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The strategic report, up to and Across Pearson we have language
including p64, was approved for and terminology that is unique to
issue by the Board on 15 March 2021 us and to our sector. To help you
and signed on its behalf by, navigate this, we have continued
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Chief Financial Officer products and services. Any words
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Learning. For life,

We are building direct to consumer
relationships with millions of people around
the world, across a lifetime of learning.

Sidney Taurel, Chair

@@ !believethe pandemic
has helped bring us

closer together, and | am

immensely proud of the

way Pearson's employees

across the world have united

through this difficult situation

to support each other and

our customers.

Andy Bird, Chief Executive

@@ WeintendPearson

to be the world's
preeminent learning
company, delivering the
world’s best learning
products to more people than
ever before. This is good for
our business, and it is good
for the world. Because, when
we demonstrate the value
of learning, we grow our
business and transform lives.

Discover more online

pearsonplc.com

Use this QR code to visit our

newly launched corporate website,
where you can also find the online version
of our 2020 annual report and accounts.

Sally Johnson, Chief Financial Officer

2020 was a

challenging year
for society and many
businesses, Pearson
included. That said, we
delivered a resilient sales
performance in light of these
circumstances and a profit
performance in line with
revised expectations post
COVID-19. In 2021 we expect
Group revenue to grow and
profit to be inline with
market expectations.

o1
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Pearson at a glance

We are Pearson. Our purpose
s to help everyone achieve their
potential through learning.

We are the leading learning company offering end-to-end
solutions, enabling greater access to high-quality, affordable
learning experiences. We are the global experts in learning.

c.200 20,000+

countries employees

We enable tens of millions of learners per year
to maximise their success.
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O u r b u Sl n esse S Learnmore:  Our five new business divisions, p20

Qur five new business divisions, coming into effect in 2021, are the foundation for the long-term growth of Pearson, all of which will be
supported by our new Direct to Consumer group.

FIVE BUSINESSES TO DRIVE GROWTH

VIRTUALLEARNING HIGHER ENGLISH WORKFORCE ASSESSMENT &
EDUCATION LANGUAGE SKILLS QUALIFICATIONS
LEARNING
p20 p21 p22 p23 p24
{] Direct to Consumer >
Enabling Driving Contributing to a more
sustainable growth shareholder value equitable world

Our commitment to sustainability and learner outcomes

Learning for a better Improving learner
life, a better world outcomes

Our Sustainable Business Plan We design our products
2030 supgports our business to drive fearning outcomes.
strategy and drives positive When we demonstrate and
outcomes for people fram deliver the value of learning,
all backgrounds, our global we can grow our business

and help people achieve
their potential.

community and planet.

Learn more: " Learn more;
|

Sustainability, p40 } Learner outcomes, p26
i
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Key performance indicators (KPis)

[_FJNANCIAL MEASURES

Sales@ Adjusted operating profit' @
£3,397m £313m

£rnillion 7 £million — T
20 3,397 20 313

19 3,869 19 ¢ ——1581

18 ¢ —4,129 18 546

17 ——14,513 17 o= ——576

16 ¢ ——=4,552 16 € 1635
Adjusted earnings per share' @ Operating profit/loss?

28.7p £411m

pence Emiliion

20) ene———2 8.7 20 e 411
19 57.8 19 1275
18 ) 70.3 18 ———1553
17 r——————————54.1 17 —1451
i6C —158.8 16 2497 r—————————1

Operating cash flow and cash conversion' @

£315m

Emillion
20 315(101%)
19 418 (72%)
18 513 (94%)
17 =— 1669 (116%)
16 — ——1663 (104%)
l Tota) shareholder returns® @
10.65%
% -
1-year TSR 10.65%

3-year TSR 10.18%
S-year TSR c————————513.08%

Read more:
© See how we link strategy to pA00
management reward

1
|
|
{
%
|
|

Net cash generated from operations®

£450m

£million

20 450

19 480

18 = —1547
17 = 452

16 e 522

1 See pp33-35 for an explanation of these
alternative performance measures.

2 Equivalent statutory measure.

3 Source:Bloomberg.
Mote: See pp212-216 for full recondiliation of
the alternative perforrmance measuresto the
equivalent statutory measure.
Note: IFRS 16 adopted In 2015 - no KPls have been
restated for historical accounting adoptions.

Learn maore online:

plc.pearson.com/en-GB/purpose/
our-targets-kpis

Net debt!

£463m

£million

20
19 =

18 c—m143

17 432

463

11.016

16 ==

11,092

Basic earnings per share?

41.0p

pence

20 =410
19 —234.0

18 ——a75.6
17 —=49.9
16 286 8C——————3

Dividend per share

19.5p

pence

20 eeasesa—— 9.5
19 ————0195
1B c————18.5
17 =————217.0

B ———————— 520
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| BUSINESS MEASURES
Digital revenue’ Performance in our businesses in 2020
Global Online Learning
73%
0L* Virtual Schools enrotment growth
20 45% | 28% | 1 8 /0 (new and existing schools) 43%
OPM@ underlying course enrolments
66% growth {excl. discentinued programs) 20%
19 36%| 30% |
62% Global Assessment
" ) }
18 34% i 8% | (1 4)% Testing volumne decline (22)%
Online proctaring growth @ 1,143%
59%
17 32% 27% .
| I North American Courseware
B Digital M Digitally-enabled B Non-digital (1 3)cy * Digital registraticns growth 9%
(4] - .
1 Excludes GEDU, Wall Street English (WSE) and US K-12 Courseware. (including eTexts)
GEDU was sold in 2017, WSE was sold in 2018; USK-12 Courseware was ;
held for sale in 2018 and was sold in 2019, Inclusive Acces.s.@s.ales. growth 29%
{to not-for-profit institutions)
international
(36)%

(1 9)%* PTE Academic @ test volume

*  Year-on-year underlying revenue growth for 2020.

[ NON-FINANCIAL MEASURES

Female representation

Employee experience and engagement? p4g 2020 2019
Employees rating our COViD-19 response on a scale of 1 (poor) Board of Directors 45% 33%
to 10 (excellent)” 86 Senior leadership? 36% 314%
Employees who would recommend werking at Pearsonto a Allermployees 60% 500
friend or colleague +17 NPS
- - — GB median gender pay gap 10% 12%
Employees who have done something to reskill or upskillin 2020 63%
" " N 3 Typically, two reporting lines fram the Chief Executive.
Employees working from home effectively shortly after closing
offices due to COVID-19 87%  |Improve racial and ethnic diversity 2020
2 Datafrom Pearson's employee 2020 quarterly pulse survey. Board member - Directors of colour 1
Reduce our carbon footprint 2020 2019 2018 3% US black employees at manager level and above 3.3%
% US Hispanic/Latino employees at manager level and above 31.8%
TotaltCO,e -
Scope 1, 2 (market based)and 3 354162 580,914 614,380 % UKblackemployeesat manager level and abave 1.7%
% reduction vs previous year 399, 50 We have enhanced our employee data collection to report on racial and ethnic
- diversity KPIs in our twa largest markets for the first time in 2020 and alm to expand
% reduction vs 2018 baseline 42% 5%

this globally. We will track progress going forward with a target of achieving
employee diversity that is representative of the diversity in the countries in which

we operate.
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Chair’s introduction

Dear shareholders,

2020 will go down as one of the maost
unprecedented and challenging years in
modern history. It has impacted us all in ways
we would have scarcely imagined possible
before. Yet, among the onigoing uncertainty,
it is heartening to see so many examples of
people supporting one ancther - from
families and local communities through to
the broader business world and beyond.

| am particularly proud of the way Pearson's
employees have supported each other and all
our stakehaolders through this difficult time,

The pandemic has also acted as a catalyst for
driving innovation, as we find new and mare
efficient ways of working, connecting and
communicating. This is characterised by the
rapid response from the scientific warld irt
mohilising to provide a worid-class testing and
vaccination response. it can also be seen in
the learning sector, through the speed and
scale in which learning has moved cnline.

Our vision is to

be the leading
learning company

in this increasingly
interconnected world.

Sidney Taurel
Chair

tn time, | kriow the world will nermalise,

but my hope is that the appetite far
innovation and technological distuption

will continue unabated. This provides
opportunities for companies such as Pearson
to grow, contribute to society and create
shareholder value,

Performance and progress in 2020

In ayear that has been incredibly chaflenging
from an operational and financial perspective,
| am encouraged that we were able {o achieve
hoth sales and adjusted operating profitin
line with the revised expectations that we

laid out in March in response tothe
pandernic’s impact.

Notably, Global Online Learning sales grew
significantly as appetite for, and interestin,
online learning surged. The more negative
impact of COVID-19 has been seen most
keenly in international and Global Assessment
due predominantly to test centre and schaol
dasures. Itis encouraging to see US Higher
Education Courseware performingin line with

pre-COVID-19 expectations, with digital sales
in US Higher Education Caurseware now
accounting for more than 70% of total sales
in this division, and eText growth increases
indicating that we are recapturing sales that
were lost to the secondhand book market.

Uncertainty persists inta 2021 due to
COVID-19 but, given progress with the global
roll-out of vaccines, we are currently planning
on the basis that test centres will reopen, ina
socially distanced fashion, during April, and
that normal operations wil resume in H2
2021, including borders reopening. As such,
we expect to deliver financial results broadly
consistent with market expectations.

COVID-19 response and engaging
with our stakeholders

We are proud to have played our partin
supporting our employees, customers,
partners and broader stakeholders during
the pandemic. The Board held an additional
unscheduled mesting in mid-April 1o
consider financial scenaria planning and
the campany’s broader response ta the
pandemic. We responded in four key ways:

Supporting employees

The Board discussed the potential to access
government funding and take advantage of
the furloughing programme. We ultimately
decided against this option, knowing others
were in more acute need of support. Althcugh
areas of our business were impacted by
school and centre closures, we eschewed
layoffs and instead, where possible, we
redepioyed our employees to high-growth
areas of the business, such as onfine learning.
We fostered employee engagement and
support groups and aimed to support aur
employees across the world as best we could.
You can read rmore on this appreach in our
stakeholder engagement section on p27

Supporting customers

Our customers around the warld were
required ta move rapidly onfing, in many cases
in just a matter of days. We made the decision
early on to make seme of our popular digital
materials and content available for free to
them in the early months of the pandemic,

o help enable the process of moving to digital
learning. The feedback we received was highly
positive and we believe this will lead to deeper,
more durable fong-term relationships. Read
maore onpl3
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Supporting shareholders

In April, the Board felt it appropriate to

pause the share buyback thatiaunched

at the beginning of the year, given the deeply
uncertain times ahead. Anather key decision
for us was whether to pay the final 2019
dividend. Ultimately, the Board and | decided
that, due to the strength of our balance sheet,
our strong financial position and liquidity
and our confidence in the outlock in the
post-pandemic world, the right decision was
ta proceed with a recommendation to pay it.
We performed financial stress testing and
scenario planning and concluded that, even
in a worst-case scenario, we would still have
sufficient liquidity. Our shareholders rely on
dividends and we strongly believed it was the
responsible thing ta do, as a reward for your
suppert and loyalty.

KEY PERFORMANCE {NDICATOR  FINANCIAL MEASURES

Total shareholder returns

Cther information

Supporting broader stakeholders

The Board and i recognised there were many
in society in urgent need of direct help and
we came to the decision that myself, the
Board and Executive Directors would take a
temporary, voluntary reduction in pay and
fees, This was then donated to charities
engaged in COVID-19-related activities.

This package of support was the right thing
to do, reflecting the financial strength of the
business, and it was also a demonstration of
the capabilities that Pearson has successfully
created as we have transitioned from print
to digital.

| believe that, long after this dreadful
pandemic has passed, there will continue
to be sustainable interest in online learning
globally, and we are well placed given our

investment and global leadership in this area.

Deliver sustainable returns

Dividend per share

19.5p

07

New leadership for the next phase
of Pearson’s story

Further to cur announcement at the end of
2019, John Fallon retired from the role of
Chief Executive in 2020. John's career with
Pearsan spanned over two decades, including
seven years as Chief Executive, and his
passion and commitment to the business

was evident to all of us.

As Chief Executive, John worked tirelessly
leading Pearscn through a period of
significant change and led its transformation
from a media conglomerate to a single
focused learning company with a strong
technology platform.

John's hard work and vision established

the foundations for Pearson’s next chapter.
On behalf of the Board,  would like to thank
him for his considerable contribution and
dedication to Pearson and wish him well for
the future.

10.18%
c———— (531%
—(2.73%

[ 114.55%
— 112.17%
S-year
e 13.08%
[ 126.32%
[ 128.51%
L —123.84%
———18.66%
B Pearson
W FT5E 100

B FTSE All Share
B F7SE All Share Media
W STOXX 600 Media

1-year

pence
T ] 0.65%
[ 1{11.45)% 20 13.5p
I 1{10.59)% 18C————————1185p
———— (5.66)% 17—————1?p

160 |"'17[_)

3-year
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Chair’s introduction

The Board ran a thorough and rigorous search
process for john's successor, with strong
governance, interviewing a broad range of
very high-calibre candidates. We were
delighted that this resulted in the
appointment of Andy Bird, who becarme

Chief Executive in October 2020.

Andy was the standout candidate from a
very strong field given his wealth of
international consumer experience, digital
and brand-building expertise, excellent
people engagement and leadership skils,
proven ability to create value - and his
affinity to Pearson’s culture and values.

He is a proven, visionary leader of a large,
complex and diverse business, and an
outstanding executive who is well placed
to build on the foundations laid at Pearson,
to enhance long-term value for all our
shareholders. Further, as an existing Board
member who joined us in May 2020, his
knowledge of Pearson meant e has been
able to hit the ground running.

We are very grateful and appreciative for

the engagement, time and support of our
sharehatders in ensuring we were able ta
appaint the right candidate, You can read
more directly from Andy in the fallowing
pages, and mare on the process of appointing
Andy in the Nomination & Governance
Committee report on p84

Qur strategic direction

The Board and | have been impressed with the
early impact that Andy has made and we are
optimistic regarding the future growth
prospects of the tompany, noting the sense
of pace and momentum that is building.

We believe that the accelerating consumer
demand for new digital forms of learning
provides a real opportunity for us and we
are supportive of management's focus on
the direct te consumer rmarket.

The Board supports the regrganisation of
Pearson into five global business divisions,
recognising that this will help drive our future
growth and build on the structure we had in
place throughout 2020. The Board and | are
also supportive of actions announced to hold
a review of our portfolio to focus on the
priorities in these five new divisions.

As management articulates this strategy and
executes on it over time, | believe there is a big
opportunity to grow our business in exciting
new areas, while also continuing to focus on
existing products and services that are either
growing guickly or now stabilising after
several years of transition.

You can read more on this in Andy’s overview,
as weli as the business model pages of this
document found on p16

Underpinned by a strong

financial position

To achieve our strategy and to endure inta
the future, itis vital to have a strong balance
sheet. Despite challenging macro canditfons,
the Board is confident about Pearson’s
medium- and long-term prospects, and the
opportunities that exist im our business,
particularly viewed through the lens of our
evolving strategy, putting consumers at

the heart of all we da.

Cur capital allacation policy remains
unchanged - to maintain a healthy balance
sheet, invest in the business both organically
and inorganically, pay a progressive and
sustainable dividend and return any
rernaining funds to shareholders.

In terms of any investments we make,

we will always be disciplined and focused

on the returns profile, and under the Board's
direction, we have introduced enhanced
internal processes to measure and manage
organic returns. Any future inorganic
investment will have equal discipfine

and scrutiny.

Sharenolders will be aware that, as a result of
the uncertainty due to the pandemic, we took
the decision in March 2020 to pause the
£350m share buyback programme that we
launched in January last year, with around
£176m of the shares on offer completed.

This decision, taken by the Board, reflected
the fact that, while we do have a strang
balance sheet with good headraom in
liquidity, in unprecedented times we must
make prudent decisions for the long term,

At this point we believe maintaining a very
strong balance sheet is appropriate. As such
we are not planning to reinitiate the buyback.
We will keep our balance sheet strength

and potential fer surplus cash returns

under review, but do not see this in the
immediate horizan.

We have proposed a final 2020 dividend of
13.5p, resulting in a full year dividend of
19.5p. This is reflective of the strength of our
balance sheet, consistant with our approach
to maintain a sustainable dividend, and our
confidence in the future growth potential of
the business.

Pearson retains significant financial
headroom with net debt of £463m

and immediately available liquidity of
£1.9bn through committed facilities and
cash balances,

ESG, diversity and building a
sustainable business

Qur historic commitiment to embed
sustainability into all business functions and
operations remains unchanged. Since
launching aur Sustainable Business Plan 2030
last year, we are focused on the most material
environmental, social and governance (ESG)
issues and know this work will only bolster
our strategic objectives.

The Board has been engaged on overseeing
plans and progress towards our sustainability
ambitions. | amn pleased with the progress

we made last year, particularly in advancing
equity through the launch of our social bond
(see p44 for more on this) and our ambitious
goals on reducing emissions.

We are also strengthening our approach to
reporting and transparency by undertaking
work towards the Task Force on Climate-
related Financial Disclosures (TCFD) and the
Sustainabifity Accounting Standards Board
{SASB). You can read more about our
approach in the sustainability section
onp47and p54

The Board is committed to improving our
focus on Diversity, Equity & Inclusion (DE&).
In this annual report we have expanded our
reperting to include not just gender diversity
but also ethnic diversity at company and
Board level, as we commit to trying to
continually strengthen this vital area.

We know that diverse perspectives help
broaden thinking and lead to improved
performance and better ways of working,
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We believe that Pearson'’s talent and content
should reflect the diversity of the markets we serve,
ensuring we create the best products, with the greatest
impact, for the greatest number of people in the world.
We believe that Pearson must have a positive impact on
our customers' lives, on the communities that we serve,
and on the world of learning globally.

Specifically, the Beard and | were supportive
of the formation of a DE& task force of
employees and leadership, with the aim of
coming together to identify concrete,
actionable ways to improve recruitment,
retention and inclusion, and to ensure cur
products and services help build a more
indusive society. We have adopted a set of

! stretching goals around representation,

company culture, product, and our role in

¢ society. An action plan comprising goals,

pillars for action and initiatives for
implementation over the next 12 to

18 manths underpins our commitment.
You can read mare on this on p50

Board composition and engagement

It has clearly been a difficult year for in-person
stakeholder engagement in 2020, given the
pandemic. However, our Board continued
to engage virtually with, and encourage
participation from, employees, educators,
learners, community and thought leaders,
aswell as other stakehalders to ensure the
company is contributing to wider society.
More broadly, the Board remains fully
commiitted to shareholder and broader
stakeholder engagement and we welcome
ongoing dialogue with all of our investors.
Read more on our stakehaolder engagement
response inthe $172 section on p30

Financial statements

Other information

The Board continues to benefit from a diverse
and wide range of backgrounds, skills and
experience. You can read more about this in
the Governance report p73

As noted in lastyear's report, 2020 also saw

a change of Chief Financial Officer at Pearson.
Sally Johnson, our former Deputy CFO, was
appeinted CFQ in April 2020 following our
Annual General Meeting (AGM). Sally has had
an immediately positive impact with her deep
knowledge of the business and the markets
we operate in, her financial acumen, her
|eadership skills, and her incredible work
ethic. 1 am delighted to have her on our
management team and Board.

We have also had further changes ta the
makeup of the Board which you can read
abouton p&7

Achieving our vision and delivering
on our strategy

Qur vision is Lo be the world's leading learning
company. In the increasingly interconnected
world we live in, this vision is highly relevant
and the products and services we offer are
increasingly in demand. This heightened
demand is being seen from consumers
around the world who want access to
high-quality digital learning experiences to
help them progress in the next stage of their
lives - whether that be formal education,
upskilling or changing career path.

09

As you will hear from Andy later in these
pages, and from the updated strategy that is
articulated in the strategy section on pp18-25,
we believe learning is fundamental to
everything we do as humans and that we
continue learning across our lifetimes,
increasingly via direct to consumer means.
We believe that everyone in the world should
have the opportunity to learn, because
learning transforms lives and societies.
Pearson has long understood the value of
learning and we believe we have a unique
opportunity to enable greater access to
high-quality, affordable learning experiences
- and we are supportive of management’s
determination to realise that ambition.

The Board and | are keen to engage with our
shareholders as circumstances allow.

Thank you for your ongoing support.

Sidney Taurel
Chair



10 Pearsan plc Annual repart and accounts 2020

Chief Executive’s strategic overview

Dear shareholders,

| am delighted to be writing to you as
Pearson’s new Chief Executive, a journey that
started in May 2020 after joining the Board as
a Non-Executive Director. | am fortunate to
have had such a comprehensive induction to
the business before taking over the reins from
|ohn Fallon. | would like to express my sincere
gratitude to johm, far his help in ensuring a
smooth transition, for all that he did for
Pearson, and for the strong foundations

that he has laid for our future.

We believe that
everyone in the world
should have the
opportunity to learn,
because learning
transforms lives

and societies.

Andy Bird
Chief Executive

Pearscr understands the value that learning
brings to people’s lives and the profound
impact it has on the world; | have a deep
passion for learning and am enormously
excited about the opportunity ahead,
particularly Pearson's potential ta reach
many more people. My experience, at
consumer-focused companies such as Walt
Disney and Time Warner, has equipped me
with the expertise to lead Pearson through
the next chapter, as it accelerates its transition
to becoming a digital-first company with the
consumer at the heart of everything we do.

Since joining Pearson, lhave immersed myself
in evary concefvatde aspect of the busimess
and have been impressed by the progress
that has been made over the last five years.
Disappainting financial results during this
time, and the complexity of the company and
our operating model have obscured the vital
purpose and true strengths of Pearson, and of
the talented people who work here. There is
still much to do but | am confident thatwe
have a strategy that will return this business to
sustainable, long-term growth.

Qur market

As we embark on the fourth industrial
revolution, learning is more vital than it has
ever been. We believe that everyone in the
waorld should have the opportunity to learn,
because learning transforms lives and
sacieties. Pearsan is well positioned to
suppart people in developing the skills they
need to participate in the new economy, to
support this unprecedented societal shift,
and therefore to capture the enormous
growth potential in the market.

The global learning market is vast - at around
£5tn today, growing ta over £7tn by 2030.
Formal primary, secondary and tertiary
education is 75% of that market and will
remair the vast majority ~ we expectover a
billion more learners to have moved through
formal education by 2030. A growing global
middle class and longer careers are alsc
driving lifelong and informal learning,
particularly for reskilling and upskilling,

a trend that has been accelerated over the
past year. This ali adds up to huge structural
tailwinds in our industry, and great
oppartunity for companies that can innovate
and scale to meet the growing and changing
demands of learners globally. There is a huge
oppoertunity for Pearson, as only 3% of the
£5tn learning market is currently digital.

COVID-19 has accelerated the trend to
digital-first in every part of our lives,
Millions more people are connected to the
internet, There's been massive disruption to
the world's warkforce. Governments and
businesses need their people to learn new
skills to survive and thrive. And learning is
the key to that change, and to the new
opportunities it creates.

Also, how we learn is changing, driven

by technology and new consumer habits.
Consumers now focus on quality, accessibility
and the return on their time. They wart
personalised, enjoyable experiences,
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on demand, wherever they are, They want to
track and prove what they've learned, and

to realise its value in their careers and lives.
And, just as consumer habits have changed in
other industries such as music and television,
so, the business of learningis also changing:
more direct to consumer, more unbundled,
and more skills-based.

This does not mean that we will be
abandoning our traditional markets in
education, or our deep relationships with
institutions, Those will remnain the foundations
of our business and of cur future, Those
markets and institutions themselves are
changing to meet the needs of their
consumers - and doing so in partnership
with us. Butwe must also go where
consumers want to go: into a lifetime of
learning that helps them to keep pace

in arapidly changing world.

Our strategy

The market drivers outlined above create
three big global opportunities for Pearson -
the rise in online and digital tools for schools
and education, the workforce skills gap, and
the growing need for accreditation and
certification - and we are strategically well
placed to capitalise on these oppartunities.
To achieve this, we are reorganising our
business and operations to focus on five
business divisions to release untapped value
and potential within the company.

Drivers for success

There are six key reasons why | believe
we will succeed:

= including in the Pearson Learning
Platform (PLP) @, can now
be realised.

2 Wearethe global expertsin
= learning. Nobody else has the
breadth and depth of experience,
expertise and relationships across

1 The value of our recent investments,

the entire lifelong tearning spectrum.

r

Other information

of our consumer strategy.

significant part of our future growth.

Five business divisions to release
untapped value and potential within
the company

Our five new business divisions are Virtual
Learning, Higher Educaticn, English Language
Learning, Workforce Skills, and Assessment &
Qualifications - all of which will be supported
by our new Direct to Consummer group.

Read more on this in our strategy pages

on pp18-25

These five divisions will form the foundation
of the company. They are great businesses
with excellent growth potential. They reinforce
each other and will be the platform on which
we build our direct to consumer vision.

We want everyone in the world to realise the
value and joy of learning. And we will help the
world’s learners at every stage of life to unlock
their potential in a rapidly changing world.

3 Wearehome tothe best talent,
= from our amazing, passionate
and dedicated employees to our
brilliant authors.

4 We are one of the few companies
= who can offer end-to-end
learning solutions.

5 Wehave a competitive advantage
= inthe integration of our intellectual
property, content, products and
assessment tools.

1

Direct to Consumer group

Our new Direct to Consumer group will act as
Pearson’s in-house centre of excellence for the delivery

The group sits across all five divisions and will be the delivery of our
consumer strategy going forward. It will enable the constant flow of new
products across our business moving forward which will drive a

Streamlining our portfolic tc become a
truly digital company

Pearson has made good progress in
rationalising its portfolio over recentyears
but there is still some way to go. We will
therefore streamline our portfolio to focus
on the pricrities of our five new businesses,
and on our mission to become a globally
scalable digital company. This will not happen
avernight. We will ensure that any disposals or
new acquisitions support the strategic focus
of the company, maintain the health of our
balance sheet and deliver the best return for
our shareholders. We are currently launching
a strategic review of our international
courseware local publishing businesses.

We will report back on this later in the year.

6 Ourresponse to the pandemic
= demonstrated how agile Pearscn
can be. The company responded
rapidly to the needs of people,
schools and governments around
the world.
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Chief Executive’s strategic overview

Strengthening our culture

\n any organisation, the internal always
determines the external. At Pearson we

have committed employees who really

care about education and learners, who
understand every dimension of learning and
who understand how learning improves
people’s lives. We see exciting apportunities
to evolve our cutture to capture the full
potential of the talented people who work

at Pearson, based around the four kay themes
of: putting the consumer 4t the centre af
everything we do; embracing diversity, equity
& inciusion; collaborating across businesses
and territories as one global company;

and increasing our speed, agility and focus

on quality.

Increasing our societal impact

Pearson has an important role to playwhen
it comes to helping address the ineguality of
opportunity in iearning around the world.
Our recent work to promote access and
inclusion in learning includes the launch of our
soctal bond earlier this year, tied to improving
learning outcomes for people across the
world wha need it mast. We are continuing
our efforts to achieve diversity across both
our employee base and within our content
through representation. We have developed
aroadmap to becomne net carbon zero;

and we are also enhancing our reporting
structures and are reporting according to
Sustainability Accounting Standards Board
{SASB) for the first time this year.

Being a sustainable business will contribute
to Pearson's future growth and we are
committed to making a positive impact. Read
mare an our approach and our Sustainable
Business Plan 2030 in the Sustainability
section of this report, an pp40-55

Online and
Digital Tools

Workforce Skills

Accreditation and
Certification

Andy Bird discusses
Pearson’s strategy
at the full year

2020 resuits

MARKET OPPORTUNITIES

The rise in online and

digital toals for schools gap

and education

Theworkfarce skilis

The growing need
for accreditation
and certification

Our guiding principles

Our strategy reflects a new vision for Pearson

and incorporates a simpler, more agile
operating model focused on three global
market opportunities where we can leverage
our existing expertise, build on our
investments in technclogy, and strengthen
our areas of competitive advantage to
reposition Pearson towards sectors and
opportunities that offer strong inherent
growth characteristics. All of this will be
achieved with our new guiding principles:

w We will put the consumer atthe centre of
everything we do and provide them with
the highest quality and best value products

m We will only be in businesses that will
drive growth, scale, profitability and
shareholder value

m We will have the capabilities to deliver,
including an entrepreneurial culture,
diverse talent and effective technology

m And finally, we will move with speed
and agility

What the future holds

Thiis is an exciting time for Pearsan and
| believe that our future success will be
driven by the following five things:

1. The learning market is vast and growing,
and 2020 was the catalyst to help both
individuals and organisations change the
way they saw the need ta learn and change
how they [sarn

2. Pearson has great assets, and the
investments we have made in our
technology will enabile us to grow our
existing businesses and make them
even more valuable

3. We will build direct relationships with eur
consumers that allow us to support them
across their entire lifatime of learning

4. We can help companies address the
persistent skills gaps and massive shifts in
the workforce that they face, which opens
up a huge new market for us

5. We have a unigue competitive advantage.
No one else can offer the highest guality
content, the best digital products and
delivery, and the world-leading assessment
capability that the market and our
consumers demand

Simply put, we intend Pearson to be the
world's preeminent learning company,
delivering warld-class learning products to
more peaple than ever before. This is good
for our business, and it is good for the world.
Because, when we demonstrate the value
of learning, we grow our business and
transform lives.

Ilook forward to the journey ahead and
sharing our progress with you as we go.

Thank you for your support of Pearson.

Andy Bird
Chief Executive
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Living our values: our response to COVID-19

Supporting our
customers

We made the decision early on
that it was the right course of
action to help customers the
best we could by taking their
courses and classes online -

on a free bases initially - to help
cope with the crisis and help
keep them learning.

We increased the safety of our
test centres by following social
distancing measures.

We believe that our early
decision to help our customers
in their time of need will lead to
strengthened, more durable
long-term relationships with
our customers.

Supporting our people

UK

3.6m+ 480,000+

Global
500+

us
100,000

parents accessed
Carol Vorderman’s
‘The Maths Factor”

500,000+

people accessed
upskilling and
reskilling
apportunities
on UK Learns

schocl children
accessed
subscriptions

to ActiveLearn
online resources

K-12 students

were offered free
access to our online
courseware and
learning platform
through state-level
district partnerships

Pearson VUE(®
-owned
professional testing
centres opened to
help thousands

of key workers
qualify and

provide front-line
healthcare support

1.5m

people viewed our
online learning hub
to help adjust to
online learning

With the onset of the pandemic

in early 2020, we acted quickly to
support our 20,000+ employees,
helping them feel connected and
safe as the majority of them found
themselves suddenly working from
* home full time.

COVID-19 Online Community

We launched an » Regular virtual

online community town halls
to help employees and leadership
navigate their engagement events

‘new normal’.

irtual
Events included: » Weekly virtu

coffees and
manager meet-ups

Qur new quarterly
pulse survey found
that employees
appreciated our
response and
supportduring
the year.

| People of Pearson

We iaunched an employee engagement
community for employees to connect,
share steries and support one ancther.

You can meet some of our talented
colleagues throughout this report in the
People of Pearson callouts.

Learning at Work Week

More than 11,000
employees took part
in our first globat
Learning at Work
Week, during which

we hosted avirtual
programme of
speakers and
seminars.

Employee value proposition

with the aim of
building a more
inclusive learning
culturein order to
attractand retain the
world’s best talent,

We are currently
facusing on
embedding our
employee value
proposition in
everything we do,
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Market context

A vast, expanding market

The fundamental m Accelerating adoption of digitally m Emerging trend of people looking
. enabled learning across all lifelong for alternative credentials
growth drivers of the learning journeys » Parents spending more on direct
education market m Increased attention on employee to consumer education services
. training, upskilling and reskilling
remain robust to meet evolving labour market
needs, often with gavernment-led
initiatives
The global learning
opportunity
£7tn 2nd +1bn
expected size of largest component We expect overa
the learning of GDP in most billion learners
market by 2030 countries to have moved
through formal
education
by 2030

The £5tn global learning market

4
Lifelong learning

Corporate

——

4.4%

CAGR

75%+

Formal primary,
secondary and
tertiary education
market

2010 A 2015 A 2018A 2025E 2030E
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Global Learner Survey 2020

“Pearson’s Global Learner Survey reveals that
, people see longevity in online learning,
increasing demand for digital skills and
equity as one of education’s biggest issues

77%

Learning is
forever changed

66%

88%

of learners believe
that education will
fundamentally
change because
of COVID-13

agree that the
education system
in their country has
done a good job
adapting during
the pandemic

Getting schooled
on the new economy

77%

87%

say teleworking has
taught them that
digital work requires
new skill sets

P virtual collaboration
P Communication

P Analysing data

P Managing
remote teams

agree that colleges
and universities
should offer shorter
courses or lower-cost
options to help those
who are unemployed

say online learning
will be part of
primary, secondary
and higher
education

moving forward

Learners demand

equity now

([

believe that the
pandemic will
deepen education
ineguality,
especially among
young students

]
88% ;| »

want schocls to do
more to address
equality issues

More tech for
underserved learners

Better prep for emergency
use of online learning

More academic
resources

More remote
learning solutions

15
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Our business model

Our value creation model

Our foundations

Committed people
and partners

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

R&D and
product innovation

Our global product team, with expertise in learning
science, has a focus on learning outcomes.
Through engoing innovation and Research and
Development {R&D) we are committed to creating
learning products which offer a great user
experience (UX) and that demonstrate
measurable learning progress.

Financial assets

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

Our physical
footprint
We have a presence in ¢.200 countries araund the world

and are focusing on simplifying our property portfolio
to enable digital and flexible ways of working.

NV NV 7

What we do

We're the
global experts
in learning

Nobady else has the breadth and depth of
experience, expertise and relationships in
learning. We enable tens of millions of
learners per year across the world and

the entire learning spectrum.

We're the
only company
to offer
end-to-end
learning
solutions

Frem identifying a person’s learning needs
and helping them to achieve them, to
assessing their performance and granting
credentials, We create Intellectual Property
(1P}, turn it into compelling content, and then
leverage it as we build the tools for teaching
and assessment.




Strategicreport  Governance

Financial statements  Other information

Assessment
tools

Learn more:

Qur strategy and
five new business
divisions, pp18-25

An integrated
business

Our competitive advantage is the integration of our IP, content,
products and assessment tools across our five businesses -

a continuous flywheel that makes each part of our business
mare valuabie. For example, we create the most effective and
valuable learning tools and experiences for learners of all
ages. We develop the exams and assessments to test their
performance and then we certify their achievement so that
they can prove what they've learned.

Content

Product

Value we create

Consumers

" We provide superior

learning products and
services to meet the needs
of consumers all over

the world.

Employees

We intend to maximise the.
value of Pearson’s own
human capital, by giving
our people as many
apportunities to learn as
passible, enabling our
employees to grow,
develop and succeed.
Employers

Companies are the
universities of the future.
Our aim is to partner with
more employers to create
shared success and to
ensure more people
succeed inthe future
world of work.

Learn more;

Creating value for
our stakeholders,
pp27-29

Educators

We work with teachers,
instructors, faculty and
educators across all stages
of education to improve
outcomes, grow and
succeed together,

Governments

We partner with
governments at a local,
federal and national fevel to
create learning solutions for
people around the world.

Shareholders

We aim to provide
long-term shareholder
value creation.

Business partners

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

deep relationships and
mutual trust.

/\

Society

Education plays a crucdal
role in society and Pearson
is a driving force behind
the evolving education
market as we look to meet
the changing needs of
today's learners, not justin
this morment but for the
foreseeable future.

Learn more:

Sustainability,
pp40-55

Planet

We have aroatdmapto
become net carbon zero
across our global business
and we are enhancing

our reporting structures,
reporting according

to Sustainability Accounting
Standards Board (SASB)
principles for the first time
this year.




Our strategy

Repositioning Pearson
for growth to seize
the global opportunity




Strategic report  Governance Financial statements

MARKET OPPORTUNITIES

Other information

The rise in online and
digital tools for schools
and education

The workforce skills gap

The growing need
for accreditation
and certification

THREE PRIORITIES TO UNLOCK GROWTH

Consumer focused &
data-led approach

Portfolio &
Organisational structure

Talent & culture

FIVE BUSINESSES TO DRIVE GROWTH

VIRTUALLEARNING HIGHER ENGLISH WORKFORCE ASSESSMENT &
EDUCATION LANGUAGE SKILLS QUALIFICATIONS
LEARNING
p20 p21 p22 p23 p24
g Direct to Consumer
Enabling Driving Contributing to a more

sustainable growth

shareholder value

equitable world

GUIDING PRINCIPLES TO BENCHMARK SUCCESS

m Consumer at the
centre of everything
we do

outcomes

m Scalable, global = Entrepreneurial
culture, diverse
talent and effective

m High-quality,
affordable products and digital-first
leading to better businesses that
access and are profitable

and will drive
shareholder value

technology

m Speed and agility

19
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Our five new business divisions

We are reorganising Pearson to focus on five new business divisions', all supported by our Direct to
Consumer group. Each division will have full responsibility for its overheads, product development,
and operations to enable a more agile and transparent operating model, and each will be linked

to the others through our shared IP and capabilities.

VIRTUAL LEARNING

HIGHER EDUCATICN

w
_E ENGLISH LANGUAGE WORKFORCE SKILLS ASSESSMENT &
2 LEARNING QUALIFICATIONS
o
£ mVirtual 5chools m US Higher Education s Pearson Test of u BTECG m Pearson VUE
g w Online Program Courseware English@ w Pearson College m US Schos!
Marnagement{CPMI@ & Canadian Higher a Institutional w Apprenticeships Assessment &
Education Courseware Courseware a Clinical Assessment
» |nternational Higher m English Online » UK GCSE and A Level
Education Courseware Solutions » International academic

qualifications

q

Direct to Consumer

__D

Pearson's Virtual Schools are
an accredited, online public
and private schaol pragramme
providing personalised learning
and a high-guality alternative
to bricks and mortar schools.

Our OPM business helps
people choose and study the
right course to enhance their
employability prospects,
and universities and colleges
to expand their reach by
taking courses online,

Virtual Learning

Revenue Market size
£0.7bn £1.5bn £2.8bn
Virtual Schools, CPM global

US market

Virtual schooling is a £1.5bn market
inthe United States alone, with

market growth of high single digits
pre-COVID-19, in 2019, the total US
virtual school enrollment was around
430,000 students, which represented
only 1% of the entire K-12 population.
We believe the total addressable market
will continue to show good growth as
more school districts retain online

i 2020 revenue

market, 2021

schoaling post-COVID-19 and as more
parents opt for virtual schooling
permanently, growing that market size
beyond the 1% that it is today. We have
a 17% share of the market today and
are present in 29 of the 34 states that
currently allow virtual public schools.
In 2020 our Virtual Schools revenue

was £413m following significant growth

of 28%, driven by COVID-19.

In OPM we continue to expand our
relationships with institutions to be
broader in scope; we will leverage our
in-house digital marketing agency
across other parts of the business;
and, we will accelerate our Pearson
Pathways strategy to grow our
presence in lifelong learning. The global
OPM market, at £2.8bn today, is
expected to grow to over £7bn as
consumers increasingly turn to online
course solutions in 2020 our revenue in
OPMwas £0.3bn.

1 The divisions presented here exclude the international courseware local publishing businesses which are under strategic review.
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Higher Education

We offer high-quality digital
content to college students
focusing on experience,

outcomes and affordability.

Revenue Market size
£0.9bn £4-5bn
2020 glabal Us Courseware
revenue market

The US higher education courseware
market is valued between £4bn and
£5bn, and we are the leading player
with revenue of £0.8bn in 2020, We
partner with thousands of leading
authors, across multiple subjects,

with a very strong focus an science,
technology, engineering and
mathematics (STEM). We're acceterating
our move to digital and we have an
apportunity to recapture the secondary

Essential
programming

Improving outcomes through
Revel @: Introduction to

lava Programming

Learn more online:

Pearson Revel

market in Pearson textbooks. The PLP
and the products we are developing on
it will drive digital growth. To accelerate
recapture from the secondary market
and build direct relationships with
consumers, we are going to launch a
new college study app in the autumn of
2021 which will be competitively priced,
flexible, and a tiered service, which will
enable us to shift consumer purchasing
preferance to our own platform.

Mark Armstrong - a computer science
instructor at the University of North
Carolina at Greensboro {UNCG) - teaches
an introductory computer science course

emphasising problem-solving and software

design principles. Mark chose to teach
Java based on employability trends as job
descriptions consistently list Java as an
essential requirement for programmers.,

PEARSON REVEL OURFOCUS ON LEARNER OUTCOMES

Revel for programming is designed to
gently scaffold users from reading about
programming to writing their programmes
from scratch. Immediate feedback helps
students persist productively, especially
when coupled with unlimited attempts in
an authentic real-world programming
environment. Using a sample of UNCG
students who took the caurse using Revel,
our recent study shows that this focus on
the design of Revel paid off as students
were persistent on the chalienging
programming tasks.

21



22 Pearson plc Annual report and accounts 2020

Our five new business divisions

English Language Learning

We help people achieve their
full potential in life through
improved Engfish proficiency,
by providing engaging and
personalised learning and
assessment experiences.

Revenue Market size
£0.2bn £5bn’

202G revenue Global market

1 Pearson estimate.

We aspire to become the world's leading  to gauge and track their progress in

brand for people who need to learn or English. The Pearson Test of English,
improve their English. There are over a digital test with Al scoring that

1.5bn adults learning English today provides fast, accurate, secure and

in a market we estimate is sized at unbiased results, leverages the global
c.£5.0bn and set to grow to £7.3bn footprint of our VUE test centres and is
by 2025. Our revenue was modest in atrusted brand for entry into higher
2020 but we own assets which we are education and a gateway to immigration
confident we can quickly scale. The recognised by regulators in the main
Global Scale of English, a leading global receiving countries.

measurement standard, enables people

PEARSON TEST OF ENGLISH - ACADEMIC  DIRECTTO LEARNER EXPERIENCES

Mary chose to take PTE as her English Speaking about her hopes for her new life,
The gateway language test as it was such @ seamless Mary said: " hoge ta get a full-time job
. online experience, from booking the test teaching in a primary school, a lovely
tO a n eW | |fe through to taking it. Having got the result apartmentwith a balcony, spend lots of
she needed, using lots of tips from the time outdoors with friends and gain lots of
PTE practice app, Mary can now focus new experiences. | hope to feel settled and
For Mary Adam, a teacher from purely an getting ready for her move to happy building a life for myself around

. Western Australia. sunny Perth.”
Scotland, taking the Pearson Y

Test of English - Academic has
been the gateway to a new life
down under

Learn more online:

Pearson Test of English -
Academic
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Workforce Skills

This business will focus on
partnering with companies
to pravide education and
qualifications to maximise
the value of human capital
in the workplace.

Revenue Market size

£01bn

£280bn+

2020 revenue
learning market

£100bn+

US market

Currently Pearson has a nascent
presence in this sector with revenue of
just aver £0.1bn but our ambition is to
become a leader in high-quality learning
and assessment that supports career
progression, helps people unlock

their talent and drives growth for

our customers’ businesses.

The sky's
the limit

BTEC quaiification has helped
Marium to reach new heights

Learn more online:

BTEC

Global workforce

We are forging new partnerships

with corporations and other learning
providers that apply our deep expertise
in learning design and assessment to
create learning sclutions that truly meet
employers’ and employees’ needs.

Marium Shafique took a BTEC Level 3@
Extended Diploma in Business at Nelson &
Colne College achieving a triple distinction.
Marium arrived in the UK from Italy in 2015
with limited spoken and next to no written
English. Her journey to Lancashire School
of Business and Enterprise has been
meteoric, testament to her intelligence,
passion and devotion.

Mariurn proactively pleaded with her
college to skip BTEC Business at Level 2,
to progress faster. Given her chance, she
excelled at Level 3, achieving distincticn
grades in every unit of study.

23

BTEC DIRECT TO LEARNER EXPERIENCES

Her fierce passion for business started at
an early age. "Helping my father out on my
family's jewellery stall was where my love
for enterprise started,” explains Marium.
“I've always loved the idea of studying
business because it has so many areas,

so | loved everything about my BTEC.”

BTEC has reshaped Marium's career focus.
This exceptional student now hopes to
pursue a career in the banking and finance
sector in a strategic managerial positian
with the ambition to go "as high as | can”.
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Our five new business divisions

We partner with governments,
schools, employers and
professional bodies to

deliver high-stakes testing

and qualifications.

Revenue Market size

£1.1bn £25bn

2020 revenue Global
assessment
market

Qur Assessment & Qualifications
business delivered revenue of £1.1bn

in 2020 and operates in a glabal market
of £25bn growing at 5% per year.
Everything that we do across the
company has the potential to lead to
some form of assessment, qualification
or certification, and this continues to be
a significant opportunity for Pearson.
Our US School Assessment business

Supporting
the front line

Delivering safe exams for
much-needed nursing
candidates during COVID-19
Learn more online:

Peaarson VUE

continues to win new contracts and
maintain a strong market paosition.
Pearson VUE develops, manages

and delivers computer-based testing
programmes far nearly every industry.
Our investment in remote and online
proctering services enabled tenfold
growth in 2020 to 2.1m assessmenits.
We provide technology certification
exams in the acadernic, career and

When the COVID-19 pandemic began
overwhelming healthcare facilities,
affecting nurses and doctors in the field,
a brave generation of aspiring healthcare
professionals stepped up to join their

overworked colleagues on the frontlines.

Pearson VUE and the National Council
of State Boards of Nursing {NCSBN)
came together to help thousands of
candidates move inte the field quickly.
By implementing new health and safety
protocols at all Pearson VUE owned test
centres, nursing candidates were able
to gain their licensures during the
pandemic and begin wark to save lives
in their communities.

Assessment & Qualitications

technical education space. We are
also the market leader in clinical
assessment.

Furthermore, we develop and award
highly sought-after UK academic and
vocational qualifications, with leading
brands such as Pearson Edexcel.

PEARSON VUE DIRECT TO LEARNER EXPERIENCES

“We needed more nurses in the workforce
ta meet the needs at the frantline, without
compromising patient safety. Pearson YUE
helped ensure that we delivered a valid
and secure exam in a safe environment,”
says NCSBN Test Development Director
Jason A. Schwartz, MS. “Pearson VUE hired
and trained more than 700 new staff and
opened 10 high-capacity temparary test
centres to accommodate a larger number
of candidates.”

