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Focused on digital. lifelong learning

Whoweare

We are the world's learning company, operating in

70 countries around the world, with more than 22,500
employees. We provide content, assessment and digital
services to schools, colleges and universities, as well as
professional and vocational education to learners to help
increagse their skills and lifelong employahility prospects.

We aim to support iearners throughout their iifetime
for every moment that matters - whether this is exam
preparation and success, graduating from university,
getting a new job, studying for a postgraduate degree,
changing career, or looking for a new challenge,

Qur parpose is to help people make progress in their
lives through learning.

Qur vision is 1o have a direct relationship with millions
of lifelong learners and to link education to the way
people aspire to live and work every day. To do that,
we will collaborate with a wide group of partners to
help shape the future of learning,

Our capabililics include combining world-class
educational content and assessment, powered

by services and technology, tc enable more effective
teaching and personalised learning at scale.

QOur capabilities are based on cur deep expertise

in how people learn.

Our commiltment lo sustainabilily and learning oulcomes

Across our operations, we are committed to a new
2030 Sustainability Strategy to unleash untapped
talent - helping everyone to reach their full potential
and shape a brighter future.

Read miore about our Sustainab:lity Sirategy on pié

The outcomes that are being dermanded of education
are evolving, The next generation of Effieacy buiids
on what we have iearned, to create the tools Pearson
needs to be a trusted guide to lifelong learning,

with the aspiration of improving learning outcomes.

Readmare about our approach to Efficacy on p27
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Our reporting structure

From 2020, we wo be aparating wirhin
anew structure. This.s outinad on pl12,
Inths annua’ report, the Strategy”
sechar folows our new siructure.

Tne Fianaal review' and ‘Operatng
per farmance review' sect:ons continue
G use our geographical reporting
structure - North America, Care and
Growth - asthese relate toour

2679 performance. Nextyear's

sTructure tnrougnout.

Strategic report

Thestrategic repo:t, un to and (nchudang
50,15 farmed of three sectigns:
‘Overview’ Our strategy’ and 'Our
performance’, and was approved for
seye iy e Board ond arc 2000

and signed on s behalf by:

Coranm:will-ams
Chief Financial Qtficer

Unleashing a world of Lalent

P35

BTEC

lwani o be a direc tor

VIRTUAL SCHOOLS

who makes a change.
P20

Thave tre flexibility
o work with athers to make

sintimidating,
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Key performance indicalors

Financial mecasures

1 Secp30-32foran explanatior ofthese alternative perfor 3ance measures.
LN g
Total shareholder returns* (2 2 2019 mdudesimpact of IFRS 16 (see note 1hio the consalidated financial statements)
2018 s presented an a post IFRS 1o basis lor comparzbilicy.

e o () 3 Eguivalent statutorymeasare.
_30-i)-) 1-year T5R 4 Source: Datastream.
“3d 28% &year T5R Note: See p201-204 for full reconcthiation of the alternative performance measures to the equivatent
+5 4% 10-year 15R statutory measure,

(R) See howws link strategy (o maragement reware on p&4
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Business measures

Digital revenue’

=

Creludeas GEDL, Wad Street oglish (WS and US K12 Couwr sews e,
GEDU was solain 2017, WSE was cold vt 2015, LS K12 Cowrseware was
neidfor salen 2018 and was sold in 2009,

Digital platforms
» Launchof the Pearsan Learning Platfarm (PLP)

~ Revel launched commercially with 17 titles in 2019

» Launch of Al-enabiled calcuwtus app, Aida

Simplification

Anntabsed cost savings achieved from
sirnplification programme £335m

Percentage of reveaue on ane Enterprise
Planning Resource [ERP) system ¢.80%

Nop-finaiciad measures

Talent and employee engagement e
Actve Employee Resource Groups 50
Employee Engagement Network meetings

conmnecting employeeswith the Board 2
Reduce our carbon footgrint 2019 vs 2018
Globalgicenhouse gas emissions (CO,8) 80,421 (14)%

Orherinformation

Business growth in our key businesses

Virtual Schools

Undgerlymng revenue
Full Ttme Equivatent (FTE) students in
continuing partner schots

Giobat Online Program Management
Underlying revenue

Erroliments

Professional Certification (Pearsan VUE)
Underlying revenue

Testvolihne

US Student Assassment
Underlying revenue

Digital/print test volume %

English
English Courseware underlying revenue

PTE Acagemic test volume

UK Assessments & Qualifications

underhying revenue

US Higher Education Courseware
Underiying revenue

Prgialpning revenye spht %

improve gender diversity
Femaic Board members
Femnale senior imanagers”

Female employees

GO median gender pay gap

2 Twrcapartiglnss framthe Chief Cxecibve

Note: Underly:ng growth rates exciude o rency moverents, pertfolio changes and accounting changes,

+6%

+5%

+10%
+6%

+10%

)%
57%/43%

+3%
+17%

FoYo

(12)%
63%/37%

03



04 Pearson plc Annual repert anc accounts 2019

Chair’s inlroduction

Pearson is transforming

to succeed

Dear shareholders,

In a year of significant change for Pearson,
the Board and the Executive Management
team condnued o work together Lo iay
the foundations to create a sustainable,
profitable, digitally-enabled organisation
which helps millions of learners make
progress through their lives.

Progress and performance

We entered 2019 with a determination to
return o growth on our top line and defiver
increased profit. However, despite a strong
performance across 76% of Pearson, a
disappointing perfarmance in our US Higher
Education Courseware business, driven by

a much quicker decline in print textbooks,
meant underlying Group revenue was flat.
Underlying adjusted operating profit was

up 6% on 2018, in line with the bottom of our
guidance range. We acknowledge there are
still chalienges to overcome and we remain
focused on building on the progress we
have made so far ~ Pearson is now a leaner,
more efficient and more digital company
with a strang balance sheet and this gives

us a platform from which we can address
these challenges.

Technology is disrupting every industry and
education is no exception. The US Higher
Caucation Courseware marketis CxpLricneing
fundamental structural shifts as students
swap expensive {extbooks for more
affordable, digital options. Thereis an
increasing focus on empioyability and
reskiling or upskitling for different careersina
lifetime. There is a greater demand for lifelong
fearning and the digital tools and services
reguired to fulfi this demand. A key tenet of
our strategy has been the steady investment
in digitalinnovation and technology, which
places usin an advantageous pasition to meet
these changing demands, and ultimately to
deliver sustainable growth in earnings and
dividends cver the long term.

Succession planning and
leadership changes
In December 2019, we anncunced that

John Fallon had informed the Board of his
intention to retire from his role as Chief

Executive. John has beenin role for seven
years. In that time, he has worked tirelessly
tolead Pearson through a period of
slgnificant change, and has been successful
in transforming it from a media conglomerate
to a single-focused learning company.

Under his leadership, Pearson has become

a simpter, more digitally-focused business,
underpinned by a stranger balance sheet
and better positioned to deliver a sustainable
and healthy future.

Such atransformation and shiftin the ways
a company operates is never an easy change,
and the Board and  would like to thank

John for his significant contribution during
his tenure. A succession process is under
way that will consider both external and
internal candidates.

in January 20208, we announced that Coram
wWilllams, our Chief Financial Officer (CFO),
had infermed the Board that he will be
leaving Pearson to take on a comparable

role elsewhere. On behalf of the Board,
Pweould Bike to thank Coram for the
fundamental role he has played inthe
company’s achievernents over the last five
years. We wish him ali the bestin his new role.

Sally Johmsen, our current Deputy CFG,

will succeed Coram when he leaves Pearson
at our AGM in April. At that point, Sally will
become the CFQ and an Executive Director on
the Board. Sally is exceptionally welt-gualified
to be the new CFO of Pearson. She has a deep
understanding of the company and the
markets we operate in. She will be astrong
addition to the Board, bringing a focused,
analytical and commercial perspective.

Simplifying Pearson

2019 saw continued progress in our planned
simplification programme initiated in 2017,
The programme is on track to deliver ahead
of both our initial and upwardly revised
targets for cost savings, with toral annnalised
cost savings of £335m by the end of 2019

We also continued to simplify the portfolio
to enable us to focus on the biggest
opportunities in education, and we
completed the disposal of our US K12
Courseware busimess. In December,

Sidney Taurel
Chair

we announced an agreement to sell our
remaining 25% stake in Penguin Random
House to Bertelsmann for approximately
36750, The foi mation of Penguin Randwin
House in 2013 created the first truly giobal
consumer book publishing company and
has created significant value for Pearsan
sharehoelders, generating ¢.£1.9bn in net
disposal proceeds and dividends. The disposal
is enabling us to return capital to you, our
shareholders, thiraugh  £350m share
buyback which commenced in january 2020.

You can read more aboutthese
accomplishments in the Chief Execuiive’s
overview that follows.

Maintaining financial strength
while looking to Pearson’s
longer-term future

The Board remains confident about Pearson's
medium and long-term prospects and our
growth opportunities are sighificant. Our
immediate focus is on Improving financial
and operational performance and continuing
to grow the 76% of the business that
represents the future growth drivers of
Pearson. Gur longer-term vision is to deliver
litelong learning to customers, leading to
increased empiloyability and work-related
skills - all as part of a wider ecosystem of
delivery partners and stakeholders.

Our capital allocation policy is to maintain a
strong balance sheet and a salid investment
grade rating, to continue to investin the
business, to have a sustainable and
progressive dividend policy, and to return
sLrplus cash to our shareholders where
appropriate, as evidenced through the two
share buybacks we have launched. While

our focus is generally on organic investment,
we have recently completed two smali but
interesting acquisitions -~ Lumerit Education
and Smart Sparrow. You can read more about
these in the Chiel Excoutive’s evervicw that
follows. Thanks to the strength of our balance
sheet, we now have optionality for more
should we see a good strategic opportunity.
Gur strategy is clearer than ever, and due to
management's work to modernise the
company, any potential future acquisitions
can now be integrated guickly and seamtossly.
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Pearson digital revenue’ Progress over the last three years
6G6% 2% 2019 2018 2019 2018 2017
Digital 36% 34% Adusted operating profit £531m  £540m £57hm
Digitally-enabled  30% 28% Dividend per share 19.5p 18.5p i7p
Non-d:gital 34% 38% Net debt £1.016m  £143m £432m

As we navigate threugh a period of significant
change, both within Pearson and across the
industry as a whole, our financial strength
provides a firm foundation for cur business
transformation, and our conunuing
investmentin the company to grow
shareholder value through the prudent
allocation of capital.

We have proposed a final 2019 dividend of
3.5p resulting in a full year dividand of 12.5p,
an increase of 5%. This s consistent with
undertying profit growth in 2019 and reflects
the Board's continued confidence in the
future growth of the business and our
sustainable and progressive dividend policy

Corporate governance and
engagement with stakeholders

in 2019, our Board continued to engage with,
and encourage participation from empioyees,
educators, learners, community and thought
leaders, as well as other stakeholders ta
ensure the company is contributing to wider
sodiety. My fellow Board members and

| attended and spoke at various events with
emplcyees and other stakenoidersin London
and in the US. in addition we held meetings
with a broad range of stakeholders to
understand the challenges and opportunities
they faced with digital teaching and learning
in schools, higher education and industry.

Furthermore, the Board and | spent time
throughoul the year with many of our
sharehalders to ensure we maintained
an open, transparent dialogue on our
strategy and progress.

Nourishing talent and focusing
on sustainability

As always, | would like to thank all colleagues
in the business for their efforts towards our
achievementsin 2019, All of our employees
arelifelong learners - and our biggest asset.
We want 1o make Pearson the employer of
choice. We know that we must continue to de
for employees what we do for people all over
the warld: help them make progress in their
lives and careers. That starts by enabling cur
employees to grow and develop using the

1 Exciudes WSE and
US K12 Coursewarg.

world's very best learning and assessment
tools made by us.

Iri addition, the Board continues to focus on
having a corporate culture thatis inclusive,
innovative, meritocratic and aligned with the
company's purpose, values and strategy.
Partof this means ensuring that all Directors
att with integrity, lead by example and
promote the desired culture.

in December, my feliow Board members and
tidenufied a diverse pipeiine of ready [ater’
emerging talent both at the Executive
management level and other key roles, and
plans have been putin place to accelerate
their path ta successian where possible.

Asacompany with a cfoar purpose, our
sustainability footprintis increasingly
becoming more integrated into our core
business and operations. In 2020, am
pleased that we are [aunching our 2030
Sustainability Strategy, in line with the

UN Sustainable Development Goals

(SDGs}). We are committed to embedding
Environmental, Social and Governance [(ESG)
principtes more deeply acrgss our business,
We are focused on leveraging our produicts
and partnerships to advance equity in
learning for under-represented groups and
equip learners with the skills they need to
buitd a more sustainable future for all. We will
continue ta scale up our initiatives (o respect,
human rights and minimise environmental
impact across our value chain. The Board has
been very engaged on this topic because
integrating ESG across the company is an
important way to drive growth, manage risk
and reduce costs. You can read more about
our approach in eur Sustainability section an
p16 and Governance sectfon on p5s1

Board composition

We made two importani additions to the
Board in 2019. f wouid like to officially
welcome Graeme Pitkethly, the CEO of
Unilever PLC and NV, and Sherry Couty,
angel investor and entrepreneur. We are
benefiting from Graeme’s financial expertise,
global overview and deep understanding of
consumer pehaviour, particularly as we look
to build more direct relationships with

Thosincl.des the impacr of IFRS 16 Excduding this, and on a li<e
for ke basts, 2613 net debuis £ 374n.

learners. Sherry’s expertise in building
fast-growth, entrepreneurial businesses,
focused on technology and education, is
already proving invaiuabie, as we target
digital-nirst, high-growth pusiness modeis.

The Board benefits from a wide range of
backgrounds, skills and experience spanning
key areas for the future of Pearson, such as
digital technology, sustainability, international
regulatory affairs and entreprensurship.

We are also passionate about supporting
diversity and promoting diverse talent
internally, as part of our company goal to
unleash our world of talent.

To this effect, | am delighted with the
appointment of Sally johnson. My fellow
Board members and i aim to further support
the taieal pipeibne, You can read more about
our employee engagement and tafent
initiatives in the Governance scctions

which begins on p51

The world’s learning company

Qur purpose is fo empower people to
progress in their lives through iearning.

Qur vision 1s to enable that to happen through i
adirect relationship with tens of miflions of
learners who we will supportthrough a
lifetime of learning, helping them link their
education to better employment We wiil he
able ta play that role because of the world-
class capabilities we bring to bear, and the
Ways in which we combine them o achieve
better learning cutcomes.

The Board remains confident about Pearson's
longer-term praspects and resilience to near
term challenges and we are excited about

the epporwinitios to build sharcholdervalue
through the delvery of profttable growth and
strong cash generation, while continuing to
invest for the future.

I fook forward to seeing you in the corning
year and thank you for your ongoing support.

Sidney Taurel
Chair



06 Pearsonplc Annual report and accounts 2019

Chief Execulive’s stralegic overview

We are pioneering new
forms of digital learning

Dear fellow shareholders.

After over seven years as Chief Executive, ang
more than 22 years with the company, | will be
sebiring 110 Pearson later Uis yeat. I'd jove (o
be retiring with the flags flying hgh, and the
share price performing well. Sadly, that's

not currently the case. ' do believe, however,
that, in time, we will all see the benefits of

the huge amcuntthat has been achieved

over the last few years - and that the company
I indreasingly well piaced to capitalise on
whal's proving Lo be along and difficult
transformation.

The power and the purpose of
digital learning

Pearenn's purpose is as strong and powerful
as at any pomntin the company's 175-year
history, Our business model - to grow and
prosper as a company by enabling miliions
of people around the world to grow and
presper throughout their own lives by
providing a digital platform that makes
learning engaging, rewarding and
affordable - is highly sustainable.

in ane of my first Chief Executive reports,
largued that digitailearning would be one

of the great giobal growth opportunities of
the next 20 years. | believe that even more
strongly taday. The exponential pace of
digital change - and the impact of aruficai
intellipence and machine fearning on the
world of work — will require ali of us to acquire
fresh knowledge and learn new skills
throughout an ever-longer working life.

Laying the foundations for growth

Legacy

One important way to meet this need is by
combining relevant content with assessment,
powered by technology, to make learning
more adaptive, personatised and accessible.
As the world’s digital learmng company - 66%
of our £3 9bn in annual revenues last year
were digilal or digitally-enabled - Pearson is
better placed than anycne to do this.

The chailenge and the opportunity
in US Higher Cducation Courseware

In the short term, however, our progress
nas been overshadowed by the fact that,
as America’s leading college publisher,

we have first had to work aur way through
arguably one of the most chalienging of
anatogue to digital disruptions yet faced by
any part of the media sector. We will survive
it with our market leadership intact, and,
with an overwhelmingly digital business,
well placed to grow again. But it s proving
to be a very painful journey to get there.

The 24% of Pearson that is stil in Us Higher
Education Coursewd e dedined lastyeat by
12%, more than we guided to at the start of
the year, as students embraced digital over
print much more quickly. Digital revenue
srew, but texthook sales fell close to 30%.

in 2010, we had a $2bn US Higher Education
Courseware business, split 75:25 between

print and digital. By 2022, we expect to have
an almost fully-digital’ US Higher Education
Courseware business well set to grow again.

lohn Fallon
Chief Executive

Every industry is being disrupted in some

way by technelogy, and ours is no exception.
10 years ago, we sold 21m textbooks to
American csllege students; lost year, we sold
fewer than 4dm. The college texthook has

not been disaggregated in the way thatthe
music afbum was - which saw music revenues
decline significantly from peak to valley before
now starting to grow again. [thas not been
displaced by free’ models of the sort that has
reduced newspoper advertsing revenues
dramatically and ensured analogue dollars
become digital cents. Nor have we suffered a
rKodak ‘moment’, pushed irto obsolescence by
the digital revolution.

This year, a third of all courses taughtin
American Universities wilt use our content anda
homework tools, just as they did a decade
ago. Infact, use of these resources is greater
now than it ever was. We have 8m platform
subscriptions a year for our digital courses,
which enable students to complete
assignments and receive feedback, 35% more
than a decade ago. In addition, students use
over 2m €Texts, with all the rich content and
pedagogy of our textbooks, at a cheaper price
and a fraction of the weight. The level of
engagement - in facutty use and student
feedback - is greater than ever. And, students
are willing to pay - $80 for a fully adaptive
platform-based course; $4C for an eText.

S0, why has our US Higher Education
Courseware revenue halved in ten years?

If our digital products are now deeply
embedded in the workflow of aur customers,

Deconstructing decades of complexity 1o bulld the fouidations for Pearson's transfonmation
into a platform-based company, to become the winner in digital learning.

Simplilieation

Platform-based

Glohat property portfolio reduced by net 30 properties

¢.2.300 applications decommissioned
X1data centres dosed
1 ERP system running 80% of Group revenue

c.Llbn of costs removed since 2013

Pearson

1 Tnecore US Hegner Fducation Courseware business s expected to be almostentrely digital, We alzo have a0 Advanced Placement business seling higher egucation
content into US schoois, Ths, together with severs other smailer, non-college cnanne's, comprises roughly c.$200m of print revenue which has been broadly stabtc,
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shoulditwe have largely seen print migrate
to digital on an orderly 1:1 basis? The answer
lies in a number of factors that are specific to
this market. Whilst professars decide what
courseware to adopt, iLis the students who
buy therm. This means that many of aur sales
go through thousands of campus stores,

as well as through Amazon and specialist
onhine retailers, And, whilst the physical
textbook has an edition cycle of three to five
years, a student often needs it fer no more
than a single four-month semester.

These market conditions proved fertile for
the emergence of 2 highly disruptive trend -
a large secondary marketin the analogue
product, the print texthook, enabled by
technology. College textbooks have been
baught and sold second-hand for decades.
Wwhat technology changed was the nature

af it from some swadents seliing back their
hoolkg to the campus store at the and of the
semester, to most students choosing to rent
on a term-by-term basis. And, the scale of it:
in 2010, the secondary market was a fraction
of the size of the primary one; by last year,

it had overtaken it,

Salvation rests in our own hands. The
disruption has come to the analogue past,
not the chgital future, of US tHhgher Education
Crnreawars, Tho Tuture Of kearniug will pe
digital, and consumer-defined, Experience,
outcomes and affordabtity will alt matter.

The new Pearson Learning Platform - on
which we are now launching our first products
- will be the plattorm on wrich this future of
learning will be burit. it will enable engaging,
immersive, learning experiences, that are
personalised, diagnostic and adaptive. it will
pe fast, flexible and secure, enabling betier
learning outcomes atlower prices. A digitat-
first approach to updating features, cantent
and tools -~ made for the benent of the teacher
and the learner, so the digital productis never
out of date. A digital-first approach to pricing,
in which students share in the financial
benefits of a much more scalable,
ptatform-based modet,

Building on those 8m olatform subscriptions.
and 2m eTexts, Pearsonwill be well placed to
starito regain share from secondary sales of
its own Lextbooks - and doitin a sustainable
and purposeful way.

A simpler, more efficient company

For thany yedr s, Pearsuls as o whule wes
averly dependent for profits from the US
Higher Education Courseware business.
The fact that we've been able to survive
disruption on this scale is due to aill that we
have done to make Pearson as awhole a

Governance

Frnanaial statements Otherinformation

rmuch simpler, more efficient and modem
company. Over the last six years, wea've
reduced the cost base by around £1bn,

and fieadcount by around 20,000, due to
divestitures and restructuring. We've
decommissioned around 2,500 applications,
ctosed 81 data centres, and iImplemented 16
new global, scalable, doud-based platforms.
80% of the company runs on one ERP system
today - which includes our major husinesses
in the US, UK and Canada. We plan to start the
rolt out across further markets in 2020.

As a resuit, benchmarking the costs of running
Pearcon against other l2rge companiss,

we are now much more efficient than we were
a few years ago. [t will take some time yet to
fully bedin ali these new systems hut, as we
da so, they will give us the ability to bath
achieve further efficiencies and provide the
data by which we can engage more deeply
with ourlearners and supporrthem at key

moments of learning throughout their fives.

investment, innovation and growth

As a simpler, more efficient company, we are
able to invest more organically - significantly
rnore than we were investing five years ago -
and we're 513rung to see the benetits. In spite
of those ongoing challenges in US Higher
tducation Courseware, in 2019, Pearsan as a
whole was able to match prior year undertying
sales for the first ime since 2014, That's
because the broader 76% of Pearson grew

by 4% 1n agaregate. Our growth busmesses

- Pearson VUE, Virtual Schools, OPM and Fic
Academic - grew by 8%. We also performed
well across our wider assessment and
courseware businesses, where the majority
have stabilised or grown,

Innovation and investment have coime in
many forms across the cormpany in the
lastyear.

> We launched Alda, the world's first
Al-inspired calculus app to help maths
students acrass the globe to apply calculus
nto the real world, breaking the unseen
harrier 1o STEM (Sdence, Techinology,
Engiisit and Mdaihs) Careers.

We exported aur highly regarded UK
vocational gualifications cverseas through
ourwork growing the BTEC brand in markets
such as the UAE, Turkey and Sri Lanka.

iv3

We supported the Egyptian government to

digitally Uansfonnits ngtional assesstient

system for high school students - Pearson’s
biggest assessment comrnercial agreement
by test volume to date,

~

~

We deveioped a commercial agreement
with the UK Home Office for the UK Secure

07

English Language Test {SELT), which will drive
future growth in our English business.

s We agreed a partnership with
Oxford University to offer new short
courses forfearners.

These growth businesses will continue to
grow in 2020, as we investin new forms of
ontine education, in better, smarter, oniine
assessments, in new Al-inspired direct-to-
learner apps, and in shifting Pearson’s focus
to link education and employability with

the workplace.

This chift will be helped by 3 cmall, bolt-on
zcguisition - Lumerit Education ~ we made
last year, our firstin five years. You can read
a case study on Lumerit Education in the
Governance report on ps1. Lumerit Education
helps address the issues of college degree
cornpleton and affordabidivy. ttuses dats
apd anahnics ta matcn tearner profilegto
academic programmes and wili support the
growth of our nascent ‘Acceierated Pathways’
business. Accelerated Pathways works

with major corporates to maximise the
valye of their employee tyition assistance
programmes and offer educalion as an
eroployes henefit which we g=e ax 3 major

new growth ohpartunity

Asecond small acquisition - Smart Sparrow,
an ed-tech company which spedialises in the
creation of nch, interactive content - wiit help
our Pearson eText to become much more of
an engaging, interactive and personalised
learning experience. The strength ot our
balance sheet - which our CFO, Coram
Williarms, tatks about on p30 - means that we
are able to complementincreased organic
investment with bolt-on acquisitions that
enable usto expand into faster-growing
markets more quickly. And, the work we've
done to simplity the company mMeans we can
now integrate these acquisitions much more
quickly and seamlessly.

A fully-focused learning company

For almost 50 years, Pearson has been
proudto pblav cur part in the publishing and
commerclat success of first Penguin, and then
maore recently Penguin Random House. At the
end of 2019, we announced that we are
planning to sell our remaining 25% stake to
our partner, Bertelsmann, for approximateiy
$E75m, which is expecled to close in the first
haif of 2020. Using the proceeds, we launched
2 £350m share buyback programme in early
2020, Our total stake in Penguin Random
House has generated ¢.£1.9bn in netdisposal
proceeds and dividends for Pearson. We know
the company is in goed hands and we wish
our colleagues and authors every future
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Chief Executive’s strategic overview

success. This enables Pearson now to be
compietely focused on being the world's
digital learning company.

Efficacy 2.0 - designing better
learning cutcomes and
greater impact

We can be more confident in the positive
impact our increased investment will have

on learning outcomes because of all the work
we've done over the last seven years to design
efficacy into our new products and services.
In 2013, we committed to pubiicly reporting
on the efficacy of some of cur largest
products. We have made good progress

on this journey and on improving outcomes,
based on what we learned. The next
generation of Efficacy builds on thisto

take this important work much further.

We aim toimprove our impact on learning
outcomes, support company growth, build
pubfic trust, and ensure our products,
assessments, services and selutions are
known woridwide for their positive impact
for customers. You can read more about
tis un p27?

A more sustainable and
prospercus company

I see this commitment to efficacy - to holding
curselves to account publicly for the learning
outcomes we help enable - 35 fundamental
1o ensuring the long-term sustainability of
the business. [tis one of the key means by
which we align our business with the UN
Sustainable Development Goals (SDGs),
particularly goat 4 on quality education,

goal 8 on decent jobs and econsmic growth,
and gnal 10 an redicing inequality As | noted
earlier, at its very core, Pearson is a company
driven by a sense of purpose - we exist o
empower pecplie 1o progress intheir fives
through learning. The deeper we integrate
sustainability into our business and strategy,
the bigger and more positive will be the
Impart we have on sogigty - and the more
likely we are to prosper over lime. We are
publishing our new 2030 Sustainability
Strategy with this annual report, building on
ourfocus of identifying, supporting and
developing people so they can reach their
full potential and create a better world

for us all. You can read more on our 2030
Sustainabiiity Strategy on p16 and throughout
the strategic report.

Developing our own world of talent

AS we saw again last year, the power of
our purpose is one of the things that sustains
S0 mdny Lalented and committed colieagues

through some challenging times for the
company. | am proud of the fact that, in all
the major changes we've had to make, we've
stayed true to our values of being brave,
imaginative, decent and accountable.

In times of great change and disruption,

itis especiaily important, in retaining the
engagement and support of colieagues,

to be as open and transparent as possible -
to acknowledge when mistakes have been
made and lessons learned, to provide a forum
in which colieagues can challenge decisions
and help s make better anes as aresult,

S0, I'm pleased that we've strengthened the
extensive ways in which we already engage
with colleagues across the company with

the launch of an Employee Engagement
Network. This small group of cross-functionai
employees has been created to enable

the Board and Executve team to hear
perspectives on what s working and what
can improve across Pearson,

We have become much more structured and
deliberate in how we make Pearson a more
diverse and inclusive company. We are doing
this through a collaboration model. including
our new Global Diversity & Inclusion (D&t}
council, which | chair, a network of Employee
Resource Groups, as well as a D& advocate
network underpinned by a community of
practice. Peaple come to Pearsonitolearn,
and 1o grow personally and professionally.
Our goal is to be the number one company
in the world for learning and development.
And, we are deing this by offering dedicated
learning tme to alf of our people and access
to our own werld-class learning products
and services.

On a personal note, I'd fike to thank Coram
Wiliiams who has led the finance funcuon
with great intelfigence, integrity and grit
through these challenging times. He has
made big strides in improving the clarity
and transparency of our financial reporting.
He has also been fundamental in making
Pearson a simpler and more efficient
coinpany, n strengiiening the baance sheet
andin enabling us toinvest inthe future
growth of the company. His key partnerin
that work has been Sally Johnson, our
Deputy CFO. She knows the company and
our markets exceptionally well, is highly
regarded across the company and she is

going tomake a brilliant CFC.
What the future holds

Although it may notyet be obvious externally,
I believe we are now on the cusp of the

next phase in the Pearson transformation.
One of the biggest issues the world faces
teday is the exponential pace of digitat

disruption - through Al, machine learning and
automation. Indeed, this year we published

our first Global Learner Survey, which not only
gauges the views of learners around the
world, but also gives great insights in the
shifting sands of education as learners lock
for new ways to consume educationina
digital age {rcad more on p9)

All this brings great opportunities, but it
brings great challenges too. The disruption is
hollowing out many middle-skilt jobs, it risks
bringing much greater econsmic and social
inequality, and it demands that society
embraceslifeiong learning.

This gives Pearson a very special opportunity.
The world needs a learning company

willing to hold itself to account for the
learning outcomes its products enable.

It neads a company with the relationships
around the werid - the emergent ecosystem
~tohave animpact atscale. And, itneeds a
company that defines lifetime vajue to help
influence millions of people through a lifetime
of learning.

An exating future is in store, where we are
empowered to make a direct connection with
tens of millions of learners at a key mement.in
their lives and become their trusted partner.
We now have the balance sheet, cost base,
plaiform, capabifities — and the product
pipeline - to go after that future very
aggressively, and that's what we are going to
do. We have invested the proceeds of ocur
simplification programme in digital [earning.
Now, we must unleash its full power.

As the company enters this next phase, I think
it wilt benefit from a newleader, with a fresh
perspective, which is why I've decdided to
retre by the end of 2020, once the Board has
appuitiled ahew Chiel Exewuiive, and alter

an appropriate transition In the meantime,
of course, I will continue to do everything

1 can to help bring the full benefits of digital
learning into view as quickly as possible.

Asthisis my last annual report before | retire,
1would like to thank all my colieagues, past
and present, our partners and shareholders
for their support throughout the years.
Pearson is a very special company, which

I have been enormously privileged to lead.
There s a lot stilt to do, but I'm confident that,
with the platform we've built, better days

lie ahead.

John Falion
Chief Executive
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Trends shaping our markel

Global Learner Survey

In September 2019, we released the resuits of our inaugural

Global Learner Survey, the first of its kind study that gauges the
opinians of learners waorldwide. This new stiidy raptired the collective
voice of 11,000 learners in 19 eoumtries to get a full picture on how
people are learning. The findings show that now, more than ever,
people are taking charge of their education, and technology matters,

Lifclong learning is nol just a
philosophy. it’s the new reality

Gilobally, there is wide
agreement that people need
to keep learning throughout
their career to stay up-to-date
in their careers.

Q9

in the next decade. digital and virtual learning will be the new normal

Expectations of online learning

67%
76%

of people believe that more college
students wifl be attpnring school
virtually within 10 years.

believe mare primary and
secondary students will too.

Expectations of Al

believe that Al wall have a
pasitive impact en education.

talfof GenZinthe US. UK and
Auistralia think yvou ean he
successful without a traditional
college education

Despite statistics showing higher
lifetime earnings with a college degree...

173

of workers in the US have
found themselves inneed of
upskilling of refraining in the
last two years.

of Gen Z learners think you ran do ok’

in life without it.
68%

of learners think you can do just as well

China, India. Brazit and Hispano

UK in the upskilling race and
defining anew global ceonomy

America are putpaciug the US and

with an education from a vocational or
trade school.

More than anywnere eise in the world,
people in these markets believe education
is driving the globat economy.

1/4

of workers in the UK have
found themselves in need
of upskilling or retraining

in the last two years,

*) /*¥rds

23

ormore of people in China, Brazil,
Hisnano-America and India have

{dentified the need to upskidl arretrain
and are doing sa.
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Our siralegic model

Building a digital, platform-based
business centred on the learner

Our strategic advantages

Insights and capabilities

We partner witn world-class authors,
institutions, government and regulatory
bodies, as welt as employers to develop
our centent, assessment and service
capabilities. We take a data-driven
approach to product design, based on
proven learning science and pedagogy.
Ims enables huge advancements in

rich content, personalised learning and
effective analytics.

Investing back inte
our business

Pearson’s strong bafance sheet supports
the continuing investment in our digital
transformation and structural growth
markelts. We are investing record levels to
become the winners in digital education.

Global reach and scale

We bave a trily glohal erale and fare
We aperate in 70 markets worldvade,
Our products and services benefit from
heing cenitrally developed and globally
deployed, with local expertise and
capahilities ensuring success.

Qur new operating structure in 2020

We are refining the structure of our business to better reflect the shift
towdrds more digital iearner-centred products,

Key businesses in our new structure

Global Online Global tnternational Noerth American

Learning Assessment Courseware
Virtuzl Schecle Pearson VIIE [nglich US Hipher Educatcn
Onbine Program USs Studert Assessmen( Courseware

Management Asgessment & Qualiticatians

Interdependencies in aur key businesses across oy core capabilities

We have three core capabilities - content, assessmen{ and services
Our key businesses share interdependencies across them, powered by the
Pearson Learning Platform, all of which is supported by our Enabling Functions.

m

USHigher Fducation
Coursewdre

Criline Program
Management Assessment

Engish & Dualifications

US Studenr
Assessment

Virtual schools

Pearson VUE

ENABLING
FUMNCTIONS

g
&
3
s"’&
ooy

PFARSON LEARNING PLATFORM

Our 2030 sustainability Strategy

Build skills for
sustainable futures

Lead by
example

Advance equity
inlearning

Toanestiee e brave, imaginative decent T~ accountable e st e the world's learning company
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Qther nfermation 1)

Our long-lerm strategy

We are shifting from a product-centred approach

1o a learner-centred mode!. This means our portfolio
of products Lan now be integrated around the keai ner,
meeting their needs throughout their learning life.

This relentless focus anlearner needs is driving a new approach
to how we deliver learning. The new Pearson Learning Platform
will be ihe platform on which ihe future of fearning wilt be bui.
Tiks will be an engaging, irmmersive learning experience thatis
highly nersonalised

From this... To this...

Producr-captred

individual products delivered
to learners who are currently
‘unknown’to us,

and the learner.

Learner-cenired piatform

An integrated, multi-productiearning
experience, with a ‘known' customer
base enabling lifelang learning, and
creating lifetime value for Pearson

Delivering long-lerm value
for all stakieholders

Customer experience and
learning outcomes

Qur customers, ncluding iearners, edqucators,
emptoyers, governments and meore, benefit
from a great consumer experience with
consistent focus on learning outcomes.

Supporting sustainable growth

Delivering returns for our shareholders
through a long-term impraovement in top-fine
and bottom-ine growth, Qver time, this helps
merease the share price and maintair a
progressive, sustainable dividend

Employee engagement

Through our transformation, we are focused
orsupporting our people, driving equality
and diversity, and helping them imake
progress at Pearsan and in their lives.

Strengthen sustainability

Through our sustainability werk, we are
helping increase access to quality education
for more peaple around the world, equip
people with the technical skills, knowledge,
creativity and resilience needed to achiave
the UN SDGs, and consider humarn rights and
the enviconment across our value chain.

Resd more aboul the vaue we create for
it stakehalders nn pid

Capital allocation
> Maintain a strong balance sheet
> Migintaim an mvestmer gratie
Credit ratlng
» Qrganicinvestment and acquisitions

» Return capital via a sustainable and
progressive dividend

> Return any excoss capital via
special returns where appropriate
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Our businesses

Our new reporting structure
in 2020

We are changing the structure of our
business to better reflect the shift towards
mare digital learner-centred products,
with effect from 1 January 2020. Our four
reporung segments with their constituent
businesses are shown to the right. We will
also be presenting our Enabling Functions
costs, which include corporate functions.

We highlight 2019 revenue and revenue
giowthvs. 2018, a5 well as profit
contribution for the year, by our

new reporting structure, as follows:

Revenue and underlying revenue
growth in 2019
Wy new stiuciure)

8%

ans

; 0
K .
-; [} | 4%

Conlribution in 201Y)

{by new structare)

Global Online Learning
Global Assessment
Internaticnat

North American Courseware

Thisnformationis provided for iliustrative
purposes. Itis not intended 1o supersede the
segmental information presentedinche financal
review and operanng performance review or i the
consalidated financial statements, which reflects
theway inwhich the business was managed,
monitored and reported threugh 31 December 2019,

We now go into more detail on key
businesses in our new structure,

QUTLOOK

MARKETS

GROWTH DRIVERS

COMPETITIVE ADVANTAGE

KEY CUSTOMERS

DIGITAL PROGRESS

Global Online Learning

Two large digital businesses,
Virtual Schools and Online Program
Maragement (OPM)

Revenue

L386m

Contribution  £X84m

~

Revenue growth of mid to
high-single digits

> Virtual Schoois - global market size
is c.$2on

OPM - global market size is $3 Shn’
Both growing 8-10%" and further
unside in evalving markets
Eniering the carporate

learning segment

VoW

~

» increased demand for

online education
> tn Virtual Schools: scale up in existing
states to Increase penetration; target
states with high-growth potential
In GPM: improve conversion rates
through portfolio and product
innovation; aptimise portfolio
In corporate learning: target large
learner base available at corporates
to upskill and retain employees

~

~

~

Flexibility, perscnalisation and

markel responsiveness

> Pearson courseware, assessment
and platform capabiliies

> Capability to match learning needs

in the workplace with providers

Deep knowledge of education

Operational scale

~

v Students of all ages in schools, higher
education and corporate segments
Key partners include universities and
charter school boards

~

» Fully digital, scalable model
» Invested in platform to improve
learner experience

1 Pearsonestimates.

Global Assessment

The iargest businesses are Pearson
VUE and US Student Assessment.
Als0 inctudes Clinical Assessment

Revenue

£1.031m

Contribution  £35Im

» Revenue growth of low to
mid-single digits

> US Student Assessment -
market size is ¢.$1.15bn', stable

> Global Certification - market size is
c.$1.8br, faster growing

> In US Student Assessment: move
to fewer, smarter, digital tests with
further opportunities for Al scoring;
converting PARCC states to custom
assessment through digital solutions

» In Pearson VUE: increased reguiation
in licence to practice and demand
for certification

> In US Student Assessment:
flexible model to offer print or
digital-based tests and proven
record of secure, reliable and
accurate test administration

> In Pearson VUE: high operational
leverage, scalable model, 450+
credential partners showing strength
of our brand and breadth of
relationships; network of 20,000
test centres

> In US Student Assessment: state
and institutional partners, as well
as other assessment players

> InPearson VUE: governments,
academia and employers across the
professional, [T and regulatory sectors

» Digitally-enabled, scalable model
with leading piatfarms
» Al scoring already in use
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GROWTH DRIVERS

COMPETITIVE ADVANTAGE

3

KEY CUSTOMER

THGITAL PROGRESS

Oeyview Strategy Performancs

international

Businesses inctuding
Assessment, English,
Schaols and Higher Education

Revenue

£1,161m

Contribution  £2949n

» Revenue growth of fow to
mid-single digits

» English: expected growth of
PTE (Pearson Test of English) afrer
UK Home Office recognition;
target recognition inother
comparabie markets including
Canacka, Frghsh Languags Learning
as a driver of employability

» Assessment: opportunity to
deliver national, high-stakes
digital assessments at scale in
emerging markets

> Votational qudlifications: technological
rh;mgp_ ity Al driving rn:}jnr Shfrain
work; continued need for reskilling
and upskilling is growing demand for
the vocational and assessment market

> Deep knowledge of market capabilities
and deep customer relationships

» PTE Academic provides a world-ciass
and convenientiearner experience.
Al scaring leads to unhiased results,
with quick response time

> Pearson VUE test centres providing
breadth of network

> Unigue status - leading provider
and owner of vocational gualifications
and content {BTEC)

» English: adult professionals (B2(),
franchisees, schools and universities

> Employability opportunities: national
and regionat governments, regional
training providers, private school
chains and employability partners

> Expanding our digital courseware

> PTE Academic is the only English
assessment of its type that combines a
fully digitat experience with Al scating

Governance

QUTLOQK

STRUCTURAL CHANGES

BIGITAL PROGRESS

Financal statements Other information

North American Courseware

US Higher Education Courseware is key business
with Canadian Courseware aiso in the segment

Revenue L£1.091m
Contribution  £231m

» In US Higher Education Courseware,
we expect the trends we saw in 2019
ko continue, with siznificant deghines in
print partially offset by modest growth
in digital, as we add mare products to
the Pearson Learning Platform

> In 2010, Pearson had a $2ba US Higher
Education Courseware husiness,
selling 21m texthooks a year

> We plan to accelerate our product
release schedule from the end of
202D nnwards and digiral growth
will also accelerate

> By 2022, we expect US Higher
Education Courseware to be an
almost completely digital business: -
increasingly based on the Pearsan
Learning Platform.

Snift from print to digital in US Higher Education Courseware

The Pearson Learning Platform will drive digital growth through:

» Share gains with better experiences
and gutcomes

> Expandmg the platform segment
with new product models

> Recapturing sates from the
secondary rarket
» Direct-to-learner relationships

2 Therore USHigher tducanon Courseware pusiness s expected 1o be aimost entrely
digitar We a's have an Advanced Piacerment business seltng higher education content
e U schools. This, together with several cther smalier, nan-college channels,
comprises redghly L.3200m of printevenue which has been progdly steble.

13
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Crealing value for our stakeholders

In a digital world, we are a driving force behind
change. Our focus is on providing better access,
affordability and learning outcomes

Education is evolving

to meet the changing
demands of today's
learners. In a digital world,
we are a driving forca
behind that change.
This enables us to create
long-term sustainable
growth for our investors
and ail stakeholders of
the company,

For Pearson, engaging with
stakeholders always takes
place through the fens of
sustainability, which
informs and infiuences our
approach across our giobal
operations. in order to
ensure that our new 2030
Sustainability Strategy is
focused onthe areas

that are mostimportant

to our stakeholders, an
Engagement Strategy was a
carnerstone of the process.
Reag more ocn plo

Read more on our
interconnected approach

to stakeholder engagement,
and how the Board engages
with our stakeholders,

in the Governance report,
on ps2

STAKEHOLDER GROUP

HOW IWE SERVE & EMNGAGE

KLY CONCERNS

OUR RESPONSE

Learners

Pearsen helps tens of millions
of learners across the world
make progressin their lives.

38%
of peopie global'y agree that
educatien doesn’tstop atcoliege/
university andbealieve thatyou need
tokeeplearning to stay relevantin
yOour career
We regularly gauge the views
of learners Lo understand
how peapie are incorporating
learning into their lives beyond
the traditional classroom.
This enables us to putlearners
at the centre of what we do,
build world-class digital products
delivering amazing experiences,
and heip people tolearn and
hrive in the talent economy.

Our inaugural Global Learner
Survey shows that around the
world education is still highly
valued. But, peopie are redefining
when, how and what they learn,
relying fess on traditional
institutions and adopting a
do-it-yourself approach,

learning or their own terms.

We are helping meet learners’
needs threugh working with
institutions, employers and
governments toincrease options
for virtual learning, online
degrees, stackable credentials
for adults and on-demand
learning for everyone. See the
strategy section on p10 for more
about how we are becoming a
learner-centric business.

Employecs

Qur purpese-driven employees
are key to the sustainable
success of Pearson.

-

Ernployee Engage ment Mofwor k
meetings connecting employees
withthe Board

We are focused on creating a
healthier company, encouraging
and enabling more peoptle to
progress. We are working o
develop talent, drive more
diversity, ensure greater
employee engagement, drive
innovation, support accessibility
and inclusion efforts, and
improve hest practice sharing
acLross Pearson.

Cur people want better teols

to help them manage more
effectively and develop their

own careers. They want to feel
more closely connected to
leadership, be supported through
our digital transformation and
have more access to Pearson's
products and services.

In 2019, we introduced a more
flexible approach to performance
management, developed a new
behaviours framework, and
faunched 'Managers' Corner’

to help managers guide their
teams better, We created our first
Ermployee Engagement Network
and launched 'Pearson Products
for Pearson People’ as part of
our commitment to help our
employees prosper. See how

this approach helps create long
term value in our strategy section
on plo

Sharcholders

We have 2 bread range of
investors who entrust their
capitalwithus.

-
407
MNELIOE IMeetng s with

284

msotunens in 2009

We engage with our investors
on an ongoing basis.

We communicate with them
regularly, inciuding at our
financial results, our AGM

and at investar meetings and
conferences around the globe.

Our shareholder base has a
diverserange of views covering
financial, enviranmental and
ESG-related issues.

we have a positive, ongoing
dialogue with our shareholder
base. We aim to deliver ieng-term
sustainable value far our
investors and atl our company
stakeholders. we alsorespond to
surveys and questionnaires to
provide information about our
ESG practices.
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Educational lnstitutions Emplovers Governnicnis Business Partners
& Fducators & Regulators

We work with teachers,
instructors and educalors
across all stages of education.

s)l"ﬂ

QT el ATGr5 INTRE US 4Na UK

beleve tecnnciogy ined.acatan gves
people mare freedum, fexniliry,
chowce and convernence i1 their
edication options

We collaborate with educators
and provide them with the toals
rhpy negrd in nrdertohelp the
next generation oflearnersto
be successiul in their education
and make prograss in their fives.

In a cost-conscigus environment,
educators are focused on
delivering high-quality
educationai experiences that

sat their students an 3 course

to & better career andlife for
them and their families.

We aim te provide mare engaging
ways 1o connect students with
lifelong tearming opportunities,
acceterated through the move 1o
digital. This enables more timely
feedback on student progress
to help set themup for success.
We alzo continue toliisten to
learners to understand how

we future-proof our products
and services for the learning
journeys of the next generation
oftearners.

Pearson works with employers,
trade gssociations andindustry
hadies to meet the demands of
the waotkforce and equip learners
with the skills they need to thrive,

8 “(7

ar Uk erp.oyers we surveyed uisn [c
maritaln A increase the investment
.naduteducatenand ramng nthe
year ahead

Through assessment and
gualificalions, micro-certification,
nnline learning and professinonal
badging, among other solutions,
we are supporung the efforts

of indust y Lo prepare workers
for the jobs of today and of

the future,

Indfustryislocking for education
Systems to help drive innovation,
tackle the global skills gap and
cortribute to long-term economic
growth by ensuring learners
enter the world of work hetter
prepared to succeed in

their careers.

wWe have listened hard to
employers and are designing
products that meet the needs

of industry head on, whilst
providing learners with the

skills to succeed in the workforce.

We partner with governments to
ernsure jearners have ALCEss LD
high-quality instruction, materials
and assessments linked to
beneficial outcomes, inciuding
buitding workforee skills.

20

US sTates and a wide range ot gional
mdreets i which Pearsanwnoks

w th government stakeno ders

These learning oppoctunities
address learners' needs, close
skills gaps and meet workforce
demands. Governments and
regulators alse set policy to help
drive sustainable growth and
ensure learners have access to
affordable education.

Governments are looking for
effective approaches 1o better
connect education and training
to empioyer needs, improving
learner outcomes

We ara committed (o building
strong relationiships with political
and educational leaders. We do
not make policy. Instead, we
share best practices, inform the
policy-making process, and forge
innovative partnerships aimed
atincreasing learner access,

affordability and success.

From technology providers (o
suppliers, channel pariners to
our authors, we have a broad
range of partners across our
global business.

¢.80%
Fedrson g!ODd\ spena der-ves
trom £ 639 suppliers

We are focused on building
successiul busmess parinerships
Arross the education ernsysfem
to ensure joint success

and growth

We share similar goals with our
pariners - from driving business
transformation to developing
world-class products; enhancing
customer experience, adharance
to data privacy and 1T security
processes, managing risk;
developing talent and more.

We expect partners io share

our values,

we build relatienchine with
worid-class partners and
suppliers for the benefit of all
our stakeholders. We believe that
warking with partners wha share
our commitments not just to
best-in-class business practices,
but also best practice and
international standards for
human rights and environmental
stewardship, strengthens our
value chain and reduces our
business costs and risks.
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Sustainability

Talent is the world's most valuable
resource - we're working to unleasnh it

Weare pleased Lo announee our
fiew 2030 Sustainabilily Stralegy

The world is facing exciting, unprecedented
opportunities and challenges. We need
everyone to reach their full potential and
help shape a brighter future. By leveraging
our capabilities and partnering with others,
we can help devetop lifelong learning
opportunities that enable people around the
world to create hetter livos for themselves,
their families and generations to come.

Our facusis identifying, supporting and
developing people so they can reach their full
potential and supporting the UN Sustainable
Development Goals (SDGs) particularly goal 4
on quality education, goal 8 on decent jobs
and economic growth, and goal 10on
reducing inequality.

The focus areas of our strategy are below.
Later this year, we will release our targets
and more detail about how we will advance
these objectives.

Materiality analysis

Our new sustainability framework was

developed based on a materiality analysis

that considered how Pearson's business

priorities and stakeholder expectations

have changed and are likely to evolve,

Our materiality assessment was undertaken

with Forurmn for the Future, awell-respected

sustainability charity.

Aswe approached tis work, we Bhave Laken

several key considerafnions infa account:

> Engaging with our stakeholders: we engaged
with key stakeholders to understand the
issues most important to them and where
they expect Pearson to play arole.

> dentitying current and future trends:
we conducted futures research to help
identify the social, environmental and
economic issues that wilt influence learning,
our ecosystern of partners and Pearson's
business in the years to come.

Our new 2030 Suslainabilily Siralegy

Pearson sees a world of {alent
Talentis the worid's most valuable resource, We want to unleash it,
Our Sustainability Strategy has three main pillars:

Advance equity

in learning

We have the role and responsibility to help
overcome barriers ta lifelong learning,

from socio-economic hurdles to equity and
health challenges.

Lead by example

Build skills for
sustainable futures

We will use our skills, assets and
partnerships to equip people with the
technical skills, knowledge, creativity and
resilience needed ta achieve the UN 5DGs.

Our 2030 strategy will continue to focus on building the foundations for a sustainable
business, such as our commitments to respect human rights and minimise environmental

impacts across our value chain.

» Linking to business priorities: our process
was designed to align with and support our
corporate strategy and brand strategy.

» Supporting global goals: we wilt continue our
commitment to advancing the UN SDGs and
leverage their targets and indicators in our
goal-setting.

Active, angoinginput and engagement from
internal and external stakeholders is key to
ensunng the achievernent of our new 2030
Sustainability Strategy. Our key stakeholder
groups include:

> employees;

shareholders;

-

learnars;

~

educational institutions & educators;

~

~

employers;

~

governments & regulators;

business partners & suppliers: and

.

-

international, non-governmental &
non-profit organisations.

In addition to Pearson’s other stakeholders,
to inform our Sustainability Strategy, we listen
carefully to the insights of international,
non-governmental & non-profit organisotions
working to improve education far vulnerable
and marginalised groups, advocating for the
UN 5DGs and looking at the impact of
business in society.

We conducted internal and external
interviews, focus groups and workshops
to identify high-impact issues.

To download more information about
our materiality analysis, complete

ESG data, our Global Reporting Initiative
(GRP and UN Global Compact Index,

visit poarcon.comysustainability
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Taking stock of our 2020 Sustainability Plan

We are approaching the end of Pearson's 2020 Sustainability Plan, which is focused an
three pillars: 1} reaching more learners; 2y shapingthe future ofiearning; and 2) being 3
trusted partner and supporting our commitment to the UN SDGs. Pearson has made

good progress across the pillars of our plan,

Reach more learners

Improve access to and
affordability of praducts
and services

W have Dy slrong
foundations to rearh more
fearners from disadvantaged
backgrounds and support
them ta gvercame barners
through products and services.
See exanpies onpl’, 20, 30,
37 and 3R

Collaborate to reach
underservedlegmers

Through partnerships
HVOIIOE OH-EOVer nenia
arganisations, teachers,
QCUCELON exXperts,
governments and others,
we are also tackling

some of the biggest.
educalion chalienges

Shape the future of [earning

Build skills that foster
employability and inclusive
economic growth

Vve are pelter preparing
SELdents to progress in
tearning, work and Iife throt.gh
arange of prodL.cts and
services, For example,
Pearson's Career Success’
programme, which has
rearhed 135 00N leatners since
2018, helps stugemts set career
goals, fill skilis gaps and
prepare for employment.

Promote education for
sustainable development

We are Increasingly ntegrating
ana promoiing sustamabiiry
content and skitls, ncluding in
our BTLC guehlicaions and US
Higher Edurcation Colrseware
proaucts. We alsoreleased a
white paperwith ArizonaState
University, Business Fights
pn\,mrty apn rha lih Pring ;lntgk
for Responsible Management
Education on howtoscale Lp
and partner onogpoctunities
to advance learning and skills
for sustainahle development,
Read more an pl§-18

Be a trusted partner

Respectand support
our people, customers
and communities

we suocessiully achieved
our geals to develop and
implement an Editoral
Policy to ensure content is
appropriate {see p19)and
reporton Pearson's GB
gender pay.

in 2018 and 2019, we aiso
rennrted 0n Pearson's GR
gender pay and continue 1o
take actions to further
reduce thegap

Protect our natural
environment

We metotr 2020 targets
wreduce our operational
amiccin,

by 50% {using 2009 as the base
year)and reduce energy use in
our buildings on an absolute
basis by SU% (using 2013 as
the base year) early. Reac
Wote o P22-d3

Financiat statements

Qther info

Read more aboutour
partnershipwith

Save the Chuldrenon pl8
Aand CAMEED on iR

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

We are active participants in
miulti-stakeholoer, collective
action initiatives that aimn to
strengthen global egucatton
systems, explore the role of
the private sectar in global
At eannn arnct mo\/pinlnmnnr_
and agvancethe UN SDGs,
SEQ O Eanisarions on pls

Build a sustainable

supply chain

We have taken a number ol
steps to contnuously improve
haw we considar sorial and

environmentatissues inour

supply chain and procurement.

Read more on p23-25

Progress in 2019
Advancing equity in fearning

We have built a foundation to scafe how

our products gnd services can help more
imdﬂr-mpm'ieﬂtﬂﬁ learngrs froom diverse
backgrounds make better progress. Helping
improve access to quality education for a
Broader spectrum of learners contributes to
Browing our business, stimulating innovation
and advancing the UN SRGs. Same of the
underserved ang underrepr esented groups
we nave fnrused on to date include 3ol
fearners without degrees, underprepared
learners in US higher education, people with
disabilities, women and girls, and refugees,

As one example, within the assessment
business in the US, the computer-based GED
allows aduitiearners to prepare for coliege,
career iraining programmes or petter-paying
jobs. By supporting adults who have faced
barriers completing their high school
eduration, it is a xey piece of our sustainability
objective to advance equity in education.

Cther examples of products that are
helping learners overcome barriers

include Accelerated Pathways (see p36)and
BTEC qualifications (see p18 and 27)

Accessibility

Pearson is committed to continual
imnrovement (o increase the accessibility

of our products. Qur Global Accessibitity
Steering Group drives support for people with
disabilities through the intentional integration
of accessibility standards into product
development. Our Pearsen Able Employee
Rescurce Group has a remit to improve
company practice in the supnort of learpers
and employees with diverse needs.

Pearson has joined the Valuable 500,

a global movement 1o put disability on the
business leadership agenda. As part of our
membership, we have committed to publicly
disclose a policy framewaork for praduct
accessibility as well as 10 bunld, develop

and chare amarket leading appreach te

mentoring pegple with disabilities.

In 2019, the Assessment business drafted
aninternal policy for accessibitity, provided
25 virtual accessibility training sessions

for employees, and designed an external
accessibility website with tools and guidance.
The team alsa designed a three-year tactile
graphics study and completed Phase 1.

The study's advisory board includes
representatives from the Nationa! Federation
of the Blind, the Braille Authority of

North America, Braille production vendors,
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ceriified Brailte transcribers, students,
parents and teachers of the visually impaired.

In 2019, the Global Product business revised
an existing internal policy on accessibility and
land the foundations to update all guidelines
from Weh Content Accessihility Guidelines
{WCAG) 2.0to 21, inline with increasingly
global customer requiremenits. The team
also signed agreements with a number

of new channel partners to ensure the
widest and most convenient possible

access to our products.

tvery Lhild Learning

since 2015, Pearson has joined forces with
Save the Children to deliver the multilateral
Every Child Learning programme to support
Synan refugee and host community girls and
boys in Jordan, aged 9-12 years, in Grades 4, 5
and 6. The programme helps improve their
learning and build their resitience, whilst
making their iearning environments safer.

To achieve this ambition, the partnership
has focused on researching and integrating
new programmatic and digital educational
solutions - including the creation of the
innovative dassreem mobile learning teol,

the ‘Space Hero' (Batl Al Fada'a) maths app.

The programme was successfully expanded
from three to 19 schoaols during the academic
year 2018-19, working cellaboratively with
children, parents, teachers, school leadership
and the Jordanian Ministry of Education.
Over 10,000 children used the Space Hero
app through the programme, and over

2,000 participated in Arabic remedial classes
to help them catch up with their peers
through the programme.

To support educators, we developed and
tested a user dashboard complementing
the‘Space Hero' app, which includes
features to help teachers follow up on their
students’ progress and tailor future classes.
The partners published The Space Herc
Manual' ana distributed itio maths teachers
in scheols. In addition, over 200 school staff
members were trained on academic subjects
and previding psychosocial support.

CAMFED

Since 2013, Pearson has partnered with
inter national NGO CAMFPED (Campaign

for Female Lducation) ta hetp girls from
tow-ncame communities in sub-Saharan
Africa stay in school, fearn and develop key
skills for life and work. The project 1s funded
by the UK Department for international
Development's Girls' Education Challenge,
and supported by nationat Ministries of
Education. Together. we developed a life
skills curriculum and learning resources
used by young women 'Learner Guides'in
supporting vulnerable children studyingin
rural schools. We also created a customised
8TEC gualification to recognise the skills,
cxporicnce and achicvements of Learney
Guides and enhance their employability
praospects. As of December 2019, we have
awarded 2,880 BTECs to young women

frommarginalised backgrounds in Zimbabwe,

Tanzania, Ghana and Malawi, against a
target of 5,000,

Supporting Syrian refugee and host community girts and boys

In 2019, Pearson and CAMPED adapted the
BTEC qualification to make it accessibie (o ali
the young women acting as velunleer guides
in CAMFED's programme: not just guides
working in schools but also those supporting
girls as they graduate from school, and those
Mentoring young women (o set up and grow
locat enterprises. The revisions alscreflect a
greater emphasis on employability skilis, and
new content has been intreduced on topics
such as sexual and reproductive health and
infermation technology. The revised BTEC
gualification was launched in Zimbabwe,
lanzama and zambia dunng U149 and 1s
projected toreach a further 4,500 candidates
over the next three years.

Pearson Ventures

Pearson Ventures invests in companies
building new market opportunities

dsing nnovative business moaels,

future technologies and new educationat
experiences. In December 2019, the initiative
made investments in its first two startups,
Springboard and Knowledge to Practice (K2P),
which are focused on lifelong learning and
employability. The investments total $4.2m

with Springhoard at$2.2mand K2Pat $2m.
Volunteering

Pearson sponsored a 2019 North America
Volunteer Day to support the philanthropic
interests of its employees and make a
difference in communities across the US and
Canada Over 500 colleagues parsicripated

in a variety of impactful activities including
book drives, reading to dassrooms, food
drives, Habitat for Humanity, mentoring at
the Boys & Girls Club, park clean-ups and
trips to local animal shelters.

Building skills for sustainable futures

We want our learners to be eguipped

with the skills and capabilities they need to
build careers and communities, navigate
uncertainty, address the world's biggest
sustainable development challenges and
thrive in the 21st century and beyond.

N response Lo our customers, we have
developed content, courses, qualifications
and other services that help students learn
about sustainability. By integrating
sustainability-related content into our
products, we can explore new market
opportunilies while making a direct
contribution to the UN SDGs and inspiring
the next generation to improve their worid.
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We work with a number of authors and
professors who have made sustainability
partof the materiais they create for Pearson.
We have also developed a number of
sustainability qualifications, and have
embedded sustainability within BTEC
qualifications across sectors, incuding
engineering, warehouse operations,

animal managernent, science and T,

Leading by exampie

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

Human rights

Our goal is to respect and promote human
rights, including the right to education,
throughout our operations and with cur
custamers, emplayees, contractors and
supply chain. Our approach is guided by

the Universal Declaration of Human Rights.
the International Labour Organization’s
declarations on fundamental principles and
rights at work, the UN Guiding Principles

on Business and Human Rights, and the

UN Global Compact Principles. We are a
founding signatory to the UN Global Compacr,
and we are a member of the Global Compact's
Uk Local Network.

We respect the rights of our employeesta
freedom of association and representation
through trade urions, works councils or any
other appropriate forum wherever local laws
allow. We work to prevent discriminatory,
fliegal and iniutnane iabour praciices
including child labour, forced labour, siavery
and hurnan (rafficking. We use our influence
with our suppliers to improve standards

Governance &

cial statements Otherinformation

for their employees. Read maore about
suppaorting our suppliers and our work to
prevent modern slavery in the supply chain
on p23-25

Qur Human Rights Statement outlines the
priority human rights risks and opportunities
for Pearson that our programme is taking
steps to address. Our approach to human
rights coversfive areas: learners, content,

CTSpIGY Cs, partnorships (sea respansible

soureng, p23-25), and privacy and data
{see risk section, p47-48)

Learners

Through our human rights impact
assessment, we determined that Pearson's
greatest opportunity to advance human rights
is supporting underserved and vulnerabie
learners through its products and services.
On p17 we describe our approach and
examples of products that are helping
learners overcome harriers, such as the GED
(see p17), Accelerated Pathways (see p36)
and BTEC gualifications (see pi8 and 37}

To protectieamers from harm, we are
committed to safeguarding wherever

we operate, and particularly in schools,
training and learning centres, and teactiing
facilities. More detail on our approach
appears on 45 We have undariaken wark,
to strengthen aur processes for learnerste
raise concerns about harassment or abuse,
including by integrating recormmendations
from the LN Guiding Principles on Business
and Human Rights into relevant safeguarding
risk assessment frameworks. We have
completed a gap analysis of current processes
and identified areas of improvement to taka
forward in 2020.

Content: Pearson's Editorial Policy

To ensure that the content within cur
productsis aligned to Pearson’s values,
and to prevent inappropriate centent from
being published, our Global Editorial Policy
acts as a guide for content developers to
create products that are relevant,
appropriate and inclusive.

Qur policy is based on principles in the
following areas:

-

- Respecting human rights including
freedom from discrimination ane bias

TV e Taladeiate] "~ - =
2, Creating contentthat emibeds an

awareness for and the promotion of
Diversity & inclusion

3. Demonstrating support for learning that is
based on evidence and facts

4. Alignmg with tegal and etmical abiganons of

content creation and production

5. Ensuning content respects regional faws and
is not Jocally inappropriate or offensive

The policy is applied across all markets
and business units, and is Gverseen by a
cross-regional and funcrional steering
Executive team. A network of 35 policy
champions are responsilile fut
implementation and act as a peint of
escalation for queriesin our businesses
and markets around the world.

In 2019, we incorporated the Policy into
Pearson's Code of Conduct. An online learning
module is autornatically assigned to new
startersin content-facing and support
functions and, for external providers, as part
of our vendor onboarding process, To date,
over 6,000 employees and 1,500 external
providers have completed our Global Editorial
Policy training. Policy checkpoints are
included in our product development
processes, and a Policy review of published
titles has also been established in some
business units.

i adl Glabal Peaduct unit, key D& discipline
lears have comniptecd rmiming an cantent
review, and we have released internal
guidelines to integrate best practices and
escalate issues. Maving into 2020, we will
launch additional training and certification
on reviewing content for D&t and scale up
our effortsin this area.
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CASESTUDY BTEC

Creative and
inspirational

| want the female African perspective to be
heard and film is a powerful tool to express my ideas.
I want to he a director who makes a change.

josephine Kiaga,
B1EC Student ot the Year 2019

BTEC Student of the Year 2018, Josephine
Kiaga, is boih a creative and an inspirationat

voice for her peers and the wider community.

Shetook a BTEC Subsidiary Diplomain
Creative Media Production (Film and
Television}, as well asa BTEC Diplomain
Performing Arts (Acting) at Braeburn
international School Arushain Tanzania, to
sunport her ambitions to become a director.

josephine sets her sights high: “i want the
female African perspective to be heard and
fiirm is 2 powerful tool to express myideas.
Iwant o be a director who makes a change
and who creates with a purpose.”

Josephine is a powerful teader. She was an
ambassador of human rignts at the tast
African Model United Nations {EAMUN)
conference and she co-organised a 'Girls’
Empowerment’ day for local girls in the
community where they ran workshops
regarding entrepreneurship, femaie hygiene
and mere. She has also achieved distinctions
in pubtic speaking enaing ner to teach
London Academy of Music and Dramatic Art
{LAMDA) classes assisting fellow students.

As BTEC Student of the Year, Josephine

is a future creative leader and a powerful
advocate for women and her country.
Her energy and passien for the creative
arts witl take her far.

About Pearson’s BTEC qualifications

Qver Tm learners every year choose a BTEC
course through ¢.6,000 approved BTEC

centresin 60 countries around the globe.
Learners choose BTECSs because they are
high-quality, hands-on qualifications
grounded in the real world of work.

Students learn by doing, and develep
valuable emptayability skills that they will

use throughout their future career or for
progressioninto university andtomake a
nasitive impact on the world. We know that
this has a positive effect on students: research
from the UK Departrment for Education shows
that, for pupils in state-funded mainstream
schools, taking a Technical Award, such as a
BTEC Tech Award, is associated with pupils
having lower absence rates, tower permanent
exclusion rates and lower fixed exclusion
rates, when compared with similar pupils
who did not take a Technicat Award.

Cur priority growth markets are China,
ASEAN, Middle East, Central/Eastern Europe
and Morth Africa. The key strategic industry
sectors that we are focused on to address the
skills domand are engincering. censtruction,
digital/tech, travel and tourism, aswell as
health and care.

This is an example of how we are designing
products to have an impact on key learning
outeomes such as employability skills and
promoting education to advance the UN SDGs
as part of our 2030 Susiainabiiity Sirategy.
Learnmore about Efficacy on p27

Learn more in our Sustainability sectionon pté
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Employees

Qur employees are key to helping us fulfil!

ouy vision of helping far more people prosper
throughout a lifetume of learning. As such,

we play a crucial role in Creating a working
environment that enables our empioyees o
grow, deyelop and succeed This stratagic
report describes the varfous ways in which the
company engages with, investsin and rewards
its employees, The remuneration report also
describes the remuneration philosophy which
applies to the company as a whole.

Employce engagement

This year, we have enabled engagement with a
range of opportunities for employees at afl
levels of the organisation.

(nthe back of our successful Innovation Jam
in 2018, we formed Tiger Teams to support
impiementing ideas and solutions. The Tiger
Teams have heen directly involved with
introducing a more flexible approach o
performance management, including a new
behaviours framework, and they have been
instcumental in shaping our learning
strategy for 2020,

We launched the ‘Managers' Corner’
COMMUNITY N jJanuary 2uls to streamhune
communications for our managers. The
purpose is to help ourmanagers understand
what they need to know, need to do and need
to talk about with theirteams. Thisis a critical
channei for ensuring alt employees are aware
of key matters of cancern, including financial
and econormic Taciors affeciing ocur business.
Our 'We are Pearson' campaignlaunched

in October 2019 with the celebration of
Pearson's 175th birthday. The activity was
focused onreinvigorating the hearts anc
minds of our employees across the globe
virtually and through 5 in-person local
Lirdhiday celebrations in 25 countries.

Inresponse to the UK Corporate Governance
Code, we are excited to take partin
strengthening the voice of our workforce with
the creation of our Employee Engagement
Metwork read more onpg4d)

Governance

Francial statements Cther mformation

investing in and supporting our talent

This year, we launched 'Pearson Praducts for
Pearson Peopie’ as part of our commitment
to help our employees prosper. We introduced
GEDWarks™, an opportunity for regular
empleyees and their families in the USto

earn a GED credennal for free (read more
about the GED on p17), and free access

to Pearson's eText titles through the
vitalSource Bookshelf.

We implemented changes ta our perfarmance
management approach to shift our focus from
an annaual backward-looking conversation to
TOgUIDr COnvarsations over the yoar, ng
employees the opportunity to continuousty
learn, grow and improve performance, The
relationship between pay and performance
has notchanged, to ensure that emplaoyees
are rewarded for their contribution and
wnpact. Managers have more Hexibihty to

differentiate theirreward decisic

We offer benefit programmes that make
ouremployees hives easier, simpler and more
rewarding. Qur programimes vary globally and
include health insurance, disability coverage,
retirement savings matching. employec share
purchase oplions, commutar benefits, tuskion
reimbursement, and programmes that
support wellbeing and work-life balance

This year, we implemenied US policy changes
designed to give our employees more time
with family when needed. Maternity leave
and Parental & Serious tilness in the Farruly

1 (DEH
Leave (PRI bwerg ext

o and
Aid for Adoption Pokcy was modified to
expand retmbursernent benefits 1o offset
sSurrogacy expenses.

Pearson mainiains its accreditation by the
Living Wage Toundation and has committed
to paying employees and regularly contracted
staff working ir our buildings across the

UK and in London the reatl Living Wage.

Labour practices

We respect the right of our employees to
freedom of association and representation
through Wrade univns, works coundils or arny
nrhar Rppr’()pl'i:!h;'\ farum whearever Ineal laws
allow. We have policies and processes in
place to prevent discriminatory, illegal or
wihumane labour practices, including child
tabour, forced labour, slavery and human
rafficking, in our places of business,

aswel as (o address violations when they
orcur Represertation takes many forms
We support the right to unionise inthe UK.

21

Employee learning and development

Our culture is centred arpund helping people
unlock their futures through learning and a
range of diverse work experiences

To become a digital-first company,
we recognise the importance of helping

3 buiid thelr own digital skills.

auremplay
‘Digital Learning Live' launched this year as
an interactive webinar series to provide all
employees with practical digital skifls that
can be used across Fearsan. The Help Me
kNow hub provides a large library of videos,
activities and lessons to help our employees
feel more comifortable with thenew digital
tools introduced cormpany-wide this year.

We are introducing a Senior Vice President
{SVP)-Employee Experience role which will
bring together our HR Centres of Expertise
tointegrate our approach from recruitment
toretirementin amore meaningful way

for employees,

Managing organisational changes

Pearson expericnced continued change this
year, through consolidation and headaount
reduction, as we work to achieve our
digital-first strategy. We continue o support
suremployceswith recular communication,
In the UK, we follow a legally prescribad
consultation process and undertake a
minimum period of 45 days.

We are also in the early stages of
implementing predictive analytics to help
usidentify variations in empioyee turnaver
globally. As we mature in this space, we will
be petter positioned to develop targeted
strategies that increase retention.

In 2019, the Pearson Alummni Netwark
supported a community of pastand curreat
engagement with empioyees through
auartery newsletters, o ‘Leaders inLearning
pedcast, the ‘Career Coach' to share job
opportunities from arcund the sector,

and the ‘Alumni Learning Series”
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Key performance indicalors: women in Pearson

Among our seven D&l priorities is a goal to improve gender representation at the top two
levels of the company. At Board level, 33% of cur members were female as at the end of
2018. As a founding member of the 20% Club, we have endorsed and committed to work
towards the target of a minimum of 327 representation of wormnen on the Bearo andin
our Senior Leadership Group by 2020. The table below sets cut our female representation
over the past three years. The firal colurnn on the right represents actual numbers.

2018 2019 2018

Board of Directars 30% 33% 4
Senior leadership 31% 34% 34
All employees¢ 629 59% 13,022

1 Tworeporting bnesfromrhe Chiaf Executve

2 Total employee figut es for fermale corposition of workforce are based on a snapshct of employees as
at 31 Decemper 2013, Average annual fgures for 2019 are used elsewhnere n this report and differ due
1o including sedsonal empioyees at peak periods 110U AsSESSMENLLUSIREsses, as well as those who
sy 1o longer be employed by the Group at 31 [ecember 2019 due to the simplificabion programme,

Key performance indicators: global Greenhouse Gas emissions data

Metric tonnes of COe 20097 2018 2019

Combustion of fL:;ul-gnd operation T
of facilities {GHG Protocol Scope 1) 44,649 13,057 13,251

Etectricity (G}-i_éw?-r})chrnlSCO{)e 2-location based) 730=39§M ) 49976““-_“4—7.5-3.3:
Flectricity (GHG Protacol Scope 2 - market hased): - 4,583 418
Er;g_sgmrnianr;gto air and rait travel, B T T
electricity transmission, waste and water

{GHG Protocol Scope 3) 35,262 30,022¢ 19,786
_ﬁ;tal—locarion based ) 210306 92999 80421

39,312 33,454

2013 ) 2018 2019
129,717

 energy used In buildings (MWH) 285590 127.083

Intensity ratios

tCO,e per employee (scope 1,2 & 3)

LCO e/sales revenue (scope 1,2 & 3)

T 200% iz anaseline year for caikon redlction and 20025 a basels

2 Forane of our Xey markets we Duy 1encwable eriergy through green energy tariffs or rerewalbie
energy certificates (RECs)in the country of consumpan. This accounts tor 97% of our electricity use.
We buy RECs regionally for the rernaining 3% i those markets whera we have a smali preserrce

T Anew, enhanced datasource was employed in 2074, We have updated and rebased our estimated

emissions as a result.

Methodology: We have reported on all of the emission sources requived under the Companies Act 2005,
The method we have used to calcalate GHG enissions is the GHG Protocol Corporate Acceunting and
Reparting Standard {revased edition}), using the Scope £ dual reperting metnedalogy, togerier with tne
‘Blest emissionfactors from recoghised pubbc sources, mduding, putnothmited to, the UK Department
for Business, Energy & Industria! Strategy, the international £nergy Agency, the US Energy Infermation
Administration, the US Environmentat Protection Agency andthe Intergovernmentat Panel on Climate
Change. The datan the table ahove has been independently ver:fied by Corperate Citizenship

Diversity & inclusion

Every persan is unique, whether thatbe in
terms of age, gender, identity, race, ethnicity,
religion, disability, sexuat orientation,
education, learning style, naticnal origin,
personality type, as well as across arange of
olher tactors ~ as set out in our Owersity &
Inclusion Statement. At Pearson, wovaluc a
diverse workforce and a workplace which
reflects our learners - the customers we
serve ground the world.

Last year, Pearson designed and adopted a
new strategic framework for diversity and
inclusion practice. Our charter is to capitalise
on different perspectives and leverage
diversity to spur innovation and growth
through an inclusive culture and working
environment. Our approach includes:

> a Glohal Diversity & Inclusion (D& Council
led by the UEG to provide strategic oversight
and tc extend our workinto many mare
markets and countries. The Council includes
business leaders, allies and advocates as
well as representatives from our Employee
Resource Groups.

v

aset of seven priorities which guide our
action planning and major initiatives.

~

a global network of D&| Advocates whao
provide support o advance our practice in
their businesses and geographic locations.

~

a plan to help our ten employee resource
groups at Pearson evolve and mature.

The networks are for women, women in
technology, parents, veterans, Latinos,

the LGBT+ community, generational
differences, people with disabilities,
employees of black and/or African ancestry,
and a group representing black, Asian and
minority ethnic people.

> a D&I dashboard review and goal-setting
session held with each business and
function leadership team. This was a new
introduction in 2019.

Disability is an Important part of our wider
commitment to Drversity & Inclusion.

We work to ensure thatappropriate
procedures, training and supportare in
place for people with disabilities to ensure
fair access to career and progression
opportunities, Our Pearson ABLE employee
resource group helps improve practice by
bringing together pecple with disabilities in
Pearson and accessibility advocates.
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What goes into our products?
Direct Indirect

In 2019, Pearson received 2 number of D&
awards (see p26) and was recognised as
fostering an inclusive culture through our
leaders. The Managing Director of Pearson
Canada was named on the 2019 HtRoes
wormen RBole Mode! Executives tist, whizh
celebrates womnen driving change to increase
gender diversity in the workplace. Also, our
SVP-BTEC and Apprenticeships has been
recognised in the 2019 EMpower list nfthe
top 100 ethnic minority business leaders.

Pearson continues to report on GB gender
pay in hine with UK regutations, Qur work to
extend our reporting on gender pay to cover
our global operations by 2020 continues and
is on track.

Qur environmental impact

We are committed 1o reducing ourimpacton
the enviroriment. Respohsiic environmentai
stewardship helps to create a healthy and
sustainable planet for our learners and all of
society. Qur biggest direct impacts are carbon
emissions from our use of energy, so we

need to ensure we manage our own
operations responsibly.

We continue to do our part to address the
global challenges of dimate change. In 2019,
we calculated our Scope 3 GHG ernissions and
developed a proposal for the Science Based
Target Initiative to establish our new long-
term goa! for carbon emissions in 2020.

We met our 2020 GHG and energy reduction
targefs achieving:

;> 62% reduction in total dacation based)
GHG emissions (vs target of 50% reduction
against 2009 basetine).

> 55% reduction in energy use in our buildings
{vstarget of 50% vs 2013 baseline).

N 2019, we installed LED lighting in three of
our UK properties.

> We maintained our commitment to using
1008 renswable electricity and offsat
our emissions from our energy and
fuel consumption and business wavel
(thraugh an Indonesian forestry
conservation project and an indian
renewable energy project, both of which
are ceritfied Lo the VIS standard).

In 2019, we maintained our iSO 14001
certification, the environmental management
standard in the UK and Australia. This
standard incorporates both internal and
axternat acdits.

Responsible sourcing

At Pearson, we believe in doing business
with partners who share our cormmitment
Lo hiwmarn rights and the environinent -
strangthening avr suply chain throngh
shared values and commitments.

In 2019, Pearson purchased over £2.35bn of
goods and services from third parties, from
large multinationals to smaller specialist
companies and sole traders. Around 80%
of Pearson’s global spend is represented by
B0S suppliers,

The majority of products and gervices
Pearson purchases are sourced from
suppliers in OECD countries, predominantly
in Narth America and Europe. Gur
relationsnips with suppliers are guided by
our commitments to international standards
for hurnan rights and environrmental
responsibility. We are committed to the

UN Global Compact and other human rights
standards including the Universal Declaration
of Human Rights. the International Labour
Crganisatien’s declaraticns on fundamental
principles and rights at work, and the

UN Guiding Principles on Business and
Human Rights (see p19 for more on our
commitments). The UK Modern Stavery
Actalso guides our appiuach, and our
Modern Stavery Statement is available at:
https Awww.pearson.com/egal-information/
our-policies/modern-day-slavery.htm|

We are a lounding member of the Book Cham
Project, a partnership between publishers

to enhance industry standards relating

to labour standards and human rights,
product safety, and paper sourcing.

Sourcing policies

Our policies help ensure Pearson’s values
arereflected and shared with everyone

we do business with. The Business Partner
Cade of Conduct (Partner Code} clarifies the
responsibilities and expectations we have of
our business partners {which includes joint
venture partners, vendors, franchisees,
distributors, suppliers, contractors,
consultants and agents) for ethical and
responsible business practices.
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The Partrier Code sets out our support for
environmental stewardship, universal human
rights (inciuding equal employment, freecom
of speech and of assoaation, and cultural,
economic and social wellbeing), good labour
practices, and decent working conditions.

It also sets out expectations that our supply
partners, and their subcontractors, opposc
discriminatory, illegal, or inhumane labour
practices, including slavery and human

trafficking. The Partner Code is presentin new

contracts and is included when contracts are
renewed or updated. Compliance with the
principies in our code s a8 minimum standard
of behaviour outlined in contracts.

Our Business Terms of Reference, specific
to Pearson supply chain contracts, set out
the terms and conditions for purchase of
goods and services, and are agreed prior
toengaging suppliers. This provides
Pearson with the power of auditand

right to terminate a relationship if we find
issues of non-compliance, ensuring our
responsible purchasing principles are
contractually enforceable.

When working with schoels and campuses,
suppliers must nave an dcceptable
safeguarding policy which meets or
exceeds Pearson's own (see pdb for more
onsafeguarding). Suppliers are also subject
1o Pearsan’s Anti-Bribery and Corruption
Policy (see p49 and p77) and Gifts and
Hospitality Policy.

Direct supply chain

While we have a growing technology-enabled
supply chain reflecting our increasing shift to
digital, our traditionai paper-based products
continue to be a key area of focus. Our Supply
Chain function manages our purchases of
paper for books, as well as our contracts with
printers and works with distributors and
shipperswho bring cur products & market,

We are commitled
to reducing our impact
on the environment.

US Higher Education Courseware supply chain
Pearson does not directly manage paper
procurement, print manufacturing,
warehousing and distribution operations
for our US Higher Education Courseware
husiness These activities are outsourced
to LSC Communications, which is subjecr to
our Business Partner Code of Conduct.

Paper sourcing

Pearson has a longstanding Responsible
Paper Sourcing Policy that sets out our
approach to managing risks related te human
rights and environmental practices in our
direct supply chain. This policy sels out our
preference for paper suppliers which hold
Forest Stewardship Councit{F5C) certification,
and we also recognise the Programme for the
Endorsement of Forest Certification (PEFC)
systern of certification.

1n 2019, we purchased over 100,000 tonnes

of paper globally. To help to reduce our
impact, we have retained Chain of Custody
acerectitation from the FSC in the UK, which
enables Pearson products to carry the FSC
logo. Of the more than 12,000 tonnes of paper
we purchased in the UK, 86% was certified

to an environmental standard, such as F5C

or PEFC.

Print production

We rely on third-party suppliersto print our
textbooks and course materials, Globatly,

we have over 200 print suppliers representing
approximately £200m in spend.

In the UK, we require suppliers rated as

high risk and with spend of over£100,000 to
undertake an independent third-party audit
before being approved as a supplier, and to
agree to regular review audits at least once
every two years. We rate supplicrs as medium
ar high risk based on a 8ook Chain tool
designed specificaily to ielp publishers
identify labour and environmental risks in the
supply chain. The audits are carried out by
third-party auditors and shared via the Book
Chain platform.

Our due diligence process also includes
visiting suppliers around the world to
assess compliance with our standards,

and to ensure suppliers address non-
compliance. These visits provide a vaiuabie
opportunity to reinforce our commitments
to eliminating aif forms of child, forced and
compulsory labour, as well as promoting
environmental stewardship.
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tn our UK business, we had £26m in spend
with 46 suppliers in total. Of these, we have
identified four suppliers, representng £6.6m
in spend, as high-risk based on country of
operation (China and Malaysia), guidance
from the Book Chain Project and meeting our
£100,000 materiality threshold. Ali four were
visited in 2019 and have a valid auditin place.

Indirect procurement

Following depioyment ¢f systems in the UK,
US and Canada, new supplier requests

are tracked and pass through audited
approval actions before being confirmed for
onboording inte Nearsan systems. Suppiicrs
submit information directly and securely
through our platform, governed by SOX
control standards, where risk assessment,

concerns are teésted across: conflict of interest,

trade sanctions, sanctioned countries,
sustanability, physical securnity, diversity,

and busineos conunuity.

Our 2020 supplier risk initiatives wiii focus on:
areduction in the number of active’ suppliers
avaitable for the business usersto purchase
against {therefore reducing our risk
landscapey, risk assessment of intumbent
suppliers; and improvement of Pearson's
supplier risk asscssment enabled by
technology and partnerships.

Contingent workers

Allegis Global Seiutions (AGS) is the major
partrer supporting Pearson’s relationships
with our contingent workiarce population.
Our contingent workers fraguentfy filf roles
such as engineers, developers, exam graders
and project managers.

AGS, and our ather partners, help Pearson
ensure our contingent workers receive
detailed information outlining how Pearson's
people polidies apply to them, and help to
hold contingent worker agencies accauntable
for ensuring that workers are informed of
these policies,

Governance
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Supplier diversity

Our supplier diversity programme focuses

on local, small, diverse businesses - such as
underutilised, or women-, minority-, LGBT-
orveteran-owned. Building close partnerships
with diverse suppliers helps make us more
competitive and drive innovation . in 2019,

the Global Suppher Diversity team contributed
{0 37 proposals with supplier diversity
requirements, whose total potential

contract value exceeds ~£400m.

Aroadmap for the future

in 2019, we undertook a project with
sustainability advisers, BSR, to assess our
existing appreach to human rights in our
supply chain, ensure we meet global
standards and stakeholder expectations,
dentify any gaps, and develop a roadmap
wimprove our approach. Based on the
project’s findings, Pearson plans to improve
spend data, taciiate better measurement
and reporting of KPIs, and continue to inferm
both buyers and suppliers on human rights
issues (o Pearson’s standards.

Through our Procurement Function, Pearsan
will continue to contribute (o our corporate
social responsibility and sustainabiity targets
by infiuenang our sourcing methodologles
to promote spend with qualifying suppliers.
We are putting processes in place to: increase
our diverse spend; inchude supplier diversity
language in our requests for proposals;

and work with non-diverse suppliers to
incarporare supphier diversity goals into

their procurement process.

