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ifetime of learning

Andy Bird, Chief Executive

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

Image removed
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At a glance

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

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

Our vision

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

Our mission

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

Image removed

Qur values

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

1. We ask ‘why’?

We challenge the status quo by
challenging ourselves.

2. We ask ‘what if?

We spark curiosity to innovate new
possibilities for everyone,

3. We earn trust.

We build credibility by acting with integrity
every day.

4. We deliver quality.

We hoid our customers and Consumers in
the highest regard, and our work to the
highest standards.

5. We make our mark.

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

“We've
redefined
our
purpose to

Image removed

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

Lynne Frank, Chief Marketing

Officer and Co-President,
Direct-to-Consumer
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Our strategy

Our strategy is to create trusted relationships with consumers
throughout their Hfelong learning journeys. We want to empower
them to realise their goals and potential, by developing their skills
across multiple stages of their learring lifetime, encompassing not
only formal primary, secondary and higher education, but alsa,
increasingly, the world of work.

Higher
Education

English Language
Learning

Workforce Skills

Our strategy places consumers at the heart of everything we do, and
we are integrating our products to create a learning ecosystem that
reaches our consumers across all their life stages.

Assessment
& Qualifications

Learner
profile

Diagram removed

Virtual Learning

Read more on page 12
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At a glance continued

Our interconnected
divisions

2022 Revenue

2022 Highlights
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Assessment & Qualifications

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

to 2022,

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

Higher Education

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

’-
£1,444m

p

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

— Announced the intention to acquire
Personnel Decisions Research
Institutes (POR1) which has significant
expertise N providing assessment
solutions to the US federal
government, one of the largest
emplayers in the US wath more than 4
millicn employees.

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

— UK and international Qualfications
2022 revenue was driven by the return
to full testing and growth in
qualifications and assessment
contracts internationally.

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

Read more on pages 8 and 22

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

— Athree-fold increase compared to
prior year Fall sermester in Pearson+
pald subscriptions, expanding our
reach through US college bookstores:

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

— Pearson+ registered users
compared to prior year Fall
semester increased 3% 1o 2.83m
(2021:2.75m)

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

Read more on pages 15 and 22
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Virtual Learning

we offer highly effective online learning for
every age and stage of education. Cur
users can learn where, when, and how
they learn best, in a way that is talored to
their needs and propels them forward In
their lives and careers. Qur vision In Virtual
Schools is to provide a holistic, academic,
and innovative learning expertence to our
students, while boing a trusted best-in-
class partner for our schools and families.
We wall grow by continuing to focus on the
core learning experience, including
individuatised learning and curriculum
transformation, while innovating and
adapting to both industry and market
changes to stay ahead of the competition.
Our career readiness solutions will fug|
growth by providing pathways for students
beyond high school, be itin the job market
or further study. We will also capitalise on
increased awarengss and openness to
virtual learning and the demand for
alternative education mediums driven by
parents’ new hybrid and remote working
schedules. Cur Online Program
Management (OPM) business is currently
under strategic review.

R
English Language Learning

There are 1.4 billon English language
learners across the gicbe. We have the
courseware and assessments to help them
achieve their goals, including digital and
blended English solutions for educational
institunions and the flagship Pearson Test
of English, in cver 150 countries. Qur vision
is to becomne the world's leading
destination tor committed leaners o build
and prove their proficiency in English. We
are growing through creating an
interconnected suite of personalised
products across direct to consumer,
institutional, enterprise language learning
and assessments, and online language
learning through Mondly. This will allow us
to expand our addressatle market,
increase market penetration, and create
more repeatable, personal relationships
with language learners, capturing more of
their lifetime spend. We are also
capitalising on a consistent market need
for English proficency in glebal
employment and education, & growing
demand for online language learning, and
renewed global mobility.

- Increased retention rates and
Net Promoter Score, now ~67, for
Virtual Schools, which wili drive
enrolment growth

— Opened our first virtual school in
Virginia focusing on grades 6-10
students, expanding to grades K-10
in 2023

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

Read more on page 22

Workforce Skills

We're building a world where everyone is
prepared for the future of work and
people are recognised for what they know
and what they can do. Our newly launched
talent investment platform uses workforce
analysis and assessment ta realise
untapped potential, mobilise talent, and
help enterprises and individuals close the
workfarce skills gap, helging everyone find
the right work for them. We wall grow by
CONNecting CONSUMErs, enterprises,
recruiters, and learning partnersto a
marketplace for verified skills. we can also
capitalise on employers' increasing need to
reskill and develop their workforce to
protect against shifts in both growing and
shrinking markets and in response to the
high speed of economic and technology
change. We need to respond to and
enable the accelerating convergence
between previously disconnected parts of
the HR technology market, particularly
Learning and Development, Recruitment,
and Talent Managermernt.

