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Focused on digital, lifelong learning

Who we are

We are the world’s learning company, operating in

70 countries around the waorld, 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
increase their skills and lifelong employability prospects.

We aim to support learners throughout their lifetime
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.

Our purpese is to help people make progress in their
lives through learning.

Our vision is to 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 coilaborate with a wide group of partnersto
help shape the future of learning.

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

by services and technology, to enable more effective
teaching and perscnalised learning at scale.

Our capabilities are based on our deep expertise

in how pecple learn.

Our commitment to sustainability and learning outcomes

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 more about our Sustainability Strategy on p16

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

with the aspiration of improving learning outcomes.
Read mo: e about our appi oach to Efficacy onp2?y
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Qur reporting structure

From 2020, we will be operatng within
anew structure, This s outlined on pi2.
i this annual report, the'Strategy’
sectian fallows aur new structure.

The 'Financial review’ and ‘Operating
performance raview’ sections continue
to use our gengranhical reporhing
structure - North America, Core and
Growth - as these ralate to our

2019 performance. Nextyear's
reporiing will use our new operating
structure throughout.

Strategic report

The strategic report, up i and including
250, is tormed of three sections:
‘Overview’, ‘Our strategy’ and ‘Our
performance’, and was approved for
1ssue by the Board on 6 March 2020

and signed onits betaif by

Coram Wilhams
Chiel Financiat Officer

Unlcashing a world of talent

AIDA

Alda helps stutents learn calculus
and apply it in the real worid.

n3is

BTEC

fwant o be a director

who makes a change.
p20

VIRTUAL SCHOOLS

I nave the fexibility
1o wWork with others to make
STEM less intimidating,.

p39
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Key performance indicators

Financial measures

Total shareholder returnst (&

1 Seep30-32far an explanation of these alternative performance messures,
2 2019 incudes impact of IFRS 16 (see nofe 1o o the consclidated finandial statements).
2018is presented on a postiFRS 1o basis for comparability,

. i gy / 3 fquivalentstatutory measuie.
-30.55% :

T-year TSR Source: Datastream.
=34 383% Leyear TSR Note: See p261-204 for full reconciliation of the alternative performance measures to the equivatent
+6.4204 10-year TSR statutory measure.

k) See row we link strategy to managerment reward on p84
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Strategy Pertarmance Governarnce Financial statements

Business mcasures

Digital revenue’

1 Exciuges GEDU, Wall Street English {WSE) ana US K12 Courseware.
GELOU was sold in 2017, WSE was sold ' 2618, US K12 Courseware 'was
held for sale 1: 2018 and was sold in 018,

Digital platforms
» Launch af the Pearson Learning Plattorm (PLP}
~Revel taunched commercially with 17 titles in 2018

> Launch of Al-enabled calculus app, Aida

Simplification

In-year incremental cost savings achieved in 201% £130m

Annualised cost savings achieved from

simplification progratrme £335m

Percentage of revenue on cne Enterprise

Pianning Resource (ERP) system «.80%
Non-{inancial measuves

Talent and employee engagement p1

;é\ctnve Emplayee Resource Groups 50

Empioyee Engagemant Netwark meatings

connaecting employees with the Board 2

Reduce our carbon footprint 2019 vs.2018

Global greenhouse gas emissions (08 80,421 {14)%

Otherintormatian

Business growth in our key businesses

Virtual Schools

Underiying revenue +6%
Full Time Equivalent (FTE) students in

continuing partner schaols +5%
Giobal Online Program Management

Underiying revenue +10%
Enrciments +6%
Professional Certification (Pearson VUE)

Underiying revenue +10%
Testvolume +8%
US Srudent Assessmant

Underying revenue (1%
Digital/print tast volume % 57%/43%
English

Enghish Courseware underlying revenue +3%
FTE Arademietest volurne +17%
UK Assessments & Qualifications

Underlying revenue +6%
US Higher Education Courseware

Underlying revenue (12)%
Digitalsprint revenue spiit % 63%/37%
Improve gender diversity 2019 2018
Female Board membars 3% 30%
Fernale senior managers? 34% 31%
Fermale employees 59% 62%
GB median gender pay gap 12% 14%

2 Tworeporting lines from the Chief Executive

Note: Underlying growth rares exclude currency movements, portfolio changes ana accounting changes.

03



04 Pearson pic Annual report and accounts 2019

Chair’s introduction

Pearson is transforming

to succeed

Dear sharcholders,

In a year of significant change for Pearson,
the Board and the Executive Management
tearm continued to work together to lay
the foundations to create a sustainable,
profitable, digitally-enabled organisation
which helps milliens of learners make
progress through their lives.

Progress and performance

We entered 2019 with a determination 1o
return to growth on our top line and deliver
increased profit. However, despite a strong
performance across 76% of Pearson, a
disappeinting performance in our US Higher
Education Courseware bhusiness, 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 challenges to overcome and we remain
focused on building on the progress we
have made so far — Pearsonis now a leaner,
more efficient and more digital company
with a strong balance sheet and this gives
us a platform from which we can address
these chaflenges.

Technology is disrupting every industry and
education is no exception. The US Higher
Education Courseware market is experiencing
fundamental structural shifts as students
swap expensive textbocks for more
affordable, digital options. There s an
increasing focus on employability and
reskilling or upskilling for different careers ina
lifetime. There is a greater demand for lifelong
learning and the digital tonls and services
required to fulfii this demand. A key tenet of
our strategy has been the steady investment
in digital innovation and technology, which
places us in an advantagecous position to meet
these changing demands, and ultimately to
deliver sustainable growth in earnings and
dividends over the long-term.

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

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

Executive. john has been in rode for seven
years, In that time, he has worked tirelessly
to lead Pearson through a period of
significant change, and has beer successful
in transforming it from a media conglomerate
to a single-focused learping company.

Under his leadership, Pearson has become

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

Such a transfarmation and shift in 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 wiki consider both external and
internal canoidates.

InJanuary 2020, we announced that Coram
Wiltiams, our Chief Financial Officer (CFQ),
had informed the Board that he will be
leaving Pearson to take on a comparable

role elsewhere. Cn behalf of the Board,

| would like Lo thank Coram for the
fundamental role he has played in the
company's achievements over the last five
years. We wish him all the best in his new role.

Sally Johnison, our current Deputy CFO,

will succeed Coram when he leaves Pearson
at our AGM in April. At that point, Sally will
become the CFO and an Executive Director on
the Board. Sally is exceptionally well-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 a strong
addition to the Board, bringing a focused,
analytical and commeraal perspective.

Simplifying Pearson

2019 saw continued progress in our planned
simplification programme initiated in 2017.
The programime is on track to deliver ahead
of both our initial and upwardly revised
targets for cost savings, with total annualised
cost savings of £335m by the end of 2018,

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

Sidney Taurel
Chair

we announced an agreement to sell our
remaining 25% stake in Penguin Random
House to Bertelsmann for approximately
$675m. The formation of Penguin Random
House in 2013 created the firstiruly global
consumer book publishing company and
has created significant value for Pearson
shareholders, generating c.£1.8bn in net,
disposal proceeds and dividends. The disposal
is enabling us to return capital to you, our
shareholders, through a £350m share
buyback which commenced in january 2020.

You canread more about these
accomplishments in the Chief Executive’s
overview that follows.

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

The Board remains confident about Pearsen’s
medium and long-term prospeécts and our
growth cpportunities are significant. 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. Our longer-term vision is to deliver
tifelong learning to customers, leading to
increased employability and work-related
skitls — all as part of a wider ecosystem of
delivery pariners and stakeholders.

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

our focus is generally on organic investment,
we have recently completed two small but
interesting acquisitions - Lumerit Education
and Smart Sparrow. You can read more about
these in the Chief Executive’s overview that
follows. Tharks to the strength of our balance
sheet, we now have optionality for more
should we see a good strategic opportunity.
Qur strategy is clearer than ever, and due to
rnanagement’s work to modernise the
company, any potential future acguisitions
can now be integrated quickly and seamiessly.



Querview Strategy Performance Governance Financial statements Other information a%
Pearson digital revenue’ Progress over the last three years
GG 62% 2019 2008 2019 2013 2017
Digital 36% 34% Adjusted operating profit £581m  £546m  E£576m
Digitally-enabled  30% 28% Bividend per share 19.5p 18.5p e
Non-digital 34% 38% Netdebt £1,016m  £143m  £432m

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

We have propased a final 2019 dividend of
13.5p resutting in a full year dividend of 19.5p,
an increase of 5%. This is consistent with
underlying profit growthin 2019 and reffects
the Board's continued confidence inthe
future growth of the business and our
sustainabile and progressive dividend policy.

Corporate governance and
engagement with stakeholders

In 2019, our Baard rontinued to engage with,
and encourage participation from employees,
educators, iearners, communily and thought
jeaders, as well as other stakehojders to
ensure the company is contributing to wider
society. My fellow Board members and

i attended and spoke at various events with
einployees and other stakeholders in 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 schoals, higher education and industry.

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

Nourishing tatent and focusing
on sustainability

As always, I would like to thank all colleagues
in the business for their efforts towards our
achievements in 2019, All of our ermployees
arg lifelong learners ~ and our biggest asset.
We want to make Pearson the employer of
choice. We know that we must continue to do
for employees what we do for people all over
the world: help them make progress in their
lives and careers. That starts by enabling our
employees to grow and develep using the

1 Excludes WSE and
US K12 Courseware.

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

In addition, the Board continues to focus on
having a corporate culture thatis incusive,
innovative, meritocratic and aligned with the
company's purpose, vaiues and strategy.
Part of this means ensuring that all Directors
act with integrity, lead by example and
promote the desired culture.

in December, my fellow Board members and
Viderrified a diverse pipeline of readylater’
ermerging tatent bath at the Executive
management fevel and other key roles, and
plans have been putin place to accelerate
their path to succession where possibie,

As a company with a clear purpose, our
sustainability foorprint is increasingly
becorning more integrated into our core
husiness and operations. In 2020, Fam
pleased that we are launching our 2030
Sustainability Strategy, in kne with the

UN Sustainable Development Goals

{SDGs), We are committed to embedding
Enviranmental, Social and Governance (ESG)
principles more deeply across our business.
We are focused on leveraging our products
and partnerships to advance equity in
learning for under-represented groups and
equip learners with the skills they need 1o
build a more sustainable future for all. We wili
continue to scale up our initiatives to respect
human rights and minimise environmentat
impact across our value chain. The Board has
heen very engaged on this lepic because
integrating £5G across the companyis an
important way to drive growth, manage risk
and reduce costs. You can read more about
our approach in cur Sustainability seciion on
p16 and Governance section on p51

Board cormposition

We made two important additions to the
Board in 2019. lwoutld tike to officially
welcome Graeme Pitkethly, the CFO of
Unilever PLC and NV, and Sherry Coutu,
angel investor and entrepreneur. We are
berefiting from Graeme’s financial expartise,
global overview and deep understanding of
consumer behaviour, particularly as we iook
to build more direct relationships with

Thisincludes theimpact ot [FRS 16, Excluding this, and on alike
for like basls, 2019 net debt1s £374m.

learners. Sherry's expertise in building
fast-growth, entrepreneurial businesses,
focused on technology and education, is
already proving invaluable, as we target
digital-first, high-growth business models.

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 entrepreneurship.

We are alsc 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
appoimment of Sally Johnson. My fellow
Board members and | aim to further support
the tatent pipeline. You can read more about
our employee engagement and talent
initiatives in the Governance sections

which begins or p5?

The waorld’s learning company

Qur purpose is 10 ampawer people 1o
progress in their lives through learning.

Our vision is to enable that to happen through
a direct relationship with tens of millions of
learners who we will support through a
lifetime of learning, helping them link their
education to better employment. We wili be
able to play that role because of the world-
class capabilities we bring to bear, and the
ways inwhich we combine them te achieve
better learning cutcormes.

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

the opportunities to build shareholder value
through the delivery of profitable growth and
strong cash generation, while continuing Lo
invest for the future.

{look forward to seeing you in the coming
year and thank you for your ongoing support.

Sidney Taurel
Chair
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Chiefl Executive’s strategic overview

We are pioneering new
forms of digital learning

Dear fetiow sharcholders,

After aver seven years as Chief Executive, and
more than 22 years with the company, | will be
retiring from Pearson later this year. I'd love to
be retiring with the flags flying high, and the
share price performing well. Sagly, that's

not currently the case. | 4o believe, however,
that, in time, we will all see the benefits of

the huge amount that has been achieved

over the last few years - and that the company
is increasingly well placed to capitalise on
what s proving to be a long and difficult
transformation.

The power and the purpose of
digital learning

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

In one of my first Chief Executive reports,

| argued that digital learning would be one

of the great global growth epportunities of
the next 20 years. | believe that even maore
strongly today. The exponential pace of
digital change — and the impact of artificial
intelligence and machine learning on the
world of work - will require all 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 refevant content with assessment,
powered by technology, to make learning
more adaptive, personalised and accessible,
As the world's digital learning company - 66%
of our £3.9bn in annual revenues last year
were digital or digitally-enabled - Pearson is
better placed than anyone to do this.

The challenge and the oppertunity
in US Higher Education Courseware

in the short term, however, our progress
has been overshadowed by the fact that,
as America's leading college publisher,

we have first had to work our way through
arguably one of the most chailenging of
analogue to digitat 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. Butitis proving
to be a very painful journey to get there.

The 24% of Pearson thatis still in US Higher
Education Courseware declinediast year by
12%, more than we guided to at the startof
the year, as students embraced digital over
printmuch more quickly. Digital reverue
grew, buttextbook 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 almoast fully-digital’ US Higher Education
Courseware husiness well set to grow again.

John Falion
Chief Executive

Every industry is being disruptedin some

way by technology, and ours is no exception.
10 years ago, we sold 21m textbooks ta
American college students; last year, we sold
fewer than 4m. The college textbook has

not been disaggregated inthe way that the
music album was - which saw music reventes
decline significantly from peak to valley before
now starting to grow again. It has not been
displaced by ‘free' models of the sort that has
reduced newspaper advertising revenues
dramatically and ensured analogue dollars
become digital cents. Nor have we suffered a
Kodak ‘moment’, pushed into obsolescence by
the digital revolution.

This year, a third of all courses taught in
American Universities will use our content and
homework tools, just as they did a decade
ago. In fact, use of these resourcesis 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
engagerment - in faculty use and student
feedback - is greater than ever. And, students
are willing to pay -~ $80 for a fully adaptive
platform-based course; $40 for an eText.

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

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

Deconstructing decades of complexity 1o build the foundations for Pearson’s transformation
into a platform-based cempany, to become the winner in digital learning.

Simplification

Platform-hbased

Globat property portfolio reduced by net 30 properties

€.2.500 applications decornmissioned
&1 data centres closed
1 ERP systermn running 80% of Group revenue

c.£ibnof eosts removed sinee 2013

Pearson

1 The core US Higher Educahion Courseware business is expected 1o be almost entirely digital. We also have an Advanced Placement business selling hugher education
content into U5 schools. This, together with several other smalter, non-college channels, comprises roughly €. $200m of print revenue which has been broadly stable.
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shouldn't we have largely seen printmigrate
to digital on an orderly 1:1 basis? The answer
lies in a number of factors that are specific to
this market. Whilst professors decide what
courseware 10 adopt, itis the students who
buy them. This means that many of our sales
go through thousands of campus stores,

as well as through Amazaon and specialist
onfine retailers. And, whilst the physical
texthook has an edition cycle of three to five
years, a student often needs it for no more
than a singte four-month semester.

These market conditions proved fertile for
the emergence uf & highly disruptive trend -
alarge secondary market in the analogue
product, the print textbook, enabled by
technology. College texthooks have been
bought and seld second-hand for decades.
What technology changed was the nature

of it: from some students selling back their
books to the campus store at the end of the
semester, to most students choosing to rent
on atlerm-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 overtakenit.

Salvation rests in our own hands, The
disruption has come to the analogue past,

not the digital future, of US Higher Education
Courseware. The future of learning will be
digital, and consumer-defined. Experience,
outcomes and affordability will all matter.

The new Pearson Learning Platform - on
which we are now launching our first products
- wiil be the platform enwhich this future of
learning will be built. twill enable engaging,
immersive, learning experiences, that are
personaiised, diagnostic and adaptive. it will
be fast, flexible and secure, enabling better
learning outcomes at lower prices. Adigital-
first approach to updating features, content
and tools - made for the benefit of the teacher
and the learner, so the digital productis never
ourt of date. A digital-first approach to pricing,
in which students share in the financial
benefits of a much more scalable,
plaiform-based model.

Building on those 8m platform subscriptions,
and 2m glexts, Pearson will be well placed to
start (o regain share fram secondary sales of
its own textbooks - and do it in a sustainable
and purposeful way.

A simptler, more efficient company

For many years, Pearson as a whole was
overly 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 all thar we
have done to make Pearson as awhole a

Governance

Financial staterments Other information

much simpler, more efficient and modern
company. Over the last six years, we've
reduced the cost base by around Elbn,

and headcount by around 20,000, due to
divestitures and restructuring. We've
decornmissioned around 2,500 applications,
ciosed 81 data centres, and implernented 16
new global, scalable, doud-based platforms.
8G% of the company runs on ane ERP system
today - which includes cur major businesses
in the US, UK and Canada. We plan to start the
roll out across further markets in 2G20.

As aresult, benchmarking the costs of running
Pearsofi against othier large companies,

we are now much more efficient than we were
afew years ago. it will take some time yet to
fully bed in all these new systems but, as we
do so, they will give us the ability to both
achieve further efficiencies and provide the
data by which we can engage more deeply
with our learners and support them at key
moments of learning throughout their lives,

Investment, innovation and growth

As a simpler, more efficient company, we are
able to invast more organically - significantly
more than we were investing five years ago -
and we're starting to see the benefits, In spite
of those ongoing challenges in US Higher
Educdlivsr Courseware, N 2019, Pearson as a
whole was able 1o match prior year underlying
sales for the first time since 2014, That's
because the broader 76% of Pearson grew

by 4% in aggregate. Our growth businiesses

~ Pearson VUE, Virtual Schaols, OPM and PTE
Acadermic - grew by 8%. We alsc performed
well across our wider assessment and
courseware businesses, where the majority
have stabilised or grown.

Innovation and investment have come in
many forms across the company in the
fastyear:

> We launched Aida, the world's first
Al-inspired calculus app to help maths
students across the globe to apply calculus
into the real world, breaking the urseen
barrier to STEM (Science, Technology,
English and Maths) careers.

~

Wie exported our highly regarded UK
vocational qualifications overseas through
our work growing the BTEC brand in markets
such as the UAE, Turkey and Sri Larka.

~

We supported the Egyptian government to
digitally transform its national assessment
system for high school students - Pearson’s
biggest assessment comimercial agreement
by test volume to date.

We developed a commercial agreement
with the UK Horne Office Tor the UK Secure

~

o7

English Language fest (SELL), which will drive
future growth in our English business.

» We agreed a partnership with
Oxford University to offer new short
courses for fearners.

These growth businesses will continue to
graw in 2020, as we invest in new forms of
online educatian, in better, smarter, online
assessments, in new Al-inspired direct-to-
tearner apps, and in shifting Pearson’s focus
tolink education and empioyability with

the workplace.

This shift will be helped by a small, bolt-on
acquisition - Lumerit Education - we made
last year, our first in five years. You can read

a case study on Lumerit Education inthe
Governance reporton pél. Lumerit Education
helps address the issues of college degree
completion and affordability. It uses data

and analytics tamatch learner prafiles to
academic programimes and will support the
growth of our nascent ‘Accelerated Pathways'
business, Accelerated Pathways works

with majer corporates to maximise the

vatue of their employee tuition assistance
programmes and offer education as an
employee benefit, which we see as a major
new growth opportunity.

A second small arquisition - Smart Sparrow,
an ed-tech company which specialisesin the
creation of rich, interactive content — will help
our Pearson eText to become much more of
an engaging, interactive and personalised
learning experience. The strength of our
balance sheet - which our CFO, Coram
Willlarns, talks about on p30 - means that we
are abie to complement increased organic
investment with boit-on acquisitions that
enable us to expand into faster-growing
markets more guickly. And, the work we've
done to simplify the company means we can
now integrate these acquisitions much more
quickly and searmiessty.

A fully-focused learning company

For almost 50 years, Pearson has been

preud to play our part in the publishing and
commercial success of first Pengumn, and then
mare 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 approximately
$a75m, whichis expected to close in the first
half of 2020. Using the proceeds, we launched
a £350m share buyback programme in early
2020. Our total stake in Penguin Random
House has generated ¢.£1.9bn in net disposal
proceeds and dividends for Pearson. We know
the company isin good hands and we wish
our colleagues and authors every future
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success. This enables Pearson now to be
completely 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 publicly reporting
onthe efficacy of some of pur 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 this to

take this impaortant work much further.

We alin Lo improve our impact on learning
outcomes, support company growth, build
pubiic trust, and ensure our products,
assessments, services and solutions are
known worldwide for their positive impact
for customers. You can read more about
this on p27

A more sustainable and
prosperous company

| see this commitment to efficacy - to holding
ourselves to account publicly for ihe learning
outcames we help enable - as fundarmental
10 ensuring the long-term sustainability of
the business. It is one of the key means by
which we align cur business with the UN
Sustainable Development Goals (SDGs),
particularly goal 4 on quality educatian,

goal 8 on decent jobs and economic growth,
and goal 10 on reducing inequality. As | noted
earlier, atits very core, Pearson is a company
driven by a sense of purpose - we exist ta
empower people to progress in their lives
through learning. The deeper we integrate
sustainability into our business and strategy,
the bigger and more positive will be the
impact we have on society — and the more
likely we are to prasper over time. \We are
publishing our new 2030 Sustainability
Strategy with this annual report, buiiding on
our focus of identifying, supporting and
developing pecple so they can reach their
full potential and create a better world

for us all. You canread mare on our 2030
Sustainability 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
so many talented and committed colleagues

through some challenging times for the
company. | am proud of the fact that, in alt
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 especially important, inretaining the
engagement and support of colleagues,

0 be as open and transparent as possible -

to acknowledge when mistakes have been
made and lessons learned, to provide a forum
in which colleagues can challenge decisions
and help us make better ones as & result.

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

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

the Board and Executive team to hear
perspectives onwhat is working and what
can improve across Pearson.

We have become much more steuctured 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 & Inctusian (D&}
council, which | chair, a network of Employee
Resource Groups, as well as a D&! advocate
network underpinned by a community of
practice, People come to Pearsonto learn,
and to grow personally and professionally.
Our goalis to be the number one company
in the world for learning and development.
And, we are doing this by offering dedicated
learning time to all of our people and access
e our owin world-class learning products
and services,

On a personal note, I'd like to thank Coram
Williarms who has led the finance function
with great intelligence, integrity and grit
through these challenging times, He has
marte hig strides in improving the clarity
and transparency of our financial reporting.
He has alsc been fundamental in making
Pearson a simpler and more efficient
company, in strengthening the balance sheet
and in enabling us to investin the future
growth of the company. His key partner in
that wark has been Sally johnson, our
Deputy CFO. She knows the company and
our markets exceptionally waell, is highly
regarded across the company and sheis
going to make a brilliant CFO.

What the future holds

Although it may not yet be cbvious externally,
| believe we are now on the cusp of the

next phase in the Pearson transformation,
One of the biggest issues the world faces
today is the exponential pace of digital

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 greatinsights inthe
shifting sands of education as learners look
for new ways to consume education ina
digital age {read more on p9)

All this brings great opportunities, but it
brings great challenges too. The disruptionis
hollowing out many middie-skill jobs, it risks
bringing much greater economic and social
inequality, and it demands that society
embraces lifefong learning.

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

willing o hold itsell Lo account for the
learning outcomes its products enable,

It needs a company with the relationships
around the world - the emergent ecosystem
-to have an impact at scale. And, itneeds a
company that defines |ifetime value to help
infiuence millions of people through a lifetime
of fearrung,.

An exciting future is in store, where we are
empowered 1o make a direct connection with
tens of millions of learners at a key momentin
their lives and become their trusted partmer,
We now have the balance sheet, costbase,
platform, capahilities - 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 our
simplification prograrmme in digital learning.
Now, we must unteash its full power.

As the company enters this next phase, | think
it will benefit from a new feader, with a fresh
perspective, which is why I've decided to
retire by the end of 2020, once the Board has
appointed a new Chief Executive, and after
an appropriate transition. In the meantime,
of course, | wilt continue to do everything

| can to help bring the full benefits of gigital
learning into view as quickly as possible.

As this is my last annual report before | retire,
twould like to thank all my colleagues, 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 is a lot still to do, but I'm confident that,
with the platform we've built, better days

lie ahead.

John Fallon
Chief Executive
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Trends shaping our market

Global Learner Survey

In September 2019, we released the results of cur inaugural

Global Learner Smrvey, the first of its kind study that gauges the
opinions of tearners worldwide. This new study captured the collective
voice of 11.000 learners in 19 countries 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 not just a
philosophy. il’s the new reality

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

02

In the next deeade. digital and virtual learning will be the new normal

Expectations of online learning

67%
76%

of pecople believe that more college
students will be attending scheol
virtually within 10 years.

believe more primary and
secondary students willt00.

Expectations of Al

believe that Alwill have a
positive impact on education,

Hallof GenZinthe US. UK and
Ausiralia think you can be
suceessful withoul a traditional
college cducation

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

173

of workers in the US have
found themselves in need of
upskifling or retraining in the
lasttwo years.

of Gen Z learners think you can do ok’
in life without it.

o China, India, Brazil and Hispano
68%

of learners think you can do just as well
with an education from a vocational or
trade school.

UK in the upskilling race and
defining anew global cconomy
More than anywhere else in the world,

is driving the global economy.

America are oulpacing the US and

people in these markets believe education

I
1/4
of workersin the UK have
found themseives in need
of upskilling or retraining
in the last two years.

- ., q

z//gld&

or more of people in Chinag, Brazi,
Hispano-America and India have
identified the need to upskill or retrain
and are doing so.
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Our strategic model

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

Our strategic advanlages

Insights and capabilities

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

rich content, personalised learning and
effective analytics. )

Investing back intc
our business

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

Global reach and scale

We have a truly global scale and focus.
We operate in 70 markets worldwide.
Our products and services benefit from
being centrally developed and globally
deployed, with locat expertise and
capabilities ensuring success.

Qur new operaling struclure in 2020

We are refining the structure of our business to better reftect the shift
towards more digital learner-centred products.

Key businesses in our new structure

Global Online Global International North American

Learning Assessment Courseware
Virtual Sehoals Pearsori VUt Englishi S Higher Education
Online Program US Student Assessment Courseware

Management Assessment & Qualitications

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

Content

USHigher Education
Courseware

Online Program
Manage ment

Assessment
& Cuialifications

Englhsh

US Student
Assessment

virtual Schoals

% Pearson VUE Quji'
= &
ey 5
ENABLING Oy (_)é‘)

FUNCTIONS ¥

PEARSON LEARNMNING PLATFORM

Our 2030 Sustainability Strategy

Build skills for
sustainable futures

Lead by
example

Advance equity
inlearning

Quirvalies are brave, imaginative, decent and accountable ¥inar: the world's [earning company



Overview Strategy Performance Gavernance Financial statements Other information

Our long-lerm stralegy

We are shifting from a product-centred approach

to a learner-centred model. This means our portfolio
af products can now be integrated around the learner,
meeting their needs throughout their learning life.

This relentless focus on learner needs is driving a new approach
ta how we deliver learning. The new Pearson Learning Platform
will be the platform on which the future of learning will be built.
This will be an engaging. immersive learning experience that is
highiy personalised.

From this.., To this...

Product-centred Learner-centred platform
individual products detivered An integrated, multi-product learning
to learners who are currently experience, with a known'ciistomer
‘unknown’ to us. base enabling lifeiong learning, and

creating lifetime value for Pearson
and the learner.

Rk

Delivering long-term value
for all stakeholders

Customer experience and
learning outcomes

Gur customers, including fearners, educators,
employers, governments and more, benefit
from a great consumer experience with
consistent focus on learning outcomes.

Supporting sustainable growth

Defivering returns for our sharehoiders
through atong-term improvement in op-line
and bottom-line growth. Over time, this helps
increase the share price and maintain a
progressive, sustainable dividend.

Employee engagement

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

Strengthen sustainability

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

Read movre about the value we create for
our stakeholders an pt4

Capital allocation
> Maintain a strong halance sheet

> Maintain an investment grade
creditrating

> Organic investment and acquisitions

» Return capital via & sustainable and
progressive dividend

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

Our new reporting structure
in 2020

vy

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

We highlight 2019 revenue and revenue
growth vs. 2018, as well as profit
contributton for the year, by our

new reporting structure, as follows:

Revenuc and underlying revenue
growlhin 2019
{by hew structure}

i 800
an

13% .
% 1 4%

Contribution in 2019

by new structure)

Giobai Ondine Learning
Global Assessment
International

North American Courseware

This informaticn is provided for illustrative
purposes. ftis notintended to supersede the
segmental information presented in the financial
review and operating performance review orin the
consolidsted finandial statements, which reflects
the way i which the business was managed,
monitored and repoi ted through 31 December 2019.

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

CUTLOOK

COMPETITIVE ADVANTAGE GROWTH DRIVERS MARKETS

KEY CUSTOMERS

DIGITAL PROGRESS

Global Online Learning

Two large digital businesses,
Virtua! Schools and Ontine Program
Management {OPM)

£386m
£84m

Revenue

Contribution

» Revenue growth of mid to
high-single digits

> Virtual Schools - global market size
is ¢.32bn’

» OPM - global market size is $3.5bm’

» Both growing 8-10% and further
upside in evolving markets

» Entering the corporate
learning segment

» increased demand for
ontine education

> in Virtuat Schools: scale up in existing
states to increase penetration; target
states with high-growth potential

» In OPM: improve conversion rates
through portfolio and product
innovation; optimise portfolio

> In corporate learning: target large
learner base available at corporates
1o upskill and retain employees

» Flexibility, personalisation and
market responsiveness

» Pearson courseware, assessment
and platform capabilities

» Capability to match iearning needs
in the workplace with providers

> Deep knowiedge of education

» Operaticnal scale

» Students of all ages in schools, higher
education and corporate segments

» Key partners inciude universities and
charter school boards

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

1 Pearson estimates.

Global Assessment

The largest businesses are Pearsen
VUE and US Student Assessment.
Also includes Clinical Assessment

£1.031m
£35tm

Revenue

Contribution

» Revenue growth of low to
mid-singie digits

> US Student Assessment —
market size is ¢.$1.15bn’, stable

» Global Certificatich — market size is
c.$1.8bn’, 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 regulation
inficence to practice and demand
for certification

» In US Student Assessment:
flexible model to offer printor
digital-hased 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 Assessiment: state
and institutional partners, as well
as other assessment players

» In Pearson VUE: governments,
academia and employers across the
professional, IT and regulatory sectors

» Digitally-enabled, scalable model
with keading platiorms
> Alscoring already in use
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GROWTH DRIVERS

COMPETITIVE ADVANTAGE

KEY CUSTOMERS

DIGITAL PROGRESS

Overview Strategy Performance

International

Businesses including
Assessment, English,
Schaools and Higher Education

Revenue

£1.161Im

Contribution  £299m
s Revenue growth of low to
mid-single digits

» English: expected growth of
PTE (Pearson Test of English) after
UK Home Office recagnition;
target recognition in other
comparable markets including
Canada; Enghish Language Learning
as a driver of emplayability

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

» Vocational qualifications: technological
change, with Al driving major shiftsin
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-class
and convertient learner experience,
Al scoring leads to unbiased results,
with quick response time

» Pearson VUE test centres providing
breadth of network

> Unigue status - leading provider
and owner of vocational qualifications
and content (BTEC)

» English: adult professionals (B2C),
franchisees, schools and universities

» Employability cpportunities: nationa
and regional governments, regional
training providers, private school
chains and employability partners

> Expanding our digital courseware

> PTE Arademic is the only English
assessment of its type that combines a
fully digital experience with Al scoring

Gaovernance

AQUTLOOK

STRUCTURAL CHANGES

DIGITAL PROGRESS

Financial statements Other information

North American Courseware

13

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

Revenue

L£1.091m

Contribution  £231m

» In US Higher Education Courseware,
we expect the trends we saw in 2019
ta continue, with significant declines in
print partally offset by modest growth
in digital, as we add more products to
the Pearson Learning Platform

> In 2010, Pearson had a $2bn US Higher
Erducation Courseware businegss,
selling 21m textbooks a year

>

>

We plan to accelerate our product
release schedule from the end of

2020 onwards, and digital growth
will also accelerate

By 2022, we expeci US Higher
Edueation Courseware to he an
aimost completely digital business? -
increasingly based on the Pearson
Learning Platform.

Shift from print to digital in US Higher Education Courseware

The Pearson Learning Platform will drive digital growth through:

» Share gains with better experiences
and outcomes

» Expanding the platform segment
with new product models

> Recapturing sales from the

secongary market

> Direct-to-tearner relationships

2 The core US Higher Education Courseware business is expected to be almost entirely
digital. We also have an Advanced Placement business selling higher education content
into US schools. This, together with several other smaller, non-coliege channels,
comprises roughty €.$200m of print revenue which has been broadly stable.
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Creating value for our stakcholders

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 force
behind that change.
This enables us to create
long-term sustainable
growth for our investors
and all stakeholders of
the company.

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

that are most important

to our stakeholders, an
Engagement Strategy was a
cornerstone of the process.
Read more onplé

Read more on our
interconnected approach

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

in the Governance report,
onp62

STAKEHOLDER GROUP

HOW WE SERVE B ENGAGE

KEY CONCERNS

QUR RESPONSE

Learners

Pearson helps tens of millions
of {earners across the world
make progress in their lives.

¥8%

of people glohally agree that
education doesr’tstop at college/
university and believe that you need
to keep learning to stay relevantin
your career

We regularly gauge the views

of learners to understand

how people are incorporating
learning into their lives beyond
the traditional classraom,

This enables us to put learners
at the centre of what we do,
build world-class digital products
delivering amazing experiences,
and help people to learn and
thrive in the talent economy.

Our inaugural Global Learner
Survey shows that around the
waorld education is still highly

valued. But, people are redefining

when, how and what they learn,
relying less on traditional
institutions and adopting a
do-it-yourself approach,
learning on their awn terms.

We are helping meet learners’
needs through working with
institutions, employers and
governments to increase cptions
for virtual learning, online
degrees, stackabie credentials
far adults and on-demand
learning for everyone. See the
strategy sectionon pl10 for more
about how we are hecoming a
learner-centric business.

Emtployees

Our purpose-driven employees
are key to the sustainable
success of Pearson.

2

Empioyee Engagement Metwork
meelings connecting employees
with the Board

We are focused on creating a
healthier company, encouraging
and enabling more people to
progress. We are working to
develop tatent, drive more
diversity, ensure greater
employee engagement, drive
innovation, suppert accessibility
and inclusion efforts, and
improve best practice sharing
across Pearson.

Qur people want better tools

ta help them manage mare
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 intreduced a mare
flexible approach to performance
management, developed a new
behaviours framewaork, and
launched ‘Managers’ Corner’

to help managers guide their
teams better. We created our first
Employee 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 pio

Sharcholders

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

477

investor meetings with

284

institutions n 2019

We engage with our investars
on an ongoing basis.

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

and at investor meetings and
conferences around the globe,

Qur shareholder base has a
diverse range of views covering
financial, environmentat and
ESG-related issues.

We have a positive, ongoing
dialogue with our shareholder
base. We aim to deliver fong-term
sustainable value for our
investors and all our company
stakeholders. We also resgond to
surveys and guestionnaires to
provide information about cur
ESG practices.
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Educational Institulions Enmiployers Govermmenls Business Pariners
& Educators & Regulators

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

me.

of educators in the US and UK

beheve technalogy in education gives

people more freedom, fHlexibility,

choice and convenience in their

education options
We coMaborate with educators
and provide them with the tools
they need in order o help the
rnext generation of learners to
be successfulin their education
and make progress in their lives.

In a cost-canscious environment,
educators are focused on
delivering high-quality
educationat experiences that

set their students an a course

to a better career and life for
them and their families.

We aim to provide more engaging
ways 1o connect students with
tifelong learning opportunities,
accelerated through the move to
digital. This enables more timely
feedback on student progress
to help set them up for success.
We also continue to listen to
learners to understand how

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

Pearsan works with employers,
trade associations and industry
bodies to meet the demands of
the workforce and equip learners
with the skills they need to thrive.

84%

of UK employerswe surveyed planto

maintain or increase thel investment
inadult education and training inthe

year ahead

Through assessment and
qualifications, micro-certification,
online Jearning and professional
badging, among other solutions,
we are supporting the efforls

of industry to prepare workers
for the jobs of today and of

the future.

industry is looking for education
systems to help drive innovation,
tackle the global skiils gap and
contribute to long-term economic
growth by ensuring learners
enter the world of work better
prepared to succeed in

their carcers.

We have fistened 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
ensure learners have accessto
high-quality instruction, materials
and assessments linked to
beneficial outcomes, including
building workforce skills.

2

US states and awide range of global
markets in which Pearsonworxs
with government stakeholders

These learning oppartunities
address learners’ needs, close
skills gaps and meet workforce
demands. Governments and
1egulators also set policy to help
drive sustainable growth and
ensure learners have access to
affordable education.

Governments are looking for
effective approaches to better
cannect education and training
te employer needs, improving
learner autcomes,

We are committed to bufiding
strang refationships with political
and educational leaders. We do
not make policy. Instead, we
share best practices, inform the
pelicy-making process, and forge
innovative partnerships aimed

at increasing learner access,
affordability and success.

From techinolagy providers to

suppliers, channel partners to

our authors, we have a broad

range of partners across our !
global business.

¢80V,
Pearson giobal spend denves
from . 600 suppliers

We are focused on building

successful business partnerships !
across the education ecosystem

1O ensure joiNt success

and growth.

We share similar goals with aur :
partners - from driving business
transformation ta develaping

world-class products; enhancing

customer experience, adherence

to data privacy and 1T security

processes; managing risk;

developing talent and mere.

We expect partners to share

ourvalues,

We buiid reflationships with
world-class partners and
suppliers for the benefit of all
our stakeholders. We believe that
working with partners who 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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Sustainabilily

Talent is the world's most valuable
resource — we're working to unleash it

Weare pleased to anpoance our
new 2030 Sustainabilily Stralegy

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

Qur focus isidentifying, supporting and
developing people o they can reach their full
potential and supporting the UN Sustainable
Development Goals (SDGs) particularly goal 4
on quality education, goai 8 on decent jobs
and economic growth, and goal 10 on
reducing inequality.

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

Maderiality analysis

Qur mew sustainatsiity framework was
developed based on a materiality anaiysis
that considered how Pearson’s business
priorities and stakeholider expectations
have changed and are likely to evelve.

Our materiality assessment was undertaken
with Forum for the Future, a well-respected
sustainability charity.

Aswe approached this work, we hiave taken
several key considerations into account:

> Engaging with our stakeholders: we engaged
with key stakeholdersto understand the
issues most importantte them and where
they expect Pearsonto play a role.

> identifying current and future trends:
we conducted futures research to help
identify the social, environmental and
economicissues that will influence learning,
our ecosystem of pariners and Pearson's
businessin the years to come,

Our new 2030 Sustainability Stratlegy

Pearson sees a world of talent
Talent is the world’s most valuable rescurce. We want to unleash it,
Our Sustainability Strategy has three main pillars:

Advance equity

in learning

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

from socio-ecenomic 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
techrical skills, knowledge, creativity and
resilience needed to achieve the UN SDGs.

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 environmentat

impacts across our vatue chain.

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

> Supporting global geals: we will continue our
commitment to advancing the UN SDGs and
leverage their targets and indicatorsin our
goal-setting.

Active, ongoing input and engagement from
internal and external stakeholdersis key to
ensuring the achievermnent of our new 2030
Sustainability Strategy. Cur key stakehoider
groups include:

~

employees;

shareholders,

~

fearners;

~

educaticnal 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 organisations
working to improve education for vuinerable
and marginalised groups, advocating for the
UN SDGs and looking at the impact of
business in society

We conducted internal and external
interviews, focus groups and workshops
1o identify high-impactissues.

To download more information about
our materiatity analysis, compiete

ESG data, our Global Reporting Initiative
(GRI) and UN Global Compact Index,
visit pearson.com/sustainability
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Improve access to and
affardability of products
and services

We have built strong
foundations to reach more
learners from disadvantaged
backgrounds and support
therm o overcome barrers
through products and services
See examples onp17, 20, 36,
37and 38

Build skills that foster
employabitity and inclusive
economic growth

We are better preparing
students to progress in
learning, work and life through
arange of products and
services. For example,
‘Pearson’s Career suctess'
programme, which has
reacried 135,000 earners since
2018, helps students set career
goals, 1l <kills gaps and
prepare for employment.

Respeact and support
opur people, cusromers
and communities

We successfully achieved
our goals lo develop and
impiement an Editorial
Policy to ensure contentis
appropriate (see pi9jand
reporton Pearson’s GB
gender pay.

{n 2018 and 2019, we also
reported on Pearson's GB
gender pay and contince to
take actions to further
reduce the gap.

Performance

Governance

Taking stock of our 2020 Sustainability Plan

Reach more learners

Collaborate toreach
underserved (earners
Through partnerships
involving non-governmental
organisations, teachers,
education experts,
governments and others,
we are also lackling

some of the biggest
education challenges.

Shape the future of learning

Promote education for
sustainable development

We are increasingly integrating

and pramoting sustainability
content and skills, including in

our BTEC quakfications and Us

Higher Ecucation Courseware
products. We alsareleasea a

white paper with Arizona State

University, Business Fights
Poverty and the UN Principles
for Responsibie Management
Ecucationon howto scale up
and partner gnopportunites
to advance learmng and skills
for sustainable aevelopment.
Read more on p18-19

Be a trusted partner

Protect our natural
environmaent

We mef our 2020 targets
to reduce our operationat
Greenhouse Gas emissions

by 50% (using 2008 as the base
year)and reduce energy use in

our buiidings on an absofute
basis by 50% (using 2013 as
the base year) early. Read
moreon p2-23

Financeal statements

Gther information

We are approaching the end of Pearson’s 2020 Sustainability Plan, which is fecused on
three pillars: 1) reaching more learners; 2) shaping the future of learning; and 3} being a
trusted partner and supporting our commitmentto the UN SDGs. Pearson has made
good progress across the pillars of our plan

Read more about our
partnershipwith

Save the Childrenonpi8
and CAMFED on p18

Engage in mufd-stakeholder
research, dialogue and
collective action to salve
global challenges

We are active paructpants i
multi-stakeholder, coliective
action Initiatives that aim to
strengthen global eaucatuon
systems, explore the role of
the private sector in global
education and development,
and advance the UN SDGs.
See organisations on p26

Build a sustainable

supply chain

we have taken a number of
steps to continuously improve
how we consider social and
environmental issues inour

supply chain and procurement.

Read more on p23-25
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Progressin 2019
Advancing equity in learning

We have built a foundation to scale how

our products and services can help more
under-represented learners from diverse
backgrounds make better progress. Helping
improve access to quality education for a
broader spectrum of learners contributes to
growing our husiness, stimulating innovation
and advancing the UN 50Gs. Some of the
underserved and underrepresented groups
we have focused on ta date include aduit
learners 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 adult learners to prepare for college,
career traimng programmes or better-paying
jobs. By supporting adults who have faced
barriers completing their high schooi
education, it is a key piece of our sustainability
objective to advance equity in education.

Other examples of products that are
helping learners overcome barriers

inctude Accelerated Pathways (see p36) and
BTEC qualifications {see p18 and 37)

Accessibility

Pearson is commitied o continual
improvement to increase the accessibility

of our praducts. Cur Global Accessibility
Steering Group drives support for people with
disabilities through the intentional imtegration
of accessibility standards into product
development. Our Pearson Able Employee
Resource Group has a remit toimprove
company practice in the support of learners
and employees with diverse needs.

Pearson has joined the Valuable 500,

a global movement to put disability an the
business leadership agenda. As partof our
membership, we have committed to publicly
disclose a policy framewerk for product
accessibifity as well as to huild, develop

and share a market-leading approach to
mentoring people with disabilities.

I 2019, the Assessment business drafted

an internal policy for accessibility, provided
25 virtual accessibility training sessions

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

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

Narth America, Braille production vendors,
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certified Braille transcribers, students,
parents and teachers of the visually impaired.

In 2019, the Global Product business revised
an existing internal policy on accessibility and
laid the foundations to update alt guidelines
from Web Conteni Accessibility Guidelines
(WCAG) 2.0to 2.1, inline with increasingly
giobal customer requirements The team
also signed agreements with a number

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

access to our products,

Every Child Learning

Since 2015, Pearson has joined forces with
Save the Children to deliver the multilateral
Every Child Learming programme to support.
Syrian refugee and host community girls and
boysinordan, aged 9-12 years, in Grades 4,5
and 6. The programme helps improve their
learning and buitd their resilience, whilst
making their learning environments safer.

To achieve this ambition, the partnership
has fecused on researching and integrating
new programmatic and digital educational
solutions - including the creation of the
innovative classroom mobile tearning tool,
the ‘Space Hero' (Bat] Al Fada'a) maths app.

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

2,000 participated in Arabic remedial classes
to hielp 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 Hero
Manual® and distributed it to maths teachers
in schoals. In addition, ever 300 school staff
members were trained an academic subjects
and providing psychosocial support.

CAMFED

Since 2013, Pearsen has partnered with
international NGO CAMFED {Campaign

for Female Education) to help girls from
low-income communities in sub-5aharan
Africa stayin school, learn and develop key
skills for life and work. The project is funded
by the UK Department for Internationat
Devetopment's Girls’ Education Challenge,
and supported by nationai Ministries of
Education Together, we developed a life
skills curriculum and learning resources
used by young women 'Learner Guides'in
supporting vulnerable children studying in
rural schools. We also created a custormised
BTEC qualificalion to recognise the skills,
experience and achieverments of Learner
Guides and enhance their employability
prospects. As of December 2019, we have
awarded 2,880 BTECs to young women

from marginalised backgrounds in Zimbabwe,

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

Supporting Syrian refugee and host cornmunity girls and boys

In 2019, Pearson and CAMFED adapted the
BTEC qualification to make it accessible to zll
the young women acting as volunteer guides
in CAMFED’s prograrmme: not just guides
working in schools but alse those supporting
girls as they graduate from school, and those
mentoring young women to set up and grow
local enterprises. The revisions also reflect a
greater emphasis on employability skills, and
new content has been introduced on topics
such as sexual and reproductive health and
information technology. The revised BTEC
qualification was launched in Zimbabwe,
Tanzania and Zambia during 2019 and is
projected ta reach a further 4,500 candidates
over the nextthree years.

Pearson Ventures

Pearson Ventures invests in companies
bulding new market opportunities

using innovative business models,

future technologies and new educational
experiences. in December 2019, the initiative
made investments in its first two startups,
Springboard and Knowledge to Practice (K2P),
which are focused on lifelong Tearning and
employability. The investrments total $4.2m
with Springboard at $2.2m and K2P at $2m.

Volunteering

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

in avanety of impactful activities including
book drives, reading to classrooms, food
drives, Habitat for Humanily, mentoring at
the Boys & Girls Club, park clean-ups and
trips to lecal animat shelters.

Building skills for sustainable futures

We want our learners to be equipped

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.

In response to our customers, we have
developed content, courses, qualifications
and other services that help students learn
about sustainability. By integrating
sustainability-reiated content into our
products, we can explore new market
ocppoertunities while making a direct
contribution to the UN SDGs and inspiring
the next generation to improve thelr world.
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we work with a number of authors and
professars who have made sustainability
part of the materials they create for Pearson.
We have also developed a number of
sustainability qualifications, and have
embedded sustainability within BTEC
qualifications across sectors, including
engineering, warehouse operations,

animal management, science and IT.

Leading by example

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

Human rights

Our goal isto respect and promote human
rights, including the right to education,
throughout our cperations and with our
customers, employees, contractors and
supply chain. Our approach is guided by

the Universal Beciaration of Human Rights,
the International Labour Organization's
declarations on fundamental principles and
rights atwork, the UN Guiding Principles

on Business and Human Rights, and the

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

We respect the rights of our employees to
freedom of association and representation
through trade unions, works councils or any
other appropriate forum wherever local laws
allow. We work to prevent discriminatory,
illegal and inhumane labour practices
including child labour, forced labour, slavery
and human trafficking. We use cur influence
with our suppliers to improve standards

Goverpance

Financial statements Other information

for their employees. Read mare about
supporting aur suppliers and cur work to
prevent modern slavery in the supply chain
on p23-25

Our 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 covers five areas: learners, content,
employees, partnerships (see responsible
sourcing, p23-25), and privacy and data

[see risk secuun, p47-43)

Learners

Through our human rights impact
assessment, we determined that Pearson's
greatest opportunity te advance human rights
is supporting underserved and vuinerable
tearners through its products and services.
On p17 we describe our approach and
examples of products that are helping
iearners oyercome barriers, such as the GED
{see p17), Accelerated Pathways (see p36)
and BTEC qualifications (see pi8 and 37)

To protectlearners from harm, we are
committed to safeguarding wherever

we operate, and particularly in schools,
training and fearning centres, and teaching
facilities. More detall on our approach
appears on p45. We have Undertaken work
to strengthen our processes for learners o
raise concerns about harassment or abuse,
including by integrating recommendations
from the UN Guiging Principles on Business
and Human Rights into relevant safeguarding
risk assessment frameworks. We have
completed a gap analysis of current processes
and fdentified areas of improvement to take
forward in 2020
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Content: Pearson's Editonial Policy

To ensure that the content within our
products is aligned to Pearson’s vaiues,
and to prevent inappropriate content from
being pubiished, our Global Editorial Policy
acts as a guide for content develcpers to
create products that are relevant,
appropriate and inclusive.

Qur policy is based on principies in the
following areas:

1. Respecting human rights including
fraedom from discrimination and bias

2. Creating content that embeds an
awareness for and the promotion of
Diversity & Inclusion

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

4. Ajigning with legat and ethical obligations of
content creation and production

5. Ensuring content respects regional laws and
1s not lacally inappropriate or offensive

The policy is applied across all markets
and business units, and is overseenbya
cross-regionat and functional steering
committee, chaired by a member of our
Executive tearn. Anetwork of 35 policy
champicns are responsible for
implementation and act as a peint of
escalation for queries in our businesses
and markets around the worid.

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

In our Global Product unit, key D& discipline
leads have completed training on content
review, and we have released internal
guidelines to integrate best practices and
escalate issues. Moving into 2020, we will
launch additional training and certification
on reviewing content for D&l and scale up
our efforts inthis area.



20 Pearson plc Annial report and accounts 2019

CASESTUDY BTEC

Creative and
inspirational

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

Josephine Kiaga,
BTEC Student of the Year 2019

BTEC Student of the Year 2019, Josephine
Kiaga, is both a creative and an inspirational

voice for her peers and the wider community,

She ook a BTEC Subsidiary Diploma in
Creative Media Production {Film and
Television), as well as a BTEC Biplomain
Performing Arts (Acting) at Braeburn
International School Arushain Tanzania, to
support hier ambitions to become a director.

Josephine sets her sights high: "l want the
fermale African perspective to be heard and
filrn is a powerful tool to express my ideas.
i want o be a directer who makes a change
and who creates with a purpose.”

Josephine is a powerful leader. She was an
ambassador of human rights at the East
African Model United Nations (EAMUN)
conference and she co-organised a Girls’
Ermpowerment’ day for local girls in the
community where they ran workshops
regarding entrepreneurship, female hygiene
and more. She has also achieved distinctions
in public speaking enabling her to teach
tondon Acadery 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 ceuntry.
Her energy and passion for the creative
arts will take her (ar.

About Pearson’s BTEC qualifications

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

centres in 60 countries around the globe.
Learners choose BTECs because they are
high-guality, hands-on qualifications
grounded in the reat world of work.

Students learn by doing, and develop
valuable employability skilis that they will

use throughaout their future career or for
progression into university and to make a
positive impact on the world. We know that
this has a positive effect on students: research
fram the UK Department 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, [ower permanent
exciusion rates and lower fixed exclusion
rates, when compared with similar pupiis
who did not take a Technical Award.

Our priority growth markets are Ching,
ASEAN, Middle East, Central/Eastern Europe
and North Africa. The key strategicindustry
sectors that we are focused on to address the
skills demand are engineering, construction,
digital/tech, travel and tourism, as well as
health and care.

This is an example of how we are designing
preducts to have animpact on key learning
outcomes such as employability skills and
promoting education to advance the UN SDGs
as part of our 2030 Sustainability Strategy.
Learnmore about Efficacy on p27

L =arn more in our Sustamahility sectionon pth
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Employees

Our employees are key to helping us fulfilt

our vision of helping far more people prosper
throughout alifetime of learning. As such,

we play a crudial role in creating a working
environment that enables cur employees to
grow, develop and succeed. This strategic
report describes the various ways in which the
company engages with, invests in and rewards
its employees. The remunerationreport also
describes the remuneration philosophy which
applies to the company as awhole.

Employee engagement

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

Onthe back of our successful Innovation Jam
in 2018, we formed Tiger Teams to support
implementing ideas and solutions. The Tiger
Tearns have been directly involved with
introduycing a more flexible approach (o
performance management, incuding a new
behaviours framework, and they have been
nstrumental in shaping our learning
strategy for 2020.

We launched the ‘Managers’ Corner’
community in January 2019 to streamiline
communications for our managers. The
purpoze s to help miir managers understand
what they need to know, need to do and need
to talk about with their teams. This is 2 criticat
channel for ensuring allemplayees are aware
ofkey matters of concern, including financial
and economic factors affecting our business.
Qur ‘We are Pearson’ campaign launched

in October 2019 with the celebration of
Pearson’s 175th birthday. The activity was
focused on reinvigorating the hearts and
minds of our employees across the globe
virtually and through 59 in-persan local
birthday celebrations in 25 countries.

Inresponse tothe UK Corporate Governance
Code, we are excited to take partin
strengthening the voice of our workforce with
the ¢reation of our Employee Engagement
Network (read more on p64)

Governance

Financat statements Otherinformation

investing in and supporting our talent

This year, we launched ‘Pearson Products for
Pearsan People’, as part of our commitment
to help our employees prosper. We introduced
GEDWorks™, an opportunity for regular
employees and their families inthe US 1o

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

to Pearson's eText titles through the
VitalSource Booksheif.

We implemented changes to our performance
management approach to shift our focus from
an annual backward-looking conversation to
regular conversations over the year, giving
empioyees the opportunity to continuously
jearn, grow and improve performance. The
relationship between pay and performance
has not changed. to ensure that employees
are rewarded for their contribution and
impact. Managers have mare flexibility to
differentiate their reward decisions.

We offer benefit programmes that make

our employees’ lives easier, simpier and more
rewarding. Qur programmes vary glohally and
include health insurance, disability coverage,
retirement savings matching, employee share
purchase aptions, carnmuter benefits, tuition
reimbursement, and programmes that
support wellpeing and work-life balance.

rHis yedar, we nnplemented US policy changes
designed to give our employees more time
with family when needed. Maternity leave
and Parental & Serious Hness in the Family
Leave (PSIL}were extended and the Financial
Ald for Adoption Policy was modified to
expand reimbursement benefits to offset
SUrrogacy expenses,

Pearson rmaintains its accreditation by the
Living Wage Foundation and has committed
to paying employees and regularly contracted
staff working in our buildings acress the

UK and in London the real Living Wage.

Labour practices

We respect the right of our employees to
freedom of association and représentation
through trade unions, works councils or any
other appropriate forum wherever locat laws
allow. We have policies and processesin
place to prevent discriminatory, iilegaf or
inhumane labour practices, including child
labour, forced labour, slavery and human
trafficking, in our places of business,

as we!l as to address violations when they
occur. Representation takes many forms.
we support the right to unionise in the UK.
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£mployee learning and development

Qur culture is centred around helping pecpie
urtlack their futures through learning and a
range of diverse work experiences.

To become a digitak-first company,

we recognise the importance of hefping
cur employees build their own digital skilis.
'Digital Learning Live' launched this year as
an interactive wehinar series to provide alt
employees with practical digital skills that
can be used across Pearson. The Help Me
kNow hub provides a large library of videos,
activities and iessons to help our employees
feel more comfartabie with the new digital
tools introduced company-wide this year.

We are introducing a Senjor Vice President
(SVP)~Employee Experience role which will
bring together our HR Centres of Expertise
to integrate our approach frorm recruitment
to retirement in a more meaningful way

for employees.

Managing organisational changes

Pearson experienced corntinued change this
year, through consaolidation and headcount
reduction, as we work to achieve our
digital-first strategy. We conunue fo sipport
our employees with regular communication.
inthe LUK, we follow a legally prescribed
cansultation process and undertake a
minimum period of 45 days.

We are also in the early stages of
implementing predictive analytics tc help
us identify variagtions in employee turngver
globally. As we mature in this space, we will
be better positioned to develop targeted
strategies that increase retention.

In 2019, the Pearson Alumni Network
supported a community of pastand current
engagement with employees through
quarterly newslettars, a’Leaders in Learning’
podcast, the ‘Career Coach’ to share jab
opportunities from around the sector,

and the 'Alumni Learning Series’
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Key performance indicators: women in Pearson

Among our seven D& priorities is a goal to improve gender representation at the top two
levels of the company. At Board level, 233% of our members were female as at the end of
2019. As a founding member of the 30% Club, we have endorsed and committed to work
towards the target of a minimum of 33% representation of wormen on the Board and in
our Senior Leaderstup Group by 2020. The table below sets out our femate representation
over the past three years. The final column on the right represents actual numbers.

Board of Directors

Senior leaqership

All employees?

201; . 2019

33% 4
T 34% 34

59% 13,022

Two raparunglines from the Cheef Frerutive.

¢ Toralemployee figures for female composition of wasxforce are basea on asnapshot of ernployees as
at3; Decermber 2019, Average annualfigures for 2019 are used elsewhere in this report and differ due
to mcluding seasona! empioyees a1 peak peacds nour assessment pusinesses, es well as those who
may no longer be employed oy the Group at 31 Decernbier 2013 due to the simplficatiun programme.

Key performance indicators: global Greenhouse Gas emissions data

Met}ic [onrnl;es‘o—f_co‘e 7267{)9 2018 5019
Combustion of fuel and operamon-“ T o e
of faciiities (GG Protocol Scope 1) 44 649 13,057 13,251
Electricity (GHG Protocol Scope 2 - location based) 130,295 49900 47,384
Flectricity (GHG Protacol Scope 2 - macket basedy - ase3 Py
Erms“s«;)_n_s relating Lo air and rail [r-a;glh,- o o -
electricity transmussion, waste and water
1GHG Pratocal Scope 3) 35,262 30,022° 19,786
Total-locadionbased 210306 92999 80,421
k)tal— markel based ) o :}9,315. o 33,454‘

B o 2013 2018 T 201
Totat energy used in buildings (MWhy 285590 127,083 129717
I;r:éﬁ-si_ty ratics T ’ T
(COeperemployretscnpe 1,283 65 348

o 2050

tCO e/sales revenue (stope 1, 2 & 3)

1 200945 a baseline year for Larben reduction and 207315 a baseline year for energy reduction.

2 Formine of our key markets we buy tenewable enerfy thiough green energy tantrs o renewable
energy certficates (RECs)in the country of consumption. This accounts for 97% of our elecinioty use,
We buy RECs ragionally for the remairing 3% in those markets where we have a small presence.

3 Anew, enhanced datasource was employed 1in 2019. We have updated and rebased our estimated

BIMISSIONS a5 a resuit,

tMethodology: We have repcreed on alf of the emission sources required under the Companies Act 2006
The method we have used to calculate GHG emissions s the GHG Protocol Corporate Accounting and
Reporting Standard {revised edition), using the Scope 2 dual reporting methodology, together with the
latest erussion factors from recognised pubic sources, including, butnot irrited 10, the Uk Department
‘or Business, Friergy & Industrial Strategy, the International Energy Agency, the US Energy Infarmation
Administratson, the US Envirgrimental Protection Agency and tne Intergovernmental Panel on Climale
Change. The datainthe table ahove has been independenty verified by Corporate Citizenship,

Diversity & inclusion

Every person is unigue, whether that be in
terms of age, gender, identity, race, ethnicity,
religion, disability, sexual orientation,
education, tearning style, natienal origin,
personality type, as well as across arange of
other factors — as set outin our Giversity &
inclusion Statement. At Pearson, we value a
diverse workforce and a workpiace which
reflects ourlearners - the customers we
serve around the world.

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

» a Global Diversity & Inclusion {D&J1) Council
led by the CEO to provide strategic oversight
and to extend our work into many more
markets and countries. The Council includes
business leaders, allies and advocates as
well as representatives from our Employee
Resource Groups.

aset of seven prierities which guide ocur
action planming and major initiatves.

~

a global network of D&l Advocates who
provide support to advance our practice in
their businesses and geographic iocations.

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&l dashboard review and goaksetting
sessjon held with each business and
function leadership team. This was a new
introduction in 2G19.

Disability is an important part of our wider
comrmitrment to Diversity & inclusion.

We work to ensure that appropriate
procedures, training and support are in
place for people with disabilities to ensure
fair access to career and progression
opportunities. Qur Pearson ABLE employee
resource group helps improve practice by
bringing together people with disabilities in
Pearson and accessibility advocates.
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What goes into our products?

Direct

In 2019, Pearson received a 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 HERoes
Women Role Model Executives list, which
celebrates women driving change to increase
gender diversity in the workplace. Also, our
SYP-BTEC and Apprenticeships has been
tecognised inthe 2019 EMnpower iist of the
top 100 ethnic minority business feaders.

Pearson continues to report on GB gender
pay inline with UK regulations. Our work to
extend our reporting on gender pay to cover
our global operations by 2020 continues and
is on track,

Our environmental impact

We are committed (o reducing ourimpact on
the environment. Responsibie environmentat
stewardship helps to create a healthy and
sustainable planet far our learners and all of
society, Qur biggest directimpacts are carbon
emissions from our use of energy. sowe
need Lo ensure we Manage our own
aperations responsibly.

We cortinue to do our part to address the
global chailenges of climate change, In 2019,

we calculated our Stope 3 GHG emissions and

developed a proposal for the Science Based
Target initiative to establish our newlang-
term gaal for carbon emissions in 2026

Goverpance
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indirect

We met our 2020 GHG and energy reduction
targets achieving:

> 62% reduction i total {location based)
GHG emissions {(vs target of 50% reduction
against 2009 baseline).

> 55% reduction ih energy use in our builldings
(vs target of 50% vs 2013 basefline).

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

» We maintained our commitment to using
100% renewable electricity and offset
our emissions from our energy and
fuel consumption and business travel
{through an Indonesian forestry
conservation project and an Indian
renewable energy project, both of which
are cerlified Lo the VCS standard).

In 20719, we maintained our (SO 140071
certification, the environmentai management
standard in the UK and Austraiia. This
standard incorporates both internal and
external audits.
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Responsible sourcing

At Pearson, we believe in doing business
with partners who share our commitment
to human rights and the environment -
strengthening our supply chain through
shared values and commitments.

in 2019, Pearson purchased over £2.35bn of
goods and services from third parties, from
targe multinationals to smailler speciakist
companies and sole traders. Around 80%

of Pearson's global spend is represented by
605 suppliers.

The majority of products and services
Pearson purchases are sourced from
suppliers in OECD countries, predominantly
in North Armerica and Europe. Our
relationships with suppliers are guided by
our commitments to international standards
for human rights and environmenta!
responsibility. We are committed to the

UN Global Compact and other human rights
standards inciuding the Universal Declaration
of Human Rights, the International Labour
Organization’s declarations on fundamental
principles and rights atwork, and the

UN Guiding Principles on Business and
Human Rights (see p19 for more an aur
commitments) The UK Modern Slavery

Act also guides our approach, and our
Modern Slavery Staternent is available at:
hitpsi/www.pearson.com/legal-intortiduuny/
our-policies/modern-day-slavery.hemi

We are a founding member of the Book Chain
Project, a partnership between publishers

to enhance industry standards refating

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

Sourcing policies

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

we do business with. The Business Partner
Code of Conduct (Partner Cade) clarifies the
responsibilities and expeactations we have of
our business partners (which includes joint
venture partners, vendors, franchisees,
distributors, suppliers, contractors,
consultants and agents) for ethical and
respansible business practices.
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Sustainability

The Partner Code sets out our support for
environmental stewardship, universal human
rights (including equal employment, freedom
of speech and of association, and cultural,
economic and social wellbeing), good iabour
practices, and decent working conditions.

It also sets out expectations that our supply
partners, and their subcontractors, cppose
discriminatory, illegal, or inhumane tabour
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
principles in our code is a 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
to engaging suppliers. This provides
Pearson with the power of audit and

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

When working with schools and campuses,
suppliers must have an acceptable
safeguarding policy which meets or
exceeds Pearson's own (see p45S for more
on safeguarding). Suppliers are also subject
to Pearson'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
digitat, our traditional 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
shippers who bring our products to market.

We are commiltied
to reducing our impact
on the environment.

LS Higher Education Courseware supply chain
Pearson does not directly manage paper
procurement, print manufacturing,
warehausing and distribution operations
for our US Higher Education Courseware
business. These activities are outsourced
to L5C Communications, which is subject to
our Business Partner Code of Conduct.

Paper sourcing

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

In 2019, we purchased over 100,000 tonnes

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

to an environmental standard, such as FSC

or PEFC.

Print production

We rely on third-party suppliers to print our
textbooks and course materials. Globaily,

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 £160,000 1o
undertake an independent third-party audit
before being approved as a supptier, and to
agree to regular review audits at leastence
every two years, We rate suppliers as medium
or high risk based on a Book Chain tool
designed specificalty to help 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.

Cur due diligence process also inciudes
visiting suppliers around the worid to
assess comphance with our standards,
and to ensure suppliers address non-
compliance. These visits provide a valuable
opportunity to reinforce our commitments
to eliminating all forms of child, forced and
compuisory fabour, as well as promoting
environmental stewardship.
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in our UK business, we had £26m in spend
with 46 suppliers in totai. Of these, we have
identified four suppliers, representing £6.6m
in spend. as high-risk based on country of
operation {China and Malaysia), guidance
from the Boak Chain Project and meeting our
£100,000 materiality threshold. All four ware
visited in 2019 and have a valid auditin place.

Indirect procurement

Following deployment of systems in the UK,
US and Canada, new supplier requests

are tracked and pass through audited
approval actions before being confirmed for
onboarding into Pearson systems. Suppliers
submit information directly and securely
through our platform, governed by SOX
control standards, where risk assessment
concerns are tested across: conflict of interest,
trade sanctions, sanctioned countries,
sustainability, physical security, diversity,
and business cantinuity.

QOur 2020 supplier risk initiatives will focus on:
areduction in the number of "active’ suppliers
available for the business users to purchase
against (therefore reducing our risk
landscape); risk assessment of incumbent
suppliers; and improvement of Pearson's
supplier risk assessment enabled by
technology and partnershipss.

Contingent workers

Adlegis Global Selutions (AGS}) (s the major
partner supporting Pearson’s relationships
with our contingent workforce population.
Our contingent workers frequently filiroles
such as engineers, developers, exam graders
and project managers.

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

Governance

Ffipancial staterments COther information

Supplier diversity

Our supplier diversity programme focuses

on local, small, diverse businesses —such as
underutilised, or women-, minority-, LGBT-

or veteran-owned. Building close partnerships
with diverse suppliers he!ps make us more
competitive and drive innovation. in 2019,

the Global Supplier Diversity team contributed
to 37 proposals with supplier diversity
requirements, whase total potential

contract value exceeds ~£400m.

Aroadmap for the future

In 2019, we undertook a project with
sustainability advisers, BSR, to assess owr
existing approach to human rights in our
supply chain, ensure we meet global
standards and stakeholder expectations,
identify any gaps, and develop a roadmap
toimprove our approach. Based onthe
project's findings, Pearson plans to improve
spend data, facilitate better measurement
and reporting of KPIs, and continue to inform
both buyers and suppliers on human rights
issues to Pearsan's standards.

Through our Procurement Function, Pearson
will continue to contribute to our corporate
social responsibility and sustainability targets
by influencing our sourcing methodologies

to promaote spend with yualifying suppticrs.
We are putting processes in place tor increase
our diverse spend; include supplier diversity
language in our requests for proposals;

and work with non-diverse suppliers to
incorporate supplier diversity goals into

their procurement process.

Governance

Our strong governance structures and
internal systems are key o managing risks
and embedding sustainability, responsibility
and ethics across our business. Key areas
include our organisational risk management
{see p40-50), compfiance and anu-bribery
process (see p49), public policy (see p45)
and tax (see p47)
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Sustainability governance

The Reputation & Responsibility Committee,
a formal commititee of the Board, provides
ongoing oversight, scrutiny and challenge on
matters relating to our Sustainability Strategy
and our corporate reputation. Learn more
onp72

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. ltis
chaired by our Chief Corporate Affairs Officer
ang comprises leaders from across the
business. We updated the membership and
terms of reference in 2019 to oversee and
support the integration of cur updated
sustainable business priorities.

Code of Conduct

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

Our 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 Global Conflicts
of Interest Policy and disciosure 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 our target of 100% employee
completion and acknowledgement of the
Code by all employees. The Code is also
assigned as part of the onbparding process
for all new Pearson employees.

Raising concerns

We operate a free, confidential telephone
nelpline and wehsite 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 Committee
with ultimate ownership by the Board.
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Sustainability

Reeogaition and muiti-stakeholder engagement
Awards Initiatives

Non-finaneial information stalemen! & more information

The following table autlines where the key contents requirements of the non-financal information statement {as required by sections
414CA and 414C8 of the Companies Act 2006} can be found in this document.

Please visit our website for a complete set of our environmentat, secial and governance performance data and information about how
we are aligning with the UN Global Compact principles, Globat Reporting Initiative and Carbon Disclosure Project.

Sectian of annualreport

Reporting requirement Pearson policles and procedures

Environmentai matters Environmental Poiicy Our environmental impact, p22-23

Paper Purchasing Policy

Employees Code of Conduct Qur employe;; p21=22
Hurman Rights Statement

Raising Concerns and Anti-Retaliation Pelicy
Health & Safety Statement

Dwversity & Inclusion Statement

Human rights Human Rights Statement Human rights, p19
Edutorial Policy Editorial Policy, p19
Modern Slavery Statement Cur employees, p21-22

Safeguarding Principles

Social matters Human Rights Statement Our 2030 strategy. p6
Advance equityinlearring, pi7
RBuild skills for sustainable futures, p18-19

ANG-COrruption and bribery Code of Conduct L egaland comphance, p48-49
Anti-Bribery and Corruption (ABC) Policy
Raising Concerns and Anti-Retaliation Policy

Policy embedding, due diligence apd ocutcomes Grganisational risk management, p40-50

Sustainability, p16-26

Organisational risk management, p40-50

Descripion of principal nisks and impact of business activity

DEjSCiiP{Lon of business model Cur strategic model, pi0-11

Non-financial key performanceindicators Sustainability, p16-26

Publicly availabte policies in the list above can be found at:
WWW.Dearson.cam/corporate/our-policies.hitm!
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Efficacy

Efficacy isthe
science behind
now Pearson
designs learning
experiencesto
impact learning

n 2013, we made a commitment (¢ measuring
ourimpact an some of the outcomes that
matter most to iearners, such as achievement
i exams. The next generation of efficacy
takes what we have learned and evelves our
approach by putting a stronger focus on
designing products to have a measurable
impact on delivering employability and
lifelong learning outcomes as well.

Although our approach is rigorous, the
concept underlying itis simple. we use
evidence and research to design products
and solutians to help learners achieve the
outcomes that matter to them. Then, we
measure the impact the use of our products
has, publicly and transparently report on
that impact, and use whatwelearn to help
learners and ourselves continuously improve.

We aspire in our commitment to efficacy to
give learners areason to believe in Pearson,
as the trusted guide to fifelong learning, 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. Automation is changing
the wortd of work, STEM jobs are ontherise
and in many places, jobs outrumber warkers
for the first time in decades. Skills that are

Productivity competencies

Governance

Skills, knowledge and attributes

that make individuals productive

in the workplace

!
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Financial statements Other intormation

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

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

in this talent-driven world, to support pecple
to make the necessary progress, we must also
refocus and redesign learning to support the
development of key skiils needed to thrive in
the future of work.

First, we must heip people to understand
whatit means to be employable, Based on
research with ¢.14,000 employers, educators,
and learners across the world into the
outcormes that matter most, we have
identified the range of competencies and
skills that go into making an individual
empioyable. This inciudes the foundations,
such aslearning to learn, 1o securing levels of
achievement in core academic areas like the
STEM disciplines, to the skilis needed 1o
continuously learn throughout life in order
to remain successful over awhaole 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 aspirationto be a
trusted guide is built on demonstrating to
learners we can heip them grow, show and
continuously evolve their talents through a
lifetime of learning.

Our ongoing commitment to demonstrating
ourimpactvia transparent, publicly audited
efficacy reporting sets us apart from our
competitors. Two of the efficacy reports we
are releasing this spring focus on products
designed to support individuals to be
successfulin their careers:

» Watson-Glaser assesses critical thinking for
higher education placament and employee
hiring and success.
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> BTEC Level 3 Health and Social Care equips
students with the specialist knowledge,
practical skills and understanding they need
to progress along their chosen learning and
career path.

Learn more about BTEC on p20

Additional reports will be released later in
2020 on our Virtual Schools business, and
on our US Higher Education Courseware
products, All of our reports are accessible at:
www.pearson.com/corporate/efficacy-and-
research.htmi

As pioneers in applying efficacy in education,
we are committed to keeping on pushing the
boundaries of the returns learners deserve
fromlearning experiences: guiding learners
through a lifetime of learning and, in doing
50, building public trust in the business

of learning.

Designing innovations for impact

Atda is the world's first Al-enabled

mobile calculus tutor designed to

suppart students to pass caicuius and ,
in doing so contribute to increasing

STEM retention rates.

To achieve this cutcome, the design was
informed by our learning science and
design expertise. Aida analyses learners’
paper-based calculations, identifying
incorrect steps, gives feedback and uses
authentic examples to more actively
engage learners and improve motivation.

No matter how advanced the technology
15, our focus on efficacy keeps our product
deveiopment grounded in design, based
on decades of evidence of what works to
enabie learning, measure impact and
continuously improve.

Learn more about Aida on p35

Transitional competencies

Enable individuals to secure
employment and make
progress in employment
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Directors’ dulies slatement

The Qirectors of Pearson plc - and those of alt
UK companies - must act in accordance with a
set of general duties. These duties are detailed

» The Board's disclosure, Engagemeant with
stakeholders (p62), which summarises:

inthe Companies Act 2006 and include iy
Section 172 a duty to promote the success
of the company (see inset, right}.

As part of their induction at Pearsen, the
Directors are briefed on their duties and

they can access professional advice on these
= either through the company or, if they judge
itnecessary, from anindependent provider.
Typically, inlarge and complex businesses
such as Pearsan, the Directors fulfil their
duties partly through a governance
framework that delegates day-to-day
decision-making to employees of the Graup.

The Board recognises that such delegation
needs to be much more than a simple
financial authority and, throughout this
document, we have summarised: our
governance framewoerk; 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 concerns;
and how the Board looks to ensure that we
have a robust system of contrel and
assurance processes in place.

In this annual report, we provide examptes of
how the Directors take into account the likely
consequences of decisionsin the long term,
build relationships with stakeholders, engage
with employees, understand the impact of
Pearson’s operations on communities and
the environment, and attribute importance
to behaving as an ethical and responsible
business. In particular, you are encouraged
ta 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),
which summarises our stakeholder groups,
how we serve and engage with them, therr
key concerns and our respense.

~how Directors have engaged with
employees and had regard to employees’
interests; and

-how Directors have had regard to the
need to foster the company’s business
relationships with suppliers, customers
and others. Pearson considers its key
customer groups to be Learners, Educators
and Educational Institutions, and describes
its suppliers as Business Parthers -
we have categorised our engagement
with these groups accordingly.

> Sustainability (p16), which describes:

-how stakeholders were cansulted in
the development of our new 2030
Sustainability Strategy, which is ongoing
and is overseen by our Reputation &
Responsibility Committee;

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

- initiatives through which we strive
to improve access to quality
education for underserved and
underrepresented groups;

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

A continued understanding of the key issues
affecting stakeholdersis an integral part of
the Board's decision-making process and

the insights which the Board gains through
engagement mechanisms form animportant
part of the context for all of the Board's
discussions and decision-making processes.
The case study on Pearson’s recent acquisition
of Lumerit Education (p61) provides an
Hlustrative example of how the Board

takes stakeholder views, and the impact
onstakeholders, into accountin its
decisiocn-making.

Section 172 of the Cornpanies Act

In summary, as reguired by Section 172

of the Companies Act 2006, a directorof a
company must actin the way he considers,
in good faith, would most likely promote
the success of the company for the

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

~

the Iikely consequences of any decisions
intheiong term;

~

the interests of the company's
employees;

~

the need to fosier the company’s
business relationships with suppiiers,
customers and others;

~

the impact of the company's operations
an the community and environment;

the company's reputation for high
standards of business cenduct; and

~

-

the need {o act fairly as between
members of the company.
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Financial review

Governance

Financial statements Other information

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

Profit and loss statement

In 2018, sales decreased by £260m in headline
termsto £3,869m (2018: £4,12%m)with
portfolic changes reducing sales by £347m
and currency movements increasing revenue
by £97m. Stripping out the impact of portfolio
and currency movements, revenue was flat

in underlying terms. Underlying revenue in
North America declined 3%, Core was up 5%
and Growth was up 4%,

The 2019 adjusted operating profit of £581m
(2018 £546m) reflects a £130m year-on-year
benefit from restructuring, £19m benefit from
other operational factors, a benefit of £15m
from currency movements, and a £25m
benefit from the adoption of IFR5 16 Ledses
{see note 1b to the consohdated financial
statements) offset by £37m of portfolic
thanges, £50m of inflation, and a £67m
decrease from trading. Excluding the impact
of currency movements and portfalio
changes, underlying adjusted operating
profit grew 6%.

Financial summary
Business performance

Headline

Netinterest payable was £41m, compared

to £24m in 2018. The increase s due to the
adoption of IFRS 16, which resulted in an
additional £34m of net interest payable in
2019 After excluding the impact of IFRS 16,
there was a reduction in net interest payahle
dueto tower levels of net debt together with
favourable movements ininterest ontax and
the absence of one-off costs from the
redemption of bonds.

The effective tax rate on adjusted earningsin
2019 was a charge of 16.5% compared to a
credit of 5.2% in 2018. The increase in tax

rate reflacts the lower level of cne-off benefits
in 2019 compared with 2018, including
provision releases, due to the expiry of
relevant statutes of limitation and the
reassessment of historicat positions.

Adjusted earmings per share of 57.8p
(2018: 70.3p) reflects all the elements above.