Pearsan VUE continues to practise strict
COVID-19 protection policies for test takers
that follow government guidance, while
delivering licensures and certifications

for healthcare workers globally.
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PEARSON LEARNING PLATFORM  DIRECT TO LEARNER EXPERIENCES

Consumers of all types want engaging
fearning experiences that positively
impact outcomes that matter to
thern, whatever the subject or topic at
hand. The Pearsen Learning Platform
(PLP), a foundational platform that
Pearson products siton, is the
technalogy solutionthat is delivering
next-generation digital experiences,
as part of our digital-first, custemer-
focused strategy.

For example, the new Revel application
that launched on the platform has
enhanced capabilities for higher
education instructors while improving
the averall experience far students,
Specifically, the Enhanced Revel
experience provides assignments and
assessments thatare more flexible and
easier to implement, and performance
dashboards and insights that allow
instructors to focus on challenging
concepts forindividual students,

In addition, the PLP has supported the
transformation of Pearson.corminto a
direct to consumer destination that
now offers a variety of learning
products and services. Now, higher
education students have direct access
to hundreds of Pearson eTexts with
refined digitai features. The site alsa
has one-click, end-to-end technology
training courses for aspiring or
experienced technology professionals,
to start or advance their careers.

“Pearson’s many technology systems,
products and services have been
brought tegether under the PLF to
achieve a commaon goal - the creation
of consumer-focused learning
experiences that will open
opportunities and transfarm lives,”
said Ishantha Lokuge, Pearson

Chief Global Product Officer and
Co-President, Direct ta Consumer.
“We're off to a tremencdous start

and wHl continue building cur
cansumer relationships and inventing
learning experiences.”
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Learner outcomes

At Pearson we understand that, in a year where education
has been turned on its head, our commitment to and focus
on learner outcomes has never been more important.

Continuously improving our impact
on outcomes

In practice, when we talk about our focus
an learner outcomes), this refers to our
commitment to identifying the outcomes
that matter most to consumers, designing
products to improve those outcomes,
measuring and continuously improving the
irmpact that using our products can have.

Qur cormnmitment to efficacy in learning is
part of how we fulfil our mission as a
company: to help people make progress
in their lives through learning,

Commitment to learner putcomes

In 2013, we made a public commitment to
start reporting on the impact on learner
outcomes of our products and services.

To date, we have published a total of 16
independently assured and peer-reviewed
Efficacy Reports and a further seven
Assessment Efficacy Reports focusing on
the fitness of our assessments for a given
purpose. These reperts set the standard for
transparent reporting across the sector.

At the same time, we have been expanding
our focus on cutcomes to include the product
design process - ensuring that we design for
efficacy from the inception of a product. This
means: specifying the learner outcomes for
new products and services; studying related
learner science evidence of what works to
improve learning; and using that evidence to
inform the design of the product or service.

Activity this year

We have released a number of Efficacy
Reports this year covering a range of our

kay products, including a focus on Revel,

our market-leading product for US college
students. In the Revel report, we were able to
use a bigger data set thanin previous Efficacy
Reports to demonstrate the impact of using
the product on nearly 7,500 students across
321 different courses. This allows us to
generalise the results of the study with greater
confidence and gives a real sense of cur
aspiration to complete impact evaluation
atincreasing scale.

Our approach

You can see examples of our approach to learner outcemes in our strategic report.

Connections Academy,
p37

Pearson Revel, p21

Investing in scales and frameworks

In addition, we continued ta invest this yearin
further developing scales and framewocrks to
support designing for autcomes that matter
most to learners and educators. These tools,
in combination with our cutcomes-focused
approach to product development, enable

us to desigrn quality products that stand out
in the market. These tools include:

m Globai Scale of English, which helps English
language learners understand the level of
their language and the progress they are
making with their learning

w Personal and Sccial Capabilities framework,
which supports our product development
teams to create content to teach and assess
essential 'soft skills such as collaboration,
critical thinking, leadership and social
responsibility {see ppd0-55 for our
sustainability section)

Supporting new product development

In 2020, we also supported the learning
design underpinning new productsin
development, including Career Courses which
offer early-career professionals affordable
access to the skills and experiences they

need to stand out, secure high-value jobs

and progress faster in their careers.

Watson-Glaser
Critical Thinking
Appraisal, p38

BTEC, p39

Plans for 2021

We want to build on this year's work by
integrating learner outcomes even more
deeplyinto aur product design approach,
especially with any new direct to consumer
offerings. We will also continue ta increase

the scale of our impact measurement by using
bigger data sets to examirie what is warking
for more consumers of our products.

In addition, we will publish another

Efficacy Report focusing on Connections
Academy & . This builds on the findings from
the ariginal report in 2018. Other planned
Efficacy Reports will cover products from
our Clinical, Assessment, and UK
Qualifications businesses.

We are continuously seeking ways tcimprove
and evolve everything we do by listening to
feedback and being open to revising our

own approach. We welcome feedback to
efficacy@pearson.com.

Learn more online;

plc.pearson.com/en-GB/purpose/
improving-outcomes-for-life
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Creating value for our stakeholders

Strengthening the link with our stakeholders

during challenging times.

27

" An unprecedented year

The world of education has changed rapidly
as a result of the COVID-19 pandemic, while
awareness of Diversity, Equity & Inclusion
(DE&I}issues has increasingly been elevated
in the public eye. This has served te highlight
the critical role education plays in society -
and theimportant role of technology in
helping provide continuity, opportunity and
access to learning. Pearsonis a driving force
behind the evolving education market as we
look to meet the changing needs of today's
learners, not just in this moment but for the
foreseeable future.

Turning points in engagement

From a stakeholder engagement perspective,
we see the COVID-19 pandemic and the rising
social justice movement as turning points,
heightening the link between society and

the corporate world. Companies and
individuals will be remembered for what they

did during this unprecedented time in history.

Our approach has been informed by this
philosophy in terms of behaving responsibly
and being a good corporate citizen.

The select examples on the following pages
highlight our approach to engaging with
stakeholders - to not just respend but to
tead and co-create solutions to these
complex, unprecedented issues as they
avolve, We believe our early decision to help
aur customers in their time of need will lead
to strengthened, more durable, fong-term
relationships. We also believe this will enable
us ta meet the accelerating interest in online
learning while continuing to meet important
societal needs in a valuable, sustainable way.

Engagement and sustainability

Stakeholder engagement always takes place
through the lens of sustainability, which
informs and influences our approach across
our global operations. Cur Sustainable
Business Plan 2030 focuses on the areas
that are mostimportant to our stakeholders
- learning for everyone, learning for a better
world, and leading responsibly. Cur approach
on these three foundational pillars has

been heavily informed by the stakeholder
engagement ‘materiality study’ undertaken
in2018.

In practice:
Our approach
to stakeholder
engagement

Supporting our employees

At the height of the pandemic, we made
the decision to support our employees
by not furloughing them, and instead
where possible redeploying them to
areas of high demand across the
business. We also supported cur
customers by providing them with
digital products and services for free

to help them move online.

More broadly, as the global social justice
movement gained momentum, we
wanted to demonstrate our commitment
to tackling systemic racism. In addition
to town halls and listening sessions to
discuss race, we created a task force to
articulate our DE&d strategy for our
products, employees and broader
external stakeholders. We gave our

US employees Election Day off as well

as volunteer days to help further sccial
justice causes in their communities,
made significant changes to our editorial
and hiring policies, and set the stage

for Pearson’s future work in this area.
DE& strategies are intrinsic to creating

a stronger, more sustainable business
for all our company stakeholders.

Learn mare about our integrated approach;

DE&! p50
Directors’ duties statement p30
Board engagement with p8o

stakeholders

People of Pearson

19

Iove to express new ideas
and learn from others who

think differently than myself.

EvKent

Sales Consuftant, Higher Education

Arkansas, USA
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Creating value for our stakeholders

Consumers

Pearson helps tens of millions of
people across the world to make
progress in their lives through
learning. Increasingly, people are
taking educational choices into
their own hands. We are working
to build a direct relationship with
them, over a fifetime of learning.

88%

Of respondents In our Global
Learner Survey agree that
educatian should take advantage
of technology to maximise the
learning experience for students
of all ages'

How we serve and engage

We regularly talk ta and survey
people of all ages to understand
how they are incorparating
learning into their lives beyond
the traditional classraom.

This allows us to put consumer
needs at the centre of what we do,
building world-class digital products
that not only deliver amazing
experiences but aiso help people
learn and thrive in the changing
world of work.

Key concerns

Our second Pearsen Glabal Learner
Survey shows thatlearners see
COVID-19 as a turning point for
maodern learning, with online
schooling and econamic upheaval
leaving a lasting mark, In the
pandemic-aware world, econemic
uncertainty will drive mare people
to upskill and reskill for job security.

Our response

We support people across all
ages, stages and backgrounds of
education - from schocling through
higher education and into
employment and employability.
Ourfocusis on providing high-
quality virtual and online learning,
enabling learners to gain the
credentials and build the skills
they need to improve their
employability prospects.
1 Source: Pearson Global Learner
Survey, 2020

Employees

We are currently focusing on
embedding our employee value
proposition in everything we do,
with the aim of building a more
inclusive learning culture in order
to attract and retain the world's
best talent.

11,000

in 2020 we held our first Global
Learning at Work Week. Across the
week we delivered 70+ hours of
learning to 11,000 employees

How we serve and engage

We're the only global company
where our employees can unlaash
their talent while heliping millions of
people make progress in their lives
through learning.

‘We believe that DE&] are
fundamental to who we are.

Key concerns

In our first quarter employee

pulse survey, we heard that
employees wanted more support
in understanding career pathways,
navigating learning resources

and making learning part of their
work {rather than in addition to
their work).

Our response

Glabal Learning at Work Week was a
direct response to this. We offered
everyone access to a wide variety of
learning opportunities hosted by
talented colleagues from across
Pearson and external experts.

Shareholders

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

543

investor meetings with

196

institutions in 2020

How we serve and engage

We engage with our investors on

an ongoing basis. We communicate
with them regularty, including at our
financial results presentations, our
AGM and at investor meetings and
conferences around the gloke.

We have been able to continue

with our engagement virtually

i during the pandemic,

Key concerns

QOur shareholder base has a diverse
range of views covering financial
and ESG (environmental, social

and governance) issues. As well

as these areas, in 2020 there has
keen focus ontheimpact of

the pandernic on Pearson's
performance, as well as on the
Chief Executive succession process.

Qur response

We have a positive, ongoing
dialegue with our shareholder
base. We aim to deliver long-term
sustainable value for our investors
and all our company stakeholders.
We also respond to surveys

and questicnnaires to provide
informatian about sur

ESG practices.

Educational
Institutions
& Educators

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

63%

Of US college faculty delivered their
courses entirely online this fall?

How we serve and engage

We collaborate with educators and
provide them with the tools they
needin order to help the next
generation of learners to be
successful in their education and
make progress in their lives.

Key concerns

When the pandemic kicked in,
schools, colleges and universities
across the world had a matter of
days to figure out what the ‘new
world’ of learning would ook like -
closing physical sites and scrambling
to go online.

Ourresponse

We made the decision very early on
that it was the right course of action
10 help our customers - on afree
basis initially - to deal with the
immediate crisis and take thair
courses and classes online.

As a result of this, we have seen a
large uptake in usage. We believe
that helping our customers in
their time of need will lead to
strengthened, more durabile,
long-term relationships.

2 Source:Pearson Faculty Tech
Study. 2020
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As well as the stakeholder groups we have direct dialogue with, outlined below,
we are also are aware of our breader responsibilities to our planet and society at large.
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Learn more: Sustainability, pp4C-55

Employers

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

79%

Oflearning and development
professionals expect to spend
more on online learning?

How we serve and engage

We work to increase the link
between education and
employmentin avariety of

ways - for example, in our
Accelerated Pathways business

in the US, we work with employers
such as Brinker International

and ManpowerGroup to help
provide upskilling opportunities
for their employees.

We offer nationally recognised
assessment and qualifications,
micro-certification, online learning,
and professional badging to support
the efforts of industry to prepare
waorkers for a lifetime of learning.

Key concerns

The pandemic has forced many
global employers to rethink ways
of working, the relationship they
have with their employees, and
the speed at which they need to
innovate in order to survive

and thrive in the future world of
wark and navigate social and
environmental challenges.

Our response

In response to the pandemic, we
played a role in the employability
challenge by rapidly starting up
UK Learns, a carefully curated
selection of online coursesto help
workers learn new skills and earn
qualifications to openup new
career opportunities and kickstart
careers stalled by COVID-19.

We are activelylooking to replicate
this employability service to

other markets.

3 Seurce: Linkedin 2020 workplace
Learning Report

Business
Partners

From technology providers to
suppliers, channel partners

to our authors, we have a broad
range of partners across our
global business.

c.80%

Of Pearson global spend derives
from 470 suppliers

How we serve and engage

We are focused on building
successful business partnerships
across the education ecosystem to
ensure joint success and growth.

Through aur focus on the DE&I task
force, we are working to enhance
our DE&I credentials - for example,
we have contacted our authors in
the US and the UK to ask them to
voluntarily disclose their diversity
characteristics. This will allow us

to set an author diversity baseline -
which we will track going forward.

Key concerns

We share similar goals with our
partners - from driving business
transformation to developing
world-class products; enhancing
customer experience, adherence

to data privacy and IT security
processes; managing risk; increasing
partnership with diverse defined
suppliers; promoting supplier social
respansibility; developing talent and
more. We expect partners to share
aur values.

Our response

We build relationships with
world-class partners and suppliers
for the benefit of all our
stakeholders, We believe that
working with partners whao share
aur commitments not justto
best-in-class business practices -
but also best practice and
international standards for
hurmnan rights and environmental
stewardship - strengthens our value
chain and reduces our business
costs and risks.

Governments
and regulators

We partner with governments
(lccal, state, federal, national)

to ensure learners have access
to high-quality instruction,
materials and assessments
linked to beneficial cutcomes,
including building workforce
skills. Engagement with statutory
bodies such as listing authorities
and financial regulators is key

to doing business as a listed
global company.

50

US states and a wide range of glebal
markets inwhich Pearson works
with government stakehclders

How we serve and engage

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

We are committed te building
strong relationships with political
and educational leaders at every
level across the world, We do

not make policy, rather we share
best practices and inform the
policymaking process through
cur knowledge gained from

our expertise as the world's
learning company.

Key concerns

As the COVID-19 pandemic is
changing life as we know it around
the world, governments are facing
new challenges - and potential new
opportunities - to address inequities
across healthcare, education and
the workforce.

As uncertainty around the
pandemic’s duration continues and
countries struggle to stabilise their
economies, policymakers across the
globe must rise to the occasion to
formulate innevative selutions
across each of those sectors.

Our respaonse

Pearson is uniguely situated to
collaborate with governments
worldwide to face the disruption
caused by the pandemic and help
build innovative solutions to expand
equitable access to high-quality
education and job training.

We are working withlocal and
national governments to adapt our
products and services to still fill
the purpose, need and outcomes
expected. This includes, for
example, our work in the UK where
we continue to work closely with
the Department for Education

and the regulator to ensure schaals,
teachers and students are
supported as Summer exam
series have been cancelled due

to COVID-19.



30 Pearson plc Annual report and accounts 2020

Directors’ duties statement

The Directors of Pearson ple - and those of
all UK companies - must act in accordance
with a set of general duties. These duties are
detaifed in the Companies Act 2006 and
include, in Section 172, a duty to promote
the success of the company (inset below).

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

they can access professional advice on

these - either through the company or, if they
judge it necessary, from an independent
provider. Typically, in large and complex
businesses such as Pearson, the Directors
fulfil their duties partly through a governance
framework that delegates day-to-day
decision-making to employees of the Group.

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 framework; the values and
behaviours expected of our employees and
business partners, including the standards to
which they must adhere; how we engage with
stakeholders, including to understand and
take into account their views and concerns;
and how the Board locks to ensure that we
nave a robust system of control and
assurance processes in place.

Section 172 of the Companies Act

In summary, as required by Section 172

of the Companies Act 2006, a director of a
company mustactin the way he considers,
in good faith, would most likely promote
the success of the company for the benefit
of its shareholders. In doing this, the
director must have regard, among

other matters, to:

in this annual report, we provide examples of
how the Directors take into account the likely
consequences of decisions in the long term,
build refationships 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 particuiar, 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, including:

m Creating value for our stakeholders
(pp27-29), which summarises our
stakeholder groups, how we serve and
engage with them, their key concerns and
our response

» The Board's disclosure, Engagement with
stakeholders (p80), which summarises:

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

> 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 Consurners, Educators and
Educational Institutions and Employers, and
describes its suppliers as Business Partners
-we have categorised our engagementwith
these groups accordingly

a the likely consequences of any decisions
inthelong term

a theinterests of the company's employees

= the need to foster the company's
business relationships with suppliers,
customers and others

u theimpact of the company’s operations
on the community and environment

m the company’s reputation for high
standards of business conduct, and

a theneed to act fairly as between
members of the company

m Sustainability (pp40-55), which describes:

» how stakeholders were consuited in the
development of cur new Sustainable
Business Plan 2030, which is ongoing and is
overseen by our Reputation & Responsibility
Committee. More detail on this process is
available in our Sustainability & ESG
supplement on our website

~

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

~

our commitment to leading responsibly
and creating a culture that prioritises our
impact on climate change, human rights,
our employees, DE&I, and socially
responsible sourcing

~

how we align with widely-accepted
sustainability framewaorks including the
SASB and TCFD

A continued understanding of the key issues
affecting stakeholders is an integral part of
the Board's decision-making process, and
the insights that the Board gains through
engagement mechanisms form an impertant
part of the context for all of the Board's
discussions and decision-making protesses.

While the Board has taken all stakeholders’
views into account when making decisions
during 2020, it is recognised that engagement
has been impacted due to COVID-19.

For additional information on the Board's
engagement with stakeholders, see p80.

In addition, there is a case study on the
Board's engagement with employees (p81),
as well as further information on the Board's
decision-making with respect to COVID-19
(pp78-79)



Strategicreport  Governance

Financial review

Financial statements

Other information

In 2021, we expect Group revenue to grow and
profit to be in line with market expectations.

i Profit and loss statement

In 2020, sales decreased by £472m in headline
terms to £3,397m (2019: £2,869m) with
underlying performance reducing sales by
£386m, portfolio changes reducing sales by
£55m and currency movements decreasing
revenue by £31m. Stripping out the impact of
portfolio and currency movements, revenue
was down 10% in underlying terms.

2020 adjusted operating profitwas £313m
{2019: £581m) with portfolio changes,
inflation, and the trading impact of COVID-19
partially offset by restructuring savings.
Excluding the impact of foreign exchange (FX)
and portfolio changes, underlying adjusted
operating profit was down 40%.

Sally Johnson
Chief Financial Officer

Net interest payable was £61m, compared

to £41m in 2019. The increase is mainly due to
interest on tax, with one-off credits recorded
in 2019 not repeated in 2020, and interest
charges on the bond raised in june 2020,

The effective tax rate on adjusted earnings in
2020 was a charge of 13.7% compared to a
charge of 16.5% in 2019. The decrease in the
effective tax rate is mainly due to a benefit
fromthe release of tax provisions due to the
expiry of the relevant statute of limitation.

Adjusted earnings per share of 28.7p
[2019: 57.8p) reflects all the elements above.

£l

Cash generation

Qperating cash inflow decreased on a
headline basis fram £418m in 2019 1o £315m
in 2020, with cash conversion of 101% versus
72%in 2019. The decrease is largely explained
by the drop-through of reduced profit offset
by good working capital management. The
equivalent statutory measure, net cash
generated from operations, was £450miin
2020 compared to £48Cm in 2019. Compared
to operating cash flow, this measure includes
restructuring costs but does not include
regular dividends from associates. It also
excludes capital expenditure on property,
plant, equipment and software, and additions
to right of use assets as welt as disposal
proceeds from the sale of property,

plant, equipment and right of use assets
{including the impacts of transfers to/from
investment in finance lease receivable).

In 2020 restructuring cash outflow was
£38mM (2019: £411m).

Statutory results

Our statutory operating profit was £411min
2020 compared to a profit of £275min 2019.
The increase in 2020 is largely due to the gain
on sale of Penguin Random House and the
reduction in restructuring costs, which

were more than enough to offset the

impact of COVID-19 and portfolio changes
on trading profits.

Capital allocation

Our capital allocation policy is to maintain a
strong balance sheet and a solid investment
grade credit rating, to continue to invest in
the business, both organically and
inorganically, to have a sustainable and
progressive dividend policy, and to return
surplus cash to our shareholders.

Financial summary
Business performance

Statutory results

Headline CER Underlying Headline CER Underlying
£ millians 2020 2019 growth growth growth £ millions 2020 2019 growth growth growth
Sales 3,397 3,869 (12)% {1)% (19%  Sales 3,397 3,869 (12)% (11)% (10)%

Adjusted Operating profit 411 275
operating profit 313 581 {46)% (46)% (B0¥%  profit forthe year 310 266

Operating cash flow 315 418 Cash generated

Adjusted earnings from operations 450 480

pershare 28.7p 57.8p Basic earnings

Net debt (463) {1.016) pershare 41.0p 34.0p
Dividend per share 19.5p 19.5p

Throughout this section: a) Growth rates are stated on an underlying basis unless otherwise stated. Underlying growth rates exclude currency movements and portfolio
changes; b) The 'business performance’ measures are non-GAAP measures, and reconciliations to the equivalent statutory heading under IFRS are included in the financial

key performance indicators section on pp212-216
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Financial review

Balance sheet

Net debt to adjusted EBITDA was 0.8x

(2019: 1.3x). Net debt reduced from £1,016m
in 2019 to £463m at the end of 2020. Excluding
leases, net debt reduced from £374m in 2019
to net cash of £159m in 2020. The decrease
islargely due to the receipt of proceeds of
£531m from the Penguin Random House sale,
the receipt of deferred proceeds of £105m
from the US K-12 sale, the £48m repayrment
of the loan to Penguin Random House and
positive operating cash flow of £176m offset
by interest and dividend payments and the
cash outflow fram the Group's share buyback
programme, As a result of the COVID-19
pandemic, the Group took action to increase
its liquidity including pausing the share
buyback programme with £176m of the share
buyback completed. The Board considers that
maintaining a very strong balance sheetis
appropriate, and as such, there are no plans
to reinitiate the buyback. On 4june 2020 the
Group also completed the issuance of £350m
guaranteed notes maturing on 4 June 2030.

The Group continues to work to protect its
cash flow and proactively manage working
capital and, at the end of 2020, the Group
had approximately £1.9bn (2019: c.£1.1bn)
in total liquidity immediately available from
cash and its revolving credit facility (RCF).

Pension plan

The overali surpius on UK pensicn plans

of £429m at the end of 2019 has decreased
to a surplus of £410m at the end of 2020,
The decrease has arisen principally due to
an actuarial loss in relation to retirement
benefit obligations of the Group.

Dividend

In line with our policy, the Beard is proposing
a final dividend of 13.5p (2619: 13.5p), flat year-
on-year, which results in an overall dividend

of 19.5p (2019: 19.5p) subject to shareholder
approval. This will be payable on 7 May 2021,

Businesses held for sale

In November 2020, the Group announced the
sale of its interests in Pearson Institute of
Higher Education (PIHE} & in South Africa.

At the end of December 2020 the assets and
liabilities of PIHE have been classified as held
for sale on the balance sheet. The sale
compteted on 5 February 2021.

Businesses disposed of

In April 2020, the Group completed the sale

of the remaining 25% interest in Penguin
Random House to Bertelsmann SE & Co KGaA,
generating net proceeds of £531m and
resulting in a pre-tax profit of £180m.

Following the decision to sell the US K-12
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 K-12 business with total gross proteeds
of £200m including £180m of deferred
proceeds which included the fair value of an
unconditional vendor note for $225m and

an entitlement to 20% of future cash flows to
equity holders and 20% of net proceeds in
the event of a subsequent sale. 1n 2020, the
Group received ($143m){£105m) as a partial
repayment of the vendor note and a payment
in respect of the full purchase equity interest
such that the Group is no longer entitled to
any future cash flows to equity holders or net
proceeds in the event of a subsequent sale.

On 5 March 2021, we agreed the sale of

our K-12 Sistemas - COC and Dom Bosco -

in Brazil to Arca, subject to securing regulatory
approval and closing.

2021 outlook

We expect year-on-year revenue growth,
with adjusted operating profit to be inline
with current market expectations.

» Good growth in Virtual Learning, driven by
the Virtual Schools 2020/2021 academic year
enrolment growth. Enrolments for the
2021/2022 academic year are expected to
be broadly flat, with the ‘COVID-19 cohort’
partially returning to bricks and mortar
schools, offset by underlying growth, and
waiting lists, Online Program Management
(OPM}is also expected to grow,

Long term outlook

> Assessment & Qualifications revenue
growth as lackdowns and social distancing
ease. Expectimpacted test centres to
reopen - with social distancing - in April, and
nermal operations to resume progressively
inH2 2021. US school assessments expected
to resume, and dinical tests to be taken as
schools reopen. UK exams cancelled with
modest profitimpact as teacher assessment
to replace exams

~

English Language Learning revenue
expected to improve as mobility, migration
and school purchasing recover slowly amidst
continuing COVID-19 restrictions

-~

Higher Education revenue to decline, but by
less than seen in recent years, as the print
base becomes smaller, and as the pricing
pressure from the change in mix from print
and bundles, to platform and eTexts, is
offset by recapture of the secandary market
driven by eText growth and the digital-first
strategy, and enralment recovery

~

Workforce Skills revenue expected to grow,
given the strong business fundamentals and
investments made into digital and direct to
consumer oppoertunities

~

Revenue phasing will be impacted by
current conditions, with Q1 sales behind a
challenging 2020 comparative, with growth
expectedin Q2 and Q3 assuming further
pandemic recovery, with the delivery of
pent-up testing demand in H2 2020
providing a tougher comparative

w

Net interest charge of c.£65m and a tax rate
of 18% to 22%

~

As previously announced, cost efficiencies
expected of c.£50min 2021

segment Market 5-year CAGR' Long-term growth Long-term margin®
Virtual Learning High single digit Strong Increase

Higher Education Stabilisation Recapture of secendary market, Increase

Internationai growth

EnglishLanguage  Mid to highsingle digit Atleastin line with market growth  Maintain
Learning

Workforce Skills Mid to high single digit Strong Maintain
Assessment & Professional Certification  Low tc moderate Maintain

Qualifications low to mid single digit
US School Assessment and

Clinical Assessment flat

1 Pearsonestimates.
2 vs2019margin,
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Portfolio

In addition to the pending sale of our K12
Sistemas - COC and Dom Bosco - in Brazil,
we will also be strategically reviewing the rest
of cur international courseware local
publishing businesses, including Canada.

Key performance indicators

Qur financial KPIs will remain the same,

to maintain focus on growth, profitability
and cash generation. At our £Y 2020 results
we announced that our key business and

. non-financial KPls will change to reflect the
i pivot to the new growth strategy, and will

i focuson:

s Digital growth

» Consumer engagement
» Product effectiveness

» Investing in our talent

» Building an inclusive culture and improving
diverse representation

» Accelerating our sustainability strategy

We will also report leading indicators against
our five divisions going forward.

Adjusted performance measures

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

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

that are also not representative of

underlying performance.

The Group's definiticn of adjusted
performance measures may not be
comparable to other similarly titled
measures reported by other companies.
A reconciliation of the adjusted measures
to their corresponding statutory reported
figures is shown in summary below and in
more detail on pp212-216

Financial statements

Other information

Adjusted operating profit

Adjusted operating profit includes the
operating profit from the total business
including the results of discontinued
operations when relevant. There were no
discontinued operations in either 2013 or
2020. Areconciliation of the statutory
measure ta the adjusted measure is
shown below:

£ millions 2020 2019

Operating profit 411 275

Add back: cost of

major restructuring - 159
Add back: other net{gains)

and losses {178) (16)
Add back: intangible charges 80 163

Adjusted operating profit 313 581

In May 2017, we announced a restructuring
programme, to run between 2017 and 2019, to
drive significant cost savings. This programme
began in the second half of 2017 and costs
incurred relate to delivery of cast efficiencies
in our enabling functions and US Higher
Education Courseware business together
with further rationalisation of the property
and supplier portfolio. The restructuring
casts in 2019 relate predominantly to staff
redundancies. The restructuring programme
was largely completed at the end of 2019.

These major restructuring costs are
analysed below:

£ millions 2020 2019

Further efficiency
improvements in Enabling
Functions through back
office change programmes

in Human Resources, Finance
and Technology

Adjusting the cost base in

our US Higher Education
Courseware business

(94

(34}

Furtherraticnalisation of

property, vendor and

supplier agreements - (29}
Associate restructuring - (2}

Total (159}

a3

Other net gains and losses that represent
profits and losses an the sale of subsidiaries,
joint ventures, associates and other financial
assets are excluded from adjusted operating
profit. Other net gains included in operating
profit of £178min 2020 largely relate to the
sale of the remaining interest in Penguin
Random House and impairments of assets
and other costs relating ta the disposal of
Pearson Institute of Higher Education (PIHE).
Other net gains included in operating profit
of £16m in 2019 mainly relate to the profiton
sale of the US K-12 business.

Charges relating to acquired intangibles and
acquisitions are also excluded from adjusted
operating profit when relevant, as these items
reflect past acquisition activity and do not
necessarily reflect the current year
performance of the Group. Intangible
amortisation and impairment charges in
2020 were £80m compared to a charge of
£163min 2019, as althcugh acquisition activity
has reduced in recent years and the dispasal
of Penguin Random House has eliminated
the Group’s share of associate intangible
amortisation, this has been partly offset by
accelerated amertisation prafiles and
impairments recarded mainly relating to
centent and contract intangibles in the
Global Assessments and International
businesses, In 2015, there was an additional
£65m impairment charge relating to
acquired intangibles in the Brazil business
following a reassessment of the relative risk
in that market (see also note 11 to the
financial staterments).

Underlying growth rates

Sales decreased on a headline basis by
£472m, or 12%, from £3,869m in 2019 to
£3,397min 2020, and adjusted operating
profit decreased by £268m, or 46%, from
£581min 2019 to £313min 2020. The headline
basis simply compares the reported results
for 2020 with those for 2019, We also present
sales and profits on an underlying basis which
exclude the effects of exchange, portfolio
changes arising from acquisitions and
disposals and the impact of adopting new
accounting standards that are not
retrospectively applied. Our portfelio
change is calculated by taking account of

the contribution from acquisitions and

by excluding sales and profits made by
businesses disposed in either 2015 or 2020,
Portfolio changes mainly relate to the sale of
our US K-12 business in 2019 and the sale of
our remaining interest in Penguin Random
House in the first half of 2020. Acquisitions,
including Lumeritin 2019, had only a small
impact on reported sales and profits.
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On an underlying basis, sales decreased by
10% in 2020 compared to 2019 and adjusted
operating profit decreased by 40%. Currency
movements decreased sales by £31m and
increased adjusted operating profit by £1m.
Portfolio changes decreased sales by £55m
and decreased adjusted operating profit by
£59m. There were no new accounting
standards adopted in 2020 that impacted
sales or profits.

Adjusted earnings pershare

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

£ millions 2020 2019

Profit/(loss)forthe year 310 266

Non-controlling interest - 2
Add back: Costof

major restructuring - 159

Add back: Other net gains (178) (16)
Add back: Intangible charges 80 163

Add back: Other net

finance costs {4) 2

Tax benefit relating ta items

added back 9 (123)
Adjusted earnings 217 449

Weighted average number of

shares {milligns) 7554 7770

Adjusted earnings per share 2B7p 578p

Net finance income relating to retirement
benefits is excluded as it is considered that the
presentation does not reflect the economic
sulbstance of the underlying assets and
liabilities. The Group excludes finance costs
relating ta acquisition and disposal
transactions as these relate to future
earn-outs or acquisition expanses and are
not part of the underlying financing. In 2020,
the fair value remeasurement of disposal
proceeds of £26m relates to proceeds from
the US K-12 disposal in 2019.

Foreign exchange and other gains and fosses
are also excluded as they represent short-
term fluctuations in market value and are
subject to significant volatility. Other gains
and losses may not be realised in due course,
asit is normally the intention to hold the
related instruments to maturity.

In 2020, the total of these iterms excluded
from adjusted earnings was income of £4m
compared to a charge of £2m in 2015, Net
finance income relating te retirement benefits
decreased from £13m in 2079 to £6m in 2020
reflecting the comparative funding position
of the plans at the beginning of each year
and lower prevailing discount rates. In 2020,
finance income relating to the revaluation of
the US K-12 disposal proceeds was recorded
andthere were increases in losses on
long-term interest rate hedges and increases
in foreign exchange losses on unhedged
inter-company leans, cash and cash
equivalentsin 2020 compared to 2019,

The adjusted income tax charge excludes
the tax benefit or charge on items that are
excluded from the profit or loss before tax.
In addition, the tax benefit from tax
deductible gooawill and intangibles is
added to the adjusted income tax charge,
as this benefit more accurately aligns the
adjusted tax charge with the expected rate
of cash tax payments.

Operating cash flow

Operating cash flow is an adjusted measure
and s presented in order to align the cash
flows with corresponding adjusted operating
profit measures, A reconciliation to operating
cash flow from net cash generated from
operations, the equivalent statutory measure,
is shown below:

£ millions 2020 2019

Net cash generated

from operations 450 480
Dividends from joint ventures

and associaies 4 64
Capital expenditure on

property, plant, equipment

and software (including

additions to leased assets) (195) (257
Proceeds from sale of property

plant, equipment and software

{including disposal and transfer

of leased assets} 18 18

Investment income - 2

Add back: Costs paid/

{praceeds from} major

restructuring projects 38 m

Operating cash flow 315 418

Operating cash inflow decreasedon a
headline basis by £103m from £418m in
2019 to £315min 2020. The decrease is
largely explained by the drop-through
of reduced profit due to COVID-19, offset
by improved working capital. In 2020
restructuring cash outflow was £38m
compared to £117m in 2019.

Other financial information

Net finance costs

£ millions 2020 2019

Netinterest payable 61) {41)
Finance incame in respect of

retirement benefits B 13
Fair value remeasurement of

disposal proceeds 26 -
Other netfinance costs (28} {15)
Net finance costs (57) {43}

Netinterest payable in 2020 was £61m,
compared to £417min 201%. The increase is
mainly due to interest on tax, with one-off
credits recorded in 2019 not being repeated
in 2020, and interest charges on the bond
raised in June 2020.

As detailed in the adjusted earnings per
share section, finance income in respect of
retirernent benefits, fair value measurements
of disposal proceeds and other net finance
costs are excluded from adjusted earnings.

Capital risk

The Group's objectives when managing
capital are to:

» maintain a strong balance sheet and a salid
investment grade rating

» continue to invest in the business organically
and through acquisitions

» have a sustainable and progressive
dividend policy

» Teturn surplus cash to our shareholders
where appropriate

In response to the COVID-19 outbreak,

the Group tock the decision to suspend the
share buyback programme, which helped to
preserve [iquidity and maintain the Group's
credit metrics.

The Group is currently rated BBB- (stable
outlook)with Standard and Poor's and
Baa3 (stable cutlock) with Moody's.
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Net debt

The net debt position of the Group s set
i out below.

Financial statements

£ millions 2020 2019
Cash and cash equivalents 1,116 437
Investment in finance leases 130 196
Derivative financial instruments 11 15
Bank loans and overdrafts (3 (3)
Revolving credit facility - {230)
Bonds (965  (593)
Lease liabilities (752) (838)
Net debt (463) (1,016)

The Group's net debt reduced from £1,016m
atthe end of 2019 to £463m at the end of
2020. The decrease is largely due to the
receipt of proceeds of £531m from the
Penguin Random House sale, the receipt

of deferred proceeds of £105m from the

US K-12 sale, the £48m repayment of the
toan to Penguin Random House and positive
operating cash flow offset by interest and
dividend payments and the cash outflow

of £176m from the Group's share

buyback programme.

Liquidity and funding

As & result of the COVID-12 pandemic,

the Group took action to increase its

liquidity, including pausing the share buyback
programme, and on 4 June 2020, the Group
completed the issuance of £350m guaranteed
notes maturing 4 June 2030.

The notes bear a coupon of 3.75% and
have been issued in accardance with the
ICMA Social Bond Principles 2018, The
proceeds will be primarily used to finance
and re-finance delivery of educationin our
Connections Academy, BTEC and GEC @
businesses to help achieve the United Nations’
4th Sustainable Development Goal (SDG}
for a quality education. The social bond
framework is a natural progression of
Pearson’s long-standing commitment to
integrating social and environmentat
sustainability into the business.

In assessing the Greup's liquidity, the impact
of the COVID-12 pandemic has been modelled
under several scenarios to ensure that the

! likelihood of a prolonged period of disruption
i has been appropriately considered in
assessing the availability of funding to the
Group and the ability of the Group to comply
with its banking covenants. The Group’s base
case forecasts include assumptions relating to
the COVID-19 pandemic. It 's assumed that
restrictions ease in Q2 2021 with a phased
return to normality in H2 2021 as the vaccine
rol{-out progresses. The downside case

Cther information

scenario modelling includes a severe
reduction in revenue, profit and operating
cash flow compared to the base case
assumptions that extends through the
full three-year pericd to ensure that the
Group has adequate resources to manage
for a prolenged period of disruption.

In assessing the Group's viability for the three
years to December 2023, the Board analysed
avariety of downside scenarios including a
severe but plausible scenario where the
Group is impacted by all principal risks from
2021 (weighted for probability of occurrence)
as well as reverse stress testing to identify
what would be required to either breach
covenants or run out of liquidity. The severe
but plausible scenario modelled animpact
from COVID-19 and other risks which in
aggregate were significantly greater than seen
in 2020 continuing throughout 2021 to 2022.

At 31 December 2020, the Group had available
liquidity of c£1.9bn, comprising central cash
balances and its undrawn $1.19bn RCF
maturing February 2024, Even under a severe
downside case where further declinesin
profitability compared to 2020 are modelled
in 2021 and 2022, the Group would maintain
liquidity headroom in excess of £700m and
sufficient headroom against covenant
requirements during the period under
assessment, even before modelling the
mitigating effect of actions that management
wouid take in the event that these downside
risks were to crystallise.

Taxation

The effective tax rate on adjusted earnings
in 2020 was a charge of 13.7% compared to
an effective tax rate charge of 16.5%in 2019.
The decrease in the effective rate is mainly
due to a benefit from the release of tax
provisions due to the expiry of the relevant
statute of limitation.

The reported tax charge on a statutory

basis in 2020 was a charge of £44m (12,5%)
compared to a credit of £34m (14.7%) in 2019.
The statutory tax credit in 2019 was primarily
due to US tax losses generated on the disposal
of the US K-12 business.

Operating tax paid in 2020 was £10m

(2019: £9m). This was impacted by refunds
received in the US and UK relating to historical
periods. Non-operating tax was a refund of
£12m in 2020 {2019: paid £21m) relating to
settlement of a historicai tax audit and the
impact of the disposal of our US K-12 business.
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A net deferred tax liability of £30mis
recognised in 2020 compared to a net £11m
deferred tax assetin 2019, the movement is
mainly due to utilisation of tax losses in our
US business and the amortisation of tax
deductible goedwill in Brazil which reduces
the related deferred tax asset, The current tax
creditor principally consists of provisions for
tax uncertainties. There are contingent
liabilities in relation to tax as outlined in note
34to the financial statements.

Other comprehensive income

tncluded in gther comprehensive income are
the net exchange differences on translation of
foreign operations. The loss on translation of
£109min 2020 compares to aloss in 2015 of
£115m. The loss in 2020 mainly arises from
the weakening of the US dollar compared

to sterling. A significant propertion of the
Group's operations are based in the US,

and the US dallar weakened in 2020 froman
opening rate of £1:$1.32 to a closing rate at
the end of 2020 of £1:$1.37. Atthe end of 2019
the US dollar had weakened from an opening
rate of £1:$1.27 to a closing rate of £1:$1.32
and this movement was the main reason for
the lossin 2019.

Also included in other comprehensive income
in 2020 is an actuarial loss of £23min relation
to retirement benefit obligations of the Group.
The loss arises from the unfavourable impact
of changes in the assumptions used to value
the liabilities in the plans and, in particular,
movements in the discount rate, The actuarial
foss in 2020 of £23m compares to an actuarial
loss in 2019 of £145m.

In 2020, £70m was recycled from the
currency translation reserve to the income
statement in relation to the disposal of
Penguin Randorn House.

Post-retirernent benefits

Pearson operates a variety of pension and
post-retirement plans. Qur UK Group pension
plan has by far the largest defined benefit
section. We have some smaller defined
benefit sections in the US and Canada but,
autside the UK, most of our companies
operate defined contribution plans.
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The charge to profit in respect of worldwide
pensions and post-retirement benefits
amounted to £54min 2020 (2019; £56m),

of which a charge of £60m (2019; £65m)

was reported in adjusted operating profit
and income of £6m (2019: £13m) was reported
in other net finance costs. The decrease in
the operating charge in 2020 s largely
explained by savings in defined contribution
plans as a result of recent disposals and
restructuring activities.

The overall surplus on UK Group pensicn
plans of £429m at the end of 2019 has
decreased to a surplus of £410m at the end of
2020. The decrease has arisen principally due
to the actuarial loss noted above in the other
comprehensive income section. In total, our
worldwide net position in respect of pensions
and other post-retirement benefits decreased
from a net asset of £337m at the end of 2019
to a net asset of £325m at the end of 2020.

Dividends

The dividend accounted for in cur 2020
financial statements totailing £146m
represents the final dividend in respect of
2019 (13.5p} and the interim dividend for
2020 {6.0p}. We are proposing a final dividend
far 2020 of 13.5p, bringing the total paid and
payable in respect of 2020 to 19.5p. This final
2020 dividend, which was approved by the
Board in March 2021, is subject to approval
at the forthcoming AGM and will be chargad
against 2021 profits. For 2020, the dividend is
covered 1.5 times by adjusted earnings.

Share buyback

The share buyback programme, announcad in
December 2019, commenced on 16 January
202¢ and was paused on 23 March 2020 in
order to protect liquidity from the impact of
COVID-19. The original intention was to buy
back approximately £350m of shares and,

at the date of pausing the programme,
approximately 30 million shares had been
bought back and cancelled at a cost of £176m.
There are currently no plans to resume the
share buyback programme. The nominal
value of these shares, £7m, was transferred
to the capital redemption reserve.,

Acquisitions

There were no significant acquisitions in
2020. In 2019, the Group made some small
acquisitions for total consideration of £40m.

COvVID-19

The Group has assessed the impact ofthe
uncertainty presented by the COVID-19
pandemic on the Financial Statements,
specifically considering the impact on key
judgements and significant estimates along
with other areas of increased risk, including
provisions for bad debt, provisions for
inventory obsolescence, valuation of
property-related assets and financial
instruments. No material accounting impacts
relating to the areas assessed were
recognised in the year. The Group will
continue to monitor these areas of
increased judgement, estimation and

risk for material changes.

Related party transactions

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

Post balance sheet events

On § February 2021, the Group completed the
sale of its interests in PIHE in South Africa.
Consideration received was nominal.

In February 2021, the Group received charging
notices requiring payment of materially all of
the alleged State Aid {see note 34 in the notes
to the consolidated financial statements for
further details}. A payrment of £100m was
made on 8 March 2021. The Group expects

to recover the funds in due course.

In February 2021, the Group renegotiated
its RCF, extending the maturity of $1bn of
the facility by one year to 2025.

On 5 March 2021, the Group agreed the
dispasat of its K-12 Sistemas - COC and
Dom Bosco - in Brazil, subject to securing
regulatory approval and closing.

On 8 March 2021, the Group announced a new
strategy including a new divisional structure.
Going forward the new structure will impact
segmental reporting and may impact the
Group's cash generating units.
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Cther information

Segmental performance'

Global Online
Learning

£697m

+18% 2019:£586m

Adjusted operating profit
£99m

+23% 2019:£84m

CONNECTIONS ACADEMY
OURFOCUS ON LEARNER OUTCOMES

High performance

Connections outperferms
other virtual schools
onreading.

In 2021, we will release an update

to our 2018 efficacy report for
Connections Academy, our full-time
virtual school programme in the US.
This will take a deeper lock at the
learner outcomes Connections
students achieve. The original study
showed that, when adjusted for
high student maobility and controlled
for prior student achieverment,

the academic performance of
Cennections students is better

than other virtual scheols for
reading and equivalent to other
virtual schools in mathematics.

{earn more:

Connections Academy

Revenue grew 18% on an underlying basis
and 19% on a headline basis reflecting strong
enrglment growth in Virtual Schools and
good growthin OPM,

Adjusted operating profit grew 23% in
underlying terms, due to margin on sales
growth more than offsetting the investment
in our virtual schools platform and customer
care support and margin impactin OPM due
to discontinued programs, Headline profit
grew 18% with good growth in adjusted
operating profit partially offset by FXand
portfolio changes.

Virtual Schools

Virtual Schools performed strongly driven by
43% enrolment growth in new and existing
schools for the 2020/2021 academic year.

We opened three new full-time, state-wide
partner schoels and, combined with twe
contract exits, this takes the total partner
schools to 43 in 29 states. We are launching
twe new partner schoels in Florida and
Oregon for the 2021/2022 academic year.

Online Program Management

In OPM, we saw good sales growth with a
strong performance in undergraduate and
international, partially offset by discontinued
programs. We also saw the benefits of the
cperational changes made earlier this year,
with increased efficiencies in our student
recruitment process and student acquisition
costs. Underlying course enrolments
{excluding discontinued programs) grew 20%
and total course enrolments dedined 7%.
We are delivering 470 programs across

34 partners globally. We launched Pearson
Pathways, a digital marketplace that provides
learners with tailored recommendations for
courses and credentials to help them achieve
the skills they require.

1 For allfinancial metrics in this section please refer to note 2 of the financial statements on p150 where
adjusted measures for each segment are reconciled to the equivalent statutory measures.
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(1)

As ayoung black woman and as a
part of the LGBTQ+ community,
itis important that | am educated,
because in many ways the world is
built against me. For me, learning
means power, freedom and the
breaking of generational curses.