’-
£204m

)

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

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

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

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

Read more on pages 14 and 22

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

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

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

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

Read more on pages 14 and 22
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2022 highlights

A year of
strategic anc
operational
progress

Achieved underlying sales
growth of

5%

and adjusted operating profit
growth of

11%

on an underlying basis, ahead
of expectations

Acquired Mondly
and Credly to
support the
growth strategy
across the
Pearson
ecosystem

Read more on page 13

Announced £120m
of cost efficiencies,
accelerating our
improved margin
expectation to 2023
from 2025
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"The role Pearson
VUE plays helping
professionals get
certified is a critical
element of
delivering our
enterprise learning
strategy.”

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

Launched 18
study channels on
Pearson+

Read more on page 15

Enterprise Learning

reaching

c.2000

enterprise clients across
Workforce Skills and
Pearson VUE

Completed the
disposal of our
internaticnal local
courseware
publishing businesses

Read more on page 13

Image removed

Art Valentine,

President - Assessment
& Qualifications




Chair's note

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

Omid Kordestani, Chair

Image removed

2022 dividend growth “What drew me to this fantastic company was the
5% incredible opportunity to be globally consequential
and the important role we can play in improving

society through lifelong learning.”
Return on capital in 2022

8.7%
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Chair's note continued

Overview

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

2022 has been a year of strategic and operational development as
we continue to create a digital learning ecosystem, fit for the future
of learning. We have made considerable progress in executing our
direct 1o consumer, Iifelong learning strategy as we reshape our
portfclio for profitable growth, adding capabilities and increasing
interconnectivity between divisions.

Financial and operational highlights

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

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

We have also retained a strong balance sheet and igudity position
that will enable us to cantinue to INvest in our comprehensive
growth strategy.

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

Environmental, social and governance

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

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

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

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

Our people make Pearson’s success

Qur people are fundamerital to our success and strong perfermance.
twould ke to take this opportunity to thank everybody for their
commitment. | appreciate their incredible work, operational
discipline, and focus over 2022. We cannot underestimate how this
difficult environment has affected our people, I'm very proud of them
all. Taking care of our employees, and ensuring we keep aur positive
culture is vital. Their efforts have, and will, continue to underpin the
company's performance as we take advantage of the significant
growth opportunities ahead.

| also want to thank all our customers for their continued support.
We will continue to provide them with engaging ways of learning that
reflect today's world, as we look to deliver the needs of both
employers and employees.

Image removed
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Strategy in action

Making a difference for global IT enterprises

{T enterprises continue o face significant challenges. As cloud
adoption, Al advancements, and cyber security threats generate
highly specialised jobs, the demand for tech skills s present
throughout the global economy. At the same time, global talent
needs abound, and consumer and inclusivity expectations continue
{0 surge.

Pearson VUE, part of our Assessment & Qualifications business,
helps the world's leading IT organisations address the persistent skills
gap and shortage of quabfied talent by prowding the learning
opportunities ang credentials essential to keep pace with the
ever-increasing advances in technology.

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

— With (ISC¥, a leading provider of cyber security credenuals, we
deliver credentizling assessments that certify the professionals
who work trelessly to provide a safer, more secure cyber world
for individuals and organisations around the globe.

— Through our partnership with Microsoft, we helped the Austin
Lighthouse - Travis Association for the Bind make IT certification
exams more accessible to people wath disabilities, preparing and
enabling them to join the tech workforce.



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

right tone.

Image remaoved

Leading for the future

We have a strong performance culture at Pearson, with a high level of
execution and operational excellence. We also have a wonderfully
diverse Board in terms of both experience and backgrounds.
Ensuring we continue to have a diverse set of views and perspectives
at Board and leadership level 1s key to our success. We need different
types of leadership and operational talent to execute against our
strategy. We will keep monitoring this as Pearson continues to
transform so we have the right skill sets for our future, as well as
managing succession planning for any upcoming departures.

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

At the executive level, we saw new leaders join the leadership team
with Marykay Wells being etevated internally to Chief Information
Officer. Marykay 1s working with the Board and leadership team

to bulld a technglogy strategy that supports a coordinated,

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

Engagement is fundamental

As a Board and leaderstup team, it is critical we engage frequently
with ali our stakeholders. We want 1o ensure that our strategy is
clear, that the way we're operating is well understood, and to identify
any gaps in our approach. This enables a canstructive and positive
relationship and helps us understand the views and perspectives of
our stakeholders, It also ensures our team is focused on the nght
approaches, policies, and activities.

This year, we undertook a comprehensive review of Pearson's
executive remuneration framework, with the proposed new
Directors’ rernuneration pohcy detailed on page 112. The
Remuneration Committee and the Board have spent significant time
ngorously reviewing the policy and its implementation to ensure it
remains fit for purpose. This review considered Pearson's renewed
strategy, the recent strong performance of the business, and the
views and expectations of eur shareholders, their adwisers, and other
stakeholders. | believe the proposed policy is the best way to
continue to drive a strong pay for performance culture. It also
responds to the needs of the global talent market for digital
innovators, whilst rermaining mindful of the UK governance
environment and the wviews of our shareholders.