Governance

Our styong governance structures and
internal systems are key to managing risks
and embedding sustainability, responsibility
arid eliivs aCiuss uur busitiess, Key areds
include our organisaticnal risk management
(see p40-50), compliance and anti-bribery
process (see p49), public policy (see p45)
andtax {see pd7)
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Sustainability governance

The Reputation & Responsibility Committee,
a formal committee of the Board, provides
angoing oversight, scrutiny and challenge on
matiers relating to our Sustainability Strategy
and our corporate reputation, Learn mare
onn72

The Pearson Executive oversees
implementation of business and sustainability
strategy. The Responsible Business
Leadership Council drives implementation

of the strategy on behalf of the Board. Itis
chaired by our Chief Corporate Affairs Officer
and comprises ieaders from across the
business. We updated the membership and
terms of reference in 201910 oversee and
support the integration of our updated
sustainable business priorities.

Code of Conduct

The Pearsoi Code of Tunduct underpins our
values by setting out the giohal ethical, social
and environmental standards of behaviour
we expect from employees, and we have a
companion code for business partners,

Qur Code of Conduct was revised and
refreshed in 2019, and the course included a
focus on raising concerns, a certification to the
Code and an overview of our Giobal Confiicts
of Interest Policy and disclosure process.

We make sure all Pearson employees are
aware of our Code and confirm they
understand and will comply with it. in 2019,
we achieved ourtarget of 100% employee
completion and acknowledgement of the
Code by all employees. The Code is also
assigned as part of the onboarding process
for all new Pearson employees.

Raising concerns

We operate a free, confidential telephane
helpline and website for anyone who wants
to raise a concern, and we have a clear Raising
Concerns and Anti-Retaliation Policy in place
to encourage honesty and openness. Cases
that pose significant risks to our business are
reported to the Pearson Audit Comrmittee
with ultimate ownership by the Board.
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Recognition and mulii-stakeholder engagement
Awards Initiatives

Non-financial infermation stalement & more information

The following table cutlines where the key contents requirements of the nen-financiat mformation statement (as required by sections

414CA and 414CB of the Companies Act 2006) can be found in this document.

Please visit our website for a complete set of our environmental, social and governance performance data and Information about how
we are aligning with the UN Global Compact principles, Global Reporting initiative and Carbon Disclosure Project.

Reporting requirement

Fearsan policies and procedures

Secrion of annual report

Ervironmental matters Environmental Policy

Paper Purchasing Policy

Lmployees Code of Conduct

Human Rights Statement

Ralsing LONCerns ana Anti-Hetailation Foicy

Heolth & Safety Statement

Diversity & Inclusion Statement

Human rights Human Rights Statement
Editarial Policy
Modern Slavery Statement

Safeguarding Principles

Our envirenmental impact, p22-23

Qur emiployees, p21-22

Human rights, p19
Editorial Policy, p19
Our employees, p21-22

Social matters Human Rights Statement

Cur 2030 strategy, pé

Advance equityin learning, p17

Build skills for sustainable futures, p18-19

Anti-corruption and bribery Code of Conduct

Anti-Bribery and Corruption (ABC) Policy

Raising Concerns and Anti-Retaliation Policy

Legal and compliance, p48-49

Policy embedding, duc diligence and outcomes

Orgatisationeal risk management, p40-50

Sustainability, p16-26

Description of principal risks and impact of business activity

Organisational risk management, p40-50

Description of husiness model

Our strategic modelf, p10-11

Moh-linancial key performance indicators

Sustainabiity, p16-26

Publicly available policies in the list above can be found at:
WwWww.pearson com/corporate/our-poticies.htmi
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Efficacy

Efficacyisthe
science pehind
now Pearson
designs learning
experiences to
impact learning

In 2013, we made a commitmentto measuring
our impact on some of the cutcomes that
matter mast to learners, such as achieverment
in exarms. The next generaticn of efficacy
Ldkes Wiidl we hdve leartied and evolves uur
approach by putting a stronger focus on
designing products to have a measurable
impact on delivering employability and
lifelong learning cutcomes as well.

Although our appreach is rigorous, the
conceptundertyving it is simple: we use
evidence and research to design products
and solutions to help learners achieve the
Sutuurnies that matter to them. Then, we
measure the impact the use of our products
has, publicly and transparently report on
thatimpact, and use whatwe learn to helg
fearners and curselves continuausly improve.

We aspire in our commitrment to efficacy to
give lmarners a reason o beliove in Pearson,
as the trusted guide ta lifelong learaing, as
they navigate a changing world of work. The
era of one job or career for life is gone. The
talent economy is now driving the need for a
lifetime of learning. Automnation is changing
the world of work, STEM jobs are onthe rise
and in many places, jobs outnumber workers
for the first bime in decades. Skills that are

Governance

Financial statements Other information

hard to automate, like personal and social
capabilities such as communication and
critical thinking, are becoming more
impartant than ever. To equip themselves

to make the maost of this new world of work.
people must continuously grow, demonstrate
their skills and adapt their talents.

In this talent-driven world, to support people
to make the necessary progress, we mustalso
refocus and redesign learning to support the
development of key skills needed to thrive in
the future of work.

First, we must belp people to understand
what it means to be employable. Based on
research with £.14,000 employeis, educators,
and learners across the world into the
outcomes that matter most, we have
identified the range of competencies and
skills that go inte making an individual
employable. This includes the foundations,
such as learning to learn, (o securing levels of
achievement in care acadermic areas like the
STEM disciplines, to the skills needecd to
continuously learn throughout life in order
to remain successful over a whole career.
These are the skills needed for jobs that
don't even exist yet. The skills fall into four
broad categories as visualised below.

Reflecting this, our aspitaiion lo be a
trusted guide is buiit on demonstrating to
jearners we can help them grow, show and
continuously evolve their talents through a
litetime of learning,

Our ongoing commitment to demonstraling
ourimpact viatransparent, pubficly audited
efficaty reporting sets us apart from our
competitors. Two of the efficacy reports we
are releasing this spring focus on products
designed to suppart individuals to he
successtul in their careers:

> Watson-Glaser assesses criticat thinking for
higher education placement and employes
firing and success.
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> BTEC Level 3 Hezlth and Social Care equips
students with the specialist knowledge,
pracbical skills and understanding they need
10 progress along their chosen learning and
career path.

Learn more aboul BTEC on p2b

Additional reports will be refeased laterin
2020 on cur Virtual Schools business, and
on our US Higher Education Courseware
products. All of pur reporis are accessible at:
Www.pearson.com/corporate/efficacy-and-
research.htmi

Az ploneers in applying efficaey in education,
we are committed to keeping on pushing the
boundaries of the returns learners deserve
fromlearning experiences: guiding fearners
through a lifetime of learning and, in daing,
50, building public trustin the business
oflearning.

Designing innovations for impact

Aida is the world's first Al-enabled
maobile calculus tutor designed to
support studenis to pass calculus and
ndeing so contribute ta increasing
STEM retention rates.

To achieve thisoutcome, the design was
informed by our learning science and
design expertise. Aida analyses learners’
paper-based calculations, identifying
incorrect steps, gives feedback and uses
auihentic examplesto more actively
engage isaners andimpiove motivation.
No matter how advanced the technology
is, ourfocus on efficacy keeps our product
development grounded in design, based
on decades of evidence of what works to
enable tearming, measureimpactand
continuously improve,

Learn mare about Aida on p35

Productivity competencies
Skills, knowledge and arfributes
that make individuals productive
inthe workplace
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Direclors’ dulies slalemenl

The Directors of Pearson plc - and those of all
UK companies -~ must act in accordance with a
set of general duties. These duties are detajled
inthe Companies Act 2006 and include in
Section 172 a duty to promote the success

of the company (see inset, right).

Asnartof thelr induction at Pearsan, the
Directors are briefed on their duties and

they can access professional advice on these
- either through the company or, if they judge
it necessary, from an independent provider.
Typically, in large and complex businesses
sich as Pearsnn, the Nirertors fulfil their
duties partly through a governance
framewark that delegates day-to-day
decision-making to employees of the Group.

The Board recognises that such delegation
needs 16 be much more than a simple
financial authority and, throughoutthis
document, we nave summarsed: our
governance framework; the values and
behaviours expected of our employees and
business partners, including the standards to
which they must adhere; how we engage with
stakeholders, including to understand and
take into account their views and cancerns;
and how the Board iooks to ensure tiat we
have a robust system of control and
assurance processes in place.

In this annual report, we provide examples of
how the Directors take into account the likety
consequences of decisions in the long term,
build relationships with stakeholders, engage
with employees, understand the impaci of
Pearson’s operations en communities and
the envircnment, and attribute importance
to behaving as an ethical and responsible
business. In particular, you are encouraged
to read the following sections of this report
which illustrate how the Directors, with the
support of the wider business, consider
these matters in the course of their duties,
although this is not intended to be an
exhaustive list as such matters are integrated
throughout this report:

> Creating value for our stakeholders (p14),
winCh sumnimarises our stahehicide groups,
howwe serve anad engage with thermn, their
key concerns and our response.

» The Board's disclosure, Engagerment with
stakehalders (p62), which summarises:

- how Directors have engaged with
employees and had regard to employees’
Interests; and

—-how Directors have had regard tc the
reed ts foster the company’s business
relationships with suppliers, custemers
and others. Pearson considers its key
customer groups to be Learners, Educators
and Educational institutions, and describes
Its suppliers as Business Partners -
we have categorised our engagement
with these groups accordingly.

» Sustainability (p16), which describes:

- how stakenclders were consuited in
the development of our new 2030
Sustainability Strategy. which is ongoing
and s overseen by our keputation &
Rasponsibility Commities;

- the ways in which we engage in respect of
the social, environmental and economic
issues that will influence fearning;

- initiatives through which we strive
LO IMProve acess Lo guality
education for underserved and
underrepresented groups;

~the ways in which Pearson strives to be the
best partner we can be te customers such
as learners and educators, suppliers and
communities: living our values through
how we do business, treat people and
protectthe environment.

Acontinued understanding of the key issues
affecting stakeholdersis an integrai part of
the Board's decision-making process and

the insights which the Board gains through
arigagernent inedtignisnis form an impaor iani
part of the context for ali of the Board’s
discussions and decision-making processes.
The case study on Pearson's recent acquisition
of Lumnerit Education (p61) provides an
flustrative example of how the Board

takes stakeholder views, and the impact
ohistakehiotders, Lo accoui i s
decision-making,

Section 172 of the Companies Act

In summary, as required by Section 172
ofthe Companies Act 2005, a director of a
company must actin the way he considers,
in good faith, would mostlikely promote
e sutcess of the cormpeny fur the

benafit of its shareholders. in doing this,
the director must have regard, amongst
other matters, to:

> Lhe likely consequences of any decisions
inthelong term;

“

the luterests of vhe company's
employees;

the need to foster the company’s
business relationships with suppliers,
customers and others;

~

v

the impact of the company's operations
on the comrmunity and envirotiment,

~

tha company's reputation for high
standards of business conduct; and

~

the need to act fairty as between
members of the company.
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Financial review

In 2019, underlying sales
were flat and adjusted
operating profit was up 6%

Profit and loss statement

In 2019, sales decreased by £260m in headline
termsto £3,865m (2018 £4,129m) with
portfolio changes reducing sales by £347m
and currency movements increasing revenue
by £37m. Stripping out the impact of portfolio
and currency movements, revenue was flat
in upderlying terms. Underlying revenue in
North America declined 3%, Core was up 5%
and Growth was up 4%.

Thie 2015 aujusicd upetalng profit ol £58110
(2018 £546m) reflects a £130m year-on-year
benefit from restructuring, £19m benefit from
other operational factors, a benefit of £18m
from currency movements, and a £25m
benefit from the adoption of {FRS 14 Leases
(seanate 1h to the consolidated financial
statermeids) oifael by L3710 of porifcho
changes, £50m of inflation, and a £67m
decrease fromtrading Fxelding the impact
of currency movements and portfalio
changes, underlying adjusted operating
profit grew 6%,

Financiai summary
Business performance

Headline
£ mitlrens 2019 2018
Sales 3,869 4,128
Adjusted
upErdting ol 581 5H4n
Operating cash
flow 418 512

Adjusted earnings
pershare 57.8p 70.3p
Dividend per
share

Netdebit

19.5p
{1,016)

growth

1e)%

Netinterest payable was £41m, compared

to £24rm in 2018. The Increase is due ta the
adoption of IFRS 16, which resulted in an
additionat £34m of netinterest payable in
20149, After excluomg the impact of IFRS 1o,
there was a reduction in net interest payable
due to fower levels of net debl together with
favourable movements in interest on tax and
the absence of cne-off costs from the
redernption of honds.

The effective tax rate on adjusted earnings in
2019was a charge of 16.5% compared (o a
credit of 5.2% in 2018. The increase intax

rate refiects the lower level of ore-off benefits
in 2019 compared with 2018, incduding
provision refeases, due to the expiry of
relevant statutes of imitation and the
reassessment of historical positions.

Adjusted earnings per share of 57.8p
{20718: 70.3p) reflects gll the elermnents above.

Statutory results

CER Underlying
growth growth £ millions
{9796 D% sales
Uperatng oroft
4% 07

Profin for the year
Cash generated
from operations

Basic earnings
pershare
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e e VRS
LEram i Whiaams

Chief Financial Officer

Cash generation

Operating cash flow was £418m in 20719
(2018: £513m) with cash conversion at 72%
(2018: 84%). This was impacted by the timing
of the disposal of our US K12 Courseware
business, a mismatch between cash and
accrued incentive compensation and
challenging trading in US Higher Education
Courseware. These factors more than offset a
modest berefit from the adoption of IFRS 16,

The eyuivalent statuton y iieasur e, net Lasi
generated from operations, was £480m in
2019 compared to £547m in 2018, for the
reasons noted above, as well as higher net
restructuring payments of £111m. 2018 had
£25m restructuring cash inflow due to
praceeds from the ratignalisatioa of aur
propecty poirtfonc.

Headline

CER Underlying

2019 2018 growth growth growrth
3,869 4,129 [6)% (3% 0%

275 553

266 590

480 L4z

Throughout this seci.on: 8} Growth rates are stated onan underlying basis uniess otherwise stated. Underlying growt™ rates exclude currency rovements,
portfolio changes and changes reiated to the adopnion ot {FRS 16. h; The 'bustness performance’ measures are non-GAAP measures and recanciliations to the
equivaient statutory heaging under IFRS are incdluded in the fina~cial key perforrnance indicators section on p201-204

1 Mot debt pre-tFRS 16 Met debr adjusted for IFRS 160 201 % would have peen £309m,
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Finanecial review

Statutory results

Our statutory operating profit was £275m

in 2019, compared to £553min 2018.

The decrease in 2019 is largely due to the
decrease in gains on disposals, together
with increased intangible and restructuring
charges, which more than offset the increase
in adjusted operating profi..

Capital allocation

OQur capital allecation policy is to maintain a
strong balance sheet and a solid investment
graderating to continue to invest in the
business and through acquisitions, to have

a sustainable and progressive dividend
policy, and to return surplus cash to our
shareholders. Given the strength of the
balance sheet and, with the simplification

of our back office Jargely complete, this gives
us more scope for inorganic investment,

Balance sheet

Net debtto adjusted EBITDAwas 1.3xon a
post-tFRS 16 basis. On a post-1FRS 16 basis,
net debtrose from £809m in 2018 to £1,616m
In 2018, reflecting lower operating free cash

tow, dividends, additional capital invested in
Penguin Random House, the acquisitions of
Smart Sparrow and Lumerit Education and
outflows from the disposal of the US K12
Courseware business.

in March 2019, the Group repurchased

€55m efitsrernaining €500m Euro 1.875%
notas due May 2027, to leave £€195m
oulstanding. The Group alsorefinanced its
revolving credit faclity (RCFYin February 2019,
extending the maturity to February 2024 and
reducing the size to $1.15hn. Borrowings at

31 December 2019 included drawings on the
Group's RCF of £230m {2018: £nil).

Pension plan

The overail surplus cn UK pension plan of
£571m atthe end of 2018 has decreased
to a surplus of £42Sm at the end of 2019.
The decrease has arisen principally due to
the unfavourable impact from changes in
discount rate assumptions.

Dividend

In line with cur policy, the Board is proposing
afinal dividend of 13.5p (2018: 13p), an
increase of 4%, which results in an overall
dividend of 19.5p (2018: 18.5p}. up 5% on prior
year, and subject to shareholder approval.
This will be payable on 7 May 2020.

Share buyback

In January 2020, the Group commenced

2 £350m share buyback programime,

in connection with the announcementin
December 2019 of the sale of its remaining
25% interest in Penguin Random House.
As of 3 March 2020, being the latest
practicable date before the publication

of this report, we have completed £105m
ofthe share buyback so far.

Businesses held for sale

in December 2019, the Group announced
the agreement to sell its remaining 25%
interest in Penguin Random House to
Bertelsmann, generating net proceeds of
approximately $675m.

At the end of December, ourshare of

the assets of Penguin Randem House
has been classified as held for sale on the
balance sheet.

Businesses disposed of

Following the decision to sell the US K12
Courseware business, the assets and liahilities
of that business were classified as held for
sale on the batance sheet at the end of 2018,
In March 2019, the Group compieted the saie,
resulting in a pre-tax profit on sale of £13m.

2020 outlook

in 2019, we delivered flat underlying revenue,
achieved adjusted operating profit growth,
made good progress on aur simplification
programme and laid the foundations for
growth. Our guidance for 2020 is for adjusted
operating profit between £410m and £490m
and adjusted earnings per share of 38.0p 1o
47.0p. This reflects our portfolio excluding
Penguin Randem House, exchange rates as at
31 December 2019 and the following factors:

Inflation and other operational factors

Gur 2020 guidance incaorporates cost inflation
of c.£30m which reflects a lower cost base
and the benefits of our simplification

drive, other operational factors of £45m
predominantly due to the reinstatement

of staff Incentives, as well as continued
investment in our strategic growth areas.

Trading

Trading is expected to impact profit between
flat and £{80)m with the decline in US Higher
Educauon Courseware cifsel by growth in the
rest of the business.

Restructuring benefits

We expectincremental in-year benefits from
the 2017-2019 restructuring programme of
£60min 2020.

Disposals

We expect a negative impact of £55mon
adjusted operating profit, irom portfoho
changes, including £65m from the sale of
Penguin Random House.

Interest and tax

We expecta 2020 net interest charge of
C.£50m and a tax rate ol €.4 1%, excuding
Penguin Random House

currency

In 2019, Pearson generated approximately
62% of its sales in the US, 3% in Greater Chiha,
5% in the Eurozone, 3% in Brazil, 3% /n Canada,
4% in Australis, 29 i South Africa and 2% 5
India and our guidance is based on exchange
rates at 31 December 2019,

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

Adjusted performance measures

The Group’'s adjusted performance measures
are non-GAAP financial measures and

are tincluded as they are key financial
measures used by management to evaluate
performance and allocate resources to
business segments. The measures also enable
INvestors to more easily, and consistently,
track the undertying operational performance
of the Group and its business segments over
time by separating out those items of income
and expenditure relating to acquisition and
disposal transactions, major restructuring
programmes and certain other items

that are also not representative of

underlying performance.

The Group's definition of adjusted
performance measures may not be
comparabie to other similarly titled
measures reported by other companies.
Areconciliation of the adpusied measures
to their corresponding statutory reported
figures is shown in summary below and in
more detail on p201-204
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Adjusted operating profit

Adjusted operating profitincludes the
operating profit from the total business
including the results of discontinued
operations when relevant. There were

no discontinuged operations in either 2018
ar 2019 Areconciliation of the statitary
measure to the adjusted measure is
shiown below:

2018

£ milions 2019
Operating profit 2375 5L
Acd back: cost of rajor

rastroCturing 150 10Nz
Adc back: other net{gains)

and lasses {16) {2531
Add hack: intangible chargas 163 LAE
Acd hack impact of

GMP equalisation - 8
Adusced operaung profit 581 546

in May 2017, we announced a restructuring
programme, to run between 2017 and 2019,
ta drive significant cost savings. This
programme began in the secand half of

2017 and costs incurred relate to delivery

of cost etficienctes in our Enabling Functions
and S Highor Education Coursoware
business, together with further rationalisation
of the property and supptier portfolio,
Therestruciunng costsin 20719 relate
predominantly to staff redundancies,
whilstthe restructuring costs in 2018 relate
predaminantly to staff redundancies and the
net cost of property rationalisation, including

the netimpact of our consolidation of the
property footprintin Landon.

These major restructuring costs are
analysed below:

£ miltions 2019 2018

turther ethcency mprovements
in Enabling Functions through
hack office change progranimes
in Human Resourees, Finance
and Technology (54) (43
Agjtisting the cost basein

our US Higher Education

Cout sewate busitiess

Further rstionalisation of
property, vendor and

SyUppher agreements {29}

Assotiate restructuring {2}
{159) {102}

Total

Governance
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Other net gains and losses that represent
profils and losses on the sale of subsidiaries,
lointventures, associates and other financial
assets are exciuded from adjusted operating
profit. This is because it Is important to
highlight thelr impact on operating profit,
asreported, inthe periad in which the
disposal transaction Lakes place, i order

w understand the underlying trendin the
performance of the Group. Other net gains
included in operating profit of £16min 2018
mainly relate to the profit on sale of the US
K12 Courseware business, Other net gains of
£230m in 2018 relate to the sale of the Wall
Street English language teaching business
(WSE), a gain of £207m, the disposal of our
equity interestin UTEL, the oniine university
partnershipin Mexico, a gain of £19m,

and various other smaller disposal itemns,

Charges relating to acquired intangibles and
aeguisitions are alse oxcluded from adiusted
operating profit when relevant, as these
sterns reflect past acquisition activity and

do aot necessarily reflect the current year
performance of the Group. Intangible
amortisation and impairment charges in
2019 were L164m compared to a charge of
£113mn 20718, ac 2lthough acquisition aotvity
hasreduced inrecent yoars, there was an
additiona) £65m impairrnent charge in 2019
retating to awguin ed Intangibles in the Brasl
business, following a reassessment of the
relative risk in that market (see also note

11 10 the financial statements)y.

I 2018, the impact of adjustments arising
fram clarification of guaranteed minirmum
pension (GMP) equalisation legislation in the
UK were excluded from adjusted operating
profit, as outfined befow in the section on
post-retirernent benefits,

Underlying growth rates

Sales decreased on a headline basis by
£260m, or 6%, from £4,129m in 2018 Lo
£3,869m in 2019, and adjusted operating
profit mcreased by £25m, or 6%, from £546m
in 2018 to £581m 10 2019. The headline basis
simply compares the reported results for
2075 with those Tor 2018, We also present,
sales and adjusted operating profit on an
underlying basis, which exclude the effects of
exchange, the effect of porifolio changes
arising from acquisitions and disposals,

and the impact of adopting new accounting
standardls that are not retrospectively applied.
Gur porifulio chislige is calculated by takirg

3

account of the contribytion from acquisitions
and by excluding sales and profits made by
businesses disposed in either 2018 or 2018,
Portfolio changes mainly relale to the sale

of our US K12 Courseware business in 2019
and the sale of our WSE language teaching
business in the first haif of 2018. Acquisition
cantribution was not sighificant in either
2018 or2mS.

in 2019, cur underlying basis excludes the
impact on adjusted operating profit of IFRS 16
‘Leases’. This new standard was adopted on
Pjanuary 2019 but the comparative figures for
2018 have not boen restated. The impact in
2019 was to increase adjusted operating profit
oy £25m.

On an underlying basis, sales were flatin 2019,
compared 16 2018, and adjusied operating
profitincreased by 6% Currency maoverments
increased sales by £97m and adjusted
cpetating profit by £15m. Partfolic changes
decreased sales by £347m, and together

with the impact of IFRS 16 (as noted above),
decreased adjusted operating profit by £12m.

Adjusted earnings per share

Adjusted earnings includes adjusted
operaling profi( and adjusted rinance and Lax
charges. Areconaliationto the statutoery
prefitis chown beluw.

Fmﬁt 1‘or 1hf:*-year
Non-controlling intergst {2) 2
Adri back: cost of major
restructurmg 15% 102
Adtd back other net gains (16) (231
Ade back:intangible charges 163 13
Ada hack: ather net finance costs 2 31
Aad back:impact of
LMP egualisation - &
Tax benefu relating to items
a:::‘ded Bback {123) {65y
Adjusted earmings 449 547
Weighted average number of

7770 77RA

shares imions;
Adputted farningz por shar
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Netfinance costs dassified as other net
finance costs or incame are excluded in the
calculation of adjusted earnings.

Finance incame relating to retirement benefits
are excluded, as management believe the
presentation dnes nof reflert the eronomic
substance of the underlying assets and
liabilities. Finance costs relating to acquisition
transactions are afso excluded as these relate
to future earnouts or acquisition expenses
and are not part of the underlying financing.

Foreign exchange and other gains and losses
are also0 excluded as they represent short-
term fluctuations in marketvalue and are
subject to significant volatiiity. Other gains
andlosses may not be realised in due course,
asitis normally the intention to hold the
related instruments to maturity.

In 2019 the total of these items excluded
from adjusted earnings was a charge of

£2m compared to a charge of £31min 2018.
Finance incorne relating taretirernent penefits
increased from £11m in 2018 to £13m in 2019,
reflecting the comparative fundmg position
of the plans at the beginning of each year.
The remainder of the decrease was largely
driven by a reduction in foreign exchange
losses on unhedged cash and cash
equivatents in 2015 compared to 2018,

The adjusted income tax charge exchudes
the tax benefit or charge on items that are
excluded from the profit or loss befare

wax. in addition, the taxdenelil from lax
deductiple goodwill and intangibles is added
te the adjusted income tax charge, as this
beriefit more accurately aligns the adjusted
tax charge with the expected rate of cash
tax payments.

Operating cash flow

Operating cash flow is presented in erder
to align the cash flaws with corresponding
adjusted operating profit measures.

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

is shown betow:

£ milliops 2019 2018

Net cash generated

from operations 430 547

Dividends from joint ventures

and associates 64 67

Capital expenditire onproperty,

plant, eguipment and software

{including leased assets) {257)  {204)
Proceeds from sale of

property plant, equipment and

software (including disposal of

leased assets) 18 128

Investment income 2 -
Add back: Losts pad/

{proceeads from) major

restructuring projects 1M1 (25)
Operating cask flow 418 513

Operating cash flow decreased on a headline
basis by £95m from £513miin 2018, to £458m
in 2019. The decrease results from increased
investment in pre-publication assets and
other increases in net working capital,
including the impact of reduced staff
incentives and the absence of a contribution
froim the US K12 Courseware business,
following its disposal in the first half ot the
year. These factors mare than offset a positive
impact from the adoption of {FRS 16.

Restructuring cash inflow of £25m in 2018
included proceeds from the sale of property
primariy as3gciated with the rationaiisation
of the property footprint in London and in
2019 restructuring cash outflow was £11tm.
The restructuring payments made in 2019,
together with the impact of the adoption of
IFRS 16 (see section below ‘Adcption of new
accounting standards in 20197 largely explain
the reduction in provisions and other labilitics
on the balance shectwhen comparing 2019
and 2018.

Gther financial information

Net finance costs

£millions 2018 2018
Net interest payable (41 (24
Finance income in respect of

retirement benefits 13 1
Other et fniance costs {i5) (42}
Net finance costs @43 (53

Net interest payable in 2019 was £41m,
compared te £24m mn 2018. The increase is
due to the adoption of IFRS 6, which resulted
in an additional £34m of net interest payabie
in 2019, After excluding the impact of IFRS 16,
there was a reduction in net interest payable
due to lower levels of average net debt,
together with favourable movements in
interest ontax, and the absence of one-off
costs relating to the redemption of bonds.

As detailed in the adjusted earnings per
share section, finance income in respect of
retirement benefits, and other net finance
costs are excluded from adjusted earnings.

Capitalrisk

The Group's objectives when managing
capital are:

> tomatntain a strong balance sheetand a
solid investment grade rating;

> to continue toinvestin the business
organically and through acquisitions;

» Lo hiave d sustainablie and progt essive
dividend policy: and

» to return surplus cash to our shareholders
where appropriate.

The Group is currently rated BBB (negative
outlook)with Standard and Poor's and Baa2
slabie sutdook) with vicody's.
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Net debt

The net debt pesition of the Graup is set
out bejow.

i 29 2018
Cashang cashequivalers 437 568
troyostrrertin finanseleoses 108
Derivative financial instruments 15 9
Bank loans and overdrafts 3 43)
Revolving credit facility {230} -
Bondys 593 (673

Lease liabiities
ek uebi
The Group’'s net debit increased from £143m
atthe end of 2018, to £1,016m at the end of
2019, The adoptron of IFRS 16 added £666m
of debt on transition, with the remarnder of
the increase princpally due to treasury
share purchases, agditional capita! invested
In Penguin Random House and outflows
from the US K12 Courseware business
disposal transaction, which autweighed

the normal cash inflow from operations
after taking account of interest, tax and
dividend payments,

Liguidity and funding

The Group had a strong liquidity position at
31 December 2019, with over £400m of cash
and a signifirant proportion unidrawh on

its Revolving Credit Facility due in 2024 of
$1.12bn {at 31 December 2018, the Group had
cash of over £500m and was undrawn on the
Revolving Credit Facility).

Taxation

The effective tax rate on adjusted earnings
in 2019 was a charge of 16.54, compared

to an effective rate credit of 5,2% in 2018.
The increase is mainly due to: the lower levet
o ung-uffbenelits presenin Z073 cuhpareo
to 2018, including the release of provisians
due to the expiry of relevant statutes of
limitation; the reassessment of historicat
positions, aswell 2s a one-off benefit from a
reassessment of the tax treatrment of certain
iterns of income and expenses.

The reported tax charge on a statutory

basis in 2079 was a credit of £34m (1.4.7%),
compared to a credit of £92rm (18.5%} in 2018,
The statutory tax creditin 2019 was primarity
due to US tax losses generated on the disposat
of the US K12 Courseware business

Performance Governance

Financial statements Otherinformation

Operating tax paid in 2019 was £9m. This was
impacted by a refund received in the US
relating to historical periods together, with

ne US tax being paidin relationto 2012 as a
result of the tax loss on the sale of cur US K12
Courseware business. Non-operating tax paid
of £21m in 2019 relates to tax paid to the
Chinese tax authorities, following the disposat
of WSE during 2018, and New York state and
city taxes paid in the US as aresult of a
settlement with the tax authorities relating to
pastdispasals. Deferred tax habilities reduced
from £136m in 2018 1o £48m in 2018, mainky
due to the generation of tax lesses in the US as
noted above. Deferred tax assets and current
tax liabilities remained relatively consistent
year on year. There are contingent Habilities in
relation to lax as outlined in note 34 to the
financial statemerits

The Group adopted (FRIC 23 'Uncertainty over
neome Tax Treatments’an 1 january 2019,
resulting in a reduction of £5m in provisions
for uncertain tax positions. The cumulative
effect of applying this adjustment has been
applied to retained earnings at 1 January.

The impact of adopting IFRIC 23 an the
income statemeni for 2019 was not material.

Other comprehensive income

included in other comprehensive income are
the not exchanye ditferences on transiation of
foreign operations. The toss on transtation of
£115m in 2019 compares to a gain in 2018 of
£90m. The loss in 2019 mainty arises from
the weakness of the LIS dallar compared to
sterling. A significant proportion of the
Group's operations are based in the US and
the US dollar weakened in 2019 from an
opening rate of £1:41.27 to a closing rate at
theend of 2019 of £1:$1.32. Atthe end of
20138 the US doblar had strengthened from an
opening rate of £1:$1.35 to a closing rate of
£1:$1.27 and this movement was the main
reason for the gain in 2018,

Also included in other comprehensive income
N 2019 is an actuarial Yoss of £149m inrelation
toretirement benefit obligations of the Group
and our share of the relirement benefit
abitgations of Petguin Random House,

The loss arises from the unfavourable impact
of changes in the assumptions used to value
the liabilities in the plans and in particular
mavements in the discount rate, The value

of assers was also impacted following the

UK plan's purchase of insurance buy-in
pulidies a1 the firsthall of 2045, The fuss in
2019 compares to an actuarial gain in 2018

of £25m.

33

Post-retirement benefits

Pearson aperates avariety of pension and
post-retiremnent plans. Our UK Group pension
plan has by far the largest defined benefit
section. We have some smaller defined
benefit sections inthe US and Canada b,
outside the LUK, mostof pur companioc
operate defined contribution plans.

The charge to profitin respect of worldwide
pensions and retirement benefits amounted
to £56m in 2019 (2018 £56m) of which 3
charge of £69m (2018 £67m) was reported
in adjusted operating profit and income of
£13m (2018; £11m) was reported agamst
other net finance costs. The small increase
in the operating charge in 2019 1s largely
explained by the absence of material past
service items, whichin 2018 included a
credit of £11m relating to changes in the

US postretirement medical plan, and a charge
ol £8rn reiaung to guaranteed mirimum
pension (GMP) equalisation.

The overall surplus ot UK Group pension
plans of £571m at the end of 2018 has
decreased to 3 surplus of £429m at the end of
2019. The decresse has arisen principally due
tothe actuarial logs noted ahove in the other
coemprehensive income section. In total, our
worldwide net pasition in respect of pensions
and other postretirement benefits decreased
from a net assel 6f £471m, at the end of 2018,
to anet asset of £337m at the end of 2019,

Adoption of new accounting standards
In 2019

The adoption of IFRS 16 'Leases has impacted
both the income statement, as described
above, and has had an impact on certain lines
in the halance sheet. The lease fiability
{rlzssified as financial habilities - barrowings)
brought onto the balance sheet at transition
was £881m, with the corresponding right-of-
use asset {classifled within property, plant and
equipmentyvalued at £424m. in addition,
certain subleases have been reclassified as
finance leases resulting in an additional lease
raceivable (classified as other receivables)

of £215m being brought on balance sheet.
The netimpact on the balance sheet s a
reduction of net assets of £83m, after taking
inta accaunt existing labilities relating to
onerpus iease provisions (reducing provisions
for other liabilities and charges by £101m),
lease incentives, prepayments, adjustments
to tax and the netimpact on associates.

The full impact of the adoption of this
standard Is outlined In note 1b to the
consolidated financial statements.
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The impact of adopting IFRIC 23 ‘Uncertainty
over Income Tax Treatments had a small
impact on the current tax balance but

has not materially impacted the income
statement (see note 1c to the consolidated
financial statements).

The impact of adopting Amendments to
IFRS 8 and IFRS 7 has not had a materizl
impact on the financial statements (see note
1d to the consolidated financial statements,).

Dividends

The dividend accounted for in our 2019
financial statements totalling £147m
represents the final dividend in respect of
2618 (13.0p) and the interim dividend for
2019 (6.0p). We are proposing a final dividend
for 2019 of 13.5p bringing the total paid and
payable in respect of 20189 (o 12.5p. This final
2019 dividend, which was approved by the
Board in February 2020, is subject to approvai
at the forthcoming AGM and wili be charged
against 2020 profits. For 2019, the dividend is
covered 3.0times by adjusted earnings.

Businesses held for sale

Following the decision to sell the US K12
Courseware business, the assets and fiabilities
of that business were classified as held for
sale on the halance sheet at the end of 2018.
in March 2019, the Group completed the sale
ofits US K12 Courseware business, resulting
in a pre-tax profit on sale of £13m. Total gross
procecds were £200m including £180m of
deterred proceeds, which inciude the fair
value of an unconditicnal vendor note for
$225m, an entitiement to 20% of future

cash flows to equity holders, and 20% of net
proceedsin the event of a subsequent sale.

The cash outflow in the year relating to the
dispncal of subsicdiaries was £101m_ mainly
reflecting the deferral of proceeds for the

LS K12 Courseware business and the seasonal
level of cash reflecting deferrad revenue in
the business at the disposai date.

Tex on the disposal of the US K12 Courseware
business is astimated to be a benefit of £31mM.
The benefitanses as the transacton gives rise
to aloss for tax purposes mainly due to the
differing treatment of deferred revenue
disposedin the tax computation. In addition
to the tax on the US K12 Courseware business
there were £17m of tax credits relating to
adjustments following settlement of tax
reiaung o prior year disposais.

in December 2013, the Group announced the
sale of its remaining 25% interest in Penguin
Random House. At the end of December, our
share of the assets of Penguin Random House
has been classified as held for sale on the
balance sheet.

Acrjuisitions and disposals

During 2019, the Group made some small
acquisitions for total consideration of £40m.
There were no significant acquisitions in 2018,

The main disposal in 2019 was the US K12
Courseware business as noted above. In 2018,
the Group disposed of the Wall Street English
language teaching business (WSk), realising a
gain of £207m, and the equity interest in UTEL,
the online university partnership in Mexico,
realising a gain of £19m. Various other smaller
disposal items resulted in a net gain of

£4m in 2018.

Related party transactions

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

Post balance sheet events

injanuary 2620, the Group comrmenced

2 £350m share buyback programme in
connection with the announcement in
December 2019 of the sale of its remaining
25%interestin Penguin Random House.
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CASESTUDY AlIDA

Aida - the world's
first Al-inspired
calculus app

Governance

In 2020, Pearscn has been
narned inthe prestigious

Fast Company’s Most Innovative
Companies

Finanaal statements Otherinfarmation

Aidais a first in edueation. By using
muitiple types of Al to tutor students,

we can teach them how to learn calculus

and apply it in the real world,

Milena Marinova,

SVP-Al Products & Solutions

The biggest economic revolution of cur time
is unfolding around us: the talent economy.
Technology, Aland automation are shoving
all of us off a one-track career.

The future of work is moving faster than
any of us. The talent economy is the new
patchwork af dream jobs, gigs, freelancing,
and any oiher way we earn a living from what
rrakes i :miq; e tnrhis new tatent-driven
wortd, we'll never catch up or leap ahead
unless we redesign how people learn.
Everything about our future hinges on

this redesign of learning.

It's nolonger enough 1o sitin a classroom and
soak in knowledge. Learning has Lo happen
wherever you arg, whienaver you need it and
across your lifetime - tuned to the skills for
the job you de today and the job you don't
even know about yet.

Educators and schools always decided when
and how peaple [earned. Now, peaple are
telling us how they want it done, personalised
Irke the ather content and products we all
consume in a digitat world.

Butthisis a bigger deal than the next film
someone watches or an online purchase.
Ifwe want to get to the new internet, or the
answer Lo climate change, we need more data
anafysts, engineers, doctors and scientists.
Ten years from now the US will have half a
million more (T jobs. In 15 years, 5G will create
almost 22m jobs globatly. Think about that.

We can't even find werkers for the 2.4m
unfilled STEM jobs we have now and we'll
have ta find maore.

And, there's a major, biseen barrler standing
in the way. Calcutus,

Almost all STEM fields require it and almost
one-third of students drop or fail it just
imagine a wortd where we could plugthat
feah o ile STEM pipeh e,

We have.

Meet Ajda, The world's first Al-enabled maobile
calculus tutor. Aida is a first in education

By using muitipte types of Al to tutor students,
we can teach them how tolearn calculus and
apply itin the real world. Aida gives feedback
tailored to everyone. Aidais designed based
on evidence of the most effective ways

to teach and learn calculus. It's a highly
personalised learning approach for a highly
personalised world.

It's not the only answer to the STEM shot tage.
learn, and ultimately how to adapt to this new
economy. It's about redesigning tearning to
create the economists, doctors, designers,
coders and the new jobs we haven't even
dreamed up yet for the future of everyihing,
This is an example of how we are designing
produdcts W have g npadd artkey eaming
outcomes in STEM and promoting education
to advance the UN 5DGs as part of our 2030
Sustainability Strategy.

Learnmore about Eficacy onp2 7

Learn more about Sustaimamlicty on pl16
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North America

Market summary

Ourlargest market includes all
50 Us states ana Canada.

Sales
L£2.534m
Adjusted operating profit

£36Im

SUSTAINABILITY IN ACTIGN

Accelerated Pathways

Accelerated Pathways partners with
employers (¢ implement educational
benefits programmes that previde our
dients’employees with lifelong learning
opportunities. These selutions may incude
foundational education skills (including
reading, writing, English, core job and work
skilis), patnway to a EU, coilege advising,
accredited courses, degrees and industry
or trade certifications. It drives our
sustainability objective to advance

equity by addressing many of the

unique challenges aduit learners

without educational cpportunities face.
Programmes are online and optimised for
mobile delivery, soemployees canlearn
anytime, anywhere. Amix of funding
sources can reduce or remgove the cost
barrier for participation.

In 2019, Accelerated Pathways grew both
through new dients, including Manpower,
and the acquisition of Lument Education,
an ed-tech company that helps address the
issues of college degree compietion and
affordability. Preliminary results from

new ctient programmes include an average
reduction of 89% for high-turnover

roles, saving clients in recruitment and
replacement costs, aswell as increased
employee engagement and confidence.

Read more about Pearson's Sustainability
Strategy on pt6

Advance equity in learning

Build skills For sustainable futures

Revenue declined 3% in underlying terms,
primarily due to US Higher Education
Courseware declining 12%, and Student
Assessment, which declined slightly.
Offselting that, we saw good growthin
Virtuai Schools, OPM and Professional

Certitication {(VUE) revenue. Headline revenue

decreased due to dispes
by FX gains.

als, partly offset

Adjusted operating profit declined 3% in
underlying terms, due to the impact of lower
sates, inflation and other operating factors
nartially nffset ny restructuring savings.
Headline profit was flat on last year, with the
tmpacts on adjusted operating profit offset
by the benefits of FX and IFRS 16 adaption.

Courseware

in US Higher Education Courseware, a
revenue decline 0 12%, with print dedlining
close to 30%, was partially offset by modest
growth in digital. in 2019, the weaker
performance was driven by a number

of factors:

w

Unhundling of premium-priced print
and digital products for digital-enly
formats. Sales of bundle units declined
45% during 2018.

Campus bookslores buying less physical
inventory due to changing student
behaviour, with over 50% of learners

rnow preferring an eBook to a physical text.
Thistrend led to rRook growth of 18%
during 2019.

~

Madest adoption share loss caused by the
delivery issues due 1o the implementation
of the new ERP system in H2 2018 as well as
the reorganisation of our sales force.

~

We are focised on regaining share over time
as we huild traction from the rollout of our
nextwave of digital products on the Pearson
Learning Platform, which launched in
September. 0% of all Revel fall subscriptions
wilt migrate onto the Pearson Learning
Platform by the end of the year enhancing
the faculty and stiident experience

Ve are also launching a direct-to-learner
Pearson eTextin 2020, with enhanced features.

US Higher Education Courseware digital
registrations, including eBooks, declined 2%.
Good registration growth in Revel, up 9%,
was nffsat by continued market pressiire

in Developmental Mathematics and the
pltanned retirement and deprioritisation

of long-tail products.

We continue to make good progress with
Inclusive Access signing 162 new institutions
in 2019, taking the lotal not-for-profit and
public insututions served to 779, Incluging
20 longer-standing contracts with for-profit
colleges, we now have direct relationships
with over B50 institutions,

In 2019, we served 1.8m Inclusive Access
enrolrments up from 1.4m in 2018, making up
9% of 2019 US Higher Educarion Courseware
revenue, up 19% on 2018 on a like-for-like
basis, excuding the 80 for-profit colleges.

Assessment

In US Student Assessment, underlying
revenue declined slighthy in 2019 with
continued contraction in revenue associated
with PARCC and ACT-Aspire multi-state
contlracts and contract losses, which were
partiaily offset by new contract wins.

During 2019, Pearson won new contracts

or signed renewals in several key incumbent
states including Kentucky, Maryland,
Colorado and New Jersey, as welf as the
federal NCES contract for delivering the
National Assessment of Educaticnal Progress
{NAEP), Pearson also won back the testing
contractin the state of Tennessee.

Automated scoring continues to be a
rompetitive strength for Pearson In 2016,
we scored 39m responses with Al Up 8%
from 2018.
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In Profassional Certification (VUE), global test
volume rose 8% to ¢.16.5m. Revenue i North
America was up a high single-digit percentage,
mostly driven by the IT sector with increased
demand for cioud technology rertifications
through Microsoft and Amazon, and volume
growth in an education contract launched at
the end of 2018, which is now operating at its
fultrun rate.

We signed over 40 new contracts in 2019,
including the Project Management Institute
(PMI) and our renewal rate on existing
contracts continues to be over 95%.

In Clinical Assessment, underlying revenue
dectined as demand for new product only
partially offset normal dechines in products
in the later stages of their iifecycte.

Services

School Services (Virtual Scheols) grew revenue
6% and served 76,000 Full Time Equivaient
(FTE} students through 42 continuing fuli-time
virtual pariner schools in 28 states, up 5% on
last year.

Six new fuli-time, online, state-wide partner
schools opened in the 2019-20 school yearn
il sigies of Oregon, Washingiun, Tentiessee,
Minnesota and California, while a contract
was exited in North Carolina.

Higher Education Services (induding OPM
and Learning Studio) grew revenue 4%,
due ro growth in OPA, partizlty offset by a
small drag from Learning Studio revenue,
alearning management system, which was
fully retired in 2019.

I OPM, revenue grew 9%, with growth

i course registrations of 5% and new
programmes launched mare than offsetting
programmes terminated. Qur overall active
Programme count graw 1o 347 from 325

in 2018,

During 2019, we continued to optimise our
portfolio and reduce the number of partners
to 25 from 35. This will allow us to shift
towards enterprise models where we have a
number of programmes with a single partner
and can benefit fram economies of scale in
marketing and recruitment. We are also
working to integrate more content and
assessment services into our partnerships,

Sovernance
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Core

Market summary

Ourinfernanonal bhusiness in establisped
and mature education markets.

Sales
£838m
Adjusted aperating profit

£92m

SUSTAINABILITY IN ACTION

BTEC

BTEC qualifications support progression
to higher or further education,
apprenticeships ar directly into
employment. Across England as awhole,
44% of white workmg-class students who
make it to hugher echiication have at teast
one RTEC 48% of blark Rritish students
accepted to hugher education have at
least one vocational qualification.

We are committed to increasing the
number of BTEC registrations outside

the UK, particularly in markets where
vocational education is develoging,.

In 2018, the Group nad 33,403 registranons
cutside ofthe UK which increased o

43,906 regisirations in 2019 (an increase
of 31%).

BTEC alsa helps to buitd skills for a
sustainable future. Sustainability is
embedded within 21% of BTEC
qualifications across sectors, including
engineering, logistics, construction, nealth,
health and sodial care, science and IT.

We recently launched our first
sustainability-backed loan, Wnking to cur
progressin increasing access to quality
vocational education Lo earnersin
international markets,

Read mare about Pearson's Sustainability
Swategy ocnplo

Advance equity in learning

Build skills far sustainable futures

Revenue was up 5% in underlying terms and
4% in headline terms, with growth in Student,
Assessment and Qualifications, including the
delivery of a new digital assessment contract
in Egypt, PTE Academic, OPM and Professional
Cervfication (VOE), alf partioly offset by
declines in Courseware.

Adjusted operating profit increased 58%
inunderlying terms and 61% in headline
terms due to trading growth and
restructuring savings.

Couiseware

Courseware revenue deciined moderateiy.
Declines in School Courseware in the UK and
Australia offset growth in ltaly. In Higher
Education Courseware, revenue deciines in
the UK and Eurape more than offset growtlh
in Australia.

Assessment ‘
In student Assessment and Qualifications,

revenue grew strongly, due to price and

volume increases for A levels and GCSEs and

the delivery of a new digital assessment

contract in Egypt. This was partially offset by

continued market declines iIn Apprenticeships.

We successfully delivered the National
Curriculum Test (NCT) for 2019, marking 3.8m
scripts, up stightly from 2018. The NCT will be
delivered by another provider in 2020.

In Professional Certification (VUE), revenue
was up due to good growth 1n the DVSA test
N the UK, addinonal exam senes adaded to
the tICAEW contract and good growth in the
MO (French driving test) which launched in
late 2017.

Clinical Assessment sales dedined primarily
ir France and the Netherlands due to an
ahsence of new majar product infroductions.

PTE Academic saw continued strong growth
intestvolumes in Austratia and New Zealand,

up 14% from 2018. This was driven by its use

to support visa applications to the Australian

Department of Home Affairs, as well as

good growth in New Zealand. We recenily

announced the win of the UK Secure kngiish \
Language Test (SELT) contract with the UK

Home Office, which we expect to drive

future growth.

Services i

In Higher Education Services (OPM), revenue
growthwas driven by course enrolment
growth in the UK. During the year, we aiso
announced new OPM partnershipsin
Australia with the Umversity of Adelaide

and University of Wollongong.
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Operating performance review

Growth

Market summary

Emerging and developing economies

with Investment prionues i Grazi, india,
Scuth Africa, Hispanc-America, China and
the Middle East.

Sales

(] —
£497m
Adjusted operaling profit

£63m

SUSTAINABILITY IN ACTION

China

We have taken action Lo assist learners as
the COVID-19 epidermic has taken hold in
China. As schools across China have been
closed down to prevent the further spread
of the iliness, Pearson has made dozens of
vhline produsls and Lourses availabie fur
free to students unahle to artend school

Both students and teachers have
welcomed these resources. For example,
there were over 60,000 applicants to
International Connections Academy and
almast 200,000 people are using free
Allearning resources on the Longman
English Pius WeChat Platform, known as
‘Longman Xiaoying,

Read more about Pearson’s Sustamnability
Strategyonpla

Advance equity in learning

Build skills for sustainable futures

Revenile grew 4% in underfying terms due

to strong growth in China and good growth in
Brazil and the Middle East, partially offset by
declines in South Africa. Headline revenue
deciined due to disposals.

Adiysted onarating profitincreased 24% in
underlying terms, reftecting higher revenue
together with the benefits of restructuring.
ir headline terms, adjusted operating profit
increased 7% with the impact of disposals
more than offset by trading and
restructuring savings.

Courseware

Courseware revenue was flat in underlying
terms, with growth in English Language
Courseware in China and School Courseware
in the Middle East and Hispano America,
offsetby declines in Higher Education
Coursowarein Scuth Africa folioving 2
change in government funding.

Peoguin Random House

Adjusted operating profit

£6>m

Assessment

Professional Certification (VUE) revenue
grew well dueto alarge ICT infrastructure
certification contract, and a number of new
smaller contract launchesin China.

PTE Academic saw Strong growtn inrevenue
with test velumes up 25% in India and China.

Services

In English Services, underlying reverue
grew slightly in cur English Language
School franchise in Brazil due to new
productiaunches,

In School Services, underlying revenue grew
slightly due to price increases and new
product launches in our sistemas in Brazil,

in Higher Education Services, enrolments
grew 3% at the Pearson Institute of Higher
Education (formerly CTl}, however revenue
dedlined modestly due to changes Inmix.

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

Penguin Random House performed solidly
with undertying revenue growth froma
rise in audio sales, stable print sales, and
te industry’s top bestseliers, including
Where the Crawdads Sing by Delia Owen,
Becoming by Michelle Obama, and
bestselling books by Margaret Atwood,
TaraWestover, Lee Child, jamie Cliver,

jeff Kinney, and Dr. Seuss,

We announced the sale of the remaining
25% in Penguin Random House an

18 December 2019. The transaction is
expected to ctose in H1 2020,
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I have the flexibifity to work
wilh others to make STEM less
intimidaling without sacrificing
the quality of my education.

Madison Kenney

CASESTUDY  VIRTUAL SCHOOLS

Online school
provides
opportunity for
young students
to pursue
passions and
achieve their
dreams

Read the 2018 efficacy report.
WWW pearson.com/coroorate/
efficacy-and-resea chiveports
ronnections-gcaderry.hitri

Governance

Financial statements Other information

Madison Kenney has a passion for STEM

and wants to share that enthusiasm with
other young female students, STEM is often
intimidating and Madisan has made it her
mission to wark with female students to make
STEM more approachable. To altow Madison
1o spend mare time on this mission, her
maother enrolled herin Connections Academy,
Pearson's Virtual Schools programme for
students in K12

“lwas firstiniroduced fo robotics at a Girl
Scout Expo and immediately knew that
this is what | wanted to do," says Madison.
"Attending Connections Academy gives me
the flexibility to wotk with others to mahe
STEM legs intimidating wathaut sacrificing
the quality of my cducation

Madison keeps a busy schedute coaching
FIRST Lego League and Seaperch, and has
earned several awards for STEM excellence,
including the Prudential Spirit of Community
Award and the President’s Volunteer Service
Award, amang others.

Madiscnis aiso a full-time, dual-enrolled
student at Kennesaw State University, and
hopes to pursiue g career as a mechatronics
engineer for NASA. Madison says, “Online
learning helped prepare me for coilege as

it has made me anindependent and
motivatec tearner.”

Efficacy research shows that Connections
Academy students like Madison can receive
the same quality of education as that
offered at thefr local public school, while
simultaneously taking advantage of the
benefits offered to them by virtual schocls.

Pearson and Virtual Schools

Pearson delivers K12 online educationto
schools and students across the US and
internationatly. Soiutions include the
accredited Connections Academy, an online
schodl programme whichis dehivered via
fuli-time, online pubiic schools. Thisis an
option for families seeking personatised
learning and a high-quaiity alternative to
the traditional classroom. A giobal online
private schooel, International Connections
Academy, is also available.

This is an example of how we are designing
products to have an impact on key learning
outcomes and promoting education to
advance the UN 5DGs as part of our 2030
Sustainability Strategy. We will refease a
new Efficacy Repart on Virtual Schools later
in 2020.

Learn more about Efficacy on p27

Learnmore about 3ustainasility on plh

38
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Organisalional risk management

Our risk management process
is used to identify and mitigate
our exposures and, where
possible, turn risks into
business opportunities,

The focus of our risk management
process, which we call ‘organisational risk
management’, is on identifying, analysing.
managing and mitigating risks, with our
goal to support Pearson in meeting its
strategic and operationsl objectives.

Our risk approach aligns te international
standards{e.g. COSO and I1SO 31000 and
aids our continued compliance with the
Financial Reporting Council’s (FRC) UK
Corporate Governance Code guidance on
risk management, alsc enabling us to adapt
to any required changes in approach.

The risk reporting process is carried out
blannualiy and reviewed by the Audit
Committee and the Board. During the year,
the Audit Committee and Board conduct,
deep dives into selected principal risks.

Principal risks and uncertainties

In 2019, the Board of Directors undertook
a robust assessment of the currant
principal and emerging risks facing
Pearson, in accordance with provision 28 of
the 2018 UK Corporate Governance Code.

Listed in the table and shown on the achacent
risk map are the most significant risks that
may affect Pearson's future. A longer list

of business area and company-wide risks

is monitored and reviewed internally
throughout the year. The most material risks
are those whach have a highe probability aind
significant impact on strategy, reputation or
operations, or a financial impact greater than
£50m, and are classed as our principal risks,

Brexit

The UK exited the EU on 31 January 2020
Given the profonged negotiatinn process
during 2019, we continued our mitigation
planring, led by a Steering Committee chaired
by the CFO. Weworked to identify and
mitigate any potential impact on our principal
risks, including supply chain and cperations
{covered in the customer experience risk),

fax and flata privacy treasury, workforce
mebility and more. By virtue of that analysis
and mitigation planning, we continue to
believe that Brexit will not have a material
adverse impact on Pearson as a whole;

and we have plansin place to ensure we
continue with business as usual.

Caronavirus (COVID-19)

At the time of publication of our annuat
report, the CGVID-19 outbreak in China and
globally is an emerging risk that is being
ciosely monitored on a day-by-day basis.

Our primary focus is on ensuring the safety
and well-being of our employees, customers
and learners. We have invoked our business
resilience plans to help support our customers
and maintain our business operations. Al this
time, we do not believe that COVID-19 wil!
have a material adverse impacton Pearson's
financial results. We are actively continuing to
monitor the situaticn.

Mitigation and controls

Threughout all 14 principal risks, Pearson
adopts mitigation activities in the form of
internai controls, as part of regular internal
meetings and external consultations. These
include reporting to the Board, reporting to
Pearson's Executive management team, and
monitoring compliance with Pearson policies,
international regulations and standards.

The follawing principal risks also relate

to the material issues considered inthe
Sustainzhiliny sectinm af this reparr on s
products and services, testing failure, pofitical
and regulatary, information security and data
privacy, customer experience, and safety

and security.
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Gaverpance

Principal risks: status and 2013 change
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Risks are categorised into four main areas:

Executive responsibifity

Strategy and Relating tothe goals that are aligned 1 Businesstransformation Chief Executive
with and support ous strategy. and change
change This cat : 1 t likely t T Teroducts and sorvices -
15 categary is the mos yto 2 Products and services
conbain ‘apportunity’ risks which are ilobal Product
ukely to have anigher risk appeure. T T e e e o o
o 3 Pt 3 Talent Cnief Humar Resources Office)
4 “Political and reg:Ja_tcu_ry_ri;l:_F T Chief Cerporate Affarrs Officer -
(nief Strategy Officer
Operat]onal Invoiving people, systems 5 Testingfailure President - Global Assessiment
and processes. o B NTUK& Global OnlincLearning
s Safety. safeguarding and Chief Financial Officet
_ _corporatesecurity  CwelHumanResourcesOfficer
7 Customer experience President-North Ameriean Cogrseware £
Ghobal Product
o ) Cruef Technology and Cperations Officer
g Businessresifience Chief Financial Officer
General Cotinse!
y Dawa T rrcaden torth Amencan ©
Giobat Product
Chief Technology and Operations Officer
Financial involving financial plarning, 1o Tax Chief Finandclal Officer
investments, budgeting,
poteniiatlosses of and
exposures Lo Pearson's assets.
Lega; and Relating to the adherence to 11 Infarmation security and Chief Technology and Operations Officer
. applicablelaws and regulations. data privac General Counsel
comphance PP s fataprivacy T e e e

Risks in this category typcally

have averylow risk appetite

General Counsal

12 Intellectual property
General Counsel

CDmpﬁal:CE ‘Counse

Competition law

General Counsel

14
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Principal risks and uncertainlies

Strategy and change

Risk description

2019 activity

1 Business transformation and change

The accelerated pace and scope
of our transformation initiatbives
increase avr risk ro execution
timelines and to the businesss
adoption af change.

2 Products and services

Failure to successfully nvest,
develop and deliver innovative,
marker-leadling global nroducts
and services that will have the
higgest impacton learners

and drive growth,

|
i
i
I

»

v

~

~

~

During 2019, planned headcaunt reductions ware
completed, allowing the delivery of annualised
savings as expected of the programme.

Arange of additional transformation initiatives
were successfully completed, with further ones
identified tor complertion in H1 2020. See the
Audit Committee ipdare on husiness
trans{ormation on p74 for mare details,

Productinnovation: we made progress agross
key markets inimplementing product portfolio
management to ensure our prodiicts are alignec
to our strategy to achieve target revenue and
prefitability. We also made significant progress
understanding the competitive and structural
threats, especially to our US Higher Education
Courseware husiness, and made progress
mitigating these.

Product and investment portfolio: we improved
visibility into how our progucts and services
contripute 10 Pearson's overall growth, and are
using that as an input for the future investment
allocation process. We continued to build our
employability capabilities and further clanfied
our mvestment priorities.

Competition. market chare competition remained
high, especially due to pricing pressure from low
(ost compeutur s, mcluding, in US Higher Education
Courseware, open educational resources (OER).
The proposed Cengage & McGraw Hill merger,

ifit proceeds, will consalidate our two largest
competitors in this market. The impact of this
remains unknown, However, we believe we have
theright swategy in place with vw InCiusive Avcenss
{IA} programme (o tackle affordability and keep
ahead of the consumer trend to digital.

2020 plans

>

v

v

~

v

~

-

v

v

Deliver the Business Value Realisation(BVR) Plan,
that will continue to further stabilise operations,
resources and existing governance models.

Continue to review and make recommendations on
further opluimisation programme opportunities
Create a key performance indicator (KPl)scorecard

I gt stabilisation activitiea.

Lo el

Progressrestofworld phase of TEP.

Build on the 2019 taunch of the PearsonLearning
Platform (PLP): 0% of all Revel fall subscriptions on
P1L P by the end of the year; nver 100 Myl ab and
Mastering titles on PLP in 2021,

Launch a new Pearsan €lext, with anexpanded
catalogue and enhanced features thatdifferentiate it
from a conventional third-party eReader.

Contnue efforts to ermbed the product lifecycle
frarmework into our decision-making processes,
Usethe resuits of the Us Higher Eaucation wourseware
haseline survey we dig in 2019 to inform and design
new ways ofworking.

Improve our ability to horizon scan the market and
customer behaviours, which will provide improved
trend analysis and agility to respona to trends.
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Sirategy and change

Risk description

3 Talent

Tature to atiract and retain
the talent we need and to
create the conditions inwhich
our people can perform to the
best of their ability.

Gowvernance Finandial statements Otherinformation 43

2019 activity

People develspimeitt

> We continued with the development of our VP and

Director levels, with the Lead to Succeed programme,
which aims to support succession planring,.

s We refreshes our Manager Fundamenials training

>

across the company, with wols and resources that
are shared with ne managers each montt.

We continued targeted learning with our internat
learning and development platform, Pearson U,
with career developmentworkshaps.

Giversity & Inclusion (D&}

¥

We canducted D&l assessments and dashbioard
reviews with Executive rteam members and iheir
leadershis teams.

» We contuinuea mentoring programmes for female

talent, with Board rernbers mentoring SVP
women and Executive team members mentoring
VP women,

Employee engagement

>

3

internal teams with global employees were created
LU AQOress LOMpaty-wite isstes (2.8, slin-DLsting,
performance management, employee learning).
Ankmployee Engagement Metwork was created
with cross-functional, top talent employees to
provide an empioyee voice for strategic input

at Pearson.

> We completed research, gathered insighes,

»

deliverea messaging warkshops for the Employee
Value Praposition which aims to improve recruiting
outcomes and increase talent retention.

We launched the Pearson Proud campaign intended !

to empower emplayees as Pearson advocales.

Structure and approach

>

-

Creatert this SVYB-Learmmg nnsition reparring

1 the Chief Human Resodrces Offrcer (CHRV)
which is responsible for scaling Pearson
products to all employees.

Centralised HR centres of expertise that make up
our employee experience under a newly oeated
SVP-Empioyee Expernencerule.

Nofreshed performance managemaenttool for
employees with quarterly check-ins that focus
on feedback, development and to improve

performance outtomes.

l
|
i

|
|

2020 plans

» Work with each Pearsun Eagcutive teain inenber aiid
their teams to make progress on the 2019 actions from
inhe 2018 Organisational Heaith index, to improve
decision-making and role clarily, as well as ariving
innovation and learning.

» Rollout the ‘new employee value proposition’ programme.

-

Reskill/upskill employees as teams restructure
and new roles are created. Assess and refine
the HR glohal strategy

~

Continue with the work Lnder way on oty recruitiment
marketing platform. This wili help Pearson fo attract
and convert passive candidates to become employees
and build our brand in the rechnology sector.

Look o Lpaate Pearson's remuneration philosophy
to adign with out five-year stralegy and provide
Hexibility tey adapt remuneratior: policies for business
ana talent needs as we continue to build on aur
digital rransformation.
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Principal risks and uncertaintic

Strategy and change

Risk description

2018 activity

4 Political and regulatory risk
|

Changes in gavernments,
policy and/or regulations
have the potential to impact
business models and/or
decisions across all markets.

Operational

5 Testing failure

Failure to detiver tests and
assassments (e.g. for Pearson
UK, Schools and VUE) and
other related contractual
reguirenienis bevause of
operationat or technology
issuos, resultng in negative
publicity impacting our
brand and reputation.

Inour twa biggest markets, the Uk and the US,
progressin 2019 was as follows®

» Inthe UK, we continued to build Pearson's
position as a leaaer, expert and innovator in
general gualifications, technical/vocational
education and assessment.

ool s At o Pim e o P
N NS US, wWe posilionea DearsGn as an inncvatar

4
in the educatnonand workforce space, among both
parties, 1n state capitals, on Capitol Hiil and with
the Trump administration.

~

We maintainec fair market access through national
and state partnerships, as well as directlobbying.

~

with the bipartisan National Gaovernors
Associaton, we shaped the Chanrs work force
initiative which was shared with alt governors,
inforrming state policies.

» We continued to monitor trade actions and
sanctions that could impact business goals.

~

in 2019, there was a GCE (A level) Maths security
breach whicn was managed as a significant
incicent. we have since reviewed, analysed and
strengthened our security options, in conjunclion
withiuther avwalding bodics,

Acomplote roview, with improvements was
delivered to our test frauc investigations
processes, in partnershipwith our key UK clients.

~

~

Development was completed for animpraved
process enabling more secure access to live test
materials for centres, rather than manual
provision via email or secure nle transrer,

-

and we reduced the frequency and volume of
Lncanfirmed hookings (i.e. test provision failure).

~

All Schaol Assessment customer-facing products
were successfully migrated to the cloud, resulting
in greater scalablility, reliability, efficiency

and security.

Animproved VQ system monilonng was iniroduced |

‘ 2020 plans

| The Government relations team will continue 1o manitor
and advise on:

> Online learning legal and regulatory challenges.

> Instructional material market risks that arise when
Governments mandate the use of state-procucec
instructional materials and/or content

{Ching, Hong Kong, South Afiica and india).

v

tmplications of heing a US/UK company inthe
current global geopohtical environment.

> Utilise technology, moving systems to more stable
and secure platforms in the cloud. Work continues to
ensure that any Lechnology changes are fully factored
1 into all of Pearson's blisiness continuity activities and
! adjustrtienlios are hade (o elevant e lificativns and

regulatory frameworks.

~

Work with our security technology teams to
further develop systems and partnerships towards
fraud detection analytic models, Al and machine
learning analysis.

Ensure assurance will continue to extend 1SQ activity

‘ across products and geographies, We will also rurther
mature our business continuity measures by improving
integration of Disaster Recavery {DR) and Business
Continuity (BC) activities. Additional certificaticns are
under way to further strengthen our security and
technology resilience.

v

Ensure that our service plans will continue to develop a
wechnoiogy-basad soiulion Lo reduce or eiminaie manual
+ Test Publishing Qualny Assurance [TRPOAY processes.

W
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Risk description [ 2019 activigy 2020 plans

5 Safety, safeguarding and corporate security

Avariety ot risks that can cause " Health & Safety and wellbeing
harm to our people, assets and
reputaton continue to evolve
as our company aoes, While
some risk has reduced due to
outsolrcing and divestiture,
the diverse nature of gur

pegplo’ actvitons regutre

> En 2019, two serfous and separate incidents
occurred, at the same Pearson printing faciity.
Both highlighted the continued need by staff :
and managers at a tocal/regional level for focus
and improvement, 1

Continued to implement all outstanding audit |

actions, meeting or exceeding targets for
continued focus, resolrce ;
follow-up action closure.

and improvement (o reduce i ,
the potential for harm. i » Mental health awareness has heenincluded in high |

i impact events sessiens and was extensively rolled \
I outin APAC, as part of the RU OK? Campaign

~

3

We continued Lo moniror inplenientation of ow

1 Health & Saferv Statement. which sets out our \
“ commitrent {0 proteciing the health, safety and ‘
| welfare af all our employees and anyene else who |
i

i

-

cames mte contact with our operations around the
world, ncluding our learners, customers and other
| partners. We also migratet from BS OHSAS 18001
| tathe new (SO 45001 standard covering Peat son
i Management Services inour UK Head Office.

Safeguarding

> Therewere stronger @ngagements acioss refevant
Fearson bustiness ines ang fresh development of |
safeguardmng poiicies in PIHE in South Africa ana
Pearson College London.

> Produclve conversations and {ulure
knowleclge was develnperd with the 1K'
Interner Commissianer.

> An advisory review was undertaken with our I
businesses in Brazil, which will continie to support l

safeguarding prachce in the franchise businesses,
and consider how we integrate safeguarding
our future product cfferings. |

» A Pearson Colloge Lenden, we pu!

“hatoffer advice and guidance on sexual
harassment, self harm and suiciae.

There was one catastrophicincident involving
Dieter Kowalsh, 2 Pearson 1T manager, who sadly

| losthislife while on business travelto Colornbo,

| Siilanka. Dieler was a viclinn ol the Basler Supiday
terror attacks.,

Corporate security |

|
\ » Travel security continues to grow in support of

! more (ravellers and new countries and cities and is
l no longer limited solely ta higher-risk locations.

)

» Security reviews for higherricklocations were
‘ conducted in new locations.
: » Highimpact events (HIE) awareness continued
| across key lorations.
\

Health & Safety and wellbeing:

> Continue to further develop the analysis of
occupational health data to ensure proactive and
reactive intervention strategies are aligned for the
promotion of employee welibeing.

1 > Implement a giobal solution to report, escatate,

investigate and action Health & Safety incidents
{including near missas).

» Continte to focus onrisk controls in high-risk activities
while improving local oversight of relevant risks in
lower-risk environments {emergency planning,
ergonomics, stress and wellbeing).

» Dehver weltheng andg mental health awareness anc
training across North America.

safeguarding

» Continue to develop best practice and policy in regard
toonbnesafeguaraing/harm.

> Continue discussions with external consultants

towards ensuring compliance with best practice and
Ceveloping legistation,
» Work towards the glokal implamentation

programme and effective supportfor learner s,

At
i Grine

> Continue to develop our inciaent reporting, analysis
and assurance plans.

» Integrate diversity intg our safeguarding practices

Corporate security

> Continue to identify key risks when selecting
properties across the globe, and particularty for
mgher-risk focations,

> Work towarids ‘secure by design'ir our
new/refurbishied offices.

> Deliver further high impactevents {HIE) awareness.

> Work with those market s which do not have a dedicated
trave! providaer, thus reducing sk and improving our
response capabilities,

y Contipie to dpuplnp N creant impl\a‘gprwrn Aanr
inforrmation third-party relationships for better
sharing of the risk horizon across Pearson.
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Principal risks and uncertaintics

Operational

Risk description

7 Customer experience

Failure of enher cur current,
{or futureyoperations, supply
chaln or customer support
to deliver an acceptable
service fevel at any pointin
the end-to-end journey; or o
accelerate Pearson's fifelong
learner strategy and I
transforimation of our higher
education business{direct o
consumer business model
and online presence).

8 Business resilience

Failiire to plan far, recaover, teer |
Or prevent incidents iInvotving, ‘
any of our products, customers
and our businesses’locations.

Incidentmanagement ang
technology disaster recovery
plans may vary in ability/
comprehensiveness across
the Group. !

2019 activity

> In 2019, our UK hack ta schoo! period went well,
with improved fulfilment rates and alt Service
Level Agreements (SLAS) being met. In addition,
our helplne callvolumes were down,

~

We continued {o see improvements in forecast
accuracy in the UK with the deployment and
adopfion of new systems

We successfully implemented our Brexit
contingency plans with our existing channel
partner, providing warehousing and logistics
services to UK-hased customers,

~

InNorth America, we improved capabilities within
theteam and implemented improved processes.
Warchouse fulfilment rates exeecded the SLA

b

Our US Customer Expearience team launched a
modern digital experience for learnersin the US
and Canada. The new Pearson website provides
the first global experience that merges content
and commerce.

~

Cystomer Supportteams continued to make
progress drprodudd nprover nent, seif-hielp
strategy and assisted support improvements,

~

Our focus remaned onthe performance and
stahility of ail product platforms.

w

Mirart anm pmlnngpd inrident MANARAMEent
suppart 1o key cffice locarions following the
Easter Sunday atlack in SriLanka.

~

Resiliency visits made to work{orces, landlords
and critical suppliers inthe US, South Africa,
Inaia and the Philippines, to assure local
coordinated incident and business continuity
readiness, including media management.
Incident response teams created where none
existed in critcal areas.

~

work continued on the delivery of a Facility
Manager bundlied service in North America.

e

Improved capabllities to respond to incidents
across Pearson globally.

~

CONUNUE L0 Urive [He risk message a5 prevenuon
rarher than reactinn, rowards a change focised
on agile resilience.

i
|
|
I
|
|
|

2020 plans

Customer experience

» Onboard additional portfolios to redefine the user
experience - ¢.g. |1Pra, Pearson efext; which wilt
relloutin cur UK higher edLcation market.

» Waork with customer service teams to establish a 24/7
support model for fearners.

» Enable new commercial mooels e.g. Buy Now Pay
Qver Tame.

> Expand the Voice of Customer {(VOC) programme for
BVR initiatives.

Customer service and support

> Continue with core platform gepioymentacross all lines
nfhusiness o enable modern support experiences,

~

Contnue 1o work with teghmoiogy on business cases for
increased efficiencies.

~

Continue partnering with business cwnersto introduce
mare fifferennated services to drive loyalty and growth.

y Conringe with g{nhal PEOCASS Mmyners fn pmhe

business continuity planning within their processes.

~

Respond appropriately Lo major inaidents. Resilience
resources wil continue to develop local, high-quality
teams andg plans.

v

Ensure critical vendors have mature response plans
which are annually resifience-assured.

Continue (o rvest ume in all critical venaors to ensure
KPts can be metduring a range of disruptions.

~

v

As of February 2020, the COVID-19 cutbreak in China
15 a newemerging risk 1o the wider ecopomy across
mainiand China, Hong Kong, and a growing number
of countries around the world. We have invoked our
business resilience plans to help ensure the safety
and wei-being of our stali while enianung our
ADHITY L0 SUDPOr OLF CUSTOMEers ana meinian our
business operations.
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Operational

Rigk description

s Data

nabilily 1o bhnse Gu Gala o
achieve market intelhgence
and increase productivity and
elficiency, while managing
market risk impacts arising
from customer concerns
around Lse of student data,
mav sienificancdy aftect
rmanagarment of our core
operations and achigvement
of our strategy objectives.

Fimancial

1w Tax

Legislative change causea

by the OECD Base Erosion

ar.d Profitshiftng intarive,

thie UK exit fromthe EU, or other
qomestic governments

mtiatives, icludmg inresponse |

to the European Commission
State Ard deaision regarding
the UK CFC exernption,

results nasigrificant

change 1o the eflectve tantae,
rachrax paymente, fnhte
taxation anu/or negative
reputational impact,

Berformance

Gvernancs Fimanoal statements Other info

2019 activity

v

¥

~

~

-

Tehined vt daia goveinans ofid toulact.
Curdata orchestration programme saw a solution
direclor assigned Lo commence scaping work and
future structures.

inmated four work streams:

—-dataprivacy

— BATA BrRENAance

~data ratalogue

—datakpbls

Initiated product, cLstomer, suppher and
employee governance work streams

state Aid - the Group appealed aga:nst the
Commussion’s decision and continues to wark
through the implications of the decision with
support fram external aovisers

Reputational risk - the third annual tax report
has been published. Pearson has signed uplo the
B-Team tax principles and 15 actively parnopating
in the B-Tean tax working group.

Legiclative changes - the Group contnued to
assess And monitor propnsad rhanges n the
international tax framework, incluaing proposals
to address the tax challenges arsitig from the
digitalisation of the economy.

mation 47

i
|

2020 plans

> IO dLCE & Bovar nalive UPErating Moda i beorie
operational with an intial focus enthe customer and
product, foilowed by employees ano suppliers.
Introduce a data maturity model enabling contintolis
Improvemenis to be made as we progress with
Pearson'< digital transformauon,

v

State Aid risk - the specific next steps depend ar

the response from HMRC and any update anthe

£C legal case, and are hkely towclude the requirement
for 3 paymeni on atcount. However, wo witf continue
[0 conferwith external agvisors (o protect me

Growup’s positinn

> Tax legistation - work contnues to raitigare the unpacts
of changes in the mternational tax environment and to
monitor the ongeing OECD work.,
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Principal risks and uncertaintics

Legal and compliance

Risk description

i
2019 activity ;

1 Information security and data privacy

We have from ume g tme

experienced, and may contnue

to experience inthe future,
security breaches of our
systems despite our best
efforts to preventthem.

We alsao risk failure to comply
with data privacy regulations
and standards. The above
could resultin damage to the
customer experience, our
reputation, and a breach of
regulations ard financal loss,

1z Intellectual property

Failure to adequately manage,
procure, protectand/or enforce
intellectual property rights
{including trademarks, patents,
trade secrets and copyright)
inour brands, content and
techrology may impair the
value of our core assets,

or reduce piofits,

H
i

i
|
;
I
;

» For our people, refreshed security awareness
training and policies were launched to ensure all
employees understand their responsibilities for
seturing information.

Informatien security l
|
\
|

i

¥ We enhanced account access controls through i
Facior Authentication and Mivilege

User Management.

L] -
Wl

> Pearson continued 1o evolve Gur security
controls o enable 1T simplification and other
trapsformation programmes,

Data privacy

> 12019, we put plans in place to ensure that we
were appropriately prepared for the Califernia
Consumer Privacy Act, Including updates to privacy
notices, executian of refevant venaor terms,
implamentation of processes to respond to user
right requests and extensive training and guidance.

-~

Hetg privacy summits with key prodiuct and tech
teams focusea onembeading privacy by design.

~

Notified affecred customers of unauthorised access
to school and university AiMSweb 1.0 accounts.

See www.pearson.com/news-and-research/
announcements/2019/07/pearsan-customer- H
notification.hmi :

> Continueo ta reduce our multiple brand identities,
streamline and strengthen Pearson's brand
and patent key strategic technology assets

It P fe
LD, Aldg, ot

L

-

Expandeda internal governance and best pracuces
to ensure effective rights management and
mitigation of infringement risks across IP.

~

Targeted IP enforcement against key third party
infringers of Pearson copyright {piracy), brands
ang patents.

2020 plans

[nformation security

» Qur people will have access to role-based security
fraining and resources to further influence our
security culture.

~

We will complete roll-out of enhanced laptop and
mobile security controls, Lo track best practices.

~

Information Security resources, tooling and praclices
will continue tobe embedded in our fearning, enterpris
and infrastructure platforms to ensure comprehensive
security by design,

o

We will enhance olr ability to detectana respond

o potential security incidents through development
of automated security tools inour Security
Operauons Lentre.

Data privacy

> Globally assess new laws and regulations cominginto
force and prepare for their implementation.

» Expand scope of processes to address new user/data
subject right reauirements in additonal jurisdictions.

~

Waork with product teams to review and undate

retention schedules.

~

Continue to engage with relevant teams to drive privacy
by designin product development.

Continue 2079 activities with focus onimproving
IP practices and governance across growth geographies
and reorganised product groups.

~

"

Monitor Increasing risks posed by iocal legislation and
global treatias aimed at reducing copyright protection
of educational content ang partner with local
associations to resist these policy shifts.



Overview Strategy Performance

Legal and compliance

Risk description

12 Compliance

Tadure o effeciively i dge
risks associated with compliance
{principaliy ABC and sanctions

|
|
|
risk}, inciuding failure to vet :
third parues, resulting in |
reputational harm, Ant-Bribery ‘
and Corruption (ABC lability,

or sanctions violations. |

14 Competition law

Faiure to comply with antitrust
and competition legislation
could resultin costly legal
proceedings and fines of

upto 10% of global revenue;
other fimancal consequences
stch as class actions,
damages, void contracts;

and could adversely impact
our reputation,

Govornance Financial staternents

2019 activity

» Completed the iallout ofa third-paity due ailigence
prograrmme globully and over 32,000 third parties
have undergone ABC ana sanctions due diligence.

~

Created and launched a learning caurse for rhirg-
party due diligence in the UK, US and Canada. This
will be rolled out to the rest of the world in 2020.

Our annual Code of Conduct rollour achieved
IUUYe COMPIETION IN reCora ume, and we
implemented a global conflict of interest policy
as partof that launch,

~

~

We launched our Speaklip campaignin certain
koy markets, and incorporated it into the

Code of Conduct. As aresult, regortsiniothe
Pearsontthics.com portat have increased by GYv.

Continued holding training and refresher sessions
for our employees.

» Formed aworking groupin the Lawyers Network,
dedicater to performing anin-nepth assessment

nn Pegrann emplm}xrxoc Inyalyar iminds el ry

assodiation groups.

~

Selup aworking grolp Lo assess onresate price
mantepance riskin all countries where Pearsonis
active, to match the recent trend of enfarcersro
rarget this type of infringement.

~

taunched elearmng rmodules on

O -
oIy

>
-

b

Watic

!
F
|

Other information

2020 plans

O LS O S ale Ty e ima e e b ] fe by e 8 A |
> Fotus onsanchions Ccompniance Dest plactw.ein 2020

light of the 2019 US Department of Treasury guigdance.

> Comtmnue ABC risk assessments to monitor
implermentations of our ABC and sanctions compliance
programme policies and procedures, aswell as to
identify areas of continuous improvement.

~

Evatuate a prospective interactive Coge of Conduct,
for porentiat aunchin 20215,

~

Finalise any legacy third-party due diligence efforis,

Develop ourapproach to industry associations and
information-exchange, wihich will include work on
spercitic traming and monizoring levels of awareness

~

~

Coninue effor (s onresale pHce maintensnce with the
wm’l(ing grRnn tn aseees rick and 1ee).e
recommendations,

Raise awareness via the efforts of our Antitrust
Lawyers Network.

~

“

Convey and encourage compliance measures 1o all
reams, as part of our antitrust compliance programme,
as recognised by enforters
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Prineipal risks and uncertaintics

Risk assessment of prospects and viability

This section shouid be read together with the
full viability statement on p1G7

Pearson's principal risks and our ability

to manage them as outlined in this section
are iinmed {0 o Viahity as a wol ity
Tneserisks have therefore been 1aken
into account when preparing the

viability statement.

The Board assessed the prospects of the
company over a three-year period, longer
than the minimum 12 months for the annual
going concern review. The three-year period
corresponds with Pearson's strategic planning
process and represenits the time over which
the company can reasonably predict market
dynamics and the likely impact of additions

to the product portfolio,

The Board discusses the comipany’s three year
phan on an annual basis taking account of a
range of factors including market conditions,
the principal risks to the Group above,
product and capital investment levels as

well as available funding. Pearson's strategic
model and businesses are discussedin

more detail or p10-13

The key assumptions which underpin our
three-year plan tc December 2022 are
as follows:

> there are further declines in enrolments
and other downwards pressure in the

US Highor Education Coursoware market.

> OPM grows, driven by global enroiment
inundergraduate and postgraduate
online courses.

~

Virtual Schools grows, driven by increased
enrolments in new and existing schools.

v

other growth businesses, incduding
Professional Certification (VUE) and
English show good growth.

v

the rematning Pearson business shows
modest growth.

w

our 2017-2018 cost efficiency programme s
completed and additional cost savings are
achieved in 2020.

-

our investment in the product technology
platform accelerates the shirtto digrtal and
enhances courseware service capabilities.

~

investment continues in our growth
businesses and the Pearson Brand in
arder to drive growth.

~

our stake in Penguin Random House
15 seid and no aodiionai share o7 prorits
arerecorded.

in assessing the company’s viability for the
three years to December 2022, the Board
analysed a variety of downside scenarios,
including a scenario where the company is
impatted by all printGipal risks from 2020,
The primary modelling overlaid a 'severe but
plausible’ downside scenario onto the base
case three-year plan for the Group, focusing
on the impact of the following assumptions
and key risks:

> the benefits of our 2017-2019 cost efficiency

progranine are nol susiainabie;

> further declines in US Higher Education
Courseware, with digital growth failing to
take hold;

» failure to accelerate our digital
transformation in the wider
Pearson Group;

~

our growth businesses including OPM
and Virtual Schools do not deliver
desnite incraggsard investment; and

the Group is required to make significant
cash tax payments in respect of a negative
ruling on UK CFC exemption (EU State Aid).
Other contingencies are not expected to
crystallise in the peried to December 2022.

~

The Raard also stress-tested the imnact

on our liquidity of all the principal risks
occurring together. Although this is not
regarded as a plausible scenario, the test
showed that the company would still have
liguid resources subject to a limited number
of management actions.

The Board s confirmatan of Pearson s viabity
for the three years to 2022, hased on this
assessment, is included alongside the going
concern statement on p1Q7
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Lelter from the Chair

Chair
Sidney Taurel

Dear shareholders.

As | have said elsewhere in this report, 2019 has been a significant year
of change for Pearsaon, and the Beard's role in laying the foundations
for sustamable, profitable growth s critical. As a Board, we continue

1o organise our work around five major themes where we believe

we can add value: strategy, performance, leadership and people,
governance and risk, and stakeholder engagement.

The 2018 edition of the LK Corporate Governance Code (the Code)
came into effectfor Pearson st the start of 2015, Buliding Upon

the solid preparatory work we had undertaken for the new Code
during 2018, the Nomination & Governance Committee steered the
implementation of various new or revised practices at Board level to
reflect changes in the external governance landscape. The Board
considers that Pearson has a strong corparate governance framework
in place but nevertheless we recognised that the new Code presented a
timoly opportunity to review snd benchmark our approach to ensurg
that we remain committed to the highest standards of governance.
You can read more ahout our corporate governance framework,
processes and activities during 2019 on the pages that follow.

Pearson recognises the increasing focus on the importance of ali
stakeholders in running a sustainable company ~ a view taken not just
by regulators but by giobal business leaders, investor communities
and society. Engaging with, and understanding the views of, our
stgkeholders is imperative 0 developing and delivering educalional
products which meet the needs of learners, educators, governments
and employers. As a Board, we aim te incorporate opportunities to
meet stakeholder groups whenever our schedule permits, and our
Reputation and Responsibility Committee oversees Pearson’s wider
stakeholder engagement activity on our behalf. You can read more
aboul the Board's engagement with stakeholders on p62 and about
the importance of stakeholders to our business as awhole on pid

Board leadership and company purpose

Over the past several years, the Board's focus has been on Pearson's
three strategic priorities - accelerating the digital transformation of
olr traditional courseware and assessment husinesses: prowing our
‘structural growth’ oppartunities ~ exciting businesses such as Virtual
Scheols, OPM, English and Pearson VUE; and becoming a simpler,
more efficient and sustainable business. As we reach the end of cur
simplification programme, we have now created the foundations to
become a platform-based company well placed to succeed in the
digital age. As such, our strategy is now evolving, building on the
wnrk we have done over the fast few yaars and driving our sfforts

to be alearner-centric company focused on employability and
lifelong learning.