Statutery results
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Coram Williams
Chief Financial Officer

Cash generation

Onerating cash flow was £418min 2019
(2018: £513m) with cash conversion at 72%
(2018: 34%). 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 benefit from the adoption of IFRS 16,

The equivalent statutory measure, net cash
generated from operations, was £480m in
2018 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
proceeds from the rationalisation of our
property portfolio.

CER underlying Headline CER Underlying
£ muitians 2419 2018 growth growth growth £ mitlians 2019 2018 growth growth growth
Sales 3.869 4129 (e)% {9)% 0%  Sales 3,869 4,129 (61% {(N% 0%
Adjusted Operating profit 275 553
operating profit 581 546 6% 4% 8% profit for theyear 266 596
Operating cash Cash generated
flow 418 513 from operations 480 547
Adjusted earnings Basic earnings
per share 57.8p 73.3p per share 34.0p 75.6p
Dwidend per I
share 19.5p 18.5p
Net debt {1,016) {143y

Throughout this section: a) Growth rates are stated on an underfying basis uness otherwse stated. Underlying growth rates exclude currency rrrovemerds,
portfolio thanges and changes related to the adoption of IFRS 16. &) The ‘business per farmance’ measures are non-GAAP measures and recontikations to the
equivalent statutory heading urder IFRS are included in the financial key performance indicator's section on p201-204

1 Netdebt pre-IFRS 16, Net debt adjusted for [FRS 1602018 would have been £839m.
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Financial revicw

Statutory resuits

Our statutory operating profit was £275m

in 2019, compared to £553m in 2018.

The decrease in 2019 is targely due to the
decrease in gains on disposals, together

with increased intangible and restructuring
charges, which more than offset the increase
in adjusted operating profit.

Capital allocation

Our capital allocation policy isto maintain a
strong balance sheet and a solid investment
grade rating, 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 largely complete, this gives
us more scope for inorganic investment.

Balance sheet

Net deblto adjusted ERITRDAWas 1.3xon a
post-IFRS 16 basis. On a post-IFRS 16 basis,
net debtrose from £809m 1 2018 o £1,016m
In 2019, reflecting lower operatng free cash
flow, dividends, additional capital investedin
Penguin Random House, the acquisitions of
Srmart Sparrow and Lumerit Education and
outflows from the disposal of the US K12
Courseware business.

In March 2019, the Group repurchased

€55m of its remaining €500m Furo 1.875%
notes due May 2021, to leave €195m
outstanding. The Group also refinanced its
revolving credit. facility (RCF)in February 2019,
extending the maturity to February 2024 and
reducing the size to $1.19bn. Borrowings at

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

Pension plan

The overall surplus on UK pension plan of
£571m atthe end of 2018 has decreased
to a surplus of £429m 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 our policy, the Board is propasing
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, arnd subject to shareholder approval.
This will be payable on 7 May 2020.

Share buyback

in January 2020, the Group commernced

3 £350m share buyback programme,

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

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

Businesses held for sale

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

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.

Businesses disposed of

Following the decsion to sell the US K12
Courseware business, (he assets and liabilities
of that business were classified as held for
sale onthe balance sheet at the end of 2018.
In March 2019, the Group completed the sale,
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 our simplification
programme and laid the foundations for
growth. Qur guidance for 2020 is for adjusted
operating profit between £410m and £490m
and adjusted earnings per share of 38.0p to
47.0p. This reflects our portfolio excluding
Penguin Random House, exchange rates as at
21 December 2019 and the foliowing factors:

Inflation and other operational factors

Our 2020 guidance incorporates costinflation
of €. £30m which reflects a lower cost base
and the benefits of cur simplification

drive, other aperational faclors of E45m
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
Education Courseware offset by growth in the
rest of the business.

Restructuring benefits

We expect incremental in-year benefits from
the 2017-2019 restructunng programme of
£60min 2020.

Disposals

We expect a negative impact ef £55mon
adjusted operating profit, from portfolio
changes, iIncluding £65m from the sale of
Penguin Random House.

Interest and tax

Wwe expect a 2020 net intercst charge of
¢ £50m and a tax rate of c.21%, excluding
Penguin Random House.

Currency

In 2019, Pearson generated approximatety
62% of its sales in the US, 3% 1n Greater China,
504 1n the Eurozane, 3% in Brazil, 3% in Canada,
4% in Australia, 266 1n South Africa and 2% 1n
India and our guidance 1s based on exchange
rates at 31 December 2019,

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

Adjusted performance measures

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

are ncluded as they are key financial
measures used by management to evaluate
performance and allocate resources to
husiness segments. The measures aiso enable
investors 10 more easily, and consistently,
track the underlying operational performance
of the Group and its business segments over
time by separating out those items of income
and expenditure relating to acquisition and
disposal transactions, major restructuring
programmes and certain other items

that are also not representative of

underiying performance.

Tre Group's detinition of adjusted
performance measures may not be
comparable to other similarly titled
measures reported by other companies.
Areconciliation of the adjusted measures
to their corresponding statutory reported
figures is shown In summary below andin
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 discontinued operations in either 2018
or 2019. Areconcdiiiation of the statutory
measure to the adjusted measure is
shown below:

2019

£ millions

Cpetatingproft 275 553
Add back: cost of major

restructuring 159 102
Add back: other net{gains)

and losses {16}  (230)
Add back:sntangible charges 163 113
Add back:impact of

GMP ecualisation - 8
Adjusted operztingprofit 581 5a6

tn May 2017 we announced a restrucluring
prograrme, to run between 2017 and 2019,
to drive significant cost savings. This
programme began in the second half of

2017 and costs incurred relate to delivery

of cost efficcencies in our Enabling Functons
and US Higher Education Courseware
husiness, together with further raticnalisation
of the property and supplier portfolio.

The restructuring costs in 2019 relate
predominantly to staff redundancies,

whilst the restructuring costs in 2018 relate
predominantly to staff redundancies and the
net cost of property rationalisation, including
the net impact of our consolidation of the
property footprintin London,

These major restructuring casts are
analysed below:

£ milfions T
Further efficiency improvernents
in Enabiling Functions through
back olfice change programmes
in Human Resources, Finance
and Technology

2019 2018

{94) {48)
Adjusting the cost base in
our US Higher Education

Courseware business (34) {2hH

Furtherrationalisation of
property, vendor and

supplier agreements (29) (2n
Assoiate restructuring (2 (12)

59 02

Total
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Other net gains and losses that represent
profits and losses on the sale of subsidiaries,
joirt ventures, associates and other financial
assets are excluded from adjusted operating
profit. This is because itisimportant to
hightight their impact on operating profit,

as reported, inthe period in which the
disposal transaction takes place, in order

to understand the underlying trend in the
performance of the Group. Other net gains
included in operating profit of £16m in 2019
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 Walt
Street English language teaching business
{WSE), a gain of £207m, the disposal of our
equity interestin UTEL, the online university
partnership in Mexico, @ gainof £19m,

and various ather smaller disposal items.

Charges relating to acquired intangibles and
acquisitions are also excluded from adjusted
operating profit when relevant, asthese
items reflect past acguisition activity and

do not necessarily reflect the current year
performance of the Group. Intangible
amortisation and impairment charges in
2019 were £163m compared to a charge of
£113min 2018, as although acquisition activity
has reduced in recent years, there was an
additlonal £65n1irmpaiiment charge in 2019
relating to acguired intangibles in the Brazil
business, following a reassessment of the
relative risk in that market {see also note

11 tothe financial statements).

In 2018, the impact of adjustments arsing
from clarification of guaranteed minimum
pension (GMP}equalisation legislation in the
UK were excluded from adjusted operating
profit, as outlined below in the section on
post-retirement benefits.

Underlying growth rates

Sales decreased on a headline basis by
£360m, or 6%, frem £4,129m in 2018 to
£3,869m in 2019, and adjusted operating
profit increased by £35m, or 6%, from £546m
in 2018 to £581m in 2019. The headline basis
simply compares the reported resuits for
2019 with those for 2018, We also present
sales and adjusted operating profiton an
underlying basis, which exclude the effects of
exchange, the effect of portfolio changes
arising from acquisitions and disposals,

and the impact of adopling new accounting

standards that are not retrospectively applied.

Our portfolio change is calculated by taking
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account of the contribution from acquisitions
and by excluding sales and profits made by
businesses disposed in either 2018 or 2015,
Portfolio changes mainiy relate to the sale

of our US K12 Courseware business in 2019
and the sale of our WSE language teaching
business in the first half of 2018. Acquisition
contribution was not significant in either
2018 or 2019.

In 2019, our underlying basis excludes the
itnpact on adjusted operating prefit of IFRS 16
‘Leases’ This new standard was adopted on

1 fanuary 2019 but the comparative figures for
2018 have not been restated. The impact in
2019 was to increase adjusted operating profit
by £25m.

On an underlying basts, sales were flat in 2619,
compared t6 2018, and adjusted operating
profitincreased by 6%. Currency movements
increased sales by £47m and adjusted
operating prefit by £15m. Portfolic changes
decreased sales by £347m, and together

with the impact of IFRS 16 {as notaed above),
decreased adjusted operauing profithy £12m.

Adjusted earnings per share

Adiusted earnings includes adjusted
operating profit and adjusted finance and tax
charges. Areconciiiation to the statutory
profitis shuw bejow:

£ milliops 2079 2018

pofittortheyear 266 590
Non-controlling interest (2) (2)
Add back: cost of major

restructuring 159 162

Aad back: ather net gains 18) (230)
Add back: tntangible charges 163 113

Add back. other net finance costs 2 N

Add back: impact of

GMP egualisation - 8

Tax henefit relating te iterns

adaded back (123) (65)
Adjustedearmngs 443 547
Weighted average number of

shares {millions) 7770 7781

AFju?ed ea[ni ngs per %Kre- S‘IEp _%;p
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Net finance costs classified as other nat
finance cosis orincome are excluded in the
calculation of adjusted earnings,

Finance income relating to retirement benefits
are excluded, as management believe the
presentation does not reflect the economic
substance of the underlying assets and
liabilities. Finance costs relating to acquisition
transactions are also 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 also excluded as they represent short-
term fluctuations in market vatue and are
subject to significant volatility. Other gains
and losses may not be realised in due course,
as itis normally the intention to hold the
related instruments to maturity.

n 2019, the tota!l of these items excluded
from adjusted earnings was a charge of

£2m compared to a charge of £31m in 2018.
Finance income relating to retirement benefits
increased from £11m in 201840 £13m in 2019,
reflecting the comparative flinding 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 or unhedged cash and cash
equivalents in 2013 compared to 2018,

The adjusted income tax charge excludes
the tax benefit or charge on iterns that are
excluded from the profit or loss before

tax. In addition, the tax benefit from tax
deductible goodwill and intangibles is added
to the adjusted income tax charge, as this
benefit mare accurately ahghs the adjusted
tax charge with the expected rate of cash
tax payments.

Operating cash flow

Operating cash flow s presented in order
to align the cash flows with corresponding
adjusted operating profit measures.
Areconciliation to operating cash flow
from netcash generated from operations,
the equivalent statutory measure,

is shown below:

£ millians 2019 2018

Netcash generatea

from operations 480 547

Bividends from joint ventures

and associates 64 67

Capital expenditure onproperty,

plant, equipment and software

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

property plant, equipment and

software {including disposal of

ipased assets) 18 128

Investmentincomse 2 -
Add back: costs paid/

{proceeds from) major

restructuring projects m (25)
Operating cash flow 418 513

Operating cash flow decreased on a headline
basis by £95m from £513m in 2018, to £418m
in 2019. The decrease results frem 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
from the US K12 Courseware business,
following its disposal in the first half of the
year. These factors mare than offset a positive
impact from the adoption of IFRS 16,

Restruciuring cash inflow of £25m in 2018
included proceeds from the sale of property
primarily associated with the rationalisation
of the property footprint in London and in
2019 restructuring cash outflow was £111m.
The restructuring payments made in 2019,
together with the impact of the adoption of
{FRS 16 {see section below 'Adoption of new
accounting standards in 2019 largely explain
the reduction in provisions and other liabilities
on the balance sheet when comparing 2019
and 2018.

Other financial information

Net finance costs

£ millions 2078
Net interest ;;;ai'_)}é h (41) (24i
Finance income in respect of

retiremert bepefits 13 "
Other netfinance costs (15) 42
-r\;-t—fk;ance (c—';t—;_ o {43) (—55)

Net interest payable in 2019 was £41m,
compared lo £24m 1n 2018. The increase is
due to the adoption of IFRS 16, which resulted
1in an additional £34m of net interest payavle
in 2019, After excluding the impact of IFRS 16,
there was a reguction in net interest payable
due o lower Jevels of average net debt,
together with favourable movementsin
interest on tax, and the absence of one-off
costs relating to the redemption of bonds.

As detalled in the adjusted earnings peor
share sectian, finance income in respect of
retirement benefits, and other net finance
costs are excluded from adjusted earnings.

Capitai risk
The Group's ebjectives when managing
capital are:

to maintain a strong balance sheetand a
solid investment grade rating;

-

to continue to invest in the business
organically and through acquisitions;

~

(o have a sustainable and progressive
dividend policy, and

~

1o return surplus cash to our shareholders
where appropriate.

v

The Group is currentty rated BBB (negative
outlook)with Standard and Poor’'s and Baa2
{stable outlook) with Moogy's.
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Netdebt

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

Ern,illmr.rs 2019

Cashand cashequwalents 437 568
Investmentn finance leases 196 -
Derivatve inandal Instruments 15 9
Bank foans and overdrafts (3) 43
Revolving credit facitity (230 -
Bonds (593) (672
Lease liabilities {838) (5)
Netdebt (.016) (143

The Group's net debt increased from £143m
atthe end of 2018, to £1,016m at the end of
2019. The adoption of IFRS 16 added £666m
of debt on transition, with the remainder of
the increase principally due to treasury
share purchases, additional capital invested
In Penguin Random House and outflows
from the US K12 Courseware business
disposal transaction, which outweighed

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

Liquidity and funding

The Group had a strong hiquidity position at
31 December 2019, with over £400m of cash
and a significant proportion undrawn on

its Revolving Credit Facility due in 2024 of
$1.19bn (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 16.5%, compared

to an effective rate credtt of 5.2% in 2018,
The increase is mainly due to: the lower level
of one-off benefits present in 2013 compared
to 2018, including the release of provisions
due to the expiry of relevant statutes of
limitation; the reassessment of historical
positions, as well as 3 one-off benefit from a
reassessment of the tax treatment of certain
iterns of income and expenses.

The reported tax charge on a statutory
basisin 2019 was a credit of £34m {14.7%),
compared to a credit of £92m {18.5%) in 2018.
The statutory tax credit in 2013 was primarily
due t¢ US tax fosses generated on the disposal
of the US K12 Courseware business.

Governance

Financial statements Other information

Operating tax paid in 2019 was £5m. This was
impacted by arefund received in the Us
relating to historica!l periods together, with

ro UStax being paid inrelation tc 2019 as a
result of the tax loss on the sale of our US K12
Courseware business. Non-operating tax paid
of £21m in 201G relates to tax paid to the
Chinese tax authorities, following the disposal
of WSE during 2018, and New York state and
city taxes paid in the US as a resuit of a
settlement with the tax authorities relating to
past disposals. Deferred tax liabilities reduced
from £136min 2018 to £48m in 2019, mainty
due o the generation of tax lossesin the US as
noted above. Deferred tax assets and current
tax liabilities remained relatively consistent
year on year. There are contingent liabilities in
relation to tax as outlined in note 34 to the
financiat statements.

The Group adopted IFRIC 23 'Uncertainty over
income Tax Treatments on 1 January 2019,
resulting in areduction 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 on the
income statement for 2019 was not material.

Other comprehensive income

Inciuded in other comprehensive income are
the net exchange differences on translation of
foreign operations. The loss on transiation of
£115min 2019 compares to a gain in 2018 of
£90m . The ioss in 2019 mainly arises from
the weakness of the US dollar compared to
sterling. A significant proportion of the
Group’s operations are based in the USand
the US dollar weakened in 2019 from an
opening rate of £1,$1.27 to a closing rate at
the end of 2013 of £1:$1.32. At the end of
2018 the Us dollar had strengthened from an
opening rate of £1:51.3510 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
in 2019 is an actuarial loss of £149m tn relation
to retirement benefit obligations of the Group
and our share of the retirement benefit
obligations of Penguin Random House.

The loss arises from the unfavourable impact
of changesin the assumptions used o value
the liabilities in the pfans and in particufar
movements in the discount rate. The value

of assets was also impacted following the

UK plan's purchase of insurance buy-in
policies in the first half of 2018. The lossin
2019 compares to an actuariai gain in 2018

of £25m.
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Post-retirement benefits

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

The charge to profitin respect of worldwide
pensions and retirement benefits amounted
to £56m in 2019 (2018: £56m) of which a
charge of £69m (2018: £67m) was reported
in adjusted operating profit and income of
£13m (2018: £11m) was reported against
other net finance costs. The smallincrease
in the operating charge in 2019 is largely
explained by the absence of material past
service itemns, which in 2018 included a
credit of £11mrelating to changes in the

US post-retirement medical plan, and a charge
of £8m relating to guaranteed minimum
pension (GMP) equalisation.

The overall surpius on UK Group pension
olans of £57Tm at the end of 2018 has
decreased to a surplus of £429m atthe end of
2019. The decrease has arisen principaliy due
to the actuarial ioss noted above in the other
comprehensive income section. In total, our
worldwide net position inrespect of pepsions
and ather post-retiremen{ benetits decreased
from a net asset of £471m, at the end of 2018,
to a net asset of £337m at the end of 2019,

Adoption of new accounting standards
in 2019

The adoption of IFRS 16 ‘Leases’ has impacied
both the income statement, as described
above, and has had an impact on certain lines
in the balance sheet. The Jease liability
{claszified as financial liabilities - borrowings)
brought onto the balance sheet at transiuon
was £881m, with the corresponding right-of-
use asset (classified within property, plant and
equipment) valued at £424m. In addition,
certain subleases have been reclassified as
finance leases resulting in an additional lease
receivable (classified as other receivabies)

of £215m being brought on balance sheet.
The ret impact on the balance sheetis a
reduction of net assets of £83m, after taking
into account existing liabilities relating to
onerous lease provisions (reducing provisions
for other liabilities and charges by £101m),
lease incentives, prepayments, adjustments
totax and the netimpact on assaciates.

The fuil 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 lncome Tax Treatments' had a smalt
impact on the current tax balance but

has not materially impacted the income
statement (see note 1o the consclidated
financial statements).

The impact of adepting Amendments to
IFRS 9 and IFRS 7 has not had a materiat
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
2018 (13.0p) and the intertm dividend far
2018 (6.0p). We are proposing a final dividend
for 2019 of 13.5p bringing the total paid and
payable in respect of 201910 18.5p. This final
2019 dividend, which was approved by the
Board in February 2020, is subject to approval
at the forthcoming AGM and will be charged
against 2020 prafits. For 2019, the dwvidend is
covered 3.0 times by adjusted earnings.

Businesses held for sale

Foilowing the decision to sell the US K12
Courseware business, the assets and liabilities
of that business were classified as held for
sale on the balance sheet at the end of 2018.
In March 2019, the Group completed the sale
of its US K12 Courseware business, resuiting
in a pre-tax profit on sale of £13m. Total gross
proceeds were £200m including £180m of
deferred proceeds, which include the far
value of an unconditional vendor note for
$225m, anentitlementto 20% of future

cash flows to eguity holders, and 20% of net
proceeds in the event of a subsequent sale.

The cash outfiow in the year relating to the
disposal of subsidiaries was £141m, mainly
reflecting the deferral of proceeds for the

US K12 Courseware business and the seasonal
fevel of cash reflecting deferred revenue in
the business at the disposal date.

Tax on the disposal of the US K12 Courseware
business is estimated to be a benefit of £51m.
The benefitarises as the transaction gives rise
to a loss for tax purposes mainly due to the
differing treatment of deferrad revenue
disposed in the tax computation, In addition
to the tax enthe US K12 Courseware business
there were £17m of tax credits relating to
adjustments following settlernent of tax
relating to prior year disposals,

in December 2019, the Group announced the
sale of its remaining 25% interest in Penguin
Random House. At the end of Decernber, our
share of the assets of Penguin Random House
has been classified as held for sale on the
baiance sheet.

Acquisitions and disposals

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

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

£4min 2018.

Related party transactions

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

Post balance sheet events

In january 2020, the Group commenced

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

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

Governance

in 2020, Pearson has been
named in the prestigious

Fast Company’s Mos! Innovative
Companies List.
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Aida is a first in education. By using |
multipte 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 Praducts & Sofutions

The biggest economic revolution of aur time
is unfolding around us: the talent ecanomy.
Techneology, Al and automation are shoving
all of us off a one-track career.

The future of work is moving faster than
any of us. The taient economy is the new
patchwork of dream jobs, gigs, freelancing,
and any other way we earn a living from what
makes us unigue. in this new talent-driven
world, we'll never catch up orleap ahead
unless we redesign how people learn.
Everything about aur future hinges on

this redesign of learning.

I's no longer enough to sit in & classroom and
soak in knowiedge. Learning has to happen
wherever you are, whenever you need it and
across your fifetime - tured to the skills for
the job you do today and the job you don‘t
even know aboutyet.

Educators and schools always decided when
and how people learned. Now, people are
telling us how they want it done, personalised
like the other content and products we all
consume in a digital world.

But this is a bigger deal than the next film
someone watches or an onfine purchase.

If we want to get to the new internet, or the
answer to climate change, we need more data
analysts, engineers, doctors and scientists.

Ten years from now the US will have half a
miilion more IT jobs. in 15 years, 5G will create
almost 22m jobs globally. Think about that.

We cant even find workers for the 2.4m
unfilted STEM jobs we have now and we'l!
have to find more,

Ang, there's a major, unseen barrier standing
i the way. Calcuius.

Almost all STEM fields require it ahd almost

one-third of students drop or fail it just

imagine a world where we could plug that

feak inthe STEM pipeiine.

We have. !

Meet Aida. The world's first Al-enabled mobile '
calculus tutor. Aida is a first in educauon.

By using multipie types of Al to tutor students,

we can teach them how te learn catcuius and

apply it in the real world. Aida gives feedback

tailored to everyone. Aida is designed based

on evidence of the most effective ways

to teach and learn calculus. I1t's a highly

personatised fearning approach for a highly

persanatised world.

it's not the only answer (o the STEM shortage.
But Aida is a new way Lo teach pecple how 1o
learn, and ultimately how to adapt to this new
economy. It's about redesigning leaming to
create the economists, doctors, designers,
coders and the new jobs we haven't even
dreamed up yet for the future of everything.
This is an exampie of how we are designing
products to have an impact on key learning
outcomes in STEM and promoting education
to advance the UN SDGs as part of our 2030
Sustainability Strategy,

Learn more about Ericacy on p27

Learn more about Sustainability on p16
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North America

Market summary

Our largest market includes all
50 Us states and Canada.

Sales

ey ™y
£2,534m
Adjusted operating profit

£361m

SUSTAINABILITY iN ACTION

Accelerated Pathways

Accelerated Pathways partners with
employers to implement educaticnai
benefits programmes that provide our
clients’ employees with lifetong learning
opportunities. These solutions may include
foundational education skills {including
reading, writing, English, core job and work
skilis}, pathway to a GED, college advising,
accredited courses, degrees and industry
or trade certifications. It drives our
sustainability objective to advance

equity by addressing many of the

unigue challenges adult learners

without educational opportunities face.
Programmes are oniine and optimised for
mobile delivery, so employees cantearn
anytime, anywhiere. A mix of funding
sources canreduce of rermove the cost
barrier for participation.

In 2019, Accelerated Pathways grew both
through new dients, including Manpower,
and the acquisition of Lumerit Education,
an ed-tech company that helps address the
issues of college degree cempletion and
affordabitity. Preliminary results frem

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

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

Read more about Pearson's Sustainability
Strategy on plb

Advance equity in learning

Build skills for sustainable futures

Reveriue declined 3% in underlying terms,
primarily due to US Higher Education
Courseware declining 12%, and Student
Assessment, which dedined slightly.
Offsetting that, we saw good growth in
Virtual Schools, OPM and Professional
Certification {VUE} revenue. Headline revenue
decreaser due to disposals, partly offset

by FX gains.

Adjusted operating profit declined 3% in
underlying terms, due to the impact of lower
sales, inflation and olher operating factors
partially offset by restructuring savings.
Headline profit was flat on last year, with the
impacts on adjusted operating profit offset
by the benefits of FX and {FRS 16 adoption.

Courseware

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

of factors:

~

Unbundling of premium-priced print
and digital proeducts for digital-only
formats. Sates of bundle units declined
45% during 2019,

~

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

now preferring an eBook to a physical text.
This trend led to eBook growth of 18%
during 2019,

Modest adoption share |loss caused by the
delivery 1ssues due to the implementation
of the new ERP system in H2 2018 aswell as
the recrganisation of our sales force.

~

We are focused on regaining share over time
as we build traction from the rollout of our
next wave of digital products on the Pearson
Learning Platform, which launchedin
September. 60% of all Revel fall subscriptions
will migrate onto the Pearson Learning
Platform by the end of the year enhancing
the faculty and student experience.

We are also launching a direct-to-learner
Pearson elextin 2020, with enhanced features.

US Higher Education Courseware digital
registrations, including eBooks, declined 2%.
Goad registration growth in Revel, up 9%,
was offset by continued market pressure

in Develapmental Mathematics and the
ptanned retirement and deprioritisation

of long-tail products

We continue to make good progress with
Inclustve Access signing 162 new institutions
In 2018, taking the total not-for-profic and
publicinstitutions served to 779. Inchuding
80 longer-standing contracts with for-profit
colleges, we now have direct relationships
with ever 850 institutions.

In 2019, we served 1 8m Indusive Access
enrolments up from 1.4m in 2018, making up
9% of 2019 US Higher Education Courseware
revenue, up 19% on 2018 on a like-for-like
basis, excluding the 80 for-profit colieges.

Assessment

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

During 2019, Pearson won new contracts

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

Automated scoring continues to be a
competitive strength for Pearson. In 2019,
we scored 39m responses with Al, up 8%
from 2018,
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in Professional Certification (VUE), giobal test
volume rose 8% to ¢.16.5m. Revenue in North
America was up a high single-digit percentage,
mosty driven by the IT sector with increased
demand for cloud technology certifications
through Microsoft and Amazan, and volume
growthin an education cantract lsunched at
the end of 2018, which is now operating at its
full run 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
declined as demand for new product only
partially offset normal declines 1n products
it the later stages of their lifecycle.

Services

School Services (Virtual Schools) grew revenue
6% and served 76,000 Full Time Equivalent
(FTE) students through 42 continuing full-time
virtwal partner schoots in 28 states, up 5% on
last year.

Six new full-time, online, state-wide partner
schocls opened In the 2019-20 schoal year in
the states of Oregon, Washingten, Tennessee,
Minnesota and California, while a contract
was exitcd in North Carolina,

Higher Education Services (incuding OPM
and Learning Studio} grew revenue 4%,
due to growth in OPM, partially offset by a
small drag from Learning Studia revenue,
alearning management system, which was
fully retred in 2019,

in OPM, revenue grew 9%, with growth

in course registrations of 5% and new
programmes launched more than offsetting
programmes terminated. Our overall active
programme count grew (o 347 from 325

in 2018,

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

Goverriance
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Core

Market summary

Our international business in established
and mature education markets.

Sales
L838m
Adjusted aperating profit

£92m

SUSTAINABLITY IN ACTION

BTEC

BTEC gualifications support progression
1o higher or further education,
apprenticeships or directly into
employment. Across England as a whole,
44% of white working-class students who
make it to higher education have at least
one BTEC. 48% of black British students
accepted to higher education have at
least one vocational qualification,

We are committed to increasing the
number of BTEC registrations autside

the UK, particularly in markets where
vocational education 1s developing.

In 2018, the Group had 33,403 registrations
outside of the UK, which increased to
43906 registrations i 2013 {an increase

of 314).

BTEC afso helps to build skills fora
sustainable future. Sustainability is
embedded within 31% of BTEC
gualifications across seclors, inciuding
engineering, logistics, construction, health,
health and social care, science and IT.

We recently launched our first
sustainability-backed loan, linking to our
progress inincreasing access to quality
vocational education to fearners irt
international markets.

Reatdt more ahout Pearson's Sustainability
Strategy an ple

Advance equity in learning

Buitd skills for sustainable futures
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Revenue was up 5%in underlfying 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
Certfication (VUE), all partially offset by
declines in Courseware.

Adjusted operating profitincreased 58%
in underlying terms and 61% in headline
terms due (o trading growth and
restructuring savings.

Courseware

Courseware revenue declined moderately.
Declines in School Courseware in the UK and
Australia offset growth in italy. In Higher
Education Courseware, revenue declines in
the UK and Europe more than offset growth
in Austratia.

Assessment

InStudent Assessment and Qualifications,
revenue grew strongly, due to price and
volume increases for A tevels and GCSEs and
the delivery of a new digital assessment
contractin Egypt. This was partially offset by
continued market declines in Apprenticeships.

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

in Professional Certification (VUE), revenue
was up due to good growth in the DVSAtest
inthe UK, additional exam series added to
the JCAEW contract and good growth in the
MO1 (French driving test) which launched in
late 2017.

Clinicat Assessment sales declined primartly
in France and the Netherlands due to an
absence of new major product introductions.

PTE Academic saw continued strong growth
in test volumes in Australia and New Zealand,
up 14% from 2018. This was driven by its use
to support visa applications to the Austratian
Department of Home Affairs, as well as

good growth in New Zealand. We recently
announced the win of the UK Secure English
Language Test (SELT) contract with the UK
Home Office, which we expect to drive
future growth.

Services

in Higher Education Services (OFM), revenue
growth was driven by course enrciment
growth in the UK. During the year, we also
announced new OPM partnerships in
Australia with the University of Adelaide

and University of Wollongong.
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Operating performance review

Growth

Market summary

Emerging and developing economies

with investment priorities in Brazil, \ndia,
South Africa, Hispano-America, China and
the Middle East.

Sales

» —
L497m
Adjusted operating profit

£63m

SUSTAINABILSTY {N ACTION

China

We have taken action to assist learners as
the COVID-19 epidernic has taken hold in
China. As schoois across China have been
closed down to prevent the further spread
of the illness, Pearson has made dozens of
online products and courses available for
free to students unable to attend school.

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

Read more abaout Pearson’s Sustainahility
Strategy on pi6

Advance equity in learning

Build skilts for sustainable futures

Revenue grew 4% 1n underlying terms due

to strong growth 1in China and good growth in
Brazil and the Middle £ast, partially offset by
declines in South Africa. Headline revenue
dedlined due to disposals.

Adjusted operating profitincreased 24% in
underlying terms, reflecting higher revenue
together with the benefits of restructuring,
In headline terms, adjusted operating profit
increased 7% with the impact of disposals
more than offset by trading and
restrucluring savings.

Courseware

Courseware revenue was flatin underlying
terms, with growth in English Language
Courseware in China and School Courseware
in the Middle East and Hispano America,
offset by declines in Higher Education
Courseware in South Africa following a
change in government funchng.

Pengain Random House

Adjusted operating profit

£65m

Assessment

Professional Certification (VUEYrevenue
grew well due to a large ICT infrastructure
certification contract, and a number of new
smaller contract launches in China,

PTE Academic saw strong growth in revenue
with test volumes up 25% in India and China.

Services

In English Services, underlying revenue
grew sfightly in our English Language
School franchise in Brazil due to new
product launches.

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 (formeriy CT1), however revenue
declined modestly due to changes in mix.

Pearson owns 25% of Penguin Random
House, the first truly global consumer
bock pubiishing company.

Penguin Random House performed soligly
with underlying revenue growth from a
rise in audio sales, stable printsales, and
the industry’s top pestsellers, including
Wihere the Crawdads Sing by Delia Owen,
Becorning by Michelle Obama, and
bestselling books by Margaret Atwood,
Tara Westover, Lee Child, Jamie Qliver,

Jeff Kinney, and Dr. 5euss.

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

18 December 2019. The transactionis
expected to close in H1 2020,
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I have the flexibility 1o work
wilh others 10 make STEM less
intimidating without sacrificing
the guality of my education.

Madison Kenney

CASESTUDY VIRTUALSCHOOLS

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

Read the 2018 efficacy repart.
WWW_ Dearscn.com/Corporates
efficacy-and-research/reportss
connections-acadeniy.hitmi

Governance

Financal statements QOtherinformation

Madison Kenney has a passion for STEM

and wants to sharc that enthusiasm with
other young female students. STEM is often
intimidating and Madison has made it her
mission to work with female students to make
STEM rnore approachable. To allow Madison
to spend more time on this mission, her
mother enrolled her in Connections Acadery,
Pearson's Virtua! Schools programme for
students in K12,

“{ was firstintroduced to robotics at a Girl
Scout Expo and immediately knew that
this is what l wanted to do," says Madison.
“Attending Connections Academy gives me
the flexibility to work with others to make
STEM [ess intirmidating withoUt sacrificing
the quality of my education.”

Madison keeps a busy schedule 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, among others.

Madison is also a full-time, dual-enroiled
student at Kennesaw State University, and
hopes to pursue a career as g mechatronics
engineer for NASA. Madison says, “Online
jearning helped prepare me for college as

it has made me an independent and
motivated learner.”

Efficacy research shows that Connections
Acadermy students like Madison can receive
the same quality of education as that
offered at their local public school, while
simuttatieously taking advantage of the
benefits offered to them by virtual schools.

Pearson and Virtual Schools

Pearson delivers K12 online education to
schools and students across the US and
internationally. Solutions include the
accredited Connections Academy, an online
school programme which is delivered via
full-time, online public schooels. This is an
aption for families seeking perscnalised
learning and a high-quality alternative to
the traditional dassroom. A global online
private school, International Connections
Academy, (s also available.

Thisis an example of how we are designing
products to have an impact on key learning
outcomes and promoting education to
advance the UN SDGs as part of our 2030
Sustainability Strategy We will refease a
new Efficacy Report on Virtual Schools later
in2020.

tearn more about Efficacy onp?2 7

Learn maore about Sustairabitity on pla
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Organisational risk management

Qur 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 operational objectives.

Our risk approach aligns to international
standards {e.g. COSO and IS0 31000) and
aids our continued compltanice with the
Financial Reporting Council’s {FRC) UK
Corporate Governance Code guidance on
risk management. aiso enabling us to adapt
to any required changes in approach.

The risk reporting processis carried out
Giannuaity and reviewed by the Audit
Committee and the Board. During the year,
the Audit Committee and Beard conduct
deep dives inte selected principal risks.

Principal risks and uncertainties

in 2019, the Board of Directers undertook
arobust assessment of the current
principal and emerging risks facing
Pearson, in accordance with pravision 28 of
the 2018 UK Corporate Governance Code.

Listed in the table and shown on the adjacent
risk map are the rost significant nisks that
may affect Pearson's future. Alonger list

of business area and company-wide risks

is monitored and reviewed internally
throughout the year. The most material risks
are those which have a higher probability ang
significantimpact on strategy, reputaticn 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 prolonged negotiation process
during 2019, we continued our mitigaticn
planning, led by a Steering Committee chaired
hy the CFO. We worked to identify and
mitigate any potential impact on our principal
risks, including supply chain and operations
{covered in the customer experience risk},

tax and data privacy, treasury, workforce
mobility and mare. 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 plans in place to ensure we
continue with business as usual.

Coronavirus {(COVID-19)

At the time of publication of our annual
report, the COVID-19 outbreak in China and
globally is an emerging risk that s being
closely monitored on a day-by-day basis

Our primary focus is on ensuring the safety
and welt-being of our employees, customers
and learners. We have invoked our business
resilience plans to help supportour customers
and maintain our business operations. At this
time, we do not believe that COVID-19 will
have a material adverse impact on Pearson’s
financial results. We are actively continuing to
monitor the situation.

Mitigation and controls

Throughout all 14 principal risks, Pearson
adopts mitigation activities in the form of
internal controls, as part of regular internal
meetings and external consultations. These
include reporting to the Board, reporting 1o
Pearson's Executive management team, and
monitoring compliance with Pearson policies,
international regulations and standards.

The following principal risks alse relate

to the material issues considered in the
Sustamability section of thisreporton p16:
products and services, testing failure, potiticat
and regulatory, information security and data
privacy, customer experience, and safety

and security.
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Principal risks: status and 2019 change
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Risks are categorised into four main areas:

Financial statements

Other information

Net risk
Probabihity and tmpact are

a3

—

Indicates change
in 2019

based onresidual risk, 1 e. after

taking intc account Lontrers

already n place and assumed

to be operating effectively.

Almast
certan

For more information see
principai risks and uncertainties
tables onthe fodowngpages.

Executive responsibility

Strategy and Relating to the goals that are aligned 1 Business transfarmation ChrefExecutive
change with and support our strategy and change
This category s the most fikely to 2 Products and services President - Nat tn Amietrcan Coursewars &
contain ‘opportunity’ risks which are Global Product
ly to have a higher risk appetite. e T T T T T T e e
kely ta have ahigherrisk appetite 3 Tafent Chief Human Resaurces Officer
THPoljtical anrcﬁzr-gnulimﬁ(:ry risAkﬁi‘ ) * Chief Corr;mrarte Affairs Ofticer
Chiet Strategy Officer
Operationa[ Involving people, systems 5 Testingfaiiure President - Global Assessment
and processes. ) o ~ President UK & Global Online Learning
s Safety, safeguarding and Chief Finaricial Officer
___ corporate security i _ ChefHuman Resources Officer
7 Customerexperience President - North Amedican Courseware &
Global Product
) o o __ ChiefTechnology anc Operations Difices
g Business resilience Chief Financial Officer
General Counsed
o Data S President - North American Cotseware &
Global Proguct
Chief Technology and Operations Officer
Financial Involving financial planning, 10 Tax Chief Financtal Gfficer
Investments, budgeting,
potentiallosses af and
expasures to Pearson's assets.
Legai and Relating to the adherence o 41 Information security and Chief Technology and Operations Ofticer
compliance applicable laws and regulations, ___ data privacy _¥M__¥A_Erjerai_§0unggl e _

Risks in this category typically
have avery low risk appetite

42 Intellectuat property

13 Compliance

General Counsed

General Counset

14 Cor;\petition law

General Counsel
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and uncertainlies

Principal ri:

Stralegy and change

: |
Risk description i 2019 activity ! 2029 plans

v Business transformation and change

The accelerated pace and scope ‘ » During 2019, planned headcount reductions were i > Deliver the Business Value Realisaton (BVR) Plan,
of our transformation initiatives completed, allowing the gelivery of annualised i that will continue to further stabilise operations,
InCrease our risk 1o execution savings as expected of the programme. resources and existing governance models.

timehnes and 1o the business’s Continue to review and make recommendations on

~
~

Arange of additional transformation initiatives

transforrmation on p74 for mare details.

~

Progress rest of world phase of TEP.

adoption of change. were successfully completed, with further ones j further optimisation programme opporiunities,
. ‘ - !
IdEn-[If]Ed forl completion in M1 2020. See the | > Createa key performance indicator {KPi) scorecard
Audit Committee update on business | ‘toreflect stabilisation activities,
1

2 Products and services

Failure to successfully invest, » Productinnovation: we made progress across > Build on the 2019 launch of the Pearson Learning

devetop and deliver innovative, key markets inimplementing product portfolic Platform (PLPY: 60% of all Revel fall subscriptions on

market-leading global products management to ensuire our products are ahgned PLP by the end of the year; over 100 MylLab and

and services that will have the 10 our strategy to achieve target revenue and Mastering titles on PLP in 2021.

biggest impacton fearners profitability. We also made significant progress » Launch a new Pearson eText, with an expanded

and drive grawth. understanding the competitive and structural (atalogue and enhanced features that differentiate it
threats, especially ta our US Higher Education from a conventional third-party eReader.

Courseware business, and made progress .
- | » Continue efforts to embed the product hfecycle
mitigating these. ; o :
framework into our decision-making processes,

-

Product and investment portfolio: weimproved
visibility Into how our products and services
contribute to Pearsan's overatl growth, and are
using that as aninput for the future investment
allocation pracess. We continued to build our Improve our ablity to horizon scan the market and
employabitity capabilities and further clarified customer hehaviours, which will provide improved
Qur INvestment priorities. trend analysis and agiity to respend Lo frends.

v

Use the resulrs of the US Higher Education Courseware
haseline survey we did in 2019 to inform and design
new ways of working.

~

~

Competition: market share competition remained
high, especially dueto pnang pressure from low
cost competitors, including, inUS Higher Education
Courseware, open educational resources {OER).

| The proposed Cengage & McGraw Hill merger,

ifit proceeds, will consolidate our two largest i
competitors in Lthis market. The impact of this
remains unknown. However, we helieve we have
the right strategy in place with our indusive Access
(IA) programme to tackle affor dability and keep
ahead of the cansumer trend to digital.
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Strategy and changce

Risk description

3 Talent

Faiture to attract and retain
the talent we need and to
create the conditions inwhich
our peagle cart perform ta the
hest of thewr ability

Performance

Governance Financeal statements

2019 activity

Peopie development

» We continued with the development of our VP and
Directar jevels, with the Leod to Succeed programme,
which aims to support succession planning.

» We refreshed our Monoger Fundamentals training
across the company, with tools and resources that
are shared with iine managers each month.

» We continued targeted learning with our internal
learning and development platform, Pearson U,
with career development workshops.

Diversity & Inclusion (D&}

» We ronducted D& assessments and dashboard
reviews with Executive team members and therr
leadership teams.

» We continued mentoring programmes for female
talent, with Board rnembers mentoring SvP
women and Executive tearn mermbers mentoring
VP women,

Employee engagement

> Internal teams with giobal employses were created
lo acddress company-wide issues (e.g. silo-busung,
performance managerment, employee learning).

» An Employee Engagement Network was created
with cross-functional, top talent emmployees to
provide an employee voice for strategiC 1input
at Pearson.

> We complered research, gathered insights,
delivered messaging workshops for the Employee
Value Proposition which alims teimprove recruiting
putcomes and increase talentretention,

» We launched the Pegrson Proud campaign intended
to empower employees as Pearson advecates.

Structure and approach

» Created the SYP-Learning position reportng
to the Chief Human Resources Gfficer (CHRO)
which is responsible for scaling Pearson
praducts to all employees.

» Centralised HR centres of cxpertise that make up
our employee exparience under a newly created
SVP-Employee Experience rote.

» Refreshed performance managementtool for
employees with guarteriy check-ins that focus
on feedback, devetopment and to improve
performance outcomes.

Gtherniformation

2020 plans

> Work with each Pearson Executive team member and
their teams ta make progress on the 2019 actions fram
the 2018 Organisational Health Index, to impraove
dedision-making and role clarity, as well as driving
innovation and learning.

v

Rolf out the ‘new employer value proposition’ programme,

w

Reskill/:pskill emiployees as reams restructure
and new roles are created. Assess and refine
the HR global strategy.

v

Continue with the work under way on our recruitment
marketing platform. This will help Pearson to attract
and convert passive candidates 1o become employees
and bulld our brand in the technology sector.

v

Look to update Pearson's remuneration philosophy
to align with our five-year strategy and provide
flexibdity to adapr remuneration paltaes for business
and {alent neec’s as we continue (o build on our
digital transformation.
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Principal risks and uncertainlics

Stralegy and change

b
|
Risk description ' 20196 activity | 2020plans

4 Political and regulatory risk

Changes in governments, ! inour two higgest markets, the UK and the US, The Governmentrelations team will continue to maonitor
pohcy and/or regulations | progressin 2019 was as folows: and advise on:
have the potential to impact > In the UK, we continued fo build Pearson’s > Online learning legal and regulatory challenges.
husiness models and/or e ; . ; .

position as a leader, expert and innovator in » instructional material market risks that arise when

decisions across all markets, - i i i .
general gualifications, technical/vocational Governments mandate the use of state-produced

education and assessment. instructional matersals and/or content
! » inthe US, we positioned Pearson as an innovator {China, Hang Kong, South Africa and India).
inthe education and workforce space, among both | 5 implications of being & US/UK company in the

parties, instate capitals, on Capitot Hifl and with ' current global gecpalitical enviranment
the Trump administration. |

» We mamtained fair market access through national
r and state partnerships, aswell as directlobbying.

> With the bipartisan Nationat Governars
Association, we shaped the Chair's workforce
initiative which was shared with all governors,
informing state policies,

We continued o monitor trade actons and
sanctions that coula impact business goals.

w

Operational

5 Testing failure

s Utilise technology, moving systems to more stable

Failure to delwer tests and In 20719, there was a GCE {A fevel) Maths security

~

|
]

assessments{e.g. for Pearson i breach which was managed as a significant and secure platforms in the cloud. Work continues to

UK, 5chools and VUE) and 5 inaident. We have since reviewed, analysed and ensure that anytechnaology changes are fully factored

other related contractual i strengthened our security Oprians, in conjunction into all of Pearson’s business continuity activilies and

requirements because of | with other awarding bodies. adjustments are made to relevant certific ations and

operanonal or technology regulatery frameworks.
rssues, resulting in negative

publicity impacting our

~

Acomplete review, with improvement s was
delivered to our test fraud investigations Work with our security technology teams to
processes, in partnership with our key UK clients. further develop systerns and partnerships towards

brandand reputation. Development was completed for an improved fraud detection analytic models, Al and machine
learning anatysis.

pracess enabling more secure access o kve test
materials for centres, rather than manual Ensure assurance will continte to extena ISO actvity
provision via email ar secure file transfer. across products and geographies, We will also further
mature our business continuity measures by improving
integration of Disaster Rerovery (DR} and Business
Continuity (BO) activities. Additional cerrifications are
under way to further strengthen our security and
technology resilience.

v

~

~

~

An improved VQ systerm monitoring was introduced
andwe reduced the frequency and valume of
unrenfizmed bookings (i.e. rest pravision fature).
All School Assessment customer-facing proaucts
were successfully migrated to the cloud, resulting |
ingreater scalability, reliability, efficiency |
and security. 5
:

~

v

Enstire that our service plans witl continue to develop a
technology-based salution to reduce or eliminate manual
Test Publishing Quality Assurance {TPQA) processes.
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2019 activity

& Safety, safeguarding and corporate security

Avariety of risks that can cause ‘
harm to our people, assets and
reputation continue Lo evolve l
as our company daes. While
same risk has reduced due to ‘
outsourcing and divestiture, !
the diverse nature of our 1
people’s aclivities require J
continued focus, resource J
and improvement to reduce !
the potenta! for harm. J
|
1
|
|
|
I
|
|
|

|
|

Health & Safety and wellbeing

[» In 2019, two serious and separate incidents

occurred, at the same Pearson printing facility.
Both highlighted the continued need by staff
and managers at alocal/regionalievet for focus
and improvement.

~

Continued to implerent all outstanoing audit
actions, meeting or exceeding targets far
follaw-up action closure.

-

Mentat health awareness has been included in high
impact events sessions and was extensively rolled
out in ARPAC, as part of the R U OK? Campaign.

~

We continued to monitor implementation of our
Health & Safety Statement, which sets our our
commitment to pratecting the heaith, safety and
welfare of alt our emgloyees and anyone else who
comes into contact with our operations around the
warld, iIncluding our fearners, customers and other
partners. We also migrated from BS OHSAS 18001
tothe new IS0 45001 standard covering Pearson
Management Services in out UK Head Office.

safeguarding

> There were stronger engagements across relevant
Pearson business lines ana fresh development of
safeguaraing policies in PIHE in South Africa and
Pearson College London

Productive conversations and future

knowledge was developed with the UK's
Internet Conumissioner.

~

An advisory review was uncertaken with our
businesses in Brazil, which will continue to support
safeguarding pracuce in the franchise businesses,
and consider how we integrate safeguarding in
our future product offerings.

At Pearson College London, we publishea policies
that offer advice and guidance on sexual
harassment, self harm and suicide.

Corporate security

There was one catastrophic incident involving
Dieter Kowalski, a Pearson IT manager, whao sadly
lost his life while on business travel to Colombo,
Sritanka. Dieter was a victimn of the Easter Sunday
terror attacks,

» Travel secunty continues to growin support of
mare travellers and new countries and cities and is
no longer iimited solety to igher-risk locations.

> Security reviews for higher-risk locations were
concucted In new locations.

» Hhigh impact events (HIE) awareness continued
across key locations

Other information

45

2020 plans

Health & Safety and wellbeing:

» Continue to further develop the analysis of
occupaticnal health datato ensure proactive and
reactive intervention strategies are aligned for the
promaotion of employee wellbeing.

~

Implement a giohat solution to report, escalate,
invesligate and action Health & Safety mnaidents
(including near misses).

v

Continue to focus onrisk cantrois in high-nsk activities
while iImproving tocal oversight of relevant risks in
lower-risk environments (ermergency planning,
ergonomics, stress and wellbeing).

w

Delver wellbeing and mentat health awareness and
raming across North America.

Safeguarding

> Continue 1o deveiop bast practice ana policy m regard
to onilne safeguarding/harm.

> Continue discussions with external consultants
towards ensuring compliance with best practice and
developing legistation.

» Wark towards the global implementation of the
programme and effective suppot for learners,

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

y Integrate diversity into our safeguarding practices.

Corporate security

> Cantinue 1o dentify key risks when selecting
properties across the globe, and partcularly for
higher-risk locations.

> Work towards ‘secure by desigin’in olr
new/refurbished offices.

» Deliver further high impact events {HIE) awareness.

» Wark with those markets which do not have a dedicated
travel provider, thus reducing risk and improving our
response capabiiicies,

> Continue to develop our current intelhgence and
information third-party relationships for better
sharing of the risk borizon across Pearson.



46 Pearson plc Annual report and accounts 2019

Principal risks and uncertaintics

Operational

Risk description

7 Customer experience

Failure of either our current,
{or future) operations, supply
chainor custormer support
to deliver an acceptable
service levelat any point in
the end-to-end journey; o to
accelerate Pearson's lifelong
learner strategy and
transformation of our higher
education business {direct to
consumert business model
and onfine presence)

8 Business resilience

Fallure to plan for, recover, test
or prevent incidents involving
any of our products, customers
and our businesses'locations.

Incident management and
technology disaster recovery
plans may vary in ability/
comprehensiveness arross
the Group.

|
|
|
|
‘.

2019 activity

> 12019, our UK back to school perioc wentwell,
with improved fulfilment rates and all Service
Level Agreements {SLAS) being met. In aadition,
our helpline call volumes were down.

> We continued to see improvements in forecast
accuracy in the UK with the deployment and
adoption of new systems.

~

We successfully implemented our Brexat
contingency plans with our exisung chanrel
partner, providing warehousing ana logistics
services to LiK-based customaors.

~

In Narth America, we improved capabilities within
the team and implemented improved processes.
Warehouse fulfdment rates exceeded the SLA.

~

Our US Customer Experience team launched a
madern digital experience for learners in the US
and Canada. The new Pearson wehbsite provides
the first global experience that merges content
and commerce.

~

Customer Suppart teams continuec to make
progressin product improvement, self-help
strategy and assisted supportimprovements

~

Cur focus remained on the performance and
stabfity of ail product platforms.

» Direct and prolonged incident management
supportto key office locations following the
Easler Sunday attack in SriLanka.

~

Resitiency visits made to workforces, fandlords
and critical suppliers in the US, South Africa,
India and the Phibppines, to assure local
coordinated incident and business continuty
regdiness, INncluding media managernent.
Incident response teams created where none
existed in critical areas.

~

wark continued on the delivery of a Facility
Manrager bundled service in North America.

~

Improved capabilities to respond toincidents
across Pearson globally

w

Continue to drive the risk message as prevention
rather than reaction, towards a change focused
on agile resilience,

202G plans

Customer experience

> Onboard additional portfolos toredefine the user
experience - e.g. |TPro, Pearson eTexy, which will
rolloutin our UK higher education market

> Work with custorrer service teams 1o establish a 247/
support model for learners.

> Enable new commercial medels e.g. Buy Now Pay
Over Time.

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

Customer service and support

> Continue with core platform deployment across all lines
of business to enable modern support experiences.

~

Continue to work with technology on business cases for
increased efficiencies.

~

Continue partnering with business owners to introduce
more differentiated services to drive loyaliy and growth,

W

Continue with global process ownersto embed
business continuity planning within their processes

W

Respond appropriately to major incidents. Resilience
resources will continue to daveloplocal, tugh-quality
teams and plans.

Ensure criticat vendors have marture response plans
which are annually resshence-assured.

~

Continue to invest time in all critical vendors to ensure
KPIs can be metduring a range of disruptions.

As of February 2020, the COVID-19 outbresk in China
is a new emergng risk 1o the wider economy across
mainland China, Hong Kong, and a growing number
of cotntries around the world. We have invoked our
business resilience plans to help ensure the safety
and well-being of our staff while enhancing our
ability to support our customers and maintain our
business operations.

~

~
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s Data
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\ 2079 activity

Other information

2020plans

9

Inability to utilise our data to
achieve marketinteligence

» Defined our data governance and toolset, > Introduce a governance operating model to become

> Our data orchestration programme saw a solution operationatwith aninltal focus an the customer and

and increase productivity and
efficiency, while managing
market risk kmpacts arising
from customer concerns
around use of student data,
may sigrificantly afrect
management of our core

~

director assigned to commence scoping work and
future structures.

Imtrated fourwork streams:
-data privacy
- data governance

- data catalogue

produci, followed by employees and suppliers.

» Introduce a data maturity modet enabling continuous

improvements to be made as we progress with
Pearson’s digital transformation,

operations and achievernent

of our strategy ohjectives. - darakpls

-

Initiated product, customer, supplher and
employee governance Work strearms.

|
|
|
|
|
|

Financial

16 Tax

State Aid - the Group appealed against the i > Siate Aid risk —the specific pext steps depend on
Commission's decision and continues lo work theresponse from HMRC and any update anthe
through the implications of the deasion with EC legal case, and are likely to include the requirement
support from external advisers, for a payment on account. However, we will continue
to confer with external advisors to pratect the
Group's position,

Legistative change caused |
by the QECD Base Erosion |
and Profit Shifting inihative, |
the UK exit fromthe EU, orother;
domestic governments’ I
nttiatives, including In response
to the European Commission
State Aid decision regarding
the UK CFC exemption, ‘
results .n a significant }
change to the effecuve taxrate, i
cashtax payments, double
taxaton and/or negative }
repitational impact.

Reputational risk - the thrd annuasl tax repaort
hasbeen published, Pearson has signedt.ptothe
B-Team tax principles and 15 actively participating
in the B-Team tax warking group.

> Taxlegislatinn - work continues to 'mitigate the impacts
of chidnges it the international tax environment ane tn
monitor the ongomg OECD work.

Legislative changes - The Group conunued (o i
assess and monitor proposed changes in the
international tax framework, including proposais
tn address the tax challenges arsing from the
digitalisation of the economy.
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Principal risks and uncertainlics

Legal and eompliance

Risk description

‘ 2019 activiry

1 Information security and data privacy

We have from time to ume
experienced, and may continue
o experience in the future,
security breaches of our
systems despite cur best
efforisto prevent them.

We also risk failure 1o comply
with data privacy regulations
and standards. The above
could result in damage to the
customer experience, our
reputation, and a breach of
regulations and financial loss.

12 Intellectual property

Failure to adequalely manage,
procure, protect ang/or enforce
intellectual property rights
{including trademarks, patents,
Lrage secrets and copyright)

in our brands, content and
technology may impair the
value of our core assets,

ot reduce profits.

\
J
I
;
|
i

information security

>

>

b

For our people, refreshed security awareness
training and policies were taunched to ensure ail
employees understand their responsibilities for
securing information.

We enhanced account access controfs through
Mulgi Factor Authentication and Privilege

User Management.

Pearson conunued (0 evotve our security
controbs to enable |1 simplification and other
transformation pregrammes.

Data privacy

>

~

~

v

-

-

In 2019, we put plans in place to ensure thatwe
were appropriately prepared for the California
Consumer Privacy Act, ircluding updates Lo privacy
notices, execunon of relevant vendor terms,
implementation of processes o respona Lo Lser
right requests and extensive training and guidance.

Held privacy summits with key product and tech
teams focused on embedding privacy by design.

Notified aftected customers ot unauthorised access
toschoel and university AiMSweb 1.0 accounts.

See www.pearson.com/news-and-research/
announcements/2019/07/pearson-cUstomer-
notification.htmg

Continued to reduce our multipie brand identities,
streamline and strengthen Pearson’s brand

and patent key strategic technology assets

{PLP, Aida, etc).

Expanded internal governance and best practices
to ensure effective rights management and
mitigation of infringement risks across P,

Targeted I enforcement against key third party
infringers of Pearson copyright {piracy), brands
and patents.

b
r

2020 plans

information security

> Our people will have access to role-based security
training and resources to further influence our
security culture.

v

We will complete roll-out of enhanced laptop and
maobile security controls, o track best practices.

Information Security resources, tooling and practices
will continue to be embedced in our learning, enterprise
and infrastructure platforms to ensure comprehensive
security by design.

~

-

We will enhance our ahility to detect and respond

to potential securtty incidents through development
of automated security tools in our Security
Operations Centre.

Data privacy

» Globally assess new laws and regutations coming into
force and prepare for their mplementation.

» Expand scope of processes to address new user/data
subject right requirements in additianal jurisdictions.

» Work with prodiuct teams to review and update
retennion schedules.

> Lontinue to engage with reievant teams to drive privacy
hy dfesign in product development.

> Continue 2019 activities with focus on improving
iP practices and governance across growth geographies
and reorganised product groups.

> Monitorincreasing risks posed by local legisiation and
global treaties aimeao at reducing copyright protection
of educational content and partner with focal
associations to resist these polficy shifts.
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Legal and compliance

Risk description

13 Compliance

Fallure to effectively manage

. risks agsociated with compliance
(principally ABC and sanctions
risk), including failure to vet

third parties, resulting in
reputationat harm, Anti-Bribery
ang Corruption (ABC) kability,

or sanciions violations.

14 Competition law

and competition legislation
coLld result m costly legal
proceedings and fines of j

other finandal consegquences
such as class actlans,
damages, void contracts;
and could adversely impact
our reputation.

Performance

Faiture to comply with antitrast \ >

i
up to 10% of global revenue; L

Governance Financial statements

2019 activity

Ly Completed ihe rollout of a third-party due diligence
programme globally and over 32,000 third parties
have undergone ABC and sanctions due diligence.

» Created and launched alearning course for third-
party due diligence in the UK, US and Canada. This
will be rolled out to the rest of the world in 2020,

~

Qur annual Code of Conduct rollout achieved
100% completionin record time, and we
implernented a global conflict of interest policy
as part of that launch.

We jaunchea our SpeakUp campaignin certamn
key markets, and incorporated it o the

Code of Conduct. As aresult, reporisinio the

Peal sonEthics.com portal nave increased by 69%.

Continuea holding traiming and refresher sessions
1 for our emplayees.

Formed a working group in the Lawyers Network,
dedicated to performing anm-depth assessment
on Pearson employees involven in indusiry
associaton groups.

Setup aworking §roup to assess onfesale price
maintenance risk in all countries where Pearsons
active, to match the recent trend of enforcers to
target this rype of infringement.

Launched elearnming modules on
information-exchange risk.

Other information

49

[ 2020 plans

{5 Focus onsanctions complance best practice in 2020Hn
K light of the 2019 US Department of Treasury guidance.
[ > Continue ABC risk assessments to monitor

[ implementations of cur ABC and sanctions comphance
[ programme policies and procedures, as well as to

{ idenuify areas of continuous impravemnent

| » Evaluate a prospective interactve Code of Conduct,

[ for potentiatlaunchin 2021,
\
[
|
[
!
r

> Finalise any legacy third-party due diligence efforus.

» Develop our approach 1o industry associations ana
information-exchange, which will include wark on
specific trainmg and monitoring levels of awarensss.

> Cantinuee efforts on recale price maintenance with the
working group to assess nsk and issue
recommendations.

> Raise awarenessvia the efforis of our Antitrust
Lawyers Network.

i > Convey and encourage compliance measuresto all

teams, as part of our antitrust comphiance programime,

asrecognised by enforcers.

!
|
i
|
|
\
f
i
|
|
|
|
1
|
§
/
|
|
|
b
|
b
!

|
g
r
E
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Principal risks and uncertainlics

Risk assessment of prospects and viability

This section should be read together with the
fullviability statement on p107

Pearson's principal risks and our ability

to manage them as outlined in this section
are finked to our viability as a company.
These risks have therefore been taken
into account when preparing the

viahility 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 represents the time over which
the company can reasonably predict market
dynamics and the tikely impact of additions

to the product portfolio.

The Board discusses the company’s three year
plan on an annual basis taking account of a
range of factors including market conditions,
the principal risks to the Group above,
product and capital investment levels as

well as available funding. Pearson's strategic
modei and businesses are discussed in

more detail on p10-13

The key assumptions which underpin our
three-year plan to December 2022 are
as foilows:

> there are further declines in enrolments
and other downwards pressure in the
US Higher Education Courseware market.

> OPM grows, driven by global enrolment
in undergraduate and postgraduate
oniine courses.

> Virtual Schools grows, driven by increased
enrolmentsin new and existing schools.

v

other growth businesses, including
Professional Certification (VUE) and
English show good growth.

~

the remaining Pearson business shows
modest growth,

v

cur 2017-2019 cost efficiency programme |s
completed and additional cost savings are
achievedin 2020.

our investment in the product technology
platform accelerates the shift to digital and
enhances courseware service capahilifies.

~

v

investment continUes in our growth
businesses and the Pearson Brand in
order {o drive growth.

~

our stake in Penguin Random House
is sold and no additional share of profits
arerecorded.

In assessing the company's viability for the
three years to December 2022, the Board
analysed a variety of downside scenarios,
including a scenarico where the company is
impacted by all principal risks from 2020.
The primary modelling overlaid a ‘severe but
plausible’ downside scenario onto the base
case three-year plan for the Group, focusing
onthe impact of the following assumptions
and key risks:

> the benefits of our 2017-2013 cost efficiency
programime are not sustainable;

> further declines in US Higher Education
Courseware, with digital growth failing to
take hold;

» failure to accelerate our digital
transformation in the wider
Pearsan Group;

~

our growth businesses induding OPM
and Virtuat Schools de not deliver
despite increased investment; and

~

the Group is required to make significant
cashtax payments in respect of a negative
ruling on UK CFC exermption {EU State Aid).
Other contingencies are not expected to
crystallise in the period te December 2022

The Board also stress-tested the impact

on our liguidity of all the principal risks
occurring together. Although this is not
regarded as a plausibie scenario, the test
showed that the company would still have
liguid resources subject to alimited number
of management actions.

The Board's canfirmation of Pearson's viability
for the three years to 2022, based on this
assessment, 1s included alongside the going
concern statement on p107
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Letler from the Chair

Chair
Sidney Taure!

Dear sharchelders,

As{have said elsewhere in this report, 2019 has been a significant year
of change for Pearson, and the Board's role in laying the foundations
for sustainable, profitable growth is critical. As a Board, we continue

to organise our work around five major themes where we believe

we can add value: strategy, performarice, leadership and pecple,
governance and risk, and stakehotder engagement.

The 2018 edition of the UK Corporate Governance Code (the Code)
came into effect for Pearson at the start of 2019. Building upon

the solid preparatory work we had undertaken for the new Code
during 2018, the Nomination & Governance Committee steered the
implementation of varicus new or revised practices at Board levef to
reflect changes in the external governance landscape. The Board
considers that Pearson has a strong corporate governance framework
in piace but nevertheless we recognised that the new Code presented a
timely opportunity to review and benchmark our approach to ensure
that we remain committed to the highest standards of governance.
You can read more about our corporate governance framework,
processes and activities during 2019 on the pages that follow.

Pearson recognises the increasing focus on the importance of all
stakeholders in running a sustainable company - a view taken not just
by regulators but by globa! business leaders, investor communities
and society. Engaging with, and understanding the views of, cur
stakeholders is imperative to developing and delivering educational
products which meet the needs of learners, educators, gevernments
and employers. As a Board, we aim to incorporate opportuniues 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 canread more
aboutthe Board's engagement with stakeholders on p62 and about
the importance of stakeholders to our business as a whole on p14

Board {eadership 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
our traditional courseware and assessment businesses; growing our
'structural growth’ opportunities — exclting businesses such as Virtual
Schools, OPM, English and Pearson VUE; and becoming a simpler,
more efficient and sustainable business. As we reach the end of our
simphfication programme, we have now created the foundations to
become a platform-based company well placed to succeed inthe
digital age. As such, our strategy is now evolving, building on the
work we have done over the last few years and driving our efforts

to be a learner-centric company focused on employability and
lifelong fearning.

The Board regularly receives 3 dashboard which allows Directors

e monitor progress on Pearson's financial and strategic pricrities,
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 opportunities
stich as online learning, and simplification programmes such as

The Enabling Programme and Business Vafue 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 itis the best owner. These discussions enabled the
Board toidentify opportunities for inorganic growth, resulting in the
acquisition of Lumerit Education, a US-based ed-tech company. as part
of our Accelerated Pathways business, and Smart Sparrow, asmali
ed-tech company which specialises in the creation of rich, interactive
content - Pearson’s first acquisitions in five years. Our portfolic
discussions alse led to the agreement to dispose of our remaining

25% stake in Penguin Random House, to our partner in that venture,
Bertelsmann - a transaction which s expected to complete in the first
half of 2020. Taking account of the expected proceeds from this
disposal, and bearing in mind Pearson’s capital allocation policy,

the Board agreed to return £350rmn of capital to shareholders by
commencing a share buyback programme in January 2020.

The Board continues to focus on engendering a corporate culture that
is inclusive, innevative 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 talentinitiatives, as well as considering the results of our
latest organisational health survey and discussing the actions which
management planned inresponse.

Composition, succession and evaluation

Crucial to successful delivery of our strategy 1s attracting and retaining
strong, diverse talent. During the year, the Board discussed talent and
succession planning including consideration of succession plans for the
Chief Executive, Chief Financial Officer and all members of the Pearson
Executive. We aiso considered the wider pool of Lalent in our senjor
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 Nomination & Governance Committee, and effective executive
succession planning is key to ensuring continuity within the business.
In December 2019, Pearson's Chief Executive, John Falton, 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, i routinely consider the matter of Chief Executive sticcession
and it was 3 frequent theme of my discussions with Non-Executive
Directors during the year, recognising the length of Mr Fallon's tenure
in the role. When john advised the Board of his intentions, | accelerated
the succession process promptly with the assistance of the Nomination
& Governance Committee, and Commitiee members and | discuss
developments on a regular basis as our search and interview process
maoves forward,
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I January 2020, Pearson’s CFO, Coram Willlams, announced his
intention to step down from the Board and leave the company.
The Board and | are delighted that Pearson’s Deputy CFQ,

Sally Johnson, has agreed to take on the position of CFO, and
shareholders witl be invited ta vote on Sally's appointment to the
Board at the AGM on 24 April, at which point Coram will step down
from the Board.

Pearson has a fully engaged Board, including a strong Non-Executive
team with a breadth of experience and perspectives. We were pleased
to welcame Sherry Coutu and Graeme Pitkethly to the Pearson Board,
following their appointments as Non-Executive Directors with effect
from 1 May 2019, Sherry’s experience in building fast-growth,
entrepreneurial businesses, focused on techaclogy and education,
and Graeme's financial expertise, global overview and deep
understanding of consumer behaviour have further strengthened
our capabilities in these areas, and | am pleased to confirm that sach
is aiready making a valuable contribution te cur deliberations asa
Board and to the Comnmittees which they have joined.

in the coming vear, we will say goodbiye to fosh Lewis, a Non-Executive
Director of Pearson since 2011, who intends to step down from the
Board at the forthcorning AGM in April 2020, in line with our normal
practice far Non-Executive Directors to remain on the 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 2019 Board evatuation, which was led by our Senjor independent
Director, Vivienne Cox, found the Board to be well-functioning, with a
good guality of relationships between members of the Board and an
appropriate level of chiallenyge 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
effort which this journey has required from all concerned. More detail
on our 2019 Board evaluation can be found on pé6. Progress on
recommendations arising from our annual Board evaluation is
reported at each Nomination & Governance Commitiee meeting
until such recommendations are complete or embedded to the
Committee’s satisfaction.

Audtit, risk and internal control

The Board of Directors is accountable for Pearson's successes

and addressing its challenges. We aim to communicale toyouina
transparent manner the steps we have taken to ensure that

we have a dlear oversight of the business and the work we have
undertaken in respect of Pearson's strategy throughout the year.

Qur Audit Committee, led by Tim Score, plays a key role in monitoring
and evaluating our complance and risk management processes,
providing independent oversight of our externat audit and internat
contro! programmes, accounting policies and business transformation
projects, and in assisting the Board in reporting in a fair, balanced and
understandable manner to our shareholders.

Financial statemernts

Giher information 53

Remuneration

in 2019, the Remuneration Committee has reviewed and updated
Pearson's remuneration philosophy and developed a set of principles
to underpin its updated remuneration policy which will be put to
shareholider vote at the 2020 AGM. These principles will inform frow
Pearson develops remuneration strategy for the whole organisation
and give the business flexibility to deliver an its strategy and digital
transformation. Pearson’s current approach to Executive remuneration
is explained in more detail in the remuneration section of this report
on pB4

Conclusion

| hope this report clearly sets out how your company is run, and how
we afign governance and our Board agenda with the strategic diraction
of Pearson. We always weicome guestions or comments from
shareholders, either via our website (www.pearson.com) or in

person at our AGM.

Sicney Taure!
Chair

The UK Corporate Governance Code

The principles set out in the UK Corporate Governance Code

{the Codey emphasise the vaiue of good corporate governance

to the long-term sustainable success of listed companies.

These principles, and thelr supporting pravisions, cover 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 Governance report, with additionat information contained in
the Strategic report.

s> Board leadership and company purpose; Division of
responsibilities; and Composition, succession and
evaluation on p54-73

s Audit, risk and internal contral on p74~83
» Remuneration on p84-106

This year, we are reporting against the 2018 edition of the Code.
The Board believes that during 2019 the company was in full
compliance with al! applicable 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 to the workforce. This Governance report and the
Strategic report set outhow Pearson has applied the principles
of the Code throughout the year.

The Code can be found on the Finandial Reporting Councit's
website at www.frcorg.uk and we encourage readers to view
ourcampliance schedule on the carmpany website at
www.pearson.com/governance.
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Board of Direclors

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:

» business strategy and governance

» iInnovation and disruption

> education

» digital and technology

> tatent, people and culture

» finance and investment

» sustainability and environmental matters

> marketing, brand and media

> government, international and
regulatory affairs.

Our Board members’ bicgraphies illustrate
the contribution each Director makes to the
Board by way of their individual experience.

Executive Directors

john Fallon Chief k wcL e
aged 57, appointed 3 October 2012

John became Pearsan's Chief Execiitive on

7 January 2013, Since 2008, he had been
respensibie for the company’s education
businesses outside North America and a
member of the Pearson management committee.
He joined Pearson in 1957 as Director of
Communications and was appointed President
of Pearson Inc. i 2000. In 2003, he was appointed
CEG of Pearson's educational publishing
busmesses for Europe, Middle East & Africa.

Prior 1o joining Pearsan, John was Director of
Corporate Affairs at Powergen plc and was also a
member of the company’s executive committee.
Earlier in his career, john held senior pubhc

policy and communications rolesin UK local
government, John s also President of the London
Chamber of Commerce & Industry {(LCCI}.

John has announced his intention toretire from
Pearson during 2620.

Key to Committees

@ Audit

@ Nomination & Governance
@ Reputation & Responsibility
@ Remuneration

@ Committee charr

Cutrent notable commitments reflect nther
lIsted company diractorships and fult-time or
executive roles

Coram Williams Chief Financial Off cer
aged 46, appointed 1 August 2015

Coram joined Pearsonir 2003 and has held a
number of senior positions including Finance
and Operations Director for Pearson's English
language teaching business in Europe, Middle
East & Africa, Interim President of Pearson
Educatton Italia and Head of Financial Planning
and Analysis for Pearson, In 2008, Coram becarme
CFO of The Pengum Group and was latterly
appointed CFO of Penguin Random House in
2013, where he oversaw the irtegration of the
two businesses. Coram trained at Arthur
Andersen, and subseguently worked in both the
auditing and consulting practices of the firm.
Heis a Non-Executive Director and Chairman

of the audit commuttee 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 April 2020.

Chair

Sidney Taurel {} ar

aged 71,appointed 1 January 2015 @@
Signey has over 45 years of experience in business
and finance, and s currently a Director of IBM
Corporation, where he also serves onthe
directors and corparate governance committee.
Sidgney is an advisory board member at
pharmaceutcal firrn Almirall. He was Chief
Executive Qfficer of global pharmacevtical firm
£li Lilly ana Company from 1998 uriil 2008,
Chairman from 1999 untl 2008, and has been
Chairman Emeritus since 2009, He was also a
Director at McGraw Hill Financial, inc, arole
which ke held from 1996 unnl Aprit 2076 and at
{17 Industries from 1996 (0 2001, In 2002, Sidney
received three US presidential appointments 1o;
the Homeland Security Advisory Coundd, the
President's Export Counril and the Advisory
Commities for Trade Policy and Negotiations,
andisan officer ot the French Legron of Honour,

Current notable commitments: 1BM Corporation
{Non-Executive Director}

Executive Director-elect

Sally johnson
Cheef Financal fficer-alact
aged 46, (o ve appointed 24 April 2020

Sally joined Pearson in 2000, and has heid
various finance and cperations roles across
The Penguin Group, the education business
and at a corporate level. She brings tothe
Board extensive commercial and strategic
finance experience as well as transiormanon,
reasury, tax, risk managernent, business and
tinancial operations, investor relations and
M& A expertise. She has held various senior
fevel roles across the business, most recently
as Deputy CFO of Pearson, Sallyis a member
of the Institute of Chartered Accountants

in Englana and Wales and trained at
PricewaterhouseConopers. She was aiso
aTrustee for the Pearson Pension Plan

from 201210 2018
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Non-Executive Directors

Dame Elizabeth Corley, DBE
Nor-Fxecutive Direcror @ @@
aged 63, appuinted 1 May 2014

Flizabeth has extensive experiencein the financial
services industry having been CEQ of Allianz
Global Investors, invtially for Europe then globaliy,
from 20050 2016, and was a senior adviser ro
the firmuntil the end of December 2019, She was
previously at Merrill Lynch Investrnent Managers
and Coopers & Lybrand. Elizabethis aNon-
Executive Director of BAE Systems plc and Morgan
Stantey Inc_ Elizabeth s active inrepresenting the
investment industry and aeveloping standards
withinit. Sheis a member of the Committee of
200. She was appointed Dame Commander of

the Order of the British Empire inthe Queen's
Birthday Honours in 2019 for her services to

the economy and financial services,

Currant notable commitments: BAL Systemis plc
(Non-Executive Director), Morgan Stanley Inc.
{Non-Execittive Directaor)

fosh Lewis Mror-Execunve Director

aged 57, appointed 1 March 2011 @@

fosh's experience spans finance, education

and the development of digitat enterprises.
Heis founder of Salmon River Capital LLC,

a New York-based private equity/venture
capital firm focused on technology-enabled
businesses in education, inancial services and
other sectors, through which he has taken on
the rofe of Non-Executive Divector of several
enterprises, Qver a 25-year careerin active,
principal investing, he hasbeeninvolvedina
broad range of successful companies, including
several pioneering enterprises in the education
sactar, In addition, he has long been active iy
the non-profit education sectar.

Current notable commitments: Salmon River
Capital LLC {Founder & Managing Principal)

Governance

Financial statements Other information

Sherry Coutu, CBE Non-ExecJiiie 2wecor
2ged 56, appointed 1 May 2019 @@

Sherry has extensive experience in the
technofogy industry. Sheis the Chairman of
Founders45chools and loundet of the Scaleup
Institute. Previously, she was CEQ of interactive
Investor International pic, served onthe boara of
8luomberg New Energy Finance and the London
Stock Exchange pic. In egucation, she was SID

and Remuneration Committee Chair of RM plc,
onthe board of Cambridge University, Cambridge
Assessment and Cambridge University Prass,

and Chesterton Community College. Sherry has
started and or invested in nver 60 technology
husinesses and served on the boards of Zoopla
plc, Raspberry Pi, NESTA, and the Aavisory boards
ofthe National Gallery, Royal Sotiety and Linkedin.
She was appointed Commanaer of the Britsh
Fmpire in the 2013 New Year Honowrs (or her
services to entreprenewrship

Linda Lorimer [.on-Frecurse Diracrar
aged 67, appainted 1 luly 2013 @ @

vinda hasspeni almost 40 years serving higher
education. She retired from Yale in 2016 after

34 years al the university where she servedinan
array of senior positions including Vice President
for Global & Strategic Initiatives. She oversaw

the development of Yale's burgeoning anline
ecucation division and the expansiaon of Yale's
international programmes and centres

During hertenure, she was responsible for

many administrative services, ranging from Yale’s
public communications and alumni refattons to
sustainability, human resources and the uriversity
press. She also served on the boards of several
public companies, including as Presiding Direclar
ofthe McGraw-Hill companies. Linda is a member
ofthe board of Yale New Haven Hospital, where
she chairs the nominating and governance
committee and is a trustee of Hollins University.
She also remains on several cansegquential
advisory committees at Yale University.
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Vivienne Cox, CBE
Senios Indepelent D recior @ @68
aged 60, appointed 1 January 2012

Yivienne has wide experience in energy, natural
resources and business innovation. She worked
for BP pic for 28 years in globai rofes including
Executive Vice President and Chief Executive of
BP's gas, power and renewables business and
1ts alternative energy unit. She is Chair of the
supervisory board of Vallourec S A, aleader
inthe seamless steel pipe markets, and a
Non-Executive Director at pharmaceutical
company GlaxoSmithKline pic. She serves as
Chair of the Rosalind Frankiin (nstitute and

Vice Chair of the Sawd Business Schaool (part of
Qxford University). She was appointed
Commanaer of the British Empire in the

2016 New Year Honours for her servicesto

the economy and sustainability,

Current notable cornmitments. GlaxoSmithKline
plc {Non-Executive Director), Vallourec S A.
(Chair of the supervisory boara)

Michael Lynton tiur-Eetunve D aric
aged 60, appointed 1 February 2013 @ @

Michael served as CEQ of Sony Entertainment
from 2012 untit 2017, overseeing Sony's global
entertainment husinesses. He was also Chatrman
and CEQ of Sony Pictures Enter tainment from
2004. Prior o that, he held senior roles within
Time Warner and AOL, and earlier served as
Charrman and CEQ of Penguin Group where
he extended the Penguin hrand ta rmusic and
theinternet. Michaelis Chairman of Shap, Inc.,
Schrodinger, Inc. and Warner Music, and
currently serves on the boards of IEX and

Ares Management Corporation LLC.