Confident in our potential

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

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

Outlook

We start 2023 1n a challienging macro environment, but we have
a clear focus on execution. | have every confidence in our ability
1o deliver as we continue to transform because:

1. The company is confident of its strategy.

2. We have a strong executive team that has been established
to execute on that strategy. and

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

Pearson has an opportunity to edirate the world and be a good
citizen, as a business that acts responsibly and sets the right tone.
we take our duties seriously and drive a level of execution that
brings us closer to our promise of lifelong Learning: our ‘North Star'.
| beheve we are well positioned to continue to grow profitably and
to deliver long-term success, creating value for all our stakeholders.

Omid Kordestani
Chair
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Chief Executive’s review

d d /nother year of significant
strategic, operational and

fi

nancial progress.

Andy Bird, Chief Executive

Image removed

Underlying sales growth
in 2022

5%

Underlying adjusted
operating profit growth
in 2022

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



Dear shareholders,

I'am pleased ta report to you on another year of significant strategic,
operational, and financial progress, one that has strengthened our
foundations for o future of increasiyg susldinable growth.

Over the last year, a new Pearsen has emerged - streamlined,
interconnected, and more agile. This new Pearson)s expanding
our rmarket oppartunities, driving value for our stakehalders,
and making a positive impact on our werld.

Our 2022 financial results dermonstrate the strong momentum
we've been building. For a second coansecutive year, our finandiaf
performance was ahead of our expectations, with underlying sales
growing by 5% and underlying adjusted operating profits increasing
by 119 to £456m. This reflects excellent progress across the Group,
driven by our strategic initiatives

Delivering on our strategy

Our strategy focuses on a lifetime of learning and building a company
that1s digntal-first, puts the consumer at its heart, and delivers high
quality learning products at scale. A major focus this year has been
enhancing the interconnectiaty between our divisions, making

mare parts of Pearson more relevant to each other while driving
financiat and operational benefits. Because of this, cur business
model is moving from standalone products and services to
connected learning applications, centered around our trusted
relationships with consumers.

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

— Deliver sales and profit growth

— Increase our focus on execution, quality, and trust

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

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

We saw strong growth in Pearson+ paid subscribers, launched

the new Pearson~ Channels feature, and integrated Mondly

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

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

A future focused on a lifetime of learning

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

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

to expand our Pearson VUE offerings, and we are capitalising

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

Image removed

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

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

Looking forward with confidence

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

and for all our stakehaolders.

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

Andy Bird

Chief Executive
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Our strategy

AN integrated strategy

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

Qur strategy is to grow both by increasing our scale and customer reach. We are deepening our investment in opportunities across our dvisions,
and are expanding the interconnectedness between our divisions, te uncover and capitalise on further potential. We are conhdent that there are
vast possibilities to expand our reach by linking our different learning capabilities into ene experience as we move from standalone 1o connected

learning applications.

We have a well-diversified global consumer base, coming from direct individual customers and institutional, enterprise and government relationships.
Of our 160 rmillion users, 15 million are registered with us. It is Incumbent upon us to make every interaction with our consumers more meaningful by

building relationships. We aim to provide all our audiences with the abiity to move between our products as their learning needs evolve.

Qur consumer base

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

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

Paid registered users* Monetised consumers

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

15m

Paid
Registered

* Counts de ot reflect urigue users across tne Pearson portfolio

Our strategy is underpinned by an interconnected approach to product

Assessment
& Qualifications

[ 2023 Hi 2024 i 2025+ ] Virtual
Integrate mare Intermediate & Advanced Content f Institutional & Glebal Scale of English alignment Learning
mgﬂrg!g i / Pearson+ intagration / Ul & UX Enhancements

Pearson English Skiils Certificate with Credty badging l
@ Pearson | pTE .
L PTE for Canada Migration ‘] D'agram
removed
‘ P+ Channels (more discipiines and skifls] ‘]
e Pearson+
Additional features / international markets / integration with broader Pearson portfolio _‘
] Praduct refresh (Freehand Grader, Adaptive Diagnostics, Next Gen Learning Experiences) __] Learner
© pearsen Profile
MyLab B Masterig I: Cloud migration ‘l
[ Course Custamizabon Capabilities for teachers j
COMBECTIONS
s
P

[ Pearson-built curriculum Standards based reponingj

Pearson Workforce Launch talent investment platform and product suite. Expand skills services & talent
Solutions Integrate skills services for consumers network

Vertical rnarket expansion r Vaiue chain expansion ]

Geagraphic expansian i

@ Pearson | VUE

Workforce
Skilis

Higher
Education

English Language
Learning
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g Ve are driving successtul
change through targeted
investment, acquisitions,

Irmage removed

and disposals.