The Board regularly receives a dashboard which ailows Directors

to monitor progress on Pearson's financial and strategic priorities,
enabled by critical discussion of these matters at each Board meeting
and supported by agreed indicators and milestones which the Board
and management have identified as key measures of performance.
Through this, we maintain oversight of digital transformation initiatives
such as the Pearson Learning Platform, growing market gspportunities
such as onfine learning, and simplification programmes such as

The Enabling Programme and Business Value Realisation.

During the year, the Board considered Pearson's portfolio strategy,
with the aim of ensuring that Pearson focuses on retaining or acquiring
businesses of which it is the best owner. These discussions enabled the
Roardd ta identify apnartunities for innrganic growth, resylting in the
acquisition of Lumerit Education, a US-based ed-tech company, as part
of our Accelerated Pathways business, and Smart Sparrow, a small
ed-tech company which specialises in the creation of rich, interactive
content - Pearson's first acquisitions in five years. Our portfolio
discussions also ted to the agreement to dispose of cur remaining

25% stake in Penguin Random House, to our partner in that venture,
Rertelsmann - a transaction which is expected to complete in the first
half of 2020. Taking account of the expected proceeds from this
disposal, and bearing in mind Pearsen’s capital allacation pelicy,

the Board agreed to return £350m of capital to shareholders by
commencing a share buyback programme in January 2020.

The Board continues 1o focus on engendering a corporate culture that
is inclusive, innovative and meritocratic, and on ensuring that this
aligns with the company’s purpose, values and strategy. In doing so,
all Directors are committed to acting with integrity and leading by
example. This report illustrates how the Board has monitored
Pearson’s culture throughout the year, including through the launch
of our Employee Engagement Network and the implementation of
successful talent initiatives, as weli as considering the results of our
latest organisational health survey and discussing the actions which
raridgerment pianned inresponse,

Composition, succession and evaluation

Crucial to successful delivery of our strategy is attracting and retaining
strong, diverse tatent. During the year, the Board discussed talent and
succession planning including consideralion of succession plans for the
Chief Executive, Chief Financial Officer and all members of the Pearson
Executive, We also considered the wider pool of talentin our senior
leadership group, and the themes of talent, succession, Diversity

& inclusion form a continuing thread throughout the Board's and
Committees’ sessions.

Succession planning is a key responsibility for the Board, supported by
the Momination & Governance Committiee, and effective executive
5uUCCEssion planning is key to ensuring continuity within the business.
in December 2019, Pearson’s Chief Executive, ohn Falion, announced
his intention to retire from the company during the coming year after
seven years as Chief Executive and 22 years in total serving Pearson.
As Chair, routinely consider the matter of Chief Executive succession
and itwas a frequent theme of my discussions with Non-Executive
Directors during the year, recognising the length of Mr Fallon's tenure
inthe role. When John advised the Beard of hisintentions, | accelerated
the succession pracess promptly with the assistance of the Nomination
& Governance Committee, and Committee members and | discuss
developments on a regular basis as our search and interview process
moves forward.
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In fanuary 2020, Pearson’s CFC, Caram Williarms, announced his
intention to step down from the Board and leave the company.
The Board and | are delighted that Pearson's Deputy CFC,

Sally Johnson, has agreed to take on the position of CFO, and
sharehotders will be invited to vote on Sally’s appointment to the
Roard af the AGM on 24 Apyil, at which pomnt Coram witt step down
from the Board.

Pearson has a fully engaged Board, including a strong Non-Executive
team with a breadth of experience and perspeclives. We were pleased
to welcome Sherry Coutu and Graeme Pitkethly to the Pearson Board,
following their appointments s Non-Executive Directors with effect
from 1 May 2019. Sherry's experience in building fast-growth,
entrepreneurial businesses, focused on technology and education,
and Graeme's financal expertise, global overview and deep
understanding of consumer behaviour have further strengthened
our capabilities in these areas, and 1 am pleased to confirm that each
is already making a valuable contribution to cur deliberations as a
Board and to the Committees which they have joined.

In the coming year, we will say gaodbye to Josh Lewis, a Non-Executive
Director of Pearson since 2011, who intends to step down from the
Board at the forthcoming AGM i Aprit 2020, in line with ot:r normai
practice for Non-Executive Directors ta remain onthe Board for a
maximum of nine years. The Board joins mein thanking both

Coram and Josh for their commitment and contributions to

Pearson during these years of change for the company.

The 2014 ocard evaluation, which was led by our Senior Independent
Directorn, Vivienne Cox, found the Beord to he well-functioning, with 2
good quality of relationships between members of the Board and an
appropriate level of challenge and support provided to management.
There was recognition by the Board of how much has been achieved
by Pearson and its employees in recent years, and of the energy and
affort which this jourmey has required from all concerned. More detail
on our 2019 Board evaluatian can be found on pa6. Progress on
recommendations arising from cur annual Board evalugtion s
reported at each Nomination & Governance Committee meeting
untii such recommendations are complete or embedded to the

Committee’s satisfaction.

Audit, risk and internal control

The Board of Directors is accountable for Pearson’s successes

and addressing its challenges. We aim to communicate o you in a
transparentmanner the steps we have taken to ensure that

we have a dear oversight of the business and the work we have
undertaken in respect of Pearson's strategy throughout the year.

Our Audit Committee, ted by Tim Score, plays a key role in monitoring
and evaluating our compliance and risk management processes,
providing independent oversight of our external audit and internal
contro! programmes, accounting pohoes and busmess transformation
projects, and in assisting the Board in reporting in a fair, balanced and
understandable manner t¢ our shareholders.

fmancial statements
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Remuneration

in 2019, the Remuneration Committee has reviewed and updated
Pearson’s remunerzation phitosophy and developed a set of principles
to underpin its updated remuneration policy which wili be put to
shareholder vote at the 2020 AGM. These pringiples wiltinform now
Pearson develops remuneration strategy for the whole organisation
and give the businass flexibility Lo deliver an its strategy and digital
transformation. Pearson's current approach ta Executive remuneration
is explained in more detail in the remuneration section of this report
on pB4

Conciusion

thepe this repertcearly sets Sut how your company is run, and how
we align governance and our Board agenda with the strategic direction
of Pearson. We always welcome guestions or comments from
sharehoiders, either via our website (www.pearscn.comjorin

person at our AGM.

Sidney Taurel
Chair

The UKk Corporale Governance Code

The principles setout in the UK Corporate Governance Code

{the Code} emphasise the value of goed corporate governance

to the long-term sustainable success of isted companies.

These phindples, and their suppo g Provisions, cuver five
broad themes and the Pearson Board is responsible for ensuring
that the Group has in place appropriate frameworks to comply
with the Code's requirements.

The five themes are covered in particular on the following pages of

the Strategic report.

> Boardleadership and company purpose; Division of
responsibifities; and Compaesition, succession and
evatuation an p54-73

> Audit, risk and internal controf on p74~83
» Remuneration on p84-106

This year, we are reporting against the 2018 edition of the Cade.
The Board believes that during 2015 the company was in full
compliance with alt applicabie principles and provisions of the
Code, save that as noted on p87 the Company continues to work
to align pension contributions for Executive Directors to those
available ro the workforce This Gavernance repart and the
Strategic repart set out how Pearson has applied the principles
of the Code throughout the year.

The Code can be found on the Financia! Reporting Council's
website at www fre.org.uk and we encourage readers to view
our compliance schedule on the company website at
WWW.DearSON.com/governance.
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Board of Directors

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 and, as a group,
their experience covers:

> businiess strategy and governance

» innevation and disruption

education

digital and technology

talent, people and culture

finance and investment

stistainability and environmental matters
marketing, brand and media
government, international and
regulatory affairs.

L N Y

Our Board members’biographies illustrate
the contribution each Director makes to the
Board by way of therr individual experience.

Executive Directors

John Fallon Chiaf B eag poa

aged 57, appointed 2 Qctober 2012

John became Pearson’s Chief Executive on
1January 2013, S'nce 2008, he had been
responsibile for the company’s education
businesses outside North America and a
member of the Pearson management commitiee,
Hetomed Pearsonin 1897 as Divector of
Lommunications ang was appointed President

uf Pearson Inc. in 2000. In 2003, he was appaointed
CEQ of Pearson's educatienal publishing
businesses for Europe, Middle East & Africa.

Prior to joining Pearson, John was Director of
Corporate Affairs at Powergen plc snd was also a
member of the company’s executive committee.
Earlier in his career, John held senior public

policy and communications roles in UK iocal
government. johnis also President of the London
Chamber of Commerce & Incustry {LCCl}.

John has announced his intention to retire from
Pearson auring 2020.

Key ta Commitiees

® Audit

@ Nomination & Governance
® Reputation & Responsibility
@ Remuneration

@ Committee chair

Current ~otable commitments reflect ather
listed company directorships and fall-tmeor
executive roles.

Coram Williams Crref Tinangial Off for

aged 46, apponted 1 Augusr 2015

Coram |oined Pearson in 2003 and has held a
number of senior positions including Finance
and Operations Director for Pearsen’s English
language teaching businessin Europe, Middle
East & Africa, Interim President of Pearson
Feincanion ltalia and Head nl Fmancial Planning
and Analysis for Pearson. In 2008, Coram becarne
CFO of The Penguin Group and was fatterly
appointed CFO of Penguin Random House in
2013, where he oversaw the muegration of the
two businesses, Coram trained at Arthur
Andersen, and subsequently worked inboth the
auditing and consultng practices of the lirm.

tie is a Non-Executive Director and Chairman

of the audit comimittee for the Guardian

Media Group.

Coramwill be stepping down from the Board and
his role as Chief Financial Officer at the Annual
General Meeting on 24 Apri| 2020,

Chair

Sidney Taurel {hair

aged 71, appointed 1 January 2016 @ @

Sidney has over 4hyears of experience in business
and finance, and is currently a Direcror of IBM
Carporation, where he also servesonthe
directors and corporate governance committee
Sidney is an advisory board member at
pharmaceutical firm Almirall. He was Chret
Executive Officer of global phar maceutical firm
Eli Litly and Company from 1998 until 2008,
Chairman from 1599 until 2008, and has been
Chainman Emeritus since 2009, He was aiso a
Cirertor at MoGiraw Wit Finanoial, Inc, arole
which heheld from 1996 until Aprd 2016 and at
ITT Industries from 199610 2007, In 2002, Sidney
received three US presidential appointments to;
the Hormelana Security Advisory Council, the
President’s Export Council and rthe Advisory
Committee for Trade Policy and Negotiations,
andis an officer of the French Legion of Honour,

Current notable commitments: IBM Corporatinn
{Non-Executive Director}

Executive Director-elect

Saliy lohnson

Chief Finanosl Officar-alect

aged 46, to be appointed 24 April 2020

Sally jmned Pearson in 2000, and has held
various finance and operatiorsroles across
The Penguin Group, the education business
and at a corparate level. She bringstothe
Rnard evtansive enmmereial and strategre
finance experience aswell as transformation,
treasury, tax, risk management, business and
financial operations, investor relations and
M&A expertise. She has heid various senior
level rales across the business, most recently
as Deputy CFQ of Pearson. Sally is a member
of the Institute of Chartered Accountants

in England and Wales and tramned at
PricewaterhouseCoopers. She was also

a Trustee for the Pearson Pension Plan

from 201210 2018,
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Non-Executive Directors

Dame Elizabeth Corley, DBE
Mar-Everunve Direcior @ @@
aged 63, appointed 1 May 2014

Flizabeth has extensive expertence in the financoaj
of Alhanz

Global Investors, initialty for Europe then globally,
from 2005 10 2016, andwas 3 senior adviser 1o
the firmuntil the end of December 2019, She was
previously at Mernlf Lynch Investment Managers
and Coopers & Lybrand. Ehizabethis aNon-
Executive Diracinr of BAE Systems plc ang Morgan
Stanley inc. Elizabeth s active in representing the
investmentinaustry and developing stancards
wiithin it. She is a member of the Commities of
200. 5he was appointed Dame Commander of
the Order of Lthe British Emptre in the Queen's
Birthday Honours in 2019 for her services o

the economy and financial services,

cervicas indyginy havnng hean

Current norable commitments: BAE Systems plc
{Non-Executive Director). Margan Stanley Inc.
{Non-Executive Director)

ullve e cior

Aardi 2011 @@

Josh's experience spans finance, edutation
and the development of digital enterprises.

He 15 founder of Salmon River Capttal LLC,

a Mew York-based private equity/venture

ral firrr focused ontechnology-ensbled
businesses in education, finandial services and

O it by by bl .
gihersoctors, throughwhich he has taken on

therole of Non-Executive Director of several
enterprises. Qver a 2b-year careerinactive,
principal investing, he has been tnvolvedina
broad range of successful companies, including
several pioneering entlerprises in the education
sector. tn addition, he has lang been active in
the non-profit education sectorn

Josh Lewds ficr-

agell N7, dppuinied i

Current potable cammitments: Salmon River
Capital LLC {(Founder & Managing Principal)

Governance

Financal statements Otherinformat

on

Sherry Coutu, CBE Man-Fyecy
aged 56, appointed T May 2079 @@

Sherry has exrensive experience inthe
technology inoustry. She is the Charrman of
Forndercdsrhnnle and frnder af the Sralern
instituLe. Previously, she was CEG of interactive
Investor international plc, served on the boaro of
Bloomberg New Energy Finance and the London
Stock Exchange plc. tn education, she was 51D

and Remuneration Committee Chair of RM ple,
nnthe hoard of Cambringe University, Cambindge
Assessment ana Cambriage University Press,

and Chestertan Community College. Sherry has
staried arnd or invested in over B0 technology
businesses and served on the boards of Zoopla
plc. Raspberry Pl NESTA, and the Advisory boaras
ofrhe National Gallery, Royal Society and Linkedin
Shewas appointed Commander of the British
Empire i the 2613 New Year Honaurs "ot het

sorveas o ontreprencurship

Linda Lorimer ko~
gt 67, appuinied 1 july 2015 S @

cLt

SErOCUlr 2

Linda has spent simost A0 year's serving higher
education. She reured frorm Yale in 2010 after
Fdyears at the university where she served inan
array of senior positions including Vice President
for Glohal & Strategic Initiatives. She oversaw

the devetopment of Yale's burgeoning online
aducation abvision and the capansion of Vale's
international programmes and centres.

During her tenure, she was responsihie for

many aaministrative services, ranging from Yale's
public communications and alumnirelations to
sustainability, human resources and the university
prass. She also served onthe boards of several
nubliccompanies, including as Presiding Director
ofthe McGraw-Hilt companies. Linda 15 a member
ofthe board of Yale New Haven Hospital, where
she chairs the nominating and governarice
committee and is a trustee of Holling University.
She alsa remains on severai consequentiat
advisory committees at Yale tniversity.

55

Vivienne Cox, CBE
Sercrindesencert Drecior @@ @
aged 60, appoiared 1 January 2012

VIVienne has witle experence inenergy, narurai
for BP plc for 28 years inglobal roles including
Executive Vice President and Chiref Executive of
BP's gas, power anc renewables business and
its alternative energy unit. She s Chair of the
supervisory hoard of Vallourec 5.4, aleader
inthe seamless steel pipa markets, anca
Non-Executive Director at pharmaceutical
company GlaxaSmithKline plc. She serves as
Chair of the Rosaling Frankhin institute and
vice Chair of the Said Business School (part of
Oxford University). She was appainied
Commander of the British Empire in the

2016 New Year Honours for hier services 1o

the economy and sustainabitity.

Current natable commitments: GlaxaSmithKhine
plc {Non-Executive Director), Vallourec S.A,
{Chair of the supervisory hoard)

Michael Lynton ticr-g cacutise O -20ier
Ayl BU, appuried | sty 2015 88
Michael servec as CEO of Sony Entertainment
frorm 2012 until 2017, overseeing Sony's global
entertainment businesses. He was aiso Chairman
and CEC of Sony Pictures Entertainment from
2004. Prior to that, he held senjor roles within
TimewWarner and ADL, ano earher serven as
Chalimnsnano CEO of Pongun Crowp where
he extended the Penguin brand to musicand
the internet. Michael is Chairman of Snap, Inc.,
Schrodinger, Inc. and Warner Music, and
currently serves on the boards of IEX and

Ares Management Corporation LLC.

Current notable comimitments:

Ares Management Corporation LLC
(Non-Executive Director), Snap, Inc. {(Chairman),
schrodinger, inc. {Chairman)
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Board of Direclors

Non-Executive Directors continued

Graeme Pitkethly Non-Executive Director
aged 53, appointed 1 May 2019 @ @

Graeme joined Unileverin 2002 and, prior

to heing appointed CFO and Beard member,
was responsible for Unilever's UK and Ireland
business. Previously, he haa held a number of
senior financial and commerdal roles within
Unilever and spent the earlier part of his
career in senior corporate finance roles in the
telecommunications INgustry. Graeme servec
asVice President of Financia! Planning and
vice Presiaent of Corporate Development at
FLAG Telecom and started his career at
PricewaterhouseCoopers. Graeme is a Vice Chair
of the Task Force on Chimate Related Financial
Disclosures and is a Chartered Accountant.

Current notable commitments: Unilever plc and
Unilever NV {Chref Financial Otticer)

Governanee at Pearson

Bzard of Directors

Audit

Appraises our financial management and

Tim Score Non-Exe: unve Dne:ror
aged 59, appointed 1 lanuary 2015 @ @@

Tim has extensive experience of the technoiogy
sector in both developed and emerging markets,
having served as Chiet Financial O fficer of ARM
Holdings pic, the worla's leacing semiconductar
IP company, for 13 years. He Is an experienced
non-executive direclor and serves as Chairman
of The British Land Company ple, a role rowhich
he was appointed in july 2019, a non-executive
crrector of HM Treasury, and a Trustee of the
Nanonal tneatre, He serven onone boara of
Narional E¥press Group ple from 200510 2014,
mcluding time as interim Chairman and six years
as the Senior incependent Director. Earlier in his
carear Tim held senior finance roleswith Rebus

Group, William Bawd, LucasVarity plc and BTR pic.

Current notable commitments: The Britush Lanc
Curtipany pic{Chdatiiniany

Pearsen Executive Managemer

Lincotn Wallen ton-Evacur; e Directer
aged 59, appointed 1January 2016 @ @

Lincoin has extensive experience in the
Lechnoiogy and media industries, and s currently
CTO of Improbable, a technology start-up
supplying next-generation cloud hosting and
networking services Lo the vidco game industry.
Lincoin was CEQ of DWA Nova, a software-as-a-
service company spun out of DreamWorks
Animation Studics in Los Angeles, a position
heheld until 2017, He worked at DreamwWorks
APIMANoN for mine years in avariery of ieacership
rolesintluding Chiel Technology Officer and Head
of Animation Technology. He was formerly CTO at
Etectromic Arts Mobile, leading their entry into the
mobile gaming business internationally. Lincoln is
a Non-Executive Director of the Smith Instifute for
Industrial Mathematics and Systems Engineenng,.
tiis nal'ly rarear jmvalyed 20 vaars nf profecciona)
IT and mathematics research, nduding as a
reader In Computer Science at Oxford.

Current notabte commitroents:
Irmprobable (Chief Technology Officer}

At{PEM)

PEM consists of john Fallon (Chief Executive)and his

Committee

Nomination
& Governance
Committee

Remuneration
Committee

Reputation &
Responsibility
Committee

reporting and assesses the integrity of our
accounting procedures and financial control.

Reviews corporate governance matters,
including Code compiiance and Board
evaluation, considers the appointment of new
Directors, Board experience and diversity, and
reviews Board induction and succession plans.

Delermines the remuneration and benefits
of the Executive Directors and oversees
remuneration arrangements for the
Pearson Executive,

Censiders the company's impact on society and

the communities in which Pearson operates,
including to ensure that strategies are in place
to manage and improve Pearson's reputation.

(7

direct reports. They are the executive leadership group
for Pearson, responsible for delivering Pearson's
strategy under clearly defined accountabilities and in
line with agreed governance and processes.

& ChicfFxecutive

2. Chief Financial Officer

; Chief Technology & Operations Officer
z Chief Corporate Affairs Otficer

; Chief Hurnan Respurces Officer

Ciligel Surategy Officer

Fresident - UK & Global Online Learning

resident - nternationsl

-

-

-r®

.: President - Global Assessment

.:. President - North Arnerican Courseware & Global Product
[
-

Generaf Counse! & Chiefl Legal Officer

sep oppasite

FLOW OF INFORMATION . —)
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Pearson Executive Managemenl

Tim 8ozik Prezicent~ Mo tn Amer'can Co
& (ool Brod act

Tim Bozik has extensive experience in product
cdevelopment and higher education. Tim joined
Pearsonin 1983 as a salesrepresentative and
has since hetdleadershiproles inproduct and
general management,

T TR

Gio Giovannelli ™

Giowas previously CCO of Grupo Mull, which was
acquired by Pearson in 2013, He has also held
three other CEC positionsin Brazil, across
cifferent sectors. Giois a former board membe:
of Narura and of CVC Viagens, both listec in the
Sédo Paulo Stock Exchange.,

PRI

Biarnc Tellmann i« -

Titicer

Thisd | eps

Biarne previol.sly worked across Europe, Asia and
the US i various capacities with The Coca-Cola
Company, most recently as Associate General
Counsel. He has also heldlegal positions at
kimberly-Clark and the lav firms of Sullivan &
Cromwell LLP and White & Case LLP.

Rod Bristow “resiclent
Slocal Driine Learmurg

IR

Rodis a Trustee for the Education and Employers
Taskfarce, a Fellow of the Royal Saciety of Arts,
and Governor for Harlow College ana the BMAT
muiti-academy trust.

Albert Hitchcock © e

Ol

- Cftcer

Albert has been Chief Technology & Operations
Offfcer since March 2014, Previoushy, Albert was
Group CHO atVooafone and prior o this was
Global CiG at Nortel Netwaorks, Alhertisa
Charterec Engineer and a Fellow of the
Insurute of Engineering & Technalogy.

Anna Vikstréom Persson

e

L st

e Officer

Annahas been Chief Human Resources Officer
since Fehruary 2018, She has over 20 years of
nternational HR experience. Previously, Anna
served as EVP & Head of Group Human Resources
for Sandvik, and similarly for SSAB. She was also

VP HR & Organisation for Ericsson.

57

Jonathan Chocqueel-Mangan
Chia"Srrategy O°F cer i

Jonathan was formerly Chief Strategy and
Transfor mation COfficer at Kantar Consumer
insichts, lonathan has professional guakfications
in Consulting and Coaching for Change from the:
Said Business Schoot ana a Doctor of Business
Administrationin Organisational Behaviour from
the University of Surrey

Deirdre Latour Ch &f Coroorare Affas Dfficer
Derdre bas been Chief Corpoate Affaws OfHcer
since January 2019, She brings over 20 years of
experience incorporate communicarions and
1IssLes management. Previously, Deirare was the
Chief Communicatons Otficer for GE and worked
{orthe global publicrelstions irm tdelman

BobWhetan F Gb el Asseosrnen;
Bobhassignificart expartist in asacssmicht and
has ariven Pearson’s growth as a globai leader
In cornputer-based assessments since 2600
Bob leads Pearsan's combmed assessment
businesses inctuding US Student Assessment,
Clinical Assessment, aswell as PearsonVUE.




58 Pearsonplc Annual repertand accounts 2019

Corporale governance review

Board of Directors

Composition of the Board As at the date of this report, the Board
consists of the Chair, Sidney Taurel, two Executive Directors: the Chief
Executive, John Fallen, and CFQ, Coram Williams and nine independent
Non-Executive Directors, Sherry Coutu and Graeme Pitkethly were
appointed as Non-Executive Directors on 1 May 2019.

The Chair is primariiy responsible for the leadership of the Beard and
ensuring its effectiveness. He ensures that the Board uphelds and
promotes the highest standards of corporate governance, setting the
Board’s agenda and encouraging open, constructive debate of all
agenda items for effective decision-making. He regularly meets

the Chief Frecotive to stay infarmed and provide advira. Ha also
ensures that shareholders’ wiews are communicated to the Board.

Chair's significant commitments There were no changes to the
Chair's significant commitments during 2019.

independence of Chair In accordance with the UK Corporate
Governance Code (the Code), Sidney Taurel was considered Lo be
indenendent upon his appointment as Chair an 1 Jantary 2016

The Chief Executive is 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.
He is responsible for developing operational proposals and pelicies
for approval by the Board, he promotes Pearson’s culture and
standards, and is the main representative of the company to its
externai stakeholders.,

The Senior Independent Director’s role inciudes meeting regularly
with the Chair and Chief Executive to discuss specific issues, aswell as
being availabte 1o shareholders generally should they have concerns
that have notbeen addressed through the normal channels. She aiso
leads the evaluation of the Chair on behalf of the other Directors.

Division of responsibilities There is a defined spitt of responsiniiilies
between the {hair and the executive leadership of Pearson. The roles
and responsibilities of the Chair, Chief Executive and the Senior
Independent Director are clearly defined, set out In writing and
reviewed and agreed by the Board on an annual basis. These can be
found onthe company website at www.pearson.com/governance,

Independence of Directors Al of the Non-Executive Directors who
served during 2019 were considered by the Board to be independent
for the purposes of the Code. The Board reviews the independence of
each of the Non-Executive Directors annually. This includes reviewing
their external appointments and any potential conflicts of interest as
well as assessing their individual circumstances in order to ensure that
there are norelationships or matters fikely to affect their judgement.
In addition 1o this review, each of the Non-Executive Directors is asked
annually to complete an independence questionnaire Lo satisfy
requirements arising from Pearson’s USiisting and the Code.

Directors’ commitments and conflicts of interest Under the Companies
Act 2006 (the Act), the Directors have a statutory duty {0 avoid conflicts
of interest with the company. The company’s Artidles of Association
alfow the Directors to authorise conflicts of interest. The company has
an estabilished procedure to identily actual and potential confilcis of
interest, incuding all directorships or other appointments to, or
relationships with, companies which are not part of the Pearson Group
and which could give rise Lo actual or potential conflicts of interest.

Additionally, in response to Provision 15 of the Cade, Pearson 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 fermalising the Board
approval process for such matters.

Onee notified to the comPany, any pr)rpnrmi conflirts and
commitments are considered for authorisation by the Board atits
nexl 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 Lype of role, expected time commitment and any impact
which this may have on the Director’s duties to Pearson, as well as

any relationships hetween Pearson and the external organisation

The interested Director is not permitted to vete, or be countedin the
guorum, for any resolution relating to his/her commitments, confiict
or potentizl conflict. The Board reviews any authorisations granied on
an annual basis.

During 2019, the Board approved two new significant commitments
for existing Directors. Firstly, the appaintment of Lincoln Wallen

as Chiet fechnology ufficer of improbabie, a technology start-up
company. The Board was ol the opinion that this additional
appointmentwas acceptable as the time commitment expected

of Mr Wallen in his new role would be no greater than his previous
executive role at the time he joined the Pearson Board. Secondly, the
appointment of Tim Score as Chairman of The British Land Company
ple (British tand). The Board was of the opinion that this appointment
was acceptdabie as Mr Score tioids no other directorsiips of liswed
companies apart from Pearson and British Land, therefare it was
deemed that the additional time commitment would not impact on
Mr Score's duties to Pearson. Additionally, in the cases of both

Mr Wallen and Mr Score, the Board believes that the experience gained
by Directors through their other commitments can bring valuable
perspectives to the Pearsen Board. There were no other new
comrmitments of Directors duting 2009 which the Boerd considered
to be significant n nature.

Early in 2020, Michael Lynton informed the Chair that twe of the
companies inwhich he holds non-executive positions intended to list
during the course of the year, namely Schradinger and Warner Music.
Once those companies are listed, Mr Lynton would then be serving
an five listed company boards. Mindful of Pearson’s own internal
guidance, and shareholder sentimentin relation to Directors’
commitments, Mr Lynton and the Chair have agreed to review this
situation over the course of 2020, once there is absolute clarity
regarding Mr Lynton’'s future intentions. To date there has been

no impacton Mr Lynton’s ability to committe the Pearson Board,
and he has demonstrated a fuli attendance record at Pearson since
his appointment in 2018.

1 should be noted that, should this position not change durng the
course of 2020, Mr Lynton has agreed with the Chair that he will not
stand for re-election to the Pearson Board at the 2021 AGM.

The role and business of the Board

The Board is deeply engaged in developing and measuring the
company's long-term strategy, performance, culture and values.

We pelieve that it adds a valuable and diverse set of external
perspectives and that robust, open debate about significant business
issues brings an additional discipline to major decisions,
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The key responsibilities of the Board include:

v

overall leadership of the company and setting the company’s
values and standards, including monitoring Cudture

~

determining the company's strategy in consultation with
management, reviewing performance against it and overseeing
management execution thereof

major changes to the company's corperate, capital, mahagement
and control structures

~

v

approval of all transactions or financial commitments in excess of
the authority limits defegated to the Chief Executive and other
Executive management

> az3essment of management performance and Board and
Executive succession planaing.

A schedule of formal matters raserved for the Board's decision and
approval is available on our website, at www.pearson.com/governance.

Culture, purpose and values

Pearsonc covevatues - 1o be brave, )maginative, decent and
accountable - go to the heart of our purpose: to help people make
progress in their lives and careers, and the Board and empiayees are
committed to demonstrating those characteristics throughout their
work and deliberations. The Beard endorses Pearson’s culture

of innovation, fostering talent and inclusivity at all tevels and
demonstrated this during the year by engaging with employces from
acrocg Pearson through avariety ofin-person and virtual events,
The Board monitors the culture and organisational health of the
company with the assistance of its Cormmittees, induding through
regular updates o e Chigt Human Resources Officer on talent,
D&land Pearsan's values as well a5 considering Group-wide
programmes such as Code of Conduct, compliance, Health & Safety,
and lraining imidatives, Building on discussions during 2018 and with
the helpof the Chinf Himan Resplrcas Nfficer we aim tnmtradoce a
dashboard drawing together key cultural indicators from across the
Group, which will add quantitative metrics to augment the Board's
existing oversight of culture and organisationai health,

Strategic planning and decision-making

The Board spends considerable time in assessing that any proposed
Transaciion angns with the stralbgy ano Tuture prospedcis for e
business. in addition, an annual strategy session enhances the Board's
decision-making in shaping the company’s strategic and financiai plans.

The Board and Committees receive timely, regular and necessary
finanoal, management and other information to fulfif their duties.
Comprehensive meeting papers are crculated to the Board and
Committee members atieast one week in advance of each meeting
and the Board receives a regular dashboard and key milestones report
and regular updates from the Chief Executive and Chief Financial
Cfficer. In addition to meeting papers, a library of current and historical
corporate information is made available to Directors electronically to
suppaort the Board’s decision-making process. The Directors can obtain
independent professionat advice, at the company’s oexpense, in the
performance of their duties, All Birectors have access to the advice
and services of the Company Secretary, whose appointment and
remaval is a matter reserved far the full Board.

Ctheripformation 50

The Directors recognise their duties towards the shareholders and
other stakeholders of the company as aet out in Section 172 of the Act,
and a continued understanding of the key issues affecting stakeholders
is anintegral part of the Board's decision-making process. You can read
more on the pages that follow about the Board's engagement with
stakeholders and an iflustrative example of how it takes stakeholder
views into account inits decision-making.

Board meetings

The Board held seven scheduled meetings in 2015, with discussions
and debates focused on the key strategic issues facing the company.
Major items covered by the Boardin 2019 are shown in the table on
p60. Inaddinon 10115 scheduled meetings, the Board meets in person
or by tefephone as nocessany to concider matters of 2 time censitive
nature. There were twa such meetings in 2014 to allow the Board o
consider matters relating to bhusiness performance and acquisition
and disposal opportunities,

Qctober, North America At a two-day meeting in October, the Board
and Pearson Executive reviewed Pearson's digital transformation
journey towards a single set of global platforms and the alignment

of these initiatives with the long-term company strategy. The Board
reviewed the Pearson Learning Platform (PLP) and discussed and
agreed ways in which to accelerate the release of new products on the
platform. They also considered the ways in which Pearsan’s technology
and platform strategy would enable innovation through the ongoing
devetopment of the PLP while keeping learner experience and
requirements atthe centra of the plan.

Two stakeholder panel sessions allowed the Board to hiear directly
fram anthnrs, educators ond dee s about ther experiences of digital
teaching andfearning n schools and higher education. You can read
more ahout the Board's engagement with these stakehalders on
p62-63 The Board also attended an event with new and emerging
Laierit, particuiarly empioyees with digital and lechnoiogy skilis,
angaged with nma members of Pearsan’s cenior leadership team whn
have enhanced our skitls and expertise in digital platforms and Al,
and gained valuable insights into employees’ views on Pearson’s
current challenges and opportunities through a session facilitated

by HR and Talent icadership.

December, North America At a three-day meeting in December, the
Board and the Pearson Executive were joined by members of the
Globatl Qniine Learning leadership team who provided an overview
of the global business. The Board took a deeper dive into the OPM
and Virtual Schools businesses, considering areas such as:

> Strategic plans and potential growth opportunities for OPM ang
Virtual Schools

> The customer-focused culture of the Virtual Schools business, and
transtormation programmes in respect of Virtual Schools technotogy
and curriculum which would be delivered in the coming year

> Key points of differentiation between Connecllons Academy, aur
Virtual Schools business, and traditional ‘bricks and maortar' schoofs

» Examples of OPM partnerships in acttan such as Arizona State
University, Northeastern University and the University of Adelaide

The Board also partidpated in a tour of the faciiities (o see the
OPM business in action and ta meet with employees.
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Corporale governance review

Board attendance

Diractors are expected to attend ali Board and Committee meetings
butin certain exceptional circumstances, such as due to pre-existing
business or personal commitments, it is recognised that Directors
may be unable to attend. In these circumstances, the Directors receive
relevant papers and, where possible, will Communicate any comments
and observations in advance of the meeting for raising as appropriate
during the meeting. They are updated on any developments after

the meeting by the Chair of the Board or Committee, as appropriate.
Individuals’ attendance at Board and Committee meetings is
considered, as necessary, as part of the formal review of

their performance.

In appointing Graeme Pitkethly as a Non-Executive Director during
2019, the Board noted that, due to Mr Pitikethly's external commitment
as Chief Financiaj Officer of Unilever, there was expected to be a
transitional period of approximately two years following Mr Pitkethly's
appointment in which there may be a small number of meeting date
conflicts due to the pre-existing corporate calendars of Pearson and
Unilever The Mirectars were of the view that Mr Pitkethly was a strong
addition tothe Baard and approved this transitional arrangement.

Mr Pitkethly has worked closely with the Chair and Company
Secretary to minumise the impact of any overlapping dates.

Board meeting focus during 2019

There was 3 high level of atlendance by the Directors at Board and
Commitiee meetings in 2019 as shown inthe table below and in the

Committee reports that follow:

Board meetings attended

Chair

Sidney laurej
Executive Directors
john Fallon

Coramwithams

Nui-Execudive Diredciors
Elizabeth Corley’

Sherry Coutu

Vivienne Cox

Josh Lewis

Linda Lorimer

Michael Lynton

Graeme Pitkethly

Tim Score

Lincoln Walten

sy

9/9
3/9

Board meetings attended

8/9
6/6
9/9
UG
9/9
9/9
5/6
9/9
9/9

Lnabletoc attend ane meening due (o an external commitment. Ahead of the

meetinig. Mrs Corley rommunicated her comments on the bosiness of the

Boardto the Chair,
2 MsCoutd omed the Board an  May 2019,

3 MrPikethlyjomed the Board on 1 May 2019, Unable to attend one meetng
due o a pre-existng commitment as noted above. Ahead ofthe meeting,
Mr P.tkethly communicated h:s comments on the business of the Board to

the Cnair.

Strategy Performance Leadership & peopte

> Talent and succession
planning

> US Higher Education
Courseware

> OPM and Global
OnlineLearning

> 2018 preliminary
results and annual

reportand accounts » Culture, values anc

> Interim results and orgamsational health

> Acquisitions of traging Updates

Lumerit Education
and certain assets of
Smart Sparrow

» ChiefExecutive's goals
» Regulan dasnboara
and milestone reports

> Oversight of 2019

> Employee Engagement
Network feedback

> Eventswith senior

> Disposalof US K12 operating plan and management and
Courseware business goals, and preparalion  f,iititated tatenr
> Disposal of stake in for 2020 hreakfasts

» Finaland interim
dividend proposals

Penguin Random
House and use
of proceeds

> Receplions wih
employeesin
Usand UK

~

Capital allocation Read more onemployee

engagement on p&2

~

Inweractive product
demanstrations

™

ProguLe, ledmoiogy
A nperations
stralegies

~

Operating and
strategic plan
discussions

~

Digital advisory
network

Governance & risk

o

> Approval of division
of responsibiities
between Chairand
Chief Executive

Legal and regulatory
compliance including
UK Corporate
Governance Code,
CompaniecActand

listing obiigations

> Annuai review of
confiicts of inferest

v

Regular Brexit updates

Shareholder activism terms of reference

and defence planning

~

> Taxupdate

~

Organisational risk and
resilience review

v

Approval of income
statement and going
concern and viability

> Board evaluation

> Approval of Committee

Sharehoider
engagement

> Investar relations
strategy and share
price perfurmance

> Major snarenotaers
and share register
analysis

» Shareholder issues
and voting

> Feedback from
Chair and Execuilive
Director meetings
with shareholders

> Focus on
forthcoming AGM
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Board Committees

The Board has established four formal Committees: Audit, Nomination
& Gavernance, Remuneration, and Reputation & Responsibility.

The Chairs and members of these Committees are appointed by the
Board on the recommendation (where apprapriate) of the Nomination
& Governance Committee and in consultation with each relevant
Committee Chair. In addition to these tormal Board Lommittees,

the Standing Committee alsc operates with Board-leve! input.

l.earn more about Pearson’s governance structure on p56

More Committee information:

Audit Commitice pl4
Wonation 8 Goven ranid Commiiiad pEd
Remuneration Committes pRa
Reputation & Responsibility Comimitlee p72

Financial statements

Other information &1

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 awhole.
The Commitiee Chairs report to the full Board at each Board meeting
immediately following their sessions, ensuring a good communication
flow while retaiming the ability to escalate items to the full Board's
agendaif appropriate.

Standing Committee

A Standing Committee of the Board is established to approve certain
operational and ordinary course of business items such as banking
matters, guarantees, intra-Group transactions and 10 make routine
approvals relating to employee share plans.

The Committee has written terms of reference, reviewed and approved
cach year, which clearly set outits authority and duties. These can be
found on the company website at www.pearson.com/governance.

Board decision-making - Acquisition of Lumerit Education

This case study on Pearson's recent acquisitiont of Lumarit
Education provides an illustrative example of how the Board
has regard to relevant stakeholders and their interests inits
dectsion-making processes.

In Qctpber 2019, Pearson announced the acquisition of

Lumerit Education, an ed-tech company that leverages technology
to provide students with a custornised path 1o earn up to
threc-quarters of their degree online and outside of a traditional
college. It alms to address the rising problem of the lack of
affordability of a degree, while trving Lo increase flexibility and
reduce the time commitment required to complete a degree.

Its clients include private-pay consumer students as weil as
corporations providing tuition assistance programmes for their
employees. Lumerit Education uses data and analytics to match
learner profiles to academic programmes to enable mare people
to prosperin their lives through learning. Pearson vicwed the
acauisition of Lumerit Education as an opportunity to strengthen
and develop its strategic focus on employability and lifelong
learning. With this acquisition, we will use the Lumerit Education
techinology to accelerate the growth of our Accelerated Pathways
business, making education more affordable and accessible in
all phases of life. Lumerlt Education works with employers to
deliver education programs that improve employees’ skills and
knowledge, building a workforce that's mare competitive,
engaged, and prepared for the future of work. As Pearson's first
acquisition for five years, Lumerit Education was an important
milestone. The Board focussed on there being a strong strategic
rationale, clear integration plans and achievable synergies,

As part of the consideration process for this acquisition, the Board
received detailed updates from managerment, prepared by the
it nal advisory tearm (anitlvhey mput fram the business and
axternal advisers) setting out the matlers for evaluation, which
incduded the anticipated synergies, due diligence findings,
valuation and return impacts, stakeholder considerations and
detailed post-acquisition integration plans. Inj1s deliberations,

the Board also considered developing the capabiiity in-house,
deciding against that option due to the expected time to camplete

Through the deasion-making process. the Board considersd the
Impact on its key stakeholders, including:

Employers: The Board noted the patential rofe far Pearson as o
‘maichmaker’, leveraging our experience Lo provide educational
optlions to organisations looking to recruit, retain, upskiil and
re-skili their employee base. Lumerit Fducation’s offering
ensures better utilisation of costs already allocated to tuition
TRIMTIDUSETIENL PO aIMInEs, I oves employee retenon,
course completion and helps to upskill employees.

Learners: Lumerit Education’s offering prowdes learners with
flexibility, helping them find the most efficient way 1o earn a
degree. The acquisition will enable Pearson to apply its expertise
in courseware (o the delivery of general education and gateway
courses and to make an impact on student [earning outcomes.

Educational Institutions and Educators: The abuity to offer
on-demand courses through Lumerit Education's ‘Global Digital
Classroom’ provides educational Institutions and educators with
the abllity Lo offer any of the classes, at any time. The technology
also allows partners accessto afunnel of ransfer students who
wantio complete their degree.

Employees: The Board considered the current empioyees of
Lurnerit Education in their deliberations, including how best to
preserve the cuiture and sense of energy that the strong

Lumerit Education feadership team had created and minimise
the disruption to them while integrating the Lumerit Education
team into the wider Pearson culture.

Sharehiolders. inevaluating the acguimuo pospedt, e Boai d
considered the alignment of Lumerit Education with Pearson's
strategy, ensuring that it was a good fit and would bring synergies
to the business.
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Engagement with stakeholders

Astrong understanding of our stakeholders and their views is
integral to Pearson’s strategic planning process, and the Board's
strategy sessions are informed by the views and needs of a wide
range of stakeholders including customers (such as learners
and educational institutions), technology companies, authors,
shareholders, members of our Digital Advisory Network,

Pearson management and the wider workforce. As required by

the Code, the Board ensures that Pearson engages effectively with,
and encourages participation from, its key stakeholders. The Board
maintains its oversight through a variety of direct and indirect
mechanisms as illustrated below and the Reputation & Responsibility
Committee monitors the Group's stakeholder engagement framework.

The key actwities undertaken by the Board or oy indimvidual Directors in

relation to stakeholder matters are set out below,

L.carners

> Pearson helps milions of learners
across theworld (o progress across
alistages of learning,

> During the year, the Board mat a
panei of US higher education
Campus Ambassadors who
provided a learner's perspective
nn higher arincarion, inclining
on course materials, print
versus aigital, technology
and emplovabiity.

i

The Board receives new product
dernonstrations, including Aida
auring 2619, to understand
first-hand the benefitof such
products (o learners.

-

The Pearson Learnmg Platform
{PLP), a key customer and learner-
facing element of the ¢igital
transformation programme,

was ronsidered by the Board and
Committees regularly throughout
theyear from strategic, operational
and risk perspectives, including
considering learner and eogucator
impact and requirements.

-

The Board considered the evolving
brand strategy through a lens of
robustreputational research
which inciuded the views of 2,000
learners ana educaiorsin the

US ana UK.

~

The Reputation and Responsibility
Committee considered Pearson's
response to a security breach

of a UK Aleve| Mathematics
examination and the lessons
learned, including the engagement
wilh learners, parents, schoals,
reguilators and media.

Employees

» Qur purpose-driven employees
are key 1o the sustainable success
of Pearson.

Pearson has in place a well-
established range of mechanisms
to engage with employees,
inciuding town hall meetings,
wirnal ginhal conversatinns,
employe@ reSOUICE groups,

ang employee engagement and
organisational health surveys.
The Board has avariety of
opportunites to engage hath
formally and informailly with the
workforie during events such as
Board site visits and talent
breakfasts. nthe spiritof the
Code’s focus on stakeholider
engagement, an Employee
Cngagement Network was
estabhshed in early 2019 as

an additional means for the Board
1o hear diractly from ermployecs.

Seemore ON PG4

~

~

During the year, Pearson helc two
gatherings of its Female & Diverse
fxecutive Leadershis Forum,
hasted by Sidney Taurel in Londan
andgJohn Fallon in New York.

The svents were attended by
external speakers as well as

internal and externat talent to raise

awarengss of Pearson's purpose
and career opportunities, and to

highlight the Group's commitment

to talent development, D&,
Non-Executive Directors

Elizabett Corley and Linda Lorimer

also auended.

» The Chair, Executive Directors and
Non-Executive Director, Michae!l
Lynton, attended the Pearson
Leadership summit held in
Brooklyn, New York. This event
brought together senior leaders
fram across Pearson, who engaged
with industry thoughtieaders and
external speakers, and focusea
on Mmaximising the opportunities
of digital transformation,
becoming a learning organisation,
building our Lalent and culture
and fostering diversity. The Chief
Executive also attended the annual
North America Hrgher Education
Sales Conference where he
engaged with sales and custarmer-
facing representatives fromacross
the North American business.

You canread more about Lalent
and succession planiing on p6h

~

Sharcholders

» Pearson has a broad range of
investors who entrust their capicat
with us and for whom we 3im to
deliver iong-terim sustainable value
while recognising Lheir diverse
range of views.

~

The Chair and Executive Directors,
r:nppnrn:n' hy the Campany
Secretary and Investor Relations
team, meet regularfy with
institutionat investors to discuss
the business andte respond to any
concerns they may have, and the
Chair ensures that the Board s
keptinformed of investors’ ang
advisers’ views onstrategy and
f.‘orpcrate gDVn’:’I’I"u’iHCE.

v

inFebruary 2020, Pearson hostea an
event for our top five shareholders to
meet Board members and discuss
aspects of Pearson's strategy,
product pipelne and governance
tframework. In attendance trom the
Boardwere: the Chan, Sidney Taurel;
Chairs of the Audit, Remuneration
and Nomination & Goverpance
Commitieas, Non-Executive Direcfor,
Michael Lynron; and memibers of
S@nIoF Management.

Lomnittee Lhairs are avarlable 1o
meetwith major shareholders
should they sowish, and undertake
direct engagementinrespect of
significant matters within thelr
remit, such as remuneration,

~

~

Board membersmeet informally
witliaharehiolders after tie AGM
andrespond to shareholder
gueries and requests as necessary
throughout the year.

> Board Committees consider
shareholder views on
envirgnmental, social and
governance{LSGand remunerstion

matiers, as required.

v

At each Board meeting, the
Directors consider commentary
from advisers on major
sharehoicers’ positions and
Fearson’s share price.
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The insights which the Beard gains into the views of its stakeholders
through mechanisms such as those set out below form an important
partof the context for all of the Board's discussions and decision-
making processes. More information on Pearson's key stakeholders,
including their areas of concern and our response, is set out in the
Strategic report on pid. Further information on how the Diracters
discharge their duties under $172 of the Actis avatlable on p28

Otherinformation
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Fducational institutions
and educators

> Pearson engageswith teachers,
narruriore andl ol e 3r0re arynes

ali stages of egucation.

> Atits October meeting, the Board
met apanet of authors and
educatars who provided

insights inta the challenges ana
apporiunites they face with digitat
teaching and learaing in schaals
and higher eaucation. Pariicipanis
discussed the impartance of ugh-
aLality digital content, assessment
and tools and the need for arcess
1o a high-nuality career-focused
eduranon. This session enabled
the Board 1o explore theissues
posed hy educaiors and 1o
consider how Pearson's siralegy
would enable the GroLp rahe

part of the solution.

The Board monitors brand

tracker insightsncluding
satisfaclion scores.

~

~

The Chief Exec utive engages

personally with high-evel educator

and teacher contacts whose views
nform operating and strategic
pians, pronucts, technology ang
oneralians strategies

Employers

> Pearsonworks with employers,
trade atsnciatinns aneljrdyetry
todies to meet the demands of the
workforce and equip learners with
the skills they need tothrive.

The Chief Executive regularly
meetswith and listens to
employers around the warld

ingluging arthe Pearson
LeadershipForummthe US

where leaders infugher education,
business and government came
together to network, share insights
ang explore how techinology is
creauny spportunities for bole
change. Sessions incliuded:
‘Preparing students for
employrment and parinering to
sdppot twuorkfor e needs’, and
‘The demand tor ifelung learaing’,

Employers are strategically
material to our busmess, and rhe

rase study on pat ilustrates
how the Directors discharged
thewr duties under Section 172
afthe Companies Act when
considering the decision 1o
acguire Lumerit Educaton.

Governmend and
Regulators

> Pearsen partners with
Envernmenis tlyr sl avare fereral
national} to ensure learners hiave
access to high-quality instrucrion,
matertals and assessiments inked
to benelicial cutcomes, induding
buitding workforce skills.

¥ Engagementwath statutoty
L£athes suon as listing authoribns
and financialregulators is key
fo doing business as a Wisted

global company,

> The Chief Executive meats
regularly with government
rEpresentalives and regulators
around the werld 1n 2010 ha met
with, among others, the Chinese
Mirmstry of Human Resguries and
Social Security (MOHRSS), the UK
Depariment for international
Trade in China, the Depury British
High Cammissioner in India, the
Governorof So Pauln, the
Canadian Minister of Immigration,
Refugees, and Citizenship, ana
White House officials wha lead
warkforce and education policy,
including the Deputy Assistant
Secvatary, Employment ana
Tramung Adiministraton,
U5 Dt i ol Labsus.

Business Partners

> Fromvengors 1o supphers, channe)
PATINArS In o anthrrs Prarsom
has abroad range of partners
across our globat business.

> The Chief Executive and the
Executive management Leam
attendad the annual supplier
SUITRIL ang meet regularhy with

500 oSS

ey glesalsupp
smooth flow of information o
Board level on matenal issues or
CONCE[ TS arising

> Throughout the year, the Audit
Committee had oversighr of
programmes stchas: The Enabing
Programmeo and PLP (2ach
invalving technology providers
and suppliers)y; Internal Audic and
Control's Centre of Excellence
{includimg controls and audits at
dphvery partrers' service centresy;
and Pearson's third-party anti-
bribery and corruption due
diligence programine.

> The Repulavon & Responsibiiity
Committee nas oversight of
Pearson's supply chain mduding
strategic supphier partnerships
and supply rhain risk

The Board held a [oint session
with Pearson’s Digital Advisory
Network - a2 group of exrernal
tirought leaders who are
partnering with us as we navigate
the digital transformation ang inok
to maxirruse opportunities that
this brings.
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Emplovee Engagement Nelwork

Pearson uses a wide range of effective mechanisms to enable
the Board to keep a finger on the pulse of the organisation and
empioyees views on Pearson’s strategy, communications,
tompensation and benefits, and the senior leadership team
overall. In the spirit of the Code, Pearson has introduced an
additionai mechanism - an Employee Engagement Metwork -
which s a hybrid of two methods suggested by the Code,
consisting of a designated Non-Executive Director engaging with a
panel of employee representatives. The Board considers this
method of erigagementtobe effective as T provides ameans
for the Board to hear directly fram employees as well as creating
an opportunity to gain additional insight on how to enhance
employee satisfaction and work effectiveness within Pearson
and help engage and retain high performers.

Employee representatives were selected from across Pearson
reflecung geographical, generational, operational and cultural
diversity as well as length of service. The designated Board
representative participating in the Network is Vivienne Cox,
Non-Executive Director, who updates the Beard on matters
discussed with employees following each Network meeting.
The Chief Executive and Chief Human Rescurces Officer also
attend meetings.

Directors’ training and induction

All Directors receive training in the form of presentations about the
company’s operations, through Board meetings held at operational
locations and by encouraging the Directors to visit local facilities
and management as and when their schedule allows, induding if
they are travelling to a country or region on non-Pearson business.
The Campany Secretary and Generai Counsel, in conjunction with
Pearson's advisers, monitor legal and governance developments
and update the Board on such matters as agreed with the Chair.
Cur Directors can alse make use of external courses.

During 2019, the Direclors pariicipaied 1 a deep Jdive inta information
security and data privacy, enhanang theirunderstanding of recent
developrnents within Pearson from a technology and process
perspective as well as considering cyber risk and other external
factors affecting the company and the wider business landscape,

The Directors receive a significant bespoke induction programme

and arange of information about Pearson when they join the Board.
This includes background information on Pearson and detaiis of Board
procedures, Directors' responsibilities and various governance-related
issues, incuding procedures for dealing in Pearson shares and their
legat obligations as Directors. The induction also typically includes a
series of meetings with members of the Board, external legal advisers
and brokers, the Pearson Executive and senior management,
presentations regarding the business from senior executives, and a
briefing on Pearson’s investor relations prograrmme. The induction
framework is reviewed by the Nemination & Governance Committeg
in advance of any Director onbearding.

The Network met twice in 2019. Prior to its first meeting, a survey
was distributed to Network members to gauge views on topics
for conversation. The first meeting set out the background and
purpose of the Network, considered the results of the last
organisational health survey as well as hearing a case study

from the head of our Virtual Schosls businass - a high performer
in the survey. Members aiso discussed broad topics of interest
for further discussion.

Following consultation with Network members, a new format
for subsequent meetings was proposed and approved by the
Nomination & Governance Commitiee. This saw the adopfion
of a single focus area for discussion, a pre-meeting briefing and a
reguest for employee representatives to seek leedback and
perspectives on the issue from colicagues.

During the second meeting, the Network members participated
in a facilitated exercise, the outputs of which were chared with

Ms Cox and Mr Fallon. They recognised employees’ desire for
learning and development opportunities, building a culture of
learning throughout Pearson, which has resulted in the Group-
wide introduction of a fearning ‘time budget’ for each employee to
devote to their own learning and career development activities.

The induction programmes for Sherry Coutu and Graeme Pitkethly,
our most recently appointed Non-Executive Directors, took place in
2019, A tailored and bespoke induction programme was designed

for each of them and included meetings with other Board members,
business area familiarisation with members of the Pearson Executive,
and a briefing on Directors' legal duties and governance obligations.
Additionally, Sherry and Graeme each participated in sessions relating
to theirindividual areas of interest as well as topics which were
pertinent to the Committees which they have joined. The Company
Secretary sought Sherry and Graeme’s feedback following completion
of their induction programmes, both of whom were positive about the
benefits of the programme.
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Succession planning and talent

The Board considers oversight of succession planning as one of its
prirme responsibilities, assisted by the Nomination & Governance
Committee. The company has formal 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 standing item for
discussion and review by the Chair and the Board on an annual basis;
however, recognising Mr Fallon’s seven-year tenure as Chief Executive,
the Chair led discussions on Chief Executive succession at each of the
Non-Executive sessions during 2019

Succession planning for the Beard as a whole and for the role of Chair
is considered annuatly by the full Board and on an ongoing basis by

ke Nomination & Governance Commitiee, with the Chair and Senior
Independent Directar also discussing Commitiee Chair sugcession
planning on a regular basis. There is regular discussion and oversight
by the Board of succession planning for key positiens at Executive
management level. The Executive team has a key role to play in both
aur strategic planning process and in succession planning and fostering
the culture of D& required to continue to deliver on our strategy.

Succession planning for Exceutive Dircetors

In late 2019, the Chief Executive, John Fallon, announced his
intention ta retire fram Pearson during 2020. The Chair,

Sidney Tadre), neeps the matter of Chief bxeculive succession
under regular consideration and accelerated the scarch process
following this announcement, The Board has a dear sense of
the attributes which IUis tooking fur in the new Chief Cxecutive -
these include, but are not limited to, having demanstrable
experiencein corperate transformation, digital experience,

a global view, and an ability to nurture a strong and heatthy
crganisational culture, The Soard recognises the challengein
securing alt of these attributes in one individual, but is confident
with the progress made 1o date in the search process and wilt
update sharehelders at the appropriate time.

financial statements,

Other information 65

Aswell as Board and Executive management succession, the Board
also oversees our leadership pipeline. in October, the Board's
discussions on talent and culture, indluding a succession planning
session focused on the executive pipeline from which the future
leaders of Pearson were likely to emerge, both at PEM level and for
olher key rofes. Adiverse pipeline of ‘ready now and 'ready later’
emerging talent has been identified, and pians are putin place to
accelerate their development and path to succession where possible,
inctuding through measures such as participating in Board and
Comrmittee meetings, mentoring by Non-Executive Directors,

and by encouraging and enabling individuals te take on external
nen-executive roles in order to increase their exposure Lo new
areas of husiness The company also has targeted development
programmes for high-potential taient, mentorship programmes
for serior women leaders, as well as a Manager Fundamentals
programme for middle management,

In early 2020. the Chief Financial Officer, Coram Williams,
announced his intention to step down from the Board and leave
Pearson. Awcordingly, the Doard aCtivated its EXacutive SUCCEssion
plaris which had identified Sally johnson, current Deputy CFO, as a
ready now’ candidate to succeed Coram as Chief Finanaal Officer,
Mr Taurel and Ms Cox, Senior independant Director and Chair of
the Nomination & Governance Committee, led discussions on
behalfl of the Board which resulted in the recornmendation of

Ms Johnson as CFO-elect, a matier which the Board approved in
principicin january 2028, Pearson nas subsequently announced
that Ms Johnsenwill join the Board and assume the position of
Chief Financial Officer at the conclusion of the forthcoming AGM
on 24 April 2020 (subject to being elected by shareholders at the
AGMY, with Mr Williams stepping down from the Board at that
time. Yol can read Ms johnson's biography on p54
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Board evaluation

The Board operates a three-yearty evaluation ¢ycle which
employs a variety of methodologies to ensure the mast effective
evaluation cutcomes.

Three-yearly evatuation cycle

Last
Wear Methodalogy undertaken
In-depth evaluation, externally facilitated 2017
Questionnaire, (adered tospecificneeds 2018

2 of the business
Internally facilitated interview, to be led 2019

3 by the Chalr, Senicr Independent Director
and/or Company Secretary as appropriate

The Nomination & Governance Committee is responsible for
overseeing the evatuation process on behalf of the Board and it
spent time during the year scoping the process and themes or the
2019 evaluation, with Committee members being invited to suggest
particular questions or items for discussion.

In lme with the framework agreed by 1the Lommittee, the Senior
Independent Director held one-to-cne conversations with each
member of the Board during October 2019. Discussion areas
covered during the individua! interviews included matters which
are important to Pearson in particular, as well as those items laid
down in the Code, including:

~

the Board’s understanding of markets. products and stakehclders,
the quality of the information provided and discussion iime to
facilitate this

~

Pearson's strategy, including its articulation and strategic process,
and the quality of the Board's discussions on strategy

~

the functioning of the Board, including composition, competencies,
diversity and agendas

i

refationships between the Board and senior leaders, and between
members of the Board itself

v

succession planning for Execulive Directors and other senior leaders

~

the Beard's monitering of organisational culture and behaviours

~

understanding of risks facing the company, including probability
and mitigation

e

concerns and areas for improvement.

The Company Secretary invited all members of the Pearson Executive
to provide theiwr views on these topics by way of a questionnaire prior
to the Directors’individual interviews. The findings from this exercise
involving the Pearsen Executive were analysed with the assistance of
an external advisory firm, Lintstock,” and shared with the Senior
Independent Director in advance of her conversations with Board
members to allow for the Executive’s optnions to be taken into account
during the process.

The Nomination & Governance Committee reviewed the findings
from the Beard evaluation with the full Board at its meetingin
December 201¢. The Committee will develop an action plan to address
areas for improvement and will monitor progress during the year.

Key nindings Inciuded:

» a high overall level of satisfaction with the functioning of the
Board, the competence and capabilities of the Directors, and the
quality of relationships between Chair, Non-Executive Rirectors
and the Executive

the level of support and challenge provided by the Board to
management was generaily viewed to be of an appropriate ana
balanced lovel

~

“

positive views in relation to the performance of the Committees
including the volume and importance of work which they undertake
on behalf of the Board

the composition and size of Lhe Board was considered to be
dppropriate, with d good paiance of skilis and capabilities. Board
members noted that consideration should be given to agreeing
the skills profile for any new Non-Executive Directors as part of
ongoing succession planning for the Board.

~

The rnain areas identified by the Beard for conlinued focus during
2020 were:

> redfineinent of the sirategy, 10 partcuiar coninuing Lo develop the
framewark supportinglifelong learning and employability and
ensuring clear and tight articulation of the strategy

~

the Board's monitaring and challenge of the digital transformatian,
including scrutiny of progression metrics and oversight of the
continued rollout of digital products

anawareness of e sk ol varsiurtration Tatigue withim
the arganisatian

~

~

an ongoing focus an customers, including appropriate market and
behavioural insights to facilitate the right level of scrutiny and
challenge by the Board.

In addition, a number of actions were taken during the year in response
o findings atsing from the 2018 exterially facilitated Board evaluation
oracess. You can read more about progress onthesein the 1able
opposite. The Board has confirmed that these iterns were addressed

ta its satisfaction, with recornmendations having been put into practice

or a clear action plan identified for each.

Further, the Chair meets regularfy with the Non-Executive Directors
as a whole and these sessions include reciprecal feedback on

the functioning of the Board to augment the formal Board
evaluation process.

P Lintstock’s imvalvementwith the Pearson Groap s hmitec to matters led by the Company Secretary's office, namely to assist woth tools and marketinsights inrespect

of isted company governance practices and nil gations,
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individuat evaluation

in addition to the evaiuation of the Board as a whole, Executive
Direclors are evaiuated each year on their overall performance
againsi goals agreed by the Board, andin respect of personal
abjectives under the company’s annual incentive plan. These goals
and objectives are linked to the key metrics for the company, including
both financial and strategic objectives as well as goals inked to culture,
talent and brand. Progress against each of these metrics is reviewed
hy the Board on a regular basis, as part of a dashboard of KPis.

The Chair leads a formal individual evaluation of each Non-Executive
Director every otheryear and encourages ocpen channeis of
communication between Directors and the Chair on an ongoing hasis.
i the Board’s opinion, these ongoing ines of commiunication,
combined with a Group-wide culture which allows and encourages
feedback at any time, provide the most effective means for evaluation.
Ir assessing the contribution of each Non-Executive Director, the Chair
has confirmed that each continues to make a significant contripution
te the business and deliberations of the Board. The Non-Executlve
Directors, led by the Senior Independent Director, also conduct an
annual reviow of the Chalr's performance, with the Sonior Indepandant

Director providing feedback from this review to the Chair.

Progress on {findings of 2018 evaluation

fespange)

Trereis ac

arucutation of the strategy

ment by longer-serving members of the Board of the s
rmade chdevelopmenr ot the sirategy, pa ceulstly invespect of the arhicutation of the f ve-year strategic vision

Crher information &7

Cormnmittee evaluation

All Committees undertake an annual evaluation process to review their
performance and effectiveness. For 2019, the Committee evaluation
process formed part of the wider Board evaluation led by the Senijor
Independent Directar, and the findings from this were considered by
the Board as a whole in December 2019. Read more on thisin the
Committee reports on the pages that follow.

cait {_”ngPSSIHa[ nas been

Refinernent and articulation of the strategy will be a continued area of focus twoughout 2020, and the Board is
mindful of the neca to balance the thinking on the fong term with execution of short-term goals in a challenging
environment for certain parts of the business.

BOare sLLCRSHON plannng

Two new Non-Executive Directors, Sherry Coutu and Graerme Pitkethly, joined the Board in 2018, Sutcession

planning for Non-£ xecutives, Incuging roF LNeL.oMMITLeE ¢ NaIr aNo 2enior INaepenaent UIrector roles, Wil be a
continued facus in 2020, This widlinclude a skidls mapping process to enabile the Boarg to design a candidate
profile tur future Non-Executive Ditectors in preparation for retirernenis in the coming years.

Leagershup developmentand
sticcession planning below
Board loveld

Continde to enhance Boara's
oversight of culture

Executive talent and succession planning are regular tierms on the Board's agenda, with two such sessions
taking place during the year, augmented by netwarking and mentoring programmies involving the 8nardg ana
senorfeaders. Read more about succession planning on pgs

Inearly 2019, the Board considered results of the latest employee engagement survey, and it receives periodic
upaares on employee engagement from the designated Non-Executive Director, Vivienne Cox. The Nomination

& Governance Committee discussed incetall the Code's requirement for the Board to monitor culture, ane how
best to achieve this, whichled to a session on talent, culture and values af the Board's October meeting.

The Board and its Commitiees alsa receive inforrmation which provides insightsinto organisationat culture,
such as compliance and Lalent metrics, and has a variely of opportunities [o see the cultura in action ar events
throughout the year Culture will remain an area of focus during 2020 as the Board 1s mindful of the potential
efferts of husiness ransfurmation on ofganisational cujture.

Continue to consider the
competitive landscape and
CLSEOMer views

During the year, the Board recerved updates on the competitive fandstape ana giscussed customer trends
during its regular sessions onthe US Higher Edurcation Courseware husiness, as well as meeting in person
with learner and educator representatives. in December, as part of its site visit to the Online Program

Management business in the US, the Board considered the competitive landscape for that seclor,
Additionally, the Board's milestones dashbinard contains metrics regarding Pearson’s performance in
the markers inwhich the company operates, and the competitive landscape is g factor considered in any
proposals relating to acquisitions or cisposals.

Board's under standing of risk
g

Risk tieep dives take place at each Audit Comimittee meeting on key risk areas, supplemented by Replitation &

Responsibility Committee aversight of cerain risks. The Board retains oversight of the organisational risk
managemenl process, with support from the Audit Committee, and during the year the full Board held a deep
diveinto data privacy and information security, considering the external landscape and Pearson's frameworks

to address these risks.
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Nominalion & Governance Commillee reporl

Committee Chair
Vivienne Cox

Members
Elizabeth Corley, Sherry Coutu,
Vivicnne Cox, josh Lowis,

Tim Score and Sidney Taurel

Committee responsibilities include:

=¥ Appointments

foentifying and nominaling canaidates for Bodrd vacancies.

=> Balance

Ensuring that the Board and its Committees have the appropriate
balance of skills, expenence, inuependence, tiversity and knowledge

to nperata offacnuply,

=» Succession

Reviewing the company’s leadership needs with a viewto
ensuring the continued ability of the organisation to compete
Inthe marketplace.

=¥ Governance

Reviewing and oversesing Pearson’s corporate governance framework,
Board evaluation and training plans, and Board Diversity Policy.

Terms of reference

The Committee has written terms of reference which clearly setout
its authority and duties. These arc reviewed annually and can be
found on the company website al www.pearson.com/governance.

Committee attendance

Atendance by Directors at Nomination & Governance Commiltee
meetings throughout 201

Elizabeth Cerley! 3/4

Sherry Coutu 2/2
Vivienne Cox 4/4
Josh Lewis 4/4
Tim Score a/4
Sidney Taurel 4/4

Unabe o attend une meeting due to an external commitment Anead of the
meering, Mrs Corey rommuricared ner comments oA tRe business of the
Comrmttee to the Chair,

2 MsCoutu cinedthe Cormmittee on 1 Jiy 2019,

Meetings attended

Raole and business of the Committee

The Committee monitors the composition and balance of the Board
and of its Cammittees, identifying and recommending to the Board
the appointment of new Directors and/or Committee members.

The Committes has aversight of the company’s compliapce with,
and approach to, all applicable regulation and guidance related to
corporate governance matters.

The Committee also oversees talent and succession plans for senior
rotes. Following the appointment of Sherry Coutu to the Committeg on
1 july 2018, the Commitree comprises five independent Non-Executive
Directors and the Chair of the Board. The Chuef Executive and other
senjor management, including the Chiet Human Resources Officer,
attend Commattee meetings by invitation,

Areas of focus during 2019

Throughout 2019, a major area of focus for the Committee was the
consideration of the newly effective UK Corporate Governahce ode,
in particularto ensure that the agreed revisions to Pearson’s
governance framework were working effectively follewing
implementation. As part of this, the Committee received a status
tracker on a regular basis to enable it to consider the appropnateness
and maturity of various elements of the framework. Notable itemns
which the Committee discussed as part of its oversight role included:

> implementation of the new Employee Engagement Network
(see po4d)

» aninternal guidance framework relating to Directors’ externai
commitments (see p58)

> ways in which to facilitate further engagement by investors with
the Board

» the Board's monitoring and understanding of organisational
culture and values,

Atits February meeting, the Committee considered the induction
framework [or potential new Board members, in addition to
reviewing the company’s standard form fetter of appointment for
Non-Executive Directors.

Other areas of focus for the Committee during the vear included
preparation for and oversight of the annual Board evaluation process,
recommmendation of revisions to the membership of Board Committees
inresponse to the appointment of new Non-Executive Rirectors,

and review of the Board Diversity Policy and adoption of revised
accompanying objectives. The Committee alse received periodic
updates from the Chief Human Resources Officer and members

of the D&l team in respect of D& initiatives across the business -

see p22 for further detait.

Board search

Akey element of the Committee's remitis to lead the process for
Board appointments inline with appropriate succession plans.

The Committee has defined a set of specific criteria for potential

now MNan-Executive Directars, in particular giving considerstionto

the skills, experience and knowledge regquired in ary candidates.
Pearson expects all Non-Executive Directors to demonstrate the
highestleve! of integrity and credibility, independence of judgement,
maturity, collegiality, a high interest in education and the commitment
to devote the necessary time.
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Inits most recent search, the Committee agreed that it was particularly
interestad to 1dentify candidates who would cornplement its current
skill set, ideally bringing a combination of global executive experience,
financial background and UK tisted company expertise.

Taking into account the agreed person specification, the Committee
engaged Russell Reynolds Assotiates in 2018 to commence asearch
process for new Non-Execdtive Directors. This process Continued into
carly 20719 andi, in line with the objectives of the Board’s Diversity Policy,
the Committes, led by Ms Cox. worked closely with Russell Reynolds
Associates to ensure that the list of candidates reflected diversity of

gender and ethnicity as well as diversity in its broadest sense.

Fallowing consideration by the Committee of a shortlist of candidates,
inciuding their current commitments, skills and previcus experience,
and bearing in mind the Pearson cuiture, the search process
culminated in the appointments of Sherry Coutl and Graeme
Pitkethly as Non-Executive Directors with effect from 1 May 2019.

At the end of 2019, reflecting the announcement by john Fallon of his
intention to retire from the Pearson Board, the Committee commenced
a search process for a new Chief Executive, putting mto practice the
Chief Exccutive succession plans which are revicwed by the Board on
an annual basis. This search process, in which both internal and
external candidates are under consideration, is being led by the

Chair of the Board, Sidney Taurel, with suppart from Ms Cox and

other Board members as well asthe Chief Human Resources Officer.
Pearson is being assisted in the external element of this search process
by kussell Reynolds Associates (search activity) and Jan Hall Consulting

Limited ftrading 20 *Ne, 4} fadvicory activity). You can read more about

s aciily You o =0ou

succession planning for Executive Directors on p65

In addition to the Non-Executve Director and Chief Executive search
processes, Russell Reynoids Assoriates underfakes broader executive
search activity for the Group, and is a signatory to the Voluntary Code
of Conduct for Executive Search Firms, Jan Hall Consulting Limited has
no other current connection to Pearson.

Committee evaluation

The Committee undertook an annmual evaluation to review Its own
performance and effectiveness. The process was underlaken as part
of the wider Board evaluation process and sought views from the
Soard and Company Sedretary on matters including Cormmittee
roips and respansibitities, aquality and rimetiness of meeting materials,
opportunity for discussion and debate, diatogue with management
and access to independent advice,

The Committee was considered to have operated effectively
throughout 2019 with a clear agenda and effective leadership, and
therea was recognition of the volurne of work which the Committee had
undertaken during the year. In response to the findings of the 2018
evaiuation, the Lommittee gave Conskderation to the processes relaung
1o Non-Executive Direclor search activity, as a result of which the
Committee agreed an interview framework for candidates which
would encourage openness and communication between potential
candidates and existing Board members.
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Nomiepation & Governanee Committee
meeling focus during 2019

-> Appointments
» Search for two pew Mon-Executve Directore, rescltingin
appointments of Sherry Coutu and Graeme Pitkerhly

> Directors’ comrmnitiments guidance frameworh

-» Balance

»y Membership of Boara Commuitiees
y M&bimttiatives at Pear<on

> Review and approval of Board Diversity Policy and
accompanying objectives

=¥ Succession
> Fxerutive ant Nan-Fxecutive Direc tor successinn planning

y Incuction outline for new Directors

=» Governance

~

Board evaluaton nreparation and findings

~

Compitance with UK Corparare Governance Code

~

Oversight of dovelopmeon: of the Umployee Engagement ety k

Crhedule apd tenarh of monthas
Schedule apalerndth o meneiih g

~

Approval of Committeeterms of reference

Committee aims for 2020

In 2020, the Committee will continue to pay attention to the principles
and provisions ot the Lode, gIViNg ConsIderaucn 1o areas inwhich there
may be scope to go above and bieyond Pearson’s current governance
arrangements in ensuring a world-class corporate governance
framework. Building on discussions during 2019, we will continue to
monitor Pearson’s organisational culture and, with the help ofihe
Chief Human Resources Officer, we aim to introduce a dashboard
drawing together key cultural indicators from across the Group, which
will add guantitative metrics to augment the goara's existing oversignt
of culture and organisational health. We will also hold updates on D&
and talent and succession. As part of these sessions we will consider
the Board D&l policy and wider initiatives in place across Pearson, such
as Valuable 500 and mentoring programmes, and we will review the
format of the Employee Engagement Network after its first complete
year of operation. Additionally, the Committee will oversee the Board
evaiuaton process which, for 2UZu, will be externaily-lfacimated,

Vivierne Cox
Chair of Nomination & Governance Committee
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Nomination & Governance Conmnritlee report

Board diversity

The commercial benefits of having a diverse Board are well
established. At Pearson, we believe that diversity of all types on the
Board makes us a better business by enabling enhanced commercial
resuits and also that inclusive leadership for the company leads to
belter decision-making. It also reflects an overt cammilment to
finding relaining the bast, most diverse talent.

JR
Sid

The Board embraces the Code's underlying principles with regard to
BEoard balance and diversity, including in respect of ethnicity, gender
and age. The objectives set out in the Board's Diversity Policy and our
progress towards these objectives are shown in the tabie below. The
Committar ensiires that the Diracrnrs of Pearson demanairate a broad
balance of skills, background and experience, to support Pearson’s
strategic development and reflect the glebal nature of our business.

Board DEI] ebjectives

The Committee has agreed the foliowing objectives on behalf of the
the Brard D& Policy:

Ohjectives Progr

The Commitiee also ensures that appointments are made on merit
and relevant experience, while taking into account the broadest
definition of diversity. In the recent Non-Executive Director search
process, the Committee encouraged the retained search firm to place
anemphasis on putting forward candidates who would enhance the
overall diversity of the Board.

The gender diversity of the Board was 33% female representation as

at 31 December 2019 (2018: 30%), achieving the recormmendations
suggested by the Hampton-Alexander Review aimecd at having atleast
33% female representation on the Beard by 2020. We are commilted to
maintaining female representation on our Board at or in excess of this
level, Pearson also satisfies the recommendation In the Parker Review
that at least one Director shauld be from an ethnie minority
background ahead of the 2021 target date.

Board, which were reviewed and updated during the year, to support

€55

We will strive to maintain a Board composition of: -

&y atleast 33% female Directors -

> atieast one Direcror of coluur.

A
A

[P

bl b
[S16ERaTY

W Board appointmicnts will
Board to oversee Pearson's strategic development and that
reflectthe gtobal nature of our business.

The Board will continue to incorporate a focus on a

diverse pipelne In its succession and appontment

planning including to priorifise the use of search firms

which adhere to the Voluntary Code of Conduct for Executive
search Firms (the voluntary Cocejwhen seeking to make
Board-level appointments

The Board wil continuie Lo aoopt best practice, as appropriate,
nresponse to the Davies Review, the Hampton-Alexanaer
Review and the Parker Review.

s

The Board will consider its composition and diversity as
part of its consideration of effer tiveness in the Roard
evaluation review process

Where appropriate, we will assist with the developmentand
support ofinttiatives that promote all forms of D&l inthe
Board, Pearson Executive and our senjior managemeant,

o

Wawill review and report on our progress in line with the policy
and our objectives inthe annual report, including providing
detatls of initiatives to promote D&l in the Board, Pearson
Executive ana cur senior management,

v

Wewilf continue o make key D& information, about the
Boarg, senior management and our wider employee
population, avaitable in the annual report, and aim for
ongoing transparency inthis area in line with best practice.

o

« Target achieved + Newtarget a Changed target

33% fernale Directors achieved,

Beardindudes one Sirectorwho idennfies as
Mixed — wihite & Black Caribbean,

Rigorous process usea duting recent search for sherty Colu ang
Graeme Pitkethly who each have retevant experience and skiils

Russell Reynolds Associates assisted Pearson with the recent Non-Executive
Director search process and are engaged on the external element of the
Chief Execufive search. Russell Reynolds Associafes are a signatory to the
volurary Code.

Therecommendations of the Davies Review, Hampton-Alexander Review
and Parker Review in respect of genaer and ethnic diversity have been noted
by the Board.

These matters were considersd inthe 2079 evali.ahon process

Board mentoring scheme of senior leadership talent ongoing
throeughout 2019.
Boarc membersp
Leadership Forum events held in Landon ana Mew York, developed indirect
response to a suggestion by the Nomination & Governance Committee.

redind

aie & Div

o

articipa rson's fom crsc Cxecutive

The Nomination & Governance Committee reviewed the Board's Diversity
Policy and accompanying objectives during the year, as well as developmaents
ondiversity in the externat lanascape.

Thisinformation is included in the annual report.
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During the year, the Committee received a detailed progress update
on the company’s D&I strategic approach, framework, governance
and measurement models and priority areas,

The Board also received an update on a new internal mentaring
scheme and participated in the programme wherehy each Director
was paired with a high-potentia) Senior Vice President femate leader at

Pearson. Thislaunched et thig end of 2618 and ran iliruughowt 2613
Diversity and talent in Executive pipeline

Gur Code of Conduct sets out our global standards and responsibilities
with regard to D&l at all emplayee levels, including the Pearson
Executive, and covers many aspects, including gender, age, ethnicity,
disability and sexual orientation. This is underpinned by a globat
statement on D&J along with country and business-specific policies,

A new Globat D&I Council launched in early 2019 chaired by Chief
Executive, John Fallon, This comprises around 30 members
Fepresenting employee resource groups, business leaders as well

as allies and advocates. For more information on the company’s
approach to D&J, please see p22 in the Sustainability section.

We are 2 founder mamber of the 30% Cluk and the Chief Executive
has also signed a persenal commitment Lo set an aspirational target of
at feast 30% women in Pearson's senior managemeni tearmn by 2020
On our Executive team, there are currently two women cut of nine
members (22%) - this excludes the Chief Executive and Chief Financial
Officer who are counted in the Board's metric (2018. 20%) As of

31 December 2019, the number of women forming part of the

senior management team, ie, the Pearson Exesutive and their diract
reports, including the Company Secretary, as required by the Code,

is 34 wormen representing 34% of that group (2018: 314).

We helieve that we have a multi-pronged plan in place to build our
pipeline of women inleadership and senicr management positions,
and the Board and Committee wiil carefully monitor their
development, and the dovelopment of all key talent,

Allnfornianoe cotredl as i 31 Decernber 2008
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Reputation & Responsibility Commillee report

Committee Chair
tinda Lorimer

Members

Vivienne Cox, Linda Lorimer,
Michae! Lynton, Graeme Pitkethly
and Lincoln Wallen

Committee responsibilities include:

~» Reputation

Pearsan's reputation anwong major stakeholders, nciuding governments,
investors, employees, customers, learners and the education community.

=> Risk

Oversight of Pearson’s approach to reputational risk, and ensuring that
clear roles have hean assignad for the managemeant of the renuratinn
dircension of risks identified.

=> Sustainability

Gversight of 2020 sustamability plan and performance against
sustainability goals and commitments.

= Brand & culture

Management of the Pearson brand to ensure that its value and reputation
are maintained anc enhanced. Pearson's appreach (o monitoring

and supporting the values and desired behaviours that form our
corporate cuiture.

=» Fthics

Cthical business standaras, including Pearson's approach [o issues relevant
toits reputation as aresponsibie corporate atizen.

~» Strategy

Strategies, policies and communication plans related to reputation and
responsibility issues and the people and processes that are in place to
manage, anticipate and adapt to them.
Terms of reference
The Committee has written terms of reference that clearly set out
its authority and duties. These are reviewed annually and can be
found on the company at website www.pearson.com/governance.
Committee attendance

Attendance by Directors at Reputation & Respansihiiity Committee
meetings throughout 2015:

Meeatings attended

Vivienne Cox a/4

Linda Lorimer 4/4
Michaei Lynten 4/4
Graeme Pitkethly 3/3
Lincoin Wallen 4/4

1 Appointedio the Committes on T july 2015,

Reputation & Responsibility Cormmittee role

The Committee forms an important part of the Board’s governance
structure. [t works to advance and assess Pearson's reputation across
the range of its stakeholders and to maximise the company's positive
impact on society and the communities where we work and serve.

The Committee’s remit covers issues and initiatives relating to the
company’s reputation and its civic responsibilities. These include those
matters that are material to Pearson's stakehoiders and the company’s
long-term sustainabitity, as well as a regular review of those incidents
that could adversely affect the company's reputation. We promote
Pearson’s sustainability plan and assess the progress in advancing

its tenets The Committae works in alipnment with the rompany's
Responsible Business Leadership Council, which comprises senior
leaders from across the business.

Read more about Sustainability on p16

Changes to the Committee

Graeme Pitkethly. who joined the Board in Mav 2018, was appointed
to the Reputation & Responsihbility Commitiee on 1 July 2019,

Graeme brings valuable experience in sustainability practice and
consumer behavicur from his time at Unifever, as well as a strong
understanding of hest practice in external reporting on sustainability
and climate change due to his role as Vice Chair of the Task Force on
Climate-related Firancial Disclosures. i look forward to working ciosely
with him on the Committee; he is already adding important insights.

Areas of focus during 2019

The Committee conducts in-depth reviews of issues that are important
to the sustainability of our business and our reputation. Key issues,
which are monitored by the Committee and discussed either

by the Board or one of its Committees, include:

1. competitiveness of digital products

2. data privacy and information security

3. security, Health & Safety

4. corporate governance

5. economic empowerment

6. access to education

7. affordability of products/services

8. 21st-century skills

9. greenhouse gas emissions and dimate change.

Inthe first year of the Code's stakeholder engagement reguirements,
we helped to scope and monitor the company's framework for
gathering and responding to stakeholder views (see p14). Learners are
a key stakeholder for Pearson, and we held in-depth discussionsinto
privacy and ethical issues related to earners’ data. The Committee also
reviewed Pearson's planned standard for learner data management,
which will shape the company’s use of Altechnology and personal

3 M
data collection.

In Oclober, the Committee considered plans for Pearson’s 2030
Sustainability Strategy and carbon reduction targets. In particular,

we discussed the three main pillars for the 2030 plan that had been
identified through extensive stakeholder engagerment and materiality
mapping, namely: advance eguity in learning; build skilks for
sustainable futures; and lead by example through initiatives for
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advancing such areas as numan rights and the environment.
Committee members offered guidance regarding potential goals

for each of the three pillars and the timeline for the strategy, and
considered the integration of sustainability within Pearson’s business
model with reference to the UN Sustainable Development Goals.

During 2019, the Committee also reviewed proposed public statements
o modern siavery and considered Pearson’s broader human rights
strategy, both of which are important to Pearson’s values and the
delivery of its sustafnability plan. We also considered incidents of
reputational note, including those which had received coverage
through traditicnal or social media such as Pearson’s response te

the security breach of a UK A level Maths exam paper and the
company's subsequent engagement with learners, sciiools and

the ckam regulator.

Pearson’s brand strategy was another important area of focus during
the year for the Committee. The brand strategy was informed by
reputational research insights from a study of learners, educators and
members of the public across the US and UK. The Committee also
spent time with the Chief Corporate Affairs Officer, who had joined
Pearson at the start of 2019, in order to understand her priorities.

we also examined progress on supply chain risk and, as every year,
delved into the areas of health, safety and safeguarding, which are
principai risks for Pearson. The Committee also reviewed Pearson's
efficacy programme and discussed future plans for continued
integration of efficacy findings into our product development cycle.
Read more about Efficacy on p27

Committee evaluation

In 2019, the Committee evaluation formed part of the wider Board
evaluation precess led by Senior Independent Directar, Vivienne Cox.
She sought views from all members of the Board and the Company
Secretary through a series of ene-te-one interviews. The evaluation
found that Directors were pleased with the functioning of the
Committee, recognising the Chair for the manner in which the
Committee’s work is cogently reported to the Board. The Directors
commented that the work of the Cammittee is becoming ever more
important and closely linked to strategy, and that it was necessary to
ensure sufficient time during the year to cover the growing roster of
matters within its remit. Particular areas highlighted by the Directors
for continued focus during the coming year were privacy end data
management and the development ot the brand in support ot

the strategy.

Progress on findings of 2018 evaluation

The responses to the 2018 evaluation, which was conducted by way of
a questionnaire to Committee members and key internal stakeholders,
mighlighted that:

» the Committee has matured, with increasing focus on strategically
material issues. The development of the 2030 Sustainability Strategy
will only make the Committee’s work more valuable.

» the introduction of private sessions as part of each meeting,
similar to Audit and Remuneration Comemittees, was recommended.
They have proven to be beneficial and enaile Committee members
0 diaCuss and agret o hiy 1550E5 10 tahe Torward with management.
These sessions will be continued as a regular part of each Committee
meeting over the corming year.
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Committee aims for 2020

Over the next year, we will continue to focus on data privacy from the
perspective of the iearner and continue to monitor the advancement of
ourbrand strategy as well as Pearson's approach to reputational risk.