I learn for myself, my family, my
ancestors, my future children and
the generations to come long after
lam gone,

Tori Jahnsan

COnline Program Management
Hinois, USA

(1)

Learning can change who you are,
how you think, and essentially,
mould you.

Martha Castro

HR Business Partner, Human Resources
New York, USA
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Global
Assessment

Revenue
£892m

(14)% 2019:£1,031m

Adjusted operating profit
£245m

(30)%  2019:£351Tm

In Global Assessment, sales declined 14%
on an underlying basis and 13%on a
headline basis.

Adjusted operating profit declined 30%in
underlying and headline terms due to the
COVID-19 impact on trading, partially offset
by mitigating actions.

Pearson VUE

Sales declined 10% at Pearson VUE, reflecting

the impact of the test centre closures in the
first half of the year, with pent-up demand
in the second half partially maderated by
further lockdowns in Q4. Gnline proctoring
saw strong growth in the year, with volumes
up from 0.2 million at the end of 201% to

2.1 miliion at the end of 2020, predominantly

driven by demand from the IT sector.
Overall testing volumes were down 22%
to 12.9 million due to test centre closures.

School and Clinical Assessment

In School and Clinical Assessment,
cancellation of spring testing and school
closures impacted both businesses
respectively in H1 with a further modest
impact due to COVID-19 in H2.

WATSON-GLASER CRITICAL THINKING APPRAISAL
QURFOCUS ON LEARNER QUTCOMES

Preparing
for success

Bringing accurate assessment
of critical thinking,

Critical thinking is essential for success
in education and the workplace.
Mentions of critical thinking in job
postings in the US more than doubled
between 2009 and 2014. The
Watson-Glaser Critical Thinking
Appraisal - part of Clinical Assessment
- assesses information, interprets it
and draws logical conclusions.

Thousands of organisations, colleges
and schools use this to hire great
managers, develop high-potential
employees and admit students into
challenging programmes, Studies
comparing Watson-Glaser scores with
a nurmber of on-the-job performance
indicators have found positive
correlations suggesting that test-
takers who perform well on the
Watson-Glaser are also likely to
perform well at work.

Learn more:

Watson-Glaser

North American
Courseware

£894m

(13)% 2019: £1,091m
Adjusted operating profit

£190m

{(20)% 2019:£231m

In Naorth American Courseware, sales declined
13% for the full year on an underlying basis
and 18% on a headline hasis, reflecting the
sale of US K-12 Courseware.

Adjusted operating profit declined 20% in
underlying terms, due to the impact of
trading partially offset by restructuring and
discretionary savings. Headline profit was
down 18% on last year due to the undertying
prefit reduction partially offset by the disposal
of our US K-12 Courseware business in 2019.

US Righer Education Courseware

US Higher Education Courseware sales
declined 12% with total unit sales increasing
slightly and digital registrations, including
eTexts, growing 9%. in Canada, courseware
sales were down significantly due to school
and bookstore dosures.

We continued to see unbundling of premium
priced print and digital products for digital-
anly formats. in 2020, 2.2m textbooks were
sold into US Higher Education colleges,
compared with 3,7m in 2019, Sales of
standalone eText units inta colleges grew
33% to 3.7 million units, showing signs of
secondary market recapture.

There has also been continued momentum
in Inclusive Access with sales to not-for-profit
institutions up 29% on last year,
representing 13% of US Higher Education
Courseware revenue.
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International

Revenue
£914m

(19)% 2019:£1,76Tm

Adjusted operating profit

£182m

{39)% 2019: £295m

In International, sales were down 19% on an
underlying basis due to the interruption of
Australian immigration and test centre
closures impacting PTE, as well as budgetary
pressures caused by the impact of COVID-19

on courseware purchasing. Revenue declined

21% 0on a headline basis due to foreign
exchange and underlying performance.

Adjusted operating profit declined 3%% in
underlying and headline terms due to
the impact of trading partially offset by
mitigating actions.

For School & HE Courseware, budget
constraints and schaool cdlosures have led to
fewer purchases. In the UK, qualifications
revenue was impacted, as expected, by the
cancellation of exams in 2020, as well as the
end of the NCT contract. In our franchise
business in Brazil and across courseware,
we have seen market contraction as aresult
of the pandemic.

PTE volumes were down 36% with declines
in all key markets, except China where we
saw 17% growth due to an improved
competitive performance.

Financial statements

Other informaticn

BTEC
QUR FOCUS ONLEARNER OUTCOMES

Job satisfaction

Health and Social Care BTEC
is a favoured route for the
key workers of the future,

Since the initial developrment of the
BTEC Nationals in Health and Social
Care, the evidence has been strong that
these qualifications are fulfilling their
purpose: to help people getreadyfora
role in the health and social care sector,
These qualifications allow people to
select optional areas of study, build

up te a larger qualification and keep
options for progression open, Students
can seek employment after achieving
the qualification or use it as a stepping
stone into higher education. In 2019,
92% of those taking the qualifications
agreed or strongly agreed that they
enable them to keep their career
options open for the future.

Learn more:

BTEC
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19

My curiosity and appetite to learn
and experience new places and
cultures has taken me to over

30 different countries.

Emeka Ibeakanma

Director of Project Management
Melbourne, Australia

Enabling
Functions

Enabling Functions costs were 10% lower
in headline terms and 9% in underlying
terms due to restructuring and
discretionary savings.

()

There's no better way to live than
to live to change someone’s life
for the better, and the only way to
dothatistolearn.

Rhea Mathur
Pearson Campus Ambassador

(14

It matters that | learn more
in my role at Pearson, as a
parent and about things that
interest me. Learning sustains
my career, my family life,

my interest and imagination.
Freya Thomas Monk

Senior Vice President, English Assessment
Lendon, UK
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Sustainability

Through our Sustainable
Business Plan 2030, we are
using our assets as the
world’s learning company
to help more people create
a better life for themselves
and a better world.

Learning for a
a better world

Teday, individuals, communities and the
planet face existential crises requiring urgent
attention. From ineguality in education and
civil unrest to pandemic and climate crisis, our
planet and our saciety need an all-hands-on-
deck approach to address these challenges.

At Pearson, we have a long history of
contributing to addressing social and
environmental challenges and upholding

high standards of ethics and governance.
From being a founding signatory of the

UN Global Compact in 2000 to the progress
we made at the condusion of our 2020
Sustainability Plan, addressing environmental,
social and governance {ESG) issues is part

of who we are.

better life,

The historic evenits of 2020 have made cur
commitment to sustainability more important
than ever. Gur work to support our
consumers and employees throughout the
COVID-18 pandemic demonstrates who we
are as company (see p27), The year was also
marked by art enarmous grassraots call for
social justice and to recover from COVID-19
with a focus on social equity and the
environment (see more from our Global
Learner Surveyon pl5)

Following these pivotal events, we are sharing
an evolved articulation of the 2030
sustainability strategy announced last year to
expand our commitments and ensure we are
focusing on the areas most important to our
stakeholders and where we can drive the
mostimpact. As part of this evolution, we
have renamed our pillars to better articulate
our objectives, though our facus areas
remain the same.
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Our Sustainable Business Plan 2030 outlines

our renewed vision; a world of opportunity,
where every person on the planet has access
ta quality educaticn and lifeleng learning that
empowers them to improve their own lives,
their communities and the planet. We will
achieve the better world we envision and
contribute to long-term business growth
through focus and tenaciocus commitment

to advancing:

> Learning for everyone: reducing barriers
and measurably increasing equity for
underserved groups

> Learning for a better world: leading the
transformation to build the skills to impact
society and the planet

> Leading responsibly: creating a culture and
running a business that prioritises how we
improve our impact on climate change and
human rights

The Sustainable Business Plan 2030
creates value for all our stakeholders
- consumers, employees, investors,
policymakers and others - through
our products and services, our
partnerships, and how we operate,
The Plan and ocur new corporate
strategy reinforce one another,
working together to drive both
business success and societal impact.

(14

Erika Webb-Hughes
Vice President, Sustainability

Fimancial statements

Other information

2020 highlights

n Introduced a £350m social bond to
support education for underserved
groups, see p44

m Announced our science-based target
to reduce our GHG emissions by a
minimum of 50% across scope 1, 2
and 3 by 2030, see p46

Increased transparency through
new reporting on racial and ethnic
diversity, Task Force on Climate-
related Financial Disclosures {TCFD),
which we have also joined as
supporters, and Sustainability
Accounting Standards Board (SASB),
see p47 and 54

Created a ‘report potential bias’
portal on Pearson.com to encourage
dialogue about diversity in products
and services, see p45

wAdded new sustainability-related units
in BTEC qualifications, see p45

Our strategy and targets

Our sustainability framework was developed
based on a materiality analysis that
considered how Pearson’s business priorities
and stakeholder expectations have changed
and are likely to evolve. Cur materiality
analysis was undertaken in consultation

with Forum for the Future, a well-respected
sustainability charity. Read maore about our
materiality analysis, as well as additional
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Key Performance Indicators {KPIs}, in our
Sustainability & ESG supplement on our
website at plc.pearson.com/en-GB/purpose/
esg-reporting.

As we approached this work, we have taken
several key considerations into account:

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

m Engaging with our stakeholders: we engaged
with key stakeholders to understand the
issues most important to them and where
they expect Pearson to play a role

mldentifying current and future trends: we
conducted futures research to help identify
the social, environrmental and economic
issues that will influence learning, our
ecosystemn of partners and Pearson's
business in the years to come

s Supporting global goals: we will continue our
commitment to advancing the UN SDGs
(especially 4, 8 and 10) and leverage their
targets and indicators in our goal-setting

Since the launch of the sustainahility
framework in 2020, we continued to make
progress towards our strategic focus areas
and collaborated across our company to build
targets. By design, our new strategy is integral
to Pearson's business, and everyone in

the business will need to play arole in
achieving the goals. It will require all parts of
our company, along with external partners
from businesses, NGOs and governments,

to achieve our objectives.

Note: Aswe embark on a new corporate
strategy with our five new divisions, our
approach to sustainability will continue ta be
dynamic and evolve to align with how we can
best deploy our business capabilities for
societal impact. Some of our objectives,
followed by an asterisk {*), are commitments
to areas we will advance. While we are already
progressing work in these areas, as outlined
in this section, we are also working internally
in 2021 to set measurable and timebound
targets that will be aligned in scale and match
the focus areas of our new corporate strategy.
We will release targets in these areas in our
2021 annual report or before,

See table overteaf
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Pearson's Sustainable Business Plan 2030

Product

Learning for everyone

Reducing barriers and measurably
increasing equity in learning.

L earning for a better world

Leading the transformation to build
the skills to impact society and the planet.

Access and inclusion

=¥ We will increase access to learning for underserved
groups through new and existing products and
partnerships, identifying strategies to overcome
barriers, These groups include, but are riot limited to,
wornen, racial minorities, low-income groups and
people with disabilities”

Representation in content

=¥ We will strengthen existing and create new processes,
Editorial Policy, and partnerships to eliminate bias and
represent the consumers we serve, including based on
race, ethnicity and gender, in our products and through
aur content providers by 2025

Sustainability and social responsibility fn content

=) We will integrate sustainability, social responsibility
and Diversity, Equity & Inclusion (DE&() knowledge
and skills into our content, gualifications and aniine
programmies, preparing people to make an impact
intheir jobs and lives”

Empowering educaters, employees and suppliers

=>» We will develop and disseminate tools and resources to
help educators bring sustainability into their classes®

=2 We will provide opportunities to all employees and
suppliers to access content, courses and training to
explore sustainability, social responsibility and DE&|
issues by 2023

Leading responsibly

Creating a culture and running a business that
pricritises our impact on climate change and

fuman rights.

People

Planet

*

Human rights

- We respect the rights of consumers, emplayees, suppliers

and communities, and we consider the human rights
impact of cur business decisions

-~ iti5 important that Pearson maintains safeguards of our
customer data while also warking with our customers
ta develop products tailored to their needs

Diversity, Equity & Inclusion

=3 We are committed to representation at management

levels of the company that reflects the racial, ethnic
and gender diversity of the geographies where we
operate by 2025

=¥ We will source £500m from suppliers wha are diverse

accredited by 2030

-3 We will wark exclusively with suppliers wha respect human rights and promate supgpliers who champior DE&]

Employees & communities

=3 Provide opportunities for employees to use their talent to
contribute to sustainability objectives through both their
business roles and volunteering

Net carbon zero

=¥ We will reduce scope 1, 2 and 3 emissions by 50% against
22018 baseline as approved by the Science Based Targets
Initiative by 2030

=¥ We will be netzero across scope 1, 2and 3 by 2030

Environmental footprint of products

~>» 100% of paper products will be Forest Stewardship

Council (FSC) certified by 2025

~> We will ensure all products and packaging are widely

recycted or coverad by a take-back programme hy 2025

=» We will design digital products for energy efficiency

Our priority UN Sustainable
Development Goals

Note: While we are already progressing work in these areas, as outlined in this section, we are alse working internaily in 2021 to set measurabie and timebound targets

that will be aligned in scale and match the focus areas of our new corporate strategy. We will release rargets inthese areas in our 2021 annual report or before.
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Learning for
everyone

Reducing barriers and measurably
increasing equity in learning.

We want our products and services to

help more people make better progress -
regardless of their incorme level, the way they
learn or their background. Improving access
to quality education for more people from all
backgrounds helps us to grow our business
and supports our commitment to quality
education for all, decent johs and equality

in line with the UN SDGs.

2020 has been a seminal year for improving
diversity as events in the US and other parts
of the world brought race and ethnicity into
sharp focus. Pearson listened and engaged
frequently with our employees and
customers. We also convened a 30+ person
task force on race and ethnicity to help

us identify concrete actions ta improve
recruitment, retention and inclusion, and to
ensure cur products and services build a
more inclusive society. We brought these
important challenging issues to life through
global town halls and ongoing discussions
with employees across the company,
featuring our own employees, students

and leadership. The recommendation of this
task force has been built into our strategy
pillar on learning for everyone.

Learn more online:

plc.pearson.com/en-GB/purpose/
learning-for-everyone

Financial statements

Other information

Access and inclusion

=—>» Wewill increase access to learning
for underserved groups through new
and existing products and partnerships,
identifying strategies to overcome
barriers. These groups include, but
are not limited to, women, racial
minorities, low-income groups and
people with disabilities

We know that our business focus on delivering
content direct to consumers is an opportunity
toimpact people from all backgrounds
globally and improve outcomes. We are taking
steps to better understand the barriers
underserved groups are facing and foster
innovation to refine or create new products
and delivery channels that will help people of
all stages and backgrounds overcome their
|earning challenges. We will work to remove
barriers to education for those mostin need,
both through our core business offering and
our partnerships, to enable people to reach
their full potential.

Some of these groups include people

from tow-incomne or rural backgrounds,
first-generation college students, people who
do not speak an area’s dominant language,
people with disabilities, underrepresented
minorities, and adult learners and others
facing personal constraints, such as the need
to balance education with work and family
responsibilities. Supporting these groups is
central to advancing SDG 4 on education and
SDG 10 on reducing inequality.

We have a number of preducts and services
that are making a difference for key groups.
Three of these are the focus of our social bond
launched in 2020 (see p44), Another example
is Accelerated Pathways, which partners
with employers to implement educational
benefits programmes that provide our
clients’ empioyees with lifelong learning
opportunities. These solutions may include
foundational education skills (including
reading, writing, English, core job and work
skills), pathway to a GED, college advising,
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accredited courses, degrees and industry or
trade certifications. It drives our sustainability
ohjective to advance equity by addressing
many of the unigue challenges faced by adult
learners without adequate and responsive
educational opportunities. We are leveraging
the research we already do onlearner
outcomes (See p26) to better understand our
impact an people from underserved groups.

We are committed to increasing the number
of BTEC registrations outside the UK,
particularly in markets where vocational
education is developing. In 2020, the Group
had 31,112 registrations outside of the UK,
which decreased from 43,906 in 2019. The
decrease in learner registrationsis due to
COVID-19 related institutional closures and
governments in certain jurisdictions cancelling
all academic and vocational assessments in
2020 including BTECs. We recently launched
our first sustainability-backed loan, linking to
our progress in increasing access to quality
vocational education for learners in
internatioral markets.

Because equity in access to education isa
massive global challenge, collaborating with
external partners is critical to making an
impact. Our strategic partnerships focus
on combining our business assets and
capabilities with an external organisation’s
expertise and reach to create shared value
for both our business and society.

In 2019, Pearson and CAMFED (Campaign for
Female Education) adapted our vocational
BTEC qualification for Learner Guides to make
it accessible to all the young women acting as
volunteer ‘Guides' in CAMFED's programme:
not just Guides working in schools but also
those supporting girls as they graduate
schoaol, and thase 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. In 2020 we awarded 1,225

BTEC certificates to Learner Guides, who
successfully completed the programme.

People of Pearson

(1

| am learning about what | can do to support people
who have been marginalised by racism, and support

real change. | know that | cannct personally understand
many aspects of this movement, but | would like to do
this in a way that does not just give lip-service to the
issue of systemic racism.

James Reeve

Managing Director, Acceleratad Pathways

Toronto, Canada
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In June, Pearson horrowed £350m in
public markets through the issuance
of a social bond - the first to be solely
linked to education and used globally
for virtual learning and teaching

far underserved learners and
cammunities, including those from
low-incorme backgrounds, with
disabilities, and the unemployed.

The net proceeds will be used
exclusively on sustainability-focused
initiatives Including: Connections
Academy, our full-time virtual schools
network; BTEC, which provides
vocational qualifications and technical
training to help learners progress

into the world of work; and the GED
which provides the opportunity for
US students who did not complete
high school to earn a high school
equivatency certificate to make
further progress intheir lives,

The band refinanced maturities

in 2021 and 2022, aswall as

strengthening the Group's liquidity

during a pericd where lockdowns

werein place in many of the Group’s

| major markets. 1ssuing as a social

| bond allowed the Group to attract
awider range of investors and

‘ demonsirate the Group's strong

ESG credentials.

PEARSON SOCIAL BOND  LINKTO STRATEGY

Investing in equality
and sustainability

Pearson issues first-of-its-kind social bond, to benefit
underserved learners through ESG-focused initiatives

James Kelly, Senior Vice President
and Group Treasurer said: “We are
committed to helping equip learners
with the skills they need to enhance
their employability prospects and to
succeed in the changing world of
work. The social hond is an impartarit
measure to further strengthen
ourlong-term liquidity andis a
natural progression of Pearson’s
long-standing commitment to
integrating social and environmental
sustainability into our business.”

We also created a new Social Bond
Framework, setting out how thiz bond
wili meet strict criteria and align to
the UN SDGs, which has been assured
atthe highest level by Vigeo Eiris,
aworld leader in sustainable

bond issuances.

Learn more online:

Social Bond Framework

Representation in content

=¥ We will strengthen existing and create
new processes, Editorial Policy, and
partnerships to eliminate bias and
representthe consumers we serve,
including based on race, ethnicity and
gender, in our products and through
our centent providers by 2025

Editorial policy

To ensure that the content within our
praducts is aligned to Pearsan's values,

and to prevent inappropriate content from
being published, our Global Editorial Policy
acts as a guide for content developers to
create products that are relevant, appropriate
and inciusive.

Qur policy is based on principles inthe
following areas:

1 Respecting human rights including freedom
from discrimination and bias

2 Creating content that embeds an awareness
for and the promotion of DE&|

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

4 Aligning with legal and ethical obligations of
content creation and production

5 Ensuring content respects regional laws and
is not locally inappropriate or offensive

The Policy is applied across all markets and
business units, and itis overseen by a
cross-regional and functional steering
committee, newly chaired by a manager
with a specific DE&! conitent focus. A network
of palicy champions are responsible for
implementation and act as a point of
escalation for queries in our businesses and
markets around the world. The Policyis to be
reviewed in 2021, and it will continue to be
overseen by a steering committee and
implemented by policy champions.

In 2019, we incarporated the Palicy 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 onboarding process. To date,
over 6,000 ernployees and 1,500 external
providers have completed our Global Editorial
Policy training. Pelicy checkpoints are
included in our product development
processes, and a Palicy review of published
tities has aiso been established in refevant
business units,
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Race, ethnicity and gender in content

Key DE&I discipline leads in our product teams
have completed training on content review,
and we have released internal guidelineson
race and ethnicity and gender equality to
further support our content creators to
create bias-free content, integrate best
practices and escalate issues.

In December 2020 we created a 'report
potential bias’ portal on Pearson.com

to encourage dialogue with students,
instructors, parents and cther consumers
about Pearson products or services that they
feel lack diversity, perpetuate stereotypes or
present hias against any group.

In 2021, we will continue to scale up our
efforts in this area, including the launch
of additional training on commissioning i
and reviewing content for inclusion and

incorporation of our anti-racist principles.

Accessibility and disability

Pearson is cammitted to continual
improvement to increase the accessibility
of our products. Our Global Accessibility
Steering Group drives support for people
with disabilities through the intenticna
integration of accessibility standards into
product development. We have recently
publicly shared a new Global Accessibility
Policy Framework,

Learn more online:

Global Accessibility Policy Framework

Pearson has joined the Valuable 500,

a global movement to put disabifity on the
business leadership agenda, As part of our
membership, we have committed to publicly
disclose a policy frameweork for product
accessibility as well as to build, develop and
share a market-leading approach to
mentoring people with disabilities. Pearson
also announced a formal agreement with the
National Federation of the Blind to enhance
the accessibility of Pearson's educational
products and courses, deepen Pearsen's
culture of accessibility, and accelerate the
effectiveness of Pearson’s accessibility
efforts broadly.

See p50 for accessibility for our employees.

Financial statements

Other informaticn

Learning for a
better world

Leading the transformation to
build the skills te make an impact.

One of the biggest ways we can impact
sustainability and the UN SDGs as a company
is through our consumers, employees and
suppliers. We have an opportunity to equip
people to understand key societal and
environmental issues and develop a sense of
social responsibility to take action through
their careers and in their day-to-day lives.

Beyond having animpact, this is also an area
of increased demand from key stakeholders
including students, educators, governments,
employers and employees. By integrating
sustainability-related contentinto our
products, we can explore new opportunities
while making a direct contribution to the

UN 5DGs and inspiring the next generation
to improve their world.

Sustainability and social
responsibility in content

=» Wewillintegrate sustainability, social
responsibility and DE&I knowledge and
skills into our content, qualifications and
online programmes, preparing people ta
make an impact in their jobs and lives

Using our internal expertise on learner
outcomes (see p26) and external input,

we aligned our criteria for products that
teach sustainability and social responsibility.
This definition aligns with both the social
responsibility strand of our Personal and
Social Capabilities {P5C) Framewaork, which
includes multicultural, civic, ethical and
environmental elements, as well as aligning
with external frameworks like the UN SDGs.
Importantly, learning about sustainability
includes environmental, social and

45

sustainable development subject-matter
knowledge delivered with skills needed to take
action, and it fosters socially responsible
values and behaviours.

In our English Language Learning courseware,
we have embedded our PSC Framework in
order to equip learners of English with the
language and functional skills to build a more
sustainable future, For example, iDiscover,
our new course for secondary students of
English in ltaly, developed in partnership with
the BBC, contains content with specific focus
on social responsibility.

As part of our future product strategy, the
BTEC and Apprenticeship team are currently
reviewing all existing qualifications and adding
or amending content to include relevant
sustainability measures and content for each
sector. Sustainable content will be added to all
UK BTEC qualifications by September 2022.

In the UK, we are working with the University
Technical Colleges (UTCs), employers and
Professional Engineering Institutions (PEls) to
develop a series of units on environmental/
sustainable engineering to support the move
towards a more sustainable future with new
technologies and manufacturing processes.
Forthcoming units will focus on sustainable
transport, energy management, renewable
energy and environmental sustainability.

The BTEC International tearm have mapped
units in Construction, Business and Enterprise
and Hospitality in their International Level 3
BTEC suite to the UN SDGs, and this can

be seen in the specifications for the

relevant qualifications.

In ltaly, for each level of school, we have
incorporated dedicated sections on the
SDGs that include content, resources,
exercises and in-depth materials in both
paper and digital format. We have also
produced and distributed promationat
materials on the SDGs, far both teachers and
students, such as posters, notebooks and
bookmarks, and we featured our Towards
2030 campaign, which highlights sustainability
prominently in our textbooks. In terms of
digital products, we have Orizzonti sostenibili
(Sustainable Horizons) through which
students and teachers read, discuss and
comment on pieces taken from books and
other sources through the Pearson Social
Reading app.
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Empowering educators, employees
and suppliers

~>» wWewill develop and disseminate tools
and resources to help educators bring
sustainability into their classes

—) We will provide opportunity to all
employees and suppliers to access
content, courses and training to
explore sustainability, social

responsibility and DE& issues by 2023

We know that empowering educators,
employees and suppiliers with sustainability
know-how will have an enormous ripple
effect. It is an area of interest for these groups
as more and more people want to integrate
purpose into their careers. And for employees
and suppliers especially, it is a key to
equipping them to better contribute to
achieving all of our sustainability targets.

With regard to educators in our English
Language Learning business, 2021 will also
see the launch of our DE&I modules for
teachers, a key strand of our Teacher
Education and Leadership Academy, which
contributes to our target for supporting
educators to teach sustainability and
social responsibility.

For employees, we relaunched our internal
approach tc employee learning in 2020. One
aspect of this was developing a capabilities
framework setting out the knowledge, skills,
mindsets and experiences needed to support
the ongoing transformation of the company.
The development of sustainable business
knowledge and skills falls within our core
business capabilities. This was brought to life
during our first-ever global Learning at Work
Week (See pd9). Developing capabitities
related to DE&I was a key learning pathway
through this prograrnme. Gaing forward,

we will use this and other formats to increase
awareness about sustainability issues among
our employees, including through self-service
curated pathways about sustainability in

our digital content Kbrary, available to all
employees, and our accelerated learning

and career developrnent experiencas,
available to our talent,

For suppliers, we also commit to praviding
training material to all suppliers free of charge,
using our unique position as the world's
learning company to promote good practice
across industry.

Leading
responsibly

Creating a culture and running a
business that prioritises our impact
on climate change and human rights.

Just asirmportant as our cormmitment to
delivering positive outcomes for our
customers is our commitment tc ensure

we act ethically and sustainably. We strive

to ensure we always act fawfully and with
transparency, support human rights and our
employees, and minimise our impact onthe
planet and the sacieties where we operate or
source preducts and services from.

Net carbon zero

=¥ By 2030, we will reduce scope 1, 2 and 3
emissions by 50% against a 2018 baseline
as approved by the Science Based
Targets Initiative

-3

We will be net zero across scope 1, 2
and 3 by 2030

We are committed to becoming net carbon
zero by 2030. Thefirst step on this journey is
to reduce emissions. Where we are unable to
reduce emissions, we will buy suitable carbon
capture ‘credits' to meet our net zero target
for qur scope 1,2 and 3 emissions.

In 2020, we completed a project to map

our scope 3 GHG emissions and develop a
proposal for the Science Based Targets
Initiative (SBTI) to establish our new long-term
goal for carbon emissions. Qur target to
reduce our GHG emissions by a minimum

of 50% {from a 2018 baseline) across scope

1, 2 and 3 by 2030 was approved by the SBTi in
April 2020, This confirmed that aur reduction
target is in line with the requirements set
outin the Paris Agreement, to fimit

global temperature rises 1o 1.5 “C above
pre-industrial levels.

KEY PERFORMANCE INDICATOR  NON-FINANCIAL MEASURE

Global Greenhouse Gas ermissions data

Metric tonnes of CO,e 18 2018 2020 2020 %UK
Scope 1 - combustion of fuels 13,057 13,251 7,251 14%
Scope 2 - electricity {location based) 49,920 47,384 34,997 9%
Secope 2 - electricity {market based) 4,583 418 529 0%
Scope 37 596,740 567,245 346,382

Total - location based 659,717 627881 388,629

Total - market based 614,380 580,514 354,962

Energy use

UK {gas, electricity and transport) MWh 19,312 18,526 17%
Glabal (gas, electricity and transport] Mwh 152,231 107,848

Intensity ratios

1C0Q,e per employee (scope 1, 2 market and 3} 25.3 25.6 16.6

(3 efsales revenue (scope 1, 2 market and 3) 148.8 15031 104.3

1 Allrelevant Scope 3 categories as defined by the GHG protocol have been assessed.

For 10 of our key markets, we buy renewable energy through green energy tariffs or renewable energy
certificates (RECS) in the country of consumption. This aczounts for 96% of our efectricity use.

Methodology: We have reparted an all of the emission sources required under the Companies Act 2006.
The method we have used to calculate GHG emissions is the GHG Protoecof Corporate Accounting and
Reporting Standard {revised edition), using the Scape 2 dual reporting methodology, togethier with the
latest emission factors from recognised public sources, including, but notlimited te, the UX Department
for Business, Energy & Industrial Strategy, the International Energy Agency, the US Energy Information
Administration, the US Environmental Protection Agency and the Intergavernmental Panel on Climate
Change. The data in the table above has been independently verified by Corporate Citizenship. Energy use
includes gas and electricity consumption in MWh and vehicle fuel uss converted from mileage into Mwh

using BIES conversion factar,
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This commitment gives us a renewed focus

te reduce our operational (Scope 1 and 2)
emissions. It also introduces a new challenge
to reduce the 90% of our emissions that are
produced in our value chain. To do this we
need to engage and work with our suppliers to
reduce the carbon embedded in the products
and services we buy, Going forward, we will
report our carbon reduction against a 2018
baseline in line with our new target.

The COVID-19 pandemic impacted our
emissions, and we have seen a 40% reduction
in overall emissions {vs aur 2018 baseline).
Given the significant shift to hoeme working,
we have estimated the energy consumption
and associated carben emissions from staff
working at home, using our own estimations
and calculations in 2020 as no standard
methodology exists, and included them in
our scope 3 emissions. We will shift to
industry standard methodologies as and
when these become available.

Our target to become net zero is reflected in
our Environment Policy, which also sets our
commitment to reduce energy consumpticn
in our buildings. in 2620 we started a
refurbishment project for our 80 Strand head
office, which includes a number of energy
reduction measures and technologies.

Where are our emissions from?

tonnes (to nearest 500)

Other information 47

Task Farce on Climate-related Financial Disclosures

In 2020, we became a signatory to the Task Force on
Climate-related Financial Disclosures (TCFD).

The disclosure included below
cutlines the work we have started to
align aur climate risk disclasure with
the TCFD recarmmendations, Doing
sc will enahble our stakeholders to
understand the ways in which
climate change is affecting our
susiness now, and in the future.

governance structures and ensure
climate change risks are included
in our strategic group risk
mechanisms, ensuring they are
appropriately managed and
opportunities are seized.

In June 2017, the TCFD published
recommendations tc encourage
businesses to increase disclosure
of climate-related information.
These recommendations focus on:
gavernance; risk management;
strategy; and metrics and targets.

It is expected that these disclosures
will cantinue to evolve as the
company moves towards full
alignment this year, which we will
repartoninthe 2021 annual
report. As our response to the
TCFD guidelines evolves, we will

be reviewing our internal

Our progress against these recommendations
is outlined below:

a Governance; The Board mStrategy: During 2021 we are

w Buildings and
g company vehicles 13,000
o
§ Purchased electricity 4,500
3
Manufacturing and
distribution of 256,500
products (books}
Other/indirect spend 212,500
Business travel 26,000
&
a
b
Employee
commuting 29,000
Use/disposal 39,500
Other 33,500

1 2018 baseline.

Reputation & Responsibility
Committee (see p53) has oversight
of sustainability, and as we build
climate change risks into our wider
strategic risk work, the Audit
Committee is likely to take an
increased role in managing these
risks. During 2021 we plan to

build responsibility for climate
change risks into the remit of the
Respensible Business teadership
Council (see p88)

aRisk management: In October
2020, we started work to identify
climate change risks to the
business. We are currently
prioritising the most material
risks and opportunities. We will
report on these risks in the 2021
annual report

building a strategy to manage
potential impacts of climate-
related risks and opportunities

aMetrics and targets; As part of

the overall implementation of our
Sustainable Business Plan 2030,
we have set anet zero carbon
target, which covers our scope 1,2
and 3 emissions {details on these
emissions can be found on p46).
Going forward we will define ang
build out reporting targets and
metrics relating to climate change
risk mitigation and opportunities
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Environmental footprint
of products

Pearson has a responsibifity to ensure that
our products are made from sustainable
resources, have a minimal environmental
impact during the use phase and can be
disposed of in a way that minimises their
end-of-life impacts. We are making three
commitments in relation to our products:

As part of our responsible sourcing
programme (see pS2), 100% of paper
products will be Forest Stewardship Council
{FSC) certified by 2025.

We will ensure all products and packaging are
widely recycled or cavered by a take-back
programme, We will use materials that are
recyclable, allowing consumers to Use existing
recycling systems where they exist. Where

we need to use specific materials that are not
widely collected for recycling, we will build
take-back systems.

we will design digital products to be energy
efficient. To better understand haw our
digital products use energy in data centres,
transition to the consumer {over internet

or mobile telecoms networks) and in
consumer dlevices, we have joined anindustry
collaboration caffed DIMPACTS, The work we
are undertaking with this group will help us to
measure the baseline energy consumption of
digital products and services in order to set
targets to minimise the impacts.

Human rights

=¥ We respect the rights of consumers,
employees, suppliers and communities,
and we consider the human rights
impact of our business decisions

~» Wae are committed to ensuring that
Pearson maintains safeguards of our
customer data while alsc working with
our customers to develop products
tailored to their needs

Our goal is to respect and promote human
rights, including the right to education,
throughout our operations and with our
customers, employees, contractors and
supply chain, Qur approach is guided by the
Universal Declaration of Human Rights,

the International Labour Organization's
declarations on fundamental principles and
rights at work, the UN Guiding Principles on
Business and Human Rights, and the UN
Global Compact Principies. We are a founding
signatory to the UN Global Compact, and we
are amember of the Global Compact’s UK
and USA Local Networks.

People of Pearson

We launched an employee engagement community for
employees to connect, share stories and support one
another. You can meet some of our talented colieagues
throughout this report in the People of Pearson callouts.

14

19

1

| firmly believe that [earning can have a
transformative effect, not just on an
individual but dozens of family members
and future generations.

Haseeb Khan

Director of Digital Platforms, English Assessment
Torontoe, Canada

Learning empowers me to be more thana
passerby, and to make animpact.

Zerin Anzum Karim

Technoiogy Business Partner, Continental Europe

London, UK

1

Learning expands the mind and creates new
opportunities for discussion and grawth.
Danette joslyn-Gaul

Vice President, Global Compliance
Georgia, USA

1 truly betieve in education as a tool for
changing and impacting the world,

Laurg Tozetto Neto

Editor & Spectrum Brazil Chair

S3o Paulo, Brazil
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We respect the rights of oyr employees to
freedom of association and representation
through trade unions, works councils or any
other appropriate forum wherever local laws
allow. We have policies and procedures to
prevent discriminatory, illegal and inhumane
labour practices including child labour, forced
labour, slavery and human trafficking, in our
places of business, as well asto address
violations when they occur,

Representation takes many forms.

We support the right to unionise in the UK.
Pearson maintains its accreditatian by the
Living Wage Foundation and has ¢cormmitted
te paying employees and regularly contracted
staff working in our buildings across the UK
and in London the real Living Wage.

We use our influence with our suppliers to
improve standards for their employees and
commit to ensuring all supplier employees
who work for, or on behaif of, Pearson have
the ability to report any areas of concern.
Read more about supporting our suppliers
and our work to prevent modern slaveryin
the supply chain on p51

Our Human Rights Statement outlines the
priority human rights risks and opportunities
for Pearson that cur programme is taking
steps to address. Qur approach to human
rights covers five areas: customers (pp43-45,
p61), content {p44), employees (below),
partnerships (p51) and privacy and data

(see risk section, p62 )

Financial statements

Employees

=>» Provide opportunities for employees
to use their talent to coptribute to
sustainability objectives through both
their business roles and volunteering

Our employees are central to our purpose of
helping people make progress in their lives
through learning. As such, we play a crucial
rale in creating a working environment that
enables our employees to learn, grow and
succeed. This strategic report describes the
numerous ways in which the company
engages with, invests in and rewards its
employees. The remuneration report also
describes the remuneration philosophy
which applies to the entire company.

In 2020, we focused on supporting our
employees through the pandemic, increasing
employee engagement, integrating talent and
learning, and expanding benefits. we also
expanded our DE& efforts, gutlined on ps0.

Other information

Employee pulse survey

Survey question Q1 Q2 Q3 Q4 Average

Ranking of current
COVID-19 response
onscale of 1-10

5C 83 85 87 8.6

NPS (recommend
working at Pearsan
toafriend or
colleague)

+16 +17 +1A 10 +17

Have taken steps te
upskilt or reskillin
the past quarter

N/A" 71% 60% 57% 63%

*  This question was not asked inthe Q1 2020 survey.
Employee engagement

Early in 2020, we acted quickly to supportour
employees around the world and to help
them feel safe and connected, as a majority
of them began working from home full time.
Read more on p13 and pp27-28

Responding to employee feedback helps
shape our employee experience, and our
new quarterly pulse survey gave us key
insights into how our employees were feeling.
Jo support our employees, we launched a
new virtual employee community, People of
Pearson, where employees can learn about
our praducts and services, share stories and
connect with one another,

Wwe established a more frequent cadence

of executive communications during the
pandemic, with the new Chief Executive
holding seven regional town halls in the fourth
guarter and sending menthly video updates.

In response te the UK Corporate Governance
Code, we are excited to take partin
strengthening the voice of our workforce
with cur Employee Engagement Network
(read more on p81)

Aligning talent and learning

In order to deliver on our goal to make the
most out of Pearson’s world of talent, in 2020,
we focused on aligning our approach to talent
and learning to the company strategy. This is
so that we deliver greater employee and
business value. We started by evolving and
simplifying our approach to the talent review
and designing and integrating a capabilities
framework to support upskilling and reskilling
led learning.

This spans the core business, leadership and
technical knowbedge, skills, mindsets and
experiences needed to support the ongoing
digital transformation of the company,

We piloted this with the Pearson Executive
Management team and our Pearson
Leadership Group, which comprises all Senior
Vice Presidents, as well as Vice Presidents that
report to the Executive Management team.
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Our intention is to expand this to Directors
and Managers in 2021. In addition, in our
latest pulse survey, 71% of employees who
responded shared that they completed
quarterly check-ins on performance and
learning in the past quarter, and 57% reported
doing something to upskill or reskill.

To support employees to upskill and reskill, in
the first quarter, we piloted a new early career
leadership programme, ILEAD, in International
and a new manager programme, Imanage, in
the UK. The Wave programme, an initiative to
enable experiential, on-the-job learning and
employee mobhility, was expanded to cover
more parts of the business and we made
available to employees a further five Pearson
Products to support to support upskilling and
reskilling - MePro English@, Pearson Prep @,
Pearson Writer @, Accelerated Pathways @,
Pearson Advance @ - and beta tested
Pearson Career Courses: project Oz, and
ITPro. In the third quarter, we launched

our first-ever Global Learning at Wark Week,
delivering 60 fully enline learning sessions
delivered by internal and external subject
matter experts and Pearson authars,
engaging 50% of our employees.

Ermployee benefits

We offer competitive benefit programmes to
support our employees. Our programmes
vary globally and include health insurance,
disability coverage, retirement savings
matching, employee share purchase options,
commuter benefits, tuition reimbursement,
and prograrnmes that support wellbeing and
work-life balance.

In 2020, we expanded US paid parental leave
to 16 weeks, All parents, no matter how they
become parents, are now eligible for equal
parental leave benefits.

Our pandemic response focused on
supporting wellbeing, including flexible
work from home policies and extending
work from home after the pandemicif
business needs permit. We announced

The Pearson Global WELL programme to
provide support, advice and guidance for
managing mental and physical wellbeing.
We extended the global footprint of our
Employee Assistance Programme, expanded
our UK netwerk of Mental Health First Aiders,
and recruited employee volunteers to act as
wellbeing champions.
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Diversity, Equity & Inclusion

=¥ Weare committed to representation at
management levels of the company that
reflects the racial, ethnic and gender
diversity of the geographies where we
operate by 2025

DE&d has been at the forefront of employees’
minds, as social justice became a key theme
of the year across the US and globally. A task
force of employees across all levels of the
company came together to identify cancrete,
actionable ways to improve recruitment,
retention and inclusion, and to ensure our
products and services help build a more
inclusive saciety.

As a result of the task force's work, Pearson
made a commitment to be an anti-racist
company in everything we do. We adopted a
set of stretching goals around representation,
company cufture, product and our role in
society. An action plan comprising goals,

piltars for action and 5Q initiatives for
implermentation over the next 12 to 18 months
underpins our commitment. This includes
investment in a new recruitment platform,
enhanced leadership development
opportunities targeted at Black and ethnically
diverse talent, and new guidelines on race and
ethnicity to guide our editorial teams. We are
also expanding our Global DE& team under
the leadership of a new Chief Diversity Officer,
Dr. Florida E. Starks, deepening and widening
our investment acrass the business by adding
new people, tools and technofogy.

A commitment to inclusion and anti-racism is
not altruism. A diverse workforce that reflects
our customers — whether that be in race,
ethnicity, gender, gender identity, religion,
disability, sexual orientation, education,
[earning style, national origin or personality
type -means we can better reprasent and
understand the diversity of the communities
we serve. We set out the characteristics in our
DE&| Statement.

KEY PERFORMANCEINDICATOR  NON-FINANCIAL MEASURE

Wormnen and race and ethnicity in Pearson

Among our seven DE& priorities is a goal to improve gender representation at the top two
lavels of the company. At Board tevel, 45% af our members were famale as at the end of 2020

As a founding member of the 30% Ciub, we have endorsed and exceeded the target of a
minimum of 33% representation of women on the Board and in our Pearson Leadership
Group by 2020. The table below sets out our female representation over the past three
years, The columns on the right represent make representation, Read more about Board
diversity and diversity and talent in executive pipeiine on pp86-87.

Male

representation

Femala representation 2018 2019 2020 2020 2020 2029
Board of Directars 30% 33%  45% 5 55% 6
Senior leadership' 31% 34%  36% 35 54% 61
All employees? 62% 59%  60% 13,031 40% 8,810

while the focus of the gender representation measure is on females, we do recognise that
we also have non-binary colleagues in the company. As part of a wider focus on gender
identity in 2020, Pearson introduced an option to self-identify as hon-binary in our HR
systems in the United States. Transparency is a key part of our action plan to rmeet our
goal by 2025 to be representative at managernent levels of the racial and ethnic diversity
of the gecgraphies where we operate. The table below sets out diverse representation,
defined as identifying as non-White in the US and UK, and the supplement to this annuat

report breaks down by ethnicity.

us UK
Diverse representation 2020 2020
Senior leadership’ 18% 10%
Managers and above 19% 15%
All employees? 0% 1%

1 Typically, up to two reporting lines from the Chief Executive, the senior leadership are the employee
body with responsibility far planning and directing the activities of the company.

2 Total employee figures for composition of workforce are based on a snapshot of employees as at
31 December 2020. Average annual figures for 2020 are used elsewhere in this report and differ due
to including seasonal employees at peak periods in our assessment businesses, as well as those who
may no longer be employed by the Group at 31 December 2020,

Learn mare anline:
DE&| statement

We believe everyone in the company plays a
partin building a more inclusive culture. Our
strategic framework for DE&I helps us harness
different perspectives and leverage diversity
to spur innovation and growth through an
inclusive culture and a working environment
inwhich everyone feels a sense of belonging.
Our approach includes:

> aGlobal DE&I Council led by the Chief
Executive to provide strategic oversight and
o extend our work into many mare markets
and countries. The Councilincludes business
ieaders, allies and advocates, as well as
reprasentatives from our employee
resgurce groups

~

a set of seven priorities, which guide our
action planning and major initiatives. Qur
action pfan on race and ethnicity adds
depth to our efforts

~

a global network of DE&I Advocates who
provide support to advance our practice in
their businesses and geographic locations

~

a plan to help our 10 employee resource
groups at Pearson evolve and mature.

The networks are for women, women in
technology, parents, veterans, employees
identifying as Hispanic or Latinx, 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

Disability is an impartant part of our wider
commitment to DE& [see above). 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. Pearson is a signatory to Valuable
500, a network of companies committed to
disability inclusion through business
leadership and opportunity.

In 2020, Pearson received a number of DE&!
awards (see p55). Pearson scored 90% in the
Disability Equality Index as a 2020 Best Place
to Work for Disability Inclusion in the US

and achieved a perfect score of 100%in

the Corporate Equality Index run by LGBT
advocacy group the Hurman Rights Campaign.
We also continued to be recognised as
fostering an inclusive culture through our
leaders, and Cindy Rampersaud, our Senior
Vice President-BTEC and Apprenticeships has,
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for a second year, been recognised in the 2020
EMpower list of the top 100 ethnic minority
business leaders. Cindy also received an
award from WeQual which recognises
talented women one [evel below the executive
management across the FTSE.

Pearson continues to report on Great Britain
gender pay in line with UK regulations. Our
work to extend our reporting on gender pay
to cover aur global uperations continues and
is ontrack to report on 2020 later in 2021.

Learn more online:

Gender pay report

Other information

Sacially responsible procurement

=> wewillwork exdlusively with suppliers
who respect human rights and promote
suppliers who champion DE&|

=» we will source £500m from suppliers
who are diverse accredited by 2030

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

In 2020, Pearson purchased c.£2bn of goods
and services from third parties, from large
multinationals to smaller specialist companies
and sole traders. Around 80% of Pearson’s
global spend is represented by 470 suppliers.

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

UN Global Compact and cther human rights
standards including the Universal Declaration
of Human Rights, the International Labour
Organization's declarations on fundamental
principles and rights at work, and the UN
Guiding Principles on Business and Human
Rights. The UK Modern Slavery Act also guides
our approach.

Learn more cnline:

Modern Slavery statement.

We are a founding member of the Book Chain
Project, a partnership between publishers to
enhance industry standards relating ta labour
standards and human rights, proeduct safety,
and paper sourcing.

PTNA  LINKTOSTRATEGY

Awarding commitment

Kirsty Gaythwaite is one of 14 Pearson
National Teaching Award Gold Award

winners in 2020. Nominated under the
‘Outstanding New Teacher of the Year’

category, she was selected from thousands
of nominations.