Sulaekha (Sue) Kolloru Barger, Chief Strategy Officer

Strategic progress in 2022

Pearson has evolved from a matrixed holding company to the
focused end-to-end learming company we are today, as we integrate
our businesses and products to form a fifelong digital learning
ecosystern. As we better understand our consumers, we are
ernbedding our insights to unlock synergies, build relationships

and provide more relevant and inspiring products.

We are reshaping our product portfolio 1o meet increasing demand
from consumers. Their needs are evolving to place a higher
impartance on skills and continuous learning, and they are
conseguently turning to their employers for support in upskilling
and reskilling to ensure their relevangy in a dynamic workplace.
More employers are investing in talent and we are working with
them to provide the training and upskiliing for their employees to
help them progress.

Our 2022 results are evidence that our strategy 15 delivering results
for our consumers and shareholders alike. We made good progress
in 2022 both strategically and operationally, which is reflected in our
strong financial performance: underiying sales growth was up 5%

and underhyng adjusted operating profit up 11%. Our new ocperating
model has enabled us to identify approximately £120m of efficiencies
in 2022, which we will deliver in 2023 and beyond. In turn, this will
help us deliver our improved mid-teens margin target in 2023 - two
yaars earlier than expected

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

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

significant organic investment, bringing new capabilities

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

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

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

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

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

Acquisitions to bolster our capabilities and enter new markets

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

Strategic disposals to refine our portfolio

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

Interconnectivity is at the core

Qur strategy is increasingly
cannecting our businesses araund
lifelong learning opportunities.

Al scoring;
PTE delivery

Product & technology synergy
Go-to-market synergy
Content synergy Englf; al;ﬁir;gguage

Credly badging:

Giobai Scate of

English + Faethm
integration

GED & BTEC
delivery; Cred
ba:iyéing 4 MindHub &
CertPrep content
sharing
Mondly via P+
Virtual Learning
Diagram
removed

Enterprise
joint GTM

Workforce Skills

Assessment &
Qualifications Connections Academy +

US Student Assessment

Credly badging:

Career Readiness Career
readiness
Cansumer
pipeline

Higher Educaticn

Work-ready content
exploration
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Our strategy continued

Enterprise / Workforce Skills

Our ppportunity

Our ambition is to enable a world where people and organisations
can gchieve their full potential in the new skills economy, We belicve
that1s no longer just about what you've done, but what you can do.
Our objective is to provide solutions that help ernployees thrive and
empower employers to maximise the value of their most important
asset: their people.

The £200bn global Workforce Skills market is cornprised of several
difterent sub-markets including emplayee learning and development,
talent managerment, and pre-hire recruitment services, This market
is 1N the midst of widespread disruption, driven by seismic change

in the workplace. The World Economic Forum estimates that over

1 bitlion people will nieed reskilling by 2630

Organisatons are struggling to navigate this change because they
lack a comprehensive understanding of the skills their employees
have, or the skills they need, to achieve their commercial goals And
without this understanding, their investments into current learring
and development services are not delivering the results that they
should be,

Progress so far

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

a new product roadmap, launched new products, created a single
global sales team and built 3 state-of-the-art global marketing and
sales tech stack,

We have reshaped qur Workforce Skills portfolio to serve an
expanding remit, building on Pearsom's existing strong foundation
with Enterprise consumers (¢.16% of Group sales). Ta focus on the
needs of our different customer segments, we have organised our

wWorkforce Skilis division into two parts: Vocational Qualifications
and Workfarce Solunons.

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

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

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

of the individual consumers upon which the success of any
organisation depends.

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

We firmly fit into Pearsor's wider strategy, with products that can
interconnect with others across the Pearson ecosystem, supporting
and accelerating Pearson’s lifelong learming ambition.

For example, we have a library of certified preparation content

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

English 1s the globally recognised language of business, so we have
added English to Faethrm's skills framewaork, as well as offering Credly
badges for Pearson's range of English assessment products

English Language Learning

Our opportunity

We operate in a €.£6 billion addressable market, which integrates
three key market segments’

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

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

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

Asubstantial element af our Institutional business 1s in K-12, which
1s generally government funded and backed, making it stablein a
variety of macro-econarmic environments, For PTE, we believe that
there will be a strang desire for pecple to invest In therr egucation
and to study in our key destinaton markets. We aim to acquire more
new and existing language learners, and capture more of therr
lifetime spend on language learning, through cross-selling Erghish
Language Learning solutions. We are dedicated to growing the
business through improving customer experience, which has already
been successful in 2022, with a 24% increase in underlying revenue
and 33% increase in underlying profit, and with the potential to gain
further share over the next few years,
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a. Qur institutional business plays an Important strategic role,
It provides the potential to form relationships with millions
of institutional fearners as well as corporate learners, and it
lends invaluable reputation and credibility in the language space
to our entire product portfolio It 15 also 4 large fead-generator
for our suite of assessment products and Mondly, bath of
which are complementary products that erhance the
student experience.

