increased turnover reflects the demand for talent
in outsourced service locations, We are mitigating risks in this regard
by reviewing rewards and benefits in these locations and looking to
diversify the geographic locations of these roles,

Acquisition of skills

We are evolving our suite of learning and career development
solutions to fuel skills development, and we are focused on upskilling
and reskilling all our people to develop talents needed for the future
of work and to provide them with more opportunities for continugus
learning and growth.

In 2022, we sold the majority of our K-12 publishing business in
international markets, and made two significant acguisitions in Credly
and Mondly. This activity accelerated the acquisition of key underlying
skills in our employees, including: digital content development
{(multimedia production, application management services and
content development); technology (software development, software
guality and cloud hosting services); and in digital sales and marketing
(channel and special market sales),

Inthe UK and US, where 73% of our workforce is based, we are
develaping additional pathways into Pearson, especially in these
areas of high demand, As of 31 December 2022, our Pearson
Campus Ambassadors programme in Higher Education now has
146 ambassadors, cur internship programmes currently have 100
interns, and we have 160 apprentices across the company. All
participants acquire professional skills by working side-by-side with
experts, and can apply for permanent jobs within Pearson.

Reskilling and upskilling

We value upskilling highly and during 2022 we used Faethm's
proprietary Al to continue to refine our capabilities framework to
drive enterprise-wide transformation through capability buillding and
develop the skills needed for the future of work The framework
currently spans business and leadership skills, with technical skills to
be added in 2023. Employees use the capatilities framework to plan
their own learning journeys to help them upskill and reskill, learn, and
grow as indmiduals.

In parallel with our investments in manager upskilling and reskilling,
we are evolving our solutions for all cur people to upskill and, In
2022, expanded our flagship global Learring at Work Week to a
monthly series. Each month, we facus on a prionty skill from the
capabilities framework, with a programme of live and on-gernand,
video-based micro-earning. Last year, we covered engagement,
consumer culture and empathy, and inclusion. We feature live
sessions with external experts, Pearson authprs, Pearson leaders as
teachers, and we curate learning pathways and provide team guides
to support self-directed learning.

In 2022, we also gave our people free access to more commercial
learning opportunities, including cur direct-to-consumer apps
Pearson+ and Maondly, and via our pilot of digital credentials powered
by Credly. These joint offerings include Pearson eTextbooks via
VitalSource, Golden Personality Profiler, Accelerated Pathways

and Apprenticeshups,

If our US-based people wish to conunue formal education, we will
reimburse tuition costs for up to 18 credit hours if thewr education
programme is related to a job or skills needed within Pearson.
Tuition costs are raimbursed after puplls successfully complete a
course with a grade C or better, or equivalent mark
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In our 2022 employee engagement survey, 72% agreed or strongly
agreed they had had access to opportunities to learn and grow over
the past six months, We also asked our people what job-related skills
they wanted tc develop, and we are using the findings to drive our
pipeline, e.g. for the 2023 Learning at Work series.

Building an inclusive culture with increasingly diverse
representation

Transforming learning starts with transforming ourselves, which

is why much of our work in diversity, equity and inclusion (DE&)

is focused on what we can do within Pearson. Frorm how we select
candidates (o how we help them grow, our goal is to add more
vibrant and enriching experiences at more moments for more
people at Pearson, so we tan do the same for more people on
the world.

Our DE&I approach has four parts' recruitment and promotion;
retention; Inclusive culture; and social impact. In each part, we have
planned outcomes aver a set time frame. Each division and
caorporate function has developed plans for the four parts that reflect
its DE&I ambitions and to operationalise our organisational goals
Our non-financial KPIs, see page 18, will 2lso help us to build an
Inclusive culture and increase diverse representation,

We lead from the top. Our business leaders and CEO champion the
link between DE&I and business performance and have made
inclusion a personal prionty. Since becoming CEQ, Andy Bird has
increased both gender and ethnicity representation on the executive
leadership team. We have increased female representation by 32%
(38% to 50%) with ethnicity remaining the same year-on-year. At
Board level, female and diverse representation remains at 50%
femmale, including our CFO, and ethnic diversity (US/UK only] has
INcreased from 20% to 30%. Further detail on cur Diversity figures
can be found in the ESG performance section pages 224-226, In
accordance with FCA listing rules and both the Parker and the
Hampton-Alexander reviews.

The percentage of diverse employees in leadership roles, featuring in
succession planning and particpating in leadership development and
mentofing programmes are key measures of our DE& targets. In
2022, we exceeded our targets for diverse representaton in
leadership development programmes and met our succession plan
objectives, with 52% wormen and 26% people of colour across our
succession plans {rarget 50% women: 20% people of colour). Evalving
a pipeline of talent takes time, but we are excited to see the
upcoming team of colleagues participating in Board mentoring,
executive coaching, the McKinsey Management Accelerator
programme and executive leadership programmes

Our data shows females make up 59% of our workfarce, but we want
to achieve party of female representation at VP-and-above levels. We
are currently at 43%. We also want to increase diverse representation
at all career levels. Pearson s 1n line with the UK national average for
employing under-represented people of calour - 18%, but in the US,
we are beiow the national average with Pearson at 32%. we will
continue o Invest in increasing recruitnnent of people of colour art all
career levels, and of women at senior levels, by providing specific
upskiling for managers on clusive hiring practices and Inclusive
Partnerships by working specifically with organisations such as
People of Colorin Tech, and Histarically Black Colleges and
Unversities (HBCU} Connect

Also, we give full and fair consideration to all applicants and support
the continued ermployment of disabled persons, having regard to
therr aptitudes and abilities, and making reasonable adjustments

o address individual needs. Recruitment, promaotion, and training
are conducted on the basis of mert, against objective criteria

that avoid discnimination. We are also proud that Disability

IN' (https://disabiityin.orgiwhat-we-do/disabil ity-equaiity-
index/2022companies) recognised Pearson as a Best Place

to Work on its 2027 Disability Equality (ndex.



Skill-based volunteering to create sustainability and
social impact

We also continue ta invest in our talent through our volunteering
programme. Our volunteering polcy applies to full- and part-time
colleagues. All people who participate in a charitable or commurity
initiatives may claim up to five days (35 hours) of paid leave from
work in a calendar year, pro-rated for people working less than five
days a week.

As we enter 2023, we want to find new ways to mabilise the social
impact of our talent through volunteering, to face the challenges of
today and the futurc. Wa will evolve our volunteenng pohcy to enable
aur people to make an impact in their communities by bringing their
unique skill sets, interests, and professional development goals to
not-for-profit arganisaticns.

We are developing a skills-based programme that will sit at the
intersection of volunteering, learning and development. The
programme will leverage the skills of our employees to create sodial
impact, and in turn, we will use our unique digital credennalling
capabilities to verify and recognise the application of skills through
volunteering in real-world contexts.

Reward, benefits and wellbeing

In 2022, we made financial wellness a priarity. This built on the
foundations of our Global WELL nitiative and was in recognition of
the challenging macro-economic conditions many countries are
facing. Changes were made to the way UK employees interact with
their retirement arrangements, gving them greater cheice, dear
information on their investments and more efficient ways to save. in
the U5, Roth and true-after rax features were added to the 401 (k)
plan, further expanding saving options for employees.

We also continued to invest in other aspects of wellbeing: e g. via the
introduction of Sword, a virtual physical care package for back, jomnt
and muscle pain that you can do from the comfort of home. It
combines the best v human care with easy-to-use technology that 15
more convenient than traditional in-person physical therapy. Sword
matches you with a physical therapist who learns about you over a
video call and designs a customised programme. Employees then get
a digital therapist computer tablet and motion sensor to track
exercise progress, give feedback and help correct your form in
real-time, as well as adjusting your programme as your needs change
so employees get better, faster.

Outlook

Our prionity In 202315 10 drive progress against engagement baseline
measures and our other non-financial KPIs:

— Employee engagement: by doubling down on our focus on
manager development 1o enable all our managers 1o operate as
cnaches with a focus on goals, feedback, and recogninon

— Investing in talent: enhancing how we support career
development by further resourcing managers to have
conwversations about progress, learning and growth. We will also
continue to test and scate the integration of our commercial
solutions (especially digital credentialing) in support of developing
the core business, leadership, and rechmical skills our employees
need for the future of work.

— Diversity, equity, and inclusion: by further integrating a focus on
inclusivity into how we develop our managers and leaders, and
linking increases in diverse representation to Executive reward.

“As we transform to a
digitally-led, direct-to-
consumer model, we are
purposefully evolving our
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organisational makeup
and investing in talent to drive our
ongoing success. We are acquiring
people with digital skills, upskilling
and reskilling people to support
their learning, growth, and
progress, while also taking action
to retain our skilled colleagues.
Each of these investments is critical
to fuel our organisational evolution
and ongoing business
transformation.”

Ali Bebo,
Chief Hurman Resource Officer

72%

of employees agreed or strongly agreed they had access to
opportunities to learn and grow over the past six months

2 significant acquisitions

{Credly and Manciy)

accelerated the acquisition of skills in digital content develcpment,
technelogy, digital sales and marketing

Annual report and accounts 2022 Pearson plc 35



Sustainability continued

h I L eading responsibly for a

petter planet

As one of the world's most prominent learmng companies, Pearson
has a duty to lead responsibly in all areas of its business and
operations. Qur stakeholders rely on us to provide excellent
products, created with the utmost integrity to millions of Indivigual
learnars, educational institutions, governments and enterprises
around the world, whilst also looking after our own 20,400
employees to the highest possible standards see page 33.

As Pearson’s business becomes more digital and consumer-facing,
we are prioritising the safety and security of our customers’ personal
data, evolving our processes and governance to address this
significant duty of care, We must also use our position to educate
people with editorially responsible, sustainable content {see page 32),
through products created and delivered with an ever-decreasing
envirgnmental footprint. Qur ambitious carben reduction targets
reflect our commitment to minimise Pearson's impact on the planet
as much as possible.

In 2022, Pearsan made progress against several sustainability
prioriues, which are summarised below and include data privacy,
cyber security, customer safeguarding, carbon ermission reductians
and responsible supply chain rmanagement and sourcng, We also
continued to cantribute to focal cornmunities around the world
through our ‘investing with purpose’ initiatives, and we proudly
matched our employees’ contributions to several charities in support
of the victims of the Ukrainian conflict.

Customer data and safeguarding

Data privacy and cyber security

Pearson holds personal data on individuals worldwide, including
schoalchildren, teachers and learners in the workforce We are
committed to the highest standards of data management and these
will naturally evolve with our business as we continue our digital
transformation.

Pearson's Executive team has cverall respensibility for data privacy
and security. Our reporting and risk management structure feeds
upwards from indmdual businesses to Board level,

in 2022, we bult on our seven data security and privacy principles
introduced in 2021 and established clearer lines of accountabihty
and better reporting. This enables senior management executives
and divisional privacy owners to have greater visibility over managing
data privacy and secunity nsks, Qur clear system of escalation gives
them awareness and oversight of key areas and activines. We also
provide all colleagues with training on our updated and strengthened
data privacy and cyber security principles and processes. More detail
on the role our Board Commuttees play in data privacy and cyber
security, and their focus areas in 2022, 1s on page 82.
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In 2022, several operatonal initiatives contributed to our
strengthened processes in data privacy and cyber security:

+ we increased transparency around what happens 1o an
individual's data and their choices. This helps us develop our
digital products with the confidence that customers can easily
exerase control over the use of their perscnal information,
in 2022, we launched a new Privacy Centre for consumers,
linked to all our products to a newly developed universal
preferences centre.
we also strengthened our internal resources to help drive a
culture of data privacy at Pearson. Senior leaders in each of our
divisions and corporate functions have been appointed as Privacy
Owners. They are accountable for, and direct the activities of,
designated Privacy Leads who are responsible for implementing
Pearson's global privacy programrme on a day-to-day basis, and
all of those involved In this effort have been trained on how to
defiver on therr responsibilities under that framework.

+ as the nsk of cyber security breaches continues to grow, we
stepped Up our engagement programmes with divisional leads
on the potential risks from digitalisation to ensure awareness and
preparedness. Several parts of our business are already certified
to international standards for information security, sich as 15O
27007, More detall on our approach to cyber security risk
managerment, including our ines of defence, 15 in the Pninaipal
risks on pages 45-50.

Safeguarding our customers against online harms

Our safeguarding programme is undergoing rapid change, driven
tothintarnally by new product development and externally by
changes in technology and legislation. The protection of our learners
against online harms is parocularly important to Pearson as the
company continues its transition from traditional ‘bricks and mortar’
schools and colleges to a more digital, direct to consumer maodel,
such as that delivered through our online schogls, tutoring and
Pearson+ products. To ensure thai our systems and processes
support a positive user experience, while reducing the risk of online
harms, we have:

strengthened our data collection regarding

safeguarding incidents.

established a set of 10 safeguarding standards, including around
sotial media, ive-streaming and user-generated content
implemented a process for business lines to assess themselves.
progressed our 'Safety by Design' programme to engage with
product teams to ensure safety against online harms and
comphance with standards like the UK Age-Appropnate Design
Code 15 embedded in our products.



Our journey to net zero

Pearson began its decarbenisation journey many years ago, and is
transitioning from one of the world's largest print publishers to
hecaming a digital-first organisabion. In 2018, we sot smbitious
carbon targets to reflect this transformation opportunity. In addition
to our approved commitment under the Science Based Targets
initiative to reduce scope 1, 2 and 3 emissions by 50% by 2030
against a 2018 baseline, we have committad to becoming net zero by
2030, a goal which is one of our Group non-financiat KPIs.

We continue to make steady progress in reducing our carbon
missiuns and gl Lthe end ol 2022 they had reduced by 33%
cormpared to the 2018 baseline. In 2022, we reduced carbon
emissions by 3.3% compared to 2021, through acvons such as
continuing ta shift from print to digital products and raticnalising our
property footprint. These reductions were achieved despite a bounce
back in operations following the pandemic and associated increased
EMISSIONS in energy, travel and transport of goods.

We present our carbon footprint and progress against our target in
two separate tables in this report:

Our carbon footprint in the | CFD Report see page 39,
Our ESG performance table, global emissions see page 223.

Carbon reduction and our net zero roadmap

During 2022, we conducted a detailed forecast of Pearson's
emissions to 2030 and 2050. This confirmed that, based upon the
current business digitalisation strategy, global decarbomisation trends
and specific operational actions, Pearson is on track to reduce Its
scope 1, 2 and 3 emissions by 50% against the 2018 baseline, More
than 90% of our carbon emissions are scope 3, of which ¢.70% are
from purchased goods and services, such as paper and IT services.
Our net zero action plan identifies the key programmes of work and
timescales needed to reach our net zero goal, focused on our supply
chain, operations and governance. Our full action plan can be viewed
at: https//ple.pearson.comien-GB/purpose/our-esg-reporting.

Building sustainable supply chains
Paper and printing octions

Pearsan's shift from physical books to digrtal media continues to
accelerate, During 2022, we purchased 24,187 tonnes of paper
(2021: 29,056} and we expect the armount to continue to reduce over
the years as more of our products move online.

Nonetheless, we are recrganising our print supply chain to drive
efficiencies and are shifting to printing on demand and better
forecasting to reduce our inventory of print products. We are also
rationalising our paper suppliers to significantly increase our use of
responsibly sourced paper from the Forestry Stewardship Council
{FSC ) and the Programme for the Endorsement of Forest
Certification (PEFC) schemes, which both work for the protection of
forests and biodiversity, alongside recognised national schemes such
as the Sustainable Forestry Initiative (SFI). This year, FSC certified
paper accounted for 33% of our paper consumption; in addition to
200 PEFC certified paper, and 9% SH certified.

Supplier engogement actions

It1s paramount that we engage with our suppliers to help dehver
further change and reduction in aur scope 3 emissions. Working in
partnership with other corporates, we are understanding the
decarbonisation plans of our top 50 suppliers, who account for over
20% of our total emissions. Many of our suppliers have their own
ambitious environmental plans and climate reduction targets. In
2023, we will develop tailored engagement plans for those suppliers
that need support to drive change, and from 2024, we will integrate
environmental criteria into supplier selection.

Key actions with our suppliers

— Business partners follow our Code of Conduct and Responsible
Procurement Policy, and comply with national environmental
laws and regulations.

— Our net zero strategy goes hand in hand with ethically sourcing
materials, and ultimately protecting biodiversity. Qur paper
and print suppliers are integrated to the Book Cham Project
platform, which monitors and tracks actions to protect
biodiversity. It analyses the ongins of tree fibres to ensure
no paper 15 coming trom protected species, and it also tracks
the content of chemicals and components in printed materials.
Finally, the platform enables us to ensure that internatonal
environmental, human rights and safety regufations
are followed.

— We aim 1o increase diverse representation of suppliers
and spend with underrepresented business owners. In 2022,
we spent £46.7 million with diverse-accredited suppliers,
representing approx. 2% of total spend. We have provided our
purchasing teams with access to two diverse supplier portals:
WEConnect and Supplier.io. The databases, taken together,
provide access to over 2 million diverse-accredited suppliers.

— For the first ume in 2022, we asked our key suppliers to
participate in an EcoVadis sustainability assessment {or
aquivalent). We reviewed performance across environmental
and human rights areas to ensure that they align to Pearson's
standards. Our key suppliers performed well, with an average
scare of 57.3/100 (average supplier's score of 44.9/100). We
engaged poorly performing suppliers to implement corrective
actions, and they will be reassessed. QOur educational
environmental material is available to help them progress.

— Our own sustainability performance was assessed by EcoVadis,
and we scored in the top 11% of our industry, earning a Silver
medal. We also received a B score across our COP {formerly the
Carbon Disclosure Project) responses, which includes the areas
of climate, forest and water.

— We mapped the emissions of our top 50 suppliers assessed by
a third party, as described below.

Driving operational change
Operational actions

Carbon emissions awareness and environmental considerations are
progressively being embedded into most aspects of Pearson's
operations. Seeking to align our business and investrments with low
carban, we have provided carbon data at divisional level, to enable
decision-making by senior executives with oversight of internal P&Ls.
We are also integrating key environmental criteria such as
Greenhouse Gases (GHGs) emissions into our product design and
development processes. This will help us analyse the carbon
footprint (including scope 3} of our digital products as our portfolio
continues its transition from print to enline.

Employee owaoreness and engagement actions

Achieving our climate goals will naturally require engagement
throughout Pearson. The executive team’s commitment to our
climate agenda has been a key enabler for the implementation of our
plan going forward. But equally, employee engagement 1s critical to
the success of any sustainability programme. See page 33 to see how
during 2023 we aim to integrate sustanability into learning and
development activities in our peaple strategy.

Annual report and accounts 2022 Pearson plc 37



Sustainability continued

Strengthening governance

We describe in detail the steps we have taken to strengthen cur
gavernance of climate change in our TCFD report see page 39 Our
Net Zero Steering Committee 1s responsible for implementing our
climate action plan, based on the key principle that Pearson’s
operating units have ownership of targets and include
decarbonisation as a core business cbjective. Work is also underway
to assess the most effective long-term investment opticns in
high-quality envircnmental projects to enable Pearson to meet its net
zero goal by 2030.

Resource use

Our digital growth 1s much less reliant on raw materials such as
paper, and more dependent an green energy for improving our
footprint. Our renewable energy is purchased through green energy
tariffs or renewable energy certificates (RECs) in the country of
consumption. This accounts for 99% of our electricity use.

During 2022, we have seen an increase in our water and waste data
for the year. Our total water consumption was 538,556 m3 (2021;
152,702 m3y; and there were 1298t of waste generated (2021: 8751)
A bounce back in operations, and our estimations methodology are
the main drivers behind this sharp upward trend. Pearson reports
estimated water and waste in some of its properties by applying an
intensity ratio per sgm based on all actual data available. This year,
we extended the scope of sites with actual data that are included in
2022 figures.

Investing with purpose
Social bond

In 2022, we allocated the remaining £110m of the £350m education
bond we launched in june 20200 support of Pearson Connections
Academy. Connections Academy is a tuition-free online public school
that provides a fifeline to learners who need an alternatve to a
traditional 'bricks and mortar schocl and who may otherwise miss
out on a formal education. We have so far supported over 100,000
learners, with 94% of learmers completing their course, The net
promoter score for Connections Academy was also up in 2022 (2022:
+67; 2027 +62), indicating how important a role 1t plays 1n students
lives. Qur latest Education Bond report provides more information
and can be found on our website: https.//pic.pearsan.com/en-GB/
investors/debt-investors/social-bond-framework,

Investing in our global communities

Learning outcomes are closely inked to the prospenty of local
communities. Pearson continues to lend its support to people
impacted by the conflict in Ukraine, and as part of our commitment,
we provided financial and in-kind support to make a difference in the
lives of those affected by the hostilities.

Through our match-giving programme, employees rallied

behind three global charitable organisations delivering in-country
and refugee relief in Ukraine and surrounding cauntries: the
International Rescue Commuttee (IRC), world Central Kitchen, and
the International Committee of the Red Cross [ICRC) Pearson made
aninitial £1 million donation, and our colleagues made over 1,400
donations to those organisations, totalling £130.000. Pearson
matched their donations, provding a further £130,000.

in addition to grant giving, our 1n-kind donations included prowviding
free access to electronic matenals, far example, launching a webpage
where teachers can find information on Pearson's support for
Ukrginian refugee students by offering free materials (subject to legal
restraints). Pearson and the charity Talent Beyond Boundaries have
also partnered to offer free English language tests ta refugees. Over
600 refugees have so far benefited from the partnership.
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Earth Day campaign

For Earth Day 2022, we highlighted
to both our consumers and
colleagues the actions we are taking
at Pearson to reduce our own
carbon emissions, leading
responsibly for g better planet.

N

Rankings and recognition 4§

FTSE 4 Good Index

Pearson remains a
constituent of the FTSE 4
Good Index series.

Human Rights
Campaign (HRC})

Pearson was named to the
HRC Corporate Equality Index.

Dow Jones
Sustainability Indices
(DJsI)

Pearson is a constituent of
the Dow Jones Sustamatility
Indices (D)S)), and member of
the 2022 Sustainability
Yearbook

Stonewall WEI

Pearson 1S recognised as a
Stonewall Top 100 company
for LGBT+ inclusion. For 2022,
we ranked 19

Disability; IN

Pearson was named to DE&
Index with a 100 score in
the US

Clean200

Among the largest 200 public
carnpanies ranked by dean
economy revenue

Moody's ESG Solutions

Robust performance awarded
by Moody's ESG Solutions

MSCI ESG

As of 2022, Pearson received
an MSCIESG rating of AA
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Task Force on Climate-related
Financial Disclosures

Summary

Our commitment to operate cur business more sustainably is
demanstrated by our amhbitious target to reduce our absolute
scope 1, 2 and 3 carbon emissions by 50% by 2030 (validated by
the Science Based Targets inniative) using a 2018 baseline, and
our goal 1o be net zerg by 2030, with investments in carbon
rermoval solutions.

Below we set out our climate-related financial disclosures comphiant
with the four Task Force on Climate-related Financial Disclosures
(TCFD) recommendations, and 11 recommended disclosures in the
2017 report ‘Recommendations of the Task Force on Climate-related
Financial Disclosures', together with its subseguent annex and
implementation guidelines.

We assess cdimate change risk as an integral part of our risk
management process, and in 2022, we updated our assessment of
the financial impact of climate risks and opportunities under multiple
future climate change scenarios. This identified a number of physical
and transitional risks as described below, however none of the risks
identified were matenal or required further action beyond what the
management teams are already planning, We conduded that while
chmate change was not a principal risk for Pearson for the year
ending 31 December 2022, the cimate transinan continues (o be an
emerging risk due to tts intensifying importance to all stakeholders,

In making this assessment, we cansidered the actions needed o
achieve our commitment to net zero by 2030, as well as the strategic
and financial impact of potential physical and transition risks. we
concluded that these did not have a material impact on the carrying
value of any assets and liabilities as at 31 December 2022, as we
explain in further detail in note 1d. to the financial statements. During
2022, we alsa strengthened aur governance of dimate change,
intreducing a central steering committee and working graups to
manage and execute aur chmate plans and actions.

To advance our net zero action plan, please see: https://plc.pearson.
com/en-GB/purpose/cur-esg-reporting. Our key priarities for 2023
are to drive further change within our supplier network, fully plan our
emissicns reduction strategies, and embed the cost of carbon into
business planning decisions. We will also continue to develop
climate-related opportunities such as new content and products that
educate and inform Pearson's employees and customers on the
threats and challenges from climate change. In 2024, we will also
publish a standalone climate transition plan in alignment with the UK
Transition Plan Taskforce,

Governance

The Board continues to have ultimate oversight of Pearsan's ehimate
change strategy and achievernent of our targets. Sustainability forms
part of the company's strategic non-financial KPls, see page 18. The
Board reviews progress against these targets six times per year. Daily
responsibility is delegated to the Board's Reputation & Responsibility
Committee (RRC). Members of the RRC include the Group Chief
Executive and three Non-Executjves Directors. Our Chief Legal Officer
(the executive leader responsible for the develapment, monitoring
and execution of Pearson's sustainability strategy) is a regular
attendee. Reductions in Pearscn's carbon footprint contribute 1o the
annual Incentive plan for all eligible employees within the
organisation, as detailed on page 88.

The RRC meets three times a year to develop plans for delivering and
embedding the sustainability strategy across the Group (including the
climate strategy). monitor and track progress against plans, suppert
Group leadership and functions on sustainability-related matters,
and discuss recommendations for the Board. Had any significant
actions arisen as a result of our assessment of the climate risks,
these actions would have been taken for discussion and approval to
the RRC.

During the year, we established additional management committees
to communicate progress against chmate-related issues and
implement our cimate transiten plans as follows:

— Asteering group {meeting guarterly and including our Chief
Financial Officer, Chuef Legal Officer and Head of Procurement)
which oversees our overall carbon reduction plan and objectives.
The outcomes of the committee are subsequently shared with
Executive Management.

— Working groups (meeting monthly) which oversee our key
drivers of carbon reductions both at a central and indwvidual
business level, and ensure actions and change are being
implemented successfully,

The sustainability team regularly reports on the work of these
committees into the RRC. For examples of topics the RRC discussed
during 2022 and what decisions were made, please see the
governance section of this report on page 53.

Risk Management

Qur arganisational risk management process provides a framework
for identification and analysis of, and response to, varous forms of
risk, including emerging regulatory requirements related to climate
change. It establishes tolerances for risk and creates processes
intended to mitigate, monitor and manage risks within these
thresholds. Climate-change-related risks are reviewed as part of
the full-year review of the Group's risk profile.

Chmate change does not represent a principal risk for Pearson, but
we have identified the climate transition as an emerging risk.
Emerging risks are those which we believe are well mitigated in the
short term, but may represent a future oppertunity or threat. The
relative significance of climate-related risks in relation to other risks
can be found on pages 43-41 of the risk management report.

During 2022, the results of the latest scenario analysis, conducted
by specialist consultancy, ERM, and described below, were discussed
at the steering group and the RRC, and shared with the Pearson
executive management team for inclusion in its long-term

strategic planning.

Strategy

Paarson’s shift from physical publishing to digital media continues to
shape our environmental footprint. During our basehne year (2018},
our physical book value chain was the largest contributor to our
carbon emissions. Since then, the key elements of book production
(paper, printing and distribution) have declined sharply and
accounted for only 19% of our carbon footprint in 2022; we expect
this trend to continue. This year, we have reduced our emissions by
33% aganst our 2018 baseline, while our products and services
reached mare than 160 million users around the world.
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Sustainability continued

For a description of how we are driving learning for everyone with
our products please see page 32 of this report.

Amid this digital transfermation, we commissicned the specialist
consultarcy ERM to undertake a climate risk assessment to identify
and quantfy the potential impacts of climate change risks and
opportunities on our businesses, strategy and finandial planning.
The analysis ran across multiple time periods up to 2050, to help
us assess the speed of iImpact on our business model of various
scenarios, and to reflect the critical future dates for reducing
carbon emissions.

The physical nisk of Pearson's business was assessed using both the
RCP 2.6 scenario (low GHG ermissions that keep the world below 2 °C
warming by 2100, aligned to current commitments under the Paris
Climate Agreement), and the RCP 7 scenario (high GHG emissions
with average warming greater than 3 °C by 2100). Six physical assets
were assessed for exposure to rmaterial physical risk. These were
chosen because they represent a sample of assets providing a range
of critical Pearson services that, if disrupted, could result in delivery
fallures caused or aggravated by climate physical risks. Each physical
hazard was mapped on a materiality matrix and changes in
materiality fram 2022 present day to 2050 were projected.

Climate-related risks and opportunities

The analysis conduded that Pearson’s business 1s moderately
vulnerable to climate change from physical risks in the medium and
long term. The main areas of exposure are climate-change-driven
extreme heat and water scarcity which may affect the operations of
cloud-based data centres that play a central role in our business
strategy. Some of Pearson's physical locations, such as testing
centres, are alsoc moderately valnerable to wildfires or flooding that
could impact normal business operations. However, we have
business contingency plans, including insurance, in place to reduce
cur potential financial exposure to such impacts,

The transition risk of Pearson’s business was also assessed,

using four scenarios from the |EA's World Energy Cutlock 2021,

(WEQ-2021). The analysis concluded that Pearson is mirimally

vulnerable to transition risk in the 2030 time frame, but risk

increases for longer time horizons across all sk categories.

The main transition nisks include the reputational risk associated !
with the use of carbon offsets, and the increasing cost of carbon

and ethucally sourced paper.

All of the above nisks are largely mitigated by the opportunities also
identified in the analysis. They include the further digitisation of our
business, developing climate-related educational content and
senices, and adopting more ambitious reduction plans as discussed
N pages 36-38 of this report.

Scale of Risk/

Risks/Opportunities Opportunity*

Pearson actions

Physical risks

Tirme frarme - short
Likellhood - pessible
Magnitude of impact - low

Facility or data centre damage due to
flooding and hurricanes

Time frame ~ medium
Likelihood - likely
Magnitude of impact - low

Water scarcity: may affect Pearson globally,
but Pearson's consumption levels are
small overall

increased paper ¢cost due to adverse
weather events

Time frame ~ medium

Likelihood - likely
Magnitude of impact - low

Time frame - long
Likelihood - Iikely
Magnitude of impact - low

“Property updates

Shifting services to afternative locations or servers |
Employees working from home (although this would cause an

increase i office-based nisk)

Insurance cover

Shn’tlng tests tG alternative locations
Rescheduling tests

Moving to digital on-screen assessments
Insurance cover

Consurmpuion levels rernaining minimal

Short-term prlCIl’lg changes reflected In operanonal and .
strategic plans '
Medium-term digital product/services alternatives will be available

Transition risks

Increased servi
efficiency standards in the US and EU

Procurement costs of
sustainably-certified paper

(Increased EU ETS price burden

¢e charges, reﬂectmg bmldmg

Likelihood ~ likely
Magnitude of impact - low

Time frame - medium
Likelthood - hkely
Magnitude of impact - low

Tume frame medlum

Likelihood - possible
Magnitude of impact -
moderate**

Time frame - short

Fixed lease agreements In the shart-term
Selection critena well above building efficiency minimal requirements
for newly leased properties

Praperty strategy including reduction of property area, leasing/
sub-leasing and service charging

Flexible working policy

Paper use reduction based on ongoing digitalisation strategy, and
avalability of digital alternatives
Impraved product design and greater pricing pass-through

Dlgltallsatlom assumes a lower ETS exposure level

Product design and pricing pass-through from pulp and paper mills

Reputational risks tied to offsemngr

“Time frame - long
Likelihood - likely
Magmitude of impact - low

Active plans to reduce the amount of carbon sequestranon/ offsets
required: https:/plc pearson.com/en-GB/purpase/our-esg-reporting,
Currently developing offsetting strategy centred araund partfolio

of hugh quality actiities and projects that remave carbon from

the atmosphere.

Effective communication plans of net zerc progress and
Sequestration strategy
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Scale of Risk/

Risks/Opportunities Opportunity* Pearson actions
Opportunities
“Contirucus decarbomsation of Pearsoris . Vlease refer to the Leading Responsibly section on pages 36-38 of
products and operations through digitisation, this report
energy efficiency, and flexible working policy
Increase in consurmer demand for - Please refer to the Responsible and sustainable conten{us-é&mn on
sustainability-related learrung content page 32 of this report
*Impact scales’
Time frame Likelihood Magnitude of Impact
Short: within 5 years Possible Low: below £5m
Medium: between 5 - 10 years Likely Moderate: £5m - £20m
Long: more tham 10 years High: £20m or above

Time frames were selected in relation (o our 2030 target date.

**Pue to the nature of the risk, and the degree of external variables affecting the matter, it 15 difficuit to meaningfully quantify the nsk. However, If not managed
effectively, costs associated with offsetting carbon emissions which cannot be fully reduced, may lead to decreased margns.

Metrics and targets

Our primary targets are to reduce our absolute scope 1, 2 and 3 carbon ermissions by 50% by 2030 (validared by the Sdence Based Targets initiarive)
using a 2018 baseline; and our internal goal to be net zero by 2030. We have made good progress wath our targets, achieving a 33% reduction in
emissions since 2018. The Leading respansibly pillar on page 36 highlights the steps Pearson is taking 1o achieve our targets. Our full set of
environmental data can be found in the ESG perfarmance tables on pages 221-226, and categories of scope 3 emissions included in our targets are
also detailed in our independent assurance statement, see https//plc.pearson.com/en-US/purpose/our-esg-reporting. Our emissions data can be
summarised as follows;

Our emissions data

U ‘ 2021+ 2022

Scope 1 OO 2.8
Scope 2 (Iocatlon based)

LA
(379834

{Scopes 1,2 market-based and 3) 110.7 95.6

* Figures have been restated to reflect acquisitions, disposals and data improvements, assured by an independent third-party, Corporate Citizenship..

Table of contents

Section Section Page Reference

Governance Board's oversight of climate-related risks and opportunities 66, 78-79
'M’;ﬁl;‘g'é}'ﬁ;;{s"r’é’@'.’h"a"s's';s"s]}}g;i&& ’;.;;;‘.;;g.;g climate-related 'r'.';'k's"'a'.%ﬁ'éi{ﬁ'é'&.}ﬁ}iié; """"""""""""""""""""""""""""""""""""" 39

Strdtegy 777777777 T ”"-Clundle-related rlsks and opportunltles aver the short medlum and Iong t;rm T 364'\
-Impact cxfdlmate related"rls-ks and uppnrlunmes 7 h N T 36-41

-R|5k ma nagement Processes for |dent|fy|ng and assessing climate-related risks 30, 3941, 43-52
“Processes for | managmg dimate-related risks 7 T 3 5-414352
VFntegratlon of cllmate-related nsks mto the orgamsauun s overall rlSk management o 3&-414352
Metncsandtargets mmMetrlcs used tn assess cllm;terelated rlsks aﬁ-d--(:i:portumtles ’ T i T 184‘\221225

18 36-41, 221-226
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Sustainability continued

Non-financial and sustainability
statement

In accordance with Sections 414CA and 414CB of the Companies Act 2006, which outline requirements for non-financial reporting, the table below
signposts to content in this strategic report, relevant to the management, performance and position of the company, and the impact of our activities
in spedific nen-financial areas.

Non-financial matter and relevant sections of Annual Report Page/Link Reference

Business model Business model: Pages 16 & 17
Stakeholders: Pages 26 tc 29

clicies: Addressed in the pages below, with full policies for Pearson PIC available at
Chmate https://plc pearson.com/en-GB/corporate-policies
Resource use Position and performance; Pages 30, 36-41

Risks/opportunities: Pages 36-41

KPIs: Pages 18, 221-226

Social and commuruty matters Policies, Addressed in the pages below, with full policies for Pearson Plc available at:
Drwving learning for everyone with our products https://pic.pearson.com/en-GBrcorporate-policies
Social engagement Position and perfermance: Pages 30-38

Risksfopportunities: Pages 30-38, 43-52
KPIs: Pages 18, 221-226

Employee matters Palicies: Addressed in the pages below, with full policies for Pearson Plc available at:
Employee engagement https//plc.pearsan.com/en-GB/corporate-policies

Investing in talent Position and perfermance, Pages 30-38

Diversity, equity and inclusion Risks/opportunities: Pages 30-38, 43-52

____________ R - . KPls: Pages 18, 221226
Human rights matters Policies. Addressed in the pages below, with full policies for Pearson Plc available at:
Customer welfare (data privacy, security, and safeguarding) https//ple.pearson.com/en-GB/corporate-policies

Empowering our people to make a difference Position and performance: Pages 30-38

Sustainable procurement Risks/opportunities: Pages 30-38, 43-52, 82-83

KPIs: Pages 18, 221-226

Anti-corruption and bnbery matters Policies: https://plc.pearson.com/en-GB/corporate-policies
Position and performance: Page 82
Risks/opportunities: Pages 43-52, 82
KPIs: Page 226

Pearson has a wide range of policies that underpin our sustainability commitments, includmng:

— Pearson Code of Conduct

— Pearson Business Partners’ Code of Conduct (Partner Code)

— Responsible Procurement Policy; and our Human Rights Statement

— Anti-Bribery and Corruption (ABC) Policy; Raising Concerns and Anti-Retaliation Policy
— Pearson's safeguarding principtes (include data privacy/security)

— Global Content and Editorial Policy; Respansible Advertising Policy

The rmplementation of these policies are discussed throughout the repart and in the priar sustainability section
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Risk

Risk management

Effective risk management is essential to executing our strategy, achieving sustainable sharehotder

| value, protecting our brand, and ensuring geod governance.

The table below sets out the Group’s governance structure for risk management.

i Plc Board (oversight) I
— Responsible for the Group's strategy

— Approves the annual budget and long-range financial
plans

— Determines risk appetite in line with Group strategy
— Conducts targeted reviews on key risks

Reputation & Responsibility Committee

[ Audit Committee (oversight) |
{oversight)

— Provides oversight and assurance to the Board
concerning the integrity of the company's
procedures for identifying, assessing,
managing, and reporting on nsk

— (Censiders the company’s impact on saciety and the
communities in which Pearson operates, including
ensuring that risk management processes are in place

— Monitars and evaluates the Group's to manage relevant rnsks

compliance and risk management processes

and contrgl programmes

— Approves the Group risk management
framework

— Approves iternal audit plans

Executive leadership {assessment and mitigation) |
— {Comprises the CEQ, CFO, divisional presidents and
functional heads (including finance, strategy,
technology, direct to consumer, legal and HR}
— Accountable for ensuring that risks are mitigated in line
with risk appetrte

— Responsible for the execution of the Group's strategy

— Responsible for reviewing and approving the principal
risks, mitigation plans and controls

Group risk function (support and report) I

— Prepares the risk management framework — Prepares a consolidated risk view for the executive

— Maintains the Group nsk register and the list of leadership
principal risks — Provides oversight over Group risk management
— Reviews risks with divisions to assess and monitor risk activity

expasures — Reports to the Audit Committee on risks

Senior leadership (identify, assess and mitigate} | [ Technical specialists (identify, assess and mitigate) |

— Functional leaders are supported by technical
specialists who are responsible for risks that require
corporate oversight

— Divisions are supported by expert risk management
tearns that provide operational support, guidance,
policy and advice

— Senior leadership within each business unit is
responsible for implementing risk mitigations
and reparting on net risk

— Risk committees within each dwision assess the
principal nsks and implement further sub-
committees as appropriate for division-specific
exposures

Risk management experts {mitigation and assuraHCEH

— Financial functions, compliance, controis, legal

Personnel across the company are trained in risk management to identify, assess, mitigate and escalate risks.

The Board is ultimately responsible for reviewing management's assessment of the Group's principal risks and setting the Group's
risk appetite.

The internal audit
function
{Assurance)

The internal audit
function is
responsible for
providing
independent
assurance to
management and
the Audit
Committee on the
design and
effectivaness of
internal controls, to
mitigate strategic,
financial,
operational and
rompliance risks.
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Risk continued

Risk oversight

Risks are managed by members of the Pearson Executive
Management team (FEM), erther on a divisional basis or by function
(as set out in the changes in and accountability for prindiple risks
section on pages 45-50).

Risk owners conduct regular risk reviews with their leadership teams,
consulting others where appropriate, including technical experts,
etther within their division or aperating in one of the centres of
expertise. Risk reports are shared with key stakeholders, including
the Enterpnse Risk Managernent team, and are discussed at PEM
team meetings.

The Audit Committee has the delegated responsibility for reviewing
the effectiveness of the Group's procedures for the identificaton,
assessment, management, and reporting of nsk.

Each division Is expected to present an overview of Its risk register to
the Audr Committee at least annuatly and to provide an annual deep
dive on key risks, supported by central nsk team experts as required,
Deep dive sessions are also held with enterprise-wide functions such
as tax, treasury and cyber security.

The Audit Committee uses these deep dive sessions 1o understand
the ngour of management’s risk scanning and to challenge any
judgements being made in response to risks.

The internal audit team provides independent assurance to the Audit
Committee on the design and effectiveness af internal processes, ta
mitigate strategc, financial, operational and compliance risks. Internal
audit plans are aligned to the principal risks but also consider other
key risk areas and other assurances available. Plans are agreed in
advance with the PEM team and the Audit Committee.

Risk environment

The Group operates in markets in educational content, assessments
and gualifications where 1t has held leading positions over several
years and where the businesses and markets have progressively
become more digital.

Factors affecting the markets in which the Group operates include a
growing number of digital learning providers, technological change,
the level of education turtion fees, potential recessions in the UK anad
US, and the high level of inflation in these markets. The Group seeks
to maximise the oppertunities from changing market conditions
while balancing its expansion with appropriate monitoring and
understanding of associated risks.

Our Higher Education division serves learners in the US and
internationally, and performance is dependent on enrclments, the
competitive environment, and chariges in consumption. The Higher
Education division served around 18m learners in 2022; and, as
expected, continued to see learners shift to digital methods of
consumption. We saw growth in Pearson+ paid subscribers and our
Inclusve Access offer, but declines in traditional delvery methods,
particularly print and print/eText bundles.

The Group's Assessment & Qualifications business provides secure
professional, chinical and acadermic examinations. VUE provides
professional tests in a VUE test centre or onling through proctoring,
Dunng 2022, VUE test volumes grew by 168, with particularly strong
growth in IT and healthcare, US Student assessments are typically
awarded as large contracts by states and nation-states, making the
political cliimate an important factor in performance in this area
(quantified by Pearson under the heading accrednation risk).
Performance in Clinical Assessment benefited from good availability
of government funding in 2022.

Growth in the Group's Virtual Learning offering is expected to come
mainly from demand for wirtual schools, driven by a strang national
brand and significant scale.
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The strategies for our English Language Learning and Workforce
Skills dvisions anticipate significant growth. For Workforce Skills,
success in the enterprise-focused Workfarce Solutions area will be
contingent on our ability to sell to enterprises and to provide
employees with a consumer-grade learning experience, backed up by
our ability to assess and verfy skills. For English Language Learning,
growth is expected to come from direct-to-consumer growth with
Mondly, and through increased adoption of the Pearson Test of
English, our market leading language learning assessment.

Risk identification and monitoring

Our risk Identification processes follow a dual approach. Firstly, we
take & top-down view which cansiders strategic risks relevant across
the whole of Pearson. Seccndiy, we take a bottom-up approach at a
divisional or functional level, ta identify and assess a complete list of
each business units risks, with key risks highlighted in management
reporting and in each divisian's long range plan.

Detailed interviews are conducted throughout the year with each
division to assist with risk assessiment and management. Risks are
then ranked according to their likely impact as principal risks,
significant near-term nisks, emerging risks, or other risks,

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

We define our principal risks as those which could have a significant
and ongoing effect on the Group's valuation by reducing the demand
for or profitability of its products and services, Effective management
of these risks is essential to executing our strategy, achieving
sustainable shareholder value, mantaining our reputation, and
ensuring good governance. However, they do not camprise all the
risks associated with our business, and are not set out in priority
arder. Addtional risks not knawn to management, or currently
deemed to be less material, may also have an adverse effect on our
business.

Significant near-term risks are risks which could have a significant
near-term cash impact or affect the Group's short-term results, but
would not be expected to have a significant ongoing effect on
company valuation,

Emerging risks are risks which we telieve are well mitigated in the
short term but may represent a significant future cpportunity ¢r
threat. These inciude company-specific risks and nsks affecting the
MaCro econamy.

Principal risks

The Board of Directors has undertaken a robust assessment of the
current nsks facing Pearson, in accordance with Provision 28 of the
2018 UK Corporate Governance Code. This assessment identified the
following principal risks, as well as a number of emerging risks and
risks which while more modest could have a significant near-term
impact. For each of our principal risks, the tables below 1dentifies:
— the change in the risk over the last 12 months

— movement and outlook for that risk

— management actions

— thelink between the risk and Group strategy

— our risk tolerance

— examples of the nsk

— rnisk‘contagion’, ie, the extent to which ssues In one area could
increase the risk in other areas

— assessed nsk velocity, 1.e., an indication of the speed at which a
risk could materially impact the Group.



Accreditation risk

Description Termunation of accreditation due to policy changes or failure 1o maintain the accreditation of our courses and
assessments Dy states, countries, and professional associations, reducing their eligibility for funding or attractiveness
ta learners.

Movement and outlook  The risk 15 at a moderate (o hlgh !evel due to a desire to reduce and/or reform standardised testing in the UK,
Austrelia and US, as well as increased global political risk.

The outlock 15 for the risk to remain at a similar level for the foreseeable future.

Management acticns 1. Continue ta evolve and enhance security, data and governance standards to ensure the Group meets the requrred
standards rohe an arcredited provddar
2. Complementary acquisitions to support movement into formative assessment.

3. Continue to grow full-service offering, including online proctoring, This helps ta ensure the Group has products
and services that can cater for customers many needs, especially In the global assessment market.

Link to strategy Ensuring we can participate 1n satsfying the growing need for accreditation and certs fication,

Risk tolerance "Low - Pearson seeks to operate in stable, well-regulatec markets with known requirements to be accredited, and then
________________________________________________ __has a low tolerance for taking rnisks which may jeopardise that accreditation.
Examples of risks Palitical and regulatory

Risk contagion "ACcrestatlon risks are hkely to have a financial wmpact ‘but have limited risk of cont_a-a-g-ro“r-\ ------------------------------------------------
Risk velocity “Ifthere were to be ma or Iong “term changes n regu\atlon itis ilke\y that these would occur over a multi- year perlod B

Capability risk

Description Inability to meet our contractual obligations or to transform as reguired by our strategy due to infrastructure or
................................................ organisatonal challenges.

Movement and outlook This risk remains at a moderately high level, due to the execution risk assodiated with delivering the Group's strategy
and high competition for talent, espedially in the technology space.

Key initiatives during 2023 include the launch of a new integrated product in workforce, realisation of synergies with
our Mondly language learning offering, and the further development of functionality and content on Pearson-+.

The risk is expected to remain at a similar elevated level for the next 12 months as key new reguirements of the
strategy are implemented.

Management actions 1. Riskratings are applied to each system and plans put in place to maintan system upt\me ‘and recovery plans are
in place in the evenit of downtime to allow customers to maintain as much functionality as possible or to get back
online a5 sacn as possible.

2. Each division conducts ongoing reviews of its key systerms and implements updates and remedies where
necessary.

3. Regular patching, activity, employee training and security measures such as multi-factor authentication help to
ensure the stability and security of key Group systems.

4. The divsional structure allows decisions to be made by those closest to each market, to speed inngvation and
responsiveness.

5. The Group tracks employee engagement and has a significant focus on employee learning and development to
help retain key talent. Senior management has undertaken leadership capability assessments and changes have
been made to enhance capability, including new hires and development training.

6. Acquisitions such as Credly and Mondly have been made to build the Group's capabiiity in key strategic areas, such

777777777777777777777777777777777777777777777777 __as Workforce Skills and direct-to-consumer language learning.
Link to strategy Capaimhty relates to the three priorities to unlock growth:

— Consumer-focused and data-led approach
— Portfolio and organtsational structure
— Talent and culture

Risk tolerance Medium - the Group aims to ensure it has the capability to deliver strategic objectives, requiring strong coordination
e ENd planning, but without stifling innovation.
Examples of risks Business transformation and change
Talent
IT resilience
Risk contagion Fawluresmcapabrllty could result in increased reputation and responsibility risk and failures to meet custemer
_________________________________________________  expectations.
Risk velocity Failures of capabl\lty could Impact within a six-manth perlod
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Risk continued

Competitive marketplace

Description

Movement and outlook

Management actions

Risk velocity

Significant changes in our target markets could make those rmarkets less attractive. This could be due to
significant changes in demand or in supply which impact the addressable market, market share and margins (e.g.,
changes in enrolments, iInsourcing of learning and assessment by CUstomers, open educational resources, a sthuft

This risk continues to be significant in our Higher Education business due to declining enrolments and competmon
fram non-mainstream publishers, including open educationat resources. In our other divisions, the risk remains
moderately hugh, due to the pace of innovation and increased competition, although market growth provides some
mitigation,

The risk is expected to remain elevated for the next 12 months, due to the level of competitar activity being observed,
as well as continued investment in educational technology.

1 The Group's Assessment & Quallﬁca‘uons and Virtual Learnlng businesses, as service businesses, have 4 pamcular
focus on working in partnership with customers, including IP owners, to ensure that their needs are being met,
resulting in high retention rates on the long-term contracts N place.

2. The Group invests in emerging and matunng technologies to lead and respond to changes in market dynamics.
Examples inciude online proctoring and digital-first scoring in assessments and gualifications, and wirtual reality
language learning in Mondly.

3. The Group's strategy is to address learners wherever they choose to learn, reducing reliance on learners choosing
particular institutions. Direct to consumer offerings such as Mondly and Pearson~ can be accessed via
smartphone by anyone, while the developing Workfarce Skills division addresses learners in the workplace. This
complements cur existing businesses such as Higher Education and US Student Assessment where the Group 1s
ntroduced to learners through their college or schoal.

4. Competitive analysis is undertaken to monitor and respond to competitive threats, with decentralised teams able
to mabilise quickly to maximise opportunities and manage nsk.

5. Subscnpnon product Iaunches mcludlng Pearson+, \mprove the custormer value proposition.

— The nse in enfine and digital tools for schools and education
— The workforce skifls gap
— The growing need for accreditation and certification

Mediurm — This is a ttrateglc risk assaciated with successfully selecting attractive global opportunities and seizing them
Pearson seeks to lead the shift to digital ways of learming and consequently to maintain strong market posmons

— Substitutes
— Product differentiation
— Consumer Iearnlng preferences

The changes in the global learning market over a four-year pericd are expected to be significant. The pace of these
changes is uncertain but could be rapid, especially given the significant disruption and innovation since the spread of
COVID-19,
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Content and channel risk

Description Failure © select content and delivery channels to conveniently deliver anticipated learning, resulting in loss of sales.

Movement and outlook  The risk remains at a moderate level, This is due 1o the increasing commoditisation of content, requiring continuing
developrment of both content and the method of delivery to be able to provide differentiated products and services,

The risk is expected to remain at a moderate level for the next 12 months, given the aongoing prolferation of methods
for learners to choose for their learning and, the fundmg stll avanlable for educatipnal technology businesses.

Management actions 1. Increasing use o mteramvaty and multi-channel comtent particularly on Pearsori+ including by offering podcast
content and videos (Pearson+ Channels).
2. Continuing focus on efficacy ta ensure that Pearsen products and services help the learner achieve better
nLifrnrmes
3. Actions to reduce piracy and to manage and enforce intellectual property rights.

4. Investment in acquisiions offering new methods for testing or delivering content

Link to strategy Managing content and channel risk helps achieve our offering of high-quality, afferdable products which lead to better
access and outcomes.

Risk tolerance Medium - This is a straregic risk and Pearson should be rewarded for successfully developing and delivering products
and services that consumers value. Some risk 1S accepted (o ensure the consumer remains at the centre of what we

e dD S— -

Examples of risks ~rrellectual property protection

— Method of delivery
— Balance of content creation and content purchased

Risk contagion Failure to deliver high-guality ar'id engaging products and services may have an impact on reputation and
mer expectations.

ue to fonger-term contracts or ime requrred for mstructors or cansumers themselves to learn how to use the
new products and services, the impact of changes would have some short-term impact, but s more likely to be fully
felt over the longer-term.

Risk velocity

Customer expectations

Description Rising end-user expectations increase the need to offer differentiated value propasitions, risking margin pressure to
e meet these expectations and potential loss of sales if not successful.
Movement and outlook  The risk is stil at a moderate level, with an expectation from consumers of an increasmgiy hlgh quaiity and engagmg
Lser experience,

The cutlook is similar for the next i2 months, with EXpECtatiOﬂS I'iSIi"Ig iri line with other industries.

Management actions Consumer act!\nty is reviewed via a network of Cam pus ‘Ambassadcrs, as s well as lezrner surveys, net promoter scores
and external reparts

Sales teams regularly meet with faculty members, and content and editorial surveys are completed.

The group's direct to consumer offerings of Mondly and Pearson+ provide valuable insights about usage to help keep
pace with changing customer expectations.

Qur service businesses conduct regular reviews with customers 1o ensure that their expectations are well understood
and met and where gaps arise, steps are taken to address these concerns.

Link to strategy Forus on direct to consumer will help to successiully meet customer expectations Direct-to-consumer underpins our
five business divisions.

Risk tolerance Medium - This is a strategic risk and Pearson should be rewarded for successfully developing and delivering products

and services that consumers value. Some risk is accepted to ensure the consumer remains at the centre of what we
T e ,,do JRE— R
Examples of risks — Customer. experience

— Data architecture and usage

— Accessibility
Rlsk contaglon Failure to produce products and services meetmg ‘customer expectations could also impact reputation and

7777777777777777 responsibility nsks.

Risk velocity Typically, one to three years, as long-term contracts run off.
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Risk continued

Portfolio change

Description

Movement and outlock

Failure to effectively execute desired or reguired portfolio changes to promote scale or capability and increase focus
on key divisicnal and geographic markets, due to either execution failures or inability to secure transactions at
AP O A VAl Al O,
The rsk has increased in the last 12 months as the Greup has made key strategic acquisitions such as Faethm,
Mondly and Crediy, which have been integrated within the company, and with the forthcoming acquisition of PDRI due

to complete in H1 2023,

The risk is expeacted to remain high in the next 12 months as these transactions are executed and the integration of
recent acqulsmons continues.

"1 investment plans included in strategic plans, aigning requirements with divisional structure.

2. Anexperienced Corporate Finance team to execute transactions, supported by a dedicated post-deal Operations
team who oversee the integration and ensure that the required value is achieved.

3. Pearson Ventures allows Pearson to take stakes in early funding rounds supporting growth through innovation
stages that could potentially be leveraged for the wider Group.

Risk velacity

" Medium - The Group seeks to balance carefully the oppomumty ta achieve growth throug

or scale with the execution risk of portfolio change.

— Identffication of requirements
— Achiewing value on acquisitions/disposals
— Integratlon of acquwsmons

Failures in managmg portrollo ¢ ange could impact capabﬂﬂy and the abwhty to meet customer expectations,

The speed of achlevmg the full benefits of an acqursition will vary depending on the size and scope of the acquisition,
but typically from six months for a simple smali acquisition to two years for a larger complex transaction.
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Reputation & responsibility

Description The risk of serious reputational harm through failure to meet obligations to key stakeholders. These include legal and
regularory requirements, the possibility of serious unethical behaviour and senicus breaches of customer trust,

Movement and outlook The Group's aimis to cperate in a h|gh|y reputable and responsmle manner and so we intend to maintain strong
mitigations to reputation and responsibility risks. However, numerous threats exist including from those who seek to
do harm to the Group or to its customers, including nation-state actors, organised criminal rings, and ransomware
attackers, so constant vigilance is required.

The risk1s considered te be at a moderate to high level, increased since the last year end due to the generat intreased
proliferation of cyber security and data privacy events and the businesses increasing online presence as well as the
romplexity nf navigating different regional regulatory environments,

The Group has continued to implement and follow proposals made by the company's advisers in relation to a
2018 cyber secunty incident in connection with its AIMSweb 1 0 software, which resulted in a settlement with
the US Securines and Exchange Commussion (SEC), including an obligation to pay a civil penalty of $1 millon agreed
on 16 August 2021

edicated risk management teams roughout ‘the orgamsanon ‘monitor and respond to key risks. These teams
provide regular updates to senicr management and report 10 the Reputation & Responsibility Committee or Audit
Committee as relevant,

2. All staff are required to undertake training on educationat policy, how to identify cyber threats and data privacy,
amongst ather topics.

3. The Group makes significant investments to ensure high levels of IT resilience and to ensure it has tools in place to
repel cyber threats and safeguard customer informatian.

Management actions

4, Cyber secunty and data privacy are topics which are always reviewed as part of the divisional risk ceep dive
exercises undertaken and reported to the Audit Committee. This work tughlights any issues which have arisen and
the relative vulnerability of platforms and software.

5. Strong financial controls are in place which are monitored by the contrals steering committee and compliance
teams as well as local management.

6. Reviews are undertaken after incidents and significant near misses to allow lessons to be learned and any remedial
actions put in place. internal Audit are asked to provide assurance around remediation actions for key risks in a
tmely rmanner

Link to strategy Qur reputation and commitment to behaving responsibly underpin aur strategy to be a trusted partner far
CONSUMErs, busmesses and educators.

Examples of risks — Compliance with laws and regulations
— Cyber security

— Data privacy

— Safeguarding

— Test failure

— Use of third parties

Risk contagion Significant fallures 10 this area could increase Pearson's capability and accreditation risks and weaken our position in
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, the COMPEUIVE MarkeUDIaCe, e e e
Risk velocity Reputational risks cauld impact within a six-month period.

Annual report and accounts 2022 Pearson ple 49



Risk continued

Changes in and accountability for principal risks

For each of our principal risks (shown in bold), the table below lists the accountable seniar executive(s) for each sub-risk. Changes in accountability
since 2021 are marked in the table:

Risks Accountability Change since 2021
Accreditation risk

Political and regulatary Chief Legal Officer and Dwisional Presidents No

Capability risk
“Blsiness resilience Chiief Legal Officer and Oivisional Presiderts ves T
Business transformation and change Divisional Presidents and Chief Executive Officer ~ No
Mresiience T Dwisional Presidents é"n"dE’h".é'f'i}%fé?n'%éiié'h'6’#.&!{ """""""""""""""" No
Safetyandcorporatesecurlty """""" Chief Legal Cfficer and Divisional Presdents ves T
Talent T Oivisional Presidents and Chief Human Resources Officer No

Competitive marketplace risk

Su stitutes

Content and channel risk

Effective method of delivery (podcast, video,
test, in-person, anline)

Products and services - effectwe investment
in own and third-party content

atnon Vs content purchased

Balance of co

Customer expectatlons risk

‘Data architecture and usage Chief Data Officer and Divisional Presidents No

Portfolio change risk

Identication of requirements Chief Executive Officer, Chief Financial Officer No
ang Chief Strategy Officer

Integration of acquisiuons Chief Financial Officer No

Reputatlon and responsibility nsk

Test falure ”WWWAsse sment & Qualifications, English Language Learning and No

Workforce Skills Divisional Presidents
Data privacy T Chief Legal Officar and Divisional Presidents No
‘Use of third partes " Chief Financial Officer and Dwvisional Presidents No
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Significant near-term and emerging risks

The main near-term and emerging risks are shown in the table below, which also notes accountabilities and where the risk represents a change since

the previous year.

Risks

Description

Classification and ch_.;.-mge

Accountability since 2021

Climate transition Costs associated with offsetting carbon ermissions which

‘covio-1a

Recession

‘Supply chain

War in Ukraine

cannot be fully reduced may lead to decreased margins.
Expectations around climate change commitments and
measurements change on a regular basis.

The risk of future long-term LOUVID-14-related lockdowns
affecting multiple Pearson major markets appears ta be
subsiding. These markets appear to have high levels of
acguired immunity and the political desire for lackdowns
has reduced. Consequently, while the risk remains it is
seen as having less patential to have a significant impact.

High global inflation risks increasing the cost of production
far Pearson, which the Group may not be able to fully
pass on.

enterprise and consumer budgets, reducing demand for
our products and services. This has particular potential to
negatively impact our English Language Learning and
Workforce Skills divisions, unless disruption in the labour
market encourages more pecple te retrain.

Our Higher Education division has histoncally been
counter-cyclical due to the link between unemployment
and learning needs, although it is not known whether this
will be the case in the future.

Our Assessment & Qualfications and Virtual Learning
divisions typically benefit from long-term contracts, often
with state funding, and so are less likely to be affected in

may lead to business interruption it not tully planned for
and mitigated.

Brazii could lead to significant one-off costs or benefits in
_thenearterm.

by numerous countries, and as a result the Group closed
it's Russian operations during 2022, Pearson's operations
in Ukraine are small and so any related disruption would
be expected to have an immaterial impact on Group
sales, profits and cash. However, an escalation of the
conflict could lead to a material risk if extended beyond
those countries.

_ Chief Executive Officer

'sruption at ports globally and chaflenges for supgliers  Chief Financial Cfficer and

This has resulted In sanctions being imposed on Russia  Chief Executive Officer

Chief Legal Officer and Divisional
Presidents

Emeraing risk. No change.

Chiel Execulive Officer
change,

Chief Finar‘nC|a|"E).f'f'\EéVr”arﬁé 77777777777777 EmergmgrrskNochange
Dmsionat Presidents

New emerging risk.

“Emerging risk No charge.
Divisional Presidents

Chief Financia Of'frwrcreﬂr'

ignificant near-term risk. No
change.

" Emerging risk No change.
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Risk continued

Risk assessment of prospects and viability

Corporate planning process

The Board assessed the prospects of the company using the
company's long-range plan, reviewing going concern over the period
to 30 June 2024 and viability ta 31 December 2026. In 2021 a
five-year strategic plan was produced with financials, which was
revised and updated during 2022, to cover the remaining four-year
period, as the group focusses on executing its strategy. Pearsomn's
strategic planning process is discussed by the Board at least annually
and represents the time over which the company can reasonably
predict market dynamics and the impact of additions to the

product portfolio

The strategic plan takes account of a range of facters including
rarket conditions, the likely impact of principal risks to the Group,
product and capital investment levels, as well as available funding.
Pearson's strategy and business mode! are discussed in more detail
on pages 12-17.

Gaoing concern

Bisclosures relating to the going concern process can be found in the
Durector's report on page 120.

Viability assessment approach and outputs

Base case long term plan

In considering going concern and the viability of the company, the
four-year plan was used as the base case madel for assessment.
Sales, profits, and cash are forecast to grow 1in the base case
Management's financal expectations by division are shown on page
21. Management would also expect the company to remain
profitable and cash generative beyond the period of assessment.
Ligquidity model

As 31 December 2022, the graup had available liquidity of £1.4bn
comprising central cash balances and its undrawn $1.19bn Revolving
Credit Faciity (RCF) which matures in December 2026. The RCF was
reduced to $1 billon in February 2023 and the same time the
documentation was updated to allow Pearson to reguest that the
facility be extended by a further year. The first of these options is
exercisable in December 2023 and the model conservatively
assumes that only seven of the group's eight banks agree to extend
the facility to February 2027. The madel also assumes that the PCRI
acquisition completes in H1 2023, and downside scenarios
conservatively assume a further capital allacation outflow of £350m.

Severe but plausible downside model

A severe but plausible model was prepared based on the base case
adjusted for the probability weighted impact of all principal nisks as
well as other significant nisks. The net impact of the risks modelled
was to reduce adjusted operatng profit by around 30% in each year.

uUnder the severe but piausible downside case, the company would
maintain comfortable lguidity headroom and sufficient headroom
against cavenant requirements during the period under assessment,
That is, even before modelling the rmitigating effect of actions that
management would take if these downside risks were to crystalise.
Such measures could include discretionary cost cutting measures,
refinancing debt, reducing dwidends, reducing the size of the
theoretical capital outflow, and reducing investment.

Reverse stress test

A reverse stress test was modelled to determine the reduction in
adjusted operating profit versus the plan that would be required to
exhaust liquidity {as this was shown to require a lower profit
reduction than would be required to breach covenants) The
conseguences of exhaustng liguidity would mean that the Group
would no longer be able to service its debt.
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A reduction in adjusted operating profit of over £300m in each of the
four years of the model would be required. significantly more than
the severe but plausible model, before allowing for potential
mitigation strategies available.

Conclusion

Based on the results of these procedures, and considering the
company's strong balance sheet, the Directors have a reasonable
expectation that Pearson will be able to continue in cperation and to
meet its liahilities as they fall due over the four-year period ending 31
December 2026, Further details of the Group’s liquidity are shown in
the ‘Financlal Review page 24.

Below are the inputs included in the severe but plausible scenario.

Accreditation Risk

— Risks asscoated with potential pobtical and regulatory changes in
School Assessments

— Risks associated with potential political and regulatory changes in
Virtual Schools

— Lass of Pearson Test of English recognition in Australia
Capability Risk

— Additional costs to recruit teachers and students due to
market conditions

— Capability challenges in sales and technology reduce sales and
resultin increased costs
Competitive Marketplace

— Revenue declines in Higher Education due to enrolment and
competition pressures

— Pearson Test of English declines due to lower immigration
— Competition from lower cost proctoring offerings

Content / Channel Risk
— Additional costs to ensure accessible cantent
— Loss of sales due to poor choice of content and/or channei

Customer Expectations

— Addiional costs to provide higher than planned functionality and
level of user experience

Portfolio Change

— Falure to achieve anticipated acquisition synergies

Reputation and Responsibility

— Potential cyber and data breaches negatively impacting
reputation on an ongoing basis

— Potental safeguarding incidents negatively impacting reputation
on an angoing basis
Recession and inflation

— Potential forincreased costs and lower sales because of a weak
macro environment
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Chair's Letter

Image removed

"A focus on strategic clarity,
operational discipline and

sustainable success for the
benefit of all stakeholders.”

Dear shareholders,

Itis 2 pleasure to introduce our Governance Report for 2022 1In my
first year as Chair, | have drawn great confidence from the disciplined
approach ta governance at Pearson, and the high calibre of our
Board mempers. Their expertise and integrity have helped to cement
our strong finandial position in 2022 and to advance our purpose’ 1o
add life to a lifetime of learning.

Strategy and performance

The Board has been heavily engaged with the management team in
overseeing the implementation of our growth strategy, with a
particular facus on embedding operational discipline around the new
business divisions. This has helped to ight-size’ the business and
achieve significant efficiencies that have accelerated our margin
improvement expectations.

A highlight of 2022 was the completion of the first year of Pearson+.
with 4.8 million registered users in that full calendar year, itis an
impaortant milestone in our journey to realise a digital ecosystem for
lifelong learming. Developing our workforce skills strategy has been
another prionty for the Board in 2022. With more than 2,000
enterpnse learning clients, it 1s the next big opportunity for Pearson
to support employers and employees through Assessment &
Qualifications, Workforce Skills, and English Language Learning.

The Board also continued to reshape and refine Pearson's portfolio
in support of our strategy through both acquisitions angd divestitures.
In 2022, we acquired consumer language learning app Mondly, a
cornerstone of our direct to consumer approach in English Language
Learning - you can read more about this acquisition and the Board's
consideratians in relation to it on page 69. Ancther consumer-
focused acquisition was the digital credentials platform Credly,
through which we are tapping into the vast and growing focus for
learners to be able to evidence their achievements and progress
through digeal certification. It is also valued by employers to
encaurage skills development in their workforces and hasissued
more than 50 million credentials, with some 70,000 new joiners a
week. Additionally, the Board oversaw the sale, through & number

of transactions, of much of our K-12 publishing businesses in
Internanonal markets,
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The Board was instrumental in assessing and responding to three
unsohcited takeover approaches to the company from investment
firm Apollo Global Management. After careful consideration, the
Board voted unanimously to reject the approaches as we believed
they all significantly undervalued the company. We thank you, cur
shareholders, for your support in the Board's position.

The Board continued to pay close attention to maintaining a strong
finanaial position, which enabled us to increase the dividend in 2022,
in line with our progressive dividend policy. We were also able to
launch a £350m share buyback programme, while remaining well
placed to pursue strategic opportunites as they arose, such as the
announcement in December of our proposed acquisition of
Personnel Decisions Research Institute (PORI, which we ook forward
to completing subject to receiving the refevant clearances

As part of monitoring execution and performance, the Board
regularly receives a dashboard that allows Directors to monitar
progress on Pearson's financial and strategic priorities, supported by
agreed indicators and milestones identified as key measures of
performance. While we work toc embed the strategy, we will continue
to refine this dashboard to ensure it includes the nght key
performance indicators (KPls) to monitor our progress. You can read
more about those KPIs on page 18 of this annual report.

The Board's aversight of performance and nisk is underpinned

by the excellent work of our Audit Committee, which you can read
more about on pages 80-87, including a number of strategic risk
deep dives and a particular focus on data privacy and cyber security,
as well as overseeing the important matter of our external audit
transition in 2022.

Sustainability, stakeholder engagement and culture
As the world's leading learning company, Pearson recogrises its
enormaous potential to make a positive impact on people and the
planet, as outlined in our environmental, social and governance (FSG)
framework, which you can learn more about on page 30. The
Reputation & Responsibility Committee has primary responsibility for
monitaring and inputting into Pearsomn's sustainability strategy and
initiatives on behalf of the Board, with more on this described in the
Committeg’s report starting on page 78.

Understanding the views and priorities of all our stakeholders is key
to running a successful, sustainable company that meets the needs
of learners, educaters, governments and employers. You can read
more about the Board's engagement activiies in the secuon
Understanding our stakeholders on page 67. The Board has engaged
extensively with our larger shareholders regarding Pearson's
proposed new Directors’ remuneration policy to be tabled to
shareholders at the 2023 AGM, More information on remuneration
and the Board's engagement wark, through the Remuneration
Committee, 15 included in the Directors’ remuneration report starting
on page 88.

Our Employee Engagement Network remained a valuable forum for
the Board to hear employee views in 2022, supported by our Board
members Sherry Coutu and Annette Thomas. Read more about this
engagement, and plans for evolving the Board's engagement with the
warkforce, on page 68. Promoting a diverse and inclusive workforce
enviranment throughout Pearsan remains a Board priority and
relevant KPIs form part of the regular dashboard reviewed by the
Board. We have accelerated our progress on improving our
workforce diversity, but we also recognise there is more to be done.

Talent development and succession planning are also cngomg
thermes In the work of the Board and its Committees, and the Board
runs a mentoring programme to support senior talent. The Board
has been working with All Bebo, Pearson's Chief Human Resources
Officer, to assess our culture and employee engagement levels. It1s
also supporting the executive managemeni team to drive a culture of
performance and accountabifity throughout the erganisation, which
is cavered in more detall on page 65.



Board compagsition, succession and evaluation

As a Board, we pride ourselves on the diverse backgrounds,
perspectives and skill sets of our Directors, whose range of expertise
includes digital and direct to consumer strategy and business
models, sustainability, education and workforce learming, and
leadership of global, complex organisations through periods of
transformation and disruption, as well as, of course, financial
acumen | am excited to contribute my own leadership experience
from Twitter, Google and other tech businesses. You can read more
about the Board's skills and experience on page 75.

Mowe appaintments duning 20271 and 20272 cienificantly enhanced rhe

diversity of our Board, as you can see on page 59. We will continue to
monitor the Board's compaesition to ensure we maintain the range of
skillsets and perspectives needed to support the company's strategy

and complement our succession planning.

I would like to take this opportunity to thank my predecessor Sidney
Taurel, who fed Pearson with distinction for six years, steering its
restructuring and digital transformation. Under his tenure, Pearson
became a more streamlined, agile and interconnected company,
and he leaves us with a strong strategy and a balance sheet primed
for growth,

Likewise, on behalf of all Directors | extend our gratitude to Linda
Lonmer, who reached nine years with the Board in 2022 but, as
explained last year, has stayed on until the 2023 AGM to support
a smooth handover to our new Board members. As Chair of the
Reputation & Responsibility Committee and a memiber of the
Audit Committee, Linda has been a resounding vaice of wisdom
and independent judgerment, supported by her insight from 40 years
serving in higher education. We send Linda our very

best wishes for the future. | am delighted that Annette Thomas
has agreed to succeed Linda as Chair of the Reputation &
Respensibility Committee

Esther Lee joined the Board as a Non-Executive Director in early
2022, bringing significant experience through executive leadership
rotes with global consumer-facing brands. Already, she has made a
strong contribution to the Board and as a member of our
Remuneration and Nomination & Governance Committees, Bath
Esther and | greatly benefited from the induction processes
orgarised for us upan joiming Pearson, which are described further
on page /0.

The Beard is fully engaged in planning for future retirements, and
closely monitors the evolution of skill sets needed to drive the
company forward. More detail about the Beard's succession planning
can be found in the Nomination & Governance Committee report on
pages 74-77.

i was pleased to lead the annual Board evaluaticn process in 2022,
which 1s described on pages 71-73. This provided a wonderful
opportunity for me to obtain an overall picture of the Board's
dynarnics and views. We have a robust governance appreach that will
e the bedrack of delivering our strategy. At 3 time of pivotal strategic
development for the company, | have worked with the Board to
assess Board and Committee cadence, to empower the Committee
Chairs to drive their agendas and to support the Board's
opportunities to engage In rich strategy discussions, while also
ensuring a focus on operational excellence,

As part of this, we have reviewed the remit of each Committee and
how we collaborate on crganisation-wide topics, such as culture and
sustainability - more detail on the Board and Committees’
collaboration on ESG oversight is set out on page 66, as part of our
explanation of how the Board is kept informed on relevant matters.

Conclusion

I hope this report explains clearly to you how Pearson is run and how
we align governance and our Board agenda with our strategic
direction. Shareholders are always welcome to put their guestions or
teedback to us, either via our website (www.pearsonplc.comy or al
our AGM, Once again this year, shareholders will be able to join us
and vote at our AGM either in person or virtually. Details will be
included in the forthcoming AGM notice.

It only remains for me to thank our shareholders for their continued
support and interest in this fantastic company. It has been a privilege
to step into the rote of Chair and | ook forward to mantaining our
stakeholders' confidence as we seek to capture Pearson's enormous
growth potential as a lifelong digital partner for learners everywhere,

Omid Kordestani
Chair

Compliance with the UK Corporate

Governance Code

The principles set out in the UK Corporate Governance Code (the
‘Code’) emphasise the value of geod corporate governance (o
the long-term sustainable success of listed companies. The
Pearson Board is responsible for ensuring that the Group has in
place appropnate frameworks to comply with the Code's
requirements. This governance report and the strategic report
set aut how Pearson has applied the principles of the Code
throughout the year,

The Board believes that during 2022 the company was in full
compliance with all applicable principles and provisions of the
Code, save that, as described last year, Pearscn is not fully
comphant with Prowvision 36 of the Code on the basis that the
shares awarded under the Chief Executive's co-investment award
made 1n 2020 are subject to a post-vesting holding period untl
31 December 2023, rather than the total vesting and holding
period of five years or more required by the Code. Further detail
is provided in the Directors’ remuneration report.
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Board of Directors

Leading the way

Pearson Board members bring a wide range of experience, skills and
backgrounds which complement our strategy.

All Board members have strong
leadership experience at global
businesses and institutions.
Qur Board members’
biographies illustrate the
contribution each Director
makes 1o the Board by way of
their individual experience.

Key to Committees

© -udic

@ Normination & Governarice
@ Reputation & Responsibility
o Remuneration

O Committee Chair

Current notable comrmitments
reflect other listed company
directorships and full-time or
executive roles

@

Q
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Omid Kaordestani

Andy Bird, CBE

Sally johnson

Chair Chief Executive Chief Financial Officer
Aged 59 Aged 53 Aged 43
Appointment

First appointed to the Board
1 March 2022
Chair since 29 April 2022

First appointed to the Board
1 May 2020

Chief Executive Officer since
19 October 2020

Chief Financia! Gfficer since
24 April 2020

Skills and experience

Ommid is an international
businessman whoa serves onthe
boards of Klarna Bank AB and Klarna
Holding AB and s a Council Member
for Balderton Capital. He was
Executive Chair of Twitter, Inc,
between Qctober 2015 and May
2020, and a Board Member until
Qctober 2022. From August 2014 to
August 2015, Omid served as Senior
Vice President and Chief Business
{Officer at Google and previcusly
fram May 1599 to April 2009 as
Senior Vice President of Global Sales
and Business Development. From
1995 to 1999, Omid served as Vice
President of Business Drevelopment
at Netscape Communications
Corporation. Prior o joining
Netscape Communications
Corporation, Cmid held positions in
business development, product
management and marketing a1 The
3D0C Company, Go Corporation and
Hewlett-Packard Company.
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Andy has a long and distinguished
career spanning over 35 years

in the media industry, and he

is an accomplished, strategic
leader of global consumer
content businesses.

Most recently, he spent 14 years
working for The Walt Disney
Company, joining the business as
President of Walt Disney
International in 2004 before being
appointed Chair in 2008. He held this
role 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. in addition, Andy worked
to establish the iconic brand in
China, through the creation of
Disney English, teaching English
language to local families through
immersive learning experiences.

Prior to Disney, Andy worked in a
number of senior pesitions at AOL
Time Warner, and spent the earlier
part of his career at Piccadilly
Radio, Virgin Broadcasting
Company, BSB Music Channel,

Big & Goad Productions, and
Unigue Broadcasting.

Sally joined Pearsonin 2000 and has
held various finance and operations
roles across the business, both ata
corporate level and within the
divisions, including The Penguin
Group. She brings to the Board
extensive commercial and strategic
finance experience as well as
expertise in transformation,
treasury, tax, risk management,
business and financial operations,
investar relations and mergers

and acquisitions. She has held
various senior-level roles across
the business, most recently as
Deputy CFO of Pearson. Sally is a
member of the Institute of
Chartered Accountants in England
and Wales and trained at
PricewaterhouseCoopers.

She was alsc a Trustee for the
Pearson Pension Plan from

201210 2018.
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Sherry Coutu, CBE

Non-Executive Director
Aged 59

Esther Lee

Non-Executive Director
Aged €4

Linda Lorimer

Non-Executive Director
Aged 70

Graeme Pitkethly

Non-Executive Director
Aged 56

Appointment

Non-Executive Directar since
1 May 2019

Non-Executive Director since
1 February 2022

Nan-Executive Director since
1July 2013

Non-Executive Director since
1 May 2019

Skills and experience

Sherry is a seasoned non-executive
director with extensive pic
experience in the financial services,
technology, and education sectors
where she has held numerous senior
leadership positions, including Chair,
Senior Independent Director, and
Chief Executive Officer, Prior to her
portfolio career, Sherry founded
several technology companies and
invested in 70 companies and five
venture capital firms,

Presently, Sherry serves as the Chair
of Workfinder, a technology start-up
specialising in Al-based recruitment
services, and Raspberry Pi, a
computer company. Sherry’s
previous non-executive director
experience includes the London
Stock Exchange Group plc, DCMS,
2copla ple, and RM pic. She has also
served onthe Advisory Boards of
LinkedIn, the National Gallery, the
Royal Society, and NESTA.