We will continue to explore Pearson’s material sustainability issues

{e.g. 21st-ceiiiury sialls and dirnale Whange), monitan progiess on
supply chain risk, engage in the next phase of development of our 2030
Sustainability Strategy {focusing on the goals and KPls ta underpin
successfut delivery of the strategy). The Committee will also examine
the resulis of our global iearner survey and investor priorities and
opportunities in the environmental, social and governance (ESG) space.

Linda Lorimer
Chair of Reputation & Responsibility Committee

Reputalion & Responsibility Commiilee
meeting focus during 2019

~» Reputation

> sunply chain and third-par sy vsko e agermeni
» lssues and mcidents repores

» Reputatonresearch

> Fditoniai Policy - progress report

= Risk
> bateglarding

» Mealth & Safety

=» Sustainability
> 2030 Sustainability Strategy

> Greenhcust gas emnissions and carbon reduction targets

=>» Brand & cuiture

» Brand strategy
> Efficacy update and future plans

=> Ethics

> Human Rights Policy
> Modern Slavery Act staterment

=>» Strategy

» Learnsr data

> Artiticialintelhigence

=3 Governance

> Cammittee terms of reference

» Stakeholder engagement framework
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Audit Commillee reporl

Committee Chair
Tim Scere

Members

Clizabeth Corley, Vivienne Cox,
Linda Lorimer, Michad! Lynton,
Graeme Pitkethly,

Tim Score and Lincoln Wallen

Committee responsibilities include:

=¥ Reporting

The qualicy and integricy of finandial repor ling and statements and
related aisclosure,

=>» Policy

Group pohcies, including accounting policies ana prachices,

=% External audit

External audit, including the appointment, qualification,
independence and parformance of the externat auditor.

=¥ internaf audit, risk & internal control
Risk managemant systems and theinternal contrel environment

including oversight of the work of the internal audrt function.

=>» Compliance & governance

Compliance with legal and regulatory requirements inrelation to
financial reporting and accouniing marters.

Terms of reference

The Committee has written terms of reference which clearly set nui
its authority and duties. These are reviewed annually and can be
found on the company website at www.pearson.com/governance.

Committee attendance

Attendance by Directors at Audit Committee meetings
throughout 2014

Meetings attended

E\izabéth Carley’ 3/4
Vivienne Cox a/4
Linda Lorimer 4/4
Michael Lynton 4/4
Graeme Pitkethly? 2/2
Tim Scare 474
Lincoin Wallen 414

Part-aitendance at ore meeting due (¢ an external commitmeant -
thig 1s farmasly recorded as an absence,
2 Appontedte the AudtCommittee on ™ july 2013,

Audit Committee role

The Committee has been established by the Board primarily for the
purpose of averseeing the accounting, finandal reporting, internal
control and risk management processes of the company and the audit
of the financial statements of the company. As a Cormmittee, we are
responsible tor assisting the Board's oversight of the quality and
integrity of the company’'s external financial reporting and staternents
and the company's accounting policies and practices.

Pearson's SVP-Internal Audit, Risk and Compliance has a dual reporting
line to the Chief Financiat Officer and to me, and external auditors have
direct access to the Commitiee to raise any matters of concern and to
repnrt on the resylis nf wark diracted hy the Cammittee As Audir
Committee Chair, | report to the full Board at every Beard meeting
immediately following a Committee meeting. | also work closely with
the CFO and senior financial management outside the formal meeting
schedule 1o ensure robust oversight and challenge in relation o
financial control and risk management.

Audit Committee composition

Following his appointment to the Board in May 2019, Graeme Pitkethly
was appomnted to the Audit Committee on 1 July 2019, Graeme's
leadership experience in complex global businesses, as well as his
background as a Chartered Accountant and in-depth knowledge of
financiat and operational matters, will complement the Commitiee's
existing skili set, and I look forward to working closely with him.
Foltowing Graeme's appointment, the Commitlec Lomprises sever
independent Naon-Executive Directors. As a Committee, we have a
good balance of skills and knowledge with competence and expericnce
covering al aspects of the sectors in which Pearson operates -
education, digital and services - and our key geographic markets.

Fair, balanced and understandable reporting

We are mindful of the Code’s principle N relating to fair, balanced and
understandable reporting and we build sutfrcient time into cur annual
report timetable to ensure that the full Board receives sufficient
opportunity ta review, consider and comment on the report as it
progresses. Learn more about fair, balanced and understandable
reporting cn p110

Risk assessment, assurance and ntegrity

Akey role of the Committee is to provide oversight and reassurance
to the Board with regard to the integrity of the company's financial
reporting, internal control policies and procedures forthe
identification, assessment and reporting of risk. During 2019,

we conducted a number of deep dives into selecied principal

ricke, and the hey risks onwhich the Committee focuscd throughout
the year are set out below. Learn more about principal risks and
uncertainties on p40

Business transformation

Ongoing business transformation and change is one of Pearson's
key risks and opportunities, and The Enabling Programme (TEP)

is animpaortant operational simplification preject covering Pearson’s
key enterprise resource planning technelogy and processes,
including finrancial, operations and HR systems and processes.
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The Committee has received an update at each meeting during the
planning and implementation phases of TEP, engaging with the senior
management tearn leading the programme. The primary areas of focus
for the Committee in 2019 were:

> inthe first halt of the year, oversight of the implementation of finance,
procurement, e-commerce and supply chain systems to: (i) the
remainder of cur North American business whiich had been spevating
on legacy systems; and (i) the Assessments business, including
Clinical and VUE. In particular, the Committee considered the
preparatory steps from technology, employee and custamer
perspectives, progress on system integration and testing, and status
of key readiness milestones in advance of the implementation

preparations for the Rest of World phase of TEP which will see most
remaining markets outside of Pearson’s UK and US business move to
the new systems and processes

v

wudit Commitiee meeting focus doring 20019

=3» Reporting
> Accoitntirg and techrical updates

s impact of legal claims and regulator y issues on financial reparting

» Fair, balances and undersianaable, going corcern and viabiity staternents

» 2018 annLat report and accounts: preliminary announcement,
l‘[ﬂél'?(}ﬁl statements and income statement

= Policy

> Accounting marters and Group accounting policies

> Anndalbreview and spproval of exteraal auditors' policy

~¥ External audit

> Provision of non-audit serwvices by Pw

» Rerelpt af external auditors'report on Yorm 20-F ahd year-end audit
> Heport oo hatf-year procedures

> Resppoibitne Lol extertai additors

=3 Internal audit, risk & internal cantrol

» InTernal audit acivity reports and roview of key findings
> Unparisational nsk ynanagement

> 20 internal audit plan

> Assessment of the effectiveness of internal audit function,
internal contred environment and risk management systems

~» Compliance & governance
» Fraud, whisteblowing reporis and compliance invesrigations
» Schegule of authories

» Compliance with accounting and audit-related aspects of the
UK Corporate Governance Code
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» inthe second half of the year, monitoring the progress of the business
value realisation [BVR) programme. Following TEP deployment in
the UK and US, management took the decision to review the live
envirenment in order to: (iyidentify continuous improvement
opportunities; and (i) explore areas of the deployment whevre
further integration was required, with the overall aim of BVR being o
assess how bestto leverage business value from TEP and integrated
release investments. As part of the Commitiec’s regular deep dives,
Committee members were updated on the ways in which processes
had been considered from an employee, customer and data
quality perspecuve, resuiling in epportunities being identified for
ymprovements in areas such asdata quality and end-to-end delivery.
The Committee then considered the progress made inthose areas,
noting that attention was now turning to pravention and
maintenance of those data assets.

s Review gtinterim resuits and tragng updates

» Form 20-F and related cisclosures, indluding annuaf Sarbanes-Oxfey
Actsecton 40« ariestation al inandalreporting mternaj conu ols

~

ey i
g civanissues bolur ting,

Analysis suppor ting viability statemenr

v

v

Iieasurypoliey and repor ing

Tax strategy, inclusing an Lpeate on TU state ofd and wnpactof

UStaxrrelorms

~

Contirmastion of auditor independence

~

» 231w external auditplan

~

Remuiheration and engagementietier of external audiors

Teview STeR IS NN NIRRT NI st

Review of the effectiveness of external auditors

v

Cversighi of The Enapbkng Propramme

v

Righ deep mves iniormation ant Lyoer-secunty, data privacy;
Dasuny and i btatie, ahti-bn ey aid coouption (AGT) Lax,
business resflience

Gversight of the programme to develop the

Pearson Learning Platform

~

y Controls Centre of Excellerca updates

> Audir Cornmities, Vertfication Committee and interitai sudi
funectiontermns of reference

> Audit Commitiee evaluation
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Alengside TEP, Pearson has moved 1o a shared services model for
delivery of certain Finance and HR processes, and the Committee
considered regularly the work undertaken by the Controls Centre of
Excellence team. The external auditors, Pw(, updated the Commitiee
at each meeting on the work that they had conducted in respect of
testing controls, and they shared perspectives on strategic
opporiunities to turther enhance the contredls framework.

Data privacy and Information security

Pearson considers data privacy and information security as
principalrisks reflecting a business model which is increasingly
based around digital products. In 2019, the Chief Privacy Officer and
Chief Information Security Officer reported on both topics to the
Cominities, and tie Board as a wihwle, 1 ecoghiaing the mc edsinig
importance of cyber-risk to modern businesses,

As part of the repert, the Committee reviewed Pearson's readiness
for the Californta Consumer Privacy Act fwhich came into effect

at the start of 2020), and an averview of privacy laws which would
soon be introduced in other jurisdictions in which Pearson operates.
Key aspects of Pearson’s data privacy programime were also
considered, including:

> the principles and priorities underpinning Pearson’s mukti-year
data privacy strategy

> the emphasis on 'privacy by design’ in the development of new
Pearson products and platforms

» the advancement of processeslorespond Lo user/dats sibject

requests, including the rights to access, correct and delete data

> the review and enhancement of the data privacy
governance structure

In addition, an update on the AimsWeb 1.0 security incident
was provided.

The information security report allowed the Committee to consider
the progress made in recent years. In considering the current s1atus
of the information security programme, the Comrmttee noted the
frameworks which had been put in place in respect of:

> fundamental and proactive user, network and cloud securily
buitding btocks which limit outsider access Lo critical information

> ptatforms and processes which control least-privilege accessto
various IT systems

> Pearson’s ability to react as quickly as possible to a detected event,
thereby aiming to reduce the window of vulnerability

> Tools and processes to help the business assess and manage
risk, set standards and measure compliance with internal and
external requirements

Members

All of the Audit Cammittee members are independent
Non-Executive Directors and have financial and/or related
business experience due to the senior posittons they hold or
have held in other listed or publicly traded companies and/or
similar large organisations. Tim Score, Chair of the Committee
since April 2015, is Lhe campany’s designated financial expert,

> The estabhishment of standards and methods (o ensure Pearson
products are designed to protect learners'data and to ensure
producis continue to function if attacked

The Commitiee considered in particular the ways in which the
architecture of the PLP and ways of working in its design and
Aevalnpment aim o greatly increase thie inharent nlatform seryrity
as well as the many ‘digitat native’ security features which have been
built into PLP, Separately, the Chief Information Security Officer noted
thatthe decommissioning of certain legacy systems was a particular
area of focusinreducing the level of risk attached to Pearson's
information security programme.

Audit Committee meetings and activities

At every meeting, the Committee considerad renorts on the activities
of the internal audit and compliance functions, including the results of
internal audits, risk reviews, project assurance reviews and fraud and
whistleblowing reports. The Committee also monitered the company's
financial reporting and risk management procedures, reviewed the
services provided by PwC and considered any significant legal claims
and reguiatory issues in the concext of their impact en finandial
reporting, each on aregular hasis.

During the year, the Committee also discussed the finance and

IT controls environment at each meeting, including Sarbanes-Oxley
testing and scope, updates on prior year items, and the ongoing
transformation of the Group-wide controls framework whichs
evolving in support of Pearson’s Global Business Services model.

I addition 1o the risk deep dives described ahove, the Committee also
conducted deep dives into business resilience and crisis management,
treasury, tax, and anti-bribery and corruption. In February 2020, the
Committee considered the 2019 annual report and accounts, including
the preliminary results announcement, financial statements, strategic
repertand Directors' report.

View the key activities of the Audit Commuttee on p75

internal audit evaluation

The International Standards for the Professional Practice of Internal
Auditing (the Standards) require an independent external assessment
of internal auditto be conducted at least once every five years by a
qualified, independent assessor or assessment team from outside
the organisation. Atits December meeting, the Audit Committec
considered the findings of an external guality assesstment of internal
audit, facilitated by Protiviti. The objectives of the review were to assess
conformance with the Standards; to assess the effectiveness of
internal audit within the context of its mandate and stakeholder
expectations; and to pravide recornmendations to internal audit on
improvement opportunities and emerging practices. The assessment

having recent and relevant financial experience, and is an
Associate Chartered Accountant. Until july 2019, he also served

as Audit Commuttee Charr for The British Land Company pic.

The qualifications and relevant experience of the other Committee
members are detailed on p54-56
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was conducted by: interviewing key stakehotders of the internal
audit function including the Committee Chair, members of the
Pearson Executive, and senior financial, legal and operational
management; reviewing a sample of internal audit fiies and other
functional documentation including the audit universe and plan;
and interviewing members of the internal audit function.

The findings indicoted an offoctive internal audit function that

canfarms to the HA's internationat Standards. One conformance

pap was identfied - the requirement to have an external guality
assessment every five years - which was addressed by the review
itself taking place. Opportunities for improvement were also noted,
largely related to the quality of supporting documentation, Based en
the findings of the external review, and on its own ongoing assessment
af tha sffectivances of the intarnal zudit function, the Committes j= of
the opinion that the quality, experience and expertise of the function is
appropriate for the business.

Additional meeting attendees

In addition 1o the Committee members, adwvisers and executives
from across the business alse attended meetings during the year.
This gives the Committee direct contact with key leadership.

The Chair and Chief Executive each attend at feast one meeting per
year, and the Chief Executive also attends for discussion of matters
with an operational and customer focus such as the ongoing
transformation and digital initiatives, The Committee also meets
regularly in private with the external auditors; SVP-Internal Audit,
Risk and Compliance; and VP-Internal Audt

Audit Committee training

The Cemmittee receives technical updates at each meeting,
including on matters such as accounting standards and the audit
and governance landscape, as well as specific or personal training as
appropriate. In 2019, the Committee and other members of the
Board and management particpated in a training session covering:

> the reviews of the audit market and regulatory landscape
> corporate reporting and governance matters
> atechnical update on IFRS 16 (Leases).

Cemmittee members also meet with local management on a periodic
basis, such as when travelling for overseas Board meetings, in order to
gain a Better unacrstanding of how MPcarson's policics arc cmbedded

inoperations.

Committee evaluation

in 2019, the Committee evaluation formed part of the wider Board
evaluation process led by Senjor Independent Director, Vivienne Cox.
which soughtviews from all members of the Board and the Company
Secretary through a series of one-to-one interviews. The evaluation
found that Directors were pieased with the functioning of the
Committee, and they recognised the Chair for the guality of the

work conducted by the Committee and the manner in which thisis
reported to the Board.

Progress on findings of 2018 evaluation

1he responses o the 2018 evaiuauon round an effecuve ang
well-functioning Audit Committee, which uses its time well and
has an appropriate focus on the key issues.
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Suggestions arising from the 2018 process, and the progress which
has been made onthese, incude:

» Invite a wider range of business leaders to Committee meetings,
enabling leaders to engage in Board-level discussions, as well as
facilitating a greater understanding of the Committee's rale in the
wider business ~ the Committee has embraced this suggestion,
witha number of leaders and senior managers itypically sne ortws
tevels below the Pearson Executive) leading sessions such as risk
deep dives, internal control and process updates and financial review
matters. The Commitlee also invited Pearson’s Local Compliance
Counsel of the year to lead a session on compliance and ABC
achievernents in Pearson’s Brazilian business

as progress continues to be made with the implementation of TEP
and transformation of Pearsen, consider 3 review to confirm that
Pearson has maximised the opportunity te strengthen the control
environment and better manage risk - progress on TEP and the
associated BVR programme was a regular item for discussion for
the Committee throughout the year and will continue to be
considerad as transformation initfatives continue during 2020.
Read more detait on the risk deep dive overview on p74

~

Internal audit

The internal audit function is respensible for providing independent
assurance to managementand the Audit Committee on the design
and effectiveness of internal controls, to mitigate strategic, financial,
eperational and conipliance rishs, The SVP-Internal Audit, Risk and
Compliance reports formatly tothe Chair of the Audit Committee and
the CFO, with a reporting line to the General Counsel an compliance
matters. The VP-internal Audit, responsible for the day-to-day
operations of internal audit and execution ot the annual audit plan,
also reports formally to the Chair of the Audit Committec and the
SVP-Internal Audit, Risk and Compliance.

The internal audit mandate and plan are approved annually by the
Audit Lommitiee. Progress and ¢cnanges 1o the plan are also reviewed
and approved by the Audit Committee throughout the year. The
internal audit planis aligned to our greatest areas of risk, as identified
by the ERM process, and the Audit Committee considers issues and
risks arising frem internal audits. Management action plans toimprove
internal controls and to mitigate risks, or both, are agreed with the
business area after each audit. Formal management self-assessments
allow internai audit to monitor progress in Impiementing acuon

plans, agreed as part of audits, to resolve any controt deficiencies
identified. Internal audit will request and assess evidence of action
plan implementation and may re-test controls if necessary. Progress of
management action plans is reported to the Audit Committee at each
meeting. Internal audit has a formal collsboration process in place

wilh the external auditors to ensure efficient coverage of internal
conuols. Reguiar reports on the findings 4nd emerging thetnes
identified through internal audits are provided to Executive
management and, via the Audit Committee, to the Board.

The SVP-Internal Audit, Risk and Comphance oversees compliance with
our Code of Conduct and works with senior legal and HR personnel to
nvestigate any reported incidents, including ethical, corruption and
fraud allegations. The Audit Committee is provided with an update of
all significant matters recaived through our whistleblowing reporting
systemn and, on behalf of the Board , considers an annual review of the
effectiveness of this system. The Pearson anu-bribery and corruption
programme provides the framework te support our compliance with
various anti-bribery and corruption regulations such as the UK Bribery
Act 2010 and the US Foreign Corrupt Practices Act.
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External audit

Oversight of external auditors

The Committee reviews and makes recommendations to the Board
in respect of the appointment and compensation of the external
auditors. This recommendation is made by the Committee after
censidering the external auditors’ performance during the year,
reviewing external auditor fees, conducting an effectiveness review,
and confirming the independence, chjectivity, qualifications and
experience of the external auditors.

The Cammittee reviewed the effectiveness and independence of
the external auditors during 2019, as it does every year, and remains
satisflied that ihe audilurs provide effedive independent chailenge
to management. The external auditors’ review was conducted by
distributing a questionnaire to key audit stakeholders, including
members of the Audit Commitles; CFO, Deputy CFO, SVP-Internal
Audit, Risk and Compliance; SVP-Finance for each business area;
and other heads of corporate functions. Overall, responses to the
guestionnaire were positive, indicating an effective and independent
walernal audil provess. Themnairiarea identified as presenting o
apportunity for possitie improvernent related o coordination
between PwC and the Pearson team, namely ensuring clear and
timely communication in respect of requirements and deliverables.

The Committee will continue to review the performance of the external
auditors on an annual basis and will consider their independence and
objectivity, taking account of all appropriate guidelines. There are no
contractual obligations restricting the Committee’s choice of external
auditors. The oxternal auditors are required to rotate the audit partner
responsible for the Pearson audit every five years and the current lead
audit partner, Giles Hannam, rotated onto the Pearson audit at the
beginning of 2018.

AQR Review of the external audit

During the year, the FRC's Audit Qualily Review (AQR) team selected

far review PWC's audit of the Group's 2018 financial statements as
partofits 2619 annual inspection of audit firms. On completion af its
review, the AGQR team wrolte to the Committee Chair and provided a
copy of its final report. The Commiictee discussed the findings of the
review with Pw( at its February 2020 meeting, in particular focusing on
those areas of the external audit procedures that had been identified
as requiring improvement. The Committee was sausfied that PwC had
taken ali necessary actions fo address the AQR findings in tha audit of
the Group's 2019 financial statements,

Audit tendering and rotation

Pearson's last audittender was in respect of the 1996 year end

and resu'ted in the appointment of Price Waterhouse as auditors,
Develupents at an EUfevel regarding sisindatut y oudil s otation fur
listed companies have changed the UK landscape on audit tendering
and rotation, EU regulations and the 2014 Order by the UK Competition
and Markets Authority (CMA) impose mandatory tendering and
rotation requirements, with Pearson required to appeint a new
auditor no laterthan for the 2024 financial year end.

in last yaar's annual report, the Committee refterated its expectation
that an audit tender process would commence in 2022, taking into
account the significant level of business change being experienced
by the Group - including through The Enabling Programmae (TEP) -
and the focus that would be required by finance and management
teams to conduct the tender process, and any resulting auditor
transition, thoroughly and ettectively. As indicated however, the
Committee, with the support of management, has kept under reviow
whether this timing remains appropriate in the light of business
developments. With TEP imptementation and finance transformation
inthe YK and North America now complete, and more than 80% of
Pearson’s business in revenue terms having now transitioned to new
systems and processes, the Cemmittee has revisited the matter.

As aresult, atits meetingin fedruary 2020, the Lommittee decided
to proceed with an audit tender during 2020, which will commence
with issuing a Request for Proposal (RFP} in Aprif 2020, with aview to
cthanging audit firm for the financiai year ending 31 December 2021.

In making this decision, the Committee noted that finance snd
management teams believe they have the capacity to support a
tender and change in auditor, leveraging changes from the finance
transtormation programme. Although TEP and the finance
transformation are yet to be implemented in Pearson’sremaining
International markets, the majority of Group audit scope sits within
North America and the UK and itis felt manageabie by the Committee,
management and the finance function to onboard a new auditor at a
time of change in those smaller international markets.

in discussing i1s preferred approasch o the tender process, the
Committee has had regard to the detailed timeline, governance
framework (including confirmation of the working group that will
lead the process), selection criteria and the degree of involvement
by all Committee members inthe various stages of the process.
The Committee has also given censideration to the Chief Financial
Officer transition process which will take place during 2020 and has
determined, with the agreemnent of the incormimg TFO, Saily jobinson,
that the proposed timeline achieves the optimal balance between
business priorities and internal capacity while also attowing for the
new senior finance team Lo ensure a rigorous and comprehensive
audittender process

Following the upcoming audit tender, Pearson will adopta policy of
putting the audit contract out to tender at least every ten years,

as reguired. The Committee will continue to pay close attention to
developments 1k the audit landscape in response to: the findings of
Sir Donald Brydon's independent review into the quality and
effectiveness of audit; and the outcome of the BEIS consultations
onthe recommendations made (i) by Sir john Kingman in his
independent review of the FRC, and (i) by the CMA in its market
study into the statutory audit market, and will take these into
account as and when appropriate.

Compliance with the CMA Order

Pearson confirms that it was in compliance with the provisions

of The Statutory Audit Services for Large Companies Market
Investigation {Mandatory Use of Competitive Tender Processes and
Audit Committee Responsibilities) Order 2014 during the financial
year endec 31 December 2019,
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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 July 2019 meeting, the Committee discussed and approved the
external audit plan and reviewed the key risks of missiatement of
Pearson's financial staterments. The external auditors provided an
update at the December 2018 Commitiee meeting, having concluded
that their analysis of significant and elevated risks rematned the same.

The table on p80-81 sets out the significant 1ssues considered by

the Committee together with details of how theseitemns have been
addressed. The Committee discussed these issueswith the auditors
at the time of their review of the halfyear interir financial staterments
ir uly 2019 and again ar the canelusion nf thelr audir af the financial
statements for the full year in February 2020.

All the significant issues were also areas of focus for the auditors.
Learn more in the Independent auditor's report on pli4

in Decemper 2019, the Committee discussed with the auditors the
status of their work, focusing in particular on internat controls and
Sarbanes-Oxley testing

As the auditors concluded their audit, they explained to the
Committee:

The work they had conducted aver revenue, including over
long-term revenue contracts and judgements in relation to
provisions for returns

-

I nelr work in evaluating management's goodwili impairment
cxerase, on a value-in-use basis, including assessing assumptons
around CGU [dentification, goodwill reallocation, operating cash
flow fuleias (s, the appropriateness of the inclusion of restructuring
£ost savings, perpetuity growth rates and discount rates

~

The work performed over the nature and presentation of non-trading
items. focusing on subjective judgements and the transparency with
which related adjusted measures are presented

“

The work they had done to audit the provisioning levels in
respect of potential tax exposures and uncertain tax positions
and related disclosures

-

Their evaluation of the recoverability of iInvestments in digital
piatforms and pre-publication assets

~

w

Their work over the completed disposal of the US K12
Courseware husiness

The results of their controls testing for Sarbanes-Oxiey Act
section 404 reporting purposes and in support of thewr financial
statements audit

w

v

The resulis of tielr work uver Hie Lompany's going Lonces 1 gl
viability statement reports
Thelr work over finance transformation related 1o the continued

rofl-out of TEP and the organisational change resulting from
implementing the target eperating model

“

Their work in relation to the adoption of IFRS 16 from 1 January 2018

v

Their work in relation to other matters which are not classified as
key audit matters, pul may give rise 1o additional disciosure
reguirements e.g. pensions.

~
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The auditors also reported to the Committee the unadjusted
misstatements that tney had found in the course of their work, which
were immaterial, and the Committee confirmed that there were no
material items remaining unadjusted in these financial statements.

Auditors’ independence

In ine with best practice. our refationship with PwCis governed by our
policy on external auditors, which is reviewed and approved annually
by the Audit Committee. The policy establishes procedures to ensure
that the auditors’ independence is not compromised. as well as
defining those non-audit services that PwC may or may not provide

ta Pearson. These allowable services are in accordance with relevant
UK and US fegislation. The policy takes into account certain volumary
commitments by PwC regarding independence and applies to all
Pearson businesses globally, including associate companies.

The Audit Committee approves all audit and non-audit services
provided by PwC. Qur policy on the use of the external auditors for
non-audit services reflects the restriction oh the use of pre-approvat
in the 2016 FRC Guidance on Audit Committees and, accordmgly.

ali non-audit services, irrespective of value, are required o be
approved by (e AudicCormitiee. 1 particuiarn, 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 Audit Committee receives regular repor (s summarising the
amount of fees paid to the auditors, During 2019, Pearson spent

£0.7m less on non-audit fees with Pw compared with 2018, due lothe
absence of a requirement for the audit of disposals and a reduction

in fees associated with the audn of efficacy reporong. For 2018,
non-audit fees represented 6% of external audit fees (17% 11 2013).

Far all non-audit work in 2019, PwC was selected only after
consideralion that it was best able to provide the services we requiret
at arcasuiiable fee and within the erins of our pOlicy O ealerial
auditors. Where PwCis selected to provide audit-reiated 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 auditors.

Significant non-audit work performed by PwC during 2019 included:
5 efficacy pircgramime

» provisioh of cornfort letlers for potential bond issues

> controls assurance related to non-financiaf controls

> half-year review of nterim financial statements,

Afull statement of the fees for audit and non-audit services is provided

i [ Fin oy ol b b o b o AT
-hno;e-,w[h'e..uuf‘u.:w)m-.cmenuu..pm,

Tim Score
Chair of Audit Committee
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Significant issnes considered by the Audit Committee

Issue

=» Impairment reviews

Pearson carries significant goodwill
and other intangible asset balances.
Thereis judgement exercised in the

icentification of cash-gererating units

(CGUs) and the process of aflocating

goodwill to CGUs ang aggregate CGlUs

and in the assumpuons underlying
ne Impalrment review. Pearson nas
mzde sighifirantimpai ments (o
gooowill across avariety of its
businesses in recent years.

=> Leases and IFRS 16

Pearson adopted IFRS 16 inrespect of

its lease portfolio in 2019. The Group
has 2 signiticant number of property
leases and several other low-value
vehicle and equipment leases. The
impiementauon of the standara Hias
resufred in the recognifion of nght-of-
us@ assets and sublease investmeants
and corresponging lease liabiities on
the balance sheet for the first ime,

—» Disposal transactions

The Grotp finatised the sale of its
US Ki2 Courseware business and
announced the sale of its remaining
stakein PenguinRandom House.

Action taken by Audit Committee

The Committee monitored the Group's plans and forecasts
during the year (o aetermine if there were impairment triggers
and onsidered the results of the Group's annwal goodwiil
impairment review inclucing the revision to CGUs and the related
reallocation of goodwill driven by organisation changes andg
systems consalidation. Key assumptions - including cash flows
derived from strategic anc operating plans that incude longer-
Term pians for the UPM business, jong-term growth rates and
theweighted avel age cost of capital - were teviewed and
challenged. The Comrmittee considered the sensitivities to
changes inassumptions and the adeguacy of disclosures reqguired
by 1AS 36 tmipairment of Assets’ inrelation to the Group's CGUs,
noting that certain CGUs stiil remain sensitive to assumption
changes after a number of impairments in recent years.

The Committee continded to monitar progress onthe I[FRS 16 lease
conversion process. This included review of the implementation

of the transition options taken and the quanrnfication of the impact,
including sensitivives relating to the selection of appropriate
discaunt rates. The impact of the change was also considered In
thiedightol banking arrangerments, strategic plans and the
repnrting of casn flnw and net deht In addition, the Commitree
revicwed the new pohcies and lease disclosures presented in the
interirm report and inthis report.

The Committee reviewed the accounting for the disposatofthe
USKi2 Courseware ousiness with spedfic {ocus on the fair value
of non-cash proceeds i the form of loans ang an earn-out,

The Cormmittee also reviewed tax assemptions relating (o the
disposal transaction. The implications for the treatment of
Penguin Random House as held for sale were noted.

Outcome

Revised CGUs cenlirmed and goodwill
allocations agreed. Annualimpairment
review finalised with confirmarion ot
sufficient headioom in eacn of the
CoOUs with the exception of Brazil,
where a £65m mpairment wo acguired
intangible assets was made to align the
carrying values with the value in use.

The Committee reviewed the impact
of adopung the new standard on the
financiat statements, key performance
incicatnrs, banking covenants and
future strategy and approved the
uansilon opions Laken, distount
rares applied, and discfosures made,

The Committee detormined that
disposal accouniung had been
appropriately recorded and that the
fairvakie of proceeds reflected its
understanding of the cisposal
transaction and future expectations

for cash flow The Commitree also
agieed thal the ctenia Tor heid fot

sale treatment in respect of the Penguin
Random House interest had been met.
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Issue

=3 Restructuring

The restri.cturing programsme
arnounced 'n 2017 was in its final
year of implementation in 2019,
Costs incurre in 2019 were mainly
related 1o redundancies and asset
impairments. There are several
accounting judgements Lo be
Made 1egarding Lalegor isalion
ana teming of costrecognition.

->» Returns

The cetermmation of appropriate
provisions for produot returnsg reguire:
asignificart amount of judgerent
ana, in tne hight of recent volatiity in
rerurns inthe US Higher Education
Courseware business, the Committee
continued W0 review returns data and
our policy on providing for returns.

-3 Tax

The impact of tax legislation changes
including Us tax reform, EU state
aid, proposed aigital services tax,
the trend farincreased fax
transparency, and provisionlevels.

Action taken by Audit Committee

The Comrmittee continued to review progress on the restructuring
programme and considered the judgements required in
accountng for the costs of redundancy and asset impairment,
mainky in respect of the Group's North America operations and
enabling functions. In particuiar, in 2019, the Commiittee reviewed
theimpact of restructurng on technology and content assets
andtheimplications of iritiatives to drive cos-efficiences on
SUFALERH Pt TNer ships.

The Committee considered returns provisioming for the

US Higher Eduration Coursewars business anc reviewed the
methodology for establishing provisions,

The Commuittee were parlicularly interestec to understand the
impactof the new digital tw st strategy in North America on
estimates associated with retuins anc stock obsolescence.

The Committee considerea various development s uuring the vear,
including the izternal refinancing of the Croup's US operations

which completed i June, US tax reform, tax authority auait acnivity

In Brazih and the EU state aid case.

The ovicorne of theretinancing combined with prowvisior
releases redyced the 2019 adjusted tax rate. The 2019 adjusted
taxrare shigher thar the prior year due 1o several nne-off
benefits otcurring in 2012, This was repot ted to the Committes
at the Decemher meeling.

The Committee consideren an update an Pearson's involverment
eneorsing the B-Team Responsible Tax Principles initiarive,

The Chair of the Committee approvea the third report ontax
strategy pricrieits publication mNoyember 2019,

Outcome

The Cormmittee confirned that the
assumptions underlying the tinung

of cost recognition were reasonable
and that the accounting ano disclosure
for the restrucLuring programme
were appropriate.

Assumptions underlying the returns
reserve methodology were reviewed
and challenged.

The Cornmitiee was salisficd with
Pearson's approach lo managing the
impact of tax legisfation changes and
agreed with the viows of management
regarding tax provisioning leveis.
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Risk governance and control

Control environment

The Board has overall responsibility for Pearson's systems of internal
contrel and risk management, which are designed to manage,

and where possible mitigaie, the risks facing Pearson, safeguard
assets and provide reascnable, but not absolute, assurance against
material financial misstatement or {oss. The Board confirms that it
has conducted 5 review of the effectiveniess of Pearson's systems of
risk management and internat control in accordance with provision
29 of the Code and the FRC Guidance on Risk Management, internal
Control and Related Financial and Business Reporting (FRC Guidance).
The Beard confirms these systems operated satisfactorily throughout
the year and to the date of this report, and no significant failings or
weaknesses were dentified in the review process.

The Board has deftegated responsibility for menitoring the
effectliveniess of the company's risk management and internz| contrel
systems to the Audit Committee. The Audit Committee oversees a
risk-based internat audit programme, including periedic audits of the
risk processes across the arganisation. It provides assurance on the
management of risk (including risk deep dives, as described on n74),
and receives reports an the efficiency and effectiveness of internal
controls. You can read more about Pearson's internal audit function
on p77. Each business area maintains internal controls and procedures
appropriate to its structure, business environment and risk
assessment, while complying with company-wide policies,

standards and guidelines.

Internal control and risk management

Ourinternal controls and risk oversight are monitored and continually
improved to ensure their compliance with FRC Guidance.

The Board is ultimately accountable for effective risk management in
Pearson and determines our strategic approach to risk. It confirms
our organisational risk management framework as well as ourrisk
appelite targets. Twice yearly it receives and reviews reports on

the status of the top Group-wide risks. Itis supporiedin the
following ways:

w

the Audit Commitiee 1s responsible for overseeing internal contrels
within Pearson which includes determining the risk appetite
{recommended by Pearsen Executive management), reviewing
and LOmimenting upoin ney 1SS, dd €1suring thal 1isk
management (s effaclive,

~

Pearson’s Executive and leadership teams are responsibie for
identifying and mitigating principal risks.

~

leaders and managers at all levels in Pearson are rasponsible
for managing risk in their area of responsibility, including the

PR Y N,

identification, assesaiment and treatment of risk.

~

the Organisational Risk and Res|lience team owns the overail
risk management framework for the company and fadilitates
consolidated reporting on risk.

> The internal audit team provides independent assurance on
the adequacy of the risk management arrangements in place.
The internal audit plan is aligned to identified Pearson-wide risks
and it presents issues and risks arising from internal audits at each
Audit Committee meeting,

Theinvalvement af the Bnard and Andit Committee in the degign,
implementation, idenufication, monitoring and review of risks
(including setting risk appetite and reviewing how risk is being
embedded in our culture} is outlined in more detail in the
organisational risk management section on p40D

Financial managernent and reporting

There is a comprehensive sirategic planning, budgeting and
forecasting system with an annual operating plan approved by the
Board. Monthly financial (nformation, including trading results,
balance sheets, cash flow statements, capitzl expenditures and
ndebtedness, is reported against the corresponding figures for the
plan and prior years, with corrective action outlined by the appropriate
senior Executive. Pearson’s senior management meets regularly with
vusiness dred Managemert Lo review Aheir business and financial
performance against ptan and forecast, Major risks relevant to eacn
business area as well as performance against the stated financial and
strategic objectives are reviewed in these meetings.

There is an cngoing process to monitor the risks and effectiveness of
controls in relation to the financial reporting and conschdation process,
including the related information systems. This inciudes up-to-date
Pearson financial policies, formal requirements for finance to certify
that they have been in compliance with policies and that the control
environment has been maintained throughout the year, consolidatien
reviews and analysis of material variances, finance {echnical reviews,
and review and sign-off by senior finance managers. The Group finance
funciion also monitors and assesses Lhese processes and controls
through finance and technology comphance functions and a Controls
Steering Committee comprising cross-functional experts.

These controls include those over externai financizl reporting which
are documented and tested in accordance with the applicable
regulatory requirements, including section 404 of the Sarbanes-Oxiey
Act, which is relevant 1o our US listing. One key control in this area is
the Verification Commitiee, which submits reports to the Audit
Committee. This Committee is chaired by the SVP-Internal Audit,

Risk and Compliance, and members include the Chief Financial Officer
and/or their deputy, the Deputy General Counsel, SYP-Investor
Relations and the Company Secretary as well as senior members of
financial management. The primary responsibility of this Committee
is to review Pearson's public reporting and disclosures to ensure that
information provided to shareholders is complete, accurate and
compliant with all applicable legislation and listing regulations.

in addition, our separate Market Disciosure Committec is responsible
for considering potential inside information end its treatmentin
accordance with the EU Market Abuse Regulation. The effectiveness of
key financial controls is subject to management review and self-
certification and independent evaluation by the external auditors
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Treasury management

The treasury department operates within policics approved by the
Audit Committee on behalf of the Board, and treasury transactions and
procedures are subject to regular internal audit. Major transactions are
authorised outside the department at the requisite level, and there s
an appropriste segregation of duties. Freguent reports are made to
the Deputy Chief Financial Officer and Chief Financial Officer. Regular
reports are prepared for the Audit Committee and the Board and an
annual risk review meeting takes place between the Treasurer and
Audit Committee, The Treasury Policy is described in more detail in
note 1910 the financial statements an p165

Insurance

Pearson reviews its risk financing options regutarly to determine how
the company's insurable risk exposures are managed and protected,
Pearson purchases comprehensive insurance cover and annually
reviews coverage, insurers and premium spend, ensuring the
programme is fit for purpose and cost-effective,

Pearson’s insurance subsidiary, Spear insurance Company Limited,
is usedto leverage Pearson's risk retention capability and to achieve
a balance between retaining insurance risk and transferring it to
external insurers.

Tax

The Board has delegated responsibility for the integrity of financiai
reporting and rigk maragement tothe Audit Cornmuttes This inclydec
setting tax strategy and monitoring tax risk. The Tax Department
reports at least annually to the Audit Committee. Regular updates

are provided to the Deputy CFO and the CFO throughout the vear.
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Direclors’ remuneration report

Committee Chair
Elizabeth Corley

Members
Elizabeth Corley, Sherry Coutu,
Josh Lowis, Tim Scorc and

Sidney Taurel

Key messages from the Remuneration Committee

> 2019 incentive outcomes reflect the headwinds the company
faced during the year, whilst recognising thal Pearson is on track to
deliver ahead of target for cast savings and is growing reveniie in 76%
of the company, whilst also becormning a leaner, more efficient and
digitally-focused business. As a result, there will be no payout under

the AIP for 2019 and a 33% payout under the 2017 LTIP vesting in 2020.

~

We have reassessed our Remuneration Peiicy, following a
fundamental review of remuneration princinles to ensure it supports
aur purpose and strategy thraughaout the campany

v

Changes have been made to algn further the Remuneration Policy
with the principles of remuneration, the 2018 UK Corporate
Governance Code and shareholders’ guidance.

v

The Committee reviewed the remuneration implications of
leadershin rhanges tothe Roard and senior management and the
appointment terms of the new CFO.

v

There will be no salary increases for ncumbent Executive Directors
In 2020,

-

We have decided to maintain a significant discount to LTIP award
levels in light of share price performance.

v

The Committee remans focdsed on ensunng the remuneration
arrangements m place for the broader employee population remain
consistent with the need to attract the right tatent for a digital future.

Terms of reference

The Committee’s terms of reference are inline with the 2018 UK
Corporate Governance Cade and are available on the Governance page
of the compariy's wehsite at www.pearson.com/investors/goveriande.

A summary of the Committee’s rasponsibilities fs shown on p36

Board Committee attendance

The following table shows attendance by Directors at Committee
meetings throughout 2019:

Remuneration

Elizabeth Corley T
sherry Coutu 3/3
josh Lewis rixi
Tim Score o
Suiney Tauref ur

1 Sherry Coutu joined the committee on 1 July 2019 and has attended all
LOMMItes meetings since ner ppointment.

In this section

Part 1" Remuneration gverview PR
Part 2. 2019 rermuneration repor: p&S (and 106}

Part 3 2020 Remuneration Policy [0

Dear sharchelders.

Overthe last year, the Committee has been undertaking a thorough
review of its remuneration principles and Directors’ Remuneration
Policy to ensure that they enable us to achieve the company's purpose
of helping people make progress in their lives through learning and
supnort the execution of the goal of generating long-term sustainable
value for our shareholders.

To deliver on Pearson’s purpose and strategy we need a strong global
management team. Pearson competes for talent and key skifls in an
increasingly demanding marketplace and needs to attract and retain
high-calibre executives, and incentivise them to deliver results and
progress against aur strategy, in line with the shareholder experience.
The Committee considers that cur revised principles of remunerauon
and Policy achieve this aim.

Our remuneration principles are described on p87

Changes have been made {0 our Policy to reflect
best practice

The Committec ngorousty re-evaluated the current remuneration
framework from firsi principles as pari of our review of Policy.

Having done so, we believe that the current remuneration framework
of annualincentive plan (AIP) plus Long-term Incentive Plan (LTiP}
continues o suppart the execution of Pearson's strategy.

The Committee will, however, continue to keep its appreach o
remuneration arrangements under review to ensure thatit remains
effactive as we transition the leadership tearn and as Pearson’s
slralegy continues Lo evolve.

Notwithstanding that the broad framewark remains the same, the
Committee has made changes to some elements of its Remuneration
Policy and its implementation Lo simplify the approach, toreflect the
2018 UK Corporate Governance Code and evolving best practice,

and to align hetter with business chjsctives cver thelong-term.

Changes to Policy inciude:

> in order ta align with shareholder expectations, the AIP paid
for ‘on target’ performance will be no more than 50% of the
maximum potential. This results in a reduction in target AlP
opportunity for the Chief Executive from 100% of salary to 90%
of salary with no change to the mawimum opportunity.

» Under our Policy, the maximum LTIP opportunity has been
reduced (o 350% of salary (previously 400% of salary in normal
circumstances, up to 500% of salary in exceptional circumstances),
in order to simplify the approach and to bring it more dosely in
line with how we have been applying the policy over the last three
years. The intention is that annual LTIP opportunity will remain
below this level.

> Currently, the LTIP holding period is structured se that, following
the three-year performance period, 75% of any vested shares are
released with the net award subject to a mandatory sales restriction
for a further two years. The vesting of the remaining 25% of the
shares is subject to continued employment over the same period.
In orderta simplify the approach and 1o align with market practice
100% of the LTIP award (for awards made from 2020 anwards)
will be subject to a two-year holding period following the end of
the three-year performance period (i.e. five years from award}.
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» Fruin 2018, we lower ed the pension opporiunity sudchi that new
appointments are eligible to receive pension contributions of up
to 16% of pensionable salary or a cash allowance of Up to 16% of
salary. Thisisinline with the maximum company contribution as a
percentage of salary that UK employees are eligible to recelve.
This provision will be incorporated into our new Policy.

> Inlight of evolving shareholder expectations and market practice,
we have strengthened our existing post-employment shareholding
guideline (implemented in 2017) such that Executive Directors are
expected to retain their current guideline {300% of salary for the
Chief Executive and 200% of salary for the CFQ) for twa years
foltowing stepping down as an Executive Director.

Performance rmeasures for 2020

The Committee is proposing some minor changes to performance
measures for the AP and LTIR.

The AP will continue to be based on a mix of adjusted operating profit,
sales, operating cash flow and strategic objectives. The weightings

of operating profit and sales have heen changed to 30% on each
(previously 40% on operating profit and 20% on sales). This change is
to reflect that Pearson is focusing on delivering value for shareholders
through top-line growth as well as through cperational efficiencies and
to strengthen further alignment with this objective. The remaining 40%
of AlP opporiuniy will be equally weighted on operating cash flow and
strategic objectives which wili be aligned with our corporate goals.

The LTiP will continue 1o be based on adjusted EFS, RGIC and relative
TSR ve FTSE 100 (mezcuras aqually weighted) We have nraviousty
communicated that the Committee betieves net ROIC s a fairer
assessment of management's performarnce in generating shareholder
returns on the capital currently invested in the business, but that this
metric would only be introduced after the company had tracked it

for a number of years. Net RQIC has now been used as a key metricin
Board reparling and reporied as a KPisince Pearson's 2017 straiegic
ranort; iherefore, gr_\ihg farward, we wil measure net ROIC rathar than
gross ROIC for the purposes of the LTIP, The Committee's intention is
to operate net ROIC such that any payouts reflect the underlymng
performance of the new management team by measuring return on
capital excluding existing impairments on legaty acquisitions oniy.

If the management teamimpairs an asset within the performance
petiod, the final calcutation of the cutcome under the LTIP willbe
adjisted ta ensure it dnes not benefit the ottirame

Leadership changes

0On 18 December 2019, we announced that our Chief Executive,
John Fallon, will retire in 2020 once a successor has been appointed.
John Fation will remnain eligible to participate in the AIP for 202G on a
pro-rata basis. He will notreceive an LTIP award in respect of 2020
and his salary wiii remain a1 £317,400 per annum. His benefits aiso
remain unchanged.

The Committee reviewed the approach to the Chief Executive’s pension
in light of shareholder views and best practice, and agreed with him
that his pension allowance would be reduced on a phased basis over
the next three years (o bring it into line with the UK workforce at 16%
of salary. Notwithstanding his planned retirement, john Falfon’s cash
pension allowance has been reduced by 3 percentage poinis io 23%

of salary as the first step on this planned phased reduction.

Otherinfermation 1

Ot 16 January 2020, we announced that Coraim Williaims will be leaving
the company and Sally Jehnson, currently Deputy CFO, will succeed
him as CFO. It has since been confirmed that Coram Williams will step
down at the AGM on 24 April 2020 and Sally Johnson will be appointed

as CFQ and as an Executive Director on this date.

Corarm Willlams will not be eligible for AIP and LTIP in respact of 2020

and he will forfeit any unvested CTiP awards on departure. His salary

will continue at £539,500 per annum until he steps down. His pension

and other benefils remain unchanged. He will receive no payment in i
relation to loss of office.

Sally Johrison's salary will be £515,000 per annum. Her maximum
AP opportunity will be 170% of salary and her LTIP award will have 3
face value of 245% of salary (wWhich is the same award opportunity as
for Coram Williamsin 2017, 2012 and 2019), reflacting the previous

discounts to LTIP awards iniight of share price performance.

The Committee believes that a further reduction in the CFQ-elect’s
award level is not appropriate, beyond the discount already applied.
This discountwas set at atime when the sharc price was comparable
tothe current share price and the Committee considers that alignment
between management and shareholders would be better supported
by maintaining her level of grant a1 245% of salary in 2020.

Sally johnson is a member of the Pearson Pension Plan and will |
cantinue to accrue pension at a rate of 1/60th of pensicnable salary

per annum, restricted to the plan earnings cap, in line with other

participants in the Plan

Incentive autcomes for 201G reflect a challenging year

Pearson as a whole was able to match prier year underlying sales for
the first time since 2014 because the broader 76% of Pearson grew

by 4% 1n aggregate, demonstrating that Pearson is starting to see the
returns from the strategy of Investment in growth businesses and the
evoiution towards a simpler, more sustainable business. This progress
was, however, offset by an underlying decline in the US Higher
Ecucation Courseware business where sales trom print textbooks
reduced more rapidly than anticipated. Pearson delivered Group
adjusted operating profit of £581m, an increase of 6% on 2018.

Despite sirong progress against strategic objectives, financial
performance did not meet the threshold required teresultin a
payment under the AP and therefore there will be 1o bonus paymeant
forthe Fxecutive Directors inrespect of 201G The Commitiee carafully
considered the impact of no payout on talent and retentjon across the
company, and agreed with management that to have no payout at all
would not be a fair refiection of the progress that was made across the
company. As such, the Committee approved discretionary funding for
employees, excluding the Executive Directors.

LTiP awards granted in 2017 were based on adjusted EPS, gross ROIC
and refative | S performance. Adjusted EPSTor 2019 was 5/4.8p wnich
was between threshold and target, resulting in 39% of this portion of
the award vesting. ROIC for 2019 was 5.2% which is again befween
threshold and target, resuiting in 57% of this portion of the award
vesting. TSR performance is below median and therefore no portion
ofthis award vested. Overall, therefore, performance resutted in 32.7%
of the 2017 LTIP award vesting.
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Dircclors’ remuncration reporl

The Commitiee very carefully considered the vesting outcome in the
comext of the shareholder experience, the progress made against
the delivery of our strategic initiatives and sustainable efficiency
measures, as well as achievements ininnovation, people, culture

and sustainability agendas. Despite the challenges the company has
faced over the last year in US Higher Education Courseware, the
Committeg concluded that the vesting cutcome was a fair reflection of
the performance the company has achioved over the last three years
and the progress against the strategic objectives and therefore it was
netnecessary to exercise discretion to adjust the vesting outcome.,

In doing so, we also considered that the LTIP targets were set with
considerable stretch after extensive shareholder consultation.

Remuneration framework

The Committee consulted with sharehoiders regarding the changes
1o Policy and its implementation for 2020; the final proposals
reflect feedback from shareholders. Continutng conversations with
shareholders have been invaluabie and we thank shareholders for
the time they have spentwith usin shaping our approach. tlock
forward to receiving your support at the AGM in reiation to our
Directors’ Remuneration Policy and our remuneration report.

Elizabeth Corley
Chair of Remuneration Committee

6 March 2020

Remuneration Policy development and aliganment io remmuneration principles and company siraiegy

Our remuneration principles and Directors’ Remuneration Poiicy
have beer developed to supportour purpose and strategy
throughout the company.

The Committee’s review of our remuneration philoscphy and
Directors’ Remuneration Policy focused on ensuring that the
company was equipped to achieve its purpose of helping people
make progress in their lives through learning, and supports the
execution of the goal of generating long-term sustainable

value for shareholders. Throughout the process, we had

due regard for the 2018 Corporate Governance Code, wider
workforce remuneration and emerging best practice in relation
to Executive Director remuneration.

> Pearson developet a company-wide set of remuneration
principles to govern how people are rewarded. The principles
have been developed to ensure alignment to company culture,
and the ability to attract and reward the right talent to enable the
company’s digital future, whilst recognising that remuneration is
one part of the broader employee value proposition at Pearson.
Thase principles were used to shape the development of cur

2020 Executive Directors’ Remuneration Palicy.

~

The Committee has taken steps tc simplify our Policy

and its implementation to ensure that itis clearty aligned to
company strategy, including re-weighting measures in the AlP,
aligning on target opportunities and conseolidating maximum
LTIP opportunity.

v

In addition, the committee has reviewed quantum under incentive
plans and reduced the Chief Executive target AIP opportunity to
80% of salary and the maximum LTIP award {imit to 350% of
salary - removing the exceptional maximum limit.

~

Our remuneration framework and cutcomes are designed to
be aligned with performance achieved.

- Performance measures selected forthe AlP and LTIP are key to
achieving strategic objectives. This year, we have made some
changes Lo performance rmeasures to ensure they continue to
incentlvise the right management behaviours and goals.

-We carry oul a robust target-setting process each year,
taking into account Pearson’s strategic plan, as well as
analyst expectations Lo reflect market expectations, resufting in
stretching yet achievable targets for the AIP and LTIP.

- Maximum awards under the AIP and LTIP are capped and the
maximums are disclosed in our Policy.

-When determining payouts under each plan, the Commitlee
discusses if the outeome is reflective of overall company
performance and shareholder experience over the period
and, if not, has discretion to alter plan cutcomes up or down.

The Commiltee is mindful of reputational and other risks when
determining Remuneration Policy and outcomes for Executive
Directors and senior management. The company also has
safeguardsin place, such as clawback and malus and a two-year
holding period on the LTiP, as well as robust sharcholding
guidelines including post-empioyment which have been

further strengthened this year,

~

» Before signing off the remunearation repert and Romuneration
Policy, the Committee reviewed drafts of the report and provided
input to clarify our disclosure. We also undertook consuttation
with our top 20 shareholders, who represent 74% of our share
capital, giving early sight to our Paticy changes and to inform our
final conclusions.

In 2019, Pearson devetoped remuneration principles that govern
the whole organisation. We have evolved our Remuneration Policy
to match the folfowing updated reruneration principles, which are
described on p97

> Aligned to longer-term strategy
» Pay for performance

> Market competitive

> Targeted differentiation

> Tailored

» Remuneration is one part of the employee value proposition
at Pearson
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Summary of key Policy changes for 2020

Asummary of the materiai changes to be introduced in the 2020 Policy is provided below, more detail can be found in the notes to the
Policy table on p102. The full future policy table is on p98~101

Element Overview of changes Description

Annual s Target AlPwillbe no In order to align with shar eholder expectations, the AP paid for ‘on target’ performance willbe no
incentive plan  more than 50% of more than 50% of the maximum potential. This results in areduction in target AIP apportunity for the
An maximurm Chief Executive from 100% of salary 1o 90% of salary, with na change to the maximum opportunity.
Long-term > Reduction in exceptisnal Linder current policy, LTIP awards ot up 1o 400% of salary may be made in normal crcimsrances,

incentive plan  maximum for LTIP awaras  with awards of up to 500% of salary in exceptional circimsiances,

L Inorder to simplify the approach and o hring it more closely in ine with how we have been applying
thepolicy aver the lastthree years, the award level limit under the LTIPwitl be reduced to be uptoa
maximum of 350% of bace valary.

» Simplincatton of the Currently, the LTIP holding period is structured so that, following the three-year performance period,
struciure of the L TIP 75% ot any vested shates are ) eleased but subjertto ar andatory sales restriction {other than share.,
holding period used to settle tax) for a further two years. The vesting of the remarming 25% of the shares is subject to

conmtmuen emeloyment gver the same perod,

innrrerto simplify the apprnach and fo align wirh market practice 100% af the i TIP Awara (for 2000
onwardsywiil be subject to a two-year holding period following the end of the three-year performance
period (Le. five years from award) During this period the awards will not be forfeitable for cessation of
employment other than via dawback, e.g. in the case of gross misconduct

Retirement » Pension alignment with From 2018, we lowerecl the penston opporturity such that new appointments are eligibie 10 receive
benefits wider employee populationn pensiorn contributions uf up to 163 of pensionable salary or a cash allowance of up to 16% of salary,
5 over the hfe of the policy i line with the maximum company contribution as a percentage of salary that UK emiployees wha are

over 45 die eiiglbie wirereive. where an mg vidual appoinied wo the boa dis aiready o memies on e

Pearson Pension Plan {ow defined benefit plan) then they will continue to be eligible to participate in

the Plan on a consistent basis with other emmployees i the Plan |
In Qetober 2017, the Chirf Executive reached the rmaxium service acoual under the Peatson

Pension Plan as he had over 20 years of service. He therefore receives no further service-related

penefits under this Planbut condnued ro receive a taxable cash supplermert of 26% 0f base salary,

inhey of the previoys FURBS arrangernent.

The Cammittee reviewea the approach to the Chief Executive's pensioninlight of shareholder views
and best practice and agreed wath the Chief Executive that hus pension allowance wauld be reduced
on aphased basis over the nextthree years 1o bring it in line wiih the UK workforoe of 16% nfsafary.
Naotwithstanding his planned retiremant, jahn Fallon's cash pengion allowance has heen reduced by
3% tc 23% of =alary asthe first step on this plarned phased reduction.

Shareholding » Strengrhening Pearson was prie of the firet companies tomtroduce a post-retirement shareholding guoeline as part
plidelines nost-pmployment af chereview inderiaken in 2017, siich that Fxacytive Mirerrars are required fo recaie half nf their
ot shareholding guidelines shareholaing guineline for a period of two years post-retirement.

i Hight of evolning shareholder expectations and market practce inthis area, we bave strangithened
the post-employment sharehoiding guideline in place so that Executive Directors are required to
retain ther curnrent geideline (300% of selary for the Chief Executive and 200% of salary for the (FO)
for a period of two years loflowing stepping aown as an Executive Director.
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Certain parts of this report have been audited as required by the Large and Medium-sized Companies and Groups (Accounts and Reports)
Regulations 2008 as amended. Those tables which have been subject Lo audit are marked with an asterisk,

Single total figure of remuneration and prior year comparison’

Total aggregate emoluments for Executive and Nan-Fxecutive Directors were £3.825m in 2019. These emoiuments are included within the
tetal employee benefit expense in note 5 to the financial statements (p146)

Executive Directors

The remuneration received by Executive Directors in respect of the financial years ended 31 December 2019 and 31 December 2018 15 set

out below.

Executive Director 'single figure’ remuneration

Element of remuneration
£000s

5 Basesalary

ASE Aflowances and henefits

F o Retirernent benefits
Total fixed pay

P Anniialincentives
T R OTE-Termine enives
Toralvariable pay

Total remunaration

Notes to single figure tabie’
@ Base salary
The base salary shown in the single figure table reflects salary paid In
the financial year.
»=5  Allowances and benefits

The breakdown of beniefits 15 as fallows for 2019:

lehn Coram
£000s Fallon Williams
Travel 28 5
Health 2 3

Travel benefits comprise car allowance, shared use of 3 company car
and driver for business purposes, and reimbursements of a taxable
nature resulting from business travel and engagements. Health
kenefits comprise healthcare, health assessment and gym subsidy.
In addition to the above benefits and allowances, Executive Directors
may also participate in company benefit or policy arrangements that
have no taxable value and/or are availabile to all other employees in
the same location.

®  Retirement benefits

Furiner devaii on retirement benefits is set out iater in this report.

A0 Annual incentives

The 2019 AIP for the Executive Directors was based on 2 mix of financiat
{B80% weighting) and strategic measures (20% weighting). The 2019
award resulted in a nil payout for both the Chief Executive and CFO.

For more detail on performance metrics and performance against

- - [a%ls ~ ~
targetsin 2092 sce overleal

John Fallon Coram Williams

_ 2019 2018 2019 i 2018

T 813 795 537 - ‘325_
30 43 8 14

21 206 62 54

1,054 1,044 607 593

- A - 4

803 1,406 - 815

803 2,050 - 1,216

1,857 3,084 607 1,809

Tr Long-term incentives

The single figure of remuneration for 2019 incfudes the vesting of

the 2017 LTIP award, which was subject to performance conditions
assessed to 31 December 2019. For more detail on performance
metrics and performance against targets, sce po0. The values of vested
2017 LTIP awards included in the figures for total remuneration have
been calculated using a three-month average share price toyear end
0l 671.0p and do notreflect any dividends accrued on thuse shares,

The share price on the date of grant of 11 September 2017 was 586.0p.
The share price used tovalue the LTIP for single figure purpose of 671.0p
represents anincrease of 85p per share. The proportion of the 2017 LT1P
value disclosed in the single figure attnibutable to share price growth

for the Chief Executive was therefore £101,730. The Remuneration
Committee did not exercise discretion inrespect of the share price
appreciation. Coram Williams will leave the company at the AGM,

before the 2017 LTiP vests, and therefore his award will lapse in full.

The single figure of remuneralion for 2018 includes the vesting of
the 20716 LTIP award. The value of the award has been updated to
reflect the dividends accrued and the share price on the date of vest
(3 May 2019) of 813.7p.

The value of the 2016 award previously disclosed in the 2018
remuneratian repart was estimated to be £1,454,000 for the

Chief Executive and £843,000 for the CFQ, based on a three-maonth
average share price of 904.0p and did not reflect any dividends
accrued on those shares.

The 2016 LTIP awards which vested on 3 May 2019 were granted

o 3 May 2010 when the share piice was §05.0p. Between the cale

of grant and the vesting date, the share price had increased to

813.7p which equated to an increase in value of each vesting share

of 8.7p. The proportion of the 2016 LTIF value disclosed in the single
figure attributable to share price growth was therefore £13,985 for the
Chief Executive and £8,112 for the CFO. The Remuneration Committee
did not exercise discretion in respect of the share price appreciation.
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The following table summarises the performance targets and performance against these targets for the 2015 awara which resulted in a nit payout

for hath the Chief Executive and CFO,

Overali outcome

Performance range

Payout

% 0f max bonus

Performance measu % of total Threshold Target Max Actual results opportunity
Adjusted operating profit 40% £588m £612m t671m ESB1Tm 0%
Sales 20% £3,902m £3,976m £4,050m £3,869m 0%
Operating cash fiow 20% E401m £434m £492m £307m 0%
Strategic measures 20% Seebelow 0%

1004 0%

Note 1: Operating cash flow s measured post-restructuring. Operacng cash flow presrestructuring s £413m.

Note 2: See below for perfosiranee against sirategic meas.1es,

Note 3: The putcomes under A measeres have beer reviewed by interral audt

Performance against strategic measures

The targets (and outcomes) for performance againsteach of the strategic measures are shown in the table and supporting narrative below:

% of total
Strategic priority Measure funding Threshold Target Max Qutcome
Gainshare Growth in digital and 5% 62 5% £3% G4.0% Digitat and digitalty-enabled sales ncreaseq
through digrtafly-enabled sales as a {+0.5% on {r1%on (+2% on to 66.3% of toral revenues in 2013 vs 62%
digital proporiion of revenues 2018 resily) 2018 result) 2018 result) N 2B,
transformation Digiral platforms - 5% Lrincal Critical Allmiestones  Aida app and Revel hoth launched and
celiveryof key 2u1y mhesranes mestones any  and genverapies avalable for commerciai Lse
milestones relatea to on track key celiverabies antrack Progress made against other milestones
Alapp and Revel pilots ontrack has resultec in an accelerated Mnovative
product roadmap, which will drive cumulative
ncremental valie at alower costthan the
original plan over future years.
Growing Investingrowing 5% +5% revenue t25% revenue  +10%revenue  Our @lowih businesses - Pearson VUE,
market mar<ef gpportunities — growth growth growth virtual scncols, OPM and PTF Acadernic -
opportunities  total revenue growth grew by 8% inrevenue These growth
businesses will continue to graw in 2020,
aswe investinnew forms of online education,
in better, smarrer, online assessments, innew
Al-inspired direct-to learner apps, ana n
shifting Pearson’s focus to ink education and
Sty abiity witls The workplace.
Becoming The Enabling Programme 5% Cntical Critcal Almilestones  Good progress was made against the
simpler, more  (TEP)-linked to hey miestones milestones ana celiverables businessvalue realisation plan but further
efficientand  deliverahles/milestones ontrack ana key ontrack waorkis still newded to sustain fixes and
sustainable inciuding (successful) deliverables overcome more complicated issues.
deployment of Wave 3 antrack Wave 3 was deployed successfully,

Release, progress on
RoW and Reo Ambor

Green {RAG) status of
value realisation plan

Due to significant progress against strategic goals in 2019, an above target result was achieved under these measures. However, as the financial
underpin was not met therefore there will not be a payout under the strategic measures for 2019.
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Executive Directors' Long-Term Incentive Plan award vesting for 2019

tn September 2017, the Executive Directors were made awards under the LTIP which vestin May 2020 based on perfarmance the business
delivered over the three-year period from 2017 to 2019,

The target ranges were set following extensive cansultation with our major shareholders in 2017, and took into accountinternal and extarnal
expectations of performance when the awards were made.

The level of awards granted to Executive Directors in 2017 was reduced by approximately 30% to 275% of salary for the Chief Executive and
245% of salary for the CFO to reflect the decline in share price 3t the ime. The level of payout at threshold performance was also reduced
under the adjusted EPS and ROIC measures.

The overall outcome hased on performance achieved against targets is 32.7% of the maximum awards. However, Coram Willlams will leave the
company at the AGM, before the 2017 LTIP vests, and therefore his award will lapse in full.

The targets and performance against these targets are as follows:

Performance rangse Vesting

Payout at Payoutat Payoutart Yo % of total

Performance measure % of total Threshold Target Maximum threshold target maximum Actual  achievement awarg
Adjusted CPS 40% 55p 62p 75p 15% 75% 100% 57.8p 39% 15.6%
ROIC 30% A.5% 5.5% 7.5% 15% 7hik 100% 5.2% 57% 17.1%

Uppe

Relative TSR 3% Median N/A quarule 25% NAA 100% 72 outnf 9% 0% 9%
100% Totat 32.7%

Relative TSR was measured against the constituents of the FTSE 100 at the start of the performance period.

The Committee very carefulty considerad the vesting outcome in the context of financial performance, the shareholder experience, progress
against the delivery of strategic Initiatives including the business transformation and sustainable cost reduction delivered by the simplification
programime, as well as reviews of talent, diversity, cuiture, customer experience and sustamability agendas. The Committee considered whether
there had been a significant negative event (such as an ESG event) which would warrant an adjustment. Notwithstanding the challenges the
company has faced over the last year in the US Higher Education Courseware business, the Committee concluded that the vesting outcome was a
fair reflaction of the progress the company has made over Lhe last three financial years. No discretion was therefore exercised to adjust the
vesting outcome.

Qverall, the Committee considers that the Remuneration Policy has operated asitintended during 2019 and that the pay outcomes are aligned

with the experience of sharehelders and other stakeholders over the relevant performance neriad

e Long-term incentives awarded in 2019°
The following LTIP awards were granted during the year:

Value for

threshold

Facevalue perfarmance
Direcror Date of award Vesting date Number ofshares Facevalue {%ofbasesalary) (% of maximum) Performance Pertod
Johr Fallon 1 May 2019 1 May 2022 271,000 £2,249,842 275% 18.3%  1]an19-3%1 Dec 21
Coram Williams? 1 May 2019 1 May 2022 159,000 £1,320,018 245% 18.3%  1]an19-31 Dec 21

Under tire adjusted EPS and ROIC clements, 154 vests for threshold performanice; under the TSR elemenr, 259 vests far rereshold performance. This is the weighted
average of vesting for threshold.

2 CoramW:liams wil leave the campany at the AGM therefora lus award wilt lapse in fulk,

Facevaluowas detormined using a chare price of 820.2p (previous trading day dosing price as 2t the date of grant).

Any shares vesting based on performance will be sitbject to an additional two-yesr holding period to 1 May 2024.

Details of the performance targets for the 2019 iong-term incentive awards are set out in the tables below:

Adjusted earnings per share {EPS} (ohe-third) Return an invested capital [ROIC) (one-third) Relative total shareholder return (TSR] {one-third}
Vesting schea;le Adjusted EPS Vesting schedule T Adjusted ROIC ” Vesting schedule Ranket posigo'r:;.s.“
{% max) for Fy21 (% max} for FYz1 (% max) FTSE 100
15% T 65p 1584 S4% 25% - Mechan
65% 70p H5% 6% - -
100% 80p or above 100% 9% or above 100% Upper guartile

Note 1: Straignt-iine vesting wi'l gccur in between the pomnts shown, with novesting far performance below threshald.

Note 2. Pearscn’'s TSR performance 1s measurad relative to the constituents of the FTSE 100 index over the performance period.
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Performance targets for outstanding awards under the Long-Term Incentive Plan (LTIP)
The details of 2017 and 2018 LTIP awards and their performance conditions under the Long-Term incentive Plan (LTIP) are set out in the

Director

John Fallon

Coram Williams

Plans

John Fallon - The Pearson Pension Pian
John Fallon attained the maximum service accrual for this benefit when

hehad accreed a benefit of two-thirds of his final pensionakle salary
and no furiher services elated Denelits can auarue under the Flan.
Based onthe 2018/20 earnings cap of £166,200, he witl have accrued 3
pension of £105,884 per annum at this tme. When the earnings cap
under the Planrulesisincreasedin the future inline with increases

in the UK retasl price index, his final szlary pension benefit will
increase accordingly.

in addition, he received a taxable and non-pensionable cash
supplement {of 26% of salary) in lieu of the previous FURBS
arrangement. During 2019, john Fallon received the pension
supplement of 26% of salary. There are no enhanced early
retirement benefits,

he reached 20 years' service in Qctober 2017, With effect from this date,

Share

price

an date
of Vesting Performance Performance Payout at Payoutat
Date of award award date measlres  Weighting period thrashold Payout at target maximum
8 May 2018 8936 1 May AdustedEPS One-lhird FY 2020 19% fur EPS 6hp  65% for EPS of 68p 100% for EPS 80p
2021 ROIC One-third FY2020 150 forROICOf 5%  65%ful ROICof 6%  100% for ROIC nf 8%
Relative TSR One-third  1lan 2018 ta 31 Dec 2020 25% at meclian - 100% at upper guartile
11 Septemhber  586.0p 1 May Adjusted LIPS 408 FY 2019 15% for EPS S8n  75%tot LPSof Gip 100% for EPS 75p
2017 2020 ROIC 309%, FY 2019 5% far ROIC Al 4 5% 758 for ROIC o 5 5% 1060% {nr ROIC af 7 55
Relative TSR 306 1 ]an 201710 31 Dac 2019 25% at median - 100% at upper quartile

r Executive Directors' retirement benefits and entitlements”

Detalls of the Directors’ pension entitlerments and pension-related benefits during the year are as follows:

Value of defined benefit Other allowancesin Tatalannual Accrued pension

over the period Heu of pension valuein 2019 ai3y Decn9
£000s £000s £000s E0DDs

- 211 Fanl 106

62 - 62 40

Note 1. The accrued pension at 31 December 2019 1 the deferred anrual pension o whech tre member would be entitted on ceasing pensionable service an
31 December 2013, Itrelates to the pension payable fromm tne UK Plan Normal retrement age 15 62,

Note 2 The val.:e of defeiec penefiz over the period romnnises tne defined benetit miput value. less inflation, fess ndmdual contribution
Note 2. Other allowancesintied ot pension represent the tash altowances paidin l=u of the previous FURRBY arrangements,

Note 4. Totat annual vatue s the sum of the previous twe columns anc is disclosed it the single rgure of iemuinet ation table

The Committee reviewed the approach to the Chief Executive’s pension
in lightof shareholder views and best practice, and agreed with John
Fallon that hus pension allowance would be reduced on a phased basis
over the nextthree years to bring itin line with the UK workforce a1 16%
of salai y. Nulwiii slenditig His planbed retirernent, John Faiion's cash
pension allowance has been reduced by 3 percentage points to 23%

of satary as the first step on this planned phased reduction.

Caram Williams - The Pearson Pensian Plan

Accrual rate of 1/60th of pensionable salary per annurm, resiricted
tothe Plan earnings cap (£166,200 per annum in 2019/20), with
continuous service with a service gap. There are no enhanced early
retirement benefits,
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Sharehalding guidelines

Executive Directors are expected to build up a substantial shareholding
In the company in line with the policy of encouraging widespread
employee share ownership and to align further the interests af
Cxecutive Directors and shareholders. The target holding is 3505

of salary for the Chief Executive and 200% of satary for the Chief
Financiai Officer. 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 reiease under a share plan. Executive Directors have five
years from the date of appointment to reach the guideline. Gnce

th guideline has boon maot, it cthcr than when

shares are soid.

2o e
5NCUTT-T

Directors’ interests

Directors’ interests in shares and value of shareholdings’

in light of evolving shareholder expectations and market practice,

we have strengthened our existing post-employment shareholding
guideline {implernented in 2017) such that Executive Directors are
expected 1o retain their current guideline (305% of salary for the

CEQ and 200% of satary for the CFO) for two years following stepping
down as an Executive Director. This guideline does not apply to shares
prirchased by the Director.

The shareholding guidelines do not apply to the Chalr and
Non-Executive Directors. However, a minimum of 25% of the
Non-Executive Directors' basic fee is paid in Pearson shares that
the Non-Executive Directors have committed to retain for the
period of thelr dircctorships.

The share interests of the Directors and their connected persons are as follows:

Current
shareholding
{ordinaryshares)

Birector ar3l Dec19
Chair S
Sidney Taurel 103,224
Executive Directors

John fallon 397313
Coram Williams 56,108
Non-Executive Directors

Elizabreth Corley 22,028
Sherry Coutu 3575
vivienne Cox 7430
Inshlpyne 14,200
Linda Lorimer 11,040
tichael Lynton 3,535
Graeme Pitkethly 785
TimScore 37,893
LincoinWalten 8,607

Note 1: The current valle of the Fxecutve Director s’ shareholdings is nased on
thie civsing mar kel value of Pearson shares of 387 Gpun 25 February 2020 against
pase salaties 31 31 Decermper 2019,

Note ?: Ordinary shares include both ordinary shares listed on the London
Stock Exchange and American Depositary Receipts (ADRs) isted onthe New
York 5tock Fxrhange, The figures include both shaies and ADRs acquired by
ind widuais under the long-term incentive plan and any legacy share plans
they might have partic.pated in.

Note 2 Conditional shares subject to performance rmeans urvested shares
wihnchrermain subjeci o performsnce wonditions and continaing erploynent
for apre-defined pericd. This incluges the LTIP awards granted :in 2017, 2018 and
2019; detalls of the performance period, measures and targeis can be found on
p95and p91

iNote 4. The performance targets for the 2017 award were partially met and
therefore 32.7% cf this award will veston 1 May 2020 and tne remaining portion
will lapse for johna Falion. Vested shares wili be subject to an additiona! two-year
hosding perod ta 2 Mgy 2022, Coram Wiliams wil. ‘eave the company at the AGM,
baforethe 20171 1P vests and rherefore his award wall lapse in full

shares subject to
performance at

Conditional Londitionat  Totalnumber of
shares subject to ordinary and
employment only conditional shares Guideline
31Dec® Ar31 Dec19 #1371 Dec19 (% sakary) Guideime met?
883,000 40,215 1,320,528 300% Yes{seenoteB)
519,600 23,310 698,418 200% nfalseenoteb)

Note 3-Condifonal shares subject to emproynient oty means unvested shares
whicnare supiect o0 nording period and continued empaoyment. Tne snares
shown are inrelanion to the 2016 1P ard wilt he rel=ased in May 2021

Naote b: Corarm Willizns has five years from the date of his appoimtment as an
Executive Director on " August 201510 reach the sharehciding gudeinne,
Coram Williams is due to step down from the Board at the AGM on 24 April 2020,

Note 7: There have been no changes in the interests of any Birecine petween
31 Recamber 2009 and 26 Falrnare 2020 i'\wng the faresr nrag tirable date nriare
tothe publication of thus report,

MNote 8- john Fallon has met the shareho'ding guideline However, as a result ol the
deciease in share price, the current value of bus shareholding is less than 200% of
salary. He has notsold any shares during 2019 and the number of ord:nary shares
neld has increased from 326,784 at 31 December 2018,
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The remuneraticn paid to the Chair and Non-Executive Directors in respect of the financial years ended 31 Decemnber 2619 and 31 December 2018

are as foliows:

2019 2018
Directar i e T i T
£000s Tatalfees  Taxable benefits Total Totaifees Taxabie benefits Taral
Sidney Taurel n 500 s 508 500 T 511
Elizabeth Corley 115 - 115 15 - M5
Sherry Coutu 56 - 56 - - -
Vivienne Cox 128 1 129 128 3 131
josh Lewis 88 2 a0 88 4 42
tinda Lorimer aR a4 102 a8 4 102
Michael Lynton a1 - 91 69 - 49
Harish Manwani - 1 1 29 1 a0
Graeme Pitkethly 57 - 57 - - -
Tim Score 116 1 117 16 - 116
Lincoln Wallen 91 4 85 91 ] 18
Total 1,340 21 1,361 1,234 28 1,262

Note *:Aminemmum of 25% of tre Chair's and Non-Executive Directors' nagic fee is patd inshares, effernve fram the 2017 AGM policy approval.

Note 2: Taxable benefits vefer to travel, accommodation and subsistence expe~ses hcltred while attending Board meetings duting the period that were paid or resmbursed
by the company which are deemed by HMRC to pe taxadle i e UK. The amounts in the table above include tne grossed-up cost of Uk tax 16 he paid by the company on

benalf of the Directors.

3 Sherry Coutu and Crasme Prkethlyjomed the Paarson Board as Nop-Executive Direcrors wath effect from T May 2019 Michael Lyntanoirad the Bearsop Board as a

ecutive Director with eftect from
e UK tax yeat i/ 9.

Payrments to former Directors”

There were no payments to former Directors in 2019,

Payments for loss of office”

There were no payments for loss of office made 1o or agreed
for Directors in 2u 1y,

The CFO wili not receive any payments for joss of office in 2020,
Departure arrangements for the Chief Executive have notyet
been agreed.

Service contracts

The terms and conditicns of appeintment of our Directors are
available for inspection at the company’s registered office during
normal husiness hours and at the AGM. The Executive Directors
have notice periods in their service contracts of 12 manths from the

company and six months from the Executives.

P February 2008 Bansh Manwarivetited from the Board at the AGM in May 2018 and his taxanie berefits d'sclosed above relate to

Their contracts are dated 31 December 2012 {john Falion} and

26 February 2015 {Coram Willlams). Non-Executive Directors serve
Pearson under letters of appointment which are rencwed annually
and do not have service contracts. The Non-Executive Directors'letters
of appointment do nat centain provision far notice pariads or for
compensaticn if their appointments are terminated, The Chair's
appoiniment may be terminated on 12 months’ notice.

Executive Directors' non-executfve directorships

Coram Williams is engaged as a non-executive director of Guardian
Media Group plc where he also chairs the audit committee. He received
fees of £29,000 during 2019 Inrespect of this role. In accordonce with
our policy, he s permitted to retain these fees.
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Historical performance and remuneration
Total shareholder return performance

Below, we set out Pearson’s total sharehaolder return (TSR)
performance relative to the FTSE All-5hare index on an annual basis
overtheten-year period 1 January 201010 31 Becember 2019

This comparizon has been chosen bec
represents the broad marketindex within which Pearson shares are
traded. TSR is the measure of the returns that a company has provided
forits sharehoiders, reflecting share price movements and assuming
reinvestment of dividends (source: Datastream).

ause the 750 Al-Shaire

Chlef Executlve remunsranon

Imal remuneraucn (smgln r:;ule f (Jnus)

Marjorie Scardino

84eL 5,340 5,330
Anni.al mcentrve (Y% of maximum) 926, 5% 245
Long-termiincentive (% of maximum) 98% OB A7 %

Annual mcentive 1s the actual annual ‘ncentive receved by the incambent
dsa percentage of maximum appor tunity,

Long-termincentive is the payout of performance-related share awards under
the LY where the year shownis thie tinal year of the petfarmance pet1on 1o the
LUTPCsEs Ut calo dating the smele totat Ngure of rermuneration.

Comparative information

The following information is intended to provide additional context
regarding the total remuneration for Executive Directors.

Relative percentage change in remuneration for Chief Executive

The following table sets out the change between 2018 and 2019 in
three elements of remuneration for the Chief Execuiive, in comparison
with the average for all employees. While the Committee reviews

base pay for the Chief Executive relative to the breader employee
population, benefits are driven by local practices and eligibility is
determined by level and individuai circumstances which do not lend
themselves to comparisorn.

In accordance with the reporting regulations, this section afso presents
Pearson’s TSR performance alongside the single figure of total
remuneration for the Chief Executive over the last ten yearsand a
summary of the variable pay outcomes relative to the prevailing
maximum at the time,

John Falion
i !,/)/ o 1_;59‘3 ) 1,463 1,514 ) 1,758 susa 1,8;7:
34% 51% Nif 24% Adth 45% Nil
Nit Nl Nil N MNit 42% 33%

Total remuneration s as reflected inthe singde total figure of remuneratcn table.

john Faillon's total remuneratan opportunity is iower than that of the previous
rmeambent. Variable payouts under the Annua! and Long-Termincentive Plans
reher performance for the elevant periods,

Average employee base salary, annuat allowances and benefits have
decreased due to & reduction in the number of employeesin higher
cost locations. The change in Chief Executive base salaryisinline
with the country hudootbacreoase for the UK in 2019 which other

sl y budgetincrease for o 9 which othe
UK-pased employees were alsa eligible to recelve. Annual incentives
for employees have not reduced as much as for the Chief Exccutive as
the all employee AlP was partially funded. The Chief Executive did not
receive a payout under the AP in relaticn toc 2019

Change in Chief Executive remuneration 2018/19

B S0 5alavy Allowantos and bencfits Arnualincontives

‘4% @0

Change in employee remuneration 2018/19

@ 100%

Annual in:enttves

@5

Allowances and benefits

‘14%

Base salary

@ =
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Relative importance of pay spend

The Commitiee considers Directors’ remuneration in the context of
the company's allocation and dishursement of resources to different
stakeholders. We chose adjusted operating profit because thisis a
rmeasure af our ability to reinvest in the company. We include dividends
pecause these constitute an important element of our return o

sharahalders,

All figuresin £ millions 2019

;ﬁ;;gop:;a.mg pr_or_ir T __5“81)—”4—__

Dividends 147

Total wages and salarjes 1,258 1,421 153 -11%

Note 1 Adjusted operabng profitis as set autin the finanaat siatements.

Note 2:Wages and salaries ncude contimuing operations only and inciude
Directors. Average empioyee numoers for contbinuing uperatons for 2019
were 22,734 (2718 24,%22) Furthardeizis are set out 7 note & Lo tre financial
staterments on pl4o

iote 2. Total wages ard salanes would be -14% at consfant excnange rates.
Chief Executive to employee pay ratio

The table below shows the ratio of Chief Executive to employee pay

for 20189, using the single tolal figure remuneration as disclased on pgs8
compared to the full-time equivalent total reward of employees whose
pay is ranked at the 25th, 50th and 75th percentiles (a5 identified by the
gender pay gap methodology) in the GB workforce.

Lhief Executive pay ratin

Meuhud

B: Gender pay gap
mcthounlogy

5310 percentile

T5th pernantile

472 36.0

> The gender pay gap dala from April 2019 was used o 1Identify
employees ot the 25th, 50th and 75th percentiles. Data was analysed
for a number of employees arcund each gquartile figure (o ensure
that there were na anamalies,

The gender pay gap methodology to select the guartile employees is
a good representation of the employee pepulation at year end, and is
the most practicable given the timing of the disclosure and final AIP
autcome dedisions for the wider warkforge.

v

Base salary and pension are based on full year figures taken

from payrall. Benefits have been taken from P10 in line with the
methodology used for the Executive Directors. Annual bonus figures
are based on the manager recornmendations as at 25 February 2020
relaling to 2019. None of the employees at the 25th, 50th ar 75th
percentiles had share awards vesting in 2013

~

v

Total remuneration for each employee has been compared ta the
Chiref Executive's single figure as shown on p88. Total remuneration
figures for tne 25Lh, 3017 and 75th percentiie employees are as
foliows: £28,164, £39,375, £51,575. Base salaries are as follows:
£26,000, £34,320, £43,763.

Tne company considers the median pay ratio consistent with the
company’'s wider policies on employee pay, reward and progression.

“

Ditution and use of equity

Pearson can use existing shares bought in the market, treasury shares
or newly issued shares to satisfy awards under the company’s various
share pians. For restricted stock awards under the LTIP, the company
would normaily expect to use existing shares.

Other information a5

There are limits on the amount of now-issue equity we can use, in aty
rolling ten-year peried, no mere 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
avallable for all Pearson plans, Executive or discretionary, and shares
held in trustis as follows:

Headroom 2673
AbPearsonplans 6.8%
Cxecutive or distretugnary plans 5.0%
Shares held intrust 4.6%
The Remuneration Committee in 2012
Role Name Tirle
Chair  EizabethCorley  Inoependent
Sherry Couty Non-Executive Direciors
Josh Lewis
Timn Score
Sidney Taurel Chair ofthe Board
Internaf John Fallon Chief Exectitive
atrengees Coram Williams Chie*Financial Ofticer
Anna Vikstrom Persson ChiefHuman
Qesources Officer
SrartNean VD Naware o Aprl 2019

Paul Christian VP-ExecLtive Reward

Stephen jones Camparny Secretary

Exiernal advisers Deloitie LLP

Sidney Taurel was a member of the Committee throughout 2019 as
permitted under the UK Corporate Governance Code.

Advisers to the Remuneration Committee

During 2019, the Remuneration Commitiee received advice from
independent Remuneration Committee advisers, Deloitte LLP.
Deloitte LLP were appointed by the Committee in july 2017
following a tender process.

Detoitte LU supplied the Committoe with advice on curront

market trends and developments, incentive plan design and

target setting, invester engagement and other general Executive
remuneration matters. In respect of their services to the Committes,
Deloitte LLP were paid fees, which were charged on a time spent
basis, of £95,200. During the year, separaie teams within Deloitie LLP
also provided Pearsan PLCwith certan tax and other advisary and

censultancy services.

Deloitte LLP are founding members of the Remuneration Consultants’
Group and adhere to its Code of Conduct,

The Committee remains satisfied that the advice provided by Deloitte
LLP was objective and independent, and that the provision of other
services in na way compromised their independence. It is the view of
the Committee that the Delojtte LLP engagement partner and team
that provide remuneration advice to the Committee do nol have
connections with Pearson or its Directors that may impair their
independence. The Committee reviewed the potential for conflicts
ofimterest and judged that there were appropriate safeguards
against such conflicts.
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2019 remuneration report

Terms of reference

The Committee’s full charter and terms of reference are available on
the Governance page of the company’s website. A summary of the
Committee’s responsibilities is set out below.