Current notable commitments:

Ares ManagementCorporation LLC
{Non-Executive Director), Snap, Inc. {Chairman),
Schrodinger, inc. {Chatrmany



56 Pearsen plc Anreal report and actounts 2019

Board of Directors

Non-Executive Directors continued

Graeme Pitkethly Non-E<ecutie Director
aged 53, appointed 1 May 2513 @@

Grasmejomned Unilever in 2002 and, prior

to being appointed CFO and Beard member,
was responsible for Unifever's UK and treland
business. Previousiy, he had held a number of
servar inancial and commes cial roles within
Unilever and spent the earlier part of his
cateer insenior corporate finance rolesin the
telecommunications industry. Graeme served
as Vice President of Financial Planning and
Vice President of Corporate Development at
FLAG Telecom and started his career at
PricewaterhouseCoopers. Graeme s aVice Chair
af the Task Force on Climate Relared Financial
Disclosures and is a Chartered Accountant.

Current notabie commitments. Unilever picand
Unilever NV (Chief Financial Officer)

Governance a2t Pearson

Board of Directors

Tim Score Non-E<ecelive DireZior
agea 59, appointed 1)anuary 2015 9 @@

Tim has extensive experience of the technology
sectorinbothdeveloped and emerging markets,
having served as Chief Financial Officer of ARM
Holdings plc, the world's leading semiconductor
1P company, for 13 years. Heis an experienced
non-execttive director and serves as Chairman
of The British Land Company pic, a role to which
he was appointed in July 2019, a non-executive
director of MM Treasury, and a Truslee of the
National Theatre. He served on the board of
Nazional Express Group plc from 2005to 2014,
including time as interim Chaiwrman and six years
as the Senior Independent Director. Earlier in his
career Tim held senior finance roles with Rebus

Group, Willlamn Baird, LucasVarity plc and BTR pic.

Current notable commitments: The Briush Land
Company plc {Chairman)

Lincoln Wallen han-Erecut e Director
aged 59, zppointed 1 January 2016 @ @

Lincoln has extensive experience in the
technelogy and media industries, and is currently
CTO of Improbable, atechnology start-up
supplying next-generation cloud hosting and
networking services Lo the video game industry.
Lincoin was CEO of DWA Nova, a software-as-a-
service company spun out of DreamwWorks
Animation Studios in Los Angeles, a pasition

he held until 2017 He worked at DieamWorks
Animation for nine years in avariety of leadership
relesincluding Chief fechnology Officer and Head
of Antmauon Technology. He was formerly CTO at
Hlectranic Arts Mohile, leading their entry into the
mobile gaming businessinternationally. Lincoln s
a Non-Executive Director of the Smirh Insttute for
Industrial Mathematics and Systems Engineering.
His earfy career involved 20 years of professional
IT and mathernatics research, including as a
readerin Computer Science at Oxford

Current notable commitments:
Improbahle (Chief Technology Officer)

Pearson Executive Management (PEM)

PEM consists of john Fallon (Chief Executive) and his
direct reports. They are the executive leadership group
for Pearson, responsibie for delivering Pearson's
strategy under dearly defined accountabilities and in

line with agreed governance and processes.

z Chief Exerurive

z Chief Financial Officer

Audit Appraises our financial management and

Committee reporting and assesses the integrity of our
accounting procedures and financial control.

Nomination Reviews corporate governance matters,

& Governance inctuding Code compliance and Board

Committee evaluation, considers the appointment of new

Remuneration
Committee

Reputation &
Responsibility
Committee

Directors, Board experience and diversity, and

reviews Board induction and succession plans.

Determines the remuneration and benefits
of the Executive Directors and oversees
remuneration arrangements for the
Pearson Executive.

Considers 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 repulation.

FLOW OF iINFORMATION

; Chief Technology & Operations Officer

; Chief Corporate Affairs Officer

:. Chief Human Resources Officer

:. Chief 5t ategy Officer

& President - UK & Global Oriline Learning

:. President - International

; President = Global Assessment

; Presidenit - North American Courseware & Globral Product

: General Counse! & Chiel Legal Officer

seeppposite
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Pearson Execulive Management

Tim Bozik Prenicen: - North Arcer can Courseware
& Gicbal Prod uct

Tun Bozik has exteénsive experience in product
development and higher education. Tim joined
Pearsan in 1983 as a sales representatve and
has since held leadership roles in product and
general management.

Gio Giovannell: -r

N300l

Gio was previously CEO of Grupo Multi, which was
acquired by Pearson in 2013, He has also held
three other CEQ positians in Brazil, across
different sectors. Glois a former bhoard member
of Natura and of CVC Viagens, botihlisted in the
Sdo Paulo Stock Exchange.

Bjarne Tellmann Genecal C runse! &

Chief Legal Gificar

Biarne previously warked acrass Eurgpe, Asfa and
the US in various capacities with The Coca-Cola
Company, most recently as Associate General
Counsel. He has also held legal positions at
kimberly-Clark and the law firms of Sullivan &
Cromwell LLP and White & Case LLP.

Rod Bristow “iesident UA&

catal Srhne Leamrrg

Rott1s a Trustee for the Education and Ermployers
Taskforce, a Fellow of the Royal Society of Arts,
and Governor for Harlow College and the BMAT
mului-academy trust.

Albert Hitchcock ( byafTerhng's
Operaneaa ™ hirer

Albert has bheen Chief Technology & Operations
Officer since March 2014, Previously, Albertwas
Group CiO at Vodafone and prior to this was
Global ClO at Nortel Networks. Albertis a
Chartered Engineer and a Fellow of the
Institute of Engineering & Technology

Anna Vikstrom Persson ? fuef-inman

Jesources Dffcer

Anna has been Chief Hurman Resources Officer
since February 2018. She has over 20 vears of
international HR experience. Previausly, Anna
served as EVP & Head of Group Human Resources
for Sandvik, and similarly for SSAB. She was also
VP HR & Organisation for Ericssan.
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Jonathan Chocqueel-Mangan

Chna’Srrategy 7 e

Jenathanwas farmerly Chief Strategy and
Transformation Othcer at Kantar Consumer
Insights, Jonathan has professional guakifications
in Consulting and Ceaching for Change from the
Sawd Business School and a Doctor of Business
Administration in Organisational Behaviour from
the University of Surrey.

Deirdre Latour Th ef “oroorate Alracs Oifcer

Deirdre has been Chief Corporate Affairs Officer
since January 2019. She brings over 20 years of
expeérience in carporate communications and
issues management. Previously, Deirdre was the
Chief Conunications Qtfcer for GE and worked
tor the global public relations firm Edelman.

Bob Wheilan Pz der -G

Bob has significant expertise in assessment and
has driven Pearsan's growth as a global leader
in computer-based assessments since 2000
Bob leads Pearson's combined assessment
pusinesses including US Student Assessment,
Chnical Assessment, aswell as Pearson VUE.
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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 s primarily respensible for the feadership of the Board and
ensuring its effectiveness. He ensures that the Beard upholds and
promotes the highest standards of corporate governance, setting the
Board's agenda and encouraging open, constructive debate of all
agenda itemns for effective decision-making. He regularly meets

the Chief Executive to stay informed and provide advice. He also
ensures that shareholders’ views are communicated to the Board.

Chair's significant commitments There were no changesto the
Chair's significant commitments during 2019,

Independence of Chairin accordance with the UK Corporate
Governance Code (the Code), Sidney Taurel was considered to be
independent upon his appointment as Chair oh 1 January 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 policies
for approval by the Board, he promotes Pearson’s culture and
standards, andis the main representative of the company to its
external stakehelders.

The Senior Independent Director’s role includes meeting regularly
with the Chair and Chief Executive to discuss specific issues, as well as
being available to shareholders generally should they have concerns
that have notbeen addressed through the normal channels. She also
leads the evaluation of the Chair on behalf of the other Directors.

Division of responsibitities There is a defined split of responsibilities
between the Chair and the executive leadership of Pearson. The roles
and responsibilities of the Chair, Chief Executive and the Senior
independent Director are clearly defined, set oul in writing and
reviewed and agreed by the Board on an annual basis. These can be
found on the company website at www.pearson.com/governance.

Independence of Directors All 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 no relationships or matters likely to affect their judgement.
tn addition to this review, each of the Non-Executive Directors is asked
annually to complete an independence guestionnaire to satisfy
requirements arising from Pearsor's US listing and the Code.

Directors’ commitments and conflicts of interest Under the Companies
ACt 2006 (the Act), the Directors have a statutory duty to avoid conflicts
ofinterest with the company. The company's Articles of Association
allow the Directors to authorise conflicts of interest. The company has
an established procedure to identfy actual and patential confiicts of
interest, including all directarships or other appointments te, or
relationships with, companses which are not part of the Pearson Greup
and which could give rise to actual or potential conflicts of interest.

Addrtionally, in response to Provision 15 of the Code, 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 formalising the Board
approval process for such matters.

Once notified to the company, any potentiat conflicts and
commitments are considered for authorisation by the Board at its
next scheduled meeting or, where necessary in the interests of
timeliness, by a Committee comprising the Chair, Senior independent
Director and Company Secretary. in pariicular, the Board or Committee
considers the type of role, expected time commitment and any impact
which this may have on the Director’s dulties to Pearson, as well as

any relationships between Pearson and the external organisation.
The interested Director is not permitted to vote, or be counted in the
quorum, for any resolution relating to his/her commitments, conflict
or potential conflict, The Board reviews any authorisations granted on
an annual basis.

During 2019, the Board approved two new sighificant cammitments
for existing Directors. Firstly, the appeintment of Lincoln Walien

as Chief Technology Officer of Improbahle, a technology start-up
company. The Board was of the opinion that this additional
appointment was acceptable as the time commitment expected

of Mr Wallen in his new role would be ne greater than his previous
executive role at the time he joined the Pearson Board. Secendly, the
appointment of Tim Score as Chairman of The British Land Company
pic (British Land}. The Soard was of the opinion that this appointment
was acceptable as Mr Score helds no other directorships oflisted
companies apart from Pearson and British Lang, therefore 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 Pearson Board. There were no other new
commitments of Directors during 2019 which the Board considered
to be significantin nature.

Early in 2020, Michael Lynton informed the Chair that two of the
companies in which he holds non-executive positions intended to list
during the course of the year, namely Schrédinger and Warner Music.
Once those companies are listed, Mr Lynton would then be serving
on five listed company boards, Mindful of Pearson’s own internai
guidance, and shareholder sentiment in 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 impact on Mr Lynton's ability to commit to the Pearson Board,
and he has demonstrated e full attendance record at Pearson since
his appointment in 2018.

It should be noted that, should this position not change during 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, cuiture and vaiues.

We believe that it adds a valuable and diverse set of external
perspectives and that robust, open debate about significant business
issues brings an additional discipline to major decisions.
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The key responsibilities of the Board inciude:

~

overall leadership of the company and setting the company's
values and standards, including monitoring cuiture

~

determining the company's strategy in consultation with
management, reviewing perfarmance againstit and overseeing
management execution thereof

~

major changes to the company’s corporate, capital, management
and control structures

v

approval of sl transactions or financial commitments in excess of
the authority limits delegated to the Chief Executive and other
Executive management

v

assessment of management performance and Board and
Executive succession planning,

Aschedule of formal matters reserved for the Board's decision and
approvalis available on our website, at www.pearson.com/governance.

Culture, purpose and vaiues

Pearson's core values - ta be brave, imaginative, decent and
accountable - go to the heart of our purpese: to help people make
progress in their fives and careers, and the Board and employees are
committed to demaonstrating these characteristics throughout their
work and deliberations. The Beard endorses Pearson's culture

of innovation, fostering talent and inclusivity at all levels and
demonstrated this during the year by engaging with employees from
across Pearson through a variety of in-person and virtual events,
The Board monitors the culture and organisational nealth of the
company with the assistance ol its Committees, induding through
regular updates from the Chief Human Resources Officer on talent,
D&l and Pearson’s values as well as considering Group-wide
programmes such as Code of Conduct, compliance, Heaith & Safety,
and training initiatives. Building on discussiens during 2019 and with
the help of the Chief Human Resources Officer, we aim {o introduce a
dashboard drawing together key cuftural indicators from across the
Group, which will add quantitative metrics to augrnent the Board's
existing oversight of culture and organisational health.

Strategic planning and decision-making

The Board spends considerable time in assessing that any proposed
transaction aligns with the strategy and future prospects for the
business. In addition, an annual strategy session enhances the Board's
decision-making in shaping the company's strategic and financial plans.

The Board and Committees receive timely, regular and necessary
financial, management and other infarmation to fulfil their duties,
Comprehensive meeting papers are drculated to the Board and
Committee members at feast 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
Officer. In addition to meeting papers, a library of current and historical
corperate information is made available to Directors electronically to
support the Board’s decision-making process. The Directors can obtain
independent professional advice, at the company's expense, in the
perfaormance of their duties. Al Directors have access ta the advice
and services of the Company Secretary, whose appointment angd
removal is a matter reserved for the full Board.

Other information 59

The Directors recognise their duties towards the sharehoiders and
other stakeholders of the company as sec out in Section 172 of the Act,
and a continued understanding of the key issues affecting stakeholders
is an integral part of the Board's decision-making process. You can read
more on the pages that follow about the Board's engagerment with
stakeholders and an itlustrative example of how it takes stakeholder
views into account in its decision-making,

Board meetings

The Board held seven scheduied meetings in 2019, with discussions
and dehates focused on the key strategic issues facing the company.
Maijor items covered by the Board in 2019 are shown in the table on
p60. In addition to its scheduled meetings, the Board meets in person
ar by telephone as necessary to consider matters of a time-sensitive
nature. There were two such meetings in 2019 to allow the Board to
consider matters relating to business performance and acquisition
and disposal opportunities.

October, North America At a two-day meeting in Qctober, the Board

and Pearson Executive reviewed Pearson’s digital transformation

fourney towards a single set of glabal 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 refease of new products on the

platform. They also considered the ways in which Pearson’s technology

and ptatform strategy would enable innovation through the ongoing

development of the PLP while keeping learner experience and

requirerments at the centre of the plan, '

Two stakeholder panel sessions allowed the Board to hear directly
from authors, educators and learners about their experiences of digital
teaching and learning in schools and higher education. You can read
more about the Board's engagement with these stakeholders on
p62-63. The Board also attended an event with new and emerging
talent, particutarly empioyees with digital and technology skills,
engaged with new members of Pearson’s senicr leadership team who
have enhanced our skills 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 ieadership.

Decembper, North America At a three-day meeting in December, the
Board and the Pearson Executive were joined by members of the
Global Online Learning leadership tearm 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 and
Virtual Schools

> The customer-focused culture of the Virtual Schools business, and
transformation programmes in respect of Virtual Schools technology
and curriculum which would be delivered in the coming year

> Key points of differentiation between Connections Academy, our
Virtual Schooels business, and traditional bricks and mortar schools

> Examples of OPM partnerships i action such as Arizona State
University, Northeastern University and the University of Adelaide

The Board also participated in a tour of the facilities to see the
OPM pusiness in action and to meet with employees.
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Board attendance

Directors are expected to attend all Board and Commitiee meetings
but in certain exceptional circumstances, such as due to pre-existing
business or personal commitments, itis recognised that Directors
may be unable to attend. In these circumstances, the Directeors 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

e 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 Pitkethiy as a Non-Executive Director during
2019, the Board noted that, due to Mr Pitkethly's external commitment
as Chief Financial Officer of Unilever, there was expected tobe a
transitional period of approximately two years following Mr Pitkethiy's
appointment i which there may be a small number of meeting date
conflicts due Lo the pre-existing corporate calendars of Pearson and
Unilever. The Directors were of the view that Mr Pitkethly was a strong
addition to the Board and approved this transitional arrangement.

Mr Pitkethly has worked closely with the Chair and Company
Secretary to minimise the impact of any overlapping dates.

Board meeting focus during 2019

There was a high level of attendance by the Directors at Board and
Committee meetings in 2019 as shown in the table below and in the
Committee reports that follow:

Board meetings atrended

Sidrrey Taure! 9/9
Executive Directors

John Fallon 9/9
Coram Wilhams 9/9

Board meetings attended

Non-Executive Directors

Elizabeth Cortey’ 8/9
Sherry Coutu? 6/6
Vivienne Cox 9/9
Josh Lewis 9/9
Linda Lorimer 9/9
Michael Lynton 9/9
Graeme Pitkethly: 5/6
Tim Score 9/9
Lincoln Wallen 9/9

1 Unable to attend one meeting due to an extes na! commitment. Ahead of the
meeting, Mrs Corley communicated her comments on the business of the
Roardtao the Chav.

2 Ms Coutujoined the Board on 1 May 2015,

3 Mr Pitketnly joined the Board on | May 2019. Unable to attend one meeting
dueto a pre-exisung commitrment as noted above. Ahead af the meeting,
Mr Pitkethly communicated hus comments an the business of the Board to
the Charr.

Strategy Performance Leadership & people
> US Higher Education > 2018 preiminary > Talent and succession
Courseware results and annual planning

» OPM and Global report and accounts

Online Learning

> Culture, values and
> interim results and organisational health

> Acguisitions of trading updates > Chief Executive's goats
Lumerit Education
and certain assets of

Smart Sparrow

Disposal of US K12
Courseware business

» Regular dashboard
and milestone reports

> Qversight of 2019
operating plan and
goals, and preparation
for 2020

» Final and mierim
dividend proposals

» Employee Engagement
Nerwwork feedhack

> Events with senior
management and
factitated talent
breakfasts

v

~

Disposal of stakein
Penguin Random
House and use

of proceeds

> Receptions with
employeesin
Usand UK
Read mare anemployee
engagementon p62

-

Capital allocation

~

tnteractive product
demonstratons

v

Product, technology
and aperations
strategies

~

Operating and
sirategic plan
discussions

~

Digital advisory
netwark

Shareholder
engagement

Governance & risk

» Approval of division
of responsibiiities
between Chair ana
Chief Executive

> Legal and regulatory
comphance including
UK Corperate
Governance Code,
Companies Actand
Iisting obfigations

» Investar relations
strategy and share
price performance

> Annualreview af
contlicts of interest

> Major shareholders
and share register
analysis

~

Regular Brexit updates Approvalof Commitiee

terms of reference » Shareholder 1ssues

andvoting

Shareholder activism
and defence planning

~

> Tax update
> feedback from
Chair and Executive
Director meetings
with shareholders

v

Organisational risk and
resilience review

~

Approval of income
statement and going
concern and viability > Focus on

> Board evaluation forthcoming AGM
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Board Committees

The Board has established four formal Committees: Audit, Nomination
& Governance, Remuneration, and Reputation & Responsibility.

The Chairs and members of these Committees are appointed by the
Board on the recommendation (where appropriate) of the Nomination
& Governance Committee andin consultation with each relevant
Commuttee Chair. In additian to these formal Board Committees,

the Standing Commitiee also operates with Board-ieveiinput,

Learn more about Pearson's governance structure on pbé

More Committee information:

Audit Committee p74
Nomination & Governance Commitiee pes
Remutineration Committee pd4
Reputation & Responsibility Commuttee p72

Otherinformation &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 a whale.

The Committee Chairs report to the full Board at each Board meeting

immediately following their sessions, ensuring a good communication

flow while retaihing the ability to escalate items te the fuli 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 to make routine
approvais relating to employee share plans.

The Cammittee has written terms of reference, reviewed and approved
each year, which clearly set out its authority and duties. These can be
found on the company website at www.pearson.com/govarnance,

Board decision-making — Acquisition of Lumerit Edueation

This case study on Pearson’s recent acquisition of Lumerit
£ducation provides an iffustrative example of how the Board
has regard to relevant stekeholders and their interests inits
decision-making processes.

In October 2019, Pearson announced the acquisition ul

tumerit Education, an ed-tech company that leverages technclogy
to provide students with a customised path to earnup te
three-quarters of their degree antine and outside of a traditional
coflege. It aims to address the rising problem of the lack of
affordabibity of a degree, white trying to increase flexibilivy and
recuce 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 more people
to prosper in their lives through learning, Pearson viewed the
acquisition of Lumerit Education as an opportunity to strengthen
and develop its strategic focus on employability and lifetong
learning. With this acquisition, we will use the Lumerit Education
technology to accelerate the growth of our Accelerated Pathways
business, making education more affordable and accessible in
alt phases of life. Lumerit Education werks with employers to
deliver education programs that improve employees' skilis and
knowledge, building a workforce that's more competitive,
engaged, and prepared for the future of work, As Pearson's first
acquisition for five years, Lumerit Education was an important
mifestone. The Board focussed on there being a strong strategic
rationale, clear integration plans and achievable synergies.

As part of the cansideration process for this acquisition, the Board
received detailed updates from management, prepared by the
internal advisory team (with key Input from the business and
external advisers} setting out the matters for evaluation, which
included the anticipated synergies, due diligence findings,
valuation and return impacts, stakeholder considerations and
detailed post-acquisition integratien plans. Inits deliberations,

the Board aiso considered developing the capability in-house,
deciding against that option due to the expected time to complete.

Through the decision-making process, the Board considered the
impact onits key stakeholders, including:

Employers: The Board noted the potentiai role tor Pearson as a

‘matchmaker’, leveraging our experience to provide educational

cptions to organisations looking to recruit, retain, upskill and

re-skill their employee bhase. Lumerit Education's offering '
ensures better ytilisation of costs already allocated to tuition

reimbursement programmes, improves employee retention,

course completion and helps to upskil employees.,

Learners: Lumerit Education’s offering provides learners with i
flexibility, helping them find the most efficient way to earn a

degree. The acquisition will enable Pearson to apply its expertise

in courseware to the delivery of general education and gateway

courses and to make an impact on student learning outcomes.

Educational Institutions and Educators: The ability to offer
on-demand courses through Lumerit Education’s ‘Global Digital
Classroom’ provides educational institutions and educatars with
the ability to offer any of the classes, at any time. The technology
also allows partners access to a funnel of transfer students who
wantto complete their degree.

Employees: The Board considered the current employees of
Lumerit Education in their deliberations, including how best to
preserye the culture and sense of energy that the strong
Lumerit Education leadership team had created and minimise
the disruption to them while integrating the Lumerit Education
team into the wider Pearson culture.

Shareholders: in evaluating the acquisition prospect, the Board
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

A strong 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,
shareheolders, members of our Digitat Advisary Network,

Pearson management and the wider warkforce. As required by

the Code, the Board ensures that Pearson engages effectively with,
and encourages particpation from, its key stakeholders. The Board
maintains its oversight through a variety of direct and indirect
mechanisms as illustrated betow and the Reputation & Responsibility
Committee monitors the Group’s stakeholder engagement framework.
The key activities undertaken by the 8oard or by individual Directarsin
refation to stakeholder matters are set out below.

Learncrs

» Pearson helps mithons of learners
across the world to progress across
all stages of learning.

> Duning the year, the Board met a
panel of US hegher education
Campus Ambassaqgors who
provided a learner’s perspective
on higher education, including
oncourse materials, print
versus digital, technology
and employability.

w

The Board receives new procuct
dermonstrations, Including Aida
during 2019, Lo undersiand
first-hand the benefit of such
praductstolearners.

-

The Pearson Learning Platform
{PLP), a key customer and learner-
facing element of the digital
transforrmation programme,

was considered by the Board and
Committees regularly throughout
the year from strategic, operational
and risk perspectives, including
considering learner and educator
fmpact and reguirements.

~

The Board ronsidered the evolving
brand strategy through alens of
robust reputational research
whichinduded the views of 2,000
learners and educatorsinthe

US and UK.

v

The Reputation and Responsibility
Committee consicdered Pearson's
response toa security breach

of a UK A level Mathematics
examination and the lessons
learned, including the engagement
with learners, parents, schoaols,
regulators and media.

Employees

» Our purpose-driven employees
are key to the sustainahle success
of Pearson.

Pearson has in place awell-
established range of mechanisms
to engage with employees,
inciuding town hall meetings,
virtual global conversations,
mnp!oyee resource groups,

and employee engagement and
organtsational health surveys.
The Board has avariety of
opportuniies to engage both
formaily and informatly with the
workforce during events stich as
Board site visits and talent
breakfasts. in the spirit of the
Lade’s focus on stakeholder
engagement, an Employee
Engagement Network was
established in earty 2019 as

an additional means for the Board
to hear directly from employees.
See more ohn pbd

~

~

During the year, Pearson held two
gatherings of 1s Female & Diverse
Executive Leadership Forum,
hosted by Sidney Taurel in London
and JohnFallonin New York.

The events were attended by
externat speakers as well as
Internal and externaftalent to raise
awareness of Pearson’s purpose
and career opportunities, andto
highfight the Group’s commitment
to talent development, D&L
Non-Executive Directors

Elizabeth Corley and Linda Lorimer
also attended.

» The Charr, Executive Directors ana
Non-Executive Director, Michael
Lynton, attended the Pearson
Leadership Summit held in
Brooklyn, New York. This event
brought together senior leaders
from across Pearson, who engaged
with ingustry thoughtleaders and
external speakers, and focused
on maximising the opportunities
of digital transformation,
becoming a learning ocrganisation,
building our talent and culture
and fostering diversity. The Chief
Cxecutive also attended the annual
MNorth America Higher Education
sales Canference where he
engaged with sales and customer-
facing representatives from across
the North American business.

You canread mare abaut talent
and succession planning on p65

v

Shareholders

>

Pearson has a broaag range of
investors who entrust their capital
with us and for whomwe aim to
delver long-term sustainable value
while recognising their diverse
range of views.

> The Chair and Executive Directors,

v

N~

~

v

supported by the Company
Secretary and investor Relations
team, meet regulariy with
institutional investors to discuss
the business and to respond to any
concerns they may have, and the
Chair ensures that the Board ts
kept mfarmed of investors’ and
agwvisers views onstrategy and
corporate gavernance.

In February 2020, Pearsor hosted an
event for our top five shareholders ta
meet Board members and discuss
aspects of Pearson's strategy,
product pipeline and governance
framework. Inattendance from the
Board were: the Chair, Sidney Taurel;
Chairs of the Audit, Remuneration
and Nomination & Governance
Comrmittaes; Non-Executive Director,
Michael Lynton; and rmembers of
senior management.

Committee Chairs are available to
meetwithmajor shareholders
should they so wish, and undertake
direct engagementin respect of
significant matters within their
remit, such as remuneration.

Board members meet mformatly
with shareholders after the AGM
and respond to sharehelder
queries and requests as necessary
throughout the year.

Board Committees consider
shareholder views on
environmental, social and
governance {ESG)and remuneration
matters, as required.

Al each Board meeting, the
Directors consider commentary
from advisers on major
shareholders’ positions and
Pearson's share price.
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The insights which the Board gains into the views of its stakeholders
through mechanisms such as those set out below form animpaortant
partofthe context for all of the Board's discussions and decision-
making protesses. More information on Pearson's key stakeholders,
including their areas of concern and our response, is set out in the
Strategic report on p14. Further informatian on how the Directors
discharge their duties under 5172 of the Act s avalable on p28

Other information

63

Fducational instilulions
and educalors

> Pearson engages with teachers,
nstructors and educators acrass
all stages of equcation,

> Atits October meeting, the Board
mel a panel of authors and
educators who providea

insights into the chaltenges and
opportunities they face with digital
teaching and learning in schools
and higher education Participants
discussed the importance of tigh-
guality dhgital content, assessment
and tools and the need for access
to a high-quality career-focused
education. This session enabled
the Board to explore the tssues
posed by educators and to
consiger how Pearson’s strategy
would eniable the Group to be

part of the solution.

The Board monitors brand

tracker insights including
salisfaction scares.

v

v

The Chief Executive cngages
personally with hugh-level educator
and teacher contacts whose views
inform operating and strategic
plans, praducts, technology and
aperalions strategies.

Employers

» Pearsonworks with ernployers,
trade assoctations and industry
hodies to meet the demands of the
workforce and equip learners with
the skills they need to thrive.

~

Tha Chief Executive regularty
meets with and listens o
employers around the world
including at the Pearson
Leadership Forum mthe US
where leadersin higher education,
business and government came
together to network, share insights
and explore how technology is
creating opportunities for bold
change. Sessions indl.ded:
‘Preparing students for
employment and partnering 1o
supportworkforce needs’; and
The demand for lifelong lear ning’.

-

Employers are straregically
material 1o owr business, and the
case study on pb1 Hlustrates
haw the Directors discharged
rheir duties under Sectior 172

of the Companies Act when
cansidering the decision 1o
acguire Lument Education

Government and
Regulators

> Pearson partners with
governments {loca), state, federal,
national) to ensure learners have
access to high-guality instructon,
rnaterials and assessments linked
tobeneficial outcomes, including
busiding workforce skills.

> Engagement with statutory
bodiessuch as listing authorities
and financial regulators s key
to doing business as a listed
global company.

» The Chief Executive rmests
regularly with government
representartives and regufators
around the world. In 2019 he met
with, among others, the Chinese
Ministry of Human Resawrces and
Social Security (MOHRSS), the UK
Department for International
Trade 1 China, the Deputy British
High Commissioner in India, the
Governor of S3o Paulo, the

Canadian Minister of Immigration,

Refugees, anc Citizenship, and
White House officials who lead
workforce and edycation policy,
inctuding the Deputy Assistant
Secretary, Emmployment and
Training Administration,

US Department of Labor.

Business Partners

> Fromvendors to suppliers, channel
partners to our authors, Pearson
has a broad range of partners
across our global business.

» The Chief Executive and the
Executive management tearm
attended the annual suppher
Sumimit and meet regtitariy with
key global supplhers and ensure
smaoaoth flow of inforpation to
Board level on material issues or
concerns arising

» Throughout the year, the Audit
Committee had oversight of
programmes such as: The Enabling
Programime and PLP {each
invelving technology providers
and supplers); Internal Audic and
Lontrol's Lentre of Extellence
{including controls and audits at
delivery pariners' service centresy,
and Pearson's third-party antt-
bribery and corruptiondue
diligence programme.

w~

The Reputation & Responsibility
Committee has oversight of
Pearson's supply chaininciuding
strategie supphier partherships
and supply chain risk.

~

The Board held a joint session
with Pearson's Digital Advisory
Network - a group of external
thought leaders who are
partnering with us as we navigate
the digital transformation and look
to maximise opportuntes that
this brings.
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Corporalc governance revicw

Employee Engagement Network

Pearson uses a wide range of effective mechanisms to enable
the Board to keep a finger on the pulse of the organisation and
employees’ views on Pearson's strategy, communications,
compensation and benefits, and the senior leadership team
overall. In the spirit of the Cede, Pearson has introduced an
additional mechanism - an Employee Engagement Network -
whichis a hybrid of two methods suggested by the Code,
consisting of a designated Non-Executive Director engaging with a
panel of empioyee representatives. The Board considers this
method of engagement to be effective as it provides a means
for the Board to hear directly from employees as well as creating
an opportunity o gain additional insight an how to enhance
employee satisfaction and work effectiveness within Pearson
and help engage and retain high performers.

Empioyee representatives were selected from across Pearsen
reftecting geongraphical, 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 Board on matters
discussed with employees following each Network meeting,
The Chief Executwe and Chief Human Resgurces Officer also
attend meetings.

Directors' training and induction

Al Directors receive training in the form of presentations about the
company’s operations, through Board meetings held at operational
lacations and by encouraging the Directors to visit local facilities
and management as and when their schedule aliows, including if
they are travelling to a country or region on non-Pearson business.
The Company Secretary and General Counsel, in conjunction with
Pearsan’s advisers, monitorlegal and governance developments
and update the Board on such matters as agreed with the Chair.
Our Directors can alse make use of external courses.

During 2019, the Directors participated in a deep dive into information
security and data privacy, enhancing their understanding of recent
developments within Pearson from a technology and process
perspective as well as considering cyber risk and other external
factars affecting the company and the wider business landscape.

The Directors receive a significant bespoke induction programme

and a range of information about Pearson when they join the Board
This includes background information on Pearson and details of Board
procedures, Directors' responsibilities and various governance-related
issues, including procedures for dealing in Pearson shares and their
legal 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 sermor management,
presentations regarding the business from senjor executives, and a
briefing on Pearsan's investor relations programme. The induction
framework is reviewed by the Noemination & Governance Committec
in advance of any Director onboarding.

The Network met twice in 2019. Prior Lo its first meeung, a survey
was distributed 1o Network members to gauge views on topics
for conversation, The first meeting set out the background and
purpose of the Network, considered the resuits of the last
organisational health survey as well as hearing a case study

from the head of our Virtual Schoois business - g high performer
inthe survey. Members also 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 Committee. This saw the adoplion
of a single focus area for discussion, a pre-meeting briefing and a
request for employee representatives to seek feedback and
perspectives an the issue from colleagues.

During the secand meeting, the Network mernbers participated
in a facilitated exercise, the outputs of which were shared with

Ms Cox and Mr Fallon. They recognised employees’ desire for
learning and development opportunities, building a cuiture of
learming throughout Pearson, which has resulted in the Group-
wide introduction of a learning ‘time budget’ for each empioyee 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
ta their individual 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 thefr induction programmes, both of whomwere positive about the
benefits of the programme.
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Sueeession planning and talent

The Board considers oversight of succession planning as one of its
primae 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 Board as a whole and for the roie of Chair
is considered annually by the full Board and on an ongoing basis by

the Nomination & Governance Committee, with the Chair and Senfor
independent Director afso discussing Committee Chair succession
plfanning on a regular basis. There is regular discussion and oversight
by the Board of succession planning for key posit:ons at Executive
management level. The Executive team has a key role to play in both
our strategic planning process and in succession planning and fostering
the culture of D& required to continue to deliver on our strategy.

succession planning for Fxecutive Direetors

In late 2019, the Chief Executive, john Fallon, announced his
intention to retire from Pearson during 2020. The Chair,

Sidney Taurel, keeps the matter of Chief Execistive succession
under regular consitieration and accelerated the search process
following this announcement. The Board has a clear sensc of
the attributes which itis looking for in the new Chief Executive -
these include, but are not limited to, having demonstrable
experience in corporate transformation, digitat experience,

a global view, and an ability to nurture a strong and healithy
organisational culture. The Board recognises the ¢challenge in
securing all of these attributes in one individual, butis confident
with the progress made to date in the search process and will
update shareholders at the appropriate time.

Other information

Aswell as Board and Executive management succession, the Board
also oversees our leadership pipeline. In October, the Board's
discussions on talentand culture, including 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
other keyroles. A diverse pipeline of ‘ready now’ and ready later’
emerging Lalent has been identified, and plans are putin place Lo

accelerate their development and path to succession where possible,

inciuding through measures such as participating in Board and
Comrmittee meetings, mentoring by Non-Executive Directors,
and by encouraging and enabling individuals to take on external
non-executive roles in order to increase their exposure to new
areas of business. The company also has targeted development
programmes for high-potential talent, mentorship programmes
for senior womenieaders, as well as &a Manager Fundamentals
programme for middie management.

In early 2020, the Chief Financial Officer, Coram Williams,
announced hisintention to step down from the Board and leave
Pearson. Accordingly, the Board activated its executive succession
plans which had identitied Sally johnson, current Deputy CFG, as a
‘ready now' candidate ta succeed Coram as Chief Financial Officer.
Mr Taurel and Ms Cox, Senfor Independent Director and Chair of
the Nomination & Governance Committee, led discussions on
behalf of the Board which resulted in the recommendation of

Ms Johnson as CFO-elect, a matter which the Board approved in
principle in January 2020. Pearson has subsequently announced
that Ms Johnson will join the Board and assurme 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. You ¢anread Ms Johnscn's biography on p54

65
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Corporale governance review

Board evaluation

The Board operates a three-yearly evaluation cycle which
employs a variety of methaodologies to ensure the most effecuive
evaluation outcomes.

Three-yearly evaluation cycle

Last
Year Methodelogy undertaken
In-depth evaluation, externally facilitated 2017
Questionnaire, taitored to specific needs 2018

2 of the business
Internally facilitated interview, to be led 2019

3 by the Chair, Senior independent Director
and/er Company Secretary as appropriate

The Nomination & Governance Committee is respensible for
overseeing the evaluation process on behalf of the Board and it
spenttime during the year scoping the process and themes for the
2019 evaluation, with Committee members being invited to suggest
particular guestions or items for discussion.

Inline with the framework agreed by the Committee, the Senior
Independent Director held one-to-one conversations with each
member of the Board during October 2019. Discussion areas
covered during the individual interviews included matters which
are important to Pearson in particular, as well as those itemns laid
down in the Code, including:

v

the Board's understanding of markets, products and stakeholders,
the quality of the information provided and discussion time to
facilitate this

~

Pearson's strategy, incduding its articulation and strategic process,
and the quality of the Board's discussions on strategy

ihe functioning of the Board, including compositicn, competencies,
diversity and agendas

~

w

relationships between the Board and senior leaders, and between
members of the Board itseif

~

succession planning for Executive Directors and other senicrleaders

~

the Board's monitoring of organisational culture and behaviours

w

understanding of risks facing the company, including probability
and mitigation

v

concerns and areas forimprovement.

The Company Secretary invited ail members of the Pearson Executive
to provide their views on these topics by way of a questionnaire prior
to the Directors' individuat interviews. The findings from this exercise
involving the Pearson 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 Beard
members to allow for the Executive’s opimons ta be taken into account
during the process.

The Nomination & Governance Committee reviewed the findings

from the Board eveluation with the full Board at its meeting in
December 2019. The Cammittee will deveiop an action plan to address
areas for improvement and will monitor progress during the year.

Key findings included:

s a high cverallfevel of satisfaction with the functioning of the
Board, the competence and capabilities of the Directors, and the
guality of relationships between Chair, Non-Executive Directors
and the Executive

~

the level of support and challenge provided by the Board to
management was generally viewed to be of an appropriate and
balancedlevel

v

positive views in relalion to the performance of the Committees
including the volume and importance of work which they undertake
on behalf of the Board

Lhe composition and size of the Board was considered 1o be
appropriate, with a good balance of skills 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 Beard.

~

The main areas identified by the Beard for continued focus during
2020 were:

> refinement of the strategy, in particular continuing to develop the
framework supporting !ifelong learning and employability and
ensuring clear and tight articulation of the strategy

» the Board's monitoring and challenge of the digital transformation,
including scrutiny of progression metrics and oversight of the
continued reflout of digital products

> an awareness of the risk of transformation fatigue within
the organisation

> an ongoing focus on customers, including appropriate market and
behavioural insights to facilitate the right level of scrutiny and
challenge by the Board.

in addition, a nurnber of actions were taken during the year in response
to findings arising from the 2018 externally facilitated Board evaluation
process. You can read more about progress on these in the table
opposite. The Board has confirmed that these items were agdressed

to its satisfaction, with recommendations having been put into practice
or a clear action plan identified for each.

Further, the Chair meets regularly with the Non-Executive Directors
as a whole and these sessions include reciprocal feedback on

the functioning of the Board to augment the formal Board
evaluation process.

T Lintstock'sivalvementwith the Pearson Group 1s mited to matter s led by the Company Secretary's office, namely (o assist with tocls and market insights inrespest

of isted company governance practices and obligations.
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Individual evatuation

I addition to the evaluation of the Board as a whole, Executive
Directors are evaluated each year on their overall performance
against goals agreed by the Board, and in respect of personal
objectives 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 ohjectives as well as goals linked to culture,
talent and brand. Progress against each of these metrics is reviewed
by the Board on a regudar basis, as part of adashboard of KPIs.

The Chair leads a formal individual evajuation of each Non-Executive
Director every other year and encourages open channels of
cemmunication between Directors and the Chair on an ongoing basis.
In the Board's opinion, these ongoing lines of communication,
combined with a Group-wide culture which allows and encourages
feedback at any time, provide the most effective means for evaluation.
tn assessing the contribution of each Non-Executive Director, the Chai’
has confirmed that each continues to make a significant contribution
to the business and deliberations of the Board. The Non-Executive
Directors, fed by the Senjor Independent Director, also conduct an

annual review of the Chair's performance, with the Senior independent

Director providing feedback from this review to the Chair.

Progress on findings of 2018 evaluation

Finding Response/action taken

Financial statements

Cther information 67

Cormmittee evaluation

All Committees undertake an annual évaluation process to review their
performance and effectiveness. For 2019, the Committee evaluation
process formed part of the wider Board evaluation led by the Senior
Ingeperident Directar, and the findings fram this were considered by
the Board as a whole in December 2019, Read more on this in the
Committee reports onthe pages that follow.

Ongoing development and
articulation of the strategy

There is acknowledgement by longer-serving members of the Board of the signhificant progress that has been
made on developrent of the strategy, partcularly inespect of the arnicutation of the five-year strategic vision

Refinement and articulation of the strategy will be a continued area of focus throughout 2020, and the Board is
mindful of the need to halance the thinking on the long termwith execution of short-term goals in a challenging
environment for certain parts of the business.

Board succession planning

Two new Non-Cxecutive Directors, Sherry Coutu and Graeme Pitkethly, joined the Board in 2015, Successian

planning for Non-£xecutives, including for the Committee Chair and Senior independent Director roles, wilibe a
continued focus in 2020, This will include a skills mapping process to enable the Board to design a candidate
profile for future Non-Executive Directors in prepatatian for retirerments in the caming years.

Leadership development and
succession planning below
Board level

Continue to enhance Board's
oversight of culture

Executive talent and succession planning are regular items on the Board's agenda, with two such sessions
taking place during the year, augmented by networking and mentoring programmes involving the Beard and
senior keaders, Read more sbout succession planning an peh

In early 2019, the Board considered resuits of the latest employee engagement survey, ana it recerves periodic
updates on employee engagement from the designated Non-Executive Director, Vivienne Cox. The Norination

& Governance Committee giscussed indetall the Code’s requirement for the Board to monitor culture, and how
best to achieve this, which led to a session on talent, cuiture and values at the Beard's October reeting.

The Board and its Committees also receive infermation which provides insights into orgarusational culture,
such as compliance and tatent metrics, and has a variety of opportunities to see the culture in action at events
throughoutthe year. Culture will remain an area of focus during 2020 as the Board is mindful of the potenual
effects of busiress transformation on organisational culture,

Continue to consider the
competitive landstape and
customer views

During the year, the Board received updates on the competitive fandscape and discussed customer trends
during its regular sessions onthe US Higher Education Courseware business, as well as meeting in person
withlearner and educator representatives. in Decernber, as part of its site visit to the Online Progeam

Management business in the US, the Board consicerad the competitive landscape for that sector.
Additionally, the Board's milestones gashboard contains meirics regarding Pearson's performance in
the markets n which the company operates, and the competitive landscape is a factor consideredin any
proposals relating to acquisitions or disposals.

Board's understanding of risk

Risk deep dives take place at each Audit Committee meeting on key risk areas, supplemented by Reputation &

Responsibility Committee oversight of certain risks. The Board retains oversight of the organisational risk
management process, with support from the Audit Committee, and during the year the fuli Board held adeep
dive into data privacy and mformation security, considering the external landscape and Pearson's frameworks

to address these risks.
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Nomination & Governance Commiltee reporl

Committee Chair
Vivienne Cox

Members

Etizabeth Cortey, Sherry Couty,
Vivienne Cox, Josh Lewis,

Tim Seore and Sidney Taurel

Committee responsibilities include:

-» Appointments

Ident:fying and nominating candidates for Board vacancies.

=» Balance

Ensuring that Lhe Boara and its Committees have the appropriate
balance of skills, experience, Indepencence, diversity and knowledge
to operate effectively,

=¥ Succession

Reviewing the company’s ieadership needs with aview to
ensuring the continued ability of the organisation to caompete
mn the markerplace.

=2 Governance

Reviewing and overseeing 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 set out
its authority and duties. These are reviewed annually and can be
found on the company website at www.pearsen.com/governance,
Committee attendance

Attendance by Directors at Nomination & Governance Committee
meetings throughout 2019:

Meetings attended

tlizabeth Corley’ 3/4
Sherry Coutu? 272
Vivienne Cox 4/4
josh Lewis 4/4
Tim Score 4/4
Sidney Taure! Al4

Unaole to attend one meeting due to an external commutment, Ahead of the
meeting, Mrs Coriey communicated her comments on the business of the
Cormmttee 1o the Chair.

2 Ms{outujonedihe Commttee on T july 2043.

Role and business of the Committee

The Committee monitors the composition and batance of the Board
and of its Committees, identifying and recommending to the Board
the appointment of new Directors and/or Committee members.

The Committee has oversight of the company’s compliance with,
and approach to, all applicable reguiation and guidance related to
corporate governance matters.

The Committee also oversees talent and succession plans for senior
roles. Following the appointment of Sherry Coutu to the Commitiee on
1 July 2019, the Committee comprises five independent Non-Executive
Directors and the Chair of the Board. The Chief Executive and other
senior management, including the Chief Human Resources Officer,
attend Commitiee meetings by invitation.

Areas of focus during 2019

Throughout 2019, a majeor area of focus for the Committee was the
consideration of the newly effective UK Corporate Governance Code,
in particuiar to ensure that the agreed revisions to Pearson’s
governance framework were working effectively foliowing
implementation. As part of this, the Committee received a status
tracker on a regular basis to enable 1t to consider the appropriateness
and maturity of various elements of the framework. Notable items
which the Committee discussed as part of its oversight role included:

> implementation of the new Ermployee Engagement Network
(see pe4d)

> aninternat guidance framework relating to Directors’ external
commitments {(see p58)

> ways m 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 for potential new Board members, in addition to
reviewing the company's standard form letter of appointment for
Non-Executive Directors.

Other areas of focus for the Committee during the year included
preparation for and oversight of the annual 8card evaluation process,
recommendation of revisions to the membership of Board Committees
in response to the appointment of new Non-£xecutive Directors,

and review of the Board Diversity Policy and adoption ef revised
accompanying objectives. The Committee also received periodic
updates from the Chief Human Resources Officer and members

of the D&J team in respect of D&I nitiatives across the business -

see p22 for further detail.

Board search

Akey element of the Committee’s remit is to lead the process for
Board appeintments in line with appropriate succession plans.

The Committee has defined a set of specific criteria for potential

new Non-Executive Directors, in particular giving consideration to

the skills, experience and knowledge required in any candidates,
Pearson expects all Non-Executive Directors to 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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I its most recent search, the Committee agreed that it was particularly
interested to identify candidates who would complement its current
skill set, ideally bringing a combination of global executive experience,
financial background and UK listed company expertise.

Taking into account the agreed person specification, the Committee
engaged Russell Reynolds Associatesin 2018 to commence asearch
process for new Non-Executive Directors. This process continued intc
early 2019 and, in line with the objectives of the Board's Diversity Policy,
the Committee, ied 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.

Following consideration by the Cormmittee of a shortlist of candidates,
including their current commitments, skilis and previous experience,
and bearing in mind the Pearson culture, the search process
culminated in the appointments of Sherry Coutu and Graeme
Pitkethly as Non-Executive Directors with effect from 1 May 2019,

At the end of 2019, refiecting the announcement by John Fallon of his
intention to retire from the Pearson Beard, the Committee commenced
a search process for a new Chief Executive, putting into practice the
Chief Executive succession plans which are reviewed by the Board on
an annuat 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 supportfrom Ms Cox and

other Board members as well as the Chief Human Resources Officer.
Pearson is being assisted in the external element of this search process
by Russeli Reynolds Associates (search activity) and fan Hall Consulting
Limited (trading as'No. 4') {advisory activity). You can read rmore about
succession planning for Executive Directors on pe5

in addition to the Non-Executive Lirector and Chiel Execulive search
processes, Russell Reynolds Assocdiates undertakes 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 connectionto Pearson.

Committee evaluation

The Committee undertook an annuai evaluation to review its own
performance and effectiveness. The process was undertaken as part
of the wider Board evaluation process and sought views from the
Board and Company Secretary on matters including Committee

roles and responsibilites, guality and timeliness of meeting matertals,
apportunity for discussion and debate, dialogue with management
and access 1o independent advice.

The Committee was considered to have operated effectively
throughout 2019 with a clear agenda and effective leadership, and
there was recognition of the volume of work which the Committee had
undertaken during the year. Inresponse to the findings of the 2018
evaluation, the Committee gave consideration to the processes relating
to Non-Executive Director 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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Nomination & Governance Commitlee
meeling focus during 2019

=> Appointments
» Search for two new Non-Executive Directors, resulting in
appointments of Sherry Coutu and Graeme Pitkethiy

» Directors' commitments guidance frarnework

=» Balance

» Mermbership of Board Committees
> DRInitiatives at Pearson

» Review and approval of Board Diversity Policy and
accompanying objectives

—> Succession

» Executive and Non-Executive Director suiccession planning

> induction putline tor new Directors

=>» Governance

» Boarc evaluation preparation and find'ngs

» Comphiance with Uk Corpor ate Governance Code

> Oversight of development of the Employee Engagement Netwerk
» Schedule andlength of meetings

» Approval of Commirtee teims of reference

Committee aims for 2020

In 2020, the Committea will continue to pay attention to the principles
and provisions of the Code, giving consideration to areas in which there
may be scope to go above and beyond Pearson's current governance
arrangements in ensuring a world-class corporate governance
framework. Building on discussions during 2019, we wll continue to
manitor Pearson’s organisational culture and, with the nelp of the
Chief Human Resources Officer, we aim to introduce 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 organisational heatth, 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 mentaring programmes, and we will review the
format of the Employee Engagerment Netwaork after its first complete
year of operaticn. Additionally, the Committee will oversee the Board
evaluation process which, for 2020, will be externally-facilitated.

Vivienne Cox
Chair of Nomination & Governance Committee
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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
results and also thatinclusive leadership for the company leads to
better decision-making. It also reflects an overt commitment to
finding and retaining the best, most diverse talent.

The Board embraces the Code’s underiying principles with regard to
Board batance and diversity, including in respect of ethnicity, gender
and age. The objectives set out inthe Board's Diversity Policy and our
progress towards these objectives are shown in the table below. The
Committee ensures that the Directors of Pearson demonstrate a broad
balance of skills, background and experience, to support Pearson’s
strategic development and reflect the giobal nature of our business

Board D&1 objectives

The Committee 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 Direclor search
process, the Committee encouraged the retained search firm to place
an emphasis on putting forward candidates whe 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 recommendations
suggested by the Hampton-Alexander Review aimed at having atleast
33% fernaie representation on the Board by 2020. We are committed to
maintaining female representation on our Board at or in excess of this
level. Pearson alsc satisfies the recommendation in the Parker Review
that atleast one Director should be from an ethnic minority
background ahead of the 2021 target date.

The Committee has agreed the following objectives on behalf of the Board, which were reviewed and updated during the year, to support
the Board D&t Policy:

Ohjectives

Progress

we will strive to maintain a Board composition of:

v Target achieved

a 3 atleast 33% female Directors

> atleast ohe Direcror of colour.

All Board appointments will be made on merit, in the context
of the skills ana relevant experience that are needed forthe
Board (o oversee Pearson’s strategic development and that
refiectthe plobal nature of gur business.

The Board wil!l continue to incarporate a focus on a

diverse pipelinein its successian and appointment
pitannmingincluding (o prioritise the use of search firms

which adhere to the Voluntary Code of Conduct for Executive
Search Firms {the Voluntary Code)when seeking to make
Board-level appointments

The Board will continue to adopt best pracuce, as appropriate,
in response to the Davies Review, the Hampton-Alexander
Review and the Parker Raview,

The Board wall consder its compaosition and diversity as
partofits consideration of effectiveness in the Board
evaluation review process

Where appropriate, we will assist with the developmentand
support of intiatives that promote all forms of D&l in the
Board, Pearson Executive and our senior management.

We will review and report an our progress in line with the policy
and aur objectives in the annual report, including providing
details of inittatives to promote D&I in the Board, Pearson
Executive and our senior management.

We will continue to make key D&J information, ahout the
Board, senior management and our wider employee
poptiation, availabie in the annual report, and aim for
ongomg transparency in this area in line with best practice.

+ Newtarget s {hangedtarget

e

o

i

v

33% female Directors achieved.
Doardincludes one Director whoidentities as
Mixed - White & Black Caribbean.

Rigorous process used during recent search for Sherry Coutu and
Graeme Pitkethly who each have relevant experience and skills.

Russell Reynolds Associates assisted Pearson with the recent Non-Executive
Director search process and are engaged on the external element of the
Chief Executive search. Russell Reynoids Assoiates are a signatory tothe
vVoluntary Code,

The recommendations of the Davies Review, Hampton-Alexander Review
and Parker Review in respect of gender and ethnic diversity have been noted
by the Board.

These matters were considered in the 2019 evaluation process.

Boara mentoring scheme of seniar leadership talent ongoing

throughout 2019.

Board members participated in Pearsen's Female & Diverse Executive
l.eadership Forum events heid in London and New York, developed in direct
response to a suggestion by the Nomination & Governance Committee.

The Nomination & Governance Committee reviewed the Board's Diversity

Policy and accompanying objectives during the year, as well as developments
on diversity in the external landscape.

Thisinfermation is inciuded in the annual report.
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During the year, the Committee received a detailed progress update
on the company’s D& strategic approach, framework, governance
and measurement modeis and priority areas.

The Board also received an update on a new internal mentoring
scheme and participated in the programme whereby each Director
was paired with a high-potential Senior Vice President female leader at
Pearson. This launched at the end of 2018 and ran throughout 2019.

Diversity and tafent in Executive pipeline

Our Code of Conduct sets cut cur global standards and respansibilities
withregard to D& at all employee levals, including the Pearson
Executive, and covers many aspects, including gender, age, ethnicity,
disability and sexual orientation. This is underpinned by a global
staterment on D&I along with country and business-specific policies,

A new Global D& Councdil launched in early 2019 chaired by Chief
Executive, John Falion. This comprises around 30 members
representing employee resource groups, business leaders as wetl

as allies and advocates. For more information on the company's
approach 1o D&I, please see p22 in the Sustainability section.

We are a founder member of the 30% Club and the Chief Executive
has also signed a personal commitirent ta set an aspirationat target of
at least 30% wornen in Pearson's senior management team by 2020.
On gur Executive team, there are currently two women cut of nine
members (22%) - this excludes the Chief Executive and Chief Financial
Cfficer who are counted in the Board's metric (2018: 20%). As of

31 December 2019, the number of wamen forming part of the

senjor management team, i.e. the Pearson Executive and their direct
reports, including the Company Secretary, as required by the Code,

15 34 wormen representing 34% ot that group (2018, 31%).

We believe that we have a multi-pronged pian in piace to build our
pipeline of women in leadership and senior management positiens,
and the Board and Committee will carefully monitor their
development, and the development of ali key talent.

Allinfolmation correct as at 31 December 2018

7t
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Reputalion & Responsibilily Commiltee reporl

Committee Chair
Linda Lorimer

Members

Vivienne Cox, Linda Lorimer,
Michaet Lynton, Graeme Pitkethly
and Lincoln Wallen

Committee responsibilities inciude:

~» Reputation

Pearsan’s repuitation among major stakeholders, including governments,
investors, employees, customers, learners and the education community.

-» Risk

Qversight of Pearson's approach to reputational risk, and ensuning that
clear roles have been assigned for the management of the reputation
dirmension of risksidentified.

=» Sustainability

Oversight of 2020 sustainabiity plan and performance against
sustainability goals and commitments.

=¥ Brand & culture

Management of the Pearson brand to ensure that s value and reputation
are maintained and enhanced. Pearson's approach to monitoring

and supporting the values and desired behaviours that form our
carparate culture.

=¥ Ethics

Ethical business standards, inciuding Pearson’s approach to issues relevant
toils reputation as a responsible corporate citizen.

=¥ Strategy

Strategies, poticies and communication plans refated 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.pearscn.com/governance.
Committee attendance

Attendance by Directors at Reputation & Responsibility Committee
meetings threughout 2019

Meetings attended

Vivienne Cox 4/4

Linda Lerimer 4/4
Michael Lynton a/4
Graeme Pitkethly’ 3/3
Lincoin Wailen 4/4

1 Appownted to the Commuttee on * July 2016,

Reputation & Responsibility Committee role

The Committee forms an important part of the Board’s governance
structure. It works to advance and assess Pearson's reputation across
the range of its stakeholders and to maximise the campany’s positive
impact en seciety and the communities where we work and serve.

The Committee’s remit covers issues and intiatives relating to the
company’s reputation and its civic responsibilities. These include those
matters that are material to Pearson’s stakeholders and the company's
long-term sustainability, as well as a regular review of those incidents
that could adversely affect the company's reputation. We promaote
Pearson’s sustainability plan and assess the progress in advancing

its tenets. The Committee works in alignment with the company’s
Responsible Business Leadership Coundil, which comprises senior
leaders from across the business.

Read more about Sustainability cn p16

Changes to the Committee

Graeme Pitkethiy, who joined the Board in May 2019, was appointed
to the Reputation & Responsibility Committee on 1 july 2019,

Graeme brings valuable experience in sustamability practice and
consumer behaviour from his time at Unilever, as well as a strong
understanding of best practice in external reporting on sustainability
and climate change due to his role as Vice Chair of the Task Force on
Climate-related Financial Disclosures. | look forward to working ciosely
with him an the Commiittee; he is already adding impartant insights.

Areas of focus during 2019

The Commutiee conducts in-depth reviews of issues thatare important
to the sustainabifity 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 climate change.

I the firstyear of the Code’s stakeholder engagement requirements,
we helped to scope and menitor 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 discussions into
privacy and ethicat issues related to learners data. The Commitiee also
reviewed Pearson's planned standard for learner data management,
which will shape the company’s use of Al technology and personal

data collection.

In October, 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 engagement and materiality
mapping, namely: advance equity in fearning; build skills for
sustainable futures; and lead by example through initiatives for
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advancing such areas as human 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 2G19, the Committee also reviewed proposed public statements
onmodern slavery and considered Pearson's broader human rights
strategy, both of which are important to Pearson’s values and the
delivery of its sustainability plan. We also considered incidents of
reputational note, including those which had received coverage
through traditional or social media such as Pearson's response to

the security breach of a UK A level Maths exarm paper and the
company’s subsequent engagement with learners, schools and

the exam 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 pubtic across the US and UK. The Committee also
spent uime 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 chainrisk and, as every year,
delved into the areas of health, safety and safeguarding, which are
principal risks for Pearson. The Committee also reviewed Pearson's
efficacy programime and discussed future plans for continued
integration of efficacy findings into our product development cycle.
Read motre about Efficacy on p27

Committee evaluation

tn 2019, the Committee evaluation formed part of the wider Board
evaluation process led by Senior Independent Birector, Vivienne Cox.
She sought views from all members of the Board and the Company
Secretary through a series of one-to-one interviews. The evaluauon
found that Directors were pleased with the functioning of the
Cammittee, recognising the Chair for the mannaer in which the
Committee’'s work is cogently reported to the Board. The Directors
commented that the work of the Committee 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 jits remit. Particular areas highlighted by the Directors
for continued focus during the coming year were privacy and data
management and the development of the brand in suppartof

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 kay internal stakeholders,
highlighted 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 Committees, was recommended.
They have proven to be beneficial and enable Committee members
to discuss and agree o key issues to take forward with management.
These sessions will be continued as a regutar part of each Commitiee
meeting over the coming 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 learner and continue to monitor the advancement of
our brand strategy as well as Pearson's approach to reputationat risk.

We will continue to explore Pearsan’s material sustainability issues
{e.g. 21st-century skills and climate change), monitor progress an
supply chain risk, engage in the next phase of development of our 2030
Sustainability Strategy (focusing on the goals and KPIs to underpin
successful detivery of the strategy). The Committee wilf also examine
the results of our global learner survey and investor priorities and
opportunities in the environmental, social and governance {ESG) space.

Linda Lorimer
Chair of Reputation & Responsibitity Committee

Reputation & Responsibility Committee
meeting focus during 2019

=> Reputation

» supply chain and third-pat ty sk managerment
> Isstes anc inndentsreports
» Reputationresearch

> Editorial Palicy — progress report

= Risk

» Safeguarding
> Health & Safety

=3 Sustainability
» 2020 Sustainability Strategy

» Greenhouse gas emissions and carbon reducuon targers

=3 Brand & culture

> Brand strategy

» Efficacyupdate and future plans

=% Ethics

» Human Rights Policy
> Modern Slavery Act staterment

=¥ Strategy

> Learner data

> Artificial intelligence

=» Governance

» Comimittee terms of reference

> Stakeholger engagement framework
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Audit Commillee reporl

Committee Chair
Tim Score

Members

Elizabeth Corley, Vivienne Cox,
Linda Lorimer, Michael Lynton,
Graeme Pitkethiy,

Tirn Score and Lincoln Wailen

Committee responsibilities inciude:

=¥ Reporting

Fhe quality and integrity of financial repor ting and statements and
related aisciosure.

=¥ Policy

Group poiicies, including accounting policies and practices.

= External audit

Fxternal audit, including the appointment, gualitication,
ingependence and performance of the external auditor.

=¥ Internal audit, risk & internai control

Risk management systems and the internal control environment
including oversight of the work of the internal audit function.

=» Compliance & governance

Compliance with legal and regulatory requirements inrelation to
financial reperting and accounting matters,

Terms of reference

The Committee has written terms of reference which clearly setout
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 2019

Meatings attended

ElizabethCorley’
Vivienne Cox

Linda Lorimer

Michael Lynton

Graeme Pitkethiy”

Tim Score

tincoln Wallen

1 Part-attendance at one meetung due to an external commitment -
thisss formally recorded as an absence.
2 Apponted to the Audit Committee on 1 July 2013

3/4
4/4
4/4
4/4
2/2
4/4
4/4

Audit Committee role

The Committee has been established by the Board primarily for the
purpose of overseeing the accounting, financial reporting, internal
contral and risk management processes of the company and the audit
of the financial statements of the company. As a Committee, we are
responsihle for assisting the Board's oversight of the quality and
integrity of the company's external financial reporting and statements
and the company's accounting policies and practices.

Pearson’s SVP-Internat Audit, Risk and Compliance has a dual reporting
line to the Chief Financial Officer and (o me, and external auditors have
direct access 1o the Committee to raise any matters of concern and to
reportan the resuits of work directed by the Committee, As Audit
Committee Chair, | report to the full Board at every Board meeting
immediately following a Committee meeting, | aiso work closely with
the CFO and senior financtal management outside the formal meeting
schedule to ensure robust oversight and challenge i relation to
financial control and risk management.

Audit Committee composition

Following his appointment to the Board in May 2019, Graeme Pitkethty
was appeinted to the Audit Committee on 1 July 2015 Graeme’s
leadership experience in complex giobal businesses, as well as his
background as a Chartered Accountant and in-depth knowledge of
financial and operational matters, will complement the Committee’s
existing skill set, and | look forward to working closely with him.
Following Graeme's appointment, the Committee comprises seven
independent Non-Executive Directors. As a Commuttee, we have a
good balance of skilis and knowledge with competence and experience
covering all aspects of the sectors in which Pearson operates -
education, digital and services - and our key geographic markets.

Fair, balanced and understandable reporting

We are mindful of the Code's principle N relating to fair, balanced and
understandable reporting and we build sufficient time into cur annual
repott timetable to ensure that the full Board recelves sufficient
opportunity to review, consider and comment en the report asit
progresses. Learn more about fair, balanced and understandable
reperting on pl10

Risk assessment, assurance and integrity

Akey role of the Committee is to provide oversight and reassurance
to the Board with regard to the integrity of the company’s financial
reparting, internal control policies and procedures for the
identification, assessment and reporting of risk. During 2013,

we conducted a number of deep dives into selected principal

risks, and the key risks on which the Committee focused throughout
the year are set out below. Learn mere 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 an important operational simplification project covering Pearscn’s
key enterprise resource planning technology and processes,
including financial, 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 team leading the programme. The primary areas of focus

Strategy Performance Governance

for the Cormmittes in 2019 were:

> in the first half of the year, oversight of the implementation of finance,

~

procurement, e-commerce and supply chain systemsto: (i) the

remainder of our North American business which had been operating

onlegacy systems; and (i) the Assessments business, including
Clinical and VUE. In particular, the Committee considered the
preparatory steps from technology, employee and customer

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

Audit Commitiee meeling focus during 2014

=> Reporting
» Accounting and technical Updates

» Impact of kegat claims and regulatory 1ssues on finanaal reporting

» kair, balanced and understardable, gong concerh and viability statements

» 2018 annual report and accounts: preliminary announcement,
finanaal statements and income staternent

=> Policy
> Accounting matters and Group accounting policles

> Annualreview ard approval of external auditers' policy

=~» External audit

> Provision of non-audic services by PwC

» Receipt of external auditors’ report on Form 20-F and year-end audit

» Reporton halfyear procedures

> Reappomtment of externaf audiers

~¥» Internal audit, risk & internal control

> tnrernal audit acuvity reports and review of key findings
» Organisational risk rnanagement
> 2020 invernaf audit plan

» Assessment of the effectiveness of internaf audit funcuon,
internal control environment and risk management systems

= Compliance & governance
> Fraud, whistleblowing reports and compliance investigations
» Schedule of authorities

» Compliance with accounting and audit-related aspects of the
UK Corporate Gavernance Code

Financial statements

Other information

value realisation (BVR) programme. Following TEP deployment in
the UK and US, management took the decision to review the live
ervironmentin order to: (i) identify continuous improvement
opportunities; and (i} explore areas of the deployment where

75

» in the second half of the year, monitoring the progress of the business

further integration was required, with the overall aim of BYR being to
assess how best ta leverage business value from TEP and integrated

reiease investments. As part of the Committee’s regudar deep dives,

Committee members were updated on the ways in which processes

had been considered from an employee, customer and data
quality perspective, resulting in opportunities being dentified for

improvements in areas such as data quality and end-to-end delivery.

The Committee then considered the progress made in those areas,

noting that attention was now turning to prevention and
maintenance of those data assets.

~

Review of interim resuits and trading updates

~

Form 20-F and related disclosures, including annual Sarbanas-Oxley
Act section 404 attestation of financial reporunginternal controls

~

Significant Issues reportirg

Analys s supporting viability staterment

~

Tieasury policy and reporting

~

Tax strategy, Including an update on EU state aid and impact of
s taxreforms

~

Confirmarion of auditor independence

v

291y external audit plan

v

Remuneration and engagement fetter of external auditors

v

Review gpinion onnterim results

Review ofthe effectiveness of external auditors

v

Gversightof The Enabiking Prograimme

Risk deep dives. information ang cyber-security; data privacy;
treasury and bisurance; anti-bribery and corruption [(ABC) tax;
business resilience

» Oversight of the programme 1o develop the
Pearson Learning Platform

> Controls Centre of Excellence updates

> Audit Committes, Verification Cormmitiee and internal audnt
functionterms of reference

> Audit Committee evaluation
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Audit Commilttee report

Alongside TEP, Pearson has moved to a shared services model for
delivery of certain Finance and HR processes, and the Committee
considered regulariy the work undertaken by the Controls Centre of
Excellence team. The external auditors, PwE, updated the Committee
at each meeting on the work that they had conducted in respect of
testing controls, and they shared perspectives on strategic
opportunities to further enhance the controls framework,

Data privacy and information security

Pearson considers data privacy and information security as
principal risks reflecting a business model which is increasingly
based around digital products. In 2019, the Chief Privacy Officer and
Chiefinformation Security Officer reported on both topics to the
Committee, and the Board as a whole, recognising the increasing
importance of cyber-risk to modern businesses.

As part of the report, the Committee reviewed Pearson’s readiness
for the Califernia Consumer Privacy Act (which came into effect

at the startof 2020), and an overview of privacy laws which would
soon be introduced in other jurisdictions in which Pearson operates.
Key aspects of Pearson’'s data privacy praogramme were also
considered, including:

> the principles and prionities underpinning Pearsan’s multi-year
data privacy strategy

> the emphasis on ‘privacy by design’ in the development of new
Pearson products and platforms

> the advancemnent of processes to respond to user/data subject
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 informatian security report allowed the Cornmittee to consider
the progress made in recent years. In considering the current status
of the information security programme, the Committee noted the
frameworks which had been put In place in respect of:

> fundamental and proactive user, network and cloud security
building blocks which limit outsider access to critical information

> platforms and processes which control least-privilege accessto
various IT systems

> Pearson's ability 1o react as quickly as possible to a detected event,
thereby aiming to reduce the window of vuinerability

» Tools and processes to help the business assess and manage
risk, set standards and measure compliance with internal and
external requirements

Members

Alt of the Audit Committee members are independent
Non-Executive Directors and have financial and/or related
business experience due to the senior positions they hold or
have held in other listed or publicly traded companies and/or
stmilar large organisations. Tim Score, Chair of the Committee
since April 2015, is the company's designated financial expert,

> The establishment of standards and methods to ensure Pearson
products are designed to protect learners’ data and to ensure
products continue to function if attacked

The Committee considered in particuiar the ways in which the
architecture of the PLP and ways of working in its design and
development aim to greatly increase the inherent platform security
as well as the many 'digital native’ security features which have been
built into PLP. Separately, the Chief information Security Officer noted
that the decommissioning of certain legacy systems was & particular
area of focus in reducing the level of risk attached to Pearson's
information security programme.

Audit Committee meetings and activities

At every meeting, the Committee considered reports on the activities
of the internal audit and compliance functions, including the results of
internal audits, risk reviews, project assurance reviews and fraud end
whistleblowing reports. The Cormmitiee alsc monitored the company’s
financial reporting and risk managernent procedures, reviewed Lhe
services provided by PwC and considered any significant legal claims
and reguiatory issues in the context of their impact on financiat
reporting, each on a regular basis.

During the year, the Commitlee also discussed the finance and

IT controls environment at each meeting, including Sarbanes-Oxley
tosting and scope, updates on prior year items, and the ongoing
transformation of the Group-wide controls framework which is
evolving in support of Pearson’s Global Business Services model.

In addition to the risk deep dives described above, the Committee also
conducted deep dives into business resilience and crisis management,
treasury, tax, and anti-bribery and corruption. In February 202C, the
Committee considered the 2019 annual report and accounts, including
the preliminary results announcement, financial statemenis, strategic
reportand Directors'repart.

View the key activities of the Audit Committee on p75

Internal audit evaluation

The international Standards for the Professional Practice of Internal
Auditing (the Standards) require an independent external assessment
ofinternal audit to be conducted at least once every five years by a
qualified, independent assessor or assessment team from outside
the organisation. At its Decernber meeting, the Audit Committee
considered the findings of an external quality assessment of internal
audit, facilitated by Pretiviti, 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 stakehalder
expectations; and te provide recommendations to internal audit on
improvement opportunities and emerging practices. The assessment

having recent and relevant financial experience, and 1s an
Associate Chartered Accountant. Until July 2019, he atso served

as Audit Committee Chair for The British Land Company plc.

The qualifications and relevant experience of the other Commitiee
members are detailed on p54-56
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was conducted by interviewing key stakeholders of the internal
audit function including the Committee Chair, members of the
Pearson Executive, and senior financial, legal and operationai
management; reviewing a2 sample of internal audit files and other
functional documentation including the audit universe and plan;
and interviewing members of the internal audit function.

The findings indicated an effective internal audit function that
conforms to the lIA's International Standards. One conformance

gap was identified - the requirement to have an external quality
assessment every five years — which was addressed by the review
itself taking ptace. Opportunities for improvement were also noted,
largely related to the quality of supporting documentation. Based on
the findings of the external review, and on its own ongoing assessment
of the effectiveness of the internal audit function, the Committee is of
the opinion that the quality, experience and expertise of the function is
appropriate for the business.

Additional meeting attendees

In addition to the Comimittee members, advisers and executives
from across the business also attended meetings during the year.
This gives the Committee direct contact with key leadership.

The Chair and Chief Executive each attend at'east one meeting per
year, and the Chief Executive also attends for discussion of matters
with an aperational and customer focus such as the ongoing
transformation and digitai initiatives. The Committee also meets
regularly in private with the external auditors; SVP-Internal Audit,
Risk and Compliance; and VP-Internal Audit.

Audit Committee training

The Committee receives technical updates at each meeting,
including on matters such as accounting standards and the audit
and governance landscape, as well as specific or personal training as
appropriate. In 2019, the Committee and other members of the
Board and management participated in a training session covering:

> the reviews of the audit market and regufatory landscape
» corporale reparting and governance maiters
s atechnical update on IFRS 16 {Leases).

Comrnittee mernbers also meet with focal management on a periodic
basis, such as when travelling for overseas Board meetings, inorder to
gain a better understanding of how Pearson’s policies are embedded
in operations.

Committee evaiuation

tn 2019, the Commuttee evaluation formed part of the wider Board
evaluation process led by Senior Independent Director, Vivienne Cox,
which sought views from all members of the Board and the Company
Secretary through a series of one-to-one interviews. The evaluation
found that Directors were pleased with the functioning of the
Committee, and they recogrised the Chair for the quality of the

work conducted by the Committee and the manner in which this is
reported to the Board.

Progress an findings of 2018 evaluation

The responses to the 2018 evaluation found an effective and
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
Ras been made on these, include:

> invite a wider range of business leaders to Committee meetings,
enabling teaders to engage in Board-leve! discussions, as well as
facilitating a greater understanding of the Committee’s role in the
wider business - the Commitiee has embraced this suggestion,
with a number of leaders and senior managers (typically one or two
levels below the Pearson Executive) leading sessions such as risk
deep dives, internal control and process updates and financial review
matters. The Committee also invited Pearson’s Local Compliance
Counsel of the year to lead a session on compliance and ABC
achievernentsin Pearson's Brazilian business

~

as progress continues Lo be made with the implementation of TEP
and transformation of Pearson, consider a review to canfirm that
Pearsan has maximised the opportunity to strengthen the controt
envirohment and better manage risk - progress on TEP and the
assodiated BVR programme was a regular itern for discussion for
the Committee throughout the year and will continue to be
considered as transformation nitiatives continue during 2020.
Read more detail on the risk deep dive overview on p74

Internal audit

The internal audit function is responsible for providing independent
assurance to management and the Audit Committee on the design
and effectiveness of internal controls, to mitigate strategic, financial,
operational and compliance risks. The SVP-internal Audit, Risk and
Compliance reports formally to the Chair of the Audit Committee and
the CFO, with a reporting line to the General Counse! on compliance
matiers. The VP-Internal Audit, résponsible for the day-to-day
operations of internal audit and execution of the annual audit plan,
alsa reports formally to the Chair of the Audit Commiittee and the
SVP-internal Audit, Risk and Compliance.

The internal audit mandate and plan are approved annually by the
Audit Committee. Progress and changes to the plan are also reviewed
and approved by the Audit Committee throughout the year. The
mternal audit ptan is alighed to out greatest areas of risk, as identified
by the ERM process, and the Audit Committee considers issues and
risks arising from internal audits. Management action plans to improve
internal controls and to mitigate risks, or both, are agreed with the
business area after each audit. Formal management self-assessments
aliow internal audit to monitor progress in implementing action

plans, agreed as part of audits, to resolve any control deficiencies
identified. Internal audit will request and assess evidence of action
plan implernentation and may re-test controls if necessary. Progress of
management action pians is reported to the Audit Committee at each
meeting. Internal audit has a formal collaboration process in place

with the external auditors to ensure efficient coverage of internal
contraols, Regular reports on the findings and emergingthemes
identfied through internal audits are provided to Executive
management and, via the Audit Committee, to the Board.

The 5VP-Internal Audit, Risk and Compliance oversees compliance with
our Code of Conduct and works with senior legal and HR personnel to
investigate any reported incidents, including ethical, corruption and
fraud allegations. The Audit Committee is provided with an update of
all significant matters received throtigh our whistleblowing reporting
system and, on behalf of the Board , considers an annual review of the
effectiveness af this system. The Pearson anti-bribery and corruption
programme provides the framework to suppott our comptiance 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 makesracommendations to the Board
inrespect of the appointment and compensation of the external
auditors. This recommendation is made by the Committee after
considering the external auditors’ performance during the year,
reviewing external auditor fees, conducting an effectiveness review,
ang confirming the independence, objectivity, 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
satisfied that the auditors provide effective independent challenge
to management. The external auditors’ review was conducted by
distributing a questionnaire to key audit stakeholders, including
members of the Audit Cornmittee, CFO; Deputy CFO; SYP-Internal
Audit, Risk and Cempliance; SVP-Finance for each business area;
and other heads of corporate functicns. Overall, responses to the
questionnaire were positive, indicating an effective and independent
external audit process. The main area identified as presenting an
opportunity for possible improvement related to coordination
between Pw( and the Pearson team, namely ensuring clear and
tmety commurnication 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 therr independence and
objectivity, taking account of all appropriate guidelines. There are no
contractual obligations restricting the Committee's choice of external
auditors. The external auditors are required to rotate the audit partner
responsible for the Pearson audit every five years and the currentJead
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 Quality Review (AQR) team selected

for review PwC's audit of the Group's 2018 financial statements as

part of its 2019 annual inspection of audit firms. On completion of its
review, the AQR team wrote to the Committee Chair and provided a
copy of its final report. The Commuttee discussed the findings of the
review with PwC at its February 2020 meeting, in particular focusing on
those areas of the external audit procedures that had been identified
as requiring improvement. The Commitlee was satisfied that PwC had
taken all necessary actions to address the AQR findings in the audit of
the Group's 2019 financial statements.

Audit tendering and rotation

Pearson's last audit tender was in respect of the 1936 year end

and resulted in the appointment of Price Waterhouse as auditors.
Devetopments at an EU fevel regarding mandatory audit rotation for
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 appoint a new

auditor nelater than for the 2024 financial year end.

In last year's annual report, the Committee reiterated its expectation
that an audit tender process would commence in 2022, taking into
account the significant fevel of business change being experienced
by the Group - including through The Enabiing Programrme (TEP) -
and the focus that would be required by finance and management
teams to conduct the tender process, and any resuiting auditor
transition, thoroughly and effectively. As indicated however, the
Committee, with the support of management, has kept under review
whether this timing remains appropriate in the light of business
developments. With TEP implementation and finance transformation
in the UK 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 Committee has revisited the matter.

As aresult, atits meeting in February 2020, the Commiittee decided
to proceed with an audit tender during 2020, which will commence
with issuing a Request for Proposal (RFP) in April 2020, with a view to
changing audit firm for the financial year ending 31 December 2021,

In making this decision, the Committee noted that finance and
management teams believe they have the capacity to support a
tender and change in auditor, leveraging changes from the finance
transformation programme. Although TEP and the finance
transformation are yet to be implemented in Pearson’s remaning
Internationat markets, the majerity of Group audit scope sits within
North America and the UK and it is felt manageable 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 its preferred approach to the tender process, the
Committee has had regard to the detailed timeline, governance
framework (including confirmation of the working graup that wilk
lead the process), selection criteria and the degree of involverment
by all Committee members in the various stages of the process.
The Committee has also given consideration to the Chief financial
Officer transition process which will take place during 2020 and has
determined, with the agreement of the incoming CFQ, Satly johnson,
that the proposed timeline achieves the optimal balance between
business priorities and internal capacity while also allowing for the
new seror finance team to ensure a rigorous and comprehensive
audit tender process.

Foliowing the upcoming audit tender, Pearson will adopt a policy of
putting the audit contract outto tender atleast every ten years,

as required. The Committee will continue to pay close attention to
developments in the auditlandscape in response to: the findings of
Sir Denald Brydon's independent review into the quality and
effectiveness of audit; and the outcome of the BEIS consultations
on the 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 theseinte
account as and when appropriate.