Esther brings significant experience
to the Pearson Board through her
prior executive leadership rolesin
developing customer strategies to
drive growth, global marketing and
branding; driving digital
transformation; and building
high-perfarmance teams,

She has a long track record of senior
leadership roles working for global
consumer-facing brands, Most
recently, she served as Executive
Vice President - Global Chief
Marketing Officer at MetLife Inc.
Previously, Esther served as Senior
Vice President - Brand Marketing,
Advertising and Sponsarships for
ATET, and she has served as CEO of
North America and President of
Global Brands for Eura RSCG
Warldwide. Prior to that, she served
for five years as Global Chief Creative
Officer for The Coca-Cola Company.

Esther Is a Board member at
The Clorex Company where
she chairs the Nomination

& Governance Committee.

Current notable commitments

The Clorex Company
{Non- Executive Director)

Linda is currently a Senior Advisor at
the Boston Consulting Group and
has spent almost 40 years serving
higher education. She retired from
Yale in 2016 after 34 years at the
university where she served inan
array of senior pasitions, including
Vice President for Global and
Strategic Initiatives, She oversaw the
development of Yale's online
education division and the
expansion of Yale's international
programmes and centres. During
her tenure, she was responsible for
many administrative services,
ranging from Yale's public
communications and alumni
relations to sustainability, human
resources, and the university press.
She also served onthe boards of
several public companies, including
as Presiding Director of the
McGraw-Hill companies. Lindaisa
member of the Board of Yale New
Haven Hospital, where she chairs the
MNomination & Governance
committee, She also remains on
several consequential advisory
committees at Yale University.

Graeme is the Chief Financial Officer
and a Board member of Unilever. He
joined Unileverin 2002 and, prior to
his appeintment as the CFO, was
responsible for its UK and Ireland
business. He alsc held a number of
senfor financial and commercial
roles within Unilever and spent the
earlier part of his career in seniar
corporate finance roles inthe
telecommunications industry.
Graeme served as Vice President of
Financial Planning and Vice President
of Corparate Development at FLAG
Telecom and started his career at
PricewaterhouseCoopers. Graeme /s
aVice Chalr of the Task Force on
Climate-Related Financial
Disclosures, a Member of the
Strathclyde University Centre for
Sustainable Development and is a
Chartered Accountant.

Current notable commitments
Unilever plc (Chief Financial Officer)
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Board of Directors continued
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Tim Score

Deputy Chair and Senior

Independent Director
Aged 62

Annetie Thomas

Non-Executive Director

Aged 57

Lincoln Wallen

Non-Executive Director

Aged 62

Appointment

Non-Executive Director
since 1January 2015

Senior Independent Director
since 30 April 2021

Deputy Chair since 29 April 2022

Nan-Executive Directar
since 1 October 2021

Non-Executive Director
since 1 January 2016

Skills and experience

Tim has extensive experience of the
technology sector in both developed
and emerging markets, having
served for 13 years as CFO of ARM
Holdings ple, the world's leading
semiconductor IP company. He is an
experienced Non-Executive Director
and was appointed as a Non-
Executive Director of Bridgepoint
Group PLCin 2021, alengside his
roles as Chair of The British Land
Company plc, a Non-Executive
Director of the Football Association,
and a Trustee of the National
Theatre. Tim has garnered extensive
financial and listed company
experience during previous and
current positions. He served on the
board of National Express Group ple
from 2005 to 2014, including time as
interim Chair and six years as 5ID.
Earlier in his career, Tim heid senior
finance roles with Rebus Group,
William Baird, LucasVarity plc and
BTR plc.

Current notable commitments

The British Land Company plc
{Chair), Bridgepaint Group PLC
{Non-Executive Directer)

Annette has a 25-year track record in
leading global publishing and data
analytics businesses, across
academic, educational and
consumer media verticals. Most
recently, she served as CEQ of
Guardian Media Group, a position
she held until june 2021. Priar to this,
Annette was CEO of the Web of
Science Group at Clarivate Analytics,
adata, analytics and software
business focused on research and
higher education. She has also
served as CEO of Macmillan
Publishers and led the digital and
global transformation of Nature
Publishing Group.

She currently serves as Senior
Advyisor to General Atlantic. Her
previeus non-executive experience
includes serving as a Trustee of Yale
University, Non-Executive Directar
at Clarivate Analytics {2017), and

as a Board member for Cambridge
University Press and Cambridge
Assessment (2019-2020).

She has also previously acted

as an advisor to Creative Commons
and Bain Capital.
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Lincoln has extensive experience in

the technology and media

industries, and is currently CTO of

Improbable, atechnology start-up

supplying next-generation cloud

hosting and networking services to ,
the video game industry. Lincoln was

CEQ of DWA Nova, a software-as-a-

service company spun out of

DreamWorks Animation Studios in

Los Angeles, a position he held until

2017. He worked at DreamWorks

Animation far nine years in a variety

of leadership reles including CTO

and Head of Animation Technology.

He was fermerly CTO at Electronic !
Arts Mobile, leading their entry into

the mobile gaming business

internationaily. Lincalnis a :
Neon-Executive Director of the Smith '
Institute for Industrial Mathematics

and Systems Engineering, and Varjo,

a manufacturer of augmented,

virtual and mixed reality headsets

for professionals. His early career

invalved 20 years of professional (T

and mathematics research, including

as aReader in Computer Science

at Oxford.

Current notable commitments

Improbable
{Chief Technology Officer}



Board composition

Gender Ethnicity’
L Chart removed Chart removed
Natinonality Tenure

Chart removed

Chart removed

This data reflects Directors in office as at 31 December 2022. To learn more about Board diversity, please see page 76. For diversity data in the format

prescribed by LR 9.8.6R(10), please see page 225.

1. Ethnicity categanes are based on the LKS Office for Natonal Staustics classification

Independence of Directors

All of the Non-Executive Directors who served during 2022 were
considered by the Board to be independent for the purposes of the UK
Corporate Governance Code (the Code). The Board reviews the
independence of each of the Non-Executive Directors annually. This
includes reviewing their external appointments and any potential
conflicts of interest, as well as assessing their individual circumstances in
order to ensure that there are no relationships or matters likely to affect
their jJudgement. In addition to this review, each of the Non-Executive
Directors s asked to provide confirmation of their independence on an
annual basis (as defined by the Sarbanes-Oxley Act, the New York Stack
Exchange (NYSE) listing ruies and the Code).

In January 2024, Mr Score will reach nine years’ service on the Pearson
Board. Upon or in anticipation of attainment of nine years’ service by
any Non-Executive Director, the Beard undertakes an assessment to
satisfy itself as to the continuing independence of that Director. The
Nomination & Governance Committee gave particular consideration to
Mr Score's independence i March 2023 shead ol proposing to
sharehclders that he be re-appointed for a further year at the
forthcoming Annual General Meeting, recognising that he will reach nine
years' service during the coming year, if re-elected. In doing so, the
Committee assessed the degree of objective judgement and
constructive challenge demonstrated by Mr Score, and confirmed that
his <kills, experience and knowledge contribute to productive Board
discussions. Accordingly, the Board is satisfied that Mr Score remains
independent, and that he continues to provide constructive challenge
and hold management to account.

in accordance with the Code, Omid Kordestani was considered to be
independent upon his appointment as Chair on 29 April 2022,

As originally described in the 2022 Notice of AGM, Linda Lorimer will be
retinng from the Board at the 2023 AGM and will not be seeking
re-election. In 2022, the Committee assessed Ms Lorimer's
independence, having regard to, among other factors, the Financial
Reporting Council's Guidance on Board Effectiveness, and concluded
that Ms Lorimer remained independent. In assessment of her own
independence, undertaken in February 2023 to address the
requirements of the NYSE, Sarbanes-Cxley Act, and the Code, iMs
Lorimer did not dedlare any matters which may cause her
independence to be questioned.

The Directors can obtain independent professional advice, at the
company's expense, in the performance of their duties. All Directors
have access to the advice and services of the Company Secretary, whose
appointment and removal is a matter reserved for the full Board.
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Pearson Executive Management (PEM)

Key
© Internal appaintment
@ External appointment

Image removed

Image removed

Image removed

Image removed

Tom ap Simon ©

President — Higher
Education and Virtual

Learning
Aged 44

Ali Bebo ®

Chief Human

Resources Officer
Aged 54

Tim Bozik O

Interim Chief Product
Officer and Co-
President, Direct to

Consumer
Aged 61

Lynne Frank @

Chief Marketing
Officer and Co-
President, Direct to
Consumer

Aged 56

Gio Giovannelli ©

President - English

Language Learning
Aged 50

Appointment

Jained Pearson 1 December
2004

Appointed to the PEM
1 April 2021

Joined Pearson 13 December
2021

Appaointed to the PEM
13 December 2021

loined Pearson 18 May 1598

Appuointed to the PEM
23 May 2013

Jained Pearson 16 November
2020

Appointed to the PEM
16 Navermnber 2020

Joined Pearson 1 February
2004

Appointed to the PEM
1April 2016

Skills and experience

Tom has 19 years af
international business and
finance experience. At
Pearson, he has led the
Virtual Schools business,
worked in finance for

the emerging markets
businesses and led M&A
activity in the US. Previously,
he worked ininvestment
banking at RW Baird. Tom
holds an MA in Economics
and Politics from the
Univarsity of Edinburgh.

Aliis a seniar executive with
over 25 years of experience
building culture for
transformative business
performance across multiple
industries. Prior to Joining
Pearsaon, she was an officer
and CHROC for Halogic, Inc., a
global medical technology
company. Prior to Hologic,
she held various HR
leadership roles with the
speciaity retail company,
AMN INC . Al earned her BAin
Political Science from the
University of California,

Los Angeles.

Tim has mare than 30 years
of extensive leadership
experience in higher
education products and the
business of delivering them
at Pearson, Timearned a
Bachelor's Degree from

the University of Notre
Dame and currently serves
on the Board of Directors
for the Association of
American Publishers.

Lynne has aver 25 years of
experience in the media
industry. Previously, she has
worked in companies such as
WarnerMedia, ESPN/Disney
and Turner Broadcasting.
Lyrnne holds a degree

in economics and business,
and a certificate in carporate
board governance from the
University of California, Los
Angeles {UCLA).

Gia has aver 25 years of
international business
experience, including four
CEO rotes in Brazil.

Previous board roles include
BOVESPA-listed Natura and
CVC Viagens. Gio graduated
from Bocconi University,
holds an Economics PhD
and is an OPM graduate of
Harvard Business School.

PEM Composition
Gender

Ethnicity’
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These figures reflect the execunve fear excdudiig e Company Secretary. The Cruef bxecutive and Criaf Finanglal Officer nave been excluded and are coLnted in ne Bsard memics an
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Mike Howells @

Sulaekha 'Sue’
Kolloru Barger ®

Cinthia Nespoli O

Art Valentine o

Marykay Wells O

President - Workforce  Chief Strategy Officer Chief Legal Officer President - Chief Information
Skills Aged 47 Aged 42 Assessment & Officer
Aged 46 Qualifications Aged 60
Aged 58
Appointment

Joined Pearson 1 December
2020

Appointed to the PEM
1 December 2020

Joined Pearson 16 May 2022

Appointed to the PEM
16 May 2022

Joined Pearson 1 February
2014

Appointed 10 the PEM
21 May 2020

Joined Pearson 23 January
2006

Appgcinted to the PEM
1 February 2022

Joined Pearson 14 July 2074

Appointed to the PEM
16 March 2022

Skills and experience

Mike has more than 20 years
of international business
experience. Previously, he
has worked in the British
diplomatic network and
the UK Foreign,
Commonwealth and
Development Office. Mike
holds a Master's degree in
International Law from the
University of Nottingham
and an Anthropology
degree fram University
College Lendon,

Sue has more than 20 years
of global strategy and
corporate experience.
Previously, she held
engineering roles at
technology companies. Sue
holds an MBA from The
Wharton School at the
University of Pennsylvania
and a BScin electrical
engineering fram the
University of Ottawa in
Canada. She has served on
several non-profit boards
and councils focused on
giversity and STEM.

Cinthia has over 19 years of
international legal

and compliance experience.
Previously, she

held leadership roles in legal
and compliance

at multinational companies.
Cinthia was admitted to the
Brazilian bar in 2004 and
earned her law degree from
Pontificia Universidade
Catblica de Campinas as well
as apost-graduate degreein
tax law from Pontificia
Universidade Catdlica de
Sao Paulo.

Arthas more than 30 years of
leadership experience in
assessments, testing, and
technology. Prior toa his 16
years at Pearsonserving as a
seniar leader of Pearson VUE
and as Managing Director of
Pearson Clinical Assessment,
Artworked at Promissor,
whichwas acquired by
Pearsonin 2006. Art earned
his MS in Mathematical
Science/Computer Science
from the University of North
Carolina Chapel Hill.

Marykay has over 30 years of
strategic planning and large,
globkal technology
transformation experience.
Prior to joining Pearson,
Marykay had CIO roles at
Nortel, Tekelec {acquired by
QOracle) and Extreme
Networks. Marykay holds a
BS degree in Computer
Information Science from
Clarkson University and is a
member of the organising
committee for the Accenture
Women's Summit, Salesforce
Advisory Board, Google
Leadership Advisory, and a
member of the Gartner
Research Board.

Nationality

External/Internal Appointment

I

Chart removed

Chart removed
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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.

Rk

v

T

bt

Nomination &
Governance Committee

Reviews corporate governance
matters, inctuding Code
compliance and Board
evaluation; considers the
appointment of new Directars,
Board experience and
dwversity; and reviews Baard
induction and succession
plans as well as wider
workforce engagement.

=

Chair

The Chair s primarily
responsible for the leadership
of the Board and ensuring its
effectiveness. They ensure that
the Board upholds and
promotes the highest
standards of corporate
governance, setting the
Board's agenda and
encouraging open,
constructive debate of all
agenda items for effective
deaision-making. They regularly
meet the Chief Executive to
stay informed and provide
advice. They also ensure that
shareholders views are
communicated to the Board.

Reputation &
Responsibility
Committee

Oversees our sustainability
and ESG framework, including
progress tawards our
sustainable business strategy
commitments Works 1o assess
and advance Pearson's
reputation with stakeholders,
including through the areas of
branding, culture, employee
engagement and values.

Audit Committee

Appraises aur financial
managerment and reporting
and assesses the integrity of
our accounting procedures
and financial controls. The
Committee also oversees risk,
compliance and internal audit.

\

Chief Executive

The Chief Executive 15
responsible for the operational
management of the business
and for the development

and implementation of the
company’s strategy, as
agreed by the Board and
management. They are
responsible for developing
operations, proposals and
policies for approval by

the Board, they promate
Pearson's culture and
standards, and they are

one of the key representatives
of the company to its

external stakehglders,

A4

v

Deputy Chair and
Senior Independent
Director

The Deputy Charr and

Senior Irrdependent Director
supports the Chair on Board
effectiveness and governance
matters. This role includes
meeting regularly with the
Chair and Chief Executive to
discuss specific issues, as
well as being available to
shareholders generally, should
they have concerns that have
not been addressed through
the normal channels. The
Deputy Chair and Senior
Independent Director also
leads the evaluation of the
Char on beha!f of the

other Directors.

Pearson Executive
Management

The Pearson Executive
Management team consists

of the Chief Executive and their
senior direct reports. They are
the executive leadership group
far Pearson and are responsible
for delvenng Pearson's
strategy under clearly defined
accountabilities and in line
with agreed governance

and processes.

Standing Committee

AStanding Committee of the
Board 1s established 1o approve
certain operaticnal and ordinary
course of business items such
as banking matters, guarantees
and intra-Group transactions,
They also make routine
approvals relating to employee
share plans. Additicnal authonty
may be delegated on an ad-froc
basis, e.g. to approve and

conclude corporate transactions.

Authgrities and duties

The authorities and duties of
the Board and its Cormnmittees,
as well as the roles and
responsibilities of key indraduals
on the Board, are clearly set out
In writing. These documents are
reviewed and approved by the
Board on an annual basis and
are available on the company’s
website (www.pearsonpic.cam).
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Remuneration
Committee

Determines the remuneration
and benefits of the

Executive Directors and
oversees remuneration
arrangements for the Pearson
Executive Management team,
as well as montonng
remuneration policies for the
wider workforce.

—

Company Secretary

The Company Secretary
advises on governarce matters
and compliance with Board
procedures, They are
responsible, under the
direction of the Chair, for
ensuring the Board receves
accurate, clear and high-quality
information, and has adeguate
time and appropriate
resources te function '
effectively and efficiently

They also support the Chair

in delivering the corparate
governance agenda, and
organise director induction,
trainimng programmes and the
Board evaluation process



Board activities

The Board is deeply engaged in developing and measuring the
company’s long-term strategy, performance, culture and values. We
believe that Board members provide 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 responsibilities of the Board include:

— overall leadership of the company and setting the
company’s values and standards, including monitoring

culture and diversity, equity and inclusion (DE&IY initiatives

— reviewing and determining the company’s strategy,
including in relation to environmental, social and
governance (ESG] mallers, in consullation with
management, assessing performance against the strategy
and overseeing managerment’s execution of it

— supervising major changes to the company's corporate,
capital, management and control structures

— approval of all transactions or financial commitments in
excess of the authority limits delegated to the Chief
Executive and other executive management

— assessment of management performance, Board and
executive succession planning and talent pipeline

— effective engagement with key stakeholders

Board meeting focus during 2022

Strategic planning and decision-making

The Board spends considerable time assessing whether ary
proposed action aligns with the strategy and future direction of the
business, while taking into consideration sustainability and impact an

our stakeholders. In addition, the Board regularly hoids strategy
discussions, whether in relation to the specific strategies of Pearson’s

five business divisions or the vision and wider strategy of the
company as a whole, both of which enhance the Board's decision-
making In shaping the campany's strategic and finanaal plans.

The Board and Committees receive timely, regular and necessary
financial, management and other information to discharge their
duties. Comprehensive papers are circulated to Board and
Committee members approximately one week in advance of each
meeting. The Board receives a regular performance dashboard and
key milestones repart, together with updates from the Chief
Executive and Chief Financial Officer. In addition to meeting papers, a
library of current and historical corporate information is made
available to Directors to support the Beard's decision-making
process. For itemns that require significant consideration and review
in advance of a decision, such as the portfolic changes duning 2022
in support of company strategy, the Board's discussions can take
place over a number of sessions.

Strategy

Performance

Leadership & people

Governance & risk

Shareholder engagement

— Ongoing digital
transformation

- Direct to consumer
strategy

— Pearson+
performance

— Implementation of
Group strategy

— Owversight of
Four-Year Strategic
Plan and approval of
2023 annual
operaung plan

— M&A pipeline and
post-acquisition
reviews, as well as
consideraticn,
approval and regular
updates of major
transactions

— Enterprise and
ecosystem strategic
update

— Data strategy

2021 preliminary results
and annual report
and accounts

2022 operating plan
performance, including
interim results and
trading updates

Regular dashboard and
milestone reports
Continuing review

of forecasts

Final and interim
dividend proposals

— Talent review, pipeline
development and
succession planning

— Culture

— DE&linitiatives

— Employee
Engagernent Network

engagement and
feedback

— Employee survey
assessments

— Purpose, vision,
rmussion and values

— Warkforce learning
and development

Legal and regulatory
governance compliance

Data privacy and cyber
security matters

Board and Commuttees’
effectiveness evaluation

Regular review and
annual confirmation of
conflicts of interest

Approval of Committees’
terms of refererce

Approval of division

of responsibilities
between Chair,

Deputy Chair and Senior
Independent Director,
and Chief Executive

Risk management
report

— Investor relatiens
strategy, updates, and
share price
performance

— Shareholder 1ssues
and voting

— AGM and related
shareholder interactions

-- Feedback from Board
member meetings with
shareholders

— Major shareholders and
share register analysis
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Board activities continued

The Directors recognise their duties towards the shareholders

and other stakeholders as set out in Section 172 of the Companies
Act 2006, and a continued understanding of the key issues affecting
stakeholders is an integral part of the Board's decision-rmaking
process. You can read more on pages 67-69 about how the Board
engages with stakeholders and takes their views into account when
making decisions.

Portfolio changes

The Board receives regular updates on portfolic and corporate
finance actmities throughout the year, including regular updates on
live transactions (disposals, acquisitions and corperate joint venture
activity) and cutputs of periodic portfolio reviews. These updates can
take the form of presenting key summaries of information in Beard
packs, or oral updates on key matters. These discussions are typically
led by executive and divisional management, supported by the
Carpoerate Development team and, where necessary, external
advisers. Subsequently, once portfalic transactions have closed, the
Board is also kept informed of the integration or transition progress,
in¢luding post-acquisition reviews conducted to assess transaction
success and any learnings to be taken for future projects. In 2022,
such portfolic updates included the significant acquisitions of Credly,
and Mondly (which you can read more about on page 69) and,
subject to closing, PDRI, as well as a review of potential pipeline
opportunities and the disposal, across several transactions, of our
international courseware local publishing businesses,

Board meetings

The Board held six scheduled meetings in 2022, with discussions and
debates focusing on the ongoing implementation and execution of
the strategy, as well as other key strategic issues facing the company.
Major items covered by the Board in 2022 are shown in the table on
page 63. In addition to its scheduled meetings, the Board convenes
as necessary to consider matters of a time-sensitive nature. In 2022,
the Board also met on a number of additional occasions to consider
the unsolicited approaches by Apcllo Global Management. The Board
welcomed the opportunity in 2022 te return to a fuller schedule of
in-person meetings but, following its experiences during the
pandemic, also continued to operate effectively in awrtual
environment where needed.

Reflecting on the level and quality of engagement by the Board in
2022, the Board is satisfied that each Director contributed to Board
discussicns and demonstrated sufficient commitment to be able to
meet thetr responsibilities. As showrt in the table below, each of the
Non-Executive Directors attended all scheduled Board meetings
during 2022 In addition, the Nomination & Governance Committee
confirmed in its annual assessment that each Director demonstrates
the requisite level of commitment and contnbution in accordance
with Principle H and Provision 18 of the Code.

Board attendance

Directors are expected te attend all Board and Committee meetings,
butin certain exceptional circumstances, such as pre-existing
business or personal cornmitments, it1s recognised that Directors
may be unable to attend. In these circumstances, the Directors
recelve relevant papers and, where possible, will communicate any
comments and cbservations in advance of the meeting for raising as
appropriate during the meeting. They are updated on any
developrments after the meeting by the Chair of the Board or
Committee, as appropriate.

Individuals’ attendance at Board and Committee meetings s
considered as part of the formal review of their performance. There
was a high level of attendance by the Directors at Board and
Committee meetings i1 2022, as shawn in the table to the right and
In the Committee reports that fallow.

64 Pearson plc Annual report and accounts 2022

Directors’ commitments and conflicts of interest

Under the Companies Act 2006 (the ‘Act’), the Directors have a
statutory duty to avoid conflicts of interest with the cormpany. The
company's Articles of Association allow the Directors to authorise
conflicts of interest. The company has an established procedure to
identify actual and potential conflicts of interest, including all
directorships or other appointments to, or relationships with,
companies that are not part of the Pearson Group and which could
give rise to actual or potential conflicts of Interest. Additionally, In
response to Provision 15 of the UK Corporate Governance Code,
Pearsen has developed internal guidance to be taken into account
when considering changes to a Director's commitments, or when
appointing a new Director, as well as formalising the Board approval
process for such matters.

Once notified to the company, any potential conflicts and
commitments are considered for authorisation by the Board at its
next scheduled meeting or, where necessary in the interests of
timeliness, by a committee comprising the Chair, Senior Independent
Director and Company Secretary. In particular, the Board or
committee considers the type of role, expected time commitment
and any impact this may have on the Director's duties to Pearson, as
well as any relatonships between Pearson and the external
organisation. The interested Director is not permitted to vote on, or
be counted in the quorum for, any resolution relating to their
commitments, conflict or potential conflict. The Board reviews any
suthorisations granted on an annual basis.

When making new appointments in 2022, the Board considered
cther demands on Directors’ time. Esther Lee's existing commitment
as Non-Executive Director and Chair of the Normination &
Governance Committee at The Clorox Company, a NYSE-listed
manufacturing company with a global portfolio, was considered as
part of her appointment process. The Board agreed that Esther's
exIsting commitrnent would not have a negative impact on her ability
to contribute to Pearsan,

Omid Kordestani's existing commitments were considered as part

of his appointment process. The Board was of the opimion that
Omid's additional notable commitment as a Board Member of
Twitter, Inc. was acceptable as there were no conflicts perceived,
and that his existing commitments would nat prevent Omid from
giving the time and attention that his rofe as the Chair of the Pearson
Board would require.

The Board believes that the experience gained by Directars through
their other commitments brings valuable perspectives to the
Pearson Board.

Scheduled meetings attended

Omid Kordesta 444
Sidney Tauref 3/3
Executive Directors
Andy Birg R 6/6
Sally Johnson 6/6
Non-Executive Directers
Linda Lorimer 7 ~ b/6

Lincoln wallen Y

1 Orwd Kordes:ani joined tne Bosrd as a hon-Executive Director 01 1 Maren 2022
and became the Chair o0 29 April 2022

2 Sidney Taurel resignaed from tno Board on 29 April 2022,
3 Fsther t ee jomed the Board onol Februery 20022



How the Board is kept informed

The application of our Board and governance processes ensures that our Directors receive
accurate, timely and clear information from a range of sources. This allows the Board and
Committees to monitor and provide feedback on matters of importance, as well as to make
informed decisions in the best interests of the company and its stakeholders.

Talent and culture

Ensuring that we have both a talented, engaged warkforce that

15 focused on delvenng our strategy and an inclusive organisational
culture that enables and encourages that delivery, is critical to
Pearson's success. Dunng the past year, the Board and executive
team have led our focus on making sure Pearson offers a culture and
environment that 1s inclusive and high-performing, and in which our
people can leverage thelir strengths. We track Group-wide progress
by our ‘Cuiture of engagement and inclusion’ non-financial KPI (see
page 18 for more details on our KPIs).

In early 2022, Pearson launched its new purpose, vision, mission and
values (set oul on page 2), and Lhe Budrd was instrumental n their
development. The adoption of our new values by our employees

is a key step in developing our culture 1o SUDPGIL Gur slrdlegic vision,
particularly in driving a culture of performance. Our 2022 'Pecple

of Pearson’ campaign featured diverse employses throughout

our global workforce, showing how they bring Gur culture and

values 1o fife.

Recognising the global need for learning, relearning and upskilling at
the heart of our business, our Learning at Work programme provides
an all-employee opportunity to build a more indusive learming culture
across Pearson, alongside a continued drive for high perfarmance.
This programme is bult around Pearson's capabilities framework,
which the Board and Executive team believe closely matches the
knowledge, skills, mindset and experiences that wil enable our
people to drive Pearson’s evolution. Recent modules include
engagement, being customer- and consumer-driven. and straregy,
planning and value.

The Board monitors culture and organisational health together with
its Committees, and recelves regular updates from the Chief
Executive and Chief Hurnan Resources Officer. In addition to tracking
culture as a non-financial KP, the Board monitors other Group-wide
initiatives that underpin our culture (see table below for examples).

During 2022, the Reputation & Responsibility Committee expanded
its rerrut to include aversight of culture and employee engagement,
increasing the Board-level focus on these matters. The Chief Human
Resources Officer is a frequent attendee at Board meetings, as well
as a standing attendee at the Reputation & Responsibility,
Remuneration, and Normination & Governance Committees. Her
attendance and contributions, together with the Board's own direct
engagement with the workforce, ensure that our Directors are
attuned to our culture and employee-related considerations through
multiple lenses, including in strategic decision-making (see our case
study on page 69), and in conducting their business more broadly.

During the year, the Board and Reputation & Responsibility
Committee considered reflections and insights frem the Chief
Human Resources Officer following her first few months post
appointment. Focus areas included cultural themes and principles
that will underpin successful navigation of Pearson's next phase, and
attributes that are proven to predict performance, accelerate growth
and increase the velacity of innovation — key to insul and hone
throughout the cormparny. The Board aisc has a particular focus on
the current and future leaders of Pearson, including our talent
pipeline for leadership and other pivotal roles, and we conducted our
annual deep dive into talent and succession planming in December
2022 Read more an page 75.

Read more about how we empower our people 1o make a difference
on page 33.

Cultural indicawar Howe 1t s owerseen

Buoard level
responsibility

Employee
engagement

Code of conduct
and training

Compliance,
ncluding
whistleblowing
and investigations

Health and safety
H&S)

Remuneration

practices and
rewarding the
warkforce

The Board ensures engagement through multiple channels, including the new Pearson Engagement Survey in
2022 {the results of which were discussed by the Reputation & Responsibility Committee), our Employee
Engagement Network (EEN), and town hall sessions. Read more on page 68.

The Audlit Cormmittee is briefed on our annual Code of Conduct programrme, including development of the
code, completion rates, training and cernification methods. Certification of the code is mandatory and we
achieved a 100% employee completion rate in 2022, We also have mandatory training for all employees on
cyber secunty and data privacy, and targeted training for employees in certain roles, divisions or geographies.

The Chief Compliance Officer reports to the Audit Committee at every meeting on new and ongoing
investigations, including matters raised through our SpeakUp process. The Audit Committee considers the
programme’s effectiveness annually, including peer benchmarking. The Audit Committee Chair ensures the

Board has visibility of matters of note. The Beard is free to request further inforrmation to support its oversight.

The Reputation & Responsitility Committee receives an annual H&S report, 50 Dlrectors can moniter the key
strands of our H&S framewaork, including: oversight of how Pearson is enabled through awareness,
competency, resources and guidance 1o allow for agile and effective management of H&S risk, while alsg

_recewing comiort that we have controls for compluance and assurance purposes.
The Remuneration Committee monitors the wider Employee Reward framework, mcludmg ncentive target

setting for group plans, fair pay analysis, Chief Executive pay ratios and alignment of Directors’ pension
contribution to the workforce. It also oversees integraticn of ESG measures into incentive targets. This suite
of activity provides nsights into the roles that remuneration and setting performance goals play in promoting
the right behaviours, particularly in driving a culture of performance, and how Incentives and rewards align
with culture.

Talent attraction
and retenticn

The Chief Human Resourc icer regularly updates the Remuneration Committee an talent considerations,
ncluding trends on recruitment, retention and staff turnover. Talent attraction and retention plays into our
ability to execute our strategy, so 1t is considered in strategic discussions by the Board and executive team.
Recognising the impertance of our people, Talent is a sub-category of our principal risk, Capability. Read more
about our risk management approach starting on page 43.

The Board nas a strong interest inall areas relanng 1o Pearsor's talent and culture, and may ¢ionse 1o spend additional nme considering the culwural indicators shownin the rable, and
atmers, over and ghave the Input provided by our Cammittees,
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How the Board is kept informed continued

Sustainability

Pearson has a strong governance structure through which the Board and its Committees monitor and oversee the company's £5G framework.

The company’s ESG framework includes three pillars: driving learning for everyone with our products, empowering our people to make a difference,
and leading responsibly for a better planet. These pillars represent the areas where Pearson can make the biggest pasitive impact and where our
responsibilities lie towards society and the environment,

The Board’s ESG governance structure

Indicative ESG duties falling within remits of Board Committees

Board

Reputation &
Responsibility
Committee

— Qverseeing

sustainability strategy

Overseeing matters
relating to non-financial
KPIs through the
products, peaple and
planet pillars

Audit Committee

Integrity and assurance
of ESG data, reporting
and metrics

Strategic risk
management
Compliance elements
of ‘governance’ strand

Nominption &
Governance
Committee

Remuneration
Committee

— Considerations relating

— Ensuring requisite
strength of ESG

to incorporaton of ESG
expertise on Board

metnes within
remuneration
frameworks

— Corporate governance
elements of ESG

— Performance against

ESG metrics to support
remuneration decisions

ESG regulatory of ESG
landscape and
external reporting

The Reputation and Responsitliy Commuttee (RRC) leads the Board's
oversight of ESG matters.

— we held a dedicated session for the Remuneration Committee on
the topic of Pearson's sustainabllity strategy, to ensure that it was
fully apprised of key matters in this space as it began work on the
new Directors' remuneration policy. The session was led by the
Chief Legal Officer and VP - Sustainability, with the Chair of the
RRC, Linda Lorimer, also in attendance.

Given the breadth of topics that feed into our sustainable business
pillars, as well as the fast moving and increasingly complex external
landscape around these matters, a review was undertaken in 2022 to
ensure the Board's averall governance framework for ESG remained
fit for purpose. in particular, the following steps were undertaken: The graphic above iustrates how the Commiittees work together to

] support the Board in overseeing sustainability at Pearson
— we revised the terms of reference of the RRC to reflect Pearson's PP & Y

sustainable business strategy and to acknowledge the RRC's role
with respect to the requirements of the external ESG landscape

In addition to the specific actions nated abave, during the year the
Board and its Commuttees discussed and monitored a variety of
other topics pertinent to Pearson's sustainable business strategy.

— we formally included employee engagement matters in the RRC's
These included:

remit, alongside culture, with a particular emphasts on diversity

and high-performance — monitonng the performance of Pearson~ and considering the

next steps for its expansion, in support of our aims 1o extend our
digital content offering, reach and accessibility

— we further codified the ESG duties of the other Committees,
such as the Audit Committee's role in overseeing the
integrity and assurance of ESG data, reporting and metrics,
and the Remuneration Committee’s considerations around
incarporation of, and performance against, ESG metrics
in remuneration decsions

— continued oversight of data privacy and cyber security matters by
the Audrt Committee, This included monitoring management’s
implementation of actions that were recommended as part of a
review of Pearson's privacy and security programme,

— in order to support alignment in approach and infoermation commissioned by the Board in 2021

sharing across all Committees, Annette Thomas, Non-Executive

Director, was appointed to the Remuneration Committee, in

addition to her existing membership of the RRC and Nomination

& Governance Committeg

— discussion and endorsement of talent, culture and employee
engagernent initiatives, as set out on pages 65-63.

Yau can read more on the sustainability matters covered durnng 2022
throughout this Gavernance Report, in particuiar in the RRC's report
on pages 78-79
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Understanding our stakeholders

A strong understanding of all our stakeholders and their perspectives
is integral to our strategic planning and operational delivery. Our
Board strategy sessions are informed hy the views and needs of our
eight stakeholder groups: consumers, educational institutions and
educators, employers, business partners and institutions, government
and regulators, employees, shareholders, and our communities.

As required by the UK Corporate Governance Code, the Board
ensures Pearson engages effectively with, and encourages
participation from, its key stakeholders, The Board maintains its
oversight through a variety of direct and indirect mechanisms,
and the Reputation & Responsibility Committee monitors our
stakeholder engagement framework.

The Bnard recogmises that stakeholder views are integral to
dedision-making and setting the company's strategy. More
information on Pearson's key stakeholders, including the
outcomes of cur engagement throughout 2022, is in the
strategic report on pages 26-29. Further information on how
the Directors discharge their duties under Section 172 of the
Companies Act 2006, is on page 29.

Engagement in 2022

Througheut the vear, the Board ensured that it was kept informed of
stakeholder views, concerns, and cormmentary, through engagement,
both direct and indirect, physical and wirtual. This engagement tock
place through a variety of ways. including in-person and virtual
meetings, reports and presentations at Board or Committee
meetings, feedback from members of the executive management
tearm and other employee groups, and interactions with different
functions, teams and advisers, both inside and outside Pearson. The
use of digital technalogy allowed far broader engagement, helping to
ensure that stakeholders retained a voice within the Boardroom.

A key factor in any decision-making is listening to and considering the
Interests of stakeholders. We have set out below examples of the key
employee and shareholder engagement actmvities undertaken by the
Board and by indmdual Directors over 2022. A detailled review of our
acquisition of Mondly, and how it relates to our stakeholders and
Pearson's long-term success, is on page 69.

Shareholders

Shareholders are a key consideration in the Board's decision-making.
As the world emerged from the pandemic, we have once mare
focused on driving shareholder engagement through in-person
meetings and events, while also using digital technology to reach a
wider base of shareholders.

The Board is committed to fostering shareholder engagement by
making 1t easier for all types of shareholders to attend annual genera
meetings (AGMs), recognising that they represent an opportunity for
shareholders to interact with the Board and share their views,
concerns, and feedback. In 2022, we held our first hybrid AGM, with
shareholders able to attend the meeting in person or wirtually. The
digital technology adopted by Pearson also allowed shareholders to
vote and ask guestions to the Board, both in-person and online.

We believe that the hybrid approach enables a broader cross-section
of our shareholders to participate in general meetings. Reflecting on
the positive expenence of our AGM arrangements in 2022, we will
again be holding a hybrd AGM in 2023, and look forward to
welcoming our shareholders. Further detalls will be shared in our
notice of the 2023 AGM.

The Board ensured a continued shareholder dialogue throughout
the year. In accordance with the UK Corporate Governance Code, we
engaged with shareholders following a significant minority vote
against our Directors' remuneration report at our 2022 AGM and
reported back to the market on the major themes discussed. The
Rermuneration Committee completed a comprehensive review of
Pearson's executive remuneration framework ahead of the renewal
of the Directors' remuneration policy at the 2023 AGM, in line with
the narmal three-year cycle in the UK. As part of this process, the
Committee engaged extensively with many of its larger shareholders
and proxy agencies, and held virtual or iIn-person meetings with a
significant proportion of those it appreached. Further information on
the Directors’ remuneration policy, and shareholder engagermnent
after our 2022 AGM, is on pages 88-91.

Shareholder engagement at a glance

Qver 2022, our Chief Executive, Chief Financial Officer and
Divisional Presidents, as well our investor relations team,
participated in meetings, conferences, roadshows and events
across the world. This concluded with an intensive Q4 roadshow

across the US, Eurape and the UK.

with outreach to over 350 investors and conference participation

QOver Over

370 with 190

meetings institutions
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Understanding our stakeholders continued

Employees

The Reputation & Respansibility Compmittee leads on employee
engagement and its evolution on behalf of the Board. The Board
recognises that our employees are one of our most imporant assers
and are integral to our business and is committed to strengthening
thetr voice, Examples of how the Board engaged with employees in
2022 ta ensure that they are listened to, supported and rewarded,
are jllustrated below.

Employee Engagement Network

Our Emplayee Engagement Network (EEN) acted as a feedback
methanism, enabling the Board 1o hear directly from employees.
Representing the vaice of our employees, the EEN consisted of a
selected group of active listeners, good communicators, and solid
employee ambassadors across the company and in key geographies.
These indhaduals included diverse genders, ethmicity groups,
geographies, ages and tenures.

In 2022, the EEN welcomed Annette Thomas as a regular attendee
alongside Sherry Coutuy, increasing Non-Executive Directar
participation in the EEN.

Between November 20271 and December 2022, our second cohort of
EEN members held five meetings focused on innovation, systems
and processes, reward and recagnition, structure and change, and
cross-collaboration. Each meeting was structured to ensure that any
views or feedback on key topics raised by employees could be
passed on to the Board in advance, allowing each Director to review
emplayee input ahead of Board meetings and consider it in their
decision-making, Following EEN meetings, the Board received an
update on any discussions that had taken place, such as the
network's collective feedback and several themes that argse as part
of their discussion ebout reward and recognition.

The Board was also supportive of executive management receiving
regular feedback from the network. In many cases, this feedback
helped reaffirm the case for action in areas that were already being
improved, such as the simplification of staff enbearding and user
experience of internal systems. With the support of the network,
approval escalation for many routine requests has been removed,
reducing an administrative barner for employees and

their managers.

Looking ahead, the Board believes there is an opportunity to evolve
its approach to employee engagerment to ensure we continue to be
inclusive, authentic and representative of our diverse employee base.
The Board has endorsed a wider programme of engagement
activities with employees to be rolled out in 2023, which will
complemeant existing executive employee engagement and expand
opportunities for direct engagement by Non-Executive Birectars. This
programme will include in-person, structured listening sessions, as
waell as informal site visits at Pearson locaticns and wirtual events,
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Town halls

Throughout 2022, the Chief Executive, Chief Financial Officer and
the executive management team held town hall meetings, which
Pearson employees were invited to attend. These discussions taok
place at significant points in the year, such as following key finandial
results announcements.

Surveys

In 2022, we launched a new approach 1o engagement, including our
new Pearson engagement survey, We partnered with Gallup and
used ther Q12 survey questicns and supporting resources. We
collected actionable feedback at the manager level and benchmarked
ourselves against 12 item areds proven to power engagement. We
heard frorn over 14,000 ermployees - an increase in the overall
response rate cormpared to previous engagement surveys. The
Reputation and Responsibility Committee recerved a detalled update
on the survey resuits, Including additional insights on the culture of
inclusion, coaching effectiveness, and upskilling, which were also
discussed at Board level. Further information on the outcomes of the
Pearson engagement survey is on page 33.
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Our Board's decision-making in action
Acquisition of Mondly

This case study on our acquisition of Mondly, which was announced
in April 2022, lustrates how the Directors considered the various
aspects of their statutory duties in making the decisions related to
the acquisition and its implications for stakehalders. This case study
should be read in canjunction with the Directors’ duties statement on
page 29,

Mondly offers consumers high-quality learning in English and 40
ather languagos through its app, website, and its virtual realing ond
augmented reality products. It delivers language courses for personal
and professional learning in a combination of more than 1,300
language pairs alongside enterprise solutions and an award-winning
app that helps children learn languages.

Mondly was Pearson's first major acquisition in the English Language
Learning (ELL) division since the implementation of the new divisional
structure, and is integral ta its growth plans. The Beard paid
particular attention in its decision-making to assessing the strategic
rationale, integration plans, and synergies to ensure these were
rabust, clear and achievable The Board was of the view that Mondly's
technological capability and user experience, combined with the
growang direct to consumer language learning market, could provide
an engine for future growth of the ELL division based on a successful
platform that was well-regarded in the market and had begun to
scale while maintaining profitability.

Alongside these considerations, the madularised, application-based
nature of Mondly's products had the potental to integrate with
Pearson+. The Board understood that Mondly represented a
potential avenue to link together ELL's assessment capability and
world-class content through a new channel, as well as noting
potential synergies across the portfolio, such as offering the
opportunity to bundle language learning with upskilhing and reskilling
products through Pearson's Workforce Skills division. The Board was
positive about how these potential synergies could play an important
role in Pearson's continued commitment to serve the Iifelong
learning needs of people around the world.

When considering this acquisition, the Board received detailed
updates from management (with input from specielists within the
business and external advisers) setting out the strategic rationale,
anticipated commercial synergies, due diligence findings, valuation
and returns analysis, stakeholder considerations, structuring
considerations, risks and detailed post-acquisitian integration plans.

The Board noted how the breader Pearson organisation could
support Mondly in opumising its content for Pearson’s target
audience of lifelong learners, This was balanced against key risks,
such as the difficulty of profitably scaling a direct to consumer
proposition and the cultural and operational challenges of post
acquisttion integration. Overall, the Board considered Mondly to be
an attractive acquisition opportunity, underpinned by its
managerment, the skills and transformational potential of the Mondly
tearn, and strong market fundamentals.

Throughout the decision-making process, the Board considered how
the acquisition could accelerate the company’s strategy and how the
expertise acquired as a result of the acquisition would benefit
Pearson stakeholders, all while ensuring that the acquisition was
financially viable. The Board was mindful that this acqusition could
promote sustainable ecanomic growth and inclusively support
learners in their language learning Journey. In its decision-making, the
Board considered Pearson's key stakeholders in the following ways.

MeNdly LANGUAGES

by Pearson

Consumers

Our strong direct to consurner ambitions put consumers at the heart
of our strategic decisions. Mondly's mission is to build bridges
between people and cultures by making language learning fun and
easy through technological innovation. The ambition to bring people
together sits at the core of Mondly's work. Furthermore, it
strengthens Pearson’s commitment to its purpose of adding life to a
lifetime of learning, offering learners new experiences and powerful
ways to immerse them In a new language, including, in the long term,
through its AR and VR capabilities. As part of its decision-making, the
Board noted the broader appea! of developing transferable skills,
including toreign language fluency, which can boost employability
and success in fe.

Communities

Mandly presented the opportunity to reach learners of all languages
across the world by providing a go-to solution for both adults and
children. In the Board's view, Pearson could play an important role in
upscaling content by leveraging its existing capabilities, excellent
content, and network of custormers and consumers to enhance the
Maondly offering. This could benefit learners at all stages of their
fanguage learning journey - from beginner to advanced - using
different features to make learning fun, engaging and accessible for
users fram a wide spectrurn of socioeconomic crcumstances and
backgrounds globally.

Employees

Pearson and Mondly's communications and HR teams worked closely
to form an acquisition communications plan for employees and
customers. For example, Pearson employees heard directly from the
Chief Executive about how Mondly aligned vath the company's
strategy, particularly in the ELL space.

The Board viewed people and talent integration as crucial for this
acquisition, noting that it was imperative to retain Mondly employees,
and to maintain theyr customer-centric appreach. In particular, the
Board considered various intiatives to retain the skill set of Mondly
employees, acknowledging that some of Pearsan's existing employee
base might need to pivot their skill set and approach to support the
speed and growth of Mandly and to develop into a multi language
learning business.

Considering the relatively small size of its team, the Directors were
also aware of minimising the strain of integration on Mondly. They
were keen to ensure appropriate acquisition speed and 1o prepare
for a multiyear gradual and disciplined approach to reach full
integration of Mondly into Pearson, while also remaining mindful of
Maondly's obligations once part of the Pearson group.

Employers

MondlyWORKS, the language learning solution for businesses offered
by Mondly, provided the opportunity for Pearson to strengthen
Mondly's appeal by leveraging existing content and assessment
solutions. The Directors also noted that Mondly's solutions weuld be
a strong addition to Pearson’s existing language learning products for
corporate customers. The Board considered MondlyWORKS to be
capable of offering commercial synergy opportunities that would
benefit employers through sophisticated language learming content.

Shareholders

In considering the acquisition, the Board paid particular attentian to,
among other factars, cormmercial and revenue synerges, integration
and employee retention costs, the potential financial returns on
investment and the nsks involved, the structure of the transaction,
and whether the commercial terms of the acquisition were in the
interests of shareholders as a whole. The Directors agreed that the
acquisition had the potential to be transformative for the ELL division
and could gradually strengthen Pearson's offering in the Workforce
Skills area and Pearson+, highlighting the already strong returns
profile of Mondly.
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Directors’ induction

On joining the Board, each Director completes a bespoke induction
programme that is gurded by the Char or Deputy Chair and Senior
Independent Director, supparted by the Company Secretary, and
overseen by the Nomination & Governance Committee. Every
programme builds on the particular skill set, attributes, and
background of the joining Director, their interests in Board or
Comrmittee roles, and the company's recommendations.

In additien to background information on the company, every
induction Covers a range of topics including Board procedures,
recent operational performance and strategic direction of the
company, purpose and values, key areas of the business, as well as
Directors' dyties and responsibilities, The Directors alsa cover various
governance-related issues and their legal obligations, including
procedures for dealing in Pearson shares,

Each induction typically includes a series of meetings with the
members of the Board, the executive management team, external
advisers and brokers, and other senior management. Birectors
receive a walk-through of the business from senior executives and a
briefing on Pearson's investor relations programrme, A newly
appointed Director will have met some, if not all, fellow Board
members as part of the original search and appointment process.
but additional meetings may nevertheless occur with the same Board
members as part of a rich and thorough induction.

Inductions for Esther Lee and Omid Kordestani

Esther Lee joined the Board on 1 February 2022 and Omid
Kordestani joined as a Non-Executive Director on 1 March 2022,
subsequently becoming the Chair on 29 April 2022. As part of their
onboarding programmes, Esther and Ormid received comprebensive
and engaging induction programmes that included a series of
meetings, beginning before their joining the Board and runming for
several consecutive weeks,

In addition to meeting the Char, Chief Executive and Chief Financial
Officer, Esther and Omid met with each of the executive
management tearmn members, key representatives of our corporate
funcuons, and brokers. Both induction programmes also included
one-to-one meetings with each of ther fellow Non-Executive
Directors and a comprehensive intreduction to the activities of each
of the Beard's Committees, including their objectives and priorities.
Esther and Omid also held meetings with the company’s legal
advisers 10 discuss directors’ duties, corparate governance and
external reperting, among other topics.

Following the initial phases of her induction, Esther was keen

to understand in greater detail our Workforce Skills division

and reviewed its competitive landscape, acquisition strategy,
market dynamics, and how each of these areas was linked to the
strategic plan. The Nomination & Governance and Remuneration
Committees, her planned contribution to which she discussed with
their respective Chairs, were of particular importance to Esther.
A meeting with the company's external consultants on reward
matters was subsequently arranged for Esther to learn more
about the Remuneration Committee’s prionty areas and the UK
market landscape.

As Chair Designate, Omid held regular meetings with the Charr,
Deputy Chair Designate and Senior Independent Director, as well as
the Chief Executive. Having met the executive managernent team in
person and following his introductory meetings with the company's
advisers, Omid was also invited to join the meetings of each of the
Board's Committees. The table below illustrates the purpose of some
of the meetings that formed part of Omid's induction programme

“l welcomed the
opportunity to get to
know other Directors

in advance of my joining
the Board and to
subsequently meet the
executive management,
From governance matters
to divisional deep-dives,
my induction programme
included everything
necessary to understand
the dynamics of the
Board and how to
effectively contribute

to its discussions as a
Non-Executive Director.”

Image removed

Esther Lee

Appointed to the Board on 1
February 2022

Inducuon piagramme participants Meeting purpose

Charr, Deputy Chair Designate and
Senior Independent Director

Chairs and members of the Baa
Committees

__ working, me

Intraductory meetings ta cover the company’s governance structure, the Board's pricrity areas and ways of
g cadence

Qverview of the responsit
attendees and advisers.

legal advisers

Induction planning, governance framework, Board and Committee matters, duties and responsibilines of a
company director, the company's policies and procedures, and other legal and regulatary considerations

Directors’ training

All Birectors recerve training on topics of importandce for the company. Following takeover approaches to the company from Apollo Global
Management, the Directars received additional training an the application of The City Code on Takeovers and Mergers as well as therr
responsibilities under the Market Abuse Regulation.
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Board evaluation

The Board operates a three-yearly evaluation cycle which employs a
variety of methodologies to ensure the most effective results.

Following an externally led review in 2020 and an internally faclitated
review in 2021, led by the Senior Incependent Director, the 2022
evaluation would normally have been questionnaire-based. However,
given the recent appointment of Omid Kordestani as Chair in April
2022, it was felt that t would be beneficial for a further internally
faclitated evaluation to be conducted during 2022, which Mr
Kordestani agreed 10 tead

Typical three-yearly evaluation cycle

Last
Year Methodology undertaken

@ Questionnaire, tallored to specific needs 2018

of the business

@ Internally facilitated ihterviews, to be led 2019,

by the Char, Senior Independent 2021,
Director and/ar Company Secretary as 2022
appropriate

In-depth eva\-uation, oxternally 0200
faciltated

Approach and methodology

The 2022 evaluation was carried out by Omid Kordestari, Chair,
through a series of one-to-one conversations with each Director and
anchored in a set of questions shared with Directors in advance. The
one-to-ones were conducted in & free-format’ style, to allow organic
discussions and to provide ample opportunity for Directors to raise
matters of importance.

Discussion areas included matters that are relevant to Pearson in
particular, as well as those items laid down in the Code and
associated guidance, induding:

- the effectiveness of the argarusation and dynarmics of the Board,
including compesition, campetencies, diversity, leadership,
agendas, meeting cadence, qualty of information provided,
governance and decision-making

— relationships between the Board and senior leaders, and
between members of the Board itself, including the remits of and
interaction among the respective Committees and with the Board

— succession planning and talent pipeline for Executive Directors
and other senior leaders

— the company's purpose and the Board's monitoring of
arganisational culture, behaviours and employee sentiment

— articulation and implementation of strategy

— understanding of risks facing the company, including likelihood
and mitigation

— understanding of stakehoider views, products and markets

— oversight of sustamnability matters, including DE&

— concerns and areas for improvement.

The Nomination & Governance Cornmittee reviewed the findings
from the evaluation together with the full Board at its meeting in
December 2022. The Committee will develop an action plan to
address areas for improvement and will monitor progress during
the year,

In reporting back to the Beard, the Chair noted that conversations
with Board members were positive, there was much consistency in
the feedback provided by individual Directors, and there was
unanimous agreement that the Board operates effectively.

Board evaluation process

The format of the review was agreed by the Chair and

Deputy Chair & Senior Independent Director (including in

the latter's capacity as Chair of the Momination &
Governance Committee).

W Thescope of the review wss finalised by the Chair with

<

_.Sdppert fram the Company Secretary.
The Chair interviewed each of the Directors on a
confidential and unattributable basis.
v The output of the evaluaticn was captured in a report to
the Board in December 2022, with the Board then
discussing the points raised by the review.

v Progress on the findings of the evaluation will be
monitored by the Nomination & Governance Committee
throughout 2023,

Key findings included:

— Directors are highly mativated and there is a strong diversity of
talent on the Board, with the Board as a whole considered to be
knowledgeable, respectful and fully engaged.

— Board members have relevant skills and experience, albeit the
Board recognised the importance of paying particular attention to
its compesition and skill sets in light of expected departures
during 2023 and 2024 as certain Rirectors reach the end of their
tenure and as the company’s strategy continues te evolve. The
Board acknowledged the strength and variety of contributions
made by all, including its longest serving Directors.

— Board meetings and discussions are considered to be insightful,
with valuzable and constructive conversations. The Board is
appreciative of the continued efforts by management to deliver
focused, suceinct meeting papers and matenals.

— The Beard recognised the progress that had been made on
strategy, led by the Chief Executive and the refreshed executive
team, including the new Chief Strategy Officer. The Board is
appreciative of the in-depth conversations that have taken place
on Pearson's strategy and vision, with the important next step
being to focus on execution.

— The Buard appreciates both the openness and transparency of
the Chief Executive and the access to, and engagement with, the
executive management tearm.

— The Board is suppartive of the evolution of the company towards
a more performance-oriented culture and looks forward to
updates from the Chief Human Resources Officer in this regard.

— The Board recogrused the work led by the Chief Legal Officer
and her team in respect of Pearson's sustainability strategies,
with guidance and oversight from the Reputation
& Responsibility Committee.

There was unanirmous agreement that the Chair leads the Board in
an effective manner, fulfilling Principle F of the Code. The Directors
agreed that he demaonstrates objective judgement, promotes a
culture of openness and debate, and facilitates constructive Board
relations and the effective contribution of all Non-Executive Directors.
This, in turn, supports Non-Executive Directors in fuffilling the
requirements of Principle M of the Code in providing constructive
challenge and strategic guidance, offering specialist advice and
holding managerment to account.

Annual report and accounts 2022 Pearson plc 71



Board evaluation continued

The main areas identified by the Beard for particular focus during
2023 were:

— Continued focus on execution of strategy, including darity on how
the Board can best monitor and measure the execution plan
while maintaining its distance from operational matters.

In particular, the Board identfied the importance of ensurng
accountability for execution in the next phase of the
company’s transformation.

— Continued sharing of customer and marketplace insights with
the Board, which is seen as particularly important at this time as
Pearson evolves on multiple fronts.

— Ongoing focus an succession planming and talent review, both
at Board and executive level as well as mare broadly, to ensure
Pearson has both the nght skill set to deliver on its strategic vision
and a strong pipeline of taient to allow continued execution in
the future,

— Adesire to identfy and focus on the elements of sustainability
that are particularly relevant and critical for Pearson's success.

— As Pearson continues to grow in the direct to consumer space,
an ongoing focus on the impertance of the risks inherent in the

Individual evaluation

In addition to the evaluation of the Board as a whole, Executive
Directors are evaluated each year on their overall performance
against goals agreed by the Board, and in respect of strategic
measures under the company's annual incentive plan. These goals
are hinked to the key financial and strategic objectives of the
company. Progress against each of these meatrics is reviewed Dy the
Board on a regular bass, as part of 2 dashboard of KPIs.

Following his appointment as Chair, Mr Kordestant intends to lead a
formal individual evaluation of each Non-Exacutive Director every
other year, similar to the practice adopted by the previous Charr,
Sidney Taurel, and he encourages open channels of communication
with Directors on an ongging basis. In the Board's opinion, these
ongoing hnes of communication, combined with a Group-wide
culture which allows and encourages feedback at any time, provide
the most effective means for evaluation In assessing the contrbution
of each Non-Executive Directar, the Chair, with the support of the
Nomination & Governance Committee, has confirmed that each
cantinues to rmake a significant contribution to the business and
deliberations of the Board. The Non-Executive Directors, led by the

Deputy Chair & Senior Independent Director, Tirmn Score, also conduct

technology, cyber and online spaces, including information

security, safeguarding and reputation

an annual review of the Chair's performance, with Mr Score providing
feedback from this review to the Chair.

— Following a period of significant acquisition activity, a desire for

the Board to focus on post-acguisition integration and evaluation

of the performance of acquired busingsses.

— Ongoing development of the Board's roadmap for market visits
and deep dives to ensure this is aligned with Pearson’s aspirations

and international footprint.

In addition to the annual evaluation exercise, the Chair meets
regularly with the Non-Executive Directors and these sessions
include reciprocal feedback on the functioring of the Board.

Commiittee evaluation

All Committees undertake an annual evaluation process to review
their performance and effectiveness. For 2022, the Committee
evaluation process was facilitated internally by the Secretary of each
Committee through use of a tallored questionnaire, except for the
Nomunation & Governance Committee, the evaluation of which
formed part of the broader Board evaluation process. The findings
from the Committee evaluation process were considered at the next
applicable meeting. Read more in the Committee reports on the
pages that follow,

Progress on findings of previous evaluation

A number of actions were taken during the year in response to findings from the 2027 Board evaluation process, as set out below. The Board has
confirmed that these items were addressed to its satisfaction, with recommendations having been put into practice or a clear action plan identfied for

each to be taken forward in 2023.

Finding or focus area

Response or action taken

Continued focus on execution of strategy in each
of Pearson's five divisions, including clarity on how
the divisions work together and continued
optimisation of the more established businesses

Continued discussions on portfoiic, mvestmemt
priontisation, capital allocation and other
corperate finance matters, in support of delivery
of the strategy.

Involvement in the selection of KPIs, with the Board
having visibility of supporting data to allow
evaluation of relevant metrics.

Continued sharmg of custamer nsights with the
Board to aid understanding of the quality of
praduct, content and services,
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the Pearsonbrand.

The Board has considered divisional execution plans as part of its strategy discussions
throughout the past year. Inter-dwvisional synergies also continued to be assessed and
discussed, ncluding as part of considering acquisition opportunities. Gptimisation of
established businesses was also a consideration in the Board's strategic execution
discussions: e g the agreement to acquire PDRI, announced in December 2022 and
subject to completion In 2023, which augments Pearson’s offering to enterprises and US
federal job seekers,

Addmonally, the Audit Committee has discussed key strategic risks with the Presidents of
each of Pearson’s five divisions over the past year as part of a suite of strategic risk deep
dives. Read more about the work of the Audit Committee on page 80,

The Board discussed these topics on a regular basis, with input from divisional Ieadershwp
and Pearson's strategy and corporate development teams, resulting in a number of
changes ta the portfolic as described elsewhere in this report, including Pearson's
acquisiion of Mondly {read more about this acquisitian on page 63). The Board also
determined to undertake a £350m share buyback programme 1o return capital to
shareholders, which was completed in Decemnber 2022 (see page 120),

Strategic KPls were agreed by the Board in early 2022 and incorporated into the Board's
regular milestane and dashboard report to allow angoing oversight and evaluation. The
Board has subsequem\y discussed with management the metrics and definitions

Customer feecback was shared with the Board as part of briefing sessions on
developments to the Pearson~ offenng, Customer and cormpetitor insights remain an
area of particular interest far the Baard in 2023. The Reputation & Responsibility
Committee also considered the sentiment of different consumer audiences towards




Finding or focus area

Response or action taken

Ongoing focus on succession planning and talent
management, at both senior levels and more
broadly, to ensure Pearson has the night skill set to
execute IS strategy.

“Refinement of lorg range planaing in fight of the

new strategy and business structure.

Ensure work t© Tefrosh the rsl management
framework continues, particularly given the
Iincreasing importance of information security, data
management and privacy, and cyber risks.

Continue to evolve ways of monitoring the culture

and behaviours throughout the organisation, as
well as overseeing Lhig iniglementation of
Pearson's new purpose, mission, vision and values.

Ali Bebo was appointed as Chief Human Resources Officer in late 2021 and worked with
management throughout 2022 1n relation to the organisational design, particularly at
senior levels, and talent management This was discussed in detail by the Board at its
meeting in December 2022

New appointments at both Board and Executive level in 2022, as described elsewhere in
this report, have brought valuable additional skills and experience to the company's

_leadership team. Read more about the Executive Management team on page 60.

Following the appomtment of new Ch|ef Strategy Officer, Sulaekha (Sue) Kolloru Ba_ré-é_r in
May 2022, the Board has continued its oversight of substantial strategic planning and
initiatives. In parncular work has been undertaken to refine Pearson’s strategic planning

Divisiun gl slrdlegic ris eep dives at the Audit Corrillee have been well receved by
Directors and are proving beneficial for management in developing new ways of thinking
about nsk.

Cyber and data-related risks continue to be key topics arising across the work of the Audit
Committee, and the addition of the Chief Information Officer as a regular Audit Committee
meeting attendee will enhance oversight and monitoring of these areas.

Read more about our approach to risk on page 43 and the work of the Audit Committee on

~ page 80.

The Board recognlses the progress made by the Chief Human Resources Officer in heipmg
to drive a comparny-wide focus on engagement and development of a performance culture,
Ihis has included a new approach to measuring employee engagement, relaunch of a
Learning at Work programme, and the successful roll-out of Pearson's new purpose,
mission, vision and values. The Reputation & Responsibiity Cornmittee will lead oversight of
culture and employee engagement following revisions to its terms of reference in late
2022, further aiding the Board's oversight of these matters.

The Board is mindful that it is particularly important to pay close attention to culture and
engagement throughout the year, particularly following a period of strategic and
operational transformaticn. It will, therefore, be attentive to these matters in 2023,

Read maore about culture and employee engagement on pages 65-68.

Image removed
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Nomination & Governance Committee report

Image removed

J Tim Score - Committee Chair

Principal Committee responsibilities

Appointments
Identifying and nominating candidates for Board vacancies,

Balance

Ensuring that the Board and its Committees have the
appropriate balance of skills, experience, independence,
diversity and knowledge to operate effectively.

Succession

Reviewing the company's leadership needs with a view to
ansuring the continued ability of the organisation (o compete
in the marketplace.

Governance

Reviewing and overseeing Pearson’s corporate governance
framework, Board evaluation and training plans, and the Board
Diversity Policy.

Terms of reference

The Comrnittee has written terms of reference which clearly
set out its authority and duties. These are reviewed annually
and can be found in the Governance section of our website

(www pearsonplc.com).

Committee members and attendance

Attendance by Directeors at scheduled Nomination & Governance
Committee meetings throughout 2022:

Committee members Meetings attended

Sherry Coutu ) 3/3

171
Annette Thormas - ‘ - 73/3

Sidney Taurel

¥ Mr Kordestani was appainted o e Camrmiiiee 00 1 Apnl 2022
2 Ms ee was appainted to the Carmimittee on T Apnif 2022
3. Mr caurel resigned from the Board and the Commitiee gn 29 Apnl 2022
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Role and composition of the Committee

| am pleased to present my first report as Chair of the Nomination &
Governance Committee, having been appointed to the position in
April 2022 following the retirerment of Sidney Taurel, Board Chair |
offer my thanks to Sidney for his substantial contributions to the
Commuttee’s work, most particularly in ensuring we have a strong and
diverse Board in place to lead our company.

The Committee monitors the composition and balance of the Board
and of its Committees, identifying and recommending to the Board
the appointment of new Directors and/or Committee members. The
Committee has oversight of the company’s compliance with, and
approach to, ail applicable regulation and guidance related to
corporate governance matters. The Committee is also available to
support the Board as needed in relation 1o talent and succession
plans for senior roles.

The Committee currently has five members including me as Chair,
with Ormid Kordestani and Esther Lee having joined the Committee
following their appointments to the Board in early 2022. The Chief
Executive and other senior management, including the Chief Human
Resources Officer, attend Committee meetings by invitation.

As Committee Chair, | am available to engage with any shareholders
who would Iike to discuss the work of the Committee and look
forward to taking any shareholder questions at our forthcoming AGM
N Aprii 2023,

Board succession planning, skills and expertise

A key element of the Committee’s remit is ta lead the process for
Board appointments in line with approprate succession plans. The
company has contingency plans in place for the temporary absence
of the Chief Executive for health or other reasons. The matter of
Chief Executive succession Is a regular itemn for discussion and review
by the Board on an annual basis. Succession planning for the Board
as a whole 1s considered at least annually by the full Board, and onan
ongoing basis by the Committee,

The Committee has defined a set of specific critenia for potential new
Non-Executive Directors, In particular giving consideration to the
skills, experience and knowledge required in any candidates. Pearson
expects all Non-Executive Directors to demenstrate the highest level
of integrity and credibility, independence of judgement, maturity,
callegiality and also a commitment to devote the necessary time to
the company's business.

As part of the Committee's regular succession planning activity, alt
Board members are asked pericdically to complete a self-assessment
of the skills and experience which they believe they each bring to the
Board. The assessment focuses on those categories of skills and
experience which are relevant to Pearson's strategy, business model
and particular organisational characteristics. When mapped against
expected retirement dates, the assessment helps the Committee to
dentify the areas where it may need to focus any future search
actty. The results of the most recent assessment [shown opposite)
demonstrate that Pearson currently has a strong spread of skills
across all areas identified as being of particular importance

Having regard to the upcoming retirernent of Ms Lonmer from the
Board at the 2023 AGM, as well as looking further ahead to
anticipated Board retirerments over the next two to three years, the
Committee agreed to commence a Non-Executive Director search
process in the fatter part of 2022, In preparing for this search, the
Committee agreed that it was particularly interested to identify
candidates who would collectively bring a combination of skills and
expertise in the foliowing areas

— operating experience with subscrniption and/or enterprise Saas
business models, at a scale and complexity commensurate
to Pearson

— expenence developing innovative digital preducts and/or driving
digrtal business transformation

— an active senior finance leader, with a deep understanding of
public company goverrnance standards, ideally fram a UK listed or
global business

— capadity to serve on the Audit Committee



Skills matrix

This matrix represents the number of Directors with core or supplementat capablity in areas that are relevant 10 Pearson’s strategy, business model
and organisaticnal characteristics. A core capability is one of the strongest areas of a Director's skill and expertise, where they bring considerable value
to Board discussions, A supplemental capability 15 an area where the Director is competent or has experence, bur is nor one of the primary skills or

attnbutes that they bring to the Pearson Board.

Category

1 Accounting and finance 6. Education and public

2. Data and eyber security sector
governance 7. Global markets

3 Digital and terhinningy 2 Rooplo/general tafent
Disruption management, focus, including workforce
including: Talent learning
leadership through 9. Policy and government
change, Marketing and relations

data insights, New

10. Prior CEO experience,
business models and

k > particularly of
Innovation multinational businesses
5. Direct to consumer
business models
fincluding cansumer
brand and marketing)

11. Remuneration
12.Scdle and complexity
13. Sustainability

14, UK plc governance

@ Core capability ® Supplemental capability

Charts removed

Taking into account the agreed person specificgtion, the Committee
has engaged Spencer Stuart to undertake a search process for new
Non-Executive Directors. In line with the objectives of the Board's
Diversity Policy, the Committee has asked Spencer Stuart to ensure
that the list of candidates reflects diversity of gender, ethricity,
geography and age as well as diversity in its braadest sense, You can
read mare about the Board Diversity Policy and diversity across
Pearson on page 76. In addition ta the Non-Exacutive Director search
process, Spencer Stuart also undertakes broader exectitive search
activity for the Group and s a signatory to the Yoluntary Code of
Conduct for Executive Search Firms. Spencer Stuart has no
connection with Pearson ar members of the Board beyond its
expertise In board and executive search,

Executive succession planning

Succession planning for key positions at executive management tevel
is primarily overseen by the full Board, with support provided by the
Committee in respect of particular inmatives, The executive team has
a key role 1o play in our strategic planning process, in the ongoing
development of our talent pipeline and in fostering the culture and
values required to continue to deliver on our strategy. In Decernber
2022, the Beard held a discussion on talent, including a succession
planning session focused on the executive pipeline from which the
future leaders of Pearson were likely to emerge, both at Pearson
Executive Management level and for other key roles. A diverse
pipeline of ready now and ready later’ emerging talent has been
identified, and plans are in place to accelerate these individuals’
development and path to succession where possible. These
measures include inviting individuals to partiapate in Board and
Committee meetings, mentonng by Non-Executive Directors, and
encouraging and enabling individuals to take on external non-
execitive roles in order to Increase their exposure to new areas

of business. The company also has targeted development
programmes for high-potential talent and mentorship programmes
for diverse leaders, as well as development programmes for junior
and middle management.

Other areas of focus during 2022

The Committee oversees the company’s compliance with the UK
Corporate Governance Code and reviews a status tracker to enable it
to consider the appropriateness and maturity of various elements af
our governance framewaork and to monitor any areas of quahfied or
non-compliance, Learn more about Mearson's compharive will i Lhe
Code on page 55

Other areas of focus for the Committee during the year included
oversight of composition of the Board's Committees, assessment af
the independence of Linda Lonmer prior to making a
recommendation for her re-election at the 2022 AGM (recognising
her length of service on the Board), and the annual review of the
contribution of each Birector to the Board. As Committee Charr and
Deputy Chair of the Board, | also paid particular attention to the
onboarding and induction of Omid Kordestani as the new Board
Chair. You can read more about the induction process for both Omid
Kordestani and the recently appointed Non-Executive Director Esthar
Lee on page 70.

Commiittee evaluation

The Committee undertakes an annual evaluation process to review
its performance and effectiveness. For 2022, feedback refating

to the Committee was sought from Directors as part of the wider
Board evaluation led by the Board Chair. Topics covered included
the effectiveness and dynamics of the Committee, oversight of

key areas within the Committee's remit, the quality of papers and
meeting discussions, and the relationships between the Committee
and management.

The findings of the effectiveness review process for 2022
indicated that the Comrmittee is considered to be working well
with appropriate agendas, papers produced to a good standard
and high-guality discussions.

Committee aims for 2023

The Committee’s priorities for the coming year will be to lead

and conclude the current Non-Executive Director search process,
and to oversee the planned externally-facilitated Board evaluation
process. Additionally, together with our colleagues on the Audit
Committee, we will monitor any proposals by the regulator to revise
the UK Corporate Governance Code in ight of the UK Government's
response to the consultation on Restoring Trust in Audit and
Carporate Governance, and will cversee management's response
to this

Tim Score
Chair of Nomination & Governance Committee
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Nomination & Governance Committee report continued

| Diversity across Pearson

We have been on an intentonal journey to redefine what diversity,
equity, and inclusion (BE&I) mean at Pearson and to take action. We
have reshaped cur policies, practices, and principles around DE&!
and created a long-term strategy focusing on recruitment and
promotion, retention, inclusive culture, and social impact.

Qur ambition is to be an inclusive and high performing place to work
where everyone can leverage their unique strengths, That's why our
updated people strategy has DE&! as one of cur three pillars with the
aim of creating a culture of belonging and increasing diverse
representation throughout the company. As part of our new Pearson
engagement survey, we have a culture of inclusion index to
benchmark and measure against three principles: employees are
treated with respect, managers value employees for their strengths,
and our leaders do what is right

In addition, Pearson's Code of Conduct in relation to ethical practices
takes account of gender, age, race, ethniaty, disabihity, and sexual
orientation, and applies to all employee levels, iIncluding the executive
management team. It 1s underpinned by a global statement on DE&,
along with country and business-spedific policies. Standards are set
cansistently worldwide - both internally and externally - as part of
our efforts to make Pearson a great place to work.

Together, our goal is to drive the transformation of learning,
making It more diverse, equitable, and Inclusive. It & continuous
combination of intentional bottom-up and top-down leadership
across all levels of the company to foster a culture where everyone
feels a sense of belonging.

Board diversity

We believe that Board diversity makes us a better and more
sustainable business, contributing to high performance, enhanced
commerdal results, and an inclusive leadership culture. Research
indicates that high-performing boards prowvide an increased
competitive advantage and wider perspectives, while the needs for
greater inclusion and diversity continue to influence global trends.

We are determined that, as a Board, we must be representative of
our employee base and wider society, including the countries in
which we operate. The Board ernbraces the Code's underlying
principles with regard to Board balance and diversity, including in
respect of ethnicity, gender and age. The ohjectives set out in the
Board's Diversity Policy and our progress towards these are shown in
the table on page 77.

The Nomination & Governance Committee ensures that the
Directors of Pearson demonstrate a broad balance of skills,
background and experience, to support our strategic development
and reflect the global nature of our business. It requires
appointments to be made on ment and relevant experience, while
taking into account the broadest defimtion of diversity. In any
Non-Executive Director search processes, the Naomination &
Governance Committee encourages the retained search firms to
place an emphasis on putting forward candidates who would
enhance the overall dwversity of the Board.

In light of the changes put forward by the Financial Conduct Authority
(FCA), the Nomination & Governance Comrmittee has updated the
objectives that support the Board Diversity and Inclusion Policy, and
which underpin Pearson’s commitment to creating a more equitable
and inclusive company. The current objectives are set out below:

— at least 40% female directors
— at least two directors from an ethnic mincrity background

— at least one of the Chair, Chief Executive, Depury Chair and Senior
Independent Director or CFO is a woman

76 Pearson plc Annual report and accounts 2022

We have also expanded our objectives to confirm that the Board will
consiger its own diversity, and that of its Committees, as part of the
annual effectiveness review processes. Further, the Board will
explore expanding its diversity considerations to include
characteristics such as sexual orientation, disability and socio-
economic background,

The Nomination & Governance Committee has confirmed that it will
adopt a principles-based approach to diversity on the Board's
Committees. It is recognised that it is not necessarily practical to set
meaningful metrics or targets for dwerse membership of Comrittees
due to the notably smaller membership of each of the Committees
compared to the size of the Board. Accordingly, our principles-based
approach endorses the importance of bringing diverse perspectives
to all areas of Board and Committees’ work. As an example of this
principles-based approach in practice, as part of its regular
Committee succession planning activity, the Nomination &
Governance Committee considers the gender and ethnic balance on
each Committee when assessing its cormposition and future needs.

As at 31 December 2022, 50% of Directors were women (202 1: 50%),
exceeding the target of 40% women's representation by the end of
2025, as recommended by the FTSE Women Leaders Review. We are
also satisfied that, ahead of the target implementation date, we are
compliant with the new FCA requirements stating that boards should
have at least one waman in the Chair, Chief Executive, Senior
Independent Director or Chief Financial Officer role, and that at least
one member of the Board sheuld be from an ethnic minority
background, among other targets. The FCA requirements are
applicable to Pearson with effect from the finanaal year which began
on 1 January 2023,

One of the topics the Board considered during its evaluation process
conducted in 2022, was the effectiveness of the organisation and
dynamics of the Board, ncluding 1n respect of diversity. The results
and feedback provided by the evaluation indicated that the Directors
believe the Board's diversity is strong. The Board recognised the
Increasing importance of DE&I and acknowledged the progress being
made It noted thar wider forms of diversity, such as sexual
orientation, disabiity, age, and scio-economic background, would be
considered when making new appointment dedisions

Diversity and talent at executive level

Five mermpers of our executive tearn of 10, excluding the Chief
Executive and Chief Fnancial Officer who are counted in the Board's
metric, are women (50% as opposed to 37.5% 0 2021). Including the
Chief Executive and Chief Financial Officer, this ratio stays at 50% (six
women out of 12 members) (2021: 40%). As of 31 December 2022,
the senior management team (as speafied by the UK Corporate
Governance Code), 1.e. the execulive management team and their
direct reports, including the Cornpany Secretary, contained 53
waomen, representing 50% of that group {2021: 49%). For diversity
data in the format prescribed by LR 9.8.6R(10), please see page 225

All leadership and menteoring programmes aim to have 509 of their
candidates from diverse backgrounds. The Nomination &
Governance Committee receved updates on two internal mentonng
schemes that it supports. The first scheme pairs a high-patential
leader (typically at Senior Vice President level) with a Non-Executive
Director. The second scheme involves members of the executive
management team sponsoring a small group of individuals at
management level, Identified through our talent review process as
potential successors of senior management.

In 2022, we revised our approach to strengthen mentaring schemes
by focusing on the creation of mentoring partnerships based on skill
development needs. We are currently gathering feedback on the
autcames of Board spansorship and mentoring schemes in 2022
and are in the pracess of idenufying candidates for oppertunities

in 2023



Board diversity objectives

The Nomination & Governance Committee monitors the progress on the company's DE&I framework, governance and measurement maodels, and
priority areas, As part of this, the Nomination & Governance Committee reviewed and updated the abjectives which underpin the Board Diversity
Policy. The ahjectives in place during 2022 and Pearson's performance against them are set out below, together with anindication of the amendments
(highlighted) to the objectives that have been approved in response to the FCA requirements:

Objectives

Progress

We will strive to achieve and maintain a Board composition of:

— at least 40% Directors are women
— atleast two Directors from an ethnic minority background

— at least one of the Chair, Chief Executive, Deputy Chair and
Senior Independent Director or CFO is a woman

All Board appointments will be made on merit, in the context of the
skills and relevant experience that are needed for the Board 1o
oversee Pearson's strategic development and that reflect the global
nature of our business.

The Buard will continue to incarporate a focus on a diverse pipeline
in its succession and appointment planning, including to prioritise
the use of search firms which adhere to the Voluntary Code of
Conduct for Executive Search Firms (the Voluntary Code) when
seeking to make Board-level appointments.

respanse to the Parker Review, FTSE Wormen Leaders Review, FRC
Roard Director Effectiveness Review, and Financial Conduct
Authorty requirements,

The Board will consider its composition and diversity, and that of @

its Committees, as part of its consideration of effectiveness in the
Board evaluation review process. The Board will also explore
expansion of these considerations to cover ethnicity, sexual
orientation, disability and socio-economic background
characteristics.

Where appropriate, we will assist with the development and
support of initiatives that promote all forms of DERI in the Board,
Pearson Executive Management team and other senior
management.

We will review and report on our progress in line with the policy
and our abjectives in the annual report, including providing details
of initiatives to promete DE&I in the Board, Pearson Executive

Wwe will continue to make key DE&} information about the Board,
senior management and our wider employee population availabie
In the annugl report, and aim for ongeiNg transparency in this area
in line with best practice.

As at 31 December 2022;

o 50% Directors were women
° The Board included three Directors from an ethric minarity
background

° One of the Chair, Chief Executive, Deputy Chair and Senior
Independent Director ar CFQ is a woman

° Our Non-Executive Director search process considers a wide range
of candidates, including from diverse backgrounds, all of whom were
evaluated on the basis of merit. Qur most recent search processes
resulted in the appeointment of Esther Lee and Omid Kordestani,
whom the Board believe possess the requisite skills and experience
for their roles.

° The Committee actively includes diversity In its search criteria for
Board appointments, and proactively encourages engaged search
firms to include candidates from a range of diverse backgrounds in
its candidate lists.

Spencer Stuart assist Pearson with search activities, including for the
external element of the Non-Executive Birector search processes.
e Voluntary Cede.

_Spencer

@ The Board 1s cognisant of the recommendations of the FTSE Women

Leaders Review, which has succeeded the Hampton-Alexander
Review, and the findings of the FRC Board Diversity and Effectiveness
report. The Committee also reflected the new FCA requirements in
respect of gender and ethnic diversity in its review of the Board
Dversity POliCy.