Remuneration Committee meeting focus during 2019
During the year the Committee undertook the following activities:

~

Reviewed remuneration philosophy for the company and how
this will apply to Executive Directors and senior management.
The terms of reference have been updated to reflect the pravisions
of the 2013 Lode.

w

Developed the Remuneration Policy for 2020, taking into

Commillee responsibililies

=» Determine and review policy

» Determine and regularly review the remuneration polices for
the Executive Directors, the presicents and other members of
Pearson's Executive management (who report directly to the
Chief Executive). These policies include base salary, annual ana
long-term incentives, pensior. arr angemants, any other benefits
and termination of employment. When setting remuneration
policy, the Committee also takes mto account remuneration
practices and related policies for the wider workforce,

=» Shareholder engagement

> Ensure the company maintains an apprapriate level of engagement
with its sharehalders andg shareholder representative hodtes in
relationto the remunearation poboy and its implementation,

=¥ Review and approve implementation

> Regilarly review rthe implementation and operation af rhe
remuneration policy and approve the indivicual remuneration
and benefits packages of Executive rnanagement,

~» Approve performance-related plans

> Apprave the design of, and determine targets for, any
performance-related pay plans operated by the Group for
Pearson Execulive mandgement and approve the totdl payinents
to be made under st.ch plans.

=% Settermination arrangements

> Advise and decide on general and specific remuneration
arrapgaments in connectinn with the termination of emnloymenr

of Executive manageiment.

=~3» Determine Chair's remuneration

> Delegatea responsibility for determining the remuneration and
benefits parkage ot the Chair of the Board.

=> Appointrernuneration consultants

» Appoint and set the terms of engagement for any remuneration
consultants whe advise the Committee and monitor the cost of
such advice.

=¥ Talent, retention and gender pay gap

> Appoint and sef the terms of engagement lor any remuneration
review updates from management on talent, retention and
gender pay gap.

account Pearson's strategy, Remuneration Principles, wider
workforce remuneration, emerging best practice and corporate
governance developments.

~

Reviewed shareholder and sharehalder representative body
feedback onremuneration, shareholder voting at Pearson’s
2019 AGM and considered shareholder engagement strategy.
Received INput from invesLor 1eiglons o market expectations.

Received updates on finandial performance of the business and
progress against strategic measures. Noted and reviewed the
status of in-flight incentives.

~

~

Rewviewed and approved 2018 annual and long-term performance
and payouts for Executive Directors and senior management.

Reviewed and approved implementation of Remuneration
Policy for 2020 for Executive Directors and senior management,
including annual salary increases, incentive opportunities,
performance targets and strategic measures.

~

~

Noted updates on corporate governance, including a review of the
2019 AGM remuneration reporting season.

Moted the aclivity of the Standing Committee of the Board in relation
tothe operation of the company's equity-based reward programmes
and noted the company’s use of equity foremployee share plans.

v

Committee evaluation

Annually, the Committee reviews perforrmance, constitution and
charter and terms of reference to en<iire it is aperating as maximum
effectiveness and recornmends any changes it considers necessary to
the Board for approval. The Committee participated in a review of its
performance and eftectiveness in Octeber 2019, looking at areas such
as the use of time, the opporturnty for discussion and debate, dialogue
with management and shareholders, and access to independent
advice. The Committee concluded that remuneration centinues to be a
sensitive and high-profile area but that the support brovided and the
calibre of the papers were good. That said, given the pace and the scale
of strategic developments at Pearson, the Committee remains vigilant
in assessing the extent to which its activities suppert and enable
progress in the company.

Vating on remuneration resolutions
The foliowing table summarises the details of votes castin respect of

the remuneration resalutions:

% of votes % of votes Votes
castfor castagainst withheld
Annuai remuneration 97.5% 21%
votes (2012 AGM) (617,786,062) {13,041,1159) 104,835
2017 Remuneration hR.8% 31,2545
Policy vote {2017 AGM) [404,515,934) (183,100,737} 44,738,267
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The Remunieration Commitiee presents the 2020 Directors’ Rermuneration Policy (2020 Policy), which wili be put 1o
sharehalders for binding vote at the AGM to be held on 24 Aprit 2020. Subject to shareholder approval, the effective
date of this Policy will be 24 April 2020. Howevet, it is proposed, subject to approval at the AGM, that changes to
Executive Director incentives be made effective from the start of the 2020 performarice periods. The intention of

the Committee is that the Policy will remain in place for three years from the date of its approval.

In 2019, Pearson reviewed its remuneration philosophy and developed a set of remuneration principtes that govern the whole organisation.

We have evoived our Remuneration Policy to align with these updated remuneration principies:

Aligned to longer-
term strategy

Reward will be

linked to achieving
Pearson'slonger-

term strategy,
growth and
sustainability

2 3
Pay for Market
performance competitive

Pay levels will he
market competitive,
hased on role, grade
and contribution to
ensure indivicuals
arc fairly roworded i
line with the market

Remuneration
frarmewark and
outcomes are
ahgned with
performance

4
Targeted
differentiation

There will
berargeled
differentiatior

Of rewars across
our employees
hinkea to Latent
and performance
management

3

Tailored

The approach to
reward may be
talored in certam
CIFCUMSEANCes to
address a speafic
market/Lusiness
need but will be
designod ina way

G
Onepartofthe
employee vaiue
proposition

Rermunerationis onic
part of ourbroader
employee valuo
proposition and not
the anly reason to
wark for Pearson

Pay and performance scenario analysis

which is consistent
with our undaerlying
reward philosophy

Parformance
SCenario Elements of rermuneration and assumptions
Maximum » Fixed pay
> Maximum ingvicual annualincentive {180% of salary
for Chief Executive and 170% of saiary for CFOJ
> Maximurn value of 2020 long-term incentive award
1275% fur Cldef § Recative and 24550 “on $T0) with
no share price growth assumed
Target > Fixed pay
» 50% of the maximum indiviciual annual incentive
» 50% of the maximurm value of 2020 long-termincentive
award (no share price growth assumed)
Minimum > Fizedpayonty

Consistent with i{s Policy, he Committee places considerable emphasis
onthe performance-linked elements, i.e. annual and long-term
incentives. The charts above show what each Director could expeactto
recaive in 2020 under different performance scenarios, based on

the definitions of performance opposite. On this basis, the relative
weighting of fixed and performance-related remuneration and the
absolute size of the remuneration packages for the Chief Executive and
the Chief Financial Officer ara shown above. We will continue to review
the mix of fixed and performance-linked remuneration on ar annual
hasis, consistent with our overall Palicy.

Note 1 Fixed payincludes 2020 base salary (Chief Fxecutive £837,400, CFO
£315,000;, afowanies and benefts and retirement benefits for Sally juhrzon have

been ncluded based on the same percentage of Dase salary as Coram Wilkams in
2019, Retnement benefits for Johr Faflon are ircluded at 23% of his Lase salary.
Note 2: The va.ue of long-term incentives does not take into atcount dvidend
awdrds that are payable on the release of LTIP shares or share price growth.

Note 3  The maximurm opportunity scenario plas 50% share price growth wound
result noverall ocpportunity of £5,882,600 for the Chief Executve and £3,242.000
for e CFO.

Note 4 Corar: Wiliarrs wil] step down as CFO at the AGM i 2020, Unui this tirme,
be it be pad s base salery srdnenelits
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2020 remuneralion policy

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 into account pay levels
for similar positiens in comparable companies as well as internal ratios.

= Basesalary

Purpose and link to strategy

» Helps to recruit, reward and retain.

» Reflectslevel, role, sxills, experience, the competitive market and individual contribution.

Nunerarion

Base salaries gre set to provide the
appropnate rate of remuneration
for the job, taking into account
relevant recruitment markets,
business sectors and

geographic regions.

Dasc salaries are normally
raviewed annually taking ine
account generaleconomic and
market conditions; the level

ol increases made across the
company as a whole; particular
crcemstances such as Changes
inrofe, responsibiices or
organisation; the remuneration
and level of increases for
executives in similar positions in
comparable companies in both
the UK, USs and internationally;
and individual performance.

s Allowances and benefils

Purpose and link to strategy
> Help to recruit, reward and retain.

» Reflectlocal competitive market,

Operaticn [
Abawarces and henefits comprise
cash ailowances and non-cash
benefits which may include:

» travel-related benefits (such as
car allowance, company car
and privatese of a driver)

v Peatth-related benefits (sich as
healthcare, health assessment
and gym subsidyyand

» risk benefits (such as additional
life cover and long-term disability
Insurance that are not cavered b

smpany’sretirement plang),

oppoarng

While there is no maximum safary
level or mawimum increase that
may be otfered, salary increases
willnormally be in line with typical
increases awarded to ather
employeesinthe Group,

RPNy
LRES LAY

this levelin certain circumstances
such as:

> Where a new Executive Director
has been appointed to the Board
at alower than typical market
salary to allow for growth in the

rojethen

rEArINCrRALes May
be awarded 1o move salary
positiohmg closer Lo typical
market level as the Execttive
Directar gains experience.

> Where an Executive Direcror
has beenpromoted or has had a
change in responsbilities.

> Where there has been a
significant change in market
practice or where there has been
angrificant change intha sisc

and/or scope of the business.

Perfarmanca randitinons and peried

None, although performance

of hoth the company and the
incividual are taken into account
when determining an appropriate
level of base salary increase

each year.

Opportunity

Executive Directors are also eligible
o participate in savings-related
share acquisition programmes,
whichare not subjeci to any
performance cenditions, onthe
same lerms and torthe same

value as pther employees,

Where an Executive Director s
required to relocate to perform
their role, appropriate ore-off
or ongoihg expatriate/relocation
henefits may be provided

{e.g. housing, schooling, etc.)

The Committee may introduce
other benefits if itis considered
appropriate to do so, taking

Into account the individual
crcumstances, the country of
residence of a Director, the henefits
available ta all employees and the
widier external imar kel

The cost of the provision of
allowances and benefits varies
from year to year depending on
the costto Pearson and there Is

na prescribed maximum limit.
However, the Committee monitors
annually the overall cost of the
petiefits provided, tu ensure tnat
it remains appropriate.
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= Retirement benefiis

Purpose and link to strategy

3y Help to recruit, rewaro and retain,

ormange

Govornance Finanelal statements

y Recognise long-term commitment to the company.

Operation

Employees inthe UK are eligible to
joitithe Maney Puchase 2003
section of the Pearson Pension
Plan. Executive Directors are
eligible o joirithis plan or receive a
cash allowance of ecuivalent value.
i any Executive Directoris from,
orworks, outside the UK, the
Committee retans a discretion

to putin place retirement benefit
arrangements for that Director
inhine wirh local market pracnice
including defined benefit pension
arrangerments operated by
Pearson locally. The maximum
value of such arrangement will
reflect local market practice ar

the relevant time.

The Commirree may also hanaonr
all pre-existing retirement penefit
obligations, commitments or other
enntlements that were enterad

into by a membier of the Pearson
Group belyre that person became
3 Direcior, such as participation in
the Final Pay section of the Pearson
Pension Plan which is now tlosed w

- m e b
OV IMOmGds.

w  Sharcholding guidelines

Purpose and link to strategy

Opportumty

Qther 1nf

=]
a

-]
el

non

Lo

29

New appainlments: new
appointmentsto the Board are
eligible to receve pension
contributions of up to 16% of
pensionable salary or a cash
allowance of Jp 15 16% of sataryn
line with the maximum comparny
contribution as a percentage of
salary that UK employees who are
over 45 are eligible to receive,

Current Chief Executive: john Falfon
is a member of the Final Pay section
of the Pearson Pension Plan, Hiy
wersion accrualrate is 1/30th

of pensionablesalary per annum,
restricted to the Plan earnings

cap. Lintil April 20085, the company
also contributed to a Fundeg
Unapproved Retrement Benefits
Scheme (FURBS) on his behalf
Since Apni L0, hie s received a
taxable anc non-pensionable cash
supplement in replacement of the
FLRES of 20% of salary

John Fallon attained the maximum

service accrual under the Final Pay

section of his pension benefitwhen

hereached 20 years' sarvicein
Octaber 2001 7. Since this ime,
john Fallon receives the pension
supplement of 26% of safary only.

The Comimittee reviewed the
approachto john Fallon’s pension
in light of shareholder views and
hest practice and agreed with the
ChiefExecutive thathis pension
allowance would be reduced on a
phased basis gver the next three
years (o bring it in fine with the UK
workioree of 16% of salary.
Notwithstanding his planned
refirement, john Fallor's cash
pensinn allowane e has heen
reduced by 3 percentage points o
23% of salary as the first step on
this planneg phased reducion.

CFO-elect: Sally johnsonis also a
memberof the Final Pay section
of the Pearson Pension Plan.

Her persionacaigalrateis 1/6Cth
of pensionable salary per annum,
restricted to Lhe Plan earnings cap.,

UK Executive Directors who are, ‘
or become, atfected by the

fifetime allowance maybe

provided with appropriate

henafits, as an alternative to

further accrual of persion henefite

suth as a cash supplement, in ina

with the frreatment for the

employes population.

» Align the interests of Executives and shareholuers and encourage long-term shareholding and comimitment to the company

Operation

Qpportunity

Executive Directors are expected
to bulld up a shareholding in
the company

Executive Directars are expectec
to reach the guideline within

five years fromthe dare

of appomtment.

Post-employment shareholding:
Executive Directors are expectedto
retain their shareholding guideline
{oracrual holding if lower) for

two years following stepping

down as anExecutive Director
This provision does nat apply ta
any shares purchased by the
Executive Director.

The target holding is 300% of
salary for the Chief Executive
and 200% of salary for other
Executive Direciors.

Performance conditions and peried

Not applicable.
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2020 remuneration policy

~0 Annual incentive plan

Purpose and link to strategy

> Help to recruit, reward and retain,

» Maotivate the achievenient of anncal business eoals and strategic objedtives.

)y Bravide a focus on key financal and non-fnancial metrics.

» Reward individual contribution (o the success of the company.

> Align to strategy execution priorities.

CGperati

Opportunity

Perfarmance conditions and pertod

Measuras and performance targets
are set by the Committee at the
start of the yaar with payment
made after year end following the
Committee’s assessment of
performance relative to targets.

Anntal incentive plans are
discretionary The Committee
reserves the right to agjust
paymentsupordownifit helieves
that the outcome does not

reflect underlymng financial or
non-financial performance or if
such other exceptional factors
warrant doing so.

The Commuree may apply maius
and/or clawhack for a periodg of
five yearsin certain arcumstances,
such as financial misstatenent,
individual misconduct or
reputational damage to

the company.

Annual incentives will not exceed
200% of base salary.

For the Chief Executive, the
individual maximum ingcenive
opporunity that will apply for
20201is 180% of base salary and
170% for the Chiefl Financial Officer
fwhich are the same opportunities
as applied for 2014),

There is normaliy no payout for
performance at threshald.

50% of the maximum opportunity
is payable for on-target levels
of performance.

The Committee has the discretion
Lo select the performance
measures and relative weightngs
from year to year to ensure
cantinuing alignment with
strategy and to ensure Largels

are sufficiently stretcring,

The Committee sets performance
targets for cach mcasure annually
Arnualincenoves will normally be
based on financiat and strategic
performance targets. Financial
metrics will account for at least
75% of the total annual
opportunity with the remaiming
portion normally kaing hacad on
strategic and/or performance
ngatnst personal objectives.
Financial measures currently
account for 80% of the toral
funding, The Committee would
intend to consult with sharehoiders
inadvance iftherewastobe a
sighificant change in the weighring
ol finanual ard scrategic measui es.

The planis designed to incentivise
and reward underlying
performance. Actual results
mayte adjusted to remove the
etfect of fore'gn exchange and
portfolio changes (acquisitions
and dispasalsj and other relevant
facrors thatthe Comnutiee
wonsiders do notreflectthe
underlying performance of the
business inthe performance year.

Details of performance measLres,
weightings and targers willbe
cisclosed ini the annual
remuneration report for the
relevant financial year ifand to
the extent that the Committee
deems thein te be nofonger
commercally sensitive.

The pertormance perioc 1s
onevyear.
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oir Long-term incentive plan

Purpose and link to strategy

> Help to recruit, reward and retam.

y Urive jong-termearmings, share price growth and value creation.
> Al e Interesis uf executives and sha eholder s,

» Encourage long-term shareholding and commitment to the campany.

Operation Opportunity

The maximurr award is 350% of
annual basis, whichveston asliging  base salaryinrespectofa

scale based on performance financial year.
dgamsLsIrelting corporate For 2020, the incoming CFO will be
performance rargets measured granted an award or 245% of salary.

atthe end of the three-year
performance periog.

Awards are narmally sublectio a
post vesting holding period for
woyears following the end of the
Lt TUl el 10 pel ul. MOl awadnus
granted prior to 2020, the holding
period applied will bain line with
the approach setoutinthe
Drractors’ Remuneraton Palicy

in place at the time of award.

Partiapants may receive aadrtional
shares ropress
of dividenas that would have been
paid on shares that vest during the
pertormance period.

iting the grossvalue

The Committee reserves the nght
to adjust payouts up or down
before they are reteased 1f («
boleves that rhe veshing ouicomme
does netrefiect dnderlying
financial or non-financial
nerformance orif such other
exceptional factors warrant doing
so Inmaking such adjustments,
the Committee s guided try the
principle of ahgning shareholder
and management interests,

The Committee may apply malus
and/or dawback far a period of
five yparsin ¢erain crcumstances,
such as financial misstatement,
inchvidual misconduct or
reputational damage to

the company.

Othermformanon

Performance conditions and period

The Committee will determine the
performance measures, weightings
and Largets governing an award

of shares prior o graniio ensure
Lontinuing angrumnent with strategy
and to epsture that targets are
sufficiently stretching.

The Committee establishes a
threshold below which no payout
15 achleved ang a maximum & or
abive whieh Ule avward prays wul i
full. The proportion of the award
thatvests at threshold may beup
0 25%.

Awards will normaily be subject
tothe achievement of targets for
earnings per share, a return on
MCAnure and relaive total
sharcholder rewurn {(weighlee
egLally). The Committee may
determine that differ ens measures
orweightings may apply for future
awards; however, the Commirree
would intend Lo consull with
shareholdersin advance il there
was to heasignficant changein the
walghting of measures or the
perforrmance measures used.

The performance period is
three years.

101
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2020 remuncration policy

Notes to the Policy table
Changes to Policy

The key changes to this Policy compared to the 2017 Policy are
summarised below:

» Palicy limits and measures - The exceptional maximum limits
under base salary, benefits and LTIP have been removed to improve
transparency for sharehoiders around how we intend to impiement
the Policy. Additional flexikility has been provided to allaw for
changes to perfarmance measures for future years.

~

LTIPiimit reduced — The normal maximum potential LTiP award
has also been reduced from 400% of salary to 350% of salaryto
oring it morg in-ling with how we have impiemcented the Policy in

recent years,

~

Target AIP - fn order to align with shareholder expectations,

the AIP paid for ‘on target' performance will be na more than 50%
of the maximum potential. This results in a reduction in target
AlP opportunily for the Chief Executive from 100% of salary 1o
S0% of salary with ne ¢change to maximum opportunity.

i

Simplified the hotding peviod - We have simplified the structure

of the LTIP holding pernod Lo reflact typical market practice. 100% of
the LTiP award (for 2020 onwards) will be subject to a two-year
holding peried following the end of the three-year performance
period (i.e. five years from award).

~

Best practice - Changes have been made to the Policy to reflect the
adoption of the 2018 UK Corporate Governance Code (including to

incorporate changes outlined in previeus Direclors’ remuneration

reperts) as well as other areas of best practice. These include:

~Pensions for new appointments - Pension arrangements for new
appointments have been aligned with the pension arrangements
available to the majonity of UK employees of a similar age.

- Pension for the Chief Executive - Chief Fxecutive pension
opportunity is being reduced in stages vver three years to 16% of
base salary to align with the rate available to UK employees.

- Post-employment guideline - These guidelines have been
formalised in the Policy and enhanced such that 100% of
in-employment guideline is expected to be retained for
two years foflowing ceasing to ba an Executive Director,

> Other minor changes have been made to the wording of the Palicy
to simplify and aid its operation and to increase clarity.

in determining the new Remuneration Policy, the Committee
followed a robust process which included discussions on the
content of the Policy at four Remuneration Committee meetings in
2016, The Cammittea consigerad the input from aurindenandant
advisars and management, and sought the views of Pearson’s
major shareholders, Further information on the Committee’s
decision-making process is set out in the remuneration report.

Selection of performance measures and target setting

Inthe 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 leng-term
business priorities.

Annual For 2020, the Committee identifed sates, adjusted operaring

incentive  profit, ope-ating cash flow and key strategic business
plan imperatives as being relevant measures of Pearson's
s performance againsts shorter-term strategic objectives and

business priorities.

Long-term Far 2620 awards the Commitree has iaged the lollowing ro
incentive  be mostclosely matched Lo sustained deliveryof strategy and
pian alignment with sharehoiders interests:

TP

-

Adjusted earnings per share rewards the clelivery of the
desired outcomes from our strategic growth objectives and is
imperative f the company is to improve our total shareholder
return and oLr return on invested capital.

> Returmoninvested copialis wsed to rrack invectment
returns and to help assess capital allocation decisions within
the business.

Total sharehalderreturn relative ta the constiuents of the
FTSE 100 1s used as the Commitiles belisves, in line with many
of our shareholders, that part of Executive Directors’ rewards
should be linked totong-term performance relative to
rr\mpanim nf rnrﬂparahlm sira sralp and magrey thart ara

~

similarty impacted by glebal macro-economicinfluences.

The performance ranges chosen set a careful balance between upside
opportunity and downside risk and are normally hased on targets in
accordance with the company’s operating and strategic plans.

The charts on p97 ilustrate how remuneration will be
implemented in 2020 based on threshold. target and maximum
performance scenarios.

Pre-existing commitments

The Commuttee reserves the right to make remuneration payments
and payments for loss of office (which includes exercising related
discretions) that are not inline with this Policy if the terms of the
paymentwere agreed:

1. 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 shareholders; and

2. at atime when the recipient was not subject to the Policy, provided
the Committee does not consider the payment to have been made
in consideration of the recipient becoming subject to the Policy.

For these purposes ‘payment’ means any payment that would
otherwise be subject to 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 poticy for other employees

Naring the year, the Commiftea roviewed and deveinned arovicedd
set of remuneration principles, which shape how we develop aur
remuneration policies. The principles are consistent across the
employee population but how they are applied varies by business
need, fevel and geography as required.

Gur remuneration policy ts as follows:

> The approach to sefiing base salary increases elsewherain the
company takes into account economic factors, competitive market
rates, roles, skills, experience and individual performance.

» Allowances and benefits for employees reflect the tocal labour
market in which they are based.
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> Around 1,200 employees participate in an Annuat Incentive Plan,
The funding for the plan is based on the same performance
conditions as those used for the Executive Directors. A number of
other employees participate in other forms of cash-based annual
incentive such as profit-share or sales commission plan based on
performance targets.

> Sharencentive plans for the Pearson Executive management team
form the hasis of the incentive pfans throughout the organisation,
establishing perfermance measures and standards and setting the
ceiling for individual incentive opportunities. Appreximately 5% of
the company's employees below the Pearson Executive management
team - selected on the basts of their role, performance and potential

- participate in share incentive plans.

> Al eligible employees (including Executive Directars) are also eligible
to participate in savings-related share acquisition programmes in the
UK, US and the rest of the world, which are not subject to any
performance conditions.

> Pearsen employees in the UK may particpate in the same underlying
pension arrengements as the Executive Birectors, subject to wer tain
age hands and legacy arrangements

Recruitment

The Commitlee expects any new Executive Directors to be engaged on
the same terms and to be awarded variable remuneration within the
same normal limits and subject to the same conditions as for the
current Executive Directors cutlined in the policy.

Thie thaximuin levei of variabic rermuieration whid may be awdrded
{excluding any ‘buyout’ awards referred to zbove) in respect of
recruitmentis 550% of salary, which is iniine with the current
maximum limit under the annual bonus and 1 TIP.

n setting the basic salary for any new Executive Director, the
Committee will apply a level appropriate 1o recruil a suitable candidate,
having regard to the factors set outin the future policy table.

The Committee recognises thatit cannot always predict accurately

the circumstances in which any new Directors may be recruited.

The Committee may determine thatitis in the interests of the company

and shareholders to secure the services of a particular individual

which may require the Committee to take account of the terms of that

indhvidual's existing employment and/or their personal circumstances.

The Committee may do thisin the fallowing circumistances:

> Where an individual is relocating in order ta take up the raole, in which
case the cornpany may provide cerfain benefits such as reasonable
relocation expenses, accommaodation for a short period foflowing
appointment and assistance with visa applications or other
immigration issues and ongoing arrangements such as tax
equahsation, annuat flights home, schooling and housing allowance.

> Where an individual forfeits outstanding variable pay opportunities
or contractual rights at & previous employer as a result of
2ppointment, the Cammittee may offer compensatory paytments
or awards, in such form as the Committee considers appropriate
taking into account ail relevantfactors including the form of awards,
expecied vatue and vesting tmeirame of forteited opportunities,
The Committoc would reguire roasonable evidence of the nature and
value of any forfeited award and would, to the extent practicabie,
ensure any compensation was provided on alike-for-like basis and
was no more valuabte than the forfeited award.

Other information 103

In making any decision on any aspect of the remuneration package for
a new recruit, the Committee would balance shareholder expectations,
current best practice and the requirements of any new recruit and
wolld strive net to pay more than is necessary to achieve the
recruitment. The Committee wouid give full details of the terms of the
package of any new recruit in the next annual remuneration report.

Where an eyisting employee of the company is promated tc
the Board, the company may honour all existing contractual
commitments including any cuistanding share awards and
benefits, including pensions.

Pearson expects any new Chair or Non-Executive Directorto be
engaged on terms that are consistent with the general remuneration
principles cutlined 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 terminationin
accordance with the terms of these agreements, employment
continues indefintely. :

There are no special provisions for notice or non-share-pased
compensation in the event of a change of control of Pearson.

itss the company’s policy that the company may terminate the
Chair's and Executive Directors’ service agreements by giving
no more than 12 months' notice,

Payment in lieu of notice

= e T4 em el o ~ H - 159
A5 an alternative, for Executive Directors the comp

ny may atits
discretion pay in lieu of that notice. Paymentin lieu of notice may be
made inegual monthly instalments from the date of termination to
the end of any unexpired notice period. Payment in lieu vl notice in
instalments may also be subject to mitigation and reduced taking into

account earnings from alternative employment

For Exacutive Directors, payment in lieu of nolice comprises 100% of
the annual salary atthe date of termination and the annual costio the
company of providing pension and all other benefits. For the Chair,
paymentin lieu of natice comprises 100% of the annual fees at the
date of termination.

The company may, depending o the circumstances of the termination,
determine thatis will not pay the Director inlieu of notice and may
inctead terminate a Diractor's contract in breach and mzke 2 damages

payment, taking into account as appropriate the Director's ability to
mitigate his or her loss.

The company may also pay an amount considered 1o be reasonable by
the Remuyneration Committes in respect of fees for legal and tax advice
and outplacement support for the departing Director. The Committee
reserves the right to make any other payments in connection with a
Director's cessation of office or ernployrmentwhere the payments

are made in good faith, in discharge of an existing legal obligation

{or by way of damages for breach of such an ohligation) or by way of
settlement of any claim arising in connection with the cessation of a
Director’'s office or employment.

Shate awards

Onrecsation nf employment unless otherwice nrovided for under

the rules of Pearson’s discretionary share plans, Executive Directors’

entitlements to any unvested awards lapse automatically. In the case ,
of injury, disability, ill-health or redundancy {as determined by the

Committee), where a participant's employing company ceases to be

partof Pearson, or any other reasen if the Committee so decides in its

absciute discretion:
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2020 remuncralion policy

» awards will stay in force as if the participant had not ceased
employment and shall ordinarily vest on the original vesting
date/be released in line with normal time horizons subject to
performance conditions.

> the nurmber of shares that are released shall be pro-rated for
the perinri ofthe partiripanr'g seryice in the restricted perind
(although the Comimittee may in its absolute discretion waive or
varythe pro-rating).

In determining whether and how to exercise irs discretion under
Pearson's discretionary share plans, the Committee will have regard to
all relevant circumstances distinguishing between different types of
leaver, the circumstances at the time the award was originally made,
the Director’s pertformance and the crcumstances 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 activity, including a
change of control of Pearson. The Committee would actin accordance
with the terms of the awards in these circumstances, which includes
terms as to the assessment of performance conditions and

time apportionment,

Annuat bonus

On cessation of employment, Executive Directors may, at the
Committee’s discretion, retain entitiement to a pro rata annual
incentive for their period of service in the financial year prior to their
leaving date. Such payout will normally be calculated in good faith
on the sdme terems and paid at the samie time ds for cominuing
Executive Directors.

Other elements of remuneration

Eligibility for alowances and benefits including retirement benefits
{other than pension payments in connection with subsequent
retirement) normally ceases on retirerment or on the termination
of empioyment for any other reason.

Individual service agreements

Details of each individual's service agreement are cutlined in the table
below. Employment agreements for other employees are determined
according to focal labour law and market practice.

Compensation on
terminatina of employment
by the company without

Position Cate of agreernent Notlce penodq Fuflceurcause

Chair 25 October2015 12 monthsfrom Payrmentin lieu Dfnouce
the Director; of 100% of annual fees at
1Zmonthsfrom  theoate of termination
the company

Executive 31 December 5 months frorm Payment in lieu of

Directors 2012 {John Fallon) the Director, notice of 100% of annual

salary atthe date of
termination and the
annual cost of pension
and all other henerits

26 February 2015 12 months from
{Coram Williams) thesompany

15 anuary 2020
{Sally jJohnson)

Note Under paymentin et of not:ice, the snnual cost of pemswm for Executive
Diroct normaty
tothe company's cost of providing the Executive’s penston under the pens:on pian
based on the Future Service Company Contribution Rate for the refevant secoon of
the pensson plan as stated in the most recent actuariai valuation {as at the date of
termiraton of employrment) as brmited by the earnings cap, and any cash allowarce
inlieu of pension or [ take account of the fact that pension benefits and iife
assurance cover are restricted by the earningscap.

atca gsthc sum, whcore opphosisie. of
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Non-Executive Birectors serve Pearson under letters of appointment
which are renewed annually and do not have service contracts.

For Non-Executive Directors, thereis no notice pericd or entitlement
to compensation on the termination of their directorships.

Executive Directors' non-Executive Directorships

Thie Curmmidlee’s puiicy is that Executive Director s riay, by agreement
with the Board, serve as non-exccutives of other companies end retain
any fees payable for their services.

Employment conditions

Under the Committee’s charter and terms of reference, the
Committee’s remit includes determining remuneration for the
d gther membors of the

Chinf Exor e, ather Exocutiye Diroctors ond

(O IR S S VLTS COULING L

Pearson Executive management team, In addition, the Committee's
remitincludes oversight of certain remuneration matters below this
level. Before the remuneration packages for the Pearson Executive
management team are set forthe year ahead, the Committee
considersrepaorts from the Chief Executive on general moraie and
Chief Human Resources Cfficer on retention, general pay rends in

the market and the level of payincreases and incentives across the
company as a whole. This helps to ensure that Executive remuneration
packages are reviewed in the context of the wider crganisation.

The company consuits with various 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 company
also conducts an employee engagement survey to find out how peopie
leel about working for Pearson, what they think about the wark they
do, the opportunities they have and the rewards they get (incfuding a
section on pay and benefits). The company uses all of this feedback

to inform decisions on peaple-related activities, resources and
investment, local management action plans and wider business

unit and organisational strategies

It is the company's intention to continue to engage with employees
and employee representatives in this way in the future.

The Committee has not consufted directly with employees on the
setting of the Directors’ Remuneration Policy.

Shareholder views

Thie cornpary wonsuils regulat iy with siarcholders on alf maiter s
affecting its strategy and business operatinns. As part of that
process, we also engage with shareholders on matters relating to
Executive remuneration. The Committee continues to monitor
and respond to best practice guidelines of shareholders and their
representative bodies.

Over the past three years, we have undertaken a thorough review of
our Executive Director Remuneration Policy and its implementation.
As part of this review, we engaged extensively with our shareholders
to ensure Executive remuneration is set appropriately, rewards for
performance and aligrns management with the shareholder
experience. We would like to thank our shareholders for the time
thay have spentwith us in this regard.

in January 2520, we wiste 1o our key shareholders and the voting
advisary agencies, seeking their views on the proposed changes to
Pearson's Directors’ Remuneration Policy. We received valuable
feedback on a number of points, which reflected g significant range
of opinions. This feedback has been helpful to the Committee in
formuiating policy and is much appredated.

We are committed to contlinued engagement going forward.
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Future policy table for Chair’'s and Non-Executive Directors’ remuneration

The table below summoarises policy with respect to the remuneration of the Chair and Non-Executive Birectors:

Chair and Non-Excealive Direclor remuneration

Purpose and link to strategy

> To attract and retain high-calibre individuals, with eppropriate experience or industry-relevant skills, by offering market compettive fee levels,

Operation Qpporrinity _ Performance conditions and pertod
The Chair s paia a single fee for all of their Fee leveis are reviewed on a periodic basis. None.

responsibiliies. The total fees payable to the Non-Executive

The Char's fee s set at alevel thatis competitive Birectors (excluding the Chair) are subjectto the

with those of charmenin similar positions in iimit set outin the Articles of Associatien of the

compatrable companies. rompany {cirrently £ 750,000) ard asincreased

The Nan-Executive Directors are paid a basic fee, DY rdinaryresolution from time te time.,

The Comrmutiea Chars, members of the mamn
Board Committees and the Senior independent
Ditector are paid an additinaal tee tu retlect their
extraresponsibiilies, Fees for Non-Exacutive
Nirerfars are defermined hy the fiili Ragrn
having regard to market practice.

Adaitional fees or other payments may be paid
totef'ercadcitonal responsinilities, roles or
CONLHDUEION, a5 appropriare.

The Chair and Non-Executive Directors are

nat entitied to any anmual or long-terntincentive,
mont or sther employoe benef

Sele.ted berefits maybeintroduced,

if considered appropriaie,

S

The company reimburses the Chair's and
Non-Executive Direciors' travel ana other
business expenses and any taxincurred
thereon, W apphcable.

B UF Lhe Chait s ang
Non-Executive Directors' hasic fee 1s paiain
Pearson shares that the Non-Executive Directors
have commtied to retain for the periog of their
airectorships. Shares are narmally acouired
quarterly at the prevailing market grice with
theingwiduals afie-iax fee payments.

MU lally d T of
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Implementation of remuneration in 2020

= Base salaries
Given their planned departures from the Board, no salary increases

were awarded for john Fallon and Coram Williams. Salaries effective
1 April 2020:

John Fallon £817,400 (0%}

CaramWilliams £539,504 (Ots)

Sally Johnson will receive a salary of £515,000 per annum from her
appointment on 24 April 2020. This is in line with Coram williams'
starting salary in 2015.

«s5 Allowances and benefits

There wilt be no changes to allowances and benefits allowances for
John falion and Coram Williams In 2020, Sally Johnson's allowances
and benefits are in line with policy.

* Retirerment benefits

The Committee reviewed the approach to the Chief Executive’s pension
in light of shareholder views and best practice and agreed with John
Fallon that his pension allowance would te reduced on a phased basis
over the next three years to bring it in line with the UK workforce of
16% of salary. Notwithstanding his planned retirement, John Fallon’s
cash pension allowance has been reduced by 3 percentage points to
23% of salary as the first step on this planned phased reduction,

Coram Williams will continue to he a part of the Final Pay Section of
e Pearson Pensiott Flarn wrdii His feave daie, acuunig of 176G of
pensionable salary perannum

Sally Johnson is a member of the Final Pay Scction of the Pearson
Pension Plan and will continue to accrue pension at a rate of 1/60th
of pensionable salary per annum, restricted 1o the Plan earnings cap,
in line with other participants in the Plan.

= Annuat incentive plan

Jehn Fallon wiil continue to participate in the AIP until his retrement
date. Coram Williams will not be eligible for an AIP paymentin respect
of 2020.

AP opportwnity will be pro-rated to reflect the period of the year
served for John Fallon and Sally Johnson.

Maximum annual opportunity will remain unchanged for 2020:

Chief Executive
CFO

180% of base salary

170% of hase salary

The Chief Executive'starget AIF opportunity will be reduced to 50% of
the maximum oppaortunity, from 100% of salary to 30% of salary.

The CHU-elect’s target AIP opportunity wiil be unchanged at

50% of maximum opportunity (35% of salary).

For 2020, the mix of performance measures has been changed to
reflect Pearson’s focus on delivaring top-fine growth as well as
operational efficiencies. The following financial and strategic measures
will be used:

Adjusted operating profit  Sales Operating cash flow Strategic measures

30% 30% 20% 20%

2020 strategic measures will align with our continued efforts 1o
accelerate the digital transformation of the company (10%), make the
most of Pearson's world of talent (5%) and create a simpler and more
sustatnable organisation (5%:).

Targets are considered by the Board to be commercially sensitive ard
will be disclosed in the 2020 Directors’ remuneration report.

e Long-term incentive pian

Caram Williams and john Fallon will not be eligible for an LTIP award
in 2020.

The LTiP award level for the incoming CFO 15 245% of hase salary
{(which is the same award opportunity as for Coram Williams in
2017, 2018 and 2019), reflecting the 2017 discounts te LTIP awards
inlight of share price performance.

The Commitiee helieves that a further reduction in the incoming CFO's
award level is not appropriate, beyond the discount already applied.
This discount was set at a time when the share price was comparable to
the current share price and the Commiliee considered that alignment
between management and shareholders would be better supported
by maintaining her lavel of grant at 245% of salary 1n 2020,

Performance metrics, weightings and targets

Performance will continue to be tested over three years.

At the time of writing, the strategic goals for the company over

the next three years were still under development by the Board.

The targets for the 2020 LTIP grant will therefore be made available on
the website before the AGM and disclosed in the RNS announcement
accompanying the grant, which is expected to be in May as normal.
The Committee remains committed to timely/prompt disclosure of
targets once they have been confirmed.

Full details of the award will also be included inthe annual
remuneration report for 2020.

Chair and Non-Executive Director fees

The foes for the Reputation & Responsibility Committee have
been increased to £15,000 and £8,000 to recognise the increasing
responsibilitics of that Committee. There will be no other changes
to fees for 2020:

Role Fees for 2020
ChairoftheBoard £500,000
Base fee for Non-Executive Directors £70,800
additional SID fee £22,000
Role Chair Member
Augit Committee £27,500 £15,000
Remuneration Committee £22,000 £10,000
Nomination & Governance Committee £15,000 £8,000
Reputation & Responsibiiily Commillee £i5,000 £8,000

The Directors’remuneration report has been approved by the Board
on 6 March 2020 and signed on its behalfby:

Elizabeth Corley
Chair of the Remuneration Committee,



Overview Strategy performance Governance

Additional disclosures
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Pages 52-112 of this document comprise the Directolns repori for

the year ended 31 December 2019,

Set out below is other statutory and regulatory infarmation that.
Pearson is required to disclose inits Directors' report.

Going concern

The Directors have made an assessment of the Group's ability to
continue as a going concern and consider it appropriate to adopt
the going concern basis of atcounting.

Viability statement

As set aut on p50, the Board has also reviewed the prospects of
Pearson over the three-year period to December 2022 taking account
ofthe campany’s threa-year plan, 3 'savere hut plausihie’ dowaside
case and further stress-testing based on the principal risks set out
from p40

Based on the results of these proctedures, and considering the
company's strong balance sheet, the Directors have a reasonable
expectation that Pearson will be able to continue in operation and
meet its habilities as they fall due over the three-year period ending
Decembper 2022, Further detatls ot the Group's liquidity are shiowa
in the Financial review on p33

Share capital

Details of share issues and cancelfations are giver innote 27 to

the financial statements on p178. The company has a single class of
shares which is divided into ordinary snares of 25p each. The ordinary
shares are inregistered form. As at 31 December 2019, 782,098,929
ordinary shares were in issue, At the AGM held on 26 April 2019, the
company was authorised, subject Lo certain conditions, to acquire

up to 78,141,414 ordinary shares by market purchase and to issue

up 1o 520,942,760 ordinary shares. Shareholders will be asked to
renewthis authority at the AGM on 24 April 2020.

Share buyback

in December, we announced the sale of our 25% stake in Penguin
Randarm House to Bertelsmann, generating tolal net proceeds of
approximately $675m. The parual divestment of our stake in Periguin
Randormn House was in line with our strategy for simplification

and allowed us to create significant shareholder value through the
synergies from the integration of the two businesses. Our stakein
Penguin Random House will have generated c.£1,9bn in net disposal
proceeds and dividends.

Financial statements
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We higve set aut Gear Capital ahiodation priontes as Tollows:

» Maintaining a strong balance sheet and solid investment-grade
creditratings through an appropriate capital structure. Accordingly,
we intend to maintain a year-end net ¢ebt/EBITDA of less than
2.2xon a postFRS 16 basis and 1.5x on a pre IFRS 16 basis.

> Simplifying cur portfolio and investing in the business to drive
SUSLENAGIC SFEanic growih.
» Delivering shareholder returns through a sustainable and

progressive dividend policy, returning surplus cash to sharcholders
where appropriate through buybacks or special dividends.

In fine with those priorities, the Board decided that we would use
the proceeds from the transaction to maintain a strong balance sheet
cnd mvestin our buziness in addition Lo returning £320m of surplus

capital to shareholders foilowing the closing of the transaction.

The Board considered investor views on preferred methods of cash
return, the amount being returned and other factors and conduded a
share buyback was the most appropriate methodology to return that
capital to our shareholders at that time.,

\We commenced g £350m shore buybock progromme on 18 January
2020, As of 3 March 2020, being the latest practicable date before
the publication of this report, we had repurchased for cancellation

18,356,161 shares at an average price af 574 pence per share,

Maijor shareholders

Information provided to the company pursuant to the Financial
Conduct Authiority's Sisciosure and Transpaienicy Ruies (DTR} s
published on a Regulatory Information Service and on the
company's website.

As at 31 December 2019, the company had been notified under
DTR 5 of the following holders of significant voting nghts inits shares.

Porcentage

gmatdasce!

notification
schrodersple 97302091 12.44%
Linosel Train Lirmnied 75,465 444 10.04%
Silchester International Investors LLP 77,889,093 9,98%
BlackRock, Inc. 540,346,154 6.51%
Anicripriza Finanaial, . and 15 grop A1250.375 S.02%
Lipyan investment Authondy 24 431000 2.01%

i Basedonnotificahion to the company Jated 7 june 2010, We nave beer notified
of no change to tnis holding sice that date, Assets belgnging to. er owned,
hela or contralless an 16 Septernber 2011 by the Libyan Investment duthor ty
andlocatad outside Libya onthat date, are trozenin accerdance with Artiele 5id)
afReguiation 01 o/«4 of tne Councd of tne Eurapear Linon
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Between 31 Dacember 2018 and 3 March 2020, being the latest
practicable date before the publication of this repori, the company
received Further netifications under DTR 5, with the most recent
positions being as follows:

Percentage
Numberof asatdareof
voting rights notification

Schroders plic 101,370,711 13.00%
85,106,480

Sichester International lnvestors LLP 11.00%

Annual General Meeting
The notice convening the AGM, to be held at 12 naon on Friday, 24 April

20238 atie T London, 2 Savoy Flace, Londoen WOEZR 0BL, 15 contamed it a
circular to sharehalders to be dated 23 March 2020.

Registered auditors

In accordance with sectian 489 of the Act, a resolution proposing the
reappointment of PricewaterhouseCoopers LLP as auditors to the
company will be proposed at the AGM, at a level of remuneration to
be agreed by the Audit Lommittee.

Amendment to Articles of Association

Any amendments to the Articles of Assaciation of the company
(the Articles) may be made in accordance with the provisions of the
Act by way of a speciai resolution.

Rights attaching to shares

The rights attaching to the ordinary shares are defined in the Articles.
Ashareholder whose name appears on the company's register of
members can choose whether his/her shares are evidenced by

share certificates (1.e. in certificated form) or held electronically

(le. uncertificated form}in CREST {the electronic settlement system
in the UK).

Subject 1o any restriclions below, shareholders may altend any general
meeting of the company and, on a show of hands, every shareholder
{or his/her representative) who is present at a general meeting has one
vote on each resolution and, on a poll, every shareholder (whether an
individual or a corporation) present in person or by proxy shall have
one vote for every 25p of nominal share capital held. A resolution put
tothevotc at g goneral meating is decided on a show of hands unless
before, or on the declaration of the resuft of, a vote on a show of
hands, a poll is demanded. A poll can be demanded by the Chair of the
meeting, or by at least three shareholders (or their representatives)
present in person and having the right to vote, or by any shareholders
{or their representatives) present in person having at least 10% of the
total voting rights of all shareholders, or by any sharehoiders (or their
representstives; presontin porson holding ordinary shiarcs onwhich
an aggregate sum has been paid up of atleast 10% of the totai sum
paid up on all ardinary shares. Acthis year's AGM, voting will again be
conducted on a poll, consistent with best practice.

Shareholders can dedlare 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 class of shares of the amounts and on the dates and for the periods
they decide. In all cases, the distributable profits of the company must
be sufficient to justify the payment of the relevant dividend.

The Board may, if authorised by an ordinary resolution of the
shareholders, offer any sharehoider the right to elect to receive new
ordinary shares, which will be credited as fully paid, instead of their
cash dividend.

Any dividend which has not been claimed for 12 years after it became
due for payment will be forfeited and will then belong 1o the company,
uniess the Uirectors decide otherwise.

If the company is wound up, the liguidator can, with the sanction

of aspecial resolution passed by the shareholders, divide among the
sharehoiders all or any part of the assets of the company and he/she
can value assets and determine how the division shafl be carried out
as between the shareholders or different classes of sharehclders.
The licuidator can also, with the same sanction. transfer the whole or
any part of the assets to trustees upon such trusts for the benefit of
the shareholders.

Voting at general meetings

Any form of proxy sent by the shareholders to the company in
relation to any generaf meeting must be delivered to the company
(via its registrars), whether in written or electronic form, net less than
48 hours before the time appointed for holding the meeling or
adjourned meeting at which the persan named in the appeintment
proposes to vote,

The Board may decide that a shareholder is not entitled to attend or
vote either personaily or by proxy at a general meeting or to exercise
any other right conferred by being a shareholder if he/she or any
person with an interestin shares has been sent a notice under section
793 of the Act (which confers upon public campanies the power (o
require information with respect to interests in their voting shares)
and he/she or any interested person failed to supply the company
with the infermation requested within 14 days after delivery of that
notice. The Board may also decide, where the relevant shareholding
comprises atleast 0.25% of the nominal value of the issued shares
of that class, that no dividend 1s payabie in respect of those default
shares and that no transfer of any default shares shall be registered.

Pearson operates an employee benefit trust to hold shares, pending
employees becoming entitled to them under the company's employee
share plans. There were 2,095,272 shares held as at 31 December
2019. The trust has an independent trustee which has full discretion

in relatinn to the voting of such shares. A dividend watver onerates on
the shares held in the trust.
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Fearson also operates (wo rnominee shareholding arrangements
which hold shares on behalf of employees. There were 2,515,611
shares held in the Sharestore account and 902,514 shares held in the
Global Nominee account as at 31 Becemper 2019. The beneficial
owners of shares held in Sharestore are invited to submit voting
instructions online at www.shareview.co.uk and Global Nominee
participants are invited 10 submit voting instructions by email to
nomincc@oguiniticom. I no instructons are given by the beneficial
owner by the date specified, the trustees holding these shares wili
notexercise the voting righis.

Transfer of shares

The Board may refuse to register a transfer of a certificaled share
which is not fully paid, provided that the refusal does not prevent
deaiitigs it stigres i1 the comparty fron taking piace on anopen and
proper basis. The Board may also refuse to register atransferofa
certificated share unless: (i} the instrument of transfer is lodged,
duly stamped {If stampable), at the registered office of the company
or any other place decided by the Board, and is accompanied by the
certificate for tha share to which it relates and such other evidence as
the Board may reasonably require to show the rightof the transferor
wrdke the transler, (ijilis ihrespect of iy une dass of shares,
and (i} it is in favour of not more than four transferees.

Transfers of uncertificated shares must be carried out using CREST and

the Board can refuse to register a transfer of an uncertificated share in
accordance with the regutations governing the operation of CREST.

Variation of rights

If at any Ume the capital of the company 15 divided into different
classes of shares, the special rights attaching to any class may be
varied or revoked either:

(i) with the written consent of the holders of at least 75% in narminal
value of the issued shares of the relevant class or

{itwith the sanction of a special resolution passed ar a separate
general meeting of the holders of the shares of the relevant cfass.

witheut prejudice to any special rights previausly conferred on the
holders of any existing shares or class of shares, any share may be
issued with such preferred, deferred or other special rights, or such
restrictions, whether in regard to dividend, voting, return of capital
orotherwise as the company may from time to time by ordinary
resoiunton determine.

Fmancial statements
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Appomtiment and replacement of Direclors
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 resclution or by the Board.
ADirector appointed by the Board shalt hoid office only until the next
AGM and shall then be eligibie for reappointment, but shall not be
takeninto account in determining the Directers or the number of
Directors who are to retire by rotation at that meeting. The Board may
from time to time appoint one or more Directors to hold Executive
office with the company for such period (subject to the provisions

of the Act} and upon such terms as the Board may decide and may
revoke or terminate any appointment so macde.

The Articles provide that, at every AGM of the company, at least
one-third of the Directors shalt retire by rotation (or, if their number
1s not a multiple of three, the number nearest to one-third). The first
Directors to retire by rotation shall be those who wish to retire and
net offer thernselves for re-election. Any further Directors so o retire
shall be those of the other Directors subject to retirement by rotation
who have been longest in office since they were last re-elected but,
as between persans who became or were last re-clected on the
same day, those to retire shall (unless they otherwise agree among
themselves) be determined by lot. In addition, any Directer who
would not otherwise be required to retire shall retire by rotation at
the third AGM after thcy were [ast re-elected.

Notwithstanding the provisions of the Articles, the Board has resolved
that all Direclurs should offer themselves for re-election annually,
In accordance with the 1K ('nqnnr.qm Grvernance Cnde (the Code)

The company may by ordinary resolution remove any Director before
the expiration of his/her term of office. In addition, the Board may
terminate an agreement or arrangement with any Direcior for the
provision of his/her services to the company.

Powers of the Directors

Subjecito 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 any statutary restrictions or restrictions imposed by
sharehoiders in a general meeting).
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Additional disclosures

Directors’ indemnities

Aqualifying third-party indemnity {QTPI), as permitted by the Articles
and sections 232 and 234 of the Act, has been granted by the cormnpany
to each of its Directors. Under the provisions of the QTP), the company
undertakes to indemnify each Director against liability to third parties
texcluding criminal and regulatory nenalties) and to pay Directors’ costs
as incurred, provided that they are reimbursed 0 the company if the
Directoris found guilty, the courtrefuses to grant the relief sought or,
in an action brought by the company, judgernent is given against

the Dfrector. The indemnity has been in force for the financial year
ended 31 December 2019 and is currently in force. The company has
purchased and maintains Directors’ and Officers' insurance cover
against certain legat liabilities and costs for claims in connection with
any act or omissicn by such Directors and Officers in the execution of
their duties.

Significant agreements

The following significant agreements contain provisions entitling the
counterparties to exercise termination or other rightsin the event of a
rhange of control of the company.

AL31 December 2019, the Group had a $1,190m revolving credit facilivy
asgreement dated August 2014 (amended February 2019) which
matures in February 2024 between, among others, the company,
Bardays Bank plc ¢Agent) and the banks and financial institutions
named therein as fenders (the Facility}, under which any such bank
may, upon a change of control of the company, require its outstanding
advances, together with accrued interest and any other amounts
payable inrespectof such Facility, and its commitments, to be
cancelled, each within 60 days of notification ta the banks by the Agent.
For these purposes, a ‘change of control’ occurs if the company
becomes a subsidiary of any other company, or one or more persons
acting either individually or in concerl obtains control {as defined in
section 1124 of the Corporation Tax Act 2010) of the company.

Shares acguired through the company’s employee share plans rank
paripassu with shares in issue and have no speciai rights. For legal and
practical reasans, the rules of these plans set out the consequences of
achange of control of the company.

Other statutory information

Other informaticn that is required by the Companies Act 2006

(the Act) and by the Large and Medium-sized Companies and Groups
{Accounts and Reports) Regulations 2008 (as amended)to be included
in the Birectors’ report, and which is incorporated by reference, can be
lacated as follows:

summary disclosures index seemore
Dividend recommendation ) o - péO
Financialinstruments and financial risk management p165
Important events since year end p34
Future devejopment of the business p6
Research and developmentactivities p27
Employment of disabled persans p22
Employee involvement p21
Greenhouse gas emissions p22
Statement describing employee engagement p28
Statement describing regard to supplers,

customers and other stakeholders' interests P28

With the exception of the dividend waiver described on p108 there is
no infermation to be disclosed in accordance with Listing Rule 9.8.4.

No political donations or contributions were made or expenditure
incurred by the company or its subsidiaries during the year.

Fair, halanced and understandable reporting and
disclosure of information

As required by the Code, we have established arrangements to ensure
that all information we repert to investors and regulators is fair,
balanced and understandable. A process and timetable for the
production and approval of this vear’s report was agreed by the

Board atits meeting in December 2019. The full Board then had the
opportunity to review and comment on the report as it progressed.

Representatives from financial reparting, corporate affairs, company
secretanal, legal and internal audit, compliance and risk are involved in
the preparation and review of the annual report to ensure a cohesive
and balarnced approach and, as with all of our financial reporting,

aut Vetificalion Coiomnities condudis a thurough veriffcation of
narrative and financial staterments. We also have proceduresin

place to ensure the timely retease of inside information, through

our Market Disclosure Committee.
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The Audit Caomimitice 5 also available to adwise the Board on
certain aspects of the report, to enable the Directors to fulfil their
responsibility in this regard, The Directors consider that the annual
report and accounts, takern as awhole, is fair, balanced and
understandable and provides the information necessary for
sharecholders to assess the company's position, performance,
business modet and stvategy

The Directors also confirm that, for each Director in office at the date
of this report;

> sofar as the Director is aware, there is no relevant audit infarmation
of which the Group and company's auditors are unaware

> they have taken all the steps that they aught to have raken as
Directors in order to make themselves aware of any relevant audit
information and to establish that the Group and the company’s
auditors are aware of that information.

Directors in office

The following Directors were in office during the year and up until the
sioming of the financial statements:

=l

EPLCorly  MMunon
S, Coulu (appeinted on 1 May 2019) G D Pitkethiy (appointed on 1 May 201g)
vV Cox TScore

11 Fallon S Taurel

§) Lewis L Awallen

t Klorimer r Witliame

The Directors' repori has been approved by the Board on 6 March 2020
and signed onits behalt by:

S .

Stephen jones
Company Secretary

Other informanon
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Statemenl of Direclors’ responsibilities

Statement of Directors’ responsibilities
The Directors are respensible for preparing the annual report and the
financial staternents in accordance with applicable law and regulation.

Company law requires the Directars to prepare financial statements
far each financial year. Under that law, the Directors have prepared

the Group and company financial statements in accordance with
International Finandal Reporting Standards {IFR5s) as adopted by the
European Union. Under company law, the Directors must not approve
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 prefit or loss of the Group for that period. In preparing the financial
statements, the Directors are required tor

> select sujtable accounting pelicies and then apply them consistently

» state whether applicable IFRSs as adopted by the European Urion
have been foilowed for the Group and company financial statements,
subject to any material departures disclosed and explained in the
linancial statements

> make judgermenis and accounting estimates that are reasenable
and prudent

» prepare the financial statements 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 keeping adequate accounting records
that are sufficient to show and explain the Group and company’s
transactions and disclose with reasenable accuracy at any time the
financial posilion of the Group and company and enable them to
ensure that the financial staternents and the Directors' remuneration
report comply with the Cormpanies Acl 2006 and, as regards the

Group financial statements, Article 4 of the IAS Regulation.

The Directors are also responsible for safeguarding the assets of the
Group and company and hence for taking reasonable steps for the
prevention and detection of fraud and other irregularities.

The Directors are responsible for the maintenance and integrity of the
company’s website. Legislation in the United Kingdom governing the
preparatinn and dissemination nf finanrial statements may differ from
legislationin other jurisdictions.

Each of the Directors, whose names and functions are listed on
p54-56, confirms that, to the best of their knowledge:

> the Group and company financial staterments, which have been
prepared in accordance with IFRSs as adopted by the European
tinion give a true and fair view nf the assets liabilities, financial
position and profit of the Group and company

» the Strategic report contained in the annual repart inctudes a fair
review of the development and performance of the business and the
position of the Group and company, together with a description of the
principal risks and uncertainties that they face.

This responsibility statement has been approved by the Board
an 6 March 2020 and signed on its behalf by:

Coram Williams
Chief Finanrial Officer
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Independent auditors’ report lo the members of Pearson ple

Repart on the audit of the financial statements
Gpinion

In our opinion, Pearson plc's consolidated financial statements and
company financial statements {the “financial statements”);

> give airue and fair view of the state of the Group's and of the
company's affairs at 31 December 2019 and of the Group’s profit and
the Group's and the company's cash flows for the year then ended;

> have been properly prepared in accordance with International
Financial Reporting Standards {IFRSs) as adeopted by the European
Unioh and, as regards the cempany financial statements, as applied
in accordance with the provisions of the Companies Act 2006; and

> have been prepared in accordance with the requirements of the
Companies Act 2006 and, as regards the consolidated financial
statements, Article 4 of the IAS Reguiation.

We have audited the financial statements, included within the
Annual Report and Accounts (the “Annual Report”), which comprise:
the consolidated and company balance sheets at 31 December 2019;
the consolidated income statoment and consolidated statomont of
comprehensive income, the consolidated and company cash flow
statements and the consolidated and company statements of
changes in equity for the year then ended:; and the notes to the
financial statements, which include a description of the significant
accounting policies.

Our audil approach

Overview
Materiality

Our opinion is consistent with our reporting to the Audit Committee.

Basis for opinion

We conducted our auditin accordance with International Standards
on Auditing (UK) ("1SAs (UK)") and applicable law. Our responsibilities
under I15As (UK) are further described n the auditors' responsibilities
for the audil of the financial statements section of our report.

We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for cur opinion.

Independence

We remained independent of the Group in accordance with the ethical
reguirements that are refevant to our audit of the financial statements
inthe UK, which cludes the FRC's Ctcal Standard, as applicable to
hsted publicinterest entities, and we have fulfilled our other ethical
respansibilities in accordance with these reqguirements.

To the best of our knowfedge and belief, we declare that non-audit
services prohibited by the FRC's Ethical Standard were not provided to
the Group or to the company.

Other than those disclosed i nete 4 Lo the consoiidated tinanaal
statements, we have provided no non audit services to the Group or to
the company in the period from 1 fanuary 2019 to 31 December 2019,

» Overall Group materiality: £27 million (2018: £25 milion) based on approximately 52 of

adjusted profit before tax.

> Overall company materiality: £49 milliors (20182 £45 renllion) based on approxirnately 1% of

net assets.

Audit scope

» We conducted work in four key territories, being the UK, US, Brazil and Italy. Thisincluded full
scope audits at four reporting components and specific audit procedures at a further eight
components. In addition, we obtained an audit opinion on the financial information reparted
by the US component of the Group's associate, Penguin Random House.

> The terrtories where we conducted audit procedures, together with work performed at
corporate functions and at the Group level, accounted for approximalely: 73% of the Group’'s
revenue; 73% of the Group's statutory profit before tax; and 73% of the Group's adjusted

profit before tax.

Areas of focus for the 2019 audit were as follows:

» Carrying values of goodwill and acquired intangible assets (Group)
> Returns provisioning (Group)

> Recoverability of pre-publication assets (Group)

> Provisions for uncertain tax positions (Group}

» Finance transformation (Group)

> Disposals (Group)

> Risk of fraud in revenue recognition (Group}
» Carrying values of investments in subsidiaries (company)
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The scope of our audit

As part of designing our audit, we determined materiality and assessed
the risks of material misstaternent in the finanaal statements.

Capability of the audit in detecting irregularities, including fraud
Based on cur understanding of the Group and the industry inwhich it
operates, we identified that the principat risks of non-comeliance

with laws and regulations related to faifure to comply with UK and
international tax regulations and we considered the extent towhich
nan-compliance might have a material effect on the financial
statements. We also considered those laws and regulations that have a
directimpact on the preparation of the financial statements such as
the Companies Act 2006. We evaluated management's incentives and
opportunities for fraudulent manipulaiton of the financial statements
{including the risk of override of controlsy and determined that the
principal risks were related to posting inappropriate journal entries,
management bias in accounting for estimates including estimates
relating to revenue recognition and manipulation of cut-off of
shipments at major warehouse locations. The Group engagement
team shared this risk assessment with the compenentauditors so
that they could include appropriate audit pracedures inrespanse to
such risks in their work. Audit procedures performed by the Group
engagement team and/or component auditors included:

> Discussions with management, internal audi and the Group's fegal
advisors, including consideration of known or suspected instances of
noh-compliance with lows and regulations and fraud:

> Evaluation of the effectiveness of management’s controls designed o
prevent and datect Irregularities;

> ldentification and testing of significant manual journaf entries; and

> lesuing ot assumptions and judgements made by management in
making sigrificant accounting estimates.

There are inherent iimit ations in the audit procedures described
akove and the furthor removed non-compliance with laws and
regulations 1s from the events and transaclions reflected in the
financial statements, the less likely we would becorme aware of it
Also, the risk of not detecting a material misstatement due to fraud is
higher than the risk of not detecting one resulting from errar as fraud
may involve deliberate concealment by, for example, forgery or
intentional misrepresentations or trough coliusion,

135
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Key audit matters

Key audit matters are those matiers that, in the auditors’ professional judgement, were of most significance in the audit of the financial
statements of the current period and include the most significant assessed risks of material misstatement (whether or not due to fraud)
identfied by the auditors, including thase which had the greatest effect on: the overail audit strategy; the allocation of resources in the audii;
and directing the efforts of the engagement team. These matters, and any comments we make on the results of our procedures thereon,
were addressed in the context of our audit of the financial statements as 2 whele and in forming cur opinion thereon znd we do not provide a
separate opinion on these matters. This is not a complete list of all risks identified by our audit.

Signilicant issues considered by the Audit Committee

Key audit matter How our audit addressed the key audit matrer

=~» Carrying values of goodwill and acquired intangible assets

Refer innote 11 in the consclidated financial statements.

The Group recorded goodwill of £2,139m (2018: £2,111rm)
and acquired intangible assers ot £310m (2018: £451m) at

31 Decernber 2015, theluding acquired custormer lists,
contracts and relationships, acquired trademarks and
Branus anae deeured pubistieg rehts,

The carrying vaiues of goodwill and intangihle assets are
dependert on estimates of tuture cash flows of the undetlying
cash generating units (CGUs) and there is a risk that if
matiagement coes rot achieve these cash fiow estimates it
could give rise to furtherimpairment charges. This risk
nrcreasesin periods when the Group’s trading performance
andg projection: Jo ot meet expe clations.

The impairment reviews performed by management
contain a nermioer of significant judgements and estimates.
Changes in these assumptions can result in materally
different impairment charges or available headroom.

In addition, management has changed the level atwhich
certain repornng units are monitored and reported in 2019
as aresun of tne continuea rofi-put of te Group s new ERE
system and following the disnosal of the US K12 Courseware
husiness, thereby requiring a change in CGU determination
and a reallocation of goodwill to the new CGU groupings.
Anmpaimment charge of £65mhas beenrecarded in 2019
relating to Brazil which has been applied against Brazil's
acguired intangible assets.

We tested management’s CGU reassessment and reallocation of goodwill within
these newly defined CGUs and we evaluated the methodology applied by
management to reallocate goodwill. We assessed whether return on asset
measures encornpassing goodwill are monitored or measured at a level lower

than management's revised CGU groupings.

We oblaited managemer s value in use impainment ool a0 31 Decainber 2019
andwe1ested its mathematical integrity, including vatidating forecasts and carrying
values includea in management’s modei.

Our procedures have been focused on the North American Courseware, OPM,
Core and Brazil CGUswhere headroom is {ower or more sensitive to changes in
key assumptions.

We agreed the forecast cash flows to Buard approved budgets and strategicplans
andwe assessed how these budgets and strategic plans are compiled. We evaluated
management’s related judgements and estimates, incugding short-lerm revenue
and operating profit growth rates, cash conversion, corporate cost alfocations and
restructuring savings. We compared management's forecasts and key assumptions
toindustry projections and comparable companies where this information

was available.

Managementhas applied a longer forecast period extending until 2030 (o

SPECITIC Cash How projections tor e UPM LU compared ro the thi ee year period
cavered by the Group's strategic ptanning process, whichis applied to alt other
CGUs. We evaluated the rationale why a longer period was appropriate for OPM and
why management was able to prepare reliable forecasts over the longer-term.

We deployed valuations experts to assess the perpetuity growth rate and discount
rate for each CGU by comparison with third party information, past performance
ant relevant risk factors. We compared management's valuations with third party
valuaibions rnplied by Lrading anu b dnsacdon muliples of 1he Group's compeiturs
where this information was avaitable for specific CGUs.

Where animpairment wasidentfied by management relating to the Brazil CGU
hased onvalue inuse, we tested the calculation of the impairment charge and we
ensured that the fair value less costs of dispasal would not give rise to a higher
recoverable amount for this CGLUL

We performed our own independent sensitivity analyses to understand the

impact of reasonably possible changes to key assumptions. We assessed the
appropriateness of management's decision 1o provide addihonat disclosures about
sensitivities in note 11 of the financial staterments in refation to the North American
Courseware, OPM, Core and Brazil CGUs. More broadly, we considered whether the
disclosuresinnote 11 complied with 145 36,

Based on the procedures performed, we noted no materialissues arising from our work.
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~¥ Returns provisioning

Refer to notes 3 and 24 inthe consobdate financial staterments.
The Grnup bas provded £12000 (2018 £173vr) for salesreturps
at 31 Decernber 2019, The most significant exposura to poter ual
retrns within the Grolip arises in the US Higher Ecucanion
Courseware bLsiness. Trends in the US market, including the
growth of rextbook rentals and the availability of free online
content, continue ro alfect this business and have the potential
o impact reftirns ievels if shipping practices and arrangements
with retaflers are not managed in response o those lrends.

Management provides for returns based on past experience
by customer ana channel. In 2019, management changed 1ty
methodoiogy 1o apply a two year historicat returms average
compared to three years previotsly in response to market
changes and related changes to custormer bLying patterns,

=» Recoverability of pre-publication assets
Refer to note 20 the conschidated finandial sratements,

The Group holds £870m (2018 £81 /m) of pre-publication
assets at 31 December 2019, Pre-publication assetsrepresent
direct costsincurred in the development of equcation
platforms, programmes and titles prior to their public release.
Juagement s required Lo assess the recoverability of the
carrying value of these assets, This jJudgement s further
complicated by the ransivon to digital as the Group Invests
Innew, less proven, inter-linked digital content ana plarforms

=» Provisions for uncertain tax positions
Foefer tunotes 7 and 34in the corsolidated firancal
statements.

The Grovup is subject o several tax regimes due ro the
gengraphical diversity of its hus.nesses. At 31 December
2019, the Group held provisions for urcertain tax positions
of £152m (2018: £181my).

Management is required to exerdise significant 'udgementin
ceterrmining the appropriate amount io provide in respect

ax positiane,

nfnotential rav avpoguras and Lncerta
The most significant provisionsrelate to LS rax, transfer
pricing and tax on prior year disposals. in addition, there are
material unproviged tax exposures related to EU state aid
ana a Brazilian tax authority assessment relaled to goodwil}

amortisation ceducuons.

Changes in assimpuons about the views that might be taken
hy tax arhoribies can n')arprialiy imnact the level nf NENVISIoNs
recorded in the consolidated firanciat staternients.

nancial statements

Otherinformation

How aur audir addressed the key audir mattes

We assessed management’s evaluation of market trends and the Group's responses
and we consicered whether management's revised provisioning methodolegy s
appropriate in this context.

We tested the returns provision calculations at 31 Decernber 2019 and we agreed
inputs Including historical sales ang actual returns experience ta underfying

records, We performea detailed testing over shipment and returns levels around the
year-end and we evaluated whether these gave rise to an increased risk of future
returns, We considered the reduction in the provision for sales returns in 2019 oy
reference ta the related reduction in US Higher Education Caurseware sales.

We evaluated whether management had adopter methods and reached estimartes
for future returns thatwere supportable and appropriate,

Based onthe procedures performed, we notee no materialissues ansing from our work,

We assessed the appropriatencess of capitalisation and amortsavon policies and
we considered whether Lhese policies hag been cansistently applied. We selecled a
sample of costs to test their magnitude and approprateness for capitalisation

we evaluated thereasanableness of amortisation periads and profiles cormpared
to sales forecasts and historical sales experience, including considening the impact
of the transition towards digital products.

We challenged the carrying value of certain pre-publication assets where products are
yettobe launched, are fess prover or where sales are lower rhan criginafly anticipated,

Weassessed lorecast cash Hows againsthistarical expeiience and we obtained
supnorung evidence for managemen!'s explanatinns

Based on the procedures performed, we noteg no matenalissues arising from our work,

We engaged our tax spedtahstsin the US and UK and we obitained an undersianding
of the Group's Lax strategy and risks. We assessec the tax unpact of business
sevelopments in 2019, including the drsposal of the US K12 Courseware business
andmternal refinancing ransacuonrs We recalruldred the Group's Tax provisions
and determinea whether the treatments adopled wera in line with the Group's tax
policies and had been applied consistentiy

We evaluated the key underlying assumptions, particularly in the US and UK.

Inmaking this evaluation, wo considered the statys of tax authority audits and

enuLiries. We consicered the basis and support in garticular for provisions not .
subjert 1o ax auditin compartson with our experience of sinutar situations at

comparable companies. We evaluated whether any risk of matenal misstatement

existed for Lncertain tax posttion provisioning outsiae of the US and UK,

We evaluated the consistency of management's approachto establishing or
changing prior proviston estmates and we vafidatee that changes in prior provisions,
reflected a thangeinfacts and circumistances during 2019, Wnere provi
not been established, including for material potential exposures ke EU state ad
andthe assessiment from the Brazilian tax authonty, we evaluated the basis for
management’s jiudgements, including an assessment af the treatment of simular
exposuLres at comparatle companies. We evaluated third party advice obtaned by
the Group as we independently formed our own view about the likelihood of these
possible tax risks crystallising in future cash ourflows.

s have

We noted that the assumptions and judgements required o lormulate these
provisions mean that the range of possitle cutcomes is broad. We evalualed the
disclnsuresin notes 7 and 34 inreladion to uncertain tax provisions and we
consicerad whether the disclosures were consistent with the under lying positions
andwith the requirements of IAS 1 and 1AS 12.1n addition, we cansidered the
Group’s application af IFRIC 23 with effect from 1 january 2019.

Baseo on the procedures performed, we notea no material issues arsing from ourwork.
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Key audit matter How our audit addressed the key audit matter

=2 Finance transformation

The Group has convnued toimplement significant charge
acress itsfinance functionin 2019 with the rontinued rofl-out
of The Enahbiing Programme (TEP} and the organisational
change resuiting from imglementing the target operating
maodel. The ERP system roll-cul continued in 2019 with cerrain
US businesses gomng live and finance ransaction processing
activities were migrated to offshore shared service centres.

This change represents a risk as controls and processes that
have heen established ana embedded over a number of years
are changed and migrated to the new ERP vystem environment
and iNto Hew shared service centres, There is an mereased sk
of break-dowr ininternal controfduning the transttion.

=» Disposals
Refer tonote 31 in the consolidated finanaal staten-ents,

In March 2019, Lthe Group completed the disposal of its
U5 K12 Courseware business, resulting in a pre-tax profit
of £13m. Total proceeds amotnted to £ 200m of which
£180mis deferred.

Accounting for the transaction required managerment
judgement and estimation to establish the fair value of the
deferred proceeds related to an unconditional vengor note
tor $225m and an entiterment to 20% of tutute cash flows to
equity holders and to 20% of net proceegsinthe eventofa
subsequent sale of K12, Changes to the assumptions applied
by managerment in estabhshing the fair value of the deferred

preceeds could have a material effect on the profit on disposal.

=¥ Risk of fraud in revenue recognition

Refer to hote 3 n the consolidated financial statemens,
Cortainof the Group's businesces in the US and UK enter
inta long-term contracts that span year-end, where revenue
is recognised using estimated percentage of completion
hased on costs. These include contracts to design, develop
and deliver testing and accreditation services,

These contracts generate material deferred revenue balances
and changes to the underlying assumptions or estimation
ralenlarions conld have a material pffarct on the ransnhdared
financial statements.

We centrally managed the work performed by component audit teams at Pearson
Finance Services and in migrating markets tike the US, which consisted of controls
and suhstantive transaction testing, and we conducted oversight visits (o key sites
impactea by the transformation activities to direct the work performed.

We evaluated the degign and tested the operating effectiveness of Key sutormated
and manuafcontrols after the migration including IT general controls and controls

in respect of data migration into the new ERP systern environment. We also tested
halance sheet reconciliations for migrating entities to identify any migration issues.
Where issues were identified, we performed testing of conwensating controls and
weincreased the level of substantive transaction festing to address any residual risk,

We reviewed the sale agreement and we vouched the cashreceived. We assessed the
felaasels ispused by teletence Lo the audited valance sheel 0T KiZ a0 31 Decamibe
2018, undersianding and evaluating any subseguent movernents inkey balances,

We validated the cash held on the completion halance sheet and we recalcutated
management’s goodwill allocation. We tested a sample of the transactinon costs.

We focused our assessment an the valuation of the deferred proceeds atthe date of
disposal. The vendor note and earn-out recewvables are measured at fair value which
is calculated as the present value of the expected future cash flows, meaning that
the fair value is inpaciea by both the quantum ano drimg of amy Tutuie payiments
from the vendor. We assessed inanagement’s assumptions related to the expected
payment profile of the vendor note, the expected timing of the vendor's potential
exitand the estimated equity value of K12 at that tirne. We compared management's
assumptions against external evidence where available. We performed otir own
independent sensitivity analyses to ungerstand the impact of reasonably possible
changes in the key assumptions.

We deployed curtreasury specialiste to test the aperonriatencess af tho discountrate
used to presentyalue the future cash flows and to assess management's dassification
nf these receivables as fair value through profit and loss as defined by IFRS 9.

We have subsequently tested management's remeasurement and disclosure of
these rereivables at 31 December 2019,

We saparately considered management’s decision to classify Penguin Random
House (PRH) as held for sale at year-and and whether the announcement of the sale
ol the Gruup's sieke in Deceinbel 2015 wystallised any linpairine i, companing the
carrying value of PRH's net assets with the contracted disposal proceeds.

Based on the procedures performed, we noted no materialissues arising from ourwork.

For aselection of the larger, more judgemental and more recent long-term contracts,
covering both assessment activities and online delivery of teachmng, we read the
contracts and we assessed the accotinting methodologies being apphed to calculate
the proportion of revenue being recognised in 2019, We considered whether
management's revenue recognition practices are in accordance with Group nolictes
and related accounting standards and have been consistently applied.,

We tested costsincurred to date and management’s estimates of forecast costs
anarevenues by reference to historical experience and current contract status.
Werecalculated management's percentage of completion estimates and we
performed iook-back tests to assess management's histarical accuracy of forecasting
for these types of arrangement.

In addition, we performed manual journals testing focusing snunusual of
unexpected entries to revenue.

Based onthe procedures performed, we noted ne materialissues arising from our work.
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How our audit addressed the key audit matter

=» Carrying values of investments in subsidiaries

Refer to note 2 inthe company finarcial statements.

The company holds iInvestments in subsidiaries amounting
(0 £6,654m {2058 £6,710m) at 31 December 206719,

InvesLments IN SUBSICIAres are accountea ror at costiess
provision for impairment in the company balance sheet.
Investments are tested for impairment if impairment
indicators exist. If such ingicators exist, the recoverabie
amounts of nvestments in subsidiaries are estimated in order
to cetermine the extent of the impairmentioss, if any. Any
such impairment loss 1s recognisea m the income statement.,
The itrpait e assessroentwas iieotiied 45 d key audit
rnatter given the sze of the uncerfying investment carrying

We evaluated management's assessment whether any indicators of impairment
existed by comparing the carrying values of investments in subsidiaries with their
net asseis af 31 December 2019,

Formvestments where the notascets werse lewer than the carryingvaltes,

we assessed thelr recoverablevalue by reference to the vaite inuse of the
investments compared (o their carrying values at 31 December 2019, Where
applicable, we verilied that the recoverable values of investments wet e consistent
with the recoverable values of the relatec CGUs tested for goodwill impairment
purposes, leveraging the audit work undertaken as partof the Group audm

Wwe separately evaluated the difference between theinvesrment zarrying values

AT PR Gfm,p’: v arkat rh;nr;hcal‘mn

Based on the procedures performed, we noted no materialissues arising from our work,

values andg the differertial tothe Group's market capitalisarion.
Furtherimpairment indicators were identified in connection
with cevtam of the investments in subsidiaries due to the
carrying value of investments exceeding thelr net assets,

The assessment required the apphcation of management
iudgement. particularly in aetermining whether any
impairmentindicators have arisen that trgger the need foran
impairment assessment and in assessing whether the carrying
value of each investment can be supported by the recoverabie
amaunt. Changes to these judgements and estimates could
have a mater al impact on the company financial staternents,

How we tailored the audit scope

We tailored the scope of our audit to ensure that we performed
enough work to be abie to give an opinion on the financial statements
as a whole, taking into account the structure of the Group and the
company, the accounting processes and controls and the industry in
which they operate

ine consollgated financiat statements are a consolidation of 565
reporting units, each of which is considered to be a component,

We identified four components in the UK, US and ltaly that required
afull scope audit due to their size. Audit procedures over specific
financial statement line items were performed at a further eight
components inthe UK, US and Brazil to achieve appropriate audit
coverage. In addition, we obtained an audit opinicn on the financiai
information reported by the US component of the Group’s assocare,
Penguin Random House.

In establishing the overall approach to the Group audit, we determined
the type of work that needed to be performed at the components

by us, as the Group engagement team, or component auditors within
P UK and from other PwC network firms operating under ou
instruction, Where the work was performed by component auditors,
we determined the level of involvement we needed to have in the audit
work at those reporting units to be able to conclude whether sufficient
appropriate audit evidence had been obtained as a basis for cur
opinion on the consofidated financia! statements as a whole.

We performed full scope audits in respect of NCS Pearson,
Pearson Education US, Pearson Education UK, Pearson italy and
Fenguin Ralrdom House US.

We performed specified procedures at a further eight components
over financial statement line items including revenue, trade and other
receivables and deferred income, cash, intangible assets, accruals,
provisions for returns, product development and amortisation,

fixed assets and depreciation, cost of sales and operating expenses,

This ensured that sufficient and appropriate audit procedures were
performed to achieve sufficient coverage over these financial
statementline items.

In addition to instructing and reviewing the reporting from our
component audit teams, we conducted visits to component teams

in the US (New York and Minneapoiis), italy, Brasi and the Uk (Beifasy
which included fle reviews and oitendance ot key meetngs with focal

management We also had regular dialogue with component tearns
throughout the year.

The Group consolidation, financial statement disclosures and
corporate functions were audited by the Group engagement team.
This included our work over taxation, goodwill and acquired intangible
assets, post-retirerment benefits and major transactiens.

Taken together, the componants and corporate functions where we
conducted audit procedures accounted for approximately 73% of the
Group's revenue, 73% of the Group’s statutory profit before tax and
73% of the Group's adjusted profit before tax. This provided the
evidence we needed for our opinion on the consolidated financial
statements taken as a whole. This was before considering the
contribution to our audit evidence from performing avdit work at the
Group level, including disaggregated analytical review procedures,
which covered certain of the Group's smaller and lower risk
components that were not directly included in our Group audit scope.

Materiality

The scope of gur audit was influenced by our application of materiality.
We set certain quantitative thresholds for materiality. These, together
with qualitative considerations, helped us to determine the scope of
our audit and the nature, timing and extent of our audit procedures on
the indwvidual financial statement line items and disclosures and in
evaluating the effect of musstatements, both individually and in
aggregate on the financial statements as a whole.
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Based on our professional judgement, we determined materiality for
the financial statements as a whole as follows:

Group financal statements

Company financial statements

Overall £27 million
materiality (2018:£25 millon)
How we Approximately 5% of

determined it

Rationale for
benchmark
applied

The Group's principal

and acquirea intangibl

asset amortsation and
impairment charges, in order
Lo present results from

operating activities on

adjusted profitbefare tax

measure of performanceis
adjusted operaung profit
{E£581m), which excludes
one-off gains andiosses,
costs of major restructuring

£49 million

[2018: £45 miltion)
Approximately 1% of
netassets

We constaer net assets to bhe
an appropriate benchmark
for a Group holding company.
Certainaccount balances
were incuded in scope for
the Group audit and were

e audited to a materiaiity fevel
set below overall materiality
established for our audit

of the consolidated

a financial «tatements.

consistent basis. We have
Lake s measut e intu

ACCOLNT N deTermining o1:r
materiality. From adjusted
operating profit, we deducted

nef inance costs.

Foreach componentinthe scepe of

our Group audit, we allocated a

matertaiity that is less than our averall Group materiality. The range
of materiality allocated across compenents was £4 million to

£20 million. We agreed with Lhe Aud
reporttothem rmussiatements ident

itCommitlee tiral we would
ified during our audit above

£2 million (2018: £2 million) for the Group and company audits
as well as misstatements below those amounts that, in our view,
warranted repoerting for qualitative reasons.

Goingconcern

n accordance with 1ISAs (UK we report as follows:

Reporting obligation

We are reqguired to report if we have
anything material to agd or draw
attention tonrespect ofthe
Bhteector s staternenit e fitigdel
statements ahout whether the
Directars considered itappropriate
to adopt the going concern basis of
accounting in preparing the financial
statements and the Directors'
dentification of any material
uncertainties to the Group's and the
company's ability to continue asa
going concernover a period of at
least twelve manths from the date of
approval of the financdial statements.

We arerequired to report if the
Directors’ statement relating to going
concern in accardance with Listing Rule
5.8 6R{3}is materially inconsistent with
our knowleage obtamea in the audit.

Qutcome

We have nothing material to add or to
draw attention 1o,

However, because nat all future
events or conditions can be predicted,
thrs statementis nota guarantec as to
the company’s ability to continue as a
going concern. For example, the terms
of the United Kingdom's withdrawal
from the European Union are not
clear and it is difficult to evaluate all
ofthe potential implications onthe
Group's rade, customers, suppliers
and the wider economy.

We have nothing to report.

Reporting on other information

The otherinformation comprises all of the information in the Annua
Report other than the financial statements and our auditors' report
thereon. The Directors are responsible for the other information.
Our opinion on the financial statements does not cover the other
information and. accordingly. we do not express an audit opinion or.
except to the extent otherwise expicitly stated in this report,

any form of assurance thereon.

In cannection with our audit of the financial statements, our
responsibiity is te read the other information and, in deing so, consider
whether the other information is materially inconsistent with the
financiai statements or our knowledge obtained in the audit or
otherwise appears to be materiafly misstated. I{ we identiiy an
apparent material inconsistency or material misstatement, we are
required to perform procedures to conclude whether there is a
material misstatement of the financial statements or a matetrial
misstaterment of the other information. If, based on the work we

have performed, we conclude that there is a material misstatement

of this other information, we are required to report that fact.

We have neihing w repot T based on thiese responsibifities.

With respect to the Strategic Report and Governance Report, we also
considered whether the disclosures required by the UK Companies Act
2006 have been included.

Based on the responsibilities described above and our work
undertaken in the course of the audit, the Companies Act 2606 (CADG),
1SAs (UK) and thie Listing Rules of e Finandidgl Conduct Authority (FCAG
require us also to report certain opinions and matters as described
below (required by 15As (UK) unless otherwise stated).

Strategic Report and Governance Report

In our epinion, based on the work undertaken in the course of the
audit, the information given in the Strategic Report and Governance
Report for the year ended 31 Dagamber 2019 j consictent with the
financial stalements and has been prepared in accordance with
applicable legal requirerments. (CADB)

In light of the knowledge and understanding of the Group and
company and their environment obtained in the course of the audit,
we did not identify any material misstatements in the Strategic Report
and Governance Report. (CAQ6}

The Directors’ assessment of the prospects of the Group and of
the principal risks that would threaten the solvency or liquidity
of the Group

We have nothing material to add or draw attention to regarding:

> The Directors’ confirmation on pd0 of the Annual Report that they
have carried nur a robust assessment of the principal risks facing
the Group, including those that would threaten its business model,
future performance, solvency or liquidity;

> The disclosures in the Annual Report that describe those risks and
explain how they are being managed or mitigated; and

> The Directors explanation on p50 of the Annual Report as to
how they have assessed the prospects of the Group. over what
period they have done so and why they consider that period to be
appropriate and their staterment on p107 of the Annual Report asto
whether they have a reasonable expectation that the Group will be
able to continue in operation and meet its habilities as they fall due
aver the period of their assessment, including any related disclosures
drawing attention to any necessary gualifications or assumptions,
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We have nothing to report having pertarmed areview of the Directors’

[P Fant thmn, s sl ; o T Ll i Trio e e S T e ey
statemont thatthoy have carvicd suta robust assossmant of tha

principal risks facing the Group and staternent in relation to the
fonger-term viability of the Group, Our review was substantially less
in scope than an audit and only consisted of making inquiries and
considering the Directors’ process supporting ther statements;
checking that the statements are in alignment with the relevant
provisions of the UK Carporate Governance Code (the “Code™);
dering whether the statoments are eonsistentwith the
knowledge and understanding of the Group and company and their
environment obtained in the course of the audit. (Listing Rules)

Other Code provisions

We have nothing tao report in respect of our respansibility to
report when:

> ihe statement given by the Lirectors, on p1tl, that they consider
the Annual Report taken as a whole (o be fair, balonced and
understandable and provides the information necessary for the
members to assess the Group’s and company’s position and
performance, business model and strategy is materiaily inconsistent
with our knowfedge of the Group and company obtained in the
course of performing our audit;

The seclion of the Annual Report on p80 and 8t describing
the work of the Audit Committee does not appropriately address
rmatiers communicated by us 1o the Audit Cornmitiee; and

~

The Directors’statement relating to the campany’s comphance with
the Code does not properly disclose a departure from a relevant
provision of the Code specified, under the Listing Rules, for review
Dy tie duditors.