Kirsty teaches at Goodwin Academy

in Kent, England. Having joined as a
learning suppert assistant to help
vulnerable pupils, she was quickly
identified as having a talent for teaching
mathernatics. She continued to work at
the school while studying during the
evenings and weekends for her diploma
in education.

Kirsty was defighted to receive her
award: “I feel honoured to have won
such a prestigious award for simply
doing what | love. Teaching, for me,

is a vocation, a passion, a sense

of belonging.”

Since qualifying as a teacher, Kirsty has
continued fo putin immense amounts
ofwork to ensure her students
succeed, She regularly organises
lunchtime revisian sessions,
afterschool interventions, and
constantly communicates with parents,
all to make sure her students have the
best possible chance when it comes

to their exams.

Kirsty added: "Winning this award
means sc much, not only to me, but to
the staff, the students, the parents
and carers and the community.
Collaboratively, we have worked
unbelievably hard to ensure the young

people of Deal receive the best
educaticn possible.”

About the Pearson National
Teaching Awards

The Pearson National Teaching Awards
are the UK's flagship awards
programme for the education
community. The awards identify and
celebrate leading teachers and
organisations from across the UK.

Following a national call for
nominaticns, an in-depth selection
process with an experienced judging
panel is conducted, including visits

to all shortlisted schools. Successful
nominees are awarded with a Silver
winner status, and ultimately Gold for
the national winner.

Gold winners are announced at a
national ceremeny, broadcaston the
BBC and attended by hundreds of
guests, including senior paliticians
and education leaders.

Learn more anline:

The Pearson National
Teaching Awards

People of Pearson “ I'm always learning because the culture
- is always changing.

James McKnight
Associate Director, Student Support Services

Flarida, USA
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People of Pearsan

14

Gracie Zhao
Portfolio Director,
English Henan Pravince, China

(1

Florida, USA

In 2021, we will be further building on these
commitments to establish our Socially
Responsible Procurement {SRP) framework.
The purpose of this framework is to build a
shared set of principles with our supplier
partners, to focus on how we can improve
glohal industry standards threugh education,
and ensure joint accountability built on
mutual rrust. The framework will comprise
four pillars and is underpinned by our
Responsible Procurement poficy.

Learn more anline:
Responisible Procurernent policy
The four piffars within the framework are:
mCarbon reduction
m Diversity, Equity & inclusion

a Ethical production

m Modern slavery

Pearson takes reports of ethical concerns
within our supply chain seriously. Such issues
i can be reported through our Pearson Ethics
and Compliance Portal - a dedicated service
for all employees, suppliers and business
partners to report any unethical behaviour
’ for investigation.

! It is the duty of our suppliers, contractors,

, business partners and employees to

] report any breach of our Code of Conduct,
including dishonesty, corruption, fraud,

] labour and human rights concerns,

] environmental damage cr any other
unethical behaviour through the Pearson

! Ethics and Compliance Portal.

Sajeem Abu-Tayeh
Pearsan Carnpus Ambassador, Student Programmes

Learning can be the only powerful tool
which can help us navigate the ways in life,

Learningis a tool that helps individuals
overcome barriers, seek justice and
reach their full potential.

Sourcing policies

Our policies help ensure Pearson’s values are
reflected and shared with everyane we do
business with. The Business Partner Code

of Conduct (Partner Cade) clarifies the
responsibilities and expectations we have of
our business partnars {(which includes joint
venture partners, vendors, franchisees,
distributors, suppliers, contractors,
consultants and agents) for ethical and
responsible business practices.

The Partner Code sets out our support for
enviranmental stewardship, universal human
rights {including equal employment, freedom
of speech and of association, and cultural,
economic and social wellbeing}, good labour
practices, and decent working conditions. It
also sets out expectations that our supply
partners, and their subcontractors, oppose
discriminatory, illegal or inhumane labour
practices, including slavery and human
trafficking. The Partner Code is presenit irt
new tontracts and is included when contracts
are renewed or updated. Compliance with
the principles in our Code is a minimurm
standard of behaviour outlined in contracts
and Pearson is committed to working
exclusively with suppliers that share and
enhance our values.

Our Business Terms of Reference, specific to
Pearson’s supply chain contracts, set out

the terms and conditions for purchase of
goods and services, and are agreed priar

to engaging suppliers. This provides

pearson with the power of audit and right

to terminate a relationship if we find issues
of non-compliance, ensuring cur 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. Suppliers are also subject to
Pearson’s Anti-Bribery and Corruption Policy
(see p62) and Gifts and Hospitality Policy.

Learn more cnline:
Anti-Bribery and Corruption Policy
Gifts and Hospitality Policy

In 2021 we will be conducting a full review of
our spurcing policies in conjunction with the
Socially Responsible Procurement framework
to introduce greater weighting for suppliers
who contribute to our goals. Suppliers will

be asked to disclose more information on
their own internal policies, procedures and
commitments on all aspects of the framework
during the bid process to ensure we select the
right partners.

We have committed to providing education
content and resources to all suppliers by 2023
As part of the SRP framewark, we will be
offering targeted resources and support to
those supplier partners who need it the most.

Direct supply chain

While we have a growing technology-enabled
supply chain reflecting our increasing shift to
digital, our traditional paper-based products
continue to receive significant focus -
reflecting our commitments to sustainability
and resilience. Our Global Operations teams
manage our purchase of paper for baoks,
our contracts with printers and work with
distributars and freight partners who bring
our products to market.

Paper sourcing

Pearson has a long-standing Responsible
Paper Sourcing Policy supporting
management of risks related to human rights
and environmental practices in our direct
supply chain. This policy sets out our
preference for paper suppliers that hoid
Forest Stewardship Councit (FSC) certification.
In addition, our Sustainable Business Plan
2030 sets atarget for 100% FSC by 2025

(see also p48 )

In 2020, we purchased over 35,000 tonnes

of paper globally. To help to reduce our
impact, we have retained Chain of Custody
accreditation from the F5Cin the UK, which
enables Pearson products to carty the FSC
logo. Of the more than 8, 000 tonhes of paper
we purchased in the UK, 61% was certified to
the FSC standard. The overall tonnage is down
from 2019 as we have continued our transition
from print to digitat, sold the Savvas business
and experienced short-term impacts during
CovIDA1S.
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Inthe US Higher Education Courseware
business, paper procurement, print
manufacturing, warehousing and distribution
operations are outsourced to LSC
Communications, which is subject to

our Business Partner Code of Conduct.

In 2020 LSC purchased more than 8,000
tonnes of paper in support of Pearson'’s
manufacturing needs, 25% being certified to
the FSC standard. Globally 32% of the paper
used is certified FSC.

Print production

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

we have a diverse and resilient supply

base of over 160 print partners covering
approximately £118m in spend. This decrease
in spend from 2019 also reflects our digital
transition, sale of Savvas and short-term
impacts during COVID-19.

Where Pearson spend with a new supplier will
be greater than £100,000 per annum, and the
supplier is identified as operating within a
higher-risk country (using the Book Chain
standard), Pearson will require the supplier

to evidence avalid audit from an acceptable
independent third-party body. The Book
Chain standard is utilised to help publishers
identify labour and environmental risks in the
supplier chain.

Acceptable third-party audits under the Book
Chain standard include, but are not limited to,
Sedex Members Ethical Trade Audit (SMETA);
ICTI Care process (now the Code of Conduct
Audit}, and the Social Accountability 8000
certification (SA8000).

Our due diligence process also includes
visiting suppliers around the world to assess
compliance with our standards, and to
ensure suppliers address non-compliance,
These visits provide a valuable opportunity
to reinforce our commitments to eliminating
all forms of child, forced and compulsory
labaur, as well as promoting environmental
stewardship,

In the UK business we had £18m in spend
with 34 suppliers in total. Of these, we have
identified four suppliers, representing £3m
in spend, as high risk based on country of
operation (China and Malaysia), guidance
from the Book Chain Project and meeting
our £100,000 materiality threshold. while
none were visited in 202C due to the impacts
of COVID-19, independent audits were
conducted for two of the four vendorsin
2020, and all four were visited in 2019 to
ensure compliance with agreed standards.

Financial statements

Other information

Indirect procurement

Following deployment of systems in the UK,
S and Canada, new supplier requests are
tracked and subject to an auditable risk
assessment. Suppliers submit onboarding
information directly and securely through our
platform, where risk is assessed, as relevant,
against: conflict of interest, trade sanctions,
sanctioned countries, data privacy, system
security, safeguarding, compliance,
sustainability, physical security, diversity,
and business continuity. During 2020, we
deployed systems to Japan, Singapore,
Thailand, Malaysia and the Philippines
deploying equivalent pracesses,

Contingent workers

Allegis Global Solutions (AGS) is the major
partner supporting Pearson’s relationships
with our contingent workforce population.
Cur contingent workers frequently fill roles
such as engineers, developers, exam graders
and project managers.

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

Supptfier diversity

As partof Pearson’s commitment to being

an anti-racist and anti-discriminatory
organisation, we have an established supplier
diversity programme focusing on lacal, small,
diverse businesses - such as underutilised,
or women, minority, LGBT or veteran-owned
businesses. As part of our SRP framewaork,
we are continuausly looking for ways we can
expand the reach of this programme to our
larger suppliers who do not fit the traditional
accreditation criteria - but equally have a
material part to play in driving change. 2021
will see greater focus on our sourcing policies
to ensure we work with suppliers who share
and enhance our values and raising industry
standards through education and resource.

Supplier risk

Our 2021 supplier risk programme includes
the launch of a revised supplier risk
framework with focus on: social, ethical and
environmental; compliance; operational
financial and business continuity concerns.
In parallel with clear supplier segmentation,
Pearson is now better placed to execute a
sustainable assessment of suppliers and wili
cancentrate on improving the efficiency,
effectiveness and breadth of risk assessment
through the continued investmentin
technology and partnerships.
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Sustainability governance

The Reputation & Responsibility Committee,
a formal commiittee of the Board, provides
ongoing oversight, scrutiny and challenge
on matters relating to our sustainability
strategy and our corporate reputation.
Learn more on p88

The Pearson Executive Management team
oversees implementation of business and
sustainability strategy. The Respensible
Business Leadership Council drives
implementation of the strategy on behalf of
the Board. It comprises leaders from across
the business. In 2021, we will review the
Group's composition in light of our busiress
strategy and build in dimate risk oversightin
connection with TCFD (see p47 )

Code of Conduct

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

Our Code of Conduct was revised and
refreshed in 2020, and the course included a
focus onraising concerns, a certification to the
Code and an overview of our Global Conflicts
of Interest Policy and disclosure process.

In addition, in 2020 we sought input from
our DE& task force and included language
to reaffirm our commitment to being

an anti-racist organisation through a
number of different amendments to our
Code of Conduct,

We make sure all Pearson employees are
aware of our Code and affirm that they
understand and will comply with it, in 2020,
we achieved our target of 100% employee
campletion and acknowledgement of the
Code by all employees. The Code is also
assigned as part of the onboarding process
for all new Pearson employees.

Raising concerns

We operate afree, confidential telephone
helptine and website for anyone who wants to
raise a concern, and we have a clear Raising
Concerns and Anti-Retaliation Policy in place
to encourage honesty and openness. Cases
that pose significant risks to our business are
reported to the Pearson Audit Committee
with ultimate ownership by the Board.
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Sustainability Accounting Standards Board (SASB) Index

For the first time, we are providing an index of the metrics we
are reporting in response to the SASB standards. Because of the
nature of our business, we are reporting metrics from the Media

& Entertainment, Internet & Media Services, and Education

standards, In some cases, we have omitted metrics, and we will
undertake work in 2021 and plan to report additional metrics in
our nextannual report.

Sustainability disclosure topic Atcounting metric Code Response
Media & Entertainment Industry Standards
Madia Pluralism Percentage of gender and racial/ethnic group representation far V-ME-260a.1  Seetable on pSand p50
(1Ymanagement, (2) professionals, and (3) all other ermployees
Description of policies and procedures to ensuring pluralismin SV-ME-260a.2 While aur content is for learning
news media content rather than news media, our
approach to pluralismis reflected
in our work on representation in
content on p44
Journalistic Integrity & Description of approach for ensuring journalistic integrity of SV-ME-270a.3 We have an Editorial Policy that
Spensorship (dentification news programming reflated ta; (1) truthfuiness, accuracy, applies these standards to our
objectivity, fairness, and accountability, (2} independence of educational content. See p44
content and/or transparency of potential bias, and (3) protection
of privacy and limitation of harm
Intellectual Property Protection  Description of approach to ensuring intellectual property SV-ME-520a.1 See p62in the principal risks section
& Media Piracy (P} protection
Internet Media & Services Industry Standards
Enviranmental Footprint of {1) Total energy consumed, {2} percentage grid electricity, TCIM-130a.1  See our Sustainability & ESG
Hardware Infrastructure {3} percentage renewable supplement: plc.pearson.com/en-GB/
purpase/esg-reporting
{1) Total water withdrawn, [2) total water consumned, percentage of  TC-IM-130a.2  See our Sustainability & ESG
each in regions with high or extremely high baseline water stress supplement for (2): plc.pearsen.com/
en-GB/purpose/asg-reporting
Data Privacy, Advertising Description of policies and practices relating to behavioural TCIM-220a.1  Seep62 forin the principal risks
Standards & Freedom advertising and user privacy section for a description of privacy
af Expression
Data Security Description of approach to identifying and addressing data security  TC-IM-230a.2  See p62 in the principal risks section
risks, including use of third-party cybersecurity standards
Employee Recruitment, Employee engagement as a percentage TC-IM-330a.2  See KPIson p5 and p49
inclusion & Performance Percentage of gender and racial/ethnic group representation far TC-iM-330a.3  See KPlson p5and ps0
(1Ymanagement, (2) techricat staff, and (3} all other employees
Education Industry Standards
Data Security Description of approach to identifying and addressing data SV-ED-230a,1 See p62inthe principal risks section
security risks
Description of policies and practices relating to collection, SV-ED-230a.2 Seepél inthe principal risks section

usage, and retention of stugent information
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Non-financial information statement and more information

The following table outlines where the key contents requirements Visit our website at plc.pearson.com/en-GB/purpose/esg-reporting

of the non-financial information statement (as required by sections for a complete set of our environmental, social and governance

414CA and 414CB of the Companies Act 2006) can be found in performance data and information about how we are aligning with the
this document. SASB (also see prior page), TCFD (see pd7), Global Reparting Initiative

(GRI), Carbon Disclosure Project (CDP), UN Global Compact and UN
Sustainable Development Goals.

Reporting requirement Pearson policies and procedures Section of annual report
Environmental matters Environmental Policy Net carbon zero, ppd6-47
Paper Policy Environmental footprint of products, p48
Socially responsible sourcing, pp51-53
Employees Code of Conduct Cur employees, pp49-50

Human Rights Statement

Raising Concerns and Anti-Retaliation Policy
Health & Safety Policy

Diversity, Equity & Inclusion Statement

Diversity, equity & inclusion, p5¢
Code of Conduct, p53

Humanrights Human Rights Statement
Editorial Policy
Madern Slavery Statement

Safeguarding Principles

Human rights, pp48-49
Editorial Policy, p45
Our employees, pp49-50

Social matters Human Rights Statement Our Sustainable Business Plan 2030, pp41-42
Learning for everyone, p43
Learning for a better world, p45
Anti-corruption and bribery Code of Conduct Legal and compliance, pp62-63

Anti-Bribery and Corruption (ABC) Policy
Raising Concerns and Anti-Retaliation Policy
Gifts and Hospitality Policy

Policy embedding, due diligence and outcomes

Organisational risk management, pp56-64
Sustainability, pp40-55

Description of principal risks and impact of
business activity

Organisational risk management, pp56-64

Description of business madel

Qur business model, pp16-17

Non-financial key performance indicators

Sustainability, pp40-55

Publicly availzble pelicies in the list above can be found at plc.pearson.corm/en-GB/corporate-policies

Recognition and multi-stakeholder engagement

Awards, ratings and rankings Initiatives
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Organisational risk management

Qverview

Our risk management process encompasses
the identification, analysis and response to
various forms of risk, the establishrment of risk
thresholds, and the creation of processes
intended to mitigate, monitor and manage
risks within these threshelds. Across our
organisation, we consider risk management
an integral part of managing our core
businesses and a key element of our
approach to corporate governance. The focus
is on proactively rather than reactively
controlling risk.

We have an integrated process for managing
risks throughout our organisation. Qur
Board of Directors has responsibility for

the oversight of risk rmanagement, but the
required policies, procedures and culture are
evidenced by each business unit. A dedicated
Organisational Risk and Resilience (ORR) team
supervises the risk management activities
within each of our business units, providing
senior management with a consolidared view
of the key risk areas and appropriate
responses within the frarmeweork provided

by the ORR.

ORGANISATIONAL RISK MANAGEMENT

A proactive, pragmatic and
proven approach

Risk identification

Risk analysis

Risk mitigation

Monitoring

Understanding current and emerging risks
is integral to Pearson's decision-making
process. The ORR team supports our
businesses by embedding risk management
into key processes, supporting the
identification, assessment and mitigation
of risks taken by the company.

Pearsor employs a "Three Lines of Defense”
model, with the first line being owned

by business leaders, who assume full
accountability for the risks in their units.
The second iine is with the ORR, who review,
challenge and report against the risks, The
third line is with our Internal Audit (TA} tearn,
who provide independent assurance for the
Pearson Board.

Risk governance structure
and approach

Our risk governance structure fosters the
development and maintenance of a risk

and controls culture, encompassing all the
significant risk categories impacting our lines
of business and functions. The Board of
Directors aversees the management of risks
through both the Reputation & Respensibility
Committee and Audit Committee. Our risk
approach aligns to international standards
(e.g., COSO and 150 31000} and aids our
continued compliance with the Financial
Reperting Council’s (FRC) UK Corporate
Governance Code guidance on risk
management, aiso enabling us to adapt to
any required changes in approach.

In line with evolving good practice,

we continue to ook at simplifying and
clarifying the risks we report. During 2020,
the Board of Directors undertook a robust
assessment of the current risks facing
Pearson, in accordance with provision 28 of
the 2018 UK Corporate Governance Code.

Pearson identified 14 principal risks that

we rolled forward coming into 2020 and
continued to meniter. We expanded this

in 2020 in the light of the increased risk
presented by COVID-19, making 15 in total.
COVID-19is presented as an exceptional itern
and the impact it has had on our businessis
considered across all other risks in the
principal risks and uncertainties status table
on pp60-63. Pandemic risk remains under
constant monitoring with mitigation
measures in place. As part of our wider risk
efforts, we also consider a range of ‘tail’ or
high-impact, low-probability events that can
include: sociceconomic; global recessions/
depressions; weather; natural disasters; and
long-term global environmental issues.

In addition to the principal risks cutlined
above, there is an additional set of operational
risks which are monitered and reviewed
internally throughout the year, The most
material are classified as our principal risks
and are those which have a higher probability
and greater impact on strategy, reputation,
operations or a potential fiscal impact.

In 2020, given the exceptianal nature of
COVID-19, pandemic risk was added and
remains under constant monitoring with
mitigation measures in place. As part of

our wider risk efforts, we also consider a
range of ‘tail’ or high-impact, low-probability
events that can include: sodveconomic;
global recessions/depressions; weather;
natural disasters; and long-term global
environmental issues.

Mitigation and controls

Throughout alt 15 principal risks, Pearson
adopts mitigation activities in the form of
internal contrals, as part of regular internal
meetings and external consuitations. These
include reviews by the Board, reporting to
Pearson’s Executive Management tearn, and
monitoring compliance with Pearson policies,
international regulations and standards.

In addition, there are steering committees
and working groups for that meet during the
year to ensure compliance and adequate
mitigation for a range of risk topics.

The following principal risks alsc relate to

the material issues considered in the
sustainability section of this report on p40:
Products and services, testing failure, political
and regulatory, information security and data
privacy, customer experience, and safety and
security. The sustainability section also
cutlines work to strengthen ESG-related risk
management through the Task Force on
Climate-related Financial Disclosures (TCFD)
and Sustainability Accounting Standards
Board {SASB), which we are reporting on

for the first time.

Principal risks and uncertainties

Afundamental tenet of establishing,
prioritising and managing the risk profile of
the company is a consistent assessment of
the probability and impact of risk occurrence.
In common with many organisations and
reflecting good practice, Pearson uses a
probability versus impact matrix (Pl matrix)
for this purpose,
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Minor Moderate Major

Impact (financial, reputational, operaticnal) ——}
Severe

{nsignificant
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o
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Almaost
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Probability and impact are based on residual risk, i.e. after
taking into account controls already in place and assumed
to be operating effectively.

The probability of these impacts being realised with current
controls and mitigations in place is then considered, to
establish an overall impact for each risk, or ‘net/residual’ risk.
This Pl matrix and its detailed associated guidance is central
to Pearson's risk management framework. Mapping risks in
this way helps not cnly to prioritise the risks and required
actions but also to direct the required resource to maintain
the effectiveness of controls already in place and mitigate
further where required.

The risk reporting process is carried out biannually and
reviewed by the Audit Committee and the Board.

The impacts of each risk are assessed across five themes. Executive responsibility for these risks is outlined in alignment with our new
organisational structure as of 2021.

Executive responsibility

@ Strategy and change Relatestothe key strategic

capabilities which
underpin our growth and
transformaticn strategy.

1 - Business transformation

and change

Chief Executive
Chief Strategy Officer
Chief Financial Officer

2 - Products and services

Presidents - Business Divisions
Chief Marketing Officer and Co-President, Direct to Cansumer
Chief Product Office and Co-President, Direct to Consumer

3-Talent

Chief Human Resources Officer

4 -Political and regulatory risk Chief Legal Officer

@ Operational

Relates to risks involving
people, process,
data and systems.

5 -Testing failure

President - Global Assessment

6 - Safety, safeguarding and

corporate security

Chief Financial Officer
Chief Human Resources Officer

7 -Customer experience

Presidents - Business Divisicns
Chief Marketing Officer and Co-President, Direct to Consumer
Chief Product Office and Co-President, Direct to Consumer

& - Business resilience

Chief Financial Officer
Chief Lega! Officer

9-Data Chief Strategy Officer, Chief Legat Officer
Chief Product Officer and Co President -~ Direct to Consumer group
® Financial Relates to risks involving 10-Tax Chief Financial Officer

financial planning,
investrments, budgeting,
potential losses of and

exposures to Pearson’s assets.

® Legal and compliance Relates to risks in

adhering to applicable
laws and regulations.

11 - Information security
and data privacy

Chief Strategy Officer
Chief Legal Officer

12 -Intellectual property

Chief Legal Officer

13 - Compliance

Chief Legal Officer

14 - Competition law

Chief Legal Officer

@ Exceptional item

Exposure to the pandemic

15 - Pandemic

Chief Financiat Officer, Chief Human Resources Officer
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COViID-19 impact and efforts

The COVID-19 pandemic has impacted our
calleagues, customers and business in terms
of revenue and profits. COVID-19 is expected
to remain a primary global health and safety
concern throughout 2021 and beyond.

Employee impact and response

In 2020, within Pearson, we had a total of
534 infections among our colleagues,
which is approximately 2.6% of our global
waorkforce. Sadly, October saw the death
of a UK-based Pearson VUE colleague and
in February 2021, the death of a finance
colleague in South Africa. From the data
available, our rate of infection among the
workfarce is comparable with other
multinationals, reflecting both occupational
and community-based infection rates,
Atour half year risk review, aur total number
of infections was 154. The increase reflects
the global and regional trends.

PEARSON ACCESS TO OFFICES

with the health and safety of our employees
in mind, Pearson made the early decision

to guide employees to work from home
(WFH) seven days prior to the official UK
Government guidance, In March. As part of
our incident management work, we created a
range of guidelines based on athree-phase
approach. Throughout 2020, Pearson
remained in Phase |, with some offices/
facilities open with safety measures in place,
while the remainder of colleagues warked
from hame. All company travel was (and
remains) suspended, with protective supplies
provided to colleagues in Greater China and
Hong Kong. Phase ! allows for the openings
of some premises and movement of staff, as
vaccinations increase and reduced the virus
spread, Phase Iil will support post-pandemic
measures and new ways of working.

This three-phase model reflects the
principles that have guided us through the
pandemic, and creates a decision-making
framewaork that atlows for a consistent and
coordinated approach.

Qur response continues 1o prioritise safety
and to ensure mitigating risks. This has
required some operational changes to enable
continuation of service at our test centres and
processing sites. New controls for any return/
access to offices, travel and customer
engagement activities have been sharedin
an employee handbook. Work is ongoing to
develop future workplace strategies and
‘people policies’ to reflect new ways of
warking following the pandemic.

We are also supporting colieagues by raising
awareness, sharing resaurces and promoting
wellbeing to help people protect themselves
and their families while remaining resilient,
regardless of where they are doing their

jobs. We continue to develop Group-wide
weilbeing initiatives.

Phase I:
Critical operations and access to
offices (now)

» Acton medical and government
advice/restrictions

» Staff selection and wellbeing (WFH)
> Protective equipment and supplies
» Pubiic transportation

» Measures in an office

» Sales team moves suspended

» Suspension of company travel

Phase I;
Controlled openings (future) -
daily measure and behaviours

» Acton medical and government
advice/restrictions

> Staff selection and wellbeing (WFH)
» Protective equipment and supplies
> Public transportation

» Measuresin an office

» Sales teams and virtual contact

> Suspension of company travel

Phase IlI:
New norm - agile/blended working,
with limited ar no measures

» Monitor medical and government
advice/restrictions

» Staff selection and wellbeing (WFH)
> Protective equipment and supplies
» Public transportation

» Measures in an office

> Sales team deploy

» Company travel opens, per region
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Business impact and response

In 2020 we saw a significant trading impact as
a result of COVID-19, The challenging impact
of COVID-19 has been felt most acutely across
our international and Global Assessment
businesses due to test centre and school
closures, exam cancellations, reduced global
mobility and international economic pressure
on spending.

The ongoing uncertainty in 2021 givesrise to

. potential commercial risks that are actively
- being menitored by our business and finance
I teams. The impact from tougher lockdowns,

increased infection rates and further
operating constraints could restrict access
to test centres and affect parts of our

: International business.

We are actively monitoring our risk
assumgptions related to COVID-18,
including the following:

> We have responded to the UK Government
announcements about the cancellation
of A Level and GCSE exams in June and
july 2021, We continue to work closely with
the Department for Education, Ofqual and
the other awarding bodies on the teacher-
assessed system thatis being considered
as a replacement for exams and expect
any impact on our business to be modest

» Following the decision to cancel
international exams, we are working with
international partners towards the teacher
assessed grades and fairness for those
students who were due to take |A Level
and IGCSEs

Financial statements

Other information

» Additional regional and local lockdowns
with stricter social distancing and potentially
curfews {in the US) could impact our Pearson
VUE business, with test centre operations
experiencing pent-up demand and longer
timelines to fulfil

~

In our Pearson Test of English business,
the impact of continued travel restrictions
with borders remaining closed will impact
both Australian immigration and our UK
Secure English Language Test (SELT)
offerings, althaugh the longer-term
prospects remain strong

Stakeholder impact

In the height of the pandemic, our customers,
schools, colleges, universities and learners
across the world had little time to adjust to the
new world of learning - closing physical sites
and quickly moving online. We provided
maximum support from the start - on a free
basis initially - to deal with the immediate
crisis and shift to online courses and classes.
We provided access to free content and

saw a significant uptake in usage.

We believe that our prompt decision to
help aur customers in their time of need
will lead to strengthened, more durable,
long-term relationships.

Looking ahead, our strong customer
relationships, the way we supported our
customers, and the investments we have
made in workplace technclogies and remote
working have put Pearsonin a strong position
to continue to navigate and adapt to the
ongoing COVID-19 environment.

59

Brexit

The UK exited the European Union (EU)

or: 31 January 2020. Given the prolonged
negotiation process during the latter part of
2020, we continued our mitigaticn planning,
led by a Steering Committee chaired by the
Chief Financial Officer. We worked to identify
and mitigate any petential impact on cur
principal risks, including supply chain and
operations (covered in the customer
experience risk), tax and data privacy,
treasury, workforce mability and more.

By virtue of that analysis and mitigation
planning, we have not seen anyimpactto
Pearson operations or colleagues because
of Brexit, with no material adverse impact
oh Pearson as a whole. We continue to have
contingency plans in place, as part of normal
operational risk measures, to ensure we
continue with business as usual.
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Principal risks and uncertainties

Principal risks: 2620 status, COVID-19 impact and trend in 2021 change.

@ Strategy and change

Risk description

2020 activity

COVID-18 Impact and 2021 trend

1 Business transformation and change

The accelerated pace and scope of our
transformation initiatives increase our
risk to execution timelines and to the
business's adoption of change.

As Pearson continues its digital transformation, the efforts
to reshape our business processes, systems and operations
are making substantial progress.

We successfully concluded our major restructuring
programme delivering the expected cost efficiencies.

We continued torell out our global Enterprise Resource
Planning (ERP) system successfully across our Asia markets.

No impact - all activities kept on plan.

Trend - potential forincreased risk as new
erganisational structure and financial
reporting processes are realigned in order
te pursue the new strategy, as outlinedin
full year 2020 results and strategy update,

2 Products and services

Failure to successfully invest, develop
and deliver innovative, market-leading
global products and services thatwill
have the biggestimpact on learners
and drive growth.

Inour products and services teams, increased provision
of digital content, coaching webinars to facilitate the
transition to online learning as well as regular dialogues
with key customers to identify areas forimprovement
and opportunities,

We also successfully transitioned many students to
onlire and digital solutions to suppert remote and
online fearning demands.

Medium impact - despite a challenging
landscape, we were abte to keep pace
with the changing needs of our custemers’
education programmes across our

global geographies.

Trend - constant with matters under good
ownership and management.

3 Talent

Failure to attract and retain the talent
we need and to create the conditions in
which our people can perform to the
best of their ability.

People development

We continue to monitor retention, workload, morale and
our talent succession plans, We created an integrated talent
and learning model to help build a more inclusive learning
culture for our employees and to realise our ambiticn of
becoming 'the world's leading learning company’ inside and
out, This included launching our new capabilities framework
to support employee upskilling and reskilling, designing a
simplified persenal develepment plan for employees, and
delivering our first-ever Global Learning at Work Week,
Diversity, Equity & Inclusion {DE&I)

We are committed to being anti-racistand te creating a
more inclusive culture where everycne feels a sense of
belonging. We created a new Global DE&I task force to help
us identify 50 concrete actions to improve recruitment,
retention and inclusicn, and to ensure our praducts build

a mere inclusive society. Thisinciuded sharing race and
ethnicity data for the US and UK to benchmark and
measure progress.

Employee engagement

Feedback from employee pulse surveys cantinues to
be encouraging, as we support a focus on learning and
developrment and working flexibly. The arrival of a new
Chief Executive will give long-term direction, while
simultaneously raising expectations for changes.

Medium impact - with efforts concentrated
on supporting colleagues working

from home.

New ways, systems, and tools to work
virtually, strong line manager support,

and frequent communications from

the Chief Executive and CHRO, reinfarcing
theimportance of mental and physical
weilbeing.

Trend - potential for increased risk as
lockdowns continue to impact physical
and mental health of empioyees. Plans and
ownership in place,

4 Political and regulatory risk

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

In the UK, we continued to build Pearsory's position as a
leader, expert and innovator in general qualifications,
technical/vocational education and assessment.

In the US, we positioned Pearson as an inngvator inthe
education and werkforce space, among bath parties, in
state capitals, on Capitol Hiil and with the US administration.

Globally, we also maintained positive engagement and
dialogues with state, federal and national education bodies.

Low impact - we were part of industry
representations as the various government
relief plans aimed at helping institutional
establishments and learners navigate the
evolving pandemic restrictions.

Trend - constant with matters under good
ownership and management.
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@ Operational

Risk description

2020 activity

CoVID-19impact and 2021 trend

5 Testing failure

Failure to deliver tests and assessments
(e.g. for UK Qualifications, School
Assessments and Pearson VUE) and
other related contractual requirements
because of operational or technology
issues, resulting in negative publicity
impacting our brand and reputation.

Our Pearson Performance Centres {PPCs) remained open
(where locally permitted) and operational, a testament to

curtast centre staff.

We successfully recertified across a range of regulatory,
industry and customer requirements, ensuring our
cammercial obligations remained fit for purpase.

In the UK, the summer exam season for A Level and GCSE
exams was cancelled by the Department for Education;
as a result we continued to work with regulators and
schocls towards assisting with the teacher assessment

and grading pracess.

High impact - significant, with initial
restrictions and lockdowns forcing the
cancellation of some tests. We pivoted
to ensure medical staffwere able te
take qualifications in support of the
pandemic response,

Trend - potential for Increased risk.
This is being managed and mitigated as
far as possible.

6 Safety, safeguarding and corporate security

Avariety of risks that can cause harm
toour pecple, assets and reputation
continue to evelve as our company
does. While some risk has reduced
due to outsourcing and divestiture,
the diverse nature of aur pecple's
activities requires continued focus,
resaurce and improvement to reduce
the potential for harm.

The Pearson H&S policy is approved
annually and covers arange of
activities, behaviours and requirements
across the company.

Throughout 2020, we continued to ensure our colleagues’
safety, security and welfare remained a priority.

During the year, we transitioned to adopt flexible and
rernote working practices as the pandemic took hold.
Ourincident management framework was fuily utilised
and saw eight regional teams manage day-to-day activities

across arange of challenging topics.

Medium impact - we were able to remain
ahead of government announcements
and worked through restrictions, with our
own phased approach and safe practices
putin place.

Trend - potential for increased risk,

This is being managed and mitigated as
far as possible.

7 Customer experience

Failure of either our current {or future)
aperations, supply chain or customer
supportto deliver an acceptable service
level at any point inthe end-to-end
journey; or to accelerate Pearson's
lifelong consumer, learner strategy.

In 2020, ensuring our customers were able to receive a
seamless service and suppartwas a key priority.

Despite the changeable working environment, Pearsan
teams were able to continue supporting learners athome

via remote connectivity.

Qur PPCs and staff were supported and supplied with

protective equipment thraughout the year.

Medium impact - we were able to keep
customers informed and supported asthe
pandemic took hold and delivered new
areas of service.

Our legacy strength with providers

and third parties ensured continued
global cperations.

Trend - constant with matters under
good ownership and management.

8 Business resilience

Failure to plan for, recover, test or
prevent incidents involving any of
our products, customers and cur
businesses’locations.

Incident management and technology
disaster recovery plans may varyin
ability/comprehensiveness across

the Group.

Directand prolonged incident management support
to key office locations fellowing the activation of working

from home.

Support to business lines as the move te online/digital

gained momentum.

Low impact - legacy efforts and plans were
fit for purpose and agility where challenges
presented themselves allowed for a strong
response to the pandemic, with positive
lessons learned.

Trend - constant with matters under goecd
ownership and management.

9 Data

Inability to utilise our data to achieve
market intelligence and increase
productivity and efficiency, while
managing market risk impacts arising
from customer concerns around

use of student data, may significantly
affect management of our core
operations and achievermnent of

our strategy objectives.

The introduction of the data-handling model allowed
colleagues to enhance our ability to utilise data to
achieve market intelligence and increase productivity

and efficiency.

Noimpact - all activities kept on plan,

Trend - constant with matters under good
ownership and management.
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@ rinancial

Risk description

2020 activity

COvID-19Impact and 2921 trend

10 Tax

Legislative change caused hy the OECD
Base Erosion and Profit Shifting
initiative, the UK exit from the EU,

or other domestic governments’
initiatives, including in response to
the European Commission state aid
decision regarding the UK Controlled
Foreign Companies (CFC) exemption,
results in a significant change to the
effective tax rate, cash tax payments,
double taxation and/or negative
reputational impact.

State aid - further to the appeal made to the EU General
Court, work has continued on the impfications of the
decision. Post year end Pearson received Charging Notices
requiring a payment on account of materially all of the
alleged State Aid to be made. A payment of £100m was
made on 8 March 2021. The Group expectsto recover the
funds in due course. The Group continues to be of the
view that ne provisionis required in respect of this issue.

Reputational risk - the fourth annual tax report has been
published. The GRI 207 Tax Standard is effective for reports
and other materials published after 1 January 2021 and we
are expanding cur tax reparting agenda to reflect this.

Legistative changes - the Group continued to assess and
moniter proposed changes in the international tax
framewark, including proposals to address the tax
challenges arising from the digitalisation of the economy.

Lowimpact - any taxlegislative changes
which may occur as a resultof the pandemic
continue to be monitored.

Trend - constantwith matters under good
ownership and management.

@ Legal and compliance

Risk description

2020 activity

COVID-19impact and 2021 trend

11 Information security and data privacy

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

We alsorisk failure to comply with data
privacy regulations and standards.

The above could resultin damage to the
customer experience, our reputation,
and a breach of regulations and
financial loss.

Information security

We continued toreview and update security protocols
over the data we created, secured, used and stored for
adherence to all applicable Jocal and national data
requirements.

Wwe also evolved and proactively improved our protective
cyber capabilities, recognising the increased potentiai for
phishing and other cyber activities/threats detected and
warped of during COVID-19.

Operating risk saw a reduction as stronger compliance and
user control took effect.

Low impact - with proven processes and
protections in place, allowing colleagues

to successfully work from home.

Minor system modifications made to ensure
controls remain in place and proactive and
regular awareness of potential threats
shared with colleagues.

Trend - constant with matters under good
ownership and management.

Data privacy

we assessed new laws and regulations that came inta o
being and successfully implemented a readiness plan for

the new Brazilian data protection law, °
We introduced a programme toolkit for use by our Privacy
Champions to assess and improve our privacy processes

and protocels across the company.

Noimpact - with controls maintained.

Trend - constant with matters under good
ownership and management,

12 Intellectual property

Faiture to adequately manage, procure,
protect and/or enforce IP rights
{including trademarks, patents,

trade secrets and copyright) in our
brands, content and technelogy may
impair the vaiue of our core assets,

or reduce profits.

In 2020 we continued to reduce our multiple brand
identities, streamlne and strengthen Pearson's brand,
and patent key strategic technology assets.

We continued targeted IP enforcement against key third
parties of Pearson copyright (piracy), brands and patents.

Noimpact - with controls maintained.

Trend - censtantwith matters under good
ownership and management.
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@ Legal and compliance continued

Risk description 2020 activity

COVID-19impact and 2021 trend

13 Compliance

Failure to effectively manage
risks associated with compliance
(principally anti-bribery and
corruption {(ABC) and sanctions
risk), including failure to vet
third parties, resulting in
reputational harm, ABC liability,
or sanctions violations.

In 2020 we continued to enhance our compliance culture with
our annual Code of Conduct being verified by all employees.

We saw good improvements across our sanctions compliance,
with the risk of exposure reduced as 3 resuit,
Increased SpeakUp efforts and therefore reporting over the

last two years has led us to revise cur investigaticns policy and
playbook, and we created a Compliance Councilto ensure

appropriate governance of decision-making for disciplinary

The Compliance & ABC policy is
agroup wide requirement that
ensures colleagues and partners
are complaint with our internal
guidelines, regulatory and
industry standards.

and remedtal actions.

o Ne impact - with controls maintained,

Trend - constant with matters under
good ownership and management.

14 Competition law

Failure to comply with antitrust
and competition legislation
could result in costly legal
proceedings and fines of up te
1C% of global revenue; other
financial consequences such
as class actions, damages,

veid contracts could adversely
impact our reputation.

We continued to support a global network of Pearsen lawyers
to ensure continued understanding of and compliance with
Pearsarr's Antitrust Policy, and to spot and escalate antitrust
issuesin the geographies and businesses they support for
purposes of maintaining Pearsen's antitrust contrals,

o No impact - with controls raintained.

Trend - constant with matters under good
ownership and management.

Risk efforts in 2021 and beyond

We view that managing our Strategic and
Change risks are key to the long term viability
of the company, provided that we effectively
manage our operational, financial, legal and
compliance risks.

Reflecting on 2020 and looking ahead to 2021
and beyond, we will refresh our risk landscape
to reflect external trends, our own learnings
from the pandemic and our new, strategic
areas of focus. This will include a refreshed
risk profile, continued improvement of our
risk management process and developing

key risk indicators that support strategic
growth and business objectives.

Looking ahead, from 2021 onwards we intend
to review our risk landscape and we have
identified a series of deep dives that we will
be performing that reflect the new direct

! to consumer and digital company strategy.

In undertaking these deep dives we will also
use this opportunity to review our principal
risks to ensure they continue to reflect our
key areas of focus moving forward.

We continue to drive a positive and
collaborative risk culture, incfuding improved
awareness, key risk indicators and a strong
control environment. With a focus that
supports our digital transformation and
business growth strategies, our risk review

programme will continue to partner with
accountable business leaders with oversight
from our Board.

Risk assessment of prospects
and viability

This section should be read together with
the ful viability statement on p122

Pearson’s principal risks, and our ability to
manage them, are linked to our viahility as a
company. These risks have been considered
when preparing the viability statement,

The Board assessed the prospects of the
company over a three-year period, longer
than the minimum 12 months for the annual
going concern review. The three-year period
corresponds with Pearson’s strategic planning
process and represents the time over which
the company can reasonably predict market
dynamics and the impact of additions to the
product portfolio.

The Board anticipate the company to continue
to trade profitably and retain a strang balance
sheet beyond the three-year period, with

the ability to meet its obligations as they fail
due, This assumption is underpinned by
investments made during the three-year plan
period which are expected to continue to yield
future returns,

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,
product and capital investment levels, as well
as available funding. Pearson's business
model and businesses are discussed in more
detail on pp16-25

The Group acted in the first half of 2020 to
bolster its liquidity, including the issuance

of the £350m Social Bond in response to the
impact of the COVID-19 pandemic on the
business. As a result of the pandemic, the
Group anticipates that there will be an impact
on profit and cash flows in 2021 due to
lockdown and social distancing measures
restricting access to Pearson physical
locations, including test centres and schools.
The impact has been modelled under several
scenarios ta ensure that the likelihood of a
prolonged disruption has been appropriately
considered in assessing the availability of
funding and our ability to comply with banking
covenants. The modelling includes a severe
reduction in revenue, profit and operating
cash flow to the three-year forecast, to ensure
that the Group has adequate resources to
manage a prolonged period of disruption.
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Principal risks and uncertainties

In considering the viability of the company,
the three-year strategic plan has been
stressed for a range of negative impacts from
the principal risks as set out on pp60-64 of
this report,

The key assumptions which underpin our
three-year plan are as follows:

1. Virtual Learning. Virtual Schools continues
to see growth from increased enrciments in
new and existing schools. The ‘COVID-19
cohort’ which drove the 2020 enralment
growth gradually dissipates. Online
Program Management grows, with glabal
enrolmentin undergraduate and
postgraduate online courses accelerating

2. Higher Education. There is a continued
downward pressure on US Higher
Education Courseware from declining
enrolments, with a shiftin sales mix from
print and package to digital impacting
pricing. The transition to digital enables
recapture of the secondary market,
delivering growth from 2022

3. English Language Learning. Our
businesses are adversely impacted in
2021 by reduced state and private sector
spending and lower international migration,
but revenues recover from 2022 led by
growth in English Assessment

4. Workfarce Skills. A small division in 2021,
workforce is expected to show good growth
over the three-year period, driven by
strong demand for vocational training
and workforce skills

u

. Assessment & Quadifications. Following a
recovery from the impacts of COVID-19
in 2021, our Assessment businesses see
growth from contract wins and new
digitally delivered products

O

. Central functions operate under an
environment of continuous improvement
in order to reduce costs and offset
inflationary increases

Al 31 December 2020, the company had available liquidity of ¢.£1.9bn, comprising central cash
balances and its undrawn $1.2bn RCF maturing February 2024. The company does not raise
financing through any form of receivables or supply chain financing.

In assessing the company’s viability for the three years to December 2023, the Board analysed a
variety of downside scenarios, including a severe but plausible scenario where the company is
impacted by all principal risks from 2021 {weighted for probability of occurrence) as well as
reverse stress testing to identify what would be required to either breach covenants or run out
of liquidity.

The severe but plausible scenario modelled an impact from COVID-19 and other risks whichin
aggregate were significantly greater than seen in 2020 continuing throughout 2021 to 2022,

COVID-19 scenarios included a resurgence, with successive waves leading to retightening of
restrictions, social distancing measures restricting access to test centres with potential for
exam cancellations, as well as constraints on travel and migration negatively impacting college
enrolments and demand for language assessment.

The table below sets out the available liquidity and EBITDA headroom against the Group's
tightest covenant in the base case (BC) and the severe but plausible (SBP) madel.

Headroomin excess

of £bn H12021 H22021 H12022 H22022 H12023 HZz2023
BC EBITDA 06 0.6 0.6 0.8 0.7 0.8
BC Liquidity 14 1.3 13 1.2 13 1.2
SBP EBITDA 0.5 0.3 0.3 0.4 0.4 05
SBP Liquidity 13 11 09 0.8 0.8 0.7

Further comfort about the viability of the company derives from the assumptions made.
Management actions in response to such a downturn were assumed to be limited to the
short-term management of direct costs associated with lower sales {e.g. if exams were not
taking place, seasonal staff would not be recruited), without assuming reductions in investment
in declining business lines or steps to restructure the business which would likely occur in

such a significant downturn. Our severe model also assumed that debt repayments due in
2021, 2022 and 2023 would be repaid using cash without refinancing and that dividends would
continue at their usual level, which could be cut if absolutely necessary.

The principal risks included in our severe but plausible model included (but were not limited ta):
» Reduced sales due to COVID-19 throughout the next three years

> Weaknesses in products and services resulting in lower Group turnaver

» Testing failure resulting in penalties and lower Group turnover

» Business transformation failure resulting in increased costs

> Data privacy failure resulting in lower Group turnover and rectification costs

» Breaches of laws and regulations resulting in lower Group turnover and rectification costs

» Tax risks resulting in increased tax payments

Even under a severe downside case where further declines in profitability compared to 2020
are modelledin 2021 and 2022, the Group would maintain liquidity headroom in excess of
£700m and comfortable headroom against covenant requirements during the period under
assessment. This is before modelling the mitigating effect of actions that management would
take in the event that these downside risks were to crystallise,

The Board's confirmation of Pearsan's viability for the three years to 2023, based on this
assessment, is included alongside the going concern statement on p122
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Letter from the Chair

Dear shareholders,

As | have said earlier in this report, 2020 was
ane of the most challenging years in modern
history and i have been particularly proud of
the way Pearson colleagues came together
to support each other and our learners,
customers and other stakeholders.