Compliance with the CMA Order

Pearson canfirms 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 ended 31 Decernber 2019,
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Review of the exterpal audit

During the year, the Committee discussed the planning, conduct and
condusions of the external audit as it proceeded.

Atits July 2019 meeting, the Committee discussed and approved the
external audit plan and reviewed the key risks of misstatement of
Pearson’s financial statements. The external auditors provided an
update at the December 2019 Committee meeting, having conduded
that their analysis of significant and elevated risks remained the same.

The table on p80-81 sets out the significant Issues considered by

the Committee together with details of how these items have been
addressed, The Committee discussed these issues with the auditors
atthe time of their review of the half-year interim financial statements
in July 2019 and again at the conclusion of their audit of the financial
statements for the full year in February 2020.

Allthe significant issues were also areas of focus for the auditors.
Learn more inthe Independent auditor’s report on pi14

In December 2013, the Committee discussed with the auditors the
status of their work, focusing in particular on internal controts and
Sarbanes-Oxiey testing.

As the auditors concluded their audit, they explamed to the
Committee:

» The work they had conducled over revenue, including over
fong-term revenue contracts and judgements in relation to
provisions for returns

Their work in evaluating management's goodwill impairment
exercise, on a vaiue-in-use basis, including assessing assumptions
around CGU identification, goodwill reallocation, operating cash
flow forecasts, the appropriateness of the inclusion of restructuring
cost savings, perpetuity growth rates and discount rates

~

The work performed over the nature and presentation of nan-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 investmertts in digital
platforms and pre-publication assets

Their wark over the completed disposal of the Us K12
Courseware business

v

The results of their controls testing for Sarbanes-Oxley Act
section 404 reparting purpoesas and in support of their financial
statements audit

The results of thejr work over the company’s going concern and
viability statement reports

Thewr work over finance transformation related to the continued
roll-out of TEP and the organisational change resulting from
implementing the target operating model(

v

~

Their work in refation to the adoption of IFRS 16 from 1 January 2019

Their work in relation to other matters which are not classified as
key audit matters, but may give rise to additional disclosure
reguirements e.g. pensions.

v
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The auditors also reported to the Committee the unadjusted
misstatements that they had found in the course of their work, which
were immaterial, and the Committee confirmed that there were no
material items remaining unadjusted in these financial statements.

Auditors’ independence

in line with best practice, our relationship 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
to Pearson. These allowable services are in accordance with relevant
UK and U5 legistation. The policy takes inta account certain voluntary
cormmitments by Pw{ regarding independence and applies to alt
Pearson businesses globally, including associate companies.

The Audit Committee approves ail audit and non-audit services
provided by PwC. Qur policy on the use of the external auditors for
non-audit services refiects the restriction on the use of pre-approwval
in the 2016 FRC Guidance on Audit Committees and, accordingly,

all non-audit services, irrespective of value, are requiredtobe
approved by the Audit Committee. in particular, we expressly
prohibit the provision of certain tax, HR and other services by the
external auditor. We review non-audit services on a case-by-case
basis, including reviewing the ongoing effectiveness and
appropriateness of our policy.

The Audit Compmittee receives regular reports summarising the
amount of fees paid to the auditors. During 2015, Pearson spent

£0.7rm less on non-audit fees with PwC compared with 2018, due lo the
absence of & requirement for the audit of disposals and a reduction

in fees assonated with the audit of efficacy reporting. For 2019,
non-audit fees represented 6% of external audit fees {17% in 2018).

For all non-audit work in 2019, PwC was selected only after
consideration thatit was best able te provide the services we required
at areasonable fee and within the terms of our policy on external
auditors. Where PwC is selected to provide audit-related services,

we take into account its existing knowledge and experience of Pearson.
Where appropriate, services were tendered prior to a decision being
made as to whether to award work to the auditors.

Significant non-audit work performed by PwC during 2019 included:
> audit of Pearson's efficacy programme

> provision af comfort [etters for potentiaf bond issues

» controls assurance related to non-financial controls

» half-year review of interim financal statements.

Afull statement of the fees for audit and non-audit services is provided
in note 4 1o the financial statements on p145

Tim Score
Chair of Audit Committee



Audit Commiltee report

BC Pearson plc Annual report and actounts 2013

Significant issues considered by the Audit Committee

Issue

=» Impairment reviews

Pearson carries significant goodwill
ana other intangible asset halances.
There is judgement exercised in the
icentification of cash-generating units
{CGLs) and the process of allocating
goodwill to CGUs and aggregate CGUs
and tn the assumptions underlying
the umpairment review. Pearson has
made significant impairments Lo
googwill across avariety of its
businesses in recent years,

=>» Leases and IFRS 16

Peaison adopted IFRS 16 nrespect of
s lease portfolio n 2019. The Group
has a2 significant number of property
leases and several other low-value
vehicie and equipment feases. The
implementation of the standard has
resulted in the recognition of right-of-
use assefs and sublease investments
and corresponding lease liabilittes on
the balance sheet for the first time.

=¥ Disposal transactions

The Group finalised the wale of its
US K12 Courseware business and
announced the sale of its remaining
stake in Penguin Random House.

Acton taken by Audit Committee

The Commitftes momtored the Growup's plans and forecasis
during the year to determine if there were impairment triggers
and considered the resuits of the Group’s annuai gocawill
impairment review including the revision to CGUs and the related
realtocation of goodwiit driven by organisation changes and
systemns consoiidation. Key assurmptions - ‘ncluding cash flows
dernved fram strategic and operating plans that include longer-
term plans for the OPM business, long-term growth rates and
the weighted average cost of capital- were reviewed and
challenged. The Comnmuittee consigered the sensiivities to
changes in assumptions and the adequacy of disciostres required
by IAS 36 Bripairment of Assets’in relation to the Group's CGUs,
nating that certain CGUs still remain sensitive to assumption
changes after a number ofimpairments in recent years.

The Committee continued to monitor progress on the |FRS 16 lease
conversion process. This included review of the implementation

of the transition options taker and the quantification of the impact,
including sensitivities reiating to the selection of appropriate
discount rates. The impact of the change was also considered in
the light of banking arrangerments, strategic plans and the
reporting of cash flow and net debt. In addition, the Commitiee
reviewed the new policies and lease disclosures presented in the
interimrepartand in this report.

The Committee reviewed the accounting for the disposai af the
Us K12 Caurseware business with specific focus on the fair value
of non-cash proceedsin the form ofloans and an earn-out,

The Committee also reviewed tax assumptions relating to the
dispesal transaction. The implications for the treatment of
Penguin Random Mouse as held for sale were noted.

Ourcame

Revised CGUs confirmed and goodwill
allocations agreed. Annualimpairment
review finalised with confirmation of
sufficient headroomin each of the
{GUs with the exception of Brazil,
where a £65m impairment to acguired
intangible assets was made to align the
carrying values with the value nuse.

The Committee reviewed the impact
of adopting the new standard on the
financial statements, key performance
indicators, banking covenants and
future strategy and approved the
transition options taken, discount
rates applied, and disclosures macde,

The Committee determined that
disposal accounting had been
appropriately recorded and that the

fair value of proceeds refiected its
understanding of the disposal
transaction and future expectations

for cash flow. The Cormmitiee also
agreed that the critenia for held for

sale treatment in respect of the Penguin
Random House interest had been met,
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tssue

=> Restructuring

The restructuring programme
announced in 2017 wasinits final
year of implementationin 2019,
Costsincurred in 2019 were mainly
related to redundancies and asser
wnpairments. There are several
accounting judgementstobe
made regarding categorisation
and niming of cost recognition.

=» Returns

The determination of approgriate
provisions for product returns requires
a sighificant amount of judgement
and, in the light of recent volatility in
returns inthe USs Higher Education
Courseware business, the Committee
continued to review returns data and
our policy on providing for returns,

= Tax

The impact of tax legislation changes
including US tax reform, £U state
aid, proposed digstal services tax,
the trend for increased tax
transparency, and provision levels.

Governance

Financial statements Other mformation

Action taken by Audit Committee

The Committee confinued to review progress on the restructuring
programme and considered the judgements required in
accounting far the costs of redundancy and asset impairment,
mainly inrespect of the Group's North America operations and
enabling functions. In particular, in 2019, the Committee reviewed
the tmpact of restructuning on technology and content assets

and the implications of initiatives to drive cost-efficiencies on
strategic partnerships.

The Committee considered raturns provisioning for the
US Higher Eclucation Courseware business and reviewed the
methodolagy for establishing provisions.

The Commilies were particularty interested ro understand the
impact of the new digital first strategyin North America on
estimates associated with returns and stock obsolescence.

The Comimittee considerea various developments dunng the year,
includmg theinternal refinancing of the Group's US aperations
which completedinjune, US tax reforim, tdx aulhr ity audit activity
in Bravil and the EU state aid case.

The sutcome of the refinancing cormbined with provisior
releases reduced the 2019 adjusted tax rate, The 2019 adjusted
tax rare s higher than the priar year due ta several one-cif
penefits occurring 11 2018, This was reportad to the Committes
atthe December meeting,

The Committee considered an update on Pearson'sinvolvement
endorsing the B-Team Responsible Tax Principles initiative.

The Chair of the Committee approved the third report ontax
strategy prior to Its publication in November 2019,

81

Outcome

The Committee confirmed that the
assumptions underlying the timing

of cost recognition were reasonable
and that the accounting and disclosure
for the restructuring programme
were appropriate.

Assumptions underlying the returns
reserve methodology were reviewed
and challenged

The Committee was satisfied with
Pearson's approach to managing the
impact of tax legislation changes and
agreed with the views of management
regarding tax provisioning levels.
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Risk governance and control

Control environment

The Board has overall responsibility for Pearson's systems of internal
control and risk management, which are designed to manage,

and where pessible mitigate, the risks facing Pearson, safeguard
assets and provide reasonable, but not abselute, assurance against
material financial misstatement or {oss. The Board confirms that it
has conducted a review of the effectiveness of Pearson’s systems of
risk management and internal control in accordance with provision
29 of the Code and the FRC Guidance on Risk Management, Internal
Controi and Related Financial and Business Reporting (FRC Guidance).
The Board confirms these systems operated satisfactorily throughout
the year and to the date of this report, and no significant failings or
weaknesses were identified in the review process.

The Board has delegated responsibility for monitoring the
effectiveness of the company's risk management and internal control
systemns to the Audit Committee. The Audit Committee oversees a
risk-based internal audit programme, including periodic audits of the
risk processes across the organisation. It provides assurance on the
management of risk (including risk deep dives, as described on p74},
and receives reports on 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

Ourinternai controls and risk oversight are monitored and continually
improved to ensure their compliance with FRC Guidance.

The Board is ultimately accountable for effective risk managernent in
Pearson and determines our strategic approach to risk. It confirms
our organisational risk management framework as well as our risk
appetite targets. Twice yearly it receives and reviews reports on

the status of the top Group-wide risks. It is supported in the
following ways:

~

the Audit Committee is responsible for overseeing internal controls
within Pearson which includes determining the risk appetite
(recommended by Pearson Executive management), reviewing
and commenting upon key risks, and ensuring that risk
management is effective.

~

Pearson's Executive and leadership teams are responsible for
identifying and mitigating principai risks.

-

leaders and managers at all fevels in Pearson are responsible
for managing risk in their area of responsibility, including the
identification, assessment and treatment of fisk.

~

the Organisational Risk and Resilience team owns the overall
risk management framework for the company and facilitates
consolidated reporting onrisk.

> Theinternal 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.

Theinvolvement of the Board and Audit Committee in the design,
implementation, identification,. monitoring and review of risks
{including setting risk appetite and reviewing how risk is being
embedded in our culture}is cutlined in more detait in the
organisational risk management section on p40

Financial management and reporting

There is a comprehensive strategic planning, budgeting and
forecasting system with an annual operating plan approved by the
Board. Monthly financial information, including trading results,
balance sheets, cash flow statements, capital expenditures and
indebtedness, is reported against the carresponding figures for the
plan and prior years, with corrective action cutlined by the appropriate
senior Executive. Pearson’s senior management meets regularly with
business area management to review their business and financial
performance against plan and forecast. Major risks relevant to each
business area as well as performance against the stated financial and
strategic objectives are reviewed in these meetings.

There is an ongoing process to manitor the risks and effectiveness of
controls in relation to the financial reporting and consolidation process,
including the related information systems. This incdudes up-to-date
Pearson financial pobicies, formal requirements for finance to certify
that they have beenin compliance with policies and that the control
environment has been maintained throughout the year, consolidation
reviews and analysis of material variances, finance technical reviews,
and review and sign-off by senior finance managers. The Group finance
function also monitors and assesses these processes and controls
through finance and technology compliance functions and a Controls
Steering Cormmittee comprising cross-functional experts.

These controls include those over externatfinancial reporting which
are documented and tested in accordance with the applicable
regulatory requirermnents, including section 404 of the Sarbanes-Oxley
Act, which is relevant to our LS listing. One key controlin this area s
the Verification Committee, which submits reports to the Audit
Committee, This Commuttee is chaired by the SVP-Internal Audit,

Risk and Cornpliance, and members include the Chief Financial Officer
and/or their deputy, the Deputy General Counsel, SVP-Investor
Relations and the Company Secretary as well as senior members of
financial management. The primary responsibility of this Committee
is to review Pearson's public reporting and disclosures to ensure that
information provided to shareholders is complete, accurate and
compliant with all applicable legisiation and listing regulations.

In addition, our separate Market Disclosure Committee is responsible
for considering potential inside information and its treatment in
accordance with the EU Market Abuse Regulation. The effectiveness of
key financial controls is subject to management review and self-
certification and independent evaluation by the external auditors.
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Treasury management

The treasury department operates within policies 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 is
an appropriate segregation of duties. Frequentreports 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
annuai risk review meeting takes pface between the Treasurer and
Audit Committee. The Treasury Policy is described in more detail in
note 18 to the financdal staternents on p165

insurance

Pearson reviews its risk financing opticns regularly to determme how
the company’s insurabie 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.

Pearsan’s insurance subsidiary, Spear Insurance Company Limited,
is used ta leverage Pearsort's risk retention capability and to achieve
a balance between retaining insurance risk and transferringitto
external insurers.

Tax

The Baard has delegated responsibility for the integrity of financial
reporting and risk management to the Audit Committee. This includes
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 year.

Other nformation
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Direclors’ remuneralion report

Committee Chair
Etizabeth Corley

Members

Elizabeth Corley, Sherry Coutu,
Josh Lewis, Tim Score and
Sidney Taurel

Key messages from the Remuneration Committee

» 2019 incentive outcomes reflect the headwinds the company
faced during the year, whilst recognising that Pearson is on track to
deliver ahead of target for cost savings and is growing revenue in 76%
of the company, whilst also becoming a leaner, more efficient and
digitally-focused business. As a resuit, there will be no payout under
the ALP for 2019 and a 33% payout under the 2017 LTIP vesting in 2020,

~

We have reassessed our Remuneration Policy, following a
fundamental review of remuneration principles to ensure it supports
our purpose and strategy throughout the company.

v

Changes have been made to ahgn further the Remuneration Policy
with the principles of remuneration, the 2018 UK Corporate
Governance Code and shareholders’ guidance.

-

The Committee reviewed the remuneration implications of
leadership changes to the Board and senior management, and the
appointment terms of the new CFO.

v

There will be no salary increases for incumbent Executive Direclors
in 2020.

-

We have decided te matntain a significant discount to LTIP award
tevels inlight of share price performance.

w

The Committee remnains focused on ensuring the remuneration
arrangements in place for the broader employee population remain
consistent with the need to attract the right talent for a digital future.

Terms of reference

The Committee’s terms of reference are in line with the 2018 UK
Corpoerate Governance Code and are available on ihe Governance page
of the company’s website at www.pearson.com/investors/governance.
Asummary of the Committee's respansibilities 1s shown on pg6

Board Committee attendance

The following table shows attendance by Directors at Committee
meetings throughout 2019:

Remuneration

Elizabeth Corley 77
Sherry Coutu 3/3
lash Lewis 7
Tim Score 77
Sidney Taurel 7

1 Sherry Coutujomedthe committee on 1 July 201% and has attended alt
Committee meetngs since her appontment

In this section

Part 1. Remuneration overview p84
Part 2: 2019 reruneration report p&% {and 108}

Part 3. 2020 Remuneration Policy 97

Dear shareholders.

Over the last year, the Committee has been undertaking a thorough
review of its rernuneration principles and Directors’ Remuneration
Policy to ensure that they enable us to achieve the company’s purpose
of helping people make progress in their fives throughiearning and
support the execution of the goal of penerating long-term sustainable
value for our sharehoiders

Te deliver on Pearson's purpose and strategy we need a strong global
management team. Pearson competes for talent and key skills in an
increasingiy demanding marketplace and needs to attract and retain
high-calibre executives, and incentivise them to deliver results and
progress against our strategy, in line with the shareholder experience.
The Committee considers that our revised principles of remuneration
and Policy achieve this aim.

Qur remuneration principles are described on p97

Changes have been made to our Policy toreflect
best practice

The Committee rigorously re-evaluated the current remuneration
framework from first principles as part of our review of Policy.

Having done so, we believe that the current remuneration framework
of annuaiincentive plan {AIP) plus Long-term incentive Plan (LTIP)
continues to support the execution of Pearson’s strategy.

The Committee will, however, continue to keep its approach to
remuneration arrangements under review to ensure that it remains
effective as we transttion the leadership team and as Pearson’s
strategy continues to evoive.

Notwithstanding that the broad framework remains the same, the
Committee has made changes to some elements of its Remuneration
Policy and its implementation to simplify the appreach, to reflect the
2018 UK Corporate Governance Code and evolving best practice,

and to aiign better with business objectlives over the long-term.

Changes to Policy inciude:

> In order to align with shareholder expectations, the AlP paid
for‘on target’ performance will be no mere than 50% of the
maximum potential. This results in a reduction in target AIP
apportunity for the Chief Executive from 100% of salary tc 90%
of salary with no change to the maximum oppaortunity.

Under our Policy, the maximum LTIP opportunity has been
reduced to 350% of salary (previously 400% of salary in normal
circumstances, up to 500% of salary in exceptional circumstances),
in order to simplify the appreach and to bring it more closely in
line with how we have been applying the policy over the iast three
years. The intention is that annual LTIP opportunity will remain
below this level.

~

Currently, the LTIP holding period is structured so that, foliowing
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
sharesis subject to continued employment over the same pericd.

In order to simplify the approach and to align with market practice,
100% of the LTIP award (for awards made from 2020 onwards)

will be subject to a two-year holding period following the end of

the three-year performance periad (i.e. five years from award).

~
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> From 2018, we lowered the pension opportunity such that new
appointments are eligible to receive pension contributions of up
to 16% of pensionable salary or a cash allowance of up te 16% of
salary. This is inline with the maximum company contribution as a
percentage of salary that UK employees are eligible Lo receive.
This provision will be incorporated inte our new Policy.

> In light of evolving shareholder expectations and market practice,
we have strengthened our existing post-employment shareholding
guideline {imptemented in 2017) such that Executive Directors are
expected to retain their current guideline (300% of salary forthe
Chief Executive and 200% of salary for the CFO} forwwo years
following stepping down as an Executive Director,

Performance measures for 2020

The Committee is proposing scme minor changes to performance
measures for the AIP and LTIP.

The AlP wilf continue to be based on a mix of adjusted operating profit,
sales, operating cash flow and strategic objectives. The weightings

of operating profit and sates have been 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
thraugh top-line growth as well as through operational efficiencies and
to strengthen further alignment with this objective. The remaining 40%
of AIP opportunity will be equally weighted on operating cash flow and
strategic objectives which will be aligned with our corporate goals.

The LTIP will continue to be based on adjusted EPS, ROIC and relative
TSR vs. FTSE 100 {measures equally weighted). We have previously
communicated that the Committee believes net ROIC is a fairer
assessment of management’s performance in generating shareholder
returns on the capital currently invested in the business, but that this
metric would enly be introduced after the company had tracked it

for anumber of years. Net ROIC has now been used as a key metricin
Board reporting and reported as a KP since Pearson's 2017 strategic
report; therefore, going forward, we will measure net ROIC rather than
gross ROIC for the purposes of the LTIP. The Commutiee's intention is
to aperate net ROIC such that any payouts reflect the underlying
performance of the new management team by measuring return en
capital excluding existing impairments on legacy acquisitions only.

ff the management team impairs an asset within the performance
period, the final calcuiation of the outcome under the LTIP will be
adjusted to ensure 1t does not benefit the outcome.

Leadership changes

On 18 December 2019, we announced that our Chief Executive,
John Fallon, will retire in 2020 once a successor has been appointed.
john Fallon will remain ehgible to participate in the AIP for 2020 on a3
pro-ratabasis, He will not receive an LTIP award in respect of 2020
and his salary will remain at £817,400 per annum. His benefits alse
remain unchanged.

The Committee reviewed the approach (o 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 to bring it into line with the UK workforce at 1655

of salary. Notwithstanding his planned retirement, John Fallon's cash
pension aflowance has been reduced by 3 percentage points to 23%

of salary as the first step on this planned phased reduction.

Other information 85

On 16 Jandary 2020, we announced that Coram Willlams will be leaving
the company and Sally Johnson, 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 CFO and as an Executive Director on this date.

Coram Williams will not be eligible for AIP and LTIP in respect of 2020
and he will forfeit any unvested LTIP awards on departure, His salary
will continue a1 £539,500 per annum untif he steps down. His pension
and other benefits remain unchanged. He will receive no paymentin
relation to loss of office.

Sally johnson’s salary will be £515,000 per annum. Her maximum
AIP opportunity will be 170% of salary and her LTIP award will have a
face value of 245% of salary fwhich is the same award opportunity as
for Coram Willlams in 2017, 2018 and 2319), reflecting the previaus
discounts to LTIP awards in light of share price performance.

The Committee believes that a further reduction in the CFO-elect's
award level is not appropriate, beyond the discount aiready applied.
This discount was set at a time when the share price was comparable
to the current share price and the Committee considers that alignment
between management and shareholders wouid be better supported
by maintaining her fevel of grant at 2459 of salary in 2020

Sally johnson is a member of the Pearson Pension Plan and will
continue Lo accrue pension at a rate of 1/60th of pensionable salary
per annum, restricted Lo the plan earnings cap, infine with other
participants in the Plan.

Incentive outcomes for 2019 reflect a challenging year

Pearson as a whole was able to match prior year underlying sales for
the first time since 20714 because the broader /6% of Pearson grew

by 4% in aggregate, demonstrating that Pearson is starting to see the
returns from the strategy of investment in growth businesses and the
evolution towards a simpler, more sustainable business, This progress
was, however, offset by an underlying dedline in the US Higher
Education Courseware business where sales from print textbooks
reduced more rapidly than anticipated. Pearson delivered Group
adjusted operating profit of £581m, an increase of 8% on 2018

Despite strong progress against strategic objectives, financial
performance did not meet the threshold required to result in a
payment under the AIP and therefore there will be no bonus payment
for the Executive Directors in respect of 2019, The Committee carefuity
considered the impact of no payout on talent and retention across the
campany, and agreed with management that to have no payout at att
would not be afair reflection of the progress that was made acress the
comparty. As such, the Commiittee approved discretionary funding for
employees, excluding the Executive Directors.

LT1P awards granted in 2017 were based on adjusted EPS, gross ROIC
and relative TSR performance. Adjusted EPS for 2019 was 57.8p which
was between threshold and target, resulting in 39% of this portion of
the award vesting. ROIC for 2019 was 5.2% which is again between
threshold and target, resulting in 57% of this portion of the award
vesting. TSR performance is below median and therefore no portion
of this award vested. Overall, therefore, performance resulted in 32.7%
of the 2017 LTIP award vesting,.
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The Carmmittee very carefully considered the vesting outcome in the
context of the shareholder experience, the progress made against
the delivery of our strategic initiatives and sustainable efficiency
measures, as well as achievements i innovation, people, culture

and sustainability agendas. Despite the challenges the company has
faced overthe last year in US Higher Education Courseware, the
Committee concluded that the vesting outcome was a fair reflection of
the performance the company has achieved over the last three years
and the progress against the strategic objectives and therefore it was
not necessary 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 shareholders regarding the changes
to Policy and its implementation for 2620; the final proposals
reflect feedback from shareholders. Continuing conversations with
shareholders have been invaluable and we thank shareholders for
the time they have spent with us in shaping our approach. | look
forward to receiving your support at the AGM in relation to our
Directors’ Remuneration Policy and our remuneration report.

Elizabeth Corley
Chair of Remuneration Committee

& March 2020

Remuncration Poliey development and alignment to remaneration principles and company sirategy

Our remuneration principles and Directors’ Remuneration Policy
have been developed to support our purpose and strategy
throughout the company.

The Committee’s review of our remuneration philesophy and
Directors’ Remuneration Policy focused on ensuring that the
company was equipped to achieve its purpose of heiping 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
waorkforce remuneration and emerging best practice in relation
1o Executive Director remuneration.

> Pearson developed a company-wide set of remuneration
principles to govern how people are rewarded. The principles
have been developed 1o 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.
These principles were used to shape the development of our
2020 Executive Directors’ Remuneration Policy.

v

The Committee has Laken steps ta simplify our Policy

and itsimplementation to ensure that it is clearly aligned to
company strategy, incduding re-weighting measures in the AP,
aligning on target opporturities and consolidating maximum
LTIP opportunity.

In addition, the committee has reviewed quantum under incentive
plans and reduced the Chief Executive target AlP apportunity to
90% of salary and the maximum LTIP award limit to 350% of
salary - removing the exceptional maximum limit.

w

» Cur remuneration framework and outcomes are designed to
ke aligned with performance achieved:

- Performance measures selected for the AIP and LTIP are key to
achieving strategic objectives. This year, we have made some
changes to performance measures to ensure they continue to
incentivise the right management behaviours and goals.

-We carry out a robust target-setting process each year,
taking into account Pearson’s strategic plan, as well as
analyst expectations to reflect market expectations, resulting 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 Committee
discusses if the outcome Is reflective of overall company
performance and sharehoider experience over the period
and, if not, has discretion to alter plan cutcomes up or down.

The Committee is mindful of reputaticnat and other risks when
determinmg Remuneration Policy and outcomes for Executive
Directors and senior management. The company alsc has
safeguards in place, such as clawback and malus and a two-year
holding period on the LTIR, as well as robust shareholding
guidelines including post-empioyment which have been

further strengthened this year.

~

Before signing off the remuneration report and Remuneration
Policy, the Committee reviewed drafts of the report and provided
input to clarify our disclosure. We also undertook consultation
with our top 20 shareholders, who represent 74% of our share
capital, giving early sight o our Policy changes and to inform our
final conclusions.

v

In 2019, Pearson developed remuneration principles that govern
the whole organisation. We have evolved our Remuneration Policy
to match the following updated remuneration principles, which are
described on p97

> Aligned tolongerterm strategy
> Pay fer performance

> Market competitive

» Targeted differentiation

> Tailored

» Remuneration is one part of the employee value preposition
at Pearson
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Sunmmary of key Policy changes for 2020

Asummary of the material changes to he 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 p98-121

Element

incentive plan

Al

Long-term
incentive plan

LTiF

Retirement
benefits

R

Shareholding
guidelines

G

Overview of changes

» Target AlP willbe no
more than 50% of
maximum

> Reducticnn exceptional
maximum for LTIP awards

» Simplification ot the
structure of the LTIP
holding period

» Pension ahgnment with
wider employee population
over the life of the policy

» Strengthemng
post-employment
shareholding guigelines

Description

In order 1o align with sharehiolder expectations, the AP paid for ‘on target’ performance willbe no
more than 50% of the maximum potential. This results in a reductionin target AP opportumity for the
Chief Executive from 100% of salary to 90% of salary, with no change 1o the maximum opportunity.

Under current policy, LTIP awards of up to 400% of salary may be made in normal crcumscances,
with awards of up to 500% of salary in exceptional circumstances.

inorder to simplify the approach and to bring it more closely i line with how we have been applying
the policy over the last three years, the award level imit under the LTtP wiil be reducedto be up to a
maximum of 350% of base salary.

Currently, the LTIP holding period is structured so that, following the three-year performance period,
75% of any vested shares are released but subject to a mandatory sales restriction {other than shares
used to setile tax) for a further two years. The vesting of the remarming 25% of the shares is subject to
continued employment over the same period.

inoroer 1o simplify the approach and to alignwith market practice, 100% of the LTIP award {for 2020
onwards}will be subject to a two-year holding period following the end of the three-year performance
period {| e. flve years from award). During this period the awards will not be forfeitable for cessation of
employment ather than via clawback, e.g. in the case of gross misconduct.

From 2018, we lowered the pension opportunity such that new appointments are eligible (o receive
pension contributions of up to 16% of pensionable salary or a cash allowance of up to 16% of salary,

in line with the maximum company contribution as a percentage of salary that UK employees who are
over 45 are eligible to receive. Where an individual appointed to the Board s already a member of rhe
Pearson Pension Plan (our defined berefit plan) then they will continue to be eligible to participatein
the Plan on a cansistent basis with other employees in the Plan.

In October 2017, the Chief Executive reached the maximum service accrual under the Pearson
Pension Plar:as he had over 20 years of service. He therefore receives no further service-related
benefits under this Plan hut continued to receive a taxable cash supplement of 26% of base salary,
mliew of the previous FURBS arrangement.

The Committee reviewed the approach to the Chief Executive's pensionin light of shareholder views
and best practice and agreed with the Chief Executive that his pension affowance would be reduced

on a phased basis over the nextthree yearsto bringitin line with the UK workforce of 16% of salary.

Notwithstanding his planned retirement, John Fallon’s cash pension aflowance has been reduced by
3% 10 23% of salary as the first step on thisplanned phased reduction.

Pearson was one of the first companies to introduce a post-retirement shareholding guideline as part
of the review under taken in 2017, such that Executive Directors are required to retain half of their
shareholding guideline for a period of two years post-retirement.

In light of evolving shareholaer expectations and market practice inthis area, we have strengthened
the post-ernployment shareholding guideline in place so that Executive Directors are required 1o
retain their current guideline (300% of salary for the Chief Executive and 200% of salary for the CFO)
for a period of two years following stepping down as an Executive Director.

87
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2019 remuneration report

Certain parts of this report have been audited as required by the Large and Medium-sized Companies and Groups (Accounts and Reports)
Regulations 2008 as amended. Those tables which have been subject to audit are marked with an asterisk.

Single total figure of remuneration and prior year compariscn’

Total aggregate emoluments for Executive and Non-Executive Directors were £3.825m in 2012, These emoluments are included within the
total employee benefit expense in note 5 to the financial staternents (p146)

Executive Directors

The remuneration received by Executive Directors in respect of the financial years ended 31 Decernber 2019 and 31 December 20185 sel

out below.

Executive Director ‘single figure' remuneration

Element cf remuneration
£000s

8 Basesalary
8 Allowances and benefits
r  Retrement benefits
Total fixed pay
P Annual incentives
T Long-termincentives

Total variable pay

Total remuneration

Notes ta single figure table”
& Basesalary
The base salary shown in the single figure table reflects salary paid in
the financal year.
*z# Allowances and benefits
The breakdown of benefits is as follows for 2019:

john Coram
£000s Falton Williams
Travel 28 5
Heatth 2 3

Travel benefits comprise car allowance, shared use of a companry car
and driver for business purposes, and reimbursements of a taxable
nature resulting from business travel and engagements. Health
benefits cormnprise healthcare, health assessment and gyrm subsidy.
In addition to the above benefits and allowances, Executive Directors
may also participate in company benefit or palicy arrangements that
have no taxable value and/or are avaitahie to all other employeesin
the same location.

P Retirement benefits

Further detail on retirement benefits is set out {ater in this report.

«~?  Annual incentives

The 2019 AIP for the Executive Directors was Dased on a mix of finanaal
{80% weighting) and strategic measures {Z0% 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
targets in 2019, see overleaf.

Jehn Fallon Coram Williams

2019 2018 2013 2018
- 7 8713777 795 537 B 555—
30 43 8 14

21 206 62 54

1,054 1,044 607 593

- [.¥! - 401

803 1,406 - 815

803 2,050 - 1,216

1,857 3,094 607 1,809

e Long-term incentives

The single figure of remuneraticn for 2019 includes the vesting of

the 2017 LTIP award, which was subject to performance conditions
assessed to 31 December 2019. For more detall on performance
meltrics and performarnce againsttargets, see p90. The values of vested
2017 LTIP awards included in the figures for totai remuneration have
been calculated using a three-month average share price to year end
of 671.0p and do not reflect any dividends acerued on those shares.

The share price on the date of grant of 11 September 2017 was 586.0p.
The share price used to value the LTIP for single figure purpose of 671.0p
represents anincrease of 85p per share. The proportion of the 2017 LTIP
value disclosed in the singie figure attributable to share price growth
forthe Chief Executive was therefore £101,730. The Remitneration
Committee did not exercise discretion m respect 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 remuneration for 2018 includes the vesting of
the 2016 1TIP 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
remuneration report was estimated to be £1,454,000 far the

Chief Executive and £843,000 for the CFO, based on a three-month
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

on 3 May 2016 when the share price was 805.0p. Between the date

of grant and the vesting date, the share price had increased to

813.7p which equated te an increase In value of each vesting share

of 8.7p. The proportion of the 2016 LTIP value disclosed in the single
figure attributable to share price growth was therefore £12,935 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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ae  Executive Directors' annual incentive payments for 2019”

The following table summarises the performance targets and performance against these targets for the 2019 award which resuited in a nil payout
far both the Chief Executive and CFO.

Overall outcome

Performance range Payout

3 of max bonus

Performance measure % of rotal Threshoid Targer Max Actual results opportunity
Ad]usrtred op;;ng profit - . 40%_ £588m £612m £671m £581m 0%
Sales 20% £ 3,902m £3,970m £4,050m £3,869m 0%
Cperating cash flow 20% E40TmM £434m £492m £307m 09
Siralegic measures 20% Seebelow 0%

100% 0%

Nete 1, Opel ating cash flow s measyured posttestructuring, Operaung cash flow pre-resTractunng 15 £418m,
Note 2: See belaw for performance agaimnst strateg:c measures.
Note 3. The outcomes under all measures have beer reviewed by internak audit,

Performance against strategic measures

The targets (and outcomes) for performance against each of the strategic measures are shown in the table and supporting natrative below:

% of total
Strategic priority  Measure funding Threshold Target Max Cutcome
Gainshare Growth in digial and 5% 52.5% 653% 64.0% Digital and digitaify-enabled safes increasea
through digitaliy-enabled sales as a (+0.5% on (+1%0n {+2% on o 66.3% of total revenues in 2019 vs 62%
digital proportion of revenues 2018 result) 2018 resuit) 2018 result) in 2018
transfarmation ryo,. o) olstfor ms - S% Critical Critrcal Al milestomes  Aica app and Revel both Jaunched and
delivery of key 2019 milestones milestones and  and deliverables available for commercial use
milestones related to on track key dehverables ontrack Progress made against other milestones
Alapp and Revel pilots utiuack Has resulied i e accelorated innovatinve
product roadmap, which will drive cumulative
incremerital value at a lower cost than the
original plan over future years,
Growing invest n growing 5% +5% revenue +2.5% reveniue  +10%revenue  Gur growth businesses - Pearsan VUE,
market market opportumties — growth growth growth Vo wal Schools, OPM and PTE Acadernig -
opportunities  tolalrevenue growth grew by 8% inrevenue. These growth
businesses will cantinue to grow in 2020,
aswe investin new forms of online educatien,
n better, smarter, online assessments, in new
Ab-inspired direct-to learner apps, and in
shifung Pearson’s focus to link education ano
ermployability with the workplace.
Becoming The Enabling Programme 5% Criticai Critical Allmilestones  Good progress was made against the
simpler, more  (TEP)-linked to key milestones milestones and deliverables business value realisation plan but further
etficientand  deliverables/milestones ontrack and key on track work i stiff needed 1o sustain fixes and
sustainable includmng (successful) delverables overcome more complicated 1ssues,
deploymentof Wave 3 on track Wave 3was deployed successfully.
Release, progress on
RoW and Red Amber

Green [RAG) status of
value realisation plan

Due to significant progress against strategic goals in 2019, an above target resuk 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

In September 2017, the Executive Directors were made awards under the LTIP which vest in May 2020 based on performance the businass
delivered over the three-year period from 2017 te 2018,

The target ranges were set following extensive consultation with our major shareholders in 2017, and took into account internal and external
expectatiens 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 dedline in share price at the time. The [evel of payout at threshold performance was also reduced
under the adjusted EPS and ROIC measures.

The overall outcome based on performance achieved against targets 1s 32.7% of the maximum awards. However, Coram Williams will leave the
company at the AGM, before the 2017 LTIP vests, and therefare his award will {apse in full.

The targets and performance against these targets are as foilows:

Perfarmance range Vesting

Payout at Payout at Payout at % % of total

Parformance measure 9% of totat Threshold Target Maximum threshold target maximum Actual achievement award
Adjusted EFS 40% 55p b2p 75p 155% 75% 1009% 57.8p 39% 15.6%
ROIC 30% 4.5% 5.5% 7.5% 15% 755 100% 5.2% ST% 17.1%

Upper

Relative TSR 30% Median N/A quartile 25% N/A 100% 72 outof95 0% 0%
100% Total 32.7%

Relative TSR was measured agamnst the constituents of the FTSE 100 at the start of the performance periog.

The Commiltee very carefully considered the vesting outcome in the context of financial performance, the shareholder experience, progress
against the delivery of strategic inltiztives including the business transformation and sustainable cost reduction delivered by the simplification
programme, as well as reviews of talent, diversity, culture, customer experience and sustainabifity 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 Commitiee concluded that the vesting outcome was a
fair reflection of the progress the company has made over the last three financial years. No discretion was therefore exercised to adjust the
vesting outcome.

Overail, the Committee considers that the Remuneration Poticy has operated as itintended during 2019 and that the pay outcomes are aligned
with the experience of shareholders and other stakeholders over the relevant performance period.

e L ong-term incentives awarded in 2019°
The foliowing LTIP awards were granted during the year:

Value for

threshold

Face value performance
Director Date of award Vestingdate Number of shares Facevalue (% of basesalary) (% of maximumy Ferformance Period
John Fallon 1 May 2019 1 May 2622 271,000 £2,249.842 275% 18.3% 1]an19-31Dec 21
Coram Withams? 1May 2019 1 May 2022 152,000 £1,320,018 245% 18.3% 1jan19-31 Dec 2

1 Unoer the adjusted EPS ano ROIC elements, 15% vests for threskold performance, under the TSR elerrent, 25% vests for threshold performance. Thisis the weighted
average of vesting for threshaid.

2 CoramWitharms wiil leave the company at the AGM therefore n.s award wall lapse in full.
Face value was determined using a share price of 830.2p (previous trading day closing price as at the date of grant}.
Any shares vesting based on performance will be subject to an additional two-year holding period to 1 May 2024.

Details of the performance targets for the 2019 tong-term incentive awards are set out in the tables below:

Adjusted earnings per share (EPS) (one-third) Returh on invested capital (ROIC) {one-third) Relative total shareholder return (TSR} {one-third)
T nm;;';;ingS':hEdme ;&};;ted EPS Ve;t}-r:g schedule - Adjusted RO’I‘CW Vesting schedule Ranke;;;iilon Vs
% max} for FY21 {% max) forFyz1 {% max} FTSE 100
15% o 55p o 5% 5% 25% T Median
65% 70p 654 6% - -
100% 80p or above 100% 9% or above 100% Upper quartile

Note 1: Straight-hne vesting will occur 1n between the points shown, with rio vesting for performance below threshald.
Note 2: Pearson’s TSR performance is measured 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 detalls of 2017 and 2018 LTIP awards and their performance conditions under the Long-Term incentive Plan (LTIP) are set out in the

following table.

share

price

on date
of Vesting Perfermance performance Payourat Payout at
Date of award award date measures  Weighting pericd threshaold Payput at target maximam
8 May 2018 893.6p 1 May AdjustedEPS One-third FY 2020 15% for EPS 65p  65% for EPS of 68p 100% for EPS 80p
2021 ROIC  Ore-third FY2020 150 forROICof5%  65% for ROICOF6%  100% for ROIC of 8%
Relative TSR One-third 1Jan 2018 to 31 De¢ 2020 25% at median - 100% atupper quartile
11 5eptember 586,0p 1 May Adjusted EPS 40% Fy 2019 15% for EPS55p  75% for EPS of 62p 100% for EPS 75p
a7 2020 ROIC 30% FY 2019 5% for ROIC of 4.5% 75% for ROIC of 5.5%  100% for ROIC of 7.5%
Relative TSR 30% 1jan 20371031 Dec2018 25% at median . - 100% at upper guartile

s Executive Directors’ retirement benefits and entitlements’

Details of the Directors’ pension entitlements and pension-related benefits during the year are a5 follows:

Director

Jehn Fallon

Coram Williams

Value of defined benefit  Other allowancesin Total annuat Accrued pension
over the period liew of pension vahie in 2019 at3 Dec 19

£00Ds EOOOs £000s £000s

- 211 211 106

&2 - &2 48

Note 1. The aterded pension at 31 December 20195 the geferred annual pension to which tre menrber would be entitled on ceasing pensionable service on
31 December 2013 Itrelates to the pension payable from the UK Plan. Normal reurement age s 62.

Nate 2 The value of detined benefic aver the periog comuris es the aetined beoeft input value, less infiation, less mdhadusl conrnibuion.

Note 3 Other allowances in lieu of pension represent the cash allowances paid in lieu of the previous FURBS arrangements

Note 4 Total annual value is the sum of the previous Two calumns and 1s disclosed inthe single figure of remuneration table

Plans

John Fallon - The Pearson Pension Plan

Jjohn Fallon attained the maximum service accrual for this benefit when
he reached 20 years service in Cctober 2017, With effect from this date,
he had accrued a benefit of two-thirds of bis final pensionable salary
and nofurther service-related benefits can accrue under the Plan.
Based on the 2019720 earnings cap of £i66,200, he will have accrued a
pension of £105,884 per annum at this time. When the earnings cap
under the Plan rulesis increasedin the future in line with increases

tn the UK retail price index, his final salary pension benefit will

increase accordingly.

In addition, he received a taxable and non-pensicnable cash
supplement {of 26% of salary) in fieu of the previous FURBS
arrangement. During 2019, John Fallon received the pension
supplement of 26% of salary. There are no enhanced early
retirement benefits.

The Comynittee reviewed the approach to the Chiel Executive’s pension
inlight of shareholder views and best practice, and agreed with John
Fallon that his pension allowance would be reduced on a phased basis
over the next three years to bring it in line with the UK workforce at 16%
of salary. Notwithstanding his planned revrement, John Fallor's cash
pension allowance has been reduced by 3 percentage peointsto 23%

of salary as the first step on this planned phased reduction.

Coram Williams ~ The Pearson Pension Plan

Accrual rate of 1/60th of pensionable salary per annum, restricted
tothe Plan earnings cap {£166,200 per annurm in 2019/20), with
continuGus service with a service gap. There are no enhanced early
retirement benefits.
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54

Shareholding 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 of
Executive Directors and shareholders. The target holding is 200%

of salary for the Chief Executive and 200% of salary for the Chief
Financial Dfficer. Shares that count towards these guidelines indude
any shares held unencumbered by an Executive Director, their
spouse andfor dependent chitdren plus any shares vested but heid
pending release under a share plan. Executive Directors have five
years from the date of appointmentto reach the guideline. Gnce
the guideline has been met, it is not re-tested, other than when
shares are sold.

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 (implemented in 2017) such that Executive Directors are
expected to retain their current guideline (300% of salary for the

CEQ and 200% of salary for the CFO} for two years following stepping
down as an Executive Director. This guideline does not apply to shares
purchased by the Director.

The shareholding guidelines do not apply to the Chamr and
Non-Executive Directors. However, a minimum of 25% of the
Neon-Executive Directors’basic fee is paid in Pearson shares that
the Non-Executive Directors have committed to retain for the
period of their directorships.

The share interests of the Directors and their connected persons are as follows:

Current Conditional Conditional  Total number of
shareholding sharessubjectto  sharessubjectto ardinary and
(ordinaryshares) performance at employmentonly conditional shares Guideline

Director ac31Dec19 31Dec19 at31Dec19 at31 Dec 19 (% salary) Guideline met?
Chair T - - o
Sidney Taure| 103,224 - - - - -
Executive Directors
John Fallon 397,313 883,000 40,215 1,320,528 300%  Yes{see note 8}
Coram Williams 6,108 516,000 23,3°0 508,418 200% n/z(seenoteB)
Non-Executive Directors
Ehizabeth Corley 22,028 - - - - -
Sherry Coutu 3,175 - - - _ -
Vivienne Cox 7,430 - - - - -
losh Lewis 14,200 ~ - - - _
Linca Lorimer 11,044 - - - - -
Michael Lynton 5,535 - - - - -
Graeme Pitkethly 785 - - - _ _
Tim Scare 37,893 - - - - ~
Lincoln Watlen 8.607 - - - - -

Note 1, The current value of the Fxecutive Directors' shareholdings 1s based on
the closing market value of Pear son shares of S82.0p on 25 February 2020 against
base salares at 31 December 2019.

Note 2: Ordinary shares include both ordinary shares listed on the London

Stock £xchange and American Depositary Receipts (ADRs) hsted on the New
York Stock Exchange. The figures include both shares and ADRs acquired by
indsviduals under the long-term:ncentive plan and any legacy share plans

they rrnght have partiGpated in,

Nete 3. Conditional shares subject to performance means unvesied shares
wihich remain subject to perfarmance condibions and contimuing employment
for a pre-defined pertod. This imciudes the LTIP awards grarted in 2017, 2018 and
2019 details ol the performance period, measures and targets can be found on
p90 and p91

Note 4 The performance targets for the 2017 award were partialiy met and
therefore 22.7% of this award will vest on 1 May 2020 and the remaining pot tior
wilt lapse for john Falion. Vested shares wiil be subject to an additional two-year
hatding period to 2 May 2022. Coram Willlams wilt leave the company at the AGM,
before the 2017 LTIP vests, and therefore hus award wilt fapse im full.

Nore 5: Conditional shares subject 1o empioyment only means unvested shares
which are subject to a holding period and continued employment. The shares
shown arenrelation to the 2016 LTIP and will be released in May 2021,

Note 5: Coram Williarms las five years from the date of his appointment as an
Executive Directar on 1 August 2015 1o reach the shareholding guideline.
Coram Williams 15 due 1o step down from the Board at the AGM on 24 April 2020

Note 7: There have been no changes in the interests of any Director between
21 December 2019 and 26 February 2020, being the latest practicable date pricy
te the publication of this repart

hate 8: Jonn Falion has met the sharenclding guidelne. However, as a resut afthe
decrease inshare price, the current value of his shareholding is less than 300% of

salary. He has ot soid any shares during 2019 and the number of ardmary shares
heldhas increased from 326,784 at 31 December 2018
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Chair and Non-Executive Director remuneration’

Other informatjon a3

The remuneration paid to the Chair and Non-Executive Directors in respect of the financial years ended 31 December 2019 and 31 December 2018

are as fallows:

2019 2018
Director - - T e
£000s Totalfees  Taxable benefits Total Totalfees Taxable benefits Total
ScneyTavrel  sog s so& s, om s
Elizabeth Coriey 115 - 115 115 ~ 15
Sherry Coutu 56 - 56 - - -
Vivienne Cox 128 1 129 128 3 131
Josh Lewis 88 90 88 4 92
Linda Lorimer 98 102 98 4 10z
MichaelLynton 91 - 91 69 - 69
Harish Manwarni - 1 1 29 1 30
Graeme Pitkethly 57 - 57 - - -
Tim Score 116 17 15 - 115
Lincoln Wallen 91 4 95 91 5 95
Total 1,340 21 1,261 1,234 28 1,262

Note 1: A minimum of 25% of the Chewr s and Nen-Executive D eciors’' 0as. fee s pard i1 shares, effective from the 2017 AGM poficy approval.

Note 2. Taxable benefits refer 1o travel, accommodat or and subsisterce expenses incurred while attendng Board meetings during the period that were pard or rembursed
Dy the company whicn are deerned by HMRC to be taxaole intne UK The amounts -n the table above include the grossed-up costof UK tax (o be paid by the company on

oehalf of the Directors

Note 3. Sherry Coutu and Graeme Prikethly joined the Pearson Board as Non-Executive Director swith effect from 1 May 2019, Michael [yitonjaimed the Pearson Boarc asa
Non-[xecutive Dirertor with effecttrom 1 February 2018, Harish Manwaniratued tromthe Board at the AGMin May 2018 and his taxable berietits disclosed above relate o

the UK tax year 2318713

Payments to former Directors’
There were no payments to former Directors in 2019

Paymenits for loss of office”

There were no payments for {ass of office made to or agreed
for Directors irr 2019,

The CFO will not receive any payments for loss of office in 2020.
Departure arrangements for the Chief Executive have not yet
been agreed.

Service contracts

The terms and ¢onditions of appointment of our Directors are
available for inspection atthe cormnpany’s registered office during
normal business hours and at the AGM. The Executive Directars
have notice periods in their service contracts of 12 months from the
company and six months from the Executives.

Their contracts are dated 31 December 2012 {John Fallon)and

26 February 2015 (Corarn Willlams). Non-Executive Directors serve
Pearson under letters of appointment which are renewed annually
and do not have service contracts. The Non-Executive Directors’ letters
of appaointrment da not contain provision for natice periods ar for
compensation if their appointments are terminated. The Chair's
appointment may be terminated on 12 months’ notice.

Executive Directors’ non-executive directorships

Coram Williams is engaged as a non-executive director of Guardian
Media Group plc where he afso chairs the audit committee. He received
fees of £39,000 during 2019 respect of this role. In accordance with
our policy, he is permitted to retain these fees.
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Historical performance and remuneration
Total shareholder return performance

Below, we set out Pearsons total shareholder return (TSR}
perfermance relative to the FTSE All-Share index on an annual basis
over the ten-year period 1 January 2010 to 31 December 2019,

This comparison has been chosen because the FTSE All-Share
represents the broad market index within which Pearson shares are
traded. TSR is the measure of the returns that a company has provided
for its shareholders, reflecting share price movements and assuming
reinvestment of dividends (source: Datastream).

Chief Executive remuneration Marjorie Scardino

8,466

2,340

Totalremuneration (single figure, £00Us)
Annual tncentive (% of maximumy) 92% 76% 24%
Long-term incentive {% of maximumy) 98% 68% 37%

Annualincentive s the actuat annua! incentive recerved by the incumbent
35 d percentage of maximum opportunity.

Long-term incentive s the payout of performance-related share awards under
the LTIP where the year shownis the final yeas of the perfarmance period for tra
purposes of calcujating the single total higure of cemuneraton.

Comparative informaton

The following information is intended to provide additicnal 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 2019in
three elements of remuneration for the Chief Executive, in comparison
with the average for all empioyees. While the Committee reviews

hase pay for the Chief Executive relative to the broader employee
population, benefits are driven by local practices and eligibility is
determined by level and individual drcumstances which do notlend
themselves to comparisor.

In accordance with the reporting regulations, this section also presents
Pearson's TSR performance alongside the single figure of total
remuneration for the Chief Executive over the last ten years and a
summary of the variable pay outcomes relative to the prevailing
maximum at the time.

John Fallon
Tre7 imes 263 1518 1758 3,054 1,857
34% 51% Nil 24% 44% 45Y% Nil
Nl Nl Nil Nit Nl 42% 33%

Total rernuneration s as reflected in the single total figure of remuneration t2ble

John Fallon's totai remuner ation opportun ty s lower thanthat of the previous
Incumbent. Vananle payouts under the Annual and Long-Term Incentive Plans
reflect performance for the relevant periods.

Average employee base salary, annual aliowances and benefits have
decreased due to a reduction in the number of employees in higher
cost locations. The change in Chief Executive base salaryisinline

with the country budget increase for the UK in 2019 which other
UK-based employees were also eligible to receive. Annual incentives
for employees have not reduced as much as for the Chief Executive as
the all employee AP was partially funded. The Chief Executive did not
receive a payout under the AIP in relation to 2019.

Change in Chief Executive remuneration 2018/19

Annualincentives

@ 00%

Base salary Allowances and benefits

@ @ 0%

Change in employee remuneration 2018/19

Apnualincentives

@ o

Allowances and beneafits

@

Base salary

@




Overview Strategy Performance Governance Financial statements

Relative importance of pay spend

The Committee considers Directors’ remuneration in the context of
the company's allocation and disbursement of resources to different
stakeholders. We chose adjusted operating profit because thisisa
measure of our ability to reinvestin the company. We include dividends
because these constitute an important element of our return to
shareholders.

Headkine change

2018 £m %

Al figures in £ millians 2019

Adjusted pperating profit 581 546 35 6%
Dwidends 147 136 1 8%
Total wages and salaries 1,258 1,421 -163 -11%

Note 1: Adjusted operaung ptofit 1s as set our in the financial statements.

Note 2: Wages and safaries include continuing operatwns only and include
Directors. Average amployee numbers for continuing operations for 2019
were 22,734 (2018: 24,322) Furiher details are sel out v nore 5 fo the financial
staternents on pl4s

Note 3, Total wages and salanes would be -14% at constant exchange rates
Chief Executive to employee pay ratio

The table below shows the ratio of Chief Executive to employee pay

for 2019, using the single total figure remuneration as disclosed oh p88
compared to the fuil-time equivalent total reward of employees whose
pay is ranked at the 25th, 50th and 751h percentiles (as identified by the
gender pay gap methodology)in the GB workforce.

Chief Executive pay ratio

Method 25th percentile 50th percentiie 75th percentile
B: Gender pay gap
methodolagy 65.8 47,2 36.0

» The gender pay gap data from April 2019 was used to identify
employaes 3l the 25th, 50th and 75th percentiles. Data was analysed
for a number of employees sround each quartile figure to ensure
that there were no anemafies.

~

The gender pay gap methodology to select the guartile employees is
a good representation of the employee population at year end, and is
the mast practicable given the timing of the disclosure and final AlP
outcome decisions for the wider workforce.

Base salary and pension are based on full year figures taken

from payroll. Benefits have been taken from P11 in line with the
methodology used for the Executive Directors. Annual banus figures
are based on the manager recommendations as at 25 February 2020
refating to 2019. None of the employees at the 25th, 50th or 75th
percentiles had share awards vesting in 2019,

~

~

Total remuneration for each employee has been comparedto the
Chief Executive’s single figure as shown on p88. Tatal remuneration
figures for the 25th, 50th and 75th percentile employees are as
follows: £28,164, £39,375, £51,575. Base salaries are as follows:
£26,000, £34,320, £43,763.

The 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 boughtin the market, treasury shares
or newly issued shares ta satisfy awards under the comparny's various
share plaps. For restricted stock awards under the LTIP, the company
would normally expect Lo use existing shares.

Other information 95

There are limits on the amount of new-issue equity we can use. in any
ralling ten-year periad, no more than 10% of Pearson equity will be
issued, or be capable of being issued, under all Pearson’s share plans,
and no more than 5% of Pearson equity will be issued, or be capable
of being issued, under Executive or discretionary plans. The headroom
available for all Pearson plans, Executive or discretionary, and shares
heid in trust is as follows:

Headroom 2019

Allpearsonptans " ggm
Executive ar discretionary plans 5.0%
Shares held in trust 4.6%

The Remuneration Committee in 2019

Role Name Title
Charr ElzabethCorley  indegendent
Sherry Coutu Non-Executive Directors
Josh Lewis
Tim Score
Sidney Taurel Chatr of the Board
Internal fohn Falion Chief Executive
attendees

Coram Williams Chief Financial Gfficer

ChiefHuman
Resources Officer

Anna Vikstrom Persson

Stuart Nolan SYP-Reward (to April 2019)

PaulChristian VP-Execytive Reward

Stephenjones Company Secretary

External advisers Deloitte LLP

Sidney Taurel was a member of the Commuttee throughout 2019 as
parmitted under the UK Corporate Governance Code.

Advisers to the Remuneration Committee

During 2019, the Remuneration Committee received advice from
independent Remuneration Committee advisers, Deloitte LLP.
Deloitte LLP were appointed by the Commuttee in july 2017
following a tender process.

Deloitte LLP supplied the Committee with advice on current

market trends and developments, incentive plan design and

target setting, investor engagement and other general Executive
remuneration matters. inrespect of their services to the Committee,
Deloitte LLP were paid fees, which were charged on a time spent
basis, of £25,900. During the year, separate teams within Deloitte LLP
also provided Pearson PLC with certain tax and other advisary and
consultancy services.

Deloitte LLP are founding members of the Remuneration Consultants’
Group and adhere toits Code of Conduct.

The Committee remains satisfied that the advice provided by Deloitte
LLP was abjective and independent, and that the provision of other
services in no way compromised their independence. It is the view of
the Committee that the Deloitte LLP engagement partner and team
that provide remuneration advice to the Committee do not have
connections with Pearson or its Directors that may impair their
independence. The Committee reviewed the potential for conflicts

of interest and judged that there were approgpriate safeguards
against such conflicts.
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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.

The terms of reference have been updated Lo reflect the prowisions
of the 2018 Code.

Commitlee responsibilities

= Determine and review policy

» Determine and regularly review the remuneration policies for
the Executive Directors, the presigents and other members of
Pearson's Executive management (who report directly to the
Chief Executive), These policies include base salary, annual and
long-term incentives, pension arrangaments, any other henefits
and termination of employment_When setting remuneration
policy, the Committee also takes into account remuneration
pracuces and related policies for the wider workforce.

=» Shareholder engagemenit

» Ensure the company maintains an appropriate level of engagernent
withits shareholders and sharehaolder representative hodies in
relation to the remuneration pelicy and its implementation.

= Review and approve implementation

> Regularly review the implementation and operation of the
rernuneration policy and approve the individual remuneration
and benefits packages of bxecutive ranagemant,

=» Approve performance-related plans

-

Approve the design of, and determine targets for, any
performance-related pay plans operated by the Group for
Pearson Executive management and approve the totat payments
¢ be made under such plans.

=3 Set termination arrangements

» Advise and decide on generai antf specific rermuneration
arrangements in connection with the termination of employment
of Executive management.

=» Determine Chair's remuneration

» Delegated responsibility for determining the remuneration and
benefits package of the Chair of the Board.

=>» Appoint remuneration consultants

» Appoint and set the terms af engagement for any remuneration
consuitants who advise the Committee and monitor the cost of
such advice.

- Talent, retenticn and gender pay gap

» Appoint and sel the terms of engagement for any remuneration
review updates from managementon talent, retention and

gender pay gap.

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.

~

Developed the Remuneration Policy for 2020, taking into
account Pearson’s strategy, Remuneration Principles, wider
workforce remuneration, emerging best practice and corporate
governance developments.

v

Reviewed shareholder and shareholder representative body
feedback on remuneration, shareholder voting at Pearson'’s
2019 AGM and considered shareholder engagement strategy.
Received input from investor relations on market expectations.

~

Received updates on financial performance of the business and
progress against strategic measures. Noted and reviewed the
status of in-flight incentives.

Reviewed and approved 2018 annual and long-term performance
and payouts for Executive Directors and senior management.

~

v

Reviewed and approved implementation of Rermuneration
Policy for 2020 for Executive Directors and semiar management,
including annual salary increases, incentive cpportunities,
performance targets and strategic measures.

o

Noted updates on corperate governance, including a review of the
2019 AGM remuneration reporting season.

Noted the activity of the Standing Committee of the Board in relation
to the operation of the company's equity-based reward programmes
and noted the company’s use of equity for employee share pians.

v

Committee evaluation

Annually, the Committee reviews performance, constitution and
charter and terms of reference to ensure it is operating at maximum
effectiveness and recommends any changes it considers necessary to
the Board for approval. The Committee partiapated in a review of its
performance and effectiveness in October 2019, looking at areas such
as the use of time, the opportunity for discussion and debate, dialogue
with management and shareholders, and access to independent
advice. The Committee concluded that remuneration continues to be a
sensitive and high-profile area but that the support provided 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 support and enable
progress inthe company.

Voting on remuneration resolutions

The following table summarises the details of votes castin respect of
the remuneration resolutions:

3 of votes % of votes Votes
castfor cast against withheld
Annual remuneration 975% 2.1%
votes {2019 AGM) {617,786,062) (13.041,115) 104,839
2017 Remuneration 68.8% 31.2%
Policy vote (2017 AGM) {404,615,934) (183,100,737} 43,738,267
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The Remuneration Comrnittee presents the 2020 Directors’ Remuneration Policy (2020 Policy), which will be put to
shareholders for binding vote at the AGM to be held on 24 April 2020. Subject to shareholder approval, the effective
date of this Policy will be 24 Aprit 2020. However, it is proposed, subject to approval at the AGM, that changes to
Executive Director incentives be made effective from the start of the 2020 performance periods. The intention of

the Committee is that the Pelicy will remain in place for three years from the date of its approval.

in 2019, Pearson reviewed its remuneration philosophy and developed a setof remuneration principies that govern the whole organisation.

We have evolved our Remuneration Policy to align with these updated remuneration principles:

Aligned to fonger-

term strategy

Reward wilt be
hnked to achieving
Pearson'stonger-
term sirategy.
growth and
sustainabilicy

Pay and performance scenario analysis

2
Pay for
performance

Remuneration
framework and
autcomes are
alignea with
performance

3
Market
competitive

Pay levels will be
market competitive,
based on role, grade
anag contribulion o
ensure Individuals

are fairly rewarded i

hnewith the market

4
Targeted
differentiation

Therawill

be targeted
differentiation

of rewars scross
our employees
finked to ralent
and performance
management

>
Tailored

The approachto
reward may be
taitored in certain
Circemstantes ta
address a specific
market/business
need but will be
designed ina way
whichis consistent
with our underiyting
reward philosophy

6

One partof the
employee value
proposition

Remuneration s ane
part of aur broader
employee value
proposition and not
the only reasonto
work for Pearson

Performance
scenaro Elements of remuneration and assumptions
Maximum » Fixeq pay
» Maximum indiviaual annual incentive {180% of salary
for Chief £ xecutive and 170% of salary for CFO)
» Mawimum value of 2020 tong-term incentive award
(275% for Chief Executive and 245% far CFQywith
na share price growth assumed
Target » Fixed pay
s 50% of the maximurm individual annual incentive
» 50% of the maximum value of 2020 long-term incentive
award {no share price growth assumed)
Minimum » Fixed pay anly

Consistent with its Policy, the Committee places considerable emphasis
on the performance-linked elements, i.e. annual and long-term
incentives. The charts above show what each Director could expectto
recejve in 2020 under different performance scenarios, hased on

the defimtions of performance opposite. On this basis, the relative
weighting of fixed and petfarmance-related remuneration and the
absolute size of the remuneration packages for the Chief Executive and
the Chief Financial Officer are shown above. We wilf continue to review
the mix of fixed and performance-linked remuneration on an annual
basis, consistent with our overall Policy.

Note 1: Fixed pay indludes 2020 base salary [Chief Executive 817,400, £FD
£515,000), allowanrces and benefits and retirement banefits far Sally Johnson have
been included hased on the same percentage of base salary as Coram Wiitams in
2019, Retirement benefits for john Fallon are included at 23% of fis base salary,

Note 2: Thevalue of tong-term incentives does not take into account dividend
awards that are payable an the release of LTIP shares or share price growth.

Nate 3:Tne maximum opportunity scenano plus 50% share price growth wauid
vesultin overall opportunity of £5,382,000 for the Chief Executive and £3,34%.000

for the CFQO.

Note 4 Coram Wilhams will step down as CFO ar the AGM i 2020. Until this ime,
he will be paid his base salary and benefits,
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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 normaily reviewed annually in the context of business performance and conditions prevailing, taking into account pay levels

for similtar positions in comparable companies as well as internal ratios.

¢ Rascsalary

Purpose and link to strategy
» Helps torecruit, reward and retain,

» Reflectslevel, role, skills, experience,

Operatian
Base saiarnies are set (o provide the
appropriate rate of remuneration
for the job, taking into account
relevant recruitment markets,
husiness sectors and

geographic regions.

Base salaries are normally
reviewed annually taking into
account: general economic and
market canditions; the level

of increases made across the
company as a whole; particular
arcumstances such as changes
inrole, responsihilities or
organusation; the remuneration
and level of increases for
executives 1 similar postions in
comparabie companies in both
the UK, US and internationally,
and individual performance,

;a2 Allowances and henefils

Purpose and link to strategy
» Help to recruit, reward and retain

» Reflect local competirtve market.

Operation

the compesitive market and indiv-dual contribution.

Opportunity

Performance conditions and period

While there is no maximum salary
level or maximum increase that
may be ofiered, salaryincreases
will normatly be in line with typical
increases awarded to other
employeesin the Group.

However, Increases may be above
this leveln certain circumstances
such as:

> Where a new Executive Director
has been appointed to the Boarg
at a lower than typical market
salary to allow for growth in the
role then farger increases may
be awarded (o move salary
positioning closer to typical
market level as the Executive
Oirector gains experience,

» Where an Executive Director
hasbeenpromoted or has had a
change n responsibilities.

» Wherethere hasbeen a
significant change in market
practice or where there has been
asignificant changein the size
andfor scope of the business.

Allowances and enefits comprise
cash allowances and non-cash
penefits which may indude:

» travel-refated benefits {such as
car aflowance, company car
and private use of a driver)

» heaith-related benefits (such as
healthcare, health assessment
and gym siibsidy) and

» sk benefits (such as additional
Iife cover and jong-termdisability
nsurance that are not covered by
the company's retirement plans).

Executive Directors are also eligible
ta participate in savings-related
share acquisition programmes,
which are not subject to any
performance conditions, anthe
same terms and to the same

value as other employees.

Where an Executive Director is
required to relocate to perform
their role, appropriate one-off
0 oNgoINg expatriate/relocation
benefiis may be prowded

{e.g. housing, schooling, etc.)

The Commiltee may introduce
other henefits if itis considered
appropriate to doso, taking

into account the individual
circumstances, the cauntry of
tesidence of a Director, the benefits
availabie to all employees and the
wider external market.

None, aithough performance

of both the company and the
individuial are taken into account
when determming an appropriate
level of base salary increase
eachyear.

Opportunity "
The cost of the provision of
allowances and benefits varies
fram year to year depending on
the cost to Pearson and thereis

no prescrited maximum limit.
However, the Commitiee monitors
annually the overall cost of the
benefits provided, to ensure that

it remnains appropriate.
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= Retirememt benefits

Purpose and link to strategy

» Help to recruit, reward and retain.

Governance Financial statements

» Recognise long-term commitment to the company.

Operation

Employees inthe UK are eligible 1o
join the Money Purchase 2003
section of the Pearson Pension
Plan. Executive Directors are
eligible 1o join this plan orreceive a
cash allowance of equivalent value.
If any Executive Director is from,
orwarks, outside the UK, the
Committee retains a discretion

to putin place retirement betefit
arrangements for that Director
In{ine with lacat market practice
incuding defined benefit pension
arrangements operated by
Pearson locally. The maximum
value of such arrangement will
reflect local market practice at

the relevant time.

The Committee may afso honour
all pre-existing retirerment nenefit
obligations, cornmitments or other
enttlements that were entered
nto by a member of the Pearson
Group before that person became
a Director, such as participation in
the Fial Pay section of the Pearson
Penston Planwhich is now closed to
new members

= Sharcholding guidelines

Purpose andlink to strategy

Opportunity —— e

New appointments: new
appointments 1o the Board are
eligible to receive pension
contributions of up to 16% of
pensionable salary or a cash
allowance of up to 16% of salary ir
line with the maximum company
contribution as a percentage of
salary that UK employeeswhao are
over 45 are eligible to receive.

Current Chief Executive: john Fallon
isamember of the Final Pay section
of the Pearson Pension Plan. His
pension accrualrateis 1/30th

of pensionable salary per annum,
restricted (o the Plan earnings

cap. Untit April 2006, the company
also contributed 1o a Funded
Unapproved Reorement Benefits
Scheme (FURBS) on his behalf,
Since Aprit 2006, hehas received 2
taxable and noen-pensionable cash
supplementin replacernent of the
FURBS of 26% of salary.

Other information

John Fallon attained the maximum
service accrual unger the Final Pay
secfion of his pension benefit when
he reached 20 years' servicen
Octuber 2017 Since this time,

lohn Fallon recewves the pension
supplement of 26% of salary only.

The Committee reviewed the
approach to John Fallon's pension
inlight of shareholaer views and
best practice and agreed with the
Chief Executive that his pension
alowance would be reduced ona
phased basis aver the next three
years o bring itin line with the UK
workfarce of 16% of salary.

Notwithstanding his planned
retirement, John Fallon's cash
pension allowance has been
reduced by 3 perrentage poinis o
23% of salaryasthe first step on
this planned phased reduction.

CFO-elect: Sally johnsenis aisc a
member of the Final Pay section
of the Pearson Pension Plan.

Her pension accrual rateis 1/60th
of pensionable salary per annum,
restricted to the Plan earmings cap,

UK Executive Directors who are,

or become, affected by the
Wfetime allowance maybe
provided with appropriate
benefirs, as an alternative to
further accrual of pension benefits
such as a cash supptement, in line
with the treatiment for the
employee population.

» Align the interests of Executives and shareholders and encourage long-term shareholding and commitment to the company.

Operation

Executive Directors are expected
to build up a shareholding in
the company.

Executive Directors are expected
toreach the guidefine within

five years from the date

of appointment.

Post-employment shareholding:

Executive Directors are expected to
retain their shareholding guideline
{or actual holding if lower) for

twa years foliowing stepping

down as an Executive Director.

This provision does not apply to
any shares purchased by the
Executive Director.

Opportunity i i
The target holding is 300% of
salary for the Chief Exerutive
and 200% of salary for other
Executive Directors.

Performance conditlons and period

Not applicable.
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== Annual incentive plan

Purpose andlink to strategy

> Help to recruil, reward and retain.

> Molivate the achievement of annual business goals and strategic chjectives.

> Provide afocus on key fnancial and non-financial metrics.

> Reward individual contribution to the success of the company

» Alignto strategy execution priorities.

Operation

Measures and performance targets
are set by the Committee at the
start of the year with payment
made after year end following the
Committee’s assessment of
performance refafive Lo largets.

Annualincentive plans are
discretionary. The Committee
reserves the right to adjust
payments up or dowr if it believes
that the outcome does not

reflect underlying financial o)
non-financial performance o if
such other exceptional factors
warrant doing so.

The Commuittee may apply malus
antifor dawback for a penad of
five yearsin certatn aresmstances,
such as financial misstatement,
individual misconduct or
reputational damage to

the company.

C_lpportuni_ty _

Perfarmance conditions and period

Annualincentves will not exceed
200% of base salary.

For the Chief Executive, the
individuat maximum incentive
opportunity thatwil apply for
2020is 180% of base salary and
170% for the Chief Financial Officer
{which are the same opportunities
asapphed for 2019).

There is normally no payout for
performance at threshoid.

50% of the maximum opportunity
1s payabte for on-targetievels
of performance.

The Committee has the discretion
to select the performance
measures and relative weightings
fromyear loyear to ensure
contnuing alignment with
strategy and to ensure targets
aresyfficiently stretching.

The Committee sets performance
targets for each measure annually.

Annual incentives will normally be
based on financial and strategic
performance targets. Financial
metrics wilt account for at least
75% af the total annual
oppoertunity with the remaining
portion normally being based on
strategic and/or performance
against personal objectives.
Financial measures currently
account for 80% of the total
funding, The Committee would
intend ta consult with sharebolders
in advance if there was tobea
significant change in the weighting
nt financial and strateg.c measures.

The plan is gesigned to incentivise
and reward undseriying
performance. Actual results

may be adjusted to remove the
effect of foreign exchange and
portfolio changes {(acquisitions
and disposals) and other relevant
factors that the Committes
considers do not reflect the
undertying performance of the
business inthe performance year.

Detaits of performance measures,
weightings and targetswill be
disclosed in the annual
remuneration report for the
relevant financial year ifand to
tha extent that the Committes
deemsthem to be nofonger
commercially sensitive.

The performance period is
one year.
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e Long-term incentive plan

Purpose and link to strategy

» Help to recrudt, reward and retain.

> Drive long-term earnings, share price growth and value creation
> Align the interests of executives and shareholders.

> Encourage long-ter m shareholding and commitment to the company.
Operation GCpport
The maximum award is 350% of
base salaryin respectofa
financial year

Awards of shares are made on an
annual basis, which veston asliding
scale based on perfarmance
againststretching ¢corporate
performance targets measured

at the end of the three-year
performance period.

For 2020, the incoming CFOwill be
granted an award of 245% of salary.

Awards are normally subjecito a
post vesting holding period for
two years foliowing the end of the
performance periad. For awards
granted prior to 2020, the holding
period applied will be n line with
the approach set outin the
Directors’ Remuneration Policy

in place at the time of award.

Participants may receive additional
shares reprasenting the gross value
of dividends that would have been
paid on shares that vest during the
perfarmance period,

The Committee resacves the right
to adjust payouts up of down
hefore they are released if it
believes that the vesting outcome
doesnotrefiect underlying
finanrial or non-financial
performance or ifsuch other
exceptional factors warrant doing
s0. In making such adjustments,
the Committee is guided by the
principle of aligring shareholder
and management interests.

The Commuttee may apply malus
and/or clawback for a perniod of
five yearsin certain carcumsiances,
such as financial misstatersent,
individual misconduct or
reputational damage to

the company.

Other nformation

Performance conditions and period

The Commitiee will determine the
performance measures, weightings
and targets governing an award

of shares prior to grant to ensure
continuing alignment with strategy
and to ensure that targets are
sufficiently stretching.

The Committee ostablishes a
threshold below which no payout
is achieved and a maximum at or
above which the award pays outin
full. The proportion of the award
thatvests at threshold may be up
to 25%

Awards will normally be subject

te the achievement of targets for
earnings per share, a returnon
measure and relative total
shareholder return {weighted
eqgually). The Committee may
determine that different measures
orweightings may apply for future
awards; however, the Commitiec
would intend to consulft with
sharehaoldersin advancef there
was to be a significant change in the
weighting of measures or the
performance Measures Used.

The performance period is
three years,
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Notes to the Policy table
Changes to Policy

The key changes to this Policy campared 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 iImprove
transparency for shareholders around how we intend to implement
the Policy. Additional flexibility has been provided to allow for
changes to performance measures for future years.

v

LTIP imit reduced - The normal maximum potential LTIP award
has alse been reduced from 400% of salary to 350% of salary to
bring it more in-line with how we have implemented the Policy in
recentyears.

v

Target AIP - in order to align with shareholder expectations,

the AIRP paid for ‘'on targel’ performance will be no maore than 50%
af the maximum potential. This results in a reduction in target
AIP opportunity for the Chief Executive from 100% of salary te
90% of salary with no change to maximum opportunity.

g

Simplified the holding period - We have simplified the structure

of the LTIP holding period to reflect typical mmarket practice. 100% of
the LTIP award (for 2020 onwards}will be subjectto a two-year
holding period following the end of the three-year performance
period (ie. five years from award}.

-

Best practice - Changes have been made to the Policy toreflect the
adoption ¢f the 2018 UK Corporate Governance Cede {inciuding to
incorporate changes outhned in previous Directors’ remuneration
reportsy as well as other areas of best practice. These include:

- Pensions for new appointments - Pension arrangements for new
appointments have been aligned with the pensicn arrangements
available to the majority of UK employees of a similar age.

- Pension for the Chief Executive - Chief Executive pension
opportunity is being reduced in stages over three years tc 16% of
base salary to align with the rate availabie to UK employees.

- Post-employment guideline - These guidelines have been
formatised in the Policy and enhanced such that 160% of
in-employment guideline is expected to be retained for
two years following ceasing to be an Executive Rirector.

~

Other minor changes have been made to the wording of the Policy
to simplify and aid its operation and to increase clarity.

in determining the new Remuneration Policy, the Committee
followed a rebust process which included discussions onthe
centent of the Policy at four Remuneration Committee meetings in
2019. The Committee considered the input from our independent
advisors and management, and sought the views of Pearson’s
major shareholders. Further information on the Committee’s
dedision-making process is set out in the remuncration report.

Selection of performance measures and target setting

In the selection and weighting of performance measures for the
annual and long-term incentive awards, the Commitiee takes into
account Pearson's strategic objectives and short and long-term
business priorities.

identified sales, adjusted operating

Annual Far 2020, the Committee
incentive profit, operating cash flow and key strategic business
pian imperatives as being relevant measures of Pearson’s
Al performance againstits shorter-term strategic objectives and

business priorities.

Long-term For 2020 awards, the Committee has judged the foliowing to

incentive  be most closely matched to sustained detivery of strategy and
plan alignment with shareholaers' interests:
e » Adjusted earnings per share rewards the delivery of the

desired outcomes from our strategic growth objectives andis
imperative if the company is to improve our total shareholder
return and our returm on invested capital.

-

Return oninvested capital is used to track investment
returns and o help assess capital allocation decisions within
the business,

Totalshareholder return relative to the constitdents afthe
FTSE 1005 used as the Caommittee believes, in line with many
of our shareholders, that part of Executive Directors' rewards
should be linked to long-term performance relative to
companies of comparable size, scale and maturity that are
similarly 'rmpacted by global mact o-economicinfluences.

-

The performance ranges chosen set a careful balance between upside
opportunity and downside risk and are normally based on targets in
accordance with the company’s operating and strategic plans.

The charts on p97 illustrate how remuneration will be
implemented in 2020 based on threshold, target and maximum
performance scenarios.

Pre-existing commitments

The Committee reserves the right to make remuneration payments
and payments for loss of office (which includes exercising related
discretionsy that are not in line with this Policy if the terms of the
payment were agreed:

. before the Policy came into effect, if the payment was agreed or
rmade in line with the policy in force at the time or was otherwise
approved by shareholders; and

2. atatime 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 Pelicy.

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 fater than the date
of grant.

Remuneration policy for other employees

During the year, the Committee reviewed and developed a revised
set of remuneration principles, which shape how we develop our
remuneration policies. The principles are consistent across the
employee population but how they are applied varies by business
need, level and geography as required,

Qur remuneration policy is as foliows:

> The approach (o setting base salary increases elsewhere in the
company takes into account econormic factors, competitive market
rates, roles, skills, experience and individual performance.

» Allowances and benefits for employees reflect the local labour
market in which they are based.
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> Around 1,200 employees participate in an Annual 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 ot sales commission plan based on
performance targets.

~

Share incentive plans for the Pearscon Executive management team
form the basis of the incentive plans throughout the crganisation,
establishing performance measures and standards and setting the
ceiling for individuat incentive opportunities. Approximately 5% of
the company's employees below the Pearson Executive management
team - selected on the basis of thew role, performance and potential
- participate in share incentive plans.

All eligible employees (including Executive Directors) are atso eligible
ta 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.

~

Pearson employees in the UK may participate in the same underlying
pension arrangements as the Executive Directors, subject to certain
age bands and legacy arrangements.

w

Recruitment

The Committee 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 outlined in the policy.

The maximum leve! of variable remuneration which may be awarded
fexcluding any ‘hiynut’ awards referred to abovel in respect of
recruitmentis 550% of salary, which isin line with the current
maximurm limit underthe annual bonus and LTIR.