& These matters were considered in the 2022 evaluation process
Read more on page 71.

° Six mentees at the Senior Vice President (SVP) level were mentored
by six Non-Executive Directors in 2022 67% of SVP participants were
fernale and/or persons of colour (target at 50%).

@ Cbjectives that accompany the Board's Diversity Policy have been
updated. The Committee continues to monitor developrments on
DE&t inthe external landscape.

& Thisinformation s included in the annual report. Read more about
DE&J matters in the wider employee population on page 34.

Key

@ Target achieved

€ Target not met

New objective for 2023
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Reputation & Responsibility Committee report

Image removed

Linda Lorimer - Committee Chair

Principal Committee responsibilities

Stakeholders: Monitoring reputational issues that could
significantly affect Pearson's reputation with stakeholders,
including consurmers, employees, sharehalders, educational
institutions and educators, employers, governments and
regulators, communities and business partners,

Sustainability and non-financial KPIs: Overseeing Pearson's
sustainability strategy including: targets and public
commitments; regulatary landscape, reporting and ratings; ESG
due diligence in our supply chains and business partnerships;
matters relating to the non-financial KPis linked to the three
pillars of the ESG Framewark.

Culture and employee engagement: Overseeing Pearson's
approach to employee engagement. Monitoring the company's
culture, which stresses diversity and high performance,

Communications and regulatory matters: Overseeing
Pearson's communications, strategies, policies and plans
related to reputatipnal issues and the people, processes and
policies that are in place to manage them.

Branding: Oversight of how the company's brands are
managed and promoted to ensure that their value and the
comparny's reputation are maintained and enhanced.

Risk: Pearson's approach to the reputation aspects of the risk
register and ensuring that clear roles have been assigned for
the management of these.

Terms of reference

The Comimittee has written terms of reference that clearly set aut its
authority and duties. These are reviewed annually and can be found
in the Governance section of our website fwww pearsonplic.comy).,

Committee members and attendance

Attendance by Directors at scheduled Reputation & Responsibility

Committee meetings throughout 2022;
Committee members Meetings attended

Andy Bird R £

‘Graeme Pitkethly

Lincoln Wallen
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Reputation & Responsibility Committee role

The Committee works to assess and advance Pearsor's reputation
across the range of its stakeholders and to maximise the company’s
positive impact on society and the communities in which we work
and serve.

We are the main governance body for sustainability at Pearson,
providing important oversight of our environmental, social ang
governance (ESG) framework; this includes climate change
considerations. As part of this role, we promote and oversee
Pearson's sustainable business strategy and assess progress
against its commitments. We also moniter branding, culture and
values, and provide ongoing oversight and scrutiny acress all
reputational matters.

The full Board is kept abreast of the Committes's work through
reports | make following each of our sessions. These reports include
highlghting any areas of concern and offering specific
recommendations for the Board's action.

In 2022, we led a cormprehensive review of the Board's governance
framework for ESG matters, and made the following
recormmendations for enhancing the Directars’ collective oversight of
ESG matters, all of which were approved by the Board:

— the Audit Committee will assume responsibility for assurance and
integrity of £SG data and metrics

— the Remuneration Committee will formally incorporate ESG
considerations in remuneration frameworks and decisions

— employee engagement will be forrmally added to this Committee’s
remit, alongside culture. We have invited the Chief Human
Resources Officer to be a regular attendee at our meetings as
a resource on the important topics of employee engagement
and culture

We also conducted a thorough review of our own terms of reference.
The Cormnmittee’s principal responsibilities, as revised, are
summarised to the left of this page and you can read more about our
overall Board framework for ESG governance on page 66.

As Committee Chair, | am available at any time to engage with any
shareholders who would like to discuss the work of the Cormmittee,
and particularly losk forward to taking any shareholder questions at
our forthcoming AGM in April 2023,

It has been my privilege to serve as Chair of the Committee since
2076, most notably to have had the opportunity to contribute to
Pearson's sustainable business strategy as it has matured and to the
development ¢f our ESG framework. | am delighted that the Board
has chosen Annette Thomas t0 be my successor as Chair; Annette
has shown a real passion for the work of our Committee and has
both experience and expertise in the rermit of the Committee

Committee composition and attendees

The Commuttee currently has five members, including me as Chair.
The members bring a range of expertise across the key areas of the
Committee's remit, including sustainability, stakeholder management,
pecple and talent, and policy and government refations.

In addition, we benefit from the regular attendance of senior
executives whose work is central to the remit of the Cemmittee
These include the Chief Legal Officer, who 1s the executive
leader responsibie for the develcpment, monitoring and
execution of Pearson’s sustainability strategy; the Chief
Marketing Officer and Ca-President of Direct to Consurmer,

the Chief Human Resources Officer; SVP - Investar Relations;
and SvP - Corporate Communications.

Sustainability activities in 2022

Throughout the year, the Commiittee paid particular attention to the
continued evolution of our sustainabiity strategy, including how it
aligns to our greatest areas of opportunity and challenge as a
business, and how to communicate its tenets to all cur stakehaolders
In a clear and impactful way



As described in greater detail in our Sustainability report starting on
page 30, our ESG framework comprises three pillars that align with
the interests of stakeholders, and where we can make the biggest
positive impact.

— Driving learning for everyone with cur products
— Empowering our people to make a difference
— Leading responsibly for a better planet

These areas are also materially influential In helping Pearsen succeed
as a business. The pillars have a clear, natural fit to our non-financial
KPIs, reflecting the common goal of alignment between our
corporate and sustainability strategy. The sustainability strategy 1s
supported by Pearson's robust corparate governance, strong
corparate culture and a range of effective policies to ensure we
achieve cur ambitions.

The Cornmittee receives regular updates from managament on
progress against spectfic elements of the sustainability strategy. Over
the past year, key activities of the Committee in relation to our three
sustainable business pillars included the following:

Driving learning for everyone with our product

In the course of the year, we had reviews of product efficacy and
learning design; we undertook our annual safeguarding review, which
included our growing attention to digital products and services, and
we assessed the company’s consumer brand equity study.

Ar each meeting, the Committee receives a report on recent incidents
and issues that could have an impact on the company's reputation,
including those relating to our products. We consider Pearson's
responses to coverage on social media and in traditional media,
including paying particular attention to our protocols for responding
to guestions about our content, the integrity with which we handle
such situations, and any lessons learned. In response to these
reports, the Committee provided input about addressing the specific
inaidents at hand, and made recommendations about how the
company can be responding to the general issues raised.

Empowering our people to make a difference

In the course of the year, the Committee asked the Chief Human
Resources Officer 1o lead a sesston devoted to talent, performance
and engagement. We also reviewed new plans for the evolution of
our overall approach to employee engagement and cantinuad our
practice of an annual review of health and safety across the comparny.

Leading responsibly for a better planet

In the past year, the Committee monitored progress in respect of
climate transition plans, including receiving an update on Pearson’s
decarbonisation journey. As part of this, we provided
recommendations to management on how to approach reduction in
Pearsor's scope 1, 2 and 3 emissions, with reference to the maturity
of climate performance in cur supgly chain

Given world events, the Committee received an update on the status
of Pearson’s business operations in Ukraine, Russia and Belarus.

ESG governance and policies

Our three sustainable business pillars are underpinned by robust
governance, a strong culture and effective palicies. In this regard,
during the year:

— we reviewed an ESG matenality assessment which confirmed that
the views of our external stakeholders align well with our internal
ambitions With input frorn management and external advisers,
we noted improvement opportunities for aur core business areas
to enhance theirimpact on Pearson's sustainability ambitions

— we revised the Board's ESG governance framework, as noted on
page 66

— we received an update about how the company will be reporting
its ESG progress to external regulatary bodies, including the
approach for our narrative, non-financial KPI reporting and
exlerndl datd verification, where we wark closely with our
colleagues on the Audit Committee. We also noted how
management plans to evolve our reporting In line with
regulatory changes

-~ we reviewed the annual Modern Slavery Staternent with
rmanagement pricr to recommending that the Board approve the
statement for publication.

Other areas of focus during 2022

In addition to the work relating to the three sustainable business
pillars, we spent time considering a broader range of matters relating
to Pearson's reputation and key stakeholders, including the following:

— with the help of colieagues and external advisers, the Committee
conducted a horizon scanning exercise to 1dentify key
reputational risks and trends facing Pearson such as critical race
theory, sodial issues and increased scrutiny of branded content
platforms. This exercise, which we intend to conduct periodically,
helps to ensure that the Commuttee and our Board is alert to
external factors that may impact our business

— we reviewed a new framework to guide the company about when
it will ordinarily rake public statements concerning societal
events. Factors that are part of this decision framework incdude
whether the event could have a material impact directly on our
business or people and whether the issue is aligned or misaligned
with Nearson's purpose and values

— after the US midterm elections and the change in the leadership
in the UK, we receved a government relations update, whichis a
periodic topic for the Committee’s agenda.

Committee evaluation

The Committee undertakes an annual evaluation to review its
perfarmance and effectiveness. For our evaluation in 2022,
Committee members and other key contributors to the Committee
were invited to provide their views by way of a tallored questionnaire.

Topics covered included the effectiveness and dynamics of the
Committee, oversight of key areas within the Committee’s remit, the
quality of papers and meeting discussicns, and the relationships
between the Committee and management.

The Committee considered the hindings from this pracess at its
Novernber 2022 meeting and concluded that:

— the Committee is working well with appropriate agendas, papers
produced to a good standard, and high-quality discussions

— some refreshing of the Committee’s remit was warranted to
specify explicitly that employee engagement and the company’s
culture are part of the Cormnmitteg's remit as well as expanded
responsibility for ESG and sustainability. This feedback guided the
revisions to the terms of reference review undertaken towards
the end of the year

— it may be beneficial to provide greater exposure for the
Committee tq a range of external viewpoints and advice.
in direct response to this suggestion, the Committee welcomed
external advisers to its ESG deep dive session, where external
perspectives were provided on Pearson’s ESG materiality
assessment and ambitions.

The matters identified during the previous year's evaluation process
have been addressed to the Committee’s satisfaction during the year,
as described elsewhere in this report.

Committee aims for 2023

Our priarities for the coming year include the publication of
Pearson's climate transition plan and the launch of various activities
to empaower our people to make a difference through learning
opportunities and skill-based volunteering. We will continue 1o
oversee Pearson's ESG framework including progress under each of
our three sustainable business pillars, as well as overseeing the newly
refreshed approach to employee engagement and culture.

Linda Lorimer

Chair of Reputation & Responsibility Committee
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Audit Committee report

Rraeme Pitkethly - Committee Chair

Principal Committee responsibilities

Financial reporting

The quality and integrity of Pearson’s financial reporting and
statements and related disclosures, including significant
reporting jJudgements.

Policy

Group financial policies, including accounting policies
and practices.

External audit

External audit, inclugding the appointment, gualification,
incdlependence and effectiveness of the external auditor.
Internal audit, risk and internal control

Risk management systems and the interpal control
environment, including oversight of the work and effectiveness
of the internal audit funcuion.

Compliance and governance

Legal and regulatory requirements in relation to financial
reporting and accounting matters, and oversight of compliance
programmes and investigations.

Terms of reference

The Committee has written terms of reference which clearly
set out 1ts authority and duties. These are reviewed annually
and can be found in the Governance section of our website
(www pearsonplc.com).

Committee members and attendance

Attendance by Directors at scheduled Audit Committee meetings
throughout 2022

Committee members Meetings attended

Lindalormer 44
Graeme Pitkethly! N
Tim SCO[Ef rrrrrrrrrrr ‘ 4/4
Lincoln Wallen TTmm——— i

1. Mr Pitketnly was unable to attend ane reeung prror to becoming Cammintes Chair
die to a pre-existing commitmeant. He reviewed the papers and prowded nis
perspeciives Lo the Cammisee Cdr outside the meeing

Audit Committee role and composition

I am pleased to present my first report as Chair of the Augdit
Committee following my appointment to the role on 1 August 2022.
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My predecessor in the role, Tim Score, remains a valued member of
the Committee and | offer my thanks te Tim for his considerable
contributions as Committee Chair.

The Cammittee has been established by the Board primarily for the
purpase of overseeing the accounting, financia! reporting, internal
contral and risk management processes of the company and the
external audit of the financial statements of the company. As a
Committee, we are responsible for assisting the Board's oversight
of the quality and integrity of the company's externai financial
reporting and statements, and the company’s accounting policies
and practices.

Pearsor's Vice President - Internal Audit has a dual reporting line
to the Chief Financial Officer and to me, and both she and the
external auditors have direct access ta the Committee to raise

ary matters of concern and to report on the results of work directed
by the Committee As Audit Committee Chair, | ensure that the full
Board is kept abreast of the business of the Committee 1n a timely
manner, including highlighting any areas of concern or specific
recammendaticns. | also wark closely with the CFO and senior
financial, risk, legal and internal audit personnel cutside the

formal meeting schedule to ensure robust oversight and challenge
in relation to financial control, compliance, investigations and

risk rmanagement.

As Committee Chair, | am available to engage with any shareholders
who would like to discuss the work of the Committee, and look
forward to taking any shareholder questions at our forthcoming AGM
in April 2023

Audit Committee meetings and activities

Animportant area of focus for the Cormnmittee throughout 2022 was
the transition of Pearson’s external audit from
PricewaterhouseCoopers LLP (Pw() to Ernst & Young LLP (EY), who
were selected following a competitive tender process in 2021, The
transition process and first audit by EY have necessitated
considerable efforts by all involved, and 1 would like to acknowledge
the commitment demenstrated by all Pearson colleagues throughout
the financial year who have supported the audit process. You can
read more about how the Comrmittee has monitored the transition to
EY on page 84.

Other prominent themes in the Committee’s wark throughout
2022 ncluded.

— important areas such as data privacy. cyber security and business
and technology resilience. In addition to continuing to increase in
importance at a macro level, these are key factors in the success
of Pearsom's digital and consumer-focused strategy

— astrong focus on risk, supported by a new programme of
business-focused deep dives led by the Divisional Presidents

— oversight of accounting treatment relating to partfolio changes,
including the strategic review of Pearson’s international
courseware local publishing businesses

— continued oversight of Pearson’s key jJudgements and key areas of
estimation as described in the finangial statements.

At every meeting, the Committee also considered reports on the
activities of the internal audit and compliance functions, incluging the
results of internal audits, project assurance reviews and fraud and
whistleblowing reports. The Commuttee also monitored the
companys financial reporting procedures, discussed the finance and
IT controls environment, reviewed the services provided by the
external audtors and considered any significant legal claims and
regulatory 1ssues In the context of their impact en financal reporting,
each on a regular basis You can view the key activities of the
Committee and read more about our work in these areas on the
pages that follow.

Additional meeting attendees

The Chief Financial Officer, Deputy Chief Financial Officer, Ctuef Legal
Officer, Chuef Informanon Officer, other executives and senior
managers from across the business also attended meetings during
the year, either as regular invitees of the Committee or to discuss
particular items of business



This direct contact with key leadership augments the Committee’s
understanding of the issues facing the business as well as helping to
develop Pearson's talent pipehine through facilitation of Board-level
engagement opportunities for those leaders and managers, The
Committee also mects regularly in private with the external auditors
and with the Vice President - Internal Audit.

In addition to the Commuttee’s formal meeting schedule, | meet as
needed with the external auditors, Chief Financial Officer, Deputy
Chief Financial Officer, Chief Legal Officer, Chief Compliance Officer
and Senior Vice President - Treasury, Risk and insurance in order to
keep abreast of all relevant matters within the Committee’s remit.

Audit Committee training and knowledge sharing

The Committee receves technical updates at each meeting. including
on matters such as accounting standards and the audit and
governance landscape, and members are able to request specific or
personal training as appropriate. In particular, we remain attentive to
developmerits at a legislative and regulatory level, including the
proposals announced in May 2022 by the UK Government’s
Departrment for Business, Energy and Industrial Strategy (BEIS) in
response to the consultation on 'Restaring trust in audit and
corporate governance'.

The Committee's focus areas for 2023 will include:

— Following up on continuing improvements in the external audit
process, as discussed further on page 84.

— Meonitoring progress of the UK Government's proposals on
audtt and corporate governance reform, any impacts on the
company's pracesses and practices, and consideration of
management’s response.

— Monitoring emerging developments in non-financial reporting,
including proposais from the 1S58, EU and SEC.

— Continuing our attention to technology and cyber risk, threugh an
increased frequency of cyber secunty deep dives and the addition
of the Chief Information Officer as a standing attendee at all
Committee meetings

Committee evaluation

The Committee undertakes an annual evaluation process to review
its performance and effectiveness. For 2022, the Committee
evaluation process was conducted by way of a tallored questionnaire.
The process sought views on an ancnyrmous basis from Committee
members and other key contnbutors to the Committee, including the
lead external audit partner, the Chief Financial Officer, Deputy Chief
Financial Officer, the Chief Legal Officer, the Vice President - Internal
Audit, and senior financial, risk and compliance management.

Tapics covered in the evaluation included the effectiveness and
dynamics of the Committee, the Committee’s oversight of key areas
withiirn ils rernil, the gualty of papers and meeting discussions, and
the relationships between the Committee and management The
Committee considered the findings from the evalustion at its
November 2022 meeting, including the following key points:

— The Comrmittee is considered by Directors and other contributors
to be working well with appropriate agendas, papers produced to
a good standard and high-guality discussions.

— Respandents welcomed the addition of divisional risk deep dives
to the Committee's work plan and noted the impartance of
dedcating sufficient time to the overview of risk and associated
remediation actions.

— Respondents recognised that it 1s important for all parts of the
Group’s assurance framework (o remain attuned to the changing
risk profile of the company, including data and cyber risk. It
remains important for the Committee to ensure that it continues
to have appropriate levels of support and expertise to assess and
manage these areas.

— Given the quantum of Pearsen's business in the US, there was a
suggestion that at least one meeting per cycle be US-based to
allow the Committee in person access to US management and
other stakeholders. We expect to be abie to reintroduce this

elernent to the Committee’s annual schedule following the
relaxation of COVID-19 related travel restrictions.

— Responses highlighted the Committee’s role in encouraging
collaboration and alignment between the central corporate
risk assessment and compliance functions and the work of
internal audit.

Actions taken following the previous year's evaluation

Based on the recommendations from the previous year's evaluation,
the Commuttee took the following actions in 2022

— We assumed responsibility in our terms of reference for matters
relating to assurance of ESG metrics. During the year, the
Committee considered and approved Pearson’s policy on
greenhouse gas emissions re-baselining and restatement. This
policy has established guidelines for the recalculation of the base
year, as well as restatements, for scope 1, 2 and 3 emissions in
the event of significant changes to Pearson's portfolio.

— Recognising the importance of technology and cyber-related
matters to Pearson’s business and strategy, we invited the Chief
Information Officer to become a standing attendee at the
Commuttee’s meetings. Previously, the Chief Information Officer
was invited to attend for speaific agenda items. This strengthens
the oversight that the Committee has of technology matters and
enabies timely engagement with the responsible executive
whenever technology-related topics arise in our discussions.

Fair, balanced and understandable reporting

We are mindful of the Code’s Principle N relating to farr, balanced and
understandable reporting, and we build sufficient time into our
annual report timetable to ensure that the full Board receives
sufficient opportunity to review, consider and comment on the report
as It progressas. Learn mare about farr, balanced and
understandable reporting on page 123

Financial reporting and policies

In February 2023, the Committee considered the 2022 preliminary
results announcement and annual report and accounts, including the
financial statements, strategic report and Directors’ report. The
significant issues considered by the Committee relating to the 2022
financial statements are set out on pages 86-87.

Correspondence with Financial Reperting Council

In Qctober 2022, Pearson received a letter from the Financial
Reporting Council {FRC) confirming that it had completed a limited
scope review of the company's 2021 annual report in connection
with their thematic review of deferred tax asset disclosures. There
were no questions or queries to which the FRC reguired a formal
written response Two matters were raised regarding possible
improverments to our existing disclosures. These have been

addressed in the 2022 annual report where material and refevant.

The FRCs role is to consider compliance with reporting standards
and 15 not to verify the information provided. Therefore, given the
scope and inherent limitations of their review, which does not benefit
from any detailed knowledge of the Group, it would not be
appropriate 1o infer any assurance from their review that our 2021
Annual Report and Accounts are correct in all material respects.

Risk assessment, assurance and integrity

Akey rofe of the Committee is to provide oversight and assurance to
the Board with regard to the integrity of the company's procedures
for the identification, assessment, management and reporting of risk.
In fulfilhng 1its remit, the Committee remains mindful that effective risk
management is essential to executing Pearson's strategy, achieving
sustainable shareholder value, protecting the brand and ensunng
good governance

In 2022, the Committee had oversight of management’s refreshed
approach towards risk identification and monitoring. Pearson's risk
management programme has evolved in line with the structure of
the business, which 1 managed through five global operating
divisions supported by enterprise-wide corporate funchons.
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Audit Committee report continued

Through a series of business-focused risk deep dives, the President
of each operating division provides an overview of its risk register to
the Committee at least annually and leads a session on the key risks
facing their particular dwision. The process Is supported by central
risk team experts as required, providing the Committee with a clear
and consistent framework within which to evaluate the strategic
and business risks to the company, based upon the principal,
emerging and significant near-term risk categories described an
pages 45-51.

The Committee uses these deep dive sessions to understand the
rigour of management’s nsk scanring and to challenge judgements
being made in response to risks. The Committee has reviewed the
refreshed risk management approach to ensure it is robust and
proportionate, and continues to fadilitate a culture of accountability
and ownership among business leaders. The introduction of
divisional risk deep dives has provided a valuable strategic lens to the
risk management process that has been welcormed by the
Committee and management alike.

During the year, the Committes also conducted & number of deep
dives with selected enterprise-wide functions including data
privacy, cyber security, tax, anti-bribery and corruption, and
business resilience.

Data privacy, cyber security and technology resilience

Prudent management of data privacy, cyber secunty and Pearson's
technology estate are fundamental to the company's success and to
building and maintaining trust with our customers. The Committee
oversees these matters on behalf of the Board from a nsk and
assurance perspective and manitors the maturity of Pearson's
associated governance frameworks. It does this through annual deep
dives, as well as through oversight of the risk-based internal audit
programme, 10 which these topics are key areas of focus

As part of the data privacy deep dive led by the Chief Privacy Officer, the
Committee considered developrments in the global regulatory landscape
and trends in enforcement actions, focusing on the importance of
transparency and contrals around the use of personal informaticn.
These regulatory trends, combined with Pearsom's direct to consumer
strategy, mean that a compelling user experience Is imperative.
Accordingly, the Committee discussed the progress that had been made
through the launch of a new publc-facing privacy centre, which provides
an effective and customer frendly approach to explaining how Pearson
uses personal information. The Committee also considered the ongoing
enhancements to Pearson's data privacy governance structure, including
a newly implemented network of designated privacy owners,
strengthening of the internal incident management framework, and
continued focus on data retention programmes with a particular focus
on custormer products, platforms and services.

The Committee also considered the status of Pearson's cyber security
programme, through a deep dive led by the Chief Information Officer
and Chief Information Secunty Officer. This deep dive was set inthe
context of the challenges and threats prevalent in the dynamic global
security landscape. As part of this, the Committee received a report on:

— Pearson's cyber nisk profile, including the status and trend of top
threats and response to these threats, with a particular focus on
strategic products

— Management's key achievements and focus areas in 2022, which
included: simplifying and updating information security policies to
support Pearson's digital strategy; enhancement of identity
management capabllities; development of role specific security
training; implementation of suppler security risk managerment,
and continued attention to best practices for cloud secunty

— Objectives for the continued enhancement of Pearson's cyber
secunty infrastructure and governance frameworks, including the
key achievements in 2022 and aims for the coming year

— Findings of the annual third party assessment of Pearson’s

cyber capability maturity, which continues to demonstrate
year-on-year improvement,

Audit Committee meeting focus during 2022

Internal audit, Compliance
Financial reporting Policy External audit risk and internal control  and governance
— Accounting and — Accounting — Qversight of external auditor — Internal audit actaty — Fraud,
technical updates matters and transition and first-year audit by reports and review of whistleblowing
— irnpact of legal claims Group new auditor key findings reports and
and regulatory 1ssues accounting — Provision of non-audit services — 2022 internal audit plan compliance
on financial reporting policies by external auditor - policy and including resourcing Investgatons

— Fair, balanced and
understandable
reporting, goiNg
concern and viability
statements including
supporting analysis

— 2027 annual report
and accounts:
preliminary
announcement,
financial statements
and incame statement

— Review of interim
results and trading
updates

— Form 20-F and related
disclosures, including
annual Sarbanes-
Oxley Act Section 404
attestation of
financial reporting
internal controls

— Significant issues
reportng

Treasury Policy
and reporting

Tax update

Greenhouse
gas emissIons
- policy for
re-baselining
and
restaternent

regular reporting

Appointment of
external auditars

Report on half-year procedures

Confirmation of
auditor independence

— 2022 external audit plan

Remuneration and engagement
letter of external auditors

Review opinion an interim results

Review of the effectiveness of
external auditors

EY feedback on

internal controls over financial
reporting

Receipt of external

auditors’ report on annual
report, Form 20-F and year-end
audit

EY feedback on

internal controls over financial
reporting

Assessment of

the effectiveness of
internal sudit functicon,
internal control
ervironment and risk
rmanagement systems

Risk managerneant
inctuding Group's

— Compliance with
accounting and
audit-related aspects
of the UK Corporate
Governance Code

— Audit Committee

and internal audit
function terms of

principal and reference
emerging rsks — Oversight of Group's
— Strategic nisk reviews led schedule of .
by Drvisional Presidents delegated financial
authority

Group-wide risk deep
dives on cyber security;
data privacy; treasury
and insurance;
anti-bribery and
corruption; and
business resihence and
crisis management

— Regulatory briefings,
including proposals
resulting from BEIS
consultation on audit
and corporate
governance reform

— Review of minutes af

— Controls Centre of the Verlfwca‘tlon
Excellence updates, Committee’s
including 2022 work plan meetngs
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The Committee has a strong focus on Pearson's cyber security
maturity and will increase its scrutiny of this topic by conducting two
deep dives each year from 2023, As mentioned elsewhere in this
report, the Chief Information Officer now attends every Committee
meelinig, Lo ensure ongoing focus on mallers of both cyber secunly
and technology resilience, among others.

As indicated 1n last year's annual report, the Committee also continued
to monitor management's implementation of the Board's agreed
action plan following a 2018 security incident affecting AIMSweb 1.0,
The Committee has concluded that the key workstreams have been
successfully delvered, with the agreed improvermnents now having
heen incorporated into standard company practices.

The Committee also holds a separate annual deep dive, led by the
Chief Information Officer, focusing on Pearson's technology resilience
capabilities. In 2022, this session included updates on infrastructure
enhancements, management of the end-of-life technology estate,
product availability and incidents, and technology-sopecific talent risk.

Members

As at the date of this report, the Commuttee comprises four
independent Non-Executive Directors, all of whorm have financial
and/or related business experience due to the senior positions
they hold or have held in other listed or publicly traded companies
and/or large organisations. The Committee possesses a good
balance of skills and knowledge with competence and experience
covering alt aspects of the sectors in which Pearson opearates and
the company’s key markets. Each member is “financially literate”
for the purposes of the NYSE listing standards.

Graeme Pitkethly, Chair of the Cammittee since August 2022, is
the Committee's designated financial expert within the meaning
aof the applicable rules and regulations of the SEC, having recent
and relevant financial experience, and is a Chartered Accountant.
Graeme is Chief Finandial Officer for Unilever plc and serves as
Vice-Charr of the Financial Stability Board's Task Farce on
Climate-related Financial Disclosures (TCFD). Graeme's full
biography is shown on page 57.

The qualifications and relevant experience of the other Committee
members are detailed on pages 56 to 58. You can read more on
page 59 about the process through which the Board assesses the
independence of Non-Executive Directors.

Compliance, fraud and whistleblowing

The Chief Compliance Officer aversees compliance with our Code of
Conduct and works with senior legal, HR and other relevant
personnel to investigate any reported incidents, including ethical,
corruption and fraud allegations. The Committee recefves an update
at each meeting on all significant investigations as well as reviewing
data regarding matters raised through our whistleblowing reporting
system_ If applicable, any findings of the external auditors with
respect 1o & particular matter are also considered as part of these
discussions. The Committee may also meet in private if required with
the Chief Compliance Officer. On behalf of the Board, the Committee
considers an annual review of the effectiveness of the whistleblowing
systern including through benchmarking against peers and by
monitoring progress against previous years' findings. The Committes
Chair's regular reparts to the Board include a review of investigations
or whistleblowing matters of note.

The Pearson anti-bribery and corruption (ABC) and sanctions
compliance programmes provide the framewaork to support our
compliance with various regulations such as the UK Bribery Act 2010
and the US Foreign Corrupt Practices Act. The Committee uses this
framework to conduct a deep dive into the ABC and sanctions
compliance programmes on an annual basis. In 2022, in addition
to its regular review of investigations, the Committee noted the
continued enhancements made to the overall compliance
prograrnme, including ongoing training for staff, devetopment

of a set of FAQs for employees to provide nsight into the
investigations process, and enhancerments to the ways in which
Pearson manitors third parties with which it does business.

The Committee also paid particular attention to the work of
the sanctions team and wider business in response to the war
in Ukraine.

Internal audit

The internal audit function is responsible for providing independent
assurance to management and the Committee on the design and
effectiveness of internal controls to mitigate strategic, finarcial,
operational and compliance risks. The Vice President - Internal Audit
reports jointly to the Chair of the Committee and the Chief Financial
Officer and 1s respansibie for the day-to-day operations of internai
audir and oxocution of the annual audit plan.

The internal audit mandate Is approved annually by the Committee.
The audit plan and any changes thereto are also reviewed and
approved by the Committee throughout the year, and the Committee
is attentive to the resourcing of the internal audit function. The
internal audit plan is aligned to Pearson's greatest areas of risk, as
identified by the organisational risk management process, and the
Committee considers issues and risks arising from internal audits.
Managerment action plans te improve internal controls and to
mitigate risks are agreed with the business area after each audit.
Internal audit has a robust process in place for the implementation of
audit achions, which alsa includes review and testing of evidence to
corroborate action implementation. Progress of managerment action
plans 15 reported to the Committee at each meeting. Internal audit
has a formal collaboration process in place with the external auditors
ta ensure efficient sharing of insights and outcomes. Opportunities
for reliance by the external auditor on internal audit outcomes are
hrmited due to strict rules set by the external regulator. Regular
reports on the findings and emerging themes identified through
internal audits are provided to executive management and, via the
Committee, to the Board.

In 2022, interna! audit carried out engagements across Pearson's
business units and corporate functions covering most of the principal
risks. The audit plan changes throughout the year based on changes
in Pearson’s risk profile Key thernes in 2022 related to information
security and data privacy, cyber security, data architecture and usage,
digital safeguarding and business resilience, as welf as financial
controls in internationat businesses.

Internal audit evaluation

At its November 2022 meeting, the Committee considered the
findings of the review of the performance and effectiveness of
Pearson's internal audit function, a process which is undertaken
annually, The 2022 review was conducted by distributing a
questionnaire to the key stakeholders of the internal audit function
- including Committee members, the lead external audit partner,
members of the executive management team, and senior financial,
legal and operational management.

The evaluation process sought views on an anonymised basis on the
internal audit function’s work programme, resource levels, skills and
expertise, and ways of working. Based on the findings of the 2022
review, the Committee is of the opinion that the quality, expenence
and expertise of the internal audit function s appropriate for the
business. The Committee recognised the findings of the review which
noted that the internal audit function continues to imprave
collaboration with other teams, including the corporate risk and
compliance teams, and is supportive of the desire to bring a greater
level of data-based insight to add context to the findings of internal
audit's work. The Committee will rerain attentive to the use of
CO-sOUrcINg arrangements to supplement the internal audit
function's resource, particularly to ensure apprepriate coverage of
specialist areas.

The Committee will ensure that an independent third-party
assessment of the effectiveness and processes of the internal audit
function is conducted at least once every five years, in line with the
requirernents of the Institute of Internal Auditors’ International
Standards for the Professional Practice of Intermnal Auditing. The most
recent such assessment was undertaken in 2019.
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Audit Committee report continued

Internal control and risk management

The Board has overall responsibility for Pearson's systems of internal
control and risk management, which are designed to manage, and
where possible mitigate, the risks facing Pearson, as well as to
safeguard assets and provide reasanable, but not absclute,
assurance against material financial misstatement ar loss.

The Board agrees risk management requirements and, in assessing
the effectiveness of the risk management effort, reviews a range

of inputs as described elsewhere in this report. The Board can

and does challenge the reporting it receives and will request further
information as needed to make its assessment.

The Committee monitors the effectiveness of the company’s risk
management and internal control systems on behalf of the Board.
The Committee oversees a risk-based internal audit programme,
including periodic audits of the risk processes across the
organisation. It provides assurance on the management of risk
(including via risk deep dives, as described on page 81), and receives
reports on the efficiency and effectiveness of internal controls with
input from the Deputy Chief Financial Officer and external auditor.
Each business area maintains internal contrals and procedures
appropriate to its structure, business environment and risk
assessment, while complying with company-wide policies, standards
and guidelines. These controls and procedures are monitored and
certified through the Group-wide Controls Centre of Excellence and
are subject to testing as part of both the internal and external audit
processes.

The Committee, acting on behalf of the Board, confirms that it has
conducted and continues throughout the year to review the
effectiveness of Pearson’s systems of risk management and internal
control in accordance with Prowvision 29 of the Code and the FRC
Guidance on Risk Management, Internal Control and Related
Financial and Business Repoerting (FRC Guidance?). In making its
assessment as to the effectiveness of these systems for 2022, the
Committee had regard tc an assurance opinion from the internal
audit function. Facters considered in this process included:

— the outcomes of internal audits completed during the year
— significant changes in Pearson's strategy, processes and systems

— the wader Pearson risk management and assurance framework
which includes other assurance activities by first and second line
of defence teams, including enterprise risk management, the
Controls Centre of Excellence, divisional and technology
assurance reams

— work conducted by the external auditer
— the organisation’s response to internal audit actions

— whether any fundamental or significant actions have not been
accepted by management and the consequent risk

— whether any limitations have been placed or the scope
of internal audit.

The Committee reviewed the detail underpinning these factors as
part of the 2022 year-end process. The Committee reviewed ali
internal control deficiencies identified duning the year and noted that
the majority have been remediated dunng 2022. In particular, the
Committee reviewed the control implications of the issue related to
investments in unhisted securities (see page 87) and were satisfied
that the control deficiency has been remediated. They also
considered feedback on information provided by the entity {IPE) that
underpins control operation, Following this review, the Committee
confirms that Pearson's systems of risk management and internal
controt operated satisfactorily throughout the year.

The Board is ultimately accountable for effective risk management in
Pearson and determines our strategic approach to risk. It confirms
our enterprise risk management framework as well as our risk
appetite targets. The involverment of the Board and Commuttee in the
design, implementation, identification, monitering and review of nsks
(including setting risk appetite and reviewing how risk is being
embedded in our culture) s outlined in more detail in the Risk
management section on page 43
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External audit

In June 2021, the company announced the Board's intention to propose
to shareholders that EY be appointed as the company's statutory
auditor for the financial year ending 31 December 2022 The audit
tender process was described in detail in the 2021 annual report and
EY's appointment was approved by shareholders at the 2022 AGM,
Following the tender process in 2021, Pearson will put the external
audit contract out to tender at least every ten years and will seek the
rotation of the audit partner in line with regulation and professional
and ethical guidance. The external audrtors are required to rotate
the audit partner responsible for the Pearsen audit every five years.
The 2022 audrt was the first year for the EY lead audit partner, Ben Marles.

A detailed audit plan was received from EY at the beginning of the
audit cycle for the 2022 financial year, which gave an overview of its
approach to the audrt, outhning the significant risk areas and in
particular the approach to materialty and scoping of the audit.

The Committee regularly reviewed the significant audit risks and
assessed the progress of the audit throughout the year. The Committee
alse received updates throughout the year from both management
and EY on the progress of the first-year audit 1o allow the Committee
to assess the effectiveness of the transition process and to monitor the
status of specific areas such as EY's review of internal controls and
ther assessment of accounting judgements.

The Cormmittee reviews and makes recommendations to the Board in
respect of the appointment and compensation of the external
auditors, These recommendations are typically made by the
Committee after considering the external auditors’ performance during
the year, reviewing external auditor fees, conducting an effectiveness
review, considering the annual report on audit quality of the intended
external audit firm and confirming the independence, objectinty.
qualfications and experience of the external auditors,

External audit effectiveness review

In conducting its review of the effectiveness of EY, Pearson's external
auditars for 2022, the Committee had regard (o certain factors set out
in the FRC's guidelines titled ‘Audit Quality Practice Aid for Audit
Committees’ as well as the key areas of importance from a strategic,
operational, reparting and regulatory perspective. In particular, the
Committee considered its own observations and interactions with the
external auditors, the qualty of the audit, the auditors  independence,
the prograrmme of work conducted by the auditors and their reports
on that work.

The review was conducted by distributing a questionnaire to key audit
stakeholders, including members of the Committee and key management
who interact with the external auditors on a regular basis, including the
Chief Finandial Officer, Deputy Chief Finanaial Officer, Senior Vice President
- Treasury, Risk and Insurance, Vice President - Internal Audit, Senior
Vice President - Finance for each business divsion, and other heads of
corporate functions. The process sought views on an anonyrmised
basis on many aspects of EY's work and interactions with the company,
as well as their mindset, skills and knowledge. In the first year of EY's
teriure as Pearson's external auditor, there was a particular focus on
the transition process, EY's review of the control environment, ways of
warking between the Pearson and EY teams, and the observations that
EY had made on Pearson's business, processes, controls and systems,

In considering the independence of the external auditor, the Cornmittee
has regard to, among other things, EY's challenge to management, the
degree to which they dermonstrate professional scepticism, integrity
and judgerment in their wark, the amount of time passed since a rotation
of audit partner and the level of non-audit work that the external
auditor undertakes (details of which can be found on page 85).

The responses 1o the evaluation indicated that the external audit
partners and staff exhibit professicnal scepticism in their work and are
robust in dealing wath issues identified during the audht. In particular,
respondents remarked upon the scrutiny demonstrated by EY in
testing the system of internal controls and the Commuttee noted the
challenge presented to management by the auditors in respect of
accounting Judgements from prior years Overall, having reviewed the
effectiveness and independence of the external auditors dunng 2022,
the Committee concluded that the auditors provide effective
independent challenge tc management.



In early 2022, the Committee asked the outgoing auditor, PwC, 1o
share its perspectives on outputs from the previous year's evaluation
process. The purpase of this was to support @ smooth transition by
enabling the Comrmittee and EY to take forward the opportunities for
improvemcnt identificd in the 2021 rovicw.

The Committee will continue to review the performance of the
external auditors on an annual basis and will cansider their
independence and objectivity and the guality of the external audit,
taking account of all appropriate guidelines.

Naturally, given this was a year of transition, a number of
opportunities for further iImproverment were identified through the
effectiveness review. These pnmarily related to ways of working
between the Pearson and EY teams. Following the conclusion of the
2022 audn, Pearsen and EY, led by the Deputy Chief Financial Officer
and lead audit partner respectively, will work together to develop an
action plan in response to the recommendations. The Committee will
oversee implementation of this plan throughout the coming year.

Compliance with the CMA Order

Pearson confirms that it was in compliance with the provisions of The
{Mandatory Use of Competitive Tender Processes and Audit
Committee Responsibilities) Order 2014 during the financial year
ended 31 December 2022.

Review of the external audit

During the year, the Committee discussed the planning, conduct and
conclusions of the external audit as it proceeded.

At its Aprl and July 2022 meetings, the Committee discussed and
approved the external audit plan and reviewed the key risks of
misstatement of Pearson's financial statements, The external
auditors provided an update to the risk assessment at the November
2022 Committee meeting, following the acquistion and disposal
transactions in the second half of the year. These risks were then
confirmed as final at the condlusion of thewr audit of the financial
staterments in February 2023

The tahle on pages 86-87 sets out the significant issues considered
by the Committee together with details of how these items have
been addressed. The Committee discussed these issues with the
auditors throughout the audit year.

In November 2022, the Committee discussed with the auditors the
status of their work, focusing in particular on internal controls and
Sarbanes-Oxley testing.

As the auditors concluded their audit, they explained to the Committee:

— the work they had conducted over revenue, including over
contracts in certain of the Group'’s businesses in the US and UK
that span the year end, where revenue is recognised using an
estimated percentage of completion based on ¢osts and
judgements in relation to provisions for returns

— their work in evaluating management's goodwilf impairment
exercise, on a value in-use basis, including assessing assumptions
around the cash-generating unit {CGU) reassessment, goodwill
reallocation, operating cash flow forecasts, perpetuity growth
rates and discount rates

— their work in assessing managements judgements and
assumptions regarding the impairment of its right-of-use
assers and whether property assets should be classified as
investment property

— their work conducted over the accounting treatment of certain
unlisted securmies and their procedures performed aver the
restaternent of prior year comparative numbers and the
associated control implications in relation ta this matter

— their procedures performed 1o audit the material acquisitions
and disposals completed in the year in addition to evaluating
management’s judgement that the businesses under strategic
review do not meet the IFRS 5 criterta to be held for sale at
31 December 2022

— the work perfarmed over the nature and presentation of
adjusting items, focusing on subjective judgements and the
transparency with which related adjusted measures are
presented, and in particutar the exclusion of costs related to
Majcr restructuring progranimes

— therr work in assessing management's judgernents and assumptions
regarding provisions for uncertain tax positions, in particular the
provision made in relation to the EU state aid tax matter

— the results of their controls testing for Sarbanes-Oxley Act Section 404
reporting purposes and in support of their financial statements audic

— the results of their work over the company’s going concern and
wviability statement reports

— their work in relation to information provided by the entity (IPE)
disclosures and other material internal control over financial
reporting (ICFR) matters

— their work in relation to other matters which are not classified
as key audit matters, but may give rise to additional
disclosure requirements, such as pensions, restructuring and
asset capitalisation

— the work performed cver the carrying value of mvestments in
subsidiaries for the Pearson plc parent company.

The auditors also reported to the Committee the unadjusted
misstatements that they had found in the course of their work, which
were immaterial, and the Committee confirmed that there were no
materal items remaining unadjusted in these finanual statements.

Auditors’ independence

In line with best practice, our relationship with EY is governad by our
policy on external auditors, which is typically reviewed and approved
annuaily by the Committee. The policy establishes procedures to
ensure that the auditors’ independence is not compromised, as well
as defining those non-audit services that EY may or may not provide
to Pearson. Any allowable services are in accordance with relevant
UK and US legislation and auditor standards. The policy takes into
account certain voluntary commitments by EY regarding
independence and applies to all Pearson businesses globally,
including associate companies.

The Committee approves all audit and non-audit services provided
by EY. Our policy on the use of the external auditors for non-audit
services complhes with the FRC's Revised Ethical Standard published
in December 2019. The standard applies restrictions on certain
nen-audit services and applies a cap on the level of permitted
non-audit services fees which can be billed in any year. The policy
also reflects the restriction on the use of pre-approval in the 2016
FRC Guidance on Audit Committees and, accordingly, all nen-audit
services, irrespective of value, are required to be approved by the
Committee. In particular, we expressly prohibit the provision of
certain tax, HR and other services by the external auditor. We review
non-audit services on a case-by-case basis, including reviewing the
ongoing effectiveness and appropriateness of our policy.

The Committee receivas regular reports summarising the amount
of fees pard to the auditors. During 2022, Pearson spent a similar
amount on non-audit fees when compared with 2021, For 2022,
nen-audit fees represented 1% of external audit fees (2% 10 2021).

For all non-audit work in 2022, EY was selected only after
consideration that it was best able to provide the services we
required at a reasonable fee and within the terms of our policy on
external auditors. Where EY is selected to provide audit-related
services, we take into account its existing knowledge and experience
of Pearson. Where appropriate, services were tendered prior to a
decision being made as to whether to award work to the auditars.

Significant non-audit work performed by EY during 2022 included:
— half-year review of internim financial statements

Afull statement of the fees for audit and non-audit services is
provided 1IN note 4 to the financial statements on page 158.

Graeme Pitkethly
Chair of Audit Committee
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Audit Committee report continued

Significant issues considered by the Audit Committee

Issue

Action taken by Audit Committee

Outcome

— Pearson carnes significant goodwill and
other intangible asset balances. As &
result of business disposals and an
associated change in organisation
structure there has been a change in the
determination of cash generating units
and goodwill has been reallocated. There
are significant estirmates and
assumptions used n the impairment
review, Pearson has made significant
Impairments to goodwill acress a variety
of its businesses in past years.

The Committee considered the impact of
acquisitions, disposals and changes in
organisation design on the determination of
cash generating units and in particular the level
at which goodwill is monitored. The Committee
reviewed the reallocation of goodwill across the
cash generating units including those disposed.

The Committee monitored the Group's plans
and forecasts during the year to determine if
there were impairment triggers. The Committee
considered the resuits of the Group's goodwill
impairment reviews which were undertaken in
December and refreshed post year end. Key
assumptions - including cash flows derived
from strategic and operating plans, long-term
growth rates and the weighted average cost of
capital - were reviewed and challenged. The
Committee considered the sensitmities to
changes in assumptions and the adequacy of
disclosures required by 1AS 36 Impairment of
Assets’ in relation to the Group's CGUs.

— The Committee is satisfied with the
determination of cash generating urits and
the associated goodwill reallocation

— The Committee is satisfied with the annual
impairment review with confirmation of
sufficient headroom in each of the cash
generating units.

— The Committee 1s satisfied with the
disclosures relating to goodwil

— The assessment of the Group's viability
and the appropriateness of the going
concern assumption,

The Committee reviewed future budgets and
cash flow forecasts to understand the Group's
available hquidity and ability to continue as a
going concern. The Committee reviewed and
challenged the risks identified to the forecasts.
The Committee reviewed the outcome of the
severe but plausible scenario modelling and
stress testing.

modelling process and the risks identfied. In
addition, the Committee is satisfied with the
stress testing performed and the severe but
plausible scenario modelling. The
Committee noted that in all scenarios the
Group had a high level of liquidity headroom
and sufficient headroom against covenant
requirements.

— The Committee i1s satisfied with the
assessmient of the Group's viability and is
satisfied that the Group 1s a going concern.

— The Committee I1s satisfied with the
disclosures related to going concern
and viability.

ns and disposals

earson disposed of its interests in its
international courseware local publishing
businesses, disposing of assets in French
speaking Canada, ltaly, Gerrmany, South
Afnca and Hong Keng. In addinon,
Pearson announced a strategic review of
its Online Program Management
business.

— Pearson acquired Credly Inc, increasing
its ownership from 19 9% to 100%

— Pearson acquired 100% of ATI STUDIOS
APPSSR.L(Mondly).

The Committee reviewe
disposal of the international courseware local
publishing businesses with specific focus on
consideration, net assets disposed and disposal
costs. The Committee also reviewed tax
assumptions relating to the disposal
transactions. In addition, the Committee
reviewed the judgement related to whether the
results and cash flows of the disposed
businesses should be classified and presented
as discontinued operations by reference to the
criteria set out IN IFRS 5,

The Committee reviewed the status of the
strategic review of the Online Program
Management businesses and considered this
against the IFRS 5 criteria to be classified as
held for sale.

The Committee reviewed the accounting for the
Credly and Mondty acguisitions with specific
focus on the step acquisition accounting for
Credly, consideration, net assets acguired
including the valuation of intangibles and the
recagnition of goodwill, The Committee noted
the use of third party valuation experts to value
the acquired intangible assets.

— The Camimuttee determine

that disposal
accounting for the international courseware
local publishing businesses had been
appropriately recorded. The Committee is
satisfied with the judgement that the results
and cash flows of the disposed businesses
should not be classified and presented as
discontinued operations and 1s also satisfied
with the disclosures related to this item.

— The Committee also agreed that the IFRS 5
critena to be classified as held for sale in
respect of the Online Program Management
businesses had not been met as at 31
December 2022

— The Committee determined that the
acquisition accounung for Credly and
Mondly had been undertaken appropriately
but nates that it remains provisional as at
31 December 2022.
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Issue

Action taken by Audit Committee

Qutcome

Revenue recognilion

Pearson has a number of revenue
streams where revenue fecognition Is
complex. For some revenue streams
significant jJudgements and estimates
are required in order to deterrmine
the amount and timing of

revenus recognition

The Committee regularly reviews and
challenges revenue recognition practices and
the underlying assurmptions and estimates. In
addition, the Committee has wisibility of internal
audit findings relabing to revenue recognition
controls and processes and routinely monitors
the views of external auditors on revenue
recognition issues.

— The Committee is satisfied that revenue is

being recognised appropriately.

Property asset impairment reviews and classification

— Pearson helds significant night-of-use
assets in relation to leased properties.
The property portfolio has been further
simplified, significantly reducing the
square footage required. The right-of-use
assets have consequently been impaired.
In addition, assumptions made in
previous years regarding the ability to
sublet have been revisited. There are
significant estimates and assumptions
used in the impairment review,

In light of the changes in use of
Pearson's property assets from own use
to sublet, the classification of property
assets has been assessed resulting in
recogriution of certain assets as
investment property in 2022

The Committee menitered the Group's
property strategy during the year to determine
if there were impairment triggers. The
Committee considered the results of the
Group's property impairment reviews with
specific focus on the 80 Strand and Hoboken
pronerties. Key assumptions - INncluding
potential rental value, expected sublease
durations and terms such as rent free periods
- were reviewed and challenged. The
Committee considered the adeguacy of related
disclosures. The Cammittee noted the input of
third party property specialists in deterrmining
the key assumptions.

The Committee reviewed the assessment of the
property assets against the critera to be
classified as investment property.

— The Committee 15 satisfied with the results
of the property impairment reviews and the
subsequent impairment charges recognised
In the income statement.

— The Committee is satisfied that the
charges relate to a major restructuring
programmce and s0 mect the Group's
criteria to be excluded from adjusted
performance measures.

— The Committee is satisfied with
the disclasures relating to
property impairments,

— The Committee 15 satisfied with the decision
to classify cartain property assets as
investment property and the disclosures
relating to this classification,

uncertain tax positions.

— In 2027, Pearson paid £105m (including
interest) in relation to the £U state aid
matter and at that time the amount was
recognised as an asset as it was
expected to be recovered in due course.
In 2022, the EU General Court dismissed
the appeal made by the UK Government
in relation to this matter. As a result of
the dismissal, Pearson have conciuded
that a provision 1s now required in
relation to this issue,

In 2022, Pearson have released tax risk
provisions totalling £72m following the
expiry of the statute of limitations for
certain periods in the US.

Changes to, and the application of, tax
legislation continues ta be a complex
and judgemental area.

- The Committee considered vanous

developments during the year, including
Pearson's ongoing response to the Furcpean
Commission's decision that the UK's Finance
Company Partial Exemption rules constituted
state aid (EU state aid). The Commuttee noted
that the EU General Court dismissed the UK
Government's appeal in relation to the EU state
atd rmatter and concur with management that a
provision is now required for this item.

The Committee reviewed the release of the
tax risk prowvisions resulting from the expiry of
the statute of limitations, ;cluding the
presentation of these items within adjusted
and statutory earnings.

- — The Commnittee is satisfied with Pearson's

approach to managing the impact of tax
legislation changes and agreed with the
views of management regarding tax
provisioning levels.

— The Committee is satisfied with Pearson’s
approach to the EU state aid matter
including the provision made in relation to
amounts paid in 2021 and ongoing
disclosure about this matter.

— The Committee is satisfied with the release

of US tax provisions and the presentation of
the items within the income statement.

Investments in unlisted securities

Pearson holds investrments in unlisted
securities, Historically, all of these
investrments have been dassified as fair
value through other comprehensive
income, On further review of limited !ife
funds the dassification for certain funds
has been changed to fair value through
profit and loss.

— The change in classification represents
an errgrin the prier year accounts and
prior year comparative numbers have
been restated.

The Committee considered the classification of
certain lirmited life funds held by Pearson and
agreed with the reclassification.

The Committee considered the need for
restatement of prior year comparative
numbers considering both quantitative and
gualitative factors.

The Committee reviewed the disclosures
relating to the restatement.

The Committee reviewed the control
imphcations relating to this matter.

— The Committee agreed with the
reclassification of certain unlisted securities.

— The Committee agreed with the requirement
to restate comparative figures based on
guantitative size but reviewed and agreed
with management’s determination that the
quatitative factors suggest thisis not a
material rem to users of the accounts.

— The Committee is satisfied with the
accounting treatment in the current year
and the disclosures related to the
restatement of comparative figures.

— The Committee were satisfied that the
control deficiency has been remediated.
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Directors’ remuneration report

Image removed

rSherw Coutu - Committee Chair

Key messages from the Remuneration
Committee

— During the year, the Committee undertook a
comprehensive review of the Directors’ remuneration
policy, which 1s due for its triennial renewal at the 2023
AGM. Following extensive consultation with shareholders, it
was determined that a conventional UK incentive structure
would be retained but with modifications te guantum and
enhancement of key UK governance features

— The Committee also reviewed the implementation of the
Directors' rermnuneration palicy for 2023, in particular the
performance framework, ta ensure it appropriately
supports delivering Pearson's forward-looking strategy.

— The Committee spent significant time during the year
considering the inclusion of strategic and ESG prionties in
incentives and benefited from insights provided by Annette
Thomas given her key role on Pearson's Reputation &
Responsibility Committee. We will introduce a new ESG
metric into the LTIP and remove digital sales from the AlP.

— As Committee Chair, | engaged extensively with shareholders
and their advisers throughout 2022, and all feedback received
was considered by the Committee when finalising the
Directors’ remuneration pelicy and its implermentation
for 2023

— The Committee considered performance outcomes for
2022. The annuat incentive outcome for Executive Directors
is 76% of maximum reflecting strong finanaal and strategic
progress delvered m 2022, The long-term incentive granted
in 2020 waill vest at 58% of maximum considering the
profitable growth and shareholder value created over the
three-year performance pencd.

— Athorough review was conducted ahead of the release of the
second tranche of the co-investment award for the Chief
Executive, considering perfermance underpins, broader
company performance, and stakeholders’ experience and it
was determined that this tranche should vest in full

— The Committee remains focused on ensuring remuneration
policies and practice for all Pearson’s colleagues are
consistent with our need to attract and retain the right
talent for our digital future, and are appropriately aligned to
our forward-looking strategy, our purpose, and our mission,
vision, and values.

— Duning the year, | engaged with colleagues on executive pay
and wider reward matters through several channeis,
ncluding the Employee Engagement Network.
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Terms of reference

The Committee’s terms of reference are in line with the 2018 UK
Corporate Governance Code and are available on the Governance
page of our website at pearsonplc.com (a summary of the
Committee’s responsibilities is on page 111).

Board Committee attendance

There were 7 scheduled meetings of the Remuneration Committee in
2022, Attendance by Directors was as follows:

Committee members Meetings attended
SherryCoutuCBE
Esther Lee’ 6/6
TMSCO e D
Sidney Taurel? ' ' ' 212
Annette Thomas? 3/3

. Tather Lee joined the Remuneration Cormmittee on 1 Apell 2022

]

Sicdney aurel stepped down from Pearson's Board and the Remungrauon
Commitiee at the AGM on 29 April 2022,
Annette Thomas joined the Remuneration Comimittee on 1 August 2022

[

Dear Shareholder

On behalf of the Board, | am pleased to present the 2022 Directors’
remuneration report, which includes our 2023 Direciors’
remuneration policy.

Pearson completed 2022 ahead of original expectations. The Group
delivered a robust financial performance, with underlying sales up
5% and an underlying increase in adjusted operating profit growth of
11% as well as being on-track to delver significant cost efficiencies

in 2023,

Pearson made strong strategic progress over the year, including
reshaping the portfolio for growth, adding capabilities and increasing
interconnectivity between divisions to unlock synergies and build
further Iifelong learning potential, The Company's strong strategic,
operational, and financial progress was reflected in the share price
and value delivered to our shareholders. Pearson ended the year as
one of the top performers in the FTSE 100, delivering a total
sharehelder return of over 50% 0 2022,

The work undertaken by Andy Bird and his new executive team over
the last two years has ensured robust digital foundations for the next
stage of Pearson’s journey which will enable new digital products and
services to be brought to market at pace. Going forward, Pearscn
intends to capitalise on the momentum to date and continue to
accelerate the growth of the business through its connected
commercial and consumer strategy.

Directors’ Remuneration Policy review

In line with the normal three-year cycle in the UK, Pearson's Directors’
remuneration policy will be subject to shareholder vote at the 2023
AGM. In advance of this, the Committee has spent significant time
rigorously reviewing the Directors’ remuneration policy and its
implementation to ensure 1t remains fit for purpose as Pearson looks
to the future This review considered Pearson's renewed strategy, the
strong performance of the business, and the views and expectations
of our shareholders, their advisers, and other stakeholders

Andy Bird was appointed Chief Executive shortly after the approval of
our existing Directors’ remuneration policy at the 2020 AGM, Under
his leadership, Pearson attracted several new experienced individuals
to lead the business and the whole organisation is energised and
focused on executing our new strategy. Addinonally, Pearsan has
moved from near the foot of the FTSE 100 to around 60" due 1o the
significant increase in market cap during 2022,



The contnued execution of the renewed digital-first strategy, through
which Pearson aims to deliver innovative digital learning products
through an integrated commercial and consumer strategy, demands
a highly skilled and expenenced management team_Attracting and
retaining the correct calibre of talent has been and will remain crucial
in accelerating the growth of the Company and ensuring it is well
positioned to compete globalty and capture market share.

Naorth America is a key talent and growth market for Pearson and
critical to the future success of the business. Pearson needs to be
able to recruit and retain talent from this market, which generates
two-thirds of Pearson's total revenue, ta deliver on its strategy.
However, remuneration practices in the US differ significantly from
the UK both in terms of quantum and structure, particularly with
regard to long-term equlity arrangements,

Highlighted by the appointment of Andy Bird, the Committee believes
that the existing executive remuneration framework does not
adequately act as an attraction, retention and incentivisation tool for
US talent. To secure his appointrent, the Committes developed a
bespoke one-off co-investrment award. This illustrates the challenges
of recruiting in the US market, and the Commuttee is keen to ensure
that the new Directors remuneration policy appropriately rewards
the current Executive Directors, whose skills and experience will be
particularly sought after for their contribution, while also containing
addivonal flexibility to attract future talent if required over the
three-year life of the Directors' remuneration policy.

'n this context, the Committee is proposing to implement a package
of changes to the Directors’ remuneration pelicy and its
implementation for 2023,

Initially, the Committee considered vanous alternative incentive
framewaorks, including a hybrid structure comprising both
performance shares and restricted shares, which is very common in
the US rmarket, and operated by Pearsan for senior managemenit
below Executive Director level. Feedback from some investors
highlighted a continued preference for performance shares only, and
sa the Committee determined that a conventional UK incentive
framework should be retained.

To support the attraction, retention and incentivisation of the critical
executive talent needed to deliver the forward-looking strategy and
ultimately the creation of long-term sustainable value for our
shareholders and other stakehelders, the Committee is proposing to:

— adjust the percentage that pays out under the Annual Incentive
Plan (AP} and Long-Term Incentive Plan (LTIP) for threshold
performance to 25% and 20% of maximum, respectively

— increase the Policy maximum opportunity level under AIP from
200% to 300% of salary

— increase the Policy maximum cpportunity level under LTIP from
350% to 450% of salary.

For 2023, itis proposed that the Chief Executive will participate in the
AIP and LTIP with maximum opportunity levels aligned to these
increased maximums. For the Chief Financial Gfficer, maximum
opportunity levels for 2023 will be increased to 200% of salary for the
AIP and 300% of salary for the LTIP (an increase from 170% and
245% of salary, respectively) See page 94 for further details on the
market data considered by the Committee in assessing pay
competitiveness at Pearsan.

The Committee believes that retaining a UK market-aligned
remuneration framework for the forward-looking Directors’
remuneration policy, but with increased opportunity levels, is the
best way to continue to drive a strong pay for performance culture
and respond to the needs of the global talent market for digital
innovatars, whilst remaiming rmindful of the UK governance
environmenit and the views of our shareholders.

Performance framework

While the Directors’ remuneration policy contains sufficient flexibility
to adjust performance measures on an annual basis, the Committee
took the opportunity as part of the Directors’ remuneration policy
review to undertake a full review of the performance framewark to
ensure it continues to closely align to the forward-looking strategy.
Qverall, the Committee considered that current performance
framework principles remain appropriate, although a number of
changes to how this 1s iImplemented are being proposed for 2023.

Incorporation of ESG into the incentive framewaork

Pearson is a purpose-driven Company - we add life to a fitetime of
learning through creating vibrant and enriching learning experiences
designed for real-life impact, so everyone can realise the life they
imagine. We believe learning is one of the greatest forces for change
in the world, and as the world's leading learning company, we have a
duty to help drive that change and deliver against our purpase. The
strategy and priorities for the business are therefore anchored
around this, and everyday actions and behaviours have a strong
social impact.

The Committee spent a significant amount of time during the year
debating the most appropriate ESG measures for inclusion in
incentives. The strategic element of the AIP already includes relevant
ESG priorities, and this will continue for 2023, In terms of specific ESG
metrics, the AIP will nclude two targets for 2023 - one focused on
investing in a diverse ppeline and increasing representation of
employees from an ethnic minority background at management
levels, and the other focused on achieving a step change towards our
2030 carbon reduction goal. Reflective of the importance of
delivering against our strategic commitments, the Committes chose,
for the first time in 2022, ta prospectively disclose annual
performance targets in respect of strategic measures.

A similar approach has been taken in respect of ESG measurés

for 2023.

In addition to the AIP, taking on board feedback from our largest
shareholders and reflecting the fact that progression of our ESG
priorites is integral to long-term sustainable growth of the business,
Pearson is introducing an ESG measure into the LTIP for 2023 with a
weighting of 10%. For 2023, the ESG measure will centre on building
an inclusive culture and increasing female representation at
leadership levels

When considering specific ESG measures for incentives, the
Committee wanted to ensure strang relevance to the strategy and
that measures should be quantifiable. Pearson is dedicated to
creating bias-free content that reflects the diversity, depth, and
breadth of all learners’ lived experiences. Within its content, Pearson
acknowledges its respensibility to demonstrate inclusity and
incorporate diverse scholarship so that everyone can achieve their
potential through learning. In this context, an angaing focus on
diversity, equality, and inclusion at all levels of the Company is
important - embracing diversity throughout our own organisation wilt
lead to @ more diverse and representative Pearson product. The
Cornmuttee therefare considers it appropriate that such metrics are
included within both the AIP and LTIP The focus of each measure
does however differ - the AIP considers ethnicity across & broader
management population, while the LTIP is focused an fernale
representation in {eadership roles.

Proposed changes to other measures

For the AIP, it 1s propased that the operating cash flow measure,
which has a weighting of 20%, 1s replaced with a free cash flow
measure. Free cash flow is a measure preferred by some investors as
it better carresponds to the cashflows available to return to them
The introduction of this measure reflects the importance of free cash
flow generation to Pearson’s fundamental value, and ensures
executives are incentivised to improve it.
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The digital sales metric which formed part of the strategic AIP
measures in prior years will be removed for 2023, Cansidering the
growth in digital and digally-enabled sales over the last five years,
and that this now accounts for around three quarters of total sales,
the Committee, with input from key shareholders, determined that
including both a sales metric and a digital sales metric within the AIP
was no longer appropriate. The strategic elerment of the AIP will
therefore focus solely on ESG measures far 2023, at the same
weighting as in 2022 (10% of the total AlR).

For 2023, 1n response to the removal of digital sales, the weighting of
the adjusted operating profit measure will be increased to 40% to
further incentivise the drive for profitable growth. The Committee did
consider whether to include an additional strategic measure in place
of digital sales, for example, a measure related to consumer
engagement or product effectiveness, It was however determined
that further work was required to ensure a sufficiently robust metric
which could be linked to incentives, although the current intention
of the Committee is that such a metric will be incorporated in

future years.

Overall, therefare, for 2023, the AIP will be based 40% on adjusted
operating profit, 30% on sales, 20% on free cash flow and 10% on
strategic ESG measures. In line with normal practice, the Committee
will review its approach in advance of each financial year to ensure
that the balance of performance measures remains appropriate and
aligned to the financial and strategic priorities of the Group.

For the LTIP, the majonty of the awards will continue to be based on
adjusted EPS, relative TSR and a return measure, with these three
measures equally weighted at 30% each. The intraduction of the new
ESG measure, as described above, accounts for the remaining 10%. It
is however proposed that, from 2023, Return on Capital replace net
ROIC as the return measure. Return on Capital is considered a more
appropriate and simpler measure for the business in terms of
measuring how efficiently returns are generated from our asset base
and is more consistent with the approach taken by other companies
in the market.

The Committee also carefully considered the peer group against
which to measure relative TSR performance, reflecting on whether a
bespoke peer group, international index or a sector-speafic index
should be used instead of or alongside the FTSE 100. Initially, it was
determined that the FTSE 100 should be retained given its simplicity,
the fact that Pearson is a constituent of the FTSE 100 and subject to
simitar market dynarmics as other global UK-listed companies.
Further, the Committee was mindful of the challenges of identifying
either an appropriate bespoke peer group or a defined sector group
or index which adequately reflects Pearson's business mix and
UK-listing.

However, during the shareholder consultation exercise, it became
clear that shareholders held & broad range of views in relation to the
most appropriate TSR comparator group for Pearson, Whilst it was
generally recognised there is no “perfect” comparator group, some
preferred the simplicity of the FTSE 100 whilst others thought an
international or sector-specfic comparator group would more closely
reflect Pearson's strategic ambition. The Committee therefore
re-visited its imtial deliberations, and to balance the various
perspectives, It has ultimately been determined that a hybrid
approach will be taken — 50% of the TSR element will cantinue to be
measured relative to the FTSE 100 while the other 50% will be
measured relative to the S&P 500. For beth the FTSE 100 and S&P
500, certain sectors - financial services, energy, basic materials,
utilities and healthcare — will be excluded as companies within these
sectors are subject to very different market forces to Pearson and
are therefore not considered relevant comparators.

Target-setting for 2023

One of Pearson’s remuneration principles, which apply across the
whole organisation, centres on pay for performance, and this is
actively considered by the Committee when determining targets. For
2023, in ine with usual practice, a robust target-setting process has
been followed considering Pearson's strategic plan as well as analyst
consensus to reflect market expectations
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Thus year, the Committee also considered the increased opporturity
levels under the Directors' remuneration policy to ensure that any
pay-out will appropriately reflect the performance delivered and
ultimately value created for our shareholders. For maximum pay-out,
performance must be significantly in excess of currert market
guidance. Overall, the Committee believes that the 2023 LTIP targets
are apprapriately stretching in the context of the business and
external environment and would only result in significant value
delivered to management where there has been significant value
created for sharehalders and other stakeholders. See page 99 for full
details of 2023 LTIP targets.

The Committee has a strong focus on pay for performance and a
robust track record of setting stretching targets, as demanstrated by
the targefs set Iin recent years and subsequent incentive outcomes.
The approach taken this year is no different.

Shareholder engagement

COver the last year, as part of the Directors’ remuneration policy
renewal, the Committee has engaged extensively with shareholders
and shareholder representative bodies. | would persanally like to
take this opportunity to thank all those who took the time to engage
with us and provided feedback on the executive remuneration
approach at Pearson. As always, your feedback is invaluable.

Since the introduction of the one-off co-investment award, which was
designed to secure the appointment of Andy Bird, a significant
minarity of shareholders have continued to vote against Pearson's
remuneration resolutions, including the 2021 Directors’
Remuneration Report at the 2022 AGM. The Committee s naturally
disappointed with this outcome, but eqgually 1s committed to ensunng
Pearsan has an executive remuneration framework which allows it to
be competitive.

When developing the new Directors’ rernuneration poiicy, the
Committee took & phased approach to sharehclder engagement,
initially seeking the views of cur major shareholders on the direction
of travel, before building cut more detailed proposals. These inmial
canversations with shareholders in June and July 2022 resulted in the
Comrnittee deciding to retain the existing incentive framewaork rather
than pursue an alternative.

Overall, the Commuttee received feedback from, or directly engaged
with, approximately 55% of Pearson's ownership as well as the key
proxy advisors. We highly value the inputs and views of all
shareholders and their advisors and have taken these into account
when finalising our approach. It 1s worth highlighting, however, that
thraughout the engagement process we received a broad range of
feedback, with the views of individual shareholders often differing,
and as a result it 1s not necessarily always possible to meet the
preferences of all shareholders.

In my conversations, there was a general understanding of the
challenges faced by Pearson - the need, despite being a UK-listed
campany, to develop an executive remuneration framewaork which
adeguately acts as an attraction, retenticn and incentivisation tocl for
US talent given that North America s a key talent and growth market
for Pearson, and critical to its future success. That said, the
engagement exercise highlighted specific areas of concern for some
shareholders, and reflective of this, the Committee has rmodified its
proposals This includes:

— Introduction of annual bonus deferral. in response to
shareholder feedback, the Committee determined to introduce
annual bonus deferral where an Executive Director has not yet
met the relevant shareholding guideline. In such circumstances, it
is proposed that an Executive Director would defer a third of any
bonus earned into an award of Pearson shares for two years

— Increase in shareholding guidelines in line with increased LTIP
opportunity. Several shareholders noted that considering the
proposed increase in LTIP opportunity they would expect a
corresponding increase in shareholding guidelines, strengthening
the alignment of Executive Director Interests with those of
shareholders The Committee is therefore proposing that
shareholding guidelines will increase to 450% of salary for the



Chief Executive Officer and 300% of salary for the Chief Financiat
Officer, In line with the proposed annual LTIP award levels.

— Reduction of LTIP threshold to 20% of maximum. Our original
proposal was (o increase the LTIP percentage that pays out for
threshold performance to 25% of maximum for all measures in
ling with market norms. However, combined with an increase in
the maximum LTIP opportunity to 450% of salary, this resulted in
a threshold vesting level In excess of 100% of salary. Mindful of
the higher opportunity level, but in line with the original intention
ta align the threshold vesting percentage across all leng-term
metrics, the Committee 1s now proposing 1o reduce threshold
vesting to 20% of maximum. This will mean that tor threshold
performance, LTIP vesting would be 90% of salary for the CEO as
opposed to 112.5% of salary.

— Re-balancing of LTIP measures. Shareholders expressed a
range of views in relation to long-term performance measures,
particularly in relation to our original proposal to reduce the
weighting of Return on Capital in faveur of TSR and EPS. Mindfui
of this feedback and the focus on capital allocation as Pearson
looks to grow for the future, the Committee determined that TSR,
EPS and Return on Caputal should be equally weighted within
the LTIP.

Shareholder feedback also informed the Committee’s decisions in
relation to the TSR comparator group and Executive Director salary
increases for 2023.

Pearson remains committed to a constructive and positive
relationship with all its shareholders and their adwvisers and will
continue to engage widely as appropriate going forward.

Incentive outcomes for 2022

2022 AIP and 2020 LTIP

The strong financial and strategic progress delivered in 2022 resulted
in a formulaic AIP cutcome for Executive Directors of 76% of
maximum. Qverall, the Committee was sansfied that the formulaic
outcome was reflective of the performance achieved.

The LTIP granted in 2020 will vest in 2023 at 58% of maximum
reflecting profitable growth and shareholder value created over the
three-year performance period. Only the Chief Financial Officer
participated 1n this award, and shares vesting will remain subject to a
two-year holding period.

As disclosed in the 2020 Directors’ Remuneration Report, mindfu! of
the share price volatility at the time the 2020 LTIP was granted, the
Committee exercised its discretion to use a five-day average share
price to 1 March 2020 (573 72p) rather than the share price prior to
the date of grant in May (459 80p). This resulted in approxtmately
55,000 fewer shares being granted to the Chief Financial Officer.

The Commurttee considered that the overall vesting cutcome reflected
the performance of the business aver the three-year period, in
particular the success of the new strategy, and therefore no further
discretion was applied.

Second tranche of the Chief Executive’s
co-investment award

The second tranche of the one-off co-investment award granted to
Andy Bird to secure his appointment vested following 31 December
2022, vesting was subject to achievement of performance underpins
linked to strategic progress and there being no significant ESG issues
resulting in significant reputational damage. These underpins are
intended to guard against payment for falure, ensuring the
Committee can reduce vesting if inits opinion the performance of
the business or the individual does nat support this.

The Committee undertook a rigorous assessment of the relevant
performance underpins as well as a holistic review of broader
Pearson performance and the experience of all stakeholders.

In its assessment, the Committee followed the framework developed
and disclosed in prior years, Overall, the Committee determincd

that the second tranche of the award would vest in full and (ull
disclosure of the Committee's deliberations in this regard is on
pages 103 and 104.

Shares vesting remain subject to a holding period until 31 December
2023. The final tranche of the award will vest following 31 December
2023 subject to the relevant performance underpins, which include
an additional TSR underpin, and Andy Bird's continued ermployment
at the vesting date.

Salaries for 2023

For 2023, salary levels for Executive Directors were considered in the
context of general economic and market cenditions, the fevel of
Increases made across the Company as a whole, and individual
performance. In addition, the Committee recognised that Andy Bird
had not had an increase in his salary since his appointment in 2020
and that, from an overall package perspective, his remuneration Is
significantly below US levels. Mindful of this, and the exceptional
performance of the Company since his appointment, the Committee
felt that it would have been warranted to increase Andy Bird's salary
significantly, and consulted with sharehelders on this basis.

However, cogmisant of the current external envirecnment, which over
the last year has steadily become more challenging for our broader
ermployee population who are more expesed to high levels of
inflation and the associated cost-of-living pressures, and shareholder
feedback and guidance in this area, the Committee determined that
the salary increase for Andy Bird should be 3.5%, in ine with the
average salary increase awarded to the US workfarce and below the
average rate for the UK workforce and Pearson as a whole.

The salary for the Chief Financial Officer will be increased by 4% in
line with the average increase for the UK workforce.

Remuneration across Pearson

Pearsan's remuneration principles are consistent across the
organisation and are designed to support Pearscn's culture and to
make Pearson an employer of choice and able to attract and retain
talent to execute our digital-first strategy. Remuneration acrass the
workforce is designed to reflects the role, skills and experience, and
performance of any relevant individual as well as local market
practice. Many of the features of our Directors’ remuneration policy
apply more broadly, for exampie, over half of all Pearson employees
(c.11,200 employees) participated in an AIP during 2022 which was
funded based on similar performance measures as used for
Executive Directors.

Mindful of the energy crisis which has had a disproportionate impact
on Pearson's lowest paid employees in the UK and elsewhere in
Europe, Pearson made a one-off cost-of-living payment equal to
£1,000 or £1,000 to these indviduals at the end of 2022. As a global
company, Pearson monitors the impact of external worldwide events
on pay competitiveness and makes adjustment where appropriate
to ensure employees are rewarded farly for their contribution, for
example, targeted pay solutions have been implemented in

markets suffering from acute inflationary pressures such as Sri Lanka
and Turkey.

The Committee receives regular updates on talent matters and wider
workforce considerations and actively considers the approach to
reward throughout the organisation when determining executive
rernuneration. In addition, the Committee closely reviews relevant
pay ratios and pay gaps and supports efforts to make progress
against these metrics. Last year, to ensure a more proactive
approach and enable a two-way conversatton, the Employee
Engagemenit Network held a discussicn on reward and incentives
at Pearson, The EEN rmet to discuss how the annual bonus plan

is funded and how we seek to achieve alignment between
Executve Directars and the wider workforce through the use of
CONSistent measures,

I'would like to thank shareholders for their continued support at the
2023 AGM in relation to both our 2022 Directors' remuneration
report and 2023 Directors’ remuneration policy.

Sherry Coutu, CBE

Lhair of Kemuneration Committee
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Pearson’'s Remuneration
Framework At a Glance

Remuneration principles

Pearson's remuneration principles govern pay for the whole organisation. We have deveioped remuneration arrangements for our Executive Directors
with these principles in mind.

1

Aligned te
longer-term
strategy

Reward is linked to
achieving Pearson’s
longer-term
strategy, growth,
and sustainatlity

2

Pay for
performance
Remuneration
framework and
outcomes are
aligned with
performance

3

Market
competitive

Pay levels are
market competitive,
based on role,
grade, and
contribution, and
ensure indwiduals
are fairly rewarded
in line with the

4

Targeted
differentiation

We operate
targeted
differentation

of reward across
our employees,
linked to talent
and performance
management

5

Tailored

Qur approach

to reward is tallored
In certain
arcumnstances to
address a spedfic
market/business
need, and is
consistent with our
underlying reward

6

One part of the
employee value
proposition
Remuneration is
ane part of our
broader employee
value proposition
- and not the only
reason 1o work for
Pearson

market

philosophy

Qur Directors remuneration pelicy and its implementation supparts
our Company purpose of adding ife to a lifetime of learning, our
strategy and ultimately the delivery of long-term sustainable value
for all stakeholders, including our shareholders.

In developing the forward-looking Directors’ remuneration policy,
the Committee had due regard to the prinaples cutlined within
the UK Corporate Governance Code.

— Pearson’s remuneration principles, as set out above, align with
our culture and position us as an employer of choice, so we can
continue to attract and retain the nght talent, and support our
digital future. We recogrise that remuneration is only one part
of Pearson's emnployee value proposition

— Qur forward-looking executive remuneration framework is
designed to be simple, with total remuneration made up of
fixed and performance-linked elements, supporting different
strategic objectives

— Our remuneration framework and outcames are designed to be
aligned with performance

— Selected performance measures for the AIP (Annual Incentive
Plan}and LTIP (Long-Term Incentive Plan) are key to achieving
the Group's strategic abjectives. The Committee reviews
performance measures annually to ensure they incentivise
appropriate management behaviours and goals

— The Committee carnes out a robust target-setting process
each year, considening Pearsan's strategic plan, as well as
analyst consensus to reflect market expectations. This results
In stretching, yet achievable, AP and LTIP targets

— Maximum awards under the AIP and LTIP are capped and
clearly disclosed in our Directors’ remuneration policy
alongsidle predictions of how the Directors remuneration
policy may apply in various performance scenarios
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— When determining pay-outs, the Committee considers
whether the outcome reflects oversll company performance
and the expenence of stakeholders over the peried, including
shareholders and colleagues. If not, it has the discretion to
adjust outcomes

The Committee 1s mindful of reputational and other risks
when implementing the forward-locking Directors’ remuneration
policy and determining cutcomes for Executive Directors and
senior management. Pearson has safeguards in place, such as
malus and clawback provisions and a two-year LTIP holding
period, as well as robust shareholding guidelnes, which extend
post-employment.

Before signing off the Directors' remurnieration report, the
Commuttee reviews drafts and inputs to clarify our disclosures.
in renewing the Directors’ remuneration policy this year, the
Committee engaged extensively with shareholders to ensure
they fully understood the rationale for change, and to give them
the opportunity to feed Into the decision-making process and
inform final conclusions.