Undoubtedly, the global pandemic has
presented major challenges for travel and
physical meetings that the Board would have
expected to conduct throughout the year,
butlam pleased to report that we were

able to continue to operate smoothly and

© effectively by virtual means, 2020 saw the
Board dedicate particular focus to the

Chief Executive transition and to supporting

| bath the company’s response to the global
pandemic and its Diversity, Equity & Inclusion
[DERJ) initiatives.

The Board is committed
to the highest standards
of corporate governance
and sustainability,

in the interests of all
Pearson’s stakeholders

Sidney Taurel
Chair

We are carnmitted to the highest standards
of corporate governance and the following
pages set out further detail on our Board's
corposition, corporate governance
arrangements, processes and activities
during 2020, together with our Board
Committee reports.

Strategic focus

Atthe cutset of 2020, the Board had
reaffirmed its focus on Pearson's three
strategic priorities that underpin our vision
of being a learner-centric business focused
on employability and lifelong learning: the
ongoing digital transformation of our
traditional courseware and assessment
businesses; investing in new structural growth
opportunities; and continuing to take steps to
be a simpfer, more efficient and sustainable
business. These were already strategic

pricrities forthe company, which were
enhanced and accelerated by the impact of
the COVIB-19 pandemic.

In 2021, under Andy Bird's leadership, the
Board looks forward to supporting the
company emerging even stronger from the
pandemic to capitalise on the opportunities
presented by evalving trends in our markets
and the past work undertaken to provide
Pearson with the foundation to succeed.

To that end, the Board supports the focus
ondirect to consumer and the pfan to
reorganise Pearscn into five global business
divisions, to help drive our future growth.

As partof monitoring performance, the Board
regularly receives a dashboard that allows
Directors to monitor progress on Pearson’s
financial and strategic priorities, enabled by
critical discussion of these matters at each
Board meeting and supported by agreed
indicators and milestones which the Board
and management have identified as key
measures of performance. In 2021, the Board
will be werking with management on
identifying and monitoring new key
performance indicators (KPIs) which
complement the evoiution of the strategy.

The Board's focus on supporting the company
and stakeholders through the pandemic
included ensuring that the company leveraged
its strong balance sheet to retain sufficient
fiquidity during a period of such
unprecedented uncertainty, and maintaining
an appropriate capital allocation policy.

As | describe elsewhere, the Board views a
very strong balance sheet as a priority while
uncertainty remains due to the pandemic,
and therefore at this stage does net plan to
recommence the buyback that was paused
in2020.

During the year, the Board also continued to
consider Pearson’s portfolio, assessing which
businesses are best suited to company
strategy, whether to acquire, retain or divest.
This included ongoing oversight of the
integration of Lumerit Education@ and the
Smart Sparrow assets acquired in 2019.
Separately, the Board approved the
divestment of the Pearson Institute of
Higher Education @ in South Africa, as part
of the company’s ongoing de-emphasis

of physical direct delivery businesses.

In addition, we concluded the disposal of

our remaining 25% stake in Penguin Random
House to Bertelsmann and a partial early exit
from consideration arrangements refating to
the sale of our US K-12 learning services
businessin 2019.
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~ The Board supports the plan to review

our portfolio further in 2021 to allow greater
focus on the priorities of the five new

global divisions.

Sustainability, engagement
and culture

The importance for all stakeholders in running
a sustainable company is a core value [ur
Pearsan. Engaging with, and understanding
the views of, our stakeholders is imperative

to developing and delivering educational
products that meet the needs of learners,
educators, governments and employers.

Our histeric commitment to embed
sustainability inte all business functions and

' operations remains unchanged and I have
mentioned earlier on in the annual report

our Sustainable Business Plan 2030 and our
alignment to recommendations from the Task
Farce on Climate-related Financial Disclosures
{TCFD) and the Sustainakility Accounting
Standards Board (SASB). You canread more
on this in our Sustainability section on p40.
We are particularly proud of the success of
our 2020 social bend and the commitments
associated with it - see p44 for more on this.

The Board has always been committed

to building en and imgproving our DE&I.

The Board received and inputted to several
updates on the work of the DE& task force
formed during 2020 and in 2021 looks forward
to supporting its further progress. The Board
is committed to driving lasting impact and
change through these initiatives and to
Pearson setting an example within its
industry. You can read more about aur action
plan over the next 12 to 18 months on p50

The Board remains fully committed to
shareholder and broader stakeholder
engagement, hoth through and alongside
our Reputation & Responsibility Committee.
We very much enjoyed the junch event held
with our largest shareholders in February
2020 and, while engagement has been maore
challenging in 2020 as a result of the
pandemic, the Board feels the company

has been successful in maintaining strong
stakeholder engagement through virtual
channels. You can read more about the
Board's engagement with stakeholders in
the 5172 section on p30

Financial statements

Other information

During 2020, Board members continued

to engage with the workforce, including
considering regular pulse survey reports and
meeting with the Employee Engagement
Network through our Senior independent
Director, Vivienne Cox. You can read more
about our employee engagement initiatives in
the Nemination & Governance Committee’s
report, which begins on p84 and throughout
this Governance Report.

Also critical to our success is ensuring a
culture that complements the delivery of our
strategy. The Board continues to focus on
engendering a corporate culture that is
inclusive, innovative and meritocratic,

and on ensuring that this aligns with the
company's purpose, values and strategy.

In deing so, all Directors are committed to
acting with integrity and leading by example.
This report illustrates how the Board has
menitored Pearson's cuiture throughout the
year, including through the surveys, Employee
Engagement Network discussions and talent
initiatives referenced abave, | am proud of
the ways in which Pearson has sought to
support its employees through the many
challenges that the pandemic has brought,
including new working environments and
wellbeing pressures.

Talent, succession and evaluation

Crucial to successful delivery of our strategy is
attracting and retaining strong, diverse talent.
The Board also considered the wider pool of
talentin our senior leadership group, and the
themes of talent, succession and DE& form a
continuing thread throughout the Board's and
Committees’ sessions. The Board conducted a
deep dive into the company’s new workforce
learning and development initiatives,

designed tc underpin a new talent framework.

At an executive level, under Andy’s leadership
we recruited a new Chief Strategy Gfficer,
Mike Howells, and a new Chief Marketing
Officer, Lynne Frank, whois also serving as
Co-President of Pearson’s new Direct to
Consumer group, alongside Ishantha Lokuge,
Pearson’s Global Product Officer. These are
very strong additions to our executive
management team and have already made
excellent starts as part of Andy's team,
bringing additional energy and expertise,

&7

At Beard level, Pearson has a fully engaged
Board, including a strong Non-Executive
team with a breadth of experience and
perspectives, including finance, digital and
technology, environmental, social and
governance (ESG), education and public
sector, direct to consumer and leadership of
global organisations through periods of
transformation and disruption.

As nated in our 2019 repert and elsewhere

in this report, following John Fallon's
announcement of his intention to retire as
Chief Executive during 2024, | promptly
accelerated the ongoing succession planning
process with the assistance of the Nomination
& Governance Committee. Following a
thorough selection process, we were
delighted to appoint Andy Bird as our new
Chief Executive in August 2020 and he
succeaded John on 19 October 2020.

You can read mare about the Nomination &
Governance Committee’s activities regarding
succession planning, and most particularly
the Chief Executive search, on p84

In addition to the Chief Executive and Chief
Financial Officer appointments in 2020, at the
upcoming 2021 Annual General Meeting
{AGM} we will bid farewell to both Vivienne
Cox, as her nine-year term on the Pearson
Board reaches its conclusien, and, as recently
announced, Michael Lynton, who will also not
be seeking re-election in fight of his other
commitments. Vivienne and Michael have
made tremendous contributions tc Pearson,
particularly in their respective experience of
leading global businesses through times of
transformation and digital disruption, for
which the Board and | are extremely grateful.
They have our very best wishes for their
future endeavours.

In relation to our Non-Executive retirements,
the Nomination & Governance Committee’s
established succession plans are well
progressed and the Board looks forward

to updating shareholdersin due course.
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Letter from the Chair

The Board evaluation for 2020 was facilitated
externally, in accordance with the Code. iam
pleased to report that the evaluation found
the Board to be well-functioning and
operating effectively, with a good quality of
relationships between Board members and a
strong commitment to Pearson’s purpaose,
backed by sound governance principles and
an appropriate level of challenge and support
for management. A the Board supports
Andy in his early months as Pearson’s new
Chief Executive, it cantinues to assess the
balance of focus between long-term strategic
considerations and near-term delivery,
including, for instance, what performance
indicators and insights are most effective for
monitoring company performance as the
strategy develops. You can read more about
the Beard evaluation process and findings
on pg2

The UK Corporate
Governance Code

The principles set outin the UK
Corporate Gavernance Code (the Code}
emphasise the value of good corporate
governance to the long-term
sustainable success of listed
companies. These principles, and their
supporting provisions, cover five broad
themes. 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 foilowing pages of the
Governance report, with additional
information contained in the Strategic
report.

This Governance report and the
Strategic report set out how Pearson
has applied the principles of the Code

throughout the year.
Read more Page
» Board feadership and §9-70
company purpose
» Division of responsibilities 77
» Compasition, succession 73,76,
and evaluation 82-87
» Audit, risk and internal control G0-99

» Remuneration 100121

Audit, Risk and Internal Control

The Board is accountable for Pearson’s
successes and addressing its challenges.

We aim to communicate to you in a
transparent manner the steps we have taken
to ensure that we have a clear oversight of the
business, and the work we have undertaken in
respect of Pearson’s strategy throughout the
year. Our Audit Committee, led by Tim Score,
plays a key role in monitoring and evaluating
our compliance and risk management
processes, providing independent oversight
of our external audit and internal control
programmes, accounting policies and
business transformation projects, and in
assisting the Board in reparting in a fair,
balanced and understandable manner to our
shareholders. You can read more about the
Audit Committee’s activities and priorities
during 2020 on p%0

The Board believes that during 2020 the
company was in full compliance with all
applicable principles and provisions of
the Code, save that:

> Pearsonis not fully compliant with
Provision 36 of the Code on the basis
that the shares awarded under the
Chief Executive’s co-investment award
are subject te a post-vesting holding
period until 31 December 2023, rather
than a total vesting and holding
peried of five years or more required
by the Code

» asdescribed in last year's report, prior
toJohn Fallon’s retirement from the
Board, the Company had setout a
path to align his pension contributions
to those available to the workforce

Further detail on both mattersis
provided in the Directors’
Remuneration Report.

UK Carporate Governance Code
The Code can be found on the
Financial Reporting Council's website

www frcorg.uk

Governance on our website

View our compliance schedule

on the company website
pic.pearson.com/en-GB/company/
business-operations

Remuneration

Following work by the Remuneration
Committee to review and update Pearson's
remuneration philosophy in light of the
company’s evolving strategy, 2020 saw the
adoption of a new remuneration policy at

the AGM, and the Board is grateful for
shareholders’ support. The Board is also
grateful for the support of shareholders for
the vote tabled at the company's general
meeting in September 2020, although it
recognises and respects the concern of some
shareholders. The Committee, led by its Chair
Elizabeth Corley, has continued to engage with
investors on these matters. You can read
maore about the Committee’s activities and
Pearson's approach to remuneration in the
remuneration section of this report an p100

Conclusion

i hope this report elearly sets out how your
company is run, and how we align governance
and our Board agenda with the strategic
direction of Pearson. We always welcome
questions or comments from shareholders,
either via our website (plc.pearson.com/
en-GB/investors/investor-shareholder-
contacts) or at our AGM. While we are unlikely
to be able to welcome shareholders in perscn
to our AGM this year, due to ongoing
pandemic restrictions, we very much hope
that you will participate in our planned
shareholder event in advance of the AGM,
details of which will be included in our

AGM notice.

Sidney Taurel
Chair
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Board of Directors

Pearson Board
members bring a wide
range of experience,
skills and backgrounds

- which complement

- our strategy.

All Board members have strong leadership
experience at global businesses and
institutions. Our Board members' bicgraphies
illustrate the contribution each Director
makes to the Board by way of their

individual experience.

Key to Comrnittees

O Audit

@ Nomination & Governance
@ Reputation & Respensibility
@ Remuneration

@ Committee Chair

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

Chair

Financial statements

Other information

69

Executive Directors

Andy Bird, CBE Chief Executive

aged 57, first appointed to the Board

1 May 2020, appointed as Chief Executive Officer
19 October 2020

Andy has a long anc distinguished career
spanning 35 yearsin the media industry, and is an
accomplished, strategic leader of global consumer
content businesses. Most recently he spent

14 years working for The Walt Disney Company,
joining the business as President of Walt Disney
International in 2004, hefore being appointed
Chairman in 2008. He held this role fora

decade, during which time he transformed the
organisation into a digital-first, direct to consumer
business, focused on serving the diverse needs of
customers around the world. In addition, Andy
worked to establish the iconicbrand in China,
through the creation of Disney English, teaching
the English language to Chinese families threugh
immersive learning experiences.

Prior to Disney, Andy worked in a number of
senior positions at AOL Time Warner, and spent
the earlier part of his career at Piccadilly Radio,
Virgin Broadcasting Company, BSB Music Channel,
Big & Good Preductions and Unique Broadcasting.

Sally Johnson
Chief Financial Officer
aged 47, appointed 24 April 2020

Sally joined Pearsonin 2000, anc has held
various finance and operations 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 transformation,
treasury, tax, risk management, business and
financial operations, investor relations and
ME&A expertise. She has held various senior
level roles across the business, most recently
as Deputy CFO of Pearson. Sally is a member
of the Institute of Chartered Accountants

in England and Wales and trained at
PricewaterhouseCoopers. She was also

a Trustee for the Pearson Pension Plan

from 2012 to 2018.

Noh-Executive Directors

Sidney Taurel Chair
aged 72, appointed 1 January 2016

Sidney has aver 45 years of experience in business
and finance, He is currently a Director of IBM
Corporation, a role from which he will be retiring
in April 2021. Sidney is an advisory board member
at pharmaceutical firm Almirall. He was Chief
Executive Officer of global pharmaceutical firm Eli
Lilly and Company from 1998 until 2008, Chairman
from 1999 until 2008, and has been Chairman
Emeritus since 2009. His 37-year career at Eli Lilly
included time spent in Brazil, France, Eastern
Europe, the US and the UK. He has previously held
directorships at McGraw Hill Financial, Inc. and

ITT industries, In 2002, Sidney received three

US presidential appointments to: the Hameland
Security Advisory Council, the President’s Export
Council and the Advisory Committee for Trade
Policy and Negotiations. Sidney s also an officer of
the French Legion of Honour.

Current notable commitments: HIG Acquisition
Corporation (Non-Executive Director) and
IBM Corporaticn (Non-Executive Director)

Damme Elizabeth Corley, DBE
Non-Executive Director
aged 64, appointed 1 May 2014

Elizabeth has extensive experience in the financial
services industry, having been CEQ of Allianz
Global Investors, initially for Eurape then globally,
from 2005 to 2016. She continued to act as an
adviser to the company until the end of 2019,
Previously she was at Merrill Lynch Investment
Managers and Coopers & Lybrand. Elizabethis a
Non-Executive Director of BAE Systems plc

and Margan Stanley Inc. Elizabeth is active in
representing the investmentindustry and
developing standards within it.

She is chair of the Impact Investing Institute;

a director of the Green Finance Institute and
serves onthe investment committee of the
Leverhulme Trust. She was appainted Dame
Commander of the Order of the British Empire
inthe Queen’s Birthday Honours in 2019 for her
services to the ecenomy and financial services.

Current notable commitments: BAE Systems plc
(Non-Executive Director), Morgan Stanley Inc.
(Non-Executive Director)

Sherry Coutu, CBE Non-Executive Director
aged 57, appointed 1 May 2019

Sherry has extensive experience in the technology
industry. She has also served onthe boardsofa -
range of companies and charities, with a focus
onworking with entrepreneurs and specialising

in consumer digital, information services,

and education. Sherry is the Chair of
Founders4Schools and founder of the Scale-Up
Institute. Previously, she was CEO of Interactive
Investor International ple, and has served on

the boards of Cambridge Assessment,

Bloomberg New Energy Finance and the London
Stock Exchange plc as well as being SID and
Remuneration Committee Chair of RM plc. Sherry
has started and/or invested in over 60 technology
businesses and served on the boards of Zoopla
plc, Raspberry Pi, NESTA, and the Advisory hoards
ofthe Nationat Gallery, Royal Society and Linkedin.
She was appointed Commander of the British
Empire in the 2013 New Year Honours for her
services to entrepreneurship.

Current notable commitments:
Reinvent Techrology Partners
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Board of Directors

Non-Executive Directors

000

o

o

Vivienne Cox, CBE
Senior Independent Director
aged 61, appointed 1 January 2012

Vivienne has wide experience in energy, natural
resources and business innovation. She worked
for BP plc for 28 yearsin global roles including
Executive Vice President and Chief Executive of
BP's gas, power and renewables business and

its alternative energy unit, She is Chair of the
supervisory board of Vallourec 5.A,, a leader in
the seamless steel pipe markets, and a Non-
Executive Director at pharmaceutical company
GlaxoSmithKline ple, where she alsp acts as
Workforce Engagement Director. She also

has a deep understanding of regulatoryand
government relationships. She serves as Chair of
the Rasalind Franklin institute and Vice Chair

of the 5aid Business School (part of Oxford
University). She was appointed Commander of the
British Empire in the 2016 New Year Honours for
her services to the economy and sustainability.

Current notable commitments: GlaxoSmithKline
ple (Non-Executive Director), Vallourec S.A.
(Chair of the supervisory board)

oD

Linda Lorimer Non-Executive Director

aged 68, appointed 1 july 2013

Linda has spent almast 40 years serving higher
egucation. She retired from Yale in 2016 after

34 years at the university where she servedin an
array of senior positions including Vice President
for Global & Strategic Initiatives. She oversaw

the development of Yale's online education
divisian and the expansion of Yale's international
programmeas and centres. During her tenure, she
was responsible for many administrative services,
ranging from Yale's public communications and
alurnni relations to sustainability, human
resources and the university press. She also
served on the boards of several public companies,
including as Presiding Director of the McGraw-Hill
companies. Linda is 2 member of the board of
Yale New Haven Hespital, where she chairsthe
notminating and governance committee and is a
trustee of Holling University. She also remains on
several consequential advisory comrnittees at
‘Yale University.

000

Michael Lynton Non-Executive Director

aged 61, appointed 1 February 2018

Michael has more than 30 years of senior-level
management experience, including extensive
experience in consumer marketing, traditionat
and digital media, and the adoption of new
technologies. He also has broad public company
governance experience. Michael served as CEQ
of Sony Entertainment from 2012 until 2017,
overseeing Sony's global entertainment
businesses. He was also Chairman and CEO of
Sony Pictures Entertainment from 2004. Prior to
that, he held senior roles within Time Warner
and AQL, and earlier served as Chairman and
CEC of Penguin Group where he extended the
Penguin brand to music and the internet. Michael
is Chairman of Snap, Inc., Schrodinger, Inc. and
Warner Music Group, and currently serves onthe
boards of |EX, Ares Management Corporation LLC
and The Boston Beer Company, Inc.

Current notable commitments:

Ares Management Carporation LLC
(Non-Executive Director), Snap, Inc. (Chairman),
Schrédinger, Inc. (Chairman), Warner Music Group
{Chairmany), The Boston Beer Company, Inc.
(Non-Executive Director)

oD

Graeme Pitkethly Non-Executive Director
aged 54, appointed 1 May 2019

Graeme joined Unilever in 2002 and, pricr ta
being appointed CFO and Board member,

was responsible for Unitever's UK and [reland
business. Previously, be had held a number of
senior financial and commercial rales within
Unilever, including Senior Vice President of
Finance for Global Markets, Group Treasurer,
Global Head of M&A and Chief Financial Officer
of Unilever Indonesia. Graeme spent the earlier
part of his career in seniar corporate finance
roles inthe telecommunications industry with
FLAG Telecarn, and started his career at
PricewaterhouseCoopers, Graeme is currently
Vice Chair of the Task Force on Climate Related
Financiat Disclosures, Vice Chair of the 100 Group
Main Committee and is a Chartered Accountant.

Current notable commitments: Unilever plc
{Chief Financial Officer)

Tim Score Nor-Executive Director
aged 60, appointed 1 January 2015

Tim has extensive experience of the technology
sector in both developed and emerging markets,
having served as Chief Financial Officer of ARM
Holdings pic, the world's leading semiconductor
IP company, for 13 years. He s an experienced
non-executive director and serves as Chairman
of The British Land Company plc, arole to which
he was appointed injuly 2018, a non-executive
director of HM Treasury, and a Trustee of the
Mational Theatre, Tirm has garnered extensive
financial and listed company experience during
previous and current pasitions. He served on the
beoard of National Express Group plc from 2005
to 2014, including time as interim Chairman and
six years as the Senior Independent Director,
Earlier in his career Tim held senior finance roles
with Rebus Group, William Baird, LucasVarity plc
and BTR plc.

Current notable commitments: The British Land
Company plc (Chairman}

Lincoln Wallen Mon-Executive Director
aged 60, appointed 1 January 2016

Lincaln has extensive experience in the
technology and media industries, and s currently
CTO of improbable, a technology start-up
supplying next-generation cloud hosting and
netwaorking services to the video game industry.
Lincoln was CEO of DWA Nova, a software-as-a-
service company spun out of Dreamworks
Animatien Studios in Los Angeles, a position

he held until 2017. He worked at OreamWorks
Animation for nine years in a variety of leadership
rolesincluding Chief Technology Cfficer and Head
of Animatian Technology. He was formerly CTO at
Electronic Arts Mobile, leading their entry into the
mobile gaming business internationally. Lincolnis
a Non-Executive Director of the Smith Institute for
ndustrial Mathematics and Systems Engineering.
His early career involved 20 years of professional
IT and mathematics research, including as a
reader in Computer Science at Oxford.

Current notable commitments:
Imnprobable (Chief Technology Officer)
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Governance at Pearson

Board of Directors Pearson Executive Management (PEM)

Board Committees The PEM team cansists of Andy Bird (Chief Executive) and his direct
reports. They are the executive leadership group for Pearson,

responsible for delivering Pearson's strategy under clearly defined
accountabilities and inline with agreed governance and processes.

The Board has established four formal Committees. The Committees
focus on their own areas of expertise, enabling the Board meetings to
focus on strategy, performance, leadership and peaple, governance
and risk, and stakeholder engagement, thereby making the best use of
the Board's time together as a whole. The Committee Chairs reportto
the full Board at each Board meeting following their sessions, ensuring
a good communication flow while retaining the ability to psralate iteme
~ tothe full Board's agenda if appropriate.

Audit Appraises our financlal management and reporting - Chief Executive

Committee and assesses the integrity of our accounting : Chief Financial Officer
procedures and financial controls. The Committee

® - . '
. h : : Chief Human Resources Officer
alsc oversees risk, compliance and internal auclit, -

:. Chlef Legal Officer
.‘.. Chief Marketing Officer and Co-President, Direct ta Consumer
: Chief Product Officer and Co-President, Direct to Consurmner

Namination Reviews corporate governance matters, including Y ) . . . .
& Governance Code compliance and Board evaluation, considers = Chief Strategy Officer and Interim President - Workforce Skills
Committee the appointment of new Directors, Board .'. Head of Telecom and Technology Partnerships

experience and diversity, and reviews Board
induction and succession plans as well as wider
workforce engagement.

; President - Assessment & Qualifications

.... President - English Language Learning

; President - Higher Educaticn

& President - UK & Global Online Learning (stepping away in 2021)

. . ' )
Remuneration  Determines the remuneration and benefits of the e President - Virwal Learning

Committee Executive Directors and oversees remuneration
arrangements for the Pearson Executive
Management team, as well as remuneration
policies for the wider workforce.

Reputation & Considers the company's impact on society and the
Responsibility communities in which Pearson cperates, including
to ensure that strategies are in place to manage and

Committee improve Pearson'’s reputation,
seepn72
- FLOW OF INFORMATION >
Standing Committee
A Standing Committee of the Board is estahiished to approve certain The Committee has written terms of reference, reviewed and approved
operational and ordinary course of business items such as banking each year, which clearly set out its authority and duties. These can be
matters, guarantees, intra-Group transactions and to make routine found an the company website at plc.pearson.com/en-GB/company/

approvals relating to employee share plans. business-operations.
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Pearson Executive Management

The Pearson Executive Management team outiined helow is presented under the new organisational structure that comes into effect as of 2021.

Tom ap Simon President -
Virtual Learning
aged 42

Tom has 19 years of international
business and finance experience.
At Pearson, he has led the Virtual
Schools business, worked in finance
for the emerging markets
businesses and led M&A actlvity
inthe US. Previously, he workedin
investment banking at RW Baird,
Torn holds an MAin Economics
and Poilitics from the University
of Edinburgh.

Tim Bozik President -
Higher Education
aged 59

Tim has more than 30 years of
extensive leadership experience in
higher education products and the
business of deliveringthem at
Pearson, Tim earned a Bachelor’s
Degree from the University of
Notre Dame and currently serves
on the Board of Directors for the
Association of American Publishers,

Rod Bristow
aged 63

After 35 years' service, Rod Bristow
is stepping away from his role as
President of Pearson UK and
President of Global Online Learning
in 2021, Rod has worked in education
for more than 30yearsinthe UK and
internationally. Rod s a trustee for
the Educaticn and Employers
Taskforce, afellow of the Royal
Society for Arts, governor for
Harlow College and the BMAT multi-
acadery trust, Rod is a graduate of
University College London.

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

aged 54

Lynine has over 25 years of
experience in the media industry.
Pravipusly, she has worked in
companies such as WarnerMedia,
ESPN/Disney and Turner
Broadcasting. Lynne holds adegree
in econamics and business, and a
certificate in corporate board
governance from the University of
California, Los Angeles (UCLA}.

Gio Giovannelli President -
English Language Learning
aged 48

Gio has over 25 years of
international business experience,
including four CEQ roles in Brazil,
one of which was Grupo Multi,
Pravious board roles include
BOVESPA-listed Natura and

CVC Viagens. Gio graduated
from Boccani University, holds
an Ecenomics Ph.D. and is

OfM graduate af Harvard
Business Schoal.

Albert Hitchcock Head of Telecomn
and Technology Partnerships
aged 56

Alpert has over 30years of
experience in the technoiogy
industry. Previously, Albert was
Pearson's Chief Technology and
Operations Officer {2014-2021),
Group GO at Vodafone, aswell as
Global €10 at Nartel Networks.
Albertis a Chartered Engineer
and a Fellow of the Institute of
Engineering & Technolsgy.

Mike Howells Chief Strategy
Officer and Interim President —
Workforce Skills

aged 44

Mike has more than 20 years of
international business experience.
Previousty, he has worked in the
British diplomatic network and the
UK Foreign, Commonwealth and
Development Office. Mike holds a
masters degree in international Law
from the University of Nottingham
and an Anthropology degree from
University Ccllege Landon.

Cinthia Nespoli Chief Legal Officer
| aged 40

Cinthia has 17 years of international

legal experience. Previcusly, she has

warked in the manufacturing sector
| at multinational companies. Cinthia
was admitted to the Brazilian bar
i in2004 and earned herlaw degree
from Pontificia Universidade
Catdlica de Campinas and a post-
graduate degree in tax law from
Paontificia Universidade Catélica de
$3o Paulo.

Anna Vikstrom Persson Chief
Human Resources Officer
aged 31

Anna Vikstrom Persson has over

20 years of interpational HR
experience, Previously, Anna held
executive positions at Sandvik, 55AB
and Ericsson. Anna has a certificate
inGerman and amastersinlaw, as
well as prafessional HR qualifications
from both Lendon Business School
and Michigan Business School.

Bob Whelan President —
Assessment & Qualifications
aged 72

Bob has over 40 years of significant
expertise in testing and assessment.
Previously, Bob warked at Personnel
Decisions International, as well as
National Computer Systems (NCS)
which Pearson acquired in 2000.
Bolb earned his BA from the
University of Alabama in finance
and econemics.

Ishantha Lokuge Chief Product
Officer and Co-President,

Direct 1o Consumer

aged 53

[shantha has more than 20years of
Silicon Valley experience. Previously,
he was at Shutterfly, eBay and
Healtheon/WehMD, He holds
degrees in computer science

from Brandeis and Tufts, as well

as a graduate degree in Media Arts
andg Sciences from the
Massachusetts (nstitute of
Techrclogy {MIT) Media Lab.
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Corporate governance review

‘ BOARD AND EXECUTIVE COMPOSITION

Board of Directors

Gender balance Ethnicity Naticnality Tenure'
—”
N N
®Female 5 ®Mixed 1 @ American 2 ®Under 3years 3
®Male 6 ® White 9 @ American/British (dual) 3 ®3-6years 3
@ British 5 @ Over 6years 3
@ Canadian 1 1 Chartshows tenure of Chair and
Non-Executive Directors.
Pearson Executive Management (PEM)
Gender balance Ethnicity Nationality
. ®Female 3 ® Asian 1 @ American 4
' ®Male 7 ® White 7 @ British 3
: ® Other 2 @ talian/Brazilian {dual) 2
) This data represents those in
@ Swedish 1 office at 31 Decemnber 2020.

1 BOARD SKILLS, EXPERIENCE AND BACKGROUND

i Currentskills

=) Accounting and finance

=¥ Disruption, including
-talent leadership through change
- marketing and data insights

- new business models
and innovation

=3 Direct to consumer business models
=3 Educational experience

=3 Focuson people and talent

=3 Global markets

AR AR 2R

Prior leadership
experience, particutarly of
multinational businesses

Remuneration

Scale and complexity experience
Sustainability and ESG
Transformation

UK plc experience

Succession planning focus!

=3 Digital and technology

=3 Diversity

=3 Educational experience
Prior leadership
experience, particularly of
multinational businesses

-

Scale and complexity experience

-

UK pic experience

For further details on succession planning,
see p76
1 These areas of focus reflect priorities for

deepening existing skills and experience,
or to address upcoming retirements.
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Corporate governance review

Board of Directors

Composition of the Board - As at the date of thisreport, the Beard
consists of the Chair, Sidney Taurel, two Executive Directors: the Chief
Executive, Andy Bird, and Chief Financial Officer, Sally Johnson, and
eight independent Non-Executive Directors.

Independence of Directors - All of the Non-Executive Directors whao
served during 2020 were considered by the Board to be independent
for the purposes of the UK Corporate Governance Code (the Code).
The Board reviews the independence of each of the Non-Executive
Directors annually. This includes reviewing their external appointments
and any potential conflicts of interest as well as assessing their
individuai circumstances in order to ensure that there are no
relationships or matters likely to affect their judgement. In addition to
this review, each of the Non-Executive Directors is asked annually to
complete an independence questionnaire to satisfy reguirements
arising from Pearson’s US listing and the Code. In January 2021,

Ms Cox reached nine years’ service on the Pearson Board. Upon
attainment of nine years' service by any Non-Executive Director, the
Board undertakes an assessment in accordance with Pravision 10 of
the Code to satisfy itself as to the continuing independence of that
Director. In addition, we require each Non-Executive Director to
pravide confirmation of their independence on an annual basis

(as defined by the Sarbanes-Oxley Act, the New York Stock Exchange
(NYSE) listing rules and the Code). Accordingly, the Board is satisfied
that Ms Cox remains independent, and that she continues to provide
constructive challenge and hold management to account. Ms Cox will
not be seeking re-election at the 2021 AGM.

Directors’' commitments and conflicts of interest - Under the Companies
Act 2006 (the Act), the Directors have a statutory duty to avoid conflicts
of interest with the company. The tompany’s Articles of Association
allow the Directors to authorise conflicts of interest. The company has
an established procedure to identify actual and potential conflicts
ofinterest, including all directorships or other appointments to, or
relationships with, companies that are not part of the Pearson Group
and which could give rise to actual or potential conflicts of interest.

Additionally, in response to Provision 15 of the Code, Pearson

has developed internal guidance to be taken into account when
considering changes to a Director’'s commitments, or when appointing
anew Director, as well as formalising the Board approval process for
such matters.

Once notified to the company, any potential conflicts and
commitments are considered for authorisation by the Board at its

next scheduled meeting or, where necessary in the interests of
timeliness, by a Committee comprising the Chair, Senior Independent
Oirector and Company Secretary. In particular, the Board or Committee
considers the type of role, expected time commitment and any impact
which this may have on the Director's duties 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
quorurn, for any resolution relating to his/her commitments, conflict or
potential conflict. The Board reviews any authorisations granted on an
{ annual basis.

| As poted in our 2015 annual report and following the significant vote
against the re-election resolution at our 2020 AGM, Mr Lynton and the
Chair agreed to review Mr Lynton's situation over the course of 2020 in

r relation to his other, external, commitments. Mr Lynton has since been

[ additicnally appainted to the board of The Bostan Beer Company, inc.
Mindful of Pearson’s own internat guidance and shareholder sentiment

J regarding Directors’ commitments, it was agreed that Mr Lynton would

not seek re-election atthe 2021 AGM, as confirmed to the market

on 4 February 2021. On this basis, the Board accepted Mr Lynton's
additional appointment to the Boston Beer Company board, given
that there is only a short period until he steps down at the 2021 AGM.
To date there has been no impact on Mr Lynton's ability to commit to
the Pearson Board, and he has demonstrated a full attendance record
at Pearson since his appointment in 2018. There were no other new
commitments of Directers during 2020 which the Board considered to
be significant in nature.

The role and business of the Board

The Board is deeply engaged in developing and measuring the
company's long-term strategy, performance, culture and values,

We believe that it adds a valuable and diverse set of external
perspectives and that robust, open debate about significant business
issues brings an additional discipline to major decisions.

The key responsibilities of the Board include:

overall teadership of the company and setting the company’s vatues
and standards, including monitoring culture and DE& initiatives

~

determining the campany’s strategy, including in relation to £5G
matters, in consultation with management, reviewing performance
against it and overseeing management's execution of it

~

major changes to the company’s corporate, capital, management and
control structures

~

approval of all transactions or financial commitments in excess of
the autharity limits delegated to the Chief Executive and other
Executive managemant

~

~

assessment of management performance, Board and Executive
succession planning and talent pipeline

Aschedule of formal matters reserved for the Board's decision and
approval is reviewed annually and is available on our website at
plc.pearson.com/en-GB/company/business-operations.

Strategic planning and decision-making

The Board spends considerable time in assessing whether any
proposed action aligns with the strategy and future direction of the
business. in addition, reguiar strategy sessions enhance the Board's
decision-rnaking in shaping the company's strategic and financial
plans, Sustainability is inherent in the Board's strategic planning
and decision-making.

The Board and Committees receive timely, regular and necessary
financial, management and other information to fulfil their duties.
Comprehensive meeting papers are circulated to the Board and
Commiittee members at least one week in advance of each meeting
and the Beard receives a regular performance dashboard and key
milestones report and regular updates fram the Chief Executive and
Chief Financial Officer. In addition to meeting papers, alibrary of
current and historical corporate information is made available to
Directors electronically to support the Board's decision-making
process. The Directors tan obtain independent professional advice,
at the company's expense, in the performance of their duties,

All Directors have access to the advice and services of the Company
Secretary, whose appointment and removal is a matter reserved for
the full Board.

The Directors recognise their duties towards the shareholders and
ather stakeholders of the company as set out in Sectfon 172 of the Act,
and a continued understanding of the key issues affecting stakeholders



Strategicreport  Governance Financial statements  Qther information

is an integral part of the Board's decision-making process. You can read
more on p80 about the Board's engagement with stakeholders and an
illustrative example of how it takes stakeholder views, and in particular
employee feedback, into account inits decision-making.

Board meetings

The Board held seven scheduled meetings in 2020, with discussions
and debates focused on the key strategic issues facing the company.
Majar items covered by the Board in 2020 are shown in the table below.
In addition te its scheduled meetings, the Board convenes as necessary
to consider matters of a time-sensitive nature. In 2020 the Board
convened on three occasions to consider matters relating to COVID-19
and Chief Executive succession. Despite the additional oversight
requirement that the company’s response to COVID-19 has placed on
the Board, the Board is satisfied that each Directer contributed to
Board discussions and demonstrated sufficient commitment to be
able to meet their responsibilities. As shown in the table to the right,
each of the Nan-Executive Directors attended all meetings during
2020. In addition, the Nomination & Governance Committee confirmed
inits annual confirmation that each Director demonstrates the
requisite level of commitment and contribution in accordance with
Principle H and Provision 18 of the Code. Furthermore, the Board has
adapted well in this new, virtual, way of working which has allowed for
greater participation from employees, The Board is capable of keeping
in touch with the caompany and employees globaily, and will continue to
do so for the duration of the global pandemic and into the future.

Board attendance

Directors are expected to attend all Board and Committee meetings,
butin certain exceptional circumstances, such as due to pre-existing
business or personal commitments, it is recognised that Directors may
be unable to attend. In these circumstances, the Directors receive
relevant papers and, where possible, will communicate any comments
and observations in advance of the meeting for raising as appropriate
during the meeting. They are updated on any developments after the
meeting by the Chair of the Board or Committee, as appropriate.

Board meeting focus during 2020

75

Individuals’ attendance at Board and Committee meetings is
considered, as necessary, as part of the formal review of their
performance. There was a high level of attendance by the Directors
at Board and Committee meetings in 2020 as shown in the tablte
below and in the Committee reports that follow:

Board meetings

attended
Chair
Sidney Taurel 19/1¢
Executive Directors
Andy Bird' 5/6
John Falion? 779
Sally]chnson?® 4/6
Coram Williams? 4/4
Non-Executive Directors
Elizabeth Corley 10/10
Sherry Coutu 10110
Vivienne Cox 10/10
Josh Lewis® 4/4
Linda Lorimer 1010
Michael Lyntan 10/10
Graeme Pitkethly 10/10
Tim Score 10/10
Lincaln Wallen 10/10

1 MrBirdjoined the Board on 1 May 2020. Mr Bird did not attend any meetings
on the topic of Chief Executive succession when he was a candidate.

2 Mr Fallon retired from the Board on 18 October 2020. Mr Fatlon did not attend
certain meetings on the topic of Chief Executive succession.

3 MsJohnson joined the Board on 24 April 2020. Ms Johnson did not attend any
meetings on the topic of Chief Executive succession.

4 Mrwilliams resigned from the Board on 24 April 2020.

5 MrLewis retired from the Beard on 24 April 2020.

Education Courseware
» Global Oniine Learning
» Directto consumer
» Impactof COVID-19

| Oversight of 2020 operating

i planand goals, and
,  preparation for 2021

1 » Portfolio review

" s Capitat allocation

annual report and accounts
» 2020 interim results and
trading updates
» Regular dashboard and
milestone reports

» Operating and strategic
plan discussions

» Finaland interim
dividend proposals

» Continuing review
of forecasts

» Impact of COVID-19,
including liquidity
assessment

succession planning
» DE&{updates
» Talent reviewand
pipeline development
> Senior Leadership
succession planning
Impact of COVID-19 an
organisational health,

including company culture
and values

~

~

Employee Engagement
Network feedback
Employee Survey
assessments

~

» Workforce Learning &
Development

Read more on employee
engagemention pgl

compliance including UK
Corporate Governance
Code, Companies Act and
listed company obligations

> Brexit updates

» Board and Committees
evaluation

> Approval of division of
responsibilities between
Chair and Chief Executive

» Annual review of conflicts
of interest

» Approval of Committees’
terms of reference

> Data privacy matters
» Social bond

Strategy Performance Leadership & Governance & risk  Shareholder
people engagement
> US Higher » 219 prefiminary resultsand » Chief Executive > Legal and regulatory > Ongoing sharehclder

consultations

» Investor relaticns
strategy and share
price performance

» Major shareholders and
share register analysis

» Shareholder issues
and voting

» Feedback fram Chair and

Executive Director meetings
with sharehelders
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Directors' training and induction

All Directers receive training in the form of presentations about the
company's operations and, where possible, through Board meetings
held at operational locations and by visiting local facilities and
management. Whilst during 2020, and in the immediate future,
physical visits remain chalfenging, the Directors are supported virtuaily
and are offered the same level of interaction where possible, albeit
through digital means. When permitted, Directors will be encouraged
to visit facilities and managernent, aven if they are travelling to a
cauntry or region on non-Pearson business. The Company Secretary
and General Counsel, in conjunction with Pearscn’s advisers, monitor
legal and governance developments and update the Board on such
matters as agreed with the Chair. Gur Directors can also make use of
external courses.

i 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
procedutes, Directors’ responsibilities and various governance-related
issues, incduding proceduras for dealing in Pearson shares and their
legal obligations as Directors, The induction also typicallyincludes a
series of meetings with members of the Board, external legal advisers
and brokers, the Pearson Executive Management team and other
senior management, presentations regarding the business from senior
executives, and a briefing on Pearson’s investor relations programme.
The induction framework is reviewed by the Nomination & Governance
Committee in advance of any Director onboarding.

Atailored and bespoke induction programme which aligned with the
Board's focus areas was designed for Andy Bird, who was initially
appointed as a Non-Executive Director in May 2020. The induction
included business area familiarisation, participation in sessions that
related to areas ofinterest, and tapics that were pertinent to the
Committees he joined. The Company Secretary sought Mr Bird's
feedback following completion of his induction programme,

and Mr Bird was positive about the benefits of the programme,

Succession planning and talent

The Board considers oversight of succession planning as one of its
prime responsihilities, assisted by the Nomination & Governarice
Committee. The company has formal contingency plans in place
far the temporary absence of the Chief Executive for health or
other reasons. The matter of Chief Executive succession is a regular
itemn for discussion and reviewed by the Chair and the Board on an
annual basis.

Succession planning for the Board as a whole and for the role of Chair
is also considered annually by the full Board and on an ongoing basis by
the Nomination & Governance Committee, with the Chair and Senior
Independent Director also discussing Committee Chair successian
planning on a regular basis. See our Nomination 8 Governance
Committee Report (p84} for further details on succession planning.
Also, see our Board 'Skills and Experience’ matrix on p73 which cutlines
competencies the Directors currently possess, as well as particular
areas of focus that are helping to inform succession planning,

and take into account upcoming retirements.

There is also regular discussion and oversight by the Board of
succession planning for key positions 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 DESI
required to continue to delfiver on our strategy.

Aswell as Board and Executive management succession, the Board
also aversees our leadership pipeline. In December, the Beard held a
discussian on talent and culture, including a succession planning
session focused on the executive pipeline from which the future
teaders of Pearson were likely to emerge, both at Pearson Executive
Managemenit level and for other key roles. A diverse pipeline of ‘ready
now’ and ‘ready later’ emetging talent has been identified, and plans
putin place to accelerate their development and path to succession
where possible, including through measures such as participating in
Board and Committee 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
pragrammes for high-potential talent angd mentarship programmes
for senior women leaders, as well as @ Manager Fundamentals
programme for middle management,

Succession planning for Executive Directors

The Chair, Sidney Taurel, keeps the matter of Chief Executive
succession under regular consideration and, following the
announcement in late 2019 of John Fallon's intention to retire,
accelerated the search process. The Board had a clear sense of

the attributes it was looking for in the new Chief Executive ~ which
included, but were not [imited to, having demonstrable experiencein
carporate transfarmation, digitat experience, a global view, and an
ability to nurture a strong and healthy organisational culture. The
Board recognised the challenge in securing all of these attributes in one
individual but is pleased with the appointment of Andy Bird. The Board
believes that Mr Bird satisfies and exceeds the initial search criteria.

Inearly 2020, the Chief Financial Officer, Coram Williams, announced
his intention to step down from the Board. Accordingly, the Board
activated its executive succession plans which had identified Sally
Johnson, who was the Deputy CFO, as a’ready now' candidate to
succeed Mr Williams as Chief Financial Officer. Mr Taurel and

Ms Cox, Seniar 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
announced that Ms Johnsen wouid join the Board and assume the
pasition of Chief Financial Officer at the conclusion of the 2020 AGM,
with Mr Williams stepping down from the Board at that time.

The Board continues to monitor ready now’ and ‘ready later’
candidates, ensuring that Pearson has a diverse pipeline and
succession plan.
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DIVISION OF RESPONSIBILITIES

77

There is a defined spiit 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 out in writing and reviewed and agreed by the Board on
an annual basis. These can be found on the company website at plc.pearson.com/en-GB/company/business-operations.

The Chair is prirarily respensible far the leadership of the Board
and ensuring its effectiveness. He ensures that the Board upholds
and promotes the highest standards of corporate governance,
setting the Board's agenda and encouraging open, constructive
debate of all agenda items for effective decision-making.

He regularly meets the Chief Executive to stay informed and
provide advice. He also ensures that shareholders’ views are
communicated to the Board.

Chair's significant commitments There were no changes

to the Chair’s significant commitments during 2020. Mr Taurel
will be stepping down as a Non-Executive Director of IBM
Corporation with effect from the date of their 2021 annual
meeting of shareholders.

Independence of Chair In accordance with the Code, Sidney Taurel
was considered to be independent upon his appointment as
Chairon 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 promates
Pearson’s culture and standards, and is cne of the key
representatives of the company to its external stakeholders.

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 not been addressed through the normal
channels. She also leads the evaluation of the Chair on behalf of
the other Directors.

Chair - Sidney Taurel
Chief Executive - Andy Bird

Senior Independent Director - Vivienne Cox

Culture,
puUrpose
and values

Pearson’s core values - to be brave,
imaginative, decent and accountable -
go to the heart of our purpose: to help
everyone achieve their potential
through learning, and the Board and
employees are committed to
demonstrating these characteristics

threughout their work and discussicns.

The Board endorses Pearsan’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 events,

The Board monitors the culture and
organisational health of the company
with the assistance of its Committees,
including through regular updates from
the Chief Hurnan Resaurces Officer

on talent, DE&I and Pearson’s values

as well as considering Group-wide
programmes such as the Code of
Conduct, compliance, Health & Safety,
and learning initiatives.