In setting the basic salary for any new Executive Director, the
Committee will apply alevel appropriate to recruit a suitable candidate,
having regard o the factors set out in 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 that itis 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
individual’s existing employment and/or their personal aircumstances.
The Committee may do this in the following circumstances:

> Where an individual is relocating in order to take up the role, in which
case the company may provide certain benefits such as reasonable
relocation expenses, accommodation for a short pericd following
appointment and assistance with visa applications or other
tmmigration issues and ongoing arrangements such as tax
equalisation, annualflights home, schooling and housing allowance.

> Where an individual forfeits outstanding variable pay opportunities
or contractual rights at a previocus employer as a result of
appeintment, the Committee may offer compensatory payments
or awards, in such form as the Committee considers appropriate
taking into account all relevant factors induding the form of awards,
expectedvalue andvesting timeframe of forfeited opportunities.
The Committee would require reasonable evidence of the nature and
value of any forfeited award and would, to the extent practicable,
ensure any compensation was provided on a like-for-Hke basis and
was ne mare valuable 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 reguirements of any new recruit and
would strive not to pay maore than is necessary to achieve the
recruitment. The Committee would give fuil details of the terms of the
package of any new recruit in the next annual remuneration report.

Where an existing employee of the company is promoted to
the Board, the company may honour all existing contractual
commitments induding any outstanding share awards and
benefits, including pensions.

Pearson expects any new Chair or Non-Executive Director to be
engaged on terms that are consistent with the general remuneration
principles outlined in the relevant sections of this Policy.

Service contracts and termination provisions

in accordance with long estabiished policy, ail Executive Directors
have service agreements under which, other than by termination in
accordance with the terms of these agreements, employment
continues indefinitely.

There are no special provisions for notice or non-share-based
compensation in the event of a change of control of Pearson.

it is the company's policy that the company may terminate the
Chair's and Executive Directors’ service agreements by giving
no more than 12 manths' netice.

Paymentin lieu of notice

As an alternative, for Executive Directors the company may at its
discretion pay in lieu of that notice. Paymentin lieu of notice may be
made in equal monthly instalments from the date of termination to
the end of any unexpired notice period. Payment in lieu of notice in
instalments may also be subject to mitigation and reduced taking into
account earnings from alternative emiployment.

For Executive Directors, paymentin lieu of notice comprises 100% of
the annual salary at the date of termination and the annual cost to the
company of providing pension and all other benefits. For the Chair,
paymentin lieu of notice comprises 100% of the annual fees at the
date of termination.

The company may, depending on the circumstances of the termination,
determine that it will not pay the Director in lieu of notice and may
instead terminate a Director’s contract in breach and make a damages
payment, taking into account as appropriste the Director’s ability to
mitigate his or her loss.

The company may also pay an amount considered to be reasonable by
the Remuneration Committee 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 cffice or employment where the payments

are made in good faith, in discharge of an existing legal obligation

(or by way of damages for breach of such an obligation) or by way of
settlement of any claim arising in connection with the cessation of a
Director's office or employment.

Share awards

On cessation of employment, uniess otherwise provided 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
absolute discretion:
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> awards will stay in force as if the participant had not ceased
emplayment and shall ordinarily vest on the original vesting
date/be released in line with normat time horizons subject to
performance conditions.

> the number of shares that are released shall be pro-rated for
the period of the participant's service in the restricted period
{although the Committee may in its absolute discretion waive or
vary the pro-rating).

In determining whether and how to exercise its discretion under
Pearson’s discretionary share plans, the Commitiee wili have regard to
all relevant carcumstances distinguishing between different types of
leaver, the circumstances at the time the award was originally made,
the Director's performance and the circumstances in which the
Director left employment.

The rutes of Pearson’s discretionary share plans alse make provision
for the treatment of awards inrespect of corpoerate activity, including a
change of control of Pearson. The Committee would act in accordance
with the terms of the awards in these circumstances, which includes
terms as to the assessment of performance conditions and

time apportionment.

Annual bonus

On cessation of employment, Executive Directors may, at the
Committee’s discretion, retain entitlement to a pro rata annual
incentive for their period of service in the finrancial year prior to their
leaving date. Such payout will normally be calculated in good faith
onthe same terms and paid at the same time as for continuing
Executive Directors.

Other elements of remuneration

Eligibility for allowances and benefits including retirement benefits
{other than pension payments in connection with subsequent
retirement) normatly ceases on retirement or on the termination
of employment for any other reason.

Individuai service agreements

Details of each individual's service agreement are outhned in the table
below. Employment agrecments for other employees are determined
according 1o focal labour law and market practice.

Compensation on
termination of employment
by the company without

Position Date of agreement Notice pericds notice or cause

Chair 250c¢tober 2015 12maonths from  Paymentin liec of notice
the Director; of 100% of annual! fees at
12 months from  the date of termination
thecompany

Executive 31 December 6 months from Paymentin lieu of

Directors 2012 {john Failon) the Director; notice of 100% of annual

salary at the date of
termination and the
annual cost of pension
and all other benefits

26 February 2015 12 months from
(Coram Williams) thecompany

15 January 2020
(Sally johnson)

Note Linder payment in heu of notice, the annuat cost of pens.on for Executive
Oirectors s normally catculated as the sum, where appl:cable, of: an ammount equal
to the company's cost of providing the Executive’'s pension under the pension plan
based on the Future Service Company Contribution Rate for the refevant section of
the pension planas stated inthe most recent actuara’ vaiuation (as at the date of
ternvnation of etnployment) as brrited by rhe earngs cap; and any cash allowance
inliew of pension of to take account of the factthat pension benefits and life
assurance cover are restricted by the earnings cap.

Non-Executive Directors serve Pearson under letters of appointment
which are renewed annually and do not have service contracts.

For Non-Executive Directors, there is no notice period or entilement
to compensation on the termination of their directarships.

Executive Directors’ non-Executive Directorships

The Committee's policy is that Executive Directors may, by agreement
with the Boarg, serve as non-executives of other companies and retain
any fees payable for their services.

Employment conditions

Under the Committee’s charter and terms of reference, the
Committee's remitincludes determining remuneration for the

Chief Executive, ather Executive Directors and other members of the
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
rmanagement team are set for the year ahead, the Committee
considers reports from the Chief Executive on general moraie and
Chief Human Resaurces Officer on retenticn, general pay trends in
the market and the level of pay increases and incentives across the
comparny as a whole. This helps to ensure that Executive remuneration
packages are reviewed in the context of the wider orgarisation.

The company consults 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 people
feel about working for Pearson, what they think about the work they
do, the opportunities they have and the rewards they get {including a
section on pay and benefits). The company uses all of this feedback

to inform decisions on people-related activities, resources and
investment, local management action plans and wider business

unit and organisational strategies.

Itis the company's intention to continue to engage with employees
and employee representatives in this way in the future.

The Committee has not consuited directly with employees onthe
setting of the Directors’ Remuneration Policy.

Shareholder views

The company consults regularly with sharehoiders on all matters
affecuingits strategy and business operations. 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 partof this review, we engaged extensively with our sharehoiders
to ensure Executive remuneration is set appropriately, rewards for
performance and aligns management with the shareholder
experience. We would like to thank our shareholders for the time
they have spentwith us inthis regard.

In january 2020, we wrote to our key sharehaolders and the voting
advisory 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 a significant range
of opinions. This feedback has been helpful to the Committee in
formulating policy and is much appreciated.

We are committed to continued engagement going forward.
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Future policy table for Chair's and Non-Executive Directors’ remuneration
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The table below summarises policy with respect to the remuneration of the Chair and Non-Executive Directors:

Chair and Non-Execulive Director remuneration

Purpose andlink to strategy

» To artract and retain high-calibre mdividuals, with appropriate experience or industry-relevans skills, by offering market competitive fee levels.

Dperation

Opportunity

The Chair is paid & single fee for all of their
responsibilities

The Chair’s fee is set at a level that is competitive
with those of chairmenin similar positions in
camparable comparves.

The Non-Executive Directors are paid a basic fee,

The Committee Chairs, members of the man
Board Committees and the Senior Independent

Director are paid an additional fee to reflect their

extra responsibibities. Fees for Non-Executive
Directors are determined by the full Board
having regard to market practice

Additional fees or other payments may be paid
to reflect additional responsibiities, roles or
contribution, as appropriate.

The Chair and Non-Executive Directors are

not entitled to any annual or long-term incentive,

retirement or other employee benefits.
Selected benefits may be introduced,
If considered appropriate.

The company reimburses the Chair's and
Non-Executive Directors' travel and other
business expenses and any tax incurred
thereon, if applicable.

Normaily a minimum of 25% of the Chair’s and
Non-Executive Direcrors' basic tee is paid in

Pearson shares that the Non-Executive Directors

have committed to retain for the period of thewr
directorships. Shares are normally acguired
quarterly at the prevailing markel price with
the individual's after-tax fee payments.

Fee levels are reviewed on a periodic hasis.

The total fees payable to the Non-Executive
Directors {excluding the Chair) are subjectta the
imit set out inthe Articles of Assoaation of the
company icurrently £ 750,000) and as increased
by ordinary resolution from time to fime.

Performance conditions and period

None.
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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. Salanies effective
1 April 2020:

John Fallon £817,4G60(0%)

CoramWilliams £539,500{G%)

Saily johnsen will receive a salary of £515,000 per annum from her
appointment on 24 April 2020. This is in line with Coram Willlams’
starting salary in 2015,

ez Aflowances and benefits

There will be no changes to allowances and benefits allowances for
John Fallon and Coram Williams in 2020. Sally johnson’s allowances
and benefits are in line with policy.

= Retirement benefits

The Committee reviewed the approach to the Chief Executive's penston
in light of sharehotder views and best practice and agreed with John
Falion that his pension allowance would be reduced on a phased basis
over the next three years to bring it in line with the UK workforce of
16% of salary. Natwithstanding his planned retirement, John Fallon’s
cash pension allowarice 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 be a part of the Final Pay Section of
the Pearson Pension Plan until his leave date, accruing at 1/60th of
pensianabie salary per annum.

Sally Johnsen is a member of the £inal Pay Section of the Pearson
Pension Plan and will continue to accrue pension at a rate of 1/60th
of pensionable salary per annum, restricted Lo the Plan earnings cap.
intine with other participants in the Plan.

sr Annual incentive plan

john Fallon will continue to participate in the AIP until his retirerment
date, Coram Williams will not be eligible for an AIP payment in respect
of 2020.

AlP opportunity will be pro-rated to reflect the period of the year
served for John Fallon and Sally Johnson.

Maximurm annual cpportunity wilt remain unchanged for 2020:

Chuef Executive
CFO

180% of base salary

170% of base salary

The Chief Executive's target AIP opportunity will be reduced to 50% of
the maximum oppeortunity, from 100% of salary to 90% of salary.

The CFO-elect’s target AlP opportunity will be unchanged at

50% of maximum opportunity (85% of salary).

For 2020, the mix of performance measures has been changedto
reflect Pearson's focus on delivering top-line growth as weH as
operational efficiencies. The following financial and strategic measures
will be used:

Adjusted cperating profit  Sales
30% 30%

Dperating cash flow Strategic measures

20% 20%

2020 strategic measures will align with our continued efforts te
accelerate the digital transformation of the company {10%), make the
most of Pearson’s world of talent (5%) and create a simpler and more
sustainable arganisation {(5%).

Targets are considered by the Board to be commercially sensitive and
will be disclosed in the 2020 Directors’ remuneration report.

e Long-term incentive plan

Coram Williams and John Fallon will not be eligible for an LTiP award
in 2020.

The LTIP award level for the incoming CFO I1s 245% of base salary
(which is the same award opportunity as for Coram Williams in
2017, 2018 and 2019), reflecting the 2017 discounts to LTIP awards
inlight of share price perfermance.

The Committee believes that a further reduction in the incoming CFO's
award tevel 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 Comrnittee considered that alignment
between management and shareholders would be better supported
by maintaining her level of grant at 245% of salary in 2020.

Performance metrics, weightings and targets
Performance will continue to be tested over three years.

At the time of writing, the strategic geals 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 aiso be included in the annual
remuneration report for 2020.

Chair and Non-Executive Director fees

The fees for the Reputation & Responsibility Commitige have
been increased to £15,000 and £8,000 to recognise the increasing
responsibilities of that Committee. There will be no other changes
to fees for 2020:

Roie Fees for 2020
Chair of the Board o £500,000
Base fee for Non-Executive Directors £70,000
Additional 510 fee £22,000
Role Chair Member
Audit Committee £27,500 £15,000
Remuneration Committtee £22,000 £10,000
Nomination & Governance Committee £15,000 £8,000
Reputation & Responsibifity Committee £15,000 18,000

The Directors’ remuneration report has been approved by the Board
on 6 March 2020 and sigrned on its behalf by:

Elizabeth Corley
Chair of the Remuneration Committee.
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Additional disclosures

Pages 52-112 of this document cornprise the Directors’ report for
the year ended 31 December 2019.

Set out below is other statutory and regulatory information that
Pearson is required to disclose in its Directors' report.

Going concern

The Directors have made an assessment of the Group's ability to
continue as a going concern and consider it appropriate to adopt
the going concern basis of accounting.

Viability statement

As set out on p50, the Board has also reviewed the prospects of
Pearson over the three-year period to December 2022 taking account
of the campany's three-year plan, a‘severe bhut plausible’ downside
case and further stress-testing based on the principal risks set out
fram p40

Based on the resuits of these procedures, and considering the
compeny’s strong balance sheet, the Directors have a reasonable
expectation that Pearson will be abie to continue in operation ana
meet its liabilities as they fall due over the three-year periad ending
December 2022, further details of the Group’s liquidity are shown
in the Financial review on p33

Share capital

Details of share issues and cancellations are given innote 27 to

the financial statements on p178, The company has a single class of
shares which is divided into ordinary shaves of 25p each. The ordinary
shares are inregistered ferm. As at 31 Decerber 2018, 782,098,929
ordinary shares were in issue. At the AGM held on 26 April 2019, the
company was authorised, subject to certain conditions, to acquire

up Lo 78,141,414 ordinary shares by market purchase and to issue

up Lo 520,842,760 ordinary shares. Shareholders wiil be asked to
rerew this authority at the AGM on 24 April 2020,

Share buyback

In December, we announced the sale of our 25% stake in Penguin
Random House to Bertelsmann, generating total net proceeds of
approximately $675m. The partial divestment of our stake in Penguin
Randam House was in line with our strategy for simplification

and aflowed us to create significant shareholder value through the
synergies from the integration of the two businesses. Our stake in
Penguin Random House will have generated ¢.£1.9bn in net disposal
proceeds and dividends.

Other information 17

We have set out clear capital allocation priorities as follows:

» Maintaining a strong balance sheet and solid investment-grade
credit ratings through an appropriate capital structure. Accordingly,
we intend to maintain a year-end net debt/EBITDA of less than
2.2x on a postIFRS 16 basis and 1.5x on a pre IFRS 16 basis.

> Simplifying our portfolic and investing in the business to drive
sustainable organic growth,

> Delivering shareholder returns through a sustainable and
progressive dividend policy, returning surplus cash to shareholders
where appropriate through buybacks or special dividends.

in line with those priorities, the Board decided that we would use

the proceeds from the transaction to maintain a strong balance sheet
and invest in our business in addition to returning £350m of surplus
capital to shareholders following the closing of the transaction.

The Board considered investor views on preferred methods of cash
return, the amount being returned and other factors and concluded a
share buyhack was the most appropriate methodotogy to return that
capital to our shareholders at that time.

We commenced a £350m share buyback programme on 16 January
2020. As of 3 March 2020, being the latest practicable date before
the publication of this report, we had repurchased for canceliation
18,356,161 shares at an average price of 574 pence pershare.

Major shareholders

Information provided to the company pursuant to the financial
Conduct Authority’s Disclosure and Transparency Rules (OTR} is
published on a Regutatory Information Service and on the
company's website.

As at 31 Decembet 2019, the company had been notified under
DTR 5 of the fallowing holders of significant voting rights in its shares.

Percentage
Numberof asatdatecf

Schroders plc 97,302,791 12.44%

Linasell Train Limitec 78,455 444 10.04%

Silchester International Investors LLP 77,889,093 9.98%
BlackRock, Inc. 50,946,154 6.51%
Ameriprise Financial, Inc. and its group 41,736,375 5.02%
Libyan Investment Authority 24,431,000 3.01%

1 Based onnotfication tothe company dated 7 |une 2010 We have been notified
of no change 1o this holding since that date. Assets belonging ta, or owned,
held or cantrolted on 16 September 2011 by the Libyan investment Authar iy
andlocated outside Libya or that date, are trozen inaccordance with Article 5{4}
of Regulation 2016444 of the Council of the European Union.
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Between 31 December 2019 and 3 March 2020, being the latest
practicable date before the publication of this report, the company
received further notifications unter DTR 5, with the most recent
positions being as follows:

Percentage
NMumberof asatdateof
voting rights naotification

101,370,711 13.00%
85,106,480

Schroders plc

Sichester internatonal Investors LLP 11.00%

Annual General Meeting

The notice convening the AGM, 1o be held at 12 noon on Friday, 24 April
2020 at IET London, 2 Savoy Place, London WC2R 0BL, is contained in a
circular to shareholders to be dated 23 March 2020.

Registered auditors

In accordance with section 489 of the Act, a resolution praposing the
reappointment of PricewaterhouseCoopers LLP as auditors to the
company will be proposed atthe AGM, at a levet of remuneration to
be agreed by the Audit Committee.

Amendment to Articles of Association

Any amendments to the Articdes of Association of the company
(the Articles} may be made in accordance with the provisions of the
Act by way of a special resolution.

Rights attaching to shares

The rights attaching to the ordinary shares are defined in the Articles,
A shareholder whose name appears on the company’s register of
members can choose whether his/her shares are evidenced by

share certificates (i.e. in certificated form) or held electronically

{i.e. uncertificated form) in CREST [the electronic settlement system
inthe UK).

Subject to any restrictions below, shareholgers may attend any general
meeting of the company and, on a show of hands, every shareholder
(or his/her representative) who is present at a general meeting has one
vote on each resofution and, on a poll, every shareholder (whether an
individual or a corporation) present in person or by proxy shalt have
one vote for every 25p of nominal share capital held. A resolution put
to the vote at a general meeting is decided on a show of hands unless
before, or on the declaration of the result of, a vote on a show of
hands, a poll is demanded. A poll can be demanded by the Chair of the
meeting, or by atleast three sharehgolders (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 alf shareholders, or by any shareholders {or their
representatives) presentin person holding ordinary shares on which
an aggregate sum has been paid up of atleast 10% of the total sum
paid up on all ordinary shares. At this year's AGM, voting will again be
conducted on a poll, consistent with best practice.

Shareholders can declare a final dividend by passing an ordinary
resotution 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 shareholder the right to elect to receive new
ordinary shares, which will be credited as fully paid, instead of their
cash dividend.

Any dividend which has not been claimed for 12 years after it became
due for payment will be forfeited and will then belong to the company,
untess the Directors decide otherwise.

If the company is wound up, the liquidator £an, with the sanction

of a special resolution passed by the sharehalders, divide among the
shareholders all or any part of the assets of the company and he/she
can value assets and determine how the division shall be carried out
as between the shareholders or different classes of shareholders.
The liquidator can also, with the same sanction, transfer the whole or
any part of the assets to trustees upon such trusts for the benefit of
the shareholders.

Voting at general meetings

Any form of proxy sent by the shareholders to the company in
relation to any general meeting must be delivered to the company
{via its registrarsh whether in written or electronic form, not less than
48 hours before the time appointed fer holding the meeting or
adjourned meeting at which the person named in the appoiniment
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 sharehoider if he/she or any
person with an interest in shares has been sent a notice under section
793 of the Act {which confers upon public companies the power to
require information with respect to interests in theijr voting shares)
and he/she or any interested person failed to supply the company
with the information requested within 14 days after delivery of that
notice. The Board may also decide, where the retevant shareholding
comprises at least 0.25% of the nominal value of the issued shares
of that class, that no dividend is payable in respect of 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 empioyee
share plans. There were 2,095,272 shares held as at 31 December
2019. The trust has an independent trustee which has fulf discretion

in relation 1o the voting of such shares. A dividend waiver operates on
the shares held in the trust.
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Pearsan also cperates two naminee sharcholding arrangements
which hold shares on behalf of employees. There were 2, 515,611
shares heid in the Sharestore account and 902,514 shares held in the
Global Nominee account as 3t 31 December 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 to submit voting instructions by email to
nominee@equiniti.com. If na instructions are given by the beneficial
owner by the date specified, the trustees holding these shares will
not exercise the voting rights.

Transfer of shares

The Board may refuse to register a transfer of a certificated share
which is not fully paid, provided that the refusal does not prevent
dealings in shares in the company from taking place on an open and
proper basis. The Board may also refuse to register atransferof a
certificated share unless: (i) the instrument of transfer is lodged,
duly stamped {if stampable), al the registerad office of the company
or any other place decided by the Beard, and is accompanied by the
certificate for the share to which it refates and such other evidence as
the Board may reasonably require to show the right of the transferor
to make the transfer; (it} it is in respect of only one cfass of shares;
andg (i)t 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 regulations governing the operation of CREST.

Variation of rights

If at any time the capital of the company is divided into different
classes of shares, the special rights attaching to any class may be
varied or revoked either:

(1} with the written consent of the helders of at least 75% in nominal
value of the issued shares of the relevant class or

(i} with the sanction of a special resofution passed at a separate
general meeting of the holders of the shares of the relevant dass.

without prejudice to any speciat rights previcusly conferred on the
holders of any existing shares orclass 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
or atherwise as the company may fromi time to time by ordinary
resolution determine

Other information 109

Appointment and replacement of Directors
The Articles contain the following provisions in relation to Directors.

Directors shall be no less than two in number. Directors may be
appointed by the company by ordinary resolution or by the Board.

A Director appointed by the Board shall hold office only untif the next
AGM and shall then be eligible for reappointment, but shaii not be
taken inty account in determining the Directors 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 Jirectors 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 made.

The Articies provide that, at every AGM of the company, at ieast
ane-third of the Directors shall retire by rotation {or, if their number
i5 not a multiple of three, the number nearest to gne-third). The first
Directors to retire by rotation shall be those who wish to retire and
not offer themselves for re-election. Any further Directors se tg retire
shall be those of the other Directors subject to retirerment by rotation
who have been longest in office since they were last re-efected but,
as between persons who became or were last re-elected on the
same day, those to retire shall {unless they otherwise agree among
themnselves) be determined by lot. In addition, any Director who
would not otherwise be required to retire shall retire by rotation at
the third AGM after they were last re-elected.

Notwithstanding the provisions of the Arlicles, the Board has resolved
that alf Directors should offer thernselves for re-election annually,
in accordarice with the UK Corporate Governance Code (the Code).

The campany may by ordinary resolution remove any Rirector before
the expiration of histher term of office. In addition, the Board may
terminate an agreement or arrangement with any Director for the
provision of his/her services to the company.

Powers of the Directors

Subjectto the Articles, the Act and any directions given by speciai
resolution, the business of the company will be managed by the Board
who may exercise ail the powers of the company, including powers
relabing to the issue and/or buying back of shares by the company
{subject to any statutory restrictions or restrictions imposed by
shareholdersin a general meeting).
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Directors’ indemnities

A qualifying third-party indemnity (QTPI), as permitted by the Articles
and sections 232 and 234 of the Act, has been granted by the company
to each of its Directors. Under the provisions of the QTP the company
undertakes to indemnify each Director against liability to third parties
texcluding criminal and regulatory penalties) and to pay Directors’ costs
asincurred, provided that they are reimbursed to the company if the
Director is found guilty, the courtrefuses to grant the relief sought or,
in an action brought by the company, judgement is given against

the Birector. The indemnity has been in force for the finandcial year
ended 31 December 2019 and is currently in force. The company has
purchased and maintains Directors’ and Officers’ insurance cover
against certair: legal liabilities and costs for claims in connection with
any act or omission by such Direclors and Officersin the execution of
their duties.

Significant agreements

The following significant agreements contain provisions entitling the
counterparties to exercise termination or other rights in the event of a
change of control of the company.

A1 31 December 2019, the Group had a $1,190m revolving credit facility
agreement dated August 2014 {amended February 2019) which
matures in February 2024 between, among others, the company,
Barclays Bank plc (Agentj and the banks and financial institutions
named therein as lenders (the Facility), under which any such bank
may, upon a change of control of the company, require its cutstanding
advances, together with accrued interest and any other amounts
payable inrespect of such Facility, and its commitmenits, to be
cancelled, each within 60 days of notification to the banks by the Agent.
For these purposes, a‘thange of control' occurs if the company
becomes a subsidiary of any other company, or one or more persons
acting either individually or in concert obtains control (as defined in
section 1124 of the Corporation Tax Act 2010) of the company.

Shares acquired through the company's employee share plans rank
pari passu with sharesin issue and have no special rights. For legal and
practical reasons, the rules of these plans set out the consequences of
a change of control of the company.

Other statutory information

Otherinformaticn 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) ta be included
in the Directors’ report, and which is incorporated by reference, canbe
located as follows:

Summary disclosures index Seemore
E)I";'idend remmmenda-t;on - o p30
Financratinstruments and financal risk management p165
Important events since year end p34
Future development of the business p6
Research and development activities p27
Employment of disabled persons p22
Cmployee involvement p21
Greenthouse gas emissions p22
Statement describing employee engagement p28
Statement aescribing regard to suppliers,

customers and other stakeholders' interests p2s

With the exception of the dividend waiver described on p108 there is
no information to be disclosed 1in 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, balanced and understandable reporting and
disclosure of information

Asrequired by the Code, we have established arrangements to ensure
that all information we report to investors and regulatorsis fair,
balanced and understandabie. A process and timetable for the
production and approval of this year's report was agreed by the

Board atits meeting in Decermnber 2019. The fuil Board then had the
opportunity to review and comment on the report as it progressed.

Representatives from financial reporting, corporate affairs, company
secretarial, legal and internal audit, compliance and risk are invoived in
the preparation and review of the annual report to ensure a cohesive
and balanced approach and, as with all of our financial reporting,

our Verification Committee conducts a thorough verification of
narrative and financial statements. We also have proceduresin

place to ensure the timely release of inside information, through

our Market Disclosure Commitiee.
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The Audit Committee is also available to advise the Beard on
certain aspects of the report, 1o enable the Directors to fulfil their
responsibility in this regard. The Directors consider that the annual
reportand accounts, taken as awhole, is fair, balanced and
understandabie and provides the information necessary for
shareholders to assess the company’s pasition, performance,
business model and strategy.

The Directors also confirm that, for each Director in office at the date
of thisreport:

» so far as the Director is aware, there is no relevant audit information
of which the Group and company's auditors are unaware

> they have taken all the steps that they cught to have taken as
Directors in order to make themselves aware of any relevant audit
information and to establish that the Group and the company’s
auditors are aware of that information.

Directors in office

The following Directors were in office duning the year and up until the
signing of the financial statements:

EP L Corley MM Lynton

SL Coutu jappointed on 1 May 2019) G D Pitkethly (appointed on 1 May 2018)
vV Cox TScore

j) Fallon STaurel

SjlLewis L AWallen

L KLorimer CWilliams

The Directors’ report has beer approved by the Board on & March 2070
and signed on its behalf by:

. .

Stephen Jones
Company Secretary

m
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Slalement of Directors’ responsibililies

Statement of Directors’ responsibilities

The Directors are responsible for preparing the annual report and the
financial statements in accordance with applicable law and reguiation.

Company law requires the Cireclors to prepare financial statements
for each financial year. Under that law, the Directors have prepared
the Group and company financial statements in accerdance with
International Financal Reporting Standards (IFRSs) 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 profit or loss of the Group for that period. In preparing the financial
statements, the Directors are required to:

» select suitable accounting pokicies and then apply them consistently

» state whether applicable IFRSs as adopted by the European Unian
have been followed for the Group and company financial stalements,
subject to any material departures disclosed and explained in the
financial statements

> make judgements and accounting estimates that are reasonable
and prudent

» prepare the financial statements on the going concern basis unless it
isinappropriate 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 reasonable accuracy at any time the
financial position of the Group and company and enable them (o
ensure that the financial statements and the Directors' remuneration
report comply with the Companies Act 2006 and, as regards the

Group financial statements, Article 4 of the 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. Legisiation in the United Kingdom governing the
preparation and dissemination of financial statements may differ from
legislation in 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 statements, which have been
prepared in accordance with IFRSs as adopted by the European
Union, give a true and fair view of the assets, habilities, financial
position and profit of the Group and company

> the Strategic report contained in the annual report includes a fair
review of the development and performance of the business and the
position of the Group and company, together with a description of the
principal risks and uncertainties that they face.

This responsibility statement has been approved by the Board
on 6 March 2020 and signed on its behalf by

- — -

v L
o N B
— . Y g P L

Coram Williams
Chief Financial Officer
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Independent audilors’ reporl lo the members of Pearson ple

Report on the audit of the financial statements
Opinion

In our opinion, Pearsan plc's consalidated financial staterments and
company financial statements (the "financial statements"):

> give a true and fair view of the state of the Group's and of the
company’s affairs at 31 Decermnber 2019 and of the Group's profit and
the Greup's and the company's cash flows for the year then ended;

> have been properly prepared tn accordance with International
Financial Reporting Standards (IFRSs) as adopted by the European
Union and, as regards the company 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
slatements, Article 4 of the JAS Regulation.

We have audited the financial statements, included within the
Annuat Report and Accounts (the "Annuat Report”), which comprise:
the consolidated and company balance sheets at 31 December 2019,
the consolidated income statement and consclidated statement of
comprehensive incorne, 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 pelicies.

Our audit appreach

Qverview
Materiality

Our opinion is consistent with our reporting 10 the Audit Commuttee.

Basis for opinion

We conducted our audit in accordance with international Standards
on Auditing (UK} {"ISAs (UK)"y and apglicable law. Qur responsibiiities
under I1SAs (UK) are further described in the auditors' responsibilities
for the audit 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 our opinion.

Independence

We remained independent of the Group in accordance with the ethical
reguirements that are relevant to our audit of the financial statements
in the UK, which includes the FRC's Ethical Standard, as applicable to
listed public interest entities, and we have fulfiled cur other ethical
responsibilities in accordance with these requirements.

To the best of our knowledge 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 in nete 4 to the consolidated financial
statements, we have provided ne non-audit services to the Group or to
the company in the period from 1 January 2619 ta 31 December 2019.

> Overall Group mateniality: £27 millian (2018: £25 million) based cn approximately 5% of

adjusted profit before tax.

> Overzll company materiality: £49 million (2018; £45 million) based on approximately 1% of

net assets.

Audit scope

» We conducted work in four key territories, being the UK, US, Brazil and [taly. This included 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 reporied
by the US compenent of the Group’s associate, Penguin Random House.

> The territories where we conducted audit procedures, together with work performed at
corporate functions and at the Group level, accounted for approximatety: 73% of the Group's
ravenue; 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:

Disposals (Group)

R " 2 VIR VIR VI

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}

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 desigring our audit, we determined materiality and assessed
the risks of material misstatement in the financial statements.

Capabitity of the audit in detecting irregularities, including fraud

Based on our understanding of the Group and the industry inwhich it
operates, we identified that the principal risks of non-compliance
with laws and regulations related to failure to comply with UK and
international tax regulations and we considered the extent to which
non-compliance might have a material effect on the financaal
statements. We afso considered those iaws and regulations that have a
directimpact on the preparaticn of the financial statements such as
the Companies Act 2006, We evaluated management's incentives and
opportunities for fraudulent manipulation of the financial statements
(including the risk of override of controls) and determined that the
principal risks were related to posting tnappropriate journal entries,
management bias in accounting for estimates including estimates
relating to revenue recegnition and manipulation of cut-off of
shipments at major warehouse locations. The Group engagement
team shared this risk assessment with the component auditors so
that they could include appropriate audit procedures in response to
such risks in their work. Audit pracedures performed by the Group
engagement team and/or component auditors inciuded:

> Discussions with management, internal audit and the Group's fegal
advisors, inctuding consideration of known or suspected instances of
non-compliance with laws and regulations and fraud;

» Evaluation of the effectiveness of management's controls designed to
prevent and detectirregularities;

» Identification and testing of significant manual journal entries; and

> Testing of assumptions and judgements made by managernentin
making significant accounting estimates.

There are inherent limitations in the audit procedures described
above and the further removed non-compliance with laws and
regulations 1s from the avents and transactions reflected in the
financial statements, the less bkely we would became 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 error as fraud
may involve deliberate concealment by, for example, forgery or
intentional misrepresentations or through collusion.
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Key audit matters

Key audit matters are those matters 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 misstaternent (whether or not due to fraud)
identfied by the auditors, including those which had the greatest effect on: the overall audit strategy; the allocation of resources in the audit,
and directing the efforts of the engagement team. These matiers, and any cornments we make on the results of our procedures thereon,
were addressed in the context of our audit of the financial statements as a whole and in forming our opinion thereen and we do not provide &
separate opinion on these matters. This is not a complete ist of all risks identified by our audit.

Significant issues considered by the Audit Committee

Key audit matter How our audit addressed the key audit matter

=» Carrying vatues of goodwill and acquired intangible assets

Refer tonote 11 in the consolidated financial statements.

The Group recorged goodwill af £2139m (2018 £2.111m)
and acquired intangible assets of £310m (2018: £451m) at
31 Decemiber 2019, including acquired customer lists,
contracts and relationships, acquired trademarks and
brands and acquired publishing rights.

The carrying values of goodwill and intangtble assets are
dependent on estimates of future cash flows of the underlying
cash generatng untts {CGUs) and there is a nisk thatif
management does not achueve these cash flow estimates it
could give rise o further impairment charges. Thisrisk
increases in periods when the Group's trading per formance
and projections donot meet expectations,

The tmpatrment reviews performed by management
contain a number of significant judgements and estimates,
Changes in these assumptions can result in materially
different impairment charges or available headroon.

In addition, management has changed the level at which
certain reporting units are monitored and reported 2019
as aresult of the continued rofl-out of the Group's new ERP
system and following the disposal of the US K12 Courseware
business, thereby requiring a change in CGU determination
and a reallocation of goodwiil to the new CGU groupings
Animpairment charge of £65m has been recorded in 2019
relating to Brazil which has been appiied 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 Lo reallocate goodwill. We assessed whether return onasset
measures encompassing goodwill are monitored or measured at a level lower
than management's revised CGU groupings.

We obtained management's valug in use irmpairment modet at 31 December 2019
and we tested its mathematical integrity, including validating forecasts and carrying
valuesincluded in management’s model.

Our procedures have been focused on the North American Courseware, OFM,
Core and Brazil CGUs where headroom is lower or more sensilive 1o changes in
key assumpltions.

We agreed the forecast cash flows to Board approved budgets and strategic plans
and we assessed how these budgets and strategic pians are compiled. We evaluated
management’s related judgements and estimates, including short-term revenue
and operating profit growth rates, cash conversion, corporate cost allocations and
restructuring savings. We compared management's forecasts and key assumpuons
to industry projections and comparabte companies where thisinfermation

was available.

Management has applied a longei forecast period extending untit 2030 fox

specific cash flow projecuons for the OPM C GLi cormpared to the three yeal period
covered by the Group’s strategic planning process, whichis applied to all other
{GUs. We evaluated the rationale why a longer period was appropriate for OPM an
why management was able to prepare reliable forecasts over the longer-term.

We deplayed valuations experts to assess the perpetuity growth rate and discount
rate for each CGU by companson with third party informaton, past performance
and relevant risk factors. We compared management’s valuations with thirc party
valuations imptied by tracing and transacticn muitiples of the Group's competitors
where this information was available for specific CGUs.

Where an impairment was identified by management relating to the Brazil CGU
based onvalue inuse, we tested the calcutation of the impairment charge and we
ensured that the fair value less costs of disposal would not give rise to a higher
recoverable amount for this CGU.

We performed our own independent sensitivity anafyses to understand the
impact of reasonably possible changes to key assumptions. We assessed the
appropriateness of management's decision to provide addistonal disclosures about
sensitivities in note 11 of the financial statementsin relation to the North American
Courseware, OPM, Core and Brazil CGUs. Mare broadly, we considered whether the
disclosures in note 11 complied with |AS 36.

Based onthe pracedures performed, we noted no material issues arising fromour work,
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Key audit matier How aur audit addressed the key audit matter

=>» Returns provisioning
Refer to notes 3 and 24 in the consolidated financal statements.

The Group has provided £122m {2018: £173mj for saleseturns
at 31 Decernber 2019, The mostsignificant exposure o potential
returns within the Group arises in the US Higher Education
Courseware business. Trends in the US market, including the
growth of textbook rentals and the availability of free online
content, continue to alfect this business and have the potential
to impact returns levels if shipping practices and arrangements
with retailers are not managed in response to these trends.

Management provides for returns hased on past experience
by custemer and channel. in 2019, manage ment changed its
methodology to apply a two year historical returns average
compared to three years previously inresponse to market
changes and reiated changes to customer buying patterns.

=3 Recoverability of pre-publication assets
Referto note 20 in the consclidated financial statements,

The Group holds E870m {2018: £817m) of pre-publication
assels at 31 Decembeer 2019, Pre-publication assets represent
direct costs incurred in the development of education
platforms, programmes and titles prior to thetr public release.

Judgement s required to assess the recoverabitity of the
carrying value of these assets. This judgement is further
complicated by the transition 1o digital as the Group invests
in new, less proven, inter-linkeo digital content and platforms,

=» Provisions for uncertain tax positions

Refer to notes 7 and 34in rthe consolidated financaial
statements.

The Group s subject to several tax regimes due to the
geographical diversity of its businesses, At 31 Decernber
2019, the Group held provisions for uncertain tax positions
af £152m{2018: £18tm).

Management is required to exercise sighificant judgementin
determining the appropriate amgunt to provide in respect
of potential tax exposures and Lncertain tax positions.

The mast significant provisions relate to Us tax, transter
pricing and tax on prior year disposais. in acdition, there are
material unprovided tax exposures related to £U state aid
and a Brazilan 1ax authority assessment related to goodwill
amortisation deduclions.

Changes 1 assumptions abaut the views that might be taken
by tax authorities can materiatly impact the level of provisions
recorded in the consolidated financial statements,

We assessed management's evaluation of market trends and the Group’s responses
and we considered whether management’'s revised provisioning methodology is
appropriate in this context.

We tested the returns provision calculations at 31 December 2019 and we agrevd
inputs including historical sales and actual returns experience to underlying

recards. We performed detalled 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 by
reference to the related reductionin US Higher Education Courseware sales.

Wa evaluated whether management had adopted methods and reached estimates
for future returns that were supportable and appropriate,

Based on the pracedures performed, we noted no material issues arising from our work

We assessed the appropriateness of capitalisation and amortisation policies and
we cansidered whether these palicies had been consistently applied. We selected a
sample of costs to test their magnitude and appropriateness for capitalisation.

We evaluated the reasgnableness of amortisation periods and profiles compared
to sales forecasts and historical sales experience, nduding considering the impact
of the transitron towards digital products.

We challenged the carrying value of certain pre-publication assets where products are
vettobelaunched, are less proven or where sales are lower than originally antiaipated.

We assessed forecast cash flows againsthistorical experience and we obrained
supporting evidence for management's explanations.

Based onthe procedures performed, we noted no materialissues arising from our work,

We engaged our tax specialists in the US anca UK and we obtained an understanding
of the Group's tax strategy and risks. We assessed the tax impact of business
developments in 2019, mduding the disposal of the US K12 Caurseware busirness
andinternal refinancing transactions, Werecalculated the Group's 1ax provisions
and getermined whether the treatmients adopted were in line with the Group's tax
policies and had been applied consistently.

We evaluated the key underlying assumptions, particularly in the US and UK.

in making ifus evaluation, we considered the status of tax authority audits and
enquiries. We considered the basis and supportin particuiar for provisions not
subject to tax auditin comparison with cur experience of similar situations at
comparable companies. We evaluatea whether any risk of material misstatement
existed for uncertain tax position pravisioning outside of the US and UK.

wWe evaluated the consistency of management's approach to establishing or
changing prior prowision estimates and we validated that changes in prior provisions
reflected a change in facts and crcumstances during 2015, Wher e provisions have
not heen established, including for matenal potential exposures kke EU state aid
and the assessment from the Brazilian tax authority, we evafuated the basis for
management’s judgements, including an assessment of the treatment of similar
exposures at comparable companies. We evaluated third party advice obtained by
the Group as we independently formed our own view about the likehihood af these
possible tax risks crystallising in future cash outflows.

We noted that the assumptions and judgements required (o formulate these
provisions mean that the range of possible outcomes is broad. We evaiuated the
disclosures innotes 7 and 34 inrelation to uncettain tax provisians and we
considered whether the disclosures were consistent with the underlying positions
andwith the reguirements of IAS 1 and tAS 12.1n addition, we considered the
Group's application of IFRIC 23 with effect from 1 lanuary 2019,

Based onthe procedures performed, we noted no material issues ansing from our work.
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How our audit addressed the key audit matter

Key audit matter

=¥ Finance transformation

The Group has continued toimplement significant change
acrossits finance function in 2019 with the contintied roll-oue
of The Enabling Programme {TEP) and the organisational
change resulting from implementing the target operating
model. The ERP systern roh-out continued in 2019 with certain
US businesses going Hive and finance transaction processing
acrivities were migrated to oftshore shared service centres.

This change represents arisk as controls and praocesses that
have been established and embedded over a number of years
are changed anc migrated to the new £RP system environment
and into new shared service centres. There is an increased risk
of break-down ininternal control during the transition.

=» Disposals
Refer tunote 31 inthe consolidated financial staternents.

in March 2019, the Group completed the disposal of its
US K12 Courseware business, resulting (n a pre-tax profit
of £13m. Total proceeds amounted to £ 200m of which
£180m 15 deferred

Accounting for the transaction required management
Judgement and estimation to establish the fair value of the
deferred proceeds related to an unconditional vendcr note
for $225rn and an entitlernent to 20% of future cash flows to
equity hoiders and to 20% of net proceedsin the event of a
subsequent sale of K12. Changes to the assumptions applied
by management in establishing the farr value of the deferred

proceeds could have a material effect on the profit on disposal.

=¥ Risk of fraud in revenue recognition
Refer to note 3 in the consolidated financial statements.

Certainof the Group's businesses i the US and UK enter
into long-term contracts Lhat span year-end, where revenue
is recognised using estimated percentage of completion
based on costs. These include contracts ta design, develop
and deliver testing and accreditation services,

These contracts generate material deferred revenue balances
and changes to the underlying assumptions or estimation
calculations could have a material effect on the consolidated
financial statements.

We centrally managed the work performed by component audit teams at Pearson
Finance Services and in migrating markets like the US, which consisted of controls
ana substantive transaction testing, and we conducted oversight wisits to key sites
impacted by the transformation activities to direct the work performed.

We evaluated the design and tested the operating effectiveness of key automated
and manual contrals after the migratton including IT general contrals 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 corpensating contrels and
we increased the level of substantve transaction testing to address any residual risk.

We reviewed the sale agreement and we vouched the cash received. We assessed the
ret assers disposed by reference to the audited balance sheet of K12 a0 31 Decerniber
2018, understanding and evaluating any subsequent movements in key balances.
We validated the cash held on the completion batance sheet and we recalculated
management’s goodwill allocation. We tested a sampie of the transaction costs.

We focusea our assessment on the valuation of the deferred proceeds at the date of
disposal. The vendor note and earn-out receivables are measured at fair value which
15 calculated as the present value of the expected future cash flows, meaning that
the fair value is impacted by both the guantum and uming of any future paymants
from the vendor. We assessed management’s assumptions related to the expected
payment profile of the vendor note, the expected thning of the vendor’s potential
exit and the estimated equity value of K12 at that ume. We compared management’s
assumpnions against external evidence where available. We performed our own
independent sensitivity analyses to understand the impact of reasonably possible
changes in the kay assumptions.

we deployed our treasury specialists {o test the appropriateness of the discount rate
used to present value the future ¢ash flows and to assess managerment's classification
of these receivables as tair vatkue through profitand loss as defined by IFRS 9.

We have subsequently tested management’s remeasurement and disclosure of
these receivables at 31 December 2619,

We separately considered management's decision to ciassify Penguin Random
Houise (PRH) as held for sale at year-end and whether the announcement of the sale
ofthe Group's stake in December 2019 crystallised any impairment, comparing the
carrying value of PRH’s net assets with the contracted disposat proceeds.

Based onthe procedures performed, we noted no material issues arsing from our work.

For a selection of the larger, mare judgemental and more recent long-term contracts,
covering both assessment activities and onhine detvery of teaching, we read the
contracts and we assessed the accounting methodologies being applied to calculate
the proportion of revenue being recognised in 2019. We considered whether
management's revenue recognition practices are in accordance with Group policies
and related accounting standards and have been consistently applied.

We tested costsincurred to date and management's estimates of forecast costs

and revenues by reference to historical experience and current contract status,

We racalculated management’s percentage of completion estimates and we
performed look-back tests to assess management's historical accuracy of ferecasting
for these types of arrangement.

In addition, we per formed manual journals testing focusing on unusual or
unexpected entries ta reventue,

Based on the procedures performed, we noted no materialissues arising from ourwork.
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How our audit addressed the key audit matter

=¥ Carrying values of investments in subsidiaries

Refer to note 2 in the corrpany financial statements,

The company holds investments in subsidiaries amounting
0 £6,664m (2018: £6,710m) at 31 Decrmber 2014

Investments in subsidiaries are accounted for at costless
provisian for impamment in the company balance sheet,
Investments are tested for impairment if impairment
ndicators exist. if such indicators exist, the recoverable
amounts of investments in subsidiaries are estimated in order
to determine the extent of the Impairment loss, if any. Any
such impairment loss is recognised in the income statement.

We evaluated management's assessment whether any indicators of impairment
existed by comparing the carrying values of nvestments in subsdiaries with their
net assers at 31 December 2019

For investments where the net assets were lower than the carrying values,

we assessed their recoverable value by reference to the value in use of the
investments compared to thelr carrying values af 31 December 2019, Where
applicable, we verified thal the recoverable values of invesoments were consistent
with the recoverable values of the related CGUs tested for goodwill impairment
purposes, leveraging the audit work undertaken as part of the Group audft.

We separately evaluated the difterence between the investment cart ying vatues

Theirnpairment assessmentwasidentified as a key audit
matter given the size of the underlying investmert carrying
values and the differential to the Groug's market capitalisation,
Further impairment indicators wer e identified in connection
with certain of the investments in subsidiaries due to the
carrying value of investments exceeding thew net assets.

The assessment required the apphcation of management
judgernent, particularly in determining whather any
impairment indicators have arisen that trigger the need for an
umparrment assessment and in assessing whether the carrying
value of eachirvestrent can be supported by the recoverable
amount. Changes to these judgernents and estimates could
have amaterial impact on the company finanaal statements.,

How we tallored Lhe audit scope

We tailored the scope of our audit to ensure that we performed
enough work to be able to give an opimion 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.

The consclidated financial 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 Jtaly that required
a full scope audit due to their size. Audit procedures over specific
financial statement tine items were performed at a further eight
components in the UK, US and Brazit to achieve appropriate audit
covarage, In addition, we obtained an audit opinion an the financial
information reported by the US component of the Group's assaciate,
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
PWC UK and from other PwC network firms operating under our
instruction. Where the work was performed by component auditors,
we determined the level of involvement we needed to have in the audit
work at those reporting units to be able to conclude whether sufficient
appropriate audit evidence had been obtained as abasis for our
opinion on the consclidated financial staternents as a whole.

We performed full scope audits in respect of NCS Pearson,
Pearson Education US, Pearson Education UK, Pearson italy and
Penguin Random House LS.

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 cperating expenses.

and the Group's market capitalisation.

Based an the procedures perfarmed, we noted rio materialissues arising from our work.

This ensured that sufficient and appropriate audit procedures were
performed to achieve sufficient coverage over these financial
statement line ftems.

in addition to instructing and reviewing the reporting from our
component audit teams, we conducted visits to component teams

i the US (New York and Minneapolis), italy, Brazil and the UK (Belfast)
which included file reviews and attendance at key meetings with lacal
management. We also had regular dialogue with component teams
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
assels, post-retirement benefits and major transactions.

Taken together, the components and corporate functions where we
conducted audit procedures accounted for approximately 73% of ihe
Group's revenue, 73% of the Group’s statutory profit before tax and
73% of the Group's adjusted profit befare 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 sur audit evidence from perfarming audit work at the
Group tevel, including disaggregated analytical review procedures,
which covered certain of the Group’s smaller and lower risk
components that were not directly inctuded i our Group audit scepe.

Materiality

The scope of our audit was influenced by our application of materiality.
We séet 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 individual financial statement line items and disclosures and in
evaluating the effect of misstatements, both individuaily and in
aggregate onthe 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:

ts Company financal statements

Group financial statermen
Overall £27 millicn
materiality {2018 £25 miltion)
How we Approximately 5% of

determinedit adjusted profithefore

Rationale for
benchmark
applied

The Group's principal

and acquired intangibl

assel amortisation and
impairment charges, in order
to present results from

operating activities on

measure of performance 1s
adjusted operating profit
(£581m), which excludes
one-off gains and losses,
costs of major restructuring

£49 million
(2018: £45 million)

Approximately 1% of

tax net assets

We consider net assets tobe
an appropriate benchmark
for a Group holging company.
Certainaccount balances
were includea in scope for
the Group audit and were

e audited to a materiality level
set below overalf materiality
estabtished for our aucit

of the consolidated

a financial statements,

consistent basis. We have
taken this measure into
account in determining our
materality. From adjusted
operating profit, we deducted

netfinance costs.

For each component in the scope of

our Group audit, we allocated a

materiality that is less than our overall Group materiality. The range
of materiality allocated across components was £4 million to

£20 million. We agreed with the Aud

it Committee that we would

report ta them misstatements identified during ocur audit above
£2 million {2018: £2 million) for the Group and company audits
aswell as misstatements below those amounts that, in our view,
warranted reporting for qualitative reasons.

Going concern

In accordance with ISAs (UK) we report as follows:

Reporting obligation

We are reguired wo report if we have
anything material to add or draw
attention tonrespectofthe
Directors' statement in the financial
statements about whether the
Directors considered H appropriate
to adopt the going concern basis of
3CCOUNUNE it preparing the financal
statements and the Directors’
wdentification of any material
uncertainties to the Group's and the
company’s ability to continue as a
going concern over a pericd of at
least twelve months from the date of
approval of the financal staterments.

We arerequired to repartifthe
Directors’ statement relating to going
concern in accordance with Listing Rule
9.8 6R(3)is marerially inconsistent with
our knowledge obtamed in the audit.

Cutcome

We have nothing material to add or to
draw attention to.

However, because not all future
events or conditions can be predictea,
this statement is nota guaraniee as (o
the company's ability to continue as a
going cancern. For exampie. the terms
of the United Kingdom’s withdrawal
from the EuropeanUnion are not
clear ard it is difficult to evatuate all
ofthe potential implications on the
Group's trade, customers, suppliers
and the wider economy.

We have nothing toreport.

Reporting on other information

The other information comprises all of the information in the Annual
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 explicitly stated in this report,

any farm of assurance thereon.

in connection with our audit of the financial stalements, our
responsibility is to read the other information and, in doing so, consider
whether the other information is materiaily incansistent with the
financial statements cr our knowledge abtained in the audit or
otherwise appears to be materially misstated. If we identify an
apparent material inconsistency or matertal misstatement, we are
required to perform procedures to conciude whether thereisa
material misstatement of the financial statements or 2 material
misstatement of the other information. If, based onthe work we
have performed, we conclude that there is a material misstatement
of this ather information, we are required to report that fact.

We have nothing to report based on these responsibilities.

With respect to the Strategic Report and Governance Report, we alse
considered whether the disclosures required by the UK Companies Act
2006 have been included.

Based on the responsibilities described above and ourwork
undertaken in the course of the audit, the Companies Act 2006 (CAOB),
ISAs (UK} and the Listing Rules of the Financial Conduct Authortty (FCA)
require us also te report certain opinions and matters as described
below (required by i1SAs (UK} unless otherwise stated).

Strategic Report and Governance Report

In cur opinion, based on the work undertaken in the course of the
audit, the information given in the Strategic Report and Governance
Report for the year ended 31 December 2019 is consistent with the
financial staternents and has been prepared in accoréance with
applicable legal requirements. (CADS)

in light of the knowledge and understanding of the Group and
company and their environment obtained in the course of the audit,
we did notidentify any material misstatements in the Strategic Report
and Gevernance 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 p40 of the Annual Report that they
have carried out a robust assessment of the principal risks facing
the Group, including these that would threaten its business model,
future perfoermance, solvency or liquidity;

v

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 statement on p107 of the Annual Report asto
whether they have a reasonabile expectation that the Group will be
able to continue in operation and meet its liabilities as they fali due
over the period of their assessment, including any related disclosures
drawing attention to any necessary qualifications or assumptions,

~
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We have nothing to report having performed a review of the Directors’
statement thatthey have carried out a robust assessment of the
principal risks facing the Group and statement in relation to the
longer-term viability of the Group. Our review was substantially less
in scope than an audit and only consisted of making inquiries and
considering the Directors’ process supporting their statements;
checking that the statements are in alignment with the relevant
provisions of the UK Corporate Governance Code (the "Code");

and considering whether the statements are consistent with the
knowledge and understanding of the Group and company and their
environment obtained in the course of the audit. (Listing Rules)

Other Cede provisions

We have nothing to raport in respect of our responsibility to
reportwhen:

» The statement given by the Directors, on p111, that they consider
the Annual Report taken as a whole to be fair, balanced and
understandable and provides the information necessary for the
members to assess the Group’s and company’s position and
performance, business model and strategy is materially inconsistent
with cur knowledga of the Group and company obtained in the
course of performing aur audit;

v

The section of the Annual Report on p80 and 81 describing
the work of the Audit Committee does not appropriately address
matters communicated by us to the Audit Committee; and

~

The Directors' statement relating to the company's compliance with
the Cade does not properly disclose a departure from a relevant
provision of the Code specified, under the Listing Rules, for review
by the auditors.

Directors’ Remuneration

In our opinion, the part of the Directors’ Remuneration Report to
be audited has been properly prepared in accordance with the
Companies Act 2006. (CADS)

Responsibilities for the financial statements
and the audit
Responsibilities of the Directors for the financial statements

As explained more fully in the Statement of Directors' Responsibilities
set out on pi12, the Directors are responsible for the preparation of the
financial statements in accordance with the applicable framework and
for being satisfied that they give a true and fair view. The Directors

are also responsible for such internal control as they determine is
necessary to 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 2 going

concern, disclosing, as applicable, matters related o going concern and
using the going concern basis of accounting unless the Directors either
intend to liquidate the Group or the company or to cease operations or
bave no realistic alternative but to do so.

Other information 121

Auditors’ responsibilities for the audit of the
finandial statements

Our objectives are to obtain reasoneable assurance about whether the
financial statements as a whole are free from material misstatement,
whether due to fraud or error, and toissue an auditors’ report that
includes cur apinion. Reascnable assurance is a high leve| of assurance,
but is not a guarantee that an audit conducted in accordance with

1SAs (UK} will always detect a material misstatement when it exists.
Misstaternents can arise from fraud or error and are considered
material if, individually or inthe aggregate, they could reasonably be
expected to Influence the economic decisions of users taken on the
basis of these financial statements.

A further description of our responsibilities for the audit of

the financial statements is located on the FRC's website at:
www.frc.org.uk/auditorsresponsibilities. This description forms
partof sur 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 Chapter 3 of
Part 16 of the Companies Act 2006 and for no other purpose. We do
not, in giving these opinions, accept or assume responsibility for any
other purpose or to any other person 1o whom this reportis shown or
inte whose hands it may come save where expressly agreed by our
prior consentin writing.

Other required reporting
Companies Act 2006 exception reporting

Under the Companies Act 2006, we are required to report (o you if,
in our opinion:

> we have not received all the information and explanations we require
for our audit; or

> adeguate accounting records have not been kept by the company or
returns adequate for our audit have not been received from branches
nat visited by us; or

» certain disclosures of Directors’ remuneration specified by law are
not made; or

> the company financial statements and the part of the Directors’
Remuneration Report to be audited are notin agreement with the
accounting records and returns.

We have no exceptions to report arising from this responsibility.

Appointment

Following the recommendation of the Audit Committee,

we were appointed by the members on 6 February 1996 to audit
the finanqial statements for the year ended 31 December 1996 snd
subsequent financial pericds. The period of total uninterrupted
engagement is 24 years, covering the years ended 31 December
199610 31 December 2019.

Giles Hannam (Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London

D I
e

I
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Consolidated income slalemenl

Year ended 31 December 2019

All iguresin £ milions Notes - 2619 2:')1E
Continuingoperations T T
Sales 2 3,869 4,129
Cost of goods sold 4 (1,858) {1,543)
Gross pro?!;:—u__-“" T I 2,011 2186
Operating expenses 4 (1,806) {1,997}
Other net gains and losses 4 16 230
Share of resuits of joint ventures and associates 12 54 44
Operating profit ) ) T 2 T 275 _5537
Finance costs a (84) {91}
Finance income 1) 41 36
Profit before tax T o 42W3-2— o 498_
income tax 7 34 92
Profit for the year T T 266 _5‘;0_
;ttributa ble to: L o - h

Equity holders of the company 264 588
Non-centrolling interest 2 2

Earnings per share attributable to equity holders of the company during the year
{expressed in pence per share)

- basic 3 34.0p 7h.5p
= ciluted B 34.0p 75.5p
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Consolidated statemenl of comprehensive income

Year ended 31 Decemnber 2019

Netes

All figu re.; inE mleéns ~ 2019 ’ .}W
-Pro{i( for the year o - ’ - B ) 5;56 580

items that may be reclassified to the income statement

Net exchange differences on translation of foreign operations - Graup {113) 91

Net exchange differences on translation of foreign operations - assoriates {2) m
Currency transtation adjustment disposed 4 (4)
Attributable tax 7 5 {4}
Itemns that are not reclassified to the income statement

Fair value gain on other financial assets 20 8
Attributable tax 7 [€)] -

Remeasurement of retirement benefit obligations - Group 25 {143) 22

Remeasurement of retiverment benefit obligations - associates 4) 3

Attributable tax 7 22 9
bther Eomprehensive (expense]ﬂmume for the yea;' » T .—Z‘Bkﬁ“ (2.‘i'?) 124
Total comprehensive income for theyear o - ) ] - 4 7na
Atributableto: ' - - -

Eaquity holders of the company 47 712

Non-controlling interest 2 2
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Consolidated balance sheel

As at 31 December 2019

All figures in £ millions Notes 2019 2018
Assets ) —' T ) ’ -
Non-current assets
Property, plant and equipment 10 618 237
Intangible assets 1 2,900 3,009
Investments injomnt ventures and assaciates 12 7 392
Deferred income tax assets 13 59 50
Financial assets — derivative finanaal instruments 1h 29 47
Retirement benefit assets 25 429 571
Other financial assets 15 122 93
Trace and other recewvables 22 313 100
o o T 4,477 4529
Current assets
Intangible assets - pre-publication 20 870 817
Inventories 21 169 164
Trade and other recewvables 22 1,275 1,178
financial assers - derivative tinanaial instruments 16 25 1
Cash ana rash equivalents {(excluding overdrafts) 17 437 568
o o o 2,7'76“”"” 2728
Assets classified as hetd for sale o i 22 397 eds
Total assets T S ) - ) ';',650 ?‘JUE
Liabilities o - o T
Non-current Hiabilities
Financial habilities - borrowings 18 {1,572} (674
Financial liabilities - derivative financial instruments 0 {24) (28]
Deferred income tax habilities 13 {43) {136}
Retirernent benefit abligations 25 (92) {100}
Provisions for other iabilities and charges 23 {13) {145)
Gther liabilites 24 (86) {155
I - o (1,835} (1,246)
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Consolidated balance sheet continucd
As at 31 December 2019
Alfigoresingmitlions ' ) ) B o Notes T2019 s
i:urrent fiabilities T T ) )
Trade and cther liabilities 24 {1,278} (1,400
Financal habiliies - borrowings 18 (92} (45)
Financeal liabilities — derivative financial instruments 16 ()] 23}
Currentincome tax hiabilities (55) (72)
Provisions for other liabiities ana charges - S (52) {20)

) ) o V " ) (1,;;;4 ) (;.Agﬁ‘:)
Liabies dassifiecasheldforsale 3 Gy
Totalliabilies T T T aoen
Net assets T - 4,323 4,525
equty S S - o
Share capital 27 198 195
Share premium 27 2,614 2,607
Treasury shares 28 {24} (33)
Capital redemption reserve i 1
Fair value reserve 39 19
Translation reserve 567 578
Retained earnings 91 1,039
“?o_faP eq u]' ry attril:;mhrw_quity holders of tﬁ;c?r;pany o o B 4,313mﬁ N ';s,ST
Non-controlling interest 10 9
Toraleguity o T o 4323 ass

These financial statements have been approved for 1ssue by the Board of Directors on 6 March 2020 and signed on ius behalf by

- .

—~ R

Coram Williiams
Chief Financial Officer
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Consolidated stalemenl of changes in equily

Year ended 31 December 2019

Equity attributable to equity hoiders of the company

Capital Non-
Share Share Treasury redemption Fair value Translation Retained controlling Total
Al figures in £ millions capital premium shares reserve reserve reserve earnings Total interest equity
At 1]anuvary 2019 195 2,607 {33) 11 19 678 1,039 4,516 ] 4,525
Adjustment on initial application
ot IFRS 16 net of tax (see note 1b) - - - - - - (83) (83) - {83)
Adjustrnent on initial application
QHFREC 23 net of 1ax {see note 1¢) - - - - - 5 - 5
At 1)anuary 2019 {restated} 195 2,607 (33) " 678 961 4,438 g 4,447
Profit for the year - - - - - - 264 264 2 266
Other comprehensive
income/{expense) - - - - 20 (111) {126) {217} - (217}
Total comprehensive
income/(expense) - - - - 20 1 138 47 2 49
Eguity-settled ransacucns - - - - - - 25 25 - 25
Tax on equity-settied transactions - - - - - - {5) (5 - {3)
Issue of ordinary shares under
share option schemes - 7 - - - - - 7 - 7
Buyback of equity - - - - - - - - - -
Purchase of treasury shares - - {52) - - - - (52) - (52
Release of treasury shares - - 61 - - - (61) - - -
Trans(ler of gain on disposal of
FVO{l investment - - - - - - - - - -
Dividends - - - - - - (147) (147) n (148)
At 31 December 2019 195 2,614 (24) IR 911 4,313 10 4,3}3
T T kquity attributable to equity holders of the company '
Capital Non-
Share Share Treasury redemption fairvalue Translation Retained controlling Total
All figures in £ miflions capital premium shares yeserve reserve reserve earnings Tota} img_rest equity_
At 1 jJanuary 2018 200 2,602 (61} 5 13 592 544 3,895 8 3,903
Profit {or the year - - - - - - 588 588 2 550
Other comprehensive
income - - - - 8 a6 30 124 - 124
Total comprehensive
income - - - - 8 26 618 712 2 714
Equity-settled transacuons - - - - - - 37 37 - 37
Tax on equity-settled transactions - - - - - - 4 4 - 4
issue of ordinary shares under
share option schemes 1 5 - - - - - 6 - 6
Buyback af equity (5 - - 5 - - {2) {2) - (2}
Purchase of treasury shares
Release of treasury shares - - 28 - - - {28} - - -
Transfer of gain on disposal of
FVOClinvestment - - - - (2) - 2 - - -
Dividends - - - - - - 1136) (136) m 037
At 31 December 2018 195 2,507 (33 1" 19 678 1,039 4,516 9 4,525

The capital redernption reserve refiects the nommal value of shares cancelled in the Group's share buyback programme. The fair value reserve
arises on revaluation of other finanoal assets. The translation reserve includes exchange differences arising from the translation of the net
investment in forelgn operations and of horrowings and other currency instruments designated as hedges of such investments.
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Consolidated cash flow statement

Year ended 31 December 2019

Alt figures inn £ miflions Nates 2619 2018

Cash flows from operating activities

MNet cash generafed from operatians 33 480 547
interest paid {81 (42)
Tax paid B ) o ) [E19)] ) (43)
Net cash generated from operating activities ) Y S

Cash flows from investing activities

Acquisition of subsidiaries, net of cash acquired 30 (45) (S}
Additional capital invested in associates 40} -
Purchase of investments 12) [4[%)]
Purchase of property, plant and equipment (59) {7
Purchase of intangible assets {138} (130}
Disposal of subsidiaries, nat of cash disposed 31 (101) a3
Proceeds from sale of assocates 31 - 18
Proceeds from sale of investments 5 5
Proceeds from sale of property, plant and eauipment 33 1 128
Proceeds from sale of iquid resources - 10
Lease receivables repaio 26 -
Loans {advance to)/repaid by related parties {49) a5
Investment in liguid resources - (2
interest received 17 20
lnvestment incorme 2 -
Dividends received from joint ventures and associates L 3 L . . 64 ) 117
Net cash {used in)/generated from investing activities o S ey

Cash flows from financing activities

Proceeds from issue of arainary shares 27 7 6]
Buyback of equity 27 - {153)
Purchase of treasury shares (52) -
Proceeds frem borrowings 230 -
Repayment of barrowings (48) (447}
Repayment of lease liabilities (91} (4}
Dividends paid to company’s shareholders 9 {147} (136)
Dividends paid to non-controlling interest ) m (n
Net cash used in financing activities S ' e
Effects of exchange rate changes on cash and cash equivalents . e - (33) 43}
Net decrease in cash and cash equivalents T - o - T ey o)
Cashandcashequivalentsat beginning of year . ‘ 533 880

Cash and cash equivalents at end of year 17 434 525
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Notes to the consolidated financial statements

General information

Pearson plc (the company), its subsidiaries and assodiates {together the
Group) are international businesses covenng educational courseware,
assessments and services, and consumer publishing through its
assodiate interestin Penguin Random House.

The company s a public limited company incorporated and
domiciled in England. The address of its regisiered office is
80 Strand, London WCZR CRL.

The company has its primary listing on the London Stock Exchange
and is alsa listed on the New York Stock Exchange.

These consolidated finanaial statements were approved forissue by
the Board of Directors on & March 2020.

1a. Acceunting policies

The principal accounting policies applied i the preparation of these
consolidated financial statements are set cut below.

Basis of preparation

These conschdated financial statements, and the company financiat
statements, have been prepared on the going concern basis and in
accordance with International Financial Reporting Standards (}fFRSYand
IFRS Interpretations Commuttee (IFRS IC) interpretations as adopted by
the European Union (EU} and with those parts of the Companies Act
2006 applicable to companies reporting under IFRS. In respect of the
accounting standards applicable to the Group; there is no difference
between EU-adopted and IASB-adopted IFRS.

These consclidated financial staternents, and the company financial
statements, have been prepared under the historical cost convention
as modified by the revaluation of financial assets and liabililies
(including derivative financial instruments) at fair value.

These accounting policies have heen consistently applied to all years
presented, unless otherwise stated.

1. Interpretations and amendments to published standards
effective 2018 - The following standards were adopted in 2019:

> IFRS 16 Leases
» IFRIC 23 Uncertainty over Income Tax Treatments
> IFRS 9 and IFRS 7 Amendments

The impact of the adoption of these new standards is set out in notes
1b, 1cand 14d.

A number of other hew pronouncements are also effective from
1 January 2019 but they do not have a material impact on the
consolidated financiai staternents, or the company financial
statements. Additional disclosure has been given where relevant.

2. Standards, interpretations and amendments to published standards
that are not yet effective -~ A number of other new standards and
amendments to standards and interpretations are effective for annual
pericds beginning after 1 jJanuary 2020, and have not been appliedin
preparing these financial statements. None of these is expected to
have a material impact on the consolidated financial statements,

or the company financial statements,

3. Critical accounting assumptions and judgements - The preparation
of financial statements in conformity with tFRS reguires the use of
certain critical accounting assumptions. It also requires management
to exercise its judgement in the process of applying the Group’s
accounting policies.

The areas requiring a higher degree of judgement or complexity,

or areas where assumptions and estimates are significantto the
consolidated financial statements, are discussed in the refevant
accounting policies under the following headings and inthe notes to
the accounts where appropriate:

intangible assets: Goodwill

intangible assets: Pre-publicstion assets
Taxation

Revenue: Provisions for returns
Empioyee 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 U5 K12 Courseware business (see note 14},

Consolidation

1. Business cambinations - The acquisition method of accounting is
used to account for business combinations.

The consideration transferred for the acquisition of a subsidiary is

the fair vaiue of the assets transferred, the liabilities incurred and the
equity interest issued by the Group. The consideration transferred
includes the fair value of any asset or liability resuiting from a
contingent consideration arrangement. Acquisition-related costs are
expensed as incurred in the operating expenses line of the income
statement. Identifiable assets acquired and identifiable liabilities and
contingent labilities assumed in a business combination are measured
initially at their fair values at the acquisition date. The determination of
fair values often requires significant judgements and the use of
estimates, and, for material acquisitions, the fair value of the acguired
intangible assets is determined by an independent valuer. The excess
of the consideration transferred, the amount of any non-controlling
interest in the acquiree and the acquisition date fair value of any
previous equity interest in the acquiree over the fair value of the
identifiable net assets acquired 1s recorded as goodwill (see note 30).

Seethe ‘Intangible assets’ policy for the accounting policy on goodwill.
If this is less than the fair value of the net assets of the subsidiary
acquired, in the case of 2 bargain purchase, the differenceis recognised
directly in the income statement.

Qn an acquisition-by-acquisition basis, the Group recognises any
non-controlling interest in the acquiree either at fair value or at the
non-controlling interest’s proportionate share of the acquiree’s
net assets.

IFRS 2 'Business Combinations has not been applied retrospectively
to business combirtations before the date of transition to IFRS.

Management exercises judgementin determining the classification of
its investments in its businesses, in line with the following:

2. subsidiaries - Subsidiaries are entities over which the Group has
control. The Group contrals an entity when the Groupis exposed to,
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 conselidated from the date on which
controiis transferred to the Group. They are deconsolidated from the
date that control ceases.



Overview Strategy Performarnce Governance

1a. Accounting policies continued
Consolidation continued

3. Transactions with non-controlling interests - Transactions with
non-controlling interests that do not resuit in toss of control are
accounted for as equity transactions, that is, as transactions with

the owners in their capacity as owners. Any surplus or deficit arising
from disposals to a non-contralling interest (s recorded in equity.

For purchases from a non-controlling interest, the difference between
consideration paid and the relevant share acquired of the carrying
vatue of the subsidiary is recorded in equity.

4, Jaint ventures and associates - Joint ventures are entities in which
the Group holds an interest on & long-term basis and has rights to the
net assets through contractually agreed sharing of control. Associates
are entities over which the Group has significant influence hut not
the power ta control the financial and operating polictes, penerally
accompanying a shareholding of between 20% and 50% of the voting
rights. Ownership percentage is likely to be the key indicator of
tnvestment classification; however, other factors, such as Board
representation, may also affect the accounting classification.
judgernent is required to assess all of the qualitative and quantitative
factors which may indicate that the Group does, ordoes not, have
significant influence over an investment. Penguin Random House is
the Group's only material associate - see note 12 for further details
on the judgements involved in its accounting classification.
Investiments in joint ventures and assodiates are accounted for

by the equity method and are initially recognised at the fair value

of consideration transfetred

The Group's share of its joint ventures' and associates’ post-acquisition
profits or losses is recognised in the income statement and its share
of post-acquisition movements inreserves is recognised in reserves.

The Group's share of its joint ventures’ and associates' results is
recognised as a component of operating profit as these operations
form part of the care publishing business of the Group and are an
integral part of existing wholly-owned businesses. The cumulative
post-acquisition movements are adjusted against the carrying amount
of the investment. When the Group's share of lossesin ajoint venture
or associate equals or exceeds its interest in the joirt venturc ar
associate, the Group does not recognise further losses uriless the
Group has incurred obiligations or made payments on behaif of the
jointventure or associate.

Unrealised gains and losses on transactions between the Group and
its joint ventures and associates are eliminated to the extent of the
Group's interest in these antities.

5. Contribution of 2 subsidiary te an associate or joint veniure -

The gain or loss resulting from the contribution or sale of a subsidiary
Lo an associate or a jointventure is recognised in full. Where such
transactions do not involve cash consideration, significant judgements
and estimates are used in determining the fair values of the
consideration received.

Foreign currency translation

1. Functional and presentaticn eurrency - [terns 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 statements are presented in sterling, which is the company's
functional and presentation currency.
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2. Transactions and balances - Foreigh currency transactions are
translated into the functional currency using the exchange rates
prevailing at the dates of the transactions. Foreign exchange gains

and losses resulting from the settlement of such transactions and from
the translation at year-end exchange rates of monetary assets and
liabilities denominated in foreign currencies are recognised in the
income staterment, except when deferred in equity as qualifying net
investment hedges.

3. Group companies - The results and financial pasttion of alil Geoup
companies that have a functional currency different from the
presentation currency are translated into the presentation currency
as follows:

1) Assets and liabilities are transiated at the closing rate at the date of
the balance sheet

i) Income and expenses are translated at average exchange rates

i) Al resulting exchange differences are recognised as a separate
component of equity.

On consolidation, exchange differences arising from the translation
ofthe netinvestmentin foreign entities, and of borrowings and other
currency instruments designated as hedges of such investments, are
taken to shareholders’ equiy. The Group treats specific inter-company
loan balances, which are not intended to be repaid in the foreseeable
future, as part of its netinvestment. When a foreign operation is sold,
such exchange differences are recognised in the income statement as
part of the gain or loss on sale.

The principal overseas currency for the Group is the US dollar.
The average rate for the year against sterling was $1.28 {2018, $1.34)
and the year-end rate was $1.32 (2018: $1.27)

Property, plant and equipment

Property, plantand equipment are stated at historical cost iess
depreciation. Costincludes the original purchase price of the asset and
the costs attributable to bringing the asset 1o its working condition for
intended use. Land is not depreciated. Depreciation on other assets1s
calculated using the straight-line method to allocate their costless their
residual values over their estimated useful lives as follows:

Bui!cimgsrtfreeﬁold):
Butldings {leasehold):

20-50yeats

over the period of the lease
Plant and equipment: 3-10years

The assets’ residual values and useful lives are reviewed, and adjusted
if appropriate, at each balance sheet date.

The carrying value of an assetis wnitten down to its recoverabie
amountif the carrying value of the assetis greater than its estimated
recoverabie amount.
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Noles to the consolidated financial statements

1a. Accounting policies continued
Intangibie assets

1. Goodwill - For the acquisition of subsidiaries made on or after

1 january 2010, goodwill represents the excess of the consideraticn
transferred, the amount of any non-contrelling interest in the acquiree
and the acguisition date fair value of any previous equity interest in
the acquiree over the fair value of the \dentifiable net assets acguired.
For the acquisition of subsidiaries made from the date of transition to
IFRS 10 31 December 2009, goodwill represents the excess of the cost
of an acquisition over the fair value of the Group’s share of the net
identifiable assets acquired. Goodwill on acquisitions of subsidiaries
is included inintangible assets. Goodwill on acquisition of associates
and joint ventures represents the excess of the cost of an acquisition
over the fair valie of the Group’s share of the net identifiable assets
acquired. Goedwill on acquisitions of associates and joint ventures is
inciuded in investments in assaciates and joint ventures.

Goodwill is tested at least annuatly for impairment and carried at
cost less accumulated impairment losses. An impairment loss is
recognised to the extent that the carrying value of goodwill exceeds
the recoverable amount. The recoverable amountis the higher of
fair value less costs of disposal and value in use. These calculations
require the use of estimates in respect of forecast cash flows and
discount rates and significant management judgement in respect

of CGU and cost allacation; impairment is a key source of estimation
uncertainty and has a significant risk of resulting in a material
adjustment to the carrying amount of relevant assets within the next
financial year. Asummary of these assets by CGU and a description of
the key assumptions and sensitjvities is included in note 11.

Goodwill is allocated to aggregated cash-generating units far the
purpose of impairment testing. The allocation is made to those
aggregated cash-generating units that are expected to benefit from
the business combination in which the goodwill arcse.

Gains and tosses on the disposal of an entity include the carrying
amount of goodwill relating to the entity sold.

2. Acquired software - Software separately acquired forinternal

use is capitalised at cost. Soflware acquired in materiat business
combinations is capitalised at its fair value as determined by an
independent vajuer. Acquired software is amortised on a straight-line
basis over its estimated useful fife of between three and eight years.

3.Internally developed software - internal and external costs incurred
during the preliminary stage of developing computer seftware 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 capitalisedif the Group expects
economic benefits from the development. Capitalisation in the
application development stage begins once the Group can reliably
rmeasure the expenditure attributable to the software development
and has demonstrated its intention to complete and use the software.
Imernally developed software is amortised on a straight-iine basis
over its estimated useful life of between three and ten years.

4, Acquired intangible assets - Acquired intangible assets include
customer fists, 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 combinations
are capitalised at their fair value as determined by an independent
valuer. Intangible assets are amortised over their estimated useful lives
of between twe and 20 years, using an amortisation method that
reflects the pattern of their consumption.

5. Pre-publication assets - Pre-publication assets representdirect
costs incurred in the development of educational programmes and
titles prior to their publication. These costs are recognised as current
intangible assets where the title will generate probable future
economic benefits and costs can be measured reliably.

Pre-publication assets relating to content are amortised upon
publication of the title over estimated economic lives of five years or
less, being an estimate of the expected operating fifecycle of the title,
with a higher proportion of the amortisation taken in the earlier years.
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 usefu! economiciife and the recoverability
of pre-publication assets involves a significant degree of jJudgement
based on historical trends and management estimation of future
potential szles. Anincarrect amortisation profite could result in
excess amounts being carried forward as intangible assets that
would ctherwise have been written off to the income statementin
an earlier period.

Reviews are performed regularly to estimate recoverabifity of
pre-publication assets. The carrying amount of pre-publication assets
is setout in note 20.

The investment in pre-publication assets has been disciosed as
part of cash generated from operauens in the cash flow statement
{see note 33).

Other financial assets

Other financial assets are non-derivative financial assets classified and
measured at estimated fair vaiue.

Marketable securities and cash deposits with maturities of greater than
three menths are classified and subsequently measured at fair value
through profit and loss.

They are remeasured at each balance sheet date by using market data
and the use of established valuation techniques. Any moverment in the
fair value 1s immediately recognised in finance income or finance costs
in the income statement.

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 equity in
the fair value reserve via other comprehensive income. On subsequent
disposal of the asset, the net fair value gains or losses are reclassified
from the fair value reserve to retained earnings. Any dividends
received from equity investments classified as fair value through

other comprehensive income are recognised in the income statement
unless they represent a return of capital.
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1a. Accounting policies continued
Inventories

Inventories are stated at the lower of cost and net realisable value.
Costis determined using the weighted average method oran
approximation thereof, such as the firstin first out (FIFO) method.
The cost of finished goods and work in progress comprises raw
materials, direct labour, other direct cosis and related production
overheads. Net realisable value is the estimated selling price in the
ordinary course of business, less estimated costs nacessary to make
the sale. Provisions are made far slow-moving and obsclete stock.