b. Mondly gives us more opportunities to reach more comrmitted
learners: a foothaid in the fast-growing direct to consumer
online language learmng market, and the MondlyWORKS
platform for enterprise language learning

¢ PTE and Mondly give us more direct relationshyps with
consumers, which 1s strategically important
to the division and our ability to cross-sell within Pearson,

Progress so far

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

in 2023. We prioritsed aligning Pearson products to the Global Scale
of English (GSE), our proprietary scale that allows more granular
understanding af English ability, furthermore, working to afign
Workforce Skills’ Faethm product, laying the ground for future
coflaboration. Finally, in addiion to finding ways (o use our
nstitutional content to bolster Mondly material, particularly

in the imtermediate and advanced levels, we integrated Mondly

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



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

“The growing skills gap is
putting enormous amae |
pressure on the labour

market, making verified
credentials more essential
than ever.”

Mike Howells, President,
Workforce Skills

Spotlight on Credly
— Credly is an end-to-end solution for arganisations to issue
and ranage digital credentials

— It adds an established, well-known credentialing service 1o
our workforce analytics, learning & assessment capabilities

— It has a network of 3,000 certification and badge 1ssuers
— ltgenerates 70,000 new users every week
— Ithas issued more than 50 million credentials

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

Pearson+

Our opportunity

We are a leader in the Higher Education courseware market, with
millions of students enrolled In courses using Pearson eTextbooks.
We want 10 leverage this market dynamic in two phases;

1. Shitt elextbook consumption for students directly to Pearsont,
and improve monetisation

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

Pearsan+ is currently monetised through paid access to eTextbooks
by students where faculty adopt Pearson content in their courses.
Our existing Higher Education business provides a large, efficient
customer acquisition funnel for Pearson+. Additicnal content beyand
eTextbooks, such as Pearson+ Channels, will encourage further

use of the application. Over time, Pearson+ users can be further
monetised through cross-selling other relevant Pearson products
and services.

Progress so far

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

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

to bring vibrant learning
experiences to even

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

Giovanni Giovannelli, President,
English Language Learning

Spotlight on Mondly

— Global language learning app

— 100m+ downloads

— 446k paid subscriptions

— Highly-rated app both en mobile and VR

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

more people.”

Tim Bozik, Chief Product Officer
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Our business model

Creating value

Our foundations An integrated business to
support customers through

their learning journey

Committed people and partners Assessment

& Qualifications

Virtual
From our brifiant and dedicated employees to our fantastic authors, we are the Learning
home for the best talent, We have a broad range of partners across our business
who we expect (o share our Pearsan values, Our refationships with governments,
customers, non-governmental organisations INGOs) and sther giobal

organrsations help us to increase our impact on consumers around the worid.
. | Higher
R&D and product innovation Education

Our product team, with expertise 0 learning science, has a focus on learning

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

prOfile removed
Financial assets

m7

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

Our physical footprint English Language
h Learning
Our products and services are available in most countries and territories around

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

Data and insight

Workforce
As we move to a direct to consumer business we are able to know our custormers Skills
betrer - and serve them maore effectively - through the effective and responsible
use of data. We are also building out our capabilities in data analytics and Al See overleaf for examples of how our businesses
through acquisitions including Faethm, which enable us ta use data insights to suoport customers through their learner iournevs
help identify skills gaps and prowide compelling salutions to warkforce challenges. {
Strong market fundamentals Direct-to-Consumer
We are wall placed to benefit from structural tatlwinds in the global learning Increasing Direct 1o Consumer products and services
market including three big market cpportunities: is an important initiabve that spans all our dvisions.

For example, we are growing Pearson+, our digital
) Jearning service in Higher Education, alongside our
. l . } . acquisition of Direct ta Consumer language learning
‘ . platform Mondly. Both of these services will be an
Online and digital ' Solutions to ‘ Academic and Important customer acquisition tool underpinning

tools for schools evaluate and professional skifls our Direct-to-Consumer offerings acrass the Group.
and education l address workforce i accreditation and Our Direct-to-C . Ik th
‘ skills gaps ' certification ur Direct-to-Consumer strategy also means that our

‘ business model neads to evolve, We now go directly
' to consumers as well as through our existing models
whereby we reach the consumer via an educational
Institution, employer or other partner.
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How we create long-term
stakeholder value

Consumers

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

Employees

We intend ta maximise the
value of Pearson’s own
human capital by giving our
people opportunities to learn
and verify new skills aimed
toward professional growth
and success.

Employers

Our aim 1s to partner with
more emplayers to create
shared value and to ensurg
more pecple succeed in the
future worid of work,

Educators

We work with teachers,
instructors, faculty and
nstitutions across all
stages of education to
iMmprove outcomes, grow
and succeed together.