During 2020, and with the help of the
Chief Human Resources Officer,

we introduced a dashboard drawing

together key culturalindicators from

across the Group. The dashboard
provides the Nomination & Governance
Cammittee with a guantitative
framework which the Board utilises
alongside other inputs of a more
qualitative nature, enabling the
Directors to evaluate Pearson's
arganisational health to monitor

and assess cormpany culture,

During 2021, the Board will continue to
pay attention to Pearson’s culture as the
compdany's vision, mission and values
evolve in support of our strategy.

Learn more:

For examples of Board

decision-making, see cur

COVID-19 case study on p79

and our employee engagement

case study on p81.
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This timeline illustrates a number of key events and initiatives which took place throughout the year at Pearson and provides
a high-level indication of the impacts of COVID-19 upen the work of the Board, its committees and broader corporate governance

framework in the business.

Preparation

| 1 | I ] N
March March April April
Market Disclosure Board and all committees Board Audit Committee

Committee (MDC)

Intraducticn of more regular MGC
meetings to consider COVID-19
impact on trading, culminating in

As lockdown and travel
restrictions were introduced,

the Board and committees moved
to fully online meetings

ah additional trading update
on 23 March 2020 including the
decision to pause the share
buyback programme

Response and adjustment

See opposite

An extra Board meeting was
called at short notice to consider
the financial and workfarce
implications of COVID-12,

The Audit Committee's regular
business resilience deep dive
considered the early stage
response to COVID-19in
impacted regicns from an
operations, continuity and

technology perspective

(

1 1 1
June April April
Beard Board and all committees Board and Company

The Board's sirategy sessions
included consideration of impacts
of COVID-19 on Pearson’s focus
areas of investment which
Informed their discussions ag

to investment priorities

The Board considered input from

the Executive team on how Pearson

was responding to changing
customer neegds. All commitiees
considered COVID-19impacts on
their areas of focus. All Directars
joined all meetings for awareness
of impacts and response

AGM arrangements changed

a5 UK entered lockdown, The 2020
AGM was held on 24 Aprii 2020

in a COVID-secure manner and
shareholders were encouraged (o
submit proxy votes in advance and
raise questions by email or post

Recovery and forward looking

T
Mid-year onwards
Board and Company

\ncreased Board focus on people
to address Pulse survey feedback
and increased risk of burnout,
introduction of personal
developrnent opportunities and
welibeing initiatives e.g. Learning
at Wark Week and Pearson WELL

Juty

Remuneration Committee
Decision taken to reset the
incentive plan opportunity for
employees below Board level
to incentivise employees for
the second half of 2020 0na
propartionate basis

Jruly \

Audit Committee

Half-year accounting
considerations relating to
COVID-19 including going
concern assessment, cash
flow assumptions, working
capital, real estate matters,
and risk factors

i |
December
Remuneration Cammittee

Cansideration of
remuneration trends in
response to the pandemic

]
October and December
Board

Strategy, three-year plan and 2021
operating plan discussed with
cansideration of COVID-19-related
adjustments ta pians

]

July, October and December

Reputation & Responsibility Committee

Updates at each meeting on stakeholder groups
affected by COVID-19, induding customners and
employees, with a focus on impacts, stakehalder
engagement and the company’s response
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Board response
to COVID-19

This case study provides an
illustrative example of how the
Board has regard to relevant
stakeholders and their interests
in its decision-making processes,
as required by 5172 of the
Companies Act 2006.

As the COVID-19 pandemic took hold in early
2020, it becamae clear that its impacts would
be felt throughout society.

Inthe early weeks of the pandemic and
having monitored attentively the emerging
effects of COVID-19 for the business and its
prospects, including through frequent
meetings of our Market Disclosure
Committee, the Board took the decision to
update the market by way of an additional
trading statement highlighting the impacts
of COVID-19 on the business, setting outa
framework for assessing the potential impact
of the pandemic on future trading and
confirming our decision to pause the £350m
share buyback programme as a way of
preserving liquidity at a time of uncertainty.

As a Board, we were of the view that Pearson
should offer support ta as broad a range

of stakeholders as possible during this
challenging period, and were conscious of
the need to balance internal and external
demands and to prioritise use of resources.
Accordingly, the Chair called an additional
meeting of the Board in mid-April 2020 to
consider financial scenario planning and
the company's broader response to the
pandemic, Our key areas for discussion at
this meeting were:

» whether to continue to rececmmend
payment of the final dividend for 2019,
as announced at our preliminary results
in February 2020

» following government announcements
disclosing details of the suppert schemes
available for businesses, whether or
not 1o furlough staff and access these
funding schemes

i In considering these key issues, the Board

had regard to a set of financial priorities and
guidelines which had been praposed by the
Executive team in order to manage the
COVID-19 response consistently across

the business. These wera framed arcund
projected timelines for a global lockdown

Financial statements

Cther information

period and were matched to financial
scenario-planning which had been introduced
in the early stages of the pandemic across
three different scenarios. The priorities and
guidelines included measures which struck a
balance between the need to protect the
company’s liquidity and profitability during
that excepticnal period, the impacts on our
employees, the interests of our shareholders
and learners, broader reputational
considerations, and ensuring that we
raintained a healthy and sustainable
business that would be able to seize

the opportunities we envisaged in the
medium- and lenger-term as a result of the
accelerated shift to online learning and new
ways of working.

The Board alsc had regard to the views of,
and potential impact on, stakeholder groups
including through:

input from brokers and advisers who
conveyed the views and interests of the
shareholder base

~

close discussion with the HR function and
senior managementin respect of workforce
considerations, including the possibility

of furlough or redeployment as well as
concerns such as the impact of new working
conditions for the workforce and how best
ta provide support to employees

~

As part of the decision process,
the Board considered:

> the strength of Pearson’s balance sheet and
existing levels of access to liquidity

» the extent to which the scenario-planning
and input frem brokers and advisers had

79

taken into account the possibility of a second
wave of the pandemic later in the year or
otherworst-case scenarios

moral and reputaticnal considerations
associated with the issues of dividend
payment and staff furlough, with recognition
of the support provided to the company by
sharehalders and employees through
recent transformation activity and rnoting
the importance of that continued supportto
Pearscn's post-pandemic success

Through its oversight of Pearson’s response to
the pandemic, the Board demonstrated its
regard for multiple stakeholders inits
decision-making and balanced their interests
in order to best promote the success of

the company.

Summary of key Board decisions

Shareholders Customers

-‘We continued to We made available
pay dividends and free resources to
paused the share aid online learning.
buybackprogramme  Seepl3and p29
Liquidity Society

We were able to and broader
leverage our strong stakeholders
balanc_s i::eEt All Directors

o a;otl e made voluntary
needto acceisfs di donations to charities
BAVErNMENTIUNAINE  \\pporting COVID-19
Employees response efforts.
We did not furlough Seepl16

any staff, instead
redeploying where
necessary to support
greatest areas of need
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Engagement with stakeholders

A strong understanding of cur 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 learrers and educational
institutions), technology companies, authors, shareholders, members
of our Digital Advisory Network, Pearson management and the

wider workforce,

As required by the Code, the Board ensures that Pearson engages
effectively with, and encourages participation from, its key
stakeholders. The Board maintains its oversight through a variety

of direct and indirect mechanisms, where possible, and the Reputation
& Responsibility Cornmittee monitors the Group's stakeholder

engagement framework.

More information on Pearson’s key stakehoiders, incfuding their
areas of concern and our response, is set out in the Strategic report
on pp28-29. Further information on how the Directors discharge their
duties under $172 of the Act is available on p30

ENGAGEMENT WITH STAKEHOLDERS EXAMPLES

General approach

The Board considered the needs
of various stakeholders as a
result of the pandemic. This is
demonstrated by the company's
provision of free services o
learners (e.g. UK Learns, an which
the Board received presentations,
product demonstrations and
provided feedback). Through
discussions the Board was also
able to consider the acceleration
af the company’s strategy and
online presence, as well as future
apportunities with employers and
new partners, all whilst praviding
an immediate benefit to the
cansurmer, emplayers and the
community as awhole, and
ensuring that the actions taken
were financially viable and
therefore continuing to support
internal stakehalders and

our shareholders,

Learners

Consideration was givento the
views of consumers, educators
and educational institutions
onteaching and learning during
the pandemic, including their
usage and perceptions of
Pearsan products.

Product demonstrations and
communication meant there was a
continual feedback mechanism
hetween the company and
external stakehalders, which

was fed back to the Board.

Examinations

Due to the disruption in exams in
the UK {and internationally}, there
was frequent engagement with
government and regulators,
educators, institutions and
learners by Pearson (including
senior management), with the
Board providing guidance and
listening to the views of these
diverse stakeholder groups.

This also enabled the Board to
consider future strategy and
difficuities that may persist if the
COVID-19 pandemic continues.

Diversity

The Board racognises the
impartance of diversity and
encourages the company’s
approaches in addressing this
subject matter. As such, the
Board has been suppartive of the
strategies suggested by the DE&|
task foree, the formation of which
was led by the Chief Executive at
the time, John Falion.

The priorities of the DE& task
force are to address issues of
importance to stakeholders,
including making Pearson
products and services anti-racist,
collaborating to reform the
education systems and ensuring
that representation at
rmanagement levels reflect the
racial and ethnic diversity of the
geographies in which we operate,
Ms Cox alsa met with members of

Engagement during 2020

Whilst direct engagement with stakeholders has been challenging for
the Board to undertake during a period of prolonged lockdown

and travel restrictions, the views of stakeholders have been a key
consideration in papers presented to the Board and its Committees
and during Boardroom discussions, thus influencing strategic planning
and decision-making. This ensured that, whilst physical engagement
was not passible for most of the year, the Board made sure that
stakeholders still had a voice within the Boardroom, Board members
are of the opinion that, despite the difficulties presented by the
pandemic, they were able to virtually engage with the company’s
stakeholders. Some examples of the key activities undertaken by the
Board ar by individual Directors in relation to stakefolder matters are
set out below. For a more detailed look into how the Board has been
able to focus on emplayee engagement, see the following page.

the task force to discuss how the
Board considers its own diversity,
and to learn more about the
work of the task force first hand.
Board diversity was an area of
attention for the task force and
the Nomination & Governance
Committee agreed to increase its
target for Directors of colour.
During 2020 the Board received
regular updates in the form of
presentations and Board papers,
enabling the Directors to
participate in the implementation
of strategic initiatives, asking key
questions and offering opinions
asneeded.

Topics discussed during the

year included the adoption

of a new Code of Conductand
revising talent and recruitment
policies, both of which relate to
our employees.

In addition, the Board has
endorsed a review into the
company product and services
portfolio to eliminate and prohibit
bias, and to better represent cur
customers and business partners.

As aresult of this, the Reputation &
Responsibility Committee has
committed to developing a
pipefline of more diverse authaors.
See more on pp88-89

Shareholders

Shareholders are, and will remain,
a key consideration in Board
decision-making. Although,
unfortunately, the Board was
unable to engage in person with
sharehalders at the 2020 AGM
and iater General Meeting,
shareholders were invited to ask
any questions of the Board by
submitting guestions in advance of
the meetings. The Board has been
able to continue its dialogue
throughout the year with our
largest shareholders, including
extensively in relation to the
appointment of our new Chief
Executive, This is in addition to
the in-person lunch and product
demaonstrations held in February
2020 with the five largest
shareholders. Furthermore,

as the pandemic persists, the
Board is committed to offering
shareholders additional methods
of communication, Thisis
demonstrated by the online
shareholder event to be held prior
tothe 2021 AGM.
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Employee
engagement

This case study provides an
illustrative examptle of how the
Board has had regard to employees
and their interests in its decision-
making processes.

Whilst the Board took stakeholders views into
account when making decisions during 2020,
itis recognised that engagement was
impacted due to COVID-19. For more
information en the Board's decision making
with regards to COVID-19, see p79. Degpite
physical interactions being limited, the
Directars established a number of methods
to engage with employees throughout the
year. The Board recognises that Pearson
employees are integral to the business and
therefore made sure that, in a year of
upheaval, employees were listened to,
appreciated, supported and rewarded.

At the beginning of 2020 there was little
comprehension of the year to come.

The Employee Engagement Network (EEN)
had established a feedback mechanism
between the Board and the warkforce, which
enabled the Board to hear directly from
employees, as well as creating an apportunity
to gain additional insight an how to enhance
employee satisfaction and work effectiveness,
and help engage and retain high perfarmers.
This feedback is primarily by a designated
Non-Executive Director, Vivienne Cox,
engaging with a panel of employee
representatives who reflect geographical,
generational, operational and cultural
diversity as well as length of service. Following
each EEN meeting, Ms Cox updates the Board
on matters discussed. As part of a review of
the EEN's effectiveness, feedback was sought
from employee representatives, Areas that
members were invited to comment on
included accountability, the feedback
mechanism and the Network’s ability to
engage with the rest of the workforce. As a

* result, EEN members are now encouraged to
seek feedback and perspectives on issues
from colleagues to ensure that the Board

Financia! statements
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receives a broader range of responses,
thereby allowing Directors to be aware of,
and understand, broader employee
sentiments and make decisions accordingly.
These quarterly meetings have also been
periodically attended by the Chief Executive
and Chief Human Resources Officer. Key
topics highlighted in 2020 included working
from home, returning to the office, learning
and development, wellbeing, diversity and
inclusion and the culture of the business.
This proved insightful, given the remote
nature of working during 2020.

Fellowing Andy Bird being announced as
Chief Executive, as he was unable to visit the
various company locations, operational sites
or meet face-to-face with senior management
and employees, Mr Bird led global town halls,
participated in functional team meetings

and also putin place a series of monthly
videos, where he would discuss anything of
importance to the company, employees,

the wider society, or him perscnally. The ‘Ask
Andy' forum was also established, which was
set up so employees could share comments,
feedback and questions with Mr Bird, to which
he personally responds. This enabled Mr Bird
to get to know employees both formally

and informally.

o0

It gives me access to engage with Executive
management and the Board and contribute in

| conversations that shape our organisation for the better.

‘ John Mahtangu Employee Engagement Network member
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The Board also receives the results of the
guarterly employee surveys, which the entire
workforce is encouraged to participatein, and
which provide an oversight inte employee
health and wellbeing, as well as employees’
opinicns on DE& initiatives and the
company’s management. The survey also
gives employees an cpportunity to provide
written feedback, which is summarised and,
if there are underlying trends or common
themes, presented to the Board.

The Reputation & Responsibility Committee
also had sessions on employee health and
wellbeing during the pandemic. As a result
of this, the Committee decided to explore
additional optiens to support those on the
front line.

Key outcomes for 2020

Despite the difficulties 2020 presented, the
Directors have been provided with insights
into how employees feel about the culture
and diversity of Pearson, as well as gauging
employee satisfaction more generally. Specific
examples include the Directors identifying
areas where employees needed additional
support, and acting accordingly. As a result,
five actions were announced to help suppart
employees, including a paid shutdown in
response to health and wellbeing concerns.
The Pearson WELL programme was also
announced, which will be rolled cut globally
in 2021. This is a research-based approach
to improving employee wellbeing and
productivity as a consequence of feedback
from both the survey and the EEN and has
peen endorsed by Directors.
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Board evaluation
The Board operates a three-yearly evaluation cycle whichemplays a
variety of methodologies to ensure the most effective results.

Three-yearly evaluation cycle
Last

Year Methodology undertaken
Questionnaire, tailored to specific needs 2018
’) ofthe business
Internally facilitated interviews, to be led 2019
2 by the Chair, Senior Independent Director
and/or Company Secretary as appropriate
In~depth evaluation, externally facilitated 2020

3

Approach and methodology

This Review of the Board's effectiveness was carried out by an external
facilitator, Jan Hall Consulting Limited {trading as ‘No. 4'), which
operates as an independent advisory firm, This Review was conducted
as a facfiitated self-evaluation.

No. 4 was selected following a review by the Nomination & Governance
Committee of various providers and consideration of the potential
scope of the evaluation, In addition ta facilitating the Board evaluarion,
No. 4 was also engaged by Pearsonin relation to Senior Executive
search activity during the year, but otherwise has no other connections
to the company or individual Directors.

EVALUATION PROCESS

No. 4interviewed each of the Board Directors, and alsathe
Executive tearn members and others closely involved with the
Baard, all on a confidential and unattributable basis.

The No. 4 Review sought the views of Directors on the effectiveness
ofthe arganisation and dynamics of the Board and the Committees,
the papers and topics covered at Board and Committee meetings,
the purpase and culture of the business, stakeholder engagement,
the relaticnships between the NEDs and management, and the
compasition and leadership of the Board.

The lead Partners from the external Audit and Remuneration
advisory firms were also interviewed.

The output of the evaluation was captured in a report to the Board
in December 2020 to enable the Directors to discuss the points
raised by the Review.

Discussion areas covered during the individual interviews included
matters thatare impertant to Pearson in particular, as well as those
items laid down in the Code and associated guidance, including:

» the effectiveness of the organisation and dynamics of the Board and
Committees, including compaosition, competencies, diversity,

leadership, agendas, quality of the information provided, governance
and decision-making

» relationships between the Board and senior leaders, and between
members of the Board itself, including the remits of and interaction
among the respective Committees and with the Board

» succession planning for Executive Directors and other senior leaders

» the company’s purpose and the Board’s monitoring of organisational
culture and behaviours

» stakeholder engagement

> understanding of risks facing the company, including probability
and mitigation

» concerns and areas for improvement

The Naminaticn & Governance Committee reviewed the findings from
the Board evaluation with the full Board and the evaluator at its
meeting in December 2020, To ensure that the process was robust,
following the December Committee meeting, No. 4 and the Senior
Independent Director held a discussion to confirm that all the
information provided in the repart was a fair reflection of the range

of views provided by each of those interviewed and that the
conclusions inthe report were notinfluenced inappropriately by
anyone, The Committee will develop an action plan to address areas
for improvement and will monitor progress during the year.

In reparting back to the Board, the evaluator reported that
conversations with Board members were positive, with unanimous
agreement that the Board operates effectively.

Key findings included:

» & high overalt level of satisfaction with the functioning af the
Board, the competence and capatilities of the Directors, and the
quality of relationships between Chair, Non-Executive Directors
and the Executive

a high levet of commitment within the Board to Pearson's purpase
and a recognition of the significant wark done by management to set
Pearson up for success in its mission

~

v

positive views in relation to the performance of the Committees
including the volume and importance of the work that they undertake
oh behalf of the Board

~

the composition and size of the Board was considered to be
appropriate, with a good balance of skills and capabilities, although it
was acknowledged that the Board was approaching a nurnber of
retirements and the refreshment of its skills and capabilities was a
priority, with succession plans in flight

~

an acknowledgement that the restrictions on travel and physica!
meetings afforded by the global pandemicin 2020 had provided
challenges for some aspects of interaction between Board members
and with management

There was unanimous agreement that the Chair leads the Board in

an effective manner, fulfilling Principle F of the Code. The Directors
agreed that he demonstrates objective judgement, promotes a
culture of openness and debate, and facilitates constructive baard
relations and the effective contribution of all Non-Executive Directors.
This in turn supports Non-Executive Directors in fulfilling the
requirements of Principle H of the Code in providing constructive
challenge, strategic guidance, offering specialist advice and holding
management to account.
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The main areas identified by the Board for particular focus during
2021 were:

y supporting the new Chief Executive in delivering on his new vision
and strategy for the company, including evolving and monitaring
company cufture and refreshing risk analysis

~

ongoing attention to the balance between strategic considerations
and performance monitoring, including in respect of the type

and level of information received at Board level, the balance of
opportunities for debate and specific decision-making, the
assessment of appropriately revised KPI reporting and cansideration
of market insights

~

further supporting Pearson’s ESG sustainability agendas,
including DE&

-

supporting the company in its ongoing digital transition, including
ensuring it can continue to operate successfully in both digital and
non-digital worlds where relevant

-

ensuring that, despite ongoing pandemic restrictions, the Board,
Committees and executive management continue to enhance

their virtual interactions, including one-to-one discussions of the
evaluation’s findings and seeking opportunities for more virtual
engagement with the wider workforce as well as other stakeholders
where appropriate

In addition, a number of actions were taken during the year in response
to findings arising from the 2019 Board evaluation process facilitated
by the Senior Independent Director. You can read more about progress
onthese in the table below.

The Board has confirmed that these items were addressed ta its
satisfaction, with recommendations having been putinto practice
or a clear acticn 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.

Progress on findings of 2019 evaluation
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Individual evaluation

In addition to the evaluation of the Board as a whole, Executive
Directors are evaluated each year on their overall performance against
goals agreed by the Board, and in respect of 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 objectives as well as goals linked to culture, talent and brand.
Progress against each of these metrics is reviewed by the Boarden a
regular basis, as part of a dashhinard of KPlIs.

The Chair leads a formal individual evaluation of each Non-Executive
Director every other year and encourages open channels of
communication between Directors and the Chair on an ongoing basis.
In the Board's opinion, these ongoing lines of communication,
combined with a Group-wide cutture which allows and encourages
feedback at any time, provide the most effective means for evaluatian,
In assessing the contribution of each Non-Executive Director, the Chair
has confirmed that each continues to make a significant contribution
to the business and deliberations of the Board. The Non-Executive
Directors, led by the Senior 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.

Committee evaluation

All Committees undertake an annual evaluation process to review their
performance and effectiveness. For 2020, the Committee evaluation
process formed part of the wider Board evaluation led by the external
evaluator. The findings from this were initially considered by the Board
as awhole in December 2020 and are being assessed in more detail at
Committee level in 2021. More on this can be readin the Committee
reperis on the pages that follaw.

Finding Responsefaction taken

Refinement of the strategy,

in particular continuing to
develop the framework
supporting lifelong learning and
employability and ensuring clear
articulation of the strategy

The Board acknowledges the significant progress that has been made on development of the strategy, particularlyin
respect of the articulation of the five-year strategic vision. Support for Andy Bird as he articulates his new vision and
strategy for the company will be a key focus throughout 2021 and the Board is mindful of the need to balance the long-term
considerations with execution of short-term goals in a challenging environment for certain parts of the business.

Manitering and challenge of the
digital transformation, including
scrutiny of progression metrics
and oversight of the continued
roll-out of digital products

During 2020, the Board closety monitored progress on the digital transformation through the regular dashboard and deep
dives on US Higher Education Courseware, the Pearson Learning Platferm (PLP) and Global Online Learning.

Monitoring the risk of
transformation fatigue within

the organisation Engagement Network.

Throughout 2029, the Board monitored both the impact of ongoing transformation pressures on the workforce, and also
the impact of the global pandemic, through regular reperting of employee surveys and meetings with the Employee

An ongoing focus on customers,
including appropriate market and
behaviouralinsights to facilitate
the right level of scrutiny and

challenge by the Board or disposals.

During the year, the Board received updates on the competitive landscape and discussed customer trends during its regular
sessions on the US Higher Education Courseware business.

Additionally, the Board's milestones dashboard contains metrics regarding Pearson's performance in the markets in
which the company operates, and the competitive landscape is a factor considered in any proposals relating to acquisitions
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Committee Chair
Vivienne Cox

Members

Elizabeth Corley, Sherry Coutu,
Vivienne Cox, Tim Score and
Sidney Taurel

Committee responsibilities include:

=» Appointments

Identifying and nominating candidates for Board vacancies.

~? Balance

Ensuring that the Board and its Committees havethe
appropriate balance of skills, experience, independence,
diversity and knowledge ta operate effectively.

~>» Succession

Reviewing the company’s leadership needs with a view to
ensuring the continued ability of the organisation to
tompete in the marketplace.

-» Governance

Reviewing and overseeing Pearson's corporate
governance framework, including culture and employee
engagement, 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
plc.pearson.com/en-GB/company/business-operations.

Committee attendance

Attendance by Directors at Nomination & Governance
Committee meetings throughout 2020:

Meetings attended
Elizabeth Carlay w7
Sherry Cautu 77
Vivienne Cox 77
Josh Lewis' 2/2
Tim Score H7?
Sidney Taure! "1

1 Mrlewis retired from the Pearson Board and the Committee on
24 April 2020,

Role and business of the Cormmittee

The Committee monitors the composition and balance of the Board
and of its Committees, identifying and recommending to the Board
the appointment of new Directors and/or Committee mermbers.
The Committee has oversight of the company’s compliance with,
and approach to, all applicable regulation and guidance related to
corporate governance matters, The Committee also oversees talent
and succession plans for senior rofes.

Following the retirement of josh Lewis from the Board in April 2020,
the Committee comprises four independent Non-Executive Directors
and the Chair of the Board. The Chief Executive and other senior
management, including the Chief Human Resources Officer,

attend Committee meetings by invitation. All Committee

members demorstrated a strong attendance record during the

year {see left}. In addition to the scheduled meetings held during
2020, the Committee also met as required to consider the Chief
Executive succession process.

As Cotimittee Chair, | was pleased to be able to meeat same of aur
larger shareholders at an event in early 2020 and 1 rermain available
0 engage with any shareholders who have questions or comments
about the work of the Committee.

Areas of governance focus during 2020

Throughout 2020, a key area of focus for the Committee was the
continued consideration of the revised UK Corporate Governance
Code, which came into effect in 2019, in particular to ensure that the
agreed revisions to Pearson’s governance framework were working
effectively following implementation. As part of this, the Committee
received a status tracker at each meeting to enable it to consider the
appropriateness and maturity of various elements of the framework.
Notable items which the Committee discussed as part of its
governance oversight role included:

» areview of the effectiveness of the Employee Engagement Network
and broader range of workforce engagement mechanisms [see p81)

» developrent of a culture dashboard to aid the Committee and
Board's oversight of Pearson’s culture, reflecting cultural priorities,
experientialindicators and external benchmarking data (see p77)

> monitoring progress against the agreed areas of focus from the
2019 Board evaluation process (see p&3)

Other areas of focus for the Committee during the year included:
oversight of investor governance and voting policies and broader
governance thought leadership, particularly investor sentimentin
response to COVID-19; an annual review of the Board Diversity Policy
and adoption of revised accompanying objectives; and preparation for
and aversight of the externally facilitated Board evaluation process for
2020. The Committee alsg received periodic updates fram the Chief
Hurnan Resources Officer and members of the HR team in respect

of diversity and talent initiatives across the business - see p87 for
further detail.

Board search and appointments

Akey element of the Committee’s remit is to lead the process for

Board appointments 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 Directars ta demanstrate the highest level of
integrity and credibility, independence of judgermnent, maturity,
collegiality and the commitment to devote the necessary fime.
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As part of its regular succession planning activity, and with regard te
the upcoming retirements of Ms Cox and Mr Lynton from the Board
at the 2021 AGM, the Committee launched a Non-Executive Director
search process in the second half of 2020. In preparing for this search,
the Chair of the Board and all existing Non-Executive Directors were
asked to complete a self-assessment of the skills and experience
which they helieve they each hring to the Board. The results of this
assessment were mapped against Pearson’s areas of strategic focus
and the anticipated Non-Executive Director retirement timelines in
nrcer toidentify the key characteristics desired inaiy potentlal new
Board members and the crder of priority for hiring. The Committee
agreed that it was particularly interested to identify candidates who
would bring a combination of skills and expertise in the following areas:

» global or multinational executive experience, particularly relating to
leading complex companies through digital transformations

» UK listed company governance
» digital and/or data analytics
> direct to consumer experience

Taking into account the agreed persan specification, the Committee
has engaged Russell Reynolds Associates to undertake a search
process for new Non-Executive Directors. In line with the objectives of
the Board’s Diversity Policy, the Committee has asked Russell Reynolds
Asscciates to ensure that the list of candidates reflects diversity of
gender and ethnicity as well as diversity in its broadest sense.

Atthe end of 2019, following the anncuncement by John Fallen of his
intention to retire from the Pearson Board, the Committee commenced
a search process for a new Chief Executive, accelerating the ongoing
succession planning processes which are regularly reviewed by the
Board. The Chief Executive search process was led by the Chair of the
Board, Sidney Taurel, and the Committee, led by Ms Cox, was engaged
in the management of the process which was reviewed several times
by the full Board. The search process resulted in the appointment of
Andy Bird who became Pearson’s Chief Executive on 19 October 2020.

Andy Bird was initially identified as a potential future Chief Executive
candidate in 2019 as part of ongoing succession planning processes
conducted by the Board. Although Mr Bird was notin a position to
pursue the opportunity to beceme Chief Executive once Mr Fallon had
announced his intention to retire, Mr Taurel recognised that Mr Bird's
skills and wealth of experience would nevertheless be invaluable

to Pearson, leading to the Board's decision to appeint him as a
Non-Executive Director with effect from 1 May 2020. Upon joining

the Board, Mr Bird quickly realised the full potential of Pearson and
hecame receptive to taking on the Chief Executive role.

The search process, which included internal and external candidates,

+ was hased upon selection criteria including traits such as:

» Highly successful experience in leading a large, internaticnal business
» Experience In digital transformation and disruption

» Track record of shareholder value creation

» Experience in brand building

» Cultural fit with Pearson values combined with the ability to effect
and accelerate change

» Aninterestin education

» Strong reputation, integrity, independent thinker
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Nominaticn & Governance Committee
meeting focus during 2020

=» Appointments and succession

» Executive and Non-Executive Director succession planning and
search activity, including appeintment of Andy Bird

» Review of Directors’ commitments guidance framework

» induction outline for new Directors including feedback from
recentappointees

=3 Balance

> Membership of Board Committees
> DE&linitiatives at Pearson

» Review and approval of Beard Diversity Policy and revision of
accompanying objectives

= Governance

» Board evaluation preparation and findings

y Compliance with UK Corporate Governance Code

> Review of effectiveness of the Employee Engagement Network
> Cversight of development of culture dashboard

> Review of Committee terms of reference

» Review of Chair, Chief Executive and SID responsibilities

The thorough and rigorous search process, in which around 100
individuals were considered, yielded several highly qualified
candidates, The Board was satisfied that Mr Bird met and exceeded
the selection criteria and was the standout candidate and accordingly
approved the prospective appaintment of Mr Bird as Chief Executive,
Mr Bird was not a member of the Nomination & Governance
Committee and furthermore was excluded from any Board discussions
or decisions relating to Chief Executive succession when he himself was
a candidate. The prospective appointment of Mr Bird as Chief Executive
announced in August 2020 was subject only to shareholder approval of
certain elements of his remuneration package. Read more in the
Directors’ Remuneration Report on p100

Pearson was assisted in the search process by Russell Reynolds
Associates (search activity) and Jan Hall Consulting Limited (trading as
‘No. 4 (advisory activity). In addition to the Non-Executive Director
and Chief Executive search processes, Russell Reynolds Associates
undertakes broader executive search activity for the Groupandis a
signatory to the Voluntary Code of Conduct for Executive Search Firms.
During 2020, in addition to advisory activity relating to the Chief
Executive search, No. 4 was engaged to facilitate the annual Board
evaluation process.
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Nomination & Governance Committee report

Committee evaluation

In 2020 the Committee evaluation formed part of the wider Board
evaluation process facilitated by No. 4, The process sought views
through a series of one-ta-one interviews from all members of the
Board, the Pearson Executive Management team, the Company
Secretary and his deputy, and areas covered included the effectiveness
and dynamics of the Committee, the guality of papers and meeting
discussions and the relationships between the Committee

and management.

The Committee was considered to have operated effectively
throughout 2020 with a clear agenda, focused on the issues of

greatest importance, and was led effectively by its Chair. Following

the appointment of a new Chief Executive, it is recognised that the
Committee will now pivot its attentions to supporting the Board in
respect of broader executive succession planning and the development
of the talent pipeline,

Committee aims for 2021

In 2021, the Committee 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 continuing to ensure a world-class corporate
governance framework. We will continug to monitor Pearsor’s culture
in support of the Board's broader oversignt of culture and
organisational health, We will also hold updates on DE&) and talent and
succession, ensuring that the overall frameworks through which the
Board oversees these matters are thorough and rabust. Additionatly,
the Committee will oversee the Board evaluation process and monitor
progress against the findings from the most recent cycle, and will
continue to lead Nan-Executive Director search activity, as required,
inaccordance with Pearson's well-established succession plans.

Vivienne Cox
Chair of Nomination & Governance Committee

Diversity across Pearson

One of the legacies of 2020 is the elevated awareness and
conversations around racial justice and inclusive leadership.

The Board has taken a close interestin the company response and in
October approved a detailed action plan setting out a series of goals
and 50 key initiatives for implementation over the next 12 to 18
maonths, The Board intends to continue to pay attention to how the
plan is progressing and the impact it has on increasing diverse
representation and in tackling systermic racism at Pearsan.

Our Code of Conduct sets out our global standards and responsibilities
with regard to DER( at all employee levels, including the Pearson
Executive Management team, and covers many aspects, including
gender, age, ethnicity, disability and sexua! orientation. This is
underpinned by a global statement on DE&! along with country-

and business-specific policies. The Global DE&! Council chaired by
Chief Executive, Andy Bird, oversees progress onthe company DE&I
strategy at Pearson. This comprises around 30 members representing
employee resource groups, business leaders as well as allies and
advocates. For more information on the company's approach 1o DE&,
see p50in the Sustainability section.

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 that inclusive 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 underlying principles with regard to
Board balance and diversity, including in respect of ethnicity. gender
and age. The objectives set outin the Board's Diversity Policy and our
progress towards these objectives are shown in the table opposite, The
Committee ensures that the Directors of Pearson demonstrate a broad
balance of skiffs, background and experience, to support Pearson’s
strategic development and reflect the global nature of our business.

The Committee also ensures that appointments are made on merit
and relévant experience, while taking into account the troadest
definition of diversity. In the current Non-Executive Director search
process, the Commitiee has encouraged the retained search firm to
place an emphasis on putting forward candidates who will enhance the
overall diversity of the Board,

The gender diversity of the Board was 45% femaie representation as
at 31 December 2020 (2019: 33%), exceeding the recommendations
suggested by the Hampton-Alexander Review aimed at having at least
33% fernale representation on the Board by 2020. Pearson also
satisfies the recommendation in the Parker Review that at least one
Director should be from an ethnic minority background ahead of the
2021 target date.

The Board evaluation process conducted in 2020 found that, although
Directors believe that the Baard'’s diversity in terms of gender is good,
more should be done in respect of other types of diversity, particularly
raciat and ethnic diversity. Additionally. the Board will pay particular
attention to cognitive diversity in its succession planning and talent
activity, ensuring that Pearson can benefit from the different
viewpoints and ways of thinking and working demonstrated by a
cognitively diverse group.

in tight of the global events of 2020 and reflecting Pearson’s
commitments to create a more equitable and inclusive company,

we are determined that, as a Board, we must also be representative of
our employee base and wider society, including the countries in which
we operate. We have therefore adopted revised targets in support of
our Board Diversity policy, namely that we will strive to achieve and
maintain a Board composition of:

> at least 40% femaile Directors (previous target: 33%}
» atleast two Directors of colour {previous target: one}

In addition to consideration of the Board Diversity Policy, the
Nomination & Governance Committee continued its wider oversight
of DE&A. This year, the Committee considered inclusion in the
context of a wider proposal on culture as well as a detailed reporton
disability inclusion as part of the company commitment to Valuable
500. For mare information on Valuable 500, see p45inthe
Sustainability section.
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Diversity and talent in Executive pipeline

On our Executive team, there are currently three women out of 10
members (30%) - this excludes the Chief Executive and Chief Financial
Officer who are counted in the Board's metric (2819; 22%). Including the
Chief Executive and Chief Financial Officer, this rises to 33% women

. (four women out of 12 members) (2019: 18%). As of 31 December 2020,
* the number of wormen forming part of the senior management team,

i.e, the Pearson Executive Management team and their direct reports,
including the Company Secretary, as required by the Code, is 35
women, representing 36% of that group (2019: 34%).

We have a multi-pronged plan in place to build cur pipeline of women
in leadership and senior management positions, and the Board

and Committee will carefully monitor their development, and the
development of all key talent. The Committee also received an update
on an internal mentoring scheme whereby each Director is paired with

Board diversity objectives
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a high-potential female leader at Pearson. This launched at the end of
2018 and, following a successful first cohort in 2019, the Committee
agreed during the year that the programme should continue in 2021
with a further cohort of participants. As part of its review of the
mentoring scheme in 2020, the Committee also discussed learnings
from the first year of the programme and agreed with HR certain
additicnal measures to augment the support provided to both
mentors and mentees for future cohorts.

Pearson operates a portfolio of accelerated learning and career
development experiences targeted at the Executive pipeline.

In 2020, the Global DE&I Council launched a pilot sponsorship
programme for diverse talent, focusing particularty on ethnicity

and gender, The pilot is designed to assess how sponsarship and
senior-level advocacy in the workplace can produce career dividends
for protégés and for their sponsors. The model has subsequentlybeen
adopted across the company.

During the year, the Committee received a detailed progress update on the company’s DE& strategic approach, framewaork, governance and
measurement models and priority areas. As part of this deep dive, the Committee reviewed and updated the objectives which underpin the
Board Diversity Policy. The current objectives, and Pearson's performance against them, are set out below:

Objectives

Progress

We will strive to achieve and maintain a Board compaosition of:
@ » atleast 40% fernale Directors
e » atleast two Directors of colour.

0 The Board includes 45% female Directors at 31 December 2020.
e The Board includes one Director who identifies as Mixed - White & Black

Caribbean, Diversity, including of race and ethnic background, is a pricrity
area of focus in cur cngeing Non-Executive Director search process.

All Board appointments will be made on merit, in the context of the skills
and relevant experience that are needed for the Board to oversee Pearson's
strategic development and that reflect the global nature of our business.

The Chief Executive search process in 2020 considered a wide range

of candidates, including from diverse backgrounds, all of whom were
evaluated onthe basis of merit. The process resulted in the appaintment
of Andy Bird whom the Board believes possesses the requisite skills and
experience for the role.

The Board will continue to incorparate a focus on a diverse pipeline in its
succession and appointment planning including to prioritise the use of search
firms which adhere to the Voluntary Code of Conduct for Executive Search
Firms (the Voluntary Code) when seeking to make Board-level appointments.

Russell Reynelds Associates assisted Pearson with search activity

during 2020, including the external element of the Chief Executive search,
and have been appeinted in respect of current Non-Executive Director
search process. Russell Reynolds Asscciates are a signatory to the
Voluntary Code.

The Board will continue to adopt best practice, as appropriate, in response
to the Hampten-Alexander Review and the Parker Review.

The recommendations of the Hampton-Alexander Review and Parker
Review in respect of gender and ethnic diversity have been noted by the
Board, and were considered as part of the Committee's diversity deep
divein 2020,

The Board will consider its composition and diversity as part of its
consideration of effectiveness in the Board evaluation review process.

Q These matters were considered in the 2020 evaluation process.

Read more on p82

Where appropriate, we will assist with the development and support of
initiatives that promote all forms of DE&I in the Board, Pearson Executive
Management team and other senior management.

Board mentoring scheme of senior leadership talent ran throughout
2019, Following its success, the Nomination & Governance Committee
has approved a further round of the programme which will commence
In 2021,

We will review and report on aur progress in line with the pelicy and our

; objectivesin the annual report, including providing details of initiatives to

premote DE&I In the Board, Pearson Executive Management team and other
senior managerent.

o The Nomination & Governance Committee reviewed the Board's

Diversity Policy and accompanying objectives during the year, as well as
developments on DE&I in the external landscape.

We will continue to make key DE&I information, about the Beard, senior
management and our wider employee population, available in the annua!
report, and aim for ongaing transparency in this area in line with best practice.

o This information is included in the annual report. Read more about DE&|

matters in the wider employee population on p50

oTarget achieved @Changed targat °Target not met



88 Pearson plc Annual repert and accounts 2020

Committee Chair
Linda Lorimer

Members

Andy Bird, Vivienne Cox, Linda
Lorimer, Michael Lynton, Graeme
Pitkethly and Lincoln Wallen

Committee respansibilitiesinclude:

=» Reputation & stakeholders

Pearson’s reputation amang major stakeholders, including
governments, investors, employees, customers, learners
and the education community.

=> Risk

Oversight of Pearson's approach to reputational risk,
and ensuring that dear roles have been assigned forthe
management of the reputation dimension of risks identified.

=¥ Sustainability & ethics

Oversight of Sustainable Business Plan 2030 and
performance against sustainability goals and commitments.
Ethical business standards, including Pearson's approach
toissues relevantto its reputation as a responsible
corporate citizen,

=> Brand & culture

Management of the Pearscn brand to ensure that its value
and reputation aze maintained and enhanced. Pearson’s
approach to monitoring and supporting the values and
desired behaviours that form our corporate culture.

=> Strategy

Strategies, poficies and communication plans reiated to
reputation and responsibility issues and the people and
processes that arein place to anticipate and manage them.

Reputation & Responsibility Committee report

Reputation & Responsibility Committee role

The Committee works to assess and advance Pearson’s reputation
across the range of its stakeholders and to maximise the company’s
impact on society and the communities in which we work and serve.

The Committee reviews matters that are material to Pearson’s
stakeholders and the company’s long-term sustainability. it regularly
receives reports about issues and incidents that could adversely
affect the company's reputation, including issues raised by regulators.
We promote Pearson's sustainability plan and assess the progress

in advancing its tenets as well as monitor the Pearson brand. The
Committee works in alignment with the company’s Responsible
Business Leadership Council, which cormprises senior leaders from
across the company, As Committee Chair, | am available to engage with
any shareholders who have questions or comments about the work of
the Committee,

Committee composition

Following his appointment to the Board in 2020, Andy Bird was
welcomed as a member of the Committee and, as the new

Chief Executive, will continue on the Committee. We benefit from
the regular attendance of those senior executives whose work is
central to the remit of the Committee; these include the Chief
Marketing Officer and Co-President of Direct to Consumer, the
Chief Legal Officer, the Chief Strategy Officer, and Senior Vice
President - Government Relations & Sustainability.

Areas of focus during 2020

At each meeting, the Committee has a report on recent incidents and
issues that could have an impact on the company’s reputation.

Throughout the year, the Committee paid particular attention to the
impacts of COVID-19 on our stakeholder groups, and considered
Pearson’s response across a number of different areas. In particular:

» we discussed the digital learning resources that had been made
available free of charge to support teachers and learners during the
early maoniths of the pandemic. Later in the year, we revisited this topic
with leaders of the efficacy and research team to gain insights into
the views of teachers and learners after a number of months of using
the products, and considered how their feedback could be taken inte
accountin future product development cycles

Terms of reference

w

in conducting deep dives into health and safety and safeguardirig,
both principal risks for Pearson, we discussed the increasing
prevalence of wellbeing issues in young peaple resulting from
COVID-19. We also considered management’s approach to
safeguarding in online schooling, a matter of considerable
importance, particularly given the substartial increase in
students learning onfine in 2020

The Committee has written terms of reference that
clearly set outits authority and duties, These are reviewed
annually and can be found on the company website at
plc.pearson.com/en-GB/company/business-operations.

Committee attendance

Attendance by Directors at Reputation & Responsibility
Committee meetings throughout 2020:

~

following the cancellation of UK exams in summer 2020,
we considered with senior leaders from the UK business the
impacts on schools and students and reviewed our engagement

Meetings attended

Andy Bird! 3/3 with the UK Government and exams regulator. We also discussed the
Vivienne Cox 4/4 lessons that could be learned from COVID-19to help to shape the
Linda Lorimer a4 future of school assessment

Michael Lyntan 4/4

Graeme Pitkethly 4/4

Lincoln Wallen 4/4

1 Mr Bird was appointed to the Committee on 1 May 2020.
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» we focused on the impacts of COVID-19 on employees with particular
attention on wellbeing and working practices. We considered the
steps being taken to protect those employees weorking in public-facing
roles and evaluated the framework developed to govern decisions
around returning to the office for employees who had shifted to
remote working, The Committee began to discuss how Pearson's real
estate needs might change post-pandemic with more remote or
hybrid work arrangements likely to develop

Another key area of fowus fur the Conmillee is uversighl ol iatlers
relating to sustainability and climate change. Sustainability is at the
heart of many issues that are central to Pearson's future and is a

strong area of interest for our core customers as well as mary of our
investors, We considered the three main pillars for our Sustainable
Business Plan 2030 and, building on our cenversations in 2019, we
discussed the detailed goals, milestones and timeline underpinning the
plan. We monitored developments to strengthen our commitments to

| asustainable supply chain, hearing about the implementation of a new

sustainable supplier risk management model. Additionally, following
discussions with sustainability colleagues on Pearson's approach to
climate change reparting, we recommended that Pearson become a
supporter of the Task Force on Climate-related Financial Disclosures
{TCFD); thereafter, the company publicly declared its commitment to
the TCFD and its recommendations. You can read more about
Sustainability on pp40-55

Social justice was an important matter throughout the company in
2020, as described on p27. The Cemmittee focused on the work of
i theinternal DE& task force as it pertained to our customers,

One initiative has been to strengthen Pearson’s editorial policy to
ensure our products and services demonstrate diverse, equitable
and inclusive language and content, An additional set of guidelines
were published in February 2021 and will be used in creating new
educational content as well as in reviewing existing content. The
Committee also suggested ways to broaden the diversity of Pearson's
pool of authors, collaborators and peer reviewers so maore people of
colour are included.

Committee evaluation

In 2020, the evaluation of the Committee was included as part of the
wider Board evaluation process led by an external facilitator, Jan Hall
of No. 4 Consulting. She conducted one-on-one interviews with each
Director, the Pearson Executive Management team, and the Company
Secretary and his deputy to secure views about each Committee as
well as the company generally. The evaluation found that all members
felt positive about the work of the Committee, found its discussions
thoughtful and the papers for review comprehensive.

Progress on findings of 2019 evaluation

i The 2019 evaluation, where the Senior Independent Director

interviewed each Board member, highlighted the increasing
importance of the Committee’s work and the growing roster of matters
within its remit. As a result of this feedback, the Committee committed
to scheduling four meetings each year and will endeavour to schedule
them when either the Board Chair or Chief Executive or both can
attend. During 2020, both the Board Chair and Chief Executive
attended all of the Committee's meetings.