Directors’' Remuneration

Inour opinion, the part of the Directors’ Remuneration Report to
be audited has been properly prepared in accordance with the
Companies Acl 2006. (CADSB)

Responsibilities for the financial statements
and the audit
Responsibilities of the Directors for the financial statements

As explained more fully in the Staternent of Directors’ Responsibilities
setout on pl12, the Directors are responsible for the preparation of the
finandial statements in accordance with the applicable framework and
for betng satisfied that they give a true and fair view The Directors

are aiso responsible for such internal controd as they determine is
necessary o enable the preparation of financial statements that are
free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the Directors are responsible for
assessing the Group's and the 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 uniess the Directors either
intend to liquidate the Group or the company or Lo cease aperations or
have no realistic alternative but to do so.

Financial statements
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Auditors' responsibilities for the audit of the

financlai statements

Our abjectives are to obtain reasonable assurance about whether the
financial statements as a whole are free from material misstatement,
whiether due to fraud ar error, and to issue an auditors’ report that
includes our opinion. Reasonabie assurance is a high level of assurance,
butis not a guaraniee that an audit conducted in accordance with
ISAS (UK} will always detect a material misstaternent when it exists.
Misstaterments can arise from traud or error and are considered
material if, individually or in the aggregate, they could reasonably be
expected to influence the economic decisions of users taken on the
basis of these financial statements.

Afurther description of our responsibilities for the audit of

the financial statementsislocated on the FRC's website at:
www fre org uk/anditarsresponsibilities This descrintion farms
partof our auditors’ report

Use of this report

This report, including the opinions, has been prepared for and only
for the company's members as a body in accordance with Chapler 3 of
Part 16 of the Companies Act 2006 and for no other purpose. We do
not, in giving these opirtions, accept or assume responsibility for any
other purpose or to any other person te whom this report is shawn ar
into whose hands it may come save wherc expressly agreed by our
Prior consent in writing.

Other reguired reporting

Comipanies Act 2006 exception reporting

Unider the Jompanies AC 2000, we are requied 10 repoit tu you if)
inour opinion:

> we have not received all the information and explanations we require
for our audit; or

~

adequate accounting records have not been kept by the company or
returns adeduate for our audit have not been received from branches
nalvisited by us; or

certain disclosures of Direclors’ remuneration specified by law are
not made; or

v

~

the company financial statements and the part of the Directors’
Remuneration Reportto be audited are notin agreement with the
accounting records and returns,

We have no exceptions to report arising from this responsibility.

Appointment

Foliowing the recommendation of the Audit Committee,

we were appointed by the members on 6 February 1986 to audit
the financiaf statements for the year ended 31 December 1996 and
subsequent financial periods. The period of total uninterrupted
engagementis 24 years, covering the years ended 31 December
19396 10 31 December 2019

Giles Hannam (Seniar Statutary Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London

5 March 20620 Pt )
7

20
S H e

R



122 Pearson plc Annual regport ana accounts 20139

Consolidated income statemenl

Year ended 31 December 2019

All figures in £ milliors

o ) Notes 2018
Continuing operations o
Sales 3.869 4129
Costof goods sold 4 (1,858) (1,943)
Gross pr;)ﬂt o ) 2,011 2,186
Operaling expenses 4 {1,806) (1,907
Other net gains and iosses 4 16 230
Share of resuits of joint ventures and associates e 1z 54 A
Operating p;;-ﬁ'tw 2 ) 275 - 553
Finance costs 5] (84) {91
Financeincame 5] 41 36
Profit before tax T 7‘7733*2'” ) 498
income tax 7 34 92
Profit far the year T o o 266 580
Attributable to: i S S
Enntyholders ofthe company 264 522
Non-controthing interest o e e 2 2
Ee;rmnésper share attributable to equity holders of the company during the year
{expressed in pence per share)
- hasic 8 34.0p 75.50
- diluted 8 34.0p 75.5p
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Consolidated statement of comprehensive income

Year ended 31 December 2019

Al figuresin £ millions

Frofit far the year

Items that may be reclassified to the incorne statement

Net exchange differences on franslation of foreign nperarions - Group (113) g1

Net exchange differences on translation of foreigr operators - asscciates {2} )
Currancy rransiatinn adeyctmnm rliepinsari 4 (4}
Attributable tax 7 5 4}

Iterns that are not reclassified to the iIncome statement

Fair vatue gain on arher financial assats 20 )
Altributable tax ’ (4) -
Resrigastretieniul etz ermer cbenelivubligavons - Group 25 {143} 22z
Remeasuremnent of retirement benefit obhgations - assnciates 4) 3
Atuiburatile tax i 22 9
Other comprehensive (expenselfincome fortheyear oy oy g
Tota) comprehensive income fortheyear 4y pg
Attributableto: e
Equity holders of tha company a7 712

Non-controlling interest 2 2




Consolidated balance sheel

As at 31 Decernber 2019

Ai”igjas rn gr;zlllons ’ Notes 2[1;19 ’ 2018

Non-current assets

Property, plant and equipment 10 618 227
Intangibie assers " 2,900 3,009
Investments in joint ventures and associates 12 7 392

Deferred income rax assets 13 59 60
Financial assets - derivative financial insti uments ‘6 29 &7
Retirement penetit assets 25 429 571

Othet linancial assets 15 122 33

Trade ano other receivables 22 313 100
T o o o 4,477 4,525
Current assets

Intangible assets - pre-publication 20 870 817

Inventories 21 169 164

Trade and other receivables 22 1.275 1,178

Fircanoal assere « davivative finapozl ingtrgments 16 25 !

Casn ant cash eninvalents {exdiding overarafis) 17 437 RELE
- o o ’ 2,776 _2,728
;\;se-t.é-_ci_as-si%i-e-d as held for sale o o ) 3) B 3977 N 6478
Totalassers T ' - 7,650 h90h
Liabilicies oo e

Non-current liabilities

rinancial habilivies - bon owings 18 (1.572) (674
Financial liabilities - derivative financal instruments 16 {24) (36)
Deferred income tax liabkilities 13 {48) {136)
Retrement benefit abligations 25 (92) (100
Provisions for other liabilities and charges 23 (13) {145)
QOther liabulities 24 86) {155}

(1,835) (1,2461
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Consolidated balance sheet comtinued

As at 31 December 2019

Allfigures in £ millions o mmmmwﬂ _ o ) " Notes T 2018
Current Habilities - o )

Trade and other ltabilities 24 (1,278) (1.400)
Financialiiabilities—borrowings 18 (92) {46)
Financiathabiiies — devivative financolinsuuments ) ()] 23
Cureent incnme tav liahbilitiec 155 79
Provisions for ather labidities and charges i 23 (52) (20)
T o o C 0492 (1567)
Liab|!iti-e_smc_|_§‘=‘slff_gr;‘f{_S_l_l_gl_(_{f-ar sale o T o B 32 ) - 777(573]
Totatliabiftics - ] i T 3.327) (5355
Not assers - — ) ' a3 ases
Fquity ’ i '
Share capital 27 195 195
Share premilm 27 2.614 2,607
Treasury shares 28 (24) (33}
Capital redemptionreserve 1 .
Fair value reserve 39 19
Translation reserve 567 578
Retamed earnings ) - 911 HOEL
'Ii'ov\;_dalﬂeiau;nyattributable to equity holders o%the ;;;mpany o 4,313 ) /;IWE
Non-controlling nmterest - 10 9
Total equity B o o Az 45

These financial statements have been approved for issue by the Board of Directors on 6 March 2026 and signed on its behalf by

L s

T

I .

Crram williams
Chief Financial Officer
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Consolidated stalemenlt of changes in equily

Year ended 3t Decemnber 2019

Equity attributable to equity hotders of the company

Capital Non-
share Share Treasury redemplion Fair value Translation Retained controjling Total
Alt figures in £ millions capital premium shares raserve reserve reserve earnmgs Total interest equity
At T lanuary 2013 195 2,607 (33) m 19 678 1,039 4,516 9 4,525
Adjustment oninitial application
Of{FRS 16 et of tax (see note 1Y - - - - - - (83) {23) - {83}
Adjustment on initial application
of IFRIC 23 net ot tax (see note 1c) - - - - - - 5 5 - 5
At 1 january 2019 {restated) 185 2,607 (33) 11 19 678 961 4,438 g 4,447
Profit for the year - - - - - - 264 264 2 266
Other comprehens ive
inLunefeaperse) - - - - 20 {iih (123) {2i7) - {2i7)
Total comprehensive
income/{expense) - - - - 2¢ {111} 138 47 2 49
Equity-settled transactions - - - - - - 25 25 - 25
Tax on eguity-settled transactions - - - - - - (5) (5) - {5)
Issue of ordinary shares under
charz oprion srhemeac - 7 - - - - - 7 - 7
Ruyhack of enity - - - - - - - - - -
Purchase of treasury shares - - (52) - - - - (52) - (52)
Release oftreasury shares - - 61 - - - (61) - - -
Transfer of gain ondisposal of
FYOChinvestment - - - - - - - - - -
- - - - - - {147} (147) N (143}
At 31 December 2019 195 2,614 " g11 4,313 10 4,323
T o T " tquiryatmibutable toequity helders of she company
Capital Non-
Share Share Treasury redemption Fairvalue Translation Rerained controlling Total
All figures in £ millions capital premium shares reserve reserve reserve earnings Total interest equity
At T lanuarv 2018 2060 /602 i) 5 13 RG? G44 2 RGN R 3,503
Piofisforthe yea - - - - - - 588 SEg 2 590
Other comprehensive
income - - - - 8 86 30 124 - 124
Total comprehensive
income - - - - 3 86 618 Mz 2 714
Equity-settled transactions - - - - - - £y 37 - 37
Tax on equily-settled transactions - - - - - - 4 4 - 4
issue of ordinary shares under
share option schemes 1 5 - - - - - 3} - 6
Buyback of equity (5) - - 5 - - (2) 2) - (2)
Purchase of treasury shares
Release of treasury shares - - 28 - - - {28} - - -
Transfer of gain on disposal of
FVOClinvestment - - - - {2) ~ 2z - - -
Dividends - - - {136) (136)
At 31 December 2018 195 19 678 1,039 4518 9 4,525

The capital redemption reserve reflects the nominal value of shares cancelled in the Group's share buyback programme. The fair value reserve
arises on revaluation of other finaricial assets. The translation reserve incudes exchange differences arising from the translation of the net
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

Yeay ended 31 December 2019

All figures in £ milhons o T - Jotesiivi 7::29197 26%8

Cash flows from operating actities -

Net cash generated [roin operaiions 33 480 547
Interest paid (81) {42
Tax paid ) (20) {43)
Net rash genaratad fram aperating activirios o - 269 el
Cash flows from vesting activities

Acauisinan of subsidiaries, netof cash acquired 30 (45} 5)
Acldinanal capiral investedin asscciates {40) -
PLrchase of invesiments {12) (1
Purchase of properry, plant and equipment {55} 1700
Puichiese uf inlangible gsaels (138 e
Disposal of subsidiaries, net of rash aisposec 31 1071} 33

Proceeds from sale of assocates 31 - 18

Proceeds from sale of Investments 5 5

Proceeds from sale of property, plantana equipment 33 1 128

Proceens from sale of houi resources - 10
Lease receivables repaid 26 -
Loans {advance to)/repaid by relatec parties {49) 46
Investment in liguid resources - (2)
Interest received 17 20
Investment income 2 -

Dividends received frmﬁim!’%! v_(;zn:u‘es anc assoclates 64 117

Netréarsiiq (used iﬁﬁ)genérated from investing activities ) o o 7 {325) 3117
Cash flows fram financing activities

Praceads fromissie of ordinary shares 27 7 O
Buyback of eauity 27 - 153}
Purchase of treasury shares {52) -
Proceeds from horrowings 230 -
Repaymentof borrowings {48) 1447)
Repayment of lease fiabilities 91) i4)
Dividends paid to company's shareholders 9 (147) 1136
Dwidends paid to nonvc&Lm[q{{ing Interest {1} (1)
Netcash uscd in financing activites 7 (102} (7.29)
Effectc ofavchanguratechangns o cash and cash eonivalenrs (33) Aay
Net decrease in cash'and cash equivalents 91) 1105}
Cash and cash equivalents at?) ) N 525 520

Cash and cash equivalents at end of year o R 434




128 Pearson plc Annual report and accounts 2019

Notes to the consolidated financial statements

General information

Pearson plc (the company), its subsidiaries and assocaates (together the
Group) are international businesses covering educational courseware,
assessments and services, and consumer publishing through its
assodiate interest in Penguin Random House.

Tne company IS & pubiiciimited company incorporated and
demicdiled in England. The address of s regisiered office is
80 5Strand, London WC2R GRL.

The company has its primary listing on the Londen Stock Exchange
and s alsoiisted on the New York Stock Exchange.

These consolidated financial staternents were approved for issue by
the Board of DirecLors on 6 imarcn 2024,

1a. Accounting policies

The principal accounting pohcies applied in the preparation of these
consolidated financial statements are set out below.

Basis of preparation
These censolidaied (inancdial statemens, and the company financiat
statements, have been prepared on the going concern basis and in
accordance with International Financial Reporting Standards (IFRS)and
IFRS Interpretations Committee (IFRS IC) interpretatians as adopted by
the European Urmon (EU) and with those parts of the Companies Act
2006 applicable to companies reparting under iFRS. Inrespect of the
accounting standards applicable to the Group; there is no difference
betweer: EU-adopled a2nd IASB-adopied IFRS.

These consclidated financial statements, and the company financial
statements, have been prepared under the historical cost convention
as modified by the revaluation of financial assels and liabilities
{including derivative financial instruments) at fair vaiue.

These accounting pelicies have been consistently applied to all years

presvibed, uniess olher wise slated.

1. inferpretations and amendments to published standards
effective 2019 ~ The following standards were adopted in 2019

> IFRS 16 Leases

» IFRIC 23 Uncertainty over [ncame Tax Treatments

s IFRS S and IFRS 7 Alnendiments

The impact of the adeption of these new standards i1s set cut in notes
1b, tcand 14

Anumber of other new pronouncements are also effective from
1January 2019 but they do not have a material impacton the
consolidated financial statements, or the company financiat

T T PRy OR[N N | VR Y [N LA A UUNE R R Uy SRy I
statomonts, Additiona! disclosure has bean EiVCIN WinCi relevant.

2. Standards, interpretations and amendments o pubiished standards
that are not yet effective - Anumber of other new standards and
amendments (o standards and interpretations are effective for annual
periods beginning after 1 January 2020, and have not been applied in
preparing these financial statements. None of these is expected to
have a malerialimpact on the consolidated financial statements,

ar the company financial staterments.

3. Critical accounting assumptions and judgements - The preparation
of financial statements in canformity with IFRS raquires the use of
certain aritical accounting assumptions. It also reguires management
to exercise its judgement in the process of applying the Group’s
accounting policies.

The areas requiring a higher degree of judgement or complexity,

or areas where assumptions and estimates are significant to the
conschdated financial statements, are discussed in the relevant
accounting palicies under the following headings and in the notes to
the accounfts where apnropriate:

Intangible assets: Goodwill

intangible assets: Pre-publication assets
Taxation

Revenue: Pravisions for returns
Employee benefits: Pensions

In addition. certain assumptions have been used and judgements
exercised in the valuation of the other receivable which arose on the
disposal of the US K12 Courseware business (see note 14).

Consolidation

i Business cambinations - The acquisition method of accounting is
used to account for business combinations.

The consideration tronsforred for the acguisiton of o subsidiary is

the fair value of the assets transferred, the Habilities 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-refated costs are
expensed as incurred in the operating expenses line of the income
statement. [dentifiable assets acquired and identifiable liabilities and
contingent liabititics assumed in 2 business combination aro 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-controifing
interestin the acquiree and the acquisition date fair value of any
previcus equity interestin the acquiree over the fairvalue of the

identifiable net assets acquired is recorded as goodwill (see note 303,

Sesthe Intangibie assets policy for the accounting policy on goodwill.
If this is Tess than the fair value of the net assets of the subsidiary
acquired, inthe case of a bargain purchase, the difference is recognised
directly in the income statemnent.

O an acquisition-hy-acquicition bagis, the Group recognises any
non-controlling interest in the acquiree either at fair value or at the
non-controlling interest’s propertionate share of the acgquiree’s
net assets.

IFRS 3‘Business Combinalions has not been applied retrospectively
to business combinations before the date of transition to IFRS.

Manpagemenr pyarciges iudgement in determining the das<ification of
its investments inits businesses, in line with the following;

2. Subsidiaries - Subsidiaries are entities over which the Group has
control. The Group controls an entity when the Group is exposed tg,
or has rights to, variable returns from its involvement with the entity
and has the ability to affect those returns through its power aver the
entity. Subsidiaries are fully consolidated from the date on which
control 1s transferred to the Group. 1hey are deconsolidated trom the
date that control coases.
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1a. Accounting policies continued
Consolidation continued

3. Transactions with non-controlling interests - Transactions with
non-controlling interests that do not result inloss of contro! are
accounted for as equity transactions, that is, as transactions with

the owners In their capacity as owners. Any surplus or deficit arising
frrom disposals to a non-controlling interest 4s 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 assacates - Joint ventures are entities in which
the Group fiolds an interest on @ long-term basis and has rights to the
net assets through contractually agreed sharing of control Associates
are entilies over which the Group has significantinfluence but not
Lthe power to controd the financial and operating policies, generaliy
accompanying a shareholding of between 20% and 50% of the voting
rights. Ownership percentage is likely to be the key indicator of
investment dassification; however, ather factors, such as Bpard
representation, may also affect the accounung ¢lassification
iudgerment is reauired to assess all of the qualitative and quantitative
factors which may indicate that the Group does, or dees not, have
sighuficant influence over an investment. Penguin Random House 15
the Group's only material associate - see note 12 for further details
on the judgements invoived in its accounting classification.
Investments injontventures and associates are accounted for

by the equity method and are initially recognised at the fair value

of consideration transferred.

The Group's share of its Joint ventures' and associates’ post-acquisition
profits orlossesis recognised in Lthe income staterment and its share
of post-acquisition movements inreservesis recognised in reserves.

The Group's share of its jointventures’ and associates' results is
recogmsed 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 cumuiative
post-acquisition movements are adjusted against the carrying amount
of the investment When the Group's share of lossesin a joint venture
or associate equals or éxceeds 1ts interest in the joint venture or
associate, the Group does not recognise further losses unless the
Greup hasincurred ebligations or made payments on behalf ¢f the
jcint venture or associate.

Unrealised gains and losses on transactions between the Group and
its jointventures and associates are eliminated to the extent of the
Group's interestin these entities.

5. Contribution of a subsidiary to an associate or joint venture -

The gain orloss resulting from the contribution or sale of a subsidiary
to an associate or a jointventure is recognised in full Where such
transacticns do not involve cash consideration, significant judgements
and estimates are used in determining the fair values of the
consideration received.

Foreign currency translation

1. Functionat and presentation currency - items included in the
financial statements of each of the Group's entities are measured
using the currency of the primary economic environment in which
the entity operates (the functional currency}. The consolidated
financial slatements are presented in sterhng, which 1s the company’s
functional and presentation currency

Fiancial statements
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2. Transactions and balances - Foreign currency transacuons are
translated into the functional currency using the exchange rates
prevailing at the daies of the transactions. Foreign exchange gains

and losses resuiting from the settlement of such transactions and from
the transiation at year-end exchange rates of monetary assets and

Lafsilitime daes s e F Trvwm oraen e lad - el I
tNabilitios deneminated in foreign currencies are recsgnised nthe

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 funcuonal currency different from the
presentation currency are translated into the presentation currency
as follows:

i} Assets end liabilitics are transtated at the closing rate at the date of
the balance sheet

ii) Intome and expenses arc translated at average exchange rates

ui) Alfresulting exchange differences are recognised as a separate
component of ecuity.

On consolidation, exchange differences arising frorm the translation

of the netinvestmentin foreign entities, and of borrowings and other
currency instruments designated as hedges of such investments, are
taken to shareholders’ equity. The Group treats specific inter-company
loan balances, which are not intended to be repaid in the foreseeable
fulure, as part of its netinvestrment. When a foreign operation s soid,
such exchange differences are recognised in the income statement as
part of the gain ar loss on sale.

The principal overseas currency for the Group 1s the US doliar,
Thi dverdage rate fur the year against sterling was $1 25 (2018, $1.34)
andthe year-end rate was $1.32(2018: 31.27).

Property, plant and equipment

Property, plant and equipment are stated at historical cost less
deprecation. Costincludes the original purchase price of the asset and
the costs atiributable to bringing the asset to 1ts working condition for
intended use. Land is not depreciated. Depreciation on other assetsis
calcuiated using the straight-ine method te allocate their cost less their
residuat values over their estmated useful lives as follows:

Buildings {frechoid): 40-50years

Builaings {leasehala) over the periog of the lease

3-illyeats

The assets’residual values and useful {ives are reviewed, and adjusted
if aporopriate, at each balance sheet date.

The carrying value of an asset s written down 1o its recoverabie
anoun] e cart ying vaitie uf Uie assetis gredict Lhartits estinmaied
recoverabie amount.
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ta. Accounting policies continued
Intangible assets

1. Goodwill - For the acquisition of subsidiaries made on or after

1 January 2010, goodwill represents the excess of the cansideration
transferred, the amount of any non-controlling interestin the acquirec
and e Acquisition date falrvalue of any Previeds Squily interestn
the acguiree over the fair value of the idertifiable net assets acquired.
For the acquisition of subsidiaries made from the date of transition to
IFRS to 31 December 2009, goodwill represents the excess of the cost
of an acguisition aver the fair value of the Group's share of the net
identifiable assets acquired. Goodwill on acquisiions of subsidiaries
isinctuded in intangible assets. Goodwill 0n acquisition of associates
A [OInt vENLUrSs roproscnts the aacess oF thi Cost of an acquisition
over the fair vatue of the Group’s share of the netidentifiable assets
acquired. Goodwill on acquisitions of asseciates and jointventures is
included in investments in associates and joint ventures,

Goodwill is tested at least annuaily for impairment and carried at
costless accumuiated impairment losses. Animpairment loss is
recogniscd 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 in use. These calcuiations
require the use of esymates in respect of forecast cash flows and
discount rates and significant management judgement in respect

of CGU and cost allocation; impairment is a key source of estimation
uncertainty and has a significant risk of resulung in a material
adjustment to the carrying amount of relevant assets within the next
financial year. A summary of these assets by CGU and a description of
ithe key assumplions and sensitivities is included innote 11

Goodwill is allocated to aggregated cash-generating units for the
purpose ofimpairment testing. The allocation is made to those
apgregated cash-generating units that are expected to benefit from
the business combination 1N which the goodwill arose.

Gains and losses on the dispasal of an entity include the carrying
amount of goodwill relating to the entity sold.

2. Acquired software - Software separately acquired for internal

use is capitafised at cost. Software acquired in material business
combinations is capitalised atits fair value as determined by an
mdependent valuer. Acquired software s amornsed on a straight-line

nasis averits estimated useful ife of hetwean thraa and aight years,

3. Internally developed soflware ~ internal and external costs incurred
during the preliminary stage of developing computer software for
internal use are expensed as incurred. Internal and external costs
incurred to develop computer software for internal use during the
application development stage are capitalised if the Group expects
economic benefits frem the development. Capitaisation inthe
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
over its estimated useful life of between three and ten years.

4. Acquired intangible assels - Acquired intangible assets include
customer hists, 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 acquired in material business combnations
are capitalised at their fair value as determined by an independent
valuer. Intangibie assets are amortised over their estimated useful lives
of between two and 20 years, using an amortisation method that
reflecis the pattern of their consumption,

5.Pre-publication assets - Pre-publication assets represent direct
costs incurred in the development of educational programmes and
tities prior w el publication. These costs are recognised ds current
intangitzle assets where the title will generate probable future
econamic benefits and costs can be measured reliably.

Pre-publication assets refating to conteni are amortised upon
pubhcation of the title over estimated economic lives of five years or
fess, being an estimate of the expected operating lifecycle of the title,
wilh a higher proportion of the amortisation taken in the earlier vears.
Pre-publication assets relating to product platforms are amortised
over ten years or less being an estimate of the expected useful life.

The assessment of the useful economic life and the recoverability
of pre-publication assets involves a signiticant degree of judgement
based on historical tronds and management estimation of future
potential sales. Anincorrect amortisation profile could result in
exLess dintudnis being cartied funward as nlangibie assets ihat
wnuld atherwise have been written off to the income staterment in
an earher period.

Reviews are performed regularly to estimate recoverability of
pre-publication assets. The carrying amount of pre-publication assets
is setoutin note 20.

Thuaivestmient in pre-publication assels Nas been dischosed as

part of cash generated from operations in the cash flow staternerm
(see note 33},

Other financial assets

Other financial assets are non-derivative financial assets ¢lassiflfed and
measured at estimated fair value.

Marketable securities and cash deposits with maturities of greater than
three maoniths are classified and subsequently measured at falr value
through profit and loss.

They are remeasured at each balance sheet date by using market data
and the use of established valuation technigues. Any movementin the
fair value 1s immedhately recognised in finance income or finance costs
in the income ctatemant

Investments in the equity instruments of other entities are

classified and subsequently measured at fair value through other
comprehensive income. Changes in fair value are recorded in equityin
the fair value reserve via other comprehensive income. On subsegquent
disposai of the asset, the net fair value gains or fosses are reclassified
from the fair value reserve to retained earnings. Any dividends
recelved from equity mvestments classitred as tair value through

sther comprehensive income arc recognised in the Incemc statement
unless they represent a return of capital.
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1a. Accounting policies continued
Inventories

Inventaries are stated at the lower of cost and net realisable value.
Cost is determined using the weighted average method or an
appreximation thereot, such as the firstin first out {(FIFO) method.
The cost of finished goods end work in progress comprises raw
matenals, direct fabaur, other direct costs and refated production
averheads. Mat realisable value s the estimated selling price inthe
ardinary course of business, less estimated costs necessary Lo make
the sale. Provisions are made for slow-moving and obsolete stock.

Royaity advances
Advances of royalties to authors are included within trade and other

recevaliaes vilier e odvancg i paid 165 ally Provision reguned Lo
adjust the advance 1oits net realisable value, The realisable vatue of
royalty advances relies on a degree of management estimation in
determining the profitability of Individual authoi contracts. f the
estimated realisabie value of author contracts is overstated, this will
have gn adverse effect on operating profils as these excess amounts
wilh e wergien off.

The recoverability of royalty advances:s based upon an annual detailed
management revicw of the age of the advance, the future sales
projections for new authors and prior sales history of repeat authors,

The royaliy advance is expensed at the contracted or effective royaliy
rate as the related revenues are carned. Royalty advances which will be
corsumed within ane year dre heldin current assets. Royalty advances

RPN e Fic P g B T e ey e
whichhwil be consumcd gfter ong yO3TGIC SIS TGN TN as50LE.

Cash and cash equivalents

Caszh and cash equivalenits i the cash flow statementinctude cash in
hand, deposits held on call with banks, other short-term highly hiquid
investments with original maturities of three months orJess, and bank
wvedrafts, Bank overdralis are induded i borrowings in Current
liahilities in the halance cheer

Short-term deposits and marketable securities with maturities of
greater than three months do not gualify as cash and cash equivalents
and are reporied as Bnanoal assets. Movements on these finandial
assets are classified as cash flows frorn financing activities in the

cash flow staterment where Lhese amounts are used to offset the
borrowings of the Group or as cash flows from investing activities
where these amounts are heka to generate an investment return.

Share capital
Ordinary shares are ciassified as equily.

incremental costs directly attributable to the issue of new
shares or options are shown in equity as a deduction, net of tax,
from the proceeds.

Financal statements

Other information =

Where any Group company purchases the company's equity share
capitat (treasury shares), the consideration paid, including any directly
attributable incremental costs, net of income taxes, is deducted from
cguity attributable to the company's equity halders until the shares
are cancelled, reissued of disposed of, Where such shaves are

cenld ar rriee

subseguent reisoucd, any ¢

subsequently sold o
any directly attnibutable transaction costs and the related income
tax effects, 15 included in equity attributable to the company’s

equity holders.

any considoration recoivod not of
sideration roceived,

Qrdinary shares purchased under a buyback programme are cancelled
and the nominal value of the sharesis transferred to a capital
redemption reserve.

Borrowings

Borrowings are recogrused initially at fair value, which is procecds
received net of transaction costs incurred. Borrowings are
subsequently stated at amartised costwith any difference between
the proceeds (net of transaction costs}and the redemption value being
recognised in the income statement over the period of the borrowings
using the arfeciive INTerest MetNod. ACCruen Nlerest is inciuced as
partof horrowings.

Where a debt instrument isin a fair value hedging relationship,
an adjustment is made toits carrying value in the income statement
to reflect the hedged risk.

Where adebt instrument is in a netinvestment hedge refationship
gains and iosses on e elecuve poruon of the hedye are reLognised
in other comprehensive incomae,

Derivative financial instruments

Derivatives are recognised at farr value and remieasured at each
balance sheef date. The fair value of dernvatives is determined by using
market data and the use of es \abhshefj estimation techmigues such as

shiation models.

Forderwatives in a hedge relationstup, the currency basis spread
15 excluded from the designation as a hedging instrument.

Changes in the fair value of derivatives are recognised immediately in
finance ingome or costs. However, derivatives relating to borrowings
and certam foreign exchange contracts are designated as part of a

nmdrtirmea e e e fime
anaging trancattan,
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la. Accounting policies continued

Derivative financial instruments continued

The accountng treatmentis surmmarised as follows:

Typical reason
101 desigriatog

Netinvestment hedge
The derivative creates
aforeigncurrency
liability which s used
to hecge changes inthe
value of a subsidiary
WRICh Lransacts in

that currency.

Reparting of gains
and losses on effective
pui tiun of Lhe hedge

Recognised in other
comprehensive
income.

Dnaisposal, the
accumulatec value

of gains ana losses
reportedin other
cormprehensive income
is transferrec tothe
income statement.

Fair value hedges

The derivative
transforms the interest
profile on gebt fram
tixed rate t¢ floaring rare.
Changes in the value of
the debt as aresult of
changes in interest rates
and foreign exchange
rates are of'set by equal
and opposite changes n
the value of the

e el Whalihe
Group's dabt is swapped
totloating rates, the
confracts used are
designated as fairvalue
hedges.

Gamns anda losses

on the gervative
arerepottedin finance
incorne or finarice
costs. However, an
cgual ang opposite
change is made to the
carrying value of the
deht {a Tair value
adjustment)with the
benefit/costreported
e indutne o
finance rosts. The net
resuitshould be azero
charge on o perfectly
effective hedge,

Non-hedge accounited contracts

fnese are nor
designated as hedging
instruments. Fypically
these are short-term
contracts to convart
Aebt back ta fixed rates
or foreign exchange
rentractewhere a

narural offset exfsts,

o heuge
accounting applies

Ifthe aebtand
derivative are disposed
of, the value of the
derivative and the debt
(ncluding the falr value
adjustment) are reset
to zero. Any resultant
gain or lossis
recognised in
financeincome of
finanee cosrs.

Taxation

Current tax is recognised at the amounts expected to be paid or
recovered under the lax rates and laws that have been enacted or
substantively enacted at the balance sheel date.

Delerred incorie tax is provided, using e baianice sheetiability
melnod, ontemporary differances arising hetween the tax bases of
assets and liabifities and their carrying amounts. Deferred income
tax is determined using tax rates and laws that have been enacted or
substantively enacted by the balance sheetdate and are expected to
apply when the related deferred tax assetis realised or the deferred
income tax liability is settled.

Deferred tax assets are recognised to the extent that it is probable
that future taxable profit will be available aganst which the temporary
differences can be utilised.

Deferred income taxis provided in respect of the undistributed
earnings of subsidiaries, associates and joint ventures other than
where it1sintended that those undistributed earnings will not be
remitted in the foreseeable future.

Lurrent and geferred tax are recognisea in the income statement,
exceptwhen the taxrelatesto items charged or credited directly to
equity or other comprehensive income, in which ¢ase the tax is also
recogrused in equity or other comprehensive income.

The Group is subject to income Laxes in numerous jurisdictions.
significant judgement is required in determining the estimates in
relation to the worldwide provision for tncome taxes. There are many
transactions and calculatians for which the ultimate tax determination
15 uncertain during the erdinary course of business. The Group
recognises tax provisions when itis considered probable that there
will he a future outflow of funds to a tax authority. The provisions

are based on management’s best judgement of the application of tax
legisiation and best estimates of future settierment amounts {see note
7). Where the final tax outcorne of these matters is different from the
amournts that were mitially recorded, such differences willimpact the
income tax and deferred tax provisions in the period in which such
determination is made.

Deferred tax assets and habilities require management judgement and
estmation in defermining the amaunts to be recognised. in paracular,
when assessing the extent to which deferred tax assets should be
recughised, sigrilicarr judgennieni s used witet considering Ge diming
of the rerognition and estimation is used to determine the ievel of
future taxable income together with any future tax planning strategies
{see note 13).

Employee benefits

1. Pensions - The reurement benefit asset and obligation recoghised
mthe halance chast ranrecont the net of the precent valye ofthe
defined benefit obiation and the faw value of plan assets at the
balance sheet date. The defined benefit obligation is calculated
annually by independent actuaries using the projected uniteradit
method. The present value of the defined benefit obligation s
determmed by discounting estimated future cash flows using yields

on high-quality corporate bonds which have terms to maturity
anprovimating tha tarms of the related liahilitg

Nhen the calculation results in a potential asset, the recegnition
of that assetis {imited to the asset ceiling - that is the present value
of any econoimic benefits available in the form of refunds from the
plan or areduction in future contributions. Management uses
judgerment to 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 schemes depends on the
setection of certain assumptions, which include the discount rate,
inflation rate, salary growth and langevity (see note 25).

Actuarial gains and losses arising from experience adjustments and
changes it actuarial assumptions are charged or credited to equity
nother comprehensive income in the penodin which they anse,

The service cost, representing benefits accruing over the year, is
included in the income statement as an operating cost. Netinterestis
calculated by applying the discount rate to the net defined benefit
abhigation and is presented as finance rosts or finance income.
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1a. Accounting policies continued
Employee benefits continued

Obligations for contrtbutions to defined contribution pension plans
are recognised as an operating expensc in the income statement
asincurred.

2 her pﬁ:prpﬂrpmpm hhlagahr)na -The oxpprmr{ costs of nost-
retirement medical and life assurance benefids are accrued over the
period of employment, using a similar accounting methodology as for
defined benefit pension abligations. The (iabilities and costs relating
ta significant other post-retirement obligations are assessed annually
by independent qualified actuares.

3. Share-basad payments - The fair value of options or shares granted
LNEOr e Groun s Sharc and oplon plans 1S recogised as an empioyee
expense after taking into accountthe Group's best estimate of the
number of awards expected to vest. Fair value Is measured at the
date of grantand s spread over the vesting period of the option or
share. The fair value of the options granted is measured using an
option model that is most appropriate to the award. The fair value

of shares awarded is measured using the share price 3t the date of
grant uniess anotner methogis More appropriate. Any proceeds
recerved are credited to share capital and share premium when the
options are excrased

Provisicns

Provisions are recognised if the Graup has a present legal or
constructive obligation as a result of past events, itis more fikely than
notihatan outfiow of rescurces will be
and the amount can be rehably estimated. Provisions are discounted
ta present value where the effectis material,

R P TR T
uired to setlie the sbil
“ 5}

Pricr to 1 january 2019 the Graup recagnised a provision for onerous
lease contracts when the expecied benefits to be derved from a
contract were less than the nnavoidahle costs of meeting rhe
obligations under the contract, The calculation of onerous fease
provisions involved estimates of potential subletincome, lease terms
including rert free peviods, void periods, lease incentives and
running costs, On the imitial application of IFRS 16 oni 1 January 2015,
arerous lease prowvisions have been offset against the refevant
nght-of-use asset (see note 23),

Ihe provision was based on the present vaiue of future payments for

moredliie lnacmad mpenan Tl Eiate arvmatlabtbo st i |
curplus leased progo undernen cancellablo oparating !

net of estimated sub-leasing income

Revenue recognition

The Group's revenue streams are COUTSEware, assessments and
services. Courseware includes curriculum materials provided in

book form and/or via access to digital content. Assessments includes
test developmoent. nrocessing and scoring services provided to
governments, educational institutions, corparations and professional
hodies, Services inciudes the operation of schools, colleges and
universities, including sistemas in Brazil, as well as the provision of
online learning services in partnership with universities and other
academic institutions.
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Revenue is recognised in order Lo depict the transfer of control of
promised goods and services o customers inan amount that reflects
the consideration to which we expect to be entitlied in exchange for
those goods and services. This process begins with the idenufication
of our contract with a customer, which is generally through a master

stomer purchase ordern, or o combination

o P S e o
s i Urinane ora O aLOMo

Sorvices SEreoment, customes

thereof. Within each contract, judgement is applied to determine
the extent to which activities within the contract represent distinct
performance obligations o be detivered and the total amount of
transaction price to which we expect to be entjtied.

The transaction price determined is net of sales taxes. rebates and
discounts, and after eliminating sales within the Group. Where a
contract contains multiple performance obligations sudh as the
provision of suppiementary materials or onkine access with textbooks,
revenue 15 aliocated on the basis of relative standalone selling prices
Where a cantract contains variable consideration significant estimation
15 required to determine the amount to which the Group is expected
1o be entitled.

Bovomye g rocogmised an contracts with customerswhon or ac
performance obligatiors are sausfted which is the period or the point
N ume where controf of goods or services transfers to the customer.
Judgementiis applied to determine first whether control passes over
tme and f not, then the paint in time at which control passes. Where
revenue is recognised over iime judgement is used to determine the
method which bes{ depicts the transfer of control. Where aninput
marhnd iz ilcad ;wgniﬂ;:m astirmarion ic reqwrod [pdatermina rho

progresstowards delivering the periormance obligation.

Revenue from the sate of books s recognised net of a provision for
anticipated returns, This provision is based primarily on historical
return rates, customer buying patterns and retailer behaviours
including stock levels (see note 22). If these estimstes do nat reflect
actual returns in future periods then revenues could be understated
oroverstated tor a particuiar pernod. when the provision tor returns
13 remeasured at eath reporting date to reflect changes in estimates,
a corresponding adjustment is also recorded to revenuc.

The Group may enter into contracts with another party in addition 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 < analysed tounderstand which narty condrols 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 Greup has promised (o provide the specified good or
service or whether the Groupis arranging for the transfer of the
specfied good or service, including which party Is responsible for
fulfilrnent, has discretion to set the price Lo the customer and is
responsible for inventory risk, On certain rontracts, where the Groun
acts as an agent, only commissions and fees receivable for services
rendered are recognised as revenye. Any third party costs incurred on
tehalf of the principal that are rechargeable under the contractual
arrangement are not included in revenue

income from recharges of freight and other actwities which are
incidental to the normal revenue-generating activities is included in
other income.

Additional details on the Group's revenue streams are also included
in note 3.
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1a. Accounting policies continued
Leases
Policy applicable from 1 )anuary 2019

The Group as alessee

The Group assesses whether a contractis or contains alease at the
inception of the contract. Acontractis, or cortains alease, 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 liability at the {ease commencement date
with respectto alt fease arrangements except for short-lerm leases
(leases with alease term of 12 months orless) and leases of low value
assels. For these leases, the lease payments are recognised as an
operating expense on a straight-line basis over the term of the lease.

The right-of-use asset is initially measured at cost, comprising the initial
amount of the tease liabity plus anyinitial direct costs incurred and

an estimate of costs to restore the underlying asset, less any lease
incentives received. The nighi-of-use asset s subsequently depreciated
using the straight-line method from the commencement date to the
carlier ntthe and of the nsefil life af the 3<cet arthe and of the laace
tetm. The Group apples [AS 34 o determine whether a right-of-use
assetis impaired. The lease liabllity is inittally measured at the present
value of the lease payments that are not paid at the commencement
date, discounted using the interest rate impiicit in the lease or, if that
rate cannot be readily determined, the incremental borrowing rate.
The lease liability is measured at amortised cost using the effective
nterest method s remessiired when thereis a rhangn infutiee
lease payments arising from a change in an index or arate or a change
inthe Group’s assessment of whether itwill exercise an extension
ortermination option. When the leasc hability is remeasured,

a corresponding adjustment is made to the right-of-use asset.

Management uscs judgement to determine the lease term where
extension and termination options are available within the lease.

The Group as alessor:

When the Groupis anintermediate lessor, the head lease and
sub-lease are accounted for as two separate contracts. The head lease
5 accounted for as perthe lessee policy above. The sub-leaseis
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 substantiatly all the risks and rewards of cwnership to the
lessee the contractis classified as a finance lease; all other leases are
classified as operating leases. Rental income from operating leases Is
recognised on a straight-line basis over the term of the relevant lease.
Amounts due from iessees under finance sub-feases are recognised as
receivables at the amount of the Group’s nelinvestment in the leases
discounted using the interestrate implicitin the fease or, if that rate
cannot be readily determined, the discount rate used in the head lease.

Policy applicable before % jJanuary 2019

Leases of property, plant and eguipmentwhere the Group has
substantially all the risks and rewards of ownership are classified as
finance leases. Finance leases are capitahsed at the commencement
of the fcase at the lowar of the fai value of theeased property and the
present value of the minimum lease payments. Eachiease payment

is allocated between the liability and finance charges to achieve a
constzntrate on the finance balance outstanding. The corresponding
rentaf obhgations, net of finance charges, are included in financial
liabilites - borrowings. The interest element of the finance cost s
charged to the income statement over the lease period to produce a
canstant poriodicrate of intcrest ontheo roma
liability for each period. The property, plant and equipment acquired
under finance leases are depreciated over the shorter of the useful life
of the asset or the lease term.

o [y X 1 ey
Vg Gaianld Gr und

Leaseswhere a significant portion of the risks and rewards aof
ownership are retained by the lessor are classified as operating leases
by the lessee. Payments made under operating leases (net of any
ncentives received from the lessor} are charged to the income
statement on a stragnt-line basis over the period of the lease.

Dividends

Final dividends are recorded in the Group's financial stalements in
the period in which they are approved by the company's sharcholders
Interim dividends are recorded when paid

Discontinued operations

Adiscontinued operation is a component of the Group's business that
represents a separate major linc of business or geographical area of
operations that has been disposed of or meets the criteria to be
classified as held for sale.

Discontinued operations are presented in the income statementas a
separate line and are shown net of tax.

Assets and liabilities held for sale

Assels and Labilities are classified as held for sale and stated at the
lower of carrying amount and fair value less costs to sell ifitis highly
probable that the carrying amount will be recovered principalfy
through a sale transaction rather than through continuing use

No depreciation is charged in respect of non-current assets classified
as held for sale. Amounts relaling to non-current assets and habilities
heid for sale are classified as discontinued operalions in the income
statement where appropriate

Trade receivables

Trade receivables are stated at fair value after provision for bad and
doubiiud debus. Frovisions (o bad and douut fui debis are based wt
the expected creditinss model. The 'simplified approach’ s used with
the expected loss allowance measured at an amount equal to the
lifetime expected credit losses. Tradce receivables are also stated after
provision for anticipated future sales returns (also sec Revenue
recognition paolicy).
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1b. Change of accounting policy: IFRS 16

Other information

The Group has adopted [FRS 16'Leases’ at 1 January 2019 and applied the modified retrospective approach. Comparatives for 2018 have
notbeen restated and the cumulative impact of adoption has been recognised as a decrease to net assets with a corresponding decreasc in

retained earnings at 1 January 2019 as follows:

£ millions

All figures s

Non-current assets

Property, plant and ecuipment {right-of-Lse assets)
Investment In JoInt ventLres and associares
Deferred income tax assets

Trade and other receivables

Current assets

Trade and otherreceivables

Norni-current Habilities

Financdal habilines - borrowihgs

Deferred income rax habihties

Erovisions for other habuhities and charges
Orher hahlities

Currentiiabilities

Francatliabilios « botrowings

Trace and other fiabilives

Total decrease in retained earnings at 1 january 2019

The Group's lease partislio cansists of approximately 750 proparty
Teaney tugettne witlta e ul velicie and cgoipireeativeases,

The lease lability has heen medasured at the present value of the
remaming lcase payments, discounted using the incremental
borrgwing rale attransition. The right-of-use asset has becn measured
atthe carrying amount as if the standard had been applied since

the commencernent of the lease, discourted using the incremental
borrowing rate at ransition. Where data was not availabie 1o enable
ifis nicasareinent 1o He made, the right-of-use asiet has heen

measured at an amount equal to the tease lishiiity.

Ontransition the Group elected Not to reassess whethor a contract s,
or containg, a lease, instead relying on the assessment aiready made
appiving |AS 17 'Leases’ and IFRIC 4 ‘Determining whether and
Arrangemeant contains a Lease’ in addition, the Group applied the
availabie practical expedients as follows

> Relied onits assessment of whether leases are onerous immediately
prior to the date of initial application.

> Applied the short-term icases exemptions Lo leases with lease term
ending within 12 months at the date of the injual application.

» Excluded the nitial direct costs irom the measurement of the

it rm mm et t b b A A s DI N TP
Vige W LT GLnh At (SR [V LY Lt N

[miti
(RS SR e N R H )

> Used hindsight in determining the lease term where the cantract
cantains options to extend or terminate the lease.

1 january

(792)
14
101

5%

(89)
Rt
&3

Adoption of the new standard has a maternal impact on the Group.
The fceast hc:‘mﬁiy ur uug; unto the Uetiaoce streel ol baisiion was
£881m with the corresponding right-of-use asset vatued at L424m,

In addition, certain subleases have been reclassified as finance leases
resuiting in an additional lease receivable of £215m being brought

on baiance sheet. The netimpact on the balance sheet is a reduction
of net assets of £83m after taking into account existing liabilities
refating to onerous lease Provisions, lease incentives, prepayiments,

e B e S P
adjualne s W taa and e nel insadt Gn as3adales There wa'd 1o

leases relating to held for sale assets at 1 january 2019,

Forleases previously classified as finance leases under 1AS 17 ‘Leases’,
the carrying amaount of the right-of-use asset and the lease liability at
1 January 2019 are determined at the carrying amount of the [ease

Thiampacicnin CSIGLTITMCRE
profit before tax by £9m (increasing both adjusted and statutory
operating profit by £25m and increasing net finance costs by £34m).
The operating lease expense recognised under the previous
accounting standards is now replaced by depreciation and net
finance costs, The impact on the Group's share of joint venture

and assoaiate profitis not material.

Ireeiny? G LU WAS

- £m e AR
10 i

J e
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There is no overall impact on the Group's cash and cash equivalents
although there is a change to the dassification of cash flows in the
cash flow statement with lease payments and finance lease receipts
proviously categorised as net cash used in operations now being split
between the principal element {categorised in financing activities for
payments and investing activities for receipls} and the interest element
[calegorised as interest paid in operating activities or interest received
ininvesting activities). In 2019 there were £91m of lease payments
ciassified as financing cash flows, £26m of tease receipls classified as
Investing cash flows, £45m of ease interest payments and £11m of
lease interest receipts.
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1. Change of accounting policy: IFRS 16 continued

The Group has also included the lease llability and investment in finance lease as part of its net debt which impacts the calculation of the

Graup’s non-GAAP maasures for operating cash flow and free cash flow.

Thelease liabilities 20 1 January 2019 can be reconciled to the operating lease commitments at 31 December 2018 as follows:

Albfiguresin £ millions

Operating lease (:cm’mmmnr-; é!ié( losed aL 21 December 2018 (note 35) .
Discounted using the lessee’s incremental borrowing rate at the date of iniuat apphication {290)
{Less) commitments relatng Lo short-term leases {7
Aciq. adjustrents relating ro the different treat-nent of exiension anc termination ootions 3
Additional lease liabilicy recognised at 1 January 2019 ) 881
Currentiease habilines g9
Non-current fease habilities 792

in addition to the lease liabilities transitioned above, the Group had £5m of lease liabilities that were accounted for as finance leases at
31 Decermnber 2018. The weighted average incremental borrowing rate appled to the lease llabilities on 1 January 2619 was 5.0%.

ic. Change of accounting policy: IFRIC 23

The Group adopted IFRIC 23 "Uncerlainty over income Tax Treatments’
effective 1 January 2019. The imterpretation clanifies the application

of the recognition and measurement requirementsin [AS 12 'lncome
taxes' where thereis uncertainty over income tax treatments.

The interpretation provides guidance to determine whether uncertain
tav nacitinng shaold he considerad sonarately or togather apd fhat
rmeasurement should be whether the single most likely outcome or
the probability weighted sum of a range of sutcomes, whichever better
predicts the resolution The reassessment of current tax liabitities
resulted in a decrease inhabilities of £5m but does not have a material
impact an the income statement.

1d. Change of accounting policy: Amendments to
IFRS 9 and IFRS 7

The Group has considered the impact of IBCGR reform an its hedge
accounting. The Group has elected to early adopt amendmernts

Lo iFRS 9 and IFRS 7 Interest Rate Benchmark Reform’ issued in
September 2019, In accordance with the transition provisions,

Hoer arnendinenis have been au‘upirfd e \mpkﬂniivt—f;y Lo iedying
relationships that existed at the start of the reporting period or were
designated thercafter. The amendiments provide tempaorary relief
from applying specific nedge accounting requirements to hedging
relationships directly affected by IBOR reform. The adoption of these
amendments has not had a material impact oh these financial
statements (sce hole 19}
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Cheeriewy Strategy

2. Segment information

The primary segments for management and reporting are geographies as outlined below. In addition, the Group separately discloges the
results {rom the Penguin Random House associate,

The chief eperating decision-maker is the Pearson Executive.
North America - Courseware, Assessments and Services busimessesinthe Us and Canada.
Core - Courseware, Assessments and Services businesses in mare mature markets including UK, Europe, Asia Pacific and North Africa.

Growth - Courseware, Assessments and Services businesses in emerging markets including Brazi, India, South Africa, Hispanc-America,
Hong Kong and China, and the Middle East.

For more detail on the services and products included in each business segment, refer to the strategic report.

Pengum

North Random
All figuresin £ mithons Eams Arnerica Core Growth Hotise Corpoerate
e T -
Adpuisterd oprraung pret 361 02 63 es -
Cost ol magor restructuring {110} {28) {19} {2) -
tntangible charges (62) (7 {82) {12) -
QOther net gains ana losses 13 8 (5) - -
Operating proficioss) - o o 202 85 @z 5 =
Finance costs f
Financoincome . o . 5
Profitbeforetax - .
Ine ome tax ) 7
Profitfartheyear o - T N T
Segement Aser - o - I TR Y I 404 - aso
Associates i2 - 7 - 397 -
Totalassets o ase 1%ea asa 397 489
Qtharcaoment itome
Share of results ofjoint ventures ang assoClates 12 - 3 - 51
Capstal expendilure 10,11 176 35 51 - -
Pre-publication investment 20 189 81 49 - -
Depreciation 10 75 23 25 - -
Amortisation 1,20 305 ¥5 147 - -

137

Group

3,869
YT
(159)
163)
16
275
(84)
a

54
262
319

123

537
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2. Segment information continued

Allfiguresin £ millions

Sales

A,d\,u';,;ﬁr,i Qéerttatmégrr:ﬁt
Costof mafor restri:cturing
Intangible charges

Other net gains ano tosses

ﬁpnra\'ing prnﬂr

(=]

Finance costs

Finance income bl

Profit before tax

income tax 7

Profit for the year

Swg e assely

Assoliates 12

Total assets

Other segment items

Share of results of joint ventures and astooates 12
Capttal expenditure 10, 1
Pre-publication investment 20
Depreciation 10

Amortisation

2618
- o o o Penguin 77777777 -

North Randem
America Core Growth House Carporate Group
a7t 306 2390 - - a4
s s s s - sa6
{78} (16) - 8) - {102)
{72 (8) {19) (14 - (113)
4 - 225 - - 230
S L N - - B .
EAT 75 TR a6 - Loy
{91
3b
T ass
92

5300 575 534

- S - 387 - 9
<366 1,880 B ) _3-5/’ B 777;_;-_ ) 7,905
(1) 1 1 16 - 44
i35 25 36 - - *G9h
234 430 ba - - 84
471 12 13 - - bh
344 a2 &9 - - 525

Included in the North America segment in 2018 1s £60m in
nre-puhhraton invesimenr and FA7M N amortisatinn rplming
1o assets held for saie.

There were no miaterial inter-segment sales in either 2019 or 2018,

For additionat detailed information on the calcutation of adjusted
cperating profit as shown in the above tables, see p201-204
(Finandial key performance indicators)

Ad]usieq operatng profil 1S Shown i the above tables as itis

the key financial measure used by management to evaluate the
performance of the Group and allocate resources ta business
segments. The measure also enables investors to more easily,

and consistently, track the underlying operational performance of
the Group and its business segments over time by separating out
those items of income and expenditure relating to acquisition

and disposai ransactions, major restruciuning programmes and
certain other items that are also not representative of underlying
performance, which are explaned below and reconciled in note 8.

Cost of major restructuring - In May 2017, the Group announced a
restructuring programme, to run between 2017 and 2019, to drive
significant cost savings. This prograrmme began In the second haif of
2017 and costs tncurred to date relate to delivery of cost efficiencies in
the 1S Higher Education Courseware business and enabling functions
together with further rationalisation of the property and suppher
partfolio. The restructuring costs in 2019 of £159m mainly relate

o staff redundancies while the restructuring costs in 2018 relste
predominantly to staff redundancies and the net cost of property
rationalisation including the net impact of the consofidation of the

Group's property footprintin London. The costs of this restructuring
nrogramme are cignificant enoueh to exrludes from the adinisrad
operating profit measure s as to better highlight Lhe underlying,
performance (see note 4).

Intangible charges - These represent charges relating to acquired
intangibles, acquisition costs and movements in contingent acquisition
and disposal consideration. These charges are excluded as they reflect
past acquisillon activity and do not necessarily reflect the current year
performance of the Group, INTaNEIDIE AMOr LSauonN CNarges N 241y
were £163m, including an impatrment charge of £685m relating to
acquired intangibles in Brasil, compared with a charge of £113m

in 2018.

Qther net gains and losses - These represent profits and losses on
the szle of subsidiaries, joint ventures, assoclates and other financial
assets and are excluded from adiusted operating profit as they distort
the performance of the Group as reported on a statutory bas’s.
Other niet gains of £16m in 2019 mainly relate to the sale of the US K12
Courseware business. Other net gains of £220m in 2018 refate to

the sale of the Wall Street English ianguage teaching business (WSE),
rezlising a gain of £207m, the disposal of the Group’s equity interestin
UTEL, the online university partnership in Mexico, realising a gain of
£19m, and various other smaller disposatitems for a net gain of £4m
(see note 31).

UK pension GMP equalisation - In 2018, alsc excluded is the impact
of adjustments arising from darification of guaranteed minimum
pension (GMP) equalisation legisiation in the UK as tiis relatesto
historical drcumstances.
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2. Segment information continued

Financial statements

Other mformation

Corporate costs are allocated to business segments on an appropriate basis depending on the nature of the cast and therefore the total segment

resultis egual to the Group operating profit.

Scgment asséts, excluding corporate assets, consist of property, plant and eguipment, intangible assets, inventories. receivabies, deferred
taxation and nther financial assers and exclude cash and cash equivalents and derivative assets. Corporate assefs comprise cash and cash
equivalents, marketable securities and derivative financial instruments. Capital expenditure comprises additions o property, plant and

equipment and software (see notes 10 and 11).

Property, plant and equipment and intangible assets acquired through business combinations were £23m (2018: £nil) (see note 30)

The Group operates in the following main geographic areas:

Non-current assets
Allfigures (e £ mullions o 2;1)9 V 2(;18 2018 ) _2(;1_8
UK 385 377 694 oyl
Other Eurapean cotntres 244 246 125 143
s 2,417 262/ 2,604 PR
Canada 105 126 163 250
N CACITE 441 455 149 144
Other countites B = o _27?’ 163 137
Total i B 7 38s 38 s

Sales are aliocated based on the country m which the customer is located. This does not differ materiaily from the location where the order s
received. The peographical sphit of ion-current assets s based on the subsidiary's country of domicile. This 1s not materially different 1o the
location of the assels, Non-current assets comprise property, plant and equipment, intangible assets, investments in joint ventures and
associates and trade and other receivables.

3. Reverue from contracts with customers

The following tables analyse the Group's revenuce streams. Courseware includes curriculum materiats provided in book form and/or via access
1o digital content Assessments mcludestest deveiopment, processing and seoring services provided to governmoents, educational instritutions,
corporations and professional bodies. Services includes the operation of schools, colleges and universities, including sistermas in Bravil, as well as
the provision of online learning services in partnership with universities and other academicinstitutions,

2019
T Nerh - T
Alttiguresin g millions. o ATE:(iEa/ ~ Core GLGwEh B Group
SaEs: S S T - o - T
Courseware
school Courseware 86 163 118 373
itigher Education Coursoware a75 81 44 1,100
tnehshCourseware o - ) 14 56 1067 177
""" T e s 30 269 1680
Assessments o S
School and Higher Eaucation Assessmenrs 309 264 26 589
Chinical Assessments 175 52 - 227
Prafesatanal sne Enghsb Certification 3390 168 80 638
874 484 106 1,464
Services o Tmmmemmmm T e e e e
school Services 319 2 46 367
Higher Education Services 266 45 25 337
o B o - 1 50 51
S S T w2
Jotal T T T T T hsss sam 4w ames
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3. Revenue from contracts with custaomers cortinued

Allfigures in £ milhans

Sales:
Cuurseware
Sthoolt Courseware

Higher Eoucation Courseware

Enghsh Courseware

Assessments
Schooland Higher Ecucation Assessments
Clirucal Assessments’

Protessional and Enghsh Certification

Services

School Services
Higher Education Services

English Services

Allfigures in £ millions

Courseware
Prodoa iy tansivriec dl o _uuim TLHTE {sale U ey
Froductstransforred st a pointintime (other)

Products ang services transferrea pver fime

Assessments
Procucts transferred at a point in time

Procucts and services transferred over time

Services
Products transferred at a point in time

Products and services transferre over time

Naorth o
America Core Growth Graup
378 172 127 hi7
1042 8/ 5/ 1156
1A 58 102 )
1,436 317 226 2,039
298 237 23 558
174 S5 - 229
%14 150 54 558
g0 432 87 1,345
288 2 47 337
244 40 29 31=
- 5 90 g5
532 47 166 745
N o 2,784 800 539 4123
I The analyses of Assessmenis revenues in 2008 has neen re-aresenfed to veflect the iransfee of o nrocuct from Schosl te Chimal,
The Group derived revenue from the transfer of goods and services over time and 2t a point in time in the following major product ines:
o B S S o 20719
Nerth
America Core Growth Totat
448 251 i78 9i7
- - 37 37
627 15 54 696
1,075 306 269 1,650
13 55 6 174
761 429 100 1,290
874 484 106 1,464
- 26 - 26
585 22 122 729
585 48 122 755
2.534 838 497 3,869
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3. Revenue from contracts with customers continued

ANl figures w £ millions

Courseware
Procucts transferrec atapointintime (sale or returmn)
Pradi.cts transferred ar a pointin time tother)

Procucts and services transferrod overtime

Assessments’
Proaucts transferrea ata pomntm rinme

Proaucts anag savvices transferred ogver me

Services
Producisiransferrec at agomuinume

Producls ana services transferreq over tme

Toral

Governonce Ermanaial statements

o]
e
i)
5
3
2
3
3
o
2
o
-
A
2

Nerth

America
7R 313 197 1,228
- - 3> 35
/8 Z | 775
1,135 317 286 2,03%
05 52 - 158
710 396 /7 182
815 442 g7 1,345
- an 38 04
631
T oA

The analy-i, of AssessTentzeven cec in 2018 —as pecnespre<enteura neiter refectthe mature of sales

a.Nature of goods and services

The following i1s a description of the nature of the Group's performance
obfigations within contracts with customers broken down by revenue
stream, along with significant judgements and estimates made within

Fafthaca s

- e
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Courseware

Revenue is generated from customers through the sales of print and
digital coursewarc materials to schools, bookstores and direct to
incividual learners. Goods and services may be sold separately

or purchased together In bundled packages. The goods and
services included in bundled arrangements are considered distinet
pet formance cbligations, ¢xcept for where Pearson provides both a
licence of inteliectual property and an on-going hosting service

As the ticence of intellectual property is only available with the
concurrent hosting service, the licence is not treated as a distingt
performance obligation separate from the hosting service.

The transaction price 1s allocated between distinct performance

Abliratinne nn tho hacsic af ther 7elative ctandalape callimag nricac
cnugstions onina nang ol Cirrolative Stancalone celling nnoad

In determining the transaction price, variahle consideration oxists

in the form of discounts and anticipated returns, Discounts reduce

the transaction price on a given transaction. A provision {or anticipated
returns is made based primarity on historical returnrates, customer
nuying patterns and retailer behaviours induding stock levels (see note
24y if these estimates do not reflect actual returns in futilre periods
theon revenues could be undersiated or overstated for a particular
period. Variable consideration as described above is determined

using the expected value approach. The sales return Lability at the

end of 2013 was £122m {see note 24}, This represents 3% aof annual
sales subject to sale or return

While payrment for ihese goods and services generally owurs at the
ctart nfthoga arrangements the F»:mgrh nf time hetwpen naymoent
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 securing a vendor in a longer-term
arrangemerit 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 finanhcing, significant financing components are not
recognised within Courseware transacuons.

Revenue from the sale of physical books 1s recognised at a point m

e Witk Lot o passes, This s geler aily ot Gre poitine of shipeni
when tille passes to the customer, when the Group has a present right
Lo payment and the signiticant risks and rewards of ownership have
passed to the customer. Revenue from physical books soid through the
direct print rental method s recagnised over the rental period, as the
custamer s simultaneously receiving and consuming, the benefits of
this rertal service through the passage of Uime.

Revenue from the sale of digital courseware products s recognisedd
on a straight-ling hasis over the subscription peniod, unless hasted

by a third party or representative of a downloadable product, in which
case Pearson has no on-going obligation and recognises revenue
when control transfers as the customer is granted access to the

digital produyct,

delivery or on instatlation of the software where thatis a condition of
the cortract. in certain circumstances, where installation is complex,
revenue is recognised whon the custormaer has completed their
acceptance procedures.

Assessments

Revenud s primarily ganerated from multi-year contractual
arrangements related tolarge-scaie assessment delivery, such as
contracts Lo process qualifying tests for indwvidual professions and
government departments, and is recognised as performance occurs.
Under these arrangements, white the agreement spans multiple years,
the contract duration has been determined to be each testing cyele
based an contract structure, including clauses regarding tormination
While in some cases the customer may have the ahility to terminate
during theverrn for converience, significant finanaal or gualitative
barriers exist limiting the potential for such terminatians in the middie
of atesting cycle.
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3. Revenue from contracts with custormers continued
a, Nature of goods and services continued

Within each testing cycle, a variety of service activities are performed
such as test administration, delivery, scoring, reporting, item
development, operational services and programme managerment.
THeAs 3EMVIes a'e Aot réated a3 s Gindtin e Conteat of thi customier
comiract as Pearson provides an imegrated rnanaged service offering
and these activities are accounted for together as one comprehensive
performance obligation.

Withih each testing cycle, the transaction price may contair both fixed
and variable amounts. Vanable consideration within these transactions
primarily refates to expected testing volumes o be delivered in the
cycie. The assumptions, risks and uncertainties inherent to long-term
cantract accounting can affect the amounts and uming 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 bonuses.

Such event-driven contingency payments are measured using the
mostlikely amount approach. To the extent that a higher degree of
uncertainty exists regarding variable considerauon, these amounts
are excluded from the transaction price and expensed when the
uncertainty ts reascnably removed.

Customer payments are generally defined i the contract through a
payment schedule, which may require customer acceptance for
services rendered. Pearson has a hustory of providing satisfactory
serwces which are aocoptod by the custemer \Whilc o delay betweon
rendering of services and payment may exist, payment terms are
within 12 months and the Group has elected to use the practical
expedient availabie in IFRS 15 Revenue from Contracts with
Customers and not identify a significant financng component
onthese transactons.

Revenue s recognised lor Assessment contracts over time asthe
cusiomer is benefiting as performance takes place through a
Continuos transfer of control o the customer. This continuous
transfer of control to the customer is supported by clauses in the
contracts which may allow the customer to terminate for convenience,
compensale us for work performed to date, and take possession of
work in process.

extont of progress towards completion of the performance obligation.
The selection of the method to measure progress towards completion
requires jJudgement and is based on the nature of the services
provided. Revenue is recognised on a percentage completion bhasis,
calculated using the proportien of the total estimated costs incurred
to date. Percentage of completion is used to recognise the transfer of
rantrol of sprvices prnwir{nd A< thesa sarvires are nnr prnuidnd p\,rnrvly
throughaut the testing cycie and involve varying degreas of effart
during the term.

Losses on contracts are recognised in the period in which the loss
first becomes foreseeable. Contract losses are determined to he the
amount by which estimated toial costs of the contract exceed the
ostimated 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 scering. Test delivery and scortng are defined as a single
performance obligation delivered over time whether the test is
subsequently manualty scored or digitally scored an the day of the
assessment. Customers rmay also purchase print and digitat
supplemental materials. Print products in this revenue stream are
recognised at a pointin tima when controb passes to the customer
upon shipment. Recognition of digital revenuce will occur based on
the extent of Pearson's on-going hasting obiligation.

Services

Revenue s primarily generated {rom mulli-year contractual
arrangements relared 1o large-ccate educational service delivery

to academic institutions, such as sthools and higher education
universities. Under these arrangements, while an agreement may
span multiple years, the contract duration has been determined o be
each academic period based on the structure of contracts, including
dauses regarding termination. While in sorme 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 termunations in the middle of an academic period. The academic
pericd for this customer base is normally an academic year for schoals
and a semester for higher education universities.

within each academic period, a variety of services are provided such as
programme development, student acquisition, education technology
and student support services. These services are not distinctin the
CONLex Lotk CuslOmer Cormract ds Fearson [JI'UV\U‘E.‘, all ifll.f_'g.[dl.@lj
managed service offering and these activities are accounted for
together as a comprehensive performance ebligation.

Where Services are provided to university custemers, volume and
transaction price are fixed at the start of the semester. Where Services
are provided to School customers, the transaction price may contain
both fixed and vanable amounts which require estimation during the
academic periad. Estirnation is required where consideration is based
upon average enrciments or other metrics which are notknown at the
start of the academic year. Vanable considerationis measured using
the expected value method. To the extent that a higher degree of
uncertainty exists regarding variable consideration, these amount s
are excluded from the transaction price and recognised when the
uncertainty s reasonably removed.

Customer payments are generally defined in the contract as occurring
shortly after invaicing. Where there is a longer payment term offered
o a customer through a payment schedule, payment terms are within
12 months and the Group has elected to use the practical expedient
available in IFRS 15 and nat identify a significant financing component
on these transactions.

Revenue is recognised for Service contracts over time as the customer
1s benefiting as performance takes place through a continuous transter
of control ta the customer. This continuous transfer of cortrol ta the
customer is supported by clauses in the contracts which may aflow the
customer to terminate for convenience, compensate forwork
performed to date, and take possession of work in process,
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2. Revenue from contracts with customers continued
a. Nature of goods and services continued

As control transfers over time, revenue s recognised based onthe
extent of progress towards completion of the performance obligation,
The selection of tne method to measure progress wowards completion
requires judgement and is based onthe nature of the products or
services provided. Within the comprehensive service obligation,

the timing of services occurs relatively evenly over each academic
period and, as such, time elapsed s used to recognise the transter

of control ro the customer on a straight-line basis.

Losses on contracts are recognised in the period inwhich the loss
first becomes foreseeable. Contract losses are determined (o be the
amaunt by which estirnated ioral cosis nf the comract exceerdthe
estimated total revenues that will be generated.

In cases of gptionat or add-on purchases, institutions may purchase
physical goods priced at their standafone vahue, which are accounted
for scparately and recognised at the point in time when control passes
tothe customer upon shipment.

b Disaseregation ofrevenie
ggreg

The tables in notes 2 and 3 show revenue from contracts with
customers disaggregated by operating segment, geagraphy and
revenue stream. These disaggregation categories are appropriate as
thiey represent the key groupings used in managing and evajuating
underlying performance of each of the businesses. The categories
alsa reflect groups of similar types of transactional characteristics,

L1

e n et e m e b 2 ot m men gl aam o at
SMGNE WITaT TLAIGMICTs, with simillar accsunting condusia
c. Contract balances

Transactions within the Courseware revenue stream generally ental
customer billings at or near the cantract’s inception and accordingly
Courseware deferred income balances are primarnly related (o
subscription petfornmance obligetions o be delivered over Lie.

Allfiguresin £ millions Sales
a:iu}seware B
Procucts transforred at a point in time {sale or return) 917
Procucts transferren at a pointin time {other) 37
Products and services transferred over time 696
Assessments

Products transierred at a pointinuime 174
Produ:cts and services transferren aver time 1,290
Sc-rvices T - T i
Products translerred al a point in time 26
Products and services ransferred over Hime - subsrrpuaons 1310
Produdts and services rransferred over time - oiher

ongoing performance obligations 419

Toral

Financal statements
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Transactions within the Assessments and Services revenue strearms

generally entail customer bitlings over time based on periodic intervals,

progress towards milestones or enraiment census dates. As the

performance obligations within these arrangements are delivered

avertime, the extent of accrued income or deferred income wilt

ultimately depend upon the difference between revenye recognised '
and billings to clate

Refer to note 22 for opening and dosing palances of accrued income.
Refer to note 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 capitalises ingremental costs to obtain contracts wath
customers where [t is expected these costs will be recoverable.
Incremental costs Lo obtain contracts with customers are considered
those which would not have beenincurred if the contract had not
been obtained. For the Group, these costs refate primarily to sales
COMMUSS0NS. |
A Allowable hy IFRS 15 wherehy such costs wall he oxmensed as
incurred where the expected amaortisation period is one year or less.
Where the amortisation period is greater than ane year, these costs
are amortised over the contract term on a systematic basis consistent
with the transfer of the underlying goods and services withun the
contract to which these costs relate, which will gencrally be an a ratable
Dasis. impairment of capitalisca contract costs was £nitin both 2019
and 2018

e Group has elected to use the prachcal expedieri

The Group does not recognise any material costs o fulfil contracts with
wustomers as these types of activities are governed by other
accounting standards.

Refer to note 22 for further details of opening and dosing balances of

these costs reflecied within deferred contract costs

e, Remaining transaction price

The below table depicts the remairing transaction price on unsausfied
or parually unsatisfied performance obligations from contracts
with customers.

018

Toral

I TR
Defarred Commutted transaction 2022
income sales price 2020 2021 and later
1 - 1 1 - -
1 - 1 1 - -
118 - 118 82 13 23
206 375 581 433 146 2
3 - 3 3 - -
11 1 11 - -
20 106 126 125 1 -
360 481 841 656 160 25
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3. Revenue from contracts with custormers continued
e. Remaining transaction price continued

2018
- . P, Yo - — i
remaining
Deferred Committed transaction 202
Allfig\JFe_an:Emlllions Sales income sales price N 2019 2020 aﬁrﬂlﬁat‘cr_
Courseware
Proaucrs transferred at a pomnt m time (sale orreturnj 1,228 1 - 1 1 - -
Products transferred at a point in time {other) 35 - - - - - -
Products and services transferred over time 715 579 8 687 272 121 284
Assessments’ o - B T o
Products transferrec ata pointintme 158 - - - - - -
Progucts and services transferrea over ime 1,187 L) 402 598 420 173 5
Services T - ' o T -
Proouctstransferred at a pomtin ime 64 - - - - - -
Broducts and services transferred aver ume —suhsoriprions 310 17 - 17 i3 3 1
Products and services transierred over ime - ofaer
ongoing performance obligations 371 19 145 1h4 1
Total 4129 912 o ‘3')57 "|ﬁ6.’ 297
The anafycis of Agsossrments revenues in 2013 has been re-presented to better refleci the nature of ey

Committed sales amounts are equal to the transaction price from contracts with customers, excluding those amounts previously recognisced as
revenue and amounts currently recegnised in deferred income. The totai of cammitied sales and deferred income is equal to the remaining
transaction price.

Time bands stated ahove represent the expected timing of when the remaining transaction price will he recognised as rovenue

4. Operating expenses

All figures in £ millions 2019 2018
By funcrion:
Cncrntonnds gnld 1,858 1uad

Tperating expenses

Distribution costs 73 28
Selling, marketing and prodiict development costs 631 /H9
Adnunistrative ana other expenses 939 1,049
Restructuring costs 157 50
Oudier inconae 154 ....Ib.?'

1,806 1.t

Total net operating expenses 7
Other net gains ana losses {te) 1230
Total 3,648 3,620

Included in other income is service fee income from Penguin Random House of £4m¢2018: £3m). Included in administrative and other expenses
areresearch and efficacy costs of £13m (2018: £14m). In additien to the restructuring costs shown above, there were major restrucluring costs in
relation to associates of £2m(2018: £12my).
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4. Operating expenses continued
An analysis of major restructuring costsis as follows:

i ) i 2019 2018
By nature:
Product costs 1% W2
Employee costs 30 56
Deprocation and amortisanion 14 i
Property and facdives 12 5
Technology ana communications 2 1
Professionatl anc outsourced services 17 G
General and adovmistrative costs - S e o el 8y
TOt-(;-I- restructuring - operating expenses 157 96

Share of as

SOCIAln restr

turing 2 12

Total L

In May 2017, the Group announced a resirucluring programme to run between 2017 and 2019 to drive further significant cost savings. The costs
of this programme have been exciuded from adjusted operating piofitso 35 (0 beiier highlight ihe underiying performance {see note 81 In 2018,
nronerty and facilifies costeinclide gams an the disposal of nroneriies sold As nart af the restrocturing nrogramme

Allfigures in £ millions - T T Nems 2w zom
By nature:

Royaliies expensed 242 230
Other progiici costs 466 E
Frpluyes hraefitexnenss 5 1,452 1037
Contrast lahour 139 6l
Employec-rofalec expense 94 s
Fromouonat costs 254 243
Gepreranon of proparty, plant anc equipment 0 123 £
Atrortisation of intengible assets - gre-punheston 20 271 318
Aot tsation onintaagibie assels - s0ftw e i1 115 848
Atpnreisavon and impairsertof intanmble 33500, - pther " 151 29
Property anc {faubtios 96 147
Technalogy and commiunications 196 1492
Professional anc nutsanreed services 480 346
Other general and aommistyatere costs 104 RS
Casss camtalisen rointangihie assers 1465} 12540
Cther net gains ane 1sses 16} (270
Otherintame S - S (54)"”""

Total ' 3,648 .
During the year the Group obtained the following services from the Group's auditors

The ;mzf.éf 0-1 1);31 one E&Jr‘np.wy ﬂ;;’* consod (‘.—if;?d f%n(-m( 12 S;‘Hgfﬂ;’iﬂ@x B

The audit of the company s subsiataries i R o o

Total audit fees 5
Audit-related and olther assurance services - 1
Olher non-aldn serviees - -
Tutrawiiuitr;t;r services 7 - |
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4. Operating expenses continued
Reconcitiation between audit and non-audit service fees is shown below:

Ailfigurés in£millions
Ef&m audit ‘eesmcluding?'ees.foa_[-;;;\,r;mn-ll"nur;-dr;r"s-(;:n;.kar;:lIMOTL};;;Q;E;air;z*t—dih:‘y;{; - 7 &
Mornar shit faae _ .
S ' R R
Fees for attestation under section 404 of the Sarbanes-Oxley Act are allocated between fees payable for the audits of consohdated and
subsidiary accounts included in Group audit focs for 2019 are additional fees in relation to prior year audit work.
5. Employee information
Allfiguresin £ millians ’ T T T T e ame 7018
Em ployee benefit e)-(gén"s-e o
Wages ana sataries (inciuding Lerimination costs) 1,258 1,421
Social security costs 100 12
Share-basea payment costs 26 25 37
Retirerment benetits - detined contibution plans 25 57 56
Retirement benetits — defined nenefit plary 25 13 23
Gthet post-rettement med’cal benefics o 25 ) [4)] i {12)
Tota-l S S 1,452___ ___1_6_3_?_
The details of the emaluments of the Directors of Pearson plc are shown in the report on Directors remuneration
Averagenumber employed o - 2019 207
Employee numbers
North Amenca 13,564 4,113
Core 4,951 5192
Growth 3,693 4,521
Other 526 49({
Total o ’ S 22738 2400
6. Net finance costs
Allfiguresingmillions T I T Y
;lrve'r“;t;)a;;_t-:h;-oﬁ- %mam wathabilittes at amortised Cc;i“(;nd assnciated derivatives o T -[2-2) (4.7)
Interest on lease labilities (45) -
{5} O
Finance costs associated with transactions - (n
Dervatives notin a hecge relationship (123 {4
Derivativesin ahedge relationship o - I )
Finance costs T - R I L
E;w receivable or fnancial asm:s.:a-;mamortat;r‘d cost T ’ 15 18
Interest onlease recenvanles 11 -
Nel firanceincome inrespect of retirernent benefivs 25 13 ii
Derivatives not in a hedge refationship 2 0o
Derivativesin a hedge relationship - o !
Finance income - o S 4“1 35
Netfinancecosts T T wn 69
Analysedas: ) -
Netinterest payable reflected i adjusted earnings (41 (74
Orhet net fnance costs 2 31
Total net finance costs ] (43) 55)
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6. Net finance costs continued

Included ininterest receivable is £1m (2018 1M of inlerest receivable from related parties. Not moverment in fair vatue of hedges s explained in
note 16,

Fer further information on adjusted measures above, seenote 8

7. Income tax

Ailflgure(mf_ rmlhcx ) ) B 2D‘\B
Current tax o
(Chargelcredit inrespectof current year (51) 92
A(;}u;\mema infespect of Ofm WO years 21 34
Total current tax (cl*arge)/crcd o o o o o (30} e

r\aFnrrnd Faw

s respect of tempmary ailferences 59

Other aujustments in respect of prior yaars - B 5
Totaldeferred tax credit/charge) T T Ty g
Total tr.rax UE;{—— o __7_7 o 7_7 V S o o I Y a2

The adjustmenis m respect of prior years i bath 2019 and 20138 primarily anise from revising the previous year's reported tax provision o reflect
the tax returns subsequently filed. This results in a change between deferred and current tax as well as an absolute benefit to the total tax charge.

The tax on the Group's profit before tax differs from the theoretical amaunt that would anse using the UK tax rate as fallows

AIEflgureslnEn 2019 2018
Profibefor e tar ' o - 23z ams
Tax caleutated ot UK rata (2619 19%, 20187 19%) (44) (94)
LHtectof oyeoregds tax rases (2) (28
i venture ane assocate income reportea net of Lix 10
Intra-provup fyanosg benetr 11 25
Movement in BFrovisiors for tax Lncariainies 3 13t
Nel expense notsubject to tax {10} {293
Ber =1t trom (h:mpe NS 73X ACCOUrhrF EregTinient - 25
Gains ana lovses on safe of bLsmesses not subjecon tax 57 /
Unrecognisea faxlosses (17 9
Amusimsnra Wirespect o OI Prioryears 26 &
Totai tax credit ) B o EV I
UK ' . o 02y 3/
i8" /ereeds 46 )
Totaltax credlt o o o 34 O un
(14 1%
mc!uded Innet expense Not %ub ecttotaxare fo«cugn axes ot poteﬂual d|<,;allowance of intra-Group recharges. The (noup 157
creditable, the tax impact of share-based payments and other currently under audit in a number of countrics, and the timing of
expenses not deductibte any resolition of these audits is uncertain. Of the halance of £152m,

£83mrelates to 2015 and earfier and 1s mosily under audit. In maost.
countries tax years up to and induding 2014 are now statute barred
fram examination by tax authorities. Of the remaining balance,
£18m relates to 2016, £30mM to 2017, £4mto 20183 and £12m 10 2019

rwr\ur-ln r‘hr-nnnr
LT Inongoes

Carrne

»\—\ m—upnf} i rnf’\VV‘P\‘\rr‘nF
oy offoctifuture tox charges

{egislation, ransfer pricing regulations, the level and mix of pr':!ﬁtablll[]
in different cauntries, and settlements with tax autharities.

The movement in provisions for tax uncertamties primarity reflects if refevani engquiry windows pass with no audit, managemen behieves
releases due to the expiry of relevant statutes of limitation, utdisation itis reasonably possible that provision levels will reduce by an

of brought forward provisions and the establishment of provisions for estimated £3m within the nexl 12 months. However the tax authorities
rew uUncertain tax positions. The current tax liability of £35m {2018: may take a different view from management and the final liability
£72myincludes £152m (2018: £181m) of provisions for Lax uncertainlies may be greater than provided For items currently under audit f tax
principally inrespect of a number of issues in the US, the UK and authorities are successful, any incremental exposure is not expected to
China. Theissues provided for include the allecation between be material thus year (2018: £25m). Contingent liabilities refating to tax

territorics of proceeds of historical business disposals and the are distlosed innote 34,
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7. Incoime tax contnued

The tax rate reflected in adjusted earnings is calculated as follows:

All figires in £ miflions

Profitheforetax

Adinstments

Costof Thayor TesirucIuning
Other net gans ana losses
Intangible charges

Other net finanre costs/income)
LK pension GMP egualisation
Adjusied profit belore vax
Total tax credir

Adjustments:

Taxbenefiton cost of magar restiueturing
Taxbeneflit un other ret gains and losses
Tax benefit onintangibie charges

Lax heneftton other r ot finance cosls

Tax benefiton UK petision GMP equalisarion

|

Taxamor tsation beneflTon go

il and intangibles

Adjusted income tax {charge}/credit

lax rarereflected In adjusted eatnim gs

Far further informaticn on adjusted measures above, sconote &

The tax benefit/{charge) recognisad in other comprehensive income is as follows:

All figuresin £ millions

Net ey nange differercos o translation of foteigh aperarions
Famsvaliye gair an ather financial acse s

Remeasorerpem of raticemat bensfic obl

8. Earnings per share

Basic

Dasic 8arnings per share (5 calculatled by aividing the profit attributshle
to equity shareholders of the company by the weighted average

number of ordinary shares in issue during the year, exduding ordinary
shares purchased by the campany and held as treasury shares.

2019 2018
S a 232 408
159 100
{16) (230
163 113
2 31
. 3
T san nzz
34 yz
(35 (37
(68) (31}
(48) {18)
- (o)
- @
28 29
R _ - ———
B N o T 16.5%
T T o 2019 Eﬂ_{é-
o T T s
) -
72 g

Diluted

e

[ B Lm e tpelasn ol
WIEED Dy GUUsLTE 10w g il

Ciluted carnings pe share is calc
average number of ordinary shares to take account of all dilutive
potentiai ordinary shares and adjusting the profit attributable,

if applicable, to account for any tax consequences that might arise

from conversion ol those shares.

All fing;;;i;;i‘n-'nll-ions 2019
farmngs for theyear - T s

Binn-r ontrofing inferey 23] %3]
Earnings attributable to equity hotders of thecompany T i 264 585
weighted average numper of shares (miliionsy - 7770 7787
Errect of dilutive share optrons (mallicns) .5 D.6
Weighted average ni.mber of shares (millions) for diluted carnings 7775 7i87
Earnings per share

Basic 34.0p 7560
Dilured 34.0p 755D
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8. Earnings per share continued
Adjusted

Far additional detailed information on the calculation of adjusted
measures, see p201-204 (Financial key performance mdicators).
See note 2 for detalls of specific items excluded fram or included
in adjusted operating profitin 2018 and 2018

Inorder to show results from operating activities an a consistent basis,
an adjusted earnmings per share is presented. The Group's definition

of adjusted earnings per share may not be comparable with other
similarly titled measures reported by other companies.

Adjusted earnings is anon-GAAP (non-statutory) financial measure
and [s included as itis a Key financial measure used by management

{0 evaluate the perrormance of the Group and alfocate resources (o
business scgments. The measure also enables investors Lo more aasily,
and consistently track the undertying operationai performance of the
Group and its business segments over time by separating cut those
items of income and expenditure relating to acguistion and disposal
transactions, Mmajor restructuring programmes and certain other
itemsthat arc also not representative of underlying perfarmance.

Adiusted earnings per share is calculated as adjusted earnings
divided by the weighted average number of shares inissue onan
undhluted basis The following items are excluded from or incdluded
in adjusted earnings:

Cost of major restructuring - In May 2017, the Group announced a
restructuring programme, to run between 2017 and 2019, to drive
sipnifican Lost savings, TNis Programirme pegan in die second faif of
2017 and costs incurred to date relate Lo delwvery of cost efficiencies in
the S Higher Education Courseware business and enabling functions
together with furthar rationalisation of the property and supplier
portfolio. The restructuring costs in 2019 of £158m mainly relate

to staff redundancias while the restructuring costs in 2018 relate
predomnantly to staff redundancies and the net cost of property
CAUORA salGH iU (e et eust of le cotsuiidation of e
Group's property footprintin London. The casts of this restructuring
programme are significant encugh to exclude from the adjusted
operating profit measure so as to better highlight the underlying
performance (see note 4).