2023 Directors' Remuneration Policy

The 2023 Directors’ remuneration policy will be subject to shareholder approval at the AGM to be held on 28 Apnl 2023, This secuon outlings key
changes to the Directors’ remuneration policy following the Remuneration Comimittee’s extensive review over the last year. The 2023 Directors’
rermuneration policy is set cut in fult on pages 112 10 119

Key changes to Directors’ remuneration policy

Key features of the 2020 Directors’ remuneration policy

Cutline of proposed changes for 2023

Salary

Allowances and

benefits

“Retirement
benefits

Annual

incentive

Leng-term
incentive

Shareholding

guidelines

_Groupemployees,

Base salanes reflect level, role, skills, experience, the competitive
market and indivmdual contribution.

Base salaries are normally reviewed annually, with any increases
normally in line with typical increases awarded to other

Reflects the local competitive market and may include travel-
related, health-related and nisk-related benefits as well as any
other benefits provided o the majority of employees.

The Committee may introduce other benefits if it is considered
i s0.

to Join the Money Purchase 2003 section of the Pearson
Penston Plan,

The Committee has discretion to put in place retirement benefit
arrangements in line with local market practice.

Executive Directors, wha opt out of the pension. can receive a
cash allowance of up to 16% of base salary, in ine with the
maximum company contribution as a percentage of salary that

_UKemployees of a similar age are elgible toreceive.

Maximum opportunity of 200% of base salary.

Based on the achievement of annual business goals and strategic
objectives, with financial metrics accounting for at least 75% of
total opportunity.

Normally no payout for thresheld performance, with 50% payable
for on-target performance.

Discretion to adjust formulaic outcome where this does not
reflect underlying performance.

Awards paid fully in cash,

Malus and clawback provisionsapply.

Maximum opportunity of 350% of base salary.

Based on achievament of targets for earnings per share, a return
on measure and relative total shareholder return {weighted
equally) over a three-year performance period.

Discretion to adjust formulaic outcome where this does not
reflect underlying performance.

Awards are subject to a post-vesting holding period of two years.

_Malus and clawback provisions apply.

Current in-employment guidelines of:
— 300% for the Chief Executive

— 200% for the Chief Financial Officer

No changes to policy

No changes to policy

“MNochangestopohcy

Increase in maximum opportunity t© 300% of base

salary. For 2023, maximum opportunities are:

— 300% for the Chief Executive

— 200% for the Chief Financial Officer

Increase in payout for threshold performance to 25%
of maximum.

Introduction of bonus deferrel where shareholding
guidelines have not been met.

Increase in maximum opportunity to 450% of base

salary. For 2023, maximum opportunites are:

—- 450% for the Chief Executive

— 300% for the Chief Finanaial Officer

Proportion of award that vests for threshold aligned

at 20% across all performance measures.

Introduction of ESG into the performance framework,
Increase in in-employment guidelines
in line with increase LTIP opportunity:
— 450% for the Chief Executive

— 300% for the Chief Financial Officer
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Consideration of market data in assessing pay competitiveness at Pearson

In determining the 2023 Directors' remuneration policy proposals and their implementation, the Remuneration Committee considered remuneration
levels at comparable companies both in the UK and US. The approach to market data was to consider mulbiple different reference points, including
those described below, to provide a rounded view of overall positioning against the market. The Committee has not sought to fellow any specific
market reference and is mindful that, whilst the primary talent market is likely to continue to be the US, Pearson is a UK-listed company
and operates a UK market aligned remuneration framework.

Market reference points

— Executive Director remuneration in UK-listed companies of a similar market capitalisation to Pearson, the FTSE 41 to 100. This comparator
group recognises Pearson's Landon listing, the fact that Pearson is a member of the FTSE 100, and that UK investors and proxy agencies
would likely consider competitiveness of remuneration levels at Pearson in this context primarily. Pearson is currently positioned c.60" in
the FTSE 100 {based on a three-month average market capitalisaticn). Market data for the FTSE 100 as a whole was also considered as an
additional reference point given Pearson's growth in 2022

— Executive Director remuneration in US-listed companies of a broadly similar finanaal size and in & similar sector to Pearson. This
comparator group included companies in the broadcasting, interactive media and software sector with similar revenue to Pearson, It
considers what Executive Directors are paid in broadly similar US-listed companies, although it does not directly align to Pearson's
talent market.

— Remuneration in US-listed companies more closely aligned to Pearson’s talent market and strategic ambitions. This comparator group
comprised US technology, commurications, and consumer discretionary companies, \n particular those that are at the forefront of
transformative, iInnovative plays within technology and digital, based on the Nasdag-100 Index. Recognising, however, that many of these
companies were materially larger than Pearson in terms of financiat size, rather than considering remuneration levets for the CEQ role, the
market data considered was for roles reporting into the CEO (primanly heads of business units or Chief Executives of subsidiary
businesses) which is analogous to Andy Bird's previcus executive role. This data was only considered in respect of the CEQ role at Pearson,

The Committee is mindful of the views of many investors in relation to setting executive pay solely based on market data as well as views on using
internaticnal peer groups. The Committee therefore wanted to take a balanced and thoughtful approach which incorperates the views of all key
stakeholders.
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Pay positioning

Qverall, the intention of the Committee was to ensure a package for the Chief Executive which was competitive considering Pearson's primary talent
market. While it s acknowledged the proposed package for the Chief Executive is towards the top end of market practice from a UK perspective, it is
within the broad range of pay received by executives below CEO level at relevant US-listed companies whom Pearson might look to approach for future
Executive Director roles - total compensaton for such roles typically ranged c.$4m to ¢.$11m at target. This is still well below that of CEOs at similarly
sized US companies

| Chief Executive Officer I | Chief Financial Officer |

| UK positioning I r US positioning | | UK positioning

| L US positioning |

Salary

Towards the top end of
UK practice

Within US market
competitive range
for CEO roles

Within UK market
competitive range

Within US market
competitive range

For CEQ roles, the market data illustrated that annual bonus opportunity levels in the US were around double
opportunity levels in the UK. The same picture 1s not however true for other executive roles, where annual bonus

Annual bonus opportunity in the US is more closely atigned to, although still marginally higher than, UK levels.

opportunity
Towards the top end of yithin US market within UK market within US market
UK practice competitive range competitive range competitive range
Long-term incentive opportunity 15 the key driver in the difference between UK and US remuneration levels. Opportunity
levels in the US are many multiples of UK levels, For CEQ roles in US-listed companies in a similar sector and of a similar
. financial size to Pearson, many receive long-term incentives with a target opportunity greater than 1000% of salary.
LTIP opportunity Y g e or Ve i
Towards the top end of Substanbally below Towards the top end of Substantially below
UK practice US levels UK practice US levels
Conclusions

The market data highlighted the stark difference in pay practices between the UK and US, and the Remiuneration Committee applied careful
judgement when considenng how remuneration at Pearson should be positioned taking into account the various reference points as well as the
views of sharghulle s,

The Committee determined, with input from shareholders, that the incentive framework at Pearson for Executive Directors should continue to align to
typical UK practice, and as such incentives remain fully performance-linked, which s not typically the case in the US market where often a significant
proportion of the long-term equity award is delivered in restricted stock with no performance conditions and over shorter time horizons. In addition,
annual bonus deferral and additional holding periods on LTIP awards are uncommon in the US market.

Overall, while it is acknowledged that the 2023 Directors’ remuneration policy proposals and their implementation position Pearson
towards the top-end of the UK market, the Committee has not sought to match US quantum levels or market practice in terms of incentive
design or the overall remuneration framework.

lllustrations of application of the 2023 Directors' remuneration policy in different performance scenarios

Chief Executive (Andy Bird) $00U Chief Financial Officer {Sally Johnson) £000

Chart removed Chart removed
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Directors’ remuneration report continued

Alignment of performance framework to Pearson'’s strategy

Adjusted Operating Profit (40%) A key financial performance indicator reflecting the underlying
operational performance of the Group, and measuring Pearson’s
Increased weighting for 2023 ability to reinvest,
Sales(30%)
‘Free Cash ﬁé&d'ﬁééh}éj """"""""""""""""""""""""""""""""""""" A key financial performance indicator reflecting the importance of
Annual . . Free Cash Flow generation to Pearson's fundamental value, and
Incentive Plan Replacing operating cash flow for 2023 ensures executives are Incentivised to improve cash flow

Strategic measures (10%) Specific objectives and targets selected annually to reflec
relevant strategic priorities of the Group at the ime. For 2023,

Reduced weighting for 2023 this strategic elermnent will focus on Pearson's ESG priorities, in
particular iIncreasing representation of employees from an ethnic
minority background at management levels and achieving a step

Relative TSR (30%) Total Shareholder Return (TSR) is a measure of value created for
Changes to TSR peer group for 2023 our shareholders. Following a review of the peer group against
which TSR is assessed, a hybrid approach will now be used to
better reflect Pearson's strategic ambitions. For 2023, TSR will be
measured relative to
— 50% versus FTSE 100 (excluding certan sectors)

— 50% versus S&P 500 (excluding certain sectors)

Cornpanies within financial services, energy, basic materials,
utilities and healthcare sectors will be excluded as these are
subject to very different market forces to Pearson and therefore
not considered relevant comparators.

EPS (30%) A key financial performance indicator used by management to
Long—term evaluate performance and by investors to more easily. and
Incentive Plan consistently, track the underlying operational perfarmance of the
Groupovertme. . e
Return on Capital (30%) A key financial performance indicator measuring how efficiently
Replacing net ROIC for 2023 Pearsan generates returns from its asset base. This is considered

a more appropriate and simpler measure for the business
compared to net ROIC, and more consistent with the approach
taken by other cormpanies in the market.

ESG (10%} Pearson is a purpase-driven Compary, and everyday actions and

Introduced for 2023 behaviours have a strong social impact. Progression of our E5G
priorties s integral te long-term sustainable growth of the
business. For 2023, the ESG measure will centre on building an
inclusive culture and increasing female representation at
leadership levels

Discretion framework

When determining performance outcormes, the Remuneration Committee has the ability to adjust payments up or down if It believes that the ocutcome
does ot reflect underlying financial or non-financial performance or if such other exceptional factors warrant daing so. In making this determination
the Remuneration Committee applies the following framework.

Formulaic outcome
considering
performance versus
existing targets

and underpins

Are there any
one-off or
exceptional events
to be taken into
consideration?

Is this consistent
with the wider
stakeholder
experience?

Are outcomes
appropriate or

Are there any
significant culture,

Is this consistent

Wclglr?v:':a" ESG or operational shoutd an
o rfmrfwanie’ issues to be adjustment be
P ) considered? considered?
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Performance in 2022

A year of strategic and operational progress

Revenue

£3,841m

5% underlying
adjusted growth
on prior year

Adgj. operating profit

£456m

11% underlying
adjusted growth
an prior year

Operating cash flow

£401m

3% growth
on prior year

Adjusted EPS

51.8p

48% growth
on prior year

Net debt

£557m

59% increase
on prior year due
to £350m share

Dividend per share

21.5p

5% increase
on prior year

buy back

Strategic highlights

— Significant arganic investment, bringing new capabilities

— Acquisitions, including Mondly and Credly to support growth across the Pearscn ecosystem

— Completion of the strategic disposal of Pearsan's International Courseware local publishing businesses
— Launch of 18 study channels on Pearson+

— Launch of new people strategy with a focus on engagement and high-performance

— Announcement of £120m of cost efficencies, accelerating improved margin

Generation of significant returns for shareholders

Pearson TSR performance versus FTSE 100 over 2022

Chart removed

Executive remuneration outcomes for 2022

Chart removed Chart removed

Note 1 Targer assumes AP and LTIP outcome at 0% of miaxirmum,

Note 2.1 he veoting of the second tranene of the Chicf Licoutive’s o mwestment owar o s not included in e abowe illustration.
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Directors’ remuneration report continued

Implementation of executive remuneration framework for 2023

Base salary Andy Bird - $1,293,750 (3.5% increase)

Sally jJohnson - £557,225 (4% increase)

The salary increase for the Chief Executive is line with the average salary increase awarded to the US workforce and
below the average fevel for the UK workforce. The salary increase for the Chief Finandial Officer is in line with the
increase for the UK workforce,

No change for 2023,

Executive Directars will continue to receive travel, health, and risk-related benefits. Andy Bird will also recewe a
contribution towards accommodation costs.

For 2023, both the Chief Executive and Chief Financial Officer will receve a cash allowance of 16% of salary in lieu of
pension, This is aligned with the pension provision that UK emnployees of a similar age are eligible to receive.

As described in relauon to the Committee’s review of the remuneration policy for 2023, Pearson has retained a UK
remuneration framework for Executive Directors which does not reflect US practice in terms of plan design or pay
levels. It 1s therefore considered appropriate that a consistent UK approach is applied with regard to pensions for
the CEO. For US employees below Board level, whilst pensicn arrangements are in ine with local practice, Pearsen
adopts US pay practices more broadly - such as grants of restricted shares in addition to performance shares -
which we do not for Executive Directors.

Annual incentive plan Maximum apportunities of;
— 300% of base salary for the Chief Executive

— 200% of base salary for the Chief Financial Officer

For 2023, the following balanced mix of financial and strategic measures will be used to determine any pay out,
with a third of any bonus paid deferred into shares for two years if an Executive Director has not met their
shareholding guideline,

Adjusted operating profit Sales Free cash flow Strategic measures

Strategic targets are as foliows:

Weighting Threshold Target Maximum
Invest in diverse 5% ’ 2% increase in 5%|ncreasem ‘ 10% Incresse n
pipeline and representation of representation of representation of
increase BIPCC/ BIPOC/BAME BIPOC/BAME BIPOC/BAME
BAME employees at employees at employees at
representation at all Manager level and Manager level and Manager level and
manager levels above above above
+ maintain overall
gender parity as &n
e nderpin
Reduce carbon 5% 1% reduction 2% reduction 5% reduction

footprint - net
annual reduction
versus 2022
baseline as step
towards 2030 goal

full retrospectively following the end of the performance period.
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Implementation of executive remuneration framework for 2023 continued

Long-Term Maximum opportunities for Executive Directors are;
Incentive Plan —  450% of base salary for the Chief Executive

— 300% of base salary for the Chief Financial Officer
Performance measured over three years, with any shares vesting subject to an additional two-year holding period.

For 2023, performance measures and targets are as follows:

% of Payoutat Payoutat Payoutat
total Threshold Stretch Maximum  threshold stretch  maximum

PS
Return on 30% 8.5% 10% 11.5% 20% 65% 1G0%
Capital et ettt
Relative TSR vs. 15% Median - Upper quartile 20% - 100%
FTSE 100 (excl.
in sectors)
TSR vs. 15% Median - Upper guartile 20% - 100%
S&P 500 (excl
certain sectors)
ESG 10% Improve gender  Achieve gender Achieve gender 20% 65% 100%
representation parity at parity at all
at leadership leadership leadership
levels overall levels in levels
vs 2022 aggregate (VP and above)
(vPandabove) (VPandabovey e

Note 1: 2023 LTIP targels have been set ar an LSD GRP exchange rate of 121

Note 2: Campanies within financial services, encrgy, basic matenals, utihtes and healthcare sectars will be excluded from both 15K groups
Shareholding Shareholding guidelines are:
guidelines

—  450% of salary for the Chief Executive
— 300% of salary for the Chief Financial Officer
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Directors’ remuneration report continued

Workforce remuneration
at Pearson

The Committee takes seriously its responsibilities concerning the aversight of remuneration policies and practices for the wider organisation. Our
remuneration principles are cansistent for all our colleagues, anc applied depending on business need, level, and geography.

The key difference in our executive remuneration, compared to the approach to remuneration across our workforce, is that remuneration for our
Executive Directors is more heavily weighted towards variable pay and linked to the delivering of strategic objectives.

Approach to remuneration across Pearson

Base salary Set considering economic factors, competitive market rates, roles, skills, experience, and individual performance
Allowances and Reflect the local labour market in which colleagues are based.
benefits

All eligible colleagres (inciuding Executive Directors) can participate in savings-related share acquisiion program mes in the

Retirement Reflect local market practice,
benefits

Pearson colleagues in the UK may participate in the same underlying pension arrangements as the Executive Directors,
subject to certain age bands and legacy arrangements

Annual incentives Around 11,200 colleagues participate in an Annual Incentive Plan, which 1s funded based All colleagues
on similar performance measures to the Executive Directors,

o ) ) Over half of all Pearson
Severgl othe_r colleagues par‘gcwpate in alternative cash-based annual bonuses,rsuch a5 employees participate in the
sales incentive and commission plans, based on performance targets and profit-shares annual Incentive plan
______________ - where required for legislative reasons
Long-term Senicr management participates in a long-term incentive arrangement, with both Al colleagues
incentives performance shares and restricted shares, recognising the markets in which we
compete for talent. At other levels awards are typically made in restricted shares only. Around 4% of all Pearson
) . . ) employees participate in
Approximately 800 colleagues participate in the annual long-term incentive plan afong-term incentive plan
grant, who are selected based on their role, performance, and potential; with other
awards being made from time ta time on an ad-hoc basis to certain roles based on
market need.

During the year, the Committee received reports from the Chief Executive and Chief Hurman Resources Officer on pay and conditions across Pearson,
and an the recruitment and retention experience. We took these into account when determining Executive remuneration. We have established
channels in place to inform our colleagues and help them understand how executive remuneration and wider pay policies are aligned, although we
continue to develop how best to engage with employees. Further detaill on Pearson's approach to employee engagement is provided on page 33.

Remuneration Committee Chair, Sherry Coutu, CBE is our designated workfarce Non-Executive Cirector. She leads the Board's engagement with
colleagues, including attending meetings of the Ernployee Engagernent Network (EEN). Annette Thomas, a member of both the Remuneration
Committee and Reputation & Respensibility Committee, also attended meetings of the EEN throughout the year, increasing Non-Executive Director
participation. Feedback recelved through the EEN is reported to the Board. Views and sentiment expressed by colleagues around matters relating to
reward and culture are taken into consideration by the Remureration Committee when determining pay for senior management, Last year, to ensure a
more proactive approach and enable a twe-way conversation, the EEN held a discussion on reward and incentives at Pearson. The EEN met to discuss
how the annual bonus plan 1s funded and how Pearson seeks to achieve alignment between Executive Directors and the wider workforee through the
use of consistent measures, See page 68 for more on how the Board engages with employees.

The Committee also considers Pearson's gender pay gap and ethnicity pay gap in Great Britain, The Committee was pleased to note the improvement
in Pearson's gender pay gap for 2022, which decreased to 11% (from 13% in prior year), however acknowledged there was still progress to be madein
terms of closing the gap. Pearson continues to review and update its policies and practices relating to the hinng, retention, and development of
wormen, as well as other diverse talent groups, to ensure equal opportunities for all its peaple. This year, in line with the commitment as a signatory 10
the CBI Change the Race Ratio campaign, Pearson will voluntarily be putlishing its ethnicity pay gap for Great Britain for the first time. Building an
inclusive culture and increasing diverse representation 1s one of Pearson’s six strategic pillars, and reflective of the Company’s commitments in this
area diversity targets have been included in both the AIP and LTIP for Executive Directors for 2023, Further details can be found withun our fair pay
report which will be published ahead of the AGM.
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Remuneration report for 2022

Certain parts of this report have been audited, as required by the Large and Mediumn-sized Companies and Groups {Accounts and Reports) Regulations
2008 as amended. Those tables subject to audit are marked with an asterisk.

Single total figure of remuneration and prior year comparison*

Total aggregate emoluments for Executive and Non-Executive Directors were £10,738k in 2022. These emoluments are included within the total
empioyee benefit expense (in Note 5 to the financial staternents page 159).

Executive Director ‘single figure’ remuneration

The remuneration received by Executive Directors for the finanoial years ended 31 December 2022 and 31 December 2021 is set out below

Overall, the Committee considers that the Remuneration Policy operated as intended during 2022,

Executive Director ‘single figure’ remuneration

Base salary
Allowances and

Ancly Bird Sally Johnson
B0 £000s

Annual incentives

Long-term incentives

Totalvariablepay

Total remuneration

6584 5283 1891 560
8,482 2,504 1,155

Notes to single figure table*

Base salary

The base salary shown in the single figure table above reflects salary
paid in the financial year as a Pearson Executive Director. Andy Bird is
paid in USD, and Sally Johnson is paid in GBP,

Allowances and benefits

The breakdown of benefits 1s as foliows for 2022:

Andy Bird Sally Johnson
%000s £000s

Accommodation 431 o

Travel benefits comprise car allowance and reimbursements of a
taxable nature resulting from business travel and engagements.
Health benefits comprise healthcare, health assessment and dental
care. Risk-related benefits comprise of fe and other insurance
policies. Accommodation benefits for Andy Bird relate to a
contribution towards the rental costs of an apartment in New York
used for business purposes. This cost is capped at $240,000 per year
(520,000 per month} prior to any taxes due. The gross value for 2022
15 hugher due to a higher tax rate cermpared to 2021.

In addition to these allowances and benefits, Executive Birectors may
also participate in company benefit or policy arrangements that have
no taxable value and/or are available to all ather colleagues in the
same location. Sally johnson's life cover is arranged under an
excepted policy on a similar basis to other employees who are
affected by the lifetime allowance and have opted out of The Pearson
Pension Plan.

Retirement benefits
Further detail on retirement benefits 1s cn page 105.

Annual incentives

The 2022 AIP for the Executive Directors was based on a mix of
financial (80% weighting) and strategic measures {20% weightng).
The 2022 AIP resulted in a 76% of maximum payment for both Andy
Bird and Sally Johnson. Bonus is calculated using salary at 31
December 2022, in ine with how bonuses are calculated for all
participants. More detail on performance metrics and performance
against targets n 2022 is on page 102,

Long-term incentives

The 2020 LTIP award was subject to performance conditions
assessed to 31 Decemnber 2022, Performance targets were partially
met resulting in the award vesting at 58% of maximum. The 2020
LTIP award for Sally Johnson was granted on 1 May 2020, based on a
share price of 573.7p (five-day average to 1 March 2020). The value
of the 2020 LTIP included in the single-figure table is based on a
three-month average share price to 31 December 2022 of 939.4p.
The proportion of the 2020 LTIP attributable to share price growth is
therefore £466,633 for Sally Johnson. The Remuneration Committee
did not exeraise discretion in respect of this share price appreciation
For further details see page 102

Co-investment award

The second tranche of the one-off investment award, granted to
Andy Bird to secure his appointment, was subject to performance
underpins assessed to 31 December 2023, It was determined the
second tranche of the award would vest in full. The value disclosed,
which includes an additional amount equal to the vaiue of dividends
payable on the shares vesting, is calculated using the share price at
the date of vesting (being 3 March 2023) of 893.5p and was
converted using a USD:GBP exchange rate of 1.2371 (average
exchange rate for 2022).The award was originally granted based on a
share price of 590.2p, and so $1.512k of the figure included in the
single figure table is attributable to share price growth. The award
has been satisfied using rmarket-purchased shares and shares
retained after tax must be held until 31 December 2023. For further
details see pages 103-104,
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Directors’ remuneration report continued

Executive Directors’ annual incentive payments for 2022*

Andy Bird and Sally Johnson were eligible to participate in the 2022 AIP. The following table summarises the performance targets (presented on a
consistent basis to the actual results, considering portfolic and currency movements) and performance against these targets, which resulted in a 76%
of maximum payout,

Overall outcome

Performance range Payout
Actual % of max bonus
% of total Thresheld Target Maximum results opportunity
Adjusted operaungprofit 30% | Fa0sm  Edogm  E520m £456m _20%
Sales 30% £3,600m £3,980m £3841m _22%
Operating cash flow 20% £300m 3%0m  £400m o 20%
>lrategic measures LoseebElow 1%
76%
Performance against strategic measures
The targets and cutcomes for performance against each of the strategic measures are shown In the table below.

Strategic priority Weighting Threshold Target Maximum Qutcome

sales growth Plan plus 2%
Invest in diverse 50% female and ethnic minority Threshold + 10% Achieved threshold of more
pipeline and representation in leadership Threshold ~ 5% increase N female than 5% increase in ethnic
increase development and mentoring increase infemale  and ethnic mINority representation,
representation at prograrmmes ~ 50% fermale and and ethnic minority  minority but less than 5% increase
management levels 20% ethnic minority representation  representation at representation at in female representation, at
________________________________________________ 5% inleadership succession plans VP level and above VP level and above VP level and above (19)
Reduce carbon
footprint - net
annual reduction
versus 2021 baseline 5% 1% reduction 2%reduction  S%reduction ...

Total 20%

Note: Internal Audit provided an independent assessment of the result for the Commitzee

Executive Directors’ Long-Term Incentive Plan award vesting for 2022*

In May 2020, Sally Jehnson was granted an LTIP award. This award is due to vest based on performance the business delivered over the three-year
period from 2020 to 2022. The targets and performance against these targets are as follows:

Performance range Vesting
e
Payout at Payout at Payout at Percentage of total

% of total Threshold Stretch Maximum threshold stretch maximum Actual  achievement award

Ac A
ROIC o Athird 52% L 82% -
Ranked 10
Relative TSR . Athird  Medien . Quarile 25% - 100%  outof93 . 160% .. .33%
100% Total 58%

Relative TSR was measured against the constituents of the FTSE 100 a1 the star of the performance penad

b determining e vesting ouicome, tne Committee carefully considered the portfulic cranges over the fast three years and made modes: adjustments ta ceflect tne impact of these, in
particular the divestmen of vanous businesses under strategic review dunng the pedformance peniod  he sdjusted targets and adjusted results are presented in the table shove Overall
the: impact o1 vesung was an Incarease ror 53% to 58% of maximum The Commisiee considers such adjusiments appropriate o ensure performance s meastred an g ke for ke basis
and reflect the principles agalnst which Te ongiial Targets were set as these did not consider the impact o the portfolo changes

Overall, 58% of this award will vest on 1 May 2023, and its value is included in the single figure table on page 107, Shares vesting are subject to an
additicnal two-year holding period to 1 May 2025,
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Co-investment award*

Ta secure the appointrment of Andy Bird as Chief Executive, the Committee designed a one-off co-investment award. The grant of this award was
conditional on Andy Bird buying Pearson ordinary shares equal to 300% of his base salary, which he must continue to hold until 31 December 2023,
The co-investment award vests in three egual annual tranches, with shares vesting subject to a holding period until 31 December 2023,

The vesting of each tranche of the award is subject to these performance underpins:

— an appropriate level of continued progress being made in relation to delivering Pearsor's strategy, including the ongoing transition
from print to digital, and

— no significant ESG issues occurning, which relate to Andy Bird's tenure as Chief Executive, and which result in significant reputational
damage for Pearson

In addition, the vesting of the final tranche of the award is subject to the following TSR underpin:

— Pearson's TSR from the date of the announcement of Andy Bird's appointment to 31 December 2023 1s either {1) positive; or (2) is at median
or above when comgpared to the performance of the FISE 100

if one or more of the underpins are not achieved, then the Committee will consider whether, and to what extent, a discretionary reduction
in the number of shares vesting is required

Assessment of performance underpins

The second tranche of the co-investment award vested as soon as practical following 31 December 2022, In advance of this, the Committee undertook
a rigorous assessment of the relevant performance underpins, reviewed broader Pearson performance, and evaluated the experience of alt
stakeholders. The Committee followed the framewark disclosed in the 2020 Rermuneration Report.

Initial review of underpins

Progress in delivering Significant strategic progress was made during 2022 in the face of macroeconomic headwinds. This included:

Pearsan’s strategy — Significant organic investment, bringing new capabilities. For example: invested N new capabilities for Pearson+,
ncluding Channels functionality, expanded reach of VUE remote proctoring solution; launched Skills Accelerator,
developed MondlyWORKS capabitities to grow our presence in the enterprise language fearning market.

— Acquisitions to support growth strategy across the Pearson ecosystem. These include Credly, Mondly, Navwy, and
ClutchPrep, and Pearson has also signed an agreement to acquire PDRI.

— Refinement of Pearson’s portfolio through the cormpletion of the strategic disposal of Pearson's International
Courseware local publishing businesses.

— The delivery of £120m of cost efficiencies, accelerating improved margin expectation.
— Launch of people strategy with a focus on engagement and high-performance

In 2022, there have teen no ESG issues which, in the opinion of the Committee, have resulted in significant reputational damage.

Consideration of breader performance and stakeholder experience

Robust financial performance

Revenue Adj. operating profit Operating cash flow Adjusted EPS Net debt

£3,841m

5% underlying
adjusted growth on
prior year

£456m

11% underlying
adjusted growth on
prior year

£401m

3% growth
en prior year

51.8p

48% growth
on prior year

£557m

59% increase
on prior year due to
£350m share buy back

Wider stakeholder experience

Shareholders

to shareholders.

— Strong strategic, operational, and financial progress was reflected in Pearson's share price and value delivered to shareholders.
Pearson ended the year as one of the top performers in the FTSE 100, delivering a total shareholder return of 57% in 2022

— Strong financial position has enabled Pearson to grow its dividend {up 5% to 21.5p 10 2022}, in line with Pearson’s commitment to a
progressive and sustainable dividend. The Board also approved a £350m share buyback programme in February 2022 to return capital

— Pearson has strong and constructive relationships with its key institutional investars. During 2022, Pearson held 373 meetings with 192
institutions, both virtually and in person.
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Directors’ remuneration report continued

Employees
— Launch of people strategy with a focus on engagerment and high-performance.

— Refresh of non-financial KPIs to measure how well Pearson is delivering on its peaple strategy, and to cover employee engagement, investing
in talent, and diversity, equity, and inclusion.

— Launch of a new employee engagement survey to better understand employees’ needs and enable Pearson to benchmark itself globally.

In addition, Pearson launched a new digital employee experience platform to improve commurnication across Pearson. Qver 70%
of colleagues participated in the new engagement survey in 2022, and more than 34,000 users have already accessed the new digital
employee experience platform.

— Investrment in learning, for example, manager upskiling and reskilling to drive engagement and high perforrance; new acquisitions such as
Credly to certify emplayee skills; development of leaders via McKinsey accelerater programmes; and coaching and Beard mentering
opportunities. Qver 70% of Pearsgn's employees agreed or strongly agreed they had access ta opportunities (o iearn and grow over the past
six months.

— Expansion of Pearsor's flagship Global Learning at Work week to a monthly series focused on priority skills from the Pearson Capabilities
Framework featuring live and on demand sessions with external experts, Pearson authors, Pearson leaders as teachers, and curated learning
pathways and team guides to support self-directed learning.

— Continued focus on building a culture of inclusion and increasingly diverse representation through inclusive learning experience for
employees, and 75% of participants on leadership development and mentoring programs were diverse.

— Evolution of Pearson's Emplayee Engagement Network, enabling the Board to hear directly from employees and creating additional insight on
how to enhance employee satisfaction and engagement levels.

Customers

— Pearson+ registered users compared to prior year Fall grew to 2.83m (2021: 2.75m), and there was a three-fald increase compared to prior
Fall sernester in Pearson~+ paid subscriptions to 406k (2021: 133k). Through increased understanding of consumer behaviours and
preferences, Pearson continues to evolve Pearson~, exploring new types of content and enhancing features such as Pearson~ Channels,
which launched in Autumn 2022.

— In English Language Learning, enhancements were made o the user experience to ensure courseware is the most engaging and effective on
the market, leveraging our partnerships with major corporations including Disney and the BBC.

— In Mondly, development of a new Al virtual tutor to be integrated into the product in 2023 1o support where itis difficult for individuals to
access in-person tutors.

— Reshape of Workforce Skills portfolio to better match the suite of praducts and semvices with the different needs of our enterprise customers

— Launch of Skills Acceleratar in Warkforce Skills - a suite of peer-supported, project-based learming courses - to support people complete
business-critical projects while developing future skills

— Pearson cpened its first wirtual school in Virginia and helped to enact new legislation in Missouri faclitating easier access to publicly funded
virtual learning.

— taunch of a new Privacy Centre for consumers which will be hnked te all our products and a newly developed universal preferences centre.

— 70% of content partners are now trained in editorial guidelines released for Pearson's authors, reviewers, and editors to ensure meaningful,
diverse representation in content.

Suppliers & Business Partners

— Supplier diversity and responsible procurement are key priarities for Pearson. In 2022, two new supplier portals were added that
provide access to over one million diverse accredited suppliers. Pearson progressed towards its goal of increasing spend with
dverse-accredited suppliers.

— Continued progress towards Pearson's gaal of ethically sourcing 100% of 1ts paper by 2025. Paper and print suppliers are integrated to the
Book Chain Project platfarm which monitors and tracks actions and strategies to protect biodiversity. Pearson has also rationalised its paper
suppliers to significantly increase use of responsibly sourced paper from the Forestry Stewardship Council and the Programme for the
Endorsement of Forest Certification schemes.

— For the first time in 2022, we asked our key suppliers to participste in an Ecovadis sustainability assessment (or equivalent). We reviewed

performance across environmental and human nights areas to ensure that they align to Pearson's standards. Our key suppliers performed
well, with an average score of 57.3/100 (average supplier's score of 44.9/100).

— Pearson is working in partnerstup with other corporates to understand the decarbanisation plans of its top S0 suppliers ahead of developing
tailored engagement plans for those suppliers that need support to drive change.

— Pearson continues to add business partners who contribute to the diversity of its workforce. In 2022, new partners included People of Colour
in Tech and the Hispanic Association on Corporate Responsibility.

Taking all the above into account, the Committee has determined that the second tranche of the co-investment award will vest in full.
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Long-term incentives awarded in 2022*

The following LTIP awards were granted during the year:

value for
threshald
Date Vesting Number lace face value performance Performance
e 1or of award date o shares value {496 of base saldry) (% 0f raximum} period
T e
AndyBird 3May 2022 | TMay202s 356065 E2g7sa o 300% 183%  31DecZd
TJan 22 -
Sally Johnsen 3 May 2022 1 May 2025 168415 £1.312,627 245% 18.3% 31 Dec 24

howe b Under the adjusted EPS and ROIC elements, 15% vests for threshold performance, under the FSR element, 25% vasts for threshold performance. “his s the weighted average ol
vesting far threshold

Face value was determined using a share price of 779.4p (five-day average to 3 May 2022), which is the share price used to determine award values for
LTIP awards for all employees.

Performance targets for the 2022 LTIP awards are:

Adisted sarnings per snare (FPS) (one-third) Net return o invested capital (ROIC) (une Lhird) Relative total sharehaolder return (1SR) (one-third)

Ranked position vs
EPS for FY24 Vesnng schedule (% max) Adjusted net ROIC for FY24 Yosting schedule (% max) FISE 100

Vesting schedule (% max) Adpusted

o5% L8500 e TO%

100%  edporabove  100%  B0%orabove 100% Upper quartile

mote 1: Straight-line vesting will occur i between the paints shown, with na vesting for perfarmance below threshold
Mot 2: Pearson's TSR performance s measured relatrve ta (Ne constifuents of the FTSE 100 Index aver the perfarmance period

The Committee reserves the right to adjust pay-outs up or down before they are released, if it believes the vesting outcome does not reflect underlying
financial or non-financial perfermance, or for other exceptianal factors. In making any adjustments, the Committee are guided by the principle of
aligning shareholder and management interests.

Any shares vesting based on performance to 31 December 2024 will be subject to an additional two-year holding period to 3 May 2027.

Executive Directors’ retirement benefits and entitlements*

Details of the Execunve Directors’ pension enttlements and pension-related benefits in 2022 are as follows:

Angdy Bied Sally Jahnson

30005 £000s

Other allawances in lieu of pension o200 21
Totalvaluein 2000 o0 64
Accrued pension at 31 Decernber 2022 } 64

Note 1: The wdlue of defined beneficreflects the change invalue over tne period, fess inflaton

teate 2 Other allowances i hew of pension represent the cash allowances paid

Note 3 Total value is the sum of tne previous twe rows and 1s disclesed inine sigle fgure of remunerarion table.

Note 4 The accrued pensian at 31 Decerber 2022 is the deferred annual pension to which the member wauld be enitled an ceasing pensionakle service 0n 31 December 2027, trelates
te the pension payable from the UK Plan Normal retiement age s 62

Pension Plans
Andy Bird - Payment in Lieu of Pension
Andy Bird receives a payrent in licu of pension at 16% of his base salary, in line with the pension provision for UK employees of a similar age.

Sally Johnsen - The Pearson Pension Plan and Payment in Lieu of Pension (from 1 October 2022}
Sally Johnson was a member of the Final Pay section of the Pearson Pension Plan, Her pension accrual rate 1s 1/60% of pensionable salary per annum,
restricted to the Plan's earnings cap.

Sally Johnson has now reached her pension lifetime allowance and therefare no further contributions will be made to the Pearson Pension Plan.
Instead, from 1 October 2022, Sally Johnson receives a payment in lieu of pension at 16% of her base salary, in line with the pension provision for UK
employees of a similar age.
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Directors’ interests in shares and value of shareholdings*

Shareho!ding guidelines

Executive Directors are expected to build up a substantial sharehalding in Pearson, in ine with our palicy of encouraging widespread employee share
ownership, and to align the interests of Executive Directors and shareholders.

For 2022, the shareholding guideiine was 300% of base salary for the Chief Executive and 200% of base salary for the Chief Financial Officer. These
shareholding guidelines will Increase under the 2023 Directors’ Remuneration Paolicy.

Shares that count towards these guidelines include any shares held unencumbered by an Executive Director, their spouse and/or dependent children,
plus any shares vested but held pending release under a share plan, and any shares unvested but not subject to future performance conditions (on a

net of tax basis). Executive Directors have five years from their date of appointment to the Board to reach the guideline. Once the guideline is met, it is
not re-tested, other than when shares are sold.

Executive Directors are expected to retain their current guideline (or actual shareholding if lower) for two years following stepping down as an
Executive Director. This guideline does not apply to shares purchased by the Director.

The shareholding guidelines do not apply to the Chair, Deputy Chair and Senicr Independent Director and Nen-Executive Directors. However, a
minimum of 25% of the Chair, Deputy Chair and Senior Independent Director and Non-Executive Birectors' basic fee 1s paid in Pearson shares, which
the Chair, Deputy Chair and Senior Independent Director and Non-Executive Directors have committed to retain for the period of ther directorships.

Directors’ interests

The share interests of the Directors and their connected persons are:

Current Conditicnal Conditional Total number of
shareholding  shares subject to shares subject to ordinary and Sharenalding
{ordinary shares) parformance at employment only  condinenal shares  guideline *or 2022 Gundedine
Director 1 Deg22 31 Dec 22 4l 31 Dec 22 at 31 Dec 27 (% salary) mer?
Chair B R
i Kordestanl B e e T
Sidney Taurel AT e e T -
i e Lo
Tmscore OTATS S S ] T T
Executive Directors O
ANy B e 391983 . 1494289 207584 22938% . 300% Yes
n/a
757@]71){)79@@759()”7 o 27,778 543,330 2357 573,465 200% [see note 6)

Non-Executive Directors

Lincoln Wallen 16,315 N - N o T

Note 1 Share interests are snowrn as at 31 December 2022 For Directors who stepped down from the Board dunng the year, share imerests are shawn as at the date of thewr stepping
down Sidnay Taurel stepped down fiom the Baard at the AGM on 29 Apnil 2022,

Note 2: Ordinary shares include botn ordinary shares hsted on 1ne Landon Stack Exchange and Arnencan Depesitary Receipts (ADRs) hsted an e New York Stock Exchange The figures
include bor shares and ADRs acquired by imdividuals under the LTIF and any other share plans inwhich they migat have particpated

Note 3: Conditonal shares subyecs to performance Means unvested shares, which are subject to performance canditions andfor performance underpins and continuing employment for &
pre de‘ined period. Tis includes the LTIP awards grantec in 2020, 2021, and 2022 and, in respect of Andy Bird, the second and third tranche of nis co-mvesiment award,

Note 4 Conditional shares subject to employment enly means Lnvesied snares, which are subjedt fo a nelding perod and continued ermplaymert. for Andy Bird this includes the first
tranche of his co-investment award. For Sally ‘annson, this ncludes snare awards granted before ner appointment to the Baard in May 2020,

Note 5 Sally [unnsen held 2658 options under the Pearson Save For Shates scheme, a savings-related share acquistion programme apen o all employees, wic sne exercsed dunng the
financial year These were not suiyect ta perfermance condinans

hate 6 Sally jahinsen has ‘ve years from e date of her appomtment as an ExecLowe Director an 24 April 2020 22 reacn e shareholding guideline

Note 7 The secand tranche of Andy Bitd's co-investrmen: award, 422,786 shares (mcluding 20,8432 dvidend equivalent shares), vested an 3 Marcn 2023, taking his condrional share subject
“c employment only o 407,575 shares (after the sales of shares to cover any tax hability) and condinonal shares subyect o performance o 1,091,335 snares Tne vested Co-investment
shares a1 subject 10 a nalding penod until 31 December 20232 and continued ermployment There nave been 1o ather changes m the interests of any Director between 31 Decermber 2027
and 13 Marcn 2023, being thie latest pracucable date prior to the publication G this repors.
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Chair, Deputy Chair and Senior Independent Director and Non-Executive Director remuneration*

Remuneration in 2022

The rermuneration paid to the Chair, Deputy Chair and Senior Independent Director and Non-Executive Directors for the finanaal years ended 31
December 2022 and 31 December 2021 1s set out below.

2022 2021
Direcior

£ 000s Total fees Taxable benefits Total Total fees Taxable benefirs Total

Ti 163 B ... S E .
AmmetteThomas %0 6 9 A2
Urcolnwallen B 89 BT SR
Total zes T 1,378 1,029 - 1029

Note 1 Armrnmum o 25% of the Cnan, Deputy Chair and Senior Independen: Direczer and Non-Executive Direciors’ basic fee s paid in shares.

Note 2: Taxable benefits refor o ravel, accommodarnon and subsstence expenses incurred while attending Board meetings duning the perigd thal were pad or reimbursed by the
company, ad which HMRC deems taxable inthe UK

fote 3: Omid Kordestani joined the Pearson Board with effect from 1 March 2022 He succseded Sidney Taurel a5 Char 1 29 Aprit 2022 Sidney Taurel stepped down from the Board on
29 April 2022,

Note 4 Esther Lee joined e Pedrson Board with e*fect from 1 February 2022

Noiz 5 Some figures and subtotals add up ta different amounts Than the totals due @ rounding

Implementation for 2023

The fee for the role of Chair of the Remuneration Committee has been increased with effect from 1 January 2023 to £27,500 (2022: £22,000). There will
be no other changes in the Chair, Deputy Chair and Senior Independerit Director or Non-Executive Directors’ fees for 2023.

Role Fees for 2023

Base fee for Non-Executive Directors £70,000

Role Chair Member

Nominaticn & Governance Commitee e 22000 EBO00
Reputation & Respansibility Committee £35,000 £8,000

Payments to former Directors*

There were no payments to former Directors in 2022.

Payments for loss of office*

There were no payments for foss of office made to or agreed for Directors in 2022,

Sidney Taurel stepped down from the Board on 29 Apnl 2022. Other than fees payable for the period up to 25 April 2022, he did not receive any
remuneration or payment in connection with ceasing to be Chair

Service contracts

Terms and conditions of our Directors’ appointment are available for inspection at our registered office during normal business hours and at the AGM.
So that appropriate arrangements can be made for sharehelders wishing to inspect decurments, we request that shareholders contact the Comparny
Secretary by email at companysecretary@pearson.com in advance of any visit to ensure that access can be arranged.

The Executive Directors have notice penods in their service contracts of 12 months from the company and six months from the Executives. Their
contracts are dated 23 August 2020 {Andy Bird) and 15 January 2020 (Sally Johnscn).

The Deputy Chair and Senior Independent Director and Non-Executive Directors serve Pearson under letters of appointment, which are renewed
annually and do not have service contracts. The Deputy Chair and Senior Independent Director and Non-Executive Directors' letters of appointment do
not contain provision for notice periods or for compensation if their appointments are terminated. The Chair's appointment may be terminated on 12
months' notice.

Executive Directors’ Non-Executive directorships

Neither of the current Executive Directors, Andy Bird nor Sally Johnson, hold any notable external commitments.
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Historical performance and remuneration

Total shareholder return performance
Set out below is Pearson's total shareholder return (TSR} performance, relative to the FTSE All-Share index, on an annual basis over the 10-year period
1 January 2013 to 31 December 2022. We chose this comparison because the FTSE All-Share represents the broad market index within which Pearson
shares are traded. TSR 15 a measure of returns a company provides for shareholders, reflecting share price movements and assuming reinvestment

of dividends.

Alongside this a surnmary of the single figure of total remuneration for the Chief Executive over the last 10 years is provided, and a surnmary of the
variable pay outcomes relative to the prevailing maximum at the time,

Chart remaoved

Source: Refinitiv Datastream

Annual incentive (% of
maximum;

Long-term incentive (% of
maxirmurm)

Jonn Fallon Andy Bird

T oa s w16 2017 os 209 2020 20 e 2022
1.727 1,885 1.263 1518 1,758 3094 1616 855 334 5167 6856
_________ 34% 51% Nil 24% 449 45% NII i NI_\"_ N/A 63% _76%
Nil NIl Nil N Nl 42% 33% Nil N/A N/A N/A

Note 1. Total rernuneranon is as reflected in the single tatal igure of remunerasion iable Tae 2021 and 2022 figures tor Andy Bird include vesung of the firsr and second trancnes ” the

co-irnvestment award

MNote 2- annual incentive 1s the actual annwal incentive receved by the IMcumbient as a percentage of masimurm opporiunity
Note 3 1 ong lerm incentive is the payout of performance related snare awards wnere e yedr sncwn is the findl year of the performance peacid fon1ne purpeses o calculaung te single

total figure of remuneration

Note 4. The single figure rermuneranna for 2022 Andy Bird has been converted Laing a LSD GEP exchange raze of 1.23/1 (average exchange rate for J022)
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Comparative information

The following infermation provides additional context regarding Directors’ total remuneration.

Relative percentage change in remuneration of Directors and employees

The following table sets out the year-on-year percentage change in base salary/fees, allowances and benefits and annual incentives in respect of all
Directors during the year, compared {o the average percentage change for alt employees of Pearson. The figures for all Directors are calculated based
on remuneraton received in the relevant year as set out in the tables on page 101 and page 107. For base salary/fees, we have annualised part-year
figures for this disclosure. Part-year allowances and benefits are not annualised and are excluded from the table.

While the Committee reviews base pay for the Executive Directors relative to Pearsomn's broader employee population, local practices drive our
approach to benefits, and we determine eligibility depending on level and individual circurnstances, which do not lend themselves to comparison.

2022 v 22
Annual 7 Allowances Annual Base Allowances Annual
Incentives

and benefis Inic enitives salary/fees and benefits Incentves

sy Cor B w L

in
Grzerne Pitkethly 5%
AnnetteThomas 7%
Lincoln Walien

Note 1: Changes in NED fees dunng the year are g result of cnanges in Committoe Chairs and membershie

Nate 2: Increase due to Tim Score taking over as Deputy Charr in April 2022

Note 2: The Chair and Non Executive (Jirectars dicd not receive any benefits in respect of 2021, and therefuore it is not possible 0 calculate tne relative change for 2022

Relative importance of pay spend

The Committee considers Directors’ remuneration in the context of
the company's allecation and disbursement of resources to different
stakeholders. Adjusted aperating profit measures Pearson's ability
ta reinvest, and dividends are ant important element of cur return

to shareholders.

Headline change:

Al figures in f 2022 2021 t %
Adjusted operating T
proft 456 335 71 18%
Dividend pershare  21.5p  205p - i 5%
Share ouybacks 353 NE e
Totalwages T
and salaries 1,382 1,180 202 17%

Note 1: Adjusted operating profitis as set out in the financal statermnents
Nete 2. The Hoard approved a £35%0m share buyback programme in February 2022
Note 3 Wages and salanes include continuing operations anly and include Directors

Chief Executive to employee pay ratio

The table below illustrates the ratio of Chief Executive to emplayee
pay for 2022, We use the single total figure of remuneration (as
disctosed on page 101), compared to the full-time equivalent total
reward of employees whose pay is ranked at the 25", 50 and 75"
percentiles {as identified by the gender pay gep methodology) in
Great Britain's (GB) workforce.,

Chiet Fxacutive pay rauo

25 L0 75

Year Method percentile percentile  percenuio

: Gender pay gap

2022 methodology 2143 1813 1172
B: Gender pay gap

2021 methodology 1201 1450 884
B: Gender pay gap

2020 methodology 425 319 195
B: Gender pay gap

2019 methodology 659 472 36.0

— We used GB gender pay gap data from April 2022 to identify
employees at the 25™, 50" and 75" percentiles, and analysed
data for ermployees around each quartile figure to ensure there
were no anomalies
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— Using the gender pay gap data to identify the quartle
employees gives a general representation of the relevant
employee population at the year end, and is the most
practicable methodoiogy given the timing of the disciosure
and determinatien of remuneration outcomes for the
wider workforce.

— We campared total remuneration for each employee, calculated
with reference to 31 December 2022, compared to the Chief
Executive's single figure (this was converted using a USD:GBP
exchange rate of 1.23771 ~ the average exchange rate for 2022),

— Far the guartile employees, we calculated total remuneration on a
similar basis to the Chief Executive's single figure. We based base
salary, pension and benefits on full-year figures taken from
payroll. Annual bonus figures are based on the relevant manager
recarnmendations and relate to performance in 2022. None of
the ernployees at the 25", 50" or 75" percentile had share
awards vesting in 2022.

— Total remuneration figures for the 25", 50" and 75" percentile
employees are; £31,998, £37,822 and £58,525. The respective
hase salaries are; £29,500, £30,257 and £50,078.

— Asignificant proportion of the Chief Executive's pay is linked to
performance and, in respect of the LTIP and co-investment award,
share price performance. Therefore, the Chief Executive’s pay can
vary significantly vear-on-year, based on company perfarmance.

— The increase in this year's pay rati is a result of a higher payout
under the AIP for the Chief Executive (76% of maximum
compared to 63% of maximum last year) as well as the strong
share price performance over the last year which has resutted in
a higher valuation of the vesting of the second tranche of the
co-investment award

— The median pay ratic is consistent with our wider policies on
employee pay, reward and progression. The Committee is
focused on ensuring that remuneration for all Pearson colleagues
reflects our need to attract and retain the right talent for our
digital future,

Dilution and use of equity

We can use existing shares bought in the market, treasury shares or
newly issued shares, to satisfy awards under cur varicus share plans.
For restricted stock awards under the LTIP, we would expect to use
market-purchased shares. There are lirmits on the amount of
new-Issue equity we <an use. In any rolling 10-year period, no more
than 10% of Pearson equity will be issued, or be capable of being
issued, under all Pearson's share plans, and no more than 5% of
Pearson equity will be issued, or be capable of being issued, under
Executive or discretionary plans. The headroom available for all
Pearson plans, Executive or discretionary, and shares held in trust is
as follows:

Headroom 2022
AlPearsonplens . T760%
Executive or discretionaryplans 4.70%
Shares held in trust 4.70%
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The Remuneration Committee in 2022

Role Name Title

Chair Sherry Coutu CBE Independent
Non-Executive

Director

Independent
Non-Executive
Director

Members Esther Lee

“Annette Thomas Independent
Non-Executive

Director

Sidneyr'rl".gir;él(untll Chair
29 Apnl 2022)

Internal attendees

Chief Human
Resources Officer

Paul Christian Senior Vice Presideﬁf,m
Reward

Company 5

cloite

Xternal agvisers

Advisers to the Remuneration Committee

During 2022, the Remuneration Caommittee received advice from
Delaitte LLP, our independent Remuneration Committee advisers

Delaitte LLP was appointed by the Committee in july 2017, following
a competitive tender process. It advises the Committee on market
trends and developments, incentive plan design and target setting,
investor engagement and other general executive remuneration
matters. For provision of these services in 2022, Deloitte LLP were
paid fees of £260,150, based on time spent. During the year,
separate teams at Deloitte LLP also provided Pearson with certain tax
and other advisory and ¢onsultancy services.

Deloitte LLP 15 a founding member of the Remuneration Consultants’
Group and adheres to 1its Code of Conduct

The Comrmittee is satisfied that Deloitte LLP's advice was objective
and independent, and that the provision of other services (N no
way compromised its independence. The Committee believes
that the Deloitte LLP engagement partner and team that provides
remuneration advice to the Committee does not have any
connections with Pearson or its Directors that may impair its
independence. The Committee reviewed the potential for conflicts
of interest and believes there are appropnate safeguards against
such conflicts

Terms of reference

The Committee’s full charter and terms of reference are avallable on
the Governance page of our website, A surmmmaiy of the Committee's
responsibilities s below,

The terms of reference reflect the provisions of the 20718 Code.

Committee responsibilities

Determine and review policy

Determine and regularly review the remuneration pohicies for the
Executive Directors, Presidents, and other members of Pearson's
Executive Management wha report directly to the Chief Executive.
These policies include base salary. annual and long-term
incentives, pension arrangements, any ather benefits, and
termination of ernployment When setting rermuneration policy,
the Committee considers remuneration practices and related
pohcies for all employees




Shareholder engagement

Ensure Pearson engages with its shareholders and
shareholder representative bodies on the remuneration
polioy and its implementatinn

Review and approve implementation

Regularty review the implementation and operation of the
remuneration policy, and approve the individual remuneration and
benefits packages of Pearson's Executive Management team,
including Executive Directors

Approve performance-related plans

Approve the design of, and determine targets for, any
performance-related pay plans operated by the Group for
Pearson's Executive Management team, and approve total
payments to be made under such plans

Set termination arrangements

Advise and decide on general and specific remuneration
arrangements in connection with the termination of
employment of Pearson's Executive Management team,
including Executive Directors

Determine Chair's remuneration

Delegate responsibility for determirung the Chair's rermuneration
and benefits package

Appoint remuneration consultants

Appoint and set the terms of engagement for any remuneration
consultants who adwise the Committee, and maonitor the cost of
such advice

Talent, retention, and gender pay gap
Review updates fram management on talent, retention and gender
pay gap

Workforce remuneration

Have oversight of workforce remuneration, policies, and practice
for the wider organisation

Remuneratiocn Committee meeting focus during 2022
During the year the Committee undertook the following activities:

— Rewviewed and approved annual and long-term performance and
payouts to Executive Directors and senior management for 2021

Voting on remuneration resolutions

The following table summarises votes cast for remuneration resolutions:

Votes cast for

Annual report on Remuneration (2022
AGM) 462,488,192

2020 Remuneration Policy

— Reviewed and approved incentive arrangements for Pearsen, and
how these will apply to Executive Directors and senior
management In 2022

— Reviewed the Directors’ remuneration policy and its
implernentation ahead ot its renewal at the 2023 AGM

— Engaged extensively with shareholders following the 2022 AGM
and in respect of the Directors’ remuneration policy review.
Reviewed and considered all feedback and considered ongoing
shareholder engagement strategy

— Approved remuneration arrangements for new senior
management appointments

— Received updates on Pearson's financial performance and
progress against strategic measures. Noted and reviewed the
status of in-flight incentives

— Received updates on pay and condinons across Pearson, and
took these into account when determining executive
remuneration

— Noted updates on corporate governance, including a review of
the 2022 AGM remuneration reporting season, and anticipated
areas of focus in 2023

— Reviewed Pearson's gender and ethnicity pay gap disclosures and
noted actions to address the respective gaps

— Noted the activity of the Standing Committee on operating
Pearson's equity-based reward programmes and noted Pearson's
use of equity for employee share plans

Committee evaluation

Annually, the Committee reviews its performance, constitution,
charter, and terms of reference to ensure it i1s operating at maximum
effectiveness, and recommends any changes it considers necessary
ta the Board for approval. Qverall, following its review in 2022, it was
considered that the Committee is operating effectively with high
levels of discussion and questioning. New members of the
Committee brought a different perspective and enhanced visibility
of matters that extend across the different Board Cormmittees.

In 2023, the Committee will continue to focus on ensuring
remuneration arrangements for senior management and the
wider workforce continue to suppart the attraction and retention
of key talent as well as the delivery of Pearson's strategy. The
Committee continually assesses how its actmties support and
enable Pearson's progress.

{2020 AGM) e 280460258 RNIE

Amendiment 10 2020 Remuneration
Policy (2020 GM) 417,060,992

% of votes Votes cast against % of votes Votes
cast for cast against withheld
7653% 141832706 2347% 3,136,939
2312% 30106736 . ABew 21984

67.22% 203,423,538 32.78% 370,074
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2023 Directors’ remuneration policy

The Remuneration Committee presents the 2023 Directors’ remuneration pahcy (2023 policy), which will be put to shareholders for binding vote at the
AGM to be held on 28 Aprit 2023. Subject to shareholder approval, the effective date of this policy will be 28 April 2023, However, it is proposed,
subject to approval at the AGM, that changes to Executive Director incentives be made effective from the start of the 2023 performance periods. The
intention of the Committee i1s that the policy will remain in place for three years fram the date of its appraval

Review of the Directors’ remuneration policy

In determining the 2023 policy, the Committee followed a robust process which included discussions on the content of the policy at Remuneration
Committee meetings throughout 2022 and in early 2023, The Comimittee considered the input of management and its independent advisors, while
taking steps to ensure any conflicts of interest were appropriately managed. The Committee alsc sought the views of Pearson's major shareholders
and their advisors, considering all feedback received during the extensive shareholder engagement exercise when finalising the 2023 policy. Further
informaticn on the Committee’s decision-making process is set out in the remuneration report.

Changes to policy

The key changes to this 2023 policy compared to the 2020 policy are summarised helow:

— Increase in the maximum oppartunity under the Annual Incentive Plan to 300% of base salary.

— Increase in the maximum opportunity under the Long-Term Incentive Plan to 450% of salary.

— Increase in properton of the Annual Incentive Plan that is payable for threshold performance to up to 25% of the maximum opportuniry.
— Introduction of deferral under the Annual Incentive Plan where an Executive Director has not met their shareholding guideline.

— Changes to allow for the introduction of strategic measures, e.g. an ESG measure, into the long-term incentive performance framework.
— Increase in shareholding guidelines.

Other minor changes have been made to the drafting of the policy to simplify and aid its operation and to increase darity.
Policy table for Executive Directors

Total remuneration is made up of fixed and performance-linked elements, with each element supporting different strategic objectives, Remuneration is
normally reviewed annually in the context of business performance and conditions prevailing, taking inta account pay levels for similar pasitions in
comparable companies as well as internal ratios.

Base salary

Purpose and link to strategy
— Helps to recruit, reward and retain.
— Reflects level, role, skills, experience, the competitive market and indimdual contribution,

Operation Opportunity Performance conditions and period

Base salanies are set to provide the appropriate While there is no maximum salary level or None, although performance of both the

rate of remuneration for the job, taking into maximum increase that may be offered, salary company and the indwdual are taken into

account relevant recruitment markets, business increases will normally be in fine with typical account when determining an appropriate

sectors and geographic regions. increases awarded to other employees in level of base salary increase each year.
the Group.

Base salaries are normally reviewed annually
taking into account: general economic and market  However, increases may be above this level, for
conditions; the level of increases made acrossthe  example, in circumstances including but not
company as a wholg; particular circumstances hmited to:

such as changes in role, responsibilities or
organisation; the remuneration and level of
increases for executives In similar positions in
comparable comparnties in both the UK, US and
internationally; and individual performance.

— Where a new Executive Director has been
appointed ta the Board at a lower than typical
market salary to allow for growth in the role
then larger increases may be awarded to move
salary positioning closer to typical market level
as the Executive Director gams experience.

— Where an Executive Director has
been promoted or has had a change
In responsibilities.

— Where there has been a significant change In
market practice or where there has been a
significant change in the size and/or scope of
the business
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Allowances and benefits

Purpose and link to strategy
— Help to recruit, reward and retain.
— Reflect local competitive market.

Operation

Opportunity Performance conditions and period

Allowances and benefits comprise cash
allowarnces and non-cash benefits which
may include:

— wravelreldted benelis such ds Car allowaricy,
company car and private use of a driver)

— health-related benefits (such as healthcare,
health assessment and gym subsidy) and

— risk benefits (such as additional life cover and
long-term disability insurance that are not
covered by the company’s retirerment plans).

Executive Directors are also eligible to participate
in savings-related share acquisition programmes,
which are not subject to any performance
conditions, on the same terms and to the same
value as other employees,

Where an Executive Director is required to
relocate to perform their rofe, appropriate cne-off
or ongoing expatriate/relocation benefits may be
provided {e.g., hiousing, schooling, etc.).

The Committee may introduce other benefits if it
is considered apprognate to do 50, taking into
account the individual circumstances, the country
of residence of a Director, the benefits available to
all employees and the wader external market,

The cost of the provision of allowances and Not applicable
benefits varies from year to year depending on

the cost to Pearson and there is no prescribed

maximum hmit. However, the Committee monitors

annually the overall cost of the benetits provided,

to ensure that it remains appropriate.

Retirement benefits

Purpose and link to strategy
— Help to recruit, reward and retain,

-~ Recognise long-term commitment to the company.

Operation

Opportunity Performance conditions and period

Employees in the UK are eligible to join the
Money Purchase 2003 section of the Pearson
Pension Plan. Executive Directors are eligible to
join this plan or receive a cash allowance of
equivalent value,

UK Executive Directors who are, or become,
affected by the lifetime allowance may be
provided with appropriate benefits, as an
alternative to further accrual of pension benefits
such as a cash supplement, in line with the
treatrment for the employee population.

if any Executive Director is from, or works, outside
the UK, the Committee retains a discretion to put
in place retirement benefit arrangements for that
Director in line with local market practice including
defined benefit pension arrangements operated
by Pearson locally. The maximum value of such
arrangement will reflect local market practice at
the relevant tume

The Committee may also honour all pre-existing
retirement benefit obhgations, commitrments or
other entitlernents that were entered into by a
member of the Pearson Group before that person
became a Director, such as participation in the
Finat Pay section of the Pearson Pension Plan
which is now closed to new members,

Executive Directors are eligible to receive pension  Not applicable
contributions or a cash allowance in line with the

maximum company contrioution as a percentage

of salary that UK employees of a similar age are

eligible ta receive. For UK employees who are over

45, this 1s currently 16% of base salary.

Current Chief Executive Officer: Andy Bird receives
a payment in lieu of pension at 16% of base salary
in hine with the pension prowision for UK
employees of a similar age.

Current Chief Financial Officer: Sally Johnson s a
member of the Final Pay section of the Pearson
Pension Plan which she joined prior to becoming
an Execunve Director. Her pension accrual rate is
1/60™ of pensionable salary per annum, restricted
to the Plan earnings cap.

Sally Johnson has reached the lifetime allowance,
and therefore now receives a payment inligl

of pension at 16% of base salary in tine with

the pension prowsion for UK employees of a
similar age.
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Directors’ remuneration report continued

Annual incentive plan

Purpose and link to strategy

— Help to recruit, reward and retain.

— Motivate the achievement of annual business goals and strategic objectives.
— Provide a focus on key finanaal and non-financial metrics.

— Reward individual contribution to the success of the company.

— Align to strategy execution priorities.

Operation Opportunity

Performance conditions and period

Annual incentives will not exceed 300%
of base salary.

Measures and performance targets are
typically set by the Committee at the
start of the year with payment usually
made after year end following the
Committee's assessment of performance
relative to targets.

For 2023, the individual maximum
incentive opportunity that will apply for
the Chief Executive Officer 1s 300% of
base salary and for the Chief Financial
Annual incentive plans are discretionary.  Officer is 200% of base salary.
The Cormrmittee reserves the right to
adjust payments up or down if it beheves
that the outcaime does nat refiect
underlying financial or non-financial
performance or «f such other exceptional
factors warrant doing so.

The proportion of the award
that is payahble for threshold
performance may be up 10 25%
of the maximum opportunity.

50% of the rnaximum cpportunity
is payable for on-target levels

Where an Executive Director has not
of performance.

met their sharehclding guideline,
normally a third of any payment would
be deferred intc Pearson shares for a
period of two years.

Participants may receive additional
shares representing the gross value
of dividends that would have been
paid on shares that vest during the
vesting period,

The Committee may apply malus andrsor
clawback for a period of five years in
certain circurmstances, such as financial
misstaternent, individual misconduct or
reputational damage to the company

The Committee has the discretion to select the performance
measures and relative weightings from year to year to ensure
continuing alignment with strategy and to ensure targets are
sufficiently stretchung. The Committee sets performance
targets for each measure annually

Annual incentives will normally be based on financial and
strategic performance targets, Financial metrics witl normally
account for at least 75% of the total annual opportunity with
the remaining portion normally being based on strategic and/
or performance against personal objectives. The Committee
would intend to consult with sharehalders in advance if there
was to be a significant change in the weighting of financal and
strategic measures.

The plan is designed to incentivise and reward underlying
performance. Actual results may be adjusted to remove the
effect of foreign exchange and portfolio changes (acquisitions
and disposals) and other relevant factors that the Committes
considers do not reflect the underlying performance of the
business in the performance year.

Details of performance measures, weightings and targets will
be disclosed in the annual remuneration report for the
relevant financial year If and to the extent that the Committee
deems thern not to be commercially sensitive.

The performance period 1s one year.
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Long-term incentive plan

Purpose and link to strategy
— Help to recrutt, reward and retain.

— Drive long-term earnings, share price growth and value creation.

— Align the interests of executives and shareholders

— Encourage long-term shareholding and commitment to the company

Cperation

Opportunity

Performance conditions and period

Awards of shares are made on an annual basis,
which vesl uni a shiding scale Lased un
perfarmance against stretching performance
targets measured at the end of the three-year
performance period.

Awards are normally subject to a post-vesting
holding period (on an after tax basis) for two years
following the end of the performance period.

Participants may recewe additional shares
representing the gross value of dividends that
would have been paid on shares that vest during
the performance period.

The Committee reserves the right to adjust the
vesting outcome up or down before they are
released if it believes that this does not reflect
underlying financial or non-financial performance
or if such other exceptional factors warrant doing
<0. In making such adjustments, the Committee is
guided by the principle of aigring shareholder
and management interests.

The Committee may apply malus and/or clawback
for a period of five years in certan circumstances,
such as financial misstatement, individual
misconduct or reputational damage to

the company.

The maximum award 1s 450% of base salary in
respect of a financial year.

The Cormnmittee will determine the
performance measures, weightings and
targets governing an award of shares prior
to grant to ensure continuing alignment
with strategy and to ensure that targets are
sufficiently stretching.

The Committee establishes a threshold
below which no payout 1s achieved and a
maximum at or above which the award
pays out in full. The propertion of the
award that vests at threshold may be up to
25% of the maximum apportunity.

Awards will normally be subject to the
achievement of financial targets (e.g.,
earnings per share and a return measure),
shareholder returns (e.g., relative total
sharehalder return) and strategic
objectives {e.g., an environmental, social
and/or governance measure). Where
strategic objectives are incorporated,
finandial targets and/or sharehelder
returns will compnse the majority of
the award.

The Committee may determine that
different measures or weightings may
apply for future awards; however, the
Cammittee would intend to consult

with shareholders in advance if there

was to be a significant change in the
welghting of measures or the performance
measures used.

The performance period 15 three years.,

Shareholding guidelines

Purpose and link to strategy

— Align the interests of Executives and sharehalders and encourage long-term sharehelding and commitment to the company.

Operation

Opportunity

Performance conditions and period

Executive Directors are expected to builld up a
shareholding in the company.

Executive Directors are expected to reach
the guideline within five years from the date
of appaintment.

Post-employment shareholding: Executive
Directors are expected to retain their
shareholding guideline (or actual holdingf
lower) for two years following stepping down
as an Executive Director. This prowsion does
not apply to any shares purchased by the
Executive Director.

The target holding is currently 450% of base salary  Not applicable

for the Chief Executive Officer and 300% of base

salary for other Executive Directors.
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Directors’' remuneration report continued

Notes to the policy table

Selection of performance measures and target setting

In the selection and weighting of performance measures for the annual and long-term incentive awards, the Committee takes into account Pearson's
strategic objectives and short and long-term business prigrities

Annual incentive plan  For 2023, the Committee identified sales, adjusted operating profit, free cash flow and key strategic measures as being

relevant measures of Pearson's performance against its shorter-term strategic objectives and business priorities. Further
Long-term For 2023 LTIP awards, theCommitteehasludgedthefo\lowmg to be most closely matched to sustained dehivery of
incentive plan strategy and alignment with shareholders’ interests:

— Adjusted earnings per share (30%) rewards the delivery of the desired outcomes from our strategic growth
objectives and is imperative If the company is to iImprove our total shareholder return and our return on capital.

— Return on capital (30%) is a measure of how efficiently Pearson generates returns from its asset base and is
considered & fair and robust assessment of management's performance given the current structure of the business.

— Relative total shareholder return (30%) is used as the Commitiee believes, in line with many of our shareholders,
that part of Executive Directors' rewards should be hnked te long-term performance relative to comparable
global companies.

— An Environmental, Social and Governance measure (10%) has been selected to reflect that progression of
Environmental, Social and Governance priarities are integral to the long-term sustainable growth of the business,

Performance targets are set to provide a careful balance between upside opportunity and downside risk and are normally set in accordance with the
company’s opérating and strategic plans, while also considering analyst consensus to reflect market expectations.

Pre-existing commitments

The Committee reserves the rnight to make remuneration payments and payments for loss of office (which includes exeraising related discretions) that
are notin line with this policy if the terms of the paymeant were agreed:

— before the policy came into effect, if the payment was agreed or made in line with the policy in force at the time or was otherwise approved by
sharehalders; and

— at atime when the recipient was not subject to the policy, provided the Committee does not consider the payment to have been made in
consideranion of the recipient becoming subject to the policy.

For these purposes ‘payment’ means any payment that would otherwise be subject 1o the policy and, in relation to a share award, will not be
considered to have been ‘agreed' any later than the date of grant.

Remuneration policy for other employees

Pearson has a set of remuneration principles that govern pay for the whole organisation, although how these principles are applied varies by business
need, level and geography as reguired. The key difference in remuneration for Executive Directors compared to the approach to remuneration across
the workforce is that remuneration for Executive Directors 1s more heavily weighted towards variable pay and linked to the delivery of Pearson's
strategic objectives and short and long-term business priorties.

Further details on remuneration across the workforce at Pearson are set out in the remuneraticn report on page 100.
Pay and performance scenario analysis

The charts below illustrate what each Executive Director could expect to receive under the 2023 policy in different perfarmance scenarios. The relative
weighting of fixed and performance-related remuneration and the absolute size of the remuneration packages for the Chief Executive Officer and the
Chief Financial Officer s shown. Consistent with Its palicy, the Committee places considerable ermphasis on the performance-linked elements (the
annual and long-term incentives) and will continue to review the mix of fixed and performance-inked remuneration on an annual basis.

Chief Executive (Andy Bird) $000 Chief Finanaal Officer (Sally Johngon) £000

Chart removed Chart removed
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Performance scenario

Elements of remuneration and assumptions

Maximum plus 50% share  — Fixed pay

price appreciation — Maximurn individual annual incentive (300% of base salary for Chief Executive and 200% of salary for Chief

Financial Officer)

— Maximum value of 2023 LTIP award (450% for Chief Executive and 300% of salary for Chief Financial Officer) with

50% share price growth assumed

— Fixed pay

— Maximum individual annual incentive (300% of base salary for Chief Executive and 200% of salary for Chief

Financial Officer)

— Maximurn value of 2023 LTIP award (450% for Chief Executive and 300% of salary for Chief Financial Officer) with

no share price growth assurmed

Target — Fixed pay

— 50% of the maximum individual annuat incentive

— 50% of the maximum value of 2023 long-term incentive award with no share price growth assumed

Minimum — Fixed pay only

Note T: 1 ed pay ingludes 2073 base salary ($1,253,750 for the Chief Execunve and £557.225 for the Chief Financisl Officer); allowances and benefits are the actual amcunts incurred in the
2022 financial year. Retirement benefits for bath Pxecutive Directors are included at 16% of their base salary
Note 2 The value of long-term incentives does not take Into account dividend awards that are payable on the release of LTIP shares

Recruitment

The Committee expects any new Executive Directors 1o be engaged
an the same terms and to be awarded variable remuneration within
the same narmal limits and subject to the same conditions as for the
current Executive Directers outlined in the policy.

The maximum level of varable remuneration which may be awarded
(excluding any ‘buyout’ awards} in respect of recruitment is 750% of
salary, which s 1n hne with the current maximum fimits under the
annual and long-term incentive.

In setting the basic salary for any new Executive Director, the
Committee will apply a level appropriate to recruit a surtable
candidate, having regard to the factors set out in the policy table.

The Committee recognises that it cannot always predict accurately
the circumstances i which any new Directors miay be recruited.
The Committee may determine that it is in the interests of the
company and shareholders to secure the services of a particular
individual which may reguire the Committee to take account of
the terms of that individual's existing employment and/or their
personal circurmstances. The Committee may do this in the
following circumstances:

— Where an indwidual is relocating in order to take up the role, in
which case the company may provide certain benefits such as
reasonable relocation expenses, accommodation and assistance
with visa applications or ather immigration issues and ongoing
arrangements such as tax equalisation, annual flights horne,
schooling and housing allowance.

— Where an individual is required to forego compensation to take
up the appaintment or forfeits outstanding variable pay
opportunities or cantractual rights at a previous empleyer as a
result of appoeintment, the Committee may offer compensatory
payments or awards, in such form as the Committee considers
appropriate taking into account all relevant factors including
where applicable the form of compensation or awards, expected
value and vesting time-frame of forfeited opportunities. The
Committee would reguire reasonable evidence of the nature and
value of any foregone or forfeited amounts and would, to the
extent practicable, ensure any compensation was provided on a
like-for-like basis and was no more valuable than the faregone or
forfeited amounts.

— Where an individual incurs legal or other professional fees in
connection with their appointment as an Executive Director, the
Cornmittee retains the discretion o compensate for these.

In making any decision on any aspect of the remuneration package
for a new recruit, the Committee would baltance shareholder
expectations, current best practice and the requirernents of ary
new recruit and would strive not fo pay more than is necessary (o

achieve the recruitrment. The Committee would give full details of the

terms of the package of any new recruit in the next annual
remuneration report.

where an existing employee of the company is promoted to the
Board, the company may honour all existing contractual
commitments induding any outstanding share awards and benefits,
including retirement benefits.

Pearson expects any new Chair or Non-Executive Director to be
engaged on terms that are consistent with the general rernuneration
principles outlined in the relevant sections of this Policy.

Service contracts and termination provisions

In accordance with long established policy, all Executive Directors
have service agreements under which, other than by termination in
accordance with the terms of these agreements, ermployment
continues indefinitety.

There are ne special provisions for notice or non-share-based
compensation In the event of a change of control of Pearsan.

The Chair and other Non-Executive Directors serve under letters
of appointment.

It is the company's pohicy that the company may terminate the Chair's
letter of appointment and the Executive Directors’ service
agreements by giving no more than 12 months’ notice. Other
Non-Executive Directars letters of appointment do not contan
provision for notice pertods or compensanon f their appointments
are terminated.

Payment in lieu of notice

As an alternative, for Executive Directors the company may at its
discretion pay in lieu of that notice. Payment in heu of notice may be
made in equal monthly instalments from the date of termination to
the end of any unexpired notice period. Payment in lieu of notice in
instalments rnay also be subject to mitigation and reduced taking into
account earnings from alternative employment.

For Executive Directors, paymentn lieu of notice comprises 100% of
the annual salary at the date of termination and the annual cost to
the company of providing pension and all other benefits. For the
Chair, payment in lieu of notice comprises 100% of the annual fees at
the date of termination.

The company may, depending on the circumstances of the
termination, determinge that it will not pay the Directer in lieu of
notice and may instead terminate a Director's contract in breach and
make a damages payment, taking into account as appropriate the
Director’s ability to mitigate his or her loss,
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Directors' remuneration report continued

The company may aiso pay an amount considered to be reasonable
by the Remuneration Committee in respect of fees for legal and tax
advice and cutplactement support for the departing Director. The
Committee reserves the right to make any other payments in
connection with a Directer's cessation of office or employment where
the payments are made in good faith, in discharge of an existing fegal
obligation (or by way of damages for breach of such an cbligation) or
by way of settlement of any claim arising in connection with the
cessation of a Director's office or employment.

Share awards

On cessation of employment, treatment of unvested shares awards
will be determined based on the rules of Pearson's share plans,

In respect of unvested deferred annual incentive awards, these will
ordinarily subsist, xcept in circumstances where an individual is
summarily dismissed. Awards would ordinarily vest on the original
vesting date/be released in line with normal time horizons unless
determined otherwise by the Committee.

in respect of unvested long-term incentive awards, unless otherwise
provided for under the rules of Pearson’s discretionary share plans,
Executive Directors’ entitlements would lapse automatically. In the
case of death, injury, disability, illl-health or redundancy (as
determined by the Committee), where a participant’s employing
business ceases to be part of Pearson, or any other reason if the
Committee so decides in its absolute discretion:

— awards will stay in force as if the participant had not ceased
employment and shall ordinarily vest cn the original vesting date/
be refeased in line with narmal time honzons subject to
performance conditions.

— the number of shares that are released shall be pro-rated for
the period of the participant’s service in the vesting period
(although the Committee may in 1ts absolute discretion warve or
vary the pro-rating).

In deterrmiming whether and how to exercise its discretion under
Pearson's discrenonary share plans, the Committee will have regard
to all relevant arcumstances distinguishing between different types
of leaver, the circumstances at the time the award was onginally
made, the Director’s performance and the circumstances in which
the Director left employment

The rules of Pearson's discretionary share plans also make provision
for the treatment of awards in respect of corporate actwvity, including
a change of control of Pearson. The Committee would act in
accordance with the terms of the awards in these arcumstances,
which includes terms as to the assessment of performance
conditions and time apportionment

Annual bonus

On cessation of employment, Executive Directers may, at the
Committee's discretion, retain entitlement to a pro rata annuai
incentive for their period of service in the financial year prior to therr
leaving date. Such payout will normally be calculated in good faith on
the same terms and paid at the same time as for continuing
Executive Directors.

Other elements of remuneration

Eligibility for allowances and benefits induding retirement benefits
(other than pension payments in connection with subsequent
retirerment) normally ceases on retirement or on the termination of
employment for ary other reason.

The termination provisions described above may be vaned to the
extent necessary 1o comply with applicable laws, including taxation
laws 1n the United States.
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Individual service agreements and letters of
appointment

Details of each individual's arrangement are outlined in the table
below. Employment agreements for other employees are determined
according to lecal labour law and market practice

Compensation on
termination of
empioyment by the

Date of letter / company without
Position agreerment Notice period notice or cause
Chair Omid 12 months Payment in liew of
Kordestani, fromthe natice of 100% of
16 December  Director; 12 annual fees at the
2021 months from date of

the company  termination

Executive Andy Bird, 6 months Payment in lieu of
Directors 23 August from the notice of 100% of
2020 Director; 12 annual salary at

months from the date of
Sally Johnson,  the company  termination and
15 January the annual cost of
2020 pension and all
other benefits

Note T: wnder payment in et of nouce, the annual cost of persion for Executve
Dirccters 1s normally calculated as the sum, wnere applicable, of an amount equal 1o
the company's cost of providing the Executive's pension under the pension plan based
a1 the Future Service Company Contribution Rate fer the relevant section of the
pension plan as stated in the Most recent actuanal valuation (a3 at the date of
rermination of emplayment] as limited by the catnings cap; and any cash allowance in
hew of pension or to take accaunt of the fact that pension benefits and Iife assuranc e
cover are restricted by the earnings cap.