Committee aims for 2021
Over the next year, the Committee’s work will be especially attentive

: to our growing emphasis on direct to consumer products and services

and to overseeing the risks and opportunities associated with our
growing cansumer relationships. We will continue to explore Pearson’s

B9

material sustainability issues as part of our oversight of the Sustainable
Business Plan 2030 and monitor progress towards meeting the TCFD
recommendations. There will be continuing attention to data privacy
and the ethical use of data, which are increasingly important matters
as the company becomes mere digital. The Committee will also
oversee Pearson's framework of engagement with all stakeholder
groups and consider the broader workplace culture, as we all continue
ta evolve our ways of working and learning as a result of COVID-19.

Linda Lorimer
Chair of Reputation & Respaonsibility Committee

Reputation & Responsibility Committee focus
during 2020

= Reputation & stakeholders
» Issues and incidents reports
» UK schoal exams - COVID-19 impact and response

> Reperting and transparency - investor feedback
and insights

» Internationai reputation management

» Global governmentrelations

> Learners and institutions - supporting remaote learning
> Globallearner survey

> Stakeholder engagement framework

=» Risk
» Safeguarding

» Health & Safety
» Supply chain and partnership risk

= Sustainability & ethics

> Sustainable Business Plan 2030 - strategy, piliars
and cammitrments

> Sustainable supply chain
» Climate change and TCFD
> Medern Slavery Act statement

» Access to education for underserved groups

=> Brand & culture

» Brand update
» COVID-19 - supperting cur employees
> Future workplace and return to office

=» Strategy

» DE&I in cur products and content
> Annual communications plan
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Audit Committee report

Committee Chair

Tim Score

Members

Elizabeth Corley, Vivienne Cox,
Linda Lorimer, Michael Lynton,
Graeme Pitkethly, Tim Scare and
Lincoln Wallen

Committee responsibilities include:

=» Financial reporting

The quality and integrity of financial reporting and
statements and related disclosure, including significant
reportingjudgements.

=> Policy

Group policies, including accounting policies and practices,

=» External audit

External audit, including the appaintment, qualification,
independence and effectiveness of the external auditor.

=? Interna! audit, risk & internal control

Risk management systems and the internal control
envirenment including oversight of the work and
effectiveness of the internal audit function.

=» Compliance & governance

tegal and regulatory reguirements in relation to financial
reporting and accounting matters and oversight of
cornpliance programmes and investigations.

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
plc.pearson.com/en-GB/company/business-cperations.

Committee attendance
Attendance by Directors at Audit Committee meetings
throughout 2020

Meetings attended
Elizabeth Corley 4/4
Vivienne Cox 4/4
tinda Larimer 4/4
Michael Lynten 474
Graeme Pitkethly 4/4
Tim Score 4/4
Lincoln Wallen 4/4

Audit Committee role

The Committee has been established by the Board primarily for the
purpose of overseeing the accounting, financial reporting, internal
control and risk management processes of the company and the audit
of the financial statements of the company. As a Committee, we are
responsible 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 Vice President - Internal Audit has a dual reporting line to
the Chief Financial Officer and to me, and external auditors have direct
access to the Committee to raise any matters of concern and to report
on the results of work directed by the Committee. As Audit Committee
Chair, | report to the full Board at every Board meeting that follows a
Committee meeting. | also work clasely with the CFQ and senior
financial, risk, legal and internal audit personnel outside the formal
meeting schedule to ensure rabust oversight and challenge in relation
to financial control, compfiance and risk management, As Committee
Chair, | was pleased to be able to meet some of our larger shareholders
at an event in early 2020 and | remnain available to engage with any
shareholders who have questions or comments about the work of

the Committee.

Audit Committee meetings and activities
Areas of focus during 2020

In an unprecedented year, the implications of COVID-19 were a
consistent theme of focus for the Committee throughout 2020,

In April, we considered Pearson's response to, and early impacts
from, COVID-1%in respect of areas that fall within the Cornmittee's
remit, including:

w

crisis management and business continuity planning - we discussed
with risk and technolegy personnel the support being provided to
employees and custamers to enable them to continue to work safely
and effectively in the developing pandemic

~

financial reporting and liquidity considerations with particular
reference to the escalation of the pandemic during March, in
response to which Pearsen issued an additional trading update to
the market on 23 March and provided enhanced and updated
disclosures in its external reporting to reflect COVID-19 impacts

~

the decision to pause the tender process for Pearson's external audit,
which was made in order to ensure a fair tender process and to take
into account additional demands on internal teams and audit firms in
theirmmmediate phase of response and adjustment to the pandemic

At every meeting, the Committee considered reparts on the activities
of the internal audit and compliance functions, including the results

of internal audits, project assurance reviews and fraud and
whistleblowing reports. The Committee also monitored the company’s
financial reporting precedures, discussed the finance and IT contrals
environment, reviewed the services provided by PwC and considered
any significant legal claims and regulatory issues in the context of their
impact on financial reporting, each on a regular basis.

A further key role of the Cormnmittee is to provide cversight and
assurance to the Board with regard to the integrity of the company’s
procedures for the identification, assessment, management and
reporting of risk. During 2020, 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 on p60
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¢ View the key activities of the Audit Committee below.

 Additional meeting attendees

The Chief Financial Officer, other executives and senicr managers
from across the business also attended meetings during the year,
either as regular invitees of the Committee or to discuss particular
items of business. This direct contact with key leadership augments
the Committee's understanding of the issues facing the business as
well as helping to develop Pearson's talent pipeline through facilitation
of board-level engagement opportunities for those leaders and
managers. The Chair and Chief Executive each attend Committee
meetings regularly at my invitation, with the Chief Executive
particularly attending for discussion of matters with an operational
and customer focus. The Committee also meets regularly in private
with the external auditors and with the Vice President - Internal Audit,
and as required with the Chief Legal Officer and Vice President -
Glokal Compliance.
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Audit Committee training and knowledge sharing

The Committee receives technical updates at each meeting, including
on matters such as accounting standards and the auditand
governance landscape, and members are able to request specific or
personal training as appropriate. In particular, we have kept abreast of
developments relating to audits at a legislative and regulatory level,
in¢luding the FRCs principles for operational separation for audit firms.

Committee members also meet with tfocal management on a periodic
hasis, such as when travelling for overseas Board meetings, in order to
gain a better understanding of how Pearson’s policies are embedded in
operations. We hope to resume our pregramme of meeting in person
with local management teams as soon as travel restrictions permit,
and in the meantime the Committee continues to engage with a wide
range of senior management and technical specialists through virtual
methods in order to inform our discussions.

Audit Committee meeting focus during 2020

=» Financial reporting
> Accounting and technical updates
> Impact of legai claims and regufatory issues on financial reporting

» Fair, balanced and understandable reporting, going concern and
viability statements including supporting analysis

» 2019 annual report and accounts: preliminary announcement,
financial statements and income statement

= Policy

» Accounting matters and Group accounting policies

> Annual review and approval of external auditors’ policy

=) External audit

» Provision of non-audit services by PwC
» Receipt of external auditors' report on Form 20-F and year-end audit
> Reporton half-year procedures

» Reappointment of external auditers

=¥ Internal audit, risk & internal control

» Internai audit activity reports and review of key findings
» Organisational risk management

» 2021 internal audit plan

» Assessment of the effectiveness of internal audit function,
internal control environment and risk management systems

=» Compliance & governance

» Fraud, whistleblowing reports and compliance investigations

» Caompliance with accounting and audit-related aspects of the UK
Corporate Governance Code

» Review of interim results and trading updates

» Form 20-F and related disclosures, inciuding annual Sarbanes-Oxley Act
section 404 attestation of financial reporting internal controls

» Significantissues reporting

> Treasury pelicy and reporting

» Tax strategy, including an update on EU state aid and impact of
global tax reforms

» Confirmation of auditor independence

» 2020 external audit plan

> Remuneration and engagement letter of external auditors
» Review opinion on interim results

» Review of the effectiveness of external auditors

> Qversight of The Enabling Programme

> Risk deep dives: information security; data privacy; treasury and
insurance; anti-bribery and cerruption (ABC); tax; business resilience

» Controls Centre of Excellence updates, see more or: p98
> Appointment of new Vice President - Internal Audit

» Audit Committee, Verification Carmmittee and Internal audit function
terms of reference

» Schedule of authorities
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Audit Committee report

Committee focus areas for 2021
The Committee’s focus areas for 2021 will include:

» Oversight of Pearson’'s risk landscape, the approach to which will be
refreshed reflecting: external trends; learnings from the pandemic
response; and strategic areas of focus

» The tender process for Pearson’s external audit. See p94 for
further information

» Oversight of the shift to five new reporting segments, reflective of
our five new business divisicns.

Committee evaluation

Building upon the positive findings of the previous year’s evaluation
process, in 2020 the Committee evaluation formed part of the wider
Board evaluation process facilitated by Jan Hall Consulting Limited
{trading as ‘No. 4'). The process sought views through a series of
one-to-one interviews from all members of the Board, the Pearson
Executive Management team, the Company Secretary and his deputy,
the Vice President - Internal Audit and the lead external audit partner,
and areas covered included the effectiveness and dynamics of the
Committee, the quality of papers and meeting discussions and the
relationships between the Committee and management.

The evaluation found that the Committee is seen by all Board members
to function weli with appropriate agendas, papers produced to a good
standard and high-quality discussions. The deep dives are perceived

to be an the right topics and given the proper time and attention,

and the Chair was recognised as having a constructive relationship
with management. Risk management was a particular theme discussed
in the evaluation process, from both a Committee and full Board
perspective, and there was general agreement that risk is managed
well at Pearson. One specific recommendation related to increasing
the Committee’s focus on mapping the key risks to the sources of
assurance, although this was not thought to be a major gap. This will be
taken inte account in the refresh of Pearson's approach to its risk
landscape during the coming year.

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 report timetable to ensure that the full Board receives sufficient
opportunity to review, consider and comment on the report asit
progresses. Learn more about fair, balanced and understandable
reporting on p125

Financial reporting and policies

In February 2021, the Committee considered the 2020 annual report
and accounts, including the preliminary results announcerment,
financial statements, strategic report and Directors’ report. The
significant issues considered by the Comnmittee relating to the 2020
financial statements are set out on p96.

Financial Reporting Council (FRC)

In September 2020, the Group received correspondence from the FRC's
Corporate Reporting Review Team who had reviewed the 2019 annual
report and accounts. The FRC's role is to cansider compliance with
reporting requirements and is based solely on the Group's published
2019 annual report and accounts. Their review does not provide
assurance that the 2019 annual report and accounts is correctin all
material respects, The FRC raised twe enquiries, enwhich the Group
was required te respond to help the FRC Corporate Reporting Review
Team understand how the Group had satisfied the relevant reporting
requirements. The queries related to:

» impairment review and goodwill allocation
» supplier financing arrangements

In addition, the Group was encouraged to make improvements in
relation to a number of observations made by the FRC on the 2019
annual report and accounts, if material and relevant.

In October 2020, the FRC Corporate Reporting Review Team
confirmed that they had closed all of their enquiries. The suggested
improvements have been incarporated into the 2020 annual report
and accounts where material and relevant.

Risk assessment, assurance and integrity

As a Committee, we reviewed cur organisational risk management
processes and discussed risk status reports at our meetings in July
and December. In particular, we considered three themes which run
throughout Pearson’s principat risks — people, process and technology.
As part of this biannual review, we consider any significant changes to
the Group's risk profile or new issues arising, and discuss Pearson's
risk map including: our appetite for key risks; the probability of these
arising and impact if they do; and any mitigating arrangements in place.
During 2020, we also conducted a number of deep dives into selected
principal risks including data privacy, informaticn security, tax,
anti-bribery and corruption, and business resilience. You can read
more about Pearson’s principairisks and uncertainties cn p60

At our meeting in December 2020, and again in February 2021,

we considered the plans to evolve Pearson’s organisational risk
management approach through an increased use of deep dives,
These will allow cur internal risk team to immerse themselves in
particular areas of the business, including consideration of Pearson's
cutture, and to understand associated existing and horizon risks in a
holistic manner, As a Committee, we are supportive of this review of
our risk environment in the context of Pearson’s new strategy and
will receive updates on the outputs of this work at each Committee
meeting moving forward. Read mare about the Board's responsibility
for risk on pS8

Members

As at the date of this report, the Committee comprises seven
independent Non-Executive Directers, all of whom 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
similar large organisations. The Committee possesses a good balance
of skills and knowledge with competence and experience covering

all aspects of the sectorsin which Pearson operates - education,
digital and services - and the company’s key geographic markets.

Tim Score, Chair of the Cornmittee since April 2015, is the company's
designated financial expert, having recent and relevant financial
experience, and is an Associate Chartered Accountant. He has also
previously served as Audit Committee Chair for The British Land
Company plc and Naticnal Express Group plc. The qualifications and
relevant experience of the other Committee members are detailed
on pp69-70
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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, finandcial,
operational and compliance risks. The Vice President - Internal Audit
reports formally to the Chair of the Audit Committee and the CFO and
is responsible for the day-to-day operations of internal audit and
execution of the annual audit plan, The Committee Chair worked
closely with senior management on the process for appointing a new
Vice President - Internal Audit, whose formal appointment was a
matter for the full Committee's approval in early 2020.

The internal audit mandate is approved annually by the Audit
Committee. The audit plan and any changes thereto are also reviewed
and approved by the Audit Committee throughout the year. The
internal audit plan is aligned to our greatest areas of risk, as identified
by the organisational risk management 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 allow internal audit to menitor
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 plah implementation and may re-test
controlsif necessary. Progress of management action plans is reported
to the Audit Committee at each meeting. Internai audit has a formal
collaberation process in place with the external auditors to ensure
efficient coverage of internal controls. Regular reports on the findings
and emerging themes identified through internal audits are provided

" to Executive management and, via the Audit Committee, to the Board.

. In 2020, internal audit carried out engagements across Pearsen’s
- business units and enabling functions covering the majority of the

principal risks. The audit plan is dynamic and additional work was
done to assess the company’s response to COVID-19, with particular
focus on third-party risks.

Internal audit evaluation

At its December meeting, the Committee considered the findings of
the review of the performance and effectiveness of Pearson's internal
audit function, a process which is undertaken annually. The 2020
review was conducted by distributing a questionnaire to the key
stakeholders of the internal audit function - including Committee
members, the lead external audit partner, members of the Pearson
Executive Management team, and senior financial, legal and
operational management,

Based on the findings of the Committee’s 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. A specific area identified during the
internal audit evaluation was to ensure that the way the function is
staffed continues to reflect Pearsan’s strategy, including through
ensuring appropriate skills in the internal audit team in the areas of data
analytics, programme assurance and auditing digital transformation.

In 2019, the Internal Audit function underwent its first independent
external assessment, in ling with the requirements of the international
Standards for the Professional Practice of Internal Auditing, which

was facilitated by Protiviti. The findings indicated an effective internal
audit function that conforms to the Institute of Internal Auditors’
International Standards. Opportunities for improvement noted as part
of the 2013 assessment largely related to the quality of supporting
documentation. In 2020, progress has been made in this respect with
greater rigour in the documentation and review of audit engagements.
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Compliance, fraud and whistleblowing

The Vice President - Global Compliance oversees compliance with cur
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 receives an update at each
meeting on all significant investigations as well as data regarding
matters raised through our whistleblowing reporting systern, with any
findings of the external auditors with respect to a particular matter
considered as appropriate as part of these discussions. On behalf of
the Board, the Committee also considers an annual review of the
effectiveness of the whistleblowing system including through
enchmarking against peers and monitoring progress against previous
years’ findings. The Committee Chair's regular reports to the Board
include a review of whistleblowing matters of note and all Board
members participated in a sessicn with the Vice President - Global
Compliance to review compliance investigations and reports for 2020.

The Pearson anti-bribery and corruption (ABC) programme provides
the framework to support our compliance with various ABC regulations
such as the UK Bribery Act 2010 and the US Foreign Corrupt Practices
Act, and the Committee conducts a deep dive into the ABC programme
on an annual basis.

In 2020, the Committee heard about enhancements to the
investigations policy, playbook and Compliance Council. The Council is
designed to reinforce good governance around disciplinary and other
remedial measures necessary in response to any large investigative
findings. In addition, beth COVID-19 and the social justice movement
of 2020 impacted the investigations programme. COVID-19 |ed to
challenges in conducting investigations remotely and we saw an
increase in reports to HR in respect of COVID-19-related matters,

In response to the social justice movement, the Global Compliance
Office enhanced SpeakUp efforts with employee resource

groups, strengthened our anti-racism stance in our Code of

Conduct, and included an ‘acts of racism’ category in our
PearsonEthics.com platform.

External audit
Oversight of external auditors

The Cemmittee reviews and makes recommendations to the Board
in respect of the appointment and compensation of the external
auditors. These recommendations are made by the Committee after
considering the external auditors’ performance during the year,
reviewing external auditor fees, conducting an effectiveness review,
and confirming the independence, objectivity, qualifications and
experience of the external auditors.

In conducting its review of the effectiveness of external auditors

and making its recommendation to re-appoint PwC for 2021, the
Committee had regard to certain factors set out in the FRC's Audit
Quality Practice Aid for Audit Committees. In particular, the Committee
considered its own observations and interactions with the external
auditors, the annual transparency regort pubiished by PwC, including
in relation to their internal quality control procedures, and the
programme of work conducted by the auditors and their reports

on thatwork.

The external auditors’ effectiveness review was conducted by
distributing a questionnaire to key audit stakeholders, including
members of the Audit Committee and key managementwho interact
with the external auditors on a regular basis, including: Chief Financial
Officer; Deputy CFQ; Vice President - Internal Audit; Vice President -
Qrganisational Risk and Resilience; Vice President - Global Compliance;
Senior Vice President - Finance for each business area; and other heads
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of corporate functions. The process scught views on many aspects of
Pw(’s work and interactions with the company, including the degree to
which they demonstrate professional scepticism, integrity and
judgementin their work, and their mindset, skills and knowledge.
Having reviewed the effectiveness and independence of the external
auditors during 2020, as it does every year, the Committee is satisfied
that the auditors provide effactive independent challenge to
management,

The findings of the evaluatian, as discussed by the Committee,
management and external auditors at the Committee’s December
2020 meeting, included:

» overall, responses to the questionnaire were positive, indicating a
good-quality, effective and independent external audit process

» the main area identified as presenting an opportunity for possible
improvement related to the use of technology in audits. In response
to this recommendation, PwC will provide the Committee and
management with greater insights into the tools and automation
solutions available, although it is recognised by all parties that
the feasibility of adopting such solutions has been limited by
Pearson’s enabling functions transformation programme (known as
The Enabling Programme (TEP) & ). These insights will be beneficial
as the Committee considers the technology capabilities of the
participating firms during the tender process in the coming year

~

a small number of ather minor comments were raised during the
review, primarily relating to communication of expectations between
the external audit and Pearson teams. Pw( and management have
committed to work together to follow up on these areas and will
report back to the Committee in the first half of 2021

The Committee will continue to review the performance of the external
auditors on an annual basis and will consider their independence and
objectivity and the quality of the external audit, taking account of all
appropriate guideiines.

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 current lead audit partner, Giles Hannam, rotated onto the
Pearsen audit at the beginning of 2018.

Audit tendering and rotation

Pearson’s last audit tender was in respect of the 1996 year end

and resuited in the appointment of Price Waterhouse as auditors.
Developments at an EU level regarding mandatory audit rotation for
listed companies changed the UK landscape on audit tendering and
rotation. EU regulations, which have now been incorporated into UK
law, 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 no later than for the 2024
financial year end.

Infast year's annual report, having taken account of the status of
internal business and finance transformation programmes, the
Committee announced its intention to proceed with an audit tender
during 2020, with a view to changing audit firm for the financial year
ending 31 December 2021. However, shortly after the Committee’s
approval to proceed, the impact of the COVID-19 pandemic and
associated guidance fromthe FRC led the Committee Chair and
management to recommend that the tender process be puton held,
a recommendation which the Committee approved.,

While the pandemic and asscciated shifts in ways of working have
persisted into 2021, the immediate resulting pressures that were
evident in the first half of 2020 have eased and Pearson teams and
external audit firms are now accustomed to operating in virtual and
ramote capacities. At its meeting in February 2021, the Committee
therefore revisited the matter of audit tendering and agreed that it was
appropriate to recommence the audit tender process by issuing a
Request for Proposal (RFP)in March 2021, with a view to changing audit
firm for the financial year ending 31 December 2022. The Committee

is confident that the process will be run in a fair, open and transparent
manner, notwithstanding that it will be wholly or primarily conducted
through virtual and remote means.

In making this decision, the Committee recalled its rationale from the
previous year, noting that finance and management teams believe they
have the capacity to support a tender and change in auditor, leveraging
changes from the finance transformaticn programme. Although
elements of the finance transformation are yet to be implemented in
certain international markets, the majority 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.

Inconsidering the relaunch of the tender process, the Committee
noted that the Committee Chair had liaised with the internal werking
group during 2020 and early 2021 to keep abreast of matters
pertaining to the paused tender process. In making its decision,

the Committee has had regard to the detailed timeline, governance
framework (including confirmation of the working group that will lead
the process}, independence considerations, scoring and selection
criteria and the degree of involvement by all Ccmmittee membersin
the various stages of the process. The Committee has determined,
with the agreement of management, that the proposed new timeline
achieves an appropriate balance between business priorities and
internal capacity while alsc allowing a rigorous and comprehensive
audit tender process,

Follawing the upcoming audit tender, Pearson will adopt a policy of
putting the audit contract out to tender at least every 10 years, as
required. The Committee will continue to pay close attention to
developments in the audit landscape, including the BEIS consultation
on reforms to the audit sector, and will take these into account as and
when appropriate.

Compliance with the CMA Qrder

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 December 2020.

Review of the external audit

During the year, the Committee discussed the planning, conduct and
conclusions of the external audit as it proceeded.

At its July 2020 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 2020 Committee meeting, having concluded
that their analysis of significant and elevated risks remained the same.
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The table on p96 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
at the time of their review of the half-year interim financial staternents
in July 2020 and again at the conclusion of their audit of the financial
statements for the full year in February 2021.

All the significant issues were also areas of focus for the auditors,
Learn more in the Independent auditor's report on p128

In December 2020, the Committee discussed with the auditors the

© status of their work, focusing in particular on internal controls and
" Sarbanes-Oxley testing.

" As the auditors concluded their audit, they explained to

| the Committee:

> Thework they had conducted over revenue, including over contracts
in certain of the Group’s businesses in the US and UK that span
year-end, where revenue is recognised using estimated percentage
of completion based on costs and judgements in relation to
provisiens for returns

Their work in evaluating management'’s goodwill impairment
exercise, on a value-in-use basis, including assessing assumptions
around cash-generating unit (CGU) identification, cperating cash
flow forecasts, perpetuity growth rates and discount rates

-

The impact of COVID-19 on the key accounting judgements and the
measures which they had taken to complete their audit remotely in
light of pandericrelated restrictions

-

v

The work performed over the nature and presentation of non-trading
itemns, focusing on subjective judgements and the transparency with
which related adjusted measures are presented

-

The work they had done te audit the provisioning levelsin

respect of potential tax exposures and uncertain tax positions

and related disclosures and the work performed over deferred tax
asset recoverability

~

Their evaluation of the recoverability of investments in digital
platforms and pre-publication assets

-

The results of their controls testing for Sarbanes-Oxley Act
section 404 reporting purposes and in support of their financial
statements audit

~

The results of their work over the company’s going concern and
viability statement reports

Their work in relation to other matters which are not classified as
key audit matters, but may give rise to additional disclosure
requirements e.g. pensions

~

~

The work performed over the carrying value of investments in
subsidiaries for the Pearson plc parent company

The auditors also reported to the Committee the unadjusted
misstatemnents 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,
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Auditors’independence

In line with best practice, our relationship with PwCis governed by
our policy on external auditors, which is reviewed and approved at
least 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. Any allowable services are in
accordance with relevant UK and US legislation and auditor standards.
The policy takes into account certain veluntary commitments by

PwC regarding independence and applies to all Pearson businesses
globally, including associate companies.

The Audit Committee approves all audit and non-audit services
provided by PwC. Our policy on the use of the external auditors for
non-audit services reflects the restriction on the use of pre-approval
in the 2016 FRC Guidance on Audit Committees and, accordingly,

all nen-audit services, irrespective of value, are required to be
approved by the 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. In 2020, our policy was further updated to comply with
the FRC’s Revised Ethical Standard published in December 2019.
The standard applies restrictions on certain non-audit services and
applies a cap on the level of permitted non-audit services fees which
can be billed in any year.

The Audit Committee receives regular reports surmmarising the
amount of fees paid ta the auditors. During 2020, Pearson spent
£0.2m more ¢n nen-audit fees with PwC compared with 2019,

due ta anincrease in fees associated with the audit of efficacy
reporting. For 2020, non-audit fees represented 8% of external audit
fees (6% in 2019).

For all non-audit work in 2020, PwC was selected only after
consideration that it was best able to provide the services we required
at areasonable fee and within the terms of our policy on extermal
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 2020 included:
» audit of Pearsen’s efficacy programme

» provision of comfort letters for potential bond issues and certain
US regulatory filings

» half-year review of interim financial statements

A full statement of the fees for audit and non-audit services is provided
in note 4 to the financial statements on p158

Tim Scare
Chair of Audit Committee
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Significantissues considered by the Audit Committee

Issue

=» Impairment reviews

Pearson carries significant goodwill
and other intangible asset balances,
There are significant estimates and
assumptions used in the impairment
review. COVID-19 has impacted key
assumptions in the impairment review.
Pearson has made significant
impairments to goodwill across a
variety of its businesses in

recent years.

= Sales returns

The determination of appropriate
provisions for sales returns requires a
significant amount of judgement and,
in the light of recent volatility in returns
in the US Higher Education Courseware
business, the Committee continued ta
review returns data and our policy on
providing for returns.

=» Going concern and viability

The assessment of the Group's viability
and the appropriateness of the going
cancern assumption.

Action taken by Audit Committee

The Committee monitored the Group's plans and forecasts
during the year to determine if there were impairment
triggers. The Committee considered the results of the Group’s
goodwiltimpairment reviews which were undertakenin June
and December. Key assumptions - including cash flows
derived from strategic and operating plans, long-term growth
rates and the weighted average cost of capital - were reviewed
and challenged, particularly inlight ofthe impact of COVID-19.
The Committee considered the sensitivities to changes in
assumptions and the adequacy of disclosures required by

1AS 36 'Impairment cf Assets’ in relation to the Group’s

CGUs, noting that certain CGUs still remain sensitive

to assumnption changes after a number of impairments in
recentyears,

The Committee censidered returns previsioning for the US
Higher Education Courseware business and reviewed the
methodology for establishing provisions.

The Committee were particularly interested to understand the
impact of the new digital-first strategy in North America on
estimates associated with returns and stock cbsolescence.

The Commitiee reviewed future budgets and cash flow
forecasts to understand the Group's available liquidity and
ability to continue as a going concern, The Committee
reviewed and challenged the risks identified to the forecasts.
The Committee reviewed the outcome of the severe

but plausible scenario modelling and stress testing.

The Committee specifically considered the impact of
COVID-19 on the budgets, cash flow forecasts and risks.
The Committee reviewed actionsto protect the Group's
liquidity position, including the pausing of the share
buyback programme and the issuance of a bend.

Qutcome

Annual impairment review finalised
with confirmation of sufficient
headroom in each of the CGUs.

Assumptions underlying the returns
reserve methodology were reviewed
and challenged. The Committee was
satisfied that the level of provisions held
for sales returns is adequate,

The Committee reviewed and challenged
future forecasts and the risks to those
forecasts. The Committee was satisfied
with the stress testing perfermed and the
severe but plausible scenario modelling.
The Committee noted that in all scenarios
the Group had a high level of liquidity
headroem and sufficient headroom
against covenant requirements.

The Committee was satisfied with
the actions the Group has taken to
protect liquidity.

The Committee is satisfied with the
assessment of the Group’s viability
and is satisfied that the Groupisa
going concern.

The Committeeis satisfied with the

disclosures related to going concern
and viability.
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=» Impact of COVID-19

COVID-19 has impacted the operations
and trading performance of the Group.
The Group assessed the impact of
COVID-19 on specific areas of the balance
sheetincluding:

» Working capital and pre-publication
assets

» Property and leases

» Acquisition intangibles

» Pension assets

The Group assessed the impact of

COVID-19 on liquidity and the going

concern assessment.

=-» Tax

Theimpact of tax legislation changes
including US tax referm, EU state aid,
proposed digital services tax, the trend
for increased tax transparency, and
provision leveals.

Financial statements

Other information

Action taken by Audit Committes

The Carnmittee considered the impact of COVID-19 on key
areas of judgement in the balance sheet. In particular the
Committee were interested In the impact of COVID-19 0n
the assessment ot accounting estimates related to expectec
creditlosses, inventory obsolescence, sales returns and the
recoverability of pre-publication assets.

The Committee reviewed future budgets and cash flow
forecasts to understand the impact of COVID-19 on the
Group's available liquidity and ability to continue as a going
cencern. The Committee reviewed actions to protect the
Group's liquidity positionincluding the pausing of the share
buyback programme and the issuance of a bond.

The Committee considered the adequacy of disclosures
related to COVID-19.

The Committee also considered the impact of COVID-19
onways of werking, including the ability of employees to
operate key financial contrals and timelines related to
external financial reporting.

The Committee considered various developments during
the year, including Pearson’s ongoing response to the
European Commission’s decision that the UK's Finance
Company Partial Exemption rules canstituted state aid,
QECD developments in proposals to tackle the challenges
arising from the digitalised econemy, an internal refinancing
ofthe Group’s US aperations and updates on global tax
authority audit activity including Brazil.

The Committee considered an update on Pearson's tax
reporting agenda, including ongoing involvement endorsing
the B-Team Responsible Tax Principles and the publication of
Pearson's fourth Annual Tax Report.
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Cutcome

The Committee was satisfied that

the impact of COVID-19 has been
appropriatety reflected on the balance
sheet, They noted that the impact of
COVID-19 has not been significant in the
majority of areas.

The Committee was satisfied with

the actions the Group has takento
pretect liquidity.

The Committee is satisfied that the
impacts of COVID-15 have been
adequately disclosed and that any
difficulties related to new ways of warking
have been adequately addressed.

The Committee approved an extension
to the year end external reporting
timetable inlight of the impacts of
COVID-19 on ways of working.

The Committee was satisfied with
Pearson's approach to managing the
impact of tax legislaticn changes and
agreed with the views of management
regarding tax provisioning levels.
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Control environment

The Board has overall responsibility for Pearson’s systems of internal
control and risk management, which are designed to manage,

and where possible mitigate, the risks facing Pearson, safeguard
assets and provide reasonable, but not absolute, assurance against
material financial misstatement or loss. The Board agrees risk
management requirements and, in assessing the effectiveness of
the risk management effort, reviews a range of inputs as described
elsewhere in this report. The Board can and does challenge the
reporting it receives and will request further information as needed
to make its assessment,

The Board confirms that it has conducted and continues throughout
the year to review the effectiveness of Pearson's systems of risk
management and internal control in accordance with provision 29

af the Code and the FRC Guidance on Risk Management, Internal
Control 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
systems to the Audit Committee. The Audit Committee oversees a
risk-based internal audit programme, including pericdic audits of the
risk processes acress the organisation. It provides assurance on the
management of risk {including risk deep dives, as described on p92),
and receives reports on the efficiency and effactiveness of internal
controls. You can read more about Pearson's internal audit function
on p93. Each business area maintains internal controls and procedures
appraopriate to its structure, business environment and risk
assessment, while complying with company-wide policies, standards
and guidelines. These controls and procedures are monitored and
certified through the Group-wide Controls Centre of Excellence.

LINES OF DEFENCE

The below diagram shows the
lines of defence within Pearson:

Internal control and risk management

Our internal controls and risk oversight are monitored and continually
impraved to ensure their campliance with FRC Guidance.

The Board is ultimately accountable for effective risk managementin
Pearson and determines our strategic approach ta 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. Itis supported in the following ways:

> the Audit Committee is responsible for overseeing internal controls
within Pearsen which includes determining the risk appetite
{recommended by Pearson Executive Management team),
reviewing and cornmenting wupon key risks, and ensuring that risk
management is effective

~

Pearson's Executive and leadership teams are responsible for
identifying and mitigating principal risks

~

leaders and managers at all levels in Pearscn are respensible for
managing risk in their area of respensibility, including the
identification, assessment and treatment of risk

-~

the Organisational Risk and Resilience team owns the overall risk
management framewaork far the company and facilitates
consolidated reporting on risk

~

the internat 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

The involvement of the Board and Audit Committee in the design,
implementation, identification, monitaring and review of risks
(including setting risk appetite and reviewing how risk is being
embedded in our culture} is outlined in more detail in the
organisational risk management section on p56

Audit Committee

Senior Management

Process owner and
control owner:
IT and business

2ND LINEOF DEFENCE

Controls Centre
of Excellence

Second line functions

including Information

Security, Data Privacy,
Compliance

3RO LINE OF DEFENCE

(Omd) upny [euiax3g

Internal Audit

Ownership, respansibility and accountability for
directly assessing, controlling and mitigating risks.
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Financial management and reporting

There is a comprehensive strategic planning, budgeting and
forecasting system with an annual aperating plan approved by the
Board. Monthly financial information, including trading results, balance
sheets, cash flow statements, capital expenditures and indebtedness,
is reported against the corresponding figures for the plan and prior
years, with corrective action outlined by the appropriate senior
Executive, Pearson’s senior management meets regularly with
business area management {o 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 consolidatien process,
including the related information systems. This includes up-to-date
Pearson financial policies, formal requirements for finance to certify
that they have been in compliance with policies and that the control
environment has been maintained throughout the year, consolidation
reviews and analysis of material variances, finance technical reviews,
and review and sign-off by senior finance managers. The Group finance

* function alse monitors and assesses these processes and controls

through finance and technology compliance functions and a Controls
Steering Committee comprising cross-functional experts.

These controls include those over external financial reporting

which are documented and tested in accordance with the applicable
regulatory requirements, including section 404 of the Sarbanes-Oxley
Act, which is relevant to our US listing. One key controlin this area is the
Verification Committee, which submits reports to the Audit Committee.
This Committee is chaired by the Company Secretary, and members
include the Chief Financial Officer and her deputy, the Deputy

Chief Legal Officer, Vice President - Internal Audit and Senior Vice
President - Investor Relatians as well as senior members of financial
management., The primary responsibility of this Committee is to review
Pearson’s public reporting and disclosures to ensure that information
provided to shareholders is complete, accurate and compliant with all
applicable legislation and listing regulations. In addition, our separate
Market Disclosure Committee is responsible for considering potential
inside information and its treatment in accordance with the 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. Frequent reports are made to the
Deputy Chief Financial Officer and Chief Finandial Officer. Regular
reports are prepared for the Audit Committee and an annual risk
review meeting takes place between the Treasurer and Audit
Committee. The Treasury Policy is described in maore detail in

note 19 to the financial statements on p176

Insurance

Pearson reviews its risk financing options regularly ta determine how
the company’s insurable risk exposures are managed and protected.
Pearson annually reviews coverage against insurable risk, insurers
and premium spend, ensuring the programme is fit for purpose and
cost-effective.

Pearson’s insurance subsidiary, Spear Insurance Company Limited,
is used to leverage Pearson's risk retention capability and to achieve
a balance between retaining insurance risk and transferring it to
external insurers.

Tax

The Board has delegated responsibility for the integrity of financial
reporting and risk management to the Audit Committee. This includes
setting tax strategy and manitoring 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.
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Directors’ remuneration report

Committee Chair
Elizabeth Corley

Membhers as at

31 December 2020

Elizaheth Corley, Sherry Coutu,
Tim Score and Sidney Taurel

Key messages from the Remuneration Committee

» Despite financial performance in line with revised
expectations, the 2020 incentive autcomes for Executive
Directors reflect the unforeseen impact of COVID-19 on
the business.

» To secure the appointment of our new Chief Executive,
Andy Bird, the Committee developed a remuneration
package taking into account the global marketin which
Pearson competes for talent.

» The Committee reviewed incentive arrangements for our
senior management below Board level, with the aim of
strengthening support for the delivery of our strategic
objectives, while promeoting pay for performance and
aligning incentives across the organisation.

> There will be a 1.5% salary increase for the Chief Financial
Officer in 2021, in line with the wider UK workforce.
The salary for the Chief Executive is fixed until 2023.

» The Committee remains focused on ensuring the
remuneration arrangements in place for the broader
employee population are consistent with the need to
attract and retain the right talent for a digital future.

Terms of reference

The Committee’s terms of reference are in line with the
2018 UK Corporate Governance Code and are available
on the Governance page of the company’s website at
plc.pearson.com/en-GB/company/business-operations.
(A summary of the Committee’s responsibilities is shown
onp120}

Board Committee attendance

The following table shows attendance by Directors at
Committee meetings throughout 2020:

Remuneration Committee

Attendance
Elizabeth Corley n?
Sherry Coutu 747
Josh Lewis 3/3
Tim Score 47
Sidney Taurel 07
Andy Bird? 13

1 josh Lews retired from the Pearson Board on 24 April 2020.

2 Andy Bird joined the Committee on 1 May 2020. He stepped
down from this role an 18 October 2020 following his
appointment as Chief Executive Officer. Andy Bird was not
presentat any Remuneration Committee meeting where
his remuneration was discussed.

Dear shareholders

The last year has been cne of substantial change. As for many
companies, the global COVID-19 pandemic presented new and
unprecedented challenges for Pearson. Additionally, Pearson has
seen change to our Executive Directors including, after an extensive
global search in a highly competitive marketplace, the appointment
our hew Chief Fxecutive, Andy Bird, in October 2020,

Inwhat has been a particularly challenging year from an operational
and financial perspective, Pearson delivered sales and adjusted
operating profit performance in tine with revised expectations,

with continued growth in online learning,

During 2020, despite the impact of COVID-19, Pearson maintained its
dividend and did not access government funding or take advantage
of the furloughing programme,

In line with Pearson’s values, Pearson's response to COVID-19 focused

on supporting our employees, customers, partners and broader

stakeholders during the pandemic. In particular, with regard to our

employees, pratecting their health, safety and wellbeing was a key ,
priority. Accelerated by the pandemic, Pearson reviewed and updated
a number of our workforce policies, to ensure these best support our
operational needs whilst promoting a healthy work-life balance for our
employees, including but not limited to flexible working policies and
extending the global reach of cur Employee Assistance Programme.

Recognising the impact of the pandemic on the broader communities
which we not only work, but also live and learn in, the Chair of the
Board, the Non-Executive Directors and Executive Directors voluntarily
took a temporary three-month reduction in salary/fees, which was
donated to charities to help support these local communities.

In addition, the Committee exercised its discretion when granting the !
2020 Leng-Term Incentive Plan (LTIP) award to Executive Directors,

recognising the recent share price volatility. As a result, a reduced

number of shares were granted tc the Chief Financial Officer, Sally

Johnsen, helping to protect against any windfall gains on vesting,

No other Executive Director was eligible to participate in the 2020 LTIP.

Appointment of new Chief Executive

On 24 August 2020, Pearson announced that Andy Bird would be
appointed as its new Chief Executive and Executive Director from 19
October 2020. Andy has a rare track record as a proven leader of a
large, complex and diverse business, and a weaith of experience
driving digital change in a disrupted consumer content business,

while creating shareholder value. This positions him very well to build
an the foundations that have been laid over the last few years and lead
Pearsen as it becomes a digital-first consurmer-focused lifelong learning
company. The Committee looks forward to working with Andy Bird in
driving the business forward to enhance value for all stakeholders.

In order to secure such an exceptional candidate, the Committee
developed a one-off bespoke remuneration package for
recommendation to the Board. in doing so we sought to maintain our
existing shareholder approved Directors’ Remuneration Policy for
future years while finding a means to bridge the considerable gap in
compensation practice between the UK and the US, Andy's hame
market, where both amounts and structures are quite different.

The Committee developed a one-off arrangement, the co-investment
award, to help bridge this gap. This solution was enabled by Andy Bird's
decision to invest personally and substantially in Pearson shares.

The Committee recognises that such a one-off arrangement is not
typical in the UK market, but believe it was the optimal structure to
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secure Andy Bird's recruitrment whilst incentivising the creation of
long-term shareholder value and keeping our forward-laoking
pelicy unchanged.

All other elements of Andy Bird's remuneration package are in line
with aur approved Directors’ Remuneration Policy, which is aligned
with UK market practice and key governance principles.

whilst within palicy, the Committee recognises that this package
represents an uplift over his predecessor. When setting the package,
the Committee considered, as is typical practice, Andy Bird's proven
skills and experience, the remuneration he received in his prior role
and compensation levels for Chief Executive roles at comparable
companies (including bath FTSE-listed companies and global sector
comparators). After careful evaluation, the Committee determined
that such a package was appropriate, balancing these various
reference points. While the Committee was mindful of internal
relativities, it believed that securing such an exceptional candidate
as Andy Bird was fundamental to Pearson's future success.

» Andy Bird will receive a salary of $1,250,000 per annum, which is fixed
until at least 2023

» His pension contribution is set at 16% of base salary, our new hire
rate for Executive Directors as set out in our approved policy, and is
aligned with the pensian provision that UK employees of a similar age
are efigible to receive

> Hewill be eligible to participate in both the Annual Incentive Plan (AIP)
and LTIP from 2021. The maximum AIP opportunity will be 200% of
base salary and the LTIP award will have a maximum face value of
300% of base salary

s> Pearson will also provide a contribution towards accommodation
costs in New York so that Andy has a base close to Pearson's
operations on the East Coast

Further information on these arrangements can be found on p110

Participation in the co-investment arrangement required Andy Bird

to purchase and hold Pearson shares at an aggregate cost to him of
300% of base salary ($3.75 million}, demonstrating his commitment to
his role, creating immediate alignment with shareholders and fulfilling
fram the outset our shareholding guideline.

In consideration for this Investment, Andy was granted a co-investment
award equal to 750% of base salary, which will vest in three equal
tranches as soon as practicable following 31 December 2021,

31 December 2022 and 31 December 2023. Vesting is subject to
performance underpins, to ensure the Committee can reduce vesting
if in its opinion performance of the business or the individual does

not support this, and continued employment. Shares that vest will

be subject to a holding period until 31 December 2023, Further
information on the co-investment award, can be found on p111

Shareholder engagement

The co-investment award was not envisaged within our approved
Directors’ Remuneration Policy, and therefore, prior to Andy's
appeintment, we sought shareholder approval. In advance of this,

and in developing the remuneration package, the Committee engaged
extensively with shareholders. The Board very much appreciated the
suppaort received by the majority of shareholders for the resolution at
our General Meeting in September 2020, although we noted that a
significant minority voted against the proposals.
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In light of this cutcome, given the Committee’s commitment to an
ongoing and transparent dialogue with our shareholders, we
undertook an engagement exercise in early 2021 in order to listen and
further understand the views and perspectives of our shareholders,

Shareholders remained supportive of Andy Bird's appointment,
recognising the one-off nature of the co-investment award as a bridge
between UK and US practice, appreciated our determination to keep
our approved Directors’ Remuneration Policy otherwise unchanged,
and noted that there had been no buy-out of rermuneration forgone at
a previous employer.

The two main areas of concern raised by investors related to the
time horizon over which the co-investment award is required to
be held, specifically that this is a shorter time horizen than the

five years specified in the UK Corporate Governance Code; and the
performance underpins.

In terms of the time horizon, the co-investment arrangement is
structured to incentivise the transformation of the business and
growth in the near-term. The Committee therefore considered it
appropriate that the phased vesting schedule and holding period to
three years reflect the period over which we expect Andy Bird to
deliver, as well as the fact that he has invested a significant amount
of his own funds into Pearson shares. Further, under aur Directors’
Remuneration Policy, he is required to build a shareholding equal to
the value of 300% of salary. This must be maintained for a period of
two years post-employment. This ensures continued alignment to
shareholder interests and incentivises the delivery of long-term
sustainable value.

Qnthe performance underpins, during the second half of 2020,

the Committee spent time considering how these will be assessed.

In addition to consideration of the specific underpins, itis the
Committee’s intention that, prior to the vesting of each tranche of the
co-investment award, a holistic review of performance is undertaken,
including consideration of the experience of all stakeholders, such as
learners, employees, customers and sharehalders, as well as the
effectiveness of risk management and internal controls. Further
details on this assessment pracess can ke found on p112

I would personally like to thank all those who engaged with us
during this process. The support of our shareholders enabled
Pearson to appoint a new Chief Executive who we believe will unlock
new growth potential for the company and ultimately return value to
all our stakeholders.

Summary of other leadership changes

John Fallon stepped down from the role of Chief Executive on

18 October 2020. He remained employed by Pearson until

31 December 2020, acting as an adviser and facilitating a smooth
transition. There was no payment for loss of office and, in respect
of his outstanding AIP and LTIP awards, the Committee determined
that John would be treated as a ‘good leaver’, Further details of
remuneration arrangements in respect of john's retirement can

be found onp116

During the year, Pearson also saw a change in its Chief Financial Officer.
On 24 April 2020, Sally Johnson was appointed to the role of Chief
Financial Officer and Executive Director, replacing Coram Williams.
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Directors’ remuneration report

Sally’s remuneration arrangements, which are in line with our
Directors’ Remuneration Policy, were disclosed in last year's Directors’
Remuneration Report and further details are provided on p113.
Coram Williams received no payment for loss of office. He was not
eligible for an AIP or LTIP in respect of 2020 and he forfeited any
unvested LTIP awards on departure.

In line with its Terms of Reference, the Committee has also approved
remuneration arrangements for a number of new appointments to
the Pearson Executive team.

Executive remuneration framework and alignment
to strategy

The Committee was pleased to receive the support of 95% of our
shareholders for our Directors’ Remuneration Policy at the 2020 AGM.
Our Directors' Rernuneration Policy is intended to support Pearsonin
achieving its purpose while driving long-term sustainable value for
shareholders. It also reflects the provisions of the UK Corporate
Governance Code and evolving market practice,

Following his appointment, Andy has reviewed and revised our
forward-looking strategy. While the Committee continues to believe
the current Directors’ Remuneration Policy and its implemerttation
appropriately incentivises the delivery of the new strategy, it will keep
this under review over the coming year, engaging with shareholders
on key areas of focus.