Other net gains and lesses - These represent profits and losses
onthe sale of subsidiaries, joint ventures, associates and other
financial assets and are excluded from adjusted earnings as they
distort the performance of the Group as reported on a statutory
basis. Other net gains of £16m in 2019 mainly refate to the sale of

the US K12 Courseware business. Other net gains of £230mn 2018
relate to the sale of the Wall Street English language teaching business

interest in UTEL, the oniine universily partnership in Mexica, realisiog a
gain of £19m, and various other smaller disposal items for a net gan
of £4m (see note 31

Intangible charges - These represent chargesin respect of intangible
assets acquired through business combinations and the divect costs
of acquiring those businesses. These charges are excluded as they
reflect past acquisition activity and do not necessarily reflect the
current year pertormance ot the Group. intangible amorusauoen

A s ae i FO T Qe e £rEm T T e S T sl d

chargenin 2012were dduding animpairment char

£65m relating 1o acquired intangicles in Brazil, compared With o
charge of £113mn 2018,

5%

Other net finance income/costs - These include finance costs In respect
of retremant bhenefitg, finance costs af deferred cansideratian and
foreign exchange and other gains and fosses. Finance income relating
to retirement benefits Is exduded as management does not believe
that the consolidated mcome statement presentation under IAS 19
reflects the economic substance of the undertying assels and liabhities.
Finance ¢osts assocated with transactions are excluded as these retate
to future earn-outs or acguisition expenses and are not part of the
underlying financing. Foreign exchange and other gains and losses are
excluded as they represent shorw-term fluctuations in market value and
are subject to sigmificant volaulity. Other gains and losses may not be
reabised in due course as itis normally the intention to hold the related
mstruments to maturity. In 2019 and 2018 the foreign exchange gains
and losses {argely relate ta foreigh exchange differences on unhedged
US doliar and euro loans, cash and cash equivalents

UK pension GMP egualisation — In 2018, also excluded is the impact of
adjustments arising from clarficalion of guaranieed minimum pension

AP o salieation I;:\‘m(\:hr\r'\ intheallK acthic relatec tn Ristarieal
! Al 3N = R - Str

circumslances.

Taw  Tax onthe above temsis eaciuded from adjusted edrmings
where relevant, the Group alsc excludes the berefit from recognising
previously unrecognised pre-acquisition and capital fosses. The tax
benefit from tax deductible poodwill and intangibles s added o the
adjusted ncome tax charge as this benefrl more accurately aligns the
adiustedtax tharge with the expected rate of Cash tax pavments

Mon-controlling interest ~ Non-controlling interest for the above itoms
is excluded from adjusted earnings.
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8. Farnings per share continued
Adjusted continued

The following tables reconcile the statutory income statermnem to the adjusted income statement.

Othor nat

Statutory Costof Orher net finance UK peasion Tax
income majer gainsand Inrangible inceme/ GMP amertisation
All figuresin £ millions starement restructuning losses charges costs  equalisation henefit en
Operanng profit 275 1:‘:7977 o 772;176)_ __1_6_3_ T - - 581
Net finan, o risfs 43) - - - 2 - - (413
Profit before tax - 232 159 ey 163 3 - - “sa0
Intcome tax 34 {35} 68} (48} - - 28
Profitfortheyear e 24 w4y ons 2 - 28
Non-controling interest {2) - - - - - - (2)
Earmﬁn;‘;si o - o T 264 o 12;1 {84) 118 B 2 77- ) h Z____ZSIQ
Waighted average number of shares (miions) 777.0 777.0
Weightea average number of shares {mithons)
for dilurea earnines 7715 7775
Earnings per share (basic) 34.0p 57.8p
Earnings per share (diluted) 34.0p _5iTe
T o ) | | Tttt/ T T T - - 72018
o S Othernet ’ ) T
Statutory Cosrof Other net firance UK pension Tax Adjusted
incame major pains and intangible wmcame/ GM#? amortisation ncome
Aflfigures in £ millions statement restructuring losses charges casts  equalisation benefit staternent
perating prafit I T T P R R e
Neffinance costs - - - 31 - {24)
Profit before tax 102 @3 113 31 Y - 2
Income tax 32 (37 (A1) {18} {b) {2} 29 24
}r’;ofir f;;r trhie;f_;;ﬁ - - 7?9?7” 77(;“ 7(;2C7,1} 45 2_;1_ o h T 2-9 5449
Nen-confrolling interest (2) - - - - s - @
Earnings S ne o (61 95 25 & 29 5a7
Weightod average ni.mbar of shares imilions) 7781 TR
Weighteo average number of <hares (mdlions)
for diutec earnings 7787 778.7
Earnings per share {basic) 75.0p /0. 3p
E_ar_r]_ings per share {diluted} EER 70.0p
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9, Dividends

Afl figuresn £ millions

12,01

Finel padinrespec of prioryear 130{20°8

ntenm pdid mrespect of asrentyear Gp (2018: 5.5p)

e Lireclors are proposing a final alvidend in respect of tne financial year ended 31 ecember 1u19 of 14.5p per equity share wnich will apsorp
an estimated £106m of shareholders' funds. it will be paid on 7 May 2020 Lo sharehotders who are on Lhe register of members on 27 March 2020.
These financial statements do not reflect this dividend.

10, Property, plant and equipment

Right-of-use assets

Qwnad assets

Assetsin
Land and Plant and Lardand Flantand course of
buidings equipment buildings |quipment ¢ 1enen Total

At janLary 2018 - - 3E0 377 29 830

xohange citfesences - - 1 14 t h

Addivons - - 1) 22 12 66
Disposals - - 175 {47} - 11/2
Redassificat ons - - 19 {8) (i -
Transler remangible assets - - - - 11) (i
Transfer thintenginle asse pre-ptBlication = - - - - 2t
At 31 Dece-r_ﬁl-;)-er 2017877 S S - - o 18 743
Adjastment ot in tal apphoannn ot FRS 16 (see note 10 418 & - - - 424
Excnasge ditteronces {9) - (8] {15) - (32)
Anoiticns 64 2 - 18 40 124

Disposaly 113) 4) (13) (108) (8) (1486)
Redlassifications - - 4 14) - -

Tranfer o fnance Teases, - 19 - (19) - -

Transfer tomntangible assers - - - (3) 4 7
Trans el e mtanghle asses - nre-publication s e ["27)7777” 1oy {123
At December20t9 40 23 300 5. 35 1148

Righr-of-usn assets Owned assets

Assctsin

Land and Plant and tand and Flantand course of
All figures in £ millions buildings equipment buildings equipment  canstruction Toral
Depreciation o T T T o
ALY anLary 2018 RS =50 [PV
bxihange thitferences - - (5) {11y - {16}
Charge for the year - - {20 tan - (vt}
Disposals - - 24 w7 - "3
Redasifications o ) - I L i -
At31 December 2018 S - - (195] (361) - (23]
Fyehange differences 2 - [} 13 - 21
Charge for the year (60) (4) (21) (38) - (123)
hsposals - - 10 116 - 126
Trarisfer of finance leases - {12) - 12 - -
Transler L intangible assets - - ~ 3 - 3
Nanster tointangibie assets = pre-publication I - S 3
At31December2019 S (58) (16} (200 (252) - (526)
carrying amounmts T T T/ S S
At 1 January 2018 - - 173 119 P 281
At 31 December 2018 ) - - R - L 18 e

At31December201s a2 7 w0 73 38 ®18
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1. Property, plant and equipment continued

Depreciation expense of £42m (2018; £18m) has been included in the income statement in cost of goods sold and £81m (2018: £48m) in

operating expenses.

Pricrto 1 January 2013 the Group leased certam eguipment under a number of finance lease agreements. The net carrying amouni of leased
plant and equipment included within property, plant and equipmentin 2018 was £7m. On the initial apphication of IFRS 16 these finance leases
have been transferrea from owned a5sets 1o rignt-ol-use assets witnin property, piant ana equipment,

11. Intangible assets

Acquired

customer
lists, Acquired Acquired Other
contracts and trademarks publishing intangibies
Atlfigures in £ miblions Goadwill Software relationships and brands rights acquired Totai
cost 7 - - a T
AL T Janary 2018 2,030 882 B89 281 184 489 4,755
Fxchange differences 74 32 39 (2) - 1 144
Addidons —internal development - 124 - - - 124
Adoions - parchased - 3 - - - - 5
Disposals - {94} {18) {12} - {33} (157
Dispasal through business disposal - (2) - - - - 2
Transfer from property, plant and eauipment - " - - - - T
/ - - - - - 7
At 31 Decemher 2018 2 ese 9l0 207 180 4n/  a88
Lxrhange diiferences (57) (22} (29) (19} (5} (20) {143)
Additions = irternal develorment - 137 - - - - 137
Addininns —purchased - 1 - - - - 1
Dispnsals - {15) (38) (19) - {47) {169}
Acquisition through business combinaton 18 - ~ - - 23 41
Transfer from property, plant and eguipment - 7 - - - - 7
Transier ro mtangible assets - pre-gublication - (238) - - - - (28)
Movomentinhekt forsale s7 G
AL31 December 2019 ' 2,139 103 793 238 178 w3 4301
- o - o l VAVC(]UWEA-““ T o . o )
customer
fists, Acquired Acquired Cther
contracts and  trademarks publishing intangibles
Allfigurasin £ miklions Goodwill Software  relationships and brands rights acquiredﬁiiﬁ N 7Tf37tal
Aworisadon - S
AL january 2018 - (493) {580} {180) {173} {360) (2,791
Exchange differences - (23) (269 1 2 {(10) [z}
Charge for the year - {88) {59) {'4) 12) {24) (187}
Disposals - 92 18 12 - 33 155
At 31 December 2018 S - 512) s (181 (178) (351) (1,879)
Lxchange gifferences - 16 22 7 19 68
Charge for the yoar - {115) i51) (23 @ {(75) (266)
Disposals - 10 88 19 - 48 163
Transfer from property, plant and equipment - (3 - - - - {3
Transfer tomtang ble assets ~pre-publication - 16 - - - - 1.
At 31 December 2019 o - (588] (588 (178) (178)  (371) (1,901
Carrying amc;-unts N : 7 7 "
At T lanuary 2018 2,020 389 3049 101 O 129 ?i?,&'q,
_A[ B‘T-YJP«;eh‘lb;fr 207'\”(‘;7”77 2,111 447 7 77;6". BP 6 B kL] 3,008
At31 December2019 ) Cas1 208 s0 3 a2
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11, Intangible assets continued
Goodwil

The goodwilt carrying value of £2,139m relates to acquisitions
completed after 1 january 1998, Prior to 1 January 1998 all goodwill
was written off to reserves on the date of acquisition. For acquisitions
comupleted between 1 fanuary 1958 and 31 December 2002, no value
was ascribed Lo ntangibles other than goodwilt which was amortised
aver a period of up 1o 20years. On adaoption of IFRS on 1 Jaruary 2003,
the Group chose not 10 restate the goadwill halance and at that date
the balance was frozen (i.e. amortisation ceased). If goodwill had been
restated, then a significant vaiue would have been ascribed (o other
intangible assets, which would be subject to amortisation, and the
carrying value of goodwitl would be significantly lower. For acquisitions
completeg atter 1 january 2UU3 value has been ascnioed (0 other
intangible assets whuch are amortised.

Other intangible assets

—
v
w

Other iIntangibles acquired :nclude content, technology and
software rights.

Intangible assets are valued separately for each acquisition and

the primary methed af valiation used is the discaunted cash flow
methed. The majority of acguired intangibles are armnortised 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 proporion of amortsation being recognised in the
early years of the asset's life. The Group keeps Lhe expected pattern of
consumption under review.

Amortsaton of £19m {2018 £18m)is inciuded in the income statemeony
imract mfFeraade cald shd C100mn (2010 C140Mm Y im Anaratind nvmome e
incestetfgoodoneld and £182m (2012 £140mbim cpersiing cxgencor.
Impairment of £65m (2018: £nil), of which £53m relates to other
intangibles acquired and £12m to acquired trademoarks and brands,

is included in operating expenses.

The range of useful economic lives for each major <lass of intangible asset (excluding goodwill and software) is shown below:

Class of intangible asset

Acguired customer ists, contracts and relationships

Accured traaemarks and branaos

Acquired pobiisting nights

Qther intaagihias accured

Usetu! ecanarsic e

3-20years
2-20 years
5-20years
) 2-2Qyears

The expected amortisation profile of acquired miangible assets 1s shown belows:

Al figuresin £ miflions

Class of intangibie asset

»

spe bete soeEesere A

SPimm by
ionchips

Accuired trademarks ano hranas
Acauired pubhshng rights

Other intangibles acauired

Oneto
five years

Sixto
ton years

124 49 2

42 14 4 2]

impairment tests for cash-generating units (CGUs) containing goodwill

Impairment tests have heen carried out where apbropriate as described below. Goodwillwas allocated to CGUS. or an aggragation of CGHs
where goodwill could not be reasonably allocated to individual business units. CGUs have been revised in 2019. Impairmerit reviews were

conducted onthese revised CGUs as summarnised below:

2019 CGUs

All figlres w £ miivans

Nurih AEcian Couiadwan s
OPM

Yirtual schonis
Assessments

Core

Growth (ricludes the separaie CGUs of Brazil, Chuna, incia ana South Africa)

Totai

2019

Gondvli

18
386
1,035
700

7 2139

Goodwill is tested at least annually for impairment. The recoverable amount of each aggregared CGU is based on the higher of value in use and
fair value less costs of disposal. The value in use was higher than the fair vatue less costs of disposal in each of the CGUs. Other than goodwill there

are no intangible assets with indefinite lives.
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1. intangible assets continued
2018 CGUs

Al figures in £ millans

North America

Core

Growthiincudes the separate CGUs of Braal, China, ingsa and Sauth Africa)
Pearson VUE
Totalr .

Following areassessment of the relative risk in the Brasl CGU
compared to Pearson as a whole, it was determined in the course of
e nnpainerd review thal hoelGier e vaiue inuse nor dis fain vaiue
less costs of disposal of the Brazil CGU snipported the carrying value of
the CGU. As the gaodwill related to the Brazit CGU was fully impaired

in prior years, the acquired intangibles of the Brazil CGU were impaired
by £65m, bringing their carrying value to £27m. The Brazil CGU
incorporates all the Group's trading operations in Brazil. A pre-tax
discountrate of 16.3% was used to determine the value in use of the
BroZii CGU. AL 3T Becernber 2018, the niipairrnent b evievv shuwed

headroom of £20m m the Braal CGL.

Determination of CGUs and reallocation of goodwill

Pearson identfies its CGUs based on its aperating model and how
datais collected and reviewed {or management reporting and strategic
planning purposes in acrordance with [AS 36 "Impairment of assels”.

In 2019 the [GUs and agaregation of CGLIS have bean ravicadtotale

account of the following:

> The implementation of a new Enterprise Resource Planning (FRP)
system in North America meant that ledgers are structured on a legal
enuity basis rather than the previous divisional basis. This has meant
Itis no longer possible to identify the carrying values of the Pearson
VUE business separately from the wider Assessments business.
As a resull, the Pearson VUE business has been combined with
the As5235mMeEnts business as one CCU for impairment testing.

> The disposal of the US K12 Courseware business in 2019 has caused
management to disaggregate the North America CGLL

ALT January 2019, the goodwill of the previous North America

and Pearson VUE CGUs was therefore reallocated between North
American Courseware, OPM, Virtual 5¢hools and Assessments,
Based on their relative fair valuc at 1 Janeary 2019 amendad to take
into account previous iImpairments taken. No goodwill was allocated
(o the North American Courseware CGU reflecting the significant
mpairments taken in 2015 and 2016,

Key assumptions

Fon e pun pose ol estimating Hie vaiue i use ol the CGUs,
ranagernent has used anintome approach based on present value
technigues. The calculations use cash flow projections based on
financial budgets approved by management covering a three-year
period, whilst a projection 1o 2030 was available and used for the
OPM CGY, asthe three-year projection reflected the investment phase
and not the longer-term return of this business, and because the
Iong-torm natuie of CPIYs contracts allows for reliablc forecasis to
be prepared beyord three years. OPM refies on contracts with key
customers and the forecast to 2030 assumes these are renewed or
repiaced. The key assumptions used by management in the value in
use calculations were:

Discountrates - The discountrate is based on the risk-free rate

for government bonds, adjusted for a risk premium to reflect the
increased sk mive st an eguities The s oo adjustiign i s
assessed for each CGL The average pre-tax discount rates range from
5.5% 15 17% (2018 post-tax 7.9% to 15.8%). Discount rates are jJower
for those businesses which operate in more mature markets with

low inflation and higher for those operating in emerging markets

with higher inflation.

Perpetuily growth rates - A perpetuity growth rate of 2% (2018: 2%)
was used for cash flows subsequent to the approved budget period for
CGUs pperatingin mature markels. This perpetuity growth rate s a
conservative rate and is considered ta be lower than the Jong-term
historical growth rates of the underlying territories in which the CGU
operates and the long-term growth rate prospects of the sectorsin
which the CGU operates, CGU growth rates between 3.2% 10 6.5%
(2018: 3.0%. and 6.5%) were used for cash flows subsequent to the
approved budget period for CGUs operating in emerging markets
with hugh inflation. These growth rates are also pelow the jong-term
Mistarical growth rates in these markets.

The key assurmptions used by management in setting the financial
budgets were as follows:

Forecast sales growth rates — Forecast sales growthrates are based

on past experience adjusied for the strategic direction and near-term
investment pricritios within each CGL. Key assumptions include
growth m Online Program Management, Virtual Schools and
Frofessional Certification, stabiisation in UK Qualifications and

US Assessments, and angoing pressures in the US Higher Education
Courseware market. The sales forecasts use average naminal growih
rates between {5%) and 112 (2018: 2% and 3%) for mature markets and
between 5% and 11% {2018: {(1)% and 12%) for emerging markets with
high inflation.

Operating prafits - aperating profils are forecast hased on historical
experience of operating margins, adjusted for the impact of changes to
producl costs and the impact of the implementation of our 2017-2019
costefficiency programme. Management apples judgement in
allocanng corporate coctc morderto determine eperatng profit 2t o

oroornt
CGU level,
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11. Intangible assets continued
Key assumptions continued
The table below shows the key assumptions for those CGUs for which the carrying value of goodwili s significant in comparison to the total

carrying vaiue of goadwill

Poarpetiity

SN o Dsrountrate grawthrate

Viral Schools 10% 2%
Core 10% 2%
Assessments - 10% 2%

Comparative figures have not been shown as CGUs have been changed in 2019.

Sensitivities

Impairment testing for the year ended 31 December 2019 has identified the following CGUs, or groups of CGUs, as being sensitive Lo reasonably
passible changes in key assumptions. The table below shows the headroom at 31 Decemnber 2019 and the changes i the key assumptions
required in order for the recoverable amount Lo cqual the carrying value.

perpetuity  Centnibution’

Headroem at Discountrate growth rate teduction p.a
31 December for zero Perporuity for zero forzero
2019 Discountrate headroom growth rate neadroom headroom
North Armerican Coursewareg £115m 10.8% 10.3% 2.0% 1.6% £9m
QOPm £81m 10.0% 10.3% 2.0% (.3% £7m
Core £191m 10.0% 10.7% 2.0% 1.2% E15m
Brazil - 16.3% 16.3% 4.1% 4.1%
Aornliconinbhoaen Soperalrporoit evdbed ng oy ee LoalL ann oo ate aver
12. Investments in joint ventures and associates
The amounts recogrised i the balance sheet are as foliows:
Alifiguresin £ mibons o R T
Assnoiates 7 257
joEnE vonieres -
Assuiates Uaawdiod as heid Tous Lale 337 B
Total 404 392
The amounts recogrised in the income statement are as follows:
;«‘Il-_ﬁ-g;resinﬁ 2019 i ;61787
Associares 54 Az
jointveniures _ o - '
Total B - 54 44

Investment in associates

The Group has the following material associates:

Penguin Randeom HoLse L Equity

Fenglan Random HoLse LLE Couity

Crt 1 july 2013, Penguin Random House was formed, upon the completion of an agreement belween Pearson and Bertelsmann 1o merge their
respective Lrade publishing companies, Penguin and Random Hotise, with the paren’ campanies owning 47% and 53% of the combined business
respectively. On 5 October 2017, Pearson sold a 22% stake in Penguin Random House te Bertelsmann, retaining & 25% share. Pearson owns its
of the two Penguin Random House entities, Pearson regards Penguin Random House as one combined global husiness, Pearson discloses
Peniguin Random House separately, presenting disclosures related to s interests in Penguin Random House on a combined basis.
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12, Investments
Investmentin associates continued

in joint ventures and associates continued

The shereholder agreement includes protective rights for Pearson as the minority sharehoider, incduding rights to dividends. Management
considers ownership percentage, Board composition and the additional protective nights, and exerdises judgement to determine that Pearson
has 5|gn'fn:am influence over Penguin Random House and Bertelsrmann has the power to direct the refevant activities and therefare control.

market price.

S oo
rullwvw:lg e L(a!l;uLUUH vfl 2007 \.ii\.‘ ass<e33misiii ul .)lb\lllil.dli\.ﬂ'lllucﬂuw. u|u ot \.Hal!bt rt:ln,unl REMOGiT ) 10e3e Goes N0t hdve & quu\.c

<

In December 2019, the Group announced the sale of s remairng 25% interest in Penguin Random House. AL the end of 2015 the Group's share
of the assets of Penguin Random House has been classified as held for saie on the balance sheel (see note 32).

The surmmarised financial information of the material associate is detailed below:

2019

2018

Pengum h Pen'gljir{

Random Random
Allﬁguresmfmullons House House
Assetéﬁiﬁw o - S
Non-curront assets 1,346 1,043
Current assars 2,273 1,929
Liabihtics
Nan-current babhhties {1,357 {704
Current liabilitles {1,874) {1.54¢€)
Ne_t asse-ts T o o S ) - ssé o 321
sales - ) a 2,916
Proficion the year 208 i85
Other mmpl?hen {27} 13
Tota!comprehenswe income ’ o - ‘%?-8- ) 19&%
Dividends recerved fromassor atenrelation taprofis 63 =7
Re-capitalis 3ILION (‘Mdf\nd received from assotlate - 3{)

Thenformation above reflects the armounts presented n the financial statements of the assowate, adjusted tor fair value and simitar
adjustments. The tax on Penguin Random Haouse LLC is settled by the partners. Tor the purposes of clear and consistent presentation, the tax
has heen shown in the assodiate line items in the consolidated ncome statement and consolidated balance sheet, recarding the Group's share

of profit after Lax consistently for the Penguin Rondom House assoriates.

Araranriliation of the full stimmarised financial information tn the rarrying valige nfthe material azsocipie s shown helnw:

Allfigures in £ millions

Opening net assets

Adjustmentonmidal appliceuon o/ IFRS 16 (see note 16)
Lxehange differences

Profit for the year

Other comprehensive {expense)/mcame

Diviaends, net oftax paid

Caprial contribution

Closing net assets
Share of net assets

Gﬂmcwm

Carrylng value of assomate {aee nare az)

397

2019 20:18
"~ pengun  Penguin

Random Random

House House

- o T e/ T T T 322 368
(7] -

[E))] 15

205 185

(27) 13

(260) (?262)

164 -
o o ' - 388 4
87 80

300 367
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12. Investments in joint ventures and associates continued
Investiment in associates continued
Information on other individually immaterial associates is detailed below:
Allfgurestnemillions - S e o
Protit/tlosy) fer the year o 3 (3
Total comprehensive income/{expense} 3 {4

Transactions with material associates

from tme to time the Group loans funds to Penguin Random House which are unsecured and interest is calculated based on market rates,
The amoun{ outstanding at 31 December 2019 was £49m (2018 £nil) and interest received was £1m (2018 £1m). The foans are provided under
aworking capitalfacility and fluctuate during the year,

The Grodp also has a current asset recelvable of £16m (2018: £17m) from Pengum Random Housze arising from the provision of services.,
Included in otherincome (note 4) 15 £4m (2018 £3m) of service fees, In 2018 the Group received a furthaer re-capitalisation dividend of £50m
which was lriggered by the Group's decision tosell 2 22% stake in Penguin Random House 1n 2017

Investmentin joint ventures

Information on jont ventures, all of which are individually immaterial s detailed below:

-Al‘rhg-uresr £m\!!icms o - o ) 2018
Piofit for the year ) ) T
:ro-t-alcom;}eh&%swein;éﬁwe . ’ o . o . B __-_ . - 7 1
13. Deferred income tax

Ml figuresin £ millions e T om0 a0
E_)ch:r red \:‘I—(--l.)_ﬂ:é_fax {!‘-‘3f3r; ’ T T T T o _-"gé o ;J}"'

Deferred incorme tax hainlines {48)

Net deferred income tax 1

Substantally all of the deferred income tax assets are expected (o be recovered after more than ane year.

Deferred income 1ax assets and rabilities shall be offset when there s a legally enforceable right Lo offsel current income tax assets with current
income tax liabilives and where the deferred Income tazes relate to the same fiscal authority. AT 31 December 2019, the Group has unrecognised
gdererred NCOMe Tax 855e15 0T £ 48N |4U 18, LI M) Inrespect of Uk 105585 £ UM (2018 £ 28Mi IN respecl 0F Usiosses ana approgimartely £ ruum
{2018: £30m)in respect of fosses in other territories. The UK insses are capital losses. The LS losses refate to federal and state taxes. Federal tax
losses can be carned forward indefimitely; state taxlosses have expiry periods of between five and 20 years. Orher deferred tax assets of £25m
(2018: £12m) have not been recogrised.

Deferred tax assels of £41m (2018: £43m)have been recognised in countries thatreportedat
The majoriyy anises in Braailin respect of tax deductible goodwill 1t s considered more hkely t
profits to realise these gssets

either the current or precading year.
tthere will be sufficient future taxable

The recogniuon 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 assels are forecast 1o be recovered through taxable profits over a period that exceeds five years,
Marnagement consider these forecasts are sufficiently reliable to support the recovery of the assets.
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13. Deferred income tax continued

The movement in deferred income tax assets and liabilities during the year is as follows:

Retirement

Trading Returns benefit Deferred Goodwill and

ﬂ@fff_‘:‘_?m”ﬂnni o losses provisions  abligations _revenue intangisles _ Other Tctal

Deferrodincome tak assetsAliabilitics)

At janLary 2018 9 44 4y 47 {155} £4 (50}
Frchange cifferences - 1 1 5] (10) {) N3]
Incorme statement (cnarge)/benaf't 11 (£) {21 20 124) 14) £2)
Disposal through husiness aisposal - - - - - ] W6

loxhenettin ather cor-prehensive nosme - - 9 - - - o

tas penetitin eguiry - - - - - 4 4

AL3i December 2088 20 S Tew w0 weos e o)
Adjustment onimrsat applicatior of IFRS 16 (see note 1b) - - - - - 15 15

Exihdnge cdifferences {1} 4] {1 (3} 6 {5) {5)
Income s atement bererit/(onar ge) 70 {10) (4} {24) - 32 64

Tax benefi(charge) m ather Lomp ehensive mcome - - 22 - - (4) 8

Tax charge in eauity - - - - - (5) 3
At 31 December 2019 T 89 20 {3 8]_ -_-:1_““_ o -71—-9-9—)———--—----—9-2-3 o 11

Other deferred Income taxilems include temporary differences in respect of share-based payments, provisions, depreciation, interest hmitation
and royafty advances

As at 31 December 2019, no deferred tax assets orliabilities were classified as held for sale (2018: £38m asset). in 2018 there was a charge of

O vl bt Ao afs el bl i e T b
femroliating te onsets and labilities hewd for sale,

14, Classification of finandial instruments

The accounting classification of each class of the Group's financial assets, and their carrying values, 15 as follows:

2619 2018
Amortised Amortsed
Fairvalue cost Fair value cast
Fair value - Total Fair vaiue - Torat
hedging Financiai  carrying hedging Financial  rcarrying
Alltigures in £ miilions Notes FVYOCi FVIPL instrument assets value FVOC) FVTPL instrumenr assets value
Investmentsin
Lnlisted sechrities 15 122 - - - 122 g4 - - - 93
Cashand cash equivalents N7 - - - 437 437 - - - L5568 568
Derivaiive thancal
instruments 6 - 6 43 - 54 - 4 &4 - bA
Trade receivables 22 - - - 918 918 - - - g4 904
Othor receivahle - 182 - - 182 - - - - ~
Trade receivables -
within assets dassifted
as hela for sale - - - - - - - - 49 49
Total financial assets 122 188 48 1,355 1,713 93 4 54 1.521 1,682

The carrying value of the Group's financial assets is equal to, or approximately equal to, the market value. The other receivable relates to the
receivabie which arose on the disposal of the US K12 Courseware business and is induded in other receivables, non-current and current,
innote 22
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14. Classification of financial instruments continued

The accounung classification of each class of the Groug's financial liapilities, together with their carrying values and market values, 1s as follows:

20‘;9”
Amortised Amortised
Fair vafiie cost Fair value cost
Fair vaiue - Qther Total Total Fair valuo - Orher Tatal Total
redging financtal  carrying marker hedging financial  carrying market
Alltiguresin £ millions Notes FVTPL nstrument labidities value value FYTPL instrument liabilities vatue value
Derivatve finandal
instrumenss 16 (7) (32) - {39} {39 - (59 - (59) {59
Trade payables 24 - - {358; {358} {358} - - (31 (317} (211}
Frade payabies ~within
hahues classified as held
for sate - - - - - - - (22) (22} (22)
Bank loans and overcralts 8 - - {3) (3) (3) - - (3 143) (a1
Other borrowings due within
one yaar 18 - - {89) {89) (89) - - {3) 131 {3
Borrowangs gue after more
than one year 1 (1,572} {1,574) - -

- (1,572}

{7} 13 [ERIEH - 159

Total Prangai liebiiives

The market value of leases has been stated at book value.

Fair value measurement

Asshown above, the Group's derivative assets and habilitics, unlisted securities and marketable secunties are held at fair value. Financial
nstriments that are measured subseguently Lo inttial recognition at fair volue are grouped intolevels 1 to 3, hased enthe degree tawhich the
fair value is observable, as follows:

Level 1 fair value measurements are those derived from unadjusted quoted prices in active markets for identical assets or hatulities

Fevel 2 faw value measurements are those denived from inputs, other than quoted prices inctuded within level 1, that are observable for the
asset o liahility, either direcily (a5 prices) or indirectly (derived fram prices).

tevel 2 fair value measurements are those derived from valuation techrigues that include inputs for the asset or liaknhty that are not based on
observable market data funobservable nputs).

The Group's bonds valued at £399m (2018: £661m)are classified aslevel 1. The Group’'s dervative assets valued at £54m (2018: £58m) and
derivative habilites valued at £39m {2018: £58m) are classified as level 2. The Group's investments in unlisted securities are vaiued at £122m
12012: £93m) and holding in other receivable isvalued at £182m (2018 £nil); both are classified as leve! 3.

The following Lable analyses the movernents in level 3 fair value remeasurements!

207 2018
Ivactmonte lnyecrmnnte
Other inunlisted W unhsted

receivabie socurities Total

Al,tzegm’mné o_fycar o o - o - a3 33 77
Lxchiange atferences 1 (3) {2) 4
Arguesition of investments ano other recevable 181 12 193 12
Faw value movements - 20 20 I3
f{{sp)()%lalOl’lﬂ\_lE':\ll!_l_E_f!'Wl'? B L - - ) s - - (i)
Atendofyear T T T T s T a0

The fair value of the investiments in unlisted securities is determined by reference to the financial performance of the underlying asse
recent funding rounds and amounts realised on the sale of similar assets.

The fair value of the other receivable, which arose on the disposal of the US K12 Courseware business, is determined using present value
techniques whereby the experted vafue of future cash flows is discounted Using a rate which s representaitve of the creditworthiness of the

US kiz Courseware business, Tho key inputs used inthe presentvalue caltuiguons are jorecast seles, distount rate and whe expecied daie ol @
subsequent sale of the US K12 Courseware business, if the forecast sales usedin the caiculations were increased/ decreased by 5%, the value of
the receivable would increase/decrease by aporoximately £20m. If the discount rste used in the calculations of 3.25% was increased/decreased
by 1%, the value of the receivable would decrease/increase by approximately £5m. The calculations are not materiaily sensitive to reasonable
changes in the expectled date of a subsequent sale of the K12 business.
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15, Other financial asseis

all figures in £ mullsons __?01:3- 20-73_
;ggminizrng ofyéa‘rﬂr o S 93 77
fxchange oifferences (3) 4
Arguisition of investments 12 iz
Fawrval.e movemaents, 20 7
Oisposal of investments o -8
Atend of year S I ) o 77‘!22

Other financial assets include unlisted securities of £122m (2018: £93m) that are classified at fair value through other comprehensive income
(FYOCI}. The assets, which are not hetd for trading, relate to the Group’s intercsts in new and innovauve educational ventures across the world.
Thesc are strategicimvesimentz andth <

sigruficant to the financial statements. In 2018, equrties held at a fair value of £8m were disposed. The cumulative gain on disposal was £ni
£2m was recycied from the fair value reserve toretained earnings.

P T LT e e B e P VA Tt B S T I el e e Tl et ] P T T T L T L
he Group considers the dassification as TVC O to be mererclovant. MNene of tne Invesimentis arc inalvidually

a

=]
o

16. Derivative financial instruments and hedge accounting

The Group's approach Lo the management of financial risks is set outin note 19, The Group's outstanding dervative financial instruments are

as follows:

72619 V ?0';8
arossnotionat ciossaowenal
Al figures in £ millions armounts Assers Liabilitics amounts Assers Liabilities
e { ’ﬂ“l:;i(*r'-IUHHVQS —-ina‘anvalue hedge relatonship T ___-__3:3!;)." 13 - A4 14 -
Inierestrare defivatives - not in g hecge relat’onship 557 2 {6) 362 3 -
Cross-currer cyrare desivatves —in g redge refanionshp 502 29 {31 577 51 (3%)
Fxdervatvas o bhedpeclaver cEE 3 m h2 [
FX depvatives = noetin a hedge tefatior~hip 385 4 M 1 -
Total S o 2,33é 54 o 7(3‘5)77 i 58 (59
Analyscd asré;(piriiﬁg: o ) S
Inless than one year 1,167 25 (15) 771 i f23)
Iater thar oneyear ana not later than five years 694 13 {6) /95 22 (F)
Laier THar 1ve years 415 b (15) 43 152
ol - B 2335 54 (39) 58 (59

The Group's treasury policies only allow derivatives 1o be traded
where the abjective is risk mitigation. These are then designated for
hedge accounting using the following critena:

> Wthederivative and the undertving hedged exnosure would normally
be revafued through the income statement and valuation changes
are expecied to be perfectly or near perfectly equal and opposite,
these will not be classified in a hedge relationship.

> Where intercstrate and ¢ross currency intcrest rate swaps are
used (o convert fixed rate debt to floating and we expect to receive
infloyss equal to the fixed rate debt interest, these are classified as
fair vaiue hedges.

» Where derivatives are used o create a future foreign currency lability
to provide protection againsi currency movements affecting the
valuation of an overseas investment, these are designated as anet
investment hedge.

The Group's fixed rate USD debt is hetd as fixed rate instruments at
amortised cost.

The majority of the Group’s fixed rate euro debt s convertedtaa
fioating rate exposure using interest rate and cross-currerncy swaps.
The Group receives interest under its euro debt related swap contracts
Lo match the interest on the bonds (ranging from a receipt of 1,375%
on its eUre 2025 notes to 1.875% on its euro 2021 notes) and, in wwin,
pays either a floating US doliar or sterling variable rates of GBP Libor +
0.81% and US Libor + 1.36%.
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16. Derivative financial instruments and hedge accounting continued

GBP and USD Interest rate swaps are subsequently used ro fix

an element of the interast charge. The all-in rates {including rhe

spread above Libor) that the Group pays are between 2.2% and 3.6%.
In addition io this the Group has executed additionalinterest rate
SHWEPS 1o offselthe tloaung rate borrowings paying between ¢.8235 and

T e v 7ﬁ1 rounha i o faley 2 SWas contract s
207 A0 30 Dacember 9, the Groyp hadintgrostrate swap contratls

tot1ix £557m of debt and a further £246m of outstanding fixed rate
baonds bringing the (otal fixed rate debt to £303m. These fixed interest
rate gerivatives are not in designated hedging relationships.
Additionally the Group uses FX derivatives including forwards, collars
and Cross currency swaps to create synithetic USD debt as a hedge of
1ts UsD assets ang ro achieve certamty of UsD currency conversion
ratoc, i fing with the Croun's DY hedmng palicy, Quistanding contracts
a5 at 31 December 2019 were held at an average GBP/USD rate of
1.34. These derivatives are in designated netinvestment hedging
relationstips, The weighted average rate achieved for the honds in a
net investment hedge relationship was GBR/USD 1 56 for the USD
bonds and EUR/GEP 0.86 for the eurc bonds Cutslanding contracts
anthe cross currency swaps at 31 December 2019 were held atan
average EUIR/GERD rate 0f 0,70 Thera darngtivas arem desionatad far

value hedging relationships.

Avthe end of 2018 the currency split of the mark-to-market values of
rate derivatives, incdluding the exchange of principal on cross currency
rate derivatives, was Us dollar £(167)m, steriing £{166ym and euro
£336m {2018, US dollar £{185)m, sterling £/215ym and euro £432m).
The Grme*S ‘g_wmrl_ﬁ_whm afrats derivarives is diersiflad h\lt matnrey
counterparty and type. Natural offsets between transactions

within the portfolio and the designation of certain derivatives as
hedges sigmificantly rediice the risk of income statement volatility
The sensitivity of the portfolio to changes in market rates 15 ser out

n note 19

Fair value hedges

The Group uses interest Rate Swagps andd Cross Currency Swaps as
Fair value hedges of the Groups euro issued debt,

Al tigures in £ millions
Nerivaive financal INSIrUNENtS INFmterest rate risk

Lyer i\m'f\:e H 1i 'M_Id! m:trumc Mts im cu rr*r Ly ris

v

A fign e i Lot

Deorivalive fmar\ual st mmemslm interesirate risk

{erwvacive financial tstrumenes for curroroy rick

Interest rate exposure arises from movements in the fair vaiue of the
Group’s eurc debt attributable io movements in euro interest rates.
The hedged risk is the change inthe euro bonds fair vaiuc attributable
tointerest rate movements, The hedged items are the Group's euro
bonds which are issued at 2 ixed rate. The hedging instroments are

firzgic floating eurc intorestrate swapt wherc the Sreup re

fixed interest payments and pays three month Euribor.

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
vaiue of the hedged iterm will move in the opposite direction as a result
of movements in the zero coupon Euribor curve. The hedge ratio is
therefore expected to be 100%. Sources of hedge ineffectiveness are a
reduction or modification in the hedged item or a materiat change in
the credit risk of swap counterparties.

Aforeign currency exposure arises from foreign exchange fluctuations
ontranslation of the Group’s euro debt into GBPR. The hedged risk is the
risk of changes inthe GBPEUR spotrate that will result in changesin the
value of the curo debt when transiated into GBP. The hedgad items are
aportior of the Group's ayre bonds, Tha hedging inctruments are
floating 1o floating cross currency swaps which creates an exposure

to eure strengthening against GBP within the hedge item The final
exchange on the Cross CUrrency swap Creates an exposure LG euro
weakening against GBP.

As the critical terms of the €ross currency swdap match the bonds
there is an expectation that the value of the hedging instrument
and the value of the hedged item mowve in the opposite direction
as a resuit of movements in the EURGBP exchange rate The hedge
ratia s 130%. Sources of hedge ineffectiveness are a reducynn or
modification inthe hedged .tem or a matenal change in the credn,
risk of swap counterparties.

The Group held the lullowing astroments Lo hedge exponutes 10
rh.:ngr:: ininterest ratng and fnrmgn Silstatal] risk Associated

with borrowings:

Changem falrvalue uf
hedging instrument
Carrying amaunt of used (o deteriine

hedging iInstruments hedge ineffectiveness

Nominai amounts of
hedging instruments

13 - 336

Changemfan vallte of
hsua.ngerstrumem
k]

aunt of used
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6. Derivative finandal instruments and hedge accounting continued

The amounts at the reporting date relating to items designated as hedge items were as follows:

Accumulated amount
of fair value hedge
adjustreontoeon Chanponfoirvaslusof
the hedged item  hedged itern used ro Lineiternin profitor
Carrying amount of included inthe determine hedge Hedge 655 that includes
Altfiguresin £ milions hedgeditems carrying amount ineffectiveness ineffectiveness hedgeineffectiveness
Interest rate risk
Timenaal iabilittes - borrowings (347) (&) - - n/a
Currencyrisk
Financial liabilities - borrowings (347) n/a 21 - n/a

2018
Accumulated amount
of falr value hedge
adjustmentson Change in fair value of
the hedgeditem  hedgeditem used e Ltnertemin profit or
Carsying amount of inciuded inthe determine hedge Hedge loss that includes
All figures in £ millions hedgediterns carrying amount Ineffectiveness meffectveness hedgeineffectiveness
interest rate risk
Financeal habilties - horrowings {418) {9 7 - n/a
Currency risk
Financial habilities = bor-owings (4161 n/a {4 - nta

Hedge of net investmentin a foreign operation

ATGIe LUIrency eXposure arises rom the rdnsiation 07 e Group’s net nvesuments incis subsidiarics which have UsD and curo funaiond
currencies. The hedged risk is the risk of changes in the GBPUISD and GBPEUR spot rates that will result in changes in the value of the Group's net
investment in its USD and euro assets when translated into GBP. The hedged items are a portion of the Group's assets which are denominated in
USD and euro. The hedging instruments are debt and derivative financial instruments, including Cross Currency Swaps, FX Forwards and

FX Collars which creates anexposure to USD and eura weakening against GBP.

Itis expected that the change in vaiue of each of these items will mirror cach other as there is a clear and direct economic relationship between
the hedge and the hedged item in the hodge relationshin.

Hedge ineffeclivenass would anse if the value of the hedged nems fell below the vatue of the hedging instruments however thisis unlikely as

gec

the value of the Group’s assets denominaled in USD and eurc are significandy greater than the proposed netinvestment programme

The amounts related to items designated as hedging instruments were as follows:

2019
Changeinvalue of
nedging
Casrying  instrument used Nominal Hedging Hedge
amaunt of to determuna amounts  gans/losses) inetfectiveness
hedged hedge ofhedging recognised m recognised in
Allfigures in £ enillions instruments ineffectiveness  instruments ocl profit or lass
Dervatve inanaal instrument s (21} 13 {722) 13 -

Financatiabilicies - burrowings (246) 10 {246) 10 -



Overview Strategy Perlurmance Govermange Financl skatement. Otherin! 163
16. Derivative financial instruments and hedge accounting continued
o o 2018
Changein vatue of
hedging
Carrying instrument used Nominal Hedging Hedge
amount af to determine amounts  gains/(fossest ineffectiveness
hedged hedge cf hedging  yetognisedin vecognisadin
All figures 1 £ milfions instruments ineffectiveness  instruments QcCl profit orloss
Derwvative nineancabinstruments {59} {224) (7)) (22} -
Frnancial kabifines - bornrowings (2506) (10 {250) 10 -
In addition to the above, £3m of hedgmg gains were recognised in OClin relation to derwvative financial instruments that matured during
the year. included in the translation reserve is a cost of hedging reserve of £2m relating to the time vaiue of FX coilars which 1s not separately
disclosed dus to matenahiy. i
Offsetting arrangements with derivative counterparties
Alf of the Group's derivative financal instruments are subject to enforceable netting arrangements with indwidual counterparues, allowing net
settlernent in the event of default of either parly. Derwative financial assets and liabilities subject to offsetting arrangements are as follows:
2019 2018
Gross Gross Netderivative Gross Grass Netderivative
derivative derivative asiets/ derivative derivative asiers/
Atbfigures in £ millions assets habilities liabihties assets habiliries habilities
CoLnterpariesnan assel position 52 (34) 18 &7 (<4 2%
Counterparues ina habdity positon 2 {5) (3) 1 (15) {14)
Total as presented inthe balance sheet 54 (39) 15 63 {59 9

All of the Group's dervative financial instruments are subject to enforceable netfing arrangements yath individual counterparties, allowing net
setilenient in the event of default of eitherparty. Offset arrangements in respect of cash balamces are described innote 17,

Counterparty @xposdre Irom i gervalives s managed, Logetner with Rat rom deposits and Dank aceount Dalances, within aredit Hmins that
reflect published credit ratings and by reference 1o other market measures (e.g. market prices for credi default swaps? le ensure that there s
nasignificanr risk o any one colnterparty.

The Group has no material embedded derivatives that ave required to be separately accounted forin accordance with IFRS 9 i
‘Financial Instruments’.

17. Cash and cash equivalents (excluding overdrafts)

Al figures in £ mellions

Casiratbank anuan hana

Short-terny bank aeposits

Short-term bank deposits are invested with banks and earn iterest at the prevailing short-term deposit rates,

Atthe end of 2019, the currency spint of cash and cash equivalents was US doliar 30% (2018: 18%), sterfing 12%12018: 30%), and other 58%
{2018: 529%).

Cash and cash equivalents have fair vatues that approximate to their carrying vatue due to their short-term nature. Cash and cash equivaients
include the following for the purpose of the cash flow statement

Alifigures millions

Cashand cash eqlivalents

Bank overdrafts

The Group has certain cash pooling arrangements in US dollars, sterting, curo and Canadian dollars where both the company and the bank
have ategal nght of offsetl. Offsetiing amounts are presented grassin the balance sheet Offsel arrangements inrespect of derivatives are
shown in note 16.
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18. Financial liakilities - borrowings
The Group's current and non-current borrowings are as follows:

.;ilfigiurrersmim»llions - o T - o 7 2079 20‘-87
No_n—current T T T o

T RINH et natas 21T imonin sl wpanar €48%m: 7R nesa sk anmenen €280 17n 72
3TV U doler notes 2022 fromimal armournt $11 ’9 92
3 5% U5 dollar hotes 2025 inominal amoLns $54m) 72 74
S AN edro notes 2026 (narminal s ounr €300m3 262 A73
Revolving credit faciliny 230 -

s ligbilities {see hote 35) 749 2

Current
Due within one year or on demana:
Bank loans ana overdrafts 3 43

Lirase labil ties {see note 35)

Total borrowings 1,664 f24

Inciuded in the non-current borrowings above is £5rm of acrrued inlerest (2018 £6m). Included in the current borrowings above is £nil of accrued
interest (2018: £nil).

Prior (o 1 Jonuary 2019 the Group leased certam equipment under a number of finance lease agreements which were included within
Financiallishilities - horremings On the anplication af IFRS 16 a8 5 1angary 2010 (sae nate Thi st e sss lishilites are nowoncladad withm

Financialliabilities - borrowings.

The maturnities of the Group's non-current borrowings are as follows:

Allflgure-‘s-\"n £milions T Tae T oo
Betweenoneanc twoyears - - 2w 1
Between two and five years 609 Al
Over five years A e e
T - Co T 1,572 ni4

The carrying amounts and market values of borrowings are as follows:

2019 2018

T Effective  Corrying  Market  Effectve  Carrging  Marker

Alltfiruires in £ millians nterost rate value value interpstrate value valuf:
ézmk fearns ang averdrafls S rriiwn/a' o 3_ o __3____ ) _r’? h 43 43
1.875% euro nofes 2021 2.04% 170 170 2.04% 233 233
3.75% LS dollar notes 20027 3.94% 89 90 3.94% Q2 91
3 25% LS dolarnotes 2023 3.38% 72 72 3.36% 74 71
1.375% eino notes 2025 1.44% 262 263 1.44% 273 266
NEVGIvIng Troait fadility o7L% 230 23 - - -
Lease labilities n/a 238 238 n’a 5 =
- o T 1ees 1666 a 720 709

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 debtissued by other campanies. The effective interestrates above relate to the underlying debtinstruments.
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18. Financial habilities - borrowings continued

Finanoal staterents

The carrying ameunts 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 foliowing currencies:
All figures in £ mililons

LS doilar

155
o o o o o o o R 2 0?97 77777 2048
539 ias

576 i

442 536

1G7 3

1,664 120

The Group has $0.8kbn (£0.7bn} of undrawn capacity on its commitied barrowing faclities as at 21 December 2019 (2018 $1.75bn (£1.4bn)
undrawni, In addition, there are a number of short-erm facilities that are utifised 1N the narmal course of business. All of the Group's borrowings
are unsecured. in respect of lease obligations, the rights to the leased assetrevertto the lessar inthe event of defauft.

19. Financial risk management

The Group’s approach to the managerment of financial risks together
with sensitivity analyses of its financial instrumenis is set out below.

Treasury policy

Pearsor's treasury policias set out the Group's princples for
addressing key financial risks including capiat risk, fiquidity risk,
forcign exchange risk and interest rate cish, and sets aut measurabie
targets lor each, The Audit Cammittes receives quarferly reports
incarporating compliance with measurable targets and revicw,

and approve, any changes to treasury policies anaually.

Thatroasury functinn i narmittad to o derivatasadacs thair ) co
reduces a nisk or allows a transaction 1o be undertaken more cost
effectively. Dervatives permitted include swaps, forwards and

collars o manage loregn exchange and Interestrate risk, with foreign

exchange swap and forward contracts the most commonly cxecuted
Speculative transacuons are not permitted.

Net debt

The Group's netdebt position s set out helow:

Aflfiguresin £ millions

Cash ant cash ec;mvarler\rm
Denwvative inancal inst uments
Bank loans anc overgrafts

Bonas

Revohing credit facibity

frivestirenrin finance feasere. eivablie
ieaseiiamlines
Netdebt

Interest and foreign exchange rate management

The Group's principal currency exposure is to the US dollar which
represents more than 60% of the Group's sales.

The Group'slong-term debt is primarily held in US dofiars to provide a
natural hedge of this exposure, which is achieved through issued US
doltar debt or converting euro deb to US dollars using cross-currency
swaps, forwards and collars. As at 31 December 2019, £1.641m of the
Group's debtis held atfixed rates (2018 £674m), with £22m held at
floating rates (2018: £103m), partially offset by US dollar cash
halancas which attract floating rate interest.

Capital risk
The Group's objectives whenmanaging capital are;

> Tomamtain a strong balance sheet and asolid investment
grade rating,

> To continue to nvest in the business organically and
through acquisiuons;

> To have g sustainable and progressive dividend policy. and,
> Toreturn surplus tash Lo our shareholders where appropriate.

The Group aimed to maintain net debi al aleveliessthan 1 5times
adjusted ERITDA before the adopuion of IFRS 16 and less than 2.2 imez
adjusted EBITDA after the adoption of IFRST6 Thisis consistent

willt a solid investmient-grade rating (assuming i materal
deterioration in trading performance) and provides comforiable
treadroom against covenants

Ar 31 Naramher 3016 1ha (Araiin wag rared RRR (e dative 01 rinnk)
H el !

with Standard and Poor's and Baa2 1stabie outlook) with Moody's

2019 2048
T T T T T e
15 i
3) {43
{593) 1675}
{230) -
196 -
(R38) (5
T ame Ty

See note 16 for details of the Group's hedging prograrmme which
addresses interest rate risk and fareign currency risk.

Overseas profits are converted Lo sterling to satisfy stetling cash
outflows such as dividends at the prevailing spot rate at the time
ot the transaction. fo the extent the Group has sufticent sterling,
Us dollars may be held as dollar cash to provide a natural offset to
the Group's debt or to satisfy future US dollar cash outflowes.

The Group does not have significant cross-border foreign exchange

transactional exposurcs
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19, Financial risk management continued

Interest and foreign exchange rate management continued

As at 31 Decernber 2013, the sensitivity of the carrying value of the Grolp’s financial instruments to fluctuations ininterest rates and exchange

rates is as follows:

Allfiguresin £ milions

2019

frmpactof 1% tmpactof 1% loapactof 10%  mpactof 10%

Investments inunbisted securities
Other recewale

Cashang cash ecuivalents
LT e Il B PR
LT owvoave A aab ifi s s nis
Bonds

Other borrowings

Other wet financial assats

Total financiaf instruments

Al figuresin £ millions

Investnients inunlistea securnies
Cash ana cash equivalents
Oerivative “mancial mstruments
BonGs

Other borsowings

Gthet net financial assets

Total tinancial instruments

The table shows the sensitivities of the fair values of each class of
finandial instrument (o an isolated change in either iInterest rales or
foreign exchange rates. Other nel financial assets comprises trade
receivables less trade payables. Asignificant proportion ot the
movements shown above would impact equity rather than the income
statemenit due to the tocation and functional currency of the entities

in which they arise and the availability of net investment hedging.

The Group’s income statementis reported at average rates for the
year whiic Gie batance shieet s bebisiaicd al the yeai-cnd Closig
rate. Differences between these rates can distort ratio calculations
such as debtto EBITDA and interest cover. Adjusted operating profit
translated atyear-end dosing rates would be £22m lower than the
reported figure of £581m at £558m. Adjusted EBITDA translated at
year-end closing rates would be £26m lower than the reported figure
of £804m at L778m.

Liquidity and re-financing risk management

The Group regularly reviews the level of cash and debt facilities
required tofund is activities. This invalves preparing a prudent

cash flow forecast for the next three to five years, determirung the
level of debt facilities required to fund the business, planning for
sharehotder returns and repayments of maturing debt, and identifying
Aan abj’\rnpr\'mm amaotnt of haadroanm ia prm;idp arecerye Agnincr

unexperrad putflows.

Al 31 December 2019, the Group had cash of £0.4bn and an
outstanding drawing of £230m on the US dollar denominated
revolving credit faciity due 2024 of $1.19bn (£0.9bn).

Carrying increasen decreasein strengthening  weakeningin

value interestrates interestrates nsterhing srerling

o 122 =
182 - - {17) 20

437 - - (32) 39

15 H {18; 22 i

(593} 11 (12} 53 L

(1,071) 2 (2) 46 {56)

560 - - 43 7775&

S (348) 9 ey 20 @
T S i T anne
T impactofi%  impactof1% impactof 10% impact of 10%

Carrying increasein decrease in strengthening  weakeningmn

value nferestiates interestrates in sterling stu_!l_n_g_

- V ;}j . V - - ih V 9
508 - - £39) 45

G (3} 3 i {1}

b/ e) i7 117} at /1)

(“42; - - 2 i

20 - - {57} 62

- S L0 o ";l - (+4) ___FE)_L o 78

The $1.19bn facility contains interest cover and leverage covenants
which the Group has compled with for the year ended 31 December
2019, The maturity of the carrying values of the Group’s borrowings
and trade payables are set outin hotes 18 and 24 respectively.

Atthe end of 2019, the currency split of the Group's trade payables
was US dollar £214m, sterling E57m and other currencies £87m
{2018: US dollar £178m, sterling £57m and other currencies £98m).
Trade payables are all due within one year (2018: ali due within

Ul yud!‘},

I he table opposite analyses the Group's bonds and dervative assets
and liabilities imto relevant maturity groupings based on the remaining
period at the halance sheet date o the contractual maturity date.
Short dated derivative instruments have not been included in this
table. The amounts disclosed in the table are the contractual
undiscaunted cash flows (including interest} and as such may differ
from the amounts disclosed on the balance sheet.

Financial counterparty and credit risk management

Financial counterparty and credit risk arises from cash and cash
equivalents, favourable dervative financialinstruments and deposits
with banks and financiat institutions, as well as credit expesuresto
customers, ncluding outstanding reccivabies. Counterparty credit
limits, which take published credit rating and other factors into
account, are set Lo cover the Group's total aggregate exposuieto a
single financal institution, The limits applicable to published credit
rating bands are approved by the Chief Financial Officer within
guidelines approved hy the Board. Exposures and limits applicable

to each financial insUtution are reviewed on a regular basis.
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14, Financiat risk management continued
Financial counterparty and credit risk management continued

Greater than Later than

onemanth oneyear
andlessthan  butless than
Alltiguresing m"iuns - one year ﬂveyearrsﬂﬁ
At 31 December 2019 - ) o
Bonds 12 354
Rate derivatives — mtinws {19) {223)
Rate derivatives — o0t gws 23 237
FX fotwarts -inf.ows (188) (24)
AUtiows 186 23
T o o ?_ h 367
ACH Dervirbo 2678
Bonas 14 431
Rate dernietvos « nflows (20) {268)
Rate derniafives — outtiows 23 2HG

EX dorwaros —inf mws

FX forwards -~ purflows

Cash deposits and denwvative transactions are made with approved
counterparties up to pre-agreed limits, To manage counterparty risk
assoctatedq with cash and cash equvalents, the Group uses a mixture
A e aelemt Framele me oall s Rommis Hame it e A ar D M s e
cf monoy markal funds aswell acbonicdeporiie, Az 2121 Dacombo
2619, 84% of cash and cash eguivalents was held with investment
grade bank counterparties, 12% with AAA moncy markel funds

and 4 held with non-investment grade bank counterparthes.

Tortrade receivables and contract assets the Group's exposure to
credit risk is influenced mamly by the individual charactenstics of
each customer. However, risk associated with the industry and
country In which cusiomers operace may aiso influence the credicnsk.
The credit quality of customers is assessed by taking into account
financial positicn, past experience and other relevant factors.
individuat credit imits are set for each customer based oninternal
ratings. The complance with credit limits s regularly monitored by
the Group. A defauit on atrade receivable is when the counterpartly
fails ro make contractual payments within the stated payment torms.
Trade receivables and contract assets are written off when thereis
noreasonabie expectation of vecovery. The carrying amounts of
financial assets, trade recelvables and contract asseis representithe
maximum credit exposure.

Trade receivables and contract assets are subject to mpairment using
the axpacied ceditioss model The Group appies the [FRS 3 simplified
,:erprr\;rh fromaac \ring nvpnrrad rredit inscac whirh 1208 a lifatime
expected credit loss allowance far all trade receivables and contract
assets. To measure Lhe expected credit fosses, trade receivables

and contract assets have been grouped based on shared oredit risk
characteristics and the days past due. See note 22 for further detanls
about trade receivables and contract assets including movements in
provisions forbad end doutitful debits.

Analysed by marurity

Dtherinformatan

Analysed by currency

Frveyears

| _Ormore Total  _ UB GBP
259 625 177 - 448 625
i332) {S74) {413 (172) (361) £574)
331 591 242 344 5 591
- 1219) - 1210) - (210
- 209 209 - - 209
© s Ba1 587 & 92 641
277 122 189 - 543 j2z
{343) [6E1) (407 44 (444 fhnT)
341 h53 Jed 289 g no3
285 - (IRA] - 12540
312 - - 312
2 T e =

Change of accounting policy: Amendments to IFRS 9 and IFRS 7

Paarson has considered the impact of IBOR reflorm on Pearson’s hedge
accountng. The Group has elected to early adopt the ‘Amendments to
RS 9, and IFRS /interest Rate Benchmark Hetorm’ 1ssued in
September 2019, In accordance wath the transition provisions,

the amendments have beon adopted retrospectively to hedging,
relationships that existed at the start of the reporting period or were
designated therealter, The amendments provide temporary relief
from applying specific hedge accounting reguirements to hedging
refationships directly affected by IBOR reform.

The reliefs have the effect that IROR reform should not generally cause
hedge accounuing to terminate. However, any hedge ineffectiveness
continue should be recorded inthe income statement. Furtheremore,
the amendments set out triggers for when the reliefs wilt end, which
include the uncertainty arising from interest rate benchimark reform
noionger being present.

PRArson Nas a imied e<posure 1o changes N e tLRBOR
benchmark The Group has €395m (£336m) of Interest Rate Swaps
which ave in fair value hadge relationships of €355m (£336m).
Pearson has considered a IBOR rransition plan. Pearson currently
anticipates thatthe areas of greatest change will be amendments to
the contractual terms of EUR-IBOR-referenced floating-rate swaps,
and updating nedge designations

n summary, the reliefs provided by the amendments that apply to the
Group are:

> in assessing whether the hedge is expectad to be highly effeciive on a
forward-looking basis, the Group has assumed that the Euriber
interestrate on which the cash flows of the interest rate swap that
hedges fixed-rate Euro bonds is not altered by {BOR reform.

» The Group will net discontinue hedge accounting dunng the period
of 1IBOR-related uncertainty solely because the retrospective
effectiveness demonstrates ineffectiveness due to IBCR reform.

The Group has assessed whether the hedged Euribor risk companent
is a separately identifiable risk only when it firstdesignates the hedge
and not on an gngeing basis
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20, intangible assets - pre-publication

All figures \.ﬂ"E-i-';'Vi”‘)ﬂHSV ”20‘19- “20‘:8

-COT— it R - T

Atbeginning of year 2,096 1,854

Frehiange differences (66} 77

Adaitians 306 328
Disposals {82) {158)
Transfer from property, plant and ecummment 9 2
Transfer fromintangible assers 12 -
At end of year C 2,2:]57”77”7” 7'.;,07%
Amarrsation e S
At egirtning of year {1.279) 1,113
Exchange aifferences 53 1523
Charge forthe year (261) 27
Disposals 82 158
Atend of year T as oo

- e rras
at2nna o1y Bru vy

included in the above are pre-pubiication assels amounting ta £585m {2018: £577m}which wiil be realised in more than one year.

Amortisation is included in the income statement in cost of goods sold.

In addition to the above, i1 2019 there was 3 £10m charge and additions of £13m relaung to assers and habilives held for sale. In 2018 £242m of
pre-publication assets were included in assets classified as held for sale (see note 32) with a charge of £67m and additions of £60m in 2018 related
10 assets and habilities held for sale.

21, Inventories

Allfigures \’nis;n.ill;c-v;s 20197 7 2018
Rawmémnals a o S ) 5 5
Work in progress 2 -
Finished poods 155 149
Returns asset 7 10

The cost of Inveniories recognised as an expense and inciuded in the ncome statementin cost of goods sold ameunted ta £231m (2018: £275m).
In 2019, £33m (2018 £39m) of inventory provisions was charged in the income statement None of the inventoryis pledged as securnity.

inchrded within the inventory balance is the estimation of the right to receive goods from contracts with customers via returns. The value of the
retirns Assnt i< impaciirod ar tho rnrrying ammiint aof the assets at the time nf sale nlfgr]pri tonihe Grou mn's norrmal irmF-mfﬂry waliatinn mrsrhm‘h')lngy
less any expected costs to recover the asset and any cxpected reduction invalue. Impairment charges against the inventory returns asset are
£rilin 2019(2018: £rul). The returns asset all relates to finished goods.
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22. Trade and other receivables
N T T T T T e e T e e
Current 7
Tradereceivables 9g3 /4
Ruyalty agvanues 4 3
COLpayinn 138 1on
Irvestrentin finance lease recevable 25 -
Deferred contract costs - 1
Accreincome 1 2
Qtherreceivahies 194 193
T T T s
Ncm—cum:n.t
Traae recelvablos 15 20
Royalty acvances - 21
Piopaymenrs 7 13
Trrgesnmient i finanoe ease recevable 171 -
Deferrec contract costs - i
Arcruedincome 5 10
Other recowables 115 25
. o R 313 ) 100

Accrued income represents contract assets which are unbifled amounts generally resutiing from assessments and servicas revenue streams
where revenue to be recognised over ume has been recognised in excess of customer biilings to agate. Imparrment charges on accrued ingome
assels are £ (2018 £0il). The carrying value of the Group's trade and other receivables approximates s fair value, Trade recejvables are stated
net of prowisions tor bad and douptful debts

The movements in the provision for bad and doubtful debts are as foliows:

Al’irfig?es-i.n‘i srollians o - e 2018
Atbeginning of year S T T ' ' e g
AduSUTenL oD Tl appeaton A RS Y - i1Z)
Ladiange vifferences 3 z
Income starerment movements (35) T
Utihsed 36 EAl
At end of year e I

Concentrations of credit risk with respect to trade recevables are limited duc to the Group's large number of customers, who are
internationally dispersed.

The ageing of the Group's trade receivables is as follows:

:\Il-f‘g;gu-re_smﬁ m\!lmns_ 20";977 i ZVEV);“\VHV
'V;frlth‘n Cfu;dﬂ‘(‘ o S e s T N - - B - - g;l B T .
Liptathree months past due aate 155 "7z
Thres (o months past dut cate 35 1z
Six F NS MaNING past JLe ¢ate El o
Nine o 12 months gast cue gate 14
More than 12 months past cue date S1
Net trade receivables I o 7 ) S - 918

The Group reviews I1s bad dehii provision at least twice a yeal foflowing 3 detailed review of receivabie balances and historical paymen( profiles,
and assessment of forward looking risk factors. Management believes all the remaining receivable balances are fulfy recoverable.
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23. Provisions for other liabilities and charges

Deferred Disposals Legal

Allfiguresin £ millians ronsideration Property  and dosures and ather TL:_t_ﬂI
ACT January 2019 S ' o a2 sz s e s
Adjustrael Tonminal application of1FRS 16 (see note Th) - {101) - - (161)
LYcnAnge oifferences (1 - - {2) (3)
Tharged Lonoome staemer - id - 67 77
Releaseo to income staterment - - (5) {15) (20}
Urihsec (5) (1) - (17} (23}
Transfer from trade ano other iatulities - 6 - - 6
Transfer to arher habilities (36} - - - __(E!ﬁ
At 31 December 2019 T - s - a9 b5
Analysis of provisions:
- . — B - . I e
DEF[‘FI'Edﬁ S B VE;;;;DSBH B LEgﬂl 7
Allfigures i £ millions consideration Property andclosures and other Toral
iurrer‘,t o ooy s e ) s - 43 o _-;2_
Non-curreni _ 7 _ & 13
- 6 - 49 65
7 B - ) 7 T - 2018
Curent e 2 5 0
Non-current 36 160 - 9 145
S N T (T A

Deferred consideralion primarily refated Lo the formauoen of 2 venture in North America in 2011, This grovision was reclassitied te ather habilic

during 2019

es

Property provisions in 2018 predominantly related to restructuring and onerous leases. The main provisions related to the consolidation of
London properties and were expected to be utilised from 2020 Uncertainues around property prowvisions related 1o prevailing market conditions
including potential sublet incomo, lease terms including rent free periods, void periods, lease incentives and running costs, Ontheinival
application of IFRS 16 (see note 1bin 2019 onerous lease provisicns have been offset against the relevant right-of-use asset. Properly provisions
n 2019 relate to restructuring and dilapidation provisions.

Logal and other includes legal claims, contract disputes and potential contract losses with the provisions utiised as the cases are settled.
Alsaincluded inlepal and other are olher restruct uring provisions that are generally utilised within one year.

24. Trade and other liabilities

Allfigu;iggmilhuns ) o o - o 2019 ) ”20718
frace payables S 358 21
Sales return tiabihty 122 173
Social cecurity and other taxes 13 16
Accruals 295 397
Deferred income 360 387
Interest navahle 28 45
O hakities w4
o - T/ 17,364 1,555
Less: non-current portion
Accruals - 15
Deferred income 55 &5
Gilet habihties 3 A4
B T o oo S o ___-___-__-86 155

Current pertion 1,278 1,400
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Z24. Trade and other liabilities continued

Othermrmaton

The carrying value of the Group's trade and other liabilites approximates its fair value. The deferred income balance compriscs contract liabilities
in respact of advance payments in assessment, testing and training businesses; subscription income in schoot and college businesses; and

ablgations to deliver digital content in future perods.

25, Retirement benefit and other post-retiretnent ubligations

Background

The Group operates anlmber 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 seclionalised to provide both defined benafit and
defined contribulion pension benefits. | he defined benefit secuon
was ctosed to now members from 1 Movomber 20045 The dofined

contribution section, cpened in 2003, 1s open to new and exisling
employees. Finally, there is a separate section within the UK Group

All figuresin v

Diefined bhenelir

refined contribution

Total

The athermajor defined benefit pians are based Inthe UUS. These are
also final salary pension plans which provide benefiis to members in
the form of a guaranteed pension payable for hfe, with the tovel of
benefits dependent orilength of service and final pensionable pay.
The majority of the US plans are funded.

The Group also has several post-retirernent medical benefit plans
(PRMBs), principaliy in the US. PRMBs are unfunded but are accounted
for and valued similarly to defined benefit pension plans.

The defined benefit schiemes expose the Group to actuarial risks,
such as life expectancy. mflation risks, and nvestment nisk ihchuding,
asset volatility and changes in bond vieids. The Group s not exposed
lo any unusuat, entily-sgecitic or plan-speditic risks.

piartsevup for auw-enroiment, The defined beneiil secuon of the

UK Group planis a final safary pension plan which provides benefits
tomempers in the form of a guaranteed level of pension payable for
fife. Tha level of benefits depends on the length of service and finai
pensionable pay. The UK Group plan is funded with benefit payments
from trustee-administered funds. The UK Group plan is admuinistered
inaccordance with the Trust Deed and Rules in the intereses of (ts

Lerefivares by Pearson Stuup Fensiuh Truaswee Linawey,

AL31 December 2019, the UK Group plan had approsimately 26,000
members, analysed in the foliowing table;

Active

Deferred Pensioners

;(;tal
- - T Y
) 12 35 - 47
R N - T

The defined contnbution section of the UK Group plan operates a

Reference Scheme Test(RST) pension underpin for its members.,
Where a member's fund value 1s insufficient 1o purchase the RST
pension upon retirement, the UK Group plan s liable for the shortfall
to cover the mermber's RST pension. Aliability of £32m (2018: £23m)
Inrespect of the underpin s included in the UK Group plan's detined
penefit obligation, calculated as the present value of projecied
payments less the fund value, Fram 1 January 2018, members who
have sufficient funds to purchase an RST pension are able o convert
their fund value o a pension in the UK Group plan as an alternative to
purchasing an annuily with an insurer. The Group does not recognisc
the asse(s and habilites for members of the detined contribution
section o1 the UK Group plan whose tund vaiues are expected (o be
sufficient to purchase an R3T pension without assisiance from the

UK Group plan. The deftned contribution section of the UK Group plan
nad gross assets of £312m at 31 December 2019 (2018, £453m).
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25, Retirerment benefit and other post-retirement obligations continued
Assumpticns

The principal assumptions used for the UK Group pian and the US PRMB are shown helow. Weighted average assumptions have been shown for
the other plans, which primarily relate to US pension plans.

o UKGI’BUP V Gthe;' 7117(’{:;0\\;! S 0("\;’77777

Al figures in v ptan plans PRMB plan plans PRMB
inflation s 17 15 332 g 15
Rate usedtoalscount plan abilties 2.0 3.0 31 2.8 4.0 4.1
Expected rate of increase insalaries 3.5 29 30 38 29 20
Expecred rate of increase for pensions in payment and

aeferred pensions 1.B5to 5.05 - - 2.1t 5.1 - -
Imitial rate of Increasce Inhealtheare rate - - 6.4 - - LA
Ultimate rate of increase in healthcare rate - - 5.8 - - 5.5
The UK discount rate 1s based on corporate bond yields adjusted to The experted rate of increase in salaries has been set at 3.5% for 2019.

reflect the durgtion of habilites.
For the UK Group plan, the mortahity base table assumptions have

The US discountrate is set by reference to a US bond portfolio heen undated and are derived from the SAPS S2 for males and femates,
matching model. adjusted toreflect the observed experience of the plan, with CM|
model improvement factors. A 1.5% fong-term rate improvement on

The infiati te for the UK G f 36y ref] he RPI . . .
einflation rate for the Uk Group plan of 3% reflects the RPI rate the UM modet is applied for both males and females.

In line with changes to legistation in 2010, certain benefits have been

calculated with reference to CPHas the inflationary measure and in For the US plans, the mortality table (Pri - 2012) and 2019 improvement

these nstances a rate of 2% has been used. scale (MP - 2018) with generational projection for male and female
annuitants has heen adopted.

Using the above tables, the remaming average life expectancy in years of a pensioner retiring at age 65 on the balance sheet date for the
UK Group plan and US plans is as follows

24 3 SR 276 EEN

The remaining average Iife expeclancy in years of 2 pensioner retiring at age 65, 20 yoars after the balance sheet date, for the UK and US Group
plansis as follows:

All figures in years 2019 2018 2019 2018
Male 28.5 254 22.2 22
Female 26.1 26.3 241 24.2

Although the Group anticipates (hat plan surpluses will be utitised during the life of the plsn to address member benefits, the Group recognisesits
pension surplus in full in respect of the UK Group pian on the basis that it is management's judgement that there are no substantive restrictions
onthe return of residual plan assetsin the event of a winding up of the plan after all member obligations have been met.



{veniew strategy Periormance

Fnanci statements Qther ingnmanon

25. Retirement benefit and other post-retirement obligations continued

Financial statement information

The amounts recogmsed in (hP income statement are as follows:

Currentservice cost

Past service cost
Curtallments

Adnnnstranarn PX(‘PH (‘5

Total operating expense
IREErCsT 0N plan assets

Interest on plan liabilites

Net fman ce {mcome)/expense

Netintome statement charge

Alltigures in £ miliions
turer’;;rivWirrfrf rost
Past service cosl
Curtardments

ALAFI‘II‘EHH()[\QH wpf\mses

Total aperating expense
Interest en plan assets
fieresonp slari liabaliie

Net flnance (mconw)/expense

Net iIncome statement charge

The amaunts recognised in the halance sheet are as follows:

AII figures in £ millions

Fairvalue ofpian assers

Presentvalle of defined

[HCTIE LJ;.mxmluli

Net pensten asset/(ilabllkty)

Other post-reurement medical
henef robligaron

Other " pension acernals

N et re(lren\ent benetit asset
ﬂrldly:eu CEN

Relreiment henefit ausets

Retr erent hf'n L=l.t obl galions

UKaraup Other funded

Gefined
UK Group henefit

(2) -
& -
e :
59 (i
73 5]
IR
___________ s —

s
Coitiied

UK Group benefic
plan cther

7 2

8 -

Deﬂned .

57 Y
- (] (3)

- ——— - pp— - E
57 L
- - {94)
T i _\2 ‘Bl
i - 2 (3
57 1 56

- PURES

Defined

contribution PRME Toral
T ".; “__-___7{713 S frd
- - 2
- an (11}

- A

(h; o f;:’

- =7

2 i
2 an

(1})) 777777 D

"""""" 2018

T omer

UK Group QOther funded unfunded

_;_)_I%ns . plans Total
o o aa

[/,05m)

£49)
(i

Arvioncc pe. raniy ::A ferr rdsfirmadd
.- "o

Arcounts recognised lor post-remn ement medical henefit plans

mpmnl_nn

(8.2} 19}
BE £
{14y 1
7
- w15
Other
unfunded
plans Total
- 3,461
e {3,065
19} 392
43)
{12}
5:&7
429
(22)

Total recognised in year

571

L {100
2¢172 2018
t1am 5
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25. Retiremnent benefit and other post-retirement obligations continued
Financial statement information continued

The fair value of plan assets comprises the following:

2018

7 L Grouy jedsalals [ Gﬁr:c-:p ) Dthor
Al figuresin v plan  funded plans Tatal plan  funded plans Toral
tnserance o Y T S 29
EaLities 1 1 2 1 1 Z
Bunds 5 2 7 - 2 2
Proporty 5 - 5 7 - /
Pooled asset investment funas 30 - 30 44 - A4
Other 13 - 13 16 - 16

The plan assets do not inctude any of the Group's own financial instruments, or any property occupied by the Group, The table below further

disaggregates the plan assets into additional categories and those assets which have a guoted market price in an active market and those that
do not:

2619 2018

T Guowd  Nuwwsied  Guued  Hogueed
All figuresin v marketprice  market price markerprice  market price
tnsurance i S 43 - 29 -
Man-LK eqaties - 2 - 2
Fixed-interest securites 7 - 2 -
Property - 5 - 7
Pooled asser investment funcus 30 - 44 -
Other - 13 -

Total o o 80 20 S
The tiquidity profile of the UK Group plan assets is as follows:

All flg;]ﬂ?ﬁ intg o ) V 2019 2018
Ligviid - call <1 »nonth 37 51
Lesstiguid - call 1-3 months - -

Ilaute = call >3 months 63 43
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25. Retirement benefit and other post-retirement obligations continued

Financial statementinformation continued

Chariges ir the values of plan assets and liabikties of the retrement benefit plans are as follows:

Fair value of plan assets

Opening fairvalue of plan assets
Lychange differences

Intereston plan assets

KelLrm on plan assets exOuaINg Interest
Contedunons by Crnpivyes

Ber elits pand

Qther

Closing fair value of plan assets

Present value of defined benefit obligation
Cipening defines benefit onlieanion
Fxihange difference:

Current sernace cnst

Pastservice rost

Curtailments

ACITHINSTIAtION SXReNses

interest cnglanliabziitics

Aciiarial pamnsflosses) —expet e
Actianial samnsfilosses) - demographae
Avtiatial pains/losmes) - fimandal
Comrit:uanns by emplovee

Tther

Benefits paid

Closing defined benefit obligation

UK Group

Fmbal
3,240 141 3,381 2,337
- {5) (5) -
29 5 94 B2
133 13 1ag {45)
3 z 5 I
(124) (16) (140} {141
- (20 (20) -
B Y T
(2.67%) ‘i (2,848) [P
~ 5 5 -
{6} 3 (9) (7
- - - 8)
2 - 2 -
6) - 12 0}
(73) (6} (79} (AR
(6) m (7) (41)
18 1 19 112}
(294) (12) {306} £31
- 20 20 -
124 16 140
L RS s @0

The weighted average duration of the defined benefit cbligation is 16 years for the UK and 8 years for the U,

Changes in the vaiue of the US PRMB are as fallows:

All figures

£rmllions

Operune delinen her;fm abligation
Fxchanpe differences

Current service cast

Curtailments

Imterest on plan habkilives

N TR TV PN
Actzarial ga naflones)— &g O

A ki ,.-‘-,! A flemeany
EA S VIS Sh TR RIS Fefotrtalst)
Actuanal gans{losses) - financiad

Bene s pard

Closing defined benefitobligation
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25. Redrement benefit and other post-retirernent obligations continued

Funding

The UK Group planis self-administered with the plan's assets being
held independently of the Group in trust. The trustec of the planis
required to act In the best interest of the plan's beneficiaries.

THe iostredant nariia actuanial valualion le’fuﬁd;ﬂg [UISTRV WSS
WES (ommpieted as al 1 january 2018 and this valuation reveated a
techmical provisions funding surplus of £163m. The plan expects te
be abie to provide benefits (in accordance with the plan rules}

with a verylow level of reliance on future funding from the Group.

Assets of the plan are divided into two elements: matching assets,
which are assets that produce cash flows that can be expectled to
match the cash flows for a proporuon of the membership, and inciude
alighility-driven investment mandate {UK bonds, interest rate/infiation
swaps and other derivative instruments), pensioner buy-in insurance
polices, inflation-hinked property and infrastruclure; and return
seeking assels, which are assets invested with a longer-term horizon
to generate the returns needed to provide the remaming expected
cash flows for the beneficiaries, and include diversified growth

funds, properiy and alternative asset classes. The plan's long-lerm
investment straiegy ailocates 91.5% to matching asscis and 8.5% to
return-seeking assets,

Sensitivities

In February 2019, the UK Group plan purchased a further pensioner
buy-in pelicy valued at approximately £500m with Legal & General.
This s in addition to the previous buy-in policies with Aviva and Legal &
Gerslalbiotalting D1 2L1owihadh were purchased i 2017, As a result of
this latest transaction. 95% of the UK Group pian's pensioner habiliues
are now matched with buy-in policies. These transfer sigmificant
longevity risk to Aviva and Legal & General, reducing the pension risks
being underwritten by the Group and providing additional security
for members.

Regular employer contributions to the planin respect of the defined
benefit sections are estimated to be £3m for 2020.

The effect of a one percentage point increase and decrease in the discount rate on the defined benefit obligation and the lotal pension expenseis

as follows:

Allfiguresin £ milbons

Effect:

[Decease)/inaease indefined penefit ubligation = UK Group plan

{Evcrease)/increase indetined benetit obligation - Us plan

29

1% increase 1% decrease

The eifec of members iiviog one year more or one year fess on e defined benefit obhgauon is as foiiows.

Allfiguresin £ milhons

Effect:

Increase/(derease) n defined benefie obligation - UK Group plan

Increase/(decrease)indetined penelil obhigation - Us pian

{434) 591

{114} 13

o o B T 2‘019
Oneyear One year

increase decrease

132 (126)

-4 {8)

The effect of a half percentage point increase and decrease in the inflalion rate 1s as follows:

Allfiguresin £ millions

0.5% increase 0.5% decrease

Increandidorrsses im datieod bonafs shlieotion K Gimen plan
noeleefferregeohn Colirod honeht opipation ~ UK Grove oo

increase/{decreaseyim defined keneiit obligatinn - LS plan

153 136y
=21 =

The above sensitivity analyses are based on a change in an assumption while holding all other assumptions constant, althaugh in practice this is
unlikely to occur and changes in some assumptions may be correlated. When calculating these sensitivities, the same method has been applied to
calculate the defined benefit obligation as has been apphed when calculating the liability recognised in the bafance sheet. This methodology is the
same as prior periods,



Overnew Strategy Pariormance Covernansye Francial statements

26. Share-hased payments

The Group recognised the following charges in tho income statementin respect of its equity-settled share-based payment plans:

Alifigures in £ millions

Pearson plans

The Groun operates the following equitv-settled emplovee option and
share plans:

wWorldwide Save for Shares Plan - Since 1994, the Groug has operated
a Save-As-You-Earn plan for UK employees. in 1998, the Group
introduced a Worldwide Save for Shares Plan. Under these plans,
employees can save a portion of their monthly salary over perioris of
three of five years. At the end of this period, the employee has the
QRO LU PUTChidse O Uinar y shidres with ibe accoinuigied lunds atdg
purchase price egual to 80% of the marke! price prevailing at the nme
afthe commencement of the employee’s particpation inthe plan
Options that are not exercised within six months of the end of the
savings period iapse uncanditionally.

Employee Steck Purchase Plan - in 2000, the Group established an
Erplovee Stock Purchase Plan whach aliows all emiployess in the USto
save a portion of theirmonthly salary over six-month periads. At the
end of the period, the employee has the option to purchase Armerican
Depositary Receipts (ADRs) with their accumulated funds at a purchase
price equatin 85% of the lower of the market prices provalling at the
beginning or end of the period.

Other in‘armation 177
2019 2018
25 3/

Lang-Term Incentive Plan - The plan was firstintroduced in 2001,
renewed again in 2006 and again in 2011. The plan consists of restricted
shares. The vesting of restricted shares is normally dependent on
continuing service over a three 1o five-year peniod, and In the case of
executive directors and senior management upon the satisfaction of
corporate performance targets over a three-year period. These targets
may be based on market and/or non market performance oritora.
Restricied shares awarded to executive directors in May 2019 and

May 2018 vest dependent on relative total shareholder return,

return on invested capital and adjusted earnings per share growth.
Other restricted shares awarded in 2019 and 2018 vest depending

an continuing service over periods of up tothree years.

Managementincentive Plan ~ The plan was introduced in 2017
combining the Group’s Annuat incentive Plan and Long-Term incentive
Fidn Tur SerOr e el Tie nuriier of SHd) es (0 be g1 e w
participants s dependent on Group performance in the calendar year
preceding the date of grant (on the same hasis as Lhe Annual incentive
Rlan}, Subsequantly, the shares vest dependent on continuing service
aver a three-year penod, and additionally inthe case of Pearson
Executive management, upon satisfaction of non-market based
performance criteria as determined by the Remuneration Committes
Rustrithed siares awdrdoed as pan i ol ne 2018 icsageient e five
Plarwere granted in Aprit 2019, Restnicted shares awarded as part of
the 2013 Management Incentive Plan will be granted in April 2020,

The number and weighted average exerase prices of share options granted under the Group's plans are as follows:

Dtstanding at beginning of year

Granted curing the year

Exercisec during the year

FuiTeited cutmy the year

Number of share

2018
Weighted average Number of share

Weghted average

options exercise price options exercise price
2005 £ 0005 £
S s36 pam o Thms
877 229 5&0

674 70 (.57

Pt

Cptions were exercised regularly throughout the year The weighted average shore price during the year was £8.07 (2018: £8.43). Early exercises
arising from redundancy, retirement or death are treated as an acceleration of vesting and the Group therefore recagnises in the income
statement the amaunt that otherwise woud have been recognised lor services received over the remainder of the original vesting periad.

The options outstanding at the end of the year have wesghted average remaining contractual lives and exercise prices as follows:

2018

2049
Number of Weighted average Number of Weighted average
share options contractual life share options conrractual ife
000x Years 0005 Years
2,376 2.29
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26. Share-based payments
in 2019 and 2018, options were granted under the Worldwide Save for Shares Plan. The weighted average estimated fair value for the options
gramted was calculated using a Black-5choles option pricing modei.

The weighted average esumated fair values and the inputs into the Black-5chales model are as follows:

ape N

Weighted average Weighted average
Facvale T awm mies
Weighleo average share price £8.30 {144
Weighted average exerase price £6.77 £5.80
Expecteavolatihty 32.07% 33787
Expecied life 3.7 years 3.7vears
Risk-free rare 0.66% PR Pas]
Expectec dividend yiely 2.11% 5.21%
Forfeiture rate 3.2% 3.2%

The expected volatility s based on the historical volatility of the company's share price over the previous three to seven years depending on the
vesting term of the optians.