Rayalty advances

Advances of royalties to authors are included within trade and other
receivables when the advance is paid less any provision required to
adjustthe advance to its net realisable value. The realisable value of
royaity advances relies on a degree of management estimation in
determining the profitability of individuat author contracts. If the
estimated realisahble value of authar contracts is overstated, this will
have an adverse effect an operating profits as these excess amounts
wili be written off.

The recoverability of royalty advances is based upon an annual detailed
management review of the age of the advance, the future sales
projections for new authors and prior sales history of repeat authors.

The royalty advance is expensed at the cantracted or effective royalty
rate as the related revenues are earned. Royaity advances which will be
cansurmed within one year are held in current assets. Royally advances
whichwill be consumed after one year are held in non-current assets.

Cash and cash equivalents

Cash and cash equivalents in the cash flow statement include cash in
hand, deposits held on call with banks, other short-term highily liquid
investments with originai maturities of three months or fess, and hank
overdrafts. Bank overdrafts are included in borrowings in current
liabifities in the balance sheet.

Short-term deposits and marketable securities with maturities of
greater than three months do not qualify as cash and cash eguivalents
ang are reported as financial assets. Movernents on these financial
assets are dassified as cash flows from financing activities in the

cash flow staterment where these amounts are used to offset the
barrowings of the Group or as cash flows from investing activities
where these amounts are held (0 generate an investment return.

Share capital
Ordinary shares are classified as equity.

Incremental costs directly attributable to the issue of new
shares or options are shown in equity as a deduction, net of tax,
from the proceeds.

Financat statements
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Where any Group company purchases the company’s equity share

capital {treasury shares), the consideration paid, including any directty

attributable incremental costs, net of income taxes, is deducted from

equity attributable to the company’s equity holders until the shares

are cancelled, reissued or disposed of. Where such shares are

subseqguently sold or reissued, any consideration received, net of '
any directly attributable transaction costs and the related income

tax effects, is included in equity attributable to the company's

equity holders.

Ordinary shares purchased under a buyback programme are cancelied
and the nominal value of the shares is transferred to a capital
redemption reserve,

Borrowings

Borrowings are recognised initially at fair value, which is proceeds

received net of transaction costs incurred. Borrowings are .
subsequently stated at amortised cost with any difference between '
the proceeds (net of transaction costs) and the redemption value being

recognised in the income statemert over the period of the horrowings

using the effective interest method. Accrued interest is included as

partof horrowings.

Where a debt instrument isin a fair value hedging relationship,
an adjustment is made 1 its carrying value in the income statement
to reflect the hedged risk,

Where a debtinstrument s in a net investment hedge refationship
gains and losses on the effective portion ofthe hedge are recognised
inother comprehensive income

Derivative financial instruments

Derivatives are recognised at fair value and remeasured at each
balance sheet date, The fair vaiue of derivatives is determined by using
market data and the use of established estimation techmiques such as
discounted cash fiow and option valuation models.

Far derivatives irnt a hedge refationship, the currency basis spread
s exciuded from the designation as a hedging instrument.

Changes in the fair value of derivatives are recognised immediately in
finance income or costs. However, derivatives refating to borrowings
and certain foreign exchange contracts are designated as part of a
hedging transaction.
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Notes to the consolidated financial statements

1a. Accounting policies continued
Derivative finandial instruments continued

The accounting treatment is summarised as follows:

Typicalreason
for designation

Reporting of gains
and losses on effective
portion of the hedge

Net investment hedge

The derivative creates
aforeign currency
habdity whichis used
tohedge changes inthe
vaiue of a subsidiary
which transacts in

that currency.

Recognised in other
comprehensive
ncome.

Reporting of gains and

losses on disposal

Qndisposal, the
accurnulated value

of gains and losses
reported in other
comprehensive iIncome
istransferred to the
income statement,

Fair value hedges

The derivative
transforms the interest
profile on debt from

fined ratete floating race.

Changes inthe value of
the debt as aresult of
changes in interest rates
and foreign exchange
rates are offset by egual
and opposite changes in
the value of the
derivative. When the
Group's debt is swapped
w floating rates, the
cortracts used are
designated as fair vatue
hedges.

Gainsand losses

on the derwvative

are reported i finance
incorne or finance
Costs. However, an
equal and opposite
change is made to the
carrying value of the
debt (a 'fair value
adjustment’) with the
benefit/cost reported
n finance income o
finance costs. The net
result should be a zero
charge on a perfectly
effective hedge.

Non-hedge accounted contraces

These are nat
cesignated as hedging
instruments_ Typically
these are short-ferm
contracts o convert
debtback to fixed rates
or foreign exchange
contracts where a
natural offset exists.

Na hedge
actounting apphes.

ifthe debt and
derivative are gisposed
of, the value of the
derivaltve and the debt
{including the fair value
adjustment} are reset
to zera. Any resultant
gainorlossis
recognisedin

finance INcome or
finance costs.

Taxation

Current tax is recognised at the amounts expected to be paid or
recovered under the tax rates and laws that have been enacted or
substantively enacted at the balance sheet date.

Deferred income tax is provided, using the balance sheet liability
method, on temporary differences arising between the tax bases of
assets and lisbitities and their carrying amounts. Deferred income
taxis determined using tax rates and laws that have been enacted or
substantively enacted by the balance sheet date and are expected to
apply when the related deferred tax asset is realised or the deferred
income tax liability is settled,

Deferred tax assets are recognised to the extent that itis probable
that future taxahble profit will be available against which the temporary
differences can be utilised.

Deferred income taxis provided inrespect of the undistributed
earnings of subsidiaries, associates and jeint ventures other than
where it is intended that those undistributed earnings will not be
remitted in the foreseeable future,

Current and deferred tax are recognised in the income statement,
except when the tax relates to items charged or credited directly to
equity or other comprehensive income, in which case the tax s also
recognised in equity or other comprehensive income.

The Group is subjeci to INcorme taxes in numerous jurisdictions.
Significant judgementis required in determining the estimates in
relation to the worldwide pravision for income taxes. There are many
transactions and calculations for which the ultimate tax determination
is uncertain during the ordinary course of business. The Group
recognises tax provisions whern itis considered probable that there
will be 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 settlement amounts (see note
7). Where the final tax outcome of these matters s different from the
amounts that were initially recorded, such differences willimpact the
income tax and deferred tax provisions in the period in which such
determination is made.

Deferred tax assets and liabilities require management judgement and
estimation in determining the amounts to be recognised. in particular,
when assessing the extent to which deferred tax assets should be
recognised, significant judgement is used when considering the uming
of the recognition and estimation is used to determine the level of
future taxable income together with any future tax planming strategies
{see note 13).

Employee benefits

1. Pensions - The retirement benefit asset and obligation recognised
in the balance sheet represent the net of the present value of the
defined benefit obligation ang the fair value of plan assets at the
balance sheet date. The defined benefit obligation is calculated
annuatly by independent actuaries using the projected unit credit
method. The present value of the defined benefit obligation is
determined by discounting estimated future cash flows using yields
on high-quality corporate bonds which have terms to maturity
approximating the terms of the related liability.

When the calculation resuits in a potential asset, the recognition

of that asset is limited Lo the asset ceiling - that is the present value
of any economic benefits available in the form of refunds from the
plan or a reduction in future contributions. Management uses
judgement to determine the level of refunds avaitable from the
plan in recognising an asset.

The determination of the pension cost and defined benefit abligation
of the Group's defined benefit pension schemes depends on the
selection of certain assumptions, which include the discount rate,
inflation rate, salary growth and longevity (see note 25).

Actuarial gains and losses arising from experience adjustments and
changes in actuarial assumptions are charged or credited to equity
in other comprehensive income in the peried in which they arise.

The service cost, representing benefits accruing over the year, is
included in the income statement as an operating cost. Net interest is
calculated by applying the discount rate to the net defined benefit
obligation and 1s presented as finance costs or finance income.
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1a. Accounting policies continued
Employee benefits continued

Obligations for contributions to defined contribution pension plans
are recognised as an operating expense in the income statement
as incurred.

2. Other post-retirement obligations - The expected costs of post-
retirerment medical ang life assurance benefits are accrued over the
period of employment, using a similar accounting methodology as for
defined benefit pension obligations. The Liabilities and costs retating
ta significant other post-retirerment obfigations are assessed annually
by independent qualified actuaries.

3. Share-based payments - The fair value of options or shares granted
under the Group’s shdare and option plans is recognised as an employee
expense after taking into account the Group's best estimate of the
number of awards expected to vest. Fair vaiue is measured at the
date of grant and is spread over the vesting period of the option or
share. The fair value of the options granted is measured using an
option model thatis most appropriate to the award. The fair value

of shares awarded is measured using the share price at the date of
grant unless ancther method is more appropriate. Any proceeds
received are credited to share capital and share prermium when the
options are exercised.

Provisions

Provisions are recognised if the Group has a present legal or
constructive obligation as a result of past events, it is more likely than
not that an outflow of resources will be required to settle the obligation
and the amount can be reliably estimated. Provisions are discounted
to present value where the effect is material.

Prior to 1 January 2019 the Group recognised a provision for onerous
fease contracts when the expected benefits (o be derived from a
contract were less than the unavoidable costs of meeting the
obligations under the contract, The calculation of onerous lease
provisions involved estimates of potential sublet income, lease terms
including rent free periods, void periods, lease incentives and
running casts. On the initial application of IFRS 16 on 1 January 2019,
onerous lease provisions have been offsat against the relevant
right-of-use asset {see note 23).

The provision was based on the present value of future payments for
surplus leased properties under non-cancellable operating leases,
net of estimated sub-leasing income,

Revenue recognition

The Group's revenue streams are courseware, assessments and
services. Courseware includes curricuium materials providedin

hbook form and/or via access to digital content. Assessments includes
test developmesnt, processing and scoririg services provided to
governments, educational institutions, corperations and professional
bodies. Services inciudes the operation of schools, colleges and
universities, including sistermas 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 to depict the transfer of control of
promised goods and services o customers in an armouni that reflects
the consideration to which we expect to be entitled in exchange for
those goods and services. This process begins with the identification
of our contractwith a customer, which is generally through a master
services agreement, customer purchase order, or a combination
thereof. Within each contract, judgement is applied to determine

the extent to which activities within the contract represent distinct
performance obligations to be delivered and the total amount of
transaction price to which we expect to be entitled.

The transaction price determined is net of sales taxes, rebates and
discounts, and after elminating sales within the Group. Where a
contract contains multiple performance obligations such as the
provision of supplementary materials or anline access with textbooks,
revenue is allocated on the basis of relative standalone selling prices.
Where a contract contains variable consideration significant estrnation
is required to determine the amount to which the Group is expected
tobe entitled.

Revenue is recognised on contracts with customers when or as
performance obligations are satisfied which is the pericd or the point
intime where control of goods or services transfers to the customer.
Judgementis applied to determine first whether control passes over
time and if nat, then the poirt in time at which control passes. Where
revenue 1s recognised over time judgement is used to determine the
method which best depicts the transfer of control. Where aninput
method is used sighificant estimation is required to determine the
progress towards delivering the performance obligation.

Revenue from the sale of books is recognised net of a provision for
anticipated returns, This provision is based primarily on historical
return rates, customer buying patterns and retafler behaviours
including stock levels (see note 22). If these estimates do not reflect
actual returns in future periods then revenues could be understated
or overstated for a particular period. When the provision for returns
is remeasured at each reporting date to reflect changes in estimates,
a corresponding adjustment is also recorded to reveriue.

The Group may enter into contracts with another party in addition to
our customier. in making the determination as to whether revenue
should be recognised on a gross or net basis, the contract with the
customer is analysed to understand which party controls the relevant
good or service prior to transferring to the customer. This judgementis
informed by facts and circumstances of the contract in determining
whether the Group has promised to provide the specified good or
service or whether the Group is arranging for the transfer of the
specified good or service, including which party1s responsible for
futfiiment, has discretion to set the price to the customer and 15
responsibie for inventary risk. On certain contracts, where the Group
acts as an agent, only commissions and fees receivable for services
rendered arerecognised as revenue. Any third party costs incurred on
behalf of the principal that are rechargeable under the contractual
arrangement are not included in revernue.

Income from recharges of freight and other activities which are
incidental to the normal revenue-generating activities is included in
otherincome.

Additional details on the Group's revenue streams are alsa included
in hote 3,
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1a. Accounting policies continued
Leases
Policy applicable from 1 January 2019

The Group as a lessee

The Group assesses whether a contract is or contains a lease at the
inception of the contract. A contractis, or contains a lease, if the
contract conveys the right to control the use of an identified asset for a
period of time in exchange for consideration. The Group recognises a
right-of-use asset and a lease liability at the lease commencement date
with respect to all lease arrangements except for short-term leases
(leases with a lease term of 12 months oriess) and leases of low value
assets. For these leases, the lease payments are recognised as an
operating expense on a straight-line basis cver the term of the lease.

The right-of-use asset is initially measured at cost, comprising the initial
amount of the lease liability pius anyinitial direct costs incurred and

an estimate of costs to restore the underlying asset, less any iease
incentives received. The right-of-use asset is subsequently depreciated
using the straight-line method from the commencement date to the
earlier of the end of the useful life of the asset or the end of the lease
term. The Group applies IAS 36 Lo determine whether a right-of-use
assetisimpaired. The lease liability is initially measured at the present
value of the lease payments that are not paid at the commencement
date, discounted using the interestrate implicit in the lease or, if that
rate cannot be readily determined, the incremental borrowing rate.
The tease liability 1s measured at amortised cost using the effective
interest method. Itis remeasured when there is a change in future
lease payments arising from a change in anindex or arate or a change
in the Group's assessment of whether it will exercise an extension
ortermination option. When the tease liability is remeasured,

a corresponding adjustrment is made to the right-of-use asset.

Management uses judgement to determine the lease term where
extension and termination options are available within the lease.

The Groupas alessor:

wWhenthe Groupis an intermediate lessor, the head iease and
sub-lease are accounted for as two separate centracts The head lease
is accounted for as per the lessee policy above. The sub-lease is
classified as a finance lease or operating lease by reference to the
right-of-use asset arising from the head lease. Where the lease
transfers substantially ali the risks and rewards of ownership to the
lessee the contract is 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 relevantiease.
Amounts due from lessees under finance sub-leases are recognised as
receivables at the amount of the Group’s netinvestment in the leases
discounted using the interestrate implicitin the lease or, if thatrate
cannot be readily determined, the discount rate used in the head lease.

Policy applicable before 1 january 2012

Leases of property, plant and equipment where the Group has
substantially all the risks and rewards of ownership are classified as
finance leases. Finance leases are capitalised at the commencement
of the lease at the lower of the fair vaiue of the leased property and the
present value of the mimmum lease payments. Each lease payment

is allocated petween the liability and finance charges to achieve a
constantrate on the finance balance cutstanding. The corresponding
rental abligations, net of finance charges, are included in financial
liabilities - borrowings. The interest element of the finance cost is
charged to the income statement over the lease period to produce a
constant periodic rate of interest on the remaining balance of the
liabitity for each period. The property, plant and equipment acquired
under finance leases are deprecizted over the shorter of the useful life
of the asset or the lease term.

Leases where a significant portion of the risks and rewards of
ownership are retained by the lessor are classified as operating leases
by the lessee. Payments made under operating leases (net of any
incentives received from the lessory are charged to the income
statement on a straight-line hasis over the period of the lease.

Dividends

Final dividends are recorded in the Group’s financial statements in
the period in which they are approved by the company's shareholders.
interim dividends are recorded when paid.

Discontinued cperations

Adiscontinued operation is a component of the Group’s business that
represents a separate major line of business or geographical area of
operations that has been disposed of or meetsthe criteria to be
classified as held for sale.

Discontinued operations are presented in the income statement as a
separate line and are shown net of tax.

Assets and liabilities held for sale

Assets and liabiities are classified as held for sale and stated at the
iower of carrying amount and fair value less costs to sell if it is highly
orobable that the carrying amountwill be recovered principally
through a sale transaction rather than through continuing use.

No depreciation is charged th respect of non-current assets classified
as held for sale. Amounts relating to non-current assets and liabilities
held for sale are ciassified as discontinued eperations in the income
statement where appropriate.

Trade receivabies

Trade receivables are stated at fair value after provision for bad and
doubtful debts. Provisions for bad and doubtful debts are based on
the expected credit loss model. The ‘simplified approach’ is used with
the expected loss allowance measured at an ameount equal to the
lifetime expected credit osses. Trade receivables are aiso stated after
provision for anticipated future sales returns (alsc see Revenue
recognition policy).
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The Group has adopted IFRS 156 'Leases’ at 1 Janvary 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 decreasein

retained earnings at 1 january 2019 as follows:

All figures in £ miltions

Non-current assets
Praperty, plant and equipment (right-of-use assets)
lnvestment in jotnt ventures and associates
Deferred income tax assets

Trade and other receivables

Current assets

Trade and ather receivables

Non-current liabilities

Financial kabilities — borrowings

Deferred income tax tiabilities

Provisions for ather iabiites and charges

Other liabilities

Current liabilities

Financial habilities -~ boreowings

Trade and ather lighilites

Total decrease in retained earnings at 1 January 2019

The Group's lease portfolic consists of approximately 750 property
leases together with @ number of vehicle and equipment leases.

The lease liability has been measured at the present value of the
remainig lease payments, discounted using the incremental
borrowing rate at transition. The right-of-use asset has been measured
at the carrying amount as if the standard had been applied since

the commencement of the lease, discounted using the incremental
borrowing rate at transitior. Where data was not available to enable
this measurement to be made, the right-of-use asset has been
measured at an amount equal to the lease habitity.

On transition the Group elected not to reassess whether a contract is,
ar contains, a lease, instead relying on the assessment already made
applying1AS 17 'Leases’ and IFRIC 4 'Determining whether and
Arrangement contains a Lease” |n addition, the Group applied the
avatlable pracucal expedients as follows:

» Relied on its assessment of whether leases are anerous immediately
prior tothe date of initial application.

> Applied the short-term feases exemptions to leases with lease term
ending within 12 months at the date of the initial application.

» Excluded the initial direct costs from the measurement of the
right-to-use asset at the date of the nittal application,

» Used hindsight in determining the lease term wherg the contract
contains options to extend or terminate the lease.

1 january
2019

424
2

185

{792)
14
101
58

Adoption of the new standard has a material impact on the Group.
The lease liability brought onto the balance sheet at transition was
£881rm with the corresponding rnght-of-use asset valued at £424m.

In addition, certain subleases have been reclassified as finance leases
resulting in an additional lease receivable of £215m being brought

on batance sheet. The net impact on the halance sheet is a reduction
of net assets of £83m after taking into account existing liabilities
relating to onerous lease provisions, lease incentives, prepayments,
adjustments to tax and the net impact on associates. There were no
leases relating to held for sale assets at 1 January 2019,

Forieases previously classified as finance leases under fAS 17 Leases,
the carrying amount of the right-of-use asset and the lease liability at
1 January 2019 are determined at the carrying amount of the lease
asset and lease liability under IAS 17 immediately before that date.

The impact on the income statement for 2019 was to reduce

profit befare tax by £9m {increasing both adjusted and statutory
operating profit by £25m and increasing net finance €osts by £34m),
The operating fease expense recognised under the previcus
accounting standards is now replaced by depreciation and net
finance costs. The impact on the Group’s share of joint venture

and associate profit is not material.

There is ne overall impact on the Group's cash and cash equivalents
although there is a change to the classification of cash flows in the
cash flow statement with lease payments and finance [ease receipts
previously categorised as net cash used in operations now being split
between the principal element (categorised in financing activities for
payments and investing activities for receiptsj and the interest element
(cateporised as interest paid in operating activities or interest received
in investing activities). in 2019 there were £91m of lease payments
classified as financing cash flows, £26m of lease receipts dassifled as
nvesting cash flows, £45m of lease interest payments and £14m of
lease interestreceipts.
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1b. Change of accounting policy: IFRS 16 continued

The Group has also included the lease lability and investment in finance lease as part of its net debt which impacts the calculation of the

Group's non-GAAP measures for operating cash flow and free cash flow.

The lease Habilities at 1 January 2019 can be recondiled to the sperating lease commitments at 31 December 2018 as follows:

Altfguresin £ millions

Operating lease commitments disciosed at 31 Decemnber 2018 {nate 35)
Discounted using the lessee’s incrementat borrowing rate at the date of inttial apphcation
{Less) commitments relating to short-term leases

Add: adjustments refating to the different treatment of extension and termination options

1January

Additional lease liability recognised at 1 January 2019

Analysed at:
Currentltease habilities

Non-current lease liabilities

In addition (o the lease liabilities transitioned above, the Group had £5m of lease liabilities that were accounted for as finance leases at
31 December 2018. The weighted average incremental borrowing rate applied to the lease liabilities on 1 January 20139 was 5.0%.

1c. Change of accounting policy: IFRIC 23

The Group adopted FRIC 23’Uncertainty over Income Tax Treatments’
effective 1 January 2019. The interpretation clarifies the application

of the recopgnition and measurement requirements in tAS 12 ‘income
taxes’where there is uncertainty over income tax treatments.

The interpretation provides guidance te determine whether uncertain
tax positions should be considered separately or together, and that
measurement should be whether the single most tikely outcome or
the probability weighted sum of a range of outcomes, whichever better
predicts the resolution. The reassessment of current tax liabilities
resulted in a decrease in liabilities of £5m but does not have a material
impact on the income statement.

1d. Change of accounting policy: Amendments (o
IFRS 9 and IFRS 7

The Group has considered the impact of IBOR reform on its hedge
accounting. The Group has elected to early adopt amendments

to IFRS 9 and IFRS 7 Interest Rate Benchmark Reform’ 1ssued in
September 2019, in accordance with the transition provisions,

the amendments have been adopted retrospectively to hedging
relationships that existed at the start of the reporting peried or were
designated thereafter. The amendments provide temporary relief
from applying specific hedge accounting requirements to hedging
relationships directly affected by IBOR reform. The adoption of these
amendments has not had a material impact on these financial
statermnents (see note 19},
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2. Segment information

The prirmary segments for management and reporting are geographies as outlined beiow. In addition, the Group separately discioses the
results from the Penguin Randam House associate.

The chief operating decision-maker is the Pearson Executive.
North America - Courseware, Assessments and Services businesses in the US and Canada.
Core - Courseware, Assessments and Services businesses in more mature markets induding UK, Eurape, Asia Pacific and North Africa,

Growth - Courseware, Assessments and Services businesses in emerging markets including 8razil, India, South Africa, Hispano-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.

2019
o W__F;enguin T
North Random
All figuresin £ millions ) Nates ,JTE_”F': o Core o Groﬁwﬁhﬂ:&n‘se—vgrmg J,mi"_,
;;E—e:m‘ - 2,534 i 83é - 497 - o 3,869
Adjusted operating prots 3 e & & . s8
Costof major restructuring (116) (28} (18) (2) - {159}
intangible charges (62} (N 82) (1z) - (163}
Other net gains and losses 13 ) ) (5 - - 186
Operatingprofitdosst 22 e @m s - 715
Finance costs 6 (84)
Finance income 5 _ i
profitheforetax T T T T T Ty
Income tax 3 . . B 7 e ) 3
Profitfortheyear s
Segmentassets S aste 1957 as4 - 489 7288
Associates 12 s Z; - 397 - 404
T ame e we _sw e
Gther segment items
Share of results of jointventures and associates 12 - 3 - 21 - 54
Capital expenditure a1 176 35 5t - - 262
Fre-publication fnvestment 20 189 81 49 - - 319
Depreciation 10 75 23 25 - - 123

Amortisation 11,20 ) 305 E_%S 147 - - 537
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2. Segment information continued

2018
‘”’éénsu‘n o
North Random

AHfiguresin £ millions Notes America Core Growth House Carporate Group
Sates T e soe 539 - - A
Adiusted operaciné;;oftt T - 362 57 o 59 38 L 5406
Cost of major restructuring (78) {14} - (8) - {102)
intangible charges 172) (8) {19) {14y - (113)
Other net gains and losses 4 - 226 - - 230
UK pension GMP egualisation - {8) - - - (8)
Operating profit ) - 214 o 55 265 46> » - 55:;
Finance costs 5 (91)
Finance income <] 36
Profit before tax T - o 49é-
lncome tax 7 G2
Profit for the year o o ) i 5‘;0—
Segmentassets - TS s sz
Associates 12 - 5 - 387 - 397
Total assets - 4366 1,980 536 387 636 7905
Other segment items
Share of results of joint ventures and associates 12 4 1 1 4b - 44
Capital expendilure 10, 11 135 25 36 - - 194
Pre-publication investrment 20 234 90 64 - - 388
Depreciation 10 41 12 13 - - 66
Amorusation 11,20 - 344 92 89 - - 525

included inthe North America segmentin 2018 1s £60m in
pre-publication investment and £67m in amaortisation relating

to assets held for sale.

There were no material inter-segment sales in either 2019 or 2018.

For additional detailed information on the calculation of adjusted
operating profit as shown In the above tables, see p201-204
(Finandial key performance indicators).

Adjusted aperating profit is shown in the above tables as it is

the key financial measure used by management to evaluate the
performance of the Group and aliocate resources to business
segments. The measure also enables investors to more easily,
and consistently, track the underlying operational performance of
the Group and its business segments over time by separsting out
those items of income and expenditure relating to acquisition

and disposal transactions, major restructuring programmes and
certain other items that are also not representative of underlying
performance, which are explained below and reconcited innote 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 programme began in the second half of
2017 and costs incurred to date relate to delivery of cost efficiencies in
the US Higher Education Courseware business and enabling functions
together with further rationalisation of the property and suppiier
portfolio. The restructuring costs in 2019 of £159m mainly refate

to staff redundancies while the restructuring costs in 2018 relate
predominantly to staff redundancies and the net cost of property
rationalisation including the netimpact of the consolidation of the

Group's property footprint in London. The costs of this restructuring
programme are significant enough to exciude from the adjusted
operating profit measure sa as to better highlight the 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 refiect
past acquisition activity and do not necessarily reflect the current year
performance of the Group. Intangible amortisation charges in 2019
were £163m, including an impairment charge of £65m relating to
acquired intangibles in Brazil, compared with a charge of £113m
in2018.

Other net gams and losses - These represent profits and losses on

the sale of subsidiaries, joint ventures, associates and other financial
assets and are excluded from adjusted operating profit as they distort
the performance of the Group as reported on a statutory basis,
Other net gains of £16m in 2019 mainly relate to the sale of the US K12
Courseware business. Other net gains of £230m in 2018 relateto

the sale of the Walt Street English language teaching business {WSE),
realising a gain of £207m, the disposal of the Group's equity interest in
UTEL, the online university partnership in Mexico, realising a gain of
£19m, and various other smaller disposal items for a net gain of £4m
{see note 31).

UK pension GMP equalisation - In 2018, also excluded is the impact
of adjustments arising from clarification of guaranteed minimum
pension {GMP) equalisation legislation in the UK as this relates to
histerical circumstances.
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2. Segment information continued

Corporate costs are allocated to business segments on an appropriate basis depending on the nature of the cost and therefore the total segment
result is equal to the Group operating profit.

Segment assets, excluding corporate assets, consist of property, piant and equipment, intangible assets, inventories, receivables, deferred
taxation and other financiat assets and exclude cash 3nd cash equivalents and derivative assets. Corporate assets comprise cash and cash
equivalents, marketable securities and derivative financial instruments. Capital expenditure comprises additions to property, plant and
equipment and software {(see notes 10 and 11},

Property, plant and equipment and intangible assets acquired through business combinations were £23m (2018: £nil) (see note 30}

The Group operates in the following main geographic areas:

Sales Non-current assers
Allfigures In £ millions - i 3 ) 208 _;20;8_ o —__-2019 ) ""';;8'
UﬁKk e . . 37_? #a *_905
Other European couniries 246 125 143
us 2,627 2,604 2,52
Canada 126 163 256G
Asia Pacific 455 149 146
Qther countries 298 103 127
Total 4129 3838 373

Sales are allocated based on the country in which the customeris focated. This does not differ materially from the location where the order is
received. The geographical split of noh-current assetsis based on the subsidiary’s country of domicile, This is not materially different (o the
{focation of the assets. Non-current assets comprise property, plant and equipment, intangible assets, investments in joint vertures and
associates and trade and other receivables

3. Revenue from contracts with customers

The folinwing tables analyse the Group's revenue streams. Courseware includes curriculum materials provided in book form and/or via access
to digital content, Assessments inciudes test development, processing and scoring services provided Lo governments, educational institutions,
corporations and professional bodies. Services includes 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.

 TNen T T
Allfiguresin £ millions America Core Growth Group
;aE_ .. . Sy i P o - T
Courseware
School Courseware &6 169 18 373
Higher Education Courseware 975 81 44 1,100
English Courseware . e o 14_ 56 107 177
- 777_777‘77 ) ’ R v,;-; T _7 ) ) 1,0757 306 __A_259_‘ qﬂi;
Assessments e
Schootand Higher Education Assessments 309 264 26 583
Chncal Assessments 175 52 - 227
Professional anc English Certification 3490 168 80 638
T T T T T T e aa 106 1464
services - S
School Services 319 2 46 367
Higher Education Services 266 45 26 337

English Services - 1 50 51
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3. Revenue from contracts with customers continued

2018
North - o
Aff figures in £ millions America Core Growth Group
Sales: e ) )
Courseware
School Courseware 378 172 127 677
Higher Education Courseware 1,042 37 57 1,186
English Courseware 16 58 102 176
o a3 317 286 2,039
Assessments - N ’
Schoo! and Higher £ducarion Assessments’ 298 237 23 558
Clinical Assessments’ 174 55 - 2329
Professional and English Certification 344 150 64 558
o o T T s 4w 57 134
Services o o - T T
School Services 288 2 47 337
Higher Education Services 244 40 29 313
English Services - 5 20 a5
o T 5?2__—"_“ er47 156 1457
Total o o © a7sa 805 ) 54; 4129
1 The analysis of Assessments reventes in 2018 has been re-pr'escntéé‘(A reftect thecranster of a praduct from Scheol to Clinical.
The Group derived revenue from the transfer of gooads and services over time and at a point in time in the following major product lines:
e —————— e ivre
North o
All iguresin £ millions AmericAam _ Core Enﬁrowth Tot.'aviﬁ
Courseware o o o
Productstransferred ata paintinime (sale or return) 4438 29 178 917
Products transferred ata pointin ume (other) - - 37 37
Products and services transferred over time 627 15 54 69@_
T o o 1,075 306 269 1,650
Assessments
Products transferred at a pointin time 13 55 6 174
Products and services transferred over time 761 429 100 1,290
o i 874 484 06 1,464
Serwvices
Products transferred at a point in time - 26 - 26
Products and services transferred over time 585 22 122 N 729
o T ) T 585 48 ) 122 B 355_
Total o - 2534 497 3,869

838
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3. Revenue from contracts with customers continued

Alffiguresin£miflions
&uurseware

Products transferred at a point in time {sale or return}
Productstransferred at a pointin time {other)

Praducts and services transferred over time

Assessments’

Products transferred at a pomnt in time

Products and services transferred over time

Services
Producistransferred at a pointinume

Products and services transferred over time

Total

a.Nature of goods and services

The following is a description of the nature of the Group's performance
obligations within contracts with customers broken down by revenue
stream, along with significant judgements and estimates made within
each of those revenue streams.

Courseware

Revenue is generated from customers through the sales of print and
digital courseware materials to schools, bookstores and direct to
individual learners. Goods and services may be sold separately

or purchased together in bundled packages. The gooeds and
services included in bundied arrangements are considered distinct
perfarmance abligations, except for where Pearson provides both a
licence of intellectual property and an on-going hosting service.

As the licence of intelfectual property (s only available with the
concurrent hosting service, the licence is not treated as a distinct
performance obligation separate from the hosting service.

The transaction price is allocated between distinct performance
ahligations on the basis of their relative standalone selling prices.

In determining the transaction price, variable consideration exists

in the form of discounts and anticipated returns. Discounts reduce

the transaction price on a given transaction. A provision for anticipated
returns is made based primarily on historicaf return rates, customer
buying patterns and retailer behaviours including stock levels (see note
24). If these estimates do not reflect actual returns in future periods
then revenues could be understated or overstated for a particular
peripd. Variable consideration as described above is determined

using the expected value approach. The sales return liability at the

end of 2019 was £122m {see note 24). This represents 3% of annual
sales subject to sale or retur.

While payment for these goods and services generally occurs atthe
startof these arrangements, the length of time between payment
and delivery of the performance obligations is generally short-termin
nature or the reason for early payment relates to reasons other than
firancing, including customers securing a vendorin a fonger-term
arrangement or the transfer of goods or services is at the discretion of

The analysis of Assessmentsrevenues in 2018 has been te-presented to petter reflectthe nature of sales.
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- T T
North

America Core Growth Totat

718 313 197 1,228

- - 35 35

718 4 54 776

1,436 317 286 2,639

106 52 - 158

710 350 87 187

816 442 87 1,345

- 26 38 64

532 21 128 631

532 47 166 745

539

the customer. For these reasons and the use of the practical expedient
on shart-term financing, sigruficant financing compornents are not
recognised within Courseware transactions.

Revenue from the sale of physical books is recognised at a pointin

time when centrol passes. This is generally at the point of shipment
when title passes to the customer, when the Group has a present right
to paymetit and the significant risks and rewards of ownership have
passed to the customer. Revenue from physical books sold through the
direct printrentai method is recognised over the rental period, as the
customer is simultaneously receiving and consuming the benefits of
this rental service through the passage of time,

Revenue from the sale of digitai courseware products is recognised
on a straight-line basis over the subscription period, unless hosted

by a third party or representative of a downloadable product, in which
case Pearson has no on-going obligation and recognises revenue
when control transfers as the customer is granted access to the

digital product.

Revenue from the sale of ‘off-the-shelf' software 1s recognised on
delivery or on installation of the software where that is a condition of
the contract. In certain circumstances, where installation is complex,
revenue is recognised when the custoamer has completed their
acceptance procedures.

Assessments

Revenue is primarily generated from multi-year contractual
arrangements related to large-scale assessment delivery, such as
contracts to process qualifying tests for individual professions and
government departments, and is recognised as performance oceurs.
Under these arrangements, while the agreement spans multiple years,
the contractduration has been determined to be each testing cyde
nased on contract structure, including clauses regarding termination.
while in some cases the customer may have the ability to terminate
during the term for convenience, significant financial or qualitative
barriers exist limiting the potential for such terminations in the middie
of atesting cycle.



142 Pearson plc Annual report and accounts 2019

Notes to the consolidated financial statements

3. Revenue from contracts with customers continued
a. Nature of goods and services continued

Within each testing cycle, a variety of service activities are performed
such as test administration, delivery, scering, reperting, item
development, operational services and programme management.
These services are not treated as distinct i the context of the customer
contract as Pearson provides an integrated managed service offering
and these activities are accounted for together as one comprehensive
performance obligation.

Within each testing cycle, the transaction price may contain both fixed
and variable amounts. Variable consideration within these transactions
primarily relates to expected testing volumes to be delivered in the
cycle. The assumptions, risks and uncertainties inherent to iong-term
contract accounting can affect the amounts and timing of revenue and
reiated 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 honuses.

Such event-driven contingency payments are measured using the
most likely amount approach. To the extent that a higher degree of
uncertainty exists regarding varisble consideration, these amounts
are excluded from the transaction price and expensed when the
uncertainty is reasonably removed.

Customer payments are generally defined in the contract through a
payment schedule, which may require customer acceptance for
services rendered. Pearson has a history of providing satisfactory
services which are accepted by the customer. While a delay between
rendering of services and payment may exist, payment terms are
within 12 months and the Group has elected to use the practicai
expedient available in IFRS 15 Revenue from Contracts with
Customers and not identify a significant financing compenent
onthese transactions.

Revenue is recognised for Assessment contracts over time asthe
customer is benefiting as performance takes place through a
continuous transfer of control to the customer. This continuous
transfer of control wo the customer is supported by clauses in the
contracts which may allow the customer to terminate for convenience,
compensate us for work performed to date, and take possession of
work in process.

As contro! transfers over time, revenue is recognised based on the
extent of progress towards completion of the performance obligation.
The selection of the method to measure progress towards completion
requires judgement and is based on the nature of the services
provided. Revenue is recognised on a percentage completion basis,
calcuiated using the proportion of the total estimated costs incurred
to date. Percentage of completion is used o recognise the transfer of
control of services provided as these services are not provided evenly
thraughout the testing cycle and involve varying degrees of effort
during the term.

Losses on contracts are recognised in the period in which the loss
first becomes foreseeable. Contract losses are determined to be the
amount by which estimated total costs of the contract exceed the
estimated total revenues that wili be generated.

In Assessments contracts driven primarily by transactions directly to
end users, Pearson’s main cbligation to the customer involves test
delivery and scoring. Test delivery and scoring are defined as a single
performance obligation delivered over time whether the testis
subsequently manually scored or digitally scored on the day of the
assessment. Customers may also purchase print and digrtal
suppfemental materials, Print products in this revenue stream are
recognised at a pointin time when control passes to the customer
upon shipment. Recognition of digital revenue will occur based on
the extent of Pearson’s on-going hosting obhgation.

sServices

Revenue is primarily generated from multi-year contractual
arrangements related to large-scate educational service delivery

to academic institutions, such as schools and higher education
universities. Under these arrangements, whide an agreement may
span muttiple years, the contract duration has been determined to be
each academic period based on the structure of contracts, including
clauses regarding termination. While in some cases the customer

may have the ability to terminate during the term for convenience,
significant fimancial or qualitative barriers exist limiting the potential for
such terminations in the middle of an academic peried. The academic
period for this customer base is normatly an academic year for schoois
and a semester for higher education universities.

within each academic period, a variety of services are provided such as
programme development, student acguisition, education technology
and student support services. These services are not distinctin the
context of the customer contract as Pearson provides an integrated
managed service offering and these activities are accounted for
together as a comprehensive performance obligation.

Where Services are provided to university customers, volume and
transaction price are fixed at the start of the semester. Where Services
are provided to School customers, the transaction price may contain
bott fixed and variable amounts which require estimation during the
academic period. Estimation is required where consideration is based
upon average enrolments or ather metrics which are notknown at the
start of the academic year. Variable consideration is measured using
the expected value method. To the extent that a higher degree of
uncertainty exists regarding variable consideration, these amounts
are excluded from the transaction price and recognised when the
uncertainty is reasonably removed.

Customer payments are generally defined in the contract as occurring
shortly after invoicing. Where there is a longer payment term offered
to a customer through a payment schedule, payment terms are within
12 months and the Group has elected to use the practical expedient
available in tFRS 15 and not igentify a significant financing component
onthese transactions.

Revenue is recognised for Service contracts over time as the customer
is benefiting as performance takes place through a continuous transfer
of control to the customer. This continuous transfer of control 1o the
customer is supported by clauses in the contracts which may allow the
customer to terminate for convenience, compensate for work
performed to date, and take possession of work in process.



Overview Strategy Performance Governance

3. Revenue from contracts with customers continued
a.Nature of goods and services continued

As control transfers over time, revenue is recognised based on the
extent of progress towards completion of the performance obligation.
The selection of the method to measure progress towards completion
reguires judgement and is based on the nature of the products or
services provided. Within the comprehensive service obligation,

the timing of services occurs relatively evenly over each academic
period and, as such, time elapsed is used to recognise the transfer

of control to the customer on a straight-line basis.

Losses on coniracts are recognised in the period in which the loss
first becomes foreseeable. Contract losses are determined (o be the
amount by which estimated totat costs of the contractexceed the
estimated total revenues that will be generated.

In cases of optional or add-on purchases, institutions may purchase
physical goods priced at their standalone value, which are accounted
for separately and recognised at the point in time when controi passes
to the customer upon shipment.

b.Disaggregation of revenue

The tables in notes 2 and 3 show reventue from contracts with
customers disaggregated by operating segment, gecgraphy and
revenue stream. These disaggregation categories are appropriate as
they represent the key groupings usedin managing and evaluating
underlying performance of each of the businesses. The categories
also reflect groups of similar types of transactional characteristics,
ameng similar customers, with simitar accounting conciusions.

¢. Contract balances

Transactions within the Courseware revenue stream generally entail
customer billings at or near the contract’s inception and accordingly
Courseware deferred income balances are primaniy related to
subscription performance obligaticns to be delivered over time.

Financial staterments
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Transactions within the Assessments and Services revenue streams
generally entail customer billings over time based on periodic intervals,
progress towards milestones or enrclment census dates. As the
performance obligations within these arrangements are delivered
over time, the extent of accrued income or deferred income will
ultimately depend upen the difference between revenue recogrised
and hitiings to date.

Refer to note 22 for opening and closing batances 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 incremental costs to obtain contracts with
customers where itis expected these costs will be recoverable.
Incremental costs to obtain contracts with customers are considered
those which would not have been incurred if the centract had not
been obtained. For the Group, these costs relate primarily to sales
commissions. The Group has elected to use the practical expedient

as allowable by IFRS 15 whereby such costs will be expensed as
incurred where the expected amortisation period is one year or less.
Where the amartisation period is greater than one year, these costs
are amortised over the contract term on a systematic basis consistent
with the transfer of the underlying goods and services within the
contract {o which these costs relate, which wiil generaiily be on a ratable
basis. impairment of capitalised contract costs was £nil in both 2019
and 2018.

The Group does not recognise any material costs to fulfil contracts with
customers as thesc types of activities are governed by other
accounting standards.

Refer to note 22 for further details of opening and closing balances of
these costs reflected within deferred contract costs.

e. Remaining transaction price

The below table depicts the remaining transaction price on unsatisfied
or partially unsatisfied performance obligations from contracts
with customers.

To;ai
remaining
Deferred Comimpitred transactiop 2022
All figures in £ millions Sales income sﬂes price. ) 2020 B 2021 afg_later
Colrseware T D
Products transferred at 8 point in time {safe orreturn) 917 1 - 1 1 - -
Froducts transferred at a pomnt in time {other} 37 1 - 1 1 - -
Products and services transferred over time 696 s - ns 82 13 u‘z%
Assessments T i ) ) i
Products transferred at a pointin time 174 - - - - - -
Products and services transferred over time 1,290 206 375 581 433 146 2
g:ervices o T ) )
Praducts transferred at a pointin tme 26 3 - 3 3 - -
Products and services transferred over fime - subsctiptions 310 11 - 11 1 - -
Products and services rransterred over time - other
ongoing performance obligations 419 20 106 126 125 _ 1 -
‘—T(-)?_“V T T ‘_"3,869 360 481 241 €56 160 25




144 Pearson plc Annual report and accounts 2019

Notes to Lhe eonsolidated financial statements

3. Revenue from contracts with customers continued

e. Remaining transaction price continued

2018
I Total B ’
rematning
beferred Committed transaction 2021
Altfiguresin £ millions Sales income sales price 2018 2020 and Iatgi;
Courseware e e e e e e ' 7
Procuctstransferred at a point in time (sale or return) 1,228 1 - 1 1 - -
Products transferred at a point in time (other) 35 - - - - - -
Products and services transferred over ime 776 679 B 687 272 131 284
Assessments' S o
Products transferred at apointin time 158 - - - - - -
Products and services transferred over time 1187 196 402 598 420 173 5__
5ervices T T
Productstransferred at a point innme 64 - - - - - -
Products and services transierred over ime - subscriptions 310 17 - 17 13 3 1
Products and services ransferrea over time - other
ongaoing performance obligations 371 19 145 Ted 163 1 R
Total . 4129 912 555 1487 868 308 1

The analysis of Assessments revenues in 2018 has been re-presented 1o better reliect the nature of sales.

Commitied sales amounts are equal 1o the transaction price from contracts with customers, excluding those amounts previously recognised as
revenue and amounts currently recognised in deferred income. The total of committed sales and deferred income is equal 10 the remaining
transaction price.

Time bands stated above represent the expected iming of when the remaining transaction price will be recognised as revenue.

4. Operating expenses

Al figures In £ millions T G 2018
By function: o T o T

Costof goods spld 1,858 1,943
Operating expenses T oo T - o
Distribution costs 73 88
Selling, marketing and product development costs 631 759
Adrministrative and other expenses 999 1,039
Restructuring costs 157 S0
Other income (54) _(B59)
Total net operating expenses o T 77{8*[#]6‘ M““L‘BD?
Other net gains and losses {16) (230)
Total . T Tess e

included in other income is service fee Income frem Penguin Randem House of £4m (2018: £3m). Indluded in adrministrative and other expenses
are research and efficacy costs of £13m (2018: £14m). In addition to the restructuring costs shown above, there were major restructuring costsin
refation to associates of £2m (2018: £12m).
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4. Operating expenses continued
An analysis of major restructuring costsis as follows:

Eﬁguresinimillions 2019 208
;ily n:a}ure: o 7 o ) T ’

Product costs 16 12
Emptoyee costs 90 56
Depreciation and amortisation 14 1
Property and facilities 12 {5)
Technology and communications 2 1
Professional and outsourced services 17 g
General and administrative costs - 7 B & 15
'?otal restructuring—oper;;r;gix;)’(;enses ST T T 157 ‘ E
Share of associate res[ruciuring B - N B o 2 12
}ot?! ” T T T ) ) - 1“59 h 102

In May 2017, the Group announced a restructuring programme to run between 2017 and 2018 to drive further significant cost savings. The costs
of this programme have been excluded from adjusted operating profit so as Lo better highlight the underlying performance (see note 8). in 2018,
property and facilities costs include gains on the disposal of properties sold as part of the restructuring programme.

All figuresin £ millions

B the§ R 2019—\2018
By nature; T o T ) S
Royalties expensed 242 235
Other product costs 466 XY
Emgloyee benefit expense 5 1,452 1637
Contract labour 139 161
Employee-related expense 94 15
Promotional costs 254 233
Depreciation of property, plant and equipment 10 123 £h
Atnortisation of intangible assets - pre-publication 20 271 238
Amortsation of intangible assets - software n 115 88
Amornsation and impairment of intangible assets - other 1Al 151 99
Property and facilities 96 147
Technology and communications 196 192
Professional and outsourced services 480 396
Orher general and agmirustrative costs 104 85
Costs capitalised to itangible assets {465) (330)
Other net gains and [osses (16} (230}
Other income ) o ) {54) (69)
foat e Geas | ssw
During the year the Group obtained the following services from the Group's auditors:
Fﬁglresin £milions - B ’ T T e 2018
%Ee audit;fparenr_ c;mpany and consolidated financial SE:][EmEH-ts 7 ) i 5 7
The audit of the company's subsidiaries i 2 2
?(;t"al audit feé?_ ) ) 7 6
Audit-related and other assurance services - 1
Other non-audit services R B - - -
Total other services T ‘ T ’ B B o - ‘ 1
Total non-audit services . ) ) B - 1

Tota! 7’7 7
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4. Operating expenses continued
Reconciliation between audit and non-audit service fees is shown below:

All figures in £ milions 2018
Group audii fees anlud;\g-;;e:f;r;ftﬁ:taflon under section 404 of the Sarbanes—OxleyA-cT 7 5— )
Non-audit fees - 1
Totat T i 7 7
Fees for attestation under section 404 of the Sarbanes-Oxley Act are allocated between fees payable for the audits of consolidsted and
subsidiary accounts. included in Group audit fees for 2019 are additional fees in relation to prior year audit work.
5. Employee information
Mltfiguresing milions o Notes 2019 2018
Employee benefit expense o T T T
Wages and salaries {including termination costs) 1,258 1,421
Social security costs 100 112
Share-based payment costs 26 25 37
Retirement benelits - defined contribution plans 25 57 L
Retirement berefits - defined benefit plans 25 13 23
Other post-retirement medical benefits 25 1) {12}
Total T I 1,452 1,637
The details of the emoluments of the Directors of Pearson ple are shown in the report an Direclors remuneration.
Averagenumberemplayed o T 2018
Empioyee numbers T o ) o
North America 13,564 14,113
Core 4,951 5,192
Growth 3,692 4,521
Other 526 494
ot I T 22734 2322
6. Net finance costs
A figures in £ millions T T Notes 2018 ] 2018
Interest payable on financial liabilites atamaortised cost and associated dervatives (22)‘7 142}
Interest on legse liabilities (45) -
Net foreign exchange losses (5) (36}
Finance costs associated with transacusons - (1)
Denvatives not In a hedge relationship (12) {7
Derivativesin a hedge relationship - {9}
Finance costs T T (84) 9N
Interestrecaivable on financial assets at amortised cost T o ) 15 18
Intereston lease receivables 1 -
Net finance income in respect of retirement benefits 25 13 1
Dernvatives not in a hedge relationship 2 5
Dernivativesn a hedge relalionship - 1
Finance income o T 41 36
Netfinancecosts B R (43) 155)
Analysed as: i o B ’
Netinterest payable reflected in adjusted earnings (41) (24)
Other net finance costs {2) 310
- - ey (551

Total net finance costs
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6. Net finance costs continued
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included in interest receivable is £1m {2018: £1m) of interest receivable from related parties. Net movernent in fair value of hedges is explained in

note 16.

For further information on adjusted measures above, see note 8.

7. Income tax

All figures in £ millions

Notes

Currentfax
{Charge)/creditin respect of current year

Adiustrments inrespect of prior years

Total clrrent tax {charge)/credit

Deferred tax
In respect of temporary differences

QOther adjustmentsinrespect of prior years

Total deferred tax credit/(charge)

Total tax credit

o } R - - 2019_ ) 2018
{51) 92

B - 21 34

B (30) 126

59 {0)

) 5 (28)

- O E R N -

34 92

The adjustmenis in respect of prior years in both 2019 and 2018 primarily anse from revising the previous year's reported tax provision to 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 amount that would anse using the UK tax rate as follows:

2019

Al ﬁgurem&—ms 2018
;oﬂt before tax o o ) B 232 4‘;8-
Tax calculated at UK rate {2013; 193%, 2018. 19%) (44) {94)
Effect of overseastax rates {2) 128)
Jomntventure and associate income reported net of tax 10 8
Intra-group financing benefir 1 25
Moverment in provisions for tax uncertainries 3 111
Net expense not subject 1o tax (10) (29}
Benefitfrom change inUStax accounting treatment - 5
Gains and losses on sale of businesses not subject 1o tax 57 77
Unrecognised tax losses 17 {9)
Adjustments in respect of prior years - 26 5
Totaf tax credit ' ' ) - )
UK o “ - ' (12) K
Overseas B ) - 46 55
Totalta)gcredit ] R B ; T 3;‘-“_- 92

Inciuded in net expense not subject to tax are foreign taxes not
creditable, the tax impact of share-based payments and other
expenses not deductible.

Factors which may affect future tax charges include changes in tax
legisiation, transfer pricing regulations, the tevel and mix of profitabilicy
in differant countries, and settlements with tax authorities.

The movement in provisions for tax uncertainties primarily reflects
releases due to the expiry of relevant statutes of limitation, utilisation
of brought forward provisions and the establisnment of provisions for
new uncertain tax positions. The current tax liability of £55m (2018:
£72mj)includes £152m (2018: £181m) of provisions for tax uncertainties
principally in respect of a number of issues in the US, the UK and
China. The issues provided for include the aliocation between
territories of proceeds of historical business disposals and the

potentiat disaliowance of intra-Group recharges. The Group is
currently under audit in a number of countries, and the timing of
any resofution of these audits is uncertain. Of the batance of £152m,
£88rm relates to 2015 and earlier and is mostly under audit. Irs most
countries, tax years up to and including 2014 are now statule barred
from examination by tax authorities. Of the remaining balance,
£18mrelates to 2016, E30m to 2017, £4m to 2018 and £12m to 2019.

If retevant enquiry windows pass with no audit, management believes
it is reasonably possible that provision levels will reduce by an
estimated £3m within the next 12 months. However the tax authorities
may take a different view from management and the final liability

may be greater than provided,. For items currently under audit if tax
authorities are successful, any incremental exposure is not expected Lo
be rmateriat this year (2018: £25m). Contingent liabilities relating to tax
are disclosed in note 34.
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7. Income tax continued

The tax rate reflecied in adjusted earnings is calculated as follows:

All figures in £ millions 249 20,?1
Profit before tax - 232 408
Adjustments:
Cast of major restructuring 159 102
Other net gains and losses (16} (230}
Intangible charges 163 M3
Qther net finance costs/income) 2 3
UK pensiocn GMP equahsation - 8
Adjusted profit before tax o -—m;z-o‘ 5:7:2
Total tax credit 34 92
Adjustments:
Tax benefit on cost aof major restructuring (35) (34
Tax benefit on other net gains and losses {68) (31
Tax beneft onintangible charges {48) {18
Tax benefit on other net finance costs - (&)
Tax benefit on UK pension GMP equaiisation - {2)
Tax amortisation benefit on goodwill and intangibles 28 29
Adjusted income tax (charge)/credit ) (7579) ‘)7_
Taxratereflected in adlju.;t-éd earmnfgisimd T L o ) _Tesw  (5.4%
For further information on adjusted measures above, see note 8.
The tax benefit/(charge} recognised in other comprehensive income is as follows:
AWfiguresinEmilions T 2019 2018
Net exchange differences on translation of foreign operations T s {4)
Fair value gain on ethet finanual assers (4} -
Remeastrement of retirement benelif obligations _ 22 5
23 5

8. Earnings per share

Basic Difuted

Basic earnings per share is calculated by dividing the profit attributable  Diluted earnings per share is calculated by adjusting the weighted
to equity shareholders of the company by the weighted average average number of ordinary shares (o take account of ait dilutive
number of ordinary shares in issue during the year, excluding ordinary potential ardinary shares and adjusting the profit attributable,
shares purchased by the company and held as treasury shares. if applicable, to account for any tax conseguences that might arise

from conversion of those shares.

2019

Allfiguresin £ millions 2018
Earnings for the year - - T 266 590

Non-controting interest {2} (2)
Earnings attributable to equity holders of the company T T 264 i SE_E
Weighted average numbe“rm;f shares {miI!ioﬁ;;m_m_—m_—(—- o S 777.0 7781

Effect of dilutive share optons {millions) 0.5 C.b

Weighted average number of shares {millions) for diluted earnings 7775 778.7

Earnings per share

Basic 34.0p 75.6p
Diluted 34.0p 75.?2
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8. Earnings per share continued
Adjusted

For additional detailed information on the calculation of adjusted
measures, see p201-204 (Finandial key performance indicators).
See riote 2 for detaits of specific tems excluded from or included
it adjusted aperating profit in 2019 and 2018,

in arder to show results frorm operating activities on a consistent basis,
an adjusted earnings per share is presented. The Group's definition

of adjusted earnings per share may not be comparable with other
similarly titled measures reported by other companies.

Adjusted earnings is 2 ron-GAAP (non-statutery) financial measure
and is included as it is a key financial measure used by management

to evaluate the performance of the Group and allocate resourcesto
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
iems of income and expenditure relating to acquisition and disposal
transactions, major restructuring programmes and certain other
jitems that are aiso not representative of underlying performance.

Adjusted earnings per share is calculated as adjusted earnings
divided by the weighted average number of shares inissue onan
undituted basis. The following items are excluded from or included
in adjusted earnings:

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 programme began in the second half of
2017 and costs incurred to date relate to delivery of cost efficiencies in
the US Higher Education Courseware business and enabling functions
together with further rationatisation of the property and supplier
portfolio. The restructuring costs in 2019 of £159m mainly relate

to staff redundancies while the restructuring costs in 2018 relate
predominantly to staff redundancies and the net cost of property
rationalisation including the net cost of the consolidation of the
Group's property footprint in Loendon. The costs 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 losses - These represent profits and losses

on the sale of subsidiaries, joint ventures, associates and other
financial assets and are excluded from adjusted earnings as they
distort the performance of the Group as reported on a statutory
basis. Other net gains of £16m in 2019 mainly relate to the 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), realising a gain of £207m, the disposal of the Group's equily
interest in UTEL, the online university partnership in Mexico, realising a
gain of £19m, and various other smaller disposal items for a net gain
of £4rm (see note 37).
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Intangible charges ~ These represent charges in respect of intangible
assets acquired through business combinations and the direct costs
of acquiring those businesses. These charges are excluded asthey
reflect past acquisition activity and do not necessarily reflect the
current year perfarmance of the Group. Intangible amortisation
chargesin 2019 were £163m, including an impairment charge of
£65m retating to acquired intangibles in Brazil, compared with 2
charge of £113m in 2018.

Other net finance income/costs - These include finance casts in respect
of retirement benefits, finance costs of defarred consideration and
foreign exchange and other gains and losses. Finance income refating
ta retirement benefits is excluded as management does nat beleve
that the consolidated income statement presentation under [AS 19
reflects the economic substance of the underlying assets and liabilities.
Finance casts associated with transactions are excluded as these relate
to future earn-outs or acquisition expenses and are not part of the
undertying firancing. Foreign exchange and other gains and losses are
excluded as they represent shert-term fluctuations in market value and
are subject to significant volatility. Other gains and losses may not be
realised in due course as itis normally the intention to hold the related
instruments to maturity. in 2619 and 2018 the foreign exchange gains
and losses fargely relate to foreign exchange differences en unhedged
US dollar and euro joans, cash and cash equivalents.

UK pension GMP equalisation - In 2018, also excluded is the impact of
adjustments arising from clarification of guaranteed minimum penston
{GMP) equalisation legislation inthe UK a3 this relates to historical
circumstances.

Tax - Tax on the above items is excluded from adjusted earnings.
Where relevant, the Group also excludes the benefit from recognising
previously unrecognised pre-acquisition and capital tosses. The tax
benefit from tax deductible goodwill and intangibles is added to the
adiusted income tax charge as this benefit more accurately aligns the
adjusted tax charge with the expected rate of cash tax payments.

nan-controlling interest - Non-centrolling interest for the above items
1s excluded from adjusted earnings.
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8. Earnings per share continued
Adjusted continued

The following tables reconcile the statutory income statement to the adjusted income statement.

Allfigures in £ millions
Qperating profit
Net finance costs
Profit hefore tax

Income tax

012

Profit for the year

Earnings

for diluted earnings

All figures in £ millions

Cperatng profit

Net finance costs

Profit before tax

Income tax

Profit for the year

Earnings

for diluted earnings

o Qther net o

Statutory Costof Othernet finance U¥ pensicn . Tax A:_jjusted

income major gains and intangible income/ GMP amortsationh income

statement  restrucruring losses tharges . _WE?SES__ _e_q_iaili‘fit_ic:l benefit statement

w o '__2_7;;_ 159 {16) 163;_ - - - 581
{43} - - - 2 - - 41

etax 232 159 {16) 163 ; L - 540
34 (35} (68) _(48) - - o 28 o _(89)
266 24 @y 1S 2 - 28 451
Non-controding interest {2} - . - - . - {2
264 124 @4) 115 2 - 28 449
Weighted average number of shares (mitlions) 777.0 777.0
Weighted average number of shares {millians)
7775 7775
Earnings per share (basic) 34.0p >78p
Earnings per share (diluted) 34.0p ) o _577p
o T T T T - 2018
el e o —

Statutory Costof Othernet finance LUK pension Tax Aqusred

income major gains and intangible income/ GMP amaortisation income

statement restructuring losses charges costs  equalisation o benafit staternent

ofic 553 102 7()%6) o ‘171-3"- - 3 T - 5460

(55) - - - 31 - - 28

498 02 (2300 3 31 T8 - sm

92 37 (3% {18) {5) (2_)_ 29 s

theyear o o 590 65 {261} ‘;’: 25 [ 29 549
Non-controling interest (2) - - - - - - <_'_z_)_
588 es wen) 95 s 6 02 547

Weighted average number of shares{millicng) P78 77841

Weighted average number of shares {millions})

7/8.7 7787

Earnings per share (basic) 75.6p 70.3p
qup_[ngi[:er share {diluted) 75:59 ) 70.2p
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9. bividends

Allfiguresingmitions T - R T Y
Final paid in respect of prior year 13p (2018: 12 Op) 101 93
tnte)im paid in respect ofcprremyear 6p(2018:5.5p) ) e - - 45 43

The Directors are proposing a finaidividend in respect of the financial year ended 31 December 2019 of 13.5p per equity share which will absarb
an estimated £106m of sharehciders’ funds. It will be paid on 7 May 2020 to shareholders who are on the register of members on 27 March 2020.
These financial statements do not refiect this dividend.

10. Property, plant and equipment

VRight‘of-use assets Owned éssets
| T 7 ;kssets irr
Land and Plantand Land and Plantand caurse of

Allfigures in £ miflions buildings equipment buildings etquipfment  cohstruction Tatal

E‘;s t e ~ i o .

AL 1 january 2018 - - 330 527 29 886

Exchange differences - - 1 14 1 25
Additions - - 32 22 12 3
Disposals - - {79) (97) - {172)
Reclassifications - - 18 (8) (11} -
Transfer to intangible assets - - -~ - {1 {1}
Transfer to intangible assets - pre-pubii(artion i B i - - - {2} B (2)
AU31December 2018 T T - - 317 asa e 793

Adjustrment oninitial application of IFRS 16 {see note 1k) 418 6 - - - 424

Exchange differences Q) - (8} {15) - 32}
Additions 64 2 - 18 40 124
Disposals (13) (4) {13) (108) (8) (146}
Redlassitications - - 4 {4 - -
Transfer of finance leases - 19 - (19 - -
Transfer to intangible assets - - - {3} 4) 7)
Transferto intangibleiss_grs - Q@Apub!\g:ation i ) B - - (3] 4__(10) {12y
A December2ots T Taw T Tz T ae ms 3 iaas

Right-of-use assets

Owned assets

Assetsin

Land and Plant and Land and Ptantand course of
AH figures in £ millions buitdings equipment buildings eguipment  construction Total
[“)—epregfationM . T T i - ‘
AL 1 January 2018 - - (197) (408) - (605)
Exchange differences - - (5) an - {(16)
Charge for the year - - (20 (46) - (66)
Disposals - - 34 97 - +31
Redassifications e . - e VN € S A
At 31 December 2018 B ' - - (195) 3eh - (556)
Exthange differences 2 - 6 13 - 21
Charge for the year (60) @ 2N (38) - (123)
Disposalts - - 10 116 - 126
Transter of finance leases - (12) - 12 - ~
Transfer to intangible assets - - - 3 - 3
Transfer Lo intangible assecs - pre-publication I S . - 3 - ) 3
At31December20t® 58 U8 @y @5y - 526
Cal;ryingamounts
At 1 January 2018 - ~ 133 119 29 281
A3 Decemberzore == de2 e w3

At 31 December 2019 ' 402 7 100 73 3 618
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10, 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,

Prior to 1 January 2019 the Group leased certain equiprment under a number of finance lease agreements, The net carrying amount of leased
plant and equipment included within property, plant and equipment in 2018 was £7m. On the initial application of IFRS 16 these finance leases
have beentransferred from owned assets to right-of-use assets within property, plant and equipment.

1. Intangible assets

Acquired

customer
lists, Acquired Acquired Other

contracts and  trademarks publishing intangibles
Alkfigures in £ milHong Goodwill Software relationships and brands rights acquired Total
Cost ’ T B o o 7
AU January 2018 2,030 882 889 281 184 485 4,755
Exchange differences 74 32 30 (2) - 1 144
Additions —internaj development - 124 - - - -~ 124
Additions - purchased _ 6 - - - - [
Disposals - (94) (18} 1) - (33) 1157}
Disposal through business disposal - (2) - - - - {2}
Transfer from property, plant and equipment - 11 - - - - 1"
Transfer to assets classified as held for sale 7 - - - - - 7
AC31 December 2018 T 211 859 910 267 184 457 4,888
Exchange differences (57) (22) (29) (10} {5) (20) (143)
Addstions —internal devefopment - 137 - - - ~ 137
additions - purchased - 1 - - - - 1
Drsposais - {15) (88) 19 - 47 (169)
Acquisition through business combination 18 - - - - 23 N
Transfer from property, plant and equipment - 7 - - - - 7
Transfer tointangible assets - pre-publication - (28) - - - - {28)
Mavement in held for sale 67 - - - - - 72
At31 December 2019 T 2139 1,039 793 238 79 413 4,801
T B N _-;\cquired ) o

customer
lists, Acquired Acquired Other

contracts and trademarks publishang intangibtes
All figures in Emillions Goadwill Software relationships  and brands rights acquired Total
Kmorzisatﬁ- o o - N a B
At 1]anuary 2018 - (493) (580} (180) (178) (360} {1,791
Exchange differentes - (23) (26} 1 2 (10} {56)
Charge for the year - (88) {59) (14) {2) (24) (187)
Disposals B 92 18 12 - 33 155
At 31 December 2018 o =12 edn gl (78] (261 1,879)
Exchange differences - 16 22 7 4 19 68
Charge for the year - (115) {51 (23) 2 735) (266}
Disposals - 10 88 19 - 46 163
Transfer from property, plant and equipment - 3) - - - - {3)
Transfer to intangible assers - pre-publication - 16 - - - - 16
At 31 December 2019 - (588) (588 1178) (176) (371 (1,901}
Carrying amounts o o
At 1 january 2018 2,030 389 309 161 4 129 2,9647
AtU31 December 2018 - 211 447 263 86 s % 3009
At 31 Decembt_ELEMQ T 2,139 451 205 &0 3 42 2,9[){_3~
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11. Intangible assets continued
Goodwiil

The goadwill carrying value of £2,139m relates to acquisitions
completed after 1 January 1998, Priorto 1 january 1998 all goodwiil
was written off to reserves on the date of acquisition. For acguisitions
compieted between 1 January 1938 and 31 December 2002, no value
was ascribed to intangibles other than goedwiil which was amortised
over a period of up to 20 years. On adoption of tFRS on 1 january 2003,
the Group chose not to restate the goodwill balance and at that date
the balance was frozen (i.e. amortisation ceased) If goodwill had been
restated, then a significant value would have been ascribed to other
intangible assets, which would be subject {o amortisation, and the
carrying value of goodwil would be significantly lower. For acquisitions
completed after 1 January 2003, value has been ascribed to other
intangible assets which are amortised.

Other intangible assets

Financial statements

Other information 153

Other intangibles acquired include content, technology and
saftware rights.

intangible assets are valued separately for each acquisition and

the primary method of valuation used is the discounted cash flow
method. The majority of acquired intangibles are amortised using

an amaortisation profile based on the projected cash flows underlying
the acquisition date valuation of the intangible asset, which generally
resylts in a larger proportion of amortisation being recognised in the
early years of the asset’s life. The Group keeps the expected pattern of
consumption under review,

Amortisation of £19m (2018: £18mj s included in the income statement
in cost of goods sald and £182m (2018: £169m) in operating expenses.
Impairment of £65m {2018: £nil), of which £53m relates ta other
intangibles acquired and £12m to acquired trademarks and brands,

is included in operating expenses.

The range of useful economic lives for each major class of intangible asset (excluding goodwill and software) is shown below:

Class of intangible asset

Acguired customer fists, contracts and relationships
Acquired trademarks and brands
Acquired publishing rights

Orherintangibles acquired

2019

3-20 years
2-20 years
5-20years
__ 2-20years

The expected amortisation profile of acguired ntangible assets 1s shown below:

AN figures in £ millions

Class ofintangi_ble ésset
Acquired customer lists, contracisand relationships
Acquired trademarks and brands

Acquired publishing rights
Citﬁe_;rmtangim%ﬂ\iu;ei ,,,,

Mare than

Oneto Sixto
fiveyears  _tenyears  tenyears ~  Toal
154 49 2 205
42 14 4 60
3 - -~ 3
31 11 - 42

Impairment tests for cash-generating units (CGUs) cantaining goodwitl

Impairment tests have been carried out where appropriate as described below. Goodwill was allocated to CGUS, or an aggregation of CGUs,
where goodwill could not be reasonably allocated to individual business units. CGUs have been revised in 2019, Impairment reviews were

conducted on these revised CGUs as summarised below:

2019 CGUs

Al figuresin £ millions

Narth American Courséware
GPh

Virtat schoots
Assessments

Care

Growth {includes the separate CGUs of Brazil, China, India and South Africa)

Goodwill

Gaodwill is tasted at teast annually for impairment. The recoverable amaount of each aggregated 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 value less costs of disposal in each of the CGUs. Other than goodwill there

are na intangible assets with indefinite lives.
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11. Intangible assets continued
2018 CGUs

Al figures in £ mitlions

2018

North America

Core

Growth (includes the separate CGUs of Brazil, China, india and South Africa)
Pearson VUE

930
701

480

Total

Following a reassessment of the relative risk in the Brazil CGU
compared to Pearson as a whole, it was determined in the course of
the impairment review that neither the value in use nor the fair value
iess costs of disposal of the Brazil CGU supported the carrying value of
the CGU. As the goodwill related to the Brazil 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
discount rate of 16.3% was used to determine the value in use of the
Brazil CGU. At 31 December 2018, the impairment review showed
headroom of £20m in the Brazil CGU.

Determination of CGUs and realiocation of goodwilt

Pearson fdentifies its CGUs based on its operating model and how
datais collected and reviewed for management reporting and strategic
planning purposes in accordance with |AS 36 “Impairment of assets”.

in 2019, the CGUs and aggregation of CGUs have been revised to take
account of the foilowing:

> The implementation of a new Enterprise Resource Planning (ERP)
systemn in North America meant that ledgers are structured on a legal
entity 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 aresult, the Pearson VUE business has been combined with
the Assessments business as one CGU for impairment testing.

» The disposal of the US K12 Courseware business in 2019 has caused
management to disaggregate the North America CGU.

At 1 January 2019, the goodwill of the previous North America

and Pearson VUE CGUs was therefore realiocated between North
American Courseware, OPM, Virtuat Schools and Assessments,
based on their retative fair value at 1 January 2019 amended to take
into account previous impairments taken. No goodwill was allecated
10 the North American Courseware CGU reflecting the significant
impairments taken in 2015 and 2016.

Key assumptions

For the purpose of estimating the value in use of the CGus,
management has used an income 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 to 2030 was available and used for the
OPM CGU, as the three-year projection reflected the investment phase
and not the longer-term return of this business, and because the
long-term nature of OPM’s contracts allows for reliable forecasts to
be prepared beyond three years. OPM relies on contracts with key
customers and the forecast to 2030 assumes these are renrewed or
replaced. The key assumptions used by managementin the value in
use calculations were:

2,11

Discount rates - The discount rate is based onthe risk-free rate

far government bonds, adjusted for a risk prermum to reflect the
increased risk in investing ir equities. The risk premium adjustment s
assessed for each CGU. The average pre-tax discount rates range from
9.5% 1o 17% (2018; post-tax 7.9% to 15.8%). Discount rates are lower
for those businesses which operate in more mature markets with

low inflation and higher for those operating in emerging markels

with higher inflation.

Perpetuity growth rates - A perpetuity growth rate of 2% (2018: 2%}
was used for cash flows subsequent to the approved budget period for
CGUs operating in mature markets. This perpetuity growth rateis a
conservative rate and is considered to be lower than the long-term
historical growth rates of the underiying territories in which the CGU
operates and the long-term growth rate prospects of the sectors in
which the CGU operates, CGU growth rates between 3.2% (0 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 high inflation. These growth rates are also below the long-term
historical growth rates in these markets.

The key assumptions used by managemend i setting the financial
budgets were as follows:

Forecast sales growth rates - Forecast sales growth rates are based

on past experience adjusted for the strategic direction and near-term
investment priorities within each CGU. Key assumptions include
growth in Online Program Management, Virtual Schools and
Professional Certification, stabilisation in UK Qualifications and

US Assessments, and ongomng pressures in the US Higher Education
Courseware markel. The sales forecasts use average nominal growth
rates between (5%) and 11% (2018: 2% and 3%) for mature markets and
between 5% and 119% {2018: {1)% and 12%}for emerging markets with
high inflation.

Operating profits - operating profits are forecast based on historicat
experience of operating margins, adjusted for the impact of changes to
product costs and the impact of the implementation of our 2017-2019
cost efficiency programme. Management applies judgementin
aflocating corparate costs in order to determine operating profitata
CGU level.
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1. Intangible assets continued
Key assumptions continued

The table below shows the key assumptions for those CGUs for which the carrying value of goodwill is significant in comparison to the total
carrying value of goodwill:

Perpetuit;.

e Discountrate  growthrare

Virtualschools ' 10% 2%
Core 10% 2%
AsSessments 10% 2%

Comparative figures have not been shown as CGUs have heen 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 reasohably

possible changes in key assumptions. The table below shows the headroom at 31 December 2019 and the changes in the key assumptions
required in order for the recoverable amount to equal the carrying value.

Perpetuity  Contribution’

Headroom at Discountrate growth rate reduction p.a.

31 December forzero Perpetuity for zero forzero

7 29‘19 VDiscountrare headroom  growth rate headroom headroom
North American Courseware £115m 10.0% 10.3% 2.0% 1.6% £9m
OPM £81m 10.0% 10.3% 2.0% 0.3% £7m
Core £18Tm 10.0% 10.7% 2.0% 1.2% £15m
Brazil - 16.3% 16.3% 4.1% 4.1% -

* o contnbuton s opetating prefit excluding Tixed costs and corporate overheads.

12, investments in joint ventures and associates
The amounts recognised in the halance sheet are ds fulluws:

Al figuresin

Associates

Jomntventures ~ -

Associates dassified as held for sate ) 397 -
Total 404 392
The amounts recognised in the income statement are as follows:

Altfiguresin £ m‘:llinn; - - ) 2019 270178
Assoclates 54 43
fomtventures ~ i
Total 54 44

Investmentin associates
The Group has the following material associates:

Principal place QOwnership

Nature of Measurement

of business interest  refationship method
Penguin Randam House Lta UK/Global 25% See below Equity
Penguin Random House LLC us 25% Seebelow Equity

On 1july 2013, Penguin Random House was formaed, upon the completion of an agreement between Pearson and Bertelsmann to merge their
respective trade publishing comparites, Penguin and Random House, with the parent companies owning 47% and 53% of the combined business
respectively. On 5 October 2017, Pearson sold a 22% stake in Penguin Random House (o Bertelsmann, retaining a 25% share. Pearson owns its
25% interest in Penguin Random House via 25% interests in each of the two entities listed in the tahle above. Despite the separate legal structures
of the twa Penguin Random House entities, Pearson regards Penguin Random House as ane combined global business. Pearson disclases
Penguin Random House separately, presenting disclosures related to its interests in Penguin Random House on a combined basis.
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12, Investments in joint ventures and associates continued
Investment in associates continued

The sharehaolder agreement includes protective rights for Pearsen as the minarity shareholder, including rights to dividends. Management
considers ownership percentage, Board composition and the additional protective rights, and exercises judgement to determine that Pearson
has significant influence over Penguin Random House and Bertelsmann has the power to direct the relevant activities and therefore control,
Following the transaction in 2017 the assessment of significant influence did not change. Penguin Random House does not have a quoted
market price.

in December 2019, the Group announced the sale of its remaining 25% interestin Penguin Random House. At the end of 2019 the Group’s share
afthe asseis of Penguin Random House has been classified as held for sale on the balance sheet (see note 32).

The summarised financial information of the material associate 1s detailed below:

2019 2018
T panguin Penguin

Random Random

Altfiguresin £ millions House House
As_sﬁs__.m_ i — s e . -
Non-current assets 1,346 1,043
Curreat assers 2,273 1,929

Liabilities

Non-current habilites {1,357) {1,104)
Current lizbilities, {1,874) A(‘I,__S_Lﬁj
Netassets - - _ s
Sales T T T “m:?,g‘iﬁ —2773
Profit for the year 205 185
Other comprehensive (expense)/income {27) 13
Total comprehensive income - S - - 178 ﬁj_:
Dwidends received from associate in relation to profits 63 &7
Re-capitalisation dividends received from assodiate AN b

Theinformation above reflects the amounts presented in the financial staternents of the associate, adjusted for fair value and sirmifar
adjustments. The tax on Penguin Random House LLC is settled by the partners. For the purposes of clear and consistent presentation, the tax
has been shown in the associate line itermns in the consolidated income staterment and consolidated balance sheet, recording the Group's share
of profit after tax consistently for the Penguin Random House associates.

Areconciliation of the full summarised financial information to the carrying value of the material associate is shown below:

2018

2019

T Penguin _—M”Penguin

Random Random

All figures in £ millions House House
Opening naf assets o s ) o i 322 368‘
Adjustment onnitial application of IFRS 16 (see note 1b} 7 -
txchange differences (9} 18
Profit for the year 205 185
Other comprehensive (expense)/income (27} 13
Dividends, net af tax paid (260) (262}
Capital contribution 164 -
Closing net assets o i o o 388 ~ .32,2--
Share of nerassets 97 80
Goodw: 300 307
Carrying value of associate {see note 32) T o B 397 387
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12. Investments in joint ventures and associates continued
Investment in associates continued

information on other individually immaterial associates is detailed betow:

Allfigures in £ millions 2018 2018
Profit/(loss) for the year 3 (3
Total comprehensive income/{expense) 3 (3}

Transactions with rnaterial associates

From time to time the Group loans funds to Penguin Random House which are unsecured and interest is calculated based on market rates.
The amaunt outstanding at 31 December 20319 was £49m (2018: £nil} and interest received was £1m (2018: £1m). The loans are provided under
a working capital facility and fluctuate during the year.

The Group also has a current asset receivable of £16m {2018: £17m) from Penguin Random House arising from the provision of services.
Included in other income (note 4) is £4m (2018: £3mj of service fees. In 2018 the Group received a further re-capitalisation dividend of £50m
which was triggered by the Group's decision to sell a 22% stake in Penguin Random House in 2017.

investmentin joint ventures

information on joint ventures, all of which are individually immaterial, is detailed below:

All ﬁg-urres in £ milhons 2019 ’ 2018
Pofickortheyear T T T e Ty
Towlcomprehensiveincome o -
13. Deferred income tax

Mifiguresing mithans T T T e zave
Deferred ncome taxassets T T T T ey T
Deferred income tax liabilities - B {48) (120)
Netdeforred incometax R S )

Substantialty all of the deferred income tax assets are expected to be recovered after more than one year,

Deferred income tax assets and fliabilities shall be offset when there is a legally enforceable right to offset currant income tax assets with current
income tax liabilities and where the deferred imcome taxes relate to the same fiscal autharity. At 31 December 2019, the Group has unrecognised
deferred income tax assets of £28m {2018: £3Tm} in respect of UK losses, £20m (2018: £28mj] in respect of US losses and approximately £100rm
(2018: £90m) inrespect of losses in other territories. The UK losses are capital losses. The US losses relate to federat and state taxes, Federal tax
fosses can be carried forward indefinitely; state tax fosses have expiry perods of between five and 20 years. Other deferred tax assets of £25m
{2018: £12m) have not been recognised.

Ceferred tax assets of £41m (2018: £43m) have been recognised in countries that reported a tax loss in either the current or preceding year.
The majerity arises in Brazil in respect of tax deductible goodwill. K is considered more likely than not that there will be sufficient future taxable
profits to realise these assets.