Executive Directors’ non-Executive Directorships

The Committee’s policy 1s that Executive Directors may, by agreement
with the Board, serve as non-executives of other companies and
retain any fees payable for their services.

Consideration of employment conditions
across Pearson

Under the Committee’s charter and terms of reference, the
Committee’s remit includes determining remuneration for the Chief
Executive Officer, other Executive Directors and other members of
the Pearson Executive Management team. In addition, the
Committee's remit includes oversight of certain rermuneration
matters befow this level and review of remuneration policies and
practices across the broader employee population.

When determining remuneration for Executive Directors and other
members of the Pearson Executive Management team, the
Committee considers reports from the Chief Executive and Chief
Human Resaurces Officer on pay and conditions for the broader
employee population, including information on the recruitment and
retention of talent, general pay trends in the market and the level of
pay increases and incentives across the company as a whole. This
helps ta ensure that remuneration for sentor management is
considered in the context of the wider organisation.

There are a number of established channels for consulting with
employees and employee representative bodies - including trade
unions and works councils in some jurisdictions - about the
company’s strategy, competitiveness and performance of the
business and other matters affecting employees. The views of
employees are also sought via the Employee Engagement Network,
feedback from which 1s reported to the Board, and engagement
surveys. These activines provide employees with the opportunity to
express how they feel about working for Pearson, what they think
about the work they do, the oppertunities they have and the rewards
{including pay and benefits) they get.

The Committee has not consulted directly with employees on the
development of the Directors' remuneration policy.



Consideration of shareholder views

The company consults regutarly with shareholders on all matters
affecting its strategy and business operations. This includes executive
remuneration. Over the last year, whilst developing the 2023 policy
and considering its implementation, the Remuneration Committee
has engaged extensiely with shareholders to ensure remuneration
for Executive Directors is set appropriately, rewards for performance
and aligns management with the shareholder experience.

This engagement exercise included writing to and meeting with many
of Pearson’s shareholders and their advisors, to seek their input on

the proposed changes to the policy We would ke to thank our
shareholders for the time they have spent with us in this regard. All
feedback receved, which reflected a significant range of opinions,
was duly considered by the Remuneration Committee as it finalised
the 2023 policy. Further details on the shareholder engagement
exercise can be found in my letter on pages 9C-91.

The Comrmittee continues to monitor and respond to best practice
guidelines published by shareholders and their representative
bodies. Pearson remains committed to an open and transparent
diafogue with its shareholders.

Policy table for Chair's and Non-Executive Directors’ remuneration

The table betow summarises the policy with respect to remuneration of the Chair and Non-Executive Directors.

Chair and Non-Executive Director remuneration

Purpose and link to strategy

— To attract and retain high-calibre individuals, with appropriate experience or industry-relevant skills, by offering market compentive fee levels

Operation Opportunity

Performance conditions and period

The Chair and Deputy Chair are paid a single fee Fee levels are reviewed on a periodic basis. Nane.

for all of their responsibilities.

The Chair and Deputy Chair fee is set at a level

The total fees payable to the Non-Executive
Directors (excluding the Chair) are subject ta the

that is competitive considering similar pasitions in limit set out in the Artictes of Assodiation of the

comparable compantes.
The Non-Executive Directors are pad a basic fee,

The Committee Chairs, members of the main
Board Committees and, if relevant, the Senjor
Independent Director are paid an additional fee to
reflect their extra responsibilities. Fees for
Non-Executive Directors are determined by the
full Board having regard to market practice.

Additional fees or other payments may be paid to
reflect additional responsibilites, roles or
contnbution, as appropriate.

The Chair, Deputy Chair and Non-Executive
Directors are not eligible to participate in any
annual or long-term incentive, nor are they
entitled to any retirement or other employee
benefits. Selected benefits may be intraduced, if
considered approgpriate.

The company reimburses travel and other
business expenses and any tax incurred thereon,
if applicable.

Normally a minimurn of 25% of the Chair's, Deputy
Chair's and Non-Executive Directors' basic fee is
patd in Pearson shares that they have committed
to retain for the period of their directorships.
Shares are normally acquired guarterly at the
prevailing market price with the indmdual’s
after-tax fee payments.

company (currently £750,000) and as increased by
ordinary resolution from time to time

The Directors’ Remuneration Report was approved by the Board on 15 March 2023 and signed on its behalf by

Sherry Coutu CBE

Chair of Remuneration Committee
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Additional disclosures

Pages 54-124 of this document cemprise the Directors report for the
year ended 371 December 2022.

Set out below is other statutory and regulatory information that
Pearson is required to disclose in its Directors’ report.

Going Concern

The Directors have confirmed that there are no material
uncertainties that cast doubt an the Group's going concern status
and that they have a reasonable expectation that the Group has
adequate resources to continue in operaticnal existence beyond
30 June 2024 The conschidated financial statements have therefare
been prepared on a going concern basis.

Further details on the procedures undertaken may be found on
page 147.

Viability statement

The Board assessed the prospects of the company using the
company's long range plan, together with downside scenarios.
Based on the result of these procedures and considering the
company'’s strong balance sheet, the Directors have a reasonable
expectation that Pearson will be abte to continue in aperation and to
meet its liabilities as they fall due over the four-year period ending 31
Decermnber 2026. Further details may be found on page 52.

Share capital

Details of share issues and cancellations are given in note 27 to the
financial statements on page 191. The company has a single class of
shares which 1s divided into ordinary shares of 25p each The
ordinary shares are in registered form. As at 31 December 2022,
715,733,241 ordinary shares were in issue. At the AGM held on

28 April 2022, the company was authonsed, subject to certain
conditicns, to acquire up to 75,727,045 ordinary shares by market
purchase and to issue up to 504,846,968 ordinary shares.
Shareholders will be asked to renew these authorities, subject to
revised caps, at the AGM on 28 April 2023,

As at 13 March 2023, 2,487 record holders with registered addresses
in the United States held 33,286,790 ADRs which represented 4.65%
of the company's cutstanding ordinary shares. Some of these ADRs
are held ty nominees and so these numbers may not accurately
represent the number of shares beneficially cwned in the United States
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Share buyback

On 25 February 2022, the company announced its intention to
commence a share buyback programme during 2022, which was
subsequently launched on 4 April 2022 and completed on

7 December 2022. Under the programme, approximately 42.3m
shares were bought back and cancelled at a cost of £353m. The
nominal value of these shares, approximately £10m, was transferred
to the capital redemption reserve, The Board believes that the
company's strategic priorities, combined with the disciplined
approach to capital alfocation, will enable Pearson to create
sustainable, long-term value for every stakeholder.

We have set cut clear capital allocation pricnties as follows:
— Maintaining a strong balance sheet and selid investment-grade
credit ratings through an appropriate capital structure

— Focused and disciplined approach to investing in the business to
accelerate growth opportunities

— Delwvering shareholder returns through a progressive and
sustainable dividend policy

— Returning surplus cash to shareholders as and when appropnate
through buybacks or special dividends

Major shareholders

Information provided to the company pursuant to the Financial
Conduct Authority's Disclosure Guidance and Transparency Rules
(DTR) 1s published on a Regulatory information Service and on the
company’s website.

As at 31 December 2022, the company had been notified under
DTR 5 of the following holders of significant voting rights in its shares.

Peorcemage as at
Nurnber dae of
of voung rights notifivation

Cevian Capital | GP Limited 8

Ameripnse Financial, Inc. and its

goup 41238375 500%
gikhéster International

Investers LLP 36341993 5%
Schroders plc 35,003,705 <%

Libyan Investment Authoriy? 24,431,000 3.01%

1. Includes 6,864,838 (0 94%) qualfying financial Instruments L which voting ngnts
are artacned

2 Based on noufabion to the company dated 7 ,une 2010, We have not baen
netified of any cnange to this nolding since that date Assets belonging 2o, or
oswned, held or contralled on 16 September 20171 by the hibyan Investment
Authority and located outside Libya on that date, arc rozenin accordance wirh The
Libya {(Sancuons) (EU Bxat) Regulauons 2020

Between 31 December 2022 and 13 March 2023, being the latest
practicable date before the publication of this report, the company
received a further notification under DTR 5, with the most recent
position being as follows:

Percertage as at
Numger
of voung nghts.

78810810

BackRock Inc:

3 lacludes 8,847,811 (1.23%) qualifying finanaal insrurnents to whicn voling nghts
Are dttac hed



Annual general meeting

The notice convening the AGM, to be held at 9:30am an Friday,
28 April 2023 at 80 Strand, London WC2R ORL, 1s contamed in a
circular to shareholders to be dated 24 March 2023

Registered auditors

In accordance with section 489 of the Companies Act 2006 (the Act),
a resolution proposing the re-appointment of Ernst & Young LLP as
auditors to the company will be proposed at the AGM, at a level of
remuneration to be agreed by the Audit Committee.

Amendment to Articles of Association

Any amendments to the Articles of Assodation of the cormpany (the
Articles) may be made in accordance with the provisions of the Act by
way of a special resolution.

Rights attaching to shares

The rights attaching to the ordinary shares are defined in the Articles.
A shareholder whose name appears on the company’s register of
members can choose whether his/her shares are evidenced by share
certificates (i.e. in certificated form) or held electronically (i.e.
uncertificated form) in CREST (the electronic settlement system in

the UK).

Subject to any restrictions below, shareholders may attend any
general meeting of the company and, on a shaw of hands, every
shareholder (or his/her representative) whe is present at a general
meeting has one vote on each resciution and, on a poll, every
shareholder (whether an individual or & Corporation) present in
person or by proxy shall have one vote for every 25p of nominal
share capital held. A resolution put to the vote at a general meeting
held partly by means of electronic facility or facilines shall, unless the
chair of the meeting determines that it shall be decided on a show of
hands, be decided on a poll. Subject to this, at any general meeting, a
resolution put to the vote at the meeting shall be decided on g show
of hands, unless before, or on the declaration of the result of, a vote
on a show of hands, a pollis demanded. A poll can be demanded by
the chair of the meeting, or by at least three shareholders {or their
representatives) present in person and having the right to vote, or by
any shareholders {or their representatives) present in person having
at least 10% of the totsl voting rights of alt shareholders, or by any
shareholders (or their representatives) present in person holding
ordinary shares on which an aggregate sum has been paid up of at
least 10% of the total sum paid up on all ardinary shares, At this
years AGM, voting will again be conducted on a poll, consistent with
hest practice.

Sharehaolders can declare a final dividend by passing an ordinary
resolution but the amount of the dividend cannot exceed the
amount recommended by the Board. The Board can pay interim
dividends on any ¢lass of shares of the amounts and on the dates
and for the periods they decide. In all cases, the distributable profits
of the company must be sufficient to justify the payment of the
relevant dividend.

The Board may, if authonised by an ordinary resolution of the
shareholders, offer any sharehalder the right to elect to receive new
ordinary shares, which will be credited as fully paid, instead of their
cash dividend.

Any dvidend which has not been claimed for 8 years after it became
due for payment wlt be forfeited and will then belong to the
company, unless the Directors decide otherwisg,

If the company is wound up, the liguidator can, with the sanction
of a special resofution passed by the shareholders, divide among
the shareholders in specie all or any part of the assets of the
company and can value assets and determine how the division
shall be carried out as between the shareholders or different
classes of shareholders.

The liquidator can alsg, with the same sanction, transfer the whole or
any part of the assets to trustees upon such trusts for the benefit of
the shareholders.

Voting at general meetings

Any form of proxy sent by the shareholders to the company in
relation to any general meeting must be delivered to the company
{via its registrars), whether in wntten or electronic form, not less than
48 hours before the time appointed for holding the meeting or
adjourned meeting at which the person named in the appointmerit
proposes to vote.

I he Board may dacide that a shareholder is not entitled to attend or
vote either personally or by proxy at a general meeting or to exercise
ary other right conferred by being a sharehalder if they or any
person with an interest in shares has been sent a notice under
section 793 of the Act (which confers upon public companies the
power 1o regure information with respect to interests in their voting
shares) and they or any interested person failed to supply the
company with the information requested within 14 days after delivery
of that natice.

The Board may also decide, where the relevant shareholding
comprises at least 0.25% of the nominal value of the issued shares of
that class, that no dividend is payable in respect of these default
shares and that no transfer of any default shares shall be regstered
unless the shareholder is not himself in default as regards supplying
the information requested and the transfer, when presented for
registration, 1s accompanied by a certificate from the shareholder in
such form as the Board of Directors may require to the effect that
after due and careful inquiry, the shareholder is satisfied that no
person in default s interested in any of the ordinary shares which are
being transferred, or the transfer is an approved transfer as defined
in the Articles, or the registration of the transfer s required by the
Uncerbficated Secunties Regulations 2001.

Pearson operates an employee benefit trust to hold shares, pending
employees becoming entitled to them under the company's
employee share plans There were 1,863,202 shares held as at

31 December 2022. The trust has an independent trustee which has
full discreton in relation to the voting of such shares. A dividend
waliver operates on the shares held in the trust.

Pearson also operates nominee shareholding arrangements which
hold shares on behalf of employees. As at 31 December 2022,
there were 2,247,759 shares held in the Sharestore account
admimstered by Equiniti Limted (Equiniti). The beneficial owners of
shares held in Sharestore are invited to submit voting instructions
online at www.shareview.co.uk. If no instructions are given by the
beneficial swner by the date specified, the trustees holding these
shares will not exercise the voting rights.

As at 31 December 2022, there were 3,028,933 shares held in the
Computershare Share Plan Account (SPA), which is administered
by Computershare Investor Services plc (Computershare).
Beneficial holders of shares held in the Computershare Share Plan
Account (SPA) are invited to subrmit voting instructions online at
www,equateplus.com. If no instructions are given by the beneficial
owner by the date specified, the nominee holding these shares will
not exercise the voting rights.
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Additional disclosures continued

Transfer of shares

The Board may refuse 1o register a transfer of a certificated share
which is not fully paid, provided that the refusal does not prevent
dealings in shares in the company from taking place on an open and
proper basis. The Board may also refuse to register a transfer of a
certificated share unless: (i) the instrument of transfer s lodged, duly
stamped (if stampable) or duly certified or otherwise shown to the
satisfaction of the Board to be exernpt from stamp duty, at the
registered office of the company or any other place decided by the
Board, and is accompanied by the certificate for the share to which it
relates and such other evidence as the Board may reasonably
require to show the right of the transferor to make the transfer; (i) it
is in respect of anly one class of shares; and () it 15 N favour of not
more than four transferees.

Transfers of uncertificated shares must be carried out using CREST
and the Board can refuse to register a transfer of an uncertificated
share in accordance with the regulations governing the operation
of CREST.

Variation of rights

If at any time the capital of the company is divided into different
classes of shares, the speaal rights attaching to any <lass may be
varied or revoked either:

(i} with the written consent of the holders of at least 75% in nominal
value of the 1ssued shares of the relevant class or

(i) with the sanction of a special resolution passed at a separate
general meeting of the holders of the shares of the relevant ciass

Without prejudice to any special rights previously conferred on the
holders of any existing shares or class of shares, any share may be
issued with such preferred, deferred or other spedial rights, or such
restrictions, whether in regard to dividend, voting, return of capital or
otherwise as the company may from time to time by ordinary
resolution determine

Appointment and replacement of Directors

The Articles contain the following provisions in relation to Directors.

Directors shall be no less than two in number Directors may be
appointed by the company by ordinary resolution or by the Board.

A Director appointed by the Board shalt hold office only until the next
AGM and shall then be eligible for re-appointment. The Board may
from time to time appoint ane or more Directors to hald Executive
office with the company for such periad (subject to the provisions of
the Act) and upon such terms as the Board may decide and may
revoke or terminate any appointment so made.

The Articles provide that, at every AGM of the company, every
Director shall retire from office and, unless not willing to act, be
eligible for re-appointment.

If a Director is not re-appointed, they shall, subject to the Articles,
retain office untl the meeting appoints someone in their place, or, if
1t does not do so, until the end of the meeting, or, if the meeting 15
adjourned, the end of the agjourned meeting. Where a Director has
been appointed after natce of the annual general meeting has been
given, that Director shali retire at the next annual general meeting of
which notice 15 first given after his or her appointment as Director.

If there 1s an insufficient number of appointed or re-appointed
Directors at any of the company's annuat general meetings thus
rendering the Board inguorate, all Directors shall be automatically
re-appomnted only for the purposes of filling vacancies and convening
general meetings of the company and to perform such duties as are
appropriate to maintain the company as a going concern and to
enable it to comply with 1ts legal and regulatory abligations. The
Directors are required to convene a further general meeting of the
company as soon as reasonably practicable to allow new Directors to
be appointed, and such Directors who were not appointed at the
origmal general meeting shall subsequently retre.
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The company may by ordinary reselution remove any Director before
the expiration of their term of office. In addition, the Board may
terminate an agreement or arrangement with any Director for the
provision of their services to the company.

Powers of the Directors

Subject to the Articles, the Act and any directions given by special
resolution, the business of the company will be managed by the
Board who may exercise all the powers of the company, including
powers relating to the issue and/or buying back of shares by the
company (subject to authorisation, and any statutory restrictions or
restrictions imposed by shareholders in a general meeting).

Directors’ indemnities

A gualifying third- party indemnity (QTPI), as permitted by the Articles
and sections 232 and 234 of the Act, has been granted by the
company to each of its Directars. Under the provisions of the QTPI,
the company undertakes to indemnify each Director against liability
to third parties {excluding criminal and regulatory penalties) and to
pay Directors’ costs as incurred, provided that they are reimbursed to
the company if the Director is found guilty, the court refuses to grant
the relief sought or, in an acticn brought by the company, judgement
Is given against the Director. The mdernnity has been in force for the
financial year ended 31 December 2022 and 1s currently in force. The
company has purchased and maintains Directors’ and Officers’
insurance cover against certain legal liabilities and costs for daims in
connection with any act or omission by such Directars and Officers in
the executicn of their duties,

Significant agreements

The following significant agreements contain provisions entitling the
counterparties to exercise terrmination or other rights in the event of
a change of contraol of the company.

As at 31 December 2022, the Group's principal bank facility, the
$1.19 billion Revolwng Credit Facility (RCF) agreement, allowed that
upon a change of control of the company, any participating bank may
requwe its outstanding advances, together with accrued interest and
any other amounts payable in respect of such faclity, and its
commitments, to be cancelled, each within 60 days of noufication 1o
the banks by the agent. The facility was undrawn at year end. The
groug's outstanding fixed rate notes (see note 18 Borrowings for
more information) also contain a provision requiring that, in the
event of a change of control which leads to a downgrade in credit
rating below Baa3 {(Moody's) or BEB- (Fitch Ratings), the company is
reguired to make an offer to investors te repurchase outstanding
instruments at par plus accrued interest, which investors are not
obliged to accept. For these purpeses, a ‘change of control occurs if
the comparny becomes a subsidiary of any cther company, or one or
maore persons acting either individually or in concert obtains control
(as defined in section 1124 of the Corporation Tax Act 2010y of the
company In February 2023, the Group renegotiated its Revolving
Credit Facility, reducing the maximum facility to $1 bilhon.

Shares acquired through the company's emplayee share plans rank
par passu with shares in issue and have no special rights. For legal
and practical reasons, the rules of these plans set out the
consequences of a change of control of the company.



Other statutory information

Other information that is required by the Act and by the Large and
Medium-sized Companies and Groups {Accounts and Reports)
Regulaticns 2008 (as amended) to be included in the Directors’
report, and which is incorperated by reference, can be located as
follows:

Summary disclosures index See more
Dividend recommendation o PoBEZS
Financial instruments and financial risk Page 178

_management

<t
customers and other stakeholders’ interests

With the exception of the dividend waiver described on page 121
there is no information to be disclosed in accordance with Listing
Rule 3.8.4.

No political donations or contributions were made or expenditure
incurred by the company or its subsidiaries during the year.

Our disclosures are consistent with the recommendations of the
Task Force on Climate-related Financal Disclosures (TCFD) and are
set out on pages 39-41.

Fair, balanced and understandable reporting and
disclosure of information

As required by the UK Corporate Governance Code, we have
established arrangements to ensure that all information we report to
investors and regulators is fair, balanced and understandable. Inits
assessment, the Board paid particular attention to a set of criteria
recommended by the Financial Reporting Councail, including the use
of straightforward language, focus on content that is important to
investors, and exclusion of irrelevant information.

A process and timetable for the production and approval of this
year's annual report and accounts was agreed by the Board at its
meeting in December 2022. The full Board then had the opportunity
to review and comment on the report as it progressed. The Audit
Committee is also available to advise the Board on certain aspects of
the annual report and accounts, to enable the Directors to fulfil their
responsitility in this regard.

The Directors consider that the annual report and accounts, taken as
awhole, are fair, balanced and understandable and provide the
information necessary for shareholders to assess the company's
pasition, performance, business model and strategy.

Representatives from Financial Reporting, Strategy, investor
Relations, Corporate Affairs, ESG & Sustainability, Company
Secretarial, Legal, Internal Audit, Risk, HR and Reward teams are
involved in the preparation and review of the annual repert to ensure
a cohesive and balanced approach and, as with alt of eur financial
reporting, a thorough verification of narrative and financial
statements is conducted. We also have procedures in place to
ensure the timely release of inside information, through our Market
Disclosure Committee.

The Directors also confirm that, fer each Director in office at the date
of this report;

— so far as the Director 1s aware, there is no relevant audit
information of which the Group and company's auditors are
unaware.

— they have taken all the steps that they ought to have taken as
Directors to make themselves aware of any relevant audit
information and to establish that the Group and the company’s
auditors are aware of that information.

Directors in office

The following Directors were in office duning the year:

A PBIrd G D Pitkethly

5K M Johnson T S Taurel - res@néd on
e 29RO 2022

O Kordestani - appointed on A C Thomas

IMareh 20 e

ESLes - appointed on L A wWallen

L K Lorimer

The Directors' report has been approved by the Board on 15 March
2023 and signed on its behalf 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 are respensible for preparing the annual report and
accounts and the financiat statements in accordance with applicable
law and regulation.

Company law requires the Directors to prepare financal statements
for each financial year. Under that law, the Directors have prepared
the Group and company financial statements in accordance with
UK-adopted international accounting standards. In preparing the
Group and company financial statements, the Directors have also
elected to comply with International Financial Reperting Standards
issued by the International Accounting Standards Board (IFRSs as
issued by IASB).

Under company law, the Directors must not apprave the financial
statements unless they are satisfied that they give a true and fair view
of the state of affairs of the Group and company and of the profit or
loss of the Group for that period. In preparing the financial
staterments, the Directors are required ta:

— Select suitable accounting palicies and then apply
them consistently.

— State whether applicable UK-adopted international accounting
standards and IFRSs Issued by IASB have been followed, subject
to any material departures disclosed and explainedin the
financial statements.

— Make judgements and accounting estimates that are reasonable
and prudent.

— Prepare the financial staternents on the going concern basis
unless it is Inappropriate to presume that the Group and
company will continue In business.

The Directors are responsible for safeguarding the assets of the
Group and company and hence for taking reasonable steps for the
prevention and detection of fraud and other irregulanties.

The Directors are responsible for keeping adequate accounting
records that are sufficient tc show and explain the Group and
company's transactions, and disclose with reasonable accuracy at
any time the financial position of the Group and company and enable
thern to ensure that the financial statements and the Directors'
remuneration report comply with the Companies Act 2006.

The Directors are responsible for the maintenance and integrity of
the company's website. Legislation in the United Kingdom gaoverning
the preparation and dissemination of financial statements may differ
from legislation in other jurisdictions.

Directors’ confirmations

Each of the Directars, whose names and functicns are listed in the
Governance report, confirms that, to the best of their knowledge:

— The Group and company financial statements, which have been
prepared in accordance with UK-adopted international
accounting standards and (FRSs issued by IASB, give & true and
fair view of the assets, labilities and financial position of the
Group and company, and of the profit of the Group

— The Strategic report includes a fair review of the development
and performance of the business and the position of the Group
and company, together wath a description of the principal risks
and uncertainties that it faces,

This responsibility statement has been approved by the Board on
15 March 2023 and signed on its behalf by:

Sally Johnson
Chief Financial Officer
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Independent Auditor’s Report

Independent Auditor’s report to
the members of Pearson plc

Opinion

In our opirion:

— Pearson pic’s group financial statements and parent company financial statements (the “financial statements’) give a true and fair view of the state
of the group’s and of the parent company's affairs as at 31 December 2022 and of the group's profit for the year then ended;

— the group finandial statements have been properly prepared in accordance with UK-adopted internabonal accounting standards;

~— the parent company financial statements have been properly prepared in accordance with UK-adopted international accounting stendards as
applied in accordance with section 408 of the Companies Act 2006; and

the financial statements have been prepared in accordance with the reguirements of the Companies Act 2006.

We have audited the financial statements of Pearson plc (the ‘parent company’) and its subsidiaries (the ‘group’) for the year ended 31 December 2022
which comprise:

Group Parent company

Consolidated iIncome statement for the year ended 31 December 2022 Company Balance sheet as at 31 December 2022

Consclidated statement of comprehensive income for the year ended 31
December 2022

Consolidated statement of changes 1n equity for the year ended 31
December 2022

ow statement for the year ended 31

Related notes 1-38 to the financial statements, inciuding a su
significant accounting policies

Related notes 1 to 17 to the financial staterments inclu
significant accounting policies

ary o

The financial reporting frameweork that has been applied in ther
preparation is applicable law and UK adopted international
accounting standards, as applied in accordance with section 408 of
the Companies Act 2006,

Basis for opinion

We conducted our audit in accordance with International Standards
on Auditing (UK) (I5As {UK)) and applicable law. Cur responsibilities
under those standards are further described in the Auditor's
responsibilities for the audit of the financial statemnents section of our
report. We believe that the audit ewdence we have obtained is
sufficient and appropniate to provide a basis for our opinion.

Independence

We are independent of the group and parent in accordance with the
ethical requirements that are relevant to our audit of the financial
statements i the UK, including the FRC's Ethical Standard as applied
to listed public interest entities, and we have fulfiled our other ethicak
respansibilities in accordance with these reguirements

The nen-audit services prohibited by the FRC's Ethical Standard were
not provided to the group or the parent company and we remain
independent of the group and the parent company in conducting the
audit.
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Conclusions relating to going concern

In auditing the financial statements, we have concluded that the
directors’ use of the going concern basis of accounting in the
preparation of the financial statements 1s appropriate. Qur evaluation
of the directors’ assessment of the group and parent company's
abilrry to continue 1o adopt the going concern basis of accounting
included:

— We performed our own independent assessment of the risk
around going concern at the planning and year end phases of the
audit.

— In comjunction with our walkthrough of the Group's financial
statement close process, we confirmed our understanding of
management’s going concern assessment process and engaged
with management early to understand and assess the key
assumpticns made In their assessment

— We agreed the 31 December 2022 cash and debt balances
included in the going concern assessment to the Group's year
end balances,

— We read the group's debt agreements to understand the
covenant requirements and tested to check that no covenants
have been breached during the year to 31 December 2022 and
there 1s no forecast covenant breach in either the base or severe
but plausible downside case scenaros during the going cancern
assessment penod covering the period to 30 June 2024,

— We checked the logic and anthmetical integnty of mansgement’s
going concern model that includes the cash farecasts for the
going concern assessment period



— We assessed the appropriateness of the duration of the going
concern assessment peried to 30 June 2024 and considered the
existence of any significant events or conditions beyond this
period based on our procedures on the Group's long-range plan
and knnwledge arising from nther arpas nf the anchit

— We considered the appropnateness of the assumptions used to
calculate the cash forecasts under base and plausible downside
case scenarios by reference to historical forecasting accuracy and
comparison to sector benchmarks We challenged whether the
downside scenarios utilised were sufficiently severe for a going
concern assessment.

-+ We asspssed the reasenablensss of the cash flow forecasls
included in the going concern assessment by understanding the
potential impact of the Group's principal risks as well as any
potential impact from COVID-19, current geopolitical matters and
the impact of climate change have teen reflected in the forecasts.

— We evaluated the key assumptions by searching for cantrary
evidence to challenge these assumptions, including third party
sector forecasts and analyst expectations. Further, we ensured
these assumptions were consistent with the budget approved by
Pearson's Board.

— We also challenged the measurement and completeness of the
downside scenario modelled by management by reference to the
Group's principal risks and uncertainties of the Group.

— We considered the mitigating acticns that are within the control
of the Group and evaluated the Group's ability to control these
outflows if required.

— We considered whether the Group's forecasts in the going
concern assessment were consistent with other forecasts used by
the Group in its accounting estmates, including goodwill
impairment,

Overview of our audit approach

— We considered the Group’s reverse stress testing to identify the
magnitude of dechne in revenue and operating profit that would
leact to the Group utilising all liquidity or breaching a covenant
during the going concern assessment pericd and we have
considered the likelihood of such a decline.

— We reviewed the Group's going concern disclosures included in
the Annual Report, In note 1(c) to the financial statements, to
assess that they were accurate and in conformity with the
regorting standards.

We observe that in management'’s base case and severe but
plausible downside scenarios, there is significant headroom without
taking the benefit of any iIdentified mitigations.

Based on the work we have performed, we have not identified any
material uncertainties relating to events or conditions that,
individually or collectively, may cast significant doubt on the Group
and parent company’s ability to continue as a going concern for a
period to 30 June 2024,

In relation to the Group and parent company's reporting on how
they have appiied the UK Corporate Governance Code, we have
nothing material to add or draw attention o in refaticn to the
directars' statemenit in the financial statements about whether the
directors considered it appropriate to adopt the going concern basis
of accounting.

Our responsibilities and the responsibilities of the directors with
respect ta going concern are described in the relevant sections of
this report. However, because not all future events or conditions can
be predicted, this statement is not a guarantee as tc the Group's
abllity to continue as a going concern.

Audit scope

+ We performed an audit of the complete financial information of 4 components and audit procedures on specific

balances for a further 11 compeonents, We also performed specified audit procedures on specific balances for a further

4 companents.

+ The components where we performed full or specific audit procedures accounted for 85% of adjusted Profit before

1ax, 89% of Revenue and 95% of Total assets.

Key audit matters Fraud risks in revenue recognition

+ Valuation of acquired intangible assets

Materiélity ’ + Overall grouvp materiality of £20.9m which representsS%ofad]uStedProﬁtbeforetax

Jncertain tax prowision for EU State Ald case
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Independent Auditor's Report continued

An overview of the scope of the parent company and group audits

Tailoring the scope

Our assessment of audit risk, our evaluation of materiality and our
allocation of performance materiality determine our audit scope for
each company within the Group. Taken together, this enables us to
form an opinion on the consolidated finanaal statements We take
INto account size, risk profile, the organisation of the group and
effectiveness of group-wide controls, changes in the business
environment, the potental impact of climate change and other
factors such as recent Internal Audit results when assessing the level
of work to be performed at each company.

The Group operates finance shared service centres in Belfast and
Manila, the outputs of which are included in the finanaal information
of the reporting components they service and therefore they are

not separate reporting components. Each of the service centres

is subject to specified risk-focused audit procedures, predominarnitly
the testing of transaction processing and controls testing. Additional
procedures are performed at the scoped components to address the
audit risks not covered by the work performed over the shared
service centres, of where the scoped components are not served by
the shared service centres.

In assessing the risk of matenal misstaternent to the Group financial
statements, and to ensure we had adequate quantitative coverage of
significant accounts in the financial statements, of the 189 reportng
components of the Group, we selected 15 components covering
entities within the Uk, US, Brazil and Australia, which represent the
principal business units within the Group.

Of the 15 components selected, we performed an audit of the
complete financial information of 4 components (“full scope
components”) which were selected based on their size or risk
characteristics. For the remaining 11 components (“specific scope
components”), we performed audit procedures on specific accounts
within that component that we considered had the potential for the
greatest impact on the significant accounts in the financial
statements either because of the size of these accounts or their risk
profile.

For an additional 4 components ('specified procedures
components”), we performed certain audit procedures on specific
accounts within that component that we considered had the
potential for the greatest impact on the significant accounts in the
financial statements, either because of the size of these accounts or
their risk profite. These procedures were undertaken by separate
component audit teams under the primary audit team's direction.
The audit scope of these components may not have included testing
of all significant accounts of the companent but will have contributed
ta the coverage of significant accounts tested for the Group.

The reporting components where we performed audit procedures
accounted for 85% of the Group's adjusted Proftt before tax, 89% of
the Group's Revenue and 95% of the Group's Total assets For the
current year, the full scope components contributed 71% of the
Group's adjusted Profit befare tax, 73% of the Group's Revenue and
88% of the Group's Total assets. The specific scope components
contributed 14% of the Group's adjusted Profit before tax, 16% of the
Group's Revenue and 7% of the Group's Total assets. The audit scope
of these components may not have included testing of all significant
accounts of the component but will have contnbuted to the coverage
of significant accounts tested for the Group. We also instructed 4
locations to perform specified procedures over certain balances,
including aspects of revenue recognition
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Of the remaining 170 compenents that together represent 15% of
the Group's adjusted Profit before tax, nane are individually greater
than 5% of the Group's adjusted Profit before tax. For these
components, we performed other procedures, including analytical
review, testing of consolidation journals and intercormnpany
eliminaticns to respond to any potential risks of material
misstatement to the Group financial statements.

Involvement with component teams

In establishing our overall appreach to the Group audit, we
determined the type of work that needed to be undertaken at each
of the components by us, as the primary audit engagement team, or
by component auditors from other EY global network firms operating
under our instruction. The audit procedures performed at the
finance shared service centres were performed by the primary team
with assistance from the Philippines member firm. Of the 4 full scope
components, audit procedures were performed on 1 of these directly
by the primary audit team, Of the 11 specific scope cemponeants,
audr procedures were performed on 2 of these directly by the
primary audit team. For the 3 full scope and 9 spedific scope
components, where the work was performed by component
auditors, we determined the appropriate level of involvement to
enabile us to detarmine that sufficient audit evidence had been
obtained as a basis for our opinion on the Group as a whole.

The Group audit team followed a programme of planned visits that
has been designed to ensure that each full or specific scope
component was visited by either the Senior Statutory Auditor, or
other senior members of the Group awudit team. Dunng the current
year's audit cycle, visits were undertaken by the Group audit team to
the component teams in the US, Brazil and Australia. These visits
involved discussing the audit approach with the component team
and any issues ansing from their wark, meeting with local
management, attending planning and progress meetings and
reviewing relevant audit working papers on risk areas. The primary
tearn interacted regularly with the component teams where
appropriate during various stages of the audit, reviewed relevant
working papers and were responsible for the scope and direction of
the audit process Close meetings for full, specific, and specified
procedures campanents (excluding those performed by the primary
audit team) were held via wideo conference in January and

February 2023 and were attended by the Senior Statutory Auditor
and/or other members of the primary audit team. This, together with
the additional procedures performed at Group level, gave us
appropnate evidence for our apinion on the Group financial statements

Climate change

Stakeholders are increasingly interested in how climate change will
impact Pearson. The Group has determined that the most significant
future impacts from chimate change on therr operanons will be from
physical risks in the medium and long term. These are explained on
pages 39-471 1 the reguired Task Force for Climate related Financial
Disclosures. They have also explained their climate commitments on
pages 37-38 All of these disclosures form part of the “Other
information,” rather than the audited financial statements, Qur
procedures on these unaudited disclosures therefore consisted
solely of considering whether they are matenally inconsistent with
the finanaial statements, or our knowledge obtained in the course of
the audit or otherwise appear to be matenally misstated, in ine with
our responsibilites on "Other information”.



In planning and performing our audit we assessed the potential
impacts of climate change on the Group's business and any
consequential material impact on its financial statements.

The Group has explained in the Basis of Preparation note the key
areas of the finandal statements that may be impacted by climate
change and the Group concluded there is no material financial
statement impact from climate change. These disclosures also
explain where governmental and societal responses to climate
change risks are still developing, and where the degree of certainty of
these changes means that they cannot be taken into account when
determining impairment assessments under the requirements of
Uh-dduped lHieriatiutial aeeuununig sidl iddr us,

Our audit effort in considering the impact of climate change on the
financial statements was focused on evaluating management's
assessment of the impact of physical and transition climate risk, their
climate commitments, the effects of material climate risks disclosed
on pages 40 to 41 and whether these have been appropriately
reflected in asset values where these are impacted by future cash
flows and associated sensitivity disclosures, this primarily being
impairment assessrents following the requirements of UK-adopted
international accounting standards. As part of this evaluation, we
performed our own risk assessment, supported by our climate
change internal specialists, to determine the risks of matenal

rmisstaternent in the financial statements from climate change which
needed to be considered in our audit.

We also challenged the Directors’ considerations of climate change
risks in their assessment of going concern and viability and
associated disclosures. Where considerations of climate change
were relevant to our assessment of going concern, these are
described above

Based on our work we have not identified the impact of climate
change on the financial statements to be a key audit matter or to
impact a key audit matter.

Key audit matters

Key audit matters are those matters that, in our professional
judgment, were of most significance in our audit of the financial
statements of the current period and include the most significant
assessed risks of material misstaterment {whether or not due to
fraud) that we identified. These matters included those which had the
greatest effect on: the overall audit strategy, the allocation of
resources in the audit; and directing the efforts of the engagement
team. These matters were addressed in the context of our audit of
the financial staterments as a whole, and in our opinion thereon, and
we do not provide a separate opinion on these matters.

Risk Our response to the risk

Key observations communicated to the Audit Committee

Fraud risks in revenue
recognition (revenues of

We gbtained an understanding and evaluated the
design and tested the operating effectiveness of

Revenue for the year to 31 December 2022 has
been recognised appropriately.

£3,841m, PY £3,428m)

Refer to the Audit Committee Report
(page 80); Accounting policies

(page 145); and Note 3 of the
Consolidoted Financial Stoterments
{(page 157}

Given revenue 1s a key performance
indicator, both in communication of
the Group's results and for
management incentives, we have
identified a risk of management
overnde of controls through:

+ Manipulation of the rate of
completion for contracts that
span the year end; and
Tepside manual journals
to revenue.

controls over the Group's material revenue processes.
We performed testing over revenue recognition in 4
full scope components, 8 specific scope components
and 4 specified procedures components. We have
performed testing over rate of completion in 2 full
SCOpe components

The audit of topside manual journals was performed
in all full, specific and specified procedures scope
locations and on consolidation.

For rate of completion, where relevant, we performed
our own independent assessment of the stage of
completion of contracts based on actual and forecast
costs and course completion rates. We have
assessed the forecast costs to complete by contract,
considered historical forecasting accuracy as well as
vouching that all forecast costs aggregate to the
relevant budget amount for each business.

we looked for contradictory evidence by analysing
contract forecast profitability for outliers.

For manual journals, we instructed our full, specific
and specified procedure scope component tearms to
test all manual journals receorded against revenue,
We tested that these journals were appropriately
approved and evaluated supporting evidence.

The Group team tested all manual journals recorded
on consolidation. We tested the completeness

of journals posted and tested that these journals
were appropriately approved and evaluated
supporting evidence.
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Independent Auditor’'s Report continued

Risk

Our response to the risk

Key observations communicated to the
Audit Committee

Valuation of acquired intangibles

(E110m, PY £27m)}

Refer to the Audit Committee Report (page 80,
Accounting poficies (page 143); and Note 30 of
the Consolidated Finandial Statements (page 1393).
During the year, Pearson made two significant
acquisitions: Credly and Mendly

The identification of acquired intangible assets
requires specialised skills. The valuation involves
complex judgement, due to the estimation
uncertanty and the application of valuation
techniques built, in part, on assumptions around
the future performance of the acquired
businesses, including assumptions impacted by
future events, such as revenue growth rates,
customer churn rates and profitability. Changes
in these assumptions can have a material effect
on the valuation of identifiable intangible assets.

We focused our risk on the most significant
elements of the valuation, namely the

Credly custorner relationships and technalogy
asset and the Mondly technology asset.

The sensitive assumptions for Credly customer
relationships are revenue from existing
customers, retention rate, prefitability and
discount rate. For the Credly techneology asset,
these are revenue growth and royalty rate.

For the Mondly technology asset, these are
reveniue growth, absolescence, profitability and
discount rate.

* gnd the risk that the acquired intangibles are averstated.

Uncertain tax position for EU State Aid
case {(£63m, PY Enil}

Refer to the Audit Committee Report (page 80);
Accounting policies (page 145); and Notes 7 and
34 of the Consolidated Financial Statermnents
(pages 160 and 198).

Following an EU General Court Decision on 8
June 2022 on whether certain elements of UK
tax code constituted State Aid, & provision of
£63m has been recorded in the Group financial
statements in respect of a potential tax
exposure. A payment on account to HMRC of
£105m had been made in 2021 for this matter.
The provision has been recorded through
income tax expense against this receivable, with
the balance disclosed as a contingent liability,
Auditing the Group's recorded £63m prowvision
at 31 Decernber 2022 required significant
auditor judgement in assessing management's
expectations of the outcome of matters as there
1s a significant range of possible cutcomes
between £nil and the maximum exposure of
£105m and therefore a risk of misstatement.

Our audit of the fair values of the acquired assets and
liabilities was performed by the Group audit team.

We obtained an understanding and evaluated the
design and tested the operating effectiveness of
controls aver the Group's process to identify and

value intangible assets, including their use of a
valuation specialist.

We assessed the independence and expertise of
management’s valuation specialist.

We challenged the existence and cormpleteness of
identified intangible assets by involving EY valuation
specialists with the appropriate experience,

We reviewed the valuation methodologies applied, with
the assistance of EY valuation specialists, to validate
that they were appropriate

We focused our testing cf the prospective financial
information included in the valuation calculation on the
key assumptions that are most sensitive to the
valuation

We challenged these assumptions by involving our
valuation specialists where appropriate for
assumptions such as discount rate and royalty rates.
For revenue and profrtability assumptions we validated
these by comparison to historical performance,
underlying contractual terms, benchmarking to a range
of peer companies provided by our valuation
specialists and third party sector analysis.

We evaluated the adequacy of the business
combination disclosures ta the requirements in IFRS 3.

The primary audit team performed full scope
procedures over this matter.

We obtained an understanding and evaluated the
design and tested the operating effectiveness of
controls over the Group's tax process over uncertain
tax positions.

We understood the background the case by reviewing
correspondence with HMRC.

We reviewed managerent’s analysis to support their
conclusion that the exposure was now "more likely
than not” following the 8 June 2022 EU General Court
hearing. We reviewed correspondence with
management’s specialist, assessed their independence
and expertise, and held a virtual meeting with them to
discuss their considerations.

We challenged management's conclusion by involving
an EY EU State Aid specialist to assist us in forming our
own view about whether the exposure was more likely
than not

We reviewed management's calculation of the
provision and assessed the appropriateness of the
methodology used. We considered the
appropriateness of the potential cutcomes included In
the calculation and the probabilities assigned to each
outcome. We challenged the probabilities by seeking
the input of an EY tax specialist.

We reviewed the disclosures in the Annual Report,

Based on the procedures
performed, we agree that the
assumptions, valuation of the
acquired intangibles are
appropriate.

Disclosures in Note 30 of the
consoldated financial staterents
are appropriate.

Based on the current status of
proceedings and the opinion of the
Group's external legal counsel, we
conclude that management’s
provision is appropriately stated.
We agree that disclosure set out in
Notes 7 and 34 of the consolidated
financial statements is appropriate.
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Our application of materiality

We apply the concept of materiality in planning and performing the
audit, in evaluating the effect of ident:fied rmisstatements on the audit
and in forming our audit opinion.

Materiality

The magnitude of an omissicn or rmisstatement that, individually or in
the aggregate, could reasanably be expected to influence the
cconomic decisions of the users of the finandial slalormenls.
Materiality provides a basis for determining the nature and extent of
our audit procedures.

We determined materiality for the Group to be £20.9 million, which
is 5% of adjusted Profit before tax. We believe that adjusted Profit
before tax provides us with the most relevant performance measure
to the stakeholders of the Group given the prominence of this metric
throughout the Annual Report and consolidated financial staternents,
analyst presentations, and profit metrics focussed on by analysts.

— We determined materiality for the Parent Lompany to be £44
million, which is 1% of net assets. Where Parent Company
balances were audited as part of the Group audit, they were
audited to an allocation of the Group's performance materiality.

During the course of our audit, we reassessed initial matenality of
£18.4m and increased it to reflect the actual results for the year.

The previous auditor determined matenality for the Group to be
£18.5m for the year ended 31 December 2021,

Performance materiality

The application of materiality at the individual account or balance
level. It is set at an amount to reduce to an appropriately low level the
probatulity that the aggregate of uncorrected and undetected
misstatemenits exceeds materiality.

On the basis of our risk assessments, together with our assessment
of the Group's averall contral environment, our judgement was that
performance materiality was 50% of our planning materiality, namely
£10.5m. We have set performance materiality at this percentage on
the basis that this is our first year as auditars of the Group, Audit
work at component locations for the purpose of obtaining audit
coverage over significant financial statement accounts is undertaken
based on a percentage of toral performance matenality. The
performance materiality set for each component is based on the
relative scale and nisk of the compenent to the Group as a whole and
our assessment of the nisk of misstaternent at that component. In the
current year, the range of performance materiality allocated to
components was £1.8m to £5.0m.

Starting ]
basis — Profit before tax - £323m
N
— Add: net £185m adjustments against operating profit, including; cost of restructuring, intangible charges,
Adiustments transaction costs and profit on disposal of businesses.
) — Less: net £56m adjustments against finance income, including; fair value movements and pensions.
— Less; £34m reversal of interest on the release of a historic tax liability
~N
Materiality — Adjusted Profit before tax £418m (materiality basis)
— Materiality of £20.9m (5% of materaility basis)

Reporting threshold

An amount below which identified misstatements are considered as
being clearly trivial.

We agreed with the Audit Committee that we would report to them
all uncorrected audit differences in excess of £1.05m , which is set at
5% of materiality, as well as differences pelow that threshold that, in
aur view, warranted reporting on qualitative grounds

We evaluate any uncorrected misstatements against both the
quantitative measures of materiality discussed above and in light of
other relevant qualitative considerations in forming our opinon,

Other information

The other information comprises the information included in the
annual report set out on pages 1 to 120, other than the finandal
statements and our auditors report thereon. The directors are
responsible for the cther information contained within the annual
report.

Qur opinion on the financial staterments does not cover the other
information and, except to the extent otherwise explicitly stated in
this repart, wi do not cxpross any form of assurance conclusion

thereon

Our responsibility is to read the other information and, in doing so,
consider whether the other information is materially inconsistent
with the financial statements, or our knowledge obtained in the
course of the audit, or otherwise appears to be materially misstated.
If we identify such material inconsistencies or apparent material
misstatements, we are required to determine whether this gives rise
to a material misstatement in the financial statements themselves. If,
based on the work we have performed, we conclude that there is a
material misstatement of the other information, we are required to
report that fact.

We have nothing to report in this regard.
Opinions on other matters prescribed by the
Companies Act 2006

In our opinicn, the part of the directors’ remuneration report to be
audrted has been properly prepared in accordance with the
Companies Act 2006.

tn our opinion, based on the work undertaken in the course of the audit:

— the information given in the strategic report and the directors’
report for the financial year for which the financial statements are
prepared s consistent with the financial statements; and

— the strategic repert and the directors’ report have been prepared
in accordance with applicable legal requirements.
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Independent Auditor’s Report continued

Matters on which we are required to report by
exception

In the light of the knowledge and understanding of the group and the
parent company and its environment obitained in the course of the
audit, we have not identified material misstatements in the strategic
report or the directois’ report,

We have nothing to report in respect of the followng matters in
relaticn to which the Companies Act 2006 reguires us to report to
you if, in our opinion:

— adequate accounting records have not been kept by the parent
company, or returns adequate for our audit have not been
received from branches not visited by us; or

— the parent company financial staterments and the part of the
Directors’ Remuneration Report to be audited are notin
agreement with the accounting records and returns; or

— certain disclosures of directors’ remuneration specified by law are
not made; or

— we have not received all the information and explanations we
require for our audit

Corporate Governance Statement

We have reviewed the directors’ statement in relation to going
concern, longer-term viability and that part of the Corporate
Governance Statement relating to the group and company's
compliance wath the provisions of the UK Corparate Governance
Code specified for our review by the Listing Rules.

Based on the work undertaken as part of our audit, we have
conciuded that each of the following elements of the Corporate
Governance Statement is materally consistent with the financial
staternents or our knowledge obtained during the audit:

— Directors statement with regards to the appropriateness of
adopting the going concern basis of acceunting and any material
uncertainties identified set out on page 116;

— Directors’ explanation as to its assessment of the company's
prospects, the period this assessment covers and why the period
1S appropriate set out on page 52;

— Director’s statement on whether it has a reasonable expectation
that the group will be able to continue in operation and meets its
ligbilities set out on page 52;

— Directors’ statement on fair, balanced and understandable set out
on page 123 ;

— Board's confirmation that it has carried out a robust assessment
of the emerging and prinapal risks set out on page 44;

— The section of the annual report that describes the review of
effectiveness of risk management and internal control systems
set out on page 84 ; and;

— The section describing the work of the audit committee set out on
page 80.

Responsibilities of directors

As explained more fully in the directors respansibilities statement set
out on page 124, the directors are responsible for the preparation of
the financial staterments and for being satisfied that they give a true
and fair view, and for such internal control as the directors determine
IS necessary ta enable the preparation of financial statements that
are free from material misstaternent, whether due to fraud or error.

In preparnng the financial statements, the directors are responsible
for assessing the group and parent company's ability to continue as a
going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless the
directors either intend to liquidate the group or the parent company
or to cease eperations, or have no realistC akernative but to do so.
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Auditor’s responsibilities for the audit of the financial
statements

Our objectives are to obtain reasonable assurance about whether
the financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an
auditer's report that includes our opinion. Reasonable assuranceis a
high level of assurance but is not a guarantee that an audit
conducted in accordance with 1SAs (UK) will always detect a material
misstatermnent when it exists. Misstatements can arise from fraud or
error and are considered material if, individually or in the aggregate,
they couid reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements.

Explanation as to what extent the audit was considered capable
of detecting irregularities, including fraud

Irregularities, including fraud, are instances of non-compliance with
laws and regulations. We design procedures in ine with our
responsibilities, outlined above, to detect irregularities, including
fraud. The risk of not detecting a material misstatement due to fraud
15 higher than the risk of not detecting one resulting from error, as
fraud may involve deliberate concealment by, for example, forgery or
intentional misrepresentations, or through collusion. The extent to
which aur procedures are capable of detecting irregularities,
including fraud is detailed below.

However, the primary responsibility for the prevention and detection
of fraud rests with both those charged with governance of the
company and management.

We obtained an understanding of the legal and regulatory
framewaorks that are applicable to the group and determined that the
most significant frameworks which are directly relevant to specific
assertons In the financial statements are those that relate to the
reporting framework {UK-adopted International Accounting
Standards, the Companies Act 2006 and the UK Corporate
Governance Code) and the relevant tax laws and regulations in the
countries in which the Group operates.

We understood how Pearson plc is complying with those frameworks
by making enquiries of management, Internal Audit, those
responsible far legal and compliance procedures and the Company
Secretary, We corroborated our enquiries through review of Board
minutes and papers provided te the Audit Committee and
observation in Audit Committee meetings, as well as consideration of
the results of our audit procedures across the Group

We assessed the susceptibility of the group's financial statements to
material misstaternent, including how fraud might occur and met
with finance and operaticnal managerment from various parts of the
business to understand where they considered there was
susceptibility to fraud. We also considered performance targets and
therr potental to influence management to manage earnings or
influence the perception of analysts. We have determmed that there
is & fraud risk with aspects of revenue recognition. We considered
the pohaes, processes and controls that the Group has established
to address the risks identified, including the design of controls aver
each significant revenue stream. We also considered the controis
that the Group has that otherwise prevent, deter and detect fraud,
and how senior management monitors those controls.

Based on this understanding we designed our audit procedures to
identify non-compliance with such laws and regulations. We
performed audit procedures to address the identified fraud nsk,
including testing aver the specific revenue recogniton fraud risk as
noted in the key audit matters section of this report. These
procedures were designed to provide reasonable assurance that the
financial statements as a whole are free from matenial misstatement,
due to fraud or errar. In addition, we completed procedures 1o
conclude on the compliance of the disclosures in the Annual Report
and Accounts with all applicable requirements. Any instances of
non-compliance with laws and regulations were communicated by/to
components and considered in our audit approach, if applicable



A “urther descriptior of our respensibilities for the audit of the
financial statemerts is located on the

Financial Reporting Council's website at https:/Awww frc org uk/
auditorsresponsibilities. This description forms part of our auditor's
report.

Other matters we are required to address

— Following the recammendation from the Audit Committee, we
were appointed by the Company at its Annuai General Meeting
on 29 April 2022 to audit the financial statements for the year
ending 31 December 2022 and subsequent financial periods.

The period of total uninterrupted engagement including previous
renewals and reappeintments is one year, covering the year ending
31 December 2022

— The audit opinion is consistent with the additicnal report to the
Audit Committee.

Use of our report

This repart is made solely to the company’s members, as a body, in
accordance with Chapter 3 of Part 16 of the Companics Act 2006
Our audit work has been undertaken so that we might state to the
companys members those matters we are required to state to them
in an auditor's report and for no other purpose. To the fullest extent
permirted by law, we do not accept or assume responsibility to
anyore other than the company and the company's members as a
body, for our audit work, for this report, or for the opinions we have
formed.

bt L tory 17

Ben Marles
{Senior statutory auditor)

for and on behalf of Ernst & Young || P, Statutory Auditor
landan

15 March 2023
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Financial statements

Consolidated income statement

Year ended 31 December 2022

All figures in £ millions Notes 2022 2021 20200
Continuing operatlons 77777777777777777777777777777777777777777777777777777777777777777777777777777777
Sales 23 3,841 3428 3397
Cost of goods sold e e 2.046) | AT (767
Grossprofit 1,795 1681 1630
Operating expenses 4 (1,549) {1,562) (1,402)
Other net gains and losses 4 24 63 178
Share of results of joint ventures and associates 12 1 1 5
Operating prol:";i; ------------------------ 2 2N 183 411
Finance costs 6 7n (68) {107)
Finance income e A B2 T8
Profit before tax 323 177 380
O K oo e 7 O S L— (50,
Profit for the year 244 178 330
Attributable tc;; 77777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777
Equity holders of the company 242 177 330
Non-controling interest e LI -
Earnings per share attributable to equity holders of the company during the year
(expressed in pence per share)

basic 8 32.8p 23.5p 437p
- diluted 8 32.6p 23.3p 43.7p

1. Comparative balances have beon restated  see Note 1b
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Consolidated statement of comprehensive income

Year ended 31 Decermnber 2022

All figures in £ millions Notes 2022 2021 2020
Profit for the year 244 ime T 330
Items that may be reclassified to the income statement

Net exchange differences on translation of foreign operations 330 6) (109
Currency franslation adjustment disposed (5) 4 (70
Attributable tas 7 4 10 (e
Items that are not reclassified to the income statement

Fawr value gain/{loss) on other financiat assets 18 4 (12)
Attributable tax 7 1 M -
Remeasurement of retirement benefit obligations 25 54 149 (23)
Attributable tax 7 12) BN 2

Attributable to:
Equity holders of the company 630 276 105
Naon-controlling interest 4 1 _

1. Comparauve balances nave been restated  seo Note 1h
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Financial statements

Consolidated balance sheet

As at 31 December 2022

All figures in £ millions

Assets

Non-current assets

Property, plant and equipment

Investment property

Intangible assets

Investments in joint ventures and associates
Deferred income tax assets

Finanaial assets - derivative financal instruments
Retirement benefit assets

Other financiat assets

Income tax assets

Current assets

Intangible assets - product developrment
Inventories

Trade and other recevables

Financial assets - derivative financial instruments
Income tax assets

Liabilities
Nan-current liahilities

Financial habilibes - borrowings

Financial liabilites - denvative financial instruments

Deferred income tax liabilities
Retirernent berefit obligations
Provisions for other liabiltties and charges

2022 2021
10 250 366
10 60 -
i1 3177 2,763
12 25 24
13 57 57
16 43 30
25 581 537
15 133 113
41 97
2 139 129
4,506 2122
20 975 894
21 105 a8
22 1,139 1,257
10 16 2
Q 26
A T 1
2,802 3,214
32 16 7
,,,,,,,, 7324 7343
18 (1,144) {1,245)
16 (54) (30)
13 @7 (40
25 (61) (66)
23 (14) (7)
24 w20 (93)
{1,430) (1,483)
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Consolidated balance sheet continued

As at 31 Decernber 2022

All figures in £ millions NoTes 2022 2021

Current liabilities

Trade and other liahilities 24 {1,254) {1,258)
Finanoial liabilities - borrowings 18 (B6) {155)
Finandial fiabilites - dervative financial instruments 16 1) (4)
Ircunne Lax alilities (43) (125)
Provisions for other habiliies and charges 23 (8 (40
{1.479) {1,580)
Liabilities classified as held for sale 3z - -
Total liabilities . (2909) (3083
Net assets 4415 4280
Equity
Share capital 27 179 189
Share premium 27 2,633 2,626
Treasury shares 28 (15) 112)
Capital redemption reserve 28 8
Fair value reserve (13) &
Translation reserve 709 386
Retained earnings 88 1,067
Total equity attributable to equity holders of the company 4,402 4,270
Non-controlling interest 13 10
Total equity 4,415 4,280

1 Comparative balances have been restated - see Nate 1D

These financial statements have been approved for issue by the Board of Directors on 15 March 2023 and signed on its behalf by
Sally Johnson

Chief Financial Cfficer

Pearson plc
Registered number: 00053723
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Financial statements

Consolidated statement of changes in equity

Year ended 31 December 2022

Equity attributable to equity holders of the company

Capital Fair Non-
Share Share Treasury redemption value Translation Retained controlling Total
All figures in £ millions capital premium shares reserve reserve reserve earnings Total interest  equity

Profit for the year S - - A

Other comprehensive income/(expense) - = T T V80323 47 388 2.
Total comprehensive income/(expense) B - - - 18 323 289
Equity-settled transactions - - -
Taxation on equity-settled transactions - - - - - - 3 3 - 3
Issue of ordinary shares under
share option schemes - 7 - - - - - 7 - 7
Buyback of equity (10) - - 10 - - {353) (353) - (353)
Purchase of treasury shares - - 37) - - - - 37 - (37)
Release of treasury shares - - 34 - - - (34) - - -
Transfer of gain on disposal of FvOCl investment - - - - 27 - 27 - - -
DIVIGRITS || oo sesseeeeessees s T - - - T - Q15e) (156) m_ asn
At 31 December 2022 179 2633 (15 28 (13) 709 881 4,402 13 4415
Equity attributable to equity holders of the company
Capital Non-
Share Share  Ireasury  redemption Fairvalue  Translation  Retaned controlling Toial
All figures in £ millions capital  premivm shares reserve  reserve! reserve  earnings' Total interes: equiry

Profit for the year
 Other comprehensive income/(expense} -
Total comprehensive income/(expense}) -
Equity-settled transactions B

Issue of ordinary shares under

AL 1 January 2021

share option schemes 1 6 1} - - - - 6 - 6
Buyback of equity - - - - - - - - - -
Purchase of treasury shares - - {16) - - - B (16) - {16)
Release of treasury shares - - 12 - - - {(12) - - -
Transfer of gain on disposal of FYOCl investment - - - - 4 - 4 - - -
Dividends et . - I RS L N - (a9
At 31 December 2021 185 2626 a2 18 ) 386 1067 4270 10 4,280

Equity artributable to equity holders of the company

Capatal Nin-

Share Share  lreasury  redempuon  Fairwvalue  Translanon  Retaned coniraling Total
All figures in £ millions copital  premiur Sdres roserve reserve! reserve  earnings' Total inrerest BTy
At 1 january 2020 e 195 2614 24N 35 567 g1 may 10 4373
Adjustment(seenote1b) - - - - (31) - 3 - - -
AU1 January 2020 (restated) 195 2514 | 24y 1 §  se7 942 4313 10 4323
‘Profit for the year S - S - - - -3 s T EE0
_Other comprehensive income/(expense) - - S S AT Be @25 - 225
Total comprehensi-\-r-e income/(expense) I - - - (12) (1 7‘5) 7777777 296 105 - 105
Equity-settled transactions B B - - - - 29 29 - 29
Issue of ordinary shares under
share option schemes - 6 - - - - - 6 - [
Buyback of equity (7 - - 7 - - 1176) (176) - (176)
Purchase of treasury shares - - (6) - - - - 6) - (6)
Release of treasury shares - - 23 - - - 23} - - -
DVIZEOAS e . " " e SO = O L= SO .04
At 31 December 2020 188 2620 7 18 28 388 922 4125 3 4134

i. Comparative balances have been restated - see Note Tb.

The capital redemption reserve reflects the nominal value of shares cancelled in the Group's share buyback programme, The fair value reserve anses
on revaluation of other financial assets. The translation reserve includes exchange differences arising from the translation of the nat investment in
foreign operations and of borrowings and other currency instruments designated as hedges of such investments.
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Consolidated cash flow statement

Year ended 31 December 2022

All figures in £ millions Nates 2022 2021 2020

Cash flows from operating activities

Profit before tax 323 177 380
Net finance {(costs) / Income (52) 6 31
Depreciation and impairment - PPE and investment property 136 241 125
Arnorusalivr ard impairment - sofrware 125 117 112
Amortisation and impairment - acquired intangible assets 54 50 80
Other net gains and losses (24) (63) {178)
Product development capital expenditure (357) {(287) (323)
Amortisation and impairment - product developrment 303 279 280
Share-based payment costs 35 28 29
Change in inventories (34) 22 35
Change in trade and other receivables 33 71} m
Change in rrarde and other liabilities (84) 37 (26)
Change in provisions for other liabilities and charges 50 14 (34
Other movements 19 20 57)
Net cash generated from operations - s27 570 450
Interest paid (57) 67) 63
I-\-I-(-e-f;g.r;ﬁg-éﬁérated from operatin"g activities 361 326 389
Cash flows from investing activities

Acquisition of subsidiaries, net of cash acquired 30 {228) (55) 6)
Acquisition of joint ventures and associates (5) (10) -
Purchase of investments (12) {4) (6)
Purchase of property, plant and equipment and investment property (57) {64) (53)
Purchase of intangible assets (90) 112) 81
Disposal of subsidiaries, net of cash disposed 31 333 83 100
Proceeds from disposal of joint ventures and associates 3 - - 521
Proceeds from disposal of investments 17 48 -
Proceeds from disposal of property, plant and eguipment 14 - -
Lease receivables repaid including disposals 18 21 41
Loans repaid by related parties - - 48
Interest received 22 13 13
Dividends fromjoint ventures andassodiates 1 - A
Netcashgenerated frofﬁl(ds;éd fﬁ)-fnvesting activities 13 (30 591
Cash flows from financing activities

Proceeds fromissue of ordinary shares 27 7 6 6
Buyback of equity 27 (353) - {176)
Purchase of treasury shares 28 37N (16) (6)
Proceeds from borrowings - - 346
Repayment of borrowings (171 {167) {230)
Repayment of lease habilites (93) (88) (92)
Dividends paid to company’s shareholders S (156) (1489) {146)
Dradends paid to non-controlling inverest R ) B S M
Net cash used in financing activities T (804) (414) (299)
Effects of exchange rate changes on cash and cash equivalenits 3 @ (21
Net (decrease)/increase in cash and cash equivalents (398) (176) 679
Cash and cash equivalents atbeginning ofyear 97 M3 434
Cash and cash equivalents at end of year 17 543 937 1,113

1 Comparative balances have been restatest - see hote 16 17 acdnion, the Group has changed the preseritation of tne conschdated ¢ ash flow statement with tne aim of simphfying for tne
reader. The reconciliaunn Lo net cash generated from operations s now presented sbove and certain ine items have been aggregated and disaggregated “here has beenno change to
the ¢lassification of cash ‘lows as operating, mvesting and Ymnancing, of ta the definition of the Group's aliernatwe performance megsure related ra cash ‘low as set out in note 33,
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Financial statements

Notes to the consolidated financial statements

General information

Pearson plc (the company), its subsidiaries and associates
{together ‘the Group) are Internaticnal businesses covering
educational courseware, assessments and services.

The company is a public limited company incorporated in England
and Wales and domiciled in the United Kingdorn, The address of its
registered office is 80 Strand, London WC2R ORL.

The company has its primary listing on the London Stock £xchange
and is also listed on the New York Stock Exchange

These consolidated financial statements were approved for 1Issue
by the Board of Directors on 15 March 2023,

1a. Accounting policies

The principal accountng policies appled in the preparation of these
consolidated finanaal statements are set out below.

Basis of preparation

These consolidated financial statements, and the company financial
staternents, have been prepared on the going concern basis

{see note 1c) and in accordance with the Disclosure and
Transparency Rules of the Finandial Conduct Authority and in
accordance with UK-adopted International Accounting Standards and
with the requirements of the Companies Act 2006. On 31 December
2020, RS as adopted Dy the European Union at that date was
brought intc UK law and became UK-adopted Internaticnal
Accounting Standards (IASs), with future changes being subject to
endarsement by the UK Endarsement Board. The Group and
company transiticned to UK-adopted 1ASs on 1 January 2021, This
change constituted a change in accounting framework. However,
there was no Impact on recognition, measurement or disclosure as
a result of the change In framewaork. The consclidated and company
financial statemenits have also been prepared in accordance with
IFRSs as issued by the International Accounting Standards Board
(IASB) as they apply to annual reporting periods beginming on 1
January 2022, In respect of accounting standards applicable to the
Group, there is no difference between UK-adopted 1ASs and IFRSs
as issued by the 1ASB as they apply to annual reporting periods
commencing on 1 January 2022,

These consolidated financial statements, and the company financial
staternents, have been prepared under the historical cost convention
as modified by the revaluation of financial assets and liabitities
tincluding derivative financial instruments) at fair value.

These accounting policies have been consistently applied to all years
presented, unless ctherwise stated.

1. Interpretations and amendments to published standards
effective 2022 - No new standards were adopted in 2022

A number of other new pronouncements are effective from 1 January
2022 but they do not have a material impact on the consolidated
finanaial statements, or the company financial statements. Additional
disclosure has been given where relevant.
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2, Standards, interpretations and amendments to published
standards that are not yet effective - The following new
accounting standards and amendments to new accounting
standards have been issued but are not yet effective and unless
otherwise indicated, have been endorsed by the UK Endorsement
Board:

— IFRS 17 Insurance contracts’

— Amendments to IAS 1 and IFRS Practice Statemenit 2 Disclosure
of accounting pohcies;

— Amendrments to |AS 1 ‘Classification of habilities as current or
non-current’ (not yet endorsed),

— Amendments ta IAS 1 ‘Non-current liabilitles with covenaats’ (not
yet endorsed);

— Amendments to IAS 8 ‘Definition of accounting estimates’;

— Amendments to 1AS 12 ‘Deferred rax related 1o assets and
liabilities arising from a single transaction’; and

— Amendments to IFRS 16 'Lease liability in a sale and leaseback
fnot yet endarsed).

The Group is currently assessing the impact of the above changes,
but they are not expected to have a matenal impact. The Group
does not plan to early adopt any of the above new accounting
standards or amendments. The Group has not adopted any other
standard, amendment or interpretation that has been issued but
is not yet effective.

3. Critical accounting assumptions and judgements - The
preparation of financial statements in conformity with IFRS requires
the use of certain ¢ritical accounting assumptions and estimates. It
also requires management to exercise its jJudgement in the process
of applying the Group's accounting policies,

All assumptions and estimates constitute management's best
judgement at the date of the financial statements, however, in the
future, actual experience may deviate from these estimates

and assumptions

The areas requinng a higher degree of judgement or complexity,

or areas where assurnptions and estirnates nave a significant risk of
resulting in matenal adjustrnents to the carrying value of assets and
labilities within the consolidated financial statements are:

— Intangtble assets: goodwill and acquired intangible assets

— Taxation

— Revenue: provisions for returns

— Employee benefits: pensions

— Property, plant and equipment’ right-of-use assets

— (lassification as discontinued operations

The key judgements and key areas of estimation are set out below,

as well a5 in the relevant accounting palices and in the notes to the
accounts where appropriate.



Key judgements

— The application of tax legislation in relation to provisions
for uncertain tax positions. See notes 7 and 34

— The allocation of goodwill 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 Plan in recognising
a pension asset. See note 25

— The resiilts and rash flows nf hsinesses disprser o not
meet the criteria to be classified and presented as
discontinued operations, See note 31,

| Key areas of estimation

— The recoverahility of goodwill balances. Key assumptions
used in goodwill impairment testing are discount rates,
perpetuity growth rates, forecast sales growth rates and
forecast operating profits. See nate 11,

— The valuation of acquired intangible assets recognised on
the acquisition of a business. See notes 11 and 30.

— Thelevel of provisions reguired n relation to uncertain
tax positions is complex anc each matter is separately
assessed. The estimation of future settlement amounts
is based on a number of facters including the status of
the unresolved matter, clarity of legislation, range of
possible ocutcormes and the statute of limitations.

See notes 7 and 34.

— The level of provisions required for anticipated returns is
estimated based on historical experience, customer buying
patterns and retailer behawiours including stock levels.

See note 3.

— 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. See note 25.

— The recoverability of right-of-use assets and in particular
assumptions related to the abflity to sublease vacant
leased assets in the future, See note 10

The Group has assessed the impact of the uncertainty presented

by the volatile macro-economic and geo-palitical environment on the
financial statements, specifically considering the impact on key
judgernents and significant estimates along with other areas of
increased risk as follows:

— Finanaal instruments and hedge accounting; and
— Translaticn methodologies.

No raterial accounting impacts relating to the areas assessed
above were recognised in the year, The Group will cantinue to
manitor these areas of increased judgemery, estimation and risk.

The Group no longer considers the COVID-19 pandemic to be an
area of significant uncertainty and is no longer specifically assessing
the impact of the COVID-19 pandemic an areas of judgement,
estimation and risk.

Consolidation

1. Business combinations - The acquisition method of accounting is
used to account for business combinations.

The consideration transferred for the acquisition of a subsidiary is
the fair value of the assets transferred, the liabilities incurred and
the equity interest issued by the Group. The consideration
transferred includes the fair value of any asset or liability resulting
from a contingent consideration arrangement. Acquisition-related
costs are expensed as incurred in the operating expenses line of
the income statement. Identifiable assets acquired and identifiable
liabilittes and contingent liabilities assumed in a business
combination are measured initially at their fair values at the
acquisition date. The determination of fair values often requires
significant judgements and the use of estimates, and, for material
acquisitions, the fair value of the acquired intangible assets is
determined by an independent valuer. The excess of the
consideration transferred, the amount of any non-controlling interest
In the acquiree and the acquisition date fair value of any previous
equity interest in the acguiree over the fair value of the identifiable
net assets acquired is recorded as goodwill (note 30).

See the Intangible assets' policy for the accounting policy on goodwil.
if this is less than the fair value of the net assets of the subsidiary
acquired, in the case of a bargain purchase, the difference is
recognised directly in the income statement.

On an acquisition-by-acquisition basis, the Group recognises
any non-controlling interest in the acquiree either at fair value
or at the non-controlling interest's proportionate share of the
acquiree's net assets

IFRS 3 ‘Business Combinations’ has not been applied retrospectively
to business cormbinations before the date cf transition to IFRS,

Management exercises judgement in determining the dassification
of ts investments in its businesses, in line with the following:

2. Subsidiaries - Subsidiaries are entities over which the Group has
control. The Group centrols an entity when the Group is exposed te,
or has rights to, variable returns from its involvement with the entity
and has the ability tc affect those returns through its power over the
entity. Subsidiaries are fully consolidated from the date on which
control is transferred to the Group. They are deconsolidated from
the date that control ceases.

3. Transactions with non-controlling interests — Transactions

with non-controlling interests that do not result in loss of control are
accounted for as equity transactions, that is, as transactions with the
owners in their capacity as owners. Any surplus or deficit arising from
disposals to a non-controlling interest is recorded in equity. For
purchases from a non-controlling interest, the difference between
consideration paid and the relevant share acquired of the carrying
value of the subsidiary is recorded in equity.

4, Joint ventures and associates - Joint ventures are entities in
which the Group holds an interest on a long-term basis and has
rights 1o the net assets through contractually agreed sharing of
control Associates are entities over which the Group has significant
influence but not the power to control the financial and operating
policies, generally accempanying a shareholding of between 20%
and 50% of the voting rights. Ownership percentage is likely to bet
he key indicator of investment classification; however, other factors,
such as Board representation, may also affect the accounting
classification. Judgement is required to assess all of the gualitative
and quantitative factors which may indicate that the Group does,
or does not, have significant influence over an investment.
Investments in joint ventures and assoclates are accounted for

by the equity rethod and are initially recogrised at the fair value
of consideration transferred.
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Financial statements

Notes to the consolidated financial statements continued

1a. Accounting policies continued

Consolidation continued

The Group's share of its joint ventures' and associates' past-
acquisition profits or losses is recognised In the iIncome statement
and its share of pest-acquisition movements in reserves is
recognised in reserves.

The Group's share of ¢s joint ventures’ and associates results s
recognised as a component of operating profit as these operations
form part of the core publishing business of the Group and are an
integral part of existing wholly-owned businesses. The cumulative
post-acquisition moverments are adjusted against the carrying
amount of the investment. When the Group's share of losses in a
joint venture or associate equals or exceeds its interest in the joint
venture ar associate, the Group does not recognise further losses
urless the Group has incurred obligations or Mmade payments on
behalf of the joint venture or associate,

Unrealised gains and iosses on transactions between the Group and
Its joint venitures and associates are elminated to the extent of the
Group's interest in these entities.

5. Contribution of a subsidiary to an associate or joint venture
- The gain or loss resulting from the contrnibution or sale of a
subsidiary to an associate or a joint venture 1s recognised in full.
Where such transactions do not involve cash consideration,
significant judgerments and estimates are used In determining

the fair values of the consideration received.

Foreign currency translation

1. Functional and presentation currency - Items included in the
financial statements of each of the Group's entities are measured
using the currency of the prirary economic environmenit 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 into the functional currency using the exchange rates
prevailing at the dates of the transactions. Foreign exchange gains
and losses resuling from the setilement of such transactions and
from the translation at year-end exchange rates of monetary assets
and liabilities dencrminated in foreign currencies are recognised in
the Income statement, except when deferred in equity as qualifying
net investment hedges.

3. Group companies - The results and financial position of all Group
companies that have a functional currency different from the
presentation currency are translated into the presentation currency
as follows:

— Assets and habilties are translated at the closing rate at the date
of the baiance sheet

— Income and expenses are translated at average exchange rates

— All resulting exchange differences are recognised as a separate
component of equity.

On consohdation, exchange differences arising from the translation
of the net investrment in foreign entities, and of borrowings and other
currency instruments designated as hedges of such investments, are
taken to shareholders’ equity. The Group treats speafic inter-
company loan balances, which are not intended to be repaid i the
foreseeable future, as part of its net investment. When a foreign
operation is sold, such exchange differences are recognised in the
Income statement as part of the gain or lass on sale
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The principal overseas currency for the Group is the US dollar
The average rate for the year against sterling was $1.24 (2021:
$1.38, 2020: $1.28) and the year-end rate was $1.21 (2021: 1.35;
2020: $1.37).

Property, plant and equipment

Praoperty, plant and equiprment are stated at historical cost less
depreciation. Cost includes the original purchase price of the asset
and the costs attributable to bringing the asset 10 its working
condition for intended use. Land is not depreciated. Depreciation on
other assets 15 calculated using the straight-line method to allocate
their cost less their residual values over their estimated useful lives
as follows:

Buildings (freeheld): 20-50 years

Buildings {leasehold): over the pericd of the lease

Plant and equipment: 3-10 years

The assets' residual values and useful lives are reviewed, and
adjusted if appropriate, at each balance sheet date.

The carrying value of an asset 1s written down to its recoverable
amount if the carrying value of the asset 15 greater than its estimated
recoverable amount.

Investment property

In 2022, the Group classified certain assets as investment property.
Properties that are no longer occupied by the Group and which are
held for operating lease rental are classified as investrnent property.
Investment property assets are carried at cost less accumulated
depreciation and any recognised impairment in value. The
deprecation pales for investrnent property are consistent with
those described for property, plant and equipment

Intangible assets

1. Gaadwill - For the acquisition of subsidiaries made on or after

1 January 2010, goodwill represents the excess of the consideration
transferred, the amount of any non-controlling interest in the
acquiree and the acquisition date fair value of any previous equity
interest (n the acquiree over the farr value of the identifiable net
assets acquired. For the acguisition of subsidiaries made from the
date of transition to IFRS to 31 December 2009, goodwill represents
the excess of the cost of an acquisition over the fair value of the
Group's share of the net identifiable assets acquired. Goodwilt on
acquisitions of subsidiaries is included in intangble assets. Goadwill
on 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 acquired.

Goodwill on acquisitions of associates and joint ventures is included
Innvestments in associates and jont ventures,



Goodwill is tested at least annually for impairment and carred at
cost less sccumulated impairment losses. An impairment loss is
recognised to the extent that the carrying value of goodwill exceeds
the recoverable amount. The recoverable amount is the higher of
fair value less costs of disposal and value inuse These calculations
require the use of estimates in respect of forecast cash flows and
discount rates and significant management judgement in respect
of cash-generating unit (CGU) and ceost allocation; impairment is a
key source of estimation uncertainty and has a significant risk of
resulting in a material adjustment ta the carrying amount of relevant
assets within the next financial year. A summary of these assets by
CGU and a descripticn of the key assumptions and sensitivities 1s
included in note 11.

Goodwill is allocated to aggregated CGUs for the purpose of
impairment testing, The allocation 1s made to those aggregated
CGUs that are expected to benefit from the business combination
in which the goodwill arose. Where there are changes to CGUs,
goodwill 1s reallocated to the new CGUs and aggregauon of CGUs
using a relative value method.

Gains and losses on the disposal of an entity include the carrying
amount of goodwill relating to the entity sold.

2. Acquired software - Software separately acquired for internal
use is capitalised at cost. Software acquired in material business
combinations is capitalised at its far value as determined by an
independent valuer. The assets are assessed for impairment triggers
on an annual basis or when triggering events occur. Acguired
software is amortised on a straight-line basis over 1ts estimated
useful life of between three and eight years.

3. Internally developed software - Internal and external costs
incurred during the preliminary stage of developing computer
software for internal use are expensed as incurred. Internat and
external costs incurred to develop computer sGftware for internal
use during the application development stage are capitatised if
the Group expects economic benefits from the developrment.
Capitalisation in the application development stage begins once
the Group can reliably measure the expenditure attributable to
the software development and has demonstrated its intention to
complete and use the software. Internally developed software is
amortised on a straight-line basis cver its estimated useful ife

of between three and ten years. The assets are assessed for
impairment triggers on an annual basis or when triggering
events occur.

4. Acquired intangible assets - Acquired intangible assets include
customer lists, contracts and relationships, trademarks and brands,
publishing rights, content, technology and software rights. These
assets are capitalised on acquisition at cost and included in intangible
assets Intangible assets acguired in material business combinations
are caprtalised at their fair value as determined by an independent
valuer, The valuation of these assets are a key Source of estimation
uncertainty. Intangible assets are amortised over their estimated
useful lives of between two and 20 years, using an amortisation
method that reflects the pattern of their consumption. The assets
are assessed for impairment triggers on an annual basis or when
triggering events occur.