/

Partners and support functions

Technology 15 enabling consumers to learn virtually and learning
materials to be delivered digitally. This means we canreach alarger

market at a lower cost and be at the forefront of the evolving learning
marketplace. This gives us the ability to reach our ambitionto be a
digital media learning company that will accupy & place at the heart of

the global learning ecasystem

Sustainability

Governments

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

around the wortd.

Shareholders

We aim to provide long-term
shareholder value creation.

Business partners

Our long-term business
partnerships are built on
shared values, deep
relationships and mutual trust.

Communities

Education plays a crucial

role in society and Pearson

15 a driving force behind the
evolving education market as
we look to meet the changing
need of teday's learners, not
just ir this moment but for the
fareseeable future.

We have a roadmap to become net carbon zero and we

continue to erhance our reporting structures according to TCFD,
SASE and GRI principles (see pages 30-42 and pages 221-226)
Qur unigue business model will enable us to reach cur purpose
at Pearson which is to add life to a lifetime of learning for people
around the globe, Learning is one of the greatest drivers of
hurnan progress, so as we fulfil our purpose, we help transform
lives, livehhoods, and societies.

Measuring progress

We measure our progress against five non-finanaal KPIs:

1 Digital Growth
1 Consumer Engagement
1 Product Effectiveness

1 Culture of Engagement and Inclusion

1 Sustainability

Read maore on pages 18-19
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Key performance indicators

Monitoring pro

] Non-financial measures

gress

Digital Growth

Objective: Drive
digital revenue

Digital sales*

Underlying Growth in group digital
and digital-enabled sales

growth

+99 |

9 /0 Diagram remaoved

(2021: +9%)

Virtual Schools US OPM student OnVUE volumes PTE volume Higher Education US

enralments enralments digital registrations

106k 270k 3.0m 827k 9.9m

{2021 111k) (2021: 275k} {2021: 3.0m} (2021: 436k) (2021: 11.1m?)
Consumer NPS for Connections NPs for PTE Mondly paid Workforce Skills Pearson+
Engagement Academy subscriptions registered users® registered users®
Object_ive: Cn;’eate +67 +52 446K 4.7m 2.83m
engaging an
peEsognaglised (2021: +62) (2021: +56) (2021: n/a) (2021: n/a) (2021: 2.75m}
consumer experiences
Product PTE speed of VUE Test VUE partner Workfarce Skills Woarkfarce Skills Higher Education
Effectiveness score return valumes® retention® number of enterprise  enterprise customer  Product usage -

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

1.3 days 19.4m

{2021:16.8m)

(2021: 1.2 days})

{2021: 99%)

99.9%

cusiomers'’ net retention rate text units
1,503 74% 4.8m
(2021 : 645) (2021: n/a) (2021; 5.4m)

Culture of
Engagement

and Inclusion
Objective: Build an
inclusive culture and

increase diverse
representation

Employee Engagement

Pearson uses the
Gallup Q'* survey
to measure
engagement,
annually

3.96

grand meanona 5
point Likert scale

(2021: n/a}

Investing in diverse talent

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

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

67%
(2021: n/a)

This last year, | have had
opportunities at work to
learn and grow

72%

(2021 nfa)

Culture of inclusion index

The grand rmean of 3 Gallup Q'*®
survey questions

— Al work, | am treated with
respect

My company Is committed o
building the strengths of each
employee

if | raised a concern about ethics
ana integrity, | am confident iy
ernployer would do what is night

4.12

grand mean on a 5 point
Likert scale

(2021: n/a)

increasing diverse talent

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

75%

(2021: n/a)

% of people in succession
plans for leadership who

are diverse

Women people of
Colour/BAME

52% 26%

{2021 72%) {2021 24%)

Sustainability 3
Strategy

Objective; Achieve net
zero carben by 2030

Progress against achieving net zero carbon by 2030,
as measured through percentage carbon reduction

Redyction in tatal
tC0O; in 2022

33%

vs 2018%

Reduction in tatal
tCO;in 2021

31%

vs 20184

Mmoo N T oW

o2

*

Please find further detalls on our Strategic KP|s here https://plc.pearson.com

2027 US dgiial registranons restazed from 11 4m te 11 1rmidue to recatogansing O 3m of regisiraucns srom LS to internangnal

Pearson+ registered Lsers represents ine nuimber of unique Lser accours added over an atademic year

Workorce Skills registered users represents tne umber of nei new Lser accounts on a trailing 12 1month basss and includes net new Leser accounts from Credty pre-acguisition
VUE test voimes include GED “ests

YUk Partner retenuion 1s based onreveniue mix

workforce Skills number of enterpnse customers represent the number of cusmers at periad end

Net 7ero carbon figures nave been restated in 20271 1o reflect acguisitions, disposals and data improvements “he aei 7ero carbon figures have been assured by an indepandent
turd-party. Corperawe Citizenship
Historical figures restaied to exciude Wall Stieet Englisn and US K 12 Courseware (sold 10 2018, and 2013 respectvely)
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| Financial measures

Salest [ )
£3,841m

Chart removed

This is our revenue as reported in our
income statement.