The recognition of the deferred income tax assets Is supported by management’s forecasts of the future prefitability of the relevant countries.
in some cases deferred income tax assets are forecast to be recovered through taxable profits over a period that exceeds five vears.
Management consider these forecasts are sufficiently reliabfe 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 foilows:

Retirernent
Trading Refurns benefit Ceferred  Goodwill and
Al figu m}_‘l‘f miltions losses provisions obligations revenue intangibles Other Total
Deferredincome tax as;secs/(l"iraﬁt;iiiities) e o o
AL 1 january 2018 =] 34 (44) 42 {155) 64 (50)
Exchange differences - 1 1 6 {16) {5) 3)
Income statement{cha: gey/benefit 11 “ (21 20 (34) (14) {42)
Disposal through business disposal - - _ - _ 16 6
fax benefitin other comprehensive income - - 9 - - - 9
Tax benetitin equity - - - - - 4 4
At31 December 2018 S 20 17 (55) &8 208y &5 (76}
Adjustrnent onindial application of iFRS 16{see note 1b) - - - - - 15 ]
Exchange differences m ) m (3 [} (5) {5}
Ircome straterment benefit/{char ge) 70 {10 (4} (24} - 32 64
Tax benefit/(charge) in ather comprenensive income - - 22 - - 4) 18
Tax charge in equity - - - - - (5} (5)
At 31 December 2019 B 89 o (28) T (199 ag "1"1‘

Other deferred income tax ttems include temporary differences in respect of share-based payments, provisions, depreciation, interest limitation

and royalty advances.

As at 31 December 2019, no deferred tax assets or liabilities were classified as held for sale (2018: £58m assel}. in 2018 there was a charge of

£8mrelating to assets and liabilities held for sale.

14. Classification of financial instruments

The accounting classification of each class of the Group’s financial assets, and their carrying values, is as follows:

2019 2018
o ‘ Amortised Amortised
Falr value cost Fair value cast
Fa1;' value - Total Fair value - Total
hedging Ftnancial  carrying hedging Financial  carrying
Al figures in £ millions Notes Fvoc! FVTPL  instrument assets value ocCl FVTPL instrument assets value
Investments in
unlisted securities 15 122 - - - 122 93 - - - a3
Cashand cash equivalents 17 - - - 437 437 - - - 5HR 568
Derivartive financial
instruments 16 - 6 48 - 54 - 4 64 - b8
Trade receivables 22 - - - 918 918 - - - 904 904
Other receivable - 182 - - 182 - - - - -
Tradgerecetvables -
within assets dassified
as held for sale - - - - - - - - 49 49
Total financial assets 122 188 48 1,355 1,713 93 654 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

receivable which arose on the disposal of the US K12 Courseware business and is included in other receivables, non-current and current,

innote 22.
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14. Classification of financial instruments continued
The accounting classification of each class of the Group's financial liabilities, together with their carrying values and market vatues, is as follows:

2019 2018
Amortised Amortised
Fair value cost Fair value cost
Fair valua - Other Tatat Tatal Faiv valtie - Gther Tatal Yataf
hedging financial carrymng market hedging financial carrying market
Allfigures in £ millions Naotes FVTPL instrument liabilities valt_le vai_ue FYTPL inst_rumegt liabilities value value
Derivative financial
instruments 06 &) (32) - (39 (39} - {59 - {59) (59)
Trade payables 24 - - {358) (358) {358) - - (311 (311) (311}
Trade payables - withun
liahilities classified as held
for sale - - - - - - - (22} {22) (22}
Bank loans and overdrafts 8 - - (3) (3) 3 - - 43) {43) (43)
Other barrowings due within
oneyear 18 - - (89) {89y (89) - ~ 3 (3 {3
Barrowings due after more
than one year i8 - - (1,572} (1,572} (1,574} - - {6/4) {6743 (6631
Total financial liabilities (WAl (32) {2,022) (2,061) (2,063) - {59) {1,093 (1,112) {1,101

The market value of leases has been stated at book value,

Fair value measurement

As shown above, the Group’s derivative assets and liabilities, unlisted securities and marketable securities are held at fair value. Financial
instruments that are measured subsequently to injtial recognition at fawr value are grouped into levels 1 to 3, based on the degree to which the
fair vatue is observable, as follows:

Level 1 fair value measurements are those derived from unadjusted quoted pnces in active markets for identical assets or liabilities.

Level 2 fair value measurements are those derived from inputs, other than guoted prices included within level 1. that are observable for the
asset or liability, either directly (as prices) or indirectly (derived from prices).

L evel 3 fair value measurements are those derwved from valuation techniques that include inputs for the asset or liability that are not based on
observabte market data (unobservable inputs).

The Group's bonds valued at £595m (2018: £661m) are classified as level 1. The Group's derivative assets valued at £54m (2018: £68m) and
derivative liabilities valued at £39m (2018: £59m) are classified as level 2. The Group's investments in Unlisted securities are valued at £122m
(2018 £33m) and holding in other receivable is valued at £182m (2018: £nil); both are classified as evel 3.

The tollowing table analyses the moverments in level 3 fair value remeasurements:

2619 2018
T Tiwestmenss | inwestments

Other inuplisred in uniisted

All figures in £ millians teceivatle securities Total securttas
Atveginningofyear T - T 22
Exchange differences 1 3) (2) 4
Acquisitian of investments and other receivable 181 12 193 13
Faw value movements - 20 20 7
Disposal of investments ) - - - ) (B)
Atendofyear T e2 12z 34 93

The fair value of the investments in unlisted securities is determined by reference to the financial performance of the underlying asset,
recent funding rounds and amounts realised on the sale of similar assets.

The fair vaiue of the other receivable, which arose on the disposal of the US K12 Courseware business, is determined using present value
techrigues whereby the expected vaiue of future cash flows is discounted Using a rate which s representative of the creditworthiness of the
US K12 Courseware business. The key inputs used in the present value calculations are forecast sales, discount rate and the expected date of a
subsequent sale of the US K12 Courseware business. If the forecast sales used in the calculations were increased/ decreased by 5%, the value of
the receivabie would increase/decrease by approximately £20m. If the discount rate 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 materially sensitive 1o reasonable
changes in the expected date of a subsequent sale of the K12 business.
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15. Other financial assets

All figures in £ millions 2019 2018
AL beginning of year T ) a3 o 77
Exchange differences (3) 4
Acquisition of investments 12 13
Fairvalue movements 20 7
Gisposal of investments - {8}
R o 122 97

At end of year

Other financial assets include unlisted securities of £122m (2018: £93m;} that are classified at fair value through other comprehensive incormne
(FVOCI). The assets, which are not held for trading, relate to the Group's interests in new and innovative educational ventures across the world.
These are strategic investments and the Group considers the classification as FVOCi tc be more relevant. None of the investments are individually
significant to the financial statements. In 2018, equities held at a fair value of E8m were disposed. The cumulative gain on disposal was £nil and

£2m was recycled from the fair value reserve to retained earnings.

16. Derivative financial instruments and hedge accounting

The Group's approach to the management of financial nisks is set out in note 19. The Group’s outstanding derivative financial instruments are

as follows:

T o 2019 o o 2(;1-E_-

E};;singtigr;arl' Gross nmio"nal T

Allfiguresin £ millions amounts Assets Liabthties amuun!s_ﬁ AssEtf - Liabilities
Interest rate deTV; nw";: ln‘afa; value hedge relatlohsh;EU o 3_36 l 13 - A04 13 -
Interest rate derivauves —not in a hedge refationship 557 2 {6) 362 E) -
Cross-currencyrate derivauves - in a hedge refationship 502 29 {31 577 51 (39)
FX derivatives —in a hedge relationship 555 6 m 434 - (24}
FX derivatives - not in ahedge relationship 386 4 (1 473 A -
Total T ) 2336 sa (39 2,250 68 (59)
A_naiysed as expiring: T - B
Inless than one year 1,167 25 (15} 771
L ater thar pne year and not later than five years 694 13 (6} 795
Later than five years B 475 11:3__ i (18) (:§34
}@ﬁw T T ;2,336 54 (_39) 2,2_50_

The Group's treasury policies only ailow derivatives to be traded
where the objective is risk mitigation. These are then designated for
hedge accounting using the following criteria:

» if the derivative and the undertying hedged exposure would normally
be revalued through the income statement and valuation changes
are expected to be perfectly or near perfectly equal and opposite,
these will not be dassifled in a hedge relaticnship.

» Where interest rate and crass currency interest rate swaps are
used to convert fixed rate debt to floating and we expect to receive
inflows egual to the fixed rate debt interest, these are classified as
fair value hedges.

» Where derivatives are used ta create a future foreign currency liability
to provide protection against currency movements affecting the
vaduation of an overseas investment, these are designated as anet
investment hedge.

The Group's fixed rate USD debt is held as fixed rate instruments at
amaortised cost.

The majority of the Group's fixed rate euro debt is convertedto a
floating rate exposure using interest rate and cross-currency swaps.
The Group receives interestunder its euro debt related swap contracts
to match the interest on the bonds {ranging from areceipt of 1.375%
onits euro 2025 notes to 1.875% on its euro 2021 notes) and, in turn,
pays either a floating US dollar or sterling variable rates of GBP Libor +
0.8196 and US Libor +1.36%.
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16. Derivative finandial instruments and hedge accounting continued

GBP and USD Interest rate swaps are subsequently used to fix

an element of the interestcharge. The ail-in rates (including the
spread above Libor) that the Group pays are between 2.2% and 3.6%.
in addition to this the Group has executed additionat interest rate
swaps to offset the floating rate borrowings paying between 0.83% and
2.1%. At 31 December 2019, the Group had interest rate swap contracts
to fix £557m of debt and a further £246m of outstanding fixed rate
bonds bringing the total fixed rate debt to £803m. These fixed interest
rate derivatives are nol in designated hedging relationships.
Additionally the Group uses FX derivatives including forwards, collars
and Cross currency swaps Lo create synthetic USD debt as a hedge of
its USD assets and to achieve certainty of USD currency conversion
rates, in line with the Group's FX hedging policy. Outstanding contracts
as at 31 December 2019 were held at an average GBP/USD rate of
1.34. These derivatives are in designated net investment hedging
relationships. The weighted average rate achieved forthe bondsin a
net iInvestment hedge relationship was GBP/USD 1,58 for the USD
bonds and EUR/GBP 0.86 for the euro bonds. Outstanding contracts
on the cross currency swaps at 31 December 2019 were held atan
average EUR/GBP rate of 0.79. These derivatives are in designated fair
value hedging relationships.

At the end of 2019, the currency split of the mark-to-market vajues of
rate derivatives, including the exchange of principal on cross currency
rate derivatives, was US dollar £{167)m, sterling £{166}m and euro
£336m (2018: US dollar £(185)m, sterling £(215)m and eurc £E432m).

The Group's portfclio of rate derivatives is diversified by maturity,
counterparty and type. Natural offsets between (rahsactions
within the portfolio and the designation of certain derivatives as
nedges significantly reduce the risk of income statement volatility.
The sensitivity of the portfolio to changes in market rates is set out
innote 19.

Fair value hedges

The Group uses Interest Rate Swaps and Cross Currency Swaps as
Fair vatue hedges of the Groups euro issued debt.

Interest rate exposure arises from movements in the fair value of the
Group’s euro debt attributable to movements in euro interest rates.
The hedged risk is the change in the euro bonds fair value attributable
to interestrate movements. The hedged items are the Group's euro
bonds which are issued at a fixed rate. The hadging instruments are
fixed to fioating euro interest rate swaps where the Group receives
fixed interest payments and pays three month Euribor.

As the critical terms of the interest rate swaps match the bonds, there
is an expectation that the value of the hedging instrument and the
value of the hedged item will move in the opposite direction as aresult
of movements in the zero coupon Euribar 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 material change in
the credit risk of swap counterparties.

Aforeign currency exposure arises frorn foreign exchange fluctuations
on transiation of the Group's euro debtinto GBP. The hedged risk is the
risk of changesin the GBPEUR spot rate that will resultin changes inthe
value of the euro debt when translated into GBP. The hedged items are
a portion of the Group's euro bonds. The hedging instruments are
floating to floating cross currency swaps which creates an exposure

{o euro strengthening against GBP within the hedge item. The final
exchange on the cross currency swap creates an exposure to euro
weakening against GBP.

As the critical terms of the cross currency swap match the bonds
there is an expectation that the value of the hedging instrument
and the value of the hedged item move in the opposite direction
as a result of movernents in the EURGBP exchange rate, The hedge
ratic is 100%. Sources of hedge ineffectiveness are a redyction or
modification in the hedged item or a material change in the credit
risk of swap counterparties.

The Group heid the following instruments to hedge exposures to
changesin interest rates and foreign currency risk associated
with horrowings:

Allfigures In £ millions

2019

Changein fair value of

hedging instrument

Carrying amount of used to determine
hedginginstruments hedge ineffectiveness

Nominal amounts of
hedging instruments

Derivative financial instruments for interestrate risi

Dervative financial instruments for currency risk

AR figures in £ millions

13 - 336
25 21) 33e
— — S

Change in fair value of

hedging instrument

Carrying amount of used to determine
hedging instruments hedge ineffectiveness

Nominal amounts of
hedging instrumments

Berivauve financialinstruments for interesrt rate risk

Derivative financial instruments for currency risk

13 (7}
51 3

404
404
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16. Derivative financial instruments and hedge accounting continued
The amounts at the reporting date relating to itemns designated as hedge iterns were as follows:

2019
Accumulated amount
offairvalue hedge
adjustmentson Change in fair value of
_ thehedgeditem hedgeditem usedto Lineitem in profnt or
Carrying amount of included in the determine hedge Hedge loss that includes

Altfiguresin £ millions hedged items carrying amount ineffectrvenass

ineffectiveness hedge ineffectiveness

tnterest rate risk
Financialflabilivies -~ horrowings (347} L. 9 - - nfa
Currency risk

Financiatliabilities - horrowings (347) nfa 21 - n/a

2018

Accumutated amount
of fair value hedge
adjustmentson Changein fair value of

the hedgeditem  hedgeditem used to tineiterm in profit or
Carrying ameunt of indJuded in the determine hedge Hedge loss thatingludes
All figures in £ millions hedged items carrying amount ineffectiveness i tiveness hedgeineffectiveness

Interest rate risk

Financoalliabilities - botrowings {41€) (9) 7 - n/a
Currency risk
Financial liabiities - borrowings (416) n‘a 13} - n/a

Hedge of net investment in a foreign operation

Aforeign currency exposure arises from the translation of the Graug's net investments in its subsidiaries which have USD and euro functional
currencies. The hedged risk is the risk of changes in the GBPUSD and GBPEUR spot rates that will result in changes in the vaiue of the Group's net
investmentin 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 angd derivative financial instruments, including Cross Currency Swaps, FX Forwards and

FX Collars which creates an exposure to USD and euro weakening against GBP.

Itis expected that the change in value of each of these items witl mirror each other as there is a clear and direct economic relationship between
the hedge and the hedged item in the hedge relationship.

Hedge ineffectiveness would artse if the value of the hedged 1tems fell below the value of the hedging instruments however this is uniikely as
the value of the Group's assets denominated in USD and euro are significantly greater than the proposed netinvestment programme.

The amounts related to items designated as hedging instruments were as follows:

2019
Changeinvalue of
hedging
Carrying  instrument used Nominal Hedging Hedge
amount of to determing amounts  gains/{losses} ineffectiveness
hedged hedge ofhedging recognisedin recogrised in
Allfigures in £ millions instrements ineffectiveness  instruments ocl profit or loss
Derivative financtal instruments (21) 13 (722) 13 -

Financial liabilities - borrowings [246) 14 (246) 10 -
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16. Derivative fmanual mstruments and hedge accountmg continued

2818
Change invalue of
hedging
carrying  instrument used Nominal Hedging Hedge
amountof ta determine amounts  gains/losses) ineffectiveness
hedged hedge ofhedging recognised in recognised in
AII r’guresln £ millions instruments lneffettweness nstruments o profitarloss
Derwawe llﬂal’lLlal!nbl'Rﬂleﬂ{b (59) {22) (607) (22} -
Finanaal liabities - bor owings {256} {10} {256) {10) -

i additicn to the above, £3m of hedging gains were recognised in OClin reiation to derivative financial instruments that matured during
the year. Included in the transiation reserveis a cost of hedging reserve of £2m relating to the time vatue of FX collars which is not separately
disclosed due to materiality. :

Offsetting arrangements with derivative counterparties

All of the Group's derivative financial instrumerits are subject to enforceable netting arrangements wich individual caunterparties, allowing net
settlement inthe event of default ofelther party. Derivative financial assets and lsabllltles subject to offsettlng arrangements are as follows

2019 2018

Gross Gross Net derivative Grass Gross Netderivative

derivative derivative assets/ derwvative derivative assetss

AII f‘gu resin £ mllllons assets liabilities liabilities assets liabilities llabllmes
Counterparties in an asset position 52 {34) 18 67 {44) 23
Counterpa: Uesmahabmly position 2 (5} 3) 1 (lS) (14)
Total as presented in the balance sheet 54 (39) 15 3323 (‘39) G

All of the Group's derivative financial instruments are subject to enforceable netting arrangements with individual counterparties, allowing net
settlement in the event of default of either party. Offset arreangementsin respect of cash balances are described in note 17.

Counterparty exposure from all derivatives is managed, together with that from deposits and bank account balances, within credit limits that
reflect published credit ratings and by reference to other market measures (e g. market prices for credit default swaps) to ensure that there is
no significant risk to any one counterparty.

The Group has no material embedded derivatives that are required to be separately accounted for in accordance with IFRS 9
‘Financial Instruments'

17. Cash and cash equnvalents {excluding overdrafts)

Allf!gur:ssnsmlllmns 2019 2018_-
Cash atbankandin hand 401 53
Short-term bank deposits 36 35

437 568

Short-term bank deposits are invested with banks and earn interest at the prevailing short-term deposit rates.

Atthe end of 2019, the currency split of cash and cash equivalents was US dollar 30% {2018: 18%), sterling 12% (2018: 30%), and other 58%
(2018:52%).

Cash and cash equivalents have fair values that approximate to their carrying vatue due to their short-term nature. Cash and cash equivalents
include the following for the purpose of the cash flow statermnent:

Allﬁgures in £ miflions 2019 o ;e

Cash and cash equlvalen[s* o - o B B B 437 568"
Bank overdrafts ) 3 (43)
N S T B ) 434 525_

The Group has certain cash pooling arrangements in US doliars, sterling, euro and Canadian dollars where both the company and the bank
have alegal night of offsel. Offsetting amounts are presented gross in the balance sheet. Offset arrangements in respect of derivatives are
shown in note 16.
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18. Financial liabilities - borrowings

The Group's current and non-current borrowings are as follows:

Allfigures in £ millions 2019 2018

Non-current

1.875% euronotes 2021 {nominal amount €155m; 2018 norrinal amount €250m;) 170 233
3.75% U5 dollar notes 2022 (nominal armount $117m) 39 92
3.25% LS doflar notes 2023 (nominal amount $94m) 72 74
1.375% eureo noces 2025 inominal amount €300m) 262 273
Revolving credit facihity 230 -
Lease habifities (see ncte 35) 749 2

— - _ T 52 o
p—— P R [ s

Due within one year or on demand:

Bank loans and overdrafts 3 43
Lease liabilities (see nate 35) 89 3

92 46
Total borrowings o 1,664 720

Included in the non-current borrowings above is £5m of accrued interest (2018: £6m). Included in the current borrowings above is £nil of accrued
interest (2018: £nil).

Prior to 1 January 2019 the Group leased certain equipment under a number of finance lease agreements which were included within
Financial habilities - borrawings. On the application of IFR5 16 at 1 January 2018 (see note 1b) all {ease [iabilities are now included within
Financial liabilities — borrowings.

The maturities of the Group's non-current barrowings are as follows:

All.ﬁ;;;;ln £ miflions 2019 2018_
Between one and two years B D o TS 1
Between two and five years 609 400
Over live years 712 273
o o T o 1,57é B f’,]i

The carrying amounts and market values of borrowings are as follows:

2619 2018
i Effective Carrying Market B Effective hCarrying Mark"e:_
All figures in £ millions interest rate value value interestrate vatue value
Bank loans and overdrafts I nfa 3 Mﬁﬁi’; n/a A3 43
1 .875% euro notes 2021 2.04% 170 170 2.04% 233 233
3.75% US dellar notes 2022 3.94% 89 90 3.94% 92 a1
3.25% US doflar notes 2023 3.36% 72 72 3.36% 74 71
1.375% euro notes 2425 1.44% 262 263 1.44% 273 266
Revolving credit facility 1.075% 230 230 - - -
Lease labilities B n/a 838 838 n/a 5 "1
N o T T yeea 1,666 720 709

The market vatues 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 companies. The effective interestrates above relate to the underlying dent instruments.
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18. Financial liabitities - borrowings continued

The carrying amounts of the Group's borrowings befare the effect of derivatives (see notes 16 and 19 for further information on the impact of
derivatives) are dengminated in the foliowing currencies:

Allfiguresin £ millions ) - i 2019 —énm
US doliar B ; - 539 188
Sterling 576 23
Euro 442 506
QOther 107 3
T e ) 1664

720

The Group has $0.9bn (£0.7bn) of undrawn capacity on its committed borrowing facilities as at 31 December 2019 (2018: $1.75bn (£1.4bn}
undrawn). In addition, there are a number of short-term facilities that are utilised in the normai course of business. All of the Group's borrowings
are unsecured. In respect of lease obligations, the rights to the leased asset revert to the iessor in the event of default.

19. Financial risk management

The Group's approach tothe management of financial risks together
with sensitivity analyses of its financial instruments Is set out below.

Treasury policy

Pearson’s treasury poticies set out the Group's principles for
addressing key financial risks including capital risk, hquidity risk,
foreign exchange risk and interest rate risk, and sets out measurable
targets for each. The Audit Committee receives quarterly reports
incor porating compliance with measurable targets and review,

and approve, any changes to treasury policies annually.

The treasury function is permitted to use derivatives where their use
reduces a risk or allows a transaction to be undertaken more cost
effectively. Dervatives permitted include swaps, forwards and
collars to manage foreign exchange and interest rate risk, with foreign
exchange swap and forward contracts the most commonly executed.
Speculative transactions are not permitted.

Net debt
The Group's net debt position is set out below:

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

» Ta maintain a strong balance sheet and 3 solid investment
grade rating;

» To continue to invest in the business organicalty and
through acquisitions;

» To have a sustainable and progressive dwvidend policy, and:
» To return surplus cash to our shareholders where appropriate.

The Group aimed to maintain net debe at a level less than 1.5 times
adjusted EBITDA before the adoption of IFRS 16 and less than 2.2 times
adjusted EBITDA after the adoption of IFRS16. This is consistent

with a solid investment-grade rating {assuming no material
deterioration in trading performance) and provides comfortable
headroom against covenants.

At 31 December 2019 the Graup was rated BBR (negative cutlook)
with Standard and Peer’s and Baa2 (stable outlook) with Moody's.

Allfiguresn £ millions ) 2019 2018
Cash and cash equivalents ) ' 437 5%25_
Derivative tinandialinstruments 15 9
Bank lpans and overdrafts 3) 43)
Bonds {593) (672)
Revolving credit facility {230) -
Irvestment in finance lease receivable 196 -
tease habitities o ) (838) {5}
I:‘let de_L I T h S o (i-:‘016‘)‘ (14ﬂ

Interest and foreign exchange rate management

The Group's principal currency exposure is to the US deilar which
represents more than 60% of the Group's sales,

The Group'slong-term debt is primarily held in US dollars to provide a
naturai hedge of this exposure, which is achieved through issued US
doltar debt or converting euro debt to US doliars using cross-currency
swaps, forwards and collars. As at 31 December 2019, £1,641m of the
Group's debt is held at fixed rates (2018 £674m), with £23m held at
floating rates (2618: £103m), partially offset by US dollar cash
balances which attract floating rate interest.

See note 16 for details of the Group's hedging programme which
addresses interest rate risk and foreign currency risk.

Overseas profits are converted Lo sterling to satisfy sterling cash
outflows such as dividends at the prevailing spot rate at the time
of the transaction. To the extent the Group has sufficient sterling,
Us dollars may be held as dollar cash to provide a natural offset to
the Group's debt or to satisfy future Us dollar cash outflows.

The Group does not have significant cross-border foreign exchange
transactional exposures.
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19. Financial risk management continued
Interest and foreign exchange rate management continued

As at 31 December 2019, the sensitivity of the carrying value of the Group’s financial instrurments to fiuctuations in interest rates and exchange

rates is as follows:

2018

Impactof 1% Impactof 1% Impactof 10% Impactof 16%

Carrying increasein decrease in swengthening weakeningin

All figures in £ millions value nterestrates interestrates insterling sterding
Investments in ualisted securities T T o T:IZZ - R {9) "
Other receivable 182 - - {17) 20
Cash and cash equivalents 437 - - (32) 39
Derwvavve financialinstruments 15 16 (18) 22 (23}
Bonds (593) 11 12y 53 (64)
Other borrowings (1.071) 2 (2) 46 (56)
Qﬂmr net financial assets 560 - - (43) 52
.Total financial instruments (348) 29 {32) 20 R (2_1)
T - 2018
I -|f;'|‘p(aY(EGf1°A i ]r:;lpactofrﬂf; lmpact of 10% lmpact of 1’&‘“"_

Carrying increasein decrease in strengthening  weakening in

All figures in £ mdlions value interestrates interestrates " sterilng‘w . stfilln_g
Investments inunlisted Se&l;rmﬁzs S T T S 93 - - o (7 9
Cash and cash eqguivalents 568 - - (36) 45
Derivative financial instruments 9 (3) 3 1 h
Borids (672} 17 (1) 61 (74}
Other borrowings (48) - - 2 [E)]
Cither net financial assets 620 - - ~ J5j) o ,,E
Totalfinancialinstruments T gy 1 a (30) 38

The table shows the sensitivities of the fair values of each class of
financial instrument to an isolated change in either interest rates or
foreign exchange rates. Other net financiaj assets comprises trade
receivablesess trade payables. A significant proportion of the
maovements shown above would impact equity rather than the income
statement due to the location and functional currency of the entities
in which they arise and the availability of net investment hedging

The Group's income statement is reported at average rates for the
year while the balance sheet is transiated at the year-end closing
rate. Differences between these rates can distort ratio calcukations
such as debt to ERITDA and interest cover. Adjusted operating profit
translated at year-end closing rates would be £22m lower than the
reported figure of £581m at £559m. Adjusted EBITDA translated at
year-end dosing rates would bhe £26m Jower than the reported figure
of £804m at £778m.

Liquidity and re-financing risk management

The Group regularly reviews the level of cash and debt facilities
required to fund its activities. This involves preparing a prudent

cash flow forecast for the next three to five years, determining the
levet of debt facilities required to fund the business, planning for
shareholder returns and repayments of maturing debt, and identifying
an appropriate amount of headroom to provide a reserve against
unexpected outflows.

Al 31 December 2019, the Group had cash of £0.4bn and an
outstanding drawing of £230m cn the US dollar denominated
revalving credit facility due 2024 of $1.19bn (£0.9bn).

The $1.19bn facility contains interest cover and leverage covenanis
which the Group has complied with for the year ended 31 December
2019. The maturity of the carrying values of the Group’s borrowings
and trade payables are set gutin notes 18 and 24 respectively.

At the end of 2019, the currency split of the Group’'s trade payables
was US dollar £214m, sterling £57m and other currencies E87m
{2018: US dollar £178m, sterling £57m and other currencies £98m).
Trade payables are all due within one year (2018: alt due within
oneyear).

The table opposite analyses the Group’s bonds and derivative assets
and liabitities into relevant maturity groupings based on the remaining
period at the balance sheet date to the contractual maturity date.
Short dated derivative instruments have not been included in this
table. 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.

Financial counterparty and credit risk management

Financial counterparty and credit risk arises from cash and cash
equivalents, favourable derivative financial instruments and deposits
with banks and financial institutions, as well as credit exposures to
customers, including outstanding receivables. Counterparty credit
limits, which take published credit rating and other factorsinto
account, are set to cover the Group's total aggregate exposure to a
single finandial institution. The limits applicable to published credit
rating bands are approved by the Chief Financial Officer within
guidelines approved by the Board. Exposures and limits applicable

to each financial institution are reviewed on a regular basis.
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19. Financial risk management continued
Financial counterparty and credit risk management continued

Otherinformation 167

Analysed by maturity

Analysed by currency

Greater than Later than
one month oneyear

ardlessthan  butlessthan Fiveyears
Al figuresin £ millions oneyear five years or mare Tokal UsD GBP Other Total
At 31 December 2619 T o T
Bonds 12 354 259 625 177 - 448 625
Rate derivatives - inflows (19} (223) (332) (574) (41) (172} {361} (574)
Rate derivatives — outflows 23 237 331 581 242 344 5 591
FX forwards - inflows {186) {24} - (210) - (210} - {218)
FX forwards - outfiows 186 23 - 209 209 - - 209
Total ) 16 387 258 641"“ o &5-87““ o (38) 92 641
AL 31 December 2018 o o
Bonds 14 431 277 722 189 - 533 722
Rate derwvatives — inflows (20} (288) (343 {651) 410 (167 {444) {h5%)
Rate derivatives - agutfiows 23 289 341 hh53 254 390 9 653
FX forwards - inflows {251) {34) - {2B6) - (286) - (286)
FX forwards - outflows 275 37 - 312 312 - - 312
Total T 41 o 434 o 75

275 750 715 (63) 98 750

Cash deposits and derivative transactions are made with approved
counterparties up to pre-agreed limits. To manage counterparty risk
associated with cash and cash equivalents, the Group uses a mixture
of money market funds as well as bank depaosits. As at 31 Decemnber
2019, 84% of cash and cash equivalents was held with investment
grade bank counterparties, 12% with AAA money market funds

and 4% held with non-investment grade bank counterparties.

For trade receivables and contract assets the Group’s exposure to
credit nsk is influenced mainly by the individual characteristics of
each customer, However, risk associated with the industry and
country in which customers operate may also influence the credit risk.
The credit quality of customers is assessed by taking into account
financial position, past experience and other relevant factors.
Individual credit limits are set for each customer based on internal
ratings. The compliance with credit limits is regularly monitored by
the Group. A default on a trade receivable is when the counterparty
fails to make contractual payrents within the stated payment terms.
Trade receivables and contract assets are written off when there is
no reasonable expectation of recovery. The carrying amounts of
financial assets, trade receivables and contract assets reprasent the
maximum credit exposure.

Trade receivables and contract assets are subject to impairment using
the expected credit loss model. The Group applies the IFRS 9 simplified
approach to measuring expected credit losses which uses a lifetime
expected credit loss atiowance for all trade receivables and contract
assets. To measure the expected credit losses, trade receivables

and contract assets have been grouped based on shared credit risk
characteristics and the days past due. See note 22 for further details
ahout trade receivables and contract assets including movements in
provisions for bad and doubtful debts.

Change of accounting policy: Amendments to tFRS 9 and IFRS 7

Pearson has considered the impact of IBOR reform on Pearson's hedge
accounting. The Group has elected to early adopt the ‘Amendments to
IFRS 8, and IFRS 7 Interest Rate Benchmark Reform’issued in
September 2019. in accordance with the transition provisions,

the amendments have been adopted retrospectively Lo hedging
relationships that existed at the start of the reporting period or were
designated thereafter. The amendments provide temporary relief
from applying specific hedge accounting requirements to hedging
relationships directly affected by IBOR reform.

The reltefs have the effect that IBGR reform should not generally cause
hedge accounting to terminate. However, any hedge ineffectiveness
continue should be recerded in the Income statement. Furthermore,
the amendments set out triggers for when the refiefs will end, which
inciude the uncertainty arising from interest rate benchmark reform
no ionger being present.

Pearson has a imited exposure to changes in the EUR IBOR
benchmark. The Group has €£385m {£336m) of [nterest Rate Swaps
which are in fair value hedge relationships of €395m (£336m).
Pearson has considered a IBOR transition plan. Pearson currently
anticipates that the areas of greatest change will be amendments to
the contractual terms of EUR-IBOR-referenced floating-rate swaps,
and updating hedge designations

In summary, the reliefs provided by the amendments that apply to the
Group are:

> In assessing whether the hedge is expected to be highly effective on a
forward-looking basis, the Group has assumed that the Euribor
interest rate on which the cash flows of the interest rate swap that
hedges fixed-rate Euro bonds is not altered by IBOR reform.

» The Group will not discontinue hedge accounting during the period
of IBOR-related uncertainty solely because the retrospective
effectiveness demonstrates ineffectiveness due to 1BOR reform.

The Group has assessed whether the hedged Euribor risk compeonent
is a separately identifiable risk only when it first designates the hedge
and not on an ongoing basis
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20. Intangible assets - pre-publication

All figures in £ millions o o 2019 2018

as,tmm_,\ e e Pt
At beginning of year 2,096 1,854

Exchange differences (65) 70

Additions 306 328

Chisposals (82) (158)
Transfer from property, plant and equipment 9 2

Transfer from intangtble assels 12 -

At end of year T 2,275 Z,DQAE\“
Amortisation o o T o

At beginning of year {1,279) (1.113)
Exchange differences 53 (%3}
Charge for the year 261) (271)
Disposals B2 158

At end of year 777(1,405) i 7(1277973
Carrying a;ﬁ—o_;.mts at end of year - o o 870 - 815"

included in the above are pre-publication assets amounting to £585m (2018: £577m) which will be realised in more than one year.
Amortisation is included in the income statement in cost of goods sold.

In addition to the above, in 2019 there was 3 £10m charge and additions of £13m relating to assets and liabilities 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
te assets and liabilities held for sale.

21. Inventories

Al Fgrenin £ milions )
Raw materials o T o - o o 5 5
Waork in progress 2 -
Finished goods 155 149
Retirns asset 7 10
T e e — _ — - 15!1;7" e

The cost of inventories recognised as an expense and included in the income statement in cost of goods sofd amounted to £231m (2018: £376m).
In 2049, £33m {2018: £39m) of inventory provisions was charged in the iIncome statement. None of the inventory is pledged as secunity.

Inciuded within the inventory balance is the estimation of the right to receive goods from contracts with customers via returns. The value of the
returns asset is measured at the carrying amount of the assets at the time of sale aligned to the Group’s normal inventory valuation methodoiogy
less any expected costs to recover the asset and any expected reduction in value. Impairment charges against the inventory returns asset are

£nil in 2019(2018: £nil). The returns asset alt relates to finished goods.
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22.Trade and other receivables
AT;—I-EU resinf ;;illluns o ) ) o : 2019 2018
Current T ) - '"
Tradereceivables 903 B74
Royalty advances 4 5
Prepayments 138 103
investrent in finance lease receivable 25 -
Deferred contract costs - 1
Accrued income 1 2
Other receivables 134 193
o o ) o T 3 ) : ~ 1,2?75 1,178
E&n{urreﬁé& T ) ) \
Trade receivables 15 30
Royalty advances - 2%
Prepayments 7 13
Investment in finance lease 1 ecewable 171 -
Deferred contract costs - 1
Accruedincome 5 10
Other receivables 115 25
otV ——— . .- - 313 —;1700

Accrued income represents contract assets which are unbilled amounts generally resulting from assessments and services revenue streams
where revenue to be recognised over time has been recognised in excess of customer billings to date. Impairment charges on accrued income
assets are £nil (2018: £nil). The carrying value of the Group's trade and oiher receivables approximates its fair value. Trade recelvahies are stated
net of provisions for bad and doubtful debts.

The movements in the provision tor bad and doubtful debts are ds folluws.

All figures in £ millions

At beginning of year

Adjustment on initial apphcation of iIFRS 9

Exchange ditferences
Income statement movements
Utilised

At end of year

internationally dispersed.

2019"

The ageing of the Group's trade receivables is as follows:

All figures in £ millions
ﬁt.hin duedate
Up ta three months past due date
Three to six months pastdue date
Six ta nine months past due date
Nine to 12 months past due date
More than 12 months past due date

2018
- 7 {96) T e
- (i2)

3 2
(35) )

36 M

- i o , e (96)

Concentrations of credit risk with respect to trade receivables are limited due to the Group’s large number of customers, who are

S - D

o 605

155 272

35 72

9 16

14 24

51 14

B T 7 " N ) _91EWR 394

Net trade receivables

The Group reviews its bad debl provision at least twice a year following a detailed review of receivable balances and histarical payment profiles,
and assessment of forward looking risk factors. Management believes all the remaining receivable balances are fully recoverable.
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23, Provisions for other liabilities and charges

Deferred Di”s;msals Legal
Alffiguresin £ miflions consideration Property and closures and other Total
At1lanuary 2019 T ’ 42 102 5 16 168
Adjustrrent on inital application of ITRS 16 (see note b} - (101) - - o
“xchange differences (1 - - (2) 3]
{harged to iIncome statement - 10 - 67 77
Released to income statement - - (5! {15) {20}
Utilised {5) M - (17 £23)
Transfer from trade and cther habilities - 6 - - 6
Transfer to other liabilities (36) - - - (36)
Ac31December201s - - T4 es
Analysis of provisions:
ORI e v
Defen.'rred Disposals h Legal
AHfigures in £ mdlions consideration Total

Current

Non-current

Property andclosures

and other

Current

Non-current

& 2 5 7
36 100 - 9
42 5 16

Deferred consideration primarily related to the formation of a venture in North America in 2011. This provision was reclassified to other liabilities

during 2019,

Property provisions in 2018 predominantly related to restructuring and onerous leases. The main provisions related to the consolidation of

162

London properties and were expected to be utilised from 2020. Uncertainties around property provisions related to prevailing market conditions

inciuding potential subletincome, lease terms including rent free periods, void periods, lease incentives and running costs. On the initial

application of IFRS 16 {see note 1b}in 2019 onerous lease provisians have been offset against the relevant right-of-use asset. Propertly provisions

in 2019 relate 1o restructuring and dilapidation provisions.,

Legal and other includes legal claims, cantract disputes and potential contract losses with the provisions utilised as the cases are settled.

Also inciuded in legal and other are other restructuring provisions that are generally utilised within one year.

24. Trade and other liabilities

Allfiguresin £ millions

Trade payables

Sates return bability

Social security and other taxes
Accruals

Deferred income

interest payahle

Other liabilities

Less: non-current portion
Accruals

Deferred income

Other liablities

Current portion

2018

B " 3se 21
122 173

13 18

295 397

360 387

28 46

188 225

1364 1,555

- 15

55 &5

31 74

T ee 155
T -
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24. Trade and other tiabilities continued

The carrying value of the Group’s trade and other liabilities approximates its fair value. The deferred income balance comprises contract liabilities
in respect of advance payments in assessmettt, testing and training businasses; subscription income in school and college businesses; and
chligations to deliver digital content in future periods.

25. Retirement benefit and other post-retirement obligations

Backgraund plan set up for auto-enrolment. The defined benefit section of the
UK Group plan s a final salary pension plan which provides benefits
1o members in the form of a guaranteed {evel of pension payable for
life. The fevel of benefits depends on the length of service and final

The Group operates a number of defined benefit and defined
contribution retirerment plans throughout the world.

The largest plan is The Pearson Pension Plan (UK Group plan} pensionable pay. The UK Group plan is funided with benefit payments
in the UK, which s sectionalised to provide bath defined benefit and from trustee-administered funds. The UK Group plan is administered
defined contribution pension benefits. The defined benefit section in accordance with the Trust Deed and Rules in the interests of its
was closed to new members from 1 November 2006. The defined beneficiaries by Pearson Group Pension Trustee Limited.

contribution section, opened in 2003, is open ta new and existing

employees. Finally, there is a separate section within the UK Group At31 December 2019, the UK Group plan had approximately 26,000

members, analysed in the following table:

Allfigures in % . ) ’ Activg Def"erred 7I5ensiune;s ‘Total
E)etined t)El'IEf;-( - T o - ——“ 2? ‘ - 33 o 5—3
Defired cantribution 7 ) 7 - o L ) 3§- - 47
ol o s s
The other major defined benefit plans are based in the US. These are The defined contribution section of the UK Group plan ocperates a

also final salary pension plans which provide benefits to members in Reference Scheme Test (RST) pension underpin for its members.

the form of a guaranteed pension payable for life, with the level of Where amember's fund value is insufficient to purchase the RST
henefits dependent on length of service and final pensionable pay. pension upan retirement, the UK Grougp plan is liable for the shortfail

The majority of the US pians are funded. o cover the member's RST pensian. Aliability of £33m (2018: £23m)

inrespect of the underpin is included in the UK Group plan's defined
benefit obligation, calculated as the present value of projected
payments less the fund value. From 1 January 2018, members who
have sufficient funds to purchase an RST pension are able to convert

The Group also has several post-retirement medical benefit plans
{PRMBs), principally in the US. PRMBs are unfunded but are accounted
for and valued similarly to defined benefit pension plans.

The defined benefit schemes expose the Group to actuarial nsks, their fund value into a pension in the UK Group plan as an alternative to
such as life expectancy, inflation risks, and investment risk including purchasing an annuity with an insurer. The Group does not recoghise
assetvolatility and changes in bond yields, The Greup is not exposed the assets and liabilities for members of the defined contribution

10 any unusual, entity-specific or plan-specific risks. section of the UK Group plan whose fund values are expected to be

sufficient to purchase an RST pension without assistance from the
UK Group plan. The defined contribution section of the UK Group plan
had gross assets of £512m at 31 December 2019 (2018: £453m).
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25. Retirement benefit and other post-retirement obligations continued
Assumptions

The principal assumptions used for the UK Group plan and the US PRMB are shown below. Weighted average assumptions have been shown for
the other plans, which primarity relate to US pension plans.

2019 2018

UKGI‘O\JP Qther T '7VW70‘;;; B -

Alifiguresin % plan plans PRMB plan plans ~ PRMB

Inflation B 737.6“_”“”_ B 17 ‘ITS N _3_3 1.6 - 1.5

Rate used to discount plan habitities 2.0 3.0 31 2.8 4.0 4.1

Expecred rate of Increase in Salaries 3.5 29 3.0 3.8 2.9 2.0
Expected rate of increase for pensions in payment and

deferred pensions 1.85t05.05 - - FANGER) - -

Initial rate of increase in healthcarerate - - 6.8 - - 7.0

Ultimate rate of increase in heaithcare rate - - 5.0 - - 55

The UK discount rate is based on corporate bond yields adjusted to
reflect the duration of liabilities.

The US discount rate is set by reference tc a US bond portfolio
matching model.

The inflation rate for the UK Group plan of 3% reflects the RPI rate.
In line with changes to legislation in 2010, certain benefits have been
calculated with reference to CPl as the inflationary measure and i
these instances arate of 2% has been used.

The expected rate of increase in salaries has been set at 3.5% for 2019,

For the UK Group plan, the mortality base tabie assumptions have
been updated and are derived from the SAPS 52 for males and females,
adjusted to reflect the observed exparience of the plan, with Ch!
model improvement factors. A 1.5% long-term rate improvement on
the CMimodel is applied for both males and females.

For the US plans, the mortality table {Pri - 2012} and 2019 improvement
scale (MP - 2019) with generational projection for maie and female
annuitants has been adopted.

Using the above tables, the remaining average life expectancy in years of a pensioner retiring at age 65 on the balance sheet date for the

UK Group plan and US plansis as follows:

oK Us
Al figuresin years T TTw s T e T e @:
Male T o T 240 738 266 207
Female 24.3 ?ALL’ 226 ) 22.7

The remaining average ife expeciancy in years of a pensioner retiring at age 65, 20 years after the balance sheet date, for the UK and US Group

plansis as follows:

UK us
Afffiguresin years o 2019 2018 2019 720‘]13“
Male o - i 255 254 222 FTE)
Female 26.1 26.3 24}.1 24.2

Although the Group anticipates that plan surpluses will be utilised during the life of the plan to address member benefits, the Group recogrises its

pension surplus in full in respect of the UK Group plan on the hasis 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 obtigations have been met.
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25, Retirernent benefit and other post-retirement obligations continued
Financial statement information

The amounts recognised in the income statement are as follows:

ot e
" oDefnea
UK Graup benefit Defined
All figures in £ millions dp_lai_“‘_r Omef__,,j'ﬂﬂ_fi‘mb“‘ff’ﬂ___j'fﬂ*’_ﬁ,‘j"fi
Corremtservicacost 6 3 9 57 - 66
Past service cost - - - - - -
Curtailments 2 - {2) - m (3
Administration expenses 6 - 6 - - [
Totaloperatingexpense 1w 3 13 s (m &9
interest on plan assets (89) (3) 94) ~ - 94)
interest on plan liabilities i3 8 007 ~ 2 3
Nethnanmcetnoomevempense Tam o am T T oy
Netngmesmemencerarge @ w m s 1 s
o e
S e T e T -
UK Group benefit Defined
Al figures in £ millions ptan other Sub-roral  contribution PRMB Torat
Curentserwice cost T T T e T s e
Past service cast B - 8 - - 2
Curtailments - - - - ) {1
Administration expenses . _h ) - 776 - - ) A
Totaloperating expense a2 T aa 6 an a7
Interest on plan assets {82) {5) (87) - - (87)
intergst on plan habilities %8 6 74 B - 2 76
Netfinance {income)/expense ____ ja 1 an - 7w
Netncome stavemenccharge 3w % e
The amounts recognised in the balance sheet are as follows:
- T T T T T T T e T T — 2618
e T e e e
UK Group Qrtherfunded unfunded UK Group Other funded unfunded
Al figures in £ millions plan plans plans Total plan plans plans Totat
Farvaueofplanassets 334 120 - 3461 T3240 w1 - 338t
Present value of defined
benefitubligaion 2912y (3% U9 (3069)  267M US89 2848
Net pension asset/(liability) 429 (18) (19) 392 569 (A7) (9 533
Other post-retirement medicat
benefit abligation 43 43
Other pension accruals R UL - o o } (13}
Netretremenchenetasset T T g
;ﬁgyg,é;__ﬁlb_ai,¥ S P J— —— T
Retirement pbenefit assets 429 57%
Retirement benefit ogbig__aﬂ_onidk - . o {100}
The following gains/(losses) have been recognised in other compreherisive incorme:
Al figu:;s in £ millions T 7;::::;::——N—EI? *‘_EU;B—
amounts recognised for defined benefit plans T am s
ATogmmgnised !mpost—rvr‘iremﬁed?calbenefir plans o L o j.* - &

Total recognised in year ’ {145) i
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25. Retirement benefit and other post-retirernent obligations continued
Financiai statement information continued

The fair value of plan assets comprises the following:

2019 2018
UK Group 0?19;- o UK Group 0{herﬁ

Altfiguresin % - ptan  funded plans Total plan  funded plans Total
nsurance ToTTmmmTe 43 - Taz 28 1 29
Equsties 1 1 1 1 2
Bongs 5 2 7 - 2 2
Property 5 - / - 7
Pooled asset investiment funds 30 - 30 44 - 44
pthef 13 - 13 16 - 1B

The plan assets de not include any of the Group's own financial instruments, or any property occupied by the Group, The table below further
disaggregates the plan assets into additional categories and those assets which have a quoted market price in an active market and those that

do not:

2019 2018
Quoted No quoted Quoted No qun:e::l |
Allfigures in % market price  market price marketprice market prce
lnsurar;&; o o T T 43 T 29 ~
Non-UK eguities - 2 - 2
Fixed-inlerest secunties 7 - 2 -
Property - 5 - 7
Pooled asset investment funds 30 - a4 -
Other - 13 - o 16
Toat - ; 80 20 7525
The liguidity profile of the UK Group plan assets is as foilows:
All figuresin % 0 - 2019 ZU{Sm
[l-ci\rlidi- call <1 rmonth T T N N 37 51
Lessliguid - cali 1-3 months - -
H quid - call 22 months 29
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25. Retirement benefit and other post-retirement obligations continued
Financial statement information continued
Changes in the values of plan assets and liabilities of the retirement benefit plans are as foliows:
o B 2019 T 2018
T UkGroup  Omer  UKkGroup  Other
Al figures in £ miltions plan pians ) Toral ptan plans Total
Fairvalue of planassets T T T '
Opening fair value of plan assets 3,240 141 3,381 3,337 155 3,492
Exchange differences - (5} (5} - 4 4
Interest on plan assets 89 5 24 82 5 87
Return on plan assets excluding interest 133 13 146 (45) 3 (58)
Contributions by employer 3 2 5 & 1 7
Benefits paid 124) {16} (140) (140} (11} {154
Qther ) - __(30) (20} - - -
Closingfair value of planassets 3381 120 3461 3240 141 3381
Presentvalue of defined benefit obligation
Opening defined benefit obligation (2,671) {177) (Z2,848) (2,782} (181} [£.973)
Exrhange differences - 5 5 - (3) 3
Current service cost (6) (3) 9 ) (2 (3)
Past service cost - - - {8} - 8)
Curtailments 2 - 2 - - -
Administration expenses (6) - {6) {5) - (5}
interest on plan kabilites (73} (6) (79} (68) (&) (74)
Actuarial gains/{losses) —experience 6) {n &) 49) (2) (51}
Actuanal gains!(lnsgeq] - demographic 18 1 19 {12} - {12}
Actuanal gains/{losses) - financial (294) (12} (3086) 131 3 137
Contributions by employee ~ - - - - -
Other - 20 20 - - -
Benefits paid ) 124 16 L 140 1 151
Closing defined benefit obligation o esw s GOS  ReT) 07 s
The weighted average duration of the defined benefit obligation is 16 years for the UK and 8 years for the USs,
Changes in the value of the US PRMB are as follows:
Mifigores w € millions e 2018
Opening defined benefi obligavon T T T T aey ey
Exchange differences 1 (2)
Current service cost - 1
Curiailments 1 11
interest on plan liabihues (2) 2
Actuarial gans/{losses) ~experence 4 4
Actuanal gains/Atasses)~ demagraphic 1 -
Actuanal gains/(losses) ~financial {2y 2
Benefits patd L R i o 3 4
Closing definedbenefitobligation - - ' 3 @)



176 Pearson plc Annual report and accounts 2019

Noles 1o the consolidated financial statements

25. Retirement benefit and other post-retirement obligations continued

Funding

The UK Group plan is self-adminisiered with the plan’s assets being
held independently of the Group in trust. The trustee of the planis
reguired to act in the best interest of the plan’'s beneficiaries.

The mostrecent triennial actuarial valuation for funding purposes
was completed as at 1 January 2018 and this valuation revealed a
technical provisions funding surplus of £163m. The plan expects to
be able 1o provide benefits (in accordance with the plan rules)

with a very low 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 flaws that can be expected to
match the cash flows for a proportion of the membership, and include
a kabifity-driven investment mandate (UK honds, interest rate/inflation
swaps and other derivative instruments), pensioner buy-in insurance
policies, inflation-linked property and infrastructure; and return
seeking assets, which are assets invested with a longer-term horizon
to generate the returns needed to provide the remaining expected
cash flows far the beneficiaries, and include diversified growth

funds, property and alternative asset classes. The plan's long-term
investment strategy allocates 91.5% to matching assets and 8.5% to
return-seeking assets.

Sensitivities

in February 2019, the UK Group plan purchased a further pensioner
buy-in policy valued at approximately £500m with Legal & General.
This is in addition to the previous buy-in policies with Aviva and Legal &
Generaltotalling £1.2bn which were purchased in 2017. As a result of
this latest transaction, 35% of the UK Group plan’'s pensicner Liabilities
are now matched with buy-in policies. These transfer significant
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 plan in 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 total pension expense is

as follows:
T T S - T o 2019
Al figures in £ milrons 1%increase 1% decrease
Effect:
{Decreasejfincrease in defined benefit obligation ~ UK Group plan {434) 591
{Decrease)/increase in defined benefit abfigation - US plan {11} 13
The effect of members living one year more or one year less on the defined benefit obligation 15 as follows:
N - e T T 2010
Qneyear Oneyear
Al figuresin £ millions increaie decvease
Effect.
Increase/(decrease) in defined benefit chligation - UK Group plan 132 {126)
Ingrease/(decrease) in defined benefit abligation - Us plan __8 8
The effect of a half percentage point increase and decrease in the inflation rate is as follows:
T o T 2019 )

Allfigures in £ millions

0.5% Increase 0.5% decrease

Effect:
Increasef{decrease) in defined benefit ohhgation - UK Group plan

Increase/(decrease) in defined henefit obligation - US plan

153 (136)

The above sensitivity analyses are hased on a change in an assumption while holding all other assumptions constant, although in practice this is
unlikely to occur and changes in some assumptions may be correlated. When calculating these sensitivilies, the same method has been applied to
calculate the defined benefit obligatinn as has been applied when calculating the liability recognised in the balance sheet. This methadology is the
same as prior periods.
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The Group recognised the following charges in the income statement in respect of its equity-settied share-based payment plans:

All figures in £ milliohs

Pearson plans

The Group operates the following equity-settied employee option and
share plans:

Worldwide Save for Shares Plan - Since 1994, the Group has operated
a Save-As-You-Earn plan for UK employees. in 1998, the Group
introduced a Worldwide Save for Shares Plan. Under these plans,
employees can save a portion of their monthly salary over periods of
three or five years. At the end of this period, the employee has the
option to purchase ordinary shares with the accumulated funds at a
purchase price equal to 80% of the market price prevaiing at the time
of the commencement of the employee’s participation in the plan.
Options that are not exercised within six months of the end of the
savings periodlapse unconditionally.

Employee 5tock Purchase Plan—in 2000, the Group estabtished an
Employee Stock Purchase Pian which allfows all employeesin the US to
save g portion of their monthly salary aver six-month periods, Atthe
end of the period, the employee has the option to purchase American
Depositary Receipts (ADRs) with ther accumulated funds at a purchase
price equal to 85% of the lower of the market prices prevailing at the
beginning or end of the period.

Long-Term Incentive Plan - The plan was 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 to five-year period, and in the case of
executive directors and senior management upon the satisfaction of
corporate performance targels over a three-year period. These targets
may be based on market and/or non-market performance criteria.
Restricted shares awarded to executive directors in May 2019 and

May 2018 vest dependent on relative total shareholider return,

return on invested capital and adjusted earnings per share growth.
Other restricted shares awarded in 2019 and 2018 vest depending

on continuing service over periods of up to three years.

Management Incentive Plan - The plan was introduced in 2017
combining the Group's Annual Incentive Plan and Long-Term Inceritive
Plan for senior management. The number of shares to be granted to
participants is dependent on Group performance in the calendar year
preceding the date of grant {on the same basis as the Annual Incentive
Plan). Subsequently, the shares vest dependent on continuing service
over a threa-year periad, and additionally in the case of Pearson
Executive management, upen satisfaction of non-market based
performance criteria as determined by the Rermuneration Committee.
Restricted shares awarded as part of the 2018 Management incentive
Plan were granted in Aprit 2013, Restricted shares awarded as part of
the 2019 Management Incentive Plan will be granted in April 2020.

The number and weighted average exercise prices of share options granted under the Group’s plans are as follows:

Outstaﬁdxng at beginming of year

Granted during the year
Exerased durng the year
Faorferted during the year

Expired during the year

Qutstanding at end of year

2019 2018

 Numberofshare  Welghtedaverage  Numberofshare  weighted average
options exercise price options exercise price
000s Go0s £
2728 576 2981 684
660 677 728 580
(419) 674 {70) 6.57
{492) 6.21 (658) 758

{83) 115 {244) 8.19
2398 ko6 s S
et 7aa e wat

Gptions exercisable at end of year

Cplions were exercised regularly throughout the year. The weighted average share price during the year was £8.07 {2018: £8.45). Early exercises
arising from redundancy, retirement or death are treated as an acceleration of vesting and the Group therefore recognises in the income
statement the amount that otherwise would have been recognised for services received over the remainder of the origina! vesting period.

The options ocutstanding at the end of the year have weighted average remaining contractual jives and exercise prices as follows:

Range of exercise prices

2019 2008

Number of Weighted average Number of Weighted average
share opticns contractual life share options contractual life
000s Yaars 000s Years

2,376 1.94 2,553 2.29

18 1.04 175 0.29
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26. Share-based payments

tn 2019 and 2018, options were granted under the Worldwide Save for Shares Plan. The weighted average estimated fair value for the options
granted was calculated using a Black-5choles option pricing model.

The weighted average estimated fair values and the inputs into the Black-Scholes model are as follows:

2019 2078
weighted average Weighted average
Fair value S £2.31 © E188
Werghted average share price £8.30 £7.49
Weighted average exercise price £6.77 £5.80
Expected volatility 32.07% 35.78%
Expectedlife 3.7 years 3.7 years
Risk-free rate 0.66% O.87%
Expected dividend yield 211% 5.21%
Fgrfei[u rerate

3.2% 3.2%

The expected volatility is based on the historical velatility of the company’'s share price over the previous three to seven years depending on the
vesting term of the options.

The following shares were granted under restricted share arrangements:

2019 2018
Number of Weighted average fair Number of Weighted average fair
shares value shares value
000s £ 0095 £
Long-Term Incentive Plan 2,785 8.09 2,907 755
Management Incentive Plan 1,435 8.49 2,035 245

The fair vatue of shares granted under the Long-Term Incentive Plan and the Management Incentive Plan that vest unconditionally is determined
wsing the share price at the date of grant. The number of shares expected to vest is adjusted, based on historical experience, to accountfor
potential forfeitures. Participants under the plans are entitled to dividends during the vesting period and therefare the share priceis not
discounted.

Restricted shares with a market performance condition were valued by an independent actuary using @ Monte Carfo 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
condilions are taken into consideration by adjusting the number of shares expected to vest based on the mostlikely outcome of the relevant
performance criteria.

27. Share capital and share premium

Number of Share Share

shares capital premium

000s R £m Em

ALY fanuary 2018 o T T T 802,054 200 2.602
Issue of ordinary shares - share option schemes 864 1 o
Furchase of own shares o (21,840) o 5} -
At 31 December 2018 o T 781078 195 2,607
Issue of ordinary shares - share option schemes 1,021 - 7
Purchase of own shares . - = -
At 31 December 2019 T o ' 782,099 195 2614

The ordinary shares have a par value of 25p per share (2018: 25p per share). Alt issued shares are fully paid. All shares have the same rights.

The £300m share buyback programme announced in October 2017 was completed on 16 February 2018. Afurther 22m shares were purchased
under the programme in 2018. The shares bought back have been cancelled and the nominal value of these shares transferred to a capita!
redemptionreserve. The nominal value of shares cancelled at 31 December 2019 was £11m {2018 £11m).

The Group manages its capital to ensure that entities in the Group wil! be able to continue as a going 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 attributable to equity holders
of the parent, compnsing issued capital, reserves and retained earnings.

The Group reviews its capital structure on a regular basis and will balance its overall capital structure through payments of dividends, new share
issues as well as the 15sue of new debt or the redemption of existing debt in line with the financial risk policies outiined m note 19.

28. Treasury shares

VPearscln plc_
¥;;nberaf o )
shares

000s £m

.Z(.-‘L Janﬁ;a ry 201 é-—lﬁ_“_r‘_{—“v‘“ ) o ‘5,994 ’ GT
Purchase of treasury shares - -
Release of treasury shares i ] e . ) (2,765 (28)
At31December2018 ' T e es T
Purchase of treasury shares 6,100 52
Release of treasury shares B L L 6,067} (61)
AT31 December 2019 "' 5258 2

3,258 24

The Group holds Pearson plc shares in trust to satisfy its obligations under its restricted share plans {see note 26}. These shares, representing
0.4% {2018: 0.4%} of called-up share capital, are treated as treasury shares for accounting purposes and have a par value of 25p per share.

The nominal value of Pearson plc treasury shares amounts to £0.8m (2018: £0.8m}. Dividends on treasury shares are waived.

At 31 December 2019, the market value of Pearson plc treasury shares was £21m (2018 £30m).

29. Other comprehensive income

2019
__ mwbwablewcquiyhodersofthecompany
Fair value Translation Retained controling
Allfigures in £ millions ) ) . . teserve = reserve _ earnings ,E_TDEM mterest  Total
Ié;ﬁ;;;a;r:;;m;eigadssiﬁed to thr; income statement
Net exchange differences on translation of foreign operations - Group - {113} - (113) - (113)
Net exchange differences on translation of toreign
operations - associates - {2) - (2) - (2
Currency transiation adjustment disposed - 4 - 4 - 4
Attributable tax - - 5 5 - S
Items that are not reclassified to the income statement
Fair value gain on arker financial assets 20 - - 20 - 20
Altributable tax - - 4} (4} - (4}
Remeasurement of retirement benefit obligations - Group - - (145} {145} - (145)
Remeasurement of retirement berrefit nbligations - associates - - 4} {4) - (4}
Attributable tax - - 22 22 - 22

Other comprehensive (expense)/income for the year 20 (H‘t)ﬁ 77&26]7 (217} - (—ZTI_}
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29, Other comprehensive income continued

2018
Attributable to equity E‘!i?.lr_sli):t!\frcf‘vfi_;—;\-rz o, T
Fair value Transiation Retained controlling

AHfigures in £ mitlions e reserve reserve earnings Total o interest TotaF_
ltemns that may be reclassified to the income sta.t;r;q_—e;_q;;__w_m -
Net exchange differences on translation of foreign opet ations - Group - 91 - 91 - 91
Net exchange differences on translation of foreign
onerations - assoctates - ) - I - 5}
Currency translation adjustment disposed - 4 - 4y - 4
Attributable tax - - 4 4y - 4
Iterms that are not reclassified to the income statement
Fair value gain on other financial assets B - - 8 - 8
Attributabie tax - - - - - -
Rereasuremert of retirerment benefit sbligations - Group - - 22 22 - 22
Remeasurement of retirement benefit chligations, - aesociates - - 3 2 - 3
Attributable tax - - El s - 9
Other comprehensive income (expense) for theyear s s e A - 2
30. Business combinations
During the year the Group made some small acquisitions, including Lumerit Education and Smart Sparrow, for (otalf consideration of £40m.
Details of the assets acquired, and the associated consideration, are shown in the table below.
all figures in £ mithons oo | ) L
Intangible assets o S 23
Trade and olher recewables 1
Trade and other liabilities B L
Netassetsacquired S R 22
Goodwill o 1B
Totat T T T e ey
Satisfied by:
Cash - . 40
Total consideration S T o N 40
There were no significant acquisitians in 2018. There were no material adjustments to prior year acquisitions in 2019, The net cash outflow
relating to acquisitions in the year is shown below.
Mnguresing millions h 9 208
Cash flow on acquisitions o e B
Cash - current year acquisitions (40) -
Deferred payments for prior year acquisitions ang ether items 8 (5)
Net cash outflow ) o (45) (5)

During 2019, the Group’s associate, Penguin Random House raised additional capital from its owners in proportion to their equity interests with
the Group's share being £40m.
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In March 2049, 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 including £180m of deferred proceeds which include the fair value of an unconditional vendor note for $225m and an entilement to
20% of future cash flows to equity holders and 20% of net proceeds in the event of a subsequent sale (see note 14 for further details). Tax on the

disposalis a benefit of £51m. Other disposal items relate to investment sales and adjustments to prior year transactions.

Alltiguresin £ millions

Disposal of subsidiaries and associates
Property, plant and eguipment

Intangible assets

Investments in joint ventures and assocates
Net deferreqincome Lax assels

Intangible assets - pre-publication
tnventories

Trade and other recevables

Cash and cash equwvatents (excluding overdrafts)
Nat deferred income tax liabilities

Trage and other liabilities

Provisions for other liabiities and charges

Cumulative currency translation adjustment

Net assets disposed

Cashreceived

Deferred proceeds

Fair value of financial asset acquired

Costs

Gain on disposal

All figures in £ millions

Cash flow from disposals
Cash - current year disposals
Cash and cash equivalents cisposed

Costs and other disposal liabilities paid

Net cash (outflow)/inflow

Analysed as:
Cash (outfiow)/inflow Trem sale of subsidiaries

Cash inflow irom sale of joint ventures and associates

B N ) - 2019 2018

: . . Notes . .VKTZ- Momer Total Totar
- - - 17}

(101) - (101) (7

- - - (3)

{10D) - oo -

(238} - (238) (8)

(64} - (64) (h

t70) - (70} 30}

{104) - {(104) {119)

_ _ - g

520 - 520 172

- - - 1

- T+ R . B - (4 4

- T Coaeny - pen

20 - 20 243

180 - 180 2

) - (26) @3 {16)
e - ) 13 3 1 230
_ o e ; o ~ Vi 2072 2;?85_
20 243

(104) (119)

(17 {23)

- - 71 T hon 01
101} B3

18
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32. Held far sale

The held for sale assetin 2019 is the 25% hoiding in Penguin Random House following announcement of the sale in December 2019. Held for sale
assets and liabilities in 2018 related to the US K12 Courseware business prior to disposal in 2019.

2019 2018
Al figuresin £ millions Total o Tozal
Nen-current assets T —
Intangible assets - 168
investments in joint ventures and associales 397 -
Deferred income tax assets - 98
Trade and olher receivables - 25
o T 397 291
Current assets
intangible assers~ pre-publication - 242
trventories - 55
Trade and other receivables - 60

- 357

hssets classifedashetdforsale T T e
Nen-current liabilities - T o
Other liabilities - (371
o T e D (371)
Current liabilities
Trade and other habilities - {202}
O o L e e PR e (202}
iiabilitres classified as held for sate T T _ B 7777—7 . 1573)
Niasset& (|ass]fied as held fDr sale e = 397 ?5

Goodwill is allocated to the held for sale businesses on a relative fair value basis where these businesses form part of a larger cash generating
unit (CGU}.

The Group has historically presented the results of PRH separately within segment information (see note 2) to provide further information about
the compasition of the Group outside of the primary segments. The Group has notviewed Penguin Random House as comprising a separate
major line of business since the sale of 22% of the Group's stake in Penguin Random House to Bertelsmann in 2017. On this basls, the Group

has not dassified Penguin Random House as a discontinued operation.
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33. Cash generated from operations

M figures in £ millions - B T Notes 2019 2018
Profit - B _ i m 266 590
Adjustments for:

Income tax (34) (92)
Bepreciation 10 123 66
Amortisation and impairment of acquired intangiblies and goodwill " 151 99
Amortisation of software 11 115 88
Net finance cosls 6 43 55
Charges relating Lo GMP egqualisation - 5
Share of results of joint ventures and assodiates 12 (54) (44}
Profit on disposal of subsidiaries, associates, investments and fixed assets {9) {(3'5)
Net profit on disposal of right-of-use assets helg urder feases 4) -
Net foreign exchange adjustment from transactions {21) 28
nvestment income (2) -
Share-based payrment costs 26 25 37

Pre-pubhcation (55) {37)
{riventories {20} (10j
Trade and ather recevables 59 {15)
Trade and ather liabilities {157} 35
Retirement berefit cbligatians 5 {9
Frovisions for other tiabilities and charges ) 49 €3
Eét cash genérated from operations ’ B ) 48-(_)-"7 7‘__541
Diwidends from joint ventures and associates &4 "7
Re-capitalisation dividends from Penguin Random House - B0}
Purchase of property, ptant and eguipment (55} (74)
Acquisition of new right-of-use lease assets (04)

Purchase of intangible software assets {138) (130)
Proceeds from sale of properly, plant and eguipment and intangible software assets 1 128
Disposal of nght-of-use tease assets 17 -
Investment income 2 -
Net cost paid for/(proceeds from) major restructuring L o B . m {25)
Operating cash flow . ) B - ) | 418 513
Qperating tax paid 9) (43)
Net operating finance costs paid (64} (22)
Operating free cash flow ) T 3;& 448
Non-operating tax paid (21} -
Net (cost paia for)/proceeds fram majar restructuring (111) 25

Freecashflow ) ) ) 213 ar3
Dwvidends pard (including to non-controlling interests) {148) (137)
ﬁ;;;;:ﬁ;nt offunas from (;perations ----- ) B i - B 55 ) 33-5
Acguisitions and disposals {193} Q2
Re-capitalisation dividends from Penguin Random House - 50

Loans (advanced)/repaid (including to related parties) (49} 46
New equity 7 6
Buyback of equity - {153)
Purchase of treasury shares (52} -
Other movements on finanazhinstruments ) - ) - N (9) {6)
Net movement of funds o 7 ) (231) 37

Exchange movements on net ert . 24 {82}
ﬁ—almove_r;ent innet debt ; } . o o ) _{207) 289

Opening net debt 143y T
idj_us:mem oninitial application of IFRS 16 (665} -

Closing net debt

_016)

(143}




184 Pearsen plc Annual report and accounts 2019

Notes 1o the consolidated financial statcments

33. Cash generated from operations continued

Net cash generated from operations is translated at an exchange rate approximating the rate at the date of cash flow. The difference between
this rate and the average rate used to translate profit gives rise tc a currency adjustment in the reconciliation between net profit and net

cash generated from operations. This adjustment reflects the timing difference between recognition of profit and the related cash receipts

or payments.

Operating cash flow, operating free cash flow and total free cash flow are non-GAAP (non-statutory) measures and have been disclosed and
reconciled in the above table as they are commonly used by investors (o measure the cash performance of the Group. In the cash flowstatement,
proceeds from sate of property, plant and equipment comprise:

Al hgures in £ millions 2019 2018
ﬁe}{book amount 3 41
_E@fiffﬂDSS}On safe of property, plant and equipment (2} 87
Prbéeeds from safe of property, plantand equipment - ~ t 128

The movements in the Group's current and non-current borrowings are as follows:

New leases/ Transfer from Foreign Fair value and
{FRS 16 dispesalof  non-current Financing exchange other
All figures in £ miliions 2018 Transition leases 0 current cash flows  movements  movements 2018
Financial liabilities
Non-current borrowings 643 192 61 (88) 230 [£:18)) 9 1,567
Current borrowings 25 89 - 88 (139) 16 - 79
668 881 61 - 91 (64) 9 1,64?

Non-current borrowings include bonds, derivative financial instruments and leases. Current borrowings include loans repayable within one year
and leases, but exclude overdrafis classified within cash and cash equivalents.

34, Contingencies and commitments

There are contingent Group liabilities that arise in the normal caurse of business in respect of indemnities, warranties and guarantees in relation
to former subsidiaries and in respect of guaranteesin relation to subsidiaries, joint ventures and associates. In addition, there are contingent
Hahilities of the Groupin respect of unsettied or disputed tax liabilities, legal claims, contract disputes, royalties, copyright fees, permissions

and cther rights. None of these claims are expected to result in a materiat gain or toss to the Group.

On 25 April 2018, the European Commission published the full decision that the United Kingdom controlled foreign company group financing
parttal exemption (FCPE) partially constitutes State Aid. The Group has lodged an appeal. The Group has benefited from the FCPE in 2018 and
pricryears by approximately £116rn. At present the Group believes no provision is required in respect of this issue.

During 2019 the Group received an assessment from the tax authorities in 8razil challenging the deduction for tax purposes of goodwill
amortisation for the years 2013 to 2016. Similar assessments may be raised for other years. Potential total exposure could be up to £124m
{BRL 656m) up to 31 December 2019, with additional potential exposure of £45m (BRL 239m) in relation Lo deductions expected to be taken in
future periods. Such assessments are common in Brazil. The Group believes that the likelihood that the 1ax authorities will ultimately prevaitis
low, and that the Group’s position is strong. At present the Group believes no provision is required.

At the balance sheet date there were no commitments for capital expenditure contracted for but not yetincurred. Commitments in respect of
leases are shown in note 35.

35. Leases

The Group's lease portfolio consists of approximately 750 property leases, mainly offices and test centres, logether with a number of vehicte and
equipment leases. The Group has adopted IFRS 16 ‘Leases’ at 1 January 2019 and applied the modified retrospective approach. Comparatives for
2018 have not been restated. The Group has elected not to recognise right-of-use assets and lease liabiiities for short-term leases that have a lease
term of 12 months or less and leases of low value assets. The Group recognises the lease payments associated with these leases as an expense on
a straight-line basis over the lease term.

Disclosure required by IFRS 16;
As alessee:

The amounts recognised in the income statement are as follows:

All iguresin £ millions Note 2018
Interest on lease liabitities 6 (45)
Expenses relating to short-term leases {2)

Depreciation of right-of-use assets 10 (64)
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35. Leases continued
Right-of-use assets comprise the following and are included within property, plant and eguipment in the balance sheet:

- o 2019

tand and Plantand

All figures in £ millions buildings equipment Total
Balance at t January 2019 - - -
Adjustment cn im‘!ialapplica{icmEJHFRS 16 (see note 1b) - 418 6 424
Balance at 31 Decermnber 2019 402 7 409

For additional analysis of the right-of-use assets, including additions, depreciation and disposals, see note 10.

Lease liabilities are included within financial liabilities - borrowings in the balance sheet, see note 18. The maturities of the Group's lease liabilities

are as follows:

All figurasin £ millians

Less than one year B 123
Onetofive years 420
More than five years B o - 622
Total undiscounted Iea;é liabilities T » ~ N ) ]-:}6_5;
Vl:é;sédl'l-.;i)illli't‘i-e‘swinclL}ded in the balance sheetmr 838
Analysed as: B

Current as

Non-current 749
The amounts recogntsed in the cash flow statement are as follows:

AH figures in £ millions ) o o I 2019

Total cash outflow fc:rlea-sés asalessee‘ o 13E

At the balance sheet date commitments for capital leases contracted for but notyetincurred were £25m. Extension and termination options and
variable lease payments are notsignificant within the lease portfolio. Short-term leases to which the Group 1s committed at the balance sheet date

are similar to the portfolic of short-term leases to which the short-term lease expense is disclosed above,

As alessor:

In the event that the Group has excess capacity in its leased offices and warehouses, the Group sub-leases some of its properties under operating

and finance leases.

The amounts recognised in the income statement are as follows:

All figuresin £ rillions

Note 2019
Interest on finance lease receivable 6 11
Income from sub-leasing right-of-use assets (within otherincome) 17
The amounts recognised in the cash flow statement are as follows:
All figuresin £ millions 2019
Total cash inflow for leases as a lessor 37

During the year the investmentin finance fease receivable decreased by £19m due to payments received.
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35. Leases continued
The following table sets out the maturity analysis of lease payments receivable for sub-leases classified as operating leases, showing the

undiscounted lease payments to be received zfter the reporting date, and sub-feases classified as finance leases showing the undiscounted lease
payments to be received after the reporting date and the net investment in the finance tease receivable.

Operéting Finance
All figures in £ millions leases leases 2015 Total
Lessthanone year S o 12 34 46
One 1o Iwo years 4 4G 44
Two ta three years 4 33 37
Three to four years 3 30 32
Four to five years 3 31 34
More than five years %@ 67T &7
Total undiscounted lease payments recevable o 45 235 281
Unearned finance income ) (39)
Netinvestmentin fingnce leasereceivable ) - 196
1AS 17 disclosure for 2018:
The maturity of the Group‘s finance lease obligations is as follows:
Al figures in £ millions B o __7777”” h o T o 2018
Finance lease liabilities - minimum lease pé;r;eintsr o 7
Notiater than one year 3
Later than one year and not later than two years 1
Later than twa years and not later than three years t
Later than three years and not later than four years -
Later than faur years and notlater than five years -
L ater than five years -
Future finance charges on finance leases L o -
Present value of finance lease liabilities o B o 5
The presentvalue of the Group's finance lease obligations is as follows:
‘Ai;ﬂgures inf milliunsr o oo T e e o e ZOE
Not tater than one year 3
Later than one year and notlater than five years 2
Later than five years =

The carrying amounts of the Group's lease obligations approximate their fair vatue.

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 statementin 2018 was £128m. The future aggregate minimum lease payments in respect of operating
teases were as foliows:

AH ﬁgur;;i;; £ mitlions . B ’ o } o o o 2018
Not later than one year 143
Later than one year and not later than two years 130
Later than two years and not later than three years 15
Later than three years ana not later than four years 101
Later than four years and notjater than five years 91
Later than five years . 595

1175
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35. Leases continued

In the event that the Group had excess capacity in its leased offices and warehouses, it entered into sub-lease contracts in order to offset costs.
The future aggregate minimum sub-iease payments expected to be received under non-cancellahle sub-leases were as follows:

All figuresin £ millions ) _ 2018
Not larer than one year v o - ) ) Y
Later than one year and not later than two years 44
Later than two years and not later than three years £
Later than three years and not later than four years 39
Later than four years and not later than five years 35
lLater than five years o 124
e - . - -~

36. Related party transactions
Jointventures and associates
Amounts advanced to joint ventures and associates during the year and at the balance sheetdate are setout in note 12.

Key management personnel

Key management personnel are deemed to be the members of the Pearson executive (see p57). Itis this Commitiee which had responsibility
for planning, directing and controlling the activities of the Group in 2019. Key management personnel compensation is disclosed below:

.A-llﬂgur;;;a £millions . e 2015- 201!?_
-Stht-(erm employ);a-e benefits ‘ o - ) 5 “"5
Retirement penefits 1 1

Share-based payment costs B . 4 7
Total ) ' - o ' BT 4

There were no other material related party transactions. No guarantees have been provided to related partres.

37. Events after the balance sheet date

In January 2020, the Group commenced a £350m share buyback programme in connection with the announcement in December 2019 of the
sale of its remaining 25% interestin Penguin Random House.

38. Accounts and audit exemptions

The Pearson plc subsidiary companies listed kelow are exempt from the requirements of the Companies Acl 2006 relating to the audit of
individual accounts by virtue of section 479A.