5, Product development assets - Preduct development assets
represent direct costs incurred in the development of educational
programmes and titles prior to their publication. These costs are
recognised as current intangible assets where the title will
generate probable future economic benefits and costs can

be measured reliably.

Product development assets relating to content are amortised upon
publication of the title over estimated economic lives of seven years
or less, being an estimate of the expected operating lifecycle of the
title, with a hugher proportion of the amortisation taken in the earlier
years, Product development assets relating to product platforms are
amortised over 10 years or less, being an estimate of the expected
useful life.

The assessment of the useful economic life and the recoverabihty
of product development assets involves judgement and is based
on historical trends and management estimation of future
potential sales,

Product devetopment assets are assessed for impairment triggers
on an annual hasis or when triggering events occur. The carrying
amount of product development assets is set cut in note 20.

The investrment in product development assets has been disclosed
as part of net cash generated from operating activities in the cash
flow statement (see note 33).

Other financial assets

Other finanaal assets are non-derivative financial assets classified
and measured at estimated fair value.

Marketable securities and cash deposits with maturities of greater
than three months are classified and subsequently measured at
fair value through profit and loss (FYTPL). They are remeasured at
each balance sheet date by using market data and the use of
established valuation techniques. Any movement in the fair value
is immediately recognised in finance income or finance costs in
the income statement.

Investments n the equity instruments of other entities are
classified and subsequently measured at fair value through other
comprehensive income (FVOC1) Changes in fair value are recorded
in equity in the fair value reserve via other comprehensive income.
On subseguent disposal of the asset, the net fair value gains or
losses are reclassified from the fair value reserve to retamed
earnings. Any dividends received from equity investments classified
as PVOC! are recognised in the income statement untess they
represent a return of capital.

Investments in funds which have a limited life are classified and
subsequently measured at fair value through profit and loss (FVTPL).
Changes in fair value are included within net finance costs within the
income staterment and excluded from adjusted earnings.

Inventories

Inventories are stated at the lower of cost and net realisable value.
Cost is determined using the weighted average method or an
approximation thereof, such as the first in first out (HFO) method.
The cost of finished goods and work in progress comprises raw
materials, direct labour, other direct costs and related praduction
overheads. Net realisable value is the estimated selling price in the
ordinary course of business, less estimated costs necessary to make
the sale. Provisions are made for slow-moving and cbsolete stock.
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Notes to the consolidated financial statements continued

1a. Accounting policies continued

Royalty advances

Advances of royalties to authors are included within trade and other
receivables when the advance Is paid less any provision required to
adjust the advance to its net realisable value. The realisable value of
royalty advances relies on a degree of management estmation in
deterrmining the profitability of individual author contracts. If the
estimated realisable value of author contracts s overstated, this will
have an adverse effect on operating profits as these excess amounts
will be written off.

The recoverability of royalty advances is based upon an annual
detailed management review of the age of the advance, the future
sales projections for new authors and prior sales history of repeat
authors

The royalty advance 1s expensed at the contracted or effective royalty
rate as the related revenues are earned. Royalty advances which will
be consumed within one year are held in current assets. Royalty
advances which will be consumed after one year are held in
non-current assets.

Cash and cash equivalents

Cash and cash equivalents i the cash flow statement include cash in
hand, deposits held on call with banks, other short-term highly liquid
investments with original maturities of three months or less, and
bank overdrafts. Bank overdrafts are included in borrowings in
current liabilities in the balance sheet,

Short-term deposits and marketable securities with maturities

of greater than three months do not qualify as cash and cash
equivalents and are reported as financial assets. Movements on
these financial assets are classified as cash flows from financing
activities in the cash flow statement where these amounts are
used to offset the borrowings of the Group or as cash flows from
investing activities where these amounts are held to generate an
Investment return,

Share capital
Ordinary shares are classified as egurty.

Incremental costs directly attributable to the 1ssue of new
shares or options are shown tn equity as a deduction, net of tax,
from the proceeds.

Where any Group company purchases the company’s equity share
capital (treasury shares), the consideration paid, including any directly
attributable incremental costs, net of income taxes, is deducted from
equity attributable to the company's equity holders until the shares
are cancelled, reissued or disposed of Where such shares are
subsequently sold or reissued, any consideration received, net

of any directly attributable transaction costs and the related

income tax effects, is included in equity attributable to the company’s
equity holders.

Ordinary shares purchased under a buyback prograrnme are
cancelled and the nominal value of the shares Is transferred to
a capital redemption reserve

Borrowings

Borrowings are recogmised initially at fair value, which s proceeds
received net of transaction costs tncurred. Borrowings are
subsequently stated at amortised cost with any difference between
the proceeds (net of transaction costs) and the redemption value
being recognised 1 the income statement over the period of the
berrowings using the effective interest methed. Accrued interest is
included as part of borrowings.

Where a debt instrument s in a fair value hedging relationship,
an adjustment is made to its carrying value in the income statement
to reflect the hedged risk.

Where a debt instrument 15 in a net investment hedge relationship,
gains and losses on the effective portion of the hedge are recognised
1N other comprehensive Income.
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Derivative financial instruments

Derivatives are recognised at fair value and remeasured at each
balance sheet date. The fair value of dervatives is determined by
using market data and the use of established estimation techniques
such as discounted cash flow and option valuation models.

For derwatives in a hedge relationship, the currency basis spread
is excluded from the designation as a hedging instrument.

Changes in the fair value of derivatives are recognised immediately in
finance income or costs, However, derivatives relating to borrowings
and certain foreign exchange contracts are designated as part of a

hedging transaction.

The accounting treatment is surmmarised as follows:

Typical reason
for designation

Reporting of gains
and losses on
effective portion
of the hedge

Reporting of
gains and losses
on disposal

Net investment hedge

The derivative creates a
forelgn currency liability
which s used to hedge
changes in the value of a
subsidiary which
transacts in that
currency.

Fair value hedges
The derivative
transforms the interest
profile on debt from
fixed rate to floating
rate. Changes in the
value of the debt as a
result of changes in
INterest rates and
foreign exchange rates
are offset by equal and
opposite changes In the
value of the derivative,
When the Group's debt
1s swapped to floating
rates, the contracts used
are designated as fair
value hedges.

Recognised in other
comprehensive
income

Gains and losses on
the derivative are
reported in finance
income or finance
costs, However, an
equal and opposite
change is made to
the carrying value of
the debt ta farr
value adjustment’)
with the benefit/
cost reported in
finance income ar
finance costs, The
net result should be
azero charge ona
perfectly effective
hedge.

On the disposal
of foreign
operations or
subsidiaries, the
accumulated
value of gains and
losses reported
in other
comprehensive
income 1s
transferred tc the
income
statement

If the debt and
derivative are
disposed of, the
value of the
derivative and the
debt (including
the fair value
adjustment) are
reset to zero. Any
resultant gain or
Ioss is recognised
in finance income
or finance costs,

These are not
designated as hedging
instruments. Typicaliy,
these are short-term
contracts to convert
debt back to fixed rates
or foreign exchange
contracts where a

natural offset exists

Recognised in the
nceme statement.
No hedge
accounting apples.




Taxation

Current tax 1s recognised at the amounts expected to be paid or
recovered under the tax rates and laws that have been enacted or
substantively enacted at the balance sheet date.

Deferred income tax is provided, using the balance sheet hability
method, on temporary differences arising between the tax bases of
assets and liabilites and their carrying amounts. Deferred income
tax is determined using tax rates and laws that have been enacted or
substantively enacted by the balance sheet date and are expected to
apply when the related deferred tax asset is realised or the deferred
income tax liability is settled

Deferred tax assets are recogmsed to the extent that it is probable
that future taxable profit will be available against which the
temporary differences can be utihsed.

Deferred income tax is provided in respect of the undistributed
earnings of subsidiaries, associates and joint ventures other than
where 1t is intended that those undistnbuted earnings will not be
remitted in the foreseesble future.

Current and deferred tax are recognised it the income statement,
except when the tax relates 1o iterns charged or credited directly to
equity or other comprehensive income, in which case the tax is also
recognised in equity or other cormprehensive income.

The Group is subject to income taxes in numerous jurnsdictions.
Significant judgement is required in determining the estimates in
relation to the worldwide provision for income taxes. There are many
transactions and calculations for which the ultimate tax
determination 15 uncertain during the ordinary course of business
The Group recognises tax provisions when it is considered probable
that there will be a future outfiow of funds to a tax authority. The
provisions are based on managerment's best judgement of the
application of tax legislation and best estimates of future settlement
amounts {see note 7). Where the final tax outcome of these matters
is different from the amounts that were smitially recorded, such
differences will impact the income tax and deferred tax provisions in
the period in which such determination 1s made.

Deferred tax assets and liabllives require management judgerment
and estimation in determining the amounts to be recognised. In
particular, when assessing the extent to which deferred tax assets
should be recognised, significant jJudgement is used when
considering the timing of the recognition and estimation is used to
determine the level of future taxable income together with any future
tax planning strategies (see note 13),

Employee benefits

1. Pensions - The retirement benefit asset and obligation recognised
in the halance sheet represert the net of the present value of the
defined benefit obligation and the fair value of plan assets at the
balance sheet date. The defined benefit obligation is calculated
annually by independent actuaries using the projected unit credit
method. The present value of the defined benefit obligation is
determined by discounting estimated future cash flows using yelds
on high-guality corporate bands which have terms to maturity
approximating the terms of the related liability

When the calculation results in a potential asset, the recognition

of that asset 1s limited to the asset ceiling - that is the present value
of any economic benefits available in the form of refunds from the
plan or a reduction in future contnbunons. Management uses
judgement ta determine the level of refunds available from the
plan in recognising an asset

The determination of the pension cost and defined benefit obligation
of the Group's defined benefit pension schernes depends on the
selection of certain assumptions, which include the discount rate,
inflation rate, salary growth and longevity (see note 25).

Actuarial gains and lasses arising from experience adjustments and
changes in actuarial assumpticns are charged or credited to equity
in other comprehensive income in the period in which they anse.
The service cost, representing benefits accruing over the year, is
included in the income statement as an operating cost. Net interest
15 calculated by applying the discount rate to the net defined benefit
obligation and 15 presented as finance casts or finance income.

Chligations for contributions to defined contribution pension plans
are recognised as an operating expense in the income statement
as incurred.

2. Other post-retirement obligations - The expected costs of
post-retirement medical and life assurance benefits are accrued over
the period of employment, using a similar accounting methodology
as for defined benefit pension obligations. The liabilities and costs
relating to significant other post-retirement obligations are assessed
aninually by independent qualified actuaries.

3. Share-hased payments - The fair value of gptions or shares
granted under the Group's share and opticn plans is recognised
as an employee expense after taking into account the Group's best
estimate of the number of awards expected to vest. Fair value is
measured at the date of grant and is spread over the vesting period
of the option or share, The fair value of the options granted 15
measured using an option model that is most appropriate to the
award. The fair value of shares awarded is measured using the
share price at the date of grant unless ancther method is more
appropriate. Any proceeds received are credited to share capital
and share premium when the options are exercised.

Provisions

Provisions are recogrised if the Group has a present legal or
constructive obiligation as a result of past events; it 1s more likely
than not that an outflow of resources will be required to settle the
obligation and the amount can be reliably estimated. Provisions are
discounted to present value where the effect is material.

Revenue recognition

The Group's revenue streams are courseware, assessments and
sarvices. Courseware includes curniculum materials provided in
book form and/or viz access to digital content. Assessments includes
test development, processing and scoring senvices provided to
governments, educational institutions, corporations and professional
bodies. Services includes the operation of schools, colleges and
universities, as well as the provision of online learning senvices in
partnership with universities and other academic institutions

Revenue is recognised n order to depict the transfer of control

of promised goods and services to customers in an amount that
reflects the consideration to which we expect to be entitled in
exchange for those goods and services, This process begins with

the identification of our contract with a customer, which is generally
through a master services agreement, customer purchase order, or
a combination thereof. Within each contract, judgement is applied to
determine the extent to which actwities within the contract represent
distinct performance obligations to be delivered and the total
armount of transaction price to which we expect to be entitled.
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1a. Accounting policies continued

The transaction price determined is 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 materials or online access with
textbooks, revenue is allocated on the basis of relative standalone
selling prices. Where a contract contains variable consideration,
significant estimation is required to determine the amount to which
the Group is expected to be entitled.

Reveriue is recognised on contracts wath customers when or as
perfarmance obligations are satisfied, which is the period or the
point in time where controt of goods or services transfers to the
customer. Judgement is applied to determine first whether control
passes over time and If not, then the pont in time at which contrel
passes. Where revenue is recogrused over time, judgement is used
to determine the method which best depicts the transfer of
control. Where an input metfiod is used, sigruficant estimation is
required to determine the progress towards delivering the
performance obligation.

Revenue from the sale of books 1s recognised net of a provision for
antwipated returns. This provision s based primarily on historical
return rates, customer buying patterns and retaiter behaviours
including stock levels (see note 24). If these estimates do not reflect
actual returns in futyre periods then revenues could be understated
or overstated for a particular period. When the provision for returns
is remeasured at each reparting date to reflect changes irt estimates,
a corresponding adjustment is alsc recorded to revenue

The Group may enter into contracts with another party In additon to
our customer. In making the determination as to whether revenue
should be recognised on a gross or net basis, the contract with the
customer is analysed to understand which party controls the relevant
good or service prior to transferring to the customer. This judgement
is informed by facts and circumstances of the contract in determining
whether the Group has promised to provide the specified good or
senice or whether the Group is arranging for the transfer of the
specified good or service, including which party is responsible for
fulfilment, has discretion to set the price to the customer and is
responsible far inventery risk. On certain contracts, where the Group
acts as an agent, only commissions and fees receivable for services
rendered are recognised as revenue. Any third-party costs incurred
on behalf of the principal that are rechargeable under the
contractual arrangement are not included in revenue,

Income fram recharges of freight and other activities which are
incidental to the normal revenue-generating activines is ingluded in
other income.

Additional details on the Group's revenue streams are also included
in note 3

Leases
The Group as a lessee

The Group assesses whether a contract is or contains a lease at the
inception of the contract. A contract Is, or contains a lease, if the
contract conveys the right to control the use of an identified asset for
a period of time in exchange for consideration. The Group recognises
a right-of-use asset and a lease hability at the lease commencement
date with respect to all lease arrangerments except for short-term
leases (leases with a lease term of 12 months or less) and leases

of low-value assets. For these leases, the lease payments are
recognised as an operating expense on a straight-ine basis over

the term of the lease.
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The rnight-of-use asset Is initially measured at cost, comprising the
initial amount of the lease liability plus any initial direct costs incurred
and an estimate of costs to restore the underlying asset, less any
lease incentives received. The right-of-use asset is subsequently
depreciated using the straight-line method from the commencement
date to the earlier of the end of the useful Iife of the asset or the end
of the lease term. The Group applies IAS 36 to determine whether a
right-of-use asset is impaired. The lease liability is initially measured
at the present value of the lease payments that are not paid at the
commencement date, discounted using tha interest rate implicit in
the lease or, if that rate cannot be readily determined, the
Incremental borrowing rate. The lease hability is measured at
amortised cost using the effective interest method. It is remeasured
when there is a change in future lease payments arising from a
change in an index or a rate or a change in the Group's assessment
of whether it will exercise an extension or terrmunation option. ¥When
the lease liability is remeasured, a corresponding adjustment i1s made
to the right-of-use asset.

Management uses judgement to determine the lease term where
extensicn and termimation options are available within the lease.

The Group as a lessor

When the Group is an intermediate lessor, the head lease and
sublease are accounted for as two separate contracts. The head
lease is accounted for as per the lessee policy above. The sublease
is classified as a finance lease or operating lease by reference to 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 is classified as a finance lease; all other leases are
classified as opeérating leases. Rental income from cperating leases
is recogrised on a straight-ling basis over the term of the relevant
lease. Amounts due from lessees under finance subleases are
recognised as receivables at the amount of the Group's net
Investment in the leases discounted using the interest rate implicit In
the lease or, if that rate cannat be readily determined, the discount
rate used in the head lease.

Dividends

Final dividends are recorded in the Group's financial staterments in
the period in which they are approved by the company's
sharehclders. Interim dividends are recorded when paid

Discontinued operations

Adiscontinued operation is a component of the Group's business
that represents a separate major line of business or geographical
area of operations that has been disposed of or meets the cniteria
to be classified as held for sale.

When applicable, discontinued operations are presented in the
INcome statement as a separate line and are shown net of tax.

Assets and liahilities held for sale

Assets and liabilities are classified as held for sale and stated at the
lower of carrying amount and fair value less costs to sell (f it 1s highly
probable that the carmying amount will be recovered principally
through a sale transacticn rather than through continuing use

No deprecation 1s charged i respect of non-current assets dlassified
as held for sale. Amounts relating to non-current assets and habilities
held for sale are dassified as discontinued operations in the iIncome
staternent where appropriate,

Trade receivables

Trade recevables are stated at fair value after prowision for bad and
doubtful debts. Pravisions for bad and doubtful debts are based on
the expected credit loss model The ‘simplified approach’ is used with
the expected loss allowance measured at an ameunt equal to the
lifetime expected credit lasses. A prowision for anticipated future
sales returns s included within trade and other habilities (also see
Revenue recognition policy).



1b, Comparative period revisions

In 2022, the Group identified an error related to the dlassification of
certain imvestrnents in unlisted securities. Investrnents that should
have been accounted for at fair vatue through orofit and loss were
previausly accounted for at fair value through other comprehensive
income. The investments are held at fair value within other financial
assets on the balance sheet. Having assessed Doth the quanititative
and qualitative factors, the Group has determined that the error did
not have a material impact on its previously Issued censolidated
financial statements. However, the camparative financial statement
line items have been corrected to reflect the change in accounting
treatment. The fan value movements are now recorded within finance
income, rather than within other comprehensive income. All impacted
primary staterments and related notes have been restated.

For the year ended 31 December 2021, the revision has resulted in
anincrease in finance income and a corresponding increase in profit
before tax of £20m, a reduction in the income tax benefit of £2m, an
increase in profit for the year and profit for the year attributable to
equity holders of the company of £18m, a decrease in the far value
gain on other financial assets through other comprehensive income
of £20m with an increase in the attributable tax of £2m, resulting in a
decrease in other comprehensive income for the year of £18m, and
no change in total comprehensive income for the year, all as
compared to amounts previcusly reported.

For the year ended 31 December 2020, the revision has resulted in
anincrease in finance income and a corresponding increase in profit
before tax of £26m, an increase in income tax expense of £6m, an
increase in profit for the year and profit for the year attnbutable to
equity holders of the company of £20m, a decrease in the fair value
gain on other financial assets through other comprehensive income
of £26m with an increase in the attributable tax of £6m, resultingin a
decrease in other comprehensive income for the year of £20m, and
no change in total comprehensive income for the year, all as
compared to amounts previously reported.

The impact on both basic and diluted earmings per share attributable
to equity holders of the company is an increase of 2 4p for 2021 and
2.7p for 2020.

The restaternent had no balance sheet impact except within equity.
Opening retained earnings as at 1 January 2020 have increased by
£31m and closing retained earnings as at 31 December 2020 have
increased by £57m and an equivalent decrease has been recorded
to the cpening and closing fair value reserve. Closing retained
earnings at 31 December 2021 has increased by £37m and an
equivalent decrease has been recorded to the closing fair value
reserve. The restatement has no impact on the carrying amount of
other financial assets in the balance sheet and has no impact on
reported net assets, cash flows or total equity. Accordingly, an additional
balance sheet as at 1 January 2020 has not been presented

The fair value movemerits now presented in the income statements
are excluded from adjusted measures as described in note 8, as a
result there is no iImpact to any adjusted measures,

1¢. Going concern

in assessing the Group’s ability to continue as a gaing concern for the
penod ta 30 June 2024, the Board reviewed management’s four-year
plan, which was used as the base case. The review included available
liquidity throughout the period and headroom against the Group's
two main covenants, which reguire net debt to EBITDA to be a
maximurm of four times and interest cover to be at least three times.

At 31 December 2022, the Group had available liguidity of £1.4bn,
comprising central cash balances and its undrawn $1.19bn Revolving
Credit Facility (RCF). In February 2023, the maximum RCF facility size
was reduced to $1bn and the model used reflects this change.
Significant liquidity and covenant headroom was observed
throughout the assessment period in this base model.

A severe but plausible scenario was analysed, where the Group is
impacted by all principal risks in both 2023 and 2024, adjusted for
probability weighting as well as other significant risks. For this and
other downside scenanos tested, the acquisition of PDRI is assumed
to be completed and a further capital allocation outflow of £350m s
modelled. In the severe but plausible scenaric, adjusted operating
profit1s reduced by arcund 30%, with a similar impact on cperating
cashflow. Significant iguidity and covenant headroom was observed
throughout the assessment period even before any mitigation
actions which management would take if these downside risks were
to crystalse.

A reverse stress test was performed to identity the reduction in profit
required to cease to be a going concern at or before 30 june 2024.
This was achieved in the model through a covenant breach in June
2024 triggering repayment of the Group's debts. The model showed
that operating losses were required, with profits reduced by around
£750m per year in bath 2023 and 2024. This significantly exceeded
the severe but plausible downside scenario. The Directors consider
this reverse stress test scenario to be implausible.

The Directors have confirmed that there are no material
uncertainties that cast doubt on the Group's going concern status
and that they have a reasonable expectation that the Group has
adequate resources to continue in operational existence beyond
30 June 2024 The consolidated financial staterments have therefore
been prepared on a going concern basis

1d. Climate change

The Group has assessed the impacts of climate change on the
Group's financial staternents , including our commitment to achieving
net zero by 2030, and the actions the Group intends to take o
achieve those targets. The assessment did not identify any material
impact on the Group's significant judgements or estimates at 31
Decemnber 2022, or the assessment of going concern for the period
10 June 2024 and the Group's viability over the next four years.
Specifically, we have considered the following areas:

— The physical and transition risks associated with climate change,
and

— The actions the Group is taking to rmeetits carbon reduction and
net zero targets.

As a result, the Group has assessed the impacts of climate change on
the financial staternents, and in particular, on the following areas:

— Theimpact on the Group's future cash flows, and the resulting
irpact that such adjustments to our future cash flows would
have on the outcome of the annual impairment testing of our
goodwill balances (see note 11 for further details), the recognition
of deferred tax assets and our assessment of going concern;

— The carrying value of the Group's assets, in particular the
recoverable amounts of inventaries, product development assets,
intangible assets and property, plant and equipment; and

— Any changes to our estrmates of the useful economic lives of
product development assets, intangible assets and property,
plant and equipment.
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2. Segment information

On 8 March 2021, the Group announced a new strategy, which included a new management structure and operating model. As a result, the primary
operating segments reported to the Group’s chief operating decision-maker. the Pearson Executive Management team, changed from 1 July 2021 o
reflect the new Group structure. There are five main global busmess divisions, which are each considered separate operating segments for
management and reporting purposes. These five divisions are Assessment & Qualfications, Virtual Learning, English Language Learning, Higher
Education and Workforce Skills. In addition, the International Courseware local publishing businesses, which were under strategic review, were being
managed as a separate dmsion, known as Strategic Review. In 2022, some of the businesses from the Strategic Review division have been disposed of
{(see note 31) and the decision was made to retain the English-speaking Canadian and Australian K12 courseware businesses. Both of these businesses
have been transferred from the Strategic Review division to the Assessment & Qualifications division to reflect changes to the management and
reporting structure. Comparative figures for 2021 and 2020 have been restated to reflect the move between segmerits, resulting in £34m of sales
being transferred from the Strategic Review division to the Assessment & Qualifications division in 2021 and £36m in 2020. The Group has separately
disclosed the results from the Penguin Random House associate to the point of disposal in April 2020.

The following describes the principal activities of the five main operating segments:

— Assessment & Qualifications - Pearson YUE, US Student Assessment, Chrical Assessment, UK GCSE and A Levels and International academic
qualifications and associated courseware including the English-speaking Canadian and Australian K-12 businesses;

— Virtual Learning - Virtual Schools and Online Program Management;

— English Language Learning - Pearson Test of English, Institutional Courseware and English Online Sclutions;

— Workforce Skills - BTEC, GED, Talentlens, Faethm, Credly, Pearson College and Apprenticeships; and

— Higher Education - US, Canadian and international Higher Education Courseware businesses.

For more detail on the services and products incduded in each operating segment, refer to the strategic repart.

2022
English Penguin

Assessment & Virtual Language  Workforce Higher Strategic Random
All figures in £ millions Notes Qualifications Learning Learning Skilis Education Review House Group
Sales 3 1444 820 321 204 898 154 T 3.841
Adjusted aperating prafit 258 70 25 ) o1 15 - 456
Cost of major restructuring (39) (29) an 7) {63) {n - {150)
Intangible charges (14} 21) (6) 12) (3) - - {56}
UK Pension discretionary
increases [4)] - - (3)
Other netgainsandlosses @ {2 (1M, - - 39 - 24
Operating profit/(loss) 24 53 - 271
Finance costs 6 71
Finance income 6 0oL -
Profit before tax 323
Incorne tax e e e D)
R L 244
Other segment items
Share of results of joint ventures
and associates 12 - 2) 4 M - - - 1
Depreciation and impairment 10 63 £ 7 6 26 3 - 136
Amortisaltion and impairment 11,20 139 77 44 27 175 20 - 482
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2021

English Penguin
Assessment & Mirtual Language Workforce Higher Strategic Randarn
All figures in £ millions Notes Qualifications | earning | earnin Skills tducauon Review House
Sales _ I ]
Adjusted operating profit 219 32 15 27 73 19 - 385
Cost of major restructuring (48) (48) [27) (28) 63} - - 214)
Intangible charges (13} (25} (3) (7 (2) (M - (51
Other net gains and losses - - - @ - &8s - 83
Operatingprofiti(lossy - 158 (41) () (10) B g2 133
Finance costs 6 (68)
Financencome B2
Profit before tax . 177
Income tax 7 1

Gther segment items
Share of results of joint ventures

and associates 12 - () 3 N - - - 1
Depreciation and impairment 10 92 48 14 9 63 15 - 241
Amartisation and impairment 11, 20 134 &7 34 25 165 21 - 448
1 Compdratve balances have been restated o reflec: the move hetween operanig segments,
2020
Enghsh Penguin
Assessment & Virtual Language Workforce Higher Sl ategic Random
All figures in £ millions Mnfes Qualifications Learrmg | earning Skills Eduganon Review Hause Group’

Ad]UStEd operatimg proﬂt S ‘\47 29 ‘\- ‘ 26 93 16 1 313
Cost of major restructuring - - - - - - _ -
Intangthle charges (29) (30) {7 (8) (3) {3) - 180}
Other net gains and losses R R . S, e, (C 180 178
Operating profit/(loss) HS (1) (6) 18 90 1Nl 181 411
Finance costs 6 (107
Finance incorme 6 A 2
e e
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, (=0)
L33
Other segment items
Share of results of joint ventures
and associates - - 4 - - - 1 5
Depreciation and impairment 53 21 7 5 28 11 - 125
Amortisation and impairment 154 64 34 24 167 29 - 472

1 Compardrive balances have beenrestated to reflect the move between operating segments
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2. Segment information continued

There were no matenal inter-segment sales in either 2022, 2021
or 2020

Corporate costs are allocated to business segments on an
appropnate basis depending on the nature of the cost and therefore
the total segment result is equal to the Group operating profit.

For additional detailed information on the calculation of adjusted
operating profit as shawn in the above tables, see pages 215-219
{Finanaial key performance indicators).

Adjusted operating profit is shown in the above tables as it is

the key financial measure used by management to evaluate the
performance of the Group. The measure aiso enables investors to
more easily, and consistently, track the underlying operational
performance of the Group and its business segments gver tme by
separating out those items of income and expenditure relating to
acquisition and disposal transactions, major restructuring
programmes and certain other items that are also not representative
of underlying performance, which are explained below and
reconciled in note 8.

Cost of major restructuring - In August 2022, the Group annaunced
a rmajar restructuring programme ta run in 2022, The programme
includes effiaencies in preduct and content, support costs,
technology and corporate property. The restructuring costs in 2022
of £150m mainly relate to staff redundancies and impairment of
right-of-Use property assets. In 2021, restructuring costs of £214m
mainly related to the impairment of rght-of-use property assets, the
write-down of product development assets and staff redundancies.
The 2022 charge includes the impact of updated assumptions
related to the recoverability of right-of-use assets made in 2021. The
costs of these restructuring programmes are sigruficant encugh to
exclude from the adjusted operating profit measure so as to better
highlight the underlying performance (see note 4), There was no
major restructuring in 2020.

Intangible charges - These represent charges relating to intangibles
acquired through business combinations. These charges are
excluded as they reflect past acquisition activity and do not
necessarily reflect the current year performance of the Group

The Group cperates in the following main geographic areas:

Intangible amortisation charges in 2022 were £56m compared to a
charge of £51miin 2021. This is due to increased amortisation from
recent acquisitions which is partially offset by a reduction in
amortisation from intangible assets at the end of their useful life and
recent disposals. In 2022 and 2021, intangible charges included no
impairment charges. In 2020, intangible charges were £80m
including impairment charges of £12m

Other net gains and losses - These represent profits and losses on
the sale of subsidiaries, joint ventures, associates and other financial
assets and are excluded from adjusted operating profit as they
distort the performance of the Group as reported on a statutory
basis. Other net gains and losses also includes costs related to
business closures and acquisitions, Other net gains and losses in
2022 relate to the gains on the disposal of our international
courseware local publishing businesses in Europe, French-speaking
Canada and Hong Kang and a gain anising on a decrease in the
deferred consideration payable on prior year acquisitions, offset by a
loss on dispasal of our international courseware local publishing
businesses in South Africa due to recycling of currency translation
adjustments and costs related to disposals and acguisitians, Other
net gains and losses in 2021 largely related to the disposal of PIHE
and the disposal of the K12 Sistemas business in Brazil offset by
costs related to the acquisition of Faethm and the wind down of
certain strategic review businesses. In 2020, they largely relate to
the sale of the remaining interest In Penguin Randormn Heouse
(£180m gain).

UK pension discretionary increases - Charges in 2022 relate to
one-off pension increases awarded to certain cohorts of pensioners
in response ta the cost of living crisis.

Adjusted operating profit should not be regarded as a compiete
picture of the Group’s financial performance. For example, adjusted
operating profit includes the benefits of major restructuring
programmes but excludes the significant associated costs, and
adjusted operating profit excludes casts related to acquisitions, and
the amortisation of intangibles acquired in business combinations,
but does nat exclude the assoaated revenues, The Group's definition
of adjusted operating profit may not be comparable to other similarly
titled measures reported by other companies

Saley Non-curent assets
All Tigures in £ milions 2022 2021 2020 2022 2021
UK 424 355 313 527 578
Other European countries 192 249 216 192 122
us 2,668 2182 2,335 2,333 2,034
Canada 110 111 N 243 217
Asia Pacific 290 359 251 200 190
Other countries 157 172 185 17 18
Total 3,841 3,428 3397 3,512 3,159

Sales are allocated based on the country in which the customer is located This does not differ matenally from the location where the order is recerved.
The geographical spiit of non-current assets is based on the subsidiary's country of domicile. This s not materially different to the location of the assets.
Non-current assets comprise investment property, property, plant and equipment, intangible assets and investments in joint ventures and associates.

150 Pearson plc Annual report and accounts 2022



3. Revenue from contracts with customers

The following tables analyse the Group's revenue streams. Courseware includes curnculum materials provided in book form and/or via access

to digital content. Assessments includes integrated test development, processing and scoring services provided to governments, educational
institutions, corporations and professional bodies. Services includes the operation of schools, colleges and universities, including sistemas in Brazil,
until disposed, as well as the provision of online learning services in partnership with universities and other academic institutions. Corparative figures
for 2021 and 2020 have been restated to reflect the move between segments.

The Group derived revenue from the transfer of goods and services over time and at a pont in time in the following major product lines:

2022
English
Assessment & Virtual Language Workforce Higher Strategic

All figures in £ millivis Quallfications Learning Learning skills Education Review Total
Courseware )
Products transferred at a pointin time 64 - 110 2 302 148 626
Products and services transferred over ime OSL - A T ses I 640

S 85 - 135 2 890 154 1,266
Assessments
Products transferred at a point in time 169 - 5 14 - - 188
Products and services transferred over time 1090 So.....138 oM ] T 1,470

1359 777777777 - 143 156 - - 1,658
Services
Products transferred at a point in time - - 29 - - - 29
Products and services ransferred overtime T 820 . 14 4% 8 T 588
e - .80 4 4 8 S 917
Total 1444 820 321 204 898 154 3,841

2021
English
Assessment & Yirtual L anguage Workforce Higher Strategic

All figures in £ millions Osalific ations, Leatning Learning Skilts tducanon Review Toal
Courseware 7T
Products transferred ar a pointin nme A2 - 108 - 283 180 634
Products and services transferred over time: 30 T 2B BT 83

T 92 - 135 - 841 197 1,265
Assessments
Products transferred at a point in time 173 - 6 6 - - 195
Products and senices SO~ S L S-S L1 <

- 78 135 : - 1,356
Services
Products transferred at a point in time - - 22 - - 14 36
Products and senvices transferred over time - 713 3 3 8 TT8B
Total T 1 238713 ----------------- 238 172 849 --------- 218 3.428
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3. Revenue from contracts with customers continued

7070
Enghsh
Assessment & Virrual Language Workrorce Higher Strategic
All figures in £ rrulhions Qualifications | earning Learming Skills Educatan Renwiow Toral
Coursev;é;é ------------------------------
Products transferred at a point in time 66 - 106 - 313 185 670
Products and services transferred overtme 2T T s T 630 L= 696
93 - 130 - 943 200 1,366
Assessments
Products transferred at a point in time 138 - 3 7 - - 148
Produdts and services transferred over time. 887 - L N I T BT
1,025 - 64 130 - - 1,219
Services
Products transferred at a point in time - - 22 - B 22 44
Products and services transferred overtime S SO S L= S CL - 708
O — LB ka3 B 0. 812,
Total . 1,118 692 218 163 956 250 3,397

a. Nature of goods and services

The following is a description of the nature of the Group's
performance obligations within contracts with custorers broken
down by revenue stream, along with significant judgements and
estimates made within each of those revenue streams.

Courseware

| Key areas of estimation

The level of provisions required for anticipated returns is
estimated based on historical expernence, customer buying
patterns and retailer behaviours including stock levels.

Revenue is generated from customers through the sales of print and
digital courseware materials 1o schools, bookstores and direct to
individual learners. Goods and services may be sold separately

or purchased together in bundied packages The goods ang
services included in bundled arrangements are considered distinct
performance obligations, except for where Pearson provides both a
hcence of intellectual property and an ongoing hosting service.

As the licence of intellectuat property is anly available with the
concurrent hosting service, the licence is not treated as a distinct
performance obligation separate from the hosting service.
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The transaction price 1s allocated between distinct performance
cbligations on the basis of therr relative standalone selling prices

I determining the transaction price, variable cansideration exists

in the form of discounts and anticipated returns Discounts reduce
the transaction price on a given transaction. A provision for
anticipated returns is made based primarily on historical return rates,
customer buying patterns and retaller behawviours including stock
levels (see note 24). if these estimates do not reflect actual returns in
future periods then revenues could be understated or overstated for
a particular pericd. Variable consideration as descnbed above is
determined using the expected value approach, The sales return
hability at the end of 2022 was £53m (2021: £83m; 2020: £86m). This
represents 8% of courseware sales transferred at a point in time,

While payment for these goods and services generally occurs at the
start of these arrangements, the length of time between payment
and delivery of the performance obligations is generally short-term in
nature or the reason for early payment relates to reasons other than
financing, Including customers secunng a vendor in a longer-term
arrangement or the transfer of goods or services is at the discretion
of the customer. For these reasons and the use of the practical
expedient on short-term finanaing, significant finanang components
are nat recognised within Courseware transactions.



Ravenue from the sale of physical books is recognised at a point in
time when control passes. This is generally at the point of shipmeant
when title passes to the customer, when the Group has a present
right to payment and the significant rsks and rewards of ownership
have passed to the customer, Revenue from physical books sold
through the direct print rental method is recognised over the rental
period, as the customer is simultaneously receiving and consuming
the benefits of this rental service through the passage of time.

Revenue from the sale of digital courseware products 1s recognised
on a straight-line basis over the subscription period, unless hosted
by a third-party or representative of a downloadable product, in
which case Mcarson has no cngoing obligation and recugises
revenue when control transfers as the customer is granted access to
the digital product.

Revenue from the sale of 'off-the-shelf software is recognised on
delivery or on installation of the software where that 1s a condition
of the contract. In certain Qrcumnstances, where installation is
complex, revenue is recognised when the custorner has completed
their acceptance procedures,

Assessments

Revenue is primarily generated frorm multi-year contractual
arrangements related to large-scale assessment delivery, such as
contracts to process gualifung tests for individual professions and
government departments, and is recognised as performance cccurs.
Under these arrangements, while the agreement spans multiple
years, the contract duration has been determined to be each

testing cycle based on contract structure, including clauses
regarding termination.

While in some cases the customer may have the ability to terminate
during the term for convenience, significant financial or qualitative
barriers exist limiting the potential for such terminations in the
middle of a testing cycle.

Wwiathin each testing cycle, a variety of service activities are performed
such as test administration, delivery, scoring, reporting, item
development, operational senvices and programme management
These services are not treatad as distinct in the context of the
customer contract as Pearson provides an integrated managed
service offering and these activities are accounted for together as
one comprehensive performance obligation.

within each testing cycle, the transaction price may contain both
fixed and variable amounts. Variable consideration within these
transactions primarily relates to expected testing volumes to be
delivered in the cycle. The assumptions, risks and uncertainties
inherent to long-term contract accounting can affect the amounts
and timing of revenue and related expenses reported. Variable
consideration is measured using the expected value method, except
where amounts are contingent upon a future event's occurrence,
such as performance hontses Such event-driven contingency
payments are measured using the most likely amount approach. In
estimating and constraining variable consideration, historical
experience, current trends and local market conditions 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 is
reasanably removed.

Customer payments are generally defined in the contract through a
payment schedule, which may require customer acceptance for
services rendered. Pearson has a history of providing satisfactory
services which are accepted by the customer. While a delay between
rendering of services and payment may exist, payment terms are
within 12 months and the Group has elected to use the practica
expedient available in IFRS 15 ‘Revenue from Contracts with
Customers’ and not identfy a significant financing component

on these transactions.

Revenue is recognised for Assessment contracts over time as the
customer 1s benefiting as performance takes place through a
continucus transfer of control to the customer, [his continuous
transfer of control to the customer is supported by clauses in the
contracts which may allow the customer to terminate for
convenience, compensate us for work performed to date, and take
possession of wark In process.

As control transfers over time, revenue is recognised based on the
extent of progress towards completion of the perfermance
obligation. The selection of the method to measure progress towards
completion requires judgement and is based on the nature of the
services provided. Revenue is recognised on a percentage of costs
basis. calculated using the proportion of the total estimated Costs
incurred to date. From 2021, the proportion of estimated costs
incurred to date was primarily based on historical cost analysis for
similar groups of contracts, with regular true-ups to contract Costs
throughout the contract period. Previously, the proportion of
estimated costs incurred to date was based on individual contract
analysis. The change in input methodology did not result in a material
impact cn revenue recognition. Percentage of completion is used to
recogrise the transfer of controf of services provided as these
services are not provided evenly throughout the testing cycle and
invalve varying degrees of effort duning the contract term.

Losses on contracts are recognised in the period in which the loss
first becomnes foreseeable. Contract losses are determined to be the
amount by which estimated total costs of the contract exceed the
estimated total revenues that will be generated.

In Assessments contracts driven primarily by transactions directly to
end users, Pearson’s main obligation to the customer involves test
delivery and scoring. Test delivery and scoring are defined as a single
performance ocbligation delivered over time whether the test is
subsequently manually scored or digitally scored on the day of the
assessment. Customers may also purchase print and digital
supplemental materials. Print products in this revenue stream are
recognised at a point in time when contrel passes to the customer
upon shipment. Recognition of digital revenue will occur based on
the extent of Pearson's ongeing hosting obligation.
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3. Revenue from contracts with customers continued

Services

Revenue 15 primarily generated from multi-year contractual
arrangements related (¢ large-scale educational service delivery
to academic institutions, such as schools and higher education
universities. Under 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 termination. While in some cases the
customer may have the ability to terminate duning the term for
convenience, significant financial or qualitative barriers exist
limiting the potential for such terminations in the midgle of an
academic period. The academic period for this customer base is
narmally an academic year for schools and a semester for higher
education unjversities.

Within each academic period, a vanety 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 customer contract as Pearson provides
an integrated managed service offering and these activities are
accounted for together as a comprehensive performance cbligation.

Where Services are provided to university customers, volume and
transaction price are fixed at the start of the semester, Where
Senaices are provided 1o school customers, the transaction price may
contain both fixed and variable amounts which require estimation
during the academic period. Esumation is required where
consideration 1s based upon average enrclments or other metrics
which are not known at the start of the academic year Variable
consideration 1s measured using the expected value method
Historical experience, current trends, local circumstances and
customer-specific funding formulas are considered in estimating and
constraining variable cansideration. To the extent that a higher
degree of uncertainty exists regarding variable consideration, these
amounts are excluded from the transaction price and recogrised
when the uncertainty is reasonably removed.
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Customer payments are generally defined in the contract as
occurring shortly after invoicing, Where there is a longer payment
term offered to a customer through a payment schedule, payment
terms are within 12 months and the Group has elected to use the
prachcal expedient available in IFRS 15 and not identify a significant
financing component on these transactions.

Revenue is recognised for Service contracts aver time as the
customer is benefiting as performance takes place through a
continuous transfer of control to the customer, This continuous
transfer of control to the customer is supparted by clauses inthe
contracts which may allow the customer to terminate for
convenience, compensate for work performed to date, and take
possession of work in process.

As control transfers over time, revenue is recognised based on

the extent of progress towards completion of the performance
obligation. The selection of the method to measure progress towards
completion requires Judgement and 15 based on the nature of the
products or services provided. Within the comprehensive service
abligation, the timing of services occurs relatively evenly over each
academic period and, as such, time elapsed is used to recognise the
transfer of control to the custorner on a straight-line basis,

Losses on contracts are recognised in the peniod in which the loss
first becomes foreseeable. Contract losses are determined to be the
amount by which estimated total costs of the contract exceed the
estimated total revenues that will be generated

In cases of opticnal or add-on purchases, institutions may purchase
physical goods priced at their standalone value, which are accounted
for separately and recognised at the point in ime when control
passes to the customer upon shipment.

b. Disaggregation of revenue

The tables in notes 2 and 3 show revenue from contracts with
customers disaggregated by operating segment, geography and
revenue stream. These disaggregation categories are appropriate as
they represent the key groupings used in managing and evaluating
underlying performance of sach of the businesses. The categories
also reflect groups of similar types of transacuonal characteristics,
among similar custormers, with similar accounting conclusions.



¢. Contract balances

Transactions within the Courseware revenue stream generally entail customer billings at or near the contract's inception and accordingly Courseware
deferred income balances are primarily related to subscription performance obligations to be delivered over time.

Transactions within the Assessments and Services revenue streams generally entail customer billings over ime based on peniodic intervals, progress
towards milestones or enrolment census dates As the performance obligations within these arrangements are delivered over time, the extent of
accrued income or deferred income will ultimately depend upon the difference between revenue recognised and bilhings to date.

Refer to note 22 for opening and closing balances of accrued income. Refer to nate 24 for opening and closing balances of deferred income. Revenue
recognised during the period from changes in deferred income was driven primarily by the release of revenue over time from digital subscriptions.

d. Contract costs

The Group capitalisés incremental costs to obtain contracts with customers where it 15 expected these costs will be recoverable. incremental costs to
obtain contracts with customers are considered those which would not have been incurred if the contract had not been obtained For the Group,
these costs relate primarily to sales commissions. The Group has elected to use the practical expedient as allowable by IFRS 15 whereby such costs will
be expensed as incurred where the expected amortisaton period 1S one year or less. Where the amortisation period is greater than one year, these
costs are amortised over the contract term on a systematic basis consistent with the transfer of the underlying goods and services within the contract
to which these costs relate, which will generally be on a rateable basis,

The Group does not recognise any material costs to fulfil contracts with customers as these types of activities are governed by other
accounting standards,

There were no deferred contract costs in 2022, 2021 or 2020.

€. Remaining transaction price
The below table depicts the remaining transaction price on unsatisfied or partially unsatisfied performance obligations from contracts with customers.

2022
Total
remaining
Deferred Committed transaction 2025
All figures n £ rmilhions Sales income sales price 2023 2024 and later
Courseware
Products transferreg at a pont in time 626 1 - 1 1 - -
Products and services transferred overtime 640 9 T 38 S8 M 2
Assessments
Products transferred at a point in time 188 - - - - - -
Prodicts and senic 734 524 2086 4
Services
Products transferred at a point in time 29 - - - - - -
Products and services transferred over time —
subscriptions 351 20 7 27 27 - -
Products and services transferred over time - other
ongoing performance ooligatiors . O LA S ==, E .
Total 3,841 400 704 1,104 855 220 29
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3. Revenue from contracts with customers continued

2021
Total
remaining
Deterred Comritted  transachan 2024
All figures in £ millions Sales Income sales price 2022 2023 anid |ater
Courseware
Products transferred at a point in time 634 1 - 1 1 - -
Products and services transferred overdme 631 B T B8O M 22
Assessments
Products transferred at a pont intime 195 - - - - - -
Products and senvices transferred over time ] 1 25 M2 897 °03 M3
Services
Products transferred at a point in time 36 - - - - - -
Products and services transferred over time - subscriptions 290 13 10 23 23 - -
Products and services transferred over time - ather ongoing
performance OBIBELONS e, o8 24220 a2 - e
Total 3,428 386 672 1,058 831 202 25
2020
Tgtaf
ermainiig
Deterred Committed ransactian 2023
All figuresin § millions Sales inLame sales price 20M 2007 and later
Courseware
Preducts transferred at a point in time 670 - - - - - -
Products and services transferred over time 896 105 . 1w LN 84 14 21
Assessments
Products transferred at a pont in time 148 1 - 1 1 - -
Prodycts and services transferred over bme LECEA N A7 a3 630 426 203 A
Services
Products transferred at a point in nme a4 - - - - -
Products and services transferred over time - subscriptions 323 18 10 28 27 1 -
Products and services transferred over time - other ongoing
performance obligations e a5 18 18 213 . 213 T T
Total 3,397 359 632 91 75 218 22

Committed sales amounts are equal to the transaction price from contracts with customers, exciuding those amounts previously recognised
as revenue and amounts currently recognised in deferred income, The tota! of committed sales and deferred income is equal to the remaining
transaction price. Time bands stated above represent the expected uming of when the remaining transaction price will be recognised as revenue.
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4. Operating expenses

Allfigures in £ mifions 2022 2021 2020
By function:

Cost ofgoodssod 2,046 1,747 1,767
Operating expenses

Distribution costs 61 062 59
Selling, marketng and product development costs 564 521 572
Admirustrative and cther expenses 823 802 816
Restructuring costs 150 214 -
Other income (49) 37 45}
Total net operating expenses 1,549 1,562 1,402
Othernetgainsandlosges (24) (63) {178)
Total 3,571 3246 2,991

Other income includes freight income and sublet income. Included in administrative and other expenses are research and efficacy costs of £10m
{(2027: £12m; 2020: £17rm). Other net gains in 2022, largely relate to the gain on the sales of certain businesses (see note 31) and a gain anising on a
decrease in the deferred consideration payable on prior year acquisitions, offset by costs related to disposals and acquisitions. In 2021, other net gains
and losses largely relate to the sale of interests in PIHE in South Africa and the school business 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 August 2022, the Group announced @ major restructuring programme to run in 2022, The programme includes efficiencies in product and content,
support casts, technology and corporate property. The restructuring costs i 2022 of £150m mainly relate to severance and impairment of right-of-use
property assets. In March 2021, the Group announced a rmajor restructuring programme to run in 2021, principally comprising the reorganisation

of the Group into five glabal business divisions and the simplification of the Group's property pertfolio. The costs of these programmes have been
excluded from adjusted operating profit so as to better highiight the underlying performance (see note 8). An analysis of major restructuring casts

are as follows’

Al figures in £ millians 2022 2021 2020
By nature:

Product costs 1 19 -
Employee costs 73 32 -
Depreciation and impairment of non-current assets 51 145 -
Property and facilities 7 1 -
Technology and communications 1 E -
Professional and outsourced services 7 4 -
Total restructuring - operating expenses 150 214 -
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4. Operating expenses continued

Allfigures in £ millions

By nature:

Royalties expensed

Other product costs

Employee benefit expense

Contract labour

Employee-related expense

Promaotional costs

Degpreciation and impairment of property, plant and equipment and investment property
Amortisation and impairment of intangible assets - product development
Amortisation and impairment of intangible assets - software
Amortisation and impairment of intangible assets - other

Property and facilities

Technology and comnmunications

Professional and outsourced services

Other general and administrative costs

Costs capitalised

Other net gains and losses

Other income

5

10
20
11
11

2022 2021 2029
194 185 191
412 353 349
1,605 1,365 1,337
73 69 67
52 21 30
268 239 233
136 241 125
303 279 280
125 17 12
54 50 80
102 124 85
221 215 216
501 477 498
76 58 7
(478) (447) (460)
(24) (63) (178)
(49) Gn 5)
3,571 3246 2,991

During the year the Group abtained the following services from the Group's auditors, which changed to EY in 2022 and was PwC in 2021 and 2020

All figires, in £ millions 2022 2021 2020
The audit of parent company and consolidated financial statements 4 5 5
The audit of the company's suosidiaries ] LS S 2.
Total audit fees 7 7 7
Audit-related and other assurance services - - -
ey MOn U SIS e T S -
Total other services - - -
Total non-audit Services e T T -
""""""""""""""""""""""""" 7 7 7
Reconaihation between audit and non-audit service fees is shown below:
Allfigures in £ millions 2022 2021 2020
Group audit fees including fees for attestation under section 404 of the Sarbanes-Oxley At 7 7 7
O U S et et o — -
7 7 7

Total

Fees for attestation under section 404 of the Sarbanes-Oxley Act are allocated between fees payable for the audits of consolidated and

subssidiary accounts.
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5. Employee information

Al figures i £ millions Nores 2022 2021 2020

Employee benefit expense

Wages and salaries (including termination costs) 1,382 1,180 1,152
Social security costs 113 95 96
Share-based payment costs 26 35 28 29
Retirement benefits - defined contribution plans 25 46 37 47
Retirement benefits - defined benefit plans 25 29 25 13
Total 1,605 1,365 1,337

An additicnal £3m of share-based payment costs (2021: £nil; 2020: £nil) in respect of remuneration for post-acquisition senvices for recent acquisitions
Is included in other net gains and losses in the income statement

The details of the emolurments of the Directors of Pearson plc are shown in the report on Directors' remuneration,

Average number employed 2022 021 2020

Employee numbers

UK 3,244 33585 3304
Other European countries 809 878 886
Us 11,357 11,757 11,432
Canada 522 593 648
Asta Pacific 3,369 2,738 2812
Other countries 1137 1,383 2,109

Total 20,438 20,744 21,191

6. Net finance costs

Allfigures in g midlions Notes 2022 2021 20200

Interest payable on financial liabilities at amortised cost and associated derivatives (32) (30} (31
Interest on lease Lahilities (25) 27) (41)
Net foreign exchange Insses - - 6)
Interest on deferred and contingent consideration (5) - -

Interest on tax pProvisions ) (11} 0]
Derivatives not in a hedge relationship o (2) - (22)
Finance costs @ (68) (107
Interest receivable on financial assets at amortised cost 18 5 9

Interest on lease receivables 5 6 9

Net finance income in respect of retirement benefits 25 9 4 3

Fair value remeasurement of disposal proceeds - 6 26

Fair value movements on investments held at fair value 28 20 26

Net foreign exchange gains 1 1 -

Interest on tax provisions 35 - -

Derivatives not in a hedge relationship 20 -

Finance income 62 76

Net finance income/{costs) {€) (31)
Analysed as:

Net interest payable reflected in adjusted earnings (1 (57 (61
QOther net finance income 53 51 30

Net finance income/(costs) 52 {6) (31)

1. Comnparative balances have beenrestated  see Note 1b

Net movement in the fair value of hedges is further explained in note 16. Derivatives not in a hedge relationship include fair value movements in the
interest rate and cross-currency interest rate swaps. For further infermation on adjusted measures above, see note 8.
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7. Income tax

All figures in £ millions Nestes 2022 2021! 202¢!
Current tax

Charge in respect of current year (127} (103) (18)
Adjustments in respect of prior years e VB a4
Total currenttaxcharge (109) (115) (14
Deferred tax

In respect of temporary differenices 29 103 (34)
Other adjustments in respect of pror years e L L= B— (2
Totaldeferred taxcredit/(charge) B 0 16 (36)
Total tax (charge)/credit (79) 1 (50)

1. Comparative balances have been restaied - see Note 1h.

The adjustments in respect of prior years in 2022 is primarily due to movements In provisions for tax uncertainties, whilst in 2021 and 2020 the
differences primarily anise from revising the previcus year's reported tax provision 1o reflect the tax returns subsequently filed. This results in & change
between deferred and current tax as well as an absolute benefit to the total tax charge. The tax on the Group's profit before tax differs from the
theoretical amount that would arise using the UK tax rate as follows:

All figuresin £ millions 2022 2021 2020
Profit before tax 323 177 380
Tax calculated at UK rate (2022. 19%, 2027: 19%; 2020: 19%) (62) {34} (72)
Effect of overseas tax rates (12) (24) )
Effect of UK rate change 3 25 {5)
Jeint venture and associate income reported net of tax - - 1

intra-group financing benefit - 7 14
Net expense not subject to tax &) @) 7
Gains and losses on sale of businesses not subject to tax 2 4 21

Unrecognised tax fosses 3 9 21
Benefit from changes in local tax law - N -
Benefit from US accounting methed changes - 1 -
Mavermnent in provisions for tax uncertainties - current year (23) - 24
Adjustments in respect of prior years - movement 1n provisions for tax uncertainties 13 - -

Tax rate reflected in earnings 24.5% (0.6)% 13.2%

1. Comparative balances have been restated - see Now 1h

Included in net expense not subject 10 tax are foreign taxes not
creditable, the tax impact of share-based payments and other
l expenses not deductible.

, Key judgements

The application of tax legislation in relation to provisions for
uncertain tax positions.

Factors which may affect future tax charges include changes in
tax legislation, transfer pricing regulations, the level and mix
[ Key areas of estimation l of profitability in different countries, and settlements with

tax authorities.

The level of provisions required in relation to uncertain tax
positions is complex and each matter is separately assessed.
The estimation of future settlerment amounts Is based on a
number of factors including the status of the unresolved
matter, clarity of legislation, range of possible outcomes and
the statute of hmitatons.
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The movement in provisions for tax uncertainties primarily reflects releases due to the expiry of relevant statutes of limitation, settlement of certain
audits and the establishment of provisions for new uncertain tax pasitions, primanly the potential State Aid exposure offset against the release of US
pravisions following the expiry of the statute of limitations for certain periods. The current tax hability of £43m (2027: £125m; 2020: £84m) includes
£28m (2021: £104m; 2020: £104m) of provisions far tax uncertainties principally in respect of several matters in the US and the UK.

Ihe Group 1s currently under audit in several countries, and the uming of any resclution of these audits is uncertain. In Most countries, tax years up to
and including 2017 are now statute barred from examination by tax authorities, however, a balance of £3m relates to certain remaining open issues.
Of the remaining £25m balance, £1m relates 1o 2018, £14m to 2019, £5m to 2020, £3m to 2021 and £2m to 2022. The tax authorities may take a
different view from management and the final liability may be greater than provided.

The matters provided for include a provision of £63m related ta the potential State Aid exposure and the potential disallowance of intra-group charges.
In relation to the potential State Aid exposure, a payment has been made in relation to the maximum potential exposure with the provision af £63m
offser against this resulting in a £41m non-current tax debior

Contingent hiabilities relating to tax are disclosed in note 34.

The tax rate reflected in adjusted earnings is Calculated as follows:

Allfigures in £ rwllions 2022 2021 2020
Profit before tax 323 177 380
Adjustments:
Cost of major restructuring 150 214 -
(ither net gains and losses (24) (63) {178)
Intangible charges 56 5% 80
UK Pension discretionary increases 3 - -
Other net finance income (53) {51) (30)
Adjusted profit beforetax. 455 328 252
Total tax creditv/(charge) (79) 1 (50)
Adjustments:
Tax benefit on cost of major restructuring (37) (47) -
Tax charge on cther net gains and losses 10 14 3
Tax benefit onintangble charges {11) {12) (22)
Tax benefit on UK pensions discretionary Increases (4} - -
Tax charge on other net finance costs 13 3 10
Tax amortisation benefit on goodwill and Intangibles 16 8 24
Berefit from changes in local tax law - (1) -
Tax benefit on UK tax rate change 4] (25) -
Other tax tems 19 - -
Adjusted tax charge L)) (64) (35)
Tax rate reflected in adjusted earnings 15.6% 19.5% 13.7%
1. Comparative balances have been rostated - see Nate 1h
For further information on adjusted measures above, see note &,
The tax benefit/(charge) recognised in other cormprehensive income is as follows:
Al figures 11 £ milhons 2022 2021 2020
Net exchange differences on translation of foreign operations 4 10 (13
Fair value gain on ather financial assets 1 () -
Remeasurement ¢f retirement benefit obligations (12) (el 2
7 (52) (1

1 Comparatve balances have beenreszated - see Note 1h,
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8. Earnings per share

Basic earnings per share is calculated by dwviding the profit or loss
attributable to equity sharehoiders of the company (earnings) by the
weighted average number of ordinary shares in issue during the year,
excluding ardinary shares purchased by the company and held as
treasury shares.

Diluted earnings per share 1s calculated by adjusting the weighted
average number of ordinary shares te take account of all dilutive
potential ordinary shares and adjusting the profit attributable,

if applicable, to account for any tax conseguences that might
arise from conversion of those shares.

Certain contingently issuable shares vested on 31 December 2022
but have not yet been issued, these shares are considered dilutive
for 2022 but do not materially impact basic EPS.

All figures in £ milhons

Earnings for the year

Non-controlling interest

Weighted average number of shares (millions)

Effect of dilutive share options {(millions)

Weighted average number of shares (milhons) for diluted earnings
Earnings per share (in pence per share}

Basic

Diluted

2022 2021 2000

244 178 330

_____ 22 I 1) E—
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 242 77 330
738.1 7541 7554

3.9 5.0 -

7420 7591 7554

32.8p 23.5p 437p

32.6p 233p 437p

1. Comparative balances have beenrestated - see Note Th.

Adjusted

Far additional detailed information on the calculation of adjusted
measures, see pages 215-219 (Rinancial key performance indicatars),
See note 2 for detalls of specific items excluded from or included in
adjusted operating profitin 2022, 2021 and 2020,

In order to show resuls from operating activities on a consistent
basis, an adjusted earnings per share 1s presented. The Group's
definition of adjusted earnings per share may not be comparable
with other similarly titleg measures reported by other companies.

Adjusted earnings is a non-GAAP {non-statutory) financial measure
and s included as it is a key financial measure used by management
to evaluate the performance of the Group The measure alsc enables
investors to more easily, and consistently, track the underlying
operational performance of the Group and its business segments
over time by separating out those items of income and expenditure
relating to acquisition and disposal transactions, major restructuring
programmes and certain other itermns that are also not representative
of underlying performance.

Adjusted earnings per share is calculated as adjusted earnings
divided by the weighted average number of shares in 1ssue on an
undiluted basis. The following items are excluded from or included
in adjusted earnings:

Cost of major restructuring - In August 2022, the Group announced
a Major restructuning programme to run in 2022 The programme
includes efficiencies in product and content, support costs,
technalogy and corparate property. The restructuring costs in 2022
of £150m mainly relate to staff redundancies and impairment of
right-of-use property assets. The 2022 charge includes the impact of
updated assumptions related to the recoverability of right-of-use
assets made in 2021, 1n 2021, restructuring €osts of £214m mainly
related to the impairment of right-of-use property assets, the
write-down of product development assets and staff redundancies.
The costs of these restructuning programmes are significant enough
to exclude from the adjusted operating profit measure so as to
better highlight the underlying performance (see note 4). There was
no major restructuring in 2020,
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Intangible charges - These represent charges relating to intangibles
acquired through business combinations, These charges are
excluded as they reflect past acquisition activity and do not
necessarily reflect the current year performance of the Group.
intangible amortisation charges in 2022 were £56m compared to a
charge of £51min 2021. This 1s due to increased amartisation from
recent acquisitions which is parually offset by a reduction in
amartisation from intangible assets at the end of therr useful life and
recent disposals. In 2022 and 2021, intangible charges included no
impairment charges. In 2020, intangible charges were £80m
including impairment charges of £12m.

Other net gains and losses - These represent profits and losses on
the sale of subsidiarnes, joint ventures, associates and other financial
assets and are excluded from adjusted cperating profit as they
distort the performance of the Group as reported on a statutory
basis Other net gains and losses also includes costs related to
business closures and acquisttions. Other net gains and losses in
2022 relate to the gains on the disposal of our international
courseware local publishing businesses in Europe, French-speaking
Canada and Hong Kong and a gan arising on a decrease in the
deferred consideration payable on prior year acquisitions, offset

by a loss on disposal of our international courseware local publishing
businesses in South Africa due to recycling of currency translation
adjustments and costs related to disposals and acquisitions. Other
net gains and losses in 2021 largely related to the disposal of PIHE
and the disposal of the K12 Sistemas business in Brazil offset by
costs related to the acquisition of Faethm and the wind down of
certain strategic review businesses. In 2020, they largely relate

to the sale of the remaining interest in Penguin Randorm House
(£180m gain).

UK pension discretionary increases - Charges in 2022 relate to
one-off pension increases awarded to certain cohorts of pensicners
in response to the cost of living Crisis,



Other net finance incorme/casts - These include finance costs in respect of retirement benefits, finance costs relating to acquisition and disposal
transactions, fair value movements on investments classified as fair value through profit and loss, foreign exchange and other gains and losses on
derivatives. Net finance income relating to retirement benefits 1s excluded as management does not believe that the consolidated income statement
presentation under 1AS 19 reflects the economic substance of the underlying assets and liabilities. Finance costs relating to acquisition or disposal
transactions are excluded from adjusted earnings as they are considered part of the acguisition cost or disposal proceeds rather than being reflective
of the underlying financing costs of the Group. Foreign exchange, fair value moverments and other gains and losses are excluded from adiusted
earnings as they represent short-term fluctuations in market value and are subject to sigrificant volatility. Other gains and losses may not be realised
indue course as it is normally the intenticn to hold the related instruments to maturity.

Tax - Tax on the above items 1s excluded from adjusted earnings. Where relevant, the Group also excludes the benefit from recognising previousty
unrecognised pre-acquisition and capital losses. The tax benefit from tax deductible goodwill and intangibles is added to the adjusted income tax
charge as this benefit more accurately aligns the adjusted tax charge with the expected rate of cash tax payments. In additon, one off items such
as the impact of the UK tax rate change and changes in local tex law have been excluded.

Non-controlling interest - Non-controlling interest for the above items is excluded from adjusted earnings.

The adjusted earnings per share includes both continuing and discontinued businesses on an undiluted basis when relevant. The Group's definition
of adjusted earnings per share may not be comparable to other similarly tidled measures reported by other companies.

The following tables reconcile the statutory income statement to the adjusted income staternent.

2022
other net
Statutory Cost of Other net UK Pension finance Adjusted
income major gains and Intangible discretionary income/ Other tax income
All figures in £ millions statement restructuring losses ¢charges increases costs items statement
Operaung profic 21 1s0 @& se 3 LTI asg
Netfinancecosts .52 . eSO SO .-/ NS R M
Profit before tax 323 150 (24) 56 3 {53) - 455
Incometax Y B0 wW o w18 34 L
Profit for the year 244 113 (14) 45 2 40 34 384
Non-controllnginterest | @ e T e T T2
Earnings 242 113 (14) 45 2 {40) 34 382
Weighted average number
of shares {millians) 7381 73841
Weighted average number of shares
(millions) for diluted earnings 742.0 742.0
Earnings per share (basic) 32.8Bp 51.8p
Earnings per share (diluted) 32.6p 51.5p
2021
Crher net
Statutory Cost of Other net K Pension finance Adjusted
income mdjor gairs, and Intang| biie discretionary Ine oImes mcome
All figures inn £ millions statermen! restrucruring lzsses charges [[AIREFLE N costs' Other tax items statement
Operating pFOfIt 183 214 (63) 51 - - - 385
Netfinancecosts . L oo, 2.0 A Y L1
Profit before tax 177 214 (63) 51 - (51 - 328
O K oo L @) LT a2 . . e e B 28 (64
Profit for the year 178 167 (49) 39 - (43) (28) 264
Non-controlling interest (1) - e e - e ] (1
Earnings 177 167 (49) 39 - 43) (28) 263
Weighted average number
of shares (millions) 754.1 754.1
Weighted average number of shares
{millicns) for diluted earnings 7591 7591
Earnings per share (basic) 235p 349
Earnings per share {diluted) 233p 34.6p

1. Comparative balances have been rastated - see Note 16
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8. Earnings per share continued

2020
Statutory Cost of (irher nat JK Pensions. Otner net Adjusted
income majsr gains and Intangible discretionary  hnance income/ Other tax income
All figures i £ millions staterment! resiructuring losses. tharges 1ICTEea5es CosIs! 1ems staternent
Operating profit 411 - (178) 80 - - - 313
Net finance costs (31) - - - - (303 - 1)
Profit before tax 380 ~ (178) 80 - 30 - 252
Income tax (50) ~ 3 (22) - 10 24 (35)
Profit for the year 330 - (175) 58 - (20} 24 217
Nan-controlling interest - - - - - - - -
Earnings 330 ~ (175) 58 - {20} 24 217
Weighted average number
of shares (milllons) 7554 7554
Weighted average number of shares
{milhons) for diluted earnings 7554 7554
Earnings per share {basic) 43.7p 28.7p
Earnings per share (diluted) 43.7p 28.7p
1 Comparative balances have been restated - see Note b
9. Dividends
All figures i £ millions 2022 2021 2020
Final paid in respect of prior year 14.2p (2020: 13.5p; 2021: 13.5p) 107 102 101
Interim paid in respect of current year 6.6 (2020: 6.0p; 2021: 6.3p) 4 47 45
156 149 146

The Birectors are proposing a final dividend in respect of the financial year ended 31 December 2022 of 14 9p per equity share which wll absorb
an estimated £107m of sharehclders' funds. 1t will be paid on 5 May 2023 to shareholders wha are on the register of members on 24 March 2023
These financial staterments do not reflect this dividend,

10. Property, plant and equipment and investment property

Right-of-use assets Ohwined assets
Assels in
Investment Land andd Plant and Land and Plant and theesurse of
All figures in £ rullions property buildings equipment huildings equipment construeiion Terah
Cost
At 1 January 2021 - 438 12 296 308 21 1.076
Exchange differences - - - 2 3 - m
Additions - 32 - 8 17 39 96
Disposals and retirements - o) (7 (100} (72) - {185)
Reclassifications and transfers - - - 35 - (31 4
Transfer to assets classified as held for sale - - - (15) - - (15)
At 31 December 2021 - 465 5 226 250 29 975
Exchange differences - 30 - 18 23 - 71
Additions 22 33 1 4 ] 33 101
Transfers to investment property 174 {141) - (32} (1) - -
Disposals of businesses (note 21) - (10) - (W (8) - (19)
Dispesals and retirements €) 23) (W] (5) 39) - (74)
Reclassifications and transfers - - - 13 27 (40) -
Transfer to assets classified as heldforsale - - T . - - (48)
At31Decemberz022 190 354 5 178 257 22 4,006
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Right-ot-use assets

Cwned assets

Investmen: Land and
All iigures i F millions property bulldirgs
Depreciation and impaiement
At 1 January 2021 B 110
Exchange differences - m
Charge for the year - (46)
Disposals and retirements - 7
Reclassifications and transfers _ _
Inpair ment - (119
Transfer to assets classified as held for sale -
A3 Decomberaizt B
Exchange differences . N (17)
Transfers to INvestment property {105} 101
Charge for the year (6} (44)
Disposals of businesses (note 31} - 2
Disposals and retirements - 13
Reclassifications and transfers - -
Impairmerit (19) {15}
Transfer to assets classified as held for sale - -
At31December2022 7 (1 30) 77777777777777 (229)
Carrying amounts T
AL 1 January 2021 - 329
AL 31 December 2021 - 186
At 31December 2022 )

AsLETS
Plant and Land and Plant and the course ot

equipment buldings equipment COMStrucuon Total
@ (199} (243) - (561

1 (1 1 - -
(3 (1) (30) - (95)

6 99 71 - 183

- (5) 7 - 2
- (22) (5) - 1148)
oo T 8 e T B
__________________ I L ) SO L N (-2
- (14) {18) - 49)

- 3 1 - -
(1) (13) (26) - (90}

- 1 5 - 8

1 5 39 - 58
- {9 (3 - (46}
I U N 2 T 32
L (133) (123 - (696)

3 g7 65 2% 515
. %0 L 29 366

- 45 58 22 310

Key areas of estimation

The recoverability of right-of-use assets and in particular
assumptions related to the ability to sublease vacant leased
assets in the future,

Depreciation expense of £45m (2021 £40m; 2020: £44m) has been
included in the income statement in cost of goods sold and £45m
{(20271: £55m; 2020: £81m) in operating expenses. The impairment
charge of £46m (2021: £146m; 2020: £nil) has been included within
operating expenses within the income staternent.

Property, plant and equipment lincluding investment property) assets
are assessed for impairment triggers annually or when triggering
events occur. In 2022, similar to 2021, as part of a major
restructuring programme, the Group continued to simplify its
property pertfolio, reducing the averall office space required. All
property related assets were assessed for impairment as a result of
this tnggering event and impairment charges of £46m (2021: £141m)
have been recognised within costs of major restructunng {(see note 4
for details), 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 invalves the use of assumptions related to future subleases
including the achievable rent, lease start dates, fease incentives such
as rent free periods and the discount rate applied. Should the future
sublease outcomes be mare or less favourable than the assumptions
used by management this could result in additional impairment
charges or reversals of impairment charges.

Investment property

Buildings, or portions of buildings, that are no longer occupied

by the Group and are held for operating lease rental are classified

as investment preperty. Investment property includes both,
right-of-use assets and owned assets. The Group recognised rental
income of £3m (2021: £nil; 2020 £nil) in relation to propertes
classified as investment property. Investment property is measured
using the cost model. As a result of recent impairments, the fair value
of investment property 1s equal te the carrying value. The fair value of
investment property has been determined using a discounted cash
flow model. The valuation model is internally generated but uses
inputs from external, independent property valuers, having
appropriate recognised professionat qualifications and recent
experience n the location and category of the property being valued.
The vaiuations require the application of judgement and involve the
use of known inputs for existing contracted subleases as well as
assumptions related to future potential subleases including the
achievable rent, lease start dates, lease incentives such as rent free
periods and the discount rate applied. The fair value measurement of
investment properties has been classified as level 3 within the fair
value hierarchy based on the mnputs and valuation technigue used.
Should the future sublease outcomes be more or less favourable
than the assumptions used by management this could result
additional impairment charges or reversals of impairment charges

Annual report and accounts 2022 Pearson plc 165



Financial statements

Notes to the consolidated financial statements continued

11. Intangible assets

Acquired

customer lists, Acquued Accuired Other

Contracts and trademalks publishing. intangibles
Al figures in £ ralhinns Goodwill Software rolatiorshaps and brands nghts arquired Total
cost .................................... . o et e ettt et ot
At 1 January 2021 2,004 1,104 751 198 97 349 4593
Exchange differences 8 5 4 (2) - (2} 13
Additions - internal development - 1190 - - - - 110
Additions - purchased - 2 - - - - 2
Disposals and retirements - (135) - {25) - (43) (203)
Acquisition of subsidiary {(note 30) 43 - - - - 27 70
Disposal of subsidiary (note 31 - - (14) (3 - (0 27
TS oo - L T S ST R, 1
At31December2021 2,145 1.087 741 168 97 321 4,559
Exchange differences 206 a3 30 20 5 44 438
Additions - internal development - 86 - - - - 86
Additions - purchased - 4 - - - - 4
Disposals and retirements - (131) - - - - 131
Acquisition of subsidiary (note 30) 204 - 37 6 1 66 314
Disposal of subsidiary (note 31) (75) (9 (20) (2) - m (113)
Tansfers ] T G T T T T 5
At 31 December 2022 2.480 1,115 838 186 103 430 5,152

Acquired

customer hsis, Acquired Acquiress Other

contracls and trademarks publishing Intangibles
All figaares i £ rmlliors Guadil sofware  relationships and braricts rights et Totatl
Amortisation and impairment T '
At 1 January 2021 - (676) (594) (158) (95) (328) (1.85M
Exchange differences - (5 (4) 1 m 4 (5
Charge for the year - (113} (34} 8 - (8) {163}
Impairment charge B {4) - B B - {4)
Disppsals and retirements - 135 - 25 - 43 203
Disposal of subsidiary (note 31) - - 12 2 - 10 24
e - b S e T T B
At 31 December 2021 - {657) (620) (138) (96) (279) (1,790)
Exchange differences - (49) (65) {16) (5) (37 (172)
Charge for the year - (125) (33 (8) - (13) 179)
Impairment charge - - - - - - -
Disposals and retirements - 130 - - - - 130
Disposal of subsidiary (note 31) - 8 20 7 - 1 36
TEANSTEIS oo e S T I I S T T
At31December2022 o 693)  (698) (S8 (on (328 (1875)
Carrying amounts
At 1 January 2021 2,084 A28 157 40 2 21 2,742”
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Goodwill

The goodwill carrying value of £2,480m (2021: £2,145m) relates to
acquisitions completed after 1 January 1898, Prior to 1 January 1998,
all goodwill was written off to reserves on the date of acquisition.

For acquisitions completed between 1 January 1998 and 31
December 2002, na value was ascribed to intangibles other than
goodwill which was amortised over a period of up to 20 years, On
adoption of IFRS on 1 January 2003, the Group chose nat to restate
the goodwill balance and at that date the balance was frozen (i.e.
amortisation ceased). If goodwill had been restated, then a significant
value would have been ascribed to other intangible assets, which
wintiled be stibjert v amortication, and the carrying wilue of goodwil
would be significantly lower. For acquisitions completed after

1 January 2003, value has been ascribed to other intangible assets
which are amortised,

Software and acquired intangible assets

Acguired intangible assets are vaiued separately for each acquisition.
For matenal business cembinations, the valuation s carried out by an
independent valuation specialist. The primary method of valuation
used is the discounted cash flow method. Acquired intangibles are
amortised either on a straight ine basis or using an amortisation
profile based on the projected cash flows underlying the acquisition
date valuation of the intangible asset, which generally results in a
larger proportion of amortisation being recognised in the early years
of the asset’s life, depending on the individual asset. The Group
keeps the expected pattern of consumption under review. Other
tritanigibdes acqutied nicludes ted nology.

Amortsation of £32m (2021: £25m; 2020: £22m) is included i the
income statement in cost of goods seld and £147m (2021: £138m;
2020: £158m) in operating expenses. Impairment charges of £nil
(2021; £4m; 2020: £12m) are included in operating expenses within
the income statement, of which E£nil (2021: £4m; 2020; £nil) relates
to software, £nil (2021: £nil; 2020: £2m) relates to customer lists,
contracts and relationships, and £nil (2021: £nil; 2020: £10m) to
other intangibles acguired.

The range of useful economic fives for each major class of intangible asset (excluding goodwill and software) is shown below:

Class of intangible asset

2022

Useful economic life

Acquired customer lists, contracts and relationships 3-20 years
Acquired trademarks and brands 2-20 years
Acquired pubhshing rights 5-20 years
Other intangibles acquired 2-20 years
The expected amortisation profile of acquired intangible assets is shown below:,

2022

One to Six to Eleven to Sixteen to

All figures in £ riliong five years ten years fifteenyears twenty years Total
Class of intangil-:;l-;;;;;t- ------------------------------------------------------
Acguired customer iists, contracts and relationships 92 30 10 8 140
Acquired trademarks and brands 24 6 1 - X
Acquired publishing rights 2 - - - 2
Other intangibles acquired 82 20 - ~ 102
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11. Intangible assets continued

Impairment tests for cash-generating units (CGUs) containing goodwill

Impairment tests have been carried out where appropriate as described below. Goodwill was allocated to CGUSs, or an aggregation of CGUs, where
goodwill could not be reasonably allocated to individual business units. CGUs were revised in 2021, Impairment reviews were conducted on these
revised CGUs as summarised below:

2022 CGUs

2022
All figures in £ millions Goodwill
Assessment & Qualfications 1,361
Virtual Learning 443
English Language Learning 259
Workforce Skills 348
e B O e e 59
Total 2,480
2021 CGUs

2021
All figures in £ milhons Contdwill
Assessment & Qualifications 1,198
Virtual Learning 3585
English Language Learning 153
Workforce Skills 223
Higher Education 68
Strategic Review (includes the separate CGUs of China, India, South Africa, Canada and Other Strategic Review) 108
Total 2,145

Goodwill is tested at least annually for impairment. The recoverable amount of each aggregated CGU s based on the higher of value in use and fair
value |ess costs of disposal. The impairment assessment 1S based on value in use. Other than goodwill there are no intangible assets with indefinite
lives, No impairments of goodwill were recorded in 2022 or 2021,
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Key judgements J

The allocation of goodwill to the cash-generating units and
groups of cash-generating units.

l Key areas of estimation |

The recoverability of goodwill balances. Key assumptions used
in goodwill impairment testing are discount rates, perpetuity
growth rates, forecast sales growth rates and forecast
operating profits

The valuation of acquired intangible assets recognised on the
acquisition of a business. See note 30,

Determination of CGUs and reallocation of goodwill

Pearson identifies its CGUs based on its aperating modet and how
data is collected and reviewed for management reporting and
strategic planning purposes in accordance with |AS 36 ‘Impairment of
Assets’, The CGUs and CGU aggregations reflect the level at which
goodwill is menitored by management.

In 2021, the CGUs and aggregations of CGUs were revised to take
into account the announcement and implementation of a new
strategy including five new business divisions and a strategic
review division,

In 2021, goodwill was reallocated to the new CGUs and aggregations
of CGUs. The majority of the goodwill balances were directly mapped
from one previous CGU (or CGU aggregation) ta one newly creatad
CGU (or CGU aggregation). Where it was not possible to directly

map the goodwill it was reallocated using a relative value method.
The key area where the relative value method was used was for

the goodwill related to the previous International CGU aggregation
which was reallocated across the newly created CGU aggregations
where applcable.

In 2022, the separate CGUs of China, South Africa and Canada
have been disposed. The goodwill related to the Strategic Review
CGU has been reallocated between businesses disposed and
businesses retained. All of the goodwill related to businesses
retained has since been transferred to the Assessment &
Qualifications CGU aggregation,

Key assumptions

For the purpose of estimating the value in use of the CGUs,
management has used an income approach based on present
value techmques. The calculations for all CGUs use cash flow
projections based on financial budgets approved by management
covering a four-year period, except for Virtual Learming which for
OPM uses a longer range plan out to 2038 reflecting the term of
existing contracts.