The following shares were granted under restricted share arrangemenis:

2019 2018
Numbes of Weighted average fair Number of Weighted average far
shares value shares value
0G0s £ 000s
Long-Term Incentive Plan 2,785 8.09 2,507 7.55
Management incenuve Plan 1,435 8.49 2,035 /a5

The fair value of shares granted under the Long-Term Incentive Plan and the Management incentive Plan that vest unconditronaily is determined
using the share price at the date of grant. The number of shares expected Lo vest is adjusted, based on historical experience, to account for
potental forfeitures. Participants under the plans are entitled to dividends during the vesting penod and therefore the share price s not
discounted.

Restricted shares with a market performance condition were valued by an independent actuary using a Monte Carlo model. Restricted
shares with a non-market performance condition were fair valued based on the share price at the date of grant. Non-market performance
condibions are taken into consideralion by adjusting the number of snares expected to vest based an the mostiikely outcome of the relevant
performance criteria.

27 Share capital and share premium

Number of Share Share

shares capital prenium

£m £fm

ACljanuary20i8 i ’ o 200 vedz
Issue of ordinary shares — sbhare aption schermes B64 1 5
Purchase of awn shares 121,840) L
;\?aqﬁecér_ﬁar_zfns T S 781,078 R 195 2.607
lssue of ardinary shares —-share apton schemes 1,021 - 7

~ ' - . .
Pl Chimne U wvvil > el

782,088 195

Ar 31 Decamber 2019

The ordinary shares have a par vatue of 25p per share (2018: 25p per share). All issued shares are fully paid. All shares have the same rights

The £300m share buyback programme anncunced In Gelober 2017 was completed on 16 February 2018, A further 22m shares were purchased
under the programme in 2018, The shares bought back have been cancelled and the nominat value of these shares transferred to a capital
redemption reserve. The nominal vaiue of shares cancelied at 31 December 2019 was £11m (2018 £11m).

The Group manages its capital ta ensure that entitics in the Group will be able to continue as a geing concern while maximising the return
to shareholders through the optimisation of the debt and equity balance.
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27. Share capital and share premium continued

The capital structure of The Group consists of debt (see note 18}, cash and cash equivalents (see note 17) and equity attnbutable to equily holders
of the parent, comprising issued capital, reserves and retained earnings.

The Group reviews its capital struclure on a regular pasis and wilt balance its overall capital structure through payments of dividends, new share

issties as well 33 the issue of new debt or the redemption of existing debl In ine with the financial risk policies outined In note 19

5. freasury shares

Pearson pic

Number of

shares
7 0o0s £m
A tjanvary 208 - " save el
Purchase of treasury shares - -
Release of treasury shafm . ) (2,759 (28}
AL3T December 2018 T T s s
Purchase of treasury shares %,100 52
Release of treasury shares B ) e e (6.067) (61)
AU31Decemberzotd 3 a4
sPoarson ple sharesin drust to aatisfy o ohligations undar s rastndted share plans (see note 20, Thesa shares, representng
) of called-up share capnial, are treated as treasury shares for accounting purposes and have a par value of 25p per share.
The nominalvalue of Pearson ple treasury shares amounts to £0.8m (2018: £0 Bm). Dividends on treastry shares are waived
Al 31 December 2019, the market value of Pearson plec treasury shares was £21m [2013: £30my).
49 Onher con ;prehen;we income
o o - T T o T T T T e
__t:ii:‘\ttrlbmable to equiry hOldPF‘i Df theicio’;;;a?ny i N;';iiﬁi o
Fair value Translation Reramed controlling
Aiiflgure;mfzmlllmns ressrve roseret ocarmngs Toral intprest Totai
Iterns th%tmay he recI355|ﬁed tothem;bﬁeisﬁt'ateme]tiw o o -
Metoxchange e urtrarslarong Wrotsrs e oun {112) {113} {113}
Mt v 3nc Hifiaran 5 [F3tal Qll.‘j!.,.[;
nperattons SOLates - 2) - (2 - {2)
Currency translabon adjusrment gispoased - 4 - 4 - 4
Attributable tax - - 5 5 - 5
tems that are notreclassitied to the income statement
Farwsliye mae nnarker fnseisl zeess 20 - - - 2n
Attributable tax - - {4} - {4)
Remezsuyemoent of retiternent bensfit obligations ~ Group - - (145) - (1435)
Remeasurement of patiremesnt beaetit obl.gs — AneaTe, - - {4 - {4y
A!mhutabic fax - - 22 - 22
Other cumprener\slve (prenseglmcume t"r:.r the year 7 20 {111y (\Mt\ - o 1.21'77!7
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28. Other comprehensive income continued

2008
7 mubumbletoequiyholdersofthecompary
Fair value Translation Retained cortroting

Al figuresin £ milions reserve reserve earnings  Total _|n_te_res_t o Torat
feras Chu:‘ n:;',_be-a eilassificd '1-\; t;c_.&uun- staleriient
Netexenonge differences nn g - 91 - G1 - 21
Netexchange differer ces on trarnslation of foreigr
operalions - associales - (1) - (1) - {1}
Currency transiation agjLstmoent disposea - 14 - 4 - (4}
Artributable tax - - {4) ) - (4}
ltems that are not reclassified to the income statement
Fair value gain on other finanical assets g - - H - 5
Attributabile tax - - - - - -
Remeaserement of rethrement benefir oblgations - Greup - - 27 22 - 22
Remeasurement of retirement benetit obkgations - assonia es - - 3 3 - 3
/if_tﬂmjtable tax - - ) 9 B 4
Uther comprehensive income/(expense for cheyear ) 30 ' -
30. Business combinaticns
During the year the Group made some smatl acquisitions, including Lumerit Education and Smart Sparrow, for (otal caonsideralion of £40m.
Details of the assets acquired, and the assoaated consideration, are shown in the table below.
:‘m;‘\gﬁr'e-s |;'> E-;u;ons T T S S 777_ 7 . __; _}U:é
intangible assets ’ ) U S 3
Trade ana other recevables 1
Trade and other liabilives (2)
Netassetsacquired S 22
Gooowilt 18
Total o I ag
satisfiad hy:
Cash o _ 40
Totalconsideration o - B ] 40
There were no significant acquisitions in 2018. There were na material adjusiments Lo pricr year acouisitions i 2019. The net cash culflow
refating to acquisitions in the year is shown below.
A_Il-fl_éu-rés inf millions T o - o T T 2- E)_1-9 o 72701787
Cash flow on acguisitions S o -
Cash - current year acauisitions (40) -
Deferred payments for prior year acquisitions and other tems ) (%)
Neteash outtiow I = E R £

During 2019, the Group's associate, Penguin Random House rased additional capital from its owners in proportion to their equity interests with
the Group's share being £40m.
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31, Disposals

In March 2019, the Group completed the sale of its US K12 Courseware business resulting in a pre-tax profit on sale of £13m. Total gross proceeds
were £200m induding £180m of deferred proceeds which include the fair value of an unconditional vendor note for $225m and an entitlement to
20% of future cash flows 1o equity holders and 20t of net proceeds in the event of a subsequent sale (see note 14 for further details). Tax on the
disposalis a benefit of £51m1. Other disposal temns relate to investment sales and adjustments Lo prior year transactions.

O aom ame
All figuresin £ millions o o Nit_es___ . __KTZ _____ _chm: Toral Tatat
Disposai of subsidiaries and associates ' - ) ) ' -
Property, plant and calpment - - - 17y
Irtangile assers (e - {101) (17
v estments I jaini venitlres ahid assaciates ~ - - {3}
LTI TOG NGNS WA 3S0TS 1108 {100
Intangible assets ~pre-pablcatior (238) - {238} (8y
inventories 54) - (54) (1
Trace and ether recevables {70} - {70} 1305
Cashane cash eqgurvalents {fexcluding overdrafls) {(104) - (104} (11
Meteferved ntome tax habiiies - - - S
Irade and omer hannies 520 - 520 e
Provisions for other habifities anc chavges - - - i
Cumulauve currency ranslation acjustment o 29 {4) - )] E
Net asscts disposed T T (161 N
Cashreceved 20 - 20 245
Deferreq proceess 18¢ - 180 3
Faty value of f nancis asset acguired - - - 2
Costs o [26) 3 {23
Gamnon d.isp-ﬂ-;;alm - - 0 0 0 A - 15 - ) 3 7”71677”” B
Mlfgoresinemillions T T o T g a0
Ca;; T'IC-!\_Nf;)m (‘iispo-sals - | ’ o -
Cash-cutrentyes disposals 26 213
Cash and cash equivalents disposed (104) {119}
Cosis ana other disposal kabidities paio ~ “7n {23
Net cash (outflow)/inflow o T T Cpon T
Anatysedas: T T I o o
Cash (mutflow)/inflow traen sabe of subsidianies (101) B
Cash mflow frore sete ol ot vertires and assodiates - 18
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32. Heid for sale

The held for sale asset in 2019 is the 25% hotding in Penguin Random House following announcement of the sale in December 2019. Held for sale
assets and llabilities in 2018 related to the US K12 Courseware business priorto disposal in 2019,

2019 i 2018
Allfiguresin £ rmllions ”’f'otal Total
Non-cur}en?a;s-ets ST T i
Intangible assets - 1hE
Invesfments In joint ventures ana associates 397 -
Deferreg income Lax assets - 98
Trade ana other recevables - 25
T T T ) o o Bg?ﬁ T 2491
Current assets
Inrangible cwsets - pre-publication - 242
Inventaries _ 55
Trade anu other receivatiles - 50
- ESY
Assets rla_gsii;j:ci;g Eeld for sale B e 397 bas
Mom-current liabilities S o ’ N
Other liahilities - [371)
e e T e o e . N = _ (75717)
Current liabilities
Trade and ather habibities - {202
[SeTaind)
ied as hefd for sale ’ S I /3
Netassets classified as heldforsale T T - 397

Goodwill is allocated to the held for sale businesses on a relative fair value basis where these businesses form part of a larger cash generating
it (CGUY.

The Group has historically presented Lhe results of PRH separatolv within segmoentinformation {see note 23to provide further information about
the composition of the Group outside of the primary segments. The Group has not viewed Penguin Random House as comprising a separale
major ine of business since the sale of 2245 of the Group's stake in Penguin Random House Lo Bertelsmann in 2017, On this basis, the Group

has not classified Penguin Random House as a discontinued operation.
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S T T TNotes 2009

Profit ' 266
Adiustments for:
incoame 1ax (34) {U2y
Deoraciahon 10 123 66
Amornisation ana impairment of acowred intangihles and gooowii] 1 151 a8
Armortisation of software 11 115 88
Net finance cusls 6 43 55
Charges relaning to GMP eaLalisation - &
Share of results of jomnt venturas and assogates 12 (54) (ady
Prant an d' spiosal of subsidaries, associates, investmer 15 angd fixend assels (9} fR5)
Netprofo on gisposal of -ight-af-use assets hele urder leases {4) -
Net foreign exchange acjustnent from ransactions (21} 28
nvestment Income {2} -
Share-hased payment cosis 76 25 37
Pre-publicaton {55) {31
Irventories (20} (1
Trace and other recevables 59 (15§
Trade ana other hakilites {157) 35
Ralremeni herelr apligaunns 5 {9}
Provisions for other hatalities anc charges 49 3
N_g( c;s_ﬁ ge;c-\-ra?cd from operatior;s ) T 480 -‘)4;
Orviciends from joint ventures and dssodates 64 s
RursClptaimma Lo UIvIuR g s TG PUk gL Randion o se - {50y
Purchase of property, plant and eouipmaont (55) (/4
Acoasirian of new night-of-Use lease assets (64} -
Purchase of intangible software assels {138) [ 40)
Proceans fram sale of property, plant ana eaupimerns and intangible software assets 1 128
Disposal of right-of-use lease assets 17 -
Inuasimant ineama 2 -
Net costpmd far/ipr o o e R _111 {25)
C;pera{ing cash flow - O ae o fl“
Oparating lax pad {9) (42

2 fln_auce__s_ot,lg,_pmd - i (64} (22)
aperating free r;si;ﬂn;ul o T ' 444
Nor-operating Lax pala {21 -
Net {rost pala foryproceens from major restructuring e B - 1) 25
Freecashflow o S [ N PR
Dividentis patct {InclLeIng 1o non-cont roling merests) o {148} (137,
rTJét r\;ovement of funds fror}\ opCrat-gr:nrs o T T T T - - - T E: T 3__:
Acauisrions and disposals {193} an
Re-capitahsation awvicends from Penguin Random House - 50
Loans{acvancedrepad ncluding to related parties) (49) AN
MNew eguity 7 3}
Buvhack of ecuity - (153)
Purchase of treasury shares {(52) -~
fiher movements on finan<ial nstruments R U ()
Net movement of funds T - T - {_231} 7 i_?T
Excpange movernants onnet depf 24 (8.2
Tomtmovementmnecdent T T T T T Ty
Opening metaebt S sy
Adjusrment onmitial application uf tFRS 16

Closingnetdebt
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33, Cash generated from operations continued

et cash generated from operations is translated at an exchange rate approximating the rate at the date of cash flow. The differenice between
thisrate and the average rate used (o translate profit gives rise to a currency adjustmentin the reconciliation between net profit and net

cash generated from operations. This adjustment reflects the Liming difference between recognition of profit and the related cash receipts

or payments.

Uperaung cash flow, operaung free cash flow and (olal free casn now are non-GAAF (NCN-ST3LUTOFY} MEasures ana nave peen aSCiosed and
reconeiled i the above table as they are commonly used by investors to meaasure the cash performance of the Group. In the cash flew slatement,
proceeds from sale of preperty, plant and equipment comprise:

All figuresin £ millions _ o o 2019 ” 2018
Nat hook amonnt S o o 3 41
Frofit/lloss) cisale of propeity, plant and equiprent 2) 8/
Proceeds fraom sale‘of_prlq_pxt_e__r_ty,plant and eq‘ufprg_e_zg_t:__ o N ] _ tas

The movernents in the Group's current and nori-current borrewings are as follows:

Foreign  Fair value and

New leases/ Transfer from

|FRS 16 dispesalof  non-current Financing axchange other
All figures in £ millions 2018 Transition leases tocurrent cash flows  movements movements __2_(2__
Financia-!_habiiities _____ - S o o
Nan-current borrowings 643 /02 q1 (88) 230 8 9 1,567
Current borrowings 25 8Y - 88 (139 ik - 79
Total S s Byl o - g1 (51) 9 1646

Non-current borrowmgs include bonds, derivative financial nstruments and leases. Current borrowings include loans repayable within one year
and leases, but exclude overdrafts classified within cash and cash eguivalents.

34. Contingencies and commitments

There are contingent Group habilities that arise in the nermat course of business in respect of indemnities, warranties and guarantecs in relation
to fermer subsidiaries and i respect of guarantces in relation to subsidianies, joint ventures and associates. In addition, there are contingent
liabiities of the Group in respect of unsettled or disputed 1ax liabilities, legal claims, contract disputes, royalties, copyright fees, permissions

and other rights. None of these claims are expecied to result in a material gain or loss to the Group.

On 25 April 2019, the European Commission published the full decision that the United Kingdom controlled foreign cormpany group financing
partial exemption (FCPE) partially constitules State Aid. The Group has lodged an appeal. The Group has benefited from the FCPE 1n 2018 and
prioryears by approximately £116m. At present the Group believes no provision ts required in respect of this issue.

During 2019 the Group receved an assessment from the tax authorities in Brazil challenging the deduction for tax purposcs of goodwill
amarusation for the years 201310 2016, Sirmilar assessments may be raised for other years. Potenual wotal exposure could be up to £124m
[BRL 556m) up to 31 December 2015, with additional potential exposure of £45m (BRL 239m)in relation to deductions expected to be taken in
future periods. Such assessments are common in Brasil. The Group believes that the likelihood thal the tax authorities will ultimately prevail is

iy, iU tat e Groups positivn s sttung. Avpresend itte Group elieves no provisivn s eguied.

At the balance sheet date there were no comimutments for capital expenditure contracted for but not yetincurred. Comnmutments in respect of
leases are shown in note 335

3%, Leases

The Group's lease portfolio consists of approximately 750 property leases, mainly offices and Lest centres, together with a number of vehicle and
equipmeant leases The Groue has adanred IFRS 1AL ease<’ a7 1 January 2079 and anpliad the madified retrospective approacrh Comparatives for
2018 have not been restated. The Group has elected not to recognise right-of-use assets and lease liabilines for short-term leases that have alease
torm of 12 months orless and leases of low value assets. The Group recognises the lease payments associated with these leases as an expense on
a straight-tine basis over the lease term.

Disclosure required by IFRS 16:
As alessee:

The amounteracoanised in tha incom ave ac fallows:

Allfiguresin £ milfions Nota 2019
tnmerest onlease liabilities £ {45}
Expenses relating to short-term leases (2}

Depreciation of nght-of-use assots B o 1 {64}
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35. Leases continued
Right-of-use assets compnise the following and are included within property, plant and equipmentin the balance sheet:

2019
T landard  Plantand

Allﬂnuresm£m\ihons e __bg_l_!_:fl_r&gs_______c,q_u_l_p___rn__cf_r____V_____ __”T::!al_
Bahm(e at 1 [armar v "()|9 ) ) - - -
z\[]jlfsflﬂpnl onnitdal applic 418 6 424
Bdlanrc‘ atd i)érwﬁi:er ) L 432 7 T 09

For additional analysis of the l’!ght of-use assets, mciuumg additions, cepretuation and d:spo als, see nate 10

Lease liabihties are included within financial iabilities - borrowings in the balance sheet, see note 13 The maturities of the Group's lease habiliues
are as follows:

AH;;‘VUTEVS n £ m\uIVDT'\VS? T o o o T - T o T I T o o o _£019

lL.oss Than ene year - S S N B o123
One e fiveyears 420
Mure than tive years B _ ) , 622
Toral undiscount S _11 B
Lr‘ase l;.z;i;l-me;‘. L-ﬁcluded in tht\ ba|al’l(F Shwr‘ei“ ) B o o 7 o I ) WE;TV%B
Analysea as: o
Current 29
Ncm cunem 748
The gmounts ecogmfed " [he cash ﬂowya(emem 3re as foﬂows

Al n;;;res £ m;ljimnji e e T T T o - = - - = S

Te !ml e i uurnuw fm E“rlfps ana Im ee 136

At the halance sheet date commitments for capital !easr‘s contracted fr:r bur not yet incurred were £25m. Extcmilom and termination options and
varable lease payments are not significant within the lease portiolio. shorl-ten leases towhich the Group Is cammitied at the hajanre sheet date
are similar ta the partfolio of shartterm leases towhich the short-term tease expense s disclosed above.

As alessor:

Imthe oventthatthe Croup hoc cxcoss capaaityinio leccod officos and warehousos, the Group sul-leases some ofits properties under operating
and finance leases

The amounis recognised in the income statermeant are a3 foltows

AIJ frgwesm £ mr”wns Nore 2019

Imeum ﬂr’lfﬂfﬂl(t—'i?ri‘ = 'ert‘wvnblt G 11

:n(nmp fl om sub lea(mg r‘ght m’-u;(\ 3<5er§ {m[hm Uth(‘r neoh 18) 17

The amounis recognised in the cash flow statement are as toilows

Allﬂgures mtrm?llnns 2019

Te lA! cash mriuw rm 1=>a EENE Ie‘-ﬁm 37

During the year the Investment in finaince Iea:e recewable decreased by £19m due Lo pavmemsrecetved
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35. Leases continued

The following table sets out the maturity analysis of lease payments receivable for sub-ieases classified as operating leases, showing the
undiscounted lease payments to be received after the reporting date, and sub-leases classified as finance leases showing the undiscounted lease
paymensts to be received after the reporting date and the net investment in the finance lease recewable.

Qperating Finance

ieases iedses PAVEERTIS]
Less than one year 12 34 a6
One o two yedars 4 L 44
Two to three years 4 23 37
Threeto four years 3 3 33
Four 1o five years 3 k1l 34
Mote than five year s 20 37 87
Total undiscounted lease paymerits receivalile ~h 434 281
Unearned firance moome 139
Nat mvestrnent in finance lease re[eivét_Jl_é o - S - B 1985
IAS 17 disclosure for 2018:
The maturity of the Group's finance lease ohligations is as follows.
Allfguresin£mihons o T B ) S R
Finance lease liabilities ~ minimum lease payments
Not later than one year 2
Later than one year ana not fater than two years 1
Later than two years and not iater than three years 1
Laterthanthree years and not later than lour years -
Iater than four vears and notlater than five years
Later than f ve years
Fanire linance charges an fnance leases -
Present value of finance lease habilities 5

The preseit value of thie Group's iingrite jease oUligauurs is ds ioliows.

Allfigures in £ millfons

Notlater than one year
Later than che year and not later than fyeyears 2

Latel than five years -

5
The carrying amounis of the Group's lease abligations approximale iheir fair value,
in 2018 the Group leased various offices and warehouses under non-cancellable operating lease agreements. The leases had varying
terms and renewal rights. The Group alsc leased various plant and equipment under operating lease agreements, also with varying terms.
Lease expenditure charged to the income statement in 2018 was £128m. The [Ulure aggregate minimum lease payments in respect of operating
leases were as follows:
Allfigures in £ mifkons 2018
Not later than oneyear 143
Later than one year and not later than two years 130
Later than two years anc not later than three years 15
Later than three years and notlater than four years 10t
later than four vears arnd not later than five years 91
Lates than five yeat s 595
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35. Leases continued

In Lhe event that the Group had excess capacily in s leased offices and warehouses, it entered into sub-lease contracts in order to offset costs.
The future aggregate minimum sub-fease payments expecied to be received under non-cancellable sub-leases were as follows:

Alifiguresin £ millians 7 . o 2018
ot later than ane yaar 51
Later thun unie yeon and nal faea S Lo yeats 4
Later than two years and not later than three years -1
Later than threg years and not later than four years 39
I'ater than four years and natiarer than fve yeare 3%

>r char five year

36. Related party transactions

Jointventures and associates

Amounts advanced to joint ventures and associates during the year and at the halance sheet date are set out in note 12
Key management personnel

Kev managempent nersannel are deemed to he the mamhers nf the Pearson execitive (sea nS7) 1 is this Cammitites which had responabitiny
for planning, directing and controlling the acuvities of the Groupin 2019, Key management personnel compensation s disclosed below:

Allfiguresin Emillions 2019 2018
Saort-rerm emnmployers heaefss S 0
Retrement benesits 1 1

Share-based paymert casts 4 7

There were 1o other matarial related party transactions No guarantees have been provided tarelated parties

37. BEvents after the balance sheet date

Infanuary 2020, the Group commenced a £350m share buyback programme in conrection with the announcementin December 2019 of the
sale of s remaining 25% interest in Penguin Random House.

38. Accounts and audit exemptions

The Pearson plc subsidiary companies listed below are exempt from the requirements of the Companies AcL 2006 relaung to the audit of
mdwidual accounts by viriue af section 479A.

Company nurmber Company numbar

Alewych Finance Limied (147200430 Pearson Loan Finance o, 4 Limined 02635707
Cdexcel Limited 32496750 Pearson Loan Finance No. 5 Limiteo 12817252
Ecveaton Development International ple 03914767 Pearson Loan Finante o, & Lomred 12020662
Longman Group (Qverseas Holumgs) Limitea 00650236 Pearson LeanFinance Unhmited OoiA444,7
Maiari2 2 Limnted 02333022 Pearson Management Services Limited [SUe=TIpITE
Pearson Alsiraha finance Unlnmited VLS ABAG Pearson Ovei seas Holdings Limiteu 007145205
Pearson Books Lamiled 25120175 Pearsen Penston Tristee Services Luntied 10813854
Pearson Brazit Finarnce Lumiea NERL88 /1 Prarson PRH Holdines Limitec NESA1 TG
Pearson Canaca Finance Unhimiteo 5578451 Pearson Real Estate Holaings Limited (:97HB242
Pearson Dallar Ninance plo 0511143 Pearson Services Limited 01341860
Pearson Dollar Finance Two Limited (h5IY/ /165 Pearson Sharec Services bimited 04523186
Pearenn Egucation Holoings Limited GU2185% Pearson Strand Finance bimited 11071601
Pearcon Frtr atinn Invectments imiterd NnN2ia44a42 PVNT | imaten [RETARY ST
Poarson Education Limiica 00877828 TG Catalis Limiten 062307043
Pearson Funding Four Limiteo /79/0404 TQ Clapham Limited 07307925
Pearson Internatonal FNinance timited 02496206 T Glabat Limited 07802408

Fearson boan firaroe No. 3 Limited
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Company balance sheel

As at 31 Decemnber 2019

Afffigures in £ millions

Assets

Nan-current assets
Investrments in subsiciaries
Amounts cue from subsiciaries
Delerreg income tax assets

Finanaai assets - derivative financial irstruyments,

Current assets

Amounts due rom subsidianes

Amounts cue from refated parties

Current INCome (ax assets

Cash ana cash equivalents {excluaing overarafts)
tinancial assets - devivative financial inst uments

Other assets

Tora? acepte

tianilities

Non-current llabilities

WNOT;.’S
2 6,664
2122
21
b 29
8,836
827
1 48
2
i 18
o 25

6,71

2,260

Amounts cueto subsidiaries (2,740) (2,944}
Finandalliahdizies - horrowings 5 {230} -
Finanaal habitines - derivat've timanoalinstruments g (24)
S N - I 12,934
Current liabilities
Amaunts due to subsidiaries (1.8G0) {2,004
financiatlizbilnms —bon owings 5 - )
Otherhabilities {5) (8]
Fiancalliabilities — dernvative imanaial instruments & (15) 2%
o o I ) - (1820) (2,049
%Dialliabilitié-s-----_ T h N o 7 (4814‘)____@?629;
Netassets S 4w 4457
Equity - A -
Share capital 7 195 1ab
Share premium 7 2,614 2,60/
Treast.ryshares g 21 12
Capital redemption reserve k)l 1A
Special reserve 447 447
Retamed sarnngs —including pratitc for the year of £789rm (2018; loss of £160m) - 1,656 1,185
Total cquity atiribucable to equity hoiders of the company ases 4

I hese tinancial statements have been approved tor issue by the Board of Directors on & March 2020 and signed on 11s hehalt by

B
. !

T — e,

. e

Coram Williams
Chief Financial Officer
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Company slatemenl of changes in equily

Yyear ended 21 Deceimber 2019

Equity attributeble to equity holders of the company

Lapital
Share Share Treasury redemption Special Retained

capital premiam shares reserve reserve earnings Total
77777 T - 71‘35 o ”2 H?)i T 2‘__7 ) _i-l-w ” 4;! T 1,185 ) ‘_77.7,7/‘%77

ke year o - - e - £ 1)

tsena nfardinary chay - Kl - - - - 7
Buyback of equiy - - - - - - -
PLrehase of freasury shares - - (52) - - - (52)
Refease of treasury shares - - b1 -~ - {61) -
Capttal recwction - - - ~ - {1103 {110y
Detenas - - o ~ - {1147) {142}
.G;Lrgi Demrihb;zois - - N - B F - 7;':47 O isss 7::,944

Eguity attributabte to equity holders of the company

Capital
Share Share Treasury  redemption Special Retained
premium shares reserve camings Totai
2,h07 119 5 Gi7 151
_ - - - - s NP
lvste of orainary shares under sharc apthon schemes 1 5 - - - - 8
Buyback of equity (63} - - ) - {2) (2)
Purchase of treasury shares - - - - - - -
Release of treasury shares - - 28 - -
Cividenas - - -
At 31 Decemiber U138 t4h [P3

The capital redempuon reserve reflects the nominal value of shares cancelled in the Group's share buykack programme. The specal reserve
represents the cumulative ettect ot canceltation of tne cormnpdny's share premiurm account.

included within retained earrings s an amoont of £162m (2018 £162m) relating Lo profil on intra-Graoup disposals that is not distributable

botidetans of the chace-haned puy o ene plars die Asansesd »oote 2o s the roaval dated Enanc

Leernerts
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Company cash flow statement

Year ended 31 December 2019

Cash flows from aperating activities

Net prolie/floss)
Adjustments for:
Income tax

Net tinance costs

Disposals, Iguidations and impairment charges

Amounts due (toy/from subisidiaries

Net cash generated from operations
Interest pand

Tax pald

Net cash generated from operating activities
Cash flows from investing activities
Loans {advancea 1o} /repaiy by related parties

Interest received

Net cash received {used in)/ f'ré;ﬁ];;\;esitr'ng activities
Procecis Tromassue of ortinary shares

Buyback of ecunty

Repayment of borrowings

Proceeds from borrowings

Divigends paid to company's shaeholders

Nevtdsitused infinancng acivitivs

tsofexdharge rate thanges vl Las)

Net decrease in cash and cash equivalents

afyear

Cash and cash equivalents at end of year

789 60
- {26)

25 107
- 57
(818) 302
- 280
(26} (58]
7 i
(19) 205
(49) 45
- a
(49) 50
i 7 A
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Noles 1o the company financial statements

1. Accounting policies

The financial staternents on p188-198 comprise the separate financial
statements of Pearson plc.

As permitted by section 408 of the Companies Act 2006, only the
consobidaled income statement and statement of comprehensye
income have been presented.

The company has no ecmployees (2018: milj.

The basis of prepavation and accounting policies applied in the
preparauon of these company financial statements are the same
as those set aut in note 1a ta the consclidated financial statements
with the addition of the following:

Investments in subsidiaries are stated at cost less provision for
impairment, with the exception of certain hedged investments that arc
held in a f(}rmgﬁ cUrrency angd revaluyed at each halance sheet date.

2. investments 1n subsichanes
Alffigures in £ millians
AL bcgmmng ofyfar
Impairments

Currency revallanons

At end of year

Lending to/from subsidiaries is considered to be an operating activity
and any movements are classified as cash flows from operating
attivities in the cash flow staterment.

Amounts owed by subsidiaries

Arnounts owed by substdiaries generally mature within five years,

but can be called upon on short notice, or are repayable on demand.
The company has assessed and concluded that these loans wilt be fuliy
recovered. Therefore credit losses are considered to be immaterial.

New accounting standards

The following standards were adopted in 2019:

> ITRS 16 Leases

> IFRIL 43 Uncertainty over Income tax lreatment
> Amendments to IFRS 9 and IFRS 7

Adeption of these standards has not had a material impact on the
company financial staterments.

D e s 0 2016 eidietd (6 e L ying vaiue ol e meaiate Homding company mvestmens, THere were 1o irpaiimie il it 2019

The recoverability of investments s ¢considered annually and significant estimation s required to determine the recoverable amount.
Recoverabiiuy s based upon fianaalinformation related to the subsidiaries including cash flow projections in conjunction with the goodwili
impairment analysss performed by the Group (see note 11 of the consolidated tinancial staternents)

3. Financial risk management

Tha rnmpnny‘t financiafinatnimants r_'ﬁrn(nri:n rialints diie 1nMfrnm
subsidiary undertakings, cash and cash equivalents, dervative
fianaal instruments and current borrowings. Dervative financial
instruments are held at fair value, with all other financial instruments
held at amortised cost, wimch approximates fair value, The company’s
approach to the management of financial risks is consistent with the
Group's treasucy palicy, as discussedin note 18 1o the consalidared
finanrizfstatements The camnany beplieves the yalue afirs financal

assets to be fully recoverable,

The rarrying valie af the comnany'c finanoalingrrimeanta i svnngan
to maovermnents i aerestrates and lorewgn currency exchange rates
{primarily US dollars). The company estimates that a 1% increase in
interest rates would result in a £16m increase in the carrying value of its
financial mstruments, with a 1% decrease ininterestrates resulting in
an £18m decrease intheir carrying vatue. The company also estimates
that & 10% strengthensng in sterling would decre
atite fimanrialinstrirmenis hy 7223m while 3 1054 wnnkpningéh the
vatue of sterling would increase the carrying value by £22m. Thesc
mereases and decreasesin carrying value would be recorded through
the income statement. Sensitivities are calculated using estimation
technigues such as discounted cash flow and option valuation models.
Where modelling an interest rate decrease of 1% led to negative

interest rates, thesc points on the yield curve were adjusted to 0%

se the Carrying vaiue
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3. Financial risk management continued

The foliowing table analyses the company’s derivative assets and labdities into relevant maturity groupings based on the remamning period arthe
balance sheet date to the contractiial 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.

Greater than Later than

Analysed by maturity

Analysed by currency

onemonth  oneyegarhbut
andlessthan lessthanfive Fiveyearsor
Altfiguresin £ milliong aneyear years more Total usD GBF Other Total
AR Docember 2oy o o T
Rate derivatives — inflows (19} {223) (332) (574) 41} {172) [361) {574)
Rale derivatives - cutf ows 23 237 331 591 242 344 5 591
FXAorwares - mtlows (186) {24) - (210) - (210} - (210)
PR ADP VA A5 - OUtTows 186 23 - 209 209 - - 205
Total - 4 13 i 16 410 (38) @356 16
A3 December 20y ' -
Rete derivatives —influws {20) {288) (347) (651 t40) (in/) 1444} IS
Rare derivatives - guif.ows 23 2849 341 a3 254 340 9 53
FX forwands - mflows, 251) (35) - 286} - {286) - {286]
FX forwards - outtiows 275 3/ - 32 3z - - 212
real T, .

All cash flow projectons shown above are on an undiscounted basis.
Any cash flows based on a floating rate are calculated using interest
rates as set atihe date of the last rate resel. Where this s not possible,
floating rates are pased on interesl rates prevaling at 31 December In
the refovant year. All derivative amounts are shown gress, although
the campany net settles these amounts wherever possible.

Fair value hedge accounting

Aforeign currency exposure arises from foreign exchange fluctuations
ontranstation of the company's investments in subsidiaries
denonanaied o WD inio GBE. Tie ilcu'ét:d Fisk sy UTe sk Ul ohiar LS
drne GRPUSD spist rate that will result in chanses in the vahie of

the USDinvestments when transiated into GBP. The hedged items

are a portion of the company’s cquity investment in subsidiaries
denominated in USD The hedging instruments are a portion of the
company'sintercampany loans due from subsidiaries which are
denominated in USD.

Itis expected thatl the change in value of each of these ftlermns will
mirror each other as there s a ciear and direct economic relationship

4. Cash and cash equivalents (excluding overdrafts)

betwoen the hedge and the hedged item in the hedge relationship.
The hedge ratiois 100%. Hedge ineffectveness would anse if the value
of the hedged items fell below the value of the hedging instruments
however this1s unikely as the value of the company’s invastments
denominaled in USD are significanty grealer than the proposed fair
value hedge pregramme.

The value of the hedged items and the hedging instruments are
£1.3br (2018 £1.4bn) and the change in value during the year which
was Used ta 3ssess hedge ineffectiveness was £46m (2018: £76m).
There was no hedpe ineffectiveness

Credit risk management

The company’s main exposure to credit nisk relates to lending to
subsidiaries. Amounts due from subsidiarios are stated net of
provisions for bad and doubtful debts. The creditrisk of each
subsidiary is influenced by the industry and country in which

they operate, however, the company considers the creditrisk of
subsidiaries to be low as il has visibiily of, and the abiiity to influence,
their cash fiows.

Aitfiguresing milhiunsn

2019 2012
18 50
18 50

Atthe end of 2014 the currency split of cash and cash equivalents was US doliar 290 (2018: 0%), sterhing 59% (2018: 79%) and other 39% (2018: 21%).

Cash and cash equivalents have fair values that approximate their carrying amounts due to thewr short-term nature. Cash and cash equivalents

include the following for the purpose of the cash flow staternent:

All figures in £ millfons

Cash and cash equivalents

Bank overdrafts

2019 2018

- IET R

- an

) o o 18 3.‘,;




Sovermnanre

OFfnanee

5. Financialliabilities - borrowings

All figuresin £ miilions

Non-current

Revolving cradi facility

Einanceal st

Due within one year er ondemand:

Bank loans and overarafts

Total borrowings

Current borrowings are classified within cash and rash equivatents and do not give rise (o finanang cash flows. The carrying amounts of the
company’s borrowings is equal to, or approximately egual to, the market value.

The carrying amounts of the company's borrowings in 2018 arc denominated in US dodlars.

&. Derivative financial instruments

The company's outstanding dervative finanoal instruments are as follows:

Alf figures {n £ miilians

Interest rate gervatives
Cross-currency rate derivatives
Fx cervatives
Total

Analysed as expiring:
151 less than nne year
tates than one year ana no”later than tve years
Lalen than Hye years

Total

Gross notional

502

Gross narional

L ﬂiASSEfS amounes
Ty
29 577
. 907
Ta mm i

25

13

16

GLe

Dot

Liatniitios

ine carrying value of the sbove derivative finandal instruments equals their tair valle Dervatives are categorised as Level . on the rair value
hierarchy. Fair valises are delermined by using market data and the use of established esimation technigues such as discounted cash flow and

optionvaluation models.

7. Share capital and share premium

AT january 2018 o

tasire of ardinary shares = share opt anschenres

PLrchase of own shares

At 371 December 2018
Lerbe of ordinaty shaves - ~parcupuon schannes
I-’-!,!E l‘lx.l‘*.t’ UI’UU\HI ‘whd( (=]

At 21 December 2019

Nurber of
shares

nan-
i lvielo}

364

1,421

402054

(21,8473

782,099

The ordinary shares have a par value of 25p per share (2018 25p per share). Allssued shares are fully pard. Ali shares have the same rights.

Share

premium

The £300m share buyback programme announced in October 2017 was completed on 16 February 2018. Afurther 22m shares were purchased

Laht

under the programmein 2018, The shares bough

back have been

cancelled and the nominal valu
redemplion reserve. The norminal value of shares cancelled al 31 December 2019 was £11m {2018 £11my),

ofthese

shares transferred to a capitat
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8. Treasury shares

slumber of

AL T )anuary 26%7 B

Release of treasury shares

At 31 December 2018
Purchase oftreasury shares

Release of treasury shares

At 31 December 2019

shares
000s £m
N S9u4 i
(2,765) (28
_ B 3,275 )
6,100 52
16,067) (61)
] 3258 @h

The company holds its own shares in trust to satisfy its obligations under its restricted share plans. These sharcs are treated as treasury shares
1Or acCcounting purposes and Nave a par value of Zop per share. fne nominai value of the company’s treasury sNares amaounts to 0.sm

{2018 £0.2m} A131 December 2019, Lhe market value of the company's treasury shares was £21m (2018 £20m). The gross book value of

the shares at 31 December 2019 amounts to £24m. This value has been netted off with contributions recelved from operating companies of £45m,

resulting in a net credit value of £21m.

9. Contingencies

There are contingent liabilities that arise in the normal course of
busmess in respect of indemnities, warranties and guarantees in
relation ta former subsidianes and v respect of guarantees v refation
to subsidiaries. Inaddition, there are contingent liabulities in respect of
legal claims. None of these claims are expected to resull in a material
gain or loss to the company.

10, Audit fees

Statutory audit fees relating to the company were £35,000
£2018° £35,000).

11. Related party transactions
Subsidiaries

The company transacts and has cutstanding balanceswith its
subsidiarics. Amounts due from subsidiaries and amounts due 1o
subsidianes 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
forthe year of £104m {2018: £105m) and interest and guarantee feegs
receivanie from subsidraries [or ine year Ol £3 1M (U158 £ 1usm).
Management (ees payable (o subsidiaries in respect of centrafiy
provided services amounted to £45m (2013: £59rn). Management fees
reccivabie from subsidiaries in respect of centrally provided services
amounted to £35m (2018; £35m). Dividends received from subsidiaries
were LB03m (2018, £nil).

Associates

Amounts due from related partics, disclosed on the face of the
company balance sheet, relate to locans to Penguin Random House,
an associate of the Group. These loans arc unsecurced and interest
is calculated based on market rates. The amount outstanding at

31 December 2019 was £48m (2018 £nil). The [oans are provided
under a working capital faclity and fluctuate during the year.

Key management personnel

Key management personnel are deemed o be the members of the
Pearson executive

It is this committee which had responsibility for planning, directing and
controlling the activities of the company in 2019. Key management
personnel compensation is disclosed in note 36 to the consalidated
nnancial statements.
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12, Group compantes
In accordance with section 409 of the Compantes Act 2006 a full list of subsidiaries, partnerships, associates, jointventures and joint
arrangements, the country of incorporation, the registered address and the effective percentage of equity owned, as al 31 December 201915
disclosed below. Unless otherwise stated, the shares are all indirectly heid by Pearson plc. Unless atherwse stated, all wholly-owned and
partly-owned subsidiaries are ncluded in the consolidation and all associated undertakings are included inthe Group's financial statements
using he eguity method of accounting, Princapal Group companies are sdentfied in bold.
wholly-owned subsidiaries
| B Countey ey N Courtry  Reg - ¢ oy
Rirgisfered Compeiy name atincorp, office Registered cumpany name attncorp, utfiee Registered company rame wlrcovp
Addisan Wesley Longman, Ir us 2 Guarybou Drescen s taere (o utd N 5 Searconigeying Mdanaeo rent N
Addiscn-Westey Edto ztioral 2ublishzrs 170 U5 4 bememann fduzance Batswacd B = A
(50T TE Liat 50 Y 120 Bhsbersh Propre:ar A Linted [
A bEinance enred K T inchat ar Educsuon Privdte Linwted [ s
apral i S ' PR TN ANGETADIE LEIrN G F DT nm SEN
A7 teotenwmcngl Development L L3 4 Iniegeal i in: RS - =
B 15 14 FealssnArena ! il
Aikey Tanie timiied 1= J -
/a a0 FrarsonArsterian 3V N
Axis Fmarce ni 4 - P : . | ‘
' i<, cateon Australia Firance venemiTes J
) Caim_aw o s 4 ! o an . L '
‘ CAMSAG B4, 10T s 4 OEB T aInn (N £ arson Austraha Group B ks
i ' - eariab fec - o eetralla ol &
CaRapTl v iania  EAron e e 2 essarLab e i "
[, . Ceatenn fatala By o e
Zernc Cubural Americane ' ra ac &R Er e i Coanpary * ) ) ’
- . vrmorer R relg BV B
L R L AR RS 1 } (R B S - s
Cer iy Consulian 5L = Largman (Matdwn Eirired Y 0 Ti‘m(’fm drrks mied -
Ceeport? e Holoe 20 L0 4 AT APVAR ALET S ldnld Sy A 7 Fears -.Vﬁazn Firance Lemted an
Certipart e xS ed oAb LI § s . Frareom Businsss Services e s
{agred v rens AR - 1y qation L © 5 P Pedr-on T arsia Avsoesimern
Cenpecitsns Acadory ot Slornida i ! ty Lorerar worye enited af I PearLon Lans e
TP UONE ALAIEMY CT Lawvd 0§ i e 2l rs
1 v oz ALl m ot Maine 2 A K I LA
g Azotorre ot Marylard L e B 7 74 g '
. [ o 5 5 -
1 " NI -
Cerner e A7 5 dEray ot e w Me e N
Jigs I
Carnpcines Arader 2 Dvepor L [ af )
r3an Deiatralil p Capantacte C.
Coorrer s A fer, o7 Per ey hoarta L al s nohCY e aertenda
Corrertnn Soader e 44 atied binador o & .
Conner unre acadary - [} sLmeEnfduerancn O . .
Sesbeincaton € 15 N " g e d ¥ .
i
ters phucatan s 5 s Meanure g, ! s -+ <
Cetne. nars e ation - . Madere Zurnicnlnrenn. .s
TTU R el Grongy EES a0 ALt T remamentg 1ols B F et ot Eolus ar ior, e <
faesrnr 1 LS Netiseal Lomplien Sy eins apar Coo ol e 87 Daateo EAL a0 e
Dttian i mance urite i - ¥ rtcss Tewhina L Frarsanfeluzacian de
Tiarlyy Kiedier sley A stratasia Ty oirieted pan 5" o - B B Searanr Tducaior de Yor s A P
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P
Five-year stummary
Alfguresmemiions 0 oms ame o 20m 208 2009
Sales:Bygeography - o -
North America 2,440 2,981 2,624 2,534
Core B15 304 815 a38
Growih 703 Thig Fen 497
contioving * ' Caass it ol 3,869
Discontinued 312 - - -
Totalsales ' ' CasBC A 2513 3,869
Adjusred operating profit By geography
NAreh Semerirs AR A 26t 2G4 ) 3A1
Core 05 o7 50 57 92
Growth (3} 29 a8 59 63
Penguin Rancomticuse on 129 hHH 65
Continuing e bin e 58l
Discontinuerd a1 - - - -
Totaladusted operatingprobc RS 76
Alfgaresin€mtions - - 0t 2016 o9
Operating margin - continuing B . o Gawo 15.0%
Adjusted earnings
Telal adiuster operanmg proig 743 L5 576 DAL 581
Netfinance rosty [£5) {5U) {19 |24y (41)
InccGrne tax 105} ST {59) 7 (89)
Nan-ronroling interast - o] (2)
Adjurs}écrjﬁeamiﬁgs ) o o 072 A7 449
westted average number of shares (anllions) Bid.e 7770
Adjusted earnings per share ’ e } sedp 57.5p

Priar periods have not been restated Lo reflect the adoption of IFRS 15 and IFRS 8in 2018 and IFRS 16 in 2019,
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Five-year summary

Altfigures in€ mihons
Cash flow

Uperaung cash flow
Operating cash ronwversion
Oinetaring free  ach flow
Ciperating free cash flow per shiare
Freecasn flow

Free cash flew per share
Net assets
Not aebi

Return on invested capital

Totaladyasted cprrdaring pratr

Gross basis:

Average invested capital
Return on invested capital
Net basis:

Average nveslea capital

Return on invested capitol

Dwigenu pershare

snLnis 2009

2015 2016 2017 2018
£35 LL3 5649 513
£0% G455 e 345,
o6g ~£0 R75 44%
21.4p PLAD n4.5p S0
152 1 277 473
18.70 28.0p 25 c0.4p
6,418 4,348 4021 4,525
54 1,092 432 143
723 635 L6
ioT ‘LVJVJJV I i
504 n72 501
13,337 11,164 11 26R D477
5. 8% 5004 4.3% £ 7%
9,427 2,906 ®I1ZhR 7,544
6.3% 720 0.2% b6./%
52.0p 52.0p 17.0p 18.5p




Cyarview Strategy Performance Governance Finaneial statements Otherm'onmaion 201

Financial key performance indicalors

The following tables and narrative pravide further analysis of the financial key performance indicators which are described in the financial review
of the annual report on p23-34, are shown within the key performonce indicators on p2 of the annual report and shown in notes 2 and 8 of the
notes to the consolidated financial statements.

Adjusted performance measures

The annual report and accounts

SpOrS results and performancs on a headline basis which comipares the reported results both on a statutory
and on a non-GAAP tnon-statutor basis The Group's adiusied performance measures are non-GAAP non-statutory) financial measures and
are also ncluded inthe annual report as they are key financial measures used by management to evaluate performarnice and allocate resources
to business segments. The measures also enabie investors to more easily, and consistently, track the underlying operational performance of the
Group and its business segments by separating out those items of income and expenditure relaning 1o acquisition and dispasal transactions,
major restructuring programmes and certain other items that are also not répresentative of underlying performance.

The Group's definition ot adjusied performance measures may not be comparable to other simdarly biled measures reported by other
comparnies. Areconciliation of the adjusted measures to thoir corresponding statutery measures s shown below.

Sales

Underlying sales movements exclude the effect of exchange, the impact of portfaiio changes arising from acquisitions and disposals and the
impact of adopting new accounting standards that are not retrospectively applied. Portfolio changes are calaudated by taking account of the
additional sales (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 sales excluded s calculated as the sales made in the period of the current year that corresponds 1o the pre-acquisition period
in the prior year. Sales made by businesses disposed in either the currentyear or the prior year are also excluded. Constant exchange rafes are
calciated by assurmung the average exchange rates inthe prioryear prevaled throughout the currentyear. These non-GAAP measures enable
management and investors to track mare easily, and consistently, the underlying sales performance of the Group.

North

All figures i1 £ mullions America Core Groweh Totat

‘STVALL.LGI')' ;;\E‘? 2019 7 T ) 2544 o ’ Z‘J/_ T 73,86,‘.)“

Statutory sales 2018 2,744 Blin 4,129

St-at-utorjy:;-ales (Vdrercrea;;;/;;c;;easer B o o o ) (250) - 20 N 7 [{brﬂ}

Comprising.

Uncerhyping{decroase) 0o ease (14) Y “ {1y

Portfoho changes (2849) o] thed (347}

i3 {3} t5) g7

LY ddten Weveaseiinoease B o o - \L':\;; B 777.32 o ‘

;;[&ay (-’Eécrea%(&)ﬂmrz—)a@c o ’ o o o - 77{0‘1-"/1 47 77777 )

Canstant exchangé rate idedcroasel/incraase {15)7 A% [WARM {9)%

Uncerlymg {decrease)ineroase
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£

Financial key performance indicators

Adjusted operating profit

Adjusted operating profit excludes the cost of major restructuring; other net gains and losses on the sale of subsidiaries, jomt ventures, assoriates
and other financial assets; intangible charges, including impairment, relating only to goodwill and intangible assets acquired through business

combinations and the direct costs of acguiring those businesses; and the impact of UK pension GMP equalisation in 2018, Further details are

given below under ‘Adjusted earnings per share” Underlying adjusted operating profit movements exclude the effect of exchange, the impact
of portfoho changes arising from acauisitians and disposals and the impact of adonfing new accounting standards that are not retrospectively
applied. Portfolio changes are calculated by taking account of the additional contribution {at constant exchange rates) from acguisitons made in

poth the current year and the prior year.

For acquisitians made in the prior year the additional contribution excluded 1s calculated as the operating profit made in the period of the current
year that cerresponds to the pre-acquisttion pertod in the prior year. Operating profic made hy 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 inthe prior year prevailed

throughout the current year. This non-GAAP measure enables management and investors to track more easity, and consistently, the underiying

operating proiy performance oi the Group.

Alfigures in £ mullians

Uperating proft
Cnsi of major restrucruring
Other net gains and losses

il LTI} ISII\JiL‘ l,; Il Stf\;
UK pension GMP eauahsalion

Adjusted operating profit

Al figuresin £ milions Armerica

Adiusted operating profit (decreaseincrease S
Comprising:

Underlying (uecreaseyincrease (i
Portfolio changes (24
fmpart ol rew accounting standards (IFRS 16 see note 1h) 14

xchange efferetices 20

Adjusted operating profit (decrease}!increa-s-;- I £1)

{onstant exchange rate (decrease)/ increase {6)%s

Underlying increase

Adjusted earnings per share

(4%

2019
275

Care Growth PRH
%‘ . S 7/‘.”777 S H-\ o
33 1 (1)
_ £13} -
5 2] -

(&) - {2)
D Gr
(7 7 (1)

586 2% (t

Adjusted earnings includes gdjusted operating profit and adjusted finance and tax charges. Adjusted earnings is included as 2 non-GAAP

measure as 115 used by management to evaiuate performance and allocate resources to business segments and by nmvestors to more easily,

2018

552

102
(730

4%
5%

and consistenty, rack the underlying operational performance of the Group over time. Adjusted earnings per share is calcuiated as adjusted

earnings divided by the weighted average number of shares in issue on an undiluted hasis.

The following items are excluded from adjusted earnings:

Cost of major restrucluring - In May 2017, the Group anrounced a restructuring programme 1o run between 2017 and 2012 to drive significant
cost savings. The costs of this restructuring programme are significant enough to exclude from the adjusted operaung profit measure so as to

better mighlight the underlying pertormance (see note 4,

Other net gains and losses - These represent profits and fosses on the sale of subsidiaries, joint ventures, associates and other financia assets
and are exduded from adjusted earnings as they distort the performance of the Group as reported on a statutory basis.

intangible charges - These represent charges in respect of intangible assets acquired through business combinations and the direct costs of

acouiring those businesses. These charges are excluded as they reflect past acquisition activity and do not necessarily reflect the current year

perfarmance of the Group.
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Other net finance income/costs - These include finance costs in respect of relirement benefits, finance cosls of deferred consideration and
foreign excharnge and other gains and losses. Finance income ralating Lo retireament benefits are excluded as management does not bejieve

thal the consolidated income statement presentation under 1AS 19 reflects the economic substance of the underlying assetfs and liabilines.
Finance costs relating to acquisition transactions are excluded as these relate to future earn outs or acquisition expenses and are not part of the
underlying financing. Foreign exchange and other gains and losses are excluded as they represent shori-term fluctualions in marke! value and
ublect Lo significant volatiliny. Otber gains and losses may not be realised in due course as ttis normally the intennion to hold the related

mnstruments to maturity.

UK pension GMP equalisation —In 2018 the impact of adjustments ansing from clarfication of guaranteed minimum pension {(GMP) egualisation
legislation in the UK was excluded as this refated to historical circumstances

Tax - Tax on the above ltems is excluded from adjusted earnings. Where relavarit the Groug also excludes the benefit from recagnising previously
unreccgnised pre-acguisition and capital{osses. The tax henefit fram tax deducuble goodwili and intangiblesis added Lo the adjusted iIncome Lax
charge as this henefit mare accurately shgns (he adjusied tax charge wath the expecied rare of rash tay payments

AN f.gures d E millions V ) o V ' ' V o 2919 V 5078
Profin for !,!w y::av_m S o - i66 i B‘J(Jﬂ
Non-controlling intercot (2) (2)
Cosral major restructuring 159 102
Other net gaing and osaes {161 PRI
Intanethie charges 163 114
Oibier rer faance incaime 2 B
UK pension GMP eavalisauon - g
Tan (122} [
Ad;usted eammgs ) 7 7 o 7 7 445 731/
Weightad sverage number of shares (nullions) 777.0 7780
Amsnttc. Larnings per | _,hram 57.8p 70 3p

Returr on invested capital

Return on invested capital (ROIC) s inciuded as a non-GAAP measure as 1t 15 used by management o help inform capital alocation dedsions
within the business. eutg 15 caleujated as adjusted operating profit less operating cash tax pald expressed as a percentags of avarage invesied

log Agpramecnlpes fortatalimencrod £ \r\!l aloarecoloidaind qethn
250 o

Al amdmta

f-vm\i'\l ln\-r\tfhf“ oy

average monthly t)a ance for the year, R()IC it also preseﬁled onanet basis after remowving impaired goodwill from the mvested capital balance,
The net approach assumes that goodwilt which has been impaired is treated consistently 1o goodwill disposed as it is no longer bemg used to
generate retrns. The adoplion of IFRS 16 has impacied adusted operating proficand average tangible fixed assets in 2019 however the overall
impact on ROIC 1S not material.

ﬁH m,uves in £ rm“rons

Arfjisted uper AL ur ey
Oppratmgmx paid

Rcturn

Ayerage ;__r)oowllt
Average other non-current mtsngibles

]
B L puih duut

A g e gl ave

.iavz uﬂtulwmlt*lwd a-seisand wo'kmgr:;

Averag,e mvosted cap!tai

Return on mves(ed (ap|ta|



204 Pearson pir Annaal repsit 1nc anrouwnts 1019

Financial key performance indicators

Operating cash flow

Operating cash flow is calculated as net cash generated from operations before the impact of tems excluded fram the adjusted income
statement plus dividends from jointventures and associates fless the re-capitalisation dividends from Penguin Random House), less capital
expenditure on property, plant and equipment {including leased assets)and intangible software assets, plus proceeds from the sale of property,
plant and equipment and intangible software assets; plus special penston contributions paid; and plus cost of major restructuiring paid.

Operating cash flow s included as anon-GAAP measure in order to align the cash flows with the correspondmg adjusted oparating
profit measures.

AH figures inrf_ milllﬁt;nsm o ’ . o 7 B 7 201,97 ) 201877
Met cash generatec fram operations S 480 -;4/_
Dridenos from joint ventures anc associates 64 ms
Re-capitalisavon dwicgends from Pengum Rangom House - {50)
Purchase nf property, plant ana eaLipnent {55) {(74)
Acqiuisition of new right-of-use lease assers (64) ~
Purchase of intang ble sofrware assels t138} (17360
Proceds from sale of property, plant and equipment and intangible saftwar e asselts 1 128
Disposal of nght-of-use lease assels 17 -
iHVCbLIIil.‘HL (LRI NE I 2 -
Metcosts paia [or (i oveeds fromd majon restruciuring M1 L 7‘72:3)
Operating cash flow - N 418 h13

For infarmation, cash conversion, calculated as operatng cash flaw as a percentage of adjustad operating profit, is also shown as a non-GAAP
measure as this s used by management and investors to measure cash generation by the Group

A fipuees in £metl

Operaung cash flow

Cash conversion

For mformation, operating cash flow, cperating free cash flow and total free cash flow, which are non-GAAP measures, are disclosed and
reconciled in niote 33 of the notes to the consolidated financial staterments as they are cornmonldy used by investors to measure Lhe cash
performance of 1ne Group.

Net debt and adjusted earnings before interest, tax, depreciation and amortisation (EBITDA)

Torinformation, the net debt/adjusted EBITDA ratio is shown as a non-GAAP measure as itis commonly used by investors to measure balance
sheet strength. Adjusted EBITDA 1s calculated as adjusted operating profit less depreciation an property, plant and equipment, righl-of-use assels
and less amaortisation on ntangible software assots.

Allrigures in £ mitlions - S 7 o 2019 z_um
AdpisTed operating profi B I o Y TN
Depredation fexcluding items included in cost of mayor restrucerising’) 122 £h
Arcortisation on intangible snftwar e assets fexcluding iwems mcluded in‘cost ol major restructuring’ o1 S
Adjusted EBITDA I o T 204 599
Cash and cash eguivaients 437 Shé
wvestiment in tinance lea e receivable 196 -
Detivanve tingnoal instruments 15 9
Bank loans and overcrafts (3) 43
Revolving credit facility (230) ~
Bonas (593) 674
Lease liahilivies (838 {5
Netrd ;};tﬁiiw*ﬂ V S S {1,016} [714‘73}

Net debt/adjusted EBITDA ratio 1.3x 0.2
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Glossary of major producl

AcceleratED pathway< a corporate eaucation
herefit, where Pesrwon nartne s with o npares
1o improve employes development tiy foelsing
o che eduretonal reeds of g specilic businesy
ana its people, heiping o strategically align
curcational assistance spending (o the talent
nbjeciives of the organisation.

ACCUPLACER /Myfouncationslab

thes allir-one cragnoshics and intervention
programme combines The College Board's
assessment programime with Pearson’s proven
unfire infervention seluvon. itident fies the
areas where astudent neeas work ang then
rakes a personalised learming path that helps
e work of ther indoadual skalls cehiar.

Last year alone, Pearson delivereu 9.2M

tests onrhe ACCUPLACER platform

Arcrclalirellgence (Al aescrihes machines
that can sense and mieract with envirnniments
1 DArcennon-planming-Acnion cyclo, Orwith
other machines, withaut explicit programming
This s typically accomplishae throegh Macfune
Laarning ML} which s the development, ana
application of algoritiims that imprave ther
performance (inference) at ~ome task basea
anexpenence (lraning). Pearsantaskes a
himan-centrie perspective of Althat considers
the enrire learming ecosystem when Geveloping

o Vo T
AL IR S s B, pHvent y,

u(}[”'flpf’l"ﬂﬁ' USES and, bser needs,

Bog Gub e Core o zading propgr e o for 4-11 qear
oles, whitch has everything neecec 1o celiver the
Atng L prary raencsiunm and el des over

SAunirely levelied tiles, avalable i prnrand
eBook format and a unigue online leariimg
PHALTOI TN WAL NS L L S8 S5 ImenT .

BTEC- taughuincolleges, schools and unversity
througholt the warld, a BTEC grves [earners of
altlevels ana ages the knowledge ana skills they
need for carcer success, now and into the future
The unitie experience BTEC learners get of
having to agply the knowledge and skifis theyve
iearned 10 real-life scenanos means more
emiplovers ana learners are choosing BTEC .

> BTEC Level T/Level 2 Firsts: BTEC Firsts alluw
level 2icarners to develop knowtedge and
updarstaneing by applying thoir learming ang
colle i reat-dife sceparios, Cambinen wirh
other gl fications, they enchile learner s to
progress to further study, an apprenticeshg,
or nto employment.

BTEC Level Level 2 Tech Awarcs. studie
atongside GCSE, BTEC Tech Awaras provide
adreat mtroaLcnon to a professional seclor
where stucents learn ransforable skills they'll
use Il they progress to further stuay, andin
their future career.

w

Governance

Firancial statemerits Other tfornianon

and services

» BTEC Level 2 Technirals cesignec in
collaborationwitheriployers anoindustry
professionals, BTEC Level 2 Techmicals provide
rateer-facesent, applied caurses farfios-16
tevel 2 learners in a speciahst occupanonal area,
They sLPROITRIOZressIon (o anapprenticeship,
to further technical srudy, orinto the warkplace

» BTEC Level 4 Nauonals sllowievel 3 learners
1o apply thewr learming in real-hfe scenanies to
develop the specialist knowledge anc skills
they ficed (G progress owards ther chasen
career path, whether that s through further or
higher education, an apprentcesiin of ety
ntothe workplace.

BTEC Higher Nananats: avalable atleveds 4 ang
5, BTEC Fhgher Nationals are internationally
recagnised, career-focuces higher ecueation

o st which ate thesamie level as tho first and
second years of acegree course. Co-tesignen
wirth emplovers anef represantng the mnst

~

Lp-to-cate professional standaros, they support
[earners ta cevelop the real-worlt knowledge,
skills and behaviours needea Lo succeer,
attowing them to move onto complefe aegree
and progress in ther chosen career path,

Chrucat Assessment, onr Chrilcal Assessmernt

HLAINSSE Pravides aascasmaenis o help

professonals inprove lives by provicing vall.ahle
information that cancentfly ana manage an
indiviaLal learner’s st engins and weaaknesses
anc l(larmng barricr s, For example, Aimswob
Plus provices universal screening, benchmarking,
NG Progress IMOMLONNgG 355e55Ments 1o gve
educators the reliable catathey neec tomprove
sLLeents' maths anc reacing skills

The Clin cal Assessrmient oot tfodio also ot s a
range of assessments serving a civerse auchence
of professionals inducng Prychologists, Speech
Language Pathologists, Occupatonal Therapists
anc more. These professionals rely on leaaing
measi.res ke the Wechsler Scales of Intethigence,
which assess an indiviciual's cogmtive strengths
anc weakngsses or the Mimnesota Muluphasic
Persanality Inveniory (IMMPL, aworla renowned
meaasure of psychopathology and personality

Other examples af our Clirneal products incluce:

» Behaviaur Assassment System for Children:
acomprehensive set of rating scates ano forms

[ e b
EEARts

st bl
[SSREIN Fe At teh

;
eevironments thraugh effective fiehavour
assessment. BASC provides a complate picture
of chule and auniescent behaviowr. Schoof anc
clinical psycholagists have cepended on

BASC forimore than 26 yoars

205

> Golgman-fFrisine Test of Arncudauon-Thard
Ediwan (G0 1A-3) a systematic means of
asyessing an nuividiual's ability to pronounce
diferent speach saurnds of Standatd American
Enghishin arder to diagnose differen-disorders
which can inhubit an indiviaual’s arvculation,
It provides infarmation svout an individual's

Speensouie abingy by sampiing uawmn
spontaneous and nmitative seund FJYO(“K'UHH
N single words anu connecteds speach

Q-lnteractn: a aigieal System for aaminisierng
ang scorng {estsma one-on-one sernmg
between an examiner and exanunee. Tesiing
takes olace on two IPads with an app callec
Agsess. The simphcty of the systerm improves
accuracy ana spedd in providing real-time

s ng and allows tor greatet texibbiny,

Lonnectinns Acacemy” The Connections Acadomy
onling school progranwne for graces K-121s 4
comprehonsive collernon of onling fearning
praducts and school support services for anline
pubilic sehools across the USs, most of whichicarry
the Connections Acagerny name In addition,
Internatinnal Connections Acacemy is 4 private
oniine school Torgrades K-12 and serves
stueentsworlogwide

Digeally enablodlearnmplearnmg that o enablea

Fdaxcel GUSE/A level
called wenerat Cerig

sand Alevels = somietinees
sl b araton(Gor) or
sdvaniced levels - are nnomally studied af e

level 2 a BTEC or GESES. Thoy mainly imvolve
stldving the theory of a sulyect, combined with

SO e s Hga Uve wurk and dre usuahy siuaie
fulftime over two vears at school or coflege
Sard Adeveds are at level 2 on the Nationhal
Wuahficanions Framewotk.

7

Englsh Benchmark Young Learners a motivaung
Inghsh test for yourg learners aged 513, which
proves stuoents Enghsh ahiliies to parenis,
MONNTHS ICATTNNEG PrOgress, ane ensuLres teaching
fargare tha right ekitle Cnoiich Ranchmark
Measures siLdents' speaking, Istering, reacing,
anu wating skills, through fun and mteractive
tablet-Baceo actiities, and Lses Al-tased
automatad scoring to provide immecdiata
defailea reports for teachers and parents that
wicl e stiudents’ sirengihs, suggesuons for
improvement, and recaommended activities tn
improve then skills,

ePent an assessment scoring toolwith various
featres designed fur use by a variety of
eaucation stakeholders, incluaing Cducation
Agency offiaals, educarors, ndependerc

ontractars, and Nearssn employoes.
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Glossary of major produets and services

GED GED Test
between Pearson and the American Cowncil on
Caucation, and I1s part of a programme which

iNg Service is a jeintventure

reasures profaency in language arts, marhs,
science and soaial stunies. It enables learners to
obtain ther high school equivalency credential,

IR Haymn mmt pmmm —m e
ol LN Tonl gl TOLTRAS, LR oY LA

oliege credit. in addition to the actual GED test,
Pearson VUL also offers a suite af peoducts

ane services to help peogple prepare for their
assessments, Inclucing GED Reacy, a preciciive
pracrice st that providges learnars with a getalied
score report, which outlines areas of mastery ang
Arcas requning more attention, eiving learners
the tools they neeo to be successful

InciLisive Access: provides all US college swudents
with enaal and a7 ordahie access to colrse
mater.abs by the' first day of dlass elminaung
key hurdles to their acacenic success. Inclusive
Access can also provice nsttetions avaliable
oalinhelpinerease retention by lowering the
withdraw and fall rates causee by thelack of
students preparedness. By utilising Inciusive
Accessnstitl.ilons can arive down the avorall
tost of atlendance for stL.aents by realising
savings in Lsing aignal coursa materials rather
than new print marerials.

Italligont Exe g fssacenr IEAY 3w pnl
rapatibties for evaluating written responses for
hath content and auahty ofwoung IEAcanscore
antt provide immediate teedback on ditferens
types of written responses, hoth essay length
anc short answer, across avanety of content
subject areas including English LangLage Arts,
science, social stuaies, and fext-hased maths.,

Learning Catalyucs: aweb-basod and interaciwve
student respanse Lool, accessiblevia
smariphones, tablers, and laptops, which
encoLrages team-based learming and allows
stLaents i take part i avariety of interacuve
tasks and thinking.

Longinan Enghsite g subnie app e butius
tirecr enmirrinic ation with K6 end customers i
Ching by provicang personalisec £nglish language
learning, exposing and rerominending tocalised
Pearson resources to learners, and supporting
parcnts in home-tbaseo educaton ELT.

MylLab/Mastenng: reaching over 1 million
iearners globally, MyLab/Mastering 1s a coliection
obonline homewark, tutorial, and assessment
products cesigned for personalised learning
experiences thal engage students ana improve
their acacemic performance. These teaching and
learming platforms empower instructars to reach
cvery studgent, Far example, in astudy conducien
2t ettt

af Fivea .-ri-\.—., wedine

it was found an increase of 18 attermpts on MylLab
Math homework was assocated vath a fivelold
Increase in the probatility of passing a
Developmentat Math course.

Malro:a complele, Blenced
for English language learming, which pravides
apersonalisec learnmg experience through
coLrseware & assessment Inked to the Global
Scale of English (GSE), remeciation and stretch
{mmnt for personalised learming, nrofessionai

iy Pecsa: an integrated iear ning programime
which aims to transform how education s
celivared inschools by bringing together all
learnirg and tesching rools - ncduding publisiing
resources, digitel conteat and assessments -

1o helpimprove founaational skidls in iteracy and

PN e Ly 00 P Efur2f el y ) Blaly & iuren,

Online Program Management (OPM).a market

in which Pearsan s a provider by partnering with
colleges and Lnversities arotnd the warld o
bring their degrees anc short colrses online,
helpmg stucents gain skifls for the changing worlc
of work. Pearson pravices the upfrant capital ana
Imtrastructore that instuiions need, as weltas
proviging sorvices such as student enrolment
and relention, rourse design and development,
anc market research and insighis,

Partmer PrintRental a partnership with campus
bookstores and ather online rerailers that offer a
“rent only” option ol high-demana pnnt proaucts
atalower costto students.

Pearson Carcar Sutcess: alms to meel the needs
of both coltegns ann employers by providing a

digital suite of assessments, tearning moatles,

and toels that help stuaents discover career goals,

identify and filicheir kills gaps, and effectvely
present themselves and evidence of therr
competencies ta empioyers,

Pearson College Londan’ a syot-tar-prafit,
alternative degree provider, affering g untversiiy
cducatinn that's powered By INULSTPY experencs

Pearson InstitLte of Higher Education.

Pearson inshrure of Hhigher Education (Pty)

Lt 15100 SOLET AT LA dDEHS FERISLCTe0 Wit
Department of Higher Educatinn and Trainmng

as a prvate higher education institution Lnder
the Higher Education Act, 107, of 1997 We have
12 campuses across South Afinca, Our campuses
engage N arange of employatility initiatives

in order to enhance students success inthe
wirleplace Wehave over 7200 studeris and

over 35 different nationalities on our campuses,
We have over 31 qualitications and prograrmmes
across arange of faculties, all equipping stugents
with the skilis they need in the workplace. We use
an optimal combination of technology-enhancea
ano tradionat learmng methods, as well as
practical applicanon, o prepare stuaents for

the rechnology-driven and fast-changing work
envirenment of the 21st century. Producing
employable graauates 1s a priority for

Pearson Institute,

Pearson Learning Platform (PLP): witimately
Pearson's single proauct plarform that walt
loverage best-in-tiass tec hnology to deliver

the future generation of global cigital learmng
cxperiences. The PLP s nota product, butitwil
change the way we cesign anc celiver products,

provicng omeaorn, reliable connem

rgraac
experience across all devices in all geographes.

Progducts bult on PLP will debiver improvea
cutcames and provige a Lser-centerce, globally
cansistent, locaily opunused, lcarning experience
for owr customers.

PTL Academuc {Pearson Test ol Engh<h Acadenuc]
s g o Tan [REIRRTRIVER Y R Errs;mw‘x par it 1y
test that is rrusted and usea hy nstitLions ana
governments aroune the worle Itis now accepterd
by the LUK Government, alongside the Australian
and New Zealana governments ana thausanas
of colleges and universities. APTE Academic

test ¢ an be booked up o 24 hoursinadvarcs,
wity A%, of test results delivered within A8 hou s,
PTE Acaceinic s the convernent and efficient
choice for study and work,

To noare PTE Acadermic UKVEHis the naine for
those taking the test for UK Visa and
lMmIgration purposas

PTE Home (Pearson Test of EnglishHiome):

appt oved by the UK Home Offce Tar all faruly
visas, a3 woll as for settlepent and ciuzenship,

FTL Harne ofters a fast and reliable servire to higlp
mnake immigration to the UK as straightforward! as
possible, Dovelopro to test candivates speaking
and listening skills, there are threg test levels

10 chioose from. Fast, reliable anc convenient:

ATE U oo
FRTVE He

advance and wnh asimple pass or fal resuly,
most tost-takers will receve ther rasults within
st 48 hours,

- ~el e . I
nehoohrdupto 24bauioin

Pearsan Ventures: an investment velicte for
Pearson that invests Lp to $50m aver a three
year pericad in comparves butdoing new market
UL L LI Lisdong nr VAL LS eSS
models, future technologies, and new
educattonal experiences.

Pearson VUL Pearson YUE is a comprehensive
compuierbasca testing company that develops
and deliver s rillions of high-stakes certification
ane heensure exams for professionals around
Ihe glope each year. PCarson VUL Serves many
of the most highty regarded and highly respected
high-stakes exam owners i every industry from
acaternia ano adrssiens (o [T and healthcare.
Pearson VUE is the global leader inexam
aevelopment and psychometric services,
programme manageiment taols and services,

Aivarea ay A aslivare antinng ineldine anbne
B - B =T S

proctored and clienl proctored, and hoasts the
most expansive and highly secure network of
20,000 globat test centres i in 180 countries,
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Remnte procionng: in our Pearson VUL business,
remate proclaring is when a procror and &
tesl-taker are not physically located inthe same
room. In most cases, the person takes their entire
exan on a compuiter while the proclorwatches
through an online video tamera. "Remote
procronng” s often synonymobs with "online
Proconng L rearson vuE s uniine proconng
salution s callea OnVUE.

Revel: replaces tradimional tex!s with an engaging
learming experience that prepares students
far class. # proserits an atfordable

antless
otend of author-created wigtal text, media,

ang assesyinent based on fearming soence
Stueents canreaq, practice, and stuoy anywhere,
anytime, anc on any device, With assignment and
tracking tools, Revel also allows instructors to
2aLEe ATLGeNt UNCerstanaing and engagement
with the mateval inside and outside the
classraom, empowering them to spend clnss
Time an meaning tulinstrucion, For example,
ok addinernaites hoiro notidont cneaton
Rewvel Prychology readings was associated with
anincrease of 2.19¢+1.10) percentage poinds on
LAl eXants

sistemas. acomplete package of procucts and
services for private ano public K12 schonls i
BraAl. With a single price per student, we provide
GoueltpIment, Managament consuiting, anc
marketing stpport, as well as digial content

Smarthinking expertonline iorng anc wiiting
review thar gves siudents 24x7 access 1o
aracenn help fron bve professional educators
and wses a proven, problem-solving approach to

neip stderisiea i, Far Cconnnence, and nancie
future assignments an their own. Complementing
Searsnn content anc lechnology salutions,
Smarthinking's human reliverea services have
30yedrs of experience improving stddent
porformance, course persisience, ann overall
retenbon. Karen Rellly, Caompls Dean of Learning
Supnnet arValensa Collage said rhaiThe resnlig
of our analysis show that Starthinking 1s an
imporiant component in our overall acacemic
support programme;] 1bis essent.al that students
have access to Ltoring assistance alter houwrs
and o weekenns —wher over alearring morr.er:
s hapnemng "

Cooab Ot {f s s Ermobich | s aon Tase
Spoan ot tofourbnphitn Languope To

proatct portfolic, Speak Outis an Enghish
tanguage cowrse thatincludes videa content from
the BBC to engage students and make teaching
easier by exposing students to awiue array aof
words and accents, famidlansing students wath

as it e spoken. By watching many such
videos, students iearn proper pronenciation,
expand their vecabulary bank anc renforce

thelr English-language confidence

Governance

Orhermformatan

TestNay: an nhovatve online test aelivery
plarforim thatis part of Pearson's comprehensive
assessment solution TestNav delivers mithons
of secLre, high-stakes state and national tests

11 K12 schools every year, Secure, scatable,

and reliabile, TestNav provioes engaging, and
nteractive [G‘S[Iﬂg [Re] stugents who learn anc
play Mid Giglal enyironens,

The Enabhing Programme {TEP): one of Pearson’s
largest tirsiness transfarination projects

Its airn is to make us a simpler orgarisatons,

with globally consistent ways of warking across
HR, lharce, procoremens, supply chain,

N rghts ana oyalties,

Top Notch: part of our English LangL.age Teaching
prodi.ct portfolio, Top Notch 1s a communicative
English cotrse that prepares stuouents to
communicate in Enghshowith an emphasis on
cuttut ! fuency hat enables students 0 navigate
the somal rravel and husiness sitiannns thiat they
will encounier inthesr hves. Top Notch makes
English unforgettable throLgh the right nput

of language, Intensive praciice, and systemany
recyching Lamg a diverse array of speakers arauno
the world who have awide range of native anc
NON-Natr/e accents,

ne: hlanglage learmng agp
within Wizare schools that gives students the
OpPortLNily Lo continue to learn ana practice
thelr skells oLtside the classroom

wizard a franchise gl fanplege-learmog sohools
thrat of s pighe different kenplage courses
noral certification, TORIC,

-

ching moae. TOEIC s the Test of Crighsh

anrl uses the interna

%4 e
for tnternational Commeuiication(TOETC ),

an examinat:on for rkernational commuication,
wrich meastires the English proticency at e
forcignerin everycay SIEUAtoNs, and espedially
InsitLauons refated 1o the job market.

Inthe US Higher EdLcation lanascape, we partner
ang provige proalols and services 1o a aiverse

arrzonfaci e atinnalingl it bons inch Aing
=y =lalk i el irih a 2

> Community College: sometmes callen jumaor
colleges, are two-year schools that provide
afferdable posisecondary education asa
pathway to a four-year degree

: Private Mot tor Prefit a private founaation that
is engaged in soual or pubhe heneit activities
andisregiaterec as such with the IR itoerives
its revenue fram a small group of sunars
wirhout any intention of earning income for
fts owiars, Alf the nof rs and donations

usedin

operating the organisation as perits obectves

(1.e.. charity or public service)

of & not-for-profit organisation are

s 4 Year Puble Universities, a univ
a Bachelor's degree thats preuominantly
funced by public means through a national
or sLbnational government, as opposed to
private universities

iy offer ng
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> For-Profit Univer sities: a Lniversity that
1S owWned ant run Gy a pivate organmisarion
Or corporalion,

US school Assessment Business: helps young
children ana students reach their ecucanonal
asprcations thvough meaningfid feedback.
Tesung plays anmtegral role in determining
2e.Calor and STLUeNT SUCCESS, AN we are the
largast provider of educational assessment
services intthe LS. We partner with aepartments
of ecucation and eawcators to develop
rustomised, eftective, and scalable asaessments
that measure 23st century skills and inform
nstruction chiroughout the school year We also
pariner with test providers 1o deliver their paper
anc/or online assessiments, Examples of the
Tests we suppart include:

> SAT: an eptrance exam used by most colleges
and Lriversities (o n‘.ake acMmissions decisions.
[t a mouinnie-choice,

panci-and-paper @srwih
the purpose to measre 3 high school stident's
reaciness for ¢ollege, and provige cnlleges with
One LOMMNA nata ponfrhat can he usen tao
compare all apphcants.

Nanonal Assessment of Edurational
Progress (NALP) The National Assessmant

of Ecucational Progrenss (NAEP) s the largest

~

ratnonally representative and continuine
assessment of whar Amernca's siudents know
ancican dotnvarious subject areas,

ACT The ACT tastisthe nanon' maost poplar
college entrance exam accnpted ane vait.eo
by all uriversities anc colleges inthe US



Sharcholder informaltion

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.pearson.com/
corporate/investors.htmi provides a wealth of information for
sharehoiders. it is also possibie to sign up to receive email alerts for
reports and press releases relating 1o Pearson at www.pearson.com/
news-and-research/announcements htrmi

Shareholder information online

Shareholder information can be found on our website
WWW.PEATSOn.com/corporata/investors.hemi

Gur registrar, Equfniti, also 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, BN39 8DA. Telephone
0371 384 2233  wr, fur thuse shiarehwolder s widy neaning Jifficaiues,

iexinnone number D379 384 57255

information about the Pearson share price

The company’s share price can be found on our website at
WWW.Pearson.com/corporatefinvestors.htmi It also appears in the
financial columns of the national press

2019 dividends

entdate Amount per share
erm A3Seprember 2019 apence
Final 7 May 2020 13,5 pence

Subred Lto apor ova) by sharehcidaers at the Annual General Meetiag

2020 financial calendar
Erxndwiden-;) d;ﬂe,: S e - ZE-M arch_
Record aate 27 March
Last date for dividenu reinvestiment efection 16 April
Arnuat General Meeting 24 Aprit
Payment date for dividend anc share pLrchase date for
dividend reinvestment 7 May

Payrment of dividends to mandated accounts

Should you elect to have your dividends paid through BACS, this can
be dene directly into a bank or buifding society account, with the tax

[ T - P T SN P D - T H
vouthar sentta the sharchelders rogisteretd addrass. Eguinitican bo

contacted for information on 0371 284 20437,

Dividend reinvestment plan (DRIP)
The DRIP gives shareholders the right to buy the company’s shares

anthe London stock market with their cash dividend. Tor further
information, please contact Equiniti on 0371 384 2268".

individual Savings Accounts (ISAs)

Equiniti offers ISAs in Pearsoh shares. For mere infarmation,
please go to www.shareview.co.uk/dealing or calf customer
services on 0345 300 04307

Share dealing facilities

Equiniti offers telephone and internet services for desling in Pearson
shares. For further information, please contact their telephone
deating helpline on 03456 037 337" ar, for online dealing, log on to
www.shareview.co.uk/dealing. You will need your shareholder
reference number as shown on your share certificate.

Arnostal dealing service is alse available through Eoulnin,
Please Lelephone 0371 384 2248" for details or log onto
www shareviow.co.uk to download a form,

+  Lmesopend Jamtob 20 pmMorday to Foday excuding L puphic Rofiodys)

ShareGift

Siarenoiders wilh simal holdings of shares, whose value makes

them uneconomic to sell, may wish to donate them to Share Gift,

the share donacon charity (registered charity number 1652686},
Further information about ShareGift and the charities it has supported
may be obtained from their website, www.ShareGift.org, or by
contacting them at ShareGift, PO Box 72253, London, SW1P 9L.Q.

Amcrican Depositary Receipts (ADRs)

Mearson's ADRs arelisted on the New York Stock Exchange and
traded under the symbol PSO Each ADR represents one ordinary
share. For enquirics regarding registered ADR holder accounts
and dividends, ptease contact Bank of New York Mellon,
Sharehaolder Correspondence (ADR), PO Box 505000, Louisviile,

KY 40233-5000, telephone 1 (866} 259 2283 (tofl free within the US)
or 001 201 680 6825 [outside Lhe US). Alternatively, you rmiay emall
shrrelations@cpusharcownarservices.com

voting rights for registered ADR holders can be exercised through Bank
of New York Mellon, and for baneficial ADR holders (and/or ngminee
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 shareholders directly to provide
recommendatians orinvestment advice and neither docs it
appoint third parties to do 50. As required by law, our sharehoider
register 18 available for public inspection but we cannot contof

the use of information obtained by persons inspecting the register.
Dloaar roatany approaches purparting to orimnate from

Pearson with caution.

For more information, please log on to our website at
Www.pearson com/corporate/investars/share-management/
share-register-fraud.htmi

Tips on protecting your shares

> Keep any documentation that contains your shareholder reference
number in a safe place and shred any unwanied documentation

s> 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 dividend cheque or, better still,
make arrangements to have the dividend paid directly into
your bank account

> Consider holding your shares electronically in a CREST account
via 3 nominec.



Principal offices
&0 Strand,

[RSTRIOTE! I PR TN ¥ S

T +44 (0)20 7010 2000
F+44 (0)20 7010 5060

A VAT MDY 1
i

221 River Streert,
Hoboken, NJ 07030, USA

T+1 20123670060

Pearson plc :
Registered number 53723 {England)

Www.pea rson.com

@pearson

Reliance on this document
Tne . atenticn of e dorument s o prov decarocabentash
ret dec vned tnooe “ehed L e A ot nATTy e

srehoders and iy
WRET e e

H’I:J
Forward-lpoking staterments

Tha mncementinls destoraae d-loching statemerts correnmg 2earsars iinang
cind 1 on. bas nesaand wperat nns and s sIrategy, mans and obye bves In
S1ATeIels 1AL PRprEss e eeasts, expecrationsand oo Frt

RS HUVIETIN

wns.
1z Ug ng tends e 15 of greralions, mar goas, growthcates, overdl mar et
trenos, thye Tenrterestor exchange ates, the aLadsp iy of franons,
anticpated ¢ %S 107 P,

Arg [ovwa d- nokeng stateents

Yiipsdnd sy e g Bs e

EAET

By ther natre, ‘orwerd-loosng stalements Avolve o aad antoown ¢ sis oo
OITAnNes BELAISe TRy e ATE 10 Been Ty and depend onic rearstances that
cioas nine it e They soe Dased on GUTmer pls BXDRCLILANS, 2uSUN Preay 4nd
beclefs - pgading Pearsnn’s oresent and utare buenessstrategies antd the
[Ralvl L H
vucld cas e Pearsor's actual “ nancal condition, results and developmen: 1o dhier
glet ally o te alans, goar, ohiect ves and expectat ons expressed or enolied
: i Aatesnents, imany of which are cuts de Pearsonws control

aentrwech twilloperste ntne futare. There atevanoas Tactors wiveh

T AR TR SRSt B S AT SV S SV S SR TR S ot
comuenton. They alsa ndude uthe ks detased from timetciere inPaarson’s

punl ~ty-iied dosamencs and, o partcutarn, the rek Tacrers setout e this dosyment,
whie 1you are adv sed to read. Any forward-fook ag statements speak only as 0t the
date they aie mrade gnd, exceptas reqa-red by 'aw, Pecr son gives no dnderta<ng o

update any 'O o d-"ooking statements . s document whether asa esu't ol new
nformation, {afure deve gpments. (nanges 0 ots expectations or otherw se Readers
are castioned notis v'ace undae relance onweot Terward ooking statomets,

Bespried and o cduced vy Friend www toendstod o oo
Frnt Purenont Group

. . . . o | RO ' '
APt G e Lat e s Pt e s BED B b u b s e

penerated by te 570dut 00 67 IS repos tand 5362 ated 00 eIt

Trisrepstt has peen primted o Toxion Challense O setvihirn
anid made e ¢

Tal rertied
CEerrentds CrHor e Frae (PO pam. Tie s and 110 G c1ges
10 14007 ey rarertal Mmacaneent syutem [rerepone
was or cded us ng vegrraoe-oased axs gy CarboniNeatra priiter,

are bathoeen