Adjusted earnings per share? 0

51.8p

Chart removed

A non-GAAP financial measure used to
evaluate performance.

Operating cash flow and (& ]
cash conversion?

£401m (88%)

Chart removed

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

Total shareholder returns< o

57.16%

Chart removed

This 1s a measure of financial perfermance
of shares over time.

Adjusted operating profit? (= )

£456m

Chart removed

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

the Group

Operating profit®

£271m

Chart removed

This is our aperating profit as reported
i our INCome statement.

Net cash generated from
operations®

£527m

Chart removed

This (s our net cash generated from
operations as reported in our cash
flow statement.

Return on Capital® e

8.7%

Chart removed

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

Net debt?

£557m

Chart removed

This is a non-GAAP financial measure and 1s
used by management to assess the Group's
cash position.

Basic earnings per share®

32.8p

Chart removed

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

Dividend per share

21.5p

Chart removed

This is the proposed full year dividend.
Our dividend policy 15 to be progressive
and sustainable.

a See page 215 for an explanation of these
alternative pedformance rmeasures,

b. Staturary measure

[ Souree Bloomberg,

d Campar ative dmounts nave been restated, see

note 1 of the financial staternents *or further details

Noute See page 21% for full reconciliauan of the
alternative performance measures to the equivalent
siatLiory moeasure.

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

For more informauen on our KPI measures, including why and how we measure them, please refer to the glossary on our website
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Financial review

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

Sally Johnson, Chief Financial Officer

Image removed

Financial summary

Business performance
£ millicrs 2022 2021 Headline growt* CER growth

Underlying grown

Sales 3,841 3428 12% 3%

Adjusted operating profit 456 385 18% 6% 1%
Operating cash flow 401 338

Adjusted earnings per share 51.8p 3459p

Net debt (557) (350)

Statutory results

£ mithans 2022 2021 Headhne growth

Sales T I V- 3428 2%
Operating profit Zn 183

Profit for the year 244 178*

Cash generated from operations 527 570

Basic earmings per share 32.8p 23.5p*

Dividend per share 21.5p 20.5p

TroUgHoUL tits Seciinm: a) Growi T rates are an as waderlying basis urless otherwise stated. L aderlng growin ratos exclude currency maverenis and portfohe changes. b) The “buiness
periormance’ measures are non GAAP measures, and recnnaliaions 7o te equivalent statLiery neading under IFRS are included v the ‘inancial key performance indicaters seclivn on
pages 215- 219 ) Constant exchange rates are (alculated by assurmng the average $XOn the por year prevaled through e current year

*  Comparalive amaunts have been restated, sen 1ote 1b o the Gnanzial siatemenis ‘o further detalls
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Financial expectations

2023 2023 Underlying revenue
2022 revenue Margins expectations expectations 3.year CAGR Margins
Segment (Em) 2022+ Revenue Margins* 2022 to 2025 2025*
1444 18%  Lowtomidsingledigh Incresse  Low
,,,,, 820 B e
Mid-single
519 digt decline
301

| ncrease.
ncrease

Workforce Skills. Greaterthan20%  Increase
Strategicreview B4 0% e
) Excluding OPM and

Strategic review: Low to Mid-single Upper end of
Group 3,841 12% mid-single digit Mid-teens digit mid-teens

* Adjusted operating profit margins.

Operating results

Sales increased an a headline basis by £413m or 12% from £3,428m
in 2021 to £3,841m in 2022 and adjusted operating profit increased
by £77m or 18% from £385m in 2021 to £456m in 2022 (for 2
recondliation of this measure see note 2 to the consolidated
financial staternents),

The headline basis simply compares the reported results for 2022
with those for 20271 we also present sales and profits on an
underlying basis which exclude the effects of exchange, the effect of
portfolic changes arising from acguisitions and disposais and the
impact of adopting new accounting standards that are not
retrospectively applied. Our portfolio change is calculated by
excluding sales and profits made by businesses disposed in either
2021 or 2022 and hy ensuring the contribution from acguisitions is
comparable year on year. Portfolio changes mainly relate to the
disposals of our international courseware local publishing businesses
in Europe, French-speaking Canada, South Africa and Hong Kong in
2022, the sale of the Sisternas business in Brazil in 2021 and the
acquisitions of Credly and Mondly in 2022 and of Faethm in 2021.

All figures in £ milbens 2022 2021

Operatingprofit 271 13
Add back: Cost of major restructuring 150 214

Add back: Intangible charges 56 51

Add back: UK pension discretionary

increases 3 -

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

On an underlying basis, sales increased by 5% in 2022 compared to
20271 and adjusted operating profit increased by 119%. Currency
movements increased sales by £296m and increased adjusted
operating profit by £46m. Portfolic changes decreased sales by £37m
and decreased adjusted operating profit by £13m. There were no
new accounting standards adopted 1in 2022 that impacted sales or
operating profits.