Company nul:\‘1ber Company number
Alﬂwycr_\_‘;ﬁ;\énce Lim\t;d T 7 0sz439 ;-éav son Loan g;;.;rlce No. 4 L|;1-;£ed - E)-2635‘w o7
Cdexcel Limited 04456750 Pearson Loan Finance No. § Limited 12017252
Education Development International plc 03914767 Pearson Loan Finance No. & Limited 12030662
Longman Group (Overseas Holdings} Limited 00690236 Pearson Loan Finance Unlimited 05144467
Majar123 Limited 05233023 Pearson Management Services Limited 00096263
Pearson Australia Finance Unlimited 05578463 Pearson Overseas Holdings Limited 00148205
Pearson Books Limited 02512075 Pearson Pension Trustee Services Limited 10803853
Pearson Brazil Finance Limited 08848874 Pearson PRH Holdings Limited 08561316
Pearson Canada Finance Unlinited 05578451 Pearson Real Estate Holdings Limited 09768242
Pearson Dollar Finance pic 5111013 Pearson Services Limited 01341060
Pearson Dollar Finance Two Limited 06507765 Pearson Shared Services Limited 04523185
Pearson Education Holdings Limited 00210859 Pearson Strand Finance Limited 11051691
Pearson Education investments Limited 08444933 PVYNT Limited GBO38GER
Pearson Education Limited 00g72828 TQ Catalis Limited 07307943
Pearson Funding Four Limited 067370304 TQ Clapham Limited 0/307925
Pearsan International Finance Limited 02496206 TQ Global Lirmited 07802458

PearsonLoan Finance No. 3 timited

q§052651
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As at 31 December 2019

All figures in £ millions o 202
Assets
Non-current assets
Investments in subsidiaries 6,664 6,710
Amounts due from subsidiaries 2122 2,269
Geferred income tax assets 21 -
Financaal assets - derwanve financial instiuments 29 &7
“ 8,836 9,046
Current assets
Armounts due from subsidiaries 827 361
Amaunts due from related parties 48 -
Current Income tax assets 2 28
Cash and rash equivalents (excluding overdrafts) 18 50
Financial assets - derivative financial instruments 25 i
Other asseis 2 -
L e e e e e — ‘;52 s
Total assets 9,758 9,486
Liabilities
Non-current liabilities
Amounts due to subsidiaries (2,740) {2,944)
Financiatliabilties - borrowings (230) -
Financial liabilities - derivative financial instruments (24) (36)
T 2084 (2980
Current liabilities
Amounts due to subsidiaries (1,800} {2,007
Financial liabilities - borrowings - a1
Other liabilities (5) {8)
Financiatliabilities - derivative financial instruments {15) (23
(18200 (2,049)
Totalliabilities (4.814) (5029
Net assets 4944 4497
éau_!;y T e e e i e
Share capital 195 195
Share premium 2,614 2,607
Treasury shares 21 12
Capital redemption reserve 1" 1
Special reserve 447 447
Retwained earnings - including profit for the year of £78%m (2018: loss of £160m) 1,656 1,185
he company T 4944 4,457

Total equity attributable to equity holders of the company

These financial statements have been approved for issue by the Board of Directors on 6 March 2020 and signed con its behalf by

i ——

— i ‘_ —
T SRS o

Coram Williams
Chief Financal Officer
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Equity attributabie to equity holders of the company

Share Share Treasury rede;?aﬁ::: Special Retained

Allfigures in £ millions capital premum shares reserve reserve earnings Total
At 1 January 2019 ) ) 195 2607 12 N 11 447 1,185u 4,457
Erinfili faor the year i ) o - - - - 789 785
Issue of ordinary shares under share opuon schemes - 7 - - - - 7
Buyback of equity - - - - - - -
Purchase of freasury shares - - (52) - - - (52)
Release of treasury shares - - 61 - - 61) -
Capital reduction - - - - - (110) £110)
Dwidends - - - - - {147) (147
At31December 2018 s 2,614 21 1M a7 1656 4944
B o B o E;I:J‘i-(y attributable to eqs&;;w-olders of the cc?m pany

) B Capical T

Share Share Treasury  redemption Special Retained

All figuresin £ millions B capital premium shares Teserve reserve earnings ) Total
AC1january 2018 200 2602 T am T s 447 1511 4749
Lossfar the year - - - - - {160) {160)
tssue of ordinary shares under share option schemes 1 5 - - - - 6
Buyback of equity () - - 5 - {2) (2)
Purchase of treasury shares - - - - - - -
Release of ireasury shares - - 28 - - {28) -
Dividends B - - - - - (136) {136)
At31 December 2018 ) 195 2,507 12 o 447 1185 4457

The capital redemplion reserve reflects the nomnal value of shares cancelled iny the Gruup's share buyback programme. The special reserve
represants the cumulative effect of cancellation of the company's share premium account.

Included within retained earnings Is an amount of £162m (2018, £162m) relating to profit on intra-Group disposals that is not distributable.

1

Fuli details of the share-based payrment plans are disckosed It note 26 (o the consobcated finanaal statements
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Company cash flow statement

Year ended 31 December 2019

Net profit/fiass)

Incorme tax

Interest paid
Tax paid

Al figuresin £ millions No:e; 2019 201 8
Cash flows from operating at;i“:lit‘i‘e; e T o o
789 (160)
Adjustments for:
- (26)
Net finance costs 29 107
Disposals, liguigations and impairment charges - 57
Amounts due {to)/from subsigiaries {818} 30,7;,
Net cash generated from operations - - 280
(26) (68)
N 7 o (7
Net cash generated from operating activities - (15} 205
Cash flows from investing activities
Loans (advanced 10} /repaid by related parties {49) 45
Interest received - 4
Net cash received {used in}/ from investing activities T o i {49) 50
Cash flows from financing actwvities
Proceeds fromissue of ordinary shares 7 7 6
Buyback of equity (52) {153)
Repayment of horrowings - (44)
Proceeds from borrowings 230 -
Dividends paid to company's sharehotders o 4 2y
Net cash used in financing activities S V 38 (321
Etfects of exchange rate changes on cash and cash eguivalents . 9 i {5)
Eezaacreasé?lfca;h and cash equivalents o (21 (77)
Cash and cash eguivalents at beginning of year o ) o 116
4 18

Cash and cash equivalents at end of year
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Notes to the company financial statements

1. Accounting policies

The financial statements on p188-198 comprise the separate financial
statements of Pearson pic.

As permitted by section 408 of the Companies Act 2006, only the
consclidated income statement and statement of comprehensive
income have been presented.

The company has no employees (2018 nil).

The basis of preparation and accounting policies applied in the
preparation of these company financial statements are the same
as those set out in note 1a to the consolidated financial statements
with the addition of the foliowing:

Investments

investments in subsidiaries are stated at costfess provision for
impairment, with the exception of certain hedged investments that are
held in a foreign currency and revalued at each balance sheet date.

2. Investments in subsidiaries

Lending to/from subsidiaries is considered to be an operating activity
and any movements are classified as cash flows from operating
activities in the cash flow statement.

Amounts owed by subsidiaries

Amounts owed by subsidiaries generally mature within five years,

but can be called upon on short notice, or are repayable on demand.
The company has assessed and concluded that these loans will be fully
recovered. Therefore credit losses are considered to be immaterial.

New accounting standards

The following standards were adopted in 2019

> IFRS5 16 Leases

> [FRIC 23 Uncertainty aver Income Tax Treatment
> Amendments to {FRS S and IFRS 7

Adoption of these standards has not had a material impaci an the
company financial statements.

resin £ millions

At beginning of year
fmpairments

Currency revaluations

2019

At endofyear

B B 2018‘

T N ’ - 6,710 B 6.6917
- (57)

{46) 76

- - T

Impairments in 2018 related to the carrying value of intermediate holding company investments. There were no impairmentsin 2019,

The recoverability of investments is considered annually and significant estimation is required to determine the recoverable amount.
Recoverapility s pbased upon financial inforrmatiun related to the subsidiaries including cash flow projections in canjunction with the goodwill
impairment analysis performed by the Group {see note 11 of the consoldated finanaal statements).

3. Financial risk management

The company's financiatinstruments comprise amounts due to/fram
subsidiary undertakings, cash and cash equivalents, derivative
financial instruments and current borrowings. Derivative financial
instruments are held at fair value, with all ather financial instruments
heid at amortised cost, which approximates fair value. The company's
approach to the management of financial risks 1s consistent with the
Group's treasury policy, as discussed in note 19 to the consolidated
financial statements. The company believes the value of its financial
assets to be fully recoverable.

The carrying value of the company's financial instruments is exposed
to maovemaents M interest rates and foreign curréncy 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 instruments, with 2 1% decrease in inlerest rates resulting in
an £18mdecrease in their carrying value. The company also estimates
that a 10% strengthening in sterling would decrease the carrying value
of its financial instrurments by £23r, while a 10% weakening in the
value of sterling would increase the carrying value by £22m_ These
increases and decreases in carrying value would be recorded through
the income statement. Sensitivities are calculated using estimation
techinigues such as discounted cash flow and option valuation models.
Where modelling an interest rate decrease of 1% [ed to negative
interest rates, these points on the yield curve were adjusted to 0%.
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Noles 1o the company financial statements

3. Financial risk management continued

The following table analyses the company's derivative assets and liabilities into relevant maturity groupings based on the remaning period at the
balance sheet date to the contractual maturity date. The amounts disclosed in the table are the contractual undiscounted cash flows (including
mterest) and as such may differ from the amounts disclosed on the palance sheet.

Analysed by maturity

Anatysed by currency

Greater than Later than
onemonth  oneyear but

andlessthan [essthanfive Fiveyearsor
Altfigures in £ millions one year years more Total usp GBP Other Fotal
AL31 December 2019 T
Rate derivatives - inflows 19) {223) {332) (574) (41) {172) (361) (574}
Rate derivatives - outflows 23 237 n 591 242 344 5 591
FX forwards - inflows (186} (24) - (210} - {210) -
FX forwards - outflows 186 23 - 209 209 - -
Total B 4 3 w1 a0 (3g (358)
Az 31 December 2018 o R R
Rate derivatives — inflows {20} (288) (343 651} (40} (167) (444 (651}
Rate dervalives - outttfiows 23 289 341 653 254 390 9 653
FX forwards - inflows {251) 135) - (286) - {286 -~ (280}
FX forwards - outtlows 275 37 - 312 32 = - 312
Total Ty 3 @ 2 526 (63) (43%) 28

All cash flow projections shown above are on an undiscounted basis.
Any cash flows based on & floating rate are calculated using interest
rates as setatthe date of the last rate reset. Where this is not possible,
floating rates are based on interest rates prevailing at 31 December in
the relevant year. All derivative amounts are shown gross, although
the company net settles these amounts wherever possible.

Fair value hedge accounting

Aforeign currency exposure arises fram foreign exchange fluctuations
on translation of the company’s investments in subsidiaries
denominated inUUSD inte GBP. The hedged risk is the risk of changes

in the GBPUSD spot rate that will resylt in changes in the value of

the USD investments when translated into GBP. The hedged items

are a portion of the company’s equity investment in subsidiaries
dencminated in USD. The hedging instruments are a portion of the
company’s intercompany loans due from subsidiaries which are
denominated in USD.

itis expected that the change in value of each of these items will
mirror each other asthereis a clear and direct economic relationship

4. Cash and cash equivalents (excluding overdrafts)

between the hedge and the hedged item in the hedge relationship.
The hedge ratio is 100%. Hedge ineffectiveness would arise if the value
of the hedged items fell below the value of the hedging instruments
however this is unlikely as the value of the company’s investments
denominated in USD are significantly greater than the proposed far
value hedge programme.

The value of the hedged items and the hedging instruments are
£1.3bn (2018: £1.4bn) and the change in value during the year which
was Used to assess hedge ineffectiveness was £46m (2018 £76m).
There was no hedge ineffectiveness.

Credit risk management

The company’s main exposure to credil risk refates to lending to
subsidiaries, Amounts due from subsidiaries 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 credit risk of
subsidiaries to be low as it has visikility of, and the ability to influence,
their cash flows.

Altfiguras in £ miflions 2019 2018
Cash at bank and in hand 18 50
T o 18 50

Al the end of 2019 the currency split of cash and cash equivalents was US dollar 23 (2018: 0%), sterling 59% (2018: 79%} and other 39% (2018: 21%).

Cash and cash equivalents have fair values that approximate their carrying amounts due (o their short-term nature. Cash and cash equivalents

include the fallowing for the purpose of the cash flow statement:

;k_!-l“t-‘igures in"£ m:ll:;)n“s ~ 29%9 201“8

Cash and cash equivalents T T ’ . 18 50

Bank overdrafis ~ {11}
et e, — JR— 18 =
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5. Financial liabilities = borrowings

Al figuresin £ miflions 2019 2018

Nonp-current
Revolving credit facility 230 -
230 -

Current
Due within one year or ondemand:
Bank ioans and overdrafts - L

- i

Total berrowings i ) . 230 1t

Current borrowings are classified within cash and cash equivalents and do not give rise to financing cash flows, The carrying amounts of the
company's borrowings is equal to, or approximately equal to, the market value.

The carrying amounts of the company’s borrowings in 2018 are denominated in US dollars.

6. Derivative financial instruments

The company's outstanding derivative financial instruments are as follows:

2018 2018
(-Eross nuticn.;‘l_- ’ ’ Er-uss noticnal ’ )

All figures in £ mitlions amounts  Assets Lia?i(!ities ___amounts Assets Liabilities
Heresl raté derivatives ) N T 895 - 15 (6) 766 N 1() 7 -
Cross-currency rate derivatives 502 29 (31} 577 51 (35)
FX derivatives 7 941 K 1 4] (23 B 507 1 124)
Yotal T 4 2336 54 (39) 2256 o8 (s9)
Analysed as expiring. ' a ) o I I
Irtless than one year 1,187 25 [4})] LA 1 {23)
Later than one year and notlater rhan five years 694 13 (8} 795 22 (1}
Later than five years 475 16 (18) 634 45 (35}
Total ) S 2336 54 (39) 2250 s 59

The carrying value of the above derivative financial instruments eguals their fair value. Dertvatives are calegorised as Level 2 on the fair value
fuerarchy. Fair values are determined by using market data and the use of established estimation technigues such as discounted cash flow and
aption valuation models.

7. Share capital and share premium

Number of Share Share

shares capital premium

) B 066% £err £m

At tan Lz.;ry 2018 - T - ‘ 802,054 ’ 200 i 2,555
Issue of ordinary shares -~ share optian schemes 864 1 5
Purchase of own shares (21,840} 3] -
At 31 Decemt_xer 2018 ) B B ) - o ——%{6;87¥7”W?7 MZ,WSE
{ssue of ordinary shares - share option schemes 1,021 - 7
Purchase of own shares ) ] - - -
At31December2019 ’ o T T B 782,099 195 2,614

The ordinary shares have a par value 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 announced in October 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 nominal value of these shares transferred to a capital
redemption reserve. The nominal value of shares cancelled at 31 December 2019 was £11m (2018: £11m).
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Notes to the company financial statements

8. Treasury shares

Number of
shares
000s £m
At1)anuary2018 T 5,994 6
Release of treasury shares (2,769) {28)
At December2018 T o 3,225 12
Purchase of treasury shares 6,100 52
Release of treasury shares (6,067) {61)
At 31 December 2019 o B 3,258 21

The company holds its own shares in trust to satisfy its obligations under its restricted share plans. These shares are treated as treasury shares
for accounting purposes and have a par value of 25p per share. The nominal value of the company's treasury shares amounts to £0.8m

{2018: £0.8m). At 31 December 2019, the market value of the company's treasury shares was £21m (2018: £30m). The gross book value of

the shares at 31 December 2015 amounts 1¢ £24m. This value has been netted off with contributions received from operating companies of £45m,

resulting in a net creditvalue of £21m.

9. Contingencies

There are contingent liabilities that arise in the normal course of
business inrespect of indemnities, warranties and guarantees in
relation to former subsidiaries and in respect of guarantees in relation
to subsidiaries. In addition, there are contingent liabilities in respect of
legal claims. None of these claims are expected to result in a material
gain or foss to the company,

10. Audit fees

Statutory audit fees relating Lo the company were £35,000
{2018: £35,000).

11. Related party transactions
Subsidiaries

The company transacts and has outstanding batances with its
subsidiaries. Amounts due from subsidiaries and amounts due to
subsidiaries are disclosed on the face of the company balance sheet.

These loans are generally unsecured and interest is caiculated based
on market rates. The company has interest payable to subsidiaries

for the year of £104m (2018: £105m) and interest and guarantee fees
receivable from subsidiaries for the year of £41m {2018 £105m).
Management fees payable to subsidiaries in respect of centrally
provided services amounted to £45m (2018: £59m). Management fees
receivable from subsidiaries in respect of centrally provided services
amounted to £35m (2018: £35m). Dividends received from subsidiaries
were £803m (2018: £nil).

Associates

Amounts due from related parties, disclosed on the face of the
company balance sheet, relate to loans to Penguin Random House,
an associate of the Group. These loans are unsecured and interest
is calculated based on market rates. The amount outstanding at

31 December 2019 was £48m (2018: £nil). The locans are provided
under a working capital faclity and fluctuate during the year.

Key management personnel

Key management personnel are deemed to be the members ¢f the
Pearson executive.

it i5 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 ta the consolidated
financial statements.
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12. Group companies

In accordance with section 409 of the Companies Act 2006 a full list of subsidiaries, partnerships, associates, jont ventures and jaint
arrangements, the country of incorporation, the registered address and the effective percentage of equity owned, as at 31 December 2019is
disclosed below. Unless otherwise stated, the shares are all indirectly held by Pearson plc. Unless otherwise stated, all wholly-owned and
partly-owned subsidiaries are included in the consolidation and all associated undertakings are included in the Group's financial statements
using the equity method of accounting. Principal Group companies are identified in boid.

Wholy-owned subsidiaries

Country Reg

Courntry Reg Country
Registered company hame of Incorp. office Registered Company name ofinLorp. office Registered company Name of lngorp.
Addison Wesley Langman, ing S 3 Guangzhou Crescemt Software Co, Lid’ N 54 Pearson{Bening) Management TN
Addison-Wesley Educationat Publishers Inc LS 4 Hememann Education 8otswana BW £5 Cansulhing Co, Ltd.
AEL{SIPTL Limited 5G 5 (Publishersi{Praprietaryt Limitted Pearson{Guizhou} Educatun Technology N
Abtheych Finance Limited LK 1 indiaCan Education Private Limaed IN 2 Co, tud.
N ) - : Pearson Affordable Learming Fund Lwmteq UK
ATl Professional Development | LC us 4 Integral 7, Inc. us 4 o A e € us
. earson Amenca LLE
Atkey Finance Limited & 3 INTELLIPRO, INC us 14 i A s
. - - earsan Amisterdam 8.7, ML
Axis FINance c. us 4 Kagiso rducatian Pty 1td Zh 50 ) '
Camsaw. e s . Knewledge Anatyws Techrolagres, LLT us 20 Pearson Austraha Finance unlmited UK
g ) . o m
CAMSAWLISA. I s 5 LCLIEG Traming Consuttancy , Ltd N &3 Pearsar Australia Group “ty Ltd A
! Pearson Austratis Baoldings Pry Ltd Ay
Casaps Liviania e Editora Ltda BR 12 s essan ab, ne us 9 o Australia Pty Lid Y L
‘e earsen Australia Pty Lo H
Certro Culturat Amencano Franquias @ BR 13 Lignum Oil Comnpary us 4 Y
Comeraia Ltda LIONSGPTL. LTD 56 5 Pearsan Benelux BY N
Century Consultants Ltd s td Longrar: (Mafawn Limited Mw bid] Pearson Books Limted: UK
— . Searson Brarik Finance Limited U
Certipo t China Holding, L C Ls 4 Longman Australasia Piy Lid AL 7t !
. f Pearson Business Services Inr. s
Certiport, inc. 5 4 Longman GrouplQverseas Haldmgs) Limited UK . ! 1ees In
Pearson Can, Assessment R <
Cogmed Systems AB SE 15 i ongiman indochipa Acguision, LL.C us El or ada essment in
Connecrions Academy of Flanda, LLC s 22 Longman Kenya |imited Ki 7 Pearson {anada Fmance LUinhmited Ur
Conrec ions Atadery of wowa, L1 0 IS JE t ongrman Macambique Lds Mz 45 Pearson Canada Holdings tnt Cha
Conrrectons Academy af Maine, L.C Js 30 L ongman Swazland (Pty) srmited <7 73 Pearson Canagda inc Ca
Connecnons Arademy of Maryland. « us 31 Longman Tanzania Lrmited’ 17 24 Pearsun Central Eurape Spotka z PL
X ‘ & N ngranirzorg ndpowiedziatnosng
Conpectiors Academy ot Nevada, LLC [&5) 34 Longmar fambig fducational Publishers ™ 5 Searsur Coliege Limuted e
Cannec tions Acadermy of New Mexco WL US 35 PryLtd
Pearson DBC Holdgs Ing o5
Conrections Academy of Cregon LI C JS 40 Lungmars Zambia birmited M 75 .
d i N ~ Pearson Desarrolin y Capacitacion L
Connecnons Academy of Pennsylvamia L C US 41 tungman Zimbsbwe (Private) Led W 75 Profesonat Chiie Liritatda
Connecuons Acadermy of Tenresses, L€ us 43 Longmaned Eeiador 5 A 39 ” Pearsan Deurschland Gmps ne
Connecnons Academy of Texas L LC B A Lumertt fducation, (LG us 44 Pearson Digital Learning Puerto Rico, e PR
Conrections Fducation LLC J 4 Majoriz2imited UK 1 Pearson Dallar Finance plc’ LK
Connetuons Education of Flocda, {10 us 22 Measurelp, LLC us 4 Pearson Dollar Finance “wo Limited U
Connecuions Education, Inc. US 4 Modern Curriculuin inc. vs i Pearson Educacion de Chile Limitada o
CT1Education Group (Pty) Lumited A 50 Mulu Tresnamento e Editora Lida 8R 17 Pearson Educacion de Cojormbia S A S o
omine Press, Inc us 19 National Computer Systems JapanCo itd  |P 80 Pearson Eduracion de Mexico, S.A de (v P
Darian Finance Limited IE 7 NCS tnformanon Services Technotogy CN gt Pealson Educacion de Penama SA Ba
" {Bepng) Co Ltd
Dorlmg Kindersley Ausiralasia Pry iwmited . AU 51 Pearsop F ducauon de Pery S 8 PE
- 3 . NCs Pearson Pty td AU 51 i =
EBNT Canada Holdings UL Ca a1 Pearson Educacion SA £
- . NCS Pearson Puerts Rico, ind PR 82
EBNT Holdings timited €A 24 NCS Pearson nc s i Pearsar Educanan (Singapore] Pe Ltd G
EBNT USA Holdings Inc, us o Pearson Educanen Africa (Pty)itd za
L Qrdinate Corporation Us 19
eCollege com us 4 Pearson Education Asia Limsted N
t dexeel Limited' UK 52 Pearsan Educatcn Botswana BwW
Edtnians Du Renauveat Pedagogique nc, CA 53 {Proprictary) Limited
fducation Development International Pic LK 1 Pealson Educanondo Brasit Lida B#t
Educdtion Resources (Cyprus) Lmirted [ad i Fesrson Egucation Hellas 54 GR
tducanonal Management Gioup, inc us 55 Pearson Educatucn Holdings Limited' UK
Embanet ULC CA 47 Peaison Education Indachna Lirmted TH
tmbanet-Compass Xnowledge Group Inc. us 22 Pearson Edutation investments Limsted Uk
English Language Learming and us 37 Pearson Educanon Korea Limited K&
INStrucnan System, inc Pearson Education Limited UK
Escape Studios Limited” UK g Pearson tducation Nammnbia (Pty) Limited NA
Falstatt HoldeoIng Ls 4 Pearson Education Publishing Lirmited NG
Falstaff Inc L5 58 Pearson Education s A LY
FBH, inc us 4 Pearson EdurationSA AR
George (Shanghay Commercial N 23 Pearsor Education South Africa (Pty) Lid 7A
irformation Consultmg Co,, Ltd .
} ) N ) Pearson Education 5outh Asia Pte, Lid 5G
Global George Il limited CN 56
Globe FearonInc us 149

195

Reg
office

83

84

85

W

I3
N

BiLr)
50
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Regrstered company name
Bearson Education Tawan Ltd
Pearson Education, tnc.

Pearson bducational Measurement
Canada, ing

Pearson Educational Pubhishers, LLT

Pearson Egitim Cozemleri Tikaret
imiied Sicken

Pearson Falstaff (Holdings;Inc.
Pearson Falstaff Heloco LLO
Fearsan France

Pearsan Fundmng Four Limuted?
Pearsan Fupding ple’

Fearson Holdings inc

Pearsor Holdings Southern Af1ica
1Py} umired

Pearsun Hyngary LLC

Pearson India Educauan Services
Prrvate Limited

Pearson India Suppcrt Services
Prvate Limited

Pearson Instute of Higher Education
Pearsen international Finance Limited’
Pearson Investment Haldirgs, Inc

Pearson IQKI Spotkat ggraniciony
Yipowiedzialnoscg

Pearson ltaliaS.p A
Pearson japan Kx
Pearson Lanka {Private}Lwmred

Pearson Lanka Support Services
iPrivate) Limited

Pearson | earning China {HK} Limited”
Paarsontesotho (Pryl Ltd

Pearson LeanFinance Ne 3 Limsteg
Pearson Loan Finance No. 4 Limited
Pearsor boan Finance No.5 Limited
Pearson Loan Finance No 6 Limirted
PearsonLoan Finance Lnkimited
Pesrson Longman Ugaruda Limnerd
Pearson Malaysia Sdn. Bha

Pearson Management Services Limited.

Pearcon Managemant Services
Phisppinesinc

PearsonMaryland Inc.

Pearson Netherlands 8Y

Fearsan Netherlands Holdings 8Y
Fearson Nominees Limited’

Pearson Gnkne Tutoring LLC

Pearson Overseas Haldings Limited”
Pearson PEM PR, Inc.

Paaison Pension Nominees Limited
Pearson Pension Praperty Fund Limited
Fearson Pensian Trustee Limited

Pearson Pension Trustee Services Limitpd”
Pearsan Fhoemx Pry Lid

Pearson PRH Hatdings Limited

Pearsor. Professional Assessments urmred
Pearson Keal Estate Holdings inc.

Pearsan Real Estate Holdings Limited
Pearson schweiz AG

Pearscn Services Limuted®

Pearzon Shared Setwvices Limited’

Pearson Strand Finance Limted®

Cauntry
afIncorp

T
s

us
s
FR

LK
UK
us

ZA

HiJ
IN

A
V1.9
Js
PL

1P
LK
LK

CN
LS
UK
UK
UK
UK
ux
(9] )
My
LK
P

us
ML
NL
UK
Us
UK
PR
UK
UK
UK
UK
Al
K
LK
s
LK
LH
K
UK

Reg
office

101

&0

N

104

105
0B
67

13

45
62

36

Registered company name

Pearson Sweden AB

Pearson ¥ JE Philippipes, inc
Penguin Capnial, LLC

Phumelela Publishers (Pry) vl

PN Holdings Inc

FractorCam, .nc

PT Efficimnt Enghish Services

PYNT Lirnited

Reading Property Holdings LLC
Rebus Plarrning asseciates, 'ro
Reston Pubtlishing Company, nc
Rycade Capital Corporation
Shanghal AWL Education Soeitware 1™
Sitver Burdett Ginn Inc.

Skyhght Traiming and Publishing Inc
Smarthinking, ine.

Sound Holdings Inc

Sparrow Phoen Pty itd

Spear insurance Campany 1 wmited®
Stark Verlag Gmbh

The Financial Twmes (1) Py Ltd

The Learming tdge International pty Lid
The Waite Group Inc

TQ Catahs Limited

TQ) Clapham Limited

TQ kducation and Traimng Lirwted
TQ Education and Training Limited
TR Glebal Limited

14 Group Limited

10 Holdings Lamited

Trio Parert Holdings LEC

Yue Tesing Services sraal Ltd

Yie Testing Services Korea Lirmiied
williams Educetion GmbH

* Inhquedation

T Directly owned by Pearson pic

Country Reg
aftncorp. office

SE
B
Ut

15
23

43
38
58

Subsidiary addresses

The following iist includes all Pearson
registered offices worldwide. Pleaseg see
wholly-owned subsidiaries list opposite

for each subsidiary's registered office code.

Registered othce address

1
2

r

20

21

22

Etl

3z

80 5trand, London, WC2R ORL, England

The HIVE, 3rd Flanr No 44, Pilliayar Kol Street,
lawaharlal Nehry Road, Anna Nagai, Chenna),

TN B0D540, India

T Corporaunn Systern, 155 Federal 5t Sute 700,
Boston, MA, (2110, United States

The Corporation Trust Company, Corporation Tiusr
Center, 1209 Orange Street, Wilmington, New Castle,
DL, 13801, United States

Y, #13-05/06, Morth Bucna Vista Drive,

The Metropohis Tower One, 1385838, Singapare
Evergreen House North Grafton Place, london.
ANW1 320X Enpland

tstFloor The Liffey Trust Centre, 117128 Sheriff Street
Jpper, Dublin i, iretand

Umit 3, Lot J0613, Gaborone, Botswana

3F, Buldding R2 China Merchants Tower, No L ig jlangun
Road, Chaoyang District, Beying, China

The Carporation Compan g, S0E50 Ann Arbor Rd
ESuite 201, Plymouth, M1, 48170, United States

The Carporguar Trist Company, 2404 York Read,
Suite 200, Luther ville Trmarurn, MD, 21093-2264,
LUnired States

No 1490, Francisco Matar 2220 Avenue 7th and 8th tloor,
San Paulo, 5P, 25001-9503, Brazl

#1, 3, bth floor, East Tower, World Trade Centre,
Echefen 5quare, Calombo, 81, Srilanka

824, Bear Tavers Ruoad, West Trentan, Mercer,

[4f, 08A28, United Stales

Gustavslundsvagen 127,167 %1 Bromma,
Stockholm, sweden

Comendador Alading Selmi Avenue, 1630, Galpao 1,
sala 3, Pargue Cidade Carnpinas, City of Campinas,
540 Faule 13069036, Brazil

Comendador Alading 5elmi Avenye, 4630, Galpdo b ez,
Sala 10, Parque Cidade Campinas City of Campinas.
5do Paulo 13069-03¢4, Brazd

FithFloos, SBE2, ODC 7, 8 % 9, Survey No.01 ELCOT T/
11E5-53E2, Shallinganallur. Chennas, TN, TN 600119, Inda
C T Corparanon System, §18 West Seventh Street,
Suite 929, Los Angeles, CA, 90017 United States

Trhe Corpuranion Company, 7700 E Arapahos Ra
Suite 228, Centenmial CO, BD 121268, United States
500, 431, Calle de la fanca Edincio Ochoa, San juan,
00901-1969, Puerto Rica

1200, South Pine Island Read, Plantation, FL. 32224,
Unnted Stares

Room 1658, Suites 1604-06, 164F, SB3 Dalian Road,
Yangpu District, Shanghar, Ching

N-94, §-2 Ovter Ring Road Panchsheel Park, ®anchshesi
Ciub, New Delhy, South Delh, BL 113017, India

Suite 201 25 Cooper Street, Surry Hills,

NSW, 2010 Austraha

C T Corporation Systemn, 400 E Court Ave,

Des Moines A, 50309, United States

Hermina at $7. 8th fioor, Budapest, 1145, Hungar

4 Zalogau Sir, 15343 Agia Paraskevi, Athens, Greere
2HF Trident Toaver, 312 Sen. Gil Puyat Avenae,
Makat City, Metra Maniia, Phibppines

C 1 Corporation System. 128 Staip St#3, Augusta,
ME, 34350, Uniced Slates

75t Paul Street, Suite 1662, Balumore, MD, 21204,
Urnited States

€ T Corporanan System Inc., 1010 Dale Street North,
St Paul, MN, 55117-5503, Urnited Stares
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Mational Regi=tered agents, nc., 160 Greenfree
Dr 5te 101, Dover, Kent, DE, 13304, Uniced States
The Corporation Trust Company of Nevada,

¥0% 5 Carson St, Surte 200, Carson City. NV, 89701,
United States

CT Corparanon Systerm, 2065 Coronado Ave,
Espannla. NM, B7532-2792, Urvted States

7/F Norch Tower, Ro-kwell Business Center COR,
Sherrdan & United Steeet, Brgy. (ighway Hills,
Mardaluyong, Philippines

0 Gewerbestrasse, Cham, 6330, Switzarland

21, Mugyo-ro Jung-gu, Seoul, Republic of Karea
199 Bay Street, Commerce Court West, Swie 2800,
Torarto, ON, M5L1AG, Canada

€ T Corporation System, 388 State St Sute 420,
Salem, OR, 973D1, United States

C T Corporation System, 116 Pine Street, Sinte 320,
Harriwbar g, Oauphin, P4, 17131 United Scates

Ulica 5zamocka 3 01-748, Warszawa, Poland

C T Corporation System, 800 5 Cay St, Suite J021,
¥rnoxyille, TN, 27929-9710, United States

C [ Corporation Systern 1099 Bryan Street,
Sunte 309, Dallas, Tx, 75201, LInited States

Numero 776, Averida 74 de Jutho, MapLuto, Mozambique
Plot 8, Berkley Roard, Old Kampala, Uganda

3500, 855 - Znd Streer, SV, Calgar 7, AB,

T2P AK7, Canada

Thistle House, 4 Burnaby Street, Hamalton,
HMTT Bermuda

Dererh Ber Cunon 2, BSR Buldmig Sth Ficor,
Ramat San, 52573, jsrael

Auto Aifantic, 4th Flpor, Correr Hartzog Beulevard
and Heerengracht, Cape Town, 3001, South Africa

707 Callns Street Dockbards, Melbou e, vIC
3008, Austrsha

194, High Holborr, London, WC1v 7BH, England

611, Boul. Cremaz-e Est, 10th Floor, Montreal, B,
H2M 2FZ, Canada

195, Archbrshop Makarnios i Avenue, Neocteous House,
Lirnassol, 3030, Cyvprus

Hlinais Cotporaton Servize Company. 75D 6 2ni Strest,
springfield i, 527032, United States

23/F, 1063 hing's Road, Quarry Bay, Hong kong

Cio Corporaton Service Company, 2711 Cenrervilie
Road, Suite 400, Witmimgton, Delaware, 15808,

United States

111, 13th Flaor, fighth Avenue, New York, NY, 10011,
united States

Ming Fanad Read, Qlaya, Ripadh, 58724, 11515,

Saudi Arabla
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2L 458, Lanada

Sulle 2500, Three Bentall Centre, PO Box 49314,
545 Burrard Streel, Vancouver, BC, V7% 3L3, Canada

Uit 30-01, Leved 30, Tower A, Verticat Business Suite,
Avenue 3, Bangsar South, No 8. Jalan kerinchi,

59200 Kuals Lumpur, Malaysia

Comendadar Alading Selmi Avenue, 4530,

Galpdo 1, Mezanmy, $ala 5. Parque (idade Carmipings,
Ty of Campinas, 330 Paule, 13063-036, Brazil

£ Suite 1200 jsite self.rmade No 1219), No. 85 Huacheng

Avenug, Tianhe District, Guangzhou, Ching

Piot 50371, Fairgrourd Office Park, Gabnrone, Borswana
CiaDuPreez, tleberrau & Co, 252 Kingsway,

Next ta LSA Embassy, Maseru, Lesotho

MAGA ONE-Level 22, No 200, Nawata Road,
Narahenpia, Colombo 05, 11222, SriLanka

1-5-15, Kanda-Sarugakucho, Chiyuda-ku, Tokyo, japan
Room 305, Buldding 2 6555 Shangchuan Raad,
Pudong Diztrict, Shapghar Thina

Parkway House, Hannover Avenue, Blantyre, Malawi
207 Colbins Street, Docklands, Melbourne, VIC,

3003, Australa

GQueensway House, Kaurda Strert Naiobi. Kenya
Robinson Bertram 3rd Floor, Sokhomllio Bldg,
Mbabane, Swaziland

P Box 45 IPs Buldding, Makeabi Sireer,

Dar es Salaam, Tarzanis

Wiungusti Conference Centre, Cenfre Annex,

Great East Road. Lusaka, Zamba

S1and 155, [ nr Towrle Rosd/Harare Drive,
Ardbenme, Harare, Zimbabwe

3%, Edificco CYEDE

La Fleresta®, Quita,

Andaluciay cordero £1
pso 1, Cliona 11, Sector
Fichineha, Ecuadar
Suite 302-9,8ludt 3, Ho. 323 Wenanp Taad,

Changming Distoct, Shanghal China

C/0 Pearson Eduration, 507 Bovistor S, Bosfor,

WA, J2176, Umted States

Teikoku Hotel Tower 18F, 1-1-1 Uttt Sawat-Cho
Chiyoda-ku. Tokyo Japan

Suite 1201, Tawer 2, No 36 Narcth Third Ring East Read,
Nongeheng District, Beijing, Chira

253 Munar Rivera Avenue, Suite 1380, 5an juan,

D0918, Puerto fica

Sutce 1208, 12/F, Tower 2,Mo. 36 Nortn Third Ring
fFastRoad, Dongcheng District, Beiprg, China

Suites 3-28¢2 33 Shr Guang jun Yuan, No 39 Hubir Faad,
Geder Sun Techrotogy Industrial Park, High Technical &
‘ndustriel Development Distnict, Guiyang Gity,

Guizhow Prevince, China
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Gatwickstraat 1, Amsterdamn, 1043 GK, Netherlands

26 Punice Andrew Place, Dan Milis, Teronto, ON.
MIC ZTE, Canada

Ofiera N17, edifion Casa Colorada, catle Merced
N“838-A Sanuage Centro, Sanuago Chile

2. Libenthalstrasse, Hallbergmans, 85393, Germany
30th Floor, Ratu Plazs Uffice Tower, L Yend. Sudirman
Kaug, Jakarta, 10270, Indonesia

Carrera 7 Nro 156 - 58, Plao 26, Bogota, Colompia
Calle Antonia ovall |arme #70, Torre B Pisp £,

Cal Zeded ed Plazsa Santa F2, del Alvaro Obregon,
Crudad de Mexicn, CF 0121), Mexice

Punta Facfica, Tarras de fas Americas,

Torre AP0 15 Ofir. 1317, Panama, 0E32-058%, Panama
Cid. Los Halronies, no. 275, Urb. Limatarnbo, i ima. Ferd
16, Ribera del Loirs. Madrid, 25042, 5pain

B7% Capilal Tower Buddng, Al Seasors Plareun ¢
1604 - 6 16th floar, Wiraless Road Lurmpini,
Parbumwan, Bangkok, Thailand

6F Kwanjzong Burlding. 3%, Cheonggyerheon-Re
Jongno-gu, Seoul, 03188, Republic o Korea

Unic 7 Kingland Parie, 28 Nichel Streef, Prospersa
wirdhaoek, Namibia

B, Secretanat Road, Obaterm Awolows Way,

Alausa, tkeja, Lagos State, Nigerna

juar Bemto Blanco 780~ Plaza Business Center
Monteviden, Uruguay

100 Hurrbolde 1509 prso 6 4C14314CTM), Ciudad Autgroms

m

de Buenos Aires Argentina

RNo 213, Raom D, 11F, e 3, Berin Road NewsTawe: Doy,
Andran Dizinet, 33143, Taivan

102 Nida Kule Kozyatap, Kozatag Mahalles), Degirmen

Sokak No 18, Ka1.6. D.15 hoakay 34742 bstanbat, Turkey

103 315, Irmrneuble Terra Novall, Rue Henr Kol Tangay.

Maortrewil, 93193, france

104 Uhe a)ana Henryka Dabrowskicge 774 60-373,

Peznan, Polard

05 16, Corsn Trapatw, Yurin, 10700, fraty
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Noles to Lhe company financial statements

Partly-owned subsidiaries Partly-owned subsidiaries & associated

undertakings company addresses

Country % Reg
Registered campany Name oflncorp. Owped office e -— e e ——em —
Reg:stered office 2 55
Ceruport China Co Ltd CN 50.59 1 N
) P suire 1804, No 95 Huichyan Raad, Changning Distriy,
Egucauonal Publishers LLP UK 85 2 shargha City, China
GED Domainst LC us LI 2 BOS5wang, London, WC2R ORL, Ergland
GED Testing Sepwice LT s 70 4 3 CiCorporancn System, 4701 Cox Road, Suice 285,
Hemnemanrn Pubilsiiers(l’!yi Ld SA 75 5 Glen Alien, Henrico, VA, 230R0-0300 United States
Maskew Miller congman SA S 5 4 TheCorporation Trust Compary, Cotporanor Trust
(Pryiumired Center, '209 Orange Streeat, Walmsngton, New Castla,
Pearson Educaton Achigvernear 5A §7.3 5 DE, 19801, United States
Solutions (RFH Pty Limited 5 Aurto Atlaniic, 4th Flcor, Corner Hertzog Boulevard
Pearson South Afica (Pty) | td sS4 75 < and Reerengracht, Cape Town, BOOT, Scuth Africe
5 CfoCorporation Service Company. 2711 Centerville Road,
- . T, it e W 1 3
Associated undertakings Suite 400, Wilmmingion, Delaware, 19808, Urited States
7 tuPaschumi Marg, Vasant Vihar, New Delhi, DL, irdia
" country Reg 8  Office 201 Parktawn Quarter, Corner 2td & “th Avenve,
Registered company Name atincorp. Qwned office Parktown North, johannaspurg, 2133 Sauth Africa
ACT Aspire LLC 56 & .
i us ! 9 P0.BosNo. 6320, 32038 Hawall, Kuwait City, Fowait
avant L earning Cent IN 1306 ¥
€ g Cennes o6 10 Campbells Corpoi ate Setvices Limited, Floor 4,
Prvate imired'
Willow House, (ricket Square, Grand Cayman,
eAdvance Propnietary Limited! ZA 25.03 8 K¥1-9010, Cayman Islands
insttute for Private Education xu 40.02 9 11 34DevRegency ], First Mam Read, Landhinagal,
& Traming K3CC* Adyar, Chennai, TN, India
\falada Pathlearning iN 2485 1 12 2nd Flaor OTS Bullding, off Accra-Winneba Road, Kasoa
Company Private Lirmited’ second, Kasoa P O. Boy W]374, Wel|a, Accra. Ghans
Learr Caprtal Special us 99.55 16 13 Sulfe 216 No 127-f Zhongguancun Morih Sereet,
Opportumbes Fund |, LF Haidian Distiict, Beging, China
Learn Capital Venture us 7283 15 14 102 Husseinwassef St, Midan Missaha, Ookki Giza
Parnersil, L P° 12311, Egypt
Learn Copital venture Ky 9300 10 15 HntMNo 404, New Udyog Mandir 2, Mogul Lane,
Parners A L P! Marm{West), Mumba:, M, 400046, India
iearn Capital Venture Pastiners, L P* US G515 16 16 Incorporatng Services, Lid, 3500 5 Dupont Way,
Grmega Schaols Franchise Limited GH 4405 12 2over, Kent, Db, Uniied States
Peking Jraversity Pearsor iBepngy Ch 45 i3 17 28/F, 1063 king's Raad, Quarry Ray, Hong hang
Cudturel Development Co , Ltd
Benguin Rardom Rouse Limited UK 25 2
Penguin Random House LLC us 25 3l
Teoyt Education Company Hunired N 44 17
The Egyphianinternational £G 19 14
2ublishing Company-Longmar
Zayalgarring Labs Private Lmaten” N 20 Lk

* inhquidation

T Accounted for as an 'Other rinancial asset within
non-corrent assets
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Five-year suminary

All figures in £ millions 2015 2016 2017 2018 2013
Sales:Bygeograpny ‘ S
North America 2,940 2,981 2,829 2,784 2,534
Core 815 303 815 206 838
Growth 73 768 769 533 437
Continuing T asss ams2 asiz a1 3869
Discontinued 312 - - - -
Towlsales a0 ass 451z Ay 3868
Adjusted operating profit: By geagraphy

North America 480 420 254 362 361
Core 105 57 50 57 92
Growth (3] 29 38 59 63
Penguin Random House L 90 129 94 68 65
continuing 7T Ten  es  sw sae sEl

Crscontinued

Total adjusted operating profit

Ali figuresin £ millions

Operating margin - continuing

Adjusted earnings

Total adjusted operaring promnrt 723 635 576 S4G 581

Net finance costs {46) (59) (79) 24y 41)
fncome tax {105) {95} {55} 27 {891
Non-controlling interest - (2) (2) {2) {2)
Adjusted earmings T T T ae awm s as9
Weighted average number of shares (millions) B13.: 814.8 B13.4 778.1 777.0
Adjusted carningspershare 3 sssp  Salp  703p  51Bp

Prior periods have not been restated to reflect the adoption of IFRS 15 and IFRS 9in 2018 and IFRS 156 in 2019.
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Five-year summary

Altfiguresin £ millions 2075““ 2016 ZG:I; 2018

Cash flow i o o h o

Operating cash fiow 435 663 569 513 418
Operating cash conversion 60% 104% 116% G4% 7%
Operating free cash flow 255 549 525 448 345
Operating fiee cash flow per share 31.4p 67.4p 64.5p 57.6p 44.4p
Freecash flow 152 310 227 473 213
Free cash flow per share 18.7p 38.0p 2790 60.8p 27.4p
MNet assets 6,418 4,348 4021 4,525 4,323
Netdebt 654 1,082 432 143 1,016

Return on invested capital

Toraladjusted operating profit 723 635 578 546 581

Operaung (ax paid (129 (63) (/%) (43} (9)
Return T S o sa4. 472 s s 5712
Gross basis:

Average invested cagital 16,317 11,464 11,568 10,6772 11,096
Return on mvested Capital 5.8% 5.0% 4.3% 4.7% 5.2%
Net basis:

Average invested capital 9,422 7,906 8,12 7,544 8,097

Return on invested capital 6.3% 7.2% G.2% 6.7% 71%

Dividend per share 52.0p 52.0p 17.9p 18.5p 19.5p
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Financial key performance indicators

The following tables and narrative provide further analysis of the financial key performance indicators which are described in the financial review
of the annual report on p29-34, are shown within the key performance indicators on p2 of the annual report and shown in notes 2 and 8 of the
notes (o the consolidated financial statements.

Adjusted performance measures

The annual report and accounts reports results end performance on & headtine basis which compares the reported results both on a statutory
and on a non-GAAP (non-statutory) basis. The Group's adjusted performance measures are non-GAAP (non-statutory} financial measures and
are also inciuded in the annual report as they are key financial measures used by management to evaluate performance and allocate resources
to business segments. The rreasures alse enable investors to more easily, and consistenitly, track the underlying operational performance of the
Group and its business segments by separating out those items of income and expenditure relating to acquisition and disposal transactions,
major restrucluring programmes and certain other iterns that are also not representative of underlying performance.

The Group’s definition of adjusted performance measures may not be comnparable to other similarly titted measures reported by other
companies. Areconciliation of the adjusted measures to their corresponding statutory measures is shown below.

Sales

Underlying sales movements exciude the effect of exchange, the impact of portfolio changes arising from acguisitions and disposals and the
impact of adopting new accounting standards that are not retrospectively apptied. Portfolio changes are calculated by taking account of the
additional saies (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 exciuded is calculated as the sales made in the period of the current year that corresponds to the pre-acquisition penod
in the prior year. Sales made by businesses disposed in either the current year or the prior year are also exciuded. Constant exchange rates are
calculated by assuming the average exchange rates in the prior year prevailed throughout the current year. These non-GAAP measures enable
management and investors to track more easily, and consistently, the underlying sales performance of the Group.

North

Al figuresin £ millions America Core Growth Tota!
Satoterysales 2018 7 2534 818 297 3868
Statutory sales 2018 2,784 806 539 4129
Statutorysales (decreaseyincrease sy 32 @y (2e9)
Comprising:

Underlying {decrease)/increase {64) 37 i {10)
Portfolio changes {289) {2) (561 (347}
Exchange differences ) 103 {3 (€3] 97
Statutory sales (decreaseyincrease gsy 2) (260}
Stawtory @ecreaseyincrease ' ©% 4w @ @)%
Constant exchange rate (decrease)/increase (13)% 4% (Fi% (9%
Underiying(decrease)finirease (317 5% 4%

0%
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Financial key performance indicalors

Adjusted operating profit

Adjusted operating profit excludes the cost of major restructuring; other net gains and losses on the sale of subsidiaries, Joint ventures, associates
and other financial assets; intangible charges, including impairment, relating only to goodwill and intangible assels acquired through business
combinations and the direct costs of acquiring 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 portfolio changes arising from acquisitions and disposals and the impact of adopting new accounting standards that are not retrospectively
applied. Portfolio changes are calculated by taking account of the additional contribution {at constant exchange rates) from acquisitions made
both the current year and the prior year.

For acquisitions made in the prior year the additional contributon excluded is calculated as the operating profit made in the period of the cirrent
year that corresponds Lo the pre-acquisition period in the prior year. Operating profit made by businesses disposed in either the current year
orthe prior yearis also excluded. Constant exchange rates are calculated by assuming the average exchange rates in the prior year prevailed
throughout the current year. This non-GAAP measure enables management and investors to track more easily, and consistently, the underlying
operating profit perfermance of the Group.

Allfiguresin £

Hions 2014 2018

Operating profit - 275 5532
Costof major restructuring 159 102
Other net gains and fosses (16) (¢30)
Intangible charges 163 113
UK pension GMF equalisation T __B_
Adjusted operating profit o T 7”7581 546

North

Allfigures in £ millions America Core Growth PRH Total

Adjusted operating profit {decrease)/increase R &} - 3€ o —-----;—---—------[é)' : 35

Comprising:

tindertying {decrease) increase an 33 1" {n 32

Portfolho changes {24) ~ 3 - (37}
Impact of new accounting standards (IFRS 16 see note 1b) 14 5 |3 - 25
Exchange diff 20 {3 - (2) .71i
Adjusted operating profit (decrease)/increase m 35 4 (3 35

Constant exchange rate (decrease)/increase (6)% 67% 7% {1)% 4%
Underlying increase (3% 58% 24% (1% 6%

Adjusted earnings per share

Adjusted earnings includes adjusted operating profit and adjusted finance and tax charges. Adjusted earnings is included as a non-GAAP
measure as it is used by management to evaluate performance and aliocate resources to business segments and by investors to more easily,
and consistently, track the underlying operational performance of the Group over time. Adjusted earnings per share is calculated as adjusted
earnings divided by the weighted average number of shares in issue on an undiluted basis.

The following items are excluded frem adjusted earnings:

Cost of major restructuring - In May 2017, the Group announced a restructuring programime to run between 2017 and 2019 to drive signficant
costsavings. The costs of this restructuring programme are significant enough to exclude from the adjusted operating profit measure so as to
better highlight the underlying performance (see note 4).

Other net gains and losses - These represent profits and tosses on the sale of subsidiaries, joint venlures, associates and other financial assets
and are excluded from adjusted earnings as they distort the performance of the Group as reported on a statutery basis.

Intangible charges - These represent charges in respect of intangible assets acquired through business combinations and the direct costs of
acquiring those businesses. These charges are excluded as they reflect past acquisition activity and do not necessarily reflect the current year
performance of the Group.
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Other net finance income/costs - These include finance costs in respect of retirement benefits, finance costs of deferred consideration and
foreign exchange and other gains and losses. Finance income relating to retirement benefits are excluded as management does not believe
that the consolidated income statement presentation under JAS 19 reflects the economic substance of the underlying assets and liabilities.
Finance costs relating to acquisition transactions are excluded as these relate to future earn outs or acquisition expenses and are not part of the
underlying financing. Foreign exchange and other gains and losses are exciuded as they represent short-term fluctuations in market value and
are subject to significant volatility. Other gains and losses may not be realised in due course as it is normally the intention to hold the related
Instruments to maturity.

UK pension GMP equalisation - In 2018 the impact of adjustments arising from clarification of guaranteed minimum pension (GMP) equalisation
legislation in the UK was excluded as this related to historical circurnstances.

Tax - Tax on the above items is excluded from adjusted earnings. Where relevant the Group also excludes the benefit from recognising previously
unrecognised pre-acquisition and capital losses. The tax benefit from tax deductible goodwill and intangibles is added to the adjusted income tax
charge as this benefit more accurately aligns the adjusted tax charge with the expected rate of cash tax payments.

;amg millians 2019 2018
;:o?it for the year o - o ) o - N 266 5907
Non-cantroliing interest (2) (2}
Cost of major restruciuring 159 102
Other net gains ana losses {16} {230)
Intangible charges 163 13
Other netfinance income 2 Ell
UK penston GMP egualisation - ]
Tax (123) (65}
Adjusted earnings - 449 547
Weighted average number of shares (miilions) 777.0 778.1
Adjusted earnings per share 57.8p 70.3p

Return on invested capital

Return oninvested capital (ROIC) is included as a non-GAAP measure as itis used by management to help inform capital allocation decisions
within the business. ROIC s calculated as adjusted sperating profit less operating cash tax paid expressed as a percentage of average invested
capital. invested capital includes the onginal unamaortised goodwill and intangibles. Average valucs for total invested capital are calculated as the
average monthly balance for the year. ROIC 15 also presented on a niet basis after removing impaired goodwill from the invested capital balance.
The net appreach assumes that goodwill which has been impaired is treated consistently to goodwill disposed as it is ne longer being used to
generate returns. The adoption of IFRS 16 has impacted ad)usted operating profit and average tangible fixed assets in 2013, however the averall
impact on ROIC is not material.

2019 2018 2018 2018

AW figures in £ millians Gross Gross Net Net
;d;tlsred oper”avang profit - o ' N U sm 546 5§1 -E:Az
Qperating tax paid ’ (9) 43) (9 {43)
Ee?::.nn S T B . i o ) o 572 i 503 ’ 372 _;H;
Averagegoogwill o T 6675 3,646 3,547
Average other non-current intangibles 2,394 2,438 2,394 2438
Ave: age intangible assets - pre-publication 889 999 B89 995
Average tangible fixed assets and working capital 1,168 560 1,168 560
;\;t;rageinves;;ﬁ?pi;ii o 7 B o ) 11,09_§ 70,5724 o 8,097 7,544

Return oninvested capital 5.2% 47% TA% 6. 7%
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Operating cash flow

Operating cash flowis calculated as net cash generated from operations before the impact of items excluded from the adjusted income
staterment plus dividends from joint ventures and associates (less 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 pension contributions paid; and plus cost of major restructuring paid.
Operating cash flow s iIncluded as a non-GAAP measure 1n order to align the cash flows with the corresponding adjusted operating

profit measures.

;Ilﬁgures in £ millions ) o 2019 2018
Net cash generated fmm”(-)peraﬂons A o ) 480 547
Dividends from joint ventures and associates 64 117
Re-capitalsation dividends from Penguin Random House - (50}
Purchase of property, plantand equipment (55} {74)
Acquisttion of new right-of-use lease assets {64) -
Purchase of intangible software assets (138) (130)
Proceeds from sale of property, pfant and equipment and intangible software assets 1 128
Disposal of right-of-use lease assets 17 -
Investmentincome 2 -~
Net costs paid for/proceeds from} major restructuring m (ZEfjv
Operatingcashflow ) a18 513

For infarmation, cash conversion, calculated as operating cash flow as a percentage of adjusted operating profi¢, 1s alsc shown as a non-GAAP
measure as this is used by management and investors to measure cash generation by the Group.

;Allﬁgures in £ millions 2019 2015
Adjusted operatngproft o 581 545
Operatng cash flow 418 513
a ccnversio-r;_“- B T 72% 94%

For information, operating cash flow, operating free cash flow and total free cash flow, which are non-GAAP measures, are disclosed and
reconciled in note 33 of the notes to the conschidated financial statements as they are commonly used by investors to measure the cash
performance of the Group.

Net debt and adjusted earnings before interest, tax, depreciation and amortisation {EBITDA)

For information, the net debt/adjusted EBITDA ratio is shown as a non-GAAP measure as itis commonly used by investors to measure balance
sheet strength. Adjusted EBITDA (s calculated as adjusted operating profit fess depreciation on property, plant and eguipment, right-of-use assets
and less amortisation on intangible software assets.

Allfigures in £ millions 2019 2018

Adjusted operating profit - B 581 540
Depreciation {excluding items included ir: ‘cost of major restructuring') 122 66

sation on intangible software assets (excluding iterns included in ‘cost of major restructuring’ 101 8?,
Adjusted EBITDA ' 804 699
Cashand cash equivalents 437 568
Investinent in finance lease recevable 196 -
Derivative finanaal instruments 15 9
Barnk loans and overdrafts (3 (43}
Revolving credit facifity (230} -
Bonds (593) (672}
Lease liabhities (838) (5)
Net debt B T {1473)
Net debt/adjusted EBITDA n:;\tio h 0.2x
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Glossary of major producls and services

AcceteratED pathways: a corporate education
beriefit, where Pearson partners with companies
to improve emptoyee development by focusing
on the educational needs of a specific business
andts people, helping to strategicaliy afign
educational assistance spending to the tafent
objectives of the grganisation.

ACCUPLACER*/MyFoundationsLab™

this all-in-one diagnostics and intervention
programme combines The College Board's
assessment programme with Pearson's proven
online intervention sofution. It identifies the
areas where a student needs work and then
takes a personahsed learning path that helps
them work on therr individual skills defiat.

Last year alone, Pearson delivered 9.2M

tests on the ACCUPLACER® platform.

Aruficialintelligence (Al) describes machines
that can sense and interact with environments
in a perception-planning-action cycle, or with
other machines, withaut explicit programming,
This is typically accomplished through Machine
Learning {ML) which is the development, and
application of aigorithms that improve their
performance (inference) at some task based
on experience (framning). Pearson takes a
human-centric perspective of Al that consicers
the entire learning ecosystem when developing
Al capahulities including ethics, privacy,
appropriate uses and user needs.

Bug Club: a core reading programrme for 4-11 year
olds, which has everything neeced to deliver the
2014 UK primary curriculuim and includes over
190 finely levelied titles, available ir print and
eBook farmat and a unigue online learning
platform with in-built assessment.

BTEC: taught in colleges, schools and university
throughout the world, 3 BTEC gives learners of
all levels and ages Lhe knowledge and skitls they
need for career success, now and o the future,
The unigue experience BTEC learners get of
having to apply the knowledge and skilis they've
learned to real-life scenarios means more
employers and learners are choosing BTEC.

> BTEC Level 1/Level 2 Firsts: BTEC Firsts allow
level 2 learrers to develop knowledge and
understanding by applying their learming and
skills in real-life scenarios. Combined with
orher gualifications, they enable learners to
progress to further study, an apprenticeship,
or into employment.

BTEC Leve} 1/Level 2 Tech Awards: studied
afongside GCSE, BTEC Tech Awards provide

a great introduction te a professionat sector
where students fearn transferable skills theyll
use if they progress to further study, and in
their future career.

~

» BTEC Leve! 2 Technicals: designed in
collaboration with empicyers and industry
professionats, BTEC Level 2 Technicals provide
career-focused, applied cotrses {0l post-16
level 2 learners in a specialist occupational area,
They support progression ta an apprenticeship,
to further technical study, or into the workplace.

BYEC Level 3 Nationals: allow bevel 3learners
to apply ther learning in reat-life scenarios to
develop the sgpecialist knowledge and skilis
they need to progress towards their chosen
career path, whether thatis through further or
higher education, an apprenticeship or directly
inta the workplace.,

v

v

BTEC Higher Nationals: avallable atlevels 4 and
5, BTEC Higher Nationals are internationally
recognised, career-focused higher education
courses which are the same level as the first and
second years of a degree course. Co-designed
with employers and representing the most
up-to-date professional standards, they support
learners to cevelop the real-warld knowledge,
skills and behaviours needed to succeed,
alfowing them ta move on to complete degree
and progress in their chosen career path.

Clinical Assessment: our Chinical Assessment
business provides assessments to help
professionals improve lives by providing valuable
information that can identify and manage an
inawvidual learner's strengths and weaknesses
and learning barriers. For example, AimsWeb
Plus provides universal screening, benchmarking,
and progress monitoring assessments to give
educators the reliable data they need to improve
stugents’ maths and reading skills.

The Clinical Assessment portfolio also offers a
range of assessments serving a diverse audience
of professionals including Psychologists, Speech
Language Pathologists, Occupational Therapists
and more. These professionals rely on leading
measures fike the Wechsler Scales of Intelligence,
which assess anindividual's cognitive strengths
and weaknesses or the Minnesota Muttiphasic
Personality inventory (MMPI}, a wortd renowned
measure of psychepathology and personality.

Other exarmples of our Clinical products include:

» Behaviour Assessment System for Children:
acomprehensive set of ratng scales and forms
to heip children thrive in their schocl ana home
environments through effective behaviour
assessment. BASC provides a complete picture
of chila and adolescent behaviour Schoal and
clinicat psychologists have depended on
BASC for more than 20 years.
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> Goldman-Fristoe Test of Articulation-Third
Edition {GFTA-3) a systematic means of
assessing anindividual's abdity to pronounce
different speech sounds of Standard American
English in orde: to diagnose different disarders
which can inhitnt an individual's articulation,
it provides mformation about anindividual's
speech sound ability by sampling both
spontaneous and imitative sound proguction
in single words and connected speech.

» Q-Interactive: a digitai system for administering
and scoring tests in a one-on-cne seting
between an examiner and examinee, Testing
takes place on twa iPads with an app called
Assess The simplicity of the system improves
accuracy and speed in providing real-time
scaring and allows for greater flexibility.

Connections Academy: The Connections Academy
online school programme for grades K-12isa
comprehensive callection of online learning
products and school support services for anline
public schools across the 1S, most of which carry
the Connections Acadesny name. In addition,
International Connections Academy is a private
anline school for grades K-12 and serves

students worldwide.

Digially-enabled tearning: learning thatis enabied
through digital rmedia, tools or technotogy.

Edexcel GUSE/A level: AS and Alevels - sametimes
called General Certficates of Education (GCFYor
Advanced levels - are normally studied after

fevel 2 in a BTEC or GCSEs. They manly involve
studymng the theory of a subject, combined with
some investigative work, and are usually studied
full ime over two years at school or college.

A5 and A levels are at fevel 3 on the National
Qualifications Framework.

English Benchmark Young Learners: a motivating
English test for young fearners aged 6-13, which
proves students’ English abilities to parents,
monitors learning progress, and ensures teaching
targets the right skills. English Benchmark
measures students’ speaking, listening, reading,
and writing skitls, through fun and interacrive
tablet-based activities, and uses Al-basea
autornated sconng to provide immediate
detailed reports for teachers and parents that
include students’ strengths, suggestions for
improvernent, and recommended aclivitzes (o
improve their skills.

ePen: an assessmerd scorng tool with various
features designed for use by a variety of
education stakehotders, inciuging Education
Agency officials, educators, independer?
contractors, and Pearson employees.
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Glossary of major products and services

GED: GED Tesung Service 15 a jornt venture
berween Pearson and the American Coundil on
Education, and rs part of a programme which
tneasuresproficiency in language arts, maths,
science and social studies. It enables learners to
obtain their high school equivalency credential,
be placed in college courses, and evenearn
college credit. in addition to the actuai GED test,
Pearson VUE also offers a suite of products

and services to help people prepare for their
assessments, including GED Ready, a predictive
practice test that provides learners with a detailed
score report, which outhnes areas of mastery and
argas requiring maore attention, giving learners
the taols they need to be successful.

inclusive Access: provides all LS college stidents
with equat and affordable access to colirse
materials by their first day of class eiminating
key hurdles to their academic success. Inclusive
Access can also provide institutions a valuable
tooi to help increase retention by lowering the
withdraw and fail rates caused by the lack of
students preparedness. By utihsing inclusive
Access institutions can drive down the overall
cost of attendance for students by reahstng
savings in using digital course materials rather
than new print materials.

Intelligent Essay Assessor (IEA) a suite of
capabilities for evaluating written responses for
both content and quality of writing. IEA can score
and provide immediate feedback on different
types of wniten responses, both essay length
and shart answer, across a variety of content
subject areas including English Language Arts,
science, soaal studies, and texi-based maths

Learning Catalytics: a web-based and interactive
student response tool, accessible via
smartphones, tablets, and laptops, which
encourages team-based learning and allows
students to take part i avariety of interactive
tasks and thinking.

Loengman English+: & mobile app that buiids
direct communication with K6 end customersin
China by providing personalised English language
learning, exposing and recommending lotalised
Pearson resources tolearners, and supporting
parents in home-based education ELT,

MyiLab/Mastering: reaching aver 10 million
learners globally, MyLab/Mastering is a collection
of onhine homework, tutorial, and assessment
products designed for personalised learning
experiences that engage students and improve
their academic performance. These teaching and
learning platforms empower instructors to reach
every student. For example, in a study conducted
at five higher education institutions in the Us,
itwas found an increase of 18 attempts on MyLab
Math homework was associated with a fivefold
increase in the probability of passing a
Developmental Math course.

MePro: a complete, blended service solution
for English language learning, which provides
apersonalised learning experience through
courseware & assessment linked to the Global
Scale of English (GSE), remediation and streich
content for personalised learning, professional
development for teachers and a parent app.

MyPedha: an integrated learning programme
which aims to transform how educationis
delivered in schools by bringing tegether ail
learning and teaching tocls - including publishing
resources, digital content and assessments -

to help improve foundational skills inliteracy and
numeracy in pre-prumary to grade 8 children.

Online Program Management {OPM): a market

i which Pearson s a provider by partnering with
celieges and universities around the world to
bring their degrees and short courses online,
helping students gain skilis for the changing world
ofwork. Pearson provides the upfront capital and
infrastructure that insthitutions need, as well as
providing services such as student enrolment
and retention, course design and aevelopment,
and market research and insights,

Partner Print Renial: a partnership with campus
bookstores and other online retallers that offer a
“rent only” option of high-demand print products
2t a lower costto students.,

Pearson Career Success: alms to meet the needs
of both colleges and emplayers by providing a
digital suite of assessments, learning modules,
and tools that help students discover career goals,
identify and fill their skills gaps, and effectively
present themselves and evidence of their
rompetencies to employers,

Pearson College London: a not-for-profit,
alternative degree pravider, offering a university
education that's powered by industry experience.

Pearscn institute of Higher Education:

Pearson Institute of Higher Education {Pty)

Ltd. is in South Africa and is registered with the
Department of Higher Education and Training

as a private higher education institution under
the Higher Education Act, 101, of 1997. We have
12 campuses across South Africa. Qur campuses
engage in a range of employability initiatives

in order to enhance stugents success in the
workplace. We have over 7500 students and

over 35 different nationalities on our campuses,
We have over 31 gualifications and pragrammes
across a range of faculties, all equipping students
with the skills they need in the workplace. We use
an optimal combination of technology-enhanced
and iraditional learning methods, as well as
practical application, to prepare students for

the technology-driven and fast-changing work
environment of the 21st century. Producing
employable graduatesis a pricrity for
Pearsoninstitute.

Pearson Learrung Platform (PLP): uftimately
Pearson’s single product platform thag will
leverage best-in-class technotogy te deliver

the future generation of global digital learning
experiences, The PLP is not a product, butitwill
change the way we design and defiver products.
providing a modern, reliable consumer grade
experience across all devices inali geographies.
Products built on PLP wil! deliver improved
outcomes and provide a user-centered, globally
consistent, locally optimised, learning experience
for our customers.

PTE Acadermnic {Pearson Test of English Academic):
the fast and fair romputerised English proficiency
test that Is trusted and used by institutions and
governments around the world_ it 1s now accepted
by the UK Government, alongside the Australian
and New Zealand governments and thousands

of colleges and universiues. A PTE Academic

test can be booked up to 24 hoursin advance,
with 87% of test results delivered within 48 hours,
PTE Acadernicis the convenient and efficient
choice for study and work.

To note: PTE Academic UKVI 15 the name for
those taking the test for UK Visa and
immigration purposes

PTE Home {Pearson Test of English Home):
approved by the UK Home Office for all family
visas, as well as for settlerment and ctizenship,
PTE Home offers a fast and reliable service to help
make immigratton to the UK as straightforward as
possible. Developed to test candidates speaking
and fistening skills, there are three test levels

to choose from. Fast, reliable and convenient:

PTE Home tests can be booked up to 24 hours ik
advance and with a simple pass or fail result,
most test-takers will receve their results within
st 48 hours.

Pearson Ventures: an investment vehicle for
Pearson that invests up to $56m aver athree
year penod in companies bulding new market
opportunities using innovative business
models, future technologies, and new
educational experiences.

Pearson VUE: Pearson VUE is a comprehensive
computer-based testing company that develops
and delivers mitlions of high-stakes certification
and licensure exarns for professionals around
the globe each year. Pearson VUT serves many
ofthe most highly regarded and highty respected
high-stakes exam owners in every industry from
academia and admissions t¢ 4T and heafthcare.
Pearson VUE is the global leader in exam
development and psychometric services,
programme management tools and services,
diverse exam delivery options incduding online
proctored and client proctored, and boasts the
most expansive and highly secure network of
20,000 global test centres in 180 countries.
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Rernote proctoring: in our Pearson VUE business,
remote practoring is when a proctor and a
test-taker are not physically located in the same
room. (N Most cases, the person takes theirentire
exam an a computer while the proctor watches
through an online video camera. “Remote
proctoring” 1s often synonymous with "online
proctoring”. Pearson VUE's online proctoring
sohution s called OnvUE

Revel: replaces traditional texts with an engaging
fearning experience that prepares students

for class. It presents an affordable, seamless
blend of author-created digital text, media,

and assessment based on iearnmng science.
Students canread, practice, and study anywhere,
anytime, and on any device. With assignment and
tracking tools, Revel also allows instructors to
gZauge student understanding and engagement
with the material inside and outside the
classroom, empowering them to spend ciass
time an meaningful instruction. For example,
each additional five hours a student spent on
Revel Psychalogy readings was associated with
anincrease of 2,19 {+1.10) percentage pomnts an
Lhit exams.

Sisternas: @ complete package of products and
services for private and public K12 schools in
Brazil. With a single price per student, we provide
courseware, educationat gssistance, professional
development, management consulting, and
marketing support, as well as digital conterniL.

Smarthinking: expert oniine tutoring and writing
review that gives students 24x7 accessto
academic help fram live professional educators
and uses a proven, problem-solving approach to
help students fearn, gain confidence, and handle
{yture assignments on thewr own. Complementing
Pearson content and technology solutions,
Smarthinking's human dgelivered services have
30 years of experience improving student
performance, course persistence, and overalt
retention. Karen Retlly, Campus Dean of Learning
Support at Valencia College, said that "The results
of our analysis show that Smarthinking is an
important component in our overall acadeimic
support programme; it is essentia| that students
have access ta tutaring assistance after hours
and on weekends - whenever a learning mament
1s happening.”

Speak Qut: part of our English Language Teaching
product portfolio, Speak Qut is an English
language course that includes video content from
the BBC to engage students and make teaching
easier by exposing students Lo a wide array of
wards and accents, familiarising students with
English as it is spoken. By watching many such
videos, students learn proper pronunciation,
expand their vocabulary bank and reinforce

their English-language confidence.

Governance

Ffinancial statements Cther information

TestNav: aninnovative online test delivery
platform that is part of Pearson’s comprehensive
assessment solution. TestNav delivers millions
of secure, figh-stakes state and nationat tests

in K12 schools every year. Secure, scalabie,

and reliable, TestNav provides engaging and
interactive testing to students who learn and
play in a gigital environment.

The Enabling Programme {TEP): one of Pearson’s
largest business transformation projeces.

fts aim is to make us a simpler organisation,

with globally consistent ways of working across
HR, finance, procurement, supply chain,

and rights and royalties.

Top Notch: part of our English Language Teaching
product portfolio, Top Notch is a communicative
English course that prepares students to
communicate in English with an emphasis on
cultural Muency that enables students to navigate
the sodial, travel and business sitlations that they
will encounter in therr lives. Top Notch makes
Enghsh unforgettable through the right input.
oftanguage, intenstve practice, and systematic
recycling using a diverse array of speakers arouna
the world whp have a wide range of native and
non-native accents

Wiz me: an English language learning app
within Wizard schools that gives students the
opportunity to continue to learn and practice
their skilis outside the classroom.

Wizard: a franchise of language-learning schools
that offers eight different language courses

and uses the international certification, TOEIC,

as a teaching mode. TOEIC 1s the Test of English
far international Communication {TQEIC ),

an examination for international communication,
which measures the Enghsh proficiency of a
fareigner in everyday situations, and especally
n situations related to the job market.

in the US Higher Education landscape, we partner
and provide products and services to a diverse
array of educational institutions including:

> Community College: sometimes called junior
colleges, are two-year schoals that provide
affordable pastsecondary ediication asa
pathway to a four-year degree.

> Private Not For Profit: a private faundation that
is engaged in social or public benefit activities
and Is registered as such with the IRS. {t derives
its revenue from a smali group of donars
without any intention of earning income for
its owners. Al the profits and donations
of a not-for-profit arganisation are used in
operating the organisation as per its objectives
(1.e., charity or public service).

~

4 Year Public Universities: a university offering
aBachelor's degree that s predominantly
funded by public means through 2 national

or subnational government, as opposed (o
private universities.
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+ For-Profit Umiversities: a university that
is owned and run by a private organisation
or corporation.

US School Assessment Business: helps young
children and students reach thair educational
aspirations through meaningful feedback
Testing plays anniegral role indeterminmg
educator and student success, and we are the
largest provider of educational assessment
services In the US. We partner with depariments
of education and educators 1o develop
customised, effective, and scalable assessmernus
that measure 21st century skills and inform
instruction throtughout the school year. We alsg
partner with test providers to deliver their paper
and/or online assessments. Examples of the
tests we supportinclude:

» SAT: an entrance exam used by most colleges
and universities to make admissions decisions.
Itisa multiple-choice, pencil-and-paper test with
the purpose to measure a high school stucent’s
readiness for college, and provide colleges with
one comman data point that can be used to
compare all applicants,

National Assessment of Educational

Pragress {NAEP): The Nationat Assessment

of Educauonal Progress {NAEP} is the largest
natonally representative and continuing
assessment of what America’s students know
and can do n various subject areas.

~

ACT: The ACT" test is the nation's most popular
college entrance exam accepted and vaiuea
by all universities and colleges in the US.
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Shareholder informalion

Pearson ordinary shares are listed onthe London Stock Exchange
and on the New York Stock Exchange in the form of American
Depositary Receipts.

Corporate website

The investors'section of our corperate website www.pearson.com/
corporate/investors.htm! provides a wealth of infermation for
shareholders. it is alse possible to sign up to receive email alerts for
reports and press releases relating to Pearson at www pearson com/
news-and-research/announcements.html

Shareholder information online

Shareholder information can be found on our website
www.pearson.com/corporate/investors. htm!

Cur registrar, Equiniti, 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 infarmation, please contact our registrar, Equiniti, Aspect
House, Spencer Road, Lancing, West Sussex, BN93 6DA. Telephone
0371 384 2233 ar, for those shareholders with hearing difficulties,
textphone numper 0371 384 2255,

information about the Pearson share price

The company's share price can be found on our website at
www.pearson.com/corporate/investors.himi it also appears in the
financial columns of the national press.

2019 dividends

Payment date Amaount per share
Interim 13 September 2019 6 pence
Final’ 7 May 2020 t13.5pence

1 Subjecttoapproval by shareholders at the Annual General Meeting.

2020 financial calendar

Ex-cdividena da[eﬁ 26 March
Record date 27 March
Last date for dividend reinvestment election 16 April
Annual General Meeting 24 April
Payment date for divicend and share purchase date for

dividend reinvestment 7 May

Payment of dividends to mandated accounts

Should you elect to have your dividends paid through BACS, this can
be done directly into a bank or building society account, with the tax
voucher sent to the shareholder's registered address. Equiniti can be
contacted for information on 0371 384 2043".

Dividend reinvestment plan (DRIP)

The DRIP gives sharehotders the right to buy the company’s shares
on the London stock market with their cash dividend. For further
information, please contact Equiniti on 0371 384 2268".

individual Savings Accounts (ISAS)

Equiniti offers ISAs in Pearson shares. For more information,
please go to www.shareview.co.uk/dealing or call customer
services on 0345 300 0430°.

Share dealing facilities

Equiniti offers telephone and internet services for dealing in Pearson
shares. For further information, please contact their telephone
dealing helpline on 03456 037 037" or, for online dealing, log on to
www.shareview.co.uk/dealing. You will need your shareholder
reference number as shown on your share certificate.

A postal dealing service is also available through Equiniti.
Please telephone 0371 384 2248" for details orlog on to
www.shareview.co.uk to download a form.

*  Linesopen 8 30 am to 5 30 pm Monday o Friday {excluding UK public hohcays)

ShareGift

Shareholders with smali holdings of shares, whose value makes

thern uneconomic ta sell, may wish to donate them to ShareGift,

the share donation charity {registered charity number 1052686).
Further information about ShareGift and the charities it has supperted
may be obtained from their website, www.ShareGift.org, or by
contacting them at ShareGift, PO Box 72253, London, SW1P SLQ.

Armerican Depositary Receipts (ADRs)

Pearson’s ADRs are listed on the New York Stock Exchange and
traded under the symbo! PSO. Each ADR represents one ordinary
share. For enguines regarding registered ADR holder accounts
and dividends, please contact Bank of New York Mellon,
Shareholder Correspondence (ADR), PO Box 505000, Lowisville,

KY 40233-5000, telephone 1 (8366) 259 2283 {Loll free within the US)
or 001 201 680 6825 (outside the US). Alternatively, you may email
shrrelations@cpushareownerservices.com

Voting rights for registered ADR holders can be exercised through Bank
of New York Mellon, and for beneficial ADR holders {and/or nominee
accounts} through your US brokerage institution. Pearsen will file with
the Securities and Exchange Commission a Form 20-F.

Share register fraud: protecting your investment

Pearson does not contactits shareholders directly to provide
recommendations or investment advice and neither does it
appoint third parties to do so. As required by faw, our shareholder
register is available for public inspection but we cannot control

the use of information obtained by persons inspecting the register.
Please treat any approaches purporting to originate from

Pearson with caution.

For more information, please log on to our website at
www.pearson.com/corporate/investors/share-management/
share-register-fraud.htmi

Tips on protecting your shares

> Keep any documentation that contains your sharehoider reference
number in a safe place and shred any unwanted documentation

> inform our registrar, Equiniti, promptly when you change address

> Be aware of dividend payment dates and contact the registrar
if you do not receive your dividend cheque or, better stitl,
make arrangements to have the dividend paid directly into
your bank account

> Consider holding your shares electronically in a CREST account
via anominee.
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Reliance on this document
The mtentron of this document s to provide information ta sharehoiders and is
not desighed to be relied upon by arty other party or for any other purpose.

Forward-lgoking statements

Tivs documeniincludes furward-lonking staterents concerning Pearson’s inancial
condition, business and operations and (s strategy, plans and objectves. In
particular, ali statements that express forecasts, expectatons and projections,
inciuding trends inresults of operations, margins, growthates, overatl market
trends, the impact of interest o exchange rates, the avaslabhity of tnancing,
anticipated cost savings and synergies and the execution of Pearson's strategy,
aretorward-looking statements.

By their nature, forward-icoking statements invelve known and unknown risks and
uncertainties because they relate to events and depend on crcumstances that may
occur i the future. They are based on numerous expectations, assumptions and
beliefs regarding Pearson’s present and future business strategies and the
enviranment in which twill cperate inthe future. There are various factors which
could cause Pearson's actual inandal condiion, resutts and development ro difter
materiaily from the plans, goals, objectives and expectations expressed or imphed
Ly these forward-looking staternents, many of which are outside Pearson's control.
These include internattonsl, national andlocal conditions, as welt as the impactof
competition. They also include ather risks detaited from timeto tirme in Pearsaen’s
publicly-Tled documents and, in particular, the risk factors set out In this document,
which you are advised to read. Any forward-looking statements speak only s of the
date they are rmade and, except as required by law, Pearson gives no undertaking to
Jdpdate any forward-Icoking statements :n this documeant whether asa resuit of new
informatinn, future developments, changesin its expectations or otherwise, Readers
are cauticned not te ptace undue refiance on such forward-lpoking sfatements.
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As part of its offseting commitments Pearson has offset the carbon dioxide
generated by the productian of this repert and associated dotuments.

This report has been printed on Eduaon Challenger Offset which s FSO certified
and made trom 100% Elemental Chilorine Free (ECF} puip. The miil and the printer
are both certified to 150 14001 environmental management system, The report
was printed using vegetable-based inks by a CarbonNeutral* printer.