Pearson has a clear purpose - to help people make progress in their
fives through learning. Our strategy and pricrities are anchored around
this purpose, which is embedded in the actions and behaviours of
our leaders. In that context, a focus on building an inclusive culture,
increasing diverse representation within our workforce, accelerating
our sustainability strategy and investing in our own people’s
learning are all key strategic priorities. Therefore, for 2021, we have
incorporated clear metrics in relation to these priorities within our
AIP framework, further strengthening the relationship between

our purpose and our executive remuneration arrangements.

The Cammittee will keep this approach, including the weighting of
these metrics, under review.

incentive outcomes for 2020

As noted, sales and adjusted operating profit performance were

in line with revised expectaticns but performance during 2020 was
significantly affected ny the COVID-19 pandemic. Thisis reflected in
incentive outcomes for Executive Directors, targets for which were set
at the start of the financial year.

Only John Fallon and Sally jJohnson were eligible to participate in the AlP
in respect of financial year 2020, Despite the strategic progress made
during the year, Pearson did not meet the financial targets, which were
set prior to the onset of COVID-19. As a result, there will be no payment
under the AP to Executive Directors.

Annual incentive awards will however be made to the wider employee
population recognising their contribution during the year.

The LTIP award granted in 2018 is due to vest this year based on
performance to 31 December 2020 against stretching earnings per
share (EPS). return on invested capital (RCIC) and relative tota)
shareholder returns (TSR} targets. Performance targets were not met
in respect of this award and therefore this award will lapse in full.

The Remuneration Committee did not exercise any discretion in
respect of these outcomes.

Looking forward to 2021 - senior management

Following Andy’s appointment, the Committee reviewed the structure
of incentives for 2021 for senior management below Beard level,
including the broader Pearson Executive team, with the aim of creating
incentives that better support the delivery of Pearson’s corperate
objectives while strengthening the link between pay and performance.
As aresult, the previous single incentive plan operated for this
population will be replaced with a more typical annual bonus plus
long-term incentive structure, The (ang-term incentive will comprise
both perfarmance shares and restricted shares, recognising the
markets in which we compete for talent. Qverall, the Committee
considers that this change in incentive structure promotes and
encourages pay for performance whilst providing greater alignment
with our approach to pay across Pearson.

Looking forward to 2021 - Executive Directors

The Committee raviewed the salary of Sally Johnson and approved
an increase of 1.5% for 2021, Thisis in line with the salary increase
awarded to the wider workforce in the UK, Andy Bird's salary remains
fixed until 2023.

The AIP for 2021 will continue to be based on a balanced mix of
financial and strategic measures, inline with prior years. For the 2021
LTIP, at the time of writing, the Committee had not yet finalised setting
performance targets but these will be provided on our website prior
to the AGM. When setting targets, the Committee follows a robust
process, taking into account Pearson’s strategic plan, as well as
external expectations. Targets set will be stretching in this context.

The Commitiee continues to engage in conversations with
shareholders. The canversations that we have had over the last year
have been invaluable and we thank shareholders for the time they
have spent with us. We look forward te receiving your support at the
AGM in relation to our remuneration report.

Elizabeth Corley
Chair of Remuneration Committee

15 March 2021
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Executive remuneration framework and implementation for 2021

Pearson has a set of remuneration principles that govern pay for the whole organisation. Remuneration arrangements for our Executive Directars

have been developed with these principles in mind.

Remuneration principles that apply across the whole organisation

1 2 3 4 5 6

Aligned to Pay for Market Targeted Tailored One part of the
longer-term performance competitive differentiation employee value
strategy proposition
Reward will Remuneration Pay levels There willbe The approach to Remuneration is
be linked to framework and will be market targeted reward may be one part of our
achieving outcomes are competitive, based differentiation of tailored in certain broader employee
Pearson’s aligned with onrole, grade and reward across our circumstances to value proposition
longerterm performance contribution to employees linked address a specific and not the only

ensure individuals
are fairly rewarded
inline with the
market

strategy, growth
and sustainability

Our Directors' Remuneration Policy and its implementation supports
our purpose of helping people make progress in their lives through
learning, our strategy and ultimately the delivery of long-term
sustainable value for all stakeholders, induding our shareholders.

In developing the forward-looking Directors’ Remuneration Policy,

the Committee had due regard to the UK Carporate Governance Code,
wider workforce remuneration and emerging best practice in relation
to Executive Directer remuneration.

» Pearson's remuneraticn principles, as set out above, were developed
to ensure alignment to company culture and position Pearson as
an employer of choice, with an ability to attract and retain the right
talent to support the company’s digital future, whilst recognising that
remuneration is one part of the broader employee value proposition
at Pearson.

. » Our ongoing executive remuneration framewaork is designed

to be simpie, with total remuneration made up of fixed
and performance- linked elements supporting different
strategic objectives

to talent and
performance
management

rmarket/husiness
need but will be
designedina

way thatis
consistent with
our underlying
reward philosophy

reason to work
for Pearson

» Our remuneration framewaork and outcomes are designed to be
aligned with performance achieved:

- Performance measures selected for the AIP and LTIP are key to
achieving strategic objectives. The Committee reviews performance
measures on an annual basis 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 consensus 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 clearly

disclosed in our Policy

- When determining payouts, the Committee discusses if the
outcome is reflective of overall company performance and the
experience of stakeholders, including sharehclders and employees,
over the period and, if not, has discretion te adjust outcomes.

> The Cammittee is mindful of reputationai and other risks when
implementing the forward-looking Directors’ Remuneration Policy
and determining owtcomes for Executive Directors and senior
management. The company alsc has safeguards in place, such as
malus and clawback provisions and a two-year holding period on
the LTIP, as well as rohust shareholding guidelines which extend
post-employment and were further strengthened last year

» Before signing off the annual remuneration report, the Committee
reviews drafts and provides input to clarify our disclosures.
Where material changes are proposed to the operation of our
Directors’ Remuneration Palicy, we would normally consult with
key sharenolders to ensure the rationale for such changes is fully
understoad and pravide the appartunity for shareholders to feed
into the decision-making process and infarm our final conclusions
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Executive remuneration framework and implementation for 2021

Summary of our forward-looking Directers' Remuneration Policy

The table below provides a summary of our forward-loaking Directers’ Remuneration Policy and its implementation for 2021. This does not
include the co-investment award granted to Andy Bird on his appointment as this was a one-off arrangement and does not form part of our
forward-looking executive remuneration framewaork. The full Directors’ Remuneration Policy is available an the Governance page of the
company’s website at plc.pearson.com/en-GB/company/business-operations.

Base salary

Key features 2021 implementation

> Base salaries are set to provide the appropriate rate of » Andy Bird - $1,250,008 (no change)
ion for the job, taking int i ]
remuneration for he job, taking into acct.Junt r.elevant recruitment » Sally johnson - £522.725 (1.5% increase)
markets, business sectors and geographic regions

. . . . ndy Bird's first salary review will occur in 2023.
Base salaries are normaily reviewed annually, with any increases Andy Y 3

normally in line with typical increases awarded to other employees When reviewing Sally Johnson's base salary, the Committee took
inthe Group inte account the [evef of increases made across the company as a
whole, business and individual performance, and general economic
and market conditions. The increase awarded to Ms Johnson isin line
with the general increase across the UK.

w

Salary reviews take into account: general economic and market
conditions; the level of increases made across the company

as a whole; particular circumstances such as changes in role,
responsibilities or organisation; the remuneration and level

of increases for executives in simifar positions in comparable
companies in both the UK, US and internationally;

and individual performance

~

P Allowances and benefits

Key features 2021 implementation

> Allowances and benefits which reflect the local competitive market No changes for 2021. Executive Directors will continue to receive
and may include travel-related benefits, heaith-retated benefits, travel, health and risk-related benefits. Andy Bird will also receive a
risk benefits and any other benefits provided to the majority of contribution towards accommodation costs.

employees. The Committee may introduce other benefits ifitis
considered appropriate to do so

» The cost of the provision of allowances and benefits varies from
year to year depending an cost ta Pearson

- Retirement benefits

Key features 2021 implementation
» Employees in the UK, including Executive Directors, are eligible Sally Johnson is an existing member of the Final Pay section of
to join the Money Purchase 2003 section of the Pearson Pension the Pearson Pension Plan. Her pension accrual rate is 1/60th of
Plan. Executive Directors are eligible to join this plan or receive a pensicnable salary per annum, restricted to the Plan earnings cap.
cash allowance of equivalent value — .
ash allowance of equivalent va Andy Bird is not a member of a pension scheme operated by Pearson.
» The Committee has discretion to put in place retirernent benefit Instead, he receives a payment of 16% of base salaryinlieu of
arrangemenits in line with local market practice. The Committee pension. This is in line our new hire rate for Executive Directors,
may also honour all pre-existing ratirement benefit obligations, as set out in our approved policy, and is aligned with the pension
commitments or other entitlements that were entered into by a provision that UK employees of a similar age are eligible to receive.

member of the Pearson Group before thai person became a
Director, such as participation in the Final Pay section of the
Pearson Pension Plan

> Executive Directors, who opt out of the pension, can receive a cash
allowance of up to 16% of base salary, inline with the maximum
company contribution as a percentage of salary that UK employees
of a similar age are eligible to receive
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Annual incentive plan

Key features

» Motivates towards the achievement of annual business goals and
strategic objectives and provides a focus on key financial and
non-financial metrics, with financial metrics accounting for at
least 75% of the total annual opportunity

» The Cammittee sets performance measures and Lheir relative
weightings annually to ensure continuing alignment with strategy
and that targets are sufficiently stretching

> The Committee has discretion to adjust payments if it believes
that the formulaic outcome does not reflect underlying financial
or non-financial performance or if such other exceptional factors
warrant doing so

» Malus and clawback provisions apply

Long-Term Incentive Plan

Key Features

» Drive long-term profitability, share price growth and value creation
whilst aligning the interests of Executives and shareholders

» Awards are made annually, and vest en a sliding scale based cn
performance against stretching corporate performance targets
measured at the end of the three-year performance period

» Awards are subject to a post-vesting holding periad of two years
following the end of the performance period

> The Committee is guided by the principle of aligning shareholder
and management interests and therefore reserves the right to
adjust pay-outs before they are released if it believes that the
vesting outcome does notreflect underlying performance or
if other exceptional factors warrant doing so

» Malus and clawback provisicns apply

Shareholding guidelines

Key Features

» Align the interests of Executives and shareholders and encourage
long-term shareholding and commitment to the company

> Executive Directors are expected to build up a substantial shareholding
in the campany within five years from their date of appointment to the
Board. The current requirement is 300% of salary for the Chief
Executive and 200% of salary for other Executive Directors

» Executive Directors are expected to retain their shareholding
guideline (or actual holding if lower) for two years following
stepping down as an Executive Director
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2021 implementation
Maximum opportunity for 2021:

» 200% of base salary for the Chief Executive
» 170% of base salary for the Chief Financial Officer

50% of the maximum opportunity payable for on-target levels
of performance.

For 2021, the following balanced mix of financial and strategic
measures will be used, which is unchanged from the previous year:

Adjusted operating profit Sales Operating cash flow Strategic measures

30% 30% 20% 20%

Strategic measures for 2021 will focus on:
» Making Pearson fit for the future and investing in our talent
» Digital growth, consumer engagement and product effectiveness

» Building aninclusive culture, increasing diverse representation and
accelerating our sustainability strategy

As in previcus years, a financial underpin will apply in respect of the
strategic measures. Targets will be disclosed in full retrospectively
following the end of the perfarmance pericd.

2021 implementation
Maximum opportunity for 2021:

> 300% of base salary for the Chief Executive
y 245% of base salary for the Chief Financial Officer

Performance will be measured over three years, with any shares
vesting subject to an additional two-year holding pericd.

Given the recent announcement of the company's refreshed
strategy, at the time of writing, the Committee had not yet finalised
performance targets for the 2021 LTIP grant. The targets will be
made available on the website befare the AGM and will be disclosed
in the Regulatory News Service (RNS) announcement at the time of
grant, which is expected to be in May as normal. The Cemmittee
remains committed to timely disclosure of targets once they have
been confirmed.

2021 implementation
No changes for 2021.
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Executive remuneration framework and implementation for 2021

Y3 Chair and NED Fees

Key Features

» To attract and retain high-calibre individuals, with appropriate or
industry-relevant skills, by offering market competitive fee levels

> The Chairis paid a single fee for all responsibilities

» The Non-Executive Directors are paid a basic fee, with Committee
Chairs, members of the main Board Committees and the Senior
Independent Director paid an additional fee to reflect their
extra responsibilities

» The Chair and Non-Executive Directors receive no other pay or
benefits, except for reimbursement of expenses, and do not
participate in incentive plans

» Aminimum of 25% of the Chair's and Non-Executive Directors'
basic fee are paid in shares

2021 implementation

No changes for 2021.

Role Fees far 2021
Chair of the Board £500,000
Base fee for Non-Executive Directors £70,000
Senior independent Girectar fee £22,000
Rale Chair Member
Audit Commitiee £27,500 £15,000
Remuneration Cormnmittee £22,000 £10,000
Nomination & Governance Committee £15,000 £8,000
Reputation & Respeonsibility Committee £15,000 £8,000

Workforce remuneration at Pearson

The Committee takes its responsihilities concerning the oversight

of remuneration, policies and practice for the wider organisation
seriously. Our remuneration principles are consistent across the
employee population but how they are applied varies by business
need, level and geography as required. The key difference in executive
remuneration compared to the approach to remuneration across the
workforge is that remuneration for our Executive Directors is more
heavily weighted towards variable pay and linked to the defivery of
our strategic objectives.

Our approach to remuneraticn across the wider organisation is
as follows:

> Base salary - Set taking into account economic factors, competitive
market rates, rafes, skills, exoerience and individual performance

Allowances and benefits - Reflect the local labour market in which
they are based. All eligible employees (including Executive Directors)
are also eligible to participate in savings-related share acquisition
prograrmmes in the UK, US and the rest of the world, which are not
subject to any performance conditions

~

~

Retirement benefits - Reflect local market practice. Pearson
ernployees in the UK may participate in the same underlying
pension arrangements as the Executive Directors, subject to
certain age bands and legacy arrangements

~

Annual incentives - Around 11,000 employees participate in an
Annual incentive Plan, which is funded based an similar performance
measures as those used for the Executive Directors. A number of
other employees participate in alternative forms of cash-based
annual bonus such as sales incentive and commission plans based
on performance targets and profit-shares where required for
lagislative reasons

> Long-term incentives - From 2021, senior management will
participate in a new long-term incentive arrangement, which
comprises both performance shares and restricted shares,
recognising the markets in which Pearson competes for talent.
This replaces the singie incentive plan previously operated for this
population. Below this senior management level, approximately 6%
of employees - selected on the basis of their role, performance and
potential - participate in share incentive schemes

During the year, the Committee received reports from the

Chief Executive and Chief Human Resources Officer on pay and
conditions across the company as a whole, and on the recruitment
and retention experience. This includes any relevant feedback or
insights received from employees through the Employee Engagement
Network, which was established in 2019 and is attended periodically
by the Chief Executive and Chief Hurnan Resources Dfficer. In addition,
any feedback received from employees through the employee
engagement survey, which captures views on pay and benefits,

helps inform Committee decisions. The Committee continues to
develop the ways in which it engages with the wider organisation

on executive remuneration.

The Committee also considers the company's gender pay gap for
Great Britain. This year, the Committee was pleased to see that further
progress was made on narrowing the gender pay gap, although noted
that there was still more work to be done. In this regard, Pearson has a
robust action plan and continues to drive investment towards the
hiring, retention and development of women, as well as other diverse
talent graups. Further details, including on the actions being taken to
address the gap across our organisation, can be found within our
gender pay gap report. Pearson is committed to promoting diversity,
equity and inciusion globally, and during 2021 plans to extend our
gender pay gap reporting to other countries in which we operate.
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Certain parts cf 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 comparison”

Total aggregate emaluments for Executive and Non-Executive
Directors were £3,215m in 2020. These emoluments are included
within the total employee benefit expense in note 5 to the financial
statements (p159)

Executive Directors

The remuneration received by Executive Directors in respect of the
financial years ended 31 December 2020 and 31 December 2019 is set
out below.

Executive Director 'single figure’ remuneration

107

Andy Bird was appointed as Chief Executive and an Executive Director
on 19 October 2020. The table below reflects remuneration received by
Andy Bird in respect of his role as Executive Director. Remuneration
received by him in respect of his Non-Executive Director role prior to
his appointment as Chief Executive is included in the table on p115

John Fallon stepped down as Chief Executive and as a Board Director
on 18 October 2020.

Sally Johnson was appointed Chief Financial Officer and Executive
Director on 24 April 2020.

Coram Williams stepped down as Chief Financial Officer and as a Board
Director on 24 April 2020.

In respect of each of these individuals, the table below reflects
remuneration received while an Executive Director of the company.

Andy Bird John Fallon sally Johnson Coram Williams

$000s £000s £000s £000s

Element of remuneration 000s 2020 2019 2020 2019 2020 2019 2020 2019
Base salary 260 - 653 813 353 - 172 537
Allowances and benefits 125 - 24 30 9 - 12 8
Retirement benefits 42 - 178 21 45 - 1 62
Total fixed pay 427 - 855 1,054 407 - 185 607
Annual incantives - - - - - - - -
Long-term incentives - - - 562 - - - -
Total variable pay - - - 562 - - - -
Total remuneration 427 - 855 1,616 407 - 185 607

Notes to single figure table”
Base salary

The base salary shown in the single figure table reflects salary paid
in the financial year while an Executive Director of the company.
Andy Bird is paid in US dollars, while other Executive Directors are
paid in pound sterling.

Inresponse ta the COVID-19 pandemic, John Fallon and Sally Johnson
voluntarily took a temporary salary reduction of 25% and 20%,
respectively, for the three-month period May to July. This was donated
to charities engaged in COVID-19-related activities. The single figure
table includes their salaries before this charitable donation.

Allowances and benefits
The breakdown of benefits is as follows for 2020:

Andy John Sally Coram

Bird Fallon Johnson williams

5000 £000 £000 £000

Travel - 16 9 -
Health 4 2 - 1
Accommodation 60 - - -
Other 61 4] - 11

Travel benefits camprise car allowance, shared use of a company

car and driver for business purposes (for John Fallon only), and
reimbursements of a taxable nature resulting from business travel and
engagements. Health benefits comprise healthcare, health assessment
and gym subsidy. Accommodation benefits for Andy Bird relate to the
contribution towards the rental costs of an apartment in New York te
be used for business purposes, Other benefits received refate to fees
for professional services and subscriptions. For Andy Bird these are in
connection with his appointment as Chief Executive.

In addition to the allowances and benefits set out, Executive Directors
may also participate in company benefit or policy arrangements that
have no taxable value and/or are available to all other employees inthe
same location.
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Bl Retirement benefits

Further detail on retirement benefits is set out later in this report
on p113

B Annual incentives

The 2020 AIP for the Executive Directors was based o a mix of
financial (80% weighting) and strategic measures (20% weighting).
The 2020 AIP resulted in a nil payout for both John Fallon and

Sally Johnson. For more detail on performance metrics and
performance against targets in 2020, see below.

Andy Bird and Coram Williams were not eligible to participate in
the 2020 AIP.

Long-term incentives

The 2018 LTIP award was subject to performance conditions assessed
to 31 December 2020. Performance targets were not met and
therefore the award will lapse in full, For further details see p110

The single figure of remuneration for 2019 includes the vesting of the
2017 LTIP award. The value of the award has been updated to reflect
the dividends accrued and the share price on the date of vesting

(1 May 2020) of 455.5p.

The value of the 2017 award previcusly disclused in the 2015
Remuneration Repart was estimated to be £803,0C0 for John Fallon
based on a three-month average share price of 671.0p and did not
reflect any dividends accrued on those shares,

The 2017 LTIP award which vested cn 1 May 2020 was granted on

11 September 2017 when the share price was 586.0p. Between

the date of grant and the vesting date, the share price had decreased
to 455.5p. No element of the 2017 LTIP value disclosed in the

single figure is therefore attributable to share price growth.

The Remuneration Committee did not exercise discretion in

respect of this share price movement.

Executive Directors’ annual incentive payments for 2020”

John Fallon and Sally Johnson were eligible ta participate in the 2020 AIP. The following table summarises the performance targets and
performance against these targets for the 2020 award which resulted in a nil payout.

Overall outcome

Performance range Payout

% of max

bonus

Perfarmance measure % of total Threshold Tarpet Max Actualresules oppartunity
Adjusted operating profit 30% £445m £482m £53%m £313m 0%
Sales 30% £3,734m £3,785m £3,851m £3,397m 0%
Operating cash flow 20% E398m £429m £492m £315m 0%
Strategic measures 20% See opposite Q%
100% 0%

Naote 1: The outcomes under all measures have been reviewed by internal audit.
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Performance against strategic measures

The targets {and outcomes) for performance against each of the strategic measures are shown in the table below.

Whilst material progress was made against all strategic goals in the year despite the impact of COVID-19, the financial underpin, which was setin

line with the operating profit thresheld for 2020, was not met. Therefore, there is no payout under the strategic measures for 2020,

Strategic priority Measure

% of total
funding Thresheld

Target

Max.

Dutcome

Growthin digital and
digitally- enabled sales

Accelerate
the digital
transformation
i of the company

5% +1% on prioryear

+3% onprior year

+5% on prior year

» Whilst the company
benefitted from a material
shift to fully digital services
with sales up 10%, this was
alsc offset by the impact of
COVID-19 on digitaily-enabled
businesses, such as VUE test
centres, which declined 16%
resultingin a net reduction of
2% for the year.

Digital platforms -
delivery ofthree
2020 milestones on
digital roadmap

5% Delivery of
one milestone

Delivery of
two milestones

Delivery of alt
three milestones

v

Thesecond phase of

Revel was successfully
launched in O¢iober 2020
with good progress also made
against a number of other
milestenes including in
relation to Employability

pilot (UK Learns)

w

The digital roadmap ison
track with the launch of
additional Reveltitles and
€.250 new eTexttitles on
the PLP.

Make the most Implementalearning
of Pearson’s culture to support
wiorld of talent upskilling of workforce

5% Conduct Learning
Survey acrossthe
company and build

out learning strategy

Further refinement
of learning strategy,
including
implementation

of learning culture
initiatives for 2020

Pilot of learning
strategy in one part
of the business

v

Specific learning guestions
were integrated into all
employee pulse surveys
zlongside the creation of
five-year vision and strategy
for learning. This culminated
inthe delivery of the first
‘Glebal Learning at Work’
week and progress on new
initiatives to supporta
learning cuiture and
employee learning. One of
these was the development
of a’Pearson Capabilities
Framework’, linked to skills,
which was piloted as partof
talent review process.

Continue roll-out of

The Erakling Programme
and implement Business
Value Realisation plan

Createa
simpler
organisation

5% Development of
roadmap for

Rest of World {RoW)
and completed
Business Value

Realisation plan

One RoW territory
tested and ready
toimplement plus
compieted plan
for optimisation

TEP imptemented
within at least ane
RoW territory and
demonstrable cost
savings from
optimisation

~

TEP successfully went live
in Asia in November 2020

The Business Value
Realisation programme is
now closed and optimisation
activity is fully underway
despite disruption due

to COVID-19.

~

Naote: If an element of judgement was required to assess achievements that were not completely quantifiable, Internal Audit provided an independent assessment to

. the Committee.
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Executive Directors’ Long-Term Incentive Plan award vesting for 2020

In May 2018, John Fallon and Coram Williams were made awards under the 2018 LTIP. These awards were based on performance the
business delivered over the three-year period from 2018 to 2020. On leaving the Company, Corarn Williams forfeited all unvested LTIP awards,
including this award.

The LTiP award made to john Fallon would have vested on the normal vesting date, pro-rated for time to reflect [ohn's departure prior to the
normal vesting date, but the applicable performance targets have not been not met and therefore his award, together with awards for other
participants, will lapse in full,

The targets and performance against these targets are as follows:

Performance range Vesting
Performance Payout at Payout at Payoutat % 3 of tatal
measure % of total Threshold Target Maximum threshold target maximum Actual achievement award
Adjusted EPS Athird 65p 68p 80p 15% 65% 100% 28.7p 0% Q%
ROIC Athird 5.0% 6.0% 8.0% 15% 65% 100% 2.9% 0% 0%
Relative TSR Athird Median N/A Upper 25% N/A 100% Below 0% 0%
Quartile median
{Ranked 51
out of 34)
100% Total 0%

Relative TSR was measured against the constituents of the FTSE 100 at the start of the performance period. Qverall, the Committee considers that
the Remuneration Policy has operated as it intended during 2020.

Appointment of Chief Executive Officer

In October 2020, Andy Bird was appointed as Chief Executive after a very thorough recruitment process. In order to secure Andy Bird’s
appointment, the Committee developed a remuneration package mindful of practice in Andy Bird's home market - the US - where pay

rates are substantialty higher than in the UK and the way pay is structured is often very different. The Committee believe that such a package
was an essential bridge between practices in order ta secure an exceptional candidate who will lead Pearson through the next phase of its
strategic development.

Going forward remuneration arrangernents

With the exception of the co-investment award, a one-off arrangement to support his recruitment, Andy Bird's remuneration arrangements
were setin line with our approved Directors’ Remuneration Policy, which is aligned to UK market practice and key governance principles. Whilst
within policy, the Committee recognises that this package represents an uplift over his predecessor. When setting the package, the Committee
considered, as is typical practice, Andy Bird's proven skills and experience, the remuneration he received in his prior role and compensation
levels for Chief Executive roles at comparable companies (including both FTSE-listed companies and global sectar comparators). After careful
evaluation, the Committee determined that such a package was appropriate, balancing these various reference points. While the Committee was
mindful of internal relativities, it believed that securing such an exceptional candidate as Andy Bird was fundamental to Pearson’s future success.

Remuneration Element  Amount Commentary

Base salary $1,250,000 Andy's first salary review will be in 2023. His base salary will be fixed at $1,250,000 until then.

Retirement 16% of salary Andy receives an annual cash allowance of 16% of base salary inlieu of pension. This is the Cash allowance
benefits available to new hire Executive Directors under our shareholder approved Directors’ Remuneratian Policy

and aligns to the maxirmum company contribution that UK employees of 2 similar age are eligible to receive,

Annual Incentive Maximum annual Andy will be eligible to participate in Pearson's Annual Incentive Plan from 1 January 2021. He willhave a

Plan Participation  oppaortunity of maximum oppertunity of 200% of base salary and a target bonus equal to 50% of the maxirmum opportunity-
200% base salary

Long-Term incentive Maximum annual Fram 2021, Andy will be eligible to participate in the Pearson Long-Term Incentive Plan with a maximum annual

Plan Participation  opporturity of face vajue of 30G% of base salary.
300% base salary

Benefits In accordance Andy receives benefits in line with our Directers' Remuneration Policy, including travel-related benefits, private
with the Directors’ healthcare and risk-related benefits. In addition, the Company makes a contribution towards the rental costs of

Remureration Policy — an apartment in New York to be used for business purposes, the cost of which will be capped at of $240,000 per
year{$20,000 per manth} prior to any taxes which may be due. The Committee considers it critical for Andy to
have abase in New York sc that he can be close to Pearson operations on the East Coast, while also facilitating
easjer travel to our London headquarters.

Shareholding In accordance Andy will be required to hold Pearson shares with a market value of 300% of base salary, this requirement will
requirements withthe Directors’ extend for two years post-employment. As at 31 December 2020, Andy had met his shareholding requirement.
Remuneration Policy
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| Co-investment award”

m

As setoutin the Chair's letter, in order to secure Andy Bird as our Chief Executive the Committee designed a one-off co-investment award.

of our shareholders, as described in the Chair's letter.

The key features of the award are detailed below.

While recognising that such an award was not typical in the UK market, the Committee believes that this was the optimal structure to secure
Andy Bird's recruitment whilst incentivising the creation of long-term shareholder value.

In order to grant the co-investment award, which was not envisaged in the Directors’ Remuneration Policy approved by shareholders at the
AGM held on 24 April 2020, the Company sought shareholder approval of a resolution to amend the Directors’ Remuneration Policy on

18 Septemnber 2020. This resolution recelved support fram 67% of shareholders. Given the unusual nature of the co-investment award in

the UK market, the Board very much appreciated the support received by the majority of shareholders, although noted that a significant
minority voted Against the proposals. Pearson engaged exleisively with shareholders during Andy’s appointment process, and in light of the
General Meeting outcome, the Committee undertook a further engagement exercise to listen to and understand the views and perspectives

Director

Date of award

Face value (% of

Vestingdate  Numberofshares Face value base salary)’

Andy Bird

9 December 2020

See below 1,208,861 $9,375,000 750%

The grant of the co-investment award was conditional on

. Andy purchasing Pearson shares equal to 300% of base salary

by 31 Decernber 2020 (being a total value of $3.75m), which he

must continue to hold throughout the period to 31 December 2023.
This personal investment by Andy demonstrates his commitment to
the role and creates immediate alignment with shareholders.

The co-investment award will vest in three equal tranches as scon

as practicable following 31 December 2027, 31 December 2022

and 31 December 2023 respectively and will be subject to performance
underpins and Andy's continued employment as at each vesting

date. Shares that vest will be subject to a holding peried until

31 December 2023.

The co-investment award was designed taking inte account

Andy's home market - the US - where the structure of pay is often
very different to the UK and aims to incentivise the transformation of
the business and growth in the near-term. It was therefore considered
appropriate that the phased vesting schedule and holding period to
December 2023 reflect the period over which itis expected value will
be delivered to our sharehelders.

The vesting of the co-investment award is subject to the achieverment
of performance underpins to ensure the Committee can reduce
vesting if in its opinien the performance of the business or the
individual dees not support this. These underpins are intended to
prevent payment for failure.

1 Face value was determined using a share price of 590.2p (five-day average to 24 August 2020) and a USD:GBP exchange rate of 1,314 (five-day average to 24 August 2020},

The vesting of each tranche of the award will be subject to the following
performance underpins:

» an appropriate level of progress being made in relation to delivering
our strategy including our engoing transition from print to digital

» no significant ESG issues related to Andy's tenure occurring which
resultin significant reputational damage

In addition, the vesting of the final tranche of the award will also be
subject to the following TSR underpin:

» the company’s TSR from the date of the announcement of
Andy's appointment to 31 Decernber 2023 is either (1) positive;
or{2)is at median or above when compared to the performance
of the FTSE 100

If one or more of the underpins are not achieved, then the Committee
would consider whether, and to what extent, a discretionary reduction
in the number of shares vesting was required.

In cansidering whether any adjustment was required in refation to the
underpins on progress against strategy and E5G issues, the Committee
will consider the framework an the following page.
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Framework for assessment of performance underpins

1 Initial review of underpins

How is delivery of the strategy progressing Have there been any ESG issues

Consideration of broader performance and stakeholder experience

How has Pearson performed over the relevant period? Consider both financial and
non-financial performance.

Impacton » Interms of progress against the strategy, is this reflected in key performance
key performance indicators/measures which were identified as part of the development of the strategy
indicators/measures (e.g. digital growth)?

> Inrespect of any ESG issues, has there been any impact on key performance
indicators/measures?

What has the experience of wider stakeholders been over the relevant period?
Wider stakeholder

experience Sharehclders Employees ’ Customers I Suppliers

Consider progress of strategy and ESG issues in the context of the approved risk appetite
and internal control framework.

Risk and controls

Does decision-making promote a culture in line with approved policies and values?

Culture and conduct Have there been any conduct issues which the Committee should take into account?

Draw on input from other Committees (e.g. Reputation & Responsible Committee)

ut from others
Input from othe aswell as management teams.

Determination of the number of shares vesting

Taking all of the above into account, the Committee to consider whether vesting of the relevant tranche of the
co-investment award is equitable and reasonable, or whether, and to what extent, a discretionary reduction is required
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. Appointment of Chief Financial Officer

Williams in 2015. Her maximum AIP opportunity is 170% of salary and
of 245% of salary.

Long-term incentives awarded in 2020
The following LTIP awards were granted during the year:

113

. Sally Johnson was appointed as Chief Financial Officer on 24 April 2020. Sally’s remuneration arrangements were disclosed in the 2019 annual
report and accounts on p106. On appointment, Sally's base salary was set at £515,000 per annum, in fine with the starting salary of Coram

she will be granted an annual LTIP award with a maximum face value

Value for

threshold

performance

Number of Facevalue (% (% of
Director Dateofaward  Vesting date shares Facevalue of base salary) maximum)'  Performance period
Sally johnson 1 May 2020 1 May 2023 220,000 £1,262,184 245% 18.3% 1Jan 20-31Dec22

1
average of vesting for threshold.
Face value was determined using a share price of 573.72p (five-day
average to 1 March 2020). The Committee exercised its discretionin
determining the appropriate share price to use for this purpose which
is normally the closing share price on the trading day prior to the date
of grant (which would have been 459.80p). However, mindful of recent
share price volatility, the Committee exercised its discretion to use the

used to determine share awards for the wider employee pepulation
. and resulted in a lower number of shares being granted.

five-day average share price to 1 March 2020, which was the share price

Under the agjusted EPS and ROIC elements, 15% vests for threshold perfarmance; under the TSR element, 25% vests for thresheld perfoermance. This is the weighted

The Committee reserves the right to adjust payouts up or down before
they are released if it believes that the vesting outcome does not reflect
underlying financial or non-financial performance or if such other
exceptional facters warrant doing so. In making such adjustments,

the Committee is guided by the principte of aligning shareholder and
managementinterests.

Any shares vesting based on performance to 31 December 2022 will
be subject to an additional two-year helding period to 1 May 2025,

| Details of the performance targets for the 2020 fong-term incentive awards are set out in the tables below:

Adjusted earnings per share {EP5} (one-third)

Netreturn on invested capital (ROIC) (one-third}

Relative total sharehaolder return (TSR) (one-third)

Vesting schedule (% max) Adjusted EPS for FY22

Vesting schedule (% max)

Adjusted net ROIC for FY22 Vesting schedule {% max) Ranked position vs FTSE100

1
| 15% 45.5p 15% 5.2% 25% Median
1 65% 52.5p 65% 6.2% - -
|
‘ 100% 60p or above 100% 7.5% or above 100% Upper quartile

this comparator group under review for future LTIP awards.

Executive Directors’ retirement benefits and entitlements”

Note 1: Straight-line vesting will occur in between the points shown, with no vesting for performance below threshold.
Mote 2: Pearson's TSR performance is currently measured relative to the constituents of the FTSE 100 Index over the performance period. The Commitiee intends Lo keep

Details of the Directors’ pension entitlements and pension-related benefits during the period each served as an Executive Director in 2020 are

as follows:
Andy John Sally Coram
Bird Fallon Jehnson Williams
$000s £000s £000s £000s
. Value of defined benefit - 20 45 1
| Other allowancesin lieu of pension 42 158 - -
! Total valuein 2620 42 178 45 1
Accrued pension at 31 December 2020 - 109 57 40

Note 1: The accrued pension at 31 December 2020 is the deferred annual pensicn to which the member would be entitled on ceasing pensionable service on

. 31 December 2020. It relates to the pension payable from the UK Plan. Narmal retirement age /s 62,

i Note 2: The value of defined benefit reflects the change in value over the period, les
Note 3: Other allowances in lieu of pension represent the cash allowances paid.
Note 4: Total value is the sum of the previous two raws and is disclosed in the single

s inflation.

figure of remuneration table.
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Pension Plans
Andy Bird - Payment in Lieu of Pension

Andy Bird receives a payment in lieu of pension at 16% of his base
salary. This is the new hire Executive Director rate in accordance with
our Directors’ Remuneration Policy as approved at the 2020 AGM
which was set in line with the pension provision for UK employees

of asimilar age.

John Fallon - The Pearson Pension Plan

John Fallon was a member of the Final Pay Section of the Pearson
Pension Plan. Mr Fallon left Pearson on 31 December 2020 at which
paint his benefit accrual in the Plan ceased. Mr Fallon attained the
maximum service accrual for this benefit when he reached 20 years’
service in October 2017, With effect from this date, he had accrued a
benefit of two-thirds of his final pensionable salary and no further
service-related benefits were accrued under the Plan. Based on the
2020/21 earnings cap of £170,400, he will have accrued a pension of
E108,680 per annum at this time,

In addition, during 2020 he received a taxable and non-pensionable
cash supplement in lieu of the previous FURBS arrangement.

This supplement was reduced from 26% to 23% of base salary
during 2020 as the first annual step in reducing John Fallon's pension
entitlements to align with the UK workforce rate of 16% of base
salary under our revised Directors’ Remuneration Policy. There are
no enhanced early retirement benefits.

Sally Johnson - The Pearson Pension Plan

Sally is an existing member of the Final Pay Section of the Pearson
Pension Plan. Her accrual rate is 1/60th of pensionable salary per
annum, restricted to the Plan earnings cap (£170,400 per annum in
2020/21). There are no enhanced early retirement benefits.

Coram Williams - The Pearson Pension Plan

Caram Williams was a member of the Final Pay Section of the Pearson
Pension Plan. Coram feft Pearson on 24 Aprii 2020, atwhich paint his
benefit accrual in the Plan ceased. He had an accrual rate of 1/60th of
pensionable salary per annum, restricted to the Plan earnings cap
(£166,200 per annum in 2015/2020}, with cantinuous service with a
service gap. There are no enhanced early retirement benefits.

Directors'interests in shares and value
of shareholdings”
Shareholding guidelines

Executive Directors are expected to build up a substantial sharehoiding
in the company in line with the policy of encouraging widespread
employee share ownership and to align the interests of Executive
Directors and shareholders. The current requirement is 30G% of base
salary for the Chief Executive and 200% of base salary for the Chief
Financial Officer, Shares that count towards these guidelines include
any shares held unencumbered by an Executive Director, their spouse
and/cr dependent children plus any shares vested but held pending
release under a share plan and any shares unvested but not subject
ta future performance conditions [on a net of tax basis). Executive
Directors have five years from their date of appointment to the Board
to reach the guideline. Once the guideline has been met, it is not
re-tested, other than when shares are sold.

Executive Directors are expected to retain their current guideline

(or actual shareholding if lower) for two years following stepping
down as an Executive Directar. This guideline does not apply to shares
purchased by the Director, On stepping down from the Board,

John Fallon was reminded of his obligation with regards to this

post- employment sharehoiding requirement, which the Committee
will review on an annual basis,

The shareholding guidelines do not apply to the Chair and

Non- Executive Directors. However, a minimum of 25% of the
Non-Executive Directors’ basic fee is paid in Pearson shares that

the Non-Executive Directors have committed to retain for the peried
of their directorships.
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Directors' interests
The share interests of the Directors and their connected persons are as follows:
Conditional Total number
Current  Conditienal shares of ardinary
shareholding shares subject to and
{ordinary subjectto  employment cenditional
shares)at performance onlyat shares at Guideline Guideline
Director 31Dec20 at31Dec20 31Decl 31Dec 20 (9 salary) met?
Chair
Sidney Taurel 223,406 - - - - -
Executive Directors
Andy Bird 586,437 1,208,861 - 1,795,298 300% Yes
Yes
John Fallen 450,262 517,000 70,135 1,037,397 300% (seenote 7}
n/a
Sally Johnson 11,822 220,000 24,052 255,874 200% (seenote6)
n/a
Coram Williams 56,108 - - 56,108 200% (seenote 7}
Non-Executive Directors
Elizabeth Corley 32,795 - - - - -
Sherry Coutu 5,061 - - - - -
Vivienne Cox 8,945 - - - - -
Josh Lewis 14,818 - - - - -
Linda Lorimer 13,838 - - - - -
Michael Lyriton 18,785 - - - - -
Graeme Pitkethly 2,276 - - - - -
Tim Score 48,472 - - - - -
Lincaln Wallen 11,668 - - - - -

Note 1: Share interests are shown as at 31 December 2020, For Directors who stepped down from the Board during the year, share interests are shown as at the date of their

stepping down.

Note 2: Ordinary shares include both ordinary shares listed on the London Stock Exchange and American Depositary Receipts (ADRs) listed on the New York Stock Exchange.
The figures include both shares and ADRs acquired by individuals under the Long-Term Incentive Flan and any other share plans they might have participated in.

Note 3: Conditional shares subject to performance means unvested shares which remain subject to performance conditions and/or performance underpins and continuing
employment for a pre-defined pericd. This includes the LTIP awards granted 1n 2018, 2019 and 2020, and, in respect of Andy Bird, his co-investment award, The LTIP awards
granted to John Fallen wili be pro-rated for time to reflect his departure prior to the nermal vesting date, The performance targets for the 2018 LTiP award were not met and

therefore these awards will lapse in full.

Note 4: Conditional shares subject to employment anly means unvested shares which are subject to & holding period and continued employment. For Sally Johnson this

includes share awards granted before her appointment to the Board in May 2020.

Nate 5: Sally Johnsan also holds 2,658 options under the Pearson Save For Shares scheme, a savings-related share acquisition programme open to all employees.

These are not subject to future performance conditions.

MNote &: 5ally Johnscn has five years from the date of her appointment as an Executive Director on 24 May 2020 to reach the shareholding guideline,

Note 7: John Fallon met his sharehalding guideline. However, as a result of the decrease in share price, the value of his shareholding cndeparture fram the Board was
less than 300% of salary. Coram Williams had five years from the date of his appointment as an Executive Director on 1 August 2015 to reach the shareholding guideline.

He stepped down from the Board on 24 April 2020,

MNote 8: Graeme Pitkethly purchased 6,675 shares on 8 March 2021, taking his tetal holding to 8,351 shares, There have been no other changes in the interests of any Director
between 31 December 2020 and 12 March 2021, being the latest practicable date prior to the publication of this report.
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Chair and Non-Executive Director remuneration”

The remuneration paid to the Chair and Non-Executive Directors in respect of the financial years ended 31 December 2020 and 31 December 2019
is as set out in the table below. In response to the COVID-19 pandemic, the Chair and Non-Executive Diractars voluntarily tock a temparary fee
reduction of 50% and 25%, respectively, for the three-month period May to July. This was donated to charities engaged in COVID-19-related
activities, The figures in the table below are before this charitable donation.

2020 2019
Director Taxable Taxable
£000s Total fees benefits Total Total fees benefits Total
Sidney Taurel 500G 16 516 500 8 508
Andy Bird EY - 41 - - -
Elizabeth Corley 15 1 116 115 - 115
Sherry Coutu 88 2 90 56 - 56
Vivienne Cox 129 3 132 128 1 129
Jash Lewis 28 7 35 88 2 90
tinda Lorimer 39 8 107 98 4 102
Michael Lyntan 92 3 95 # - N
Graeme Pitkethly 92 1 93 57 - 57
Tim Score 116 1 17 116 1 "7
Lincoln Wallen 92 0 92 91 4 95
Total 1,392 42 1,434 1,340 20 1,360

behalf of the Directors.

Executive Director role is set outin the table on p107.
AGM in May 2020.

Remuneration arrangements in respect of John Falion's
and Coram Williams’ departure*
john Fallon

John Fallon stepped down as Chief Executive and as a Director of
Pearson plc on 18 October 2020. John remained an employee and
adviser until 31 December 2020 to support the transition to Andy Bird
as new Chief Executive Officer.

Between 19 Octaber 2020 and 31 Decermber 2020, john was employed
on his existing remuneration arrangements, save as described below.

» On ceasing to be employed by Pearson, and in accordance with the
terms of his contract of employment, there was no payment for
loss of office

» Jehn remained eligible for an award under the AIP for the period
1 January 2020 to 31 December 2020. The award was based on
Pearson group performance for 2020. As described on p108,
performance for 2020 resulted in a nil payout

» John did not receive any award under the LTIP in respect of 2020

> John was treated as a good leaver in respect of his outstanding
awards under the LTIP and treatment of the awards was in
accordance with the relevant plan rules. The LTIP awards will vest
on their normal vesting dates, subject to the achievement of the
applicable performance conditions. They will be pro-rated to reflect
John's departure prior to the normal vesting date. As described on
p110, the 2018 LTIP will Yapse in full

Nete 1, A rminimum of 25% of the Chair's and Non-Executive Directors' basic fee is paid in shares.
Nate 2: Taxable benefits refer to travel, accommodation and subsistence expanses incurred while attending Board meetings during the period that were paid or reimbursed
by the company which are deemed by HMRC to be taxable in the UK. The amounts in the table above include the grossed-up cost of UK tax to be paid by the company on

Note 3: Andy Bird ioined the Pearson Board as a Non-Executive Director with effect from 1 May 2020, He was appointed Chief Executive Officer and an Executive Director of
Pearson on 18 October 2020. The table above reflects remuneration paid to him in respect of his Non-Executive Director role. Remuneration received in respect of his

Note 4; Sherry Coutu and Graeme Pitkethly joined the Pearson Board as Non-Executive Directors with effect from 1 May 2019. |osh Lewis retired from the Board atthe

» In accordance with the Directors’ Remuneration Policy, John was
provided with appropriate support for his transition totalling a value
of £60,000. Pearson will continue to support John with tax advice and
filings in connection with his employment with Pearson. Pearson has
also paid a total of £21,818, including associated taxes, in legal fees in
cennection with his departure

> Inline with the Directors’ Remuneration Policy, jehn is required
to retain Pearson shares with a value of 300% of his base salary
{or his actual shareholding if lower) for a period of two years from
19 October 2020. This guideline does not apply to shares purchased
by )John or earned prior to him being appeinted as Chief Executive

CoramWilliams

Coram Williams stepped down frem the role of Chief Financial Officer
on 24 April 2020. Coram Williams did not receive any paymentin
respect of his unserved notice period nor was there any payment for
loss of office. Coram was not eligible for any AIP payment in respect of
2020 nor was he granted a 2020 LTIP. He ferfeited all unvested LTiP
awards on departure.

In accordance with the Directors’ Remuneration Policy, Pearson
continued to support Coram Williams with tax advice and filings
in connection with any obligations resulting frorm his employment
with Pearson.
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Payments to former Directors” The Executive Directors have notice periods in their service contracts
of 12 months from the company and six months frem the Executives.

There were no payments to former Directors in 2020. ) )
Their contracts are dated 23 August 2020 (Andy Bird) and 15 January

Payments for loss of office’ 2020(5ally Johnsen).

All payments made to John Fallon and Coram Williams in respect Non-Executive Directors serve Pearson under letters of appointment
of their stepping down as Executive Directors of Pearson are as set which are renewed annually and do not have service contracts.

out opposite. The Non-Executive Directors' 