The key assumptions used by management in the value in use
calculations were:

Discount rates - The discount rates are ased on the Group’s
waighted average cost of capital, where the cost of equity 15
calculated based on the risk-free rate of government bonds, adjusted
for a risk premium to reflect the increased risk in investing in eguities.
Where CGUSs cover multiple territories, a blended risk-free rate 1s
used. A further risk prermium is assessed for each CGU. The average
pre-tax discount rates range from 11.6% ta 12.0% (2021: pre-tax
8.9% to 17.1%).

Perpetuity growth rates - The perpetuity growth rates are based
on inflation trends. A perpetuity growth rate of 2% (2021 2%) was
used for cash flows subsequent to the approved budget period for
CGUs operating primarily in mature rnarkets. This perpetuity growth
rate is a conservative rate and is considered to be lower than the
long-term historical growth rates of the underlying terntories in which
the CGU operates and the long-term growth rate prospects of the
sectors in which the CGU operates. Blended growth rate of 3 5%
(2021 2.0% to 5.0%) was used for cash flows subsequent to the
approved budget period for ELL which has a higher exposure to
ermerging markets with higher inflanen. This geographically blended
growth rate 15 generally in line with the long-term historical growth
rates in those markets. The longer-term plan prepared for CPM
focuses on delivery of existing contracts until their expiration, as
such, a perpetuity growth rate was not applied to OPM cashflows
within the Virtual Learmng CGU.

The key assumptions used by management in setting the financaal
budgets were as follows:

Forecast sales growth rates - Forecast sales growth rates are
based on past experience adjusted for the strategic direction and
near-term investment pricnties within each CGU. Key assumptions
include growth in English Language Learning and Workforce Skills -in
part due to contribution from new acquisitions, stabilisation and
recovery in Higher Education, growth in Virtual Learning - albeit
impacted by the unwinding of COVID-19 enrciments and school
churn in Virtual Schools in the short term, and steady growth in
Assessments and Qualifications. The sales forecasts use average
nominal growth rates of low-mid single digits for mature businesses
in mature markets and double digit growth where there is significant
organic and inorganic investment. The Virtual Learning CGU assurnes
low-single digit growth for Virtual Schools, and delivery of existing
contracts in OPM which 15 under strategic review

Operating profits - Operating profits are forecast based on
historical experience of operatng margins, adjusted for the impact of
rhanges to product costs, committed restructuring plans, strategic
developments and new business cases to the extent they have been
formally approved prior to the balance sheet date. Management
applies jJudgement in allocating corporate costs on a reasonable and
consistent basis in order to determine aperating profit at a CGU level.
Forecasts reflect margin improvements secured in 2022.

Managerment have considered the impact of climate change risks
(inctuding physical and transition risks and the costs associated with
achieving the Group's net zero commitment) and are satisfied that
any related costs will not materially impact the Group's profit
forecasts or impairment judgements at 31 December 2022,
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11. Intangible assets continued

The table below shows the key assumptions used by management in the value in use calculations.

Perpetuity

Ciscount rate growth rare
Assessment & Qualifications 12.0% 2.0%
Virtual Learning 11.9% 2.0%
English Language Learning 11.8% 3.5%
warkforce Skills 11.6% 2.0%
Higher Education 12.0% 2.0%

Sensitivities
Impairment testing for the year ended 31 December 2022 has identified that the Virtual Learning CGU aggregation is sensitive to reasonably possible

changes in key assumptions. The Virtual learning headroom at 31 Decemnber 2022 is £82m, this headroom would be eliminated if the discount rate
increased to 12 8%, the long term growth rate reduced to 0.8% or the adjusted cperating profit per annum reduced by £8m.

12, Investments in joint ventures and associates

The amounts recognised in the balance sheet are as follows:

All figres in £ milliens. 2022 2021

The amounts recognised in the income staterment are as follows;

All figures in £ millions 2022 2021
A S oot e L !
Total 1 1

The Group has no material associates or joint ventures. The largest associate is a 40% interest in the Academy of Pop (AQP), which was set up in 2021,
It had a year end carrying amount of £9m (2021: £10my), of which £5m (2021: £7m) was still to be paid as at 31 December 2022 (see note 36). AOP 15
incorporated in Delaware and is a Limited Liability Company. It was set up with XIX Entertainment to create a new entertainment driven performing arts
fearning platform, which will offer coactung from renowned instructors, with a combination of physical iocations and online fearning,

There were no ather material transactions with associates or joint ventures during 2022 or 2021,

13. Deferred income tax

All figures in £ milhions. 2022 2021
Deferred income tax assets 57 57
Deferred income tax habiti - e - 2 (40)
Net deferred income tax asset/(liability) 20 17

Substantially alt of the deferred income tax assets are expected to be recavered after more than one year.

Deferred income tax assets and liabilities shall be offset when there 15 a legally enforceable right to offset current income tax assets with current
income tax labilities and where the deferred income taxes relate to the same fiscal authority.

At 31 December 2022, the Group has gross tax losses for which no deferred tax asset 1s recognised of £547m (2021: £721m) The expiry date and key
geographic split of these losses is set out in the following table.
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Gross Tax effected

Year ended 31 December 2022 UK us Other
within 10years - 3Ty T ey e T e
Within 10-20years - w4 - 14 - 5 5

Avallable indefintely 166 30 214 410

Total 166 137 244
Gross Tax effected
Year ended 31 December 2021 UK us Other Total UK us Other Total

Tax losses expiring,
within 10years g e - - 010

Within 10-20years - 297 - 297 - 14 - 14
Avalableindefintely U U6 Tes 36 388 4 549 95
Total 166 392 163 721 41 19 59 119

The reduction in unrecognised tax attributes in the US has been impacted by two factors. Firstly certain US tax attnbutes have now been recognised,
however, due to uncertainty over recoverability have been provided against. Offsetting this is the de-recognition of certain state tax losses following
changes in the forecast profitability of US legal entities. The increase in unrecognised tax fosses 10 other territories 1s primarily due to foreign exchange
and additional losses incurred acrass territories which have incurred losses either in the ordinary course of trade or as a result of wind down activities.

Other gross deductible temporary differences for which no deferred tax asset is recognised total £218m (2021: £22m). This includes £193m in respect
of interest hmitations, with the increase from 2021 due to changes in the forecast profitability of certain US legal entities. The amount of termporary
differences assodiated with subsidianes for which no deferred tax has been provided totals £275m (2021: £229m).

in the UK March Budget 2021, the Government anncunced that from 1 Apnl 2023 the UK corporation tax rate will increase to 25%, and this was
substantively enacted on 24 May 2021. UK deferred tax balances have been remeasured at the enacted rate.

Deferred income tax assets of £14m (2021: £19m) have been recognised in countries that reported a tax loss in erther the current or preceding year.
This primarily arises in Brazil in respect of tax deductible goodwill and tax losses. Itis considered mare likely than not that there will be sufficient future
taxable profits to reafise these assets.

The recognition of the deferred income tax assets is supported by management's forecasts of the future profitability of the relevant countries. In some
cases deferred income tax assets are forecast to be recovered through taxable profits over 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 income
tax assets have not been reccgnised.

The movernent in deferred income tax assets and habiltties during the year is as follows:

Accruals and Retiternent
Trading other bencfn De‘erredt Goodwill and Inierest
All figures in £ millions losses P OSIONS obligations revenue intangibles limitations. Other Tatal
Deferred incorme tax assets/
(liabilities)
A1 January 2021 47 35 49 45 (209} 7 25 (30}

Taxcharge in OC) i

At 31 December 2021 82

Exchange differences -

Acquistions and disposais of T
subsidianies e T T I 1) 1 (26)
Income statement benefitdcharge) 37 @& & 5 M @& @O 30
Tax charge INOCI/@QUILY e AR oA i R, R SO |
At 31 December 2022 130 67 (127) 63 (206) 55 38 20

Other deferred income tax items include termparary differences in respect of right-of-use assets (deferred tax asset of £66m, with an offsetting
deferred tax liability of £50m), accelerated capital allowances (£13m) and share-based payments (£9mj).

AS at 31 December 2022, no deferred income tax assets or liabilities were classified as held for sale (2021: £nil).
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14. Classification of financial instruments

The accounting classification of each class of the Group's financial assets, and therr carrying values, 1s as follows:

2022 2021
Amortised Amortised
Fair value cost Fair value <ost
Fair value Fair value Fair value  bair valug
through other through  Fair value Total through other  througn Fair value Total
comprehensive profitand - hedging Financial carrying comprehensive proficand hedging Financial carrying
Al figuresin £ millicns income loss instrument assets value incore! loss' instrumen: assets value
Investments in
unlisted securities 15 24 109 - - 133 28 85 - - 13
Cash and cash
equivalents 17 - 40 - 518 558 - 84 - 853 8937
Derivative financial
instruments 16 - 5 54 - 59 - - 32 - 32
Trade receivables 22 - - - 825 825 - - - 854 854
Investment in finance
lease receivatle 22 - - - 121 121 - - - 115 115
Otherrecevable .. - -
Total financial assets 24 154 54 1,467 1,699 28 256 32 1,822 2,138

1. Comparative halances have been restated - see Note 1b

The carrying value of the Group's financial assets 1s equal to, or approximately equal to, the market value. The other receivable relates to the receivable

which argse on the disposal of the US K-12 business and was paid during the year.

The accounting classification of each class of the Group's financial habilities, together with their carrying values and market values, is as follows:

2022 2021
Amortised Amortised
Fair value cost Fair value cos:
Fair value farvalue
through Fair value Other Tatal Tatal trough Fair value hes otal Total
profit and - hedging financial  carrying market profit and - hedging financial carmying market
Al figures in £ millions Notes lass instrument liabilities value value loss iAstrurnent liabitiues value value
Derivative financial
instruments 16 (2) {63) - (65) (65) (12) 22) - 34 (34)
Trade payables 24 - - (348) {348) (348) - - (351) (351) (351)
Deferred and contingent
consideration 24 (79 - - 79 79) (44) - - (44 44)
Other borrowings due
within one year 18 - - {86) (B6) (86) - - (155) (155) (155)
Borrowings due after
18 - (1,144)
liahilities (81) (63) (1.578) (1.722) (1.674) (56) (22) {1,751)  (1.829) (1,860)

The market value of ieases has been stated at book value
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Fair value measurement

As shown above, the Group's derwvative assets and liabilities, unlisted securities, marketable securities and deferred end contingent consideration
are held at fair value. Financial instruments that are measured subsequently to initial recognition at fair value are grouped into levels 1 to 3, based
on the degree to which the fair value 15 observable, as follows:

Level 1 fair value measurements are those derived from unadjusted quoted prices in active markets for identical assets or liabitities.

Level 2 fair value measurements are thase derived from inputs, other than guoted prices included within level 1, that are observable
for the asset or hability, either directly (as prices) or indirectly {derived from prices).

Level 3 fair value measurements are those derved from valuation techniques that include inputs for the asset or liabity that are not based
on observable market data (unobservable inputs).

The Group's bonds valued at £610m (2021: £767m) and money market funds of £40m (2021 £84m) included within cash and cash equivalents are
classified as level 1. The Group's derivative assets valued at £59m (2021: £32m) and derivative liabilities valued at £65m (2021: £34m) are classified as
level 2. The Group's investments 1n unlisted securities are valued at £133m (2021: £113m) and the other receivable that was repaid in the year £3m
(2021: £87m) are classified as level 3.

The following table analyses the movements in level 3 fair value remeasurements:

2022 20211
Investments
Other in unlisted
All figres in £ millions receivable securities Total Toal
Exchange differences 1 9 10
Acquisition of investments and other recevable 7 12 19
Repayments {92) - (92) (16)
Disposal of investments ~ (48) {48) (54)

Fair value movements - OCl

Fair value movements - ncome statement L
At end of year 3 133 136 200

1. Comparanve balances have been restated  see hote 1h.

The fair value of the investrents in unlisted securities 1s determined by reference to the financial performance of the underlying asset,
recent funding rounds and amounts realised on the sale of similar assets.

The other receivable at the beginning of the year arose on the disposal of the US K-12 business, and was repaid in January 2022, following a £16m
partial repayment in 2021.

15. Other financial assets

All figures 10 £ millions 2022 2021
At beginming of year 113 138
Exchange differences 9 }
Acquisitian of investments 12 4
Disposal of investments (48) {54)
Fair value movements - GC| 18 4
Fair value movements - incorme statement L -~ B
At end of year T 133 113

1 Comparatve balances have been restated - see Note 10

Other financial assets are unlisted securities of £133m (2021: £113m), of which £24m (2021: £28m) are classified at fair value through other
comprehensive income (FVOCH, with the remaining £109m (2021: £85m) mainly relating to investments in funds, being required to be heid at fair
value through profit and loss (FYTPL). The assets, which are not held for trading, relate to the Group's interests in new and innovative educational
ventures across the world. These are strategic nvestrnents and where permitted, the Group made the election to classify such investments as FVOCI
oninitial recognition of the assets. None of the investments are individually significant to the financial statements and therefore sensitivities have not
been provided.

During the year, the Group disposed of investments that were classified as FVOCI for £31m (2021: £6m). These disposals predominantly relate to the
Group's investments in Credly in 2022 and Fasthm in 2021. In both cases the remainder of the share capital was purchased by the Group and so the
investment Is disposed as the companies are now fully consolidated. The cumulative gain on disposal was £23m (2021: £4m).
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Financial statements

Notes to the consolidated financial statements continued

16. Derivative financial instruments and hedge accounting

The Group's approach to the management of financial risks is set out in note 19. The Group's outstanding dervative financial instruments are

as follows:

2022 2021

Gross
netional Gross notional

All figuresan £ millions amounts Assets Liabilities armounts ASERTS liabiliues
Interest rate derivatives - in a fair value hedge relationship 177 -
Interest rate derivatives - not in a hedge relationship 260 19
Cross-currency rate derwatives — in a hedge relationship 83 34
FX derivatives - in a hedge relationship 355 1
FX derwatives - not in a hedge relationship 53 5
Total 1,448 59

Analysed as expiring:
in less than one year 1,028
Later than one year and not fater than five years 420
Later than five years -

Total 1,448

16 (11 393 2 (4)
43 {54) 679 30 (26)
,,,,,,,,,,, T e TR e T V)
59 (65) 1146 32 34)

The Group's treasury policies only allow derivatives to be traded
where the objective is risk mitigation. These are then designated for
hedge accounting using the following criteria:

— Where interest rate and cross-currency interest rate swaps are
used to convert fixed rate debt to floating and we expect to
receive inflows equal to the fixed rate debt interest, these are
classified as fair value hedges

— Where derwatives are used to create a future foreign currency
exposure to provide protection against currency moverments
affecting the foreign currency mavements of an overseas
investment, these are designated as a net investment hedge

— All other dervatives are not designated in a hedge relaticnship

The Group's fixed rate GBP debt is held as fixed rate instruments at
amortised cost.

The Group uses a combination of interest rate and cross currency
swaps to canvert its €300m EUR debt

Recewe Recowe

Nosienal caLpen FXrate Notional Fay caupon

GBPEUR:
1.1295 351%

GBPUSD:
O3 L 1A% 1208 Ele0m 3.402%
GBPUSD: USD Libor
€19m 1.375% 1.206 £23m +1.36%

Ta create the synthetic debt positions outhined abave the Group
converts €100m to £87m at a rate of 3.51% this 15 not N a hedge
relationship. The remaining €200m of 1its EUR fixed debt 1s swapped
to EUR floating debt via interest rate swap contracts that are in a
designated fair value hedge. The EUR floating debt is then converted
to GBP floating debt wia cross-currency swap contractsthatarein a
designated fair value hedge. The GBP floating debt is then converted
to USD floating debt through cross-currency swap contracts that are
in a designated net investment hedging relationship, £160m of the
EUR debt 1s finally converted to USD fixed debt via interest rate swap
contracts that are not in a hedge refationshup.
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Additionally, the Group uses FX derivatives including forwards, collars,
cross-currency swaps and swaptions to create synthetic USD debt as
a hedge of its USD assets and to achieve reasonable certainty of USD
currency conversion rates, in line with the Group’s FX hedging policy.

As at 31 December 2022 the Group held FX outrights with a notional

of $378m at an average rate of GBP:USD rate of 1.24.

The Group's pertfolio of dervatives 1s diversified by maturity,
counterparty and type. Natural offsets between transactions within
the portfolio and the designation of certain derivatives as hedges
significantly reduce the risk of income statement volatility. The
sensitivity of the portfolio to changes in market rates is set out
innote 19,

in 2021, the Group transitioned GBP exposures from GBP LIBOR to
SONIA. Duning the year, for USD exposures the Group transiticned
its RCF fram USD LIBOR to SOFR, it plans to move other exposures
including derivatives in the near future. The Group's risk
management strategy has not changed as a result of IBOR Reform
and It1s considered to be immatenal to the financial staterments.

Fair value hedges

The Group uses interest rate swaps and Cross-currency swaps as
fair value hedges of the Group’s euro issued debt.

Interest rate exposure arises from mavements in the fair value of
the Group's euro debt attributable to movements in euro interest
rates. The hedged risk Is the change In the euro bonds fair value
attributable 1o interest rate movements. The hedged items are
the Group's eurc bonds which are issued at a fixed rate. The
hedging instruments are fixed to floating eurc interest rate swaps
where the Group receives fixed interest payments and pays
three-month Eunbor

As the critical terms of the interest rate swaps match the bonds,
there is an expectation that the value of the hedging instrument and
the value of the hedged iterm will maove equally in the opposite
direction as a result of movements in the zerc coupon Eunibor curve.
Potential sources of hedge ineffectiveness would be material
changes n the credit risk of swap counterparties or a reduction or
modification in the hedge item



A foreign currency exposure arises from foreign exchange fluctuations on translation of the Group's euro debt into GBP. The hedged risk is the risk

of changes in the GBPEUR spot rate that will result in changes in the value of the eurc debt when translated into GBP. The hedged items are a portion
of the Group's euro bands. The hedging instruments are floating to floating cross currency swaps which mitigates an exposure to the effect of eurg
strengthening against GBP wathin the hedge item

As the critical terms of the cross-currency swap match the bonds, there is an expectation that the value of the hedging instrument and the value
of the hedged item move in the oppostte direction as a result of movernents in the ELR:GBP exchange rate. Potential sources of hedge ineffectiveness
are a reduction or medification in the hedged item or a material change in the credit risk of swap counterparties.

The Group held the following instruments to hedge exposures to changes in interest rates and foreign currency risk associated with borrowings:

2022
Crange in ‘s value of
hedging instrument
Carrying amount of used o determime Norminal amaounits of
All figures i £ rrullions, nedging instruments hedge netfectivensss hedging instruments
Derivative financial instruments for interest rate risk {11) (16) 177
Derivative financial instruments for currency risk 33 S 266
2021
Change in far value of
hedging inntrument
Carrying amount of used to determine Norminal armounts or
Altfigures 1 £ millions hedging instrurmerts nedge ine‘fectiveness hedging instruments
Derivative financial instrurnents for interest rate risk 5 {5 168
Derivative financial instruments for currency risk 24 {20) 168
The amounts at the reporting date relating to terns designated as hedge items were as follows:
2022
Accumtlaied damount of
fair value hedge  Change infair value of
adjustments on the hedged item used 1o Line ermn protic or
Carrymg amount of hedged item included in determinge hedge Hedge loss that includes hedge
All figures in £ miliions hedged nerms the carrying amount ineffectiveness meffectiveness ineffectiveness
Interest rate risk
Firignwdal liabifities — Lo owings {167} 1 15 (1) Finance costs
Currency risk
Financial liabilities - borrowings (167) n/a 14) - n/a
2021
Accurmulated amen: of
far value hedge
adjustmens on Change i Tain value of
the hedged item hecgedd item used to Line rern n profic or
Carrying amount of  inchuded in the carnrying determine hedge Hedge loss that includes hedge
All frgures in £ milfions hecged items amaourt inefecuvencss Ineffectiveness nef'ectiveness
Interest rate risk
Finanaial liabilities - borrowings (173} 14) 5 - n/a
Currency risk
Financial habilities - borrowings (173) n/a 20 - n/a

Hedge of net investment in a foreign operation

A foreign currency exposure arises from the translation of the Group's net investments in its subsidiaries which have USD and EUR functional
currencies. The hedged nisk is the risk of changes in the GBP:USD and GBP:EUR spot rates that will result in changes in the vaiue of the Group's net
investment in its USD and EUR assets when translated into GBP. The hedged rtems are a portion of the Group's assets which are dencminated in
USD and EUR. The hedging instruments are debt and derivative financial instruments, including cross-currency swaps, FX forwards (including
non-deliverable forwards) and FX collars, which mitigates an expasure 1o the effect of a weakening USD or EUR on the hedged item against GBP.
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16. Derivative financial instruments and hedge accounting continued

1t is expected that the change in value of each of these itemis will offset each other as there is a clear and direct economic relationstup between
the hedging instrument and the hedged item in the hedge relationship

Hedge ineffectiveness would arise if the value of the hedged items fell below the value of the hedging instruments; however, this is unlikely
as the value of the Group's assets denominated in USD and EUR is significantly greater than the proposed net investment programme.

The ameunts related to iterns designated as hedging instruments were as follows:

2022

Change In
{Larrying valuc of hedging Norrinal Heciging. Hedge
amount of  instrument used to amounts  gains/(losses) Ineffectiveness
hedging tetermine hedge othedging  recognised in recognised in
All figures in £ millions instruments ineffectiveness Instruments Ol profit or loss
Derivative financial instruments (50) 31) 172 (31) -
Financial liablilities — borrowings (89) (5) (88) (5) -
2021

Change n
Carrying value of nedging Naminal Hedging Hedge
amaunt of instrument uscd to armaunTs  garnsilosses) inetfectivenass
haddging determing nedge of hedging  recopnisedin recognised In
All figuresin £ milhons instrurmets neffectiveness Instruments (o] profiz or loss
Derwative financial instruments 48] (2) (400} -
Financial liabilities - borrowings (240) 4 (240) 4 -

Included in the translation reserve 1s a cost of hedging reserve relating to the time value of FX collars which 1s not separately disclosed due to
materiality. The value of that reserve will decrease over the life of the hedge transaction. The balance as at 1 January and 31 December 2022 was £1m.
During the year £2m of hedging gains were recycled to the profit and loss on the discontinuance of the net investment hedge of our ltalian business.

Offsetting arrangements with derivative counterparties

All of the Group's derwvative financial instruments are subject to enforceable netting arrangements with individual counterparties, allowing net
settlement in the event of default of either party. Derivative finanoal assets and liabiities subject to offsetting arrangements are as follows:

2022 2021
Net
Gross Gross derivative Gross Gross  Netdervatve
derivative derivative assets/ denvauve dervative A55eTS/

All figures in £ millions assets liabilities liabilities assets liabilties habitics
Counterparties Iin an asset position 30 (17} 13 17 (12) 5
Counterparties in a hability posision .29 w8 09 ] LN @2 ] )
Total as presented in the balance sheet 59 (65) (6) 32 (34) (2)

Offset arrangements in respect of cash balances are described in note 17.

Counterparty exposure fram all derivatives 1s managed, together with that from deposits and bank account balances, within credit limits that reflect
published credrt ratings and by reference to other market measures (e.g. market prices for credit default swaps) to ensure that there s
no significant exposure to any one counterparty’s credit risk.

The Group has no matenal embedded dervatives that are required to be separately accounted for in accordance with IFRS 9 ‘Rinancial Instruments’.
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17. Cash and cash equivalents (excluding overdrafts)

Al figures in £ rullicn- 2022 201

Cashatbankandinhand 269 660

ROl A DO 289 277,
558 937

Short-term bank deposits are invested with banks and earn interest at the prevailing short-term depasit rates.
At the end of 2022, the currency split of cash and cash equivalents was US dollar 31% (2021: 37%), sterling 6% (2021: 24%), and other 63% (2021: 38%).
Cash and cash equivalents have fair values that approximate to their carrying value due to their short-term nature.

There is no cash and cash equivalents balance classified as held for sale (2021 £nil). The Group has certain cash pooling arrangements in US dolfars,
sterling and Canadian dollars where both the company and the bank have a legal right of offset. Offsetting amounts are presented gross In the balance
sheet. Offset arrangements in respect of derivatives are shown in note 16.

For the purpose of the cash flow staternent, cash and cash equivalents are £543m (2021, £937m), which includes £15m (20271: £nil) of overdrafts.
18. Financial liahilities - borrowings

The Group's current and non-current borrowings are as follows:

All figures in £ rmillons 2022 201
Non-current
3.25% US dollar notes 2023 (nominal amount $34m) - 70

1.375% Euro notes 2025 (nominal amount €300m)
3.75% GBP notes 2030 (neminal amaunt £350m)
Lease liabllities (see note 35%)

Current (due within one year or on demand)

3.75% US dollar notes 2022 (nominal amount $117m) - a7
Lease llabilities (see note 3%) 71 68
Overdrafts . UL < S
.- B 1=
Total borrowings 1,230 1,400

Included in the non-current barrowings above is £10m of accrued interest (2021: £10m). No accrued interest is included in the current borrowings
above (2021: £0.5m). In addition to the above, there are no non-current borrowings (2021: £nil) or current borrowings (2021 £nil) classified as held for
sale. The maturities of the Group’s non-current borrowings are as follows:

Alt hgures in £ mithons 2022 2021
Between one and two year!; T 72 ‘1 40
Between two and five years 442 435
Quer fiveyears 830 8D
The carrying amounts and market values of borrowings are as follows:
2022 201
Effective Carrying Market ftfective Cairying Market
All frigures 1 £ mlleans interest rate value value interest rate value value
375% US dollar notes 2022 na - - 394% 87 ra
3.25% US dollar notes 2023 n/a - - 3.36% 70 71
1.375% Eurc notes 2025 1.44% 257 252 1.44% 257 260
3.75% GBP notes 2030 3.93% 353 310 3.93% 353 380
Overdrafts n/a ST T T
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18. Financial liabilities - borrowings continued

The market values stated above are based on clean market prices at the year end or, where these are not available, on the quoted market prices
of comparable debt issued by other companies, The effective interest rates above relate to the underlying debt instruments.

The carrying amounts of the Group's borrowings before the effect of derivatives {see notes 16 and 19 for further information on the impact
of derivatives) are denominated in the following currenaes:

All figuresin £ millians 2022 2021
usdollar 276 434
Sterling 672 674
Euro 262 268

1,230 1,400

The Group had $1.19bn (£0.9bn) of undrawn capacity on its commutted borrowing facilities as at 31 December 2022 (2021: $1.19bn (£0.9bn) undrawn;.
The committed borrowing facilities have subsequently been reduced to $1bn. In addiion, there are a number of short-term facilities that are utilised in
the normal course of business, All of the Group's borrowings are unsecured. In respect of lease obligations, the nghts to the leased asset revert to the

lessor in the event of default.

19. Financial risk management

The Group's approach to the management of finsnaal risks together
with sensitivity analyses of its financial instrurments is set aut below

Treasury policy

Pearson's treasury policies set out the Group's principles for
addressing key financial risks including capital risk, liquidity risk,
foreign exchange risk and interest rate risk, and sets out measurable
targets for each. The Aydit Committee receives quarterly reports
incorporating compliance with measurable targets and reviews and
approves any changes to treasury policies annually.

The treasury function is perrmitted to use derivatives where their
use reduces a risk or allows a transaction to be undertaken mere
cost effectively. Denvatives permitted include swaps, forwards and
coltars to manage foreign exchange and interest rate risk, with

Net debt
The Group's net debt position 1s set out below:

foreign exchange swap and forward contracts the most commonly

executed. Speculative transactions are not permitted

Capital risk

The Group's objectives when managing capital are:

— To maintain a strong balance sheet and a solid investment
grade rating;

— To continue to Invest in the business organically and
through acquisitions; and

— To have a sustainable and progressive dividend policy.
Ar 31 December 2022 the Group and its bonds were rated BBB-

(stable outlook) with Fitch Ratings Limited and 8aa3 (stable outlook)
with Moody's Investor Services.

Altfigures in £ rmillions

Cash and cash equivalents
Overdrafts

Dernative finanoal instruments
Bonds

Investment in finance lease receivable
Lease liabilities

Net debt

(6) 2)
(610) (767)
121 15
I .- SO 1o33)
(557) {350)

There are no balances held for sale as at 31 December 2022 or 31 December 2021.
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Interest and foreign exchange rate management
The Group's principal currency expasure is to the US dollar which represents almost 70% of the Group's sales.

The Group's long-term debt 1s primarily held in US dellars to provide a natural hedge of this exposure, which is achieved through issued US dollar debt
1 Lonvenling euro debt to US dollars using cross-currency swaps, forwards and collars. As at 31 December 2022 and 2027, the Group's debt of
£1.230m (2021: £1,400m) is all held at fixed rates.

See note 16 for details of the Group's hedging programme which addresses interest rate risk and foreign currency risk.

Overseas profits are converted to sterling to satisfy sterling cash outflows such as dividends at the prevailing spot rate at the time of the transaction.
To the extent the Group has sufficient sterling, US dollars may be held as dollar cash to provide a natural offset to the Group’s debt or to satisfy future
LS dollar cash outflows

The Group does not have significant cross-order foreign exchange transactional exposures

As at 31 December 2022, the sensitivity of the carrying value of the Group's finandial instruments to fluctuations in interest rates and exchange rates
15 as follows:

2022

Impact of

Impact of 1% [Impact of 1% Impact of 10% 10%

Carrying increase in decrease in strengthening weakening in

AllhigLres in £ millions value interest rates interestrates in sterling sterling
Investments in unliisted securities e £ (10 12
Other receivable 3 - - - -

Cash and cash equivalents 558 - - (25) 31
Derivative financial instruments {6) 7 (6) (10} 12
Bonds {610) 4 4 24 (30)
Other borrowings {620) - - 26 {32)
Investment in finance lease receivable 121 - - (1) 13
Deferred and contingent consideration (79) - - 4 (5)
Cther i { 477 (38) 47

Total

2021

Impact o 16 Impact of 1% Impact of 10%  Impact of 10%

Carrying INCIPAYE 1 decreasein  strengthening  weakering in

All figures in £ rullons walle Interestrates  iNterest rates insterling sterling
Investments In unlisted securities T gy o ey
Other recevable 87 - - (8) 10
Cash and cash equivalents 937 - - (43) 53

Derivative financial instruments 2) 6 (6) ] 1
Bonds (767) 5 9) 37 145)
Other borrowings (633) - - 57 70
Investment in finance lease recevable 115 - - (11 13
Other netfinancialassets e 2B Sl SR @ 51
Total 353 11 an (20) 24

The table above shows the sensitivities of the fair values of each dass of financial instrument to an isclated change in either interest rates or foreign
exchange rates. Other net financial assets comprise trade receivables less trade payables. A significant proportion of the movements shown above
would impact equity rather than the income statement due to the ocation and functional currency of the entities in which they arise and the avalability
of net investment hedging.

The Group's income statement is reported at average rates for the year while the balance sheet is translated at the year-end dlosing rate. Differences
between these rates can distort ratio calculations such as debt to EBITDA and interest caver. Adjusted operating profit translated at year-end closing
rates would be £9m higher (2021: £6m higher) than the reported figure of £456m (2021: £385m) at £465m (2021: £391m). Adjusted EBITDA translated
at year-end closing rates would be £12m higher (2021: £8m higher) than the reported figure of £667m {2021: £598m} at £679m (2021: £606m).
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19. Financial risk management continued

Liquidity and refinancing risk management

The Group regularly reviews the level of cash and debt facilities
required to fund its activities. This involves preparing a prudent

cash flow forecast for the next three to five years, determining the
level of debt facilities required to fund the business, planning for
shareholder returns and repayments of maturing debt, and
identifying an appropriate amount of headroom to provide a reserve
against unexpected outflows.

At 31 December 2022, the Group had cash of £0.5bn (2021: £0.9bn}
and no cutstanding drawings (20271: £nil) on the US dollar
denominated revolving credit facility due 2026 of $3.19bn (2021
$1.18bn).

The $1.19bn fadility Contains interest cover and leverage covenants
which the Group has complied with for the year ended 31 December
2022, The maturity of the carrying values of the Group’s borrowings
and trade payables are set out (N notes 18 and 24 respectively.

At the end of 2022, the currency spiit of the Group's trade payables
was US dollar £234rm (2021: £199m), sterling £71m (2021: £76m) and
other currencies £43m (2021: £76my). Trade payables are all due
within one year (2027 all due within one year).

The table below analyses the Group's bonds and derivative assets
and habilities into relevant maturity groupings based on the
remaining pericd at the balance sheet date to the contractual
maturity date. Short dated derivative instruments have not been
included in this table. The armounts disclosed in the table are the
contractual undiscounted cash flows {including interest) and as such
may differ from the amounts disclosed on the balance sheet.

Any cash flows based on a floating rate are calculated using interest
rates as set at the date of the last rate reset. Where this is not
possible, floating rates are based on interest rates prevailing at 31
December in the relevant year.

Financial counterparty and credit risk management

financial counterparty and credit risk arises from cash and cash
equivalents, favourable derivative financial instruments and deposits
with banks and financial institutions, as well as credit exposures to
customers, including outstanding receivables. Counterparty credit
firruts, which take published credit rating and other factors into
ACCOUNt, are set to cover the Group's total aggregate exposure to a
single finanaal institution. The limits applicable ta published credit
rating bands are approved by the Chief Financial Officer within
guidelines approved by the Board. Exposures and limits applicable
to each financial institution are reviewed on a regular basis.

Analysed by maturity Analysed by currency
Greater than Later than
one morth and ane year
lessthan  Duzless than Five years

Al figures in £ rmillions ane yeat five years or more Total usp GEP Other Toral
At31December 2022 ............................................................................................................................................................................................................
Bonds - 342 389 ey - 455 276 N
Rate derivatives - inflows (11) 471) - (482) (24) (170) (288) (482)
Rate dervatives - outflows 1 480 - 491 224 255 12 491
FX forwards - inflows (304) - - (304) - (304) - (304)
FX forwards - outflows 313 - - 313 - - 313 - 313
Yotal a 1 388 749 200 549 - T 749
At 31 December 2021
Bonds 07 386 403 896 162 468
Rate dervatives - inflows {7) 331 B (338) (9) (150)
Rate derivatives - outflows 12 339 4 355 203 150
FX forwards - inflows (1483 - - {148) - (148)

FX forwards - outflows

Cash deposits and derivative transactions are made with approved
counterparties Up to pre-agreed limits. To manage counterparty risk
asscciated with cash and cash eguivalents, the Group uses a mixture
of money market funds as well as bank deposits As at 31 December
2022, 77%{2021: 819) of cash and cash equivalents was held with
investment grade bank counterparties, 8% (2021 9%) with AAA
money market funds and 15% (2021 10%) with nen-investment
grade bank counterparnes.

Far trade receivables and contract assets, the Group's expaosure
to credit risk is iInfluenced mainly by the indiidual characteristics
of each customer. However, risk assodiated with the industry and
country it which customers operate may also influence the credt
nsk. The credit quality of customers 15 assessed by taking Into
account finandial position, past experience and other relevant
factors. Indwidual cregit limits are set for each customer based
on internal ratings. The compliance with credit imits is regularly
monitored by the Group. A default on a trade recervable 1s when the
counterparty fails to make contrartual payments within the stated
payment terms. Trade recewables and contract assets are written
off when there 1s no reasonable expectation of recovery.
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The carrying amaunts of financial assets, trade receivables and
contract assets represent the maximum credit exposure,

Trade recewvables and contract assets are subject to impairment
using the expected credit less model, The Group appiies the IFRS 9
simplified approach to measuring expected credit losses which uses
a lifenme expected credit loss allowance for all trade recewables

and contract assets. To measure the expected credit losses, trade
receivables and contract assets have been grouped based on shared
credit rsk characteristics and the days past due. See note 22 for
further detalls about trade receivables and contract assets including
maverments 1IN prowsions for bad and doubtful debts.



20. Intangible assets - product development

All figures in £ millions 2022 201
Cont
At 1 January 2,658 2514
Exchange differences 235 -
Additions 357 287
Disposals and retirements (191} (92)
Disposal of subsidiary (note 31) (186) )]
Tepefers . T
At December e
Amertisation

AL T January (1,804) (1,609)
Exchange differences (174) (3)
Charge for the year (288) {260)
Impairment {15) {19}
Disposals and retirements 191 92
Disposal of subsidiary (note 31) 147 3
DO O S e T &)
At31December T {1,943) (1,804)
Carrying amounts at 31 December U 975 894

Product development assets are amortised over their estimated usaful economic lives, Product development assets relating to content are amartised
over seven years or less, being an estimate of the expectad operating lifecycle of the title, with a higher proportion of the amortisation taken in the
earlier years. Product development assets relating to product platforms are amortised over 10 years or less. Amortisation is included in the income
staterment In cost of goods sold.

Product development assets are assessed for impairment triggers on an annual basis or when tniggering events occur. In 2022, of the £15m (2021
£19my) impairment charges, £13m (2021: £14m; 2020, £nil) have been recognised as a result of asset write-offs related to the major restructuring
prograrmme. The full annual impairment test showed that there 1s adequate headroom across all product development assets and accordingly no
further impairment charges were recognised in 2022 (2021; £nil; 2020: £nil).

21. Inventories

All figures in £ mullions 2022 2011
Work in progress 2 2
Finished goods a3 84

The cost of inventaries recognised as an expense and included in the income statement in cost of goods sold amounted to £166m (2021: £171m,;
2020: £219m}including £16m (2021: £22m; 2020: £41m) of inventory provisions. None of the inventory is pledged as security. Included within the
inventory balance is the estimation of the right to receve goods from contracts with customers via returns. The value of the returns asset is measured
at the carrying amount of the assets at the time of sale aligned to the Group's normal inventory valuation methodology less any expected €osts to
recover the asset and any expected reduction in value. Impairment charges against the inventory returns asset are £nilin 2022 (20271: £nil; 2020: £nil).
The returns asset all relates to finished goods. The obsolescence provision takes account of the Group's digital first strategy and the increasing shift
towards print on demand. The year-on-year reduction in inventories is due to increased provisions 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 figures i £ milligns 2022 2021
Current '
Trade recevables 824 853
Royalty advances 1 2
Prepayments 200 198
Investrment in finance {ease recevable 17 15
Accrued income 15 14
Other receivables 82 175,
S e 1139 1,257
R RS 2
Trade receivablas ! !
Royalty advances 5 5
Prepayments 12 10
Investment in finance lease receivable 104 100
Accrued income 2 1
Interest recevable 3 3
O O e oo oo 2 A
.............................................................................................................. 139 5

Accrued incorme represents contract assets which are unbilled amounts generally resulting from assessments and services revenue streams where
revenue to be recognised over time has been recognised in excess of custormer billings to date. Impairment charges on accrued income assets are £nil
(2021: £0nil). The carrying value of the Group's trade and other receivables approximates its fair value Trade recevables are stated net of provisions for
bad and doubtful debts. In addition to the above, there are trade receivables of £nil (2021: nil) classified as held for sale (see note 32).

The movements in the provision for bad and doubtful debts are as follows:

All figures in £ millions 2022 2021
ALDEgINMING Of year T e ey (74)
Exchange differences (3) -
Income statement movements (18) (15)
Utilised 12 26
Bisposal of supsidiary R O -
Atendofyear e (69) (63)

Concentrations of credit risk with respect to trade receivables are imited due to the Group's large number of customers, who are
internationally dispersed.

The ageing of the Group's gross trade recewvables is as follows:

Al figures in £ millions 2022 2021
Within due date and one month past due date S B 663 766
One to three months past due date 118 58
Three to six Manths past due date 25 20
Six to nine manths past due date 14 13
Nine ta 12 manths past due date 14 >
More than 12 months past due date , 50 2R
Gross trade receivables T 894 917

The Group reviews its bad debt provision at least twice a year following a detalled review of recevable balances, historical payment profiles, and
assessment of relevant forward-looking risk factors including macroeconomic trends Management believes all the remaining recevabie balances
are fully recoverable,

The decrease in trade recewvables held by the Group 15 driven by current year disposals. Other current receivables have decreased due to the receipt
of deferred proceeds in relation to the US K-12 disposal.
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23. Provisions for other liabilities and charges

[nsposals Legal
Al figuresin £ millions Property and clesures and other Toal
w3093 15 230 p
Exchange differences - - 4 4
Pravisions made during the year 9 - 78 g7
Provisions reversed during the year (1) - (6) 7
Provisions used duning the year m - (30) (31)

Lispuosal of subsidiary 7
At 31 December 2022 22 2 75 a9

Analysis of provisions:

2022
Disposals Legal
All figures in £ rmillians Property and clasures and other Tatal
Current 9 2 74 85
I e e e oo oo oo ee oo oo eeeeeoeeeeeeeeeeeeoeee e 13 T LI
22 2 75 99
200
C‘urrenr - 11 2 27 40
LSOO SV
15 2 30 47
Property provisions in 2022 and 2021 relate to the simplification of the Group's property portfolio (see note 4). Disposals and closures relate
to the disposal of the Pearson Institute of Higher Education.
Legal and other includes legal claims, contract disputes and potential contract losses with the provisions utilised as the cases are settled.
Alsg included in legal and other are other restructuring provisions that are generally utilised within one year.
The year on year Increase In provisions 1s mainly due to the 2022 restructuring programme (see note 4).
24, Trade and other liabilities
Alt figures in £ millicns 2022 2021
Current
Trade payables 348 351
Sales return liabitity 53 83
Deferred income 340 330
Interest payable 10 a2
1,254 1,256
Non-current
Deferred income 56
Accruals and other Babilities e 32

120 95

The carrying value of the Group's trade and other fabilities approximates its fair value. The deferred income balance comprises contract liabilities in
respect of advance payments in assessment, testing and training businesses; subscription income in school and college businesses; and obligations to
deliver digital content 1n future periods. In addition to the above, there are accruals of £nil {2021: £nil) and deferred income of £nil (20271; £nil) classified
as held for sale (see note 32). The increasa in trade and other liabilities held by the Group is driven by an increase in accruals related to severance
arising from the 2022 restructuring programme and the recognition of deferred consideration in relation to acquisitions made in 2022
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25. Retirement benefit and other post-retirement obligations

Background
The Group operates a number of defined benefit and defined contribution retirement plans throughout the world.

The largest plan is the Pearson Pension Plan (UK Group plan) in the UK, which is sectionalised to provide both defined benefit and defined contribution
pension benefits. The defined benefit section was largely closed to new members from 1 November 2006, The defined contribution section, opened in
2003, 1s open to new and existing employees. Finally, there is a separate section within the UK Group plan set up for auto-enrolment.

The defined benefit section of the UK Group planis a final salary pension plan which provides benefits to members in the form of a guaranteed level of
pension payable for life. The level of benefits depends on the length of service and final pensionable pay.

The defined cantribution section of the UK Group plan operates a Reference Scheme Test (RST) pension underpin for its members. Where a member's
fund value is insufficient to purchase the RST pension upaon retirement, the UK Group plan is liable for the shortfall to cover the member's RST pension.
In addition, in recent years, the scheme rules were armended to enable members who have sufficient funds to purchase an RST pension the ability to
convert their fund value into a pension in the UK Group plan as an alternative to purchasing an annuity with an insurer. The Group recognises any
assets and liabilities relating to these features of the defined contribution section as part of the averall UK Group plan obligation. From 1 January 2021,
the Group also recognised the assets and liabilities for all members of the defined contribution section of the UK Group plan, accounting for the whole
defined contribution section as a defined benefit scheme under I1AS 19 ’Empiloyee Benefits’ as there is a risk the underpin will require the Group to pay
further contributions to the scheme.

The UK Group plan is funded with benefit payments from trustee-administered funds, The UK Group plan is administered in accordance with the Trust
Deed and Rules in the interests of its beneficiaries by Pearson Pension Trustee Limited.,

At 31 December 2022, the UK Group plan had approximately 26,500 members, analysed in the following table,

All figures in % Active Deterred Pensioners Tatal
Cefined benefit - 16 33 49
Defined contibution e e 12 3 21
Total 12 55 33 100

The other major defined benefit plans are based in the US. These are
slso final salary pension plans which provide benefits to members in ‘
the form of a guaranteed pension payable for life, with the level of I Key judgements I
benefits dependent on length of service and final pensionable pay whether the Group will be eligible to receive the surplus

The majority of the US plans are fully funded associated with the UK Group Pension Plan in recognising a
pension asset,

The Group also has several post-retirement medical benefit plans
{PRMBSs), principally in the US. PRMBs are unfunded but are I Key areas of estimation I
accounted for and valued similarly to defined benefit pension plans.

The determination of the pension cost and defined benefit

The defined benefit schemes expose the Group to actuanal risks, obligation of the Group's defined benefit pension schemes
such as life expectancy, inflation nisks and investment nisk including depends on the selection of certain assumpticons, which
asset volatility and changes in band yields. The Group is not exposed include the discount rate, inflation rate, salary growth and
to any unusual, entity-specific or plan-speafic risks. longevity.
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Assumptions

The prinapal assumptions used for the UK Group plan and the US PRMB are shown below Weighted average assumptions have been shown for the
other plans, which primarily relate ta US pension plans.

2022 2021 2020
UK
Group Other LK Cioup Other UK Group QOther

All figures n % plan plans PRMB plan plans PRMB plan plans PRMB
inflation 34 2.0 - 33 1.4 - 2.9 06 -
Rate used to discount plan habilities 4.9 5.3 5.3 19 28 2.6 1.4 2.2 2.1
Fxperted rate of increase in salaries 3.9 29 38 27 2.4 a2 -
Expected rate of Increase for pensions in payment and 1.95to 235t0 205t
deferred pensions 5.20 - - 510 - - 505 - -
Initial rate of iIncrease in healthcare rate - - 6.5 - - 63 - - 65
Ultimate rate of increase in healthcare rate - - 5.0 - - 5.0 - - 5.0

The UK discount rate is based on corporate bond yields adjusted to reflect the duration of habilities.

The inflation rate for the UK Group plan of 3.4% (2021: 3.3%) reflects the RPI rate. In line with changes to legislation in 2010, certain benefits have
been calculated with reference to CPI as the inflationary measure and in these instances a rate of 2.7% (2021: 2.6%) has been used. The (Pl rate is
determined as a weighted average deduction from the RPI rate, and allows for the expected change to the formula for calculating RP! to be inline
with CPIH frorm 2030 onwards.

For the UK Group plan, the mortality base table assumptions are derived from the SAPS $3 for males and females, adiusted to reflect the observed
experience of the plan, with CMi madel improvement factors. A 1.5% long-term rate improvement on the CMI 2021 model is applied for both males
and females, with a weighting to 2021 mortality experience in the CMI medel of 10% to make an approximate allowance for the impact of the COVID-19
pandermic. The analysis of experience, and standard tables, do not reflect the impact of the ongoing COVID-1S pandemic, the ulimate impact of which
remains uncertain.

For the US plans, a mortality table (Pri - 2012) and 2021 improverment scale (MP - 2021) with generational projection for male and female annuitants
has been adopted

Using the above tatles, the remaining average hfe expectancy in years of a pensioner retiring at age 65 on the balance sheet date for the
UK Graoup plan and US plans 15 as follows:

LK us
All figuresan years 2022 2021 2020 2022 2021 2020
Male 22.5 226 240 20.6 205 204
Female 24,7 24.8 243 22.6 225 22.4

The remarming average life expectancy in years of a pensioner retiring at age 65, 20 years after the balance sheet date, for the UK and US Group plans
is as follows:

JK s
All figlires in years 2022 2001 2020 2022 201 2020
MaAe 24.1 a2 256 224 20 219
Fermnale 26.4 265 251 24.0 23.9 238

Although the Group anticipates that plan surpluses will be utilised during the life of the plan to address member benefits, the Group recognises it's
pensicn surplus in full in respect of the UK Group plan on the basis that it is management's judgement that there are no substantive restrictions on the
return of residual plan assets in the event of a winding up of the plan after all member obligations have been met.
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Financial statement information
The amounts recognised in the income statement are as follows,

2022
Defined
UK Group benefit Defined
All figures in £ millions plan Sub-total contribution
Current service cost ' 17 2 19 46
Past service cost 3 - 3 - - 3
Administration expenses L e LA . e
Total operating expense 27 2 29 46 - 75
Interest on plan assets 77 3) (80} - - (80)
Intereston plan adlties e 87 3 0 - L 7
Net finance {incomel/expense 00 S . S SR LN &
Net income statement charge 17 2 19 46 1 66
2021
Defined
UK Group bernefit Defined
All figures in £ millions plan other Sub tetal contritLTion PRMB Tozat
Current service cost 7 7 ---------- 2 19 37 - 56
Past service cost - - - - - -
Administration exXpenses e 8 e T & T T 6.
Total operating expense 23 2 25 37 - 62
Interest on plan assets (55) {2) {57 - - {57)
Interest on plan iailities | e e s A 3 B e T 23
Netfinance (incomeyexpense O L G e L @)
Net income statement charéé ‘ 17 3 20 37 I 58
2020
Defined
LK Graup benefir Defined
All figures in £ mithors plan ozher Sub otal contrbuticn PRMB lotal
Current service cost - o 6 2 8 47 - 55
Past service cost 1 - 1 - - 1
Curtailments - )] (m - - (m
Administration expenses 5 - 5 - - 5
Total operating expense 12 1 13 47 - 60
interest on plan assets (66) 3 (69) - - (69)
Interest on plan habilities S L A S &2 T o83
Netfinance (incomeVexpense I S Do S I ()
Net income statement charge 3 3 6 47 1 54
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The amounts recognised in the batance sheet are as follows:

2022 2021
Other Other
UK Group Other funded unfunded UK Group  Qther fladed nnfundedt
Al figures 1y £ mlllieos plan plans plans Total plan plans plans Toal
Fairvalue of plan assers 3088 104 - 3,192 4125 120 Q 4245
Present value of defined
benefitobhgation e 25149 _(o§ 07 2637 (3588) .. 123 20 (3.731)
Net pension asset/{liability) 574 (2) 7 555 537 (3} (20) 514

Other post-retirement medical
benefit obligation

Ot
N
Analysed as:

accruals

Retrement benefit assets 581 537
Retirement benefit obligations (61) (66)
The following gains/(losses) have been recognised in other comprebensive income:
All figures in £ rmullions 2022 2021 2020
Amounts recognised for defined benefit plans 44 145 (24)
Amounts recogrised for post-retirement medical benefitplans MO
Total recognised in year 54 149 {23}
The fair value of plan assets compnises the following:

2022 5021

LK Group Other UK Group Other

All figuresin % plan  funded plans Total plan  funded plans Total
Insurance 33 - 33 35 - 35
Equities 15 1 16 11 1 12
Fixed interest secunties 7 2 9 7 2 9
Property 6 - 6 5 - 5
Pooled asset investment funds (including LDI) 22 - 22 30 - 30
Other 14 - 14 9 - 9

The plan assets do notinciude any of the Group's own financial instruments, ar any property occupied by the Group. The table below further

disaggregates the plan assets into those assets which have a quoted market price in an actve market and those that do not

All figures in %

Insurance

Equities

Fixed-interest securities

Property

Pooled asset investment funds (including LD

2022 2021

Quoted No quoted Quoted No quated
market price market price narket price market price
33 - 35 -

16 - 1N 1

9 - g -

- 6 - 5

22 - 30 .

81 19 85 15
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Financial statement information continued
The liguidity profile of the UK Group plan assets is as follows:

Al figures i % 2022 2021
Liguid - call <1 mgmth h 47 51
Less liquid - call 1-3 months 2 -
lihguid - call >3 months 51 49
Changes in the values of plan assets and liabilities of the retirement benefit plans are as follows:

2022 2021

UK Group Qther LIK Caroup Other

All figures in £ miillicns plan plans Total plan plary Teral
Fair value of plan assets )
Opening fair value of plan assets 4,125 120 4,245 3,588 119 3,707
Recognition of Maoney Purchase assets - - - 513 - 513
Exchange differences - 12 12 - 2 2
Interest on plan assets 77 3 80 55 2 57
Return on plan assets excluding interest (1,000) (18) (1,018) 71 5} 77
Cantributicns by employer 15 2 17 14 1 15
Benefits paid (136) (15) (151) (123) 10 {133)
Contributions by employees e, LA IR 7 T SR 7
Closing fair value of planassets 3088 104 3192 4125 120 4245
Present value of defined benefit obligation
Opening defined berefit cbligation (3,588) (143) (3.731) 13.,178) (156) (3.334)
Recagnition of Money Purchase liabilities - - - 1513) - (513)
Exchange differences - (14} (14) - M (1}
Disposals - 1 1 - - -
Current service cost “7n (2) (19) (17 (2} (19)
Past service cost (3 - 3 - - -
Adrministration expenses 7) - 7 (6 - (6}
Interest on plan liabilities (67) (3) (70) (49) {3) (52)
Actuarial {fosses)/gains - experience {25} {2) (27} {100 3 {(97)
Actuarial gains/(losses) - demographic 14 - 14 M - (1
Actuarnial gains - financial 1,050 25 1,075 160 6 166
Contributions by employees (%)) - {7 (7) - 7)
Benefitspad 136 S S 23 1013
Closing defined henefit obligation S (2.514) (123) (2.637) (3,588) (143) (3,731}

From 1 January 2021, the Group has recognised the assets and habilities for all members of the defined contribution section of the UK Group plan,
accounting for the whote defined contnbution sectian as a defined benefit scheme under 1AS 19 ‘Emplayee Benefits'. The net impact on the balance
sheet was £nil, however, the grass amounts of £513m can be seen in the table above. Subsequent movements to those assets and habilities are

included in the relevant ines i the table above.

The weighted average duration of the defined benefit obligation is 13 years for the UK and six years for the US.
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Changes in the value of the US PRMB are as follows:

All figures n £ milions 2022 2021
Opening defined benefit obligation (34) (39)
Exchange differences (3) (m
Interest an plan liabilities (1 (M
Actuarial gains - experience 5 2
Actuarial gains - financial 5 2
L OO0 -
Closing defined benefit obligatinn {25) (34)
Funding

The UK Group plan is self-admiristered with the plan's assets being held independently of the Group in trust The trustee of the UK Group plan 15
required to act in the best interest of the plan's beneficiaries, The most recent triennial actuanial valuation for funding purposes was completed as at
1 January 2021 and this valuation revealed a technical provision funding surplus of £160m. The UK Group plan expects to be able to provide benefits
{in accordance with the plan rules) with a very low level of reliance on future funding from the Group.

assets of the UK Group plan are divided into two main elements: liability matching assets and return seelang assets. The UK Group plan's investment
strategy allocates approxirmately 95% to matching assets and 5% to return-seeking assets.

Liatehity matching assets are assets that produce ¢ash flows that can be expected to match the cash flows for a proportion of the membership, and
include a liability-driven investment mandate (LDI) for which a Qualifying Investor Alternative Investment Fund (QIAIF) was established, managed by a
subsidiary of Legal & General Investment Management. The QIAIF invests in UK bonds, interest rate/inflation swaps and other derivative instruments
in order to reduce mterest rate and inflation risks using accurate cash flow matching and risk control. Other liability matching assets include pensioner
buy-in insurance policies, bonds and inflation-linked property and infrastructure.

Following the purchase of buy-in palicies with Legal & General and Aviva in 2017 and 2019, 95% of the UK Group plan's pensioner habilities were
matched with buy-in policies. These transfer significant longewvity risk 1o Aviva and Legal & General, reducing the pension risks being underwritten by
the Group and providing additional security for members.

Return-seeking assets are assets invested with a longer-term horizon to generate the returns needed to provide the remaining expected cash flows
for the beneficiaries, and include diversified growth funds, property and alternative asset classes.

Recent economic and geopolitical uncertainty has increased volatility in the valuation of certain assets, in particular the LDi and insurance contracts.
However, these movements are offset by equivalent movements in the defined benefit obligation. The UK Group plan divides its assets between a
number of investrment managers and across different types of assets, as such there is no significant concentration of risk.

Regular employer contributions to the UK Groug plan in respect of the defined benefit sections are estimated to be £nil for 2023,

Sensitivities

The effect of 2 one percentage point Increase and decrease in the discount rate on the defined benefit abligation and the total pension expense
is as follows:

2022
Adl figures in £ rillions 1%\ncrease W%LiLLrease-
Effect
{Decrease)increase in defined berefit obligation - UK Group plan (209) 261
{Decrease)/increase in defined benefit obligation - US plan (7) 7
The effect of members iving ore year more or one year less on the defined benefit obligation is as follows:

2022

“Oreyear  Oneyear

All figures in £ mifharns increase decrease
Increase/{decrease) in defined benefit obligation - UK Group plan 59 (59)
Increase/{decrease) n defined benefit abligation - US plan 3 (2)
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25. Retirement benefit and other post-retirement obligations continued

The effect of a half percentage point increase and decrease in the inflation rate 15 a5 foliows:

All figures i £ mllions 0 5% increase  0.5% decre.
Effect:
Increase/{decrease) \n defined benefit abligation - UK Group plan 59 (57)

Increase/(decrease) in defined benefit obligation - US plan - -

The above sensitivity analyses are based on a change in an assumption while holding all other assumptions constant, although in practice this 1s
unlikety to occur and changes in some assumptions may be correlated. When calculating these sensitivities, the same method has been apphied to
calculate the defimed benefit cbligation as has been applied when calculating the liability recognised in the balance sheet. This methodology is the
same as prior periods.

26. Share-based payments

The Group recognised the following charges in the income statement in respect of its equity-settled share-based payment plans:

All figures in £ millans 2022 2021 2020

Pearson plans 38 28 29

The Group operates the following equity-settled emplayee option and share plans:

Waorldwide Save for Shares Plan - The Group has a Worldwide Save for Shares Plan. Under these plans, employees can save a portion of their monthly
salary over a period of three 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 participation in the plan. Options that
are not exercised withini six months of the end of the savings perwcd lapse uncaniditionally.

Empiloyee Stock Purchase Plan - In 2000, the Group established an Employee Stock Purchase Plan which allows all emiployees in the US to save a
portion of their monthly salary over six-moenth periods, At the end of the period, the employee has the option to purchase American Depositary
Receipts (ADRS) with therr accumulated funds at a purchase price egual to 85% of the lower of the market prices prevailing at the beginning or end
of the period.

Long-Term Incentive Plan -~ The plan was first introduced in 2001 and from time to time the plan rules are renewed. The plan consists of restricted
shares. The vesting of restricted shares is normally dependent on continuing service over a three to five-year period, and in the case of Executive
Directors and semor management upon the satisfaction of corporate performance targets over a three-year period. These targets may be based

on market and/or non-market performance criteria. Restricted shares awarded to Executive Directors in May 2022, May 2021 and May 2020 vest
dependent on relative total shareholder return, return on invested caprtal and adiusted earnings per share growth. These awards are in additian to
the 2020 one-off co-investment award for the Chief Executive, vesting in three equal tranches based on market and non-market performance criteria.
The applicable market condition for the vesting of the final tranche 1s on total sharehelder return. Other restricted shares awarded in 2022, 2021 and
2020 generally vest depending on continuing service over periods of up to four years. Included within the total share-based payments charge in 2022
was £3m (2021 £nil; 2020: £nil) in respect of remuneration for post-acquisition services for recent acquisitions, which was included within other net
gains and losses in the Incorme statement.

Management Incentive Plan - The plan was introduced in 2017 combining the Group’s Annual Incentive Plan and Long-Term Incentive Plan for semor
management. The number of shares to be granted to participants is dependent on Group performance in the calendar year preceding the date of
grant (on the same basis as the Annual Incentive Plan). Subsequenitly, the shares vest dependent on continuing service over a three-year period, and
additionally, In the case of the Pearson Executive Management team, upon satisfaction of non-market based performance criteria as determined by
the Remuneration Committee. Restricted shares awarded as part of the 2020 Management Incantive Plan were granted in April 2021, In 2021 this
scheme was replaced by the Long-Term Incentive Plan for senior management.

The following shares were granted under restricted share arrangements:

2022 2021

Number of Weighted average Numiber of Weighied average

shares fair value shares farr value

060s £ onis £

Long-Term Incenove Plan 7584 7.61 ) 6,394 727
Manhagement Incentive Plan - - 630 77

In 2022, £26m of shares vested across the Warldwide Save for Shares Plan, the Long-Term Incentive Plan and the Management Incentive Plan.

The fair value of shares granted under the Long-Term Incentve Plan and the Management Incentive Plan that vest uncanditionally is determined using
the share price at the date of grant. Participants under the plans are entitled to dividends during the vesting period and therefore the share price 1s
not discounted.

Restricted shares with a market performance condition were valued by an independent actuary using a Monte Carlo model. Restricted shares with
a non-market performance condition were fair valued based on the share price at the date of grant. Non-market perfarmance conditions are taken
into consideration by adjusung the number of shares expected to vest based on tha most likely cutcome of the relevant performance criteria.
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27. Share capital and share premium

Number of Share Share
EUET e capital premiurm
nNis fm im
ALY January 2021 S 753,258 T 188 2,626-
lssue of ardinary shares - share option schemes 3,544 1 5
Purchase of own shares e - -
At 31 December 2021 ' 756802 189 2626
Issue of ordinary shares - share option schemes 1,199- - 7
Purchase nfown shares B (42268) Q0 -
At 31 December 2022 T 715;733 179 2,6337”

The ordinary shares have a par vafue of 25p per share (2021: 25p per share), All issued shares are fully paid. All sharehelders are entitled to receive
dividends and vote at general meetings of the company. All shares have the same rights.

On 24 February 2022, the Board approved a £350m share buyback programme in order to return caprital to shareholders. During the year,
approximately 42m shares were bought back and cancelled at a cost of £353m. The nominal value of these shares, £10m, was transferred tc
the capital redemption reserve, and the remainder of the purchase price is recorded within retained earnings. In 2021, no shares were bought back.

The Group manages its capital to ensure that entities in the Group will be able to continue as a going concern while maximising the return
to sharehglders through the optimisation of the debt and equity balance.

The capital structure of the Group consists of debt (see note 18), cash and cash equivalents (see note 17) and equity attnbutable to equity holders
of the parent, compnsing issued capital, reserves and retained earnings.

The Group reviews its capital structure on a regular basis and will balance its overall capital structure through payments of dividends, new share issues
as well as the issue of new debt or the redemption of existing debt in line with the financial risk policies cutlined in note 19,

28. Treasury shares

Number of
snares
Q005 £m
At January 2021 U e 903 7
Purchase of treasury shares 2,158 16
Newly 1ssued treasury shares 2,500 1
Release of treasury shares L {3.990) (02

4513

Purchase of treasury shares
Release of treasury shares O, .. ") O

At 31 December 2022 1,864 15

The Group holds Pearson ple shares in trust to satisfy its obligations under its restricted share plans (see note 26). These shares, representing 0.3%
(2021: 0.2%) of called-up share capital, are treated as treasury shares for accounting purposes and have a par value of 25p per share.

The nominal value of Pearson plc treasury shares amounts to £0.5m (20271: £0.4m). Dividends on treasury shares are waived,

At 31 December 2022, the market value of Pearson plc treasury shares was £18m (2021: £10m).
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29, Other comprehensive income

2022
Attributable to equity holders of the company
Fairvalue  Translation Retained con!ro';‘l?r?g_
All figures in L rniiflans reserve reserve earnings Total interest Total
Items that may be reclassified to the income statement
Net exchange differences on translation of foreign operations - 328 - 328 2 330
Currency translation adjustment disposed - (5} - 51 - {31
Attributable tax - - 4 4 - 4
Items that are not reclassified to the income statement
Fair value gain on other financial assets 18 - - 18 - 18
Attributable tax - - 1 1 - 1
Remeasurement of retirement benefit obligations - - 54 54 - 54
Attributable tax e e ) e o U2 .02 a2
Other comprehensive income/(expense) for the year 18 323 47 388 2 390
081
Arnburable to equity holders o the company Mo
Fair valie Translatan Retained contralling
All figures in £ millons renetve roserve CArrgs otal nterest Total
Items that may be reclassified to the income statement
Net exchange differences on translation of foreign operations - (6) - () - (6)
Currency translation adjustment disposed - 4 - 4 - 4
Attributable tax - - 10 10 - 10
Items that are not reclassified to the income statement
Fair value gain on other financial assets 4 - - 4 - 4

Attributable tax

Remeasurement of retirernent benefit obligations

Other comprehensive income/(expense) for

1. Comparative balances have been restated - see Note 1b,

Al fgures in £ mitlions

Net exchange differences an transiation of foreign operations
Currency translation adjustrment disposed

Attributable tax

Items that are not reclassified to the income statement
Fair value gain/loss) on other financial assets

Attributable tax

Rermeasurement of retirement benefit obligations

Attributable tax

Other comprehensive income/{expense) for the year

20200
Attributable to equity nolders of the camparyy

MNon-

Faur valLe Translation Retained controling
roserve rosene CArMINGs Total terest Tatal
- (109) - (109 - {109)
- {70) - 70) - {70}
- - (13) (13) - (13
(12) - - (12) - (12)
- - 23 (23} - (23}
O e S S
{12) (179) 134) (225) - {225)

1. Comparative balances have been restated — see Note ib.
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30. Business combinations

0n 28 January 2022, the Group acquired 100% of the share capital in Credly Inc (Credly), having previously held a 19.9% interest in the company. Credly
was founded i 2012 in New York and 1s a digital credential service provider whose platform enables custormers to design, create, issue and manage
digital credentials. It now forms part of the Workforce Skills division. Total consideration was £149m comprising upfront cash consideration of £107m,
Pearson's existing interest valued at £31m and £11m of deferred consideration. The deferred consideration is payable in two years, with additional
amounts being payable if certain revenue and non-financial targets are met, and dependent on continuing employment, and therefore these additional
amounts wil be expensed over the period and are not treated as consideration

On 28 April 2022, the Group acquired 100% of the share capital of ATI STUDIOS AP.P.S S.RL (Mondly), a global online learming platform offering
customers learning in English and 40 other languages via its app, website, virtual reality and augmented reality products, It now forms part of the
English Language Learning division. Total consideration was £135m comprising upfront cash consideration of £105m, and deferred consideration of
£30m The deferred consideration is payable over the next two years with no performance condibons attached. In addition, a further $29.6m (c£24mj)
of cash and $10m {c£8m) in shares will be paid over the next four years, dependent on continuing employment, and therefore these additional
amounts will be expensed over the period and are not treated as consideration.

Thesa transactions have resutted in the recognition of £202m of goodwill, which represents the expected growth through new products and
customers, the workforce and know-how acquired and the anticipated synergies, none of which can be recognised as separate intangible assets.
The goodwill is not deductible for tax purposes.

Intangible assets of £99m have been recognised in respect of Credly and Mondly. The valuations of these assets were carried out by third party
specialists, and were based on discounted cash flow models. The key assumptions that feed into the valuations are the cash flow forecasts, revenue
projections from existing customers, forecasted profit margins and discount rates. For Credly, £49m of intangible assets were recognised, mainly
relating to the cxisting customer rclatronships that will be annurbised uver 20 years, and technology which will be amortsed over five years. For Mondly,
£50m of intangible assets were recognised, the majority of which relates to acquired technology. and will be amortised over periods up to seven years.

In 2022, the Group also made three smaller acquisitions in the period for total consideration of £11m. In Decermber 2022, the Group announced that
it had signed a deal 1o acquire 100% of Personnel Decisions Research Institutes, LLC, the transaction has not yet completed.

In September 20217, Pearson completed the acquisition of 100% of the share capital of Faethm Holdings Pty Limited (Faethm), having afready held 9%
of the share capital previously, Faethm uses artificial intelligence and analytics services to help governments, companies and workers understand the
dynamic forces shaping the labour market. Faethm now forms part of the Workforce Skills division. The total consideration for the transaction was
£65m, which included £10m of contingent consideration, dependent upon meeting certain earnings targets. The contingent consideration was vafued
at the net present value of the Group’s best estimate of the amount that will be payable. In 2022, contingent consideration amounts have been settled
resulting in the recognition of an £8m gain in the income statement within other net gains and losses.

In addition, the Group made two additional acquisitions of subsidiaries for total consideration of £11m. In both cases, the Group acquired 100% of the
share capitat of the respective entities. Opinion Interactive LLC (also known as Spotlight Education) was acguired in February 2021, MZ Development
Inc. was acquired in July 2021, Both form part of the Assessment & Qualificstions divisicn.

The Group also made additichal investments in associates, which are detailed in note 12, and are not included below.

Details of the fair values of the assets and liabilities recognised at the acquisition date and the related consideration is shown in the table below.
Amounts for mtangible assets and goodwill for Mondly are provisional as management finalise reviews of the asset valuations. There were no
significant acquisitions in 2020.

2022 2022 2022 2022 2021 2020

All figures in £ mfiions Credly Mondly Other Total Tortal Total

ntangible asse,s 9 50 1 l ”1 10 27 -

Deferred tax asset 7 1 - a i -

Trade and other receivables 6 2 - i3 2 -

Cash and cash equivalents 12 1 - 13 4 -

Trade and other liabilities (18) (8} - (26) (5) -

Deferred tax abiies e D@ @@ @
Net assets acquired - a4 38 9 a1 33 -

Goodwil s 97 2. 204 83 -
Total 149 135 11 295 76 -

Satisfied by:

Cash consideration 107 105 1" 223 54 -
Contingent or deferred consideration 1 30 - 41 16 -
Total consideration o 149 135 1A 295 76 -

Credly generated revenues of £13m and a loss after tax of £4m for the period from acquisition date to 31 December 2022. Mondly generated
revenues of £17m and a profic after tax of £3m for the period from acquisition date to 31 December 2022 If the acquisitions had occurred on 1
January 2022, the Group's revenue would have been £7m higher and the profit after tax would not have been matenally different.

Annual report and accounts 2022 Pearson plc 193



Financial statements
Notes to the consolidated financial statements continued

30. Business combinations continued
Total acquisition related costs of £20m were recogrised in 2022 withun other net gans and losses.

The net cash outflows related to the acquisitions are set out in the table below. In addition to the current year acquisiions, the other net cash ocutflows
on acquisition of subsidiaries in 2022 and 2021 relate to deferred payments for prior year acquisitions.

2022 2021 2020
All figures in L rmillions Total Total Gotdl
Cash flow on acquisitions
Cash - current year acquisitions (223} (54) -
Cash and cash equivalents acguired 13 4 -
Deferred payments for prior year acquisitions and other items (10) 4 {6}
ACQUISIUGN COSIS PAIE e e : Y Mo
Net cash outflow (228) (55) )]

31. Disposals and business closures

In March 2021, the Group announced that it was launching a strategic review of its international courseware local publishing businesses. In 2022, the
Group disposed of its interests in the Canadian educational publisher (ERPI), Pearson ltalia 5.p.A, Stark Verlag GmbH, Austin Education (Hong Kong)
Limited, Pearson South Africa {Pty) Ltd and various other Sauth African companies. Total cash consideration recewed was £287m resulting in a pre-tax
gain on disposal of £42m. All entities dispased of were previously in the Strategic Review segment. £5m of losses arose from other immaterial disposals
and costs related to the wind-down cf certain businesses.

whether the associated results and cash flows of the businesses disposed in 2022 should be dessified and presented as discontinued operations

is a significant judgement. The Group's judgement is that the resuits and cash flows of the related businesses should not be classified and presented
as discontinued operations. The basis of this judgernent is that the businesses disposed do not constitute a separate major line of business or
geographical area of operations. The Group will continue to operate in the international K12 courseware market and in all geographical areas where
disposals have taken place. All of the businesses subject to this judgement are within the Strategic Review segment and represent £126m of sales for
the year ended 31 December 2022 aut of the total sales in the Strategic Review segment of £154m. If the Group had concluded that these businesses
represented discontinued operations, their results and the related gains on disposal would not have been included within each of the continuing
operations income statement hines. Profit for the period from continuing operations would have been £52m lower and this amount would have been
separately presented as profit for the period from discantinued operations as a single ine item. Adjusted operating profit would be unchanged.

In February 2621, the Group completed the sale of its interests in the Pearson institute of Higher Education (PIHE) in South Africa resulting 1 a pre-tax
loss of £5m. In October 2021, the sale of the Group's nterests in K12 Sistemas in Brazil was also completed for cansideration of £108 million, resulting
in a gain on sale of £84m. There were no other business disposals in 2021 and additional losses of £14m relate to other disposal costs including costs
related to the wind-down of certain businesses under strategic review.

In April 2020, the Group completed the saie of the remaining 25% interest in Penguin Random House resulting in a pre-tax profit of £180m.
There were no other material disposals in 2020 Deferred proceeds relating to the K12 sale were received in 2022, 2021 and 2020 (see note 14).

None of the 2021 or 2020 disposals met the criteria to be considered a discontinued operanon on the basis that they did not represent major fines
of business cr geographical areas of operations.
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The table below shows a summary of the assets and liabifities disposed of:

All figures n £ milhans Notes 2022 2021 2020
Disposal of subsidiarie;-;l“(-l-;;s"c-);:-isl.:es
Intargible assets, ncluding goadwill 77 3) -
Property, plant and eguipment (11) (48) -
Investments In joint ventures and associates - - (418)
Intangible assets - product development (39) (€ -
Inventories (33) (2) -
Trade and other recevables (106) ()
Deferred tax (12) - -
Cash and cash equivalents (excluding overdrafts) 21 (24) -
Prowsions for other liabilities and charges 1 3 -
Retirement benefit obligations 2 - -
Trade and other liabilities 52 4 -
Financial liabilities — borrowings 8 67 -
Net assets disposed o (236) {15) {418}
Cumulative currency translation adjustment 5 (4 70
Cash proceeds 291 108 531
Deferred proceeds 2 - -
Costs of isposal L =) S (29) 1
Gain on dispesal 37 65 184
All figures 1 L mithons 2022 2021 2020
Cash flow from dispos;-l-s- 77777777777777777777777777777777777777777777777777777777777777
Proceeds - current year disposals 291 108 531
Proceeds - prior year disposals 86 16 105
Cash and cash equivalents disposed (21) (24) -
Costs and other disposal liabilities paid OSSO ¢ N an ] o)
Neteashinflow e 338 631
Analysed as:
Cash inflow from disposal of subsidiaries 333 83 100
- - 531

Cash inflow from disposal of joint ventures and associates
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32. Held for sale

At 31 December 2022, the Group has entered into an agreement to dispose of a property that was previously accounted for as investment property.
The sale is expected to complete in 2023, Two other properties are currently also in the process of being sold, with the sales also expected to complete
in 2023. The properties are all classified as held for sale and have a carrying value of £16m as at 31 December 2022.

At 31 Decermnber 2021, only one praperty, which was disposed of in 2022, was classified as held for sale, and had a carrying value of £7m as at 31
December 2021. The businesses that were included in the Strategic Review segment as at 31 December 2021 did not meet the criteria 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 at that time for the sale 1o be
considered highly probable

The held for sale balances are analysed as follows

2022 2021

196 Pearson plc Annuai repart and accounts 2022



33. Cash generated from operations

QOperating cash flow and free cash flow are non-GAAP measures and have been disclosed as they are part of the Group's corporate and operating
measures, These measures are presented in order to align the cash flows with corresponding adjusted profit measures The table below reconciles
the statutory profit and cash flow measures to the corresponding adjusted measures. The table on the next page reconciles operating cash flow to

net debt.
{nher Dividends
Het Purchases from joint
gains JK Pension - disposal of Net addmion ventures
Statutory  Cost of major and  Inangible  discretionary PPEand  of nght of use and Adjusted
all figures i £ million Measures 1estuctunng losses charges T Cases software® assets®  associates measures
e e e .o/
Operating profit 271 150 (24) 56 3 - - - 456 Adjusted
operating
profit
Net Cash generated from 527 35 - - - (133) (29) 1 401  Operating
operations cash fiow
P
‘Operabrgprofit 183 214 (63 s - - - S35 Adusted
operating
profit
Net Cash generated from 570 24 - _ _ (176} (30) _ 388  Operating
operations cash flow
e
Operating profit B - R < - - 313 Adjusted
operating
profit
Net Cash generated from 450 38 - - - (134) {43) 4 315 Operating
operations cash flow
*Includes Investmen: property
All figures in £ millions 2022 2021 2020
Operatingcashflow © 401 388 315
Tax paid (109) (77 2
Net finance costs paid (35) (54) (50)
Net casts paid for major restructunmng e 9 S I—l
free cash flow 222 133 229
Dividends paid (including 1o non-controlling nterests) .. s (4 047
Net movement of funds from gperations 65 (16) 82
Acquisitions and disposals 105 62 619
Disposal of lease labilities 8 67 -
Loans repaid - - 48
Net equity transactions (383) (10) {(176)
Other movements on financial INSITUMENTS oo s erensssmneeeeee 2 A0 2
Movementinnetdebt e 2OD) 33303
Opening net debt (350) (463) (1,016)
Closing net debt (557) (350) (463)
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33. Cash generated from operations continued

Net cash generated from operations is translated at an exchange rate approximating the rate at the date of cash flow. The difference between this rate
and the average rate used to translate profit gives rise to a currency adjustment in the reconciliation between net profit and net cash generated from
operations. This adjustment reflects the nming difference between recogniticn of profit and the related cash receipts or payments.

Operating €ash flow and total free cash flow are non-GAAP (non-statutory) measures and have been disclosed and reconciled in the above table as
they are commanly used by investors to measure the cash performance of the Group. In the cash flow statement, proceeds from sale of property,

plant and equipment comprise;

All figuresn £ millions 2022 2021
Net book amount g9 4
ProfitAloss) on sale of property, plant and equipmene 5 )
Proceeds from sale of property, plant and equipment 14
The movements in the Group's current and non-current borrowings are as follows:
Foreign Transfer from New leases/
exchange Financng cash  non-cummentto disposal o’
All figures in £ milliops 2021 movements flows current leases 2022
Financial liabilities
Non-current borrowings 1,245 (14) 61 (76) (92) 3 1,155
Current borrowings 157 L o negy %2 VI b6
Total 1,402 (24} 77 (264) - 30 1,221
fareign Transfer ram New leases/
exchange  FINsnOng cash non-current to disposal of
All figures in £ millians 2030 IHOVEITRns flows current [AENUN 2021
Financial liabilities
Non-current borrowings 1,458 (20) 3 - (160) (36) 1,245
Current borrowings 248 4 {255) 160 m 157
Total 1,706 {11) {1} (255) - {37) 1,402

Nan-current borrowings include bonds, derivative financial instruments and leases. Current borrowings include loans repayable within one year,
derivative financial instruments and leases, but exclude overdrafts classified within cash and cash equivalents.

34. Contingencies, other liabilities and commitments

I Key judgements }

— The application of tax legislation in relation to provisions
for uncertain tax positions.

[ Key areas of estimation |

— Thelevel of provisions required in relation to uncertain tax
positions is complex and each matter is separately
assessed, The estimation of future settlerment amounts is
based on a number of factors including the status of the
unresolved matter, clanty of legislation, range of possible
outcomes and the statute of limitations.

There are contingent Group Habilities that anise in the normal course
of business In respect of Indemnities, warranties and guarantees in
relation to former subsidiaries and in respect of guarantees In
relation to subsidiaries, joint ventures and associates. In addition,
there are contingent liabilities of the Group in respect of unsettled
or disputed tax habilities, legal claims, contract disputes, royalties,
copyright fees, permissions and other rights. None of these claims
are expected ta result in a material gain or loss to the Group.

On 25 Apnil 2019, the European Commission published the full
decision that the United Kingdomn controlled foreign company group
financing partial exemption {FCPE) partially constitutes State Aid. This
decision was appealed by the UK Government and other parties On
8 June 2022, the U General Court dismissed the appeal following
which it has been concluded that a proviston is now required in
relation to this issue.
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The total exposure in relation to this issue 1s calculated to be £105m
{excluding interest) with a provision of £63m now included In the
results representing our estimate of the expected value. At 31
December 2021, it was considered to be a contingent hability. This
issue Is specific to penods up to 2018 and is not a continuing
exposure.

The Group 15 under assessment from the tax authorities in Brazil
challenging the deduction for tax purposes of goodwill amortisation
for the years 2012 to 2017. Similar assessments may be raised for
other years. Potential total exposure (including possible interest and
penalties) could be up to BRL 1,212m (£190m) up to 31 December
2022. Such assessments are common in Brazit, The Group believes
that the likelihood that the tax authorities will ultimately prevail is low
and that the Groug's position Is strong. At present, the Group
believes no provision 15 required.

The Group 1s also under assessment from the UK tax authorities in
relation to an 1ssue related to the UK's FCPE legislation with the
relevant years being 2019 to 2021, The maximum exposure 15
calculated to be £44m, with a provision of £13m currently held in
relation to this issue. The provision is calculated considering a range
of possible outcomes and applying a probability to each, resulting in
a weighted average outcome. The possible outcames considered
range from na liability through to the full exposure (£44m) Thisissue
15 speafic to 201910 20217 and 1s not @ continuing exposure,

At the balance sheet date there were no commitments for capital
expenditure contracted for but not yetr incurred. Commitments in
respect of leases are shown in note 35,



35. Leases

The Group's lease portfolio consists of approximately 720 property leases, mainly offices and test centres, together with a number of vehicle and
equipment leases. The Group has elected not to recognise right-of-use assets and lease habilines for short-term leases that have a lease term of 12
months or less and leases of low-value assets. The Group recognises the lease payments associated with these leases as an expense on a straight-line
basis gver the |ease term.

As a lessee:
The amounts recognised in the income statement are as follows:

All figures in £ millians Note 2022 2021 2020

Interest on lease liabilives o R N
Expenses relating to short-term leases - - (1)
Depreciation of right-of-use assets 10 {46) (49} (68)
Impairment of right-of-use assets 10 (34) {119) (4)

Lease liabilites are included within financial liabilities - borrowings in the balance sheet, see note 18. The maturities of the Group's lease ligbilities are
as follows:

All figuresan £ millons 2022 2021
|mssthanoneyear T 94 ..... : 92
Qne to five years 320 318
Morethanfiveyears et 332 394
Total undiscounted lease liabifities o T46 804
Lease lfabilities included in the balancesheet ... 805 633
Analysed as:

Current 7 68
Non-current 534 565

There are no lease habilities classified as held for sale.

The amounts recognised in the cash flow statement are as follows:

All figures in £ millions 2022 2021 2020

1Ms 133

Total cash outflow for leases as a lessee 118

At the balance sheet date commitments for capital leases contracted for but not yet incurred were £5m (2021 £3m). Extension and termination
opticns and varable lease payments are not significant within the lease portfolio. Short-term leases to which the Group is committed at the balance
sheet date are similar to the portfolio of short-term leases to which the short-term lease expense 1s disclosed above.

As alessor:

In the event that the Group has excess capacity in its leased offices and warehouses, the Group subleases some of its properties under operating and
finance leases,

The amounts recognised in the incorme staternent are as follows:

All figures in £ ralions 2022 2021 2020
Interest on lease recevables 5 6 9
Income from subleasing right-of-use assets (within other income) 4 2 7

The amounts recognised in the cash flow statement are as follows:

Al figuresn £ inilhons 2022 2021 2020

Total cash inflow for leases as a lessor
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35. Leases continued

The following table sets cut the maturity analysis of lease payments recevable for subleases classified as operating leases, showing the undiscounted
lease payments to be received after the reporting 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 receivable. During the year, the investment in finance lease recewable
increased by £6m (2021: decreased £15m), primarily due to new finance subleases entered into in excess of payments received.

Operating Finance 2022 2021 2020
Al figures in £ millians leases leases Total Total lootal
lessthanoneyear 3 21 24 21 24
One to two years 5 23 28 18 24
Two to three years 5 23 28 24 18
Three to four years 5 23 28 21 18
Four to five years 5 24 29 20 18
Morethanfiveyears 2 B B A58
Total undiscounted lease payments receivable 44 137 181 141 158
Wnearmed inance NCome e )
Net investment in finance lease receivable 121

36. Related party transactions

Joint ventures and associates

In 2021, the Group acquired a 40% interest in Academy of Pop and is accounting for the investment as an associate. At 31 December 2022, the Group
had a current iability payable to Academy of Pop of £5m (2021: £7m), which relates to the Group's initial capital contribution that had not yet been paid
as at 31 December 2022. This balance was paid i early 2023

Key management personnel

Key management personnel are deemed to be the members of the Pearson Executive Management team {(see pages 60-61). It is this Committee which
had responsibility for planning, directing and controlling the activities of the Group in 2022, Key management personnel compensation 1s disclosed
below:

Altfigures in £ millions 2022 2071 2020
Short-term employee benefits 7 [ 6
Retirement benefits 1 1 1
Share-based payment costs ) 9 8 4]

Short-term employee benefits and retirernent benefits exclude Executive Directors which are shown an page 101 of the Directors
Remuneration Report.

There were no other material related party transactions. No guarantees have been provided to related parties.
37. Events after the balance sheet date
in February 2023, the Group renegotiated its revolving credit facility, reducing the maximum facility to $1bn

Pearson holds investments in unlisted securities with a value at 22 December 2022 of £133m. Some of the businesses relevant to this investment,
bank wath Siicon Valley Bank which collapsed in early March 2023, Given the US Government has announced that it will guarantee all deposits held at
Siticon Valley Bank, any subsequent risk to the valuation of these investments is considerad by management to be low, but possible
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38. Accounts and audit exemptions

The Pearson plc subsidiary companies listed below are exempt from the requirements of the Companies Act 2006 relating 1o the audit of individual
financial statements by virtue of section 479A,

Company number 7 Cormpary number
Aldwych Finance Limited 04720435 Pearsan Loan Finance Nao. 5 Limited 12017252
Education Development Internatianal plc 03914767 Pearson Loan Finance No. 6 Limited 12030662
Faethm Limited 11842984 Pearsan Loan Finance Unlimited 05144467
Longman Group {Overseas Holdings) Limnited 00690236 Pearson Management Services Limited 00096263
Pearson Australia Finance Unlimited 05578463 Pearson Overseas Holdings Limited 00145205
Pearson Canada Finance Unlimited 0557849 Paarson Pension Trustee Services Limited 10803853
Pearson Dollar Finance plc 05111013 Pearsan Professional Assessments Limited 045904325
Pearson Dollar Fnance Two Limited 06507766 Pearson Strand Limited 08561316
Pearsan Education Holdings Limited 00210859 Pearsan Services Limited 01341060
Pearson Education tnvestments Limited 08444933 Paarson Shared Servicas Limited 04623186
Pearson Education Limited 00872828 Pearson Strand Ninance Limited 11091691
Pearson Internaticnal Finance Limited 02496206 PYNT Limited 08038068
Pearson Loan Finance No. 3 Limited 05052661 TQ Global Limited 07802458
Pearson Loan Finance No. 4 Limited 02635107
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Company balance sheet

As at 31 December 2022

Allfigures in £ millions Nates 2022

Assets ---------------------------------------

Non-current assets

Investments in subsidiaries 2 6,738

Amounts due from subsidiaries 1,667

Deferred income tax assets 44

Finandial assets - dervative financial instruments . = S 43
e e 640

Current assets

Amaounts due from subsidiaries 528

Current income tax assets 4

Cash and cash equivalents (excluding overdrafts) 4 240

Financial assets - derivative financial instruments 5 16

Other asset

Total assets

Liabilities
Non-current liabilities

Amounts due 1o subsidiaries (3.380)
Financial hebilities — dervative financial instruments T S ) S
""""" (3,434)

Current liabilities

Amounts due to subsidiaries (1,383)
Other liabiities (4}
Fingndial liabilities - derivative financial instruments T S LA

(3.605)

GO

(3,635)

(1,853)
(1)

Share capital & 179 189
Share premium 4] 2,633 2,626
Treasury shares 7 {15) (12)
Capital redemption reserve 28 18
Special reserve 447 447
Retained earnings - including profit for the year of £499m (2021: £27m) e AP LIl
Total equity attributable to equity holders of the company 4,450 4,452

These financial statements have been approved for 1ssue by the Board of Directors on 15 March 2023 and signed on its behalf by

Sally johnson
Chief Financial Officer
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Company statement of changes in equity

Year ended 31 December 2022

Fepiry armnbutable 1o equity holders o the company

Capral
Share Share ‘reasury redemption Special Retaned

All figures 1 £ malllons capital premium shares reserve reserve earnings Total
AAUBY2022 e 1892626 (2 B a7 1084 aas2
Profit for the year - - - - - 499 499
Equity-settled transactions' - - - - - 38 38
Issue of grdinary shares under share option
schemes! - 7 - - - - 7
Purchase of treasury shares - - (37) - - - 37)
Release of treasury shares - - 34 - - (34 -
Buyback of equity {10} - - 10 - (353) (353)
e OO SR O L. SO .51
At 31 December 2022 179 2,633 (15) 28 447 1,178 4,450

Equity attributabile 1o equity holders of the company

Capital
Share Share Ireasury redemplion Special Retaned

All figuresn £ miflions capita e shares reserve reserve SAININgs Total
AUTIANUELY 20271 1882820y T8 A 1280 s
Profit for the year - - - - - 27 27
Equity-settled transactions! - - - - - 28 28
Issue of ordinary shares under share option
schemes’ ] 6 M - - - 6
Purchase of treasury shares - - (16) - - - 16)
Release of treasury shares - - 12 - - (12) -
Diddends e e e T T A (49
At 31 December 2021 189 2,626 (12) 18 447 1,184 4,452

The capital redemption reserve reflects the nominal value of shares cancelled in the Group's share buyback programme. The special reserve
represents the cumnulative effect of cancellation of the company’s share premium account.

1 Full detals of tne snare-based payment plans are disclosed in note 26 16 the tonsolidared financal statemernits.
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Company cash flow statement

Year ended 31 Decernber 2022

All figures in £ millions Notes, 2022 201

Cash flows from operating activities

Net profit 4599 27
Adjustments for:

Income tax {15) )
Net finance costs 48 41
Share-based payment costs 38 28
Impairment charges 5 -
Amounts due to subsidiaries (97) (93)
Interest paid (44) (66)
Taxreceived OSSR
Net cash generated from/(used in) operating activities 438 (72)
Cash flows from financing activities

Proceeds from issue of crdinary shares 3] 7 6
Buyback of equity (353) -
Purchase of treasury shares (37) (16)
Dwdends paid to company's sharehalders . ..ase) (149)
Net cash used in financing activities (539) (159)
Effects of exchange rate changes on cashand cashequnalents B L
Net decrease in cash and cash equivalents (70} (231
Cash and cash equivalents st DRBINMING OTYEAT | s oo o o oo oo 310 581
Cash and cash equivalents at end of year 4 240 310
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Notes to the company financial statements

1. Accounting policies
The financial statements on pages 202-212 compnise the separate financial statements of Pearson plc.

These company financial statements, have been prepared on the going concern basis and in accordance with UK-adopted International Accounting
Standards and with the requirements of the Companies Act 2006. The company transitioned ta UK-adopted IASs on 1 January 2021, The company
finanoial statements have also been prepared in accordance with IFRSs as issued by the International Accounting Standards Board (IASB). In respect
of accounting standards applicable to the Group, there is no difference between UK-adopted 1ASs and IFRSs as issued by the IASE.

These consolidated financial staternents, and the company finanaal statements, have been prepared under the historical cost convention as modified
by the revaluation of financial assets and habiliies (including derivative financial instruments) at fair value.

As permitted by section 408 of the Companies Act 2006, the cansolidated income statement and statement of comprehensive income have not
been presented.

The company has no employees {2027 nl).

The basis of preparation and accounung policies applied in the preparaton of these campany financial statements are the same
as those set out in note 1a to the consolidated finanaial statements vath the addition of the following:

Investments
Investments in subsidiaries are stated at cost less provision for impairment, with the exception of certain hedged investments that are held in a foreign
currency and revalued at each balance sheet date.

Lending to/from subsidiaries is considered to be an operating activity and any movements are classified as cash flows from operating activities
In the cash flow statement.
Amounts owed by subsidiaries

Amounts owed by subsidiaries generally mature within five years, but can be called upon on short notice, or are repayable on demand. Amounts owed
by subsidiaries are dassified as current if they mature within one year of the balance sheet date or if the company intends to call the loan within one
year of the balance sheet date. All other amourits are classified as non-current. The company has assessed and concluded that these loans will be fully
recovered. Therefore credit losses are considered to be immaterial.

Parent company guarantees

The Company has guaranteed the repayment of bonds and certain other liabnlities due by subsidiary undertakings pnmarily to third parties.
Such guarantees are accounted for by the Company as insurance contracts. In the event of default or non-performance by the subsidiary,
a liability 1s recorded in accordance with 1AS 37

New accounting standards
No new standards were adopted in 2022.

A number of other new pronouncements are effective fram 1 January 2022 but they do not have a material impact on the company
financial statements

2. Investments in subsidiaries

All figures in £ millions 2022 201
ALbegnming Of year T 6632 6619
Distributions (49) -
At end of year 6,738 6,632

There were no impairments in 2022 or 2021,

The recoverability of Investments is tested annually for impairment in accardance with I1AS 36 Impairment of Assets’ The carrying value is compared to
the asset's recoverable amount which is generally assessed on a value in use basis. Significant estimation is required to determine the recoverable
amount. The value in use of the assets is calculated using a discounted cash flow methodology using financial information related to the subsidiaries
including cash flow projections in conjunction with the goodwill impairment analysis performed by the Group. The key assumptions used in the cash
flow projections are discount rates, perpetuity growth rates, forecast sales growth rates and forecast operating profits. See note 11 of the conschdated
financial staterments for further details,
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Financial statements
Notes to the company financial statements continued

3. Financial risk management

The company's financial instruments comprise amounts due to/from subsidiary undertakings, cash and cash equivalents, dervative financial
instruments and current borrowings. Dervative financial instruments are held at fair value, with all other financial instruments held at amortised cost,
which approximates fair value. The company's approach to the management of financial risks is consistent with the Group's treasury policy, as
discussed in note 19 to the consoldated financial statements. The company believes the value of its financial assets 1o be fully recoverable.

The carrying value of the company's financial instruments is exposed to movements i interest rates and foreign currency exchange rates (primarily US
dollars). The company estimates that a 1% increase in interest rates would result in a £7m increase (2021: £6m increase) in the carrying value of its
financial instruments, with a 1% decrease in interest rates resulting In a £6m decrease (2021: £6m decrease) in their carrying value. The company also
estimates that a 10% strengtherung in sterling would decrease the carrying value of its financial instruments by £136m (2021: £117m), while a 10%
weakening in the value of sterling would increase the carrying value by £153m (2021 £139m). These increases and decreases in carnying value would
be recorded through the income statement. Sensitivities are calculated using estimation techniques such as discounted cash flow and option valuation
madels. Where modelling an interest rate decrease of 1% led to negative interest rates, these points on the yield curve were adjusted to 0%.

The following table analyses the company's derivative assets and habilities into relevant maturity groupings based on the remaining period
at the balance sheet date to the contractual maturity date. The amounts disclosed in the table are the contractual undiscounted cash flows
(including interest) and as such may differ from the amounts disclosed on the balance sheet.

Analysed by matunty Analysed by currency
Greater tnarn | ater 1an
one month ane year but
and less than less tnan Frve years
All figures in £ millions O yoar five years ar mare Total ushD GRP rher Toral
A 31 Decambar gy PSS USSP
Rate derivatives - inflows an (471) - (482) (24) {170) (288) {482)
Rate derivatives - outflows 1 490 - 491 224 255 12 491
FX forwards — inflows (304) - - (304) - {304) - (304)
Pforwards-outflows 313 S T 313 e AL S T 313
Total ) 19 - R w0 94 (276) 18
AL 31 December 2021
Rate derivatives - inflows (7) (331 - (338) 9 {150} (179) (338)
Rate derivatives - outflows 12 339 4 355 203 150 2 355
FX forwards - inflows (148) - - (148) - (148) - (148}
PXforwards - outfiows e . S Sy 28 1AB
Total s 3 4 17 L I - D b
All cash flow projections shown above are on an undiscounted basis. The value of the hedged items and the hedging instruments s
Any cash flows based on a floating rate are calculated using interest £1.4bn (2021: £1 3bn) and the change in value during the year which
rates as set at the date of the last rate reset. Where this is not was used to assess hedge ineffectiveness was £155m (2021: £13m).
possible, floating rates are based on interest rates prevailing at There was no hedge ineffectiveness.

31 December in the relevant year, All derivative amounts are
shown gross, although the company net settles these amounts
wherever possible,

Cashflows from the €300m EUR 2025 bond are received by the
company from its subsidiary creating a foreign currency exposure
upon the translation from EUR to GBP. Changes in the GBP:EUR spot
Fair value hedge accounting rate will result in changes to the value of amounts due from
subsidiaries when translated into GBP. The hedged item is €100m of
this amount due from subsidiaries denominated in EUR. The hedging
instrument 1s @ €100m 2025 cross currency swap. It 1s expected that
the change in value of these items will move in the opposite
directions as a result of movernents in the EUR:GBP exchange rate.

A foreign currency exposure arises from foreign exchange
fluctuations on transiation of the company's investments in
subsidiaries denorminated in USD into GBP. The hedged risk is the
risk of changes in the GBP:USD spot rate that will result in changes in
the value of the USD investments when translated into GBP. The
nedged items are a portion of the company's equity investment I Credit risk management
subsidiaries denominated in USD. The hedging instruments are a
portion of the company’s Intercompany loans due from subsidiaries
which are denominated in USD.

The company's main exposure to credit nsk relates to lending to
subsidianies Amounts due from subsidiaries are stated net of
pravisions for bad and doubtful debts. The ¢redit risk of each

It 1s expected that the change in value of each of these items will subsidiary 15 influenced by the industry and country in which

offset each other as there is a clear and direct econcmic relationship they operate; however, the company considers the credit risk of
between the hedge and the hedged item in the hedge relationship. subsidianes to be low as it has visibihty of, and the ability to influence,
Hedge ineffectiveness would anse i the value of the hedged items their cash flows.

fell below the value of the hedging instruments; however, this is
unkkely as the value of the company's Investments denominated In
USD is significantly greater than the proposed fair value hedge
programme.
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4, Cash and cash equivalents (excluding overdrafts)

All figures in L rrilhons 2022 2021
Coshatbancandmhand 20 310
240 310

At the end of 2022, the currency split of cash and cash equivalents was US dollar 79% (2021: 66%), sterling 18% (2021: 32%) and other 3% (2021: 2%).

Cash and cash equivalents have fair values that approximate their carrying amounts due to their short-term nature. Cash and cash equivalents include
the following for the purpose of the cash flow statement:

AllNgures 1y F rafions 2022 20M
Coshendcashequvalents o 280 B10)
240 310

5. Derivative financial instruments

The company's outstanding derivative financial instruments are as follows:

2022 2071
Gross
notional Crots noehonal

sures in Lo millians amounts Assets Liabilities amawnts Ansety
Interest rate derivatives e T n 3 5@
Cross-currency rate derwatives 83 34 331 24
FXdernatives e 6 0N 430 3 4
Tota 1,436 59 a6 2 34
Analysed as expiring: e
In less than cne year 1,016 16 (11)
Later than one year and not later than five years 420 43 (54)

Later than five years

5o @®%

The carrying value of the above derivative financial instruments equals their fair value. Derivatives are categorised as level 2 on the fair value
hierarchy Fair values are deterrnined by using market data and the use of established estimation techmgues such as discounted cash flow and
nptinn valianan models

6. Share capital and share premium

Number of Share Snare

shares capital Premerm

000s fn £m

ACTlanuary 2021 TR es eg T i8g 2620
Issue of ordinary shares - share option schemes = i B

At 31 December 2021 e 756,802 Yt 2,626

Issue of ordinary shares - share option schemes 1,199 - 7
Buy-backofequity oo \O2,2068) QO o

At 31 December 2022 e j"15,733 179 2,633

The ordinary shares have a par value of 25p per share (2021: 25p per share). All issued shares are fully paid. All shareholders are entitled to receive
dividends and vote at general meetings of the company. All shares have the same rights.

On 24 February 2022, the Board approved a £350m share buyback programme in order to return capital 1o shareholders. During the year,
approximately 42m shares were bought back and cancelled at a cost of £353m. The nominal value of these shares, £10m was transferred to the
capital redemption reserve. In 2021, no shares were bought back.
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7. Treasury shares

Number of

sharas
000 m
At 1 January 2021 903 7
Purchase of treasury shares 2158 16
Newly issued treasury shares 2,500 1

Release of treasury shares

At 31 December 2021 =
Purchase of treasury shares asis T a
Refesse ofressuryshares axy  on
At 31 Dacamber 2022 T s =

The company holds its own shares in trust to satisfy its obligations under its restricted share plans. These shares are treated as treasury shares for
accounting purposes and have a par value of 25p per share

The nominal value of the company’s treasury shares amounts to £0 5m (2021: £0.4m). Dividends on treasury shares are waived.

At 21 December 2022, the market value of the company's treasury shares was £18m (2021: £10m). The gross book value of the shares at
31 December 2022 amounts te £15m (2021: £12m).

8. Contingencies

There are contingent liabilities that anse in the normal course of business in respect of indemnities, warrankies and guarantees in relation to former
subsidiaries and in respect of guarantees in refation to subsidiaries. The tota! value of guarantees made by the company in relation to its subsidiaries
is £889m, In addition, there are contingent habilites in respect of legal claims, None of these claims are expected to result in a material gain or loss 1o
the cermpany.

9. Audit fees
Statutory audit fees relating to the company were £38,037 (2021: £35,500).

10. Related party transactions

Subsidiaries
The company transacts and has outstanding balances with its subsidiaries. Amounts due from subsidiaries and amounts due to subsidiaries are
disclosed on the face of the company balance sheet.

These loans are generally unsecured and interest is calculated based on market rates. The company has interest payable to subsidiaries for the year of
£137m (2021: £91m) and interest and guarantee fees receivable from subsidiaries for the year of £105m (2021: £32m), Management fees payable to
subsidiaries in respect of centrally provided services amounted to £16m (2021: £11m). Management fees receivable from subsidianes in respect of
centrally provided services amounted to £34m (2021: £30m). Dimdends received from subsidiaries were £605m (2021: £72m), which includes £49m
(2021: £nil) of returns of capital distributed by subsidiaries.

Associates

There were na related party transactions with assocdates in 2022 or 2021,

Key management personnel
Key management personnel are deemed to be the members of the Pearson Executive Managerent team.

Itis this Committee which had responsibility for planning, directing and controlling the activities of the company 1n 2022, Key management personnel
compensation is disclosed in note 36 to the consolidated financial statements.
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11. Group companies

In accardance with section 409 of the Companies Act 2006, a full list of subsidiaries, partnerships, assaciates, joint ventures and joint arrangaments,

the country of Incerporation, the registered address and the effective percentage cf equity owned, as at 31 December 2022, is disclosed below. Unless
otherwise stated, the shares are all indirectly held by Pearson plc. Unless otherwise stated, all wholly-owned and partly-owned subsidiaries are
included in the consclidation and all assodiated undertakings are included in the Group's financial statements using the equity method of accounting,

Principal Group companies are identified In bold.

Wholly-owned subsidiaries

couniry Reg Cantry Reg Conntry Reg
Ragmlared Comoany name of Incorp office Regseied company Name otncorp offce Regstered compary name of lncoip office
Addison Wesley Longman, Inc LS Falstatf Holdra Inc us 4 Pearson Canata Inc A ]
Addsorn-Westey Eduranonal Pibbsters L5 4 Falstaff Ine. us 54 Pearsan Central Furope Spétka 7 Pl 39
re L BH. Inc s 4 Cgramcsong odpowiedzialnoscg
AZC S PTE Limited a6 73 George (Shanghan Comranercial N 31 Pearsen College Lirmited UK 1
Alclwych Finance Limited LK 1 Iefarmatian Consulting Co. 1 td Pearson DRC Holdings e LS 4
8
All Prafessional Development Lt € L5 4 Glabe Fearon Inc s 1/ Pearson Desarrallo y Capacitacion C g1
ATl Studios A 1P P.5. SR RO /8 Heinemann Educational Botswana BW 8 Profesioral Chile Limitada
Atkey Finance Limited = ; (PublishersH{Proprctary) Limited "earson Deutschlard GrnbH DE 82
Axis Frridrice I, 5 4 IndhaCar Fduraninn Prvate | imited In 2 Pearson Digitai | earming Paerte Rico, Ine. PR 76
Camsaw, Int LS 4 Integral 7, imc, w5 4 Pearson Dollar Ninance ple UK 1
CAMSAWLISA, ne s 11 INTELLIPRO, INC s 13 Pearson Dollar Finance Twa Lirrited K 1
Centro Cultural Americano Franquias e BR 15 Knowledge Analysis Technologies, | 1 C 5 18 Pedrsan Educanion de Chile | imitada CL 81
Coméroio Lirda | CCIEB Traimng Consultancy, Lt CN 64 Pearson Educacion de Calombia SAS. [ae] 84
Century Corsaltarts | td us 13 | essonlab, Inc L5 1/ Pearsan Fducanon de Mexika, S.A4. WX 3153
Certiport China Haolehing, 10 us 4 Ligrum Oil Company s 4 de Cv
- , 2
Certiport, Inc, s 4 | ONSG P LID, e 73 Pearson b ducacion de Panama SA PA 86
. P £ duta feru A PE
Clutch Learning, ne. us 4 Longrman (M alawi) L imired N 5 earson fducacion de Peru S.A £ 8/
- 3 | " lad Sducacian G4 ES &
Cogmed Systems AR 5t 4 Longman Group((verseas —oldings) UK 1 @arson Eduiacion 8
Connectiors Academy of Flonda, LI ¢ us 20 Limited Pearsor Education (Singapore) Pre 1td” - 50 5
Cannections Acaderny of lnwa, 1 C us Ja Longman Indochinag Acgquisition, LLC. s 4 Pearsar fducaton Alrica (Py) Ltd A 47
Connections Acaderny of Mainc, |1 ¢ us I8 . engrran Tansaria Liried” (s 68 Pearsar Sducauon Asta Lirnited HK EE]
Cannecrions Aradomy of Maryland, | ¢ LIS 79 - ongman Zambia Lducational Publishers ZM 60 Pearsor Fducation Botswand W 8
. ) Fy Lid (Proprietary] Limited
Cannecticrs Academy of Nevada, L us 31
B . _ongman Zimbatiwe (Private) Lid W 47 Pearson Education do Brasil Ltda ER [#s]
Connections Acaderty of New Mexico, us 32 B
Inc _ongmaned Leuador 5.A LC n Pearson Education Fellas SA R 26
Connectiors Avadery of Oregon. L) ¢ us k7 _umerit Lducation, LLE us 4 Pearson Education Foldings Limited! UK 1
conneclions Acadery of Feansybiania s L Waporl i3 Limited* UK S0 Pearson Education irdochina Limited 1= Ao
e WeasureUp of Delaware, .1 C us 4 Pedison Education nvestmerts Limited UK 1
Connections Atadery of Tennassee, LLC US 44 Kodern Curriculurn Ine us 17 Pearson Education Korea | imited KR a6
Connections Acadery of Texas 1€ us a1 Maltr Tremamento e Editora Ltda BR 60 Pearson Education Limited K 1
Connections Fducation LLC uUs 4 MZ Development 'nc. us 4 Pearson [ducation Narribia (Pry) limited  NA 91
Connedtions Education of Jlonda, LLC us 20 National Computer Systems jspan Co Ltd |2 4 Pearson Educatiar Publishing Limited NG 42
Connections Edutation, Inc us 4 Nawwy Education, LLC us 22 Pearson Cducation Resources ltala SR _ il 67
Credly, nc. us 4 NCS Information Services Technology CN 75 Pearson Educdtion S.A Uy 93
Domire Press, ne. s 17 (Bepng) Co Ltd Pearson Educalon SA AR a4
Ponan Anance Limited IE / NCS Pearson Pty Ltd P 48 Pearson Fducation South Afnica (Pry) Led - ZA 4}
- . i il

FBNT Carada - 'oldings ULC CA 58 NCS Pearson Puerto Rice, inc R 7 Pearson Fducation Soulh Asia Pte Ltd SG 3
FANT Holdings Limited CA 57 NCs Pearson, Inc. 5 S0 Pearson Fducation Tamvan Ltd W 9
FRNT LISA Holdings Inc. us 1 Opiron Interactve LLC =5 18 Pearson Education, Inc. us q
eCollegrtoir us 4 Groinate Corporation o5 i Fearson Fducational Maasurermienl CA 36
Ldexeel Lirmted * LK. 50 Pearsur (Beljing) Managemoent CN 77 Canada, Inc

Consulting Co , 1td.
Sducation Developmert Internatongl Pl UK 1 B . 4 Pearson Eduranonal Publishers, LLC Us 4

. Pearson Amerlca _LC S ! .
tducaticn Resources {Cyprus) Limited ¥ 01 Pearsan Eginm Cozamleri Tikaret TR 61
. : Pearsar Amsrerdam BY ML 79 Limited Sirket
cducational Management Groups, Ire s 52
) Pearsar Australia finznce Unlirmited UK 1 Pearson Falstaff {Hoidings) Inc us 4

Embanet JLC CA 44
) _ Pearsor Australia Group Py Lod Aus 48 Pearson Falstaff Holdco LLC us 4
Fmbanet Compass Knowledge Group Inc, LIS 20

Pearsar Australia boldings Py Ltd Al 48 Pearson France FR 70
Fnglsh L angoage Lesrring and us 54
Instruction Systerr, Ine Pearsor Benelux BV ML 79 Pearson Funding Four Limited! UK 50
Faethm Holdings Pty Linrited AU 48 Pearsor Books Limrited™ LIK a0 Pearson Funding ple! LK 1
Faethim IP Py, Lirited AL 45 Pearsor Brazil Sinance |imited* UK a0 Pearson Holdings ne Ls 4
Faethm Lid LK H Pearsor 3usiness Services Inc us 4 Pedrson Holdings Southern Africa A a7
Facthm Pty - imited AU A8 Pearsor Canada Assessment ing CA 80 {Pey) mirmited

=] = . N

Facthm USA LLC us 6 Prarsor Canada binarce Unhrmited LK 1 arson Hungary LG Hi 5

Pearsor Canada Holdings Inc A =0 Pedrson India Eduration Services IN 73

Srivate Jmited
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Notes to the company financial statements continued

Country Reg Country Reg
Regislered Lompany name of Incarp office Registered company rame aflncorp offce
Pearson International Finance Limiged” UK 1 1Q Clapham | imited* 1S 50
Pearson Investment Holdings, Inc us 4 TQ Bducation and Training Limited L |
Pearson lsrael (P 1) Ltd L 66 TQ Education srd Traming .amited SA 56
Pearson Japan <K e 43 T8 Global Lmited K 1
Pearson Lanka {Prvate) Lirnited LK 63 TG Group Limited UK 1
Pearson Lanka Support Services LK 12 T3 Holdings Limited UK 1
(Private} Limited Vue Testirg Services Israel Led IL 46
Pearson Lesotho {Pry) L td Ls 62 Ve Testing Services Korea Limited KR 35
Pearson Loan Finance No 3 amited UK 1 wilhan's Education Gmbe ™ -
Pearson coan Minance No 4 Limited UK 1
Pearson Loan Finance No & Limited UK 1 *In liquidation.
Pegrson Loan Finance No & Limited UK 1 T Directly owned by Pearson plc.
Pearson | oan Finance Unlimited JK 1
Pearson | angman Lganda Lirmited JG 43
Pearsor: Malaysia Srin Bhd. MY 59
Pearson Management Sensces Limited' LK 1
Pearson Management Services IPH 33
Philippines Inc
Pearson Maryland, Inc. us 1i
Pedrson Mogarmbique, . imitada MZ A2
Pearson Neatherlands 8 NL 79
Pearson Netherlands Holdings BY. ML 79
Pearson Norminees limited' (B¢ 1
Pearson Onhire Tutaring LG us 4
Pearsor (verseas Holdings —imited” LK 1
Pearson PEM PR, Inc PR 1%
Pearson Pensier Nominees Lirited LK 1
Pearson Pensian Property Fund Limited LK i
“earsan fension Trustee SeIvices UK 1
Lwrsted’
Pearson Phoenix Pty Ltd Al 48
Fearson Professional Assessiments LK 1
Limited
Pearson Real Estate Holdings 0c. us 4
Pearson Real Fstate Holdings Limited UK 50
Pearson Schweiz AG CH 34
Pedrson Services Limited! LUK 1
Pearson Shared Sonvces Limied” LK 1
Pearson Strand Finarce Lmited’ UK 1
Pearson Strand | imited LK 1
Pearsor Swedon AR SE 14
Pearson VUE Europe BV NL 79
Pearson VUL Philppires, inc P 27
Perguin Capital, LI C s 4
PN Haoldings Inc -5 4
PractorCarr, 'nc. LS 4
PT Efficient Lrglsh Senvices D &3
PYNT Limited LK 1
Readirg Property Holdings -LC Us 3
Rebus Planning Assacuates, 1 5 10
Reston Pubhskirg Comparry, 0c LS 4
Rytade Capital Corparation s 4
Shanghat AWl Fd.caton Software Ledt” N 1
Sikver Burdett Gine Ing s 4
Skylight Trainirg and 2ublishing Inc S 52
Smarthirkirg, Inc -5 4
Sound Holdings ne S 4
Sparrow Phaenix Pry Lid ALy 48
Spear Insurance Compary sirited Bh 45
The Waire Group, Irc w5 17
T Catabs urited* oK G0
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11. Group companies continued
Subsidiary addresses

The following list includes all Pearson registered

offices worldwide,

Registered office aduiess

1 80 Strand, | ondon, WCZR ORL, Enpland

2 The HWF 3" Floor, No 44, Filliayar Kol Street,
Jawaharlal Nehru Road, Anra Nagar. Chennar
TN 600040, India

3 C T Corporatior System, 155 Federal St Suite 700,
Bostor, WA 02110, riled States

4 The Corporatian Trust Company, Corporaten frust
Center, 1209 Orange Street, Wilmingtor, New Castle,

[3F, 19801, United States

B G, #13 05/06, Notth Buona wista Drive,
Ihe Wetropols Tower One, 138588, Singapaore

6 340 Halsa Or, Chattahoochee Hills, GA GA 30268,
Urnted States

/ 1 ' FHoor the Liffey Irast Certre, 11 /126 Shenft
Stroet Upper, Dublin 1, Ireland

8 Dps Consulting Services Proprictary * imited, Flot
54513, Unit 6, Courtyard, Village, Gaborore,
Botowana

=] 117, No 208, Sec 1, Cvic Blvd,, Datong District, Taipel

City, 10351, Tawan {Prowince of China)

10 The Corporatior Compary, 40600 Anr Arbar Rd
F Sute 207, Plymouth, M1, 481 /0. United States

1 The Corporatior Trust Incarporated, Saite 201, 2405
York Road, Lutherville Turonim, %02, 21093, United

States

12 #1,3, 5 Tloor. Zast Tower, Warld Trade Centre,
Zchelon Square, Colombo, 01, 5SniLarka

13 820, Bear Tavern Road West Trenrtor, Mercer,
N, DBBZ8. Urited States

14 Guastavslurdsvigen 137, 16/ 51 Bromima,
Stackholm, Swedaen

1% Avenida Francisco Matarazzo n® 14C0 Fdificio Milano

- /2 andar, Conunto /2 - Sala 25 de Marqo - Agua
Branca, 3o Paulo, 05001 903, Brazal

16 105 F Stroct #2A, Davis, CA, CA 95616, United States
1/ C I Corporation systerr, 330~ drand Bid, Glerdale,

CA51203-2336
18 The Corporation Company, 7700 F Arapahoe Rd

Sulte 220, Centenmial, €O, BO11T2-1264, United States
1% 500, 401, Calle de la Tanca Edificic Cchna, San Jaan,

00907 1969, Puerto Rico

20 C 1 Corporatior Systern, 1200, South Pine lsland
Road Flantation, FL. 33324, United States

21 Sune A7b, 3F No. 586 Lorgchang Rogd, Yangpa
District, Shanghal, China

22 {T Corportion System, 289 & Culver St, Lawrenceville,

GA, 30046-4805, Jrited States

23 /' Hoor, SDB2, ODC 7,8 & 9, survey No.01 ELCOTIT/
ITES - SEZ, Sholinganallur, Chenna, TN 600719, india

24 T Corporaftion System, 400 F Court Ave,
Des Maoines, 1A, 50209, United Slates

2% 22 B 13 e, Néplurdd utca, Budapest, 1138, Hangary
26 4 Zalogou Sir, 15343 Agia Paraskevi, Athens, Greece

27 274 Trident Tower, 317 Sen Gil Puyat Avenue,
Iakat City, Metro Marila, Philippimes

28 C T Carporation Syster, 178 State 5t #3, Augusla,
ME, 04330, Uritec States

249 7 St Paul Street, Suite 1660, Baltimore, MD, 21202,
United States

30 €T Corporation Syster Inc., 1610 Dale Street North,

S0 Paul MYy, 35117-5603, Unted States

31 [he Corporation Trust Cormpany of hevacda,
7075 Carson St Suite 200 Carson City, NW, 83701,
Jrited States

32 C T Corporation System, 206 5 Corunado Ave,
Fspanola, “\M. 8/532-2/92, Uinited States

Registeren offiee address

Registered office address

33

o

42

13
44

46

47

48

49

61

62

&3

64

G

67
68

70 Nortk Tower, Rockwell Business Center COR
Shendan & Urited Street. Brgy. Hhighway ® il
tandalayang, Philippines

10 Gewerbrestrasse, Cham, 6330, Switzetland
21, Mugye ro Jung gu, Seaul, Republe of Korea

199 Bay Street, Cormmerce Court West, Suite 2800,
Tororto, ON, M5 1A9, Canada

C T Corporatior System, 780 Commeraial Street SE,
STF 104, Salem, OR, OR 27301, Lnited States

FT Crnper shion Systern, GO0 R, 20 Shest Siite AN
Hlarrishurg, A 1/101-1071. Jnited States

Liea Szamocka 8 071-748 Warszawd, Poland

T Carporation System, 300 Montvue Rd, <noxuille,
IN, 37919-5546, United States

C1 Corporation System. 1998 Eryan Street,

Suite 900, Dallas, TX, 75201, United States

MNurmers 776 Avenida 24 de Julho, Maputo,
Mcrambique

Plot 8, Berkley Road, Old Kampala, Ugsnda

Blakes, Cassels & Graydan Li P, Suite 3500, 855 - 2+
Strest DWW, Calgary, AL, 122 318, Carada

Power House, / Par-la-ville Roadd, PO Box 1826,
Hamilran, HM 11, Bermuda

Nerech Ben Gurion 2, BSR Building 9" Floor,
Rarrat Gan, 525723, Israel

Aut Atlanuc, 4™ Floar, Corner Hertzog, Boulevard
and Heerengracht, Cape Town, 8007, South Altica
45%-4/71 Church Street, Richrrond. Melbaurne, Vic,
3121, Australig

11k Kanda Square, 2-2-1 Kanda-Nishikirho,
Chiyoda ku, Tokyo, 101-0054, Jspan

Kroll Aduisary Lid., The Shard, 32 Lordon Bridge
Street, Londor, SE1 905G, cngland

195, Archibishop Makarios 1l Avenue, Neocleous
Flouse, Limassol, 3030, Cypr.as

Ilinuis Corporattor Service Company, 7905 2 " Street,

Speingticld, 11, 52703, Jnited States
187, 1063 King's Road, Quarry Bay, Hong Xong

257, Little Falls Drive, Corparation Service Corpany,
Wiliingron, DE, 19808, United States

28 Liberty Street, New York, NY, 10005, Unied States
King Fatad Road, Claya, Riyadh, 5877411515,

Saudi Aratra

44 Chiprmian Hill, Suite 1000, Saint Jon, NE,

F2. 4%6, Canada

Sarre 2600, Three Bentall Centre, PO Box 43314,
545 Burrard Street, Vancouver, BC, V7X 11 3, Canada

Unit 30-C1, Level 30, Tower A, Vertical Business Saite,
Averue 3, Bangsar South, Na 8, |alan Kerinchi,

59200 Kuala Lurmpur, Malaysia

fverida Jase Luiz Magzal, n® 450, Sala H, Setor
Madulo 038, GLP Louvera |, Santo Antdnio, couvenra,
S CLIP13.280-000, Srazil

Mida Kule Kozyalag), sozyatag) Mahalles, Degirmen
Sokak No. 18 Kate D15, Kadikey, Istanbul, 34742,
Turkey

17 Floor Christie House, Ocpen Road, Vaserd,
—esotho

WIAGA ONL-Level 22, Mo, 200, Nawala Road,
Saraherpita, Colombo 05, 11222, 5011 anka

Room 305, Building 2, 6555 Shangehuan Road,
2adaorg stnct, Shangha, China

ARG Global, Global —ouse, Kristwick, ¥ asduko
Chipenrbere Highway, Blantyre, Matawi

Mettar Law Offices, 16 Abba Aillel 2d., Ramat Can,
5250608, Israel

Via Costanza Arconat, 1, Milang, 20135, ILaly

P 0 Bax 45, 1P Bullding. Maktaba Street,
Dar 5 Salaam Tanzanta
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Plat 1781, . ungweburgu Road, RPodes Fark, Lusaka,
Zarmtna
Ter &lage, 2 1ue Jean Lantier, Pans, 75001, France

Andalucia y cordero 112-35, tdifics CYLDE
pso 1. Oficaina 11, Sector "1 a floresta”, Quitg,
Pichincha, Eeuador

Saite 202-9.Bleck 2 No 333 Weining Road,
Charigning, Dstrict, Shangha), China

15-07 €3 Chuliz Street, 049514, Singapore
Teikrben blated Trawer 1201 1 1 Fedw Saraen (b
Chiyoda ku, Tokya, lapan

Soate 1201 Tower 2. No 36 North Thind Ring Fast
Road, Dorgcheng District, Beqing, China

768 Munos <ivers Avenue, suite 1400, SanJuan,
00918, Puerto Rico

Saite 1208, 12/F, Tower 2, No. 36 North Third Ring
Fast Road, Dongcheng District, Beljing, China

Str Folitehnican 3, Bragow, 500019, Rorania
Kabelwsg 37, Amsterdam, 1014 BA, Netherlands

176 Yonge Street, 6 Floor, Toronto, ON, M5C 217,
Canada

Oficina N*11 7, edificic Casa Colerada, calle Merced
NUEIR-A Santiagn Centro, Santiagn, Chile

c/o Pearson Neutschland Gmb=, St Martin Str 82,
wunick, 81541, Getrmiany

30" Hoor, Ratu Plazd Office Tower, |l -end Sudinman
Kav 3, |akarta, 10270, Indonesia

Carrera 7 Nra 156 68, Piso 26, Bogota, Colombia
Calie Antanio Dovalijaime #70, Tu[rf’ R, Fizo 6,

Col Zedec ed Plaza Santa Fe, del Alvaro Obregon,
Cladad de Mexico. CF (1210, Mexico

Purta Pacifica, Torres de las Americas,

Torre AP 15 Ofic, 1517, Panema, 0832-0588,
Panama

Cal Los Halcores, no, 2/5, Jrb, Limatombe, Lima,
Pero

16, Ribera del Loira, Madnd, 28042, spain

8771 Capital Tower Building, All Seasons Place urt
1604 - 6 16" Hoor, Wireless Road, _Jdimpiri,
Pathurnwar, Bangkok, Thalard

€7 Kwanjecng Building, 35, Cheonggyecheor- 20,
Jongro g.. Scout, Q3188, Republic of Korea

Lnit 7 Kingland Park, 98 Nickel Street, Prospertta,
windhoek, Narmitaa

8, Secrelaniat Road, Obaferm Awolowo Way,
Alansa, lkeja, | agos State, hgeria

Juar Beruto Slanco 780 Plaza Business Center
Montevidea, Uruguay

4188, Libertadur Ave, Lity of Buenos Arres 3" tloor,
Bueras Aires, Argentina
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Financial statements

Notes to the company financial statements continued

Partly-owned subsidiaries Partly-owned subsidiaries and associated
undertakings company addresses
Courtry % Reg

Registered company Name of Incurp Owred  office Registared office atdoress
Ceruport China€o1td M S069 1 1 Sume 1804, No.9% Huichuar Road, Changring Distrct,
Sducational Publishers LLP LK 85 7 Shangher City, China

GED Domains LLC s 700 3 2 BOStrand, Landon, WC2R ORL, England

- c . 3 CTCarperation System, 4707 Lox Road, Buite 285
GET s 5 70 4 P ystem, : ,
FED Testing Service Lo Y Glen Allen, Herr o, YA, 23060-0000, Unred States
Pearson Education Achieverment pia 47,3 5

4 The Corporation Trust Company, Corperation Trust

Solut Ry (Pry) Lirmil
olutions {RT) (Pry) Limitect Center, 7209 Orange Street, Wilmington, New Castle,

Pearsen Pension Trustee Lirnited UK 50 2 DE, 19801, United States

5 Auto Atlantic, 4" Floor, Corner Hertzog Boulevard
Associated undertakings and Feerergracht, Cape Town, 8001, South Alnica

6 251, hittle =alls Drive, Corporauon Seqvice Company,

Countty % Reg Wilrningten, DL 19808, Jnited States

Registered company hame of Incarp - Owaud - uflice 7SS T107A1112, 35 Raa Pedro Lessa, Cortro, o de
Academy of Pop _LC s a0 I Janewo, KJ. 20030-C30. 3razil
earmn Lapial Special us 9353 8 8 Incorporating Services, _td 3500 S Dupont Way,

Opportonities Furd |, | P Dover, Kent, DF, United States

g 9 Campbells Corporate Servicas Lurited, Foor 4,
Willow House, Cricket Square. Grand Cayman,
kY1-9010, Cayman lslands

Learn Capilal Venture LS 7233
Partners I i P!

i tal Vent Ky 99 g )

::?{S;fﬁ:; L ST Hre 10 Suite 216, No 127 1 Zhongguancun Korth Sueet,
o Haidian District. Beying, China

Learn Capnal Venture Js 9915 8

Partners, LR - R_ua de Peqaim No 230-2461/-1, Macau Finance
Centre, Macau
Peking University Pearsor (Beijing) €N 45 10

Cultural Developrment To. Lid 12 /o Corporatien Serace Carnpany, 2711 Centervile

Road, Suite 400, Wilnwngton, Delaware, 19868, Linited

Frepona Sistemas de Testagerr & BR B 7 States

Auallagdo 5.4, 13 10a Hussein Wassef 81, Midan Missaha, Dokl Ciza,
Pui Mar Publishing Limited N 49 11 t2311, Lgypt

Smashcut, Ing, us 2593 12

The Egyptian Internatondl FG a8 13

Publistung Campany «ongmar
* In liquidation

¥ Accounted for as an ‘Other financial asset’ within
nan-current assets,
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Five-year summary

All figures in § millions 2022 2021 2000 2019 2018

Sales: By operating segment

Assessment & Qualifications® 1,444 1,238 1,118

Virtual Learning B20 713 692

English Language Learning 321 238 218

Workforce Skills 204 172 163

Higher Education 898 849 959

Swategcreviewt A B0
Totalsales F 3841 3428 3397 3863 4129
Adjusted operating profit: By operating segment

Assessrment & Qualifications* 258 219 147

Virtual Learning 70 32 29

English Language Learning 25 15 1

Workforce Skills (3 27 26

Higher Education N 73 93

Strategic review* 15 19 16

PengunRandom House S . LI
Total adjusted operating profic 46 L 33 381 5%
Operating margin - continuing 11.9% 11.2% 9.2% 15.0% 13.2%
Adjusted earnings

Total adjusted operating profit 456 385 313 587 546
Net finance costs 1) 157) (XD {41) (24)
Income tax (71) (64) (35) {89) 27
Adjusted earnings 382 263 217 449 547
Weighted average number of shares (millions) 738NI TERAL e T8
Adjusted earnings per share 51.8p 34.9p 28.7p 578p 70.3p

Prior periods have not been restated to reflect the adoption of IFRS 16 in 2015,

Sales and adjusted operating profit for periods prior to 2020 have not been restated to reflect the new organisational structure including the transfer
of retained English-speaking Canadian and Australian K12 Courseware businesses from Strategic review to the Assessment & Qualfications division.

* Comparative amounts for 2021 and 2020 have been restated to reflect the move between operating segments.
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Other information

All figures in £ millions 2022 2021 2020 2016 ms
Cash flow

Operating cash flow 401 388 315 418 513
Qperating cash conversion 88% 101% 101% 72% 94%%
Free cash flow 222 133 229 213 473
Free cash flow per share 30.0p 17.6p 30.3p 2740 60.8p
Net assets 4,415 4,280 4,134 4,323 4,525
Net debt ) 557 30 463 1016 143
Total adjusted operating profit 456 385 313 581 546
Operatngtaxpad . 95 ©n (10 &) @43
Return 361 325 303 572 503
Gross basis:

Average invested capital 10,896 9,857 10,625 11,096 10,672
Return on invested capital 3.3% 3.3% 2.9% 52% 4.7%
Net basis:

Average invested capital 7,896 7161 7,708 8,097 7.544
Returnoninvestedcapital 46% 45% .39% 1% b.7%
Dividend per share 21.5p 20.5p 19.5p 19.5p 18.5p
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Financial key performance indicators

1he following tables and narrative provide turther anatysis of the financial key pertormance indicators which are described in the financial review
of the annual report on pages 20-25, shown within the key performance indicators on page 19 of the annua! report and shown in notes 2 and 8
of the notes to the consolidated financial statements.

Adjusted performance measures

The annual report and accounts reparts results and performance on a headline basis which compares the reported results both on a statutory

and on a non-GAAP (non-statutory) Dasis. The Group's adjusted performance measures are non-GAAR (non-statutory} financial measures and are also
mcduded in the annual report as they are key financial measures used by management to evaluate performance The measures also enabte investors
to mare easily, and consistently, track the underlying operational performance of the Group and 1ts business segments by separating out those items
of Income and expenditure relating ta acquisition and disposal transactions, major restructuring programmes and certain other items that are also not
representative of underlying performance.

The Group's definition of adjusted performance measures may not be comparable to other similarly titled measures reported by other companies.
Areconciliation of the adjusted measures to their corresponding statutory measures is shown below.

Sales

Underlying sales movements exclude the effect of exchange, the impact of portfolio changes ansing from acgquisitions and disposals and the impact

of adopting new accounting standards that are not retrospectively applied. Porttolio changes are calculated by taking account of the additional sales

(at constant exchange rates) from acquisitions made 1N both the current year and the prior year. For acquisitions made in the prior year, the additional
sales excluded 1s calculated as the sales made in the period of the current year that corresponds to the pre-acquisition period in the prior year. Sales
made by businesses disposed I either the current year or the prior year are also excluded. Constant exchange rates are calculated by assuming the
average exchange rates in the prior year prevailed throughout the current year. These non-GAAP measures enable management and wvestors (o track
more easlly, and consistently, the underlying sales performance of the Group.

Assessrment & Virtual Larﬁéﬂgg workforce Higher Strategic

All figures in £ millions Qualficanons Learning Learmng Skills Education Rewewr Tozal
Statutory 'sales 02 1 444820 ----------------- 321 ..... 204 898 1 54- ...... 3,841
Statutorysales 2021 L2332 V72 g9 78 3428
Statutory sales increasel(decreasreﬁ)wmmWWWWW 206 107 83 32 49 (64) 13
Comprising:

Underlying increase/{decrease) 95 28 57 12 (33} (5 154
Partfolio changes - - g 15 - 61} (37)
Exchangedifferences . (il B 17 e . 82 .. ...
Statutorysales increasef(decrease) 20 07 83 32 - 9 ©4 413
Statutory increase/(decrease) 17% 15% 35% 19% 6% (29)% 12%
Constant exchange rate increase/(dervrease) 8% 1% 28% 16% (4)% (30)% 3%
Underlying increase/(decrease) 8% 4% 24% 7% (4% (16)% 5%
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Other information
Financial key performance indicators continued

Adjusted operating profit

Adjusted operating profit excludes the cost of major restructuring; other net gains and losses on the sale or closure of subsidiaries, jont ventures,
associates and other financial assets; and intangible charges, including impairment, relating only to goodwill and intangible assets acquired through
business combinations or relating to essociates. Other net gains and losses also includes costs related to business closures and acquisitions. Further
details are given below under 'Adjusted earnings per share’, Underlying adjusted operating profit movements excdude the effect of exchange, the
impact of portfolio changes arising from acquisitions and disposals and the impact of adopting new accounting standards that are not retrospectively
applied. Portfolic changes are calculated by taking account of the additional contribution (at constant exchange rates) from acquisitions made in both
the current year and the prior year

For acquisitions made in the prior year the additional contribution excluded 1s calculated as the operating profit made in the period of the current year
that corresponds ta the pre-acquisition penod in the prior year. Operating profit made by businesses disposed in either the current year or the prior
year is also excluded. Constant exchange rates are calculated by assuming the average exchange rates in the prior year prevailed throughout the
current year. This non-GAAP measure enables management and investors to track more easilly, and consistently, the underlying operating profic
performance of the Group

All figures in £ millians 2022 2021
Operating profit 271 183
Cost of major restructuring 150 214
Gther net gains and losses (24) 63)
Intangible charges 56 51
YK pension discretionary increase e B -
Adjusted operating profit 456 385
Frghsh

Assessment & Mirtual LangLage workfonee Higrer Strategic
All figures in £ millions Qualifications fearning Learning Sktls Education Review Tatal
Adjusted operating profit increase/(decrease) 39 38 10 (30) 18 4) 71
Comprising:
Underlying increase/{decrease) 14 28 5 (18) 9 - 38
Portfolio changes - - 2 0 - (5) (13)
Adjusted operating profit
increase/(decrease) . 39 L 10 {30) LI S .
Constant exchange rate increase/(decrease) 6% 88% 47% (104)% 12% {26)% 6%
Underlying increase/(decrease) 6% B88% 33% (67)% 12% - 11%

Adjusted earnings per share

Adjusted earnings includes adjusted operating profit and adjusted finance and tax charges. Adjusted earnings is included as a non-GAAP
measure as it 15 used by management to eveluate performance and by investors to more easily, and consistently, track the underlying operational
performance of the Group over time. Adjusted earnings per share is calculated as adjusted earnings divided by the weighted average number of
shares inissue on an undiluted basis,

The following items are excluded from adjusted earnings:

Cost of major restructuning — (n August 2022, the Group announced a major restructunng programme to run in 2022, The programme includes
efficiencies in product and content, support Costs, technology and corporate property, The restructuring costs in 2022 of £150m mainly relate to
severance and impairment of nght-of-use property assets. In March 2021, the Group announced a restructuring programme ta run primarily in 20271,
The programme includes the recrganisation of the Group into five global business divisions and the simplification aof the Group's property portfofio to
drive significant cost savings. The costs of these restructuning programmes are significant enough to exclude from the adjusted operating profit
measure so as to better highlight the underlying performance (see note 4)

Other net gains and losses - These represent profits and losses on the sale of subsidiaries, joint ventures, associates and other financial assets
and are excluded from adjusted earnings as they distort the performance of the Group as reparted on a statutory basis.

Intangible charges - These represent charges in respect of intangible assets acquired through business combinations or relating to 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 net finance income/costs - These include finance costs in respect of retirement benefits, finance costs of deferred consideration, fair value
maovements in relation to financial assets held at fair value through profit and loss and foreign exchange and other gains and losses. Finance income
relating to retirernent benefits is excluded as management does not believe that the consolidated income statement presentation under [AS 19
reflects the economic substance of the underlying assets and habilities. Finance costs relating tc acquisition transactions are excluded as these relate
to future earn-outs or acquisition expenses and are not part of the underlying finanang, Foreign exchange and other gains and losses are excluded as
they represent short-term fluctuations in market value and are subject to significant volatility. Other gains and losses may not be realised in due course
as itis normally the intention to hold the related instruments 1o maturity.

Tax - Tax an the above items is excluded from adjusted earnings. Where relevant the Group also excludes the benefit from recognising previously
unrecognised pre-acquisition and capital losses. The tax benefit from tax deductible goodwill and intangibles is added to the adjusted income tax
charge as this benefit more accurately aligns the adjusted tax charge with the expected rate of cash tax payments.

In addition, one off itemms such as the impact of the UK tax rate change and changes in local tax law have been excluded.

All*igures in £ millians 2022 2021
Profit for the year 244 178
Non-controlling interest {2} [
Cost of major restructuring 150 214
Other net gains and losses (24) (63)
Intangible charges 56 51
Other net finance income (53) (51}
UK pension discretionary increase E -
Adjusted earnings e ..382 263
Weighted average number of shares {millions) 7381 754.1
Adjusted earnings per share 51.8p 34.9p

Return con invested capital

Return on nvested capital (ROIC) is included as a non-GAAP measure as 1115 used by managerment to help inform capital allocation decisions within the
business. ROIC is calculated as adjusted operating profit less operating cash tax paid expressed as a percentage of average invested capital. Invested
capital includes the original unamortised goodwill and intangbles. 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 gaodwill which has been impaired is treated consistently to goodwill disposed as it is no longer being used to generate returns.

2022 2021 2022 2021
All figures in £ millions Gross Graoss Net Net
Adjusted operatng profit 456 385 456 385
Operatng ax Paid e BB LC0) N ) E— (60)
RO Y et e et L 325 . 381 325
Average goodwill 6,490 5,758 3,490 3,063
Average other non-current intangibles 2,012 1,970 2,012 1.970
Average intangible assets - product development 948 892 948 892
Average tangible fixed assets and working capital 1446 123 lade 1237
Averageinvested capital e 10896 9857 . 78%6 7162
Return on invested capital 3.3% 33% 4.6% 4.5%
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Other information
Financial key performance indicators continued

Return on capital

Return on caprtal (ROC) is included as a non-GAAP measure of how efficiently we are generating returns from our asset base. ROC is calculated as
adjusted operating profit less adjusted income tax as a proportion of capital, where capital adjusts net statutory assets for net debt, retirement benefit
assets, other post-retirement medical obligations and other non-operating items. These adjustments to net statutory assets have been made to better
reflect the asset base that generates returns.

All figures in ¢ millons 2022 2021
Adjusted operating profit S 456 385
Adjustedincome texcharge R . (64)
Rewrn e 38 321,
Net statutory assets 4,415 4,280
Adjustments for:

Net debt 557 350
Retirement benefit assets (581) (537)
Other post-retirement medical benefit obligaticn 25 34
Othernon-operating assets e RS = S (41
Bl et e e 443 . 4086
Returnoncapital 8.7% 7.9%

Cperating cash flow

Operating cash flow is calculated as net cash generated from operations before the impact of items excluded from the adjusted income

statement plus dividends from joint ventures and assocates (less the re-capitalisation dividends from Penguin Random House); less capital
expenditure on property, plant and equipment (iIncluding additions to right-of-use assets) and intangibie software assets; plus proceeds from the sale
of property, plant and equipment (including the impacts of transfers to/from investment in finance lease recevable) and intangible software assets;
plus special pension contributions paid; and plus costs of major restructuring paid. Operating cash flow is included as a non-GAAP measure in order
to align the cash flows with the corresponding adjusted operating profit measures

Albfigures i g millions 2022 2027
Net cash generated from operations 527 570
Dividends from joint ventures and associates 1 -
Purchase / disposal of PPE and software (133) (176)
Net addition of right-of-use assets (29) (30)

Net costs paid for major restructur

Operating cash flow

Cash conversion, calculated as operating cash flow as a percentage of adjusted operating profit, is also shown as a non-GAAP measure as this 1s used
by management and investars to Measure cash generation by the Group.

All figures in £ milhons 2022 2021
Adjusted cperating profit 456 385
Operating cashflow . L 388
Cash conversion 88% 101%

Operating cash flow, operating free cash flow and total free cash flow, which are non-GAAP measures, are disclosed and reconcailed in
nete 33 of the notes to the consclidated financial statements as they are commonly used by investors to measure the cash performance
of the Group.
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Net debt and adjusted earnings before interest, tax, depreciation and amortisation (EBITDA)

For information, the net debt/adjusted EBITDA ratio is shown as a non-GAAP measure as it1s commonly used by investors to measure balance sheet
strength. Adjusted EBITDA is calculated as adjusted operating profit less depreciation on property, plant and equipment, and amortisation on
intangible software assets

All figures in £ millions 2022 2021

Adjusted cperating profit 456 385
Depreciation (excluding items included in “cost of major restructuring’} as 100
Amortisation on intangiole software assets (excluding ftems included in‘cost of major restructuring) B 113
Cash and cash equivalents 558 937
Overdrafts (15) -
Investment in finance lease recewvable 121 115
Derivative financial instruments (6) 12)
Bonds
Net debt

Net debt/adjusted EBITDA ratio 0.8x 0.6x
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Shareholder Information

Shareholder Information

Shareholder Information

Pearson ordinary shares are listed on the London Stock Exchange
and on the New York Stock Exchange in the form of American
Depositary Receipts,

Corporate website

The investors' section of our corporate website www.pearsonplc.

com/investors provides a wealth of infermation for sharehaolders.
It1s also possible to sign up to receive ermail alerts for reports and
press releases relating to Pearson at www.pearsonplc com.

Shareholder information online

Shareholder infarmation can be found on our website at
www.pearsonplc.com/investors.

Our registrar, Equinit, alse provides a range of shareholder
information online. You can check your holding and find
practical help on transferring shares or updating your details at
www.shareview.co.uk. For more information, please contact our
registrar, Equiniti, Aspect House, Spencer Road, Lancing, West
Sussex, BN9g 6DA. Telephone 0371 384 2043* or, for those
shareholders with hearing difficulties, text phone number

0371 384 2255™*,

Information about the Pearson share price

The company's share price can be found on our website at
www.pearsonplc.com/investors/performance/share-price-dividend
it also appears in the financial columns of the national press,

2022 dividends

Payment Date Amount per share

Interim 20 September 2022 6.6 pence
Final' 5 May 2023 149 pence
1. Subject to approval by sharenolders ot the 2023 Anvual Goneral Meeting

2023 financial calendar

Ex-dividend date

. Record date"" -------------------------------------------------------

Last date for dividend reinvestment 13 April 2023
election

‘Annual General Meeting 28Apnl 2023
Payment date for dividerd and share - 5 May2023

purchase date for dividend reinvestment

Payment of dividends to mandated accounts

Should you elect to have your dividends paid through BACS, this
can be done directly into a bank or building society account, with
the dividend cenfirmation voucher sent to the shareholder's
registered address. Equiniti can be contacted for information

on 0371 384 2043*.

Dividend reinvestment plan (DRIP)

The DRIP gives shareholders the nght to buy the company’s shares
on the London stock market with their cash dividend. For further
information, please contact Equinim on 0371 384 2268*
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Individual Savings Accounts (ISAs)

Equiniti offers a Flexible Stocks and Shares 1SA. For more
information, please visit www.eqgi.co.uk or call customer services
on 0345 070 0720%,

Share dealing facilities

Equiniti offers telephone and internet services for dealing in Pearson
shares, Fer further information, please contact their telephane
dealing helpline on 0345 603 7037+ or, for online dealing, log on

to www.shareview.co.uk/dealing. You will need your shareholder
reference number as shown on your share certificate.

A postal dealing service 15 also avalable through Equiniti,
Please telephone 0371 384 2248* for detalls or log on to
www.shareview.co.uk to download a form

ShareGift

Shareholders with small holdings of shares, whose vatue makes them
uneconomic to sell, may wish to donate them to ShareGift, the share
denation charity (registered charity number 1052686).

Further information about ShareGift and the charibes it has
supported may be obtained from their website, www ShareGifr.org,
or by contacting them at ShareGift, PO Box 72253, London,
SWIPSLG.

American Depositary Receipts {(ADRs)

Pearson's ADRs are listed on the New Yark Stock Exchange

and traded under the symbol PSQ. Each ADR represents one
ordinary share. For enquiries regarding registered ADR holder
accounts and dividends, please contact BNY Mellon Shareowner
Services, PO Box 43006, Providence, RI 02940-3078, telephone
1{866) 259 2289 (toll free within the US) or 001 201 680 6825
foutside the US). Alternatively, you may email shrrelations@
cpushareownerservices.com.

Voting rights for registered ADR holders can be exercised through
Bank of New York Mellon, and for beneficial ADR holders (and/or
neminee accounts) through your US brokerage institution. Pearson
will file with the Securities and Exchange Commission a Form 20-F.

Share register fraud: protecting your investment

Pearson does not contact its sharehalders directly to prowide
recommendations or investment advice and netther does it appoint
third parties to do so. As required by law, our shareholder register is
available for public inspection, but we cannot control the use of
information obtained by persons inspecting the register. Please treat
any approaches purporting to originate from Pearson with caution.

For more information, please log on to our website at www.,
pearsonple.com/en-GB/investars/shareholders/shares-shareholding

Tips on protecting your shares

— Keep any docurnentation that contains your shareholder
reference number in a safe place and shred any unwanted
documentation

— Inform our registrar, Equiniti, promptly when you change address

— Be aware of dividend payment dates and contact the registrar
if you do not receive your didend cheque or, better stilf, make
arrangements to have the dividend paid directly into your
bank account

— Consider holding your shares electronically in a CREST account
via a nominee.

* Lines open 8 30 am to 5.30 pm Maonday o Friday (excuding UK public holidays).



ESG data

Our performance

About our reporting

This report provides a summary of Pearsan's sustainable business strategy and cur environmental, sedial, and governance (ESG) performance for
the calendar year ended 31 December 2022. Qur Reputation and Responsibility Committes, the highest Board Committee responsible for our
sustanability agenda, has reviewed the reported information, including the hst of material topics on page 30

Global Reporting Initiative (GR!)

Qur report is i accordance with the GRI standards, using the GRI 1 Foundation 20217 guidance. There is no relevant GRI sector standard for
our mdustry

Sustainability Accounting Standards Board (SASB)

We continue to report in line with the SASBE's standards to provide industry-based insights into the most relévant sustainability-related risks and
opportunites for the media, and professional services sectors.

UN Global Compact (UNGC) and the UN Sustainable Development Goals (SDGs)

We were proud to participate in the Early Adopter Programme of the UN Global Communication on Progress (CoP) designed to add value and
streamline sustainability reporting for all participating companies of the UN GC. Our CoP is publicly available on our participant profile at: https://
unglobalcompact.org/what-1s-go/participants/7319-Pearson-ple

Lifelong learning and education have an important role to play in achieving all the UN SDGs, but we focus our efforts on those where we have
the greatest impact. Our pricrity SDGs are: 4 quality education, 8 decent work and economic growth, and 10 reducing inequalities.

ESG material issues reporting against GRI and SASB

Material issues  GRI SASB Page/web reference Comments/omissions
Product GRI203-2: significant indirect Risks, opportunities, and management
effectiveness  impacts approach: Pages 30-38

Performance: Page 18

Social Bond Reporting: https:#/plc.
pearson.com/en-GBAnvestors/
debt-investors/social-bond-framework

Consumer GRI 203-2: significant indirect Risks, opportunities, and management
engagement impacts approach: Pages 18, 30-38
7777777777777777777777777777777777777777777777 Performance: Page 18
Digital growth  GRI 203-2: significant indirect Risks, opportunities, and management
1mpacts approach: Pages 30-38
Performance: non-financial KPIs -
.......... Page 18
Employee GRI 404-1- average hours of Risks, opportunities, and management We do not report on
learningand  traning per year, per approach: Pages 30-38 average hours of training.

development

employee

GRI 404-2: programmes for
upgrading employee skills
and transition assistance
programmes

GRI 404-3: percentage of
employees receiving regular
performance and career
developrment reviews

Performance: Pages 18, 221-226

In 2022, we launched a
new approach to
engagement as a

driver of growth and
retention, including a set
of performance
measures. 100% of direct
employees covered by
Gallup survey.

SV-PS-330a.2. (1) voluntary and  Risks, opportunities, and management
(2yinvoluntary turnover rate for  approach: Pages 30-36

employees SV-P$-330a.3. Performance: Pages 18, 221-226
employee engagement %
SV-P5-330a.1. & SV-ME-260a.1.
percentage of gender and racial/
ethnic group representation for:
executive management

(2) professionals

(3yall other employees
SV-ME-260a.2. description of
policies and procedures to
ensure pluralismn news media
content

Employee
engagement

Inclusion and
diversity

Risks, opportunities, and management
approach: Pages 30-36

Performance: Pages 18, 221-226
Social Eguity portal: nttps:Afwwaw.
pearson.com/en-us/social-eguity.html

governance bodies and
employees
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ESG data continued

Material issues  GRI SASB Page/web reference Comments/omissions
Reducing our  GHG Emission scope 1, 2, 3. Risks, opportunities, and management
envircnmental Baseline and methodology approach: Pages 30, 36-38
impact Any offsets including type, TCFD Report: Pages 39-41
amount, criteria Performance: Pages 18, 36-41,
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 221226
Data privacy GRI 418 -1 Substantiated SV-PS-230a. Wdescrlpt\on of The following sections of our report In the event

and cyber
security

complaints received
concerning breaches of
customer privacy, and iosses
of customer data

approach to identifying and
addressing data security risks
SV-PS-230a.2. description of

detail:

— our approach to data security risks:

Pages 43-52

of a reportable breach,
we would disclose
information about the
incident and commit to

policies and practices relating to
collection, usage, and retention
of customer information
SV-PS-230a.3.

number of data breaches
percentage involving customers
confidential business
information or personally —
identifiable information

number of custamers affected

— governance of data privacy, cyber
security and technology resilience:
Page 82

— approach to customer data and
| safeguarding and training provided:
Pages 30, 36

consurmer-facing privacy center
explaining how Pearson uses
personal information: https:/Awww,
DEBrSoN.Com/en-us/privacy-center.

contact any affected data
subjects in a timely way.
In line with regulations,
we will disclose material
lapses to the relevant
regulators. To the extent
that any relevant
regulator should find
fault with our data
management and/or data

fitml security practices, they
will publish their findings/
sanctions.
GRI General Disclosures Index
Disclosure Page/Location Comment
2-1 Organisational details 120, 140,
150
2 2 Entlt!eS lncluded |r1 the organlsatlon s sustamabmty repo?ﬁﬁé 7777777777777777777777777777777777777777777777777777777777777777 200211
23 Repomng perlod frequency amd conract point “362”2éhﬁﬁél?éﬁa&;wmmm'
. sustainability@pearson.com
2-4 Restatements of information 223
2.5 External assurance hitps//plc pearson.com/
en-GB/purpose/our-esg-
. e TBPQUIN e
2.6 Actities, value ‘chain and other busmeSS relarlonshlps 16-17

We do not currently report
an workers whao are not
employees, Most common
type of workers are regular
employees (19,057) and
most common type of work
performed s in testing
centres, technology, sales,
customer services, and
prof. development

2-8 Workers who are not employees

2-14 Role of the highest governance body n sustainabwllty repomng 66

PR T R e
216 Communication of entical concerns &
2-17 Collectve knowledge of the h|ghest gd&é?ﬁréﬁ'&é B&d&w ST e T g eg

2-21 Annual total compensa

2.22 Statement on sustainable development strategy g
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Disclosure Page/Location  Comment

2-24 Embedding poiicy commitments 30-42
2735 Processes to remediate negative impacts T i ps il pearson com
__________________________________________________________________ e e B GR/EOTPOTATR-PONIC IS
2-26 Mechanisms for seeking advice and raising concerns https:#/plc.pearson.com/
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, en-GB/corporate poficies
2-27 Compliance with laws and regulations 80-87

2°78 Membership associations T 3 We are also members of the

Global Business Coalition for
Education, and the
Corporate Consultive Group
of the World Resource
Institute (WRI).

Our Employee Engagement
Network (EEN) champion the
voice of our employees at
hoard level Members
represent diverse genders,
ethnicity groups,
geographies, ages and
tenures.

ESG performance tables

Environment

Re-baselining: Following our re-baselining policy, in line with best practices standards, we have re-based our emissions to reflect the change in
reporting scope and categories, as well as reviewed and updated calculation methodologies for the reporting period 2018 - 2022, This process has
been verified and assured by a third-party auditor, Corporate Citizenship.

Methodclogy: We follow the requirements from the GHG Protocol Corporate Accounting and Reporting Standard (revised edition) to calculate our
emissions. For scope 2, we use the dual reporting methodology (location and market-based approach), together with some of the latest emission
faciors from recognised public sources, including, but not limited to, the UK Department for Business, Energy and Industrial Strategy, the International
Energy Agency, the US Energy Information Administration, the US Environmental Protection Agency, and the Intergovernmental Panel on Climate
Change (IPCC). Energy use includes gas and electricity consumption in MWh and vehicle fuel use converted from mileage (nta MWh using BEIS
conversion factor, For 2022, we are also ysing the latest global warming potential from the IPCC's Sixth Assessment Report.

Corporate Citizenshup, an independent third party has verified our energy consumption; scope 1, 2 and 3 GHG emissions; and renewable electricity
claims, as well as our social KPIs. See Corporate Citizenship assurance staternent here. https:/plc pearson.com/en-GB/purpose/our-esg-reporting

Greenhouse gas (GHG) (carbon dioxide equivalent) emissions overview (metric tons CO.e)

2018 rebaselined 2018 previously
2022 2021 Tigures reported

Scope 2 (locat
Scope 3
Total “Location-based T
Totel _Mearketbased

Totel - Marketbased
Total global scope 1 and 2

Total UK scope 1 and 2 (market-based)
Intensity ratio

(MWn)

onsurmgtion (Mwh) 109,340
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 108997 92336
UK (gas, electricity and transport) 29,811
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ESG data continued

Resnurce use 2022 2021

Total water consumption (M) 7 538 556+ 152,702

*  We report estimated water and waste In some of aur properties by applying an intensity ratio per sqm based on all actual data available.
This year, we cxtended the scope of sites with actual data thal arc included in 2022 figures

Social

All emiployee figures, with the exception of total average number of employees {as noted below) are based an employee volumes as at
31« December 2022,

Our Frnployees 2022 2021
Total average number of employees for theyeart 2043 20744
Employees by geography (Regional Representation) ... 20169 ...21350
S as Ol T DT e 10,694 11670
UK Es Of 31 DECEMDET oo eee e et et e A ..
Rest of World as of 31 December 5,544 5,854
¥ Total average number of employees is calculated using a Full ume Equivalent (FTE} methodalogy, a4 an avorage across the reporing
period
Gender diversity breakdown 20225 202120 2021

No data 2% 3%
Total full-time, regular, employees 9% 75%

Non-binary
Not Disclosed
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Number of senior
positions on the Percentage of
hLimber of hoard Percentage of the board (CEOQ, CFO, Number 1n executive axecutve
Board and Execunve Tear's gender identity or sex mermbers bsard S0 and Char) management* management
5 50 3
5 50 o 7 5

Other categories

Notspeciied/ prefer nottosay

Number of senior
positions an the Percentage o
MNamhber s hoard Mrrconrage of the board (CEQ, CFD. Number in executive eaxCutiye
Board and bxaculive Tesrm's ethiie background membars board SIMy and Chairy managementt managemen;

White British or other White
{including minority-white groups)

Mixed/Multiple Eth0IC Groups e 2
Aslan/Asian British 1

Other ethnic group, including Areb
Not specified/ prefer not to say

Female leaderstip breakdown
seniorleadership e
VP & Director
Manager
Percentage of wemen in technology roles {IT/engineering) 31% 28%

Employee racial and etnic diversity breakdown 2022 2021

Senior leadership (US and UK) 19% (US)/12% (UK} 20% (US)/ 9% (UK)

VP and Director (US and UK) .18% (US) 7 13% (UK) TR 3% (UK

Manager (US and UK} 25% (US) / 14% (UK) 23% (US) /16% (UK)

Erployee racial and etame diversity breakdaown - LS 2022 2021

% of total workforce . 33
Asan
Black or African American . Mmy 0%

Hispanicorlatino
Other

Not Stated

Employee racial and ethnic dversity breakdown - LK 2022 2021

NotStated e

* A presorbed by | R9.8 GRET10). for tne purpose of this disclosure, the Executive Management includes The Company Secretary
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ESG data continued

% of Lota\ management workforce (LS and LK) 2022 2021

NotStated

Turnover 2022 2021
6,974 /33%

involuntary turnover o ' ST 316 1 11% 21707/ 10%

*9 caloulated using average 2022 H/C of 21,342, not 2022 year end positon.

lurnover by gender 2022 2021

45127 20%

4233/ 20%

Totalmale

Not disclosed

Turnover by age group

Sos0yearsos T o o U samnew i
OverSOyearsold 785 /8% K ,:7?,‘,4,,’,?%__
No date 20/0% 21/ 0%
New nires 2022 2021

Total nurriber of new hires - not disclosed } 122/2% 145/ 2%
*9% calculated using average 2022 H/C of 27,342, not 2022 year end position.

New hires by age group

Under -;0 years old

No date -

Employee engagement measuras® 2022 201
Engagement 3.960 -

Inclusion ) 7 B o o o 4a2A

*Sourced from Gallup Access. Propmety data.
AGrandMean on a S-point Likert scale

Governance 2022 2021
Total number of concerns raised & vestigated - S AL
Percentage of employees completmg code of canduct cemﬂcatmn Qar trammg 100% 100%
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Reliance on this document

The intention of this document is to provide information to
shareholders and Is not designed to be relied upen by any other
party or for any other purpose.

Forward-looking statements

This document includes forward-locking statements concerning
Pearson’s financial condition, business and operations and its
strategy, plans and cbjectives. In particular, all statements that
express forecasts, expectations and projections, induding trends
in results of operations, margins, growth rates, overall market
trends, the impact of interest cr exchange rates, the availability of
financing, anticipated cost savings and synergies and the
execution of Pearson's strategy, are forward-looking staterments.
By their nature, forward-looking statements invclve known and
unknown risks and uncertainties because they relate to events
and depend on circumstances that may occur in the future. They
are based on numerous expectations, assumptions and beliefs
regarding Pearson’s present and future business strategies and
the environment in which it will operate in the future. There are
various factors which could cause Pearson’'s actual financial
condition, results and development to differ materially from the
plans, goals, objectives and expectaticns expressed or implied by
these forward-looking statements, many of which are outside
Pearson's control. These inciude international, national and local
conditions, as well as the impact of competition. They also
include ather risks detailed from time to time in Pearson’s
publicly-filed documents and, in particular, the risk factors set out
in this document, which you are advised to read. Any forward-
locking statements speak only as of the date they are made and,
except as required by law, Pearson gives no undertaking to
update any forward-looking statements in this document
whether as a result of new information, future developments,
changes In its expectations or otherwise. Readers are cautioned
not to place undue reliance on such forward-locking statements.
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