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

of these adjustments 1s included below and in more detail in
nate 2 to the consalidated financial statements.

In August 2022, the Group announced a mMajor restructuring
programme to run in 2022, The programme includes efficiencies
in product and content, support costs, technology and
corporate property.

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

Intangitle amartisation charges in 2022 were £56rm compared

to a charge of £5tmin 2021. This is due to increased amortisation
from recent acquisitions partially offset by a reduction in
amortisation from intangible assets at the end of their usefut life
ang recent disposals.

UK pensian discretionary increases in 2022 relate to one-off pension
increases awarded to certain coharts of pensioners in response to
the cost of living crisis.

2023 outlook

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

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

— Invirtual Learning, Virtual Schoaols revenue to decline by
mid-single digit impacted by the COVID-19 cohort unwind in the
2022423 academic year, as well as the loss of a major school. We
expect margins to increase. We remain confident in the long-term
performance of this dwision and wilt launch Career Academies
aimed at supporting teenagers who wish to gain career education
and experience Four Career Academies will operate in the
2023-24 schocl year in four states and enrolment is underway,
OPM continues to be under strategic review.

— Higher Education revenue to dechne, by low-single digit, with
increased margins.

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

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

2025 ambition

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

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

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

improving by 2025.

1. 2023 vonsensus on the Pearson website as at 28 ' Nowvemnber 2022; median
adjusted operaung profit of £585mat £:% 1 14, tax rate 24%.
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Financial review continued

Other net gains and losses in 2022 relate to the gains on the disposal
of our international courseware lacal publishing businesses in
Europe, French-speaking Canada and Hong Kong and a gan arising
on a decrease in the deferred consideration payable on prior year
acquisitions, offset by a loss on disposal of our international
courseware local publishing businesses in South Africa due to
recycled currency translation adjustments and costs related to
disposals and acquisitions. Other net gains and losses in 20217 largely
related to the disposal of PIHE and the disposal of the K12 Sistemas
business i Brazil offset by costs related ta the acquisition of Faethm
and the wind down of certain strategic review businesses,

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

Divisional results

Headline CER  Underlying
£ mullions 2022 2021 Erowth Growth grawth

Assessment &
Oualfications

Wirt

E;\giwsh Vtr.rarlllgl ldge
Learning

Total adjusted
operating profic 456 385 18% 6% 11%

t Comparative amounts have been restated to reflect the move hetween
aperating segments

Assessrment & Qualifications

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

Pearson VUE sales were flat in underlying terms with test volumes
increasing 16% to 19.4m with particularly strong growth inthe 1T and
healthcare segments, offset by the known headwind resulung from
the DVSA contract change, as previously announced in 2021, Within
VUE test volumes, we still capture the volume for all three DVSA
regions, given we provide the central platform for test delivery. We
retained all our major contracts that were up for renewal and
increased our contract renewal rate 1o 99.9% across the business.

In US Student Assessment, sales Increased 17% in underlying terms
due to a combination of the commencement of new contracts, which
were won in 2020 and 2021, a return of valumes with full state
testing commenang pest COVID-19, and the addition of new services
10 existing contracts.

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

In UK and International Qualifications, sales increased 16% in
underlying terms as exams resumed followrng COVID-19.
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Virtual Learning

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

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

In OPM, sales were up 4% driven by enrolment growth in our UK and
Australia programs, which were offset by an enrolment decline in our
North America programs,

Higher Education

In Higher Education, sales declined 4% for the full year on an
underlying basis and increased 6% on a headline basis due to
currency movements, Adjusted operating profit increased 12%

In underlying terms driven primarily by cost savings, partially offset
by trading performance, and increased 25% in headline terms due
to this and currency movements.

In the US, we saw a decline in enrolments and a loss of adeptions to
non-mainstream publishers, ncluding open educancnal resaurces,
partially offset by improved priang. There was continued rmomentum
in Inclusive Access with 8% sales growth to not-for-profit institutions
and the total number of institutions increasing to 1,040. Pearson—
performed well in the Fall semester with 2.83m registered users and
AQ6k paid subscriptions, representing a threefold increase campared
o the prior year Fall semester,

English Language Learning

In English Language Learning, sales were up 24% on an underlying
basis and 35% on a headiine basis, Adjusted operating profit
increased by 33% in underlying terms due to increased revenue
partially offset by increased investment and increased 67% in
headline terms due to this and currency movements

PTE volumes were up $0% driven by border re-openings, as well
as market share gain in India. Within Institutional, there was strong
growth in Latin America and the Middle East, offset by the impact
of government reforms in China

Workforce Skills

In Workforce Skills, sales were up 7% on an underlying and 19%
on a headline basis. Adjusted operating profit declined by 67%

in underlying terms due to investmentin the business across
Faethrm, Credly and our talent investment platform and decreased
111% in headline terms due to this, currency movements and
portfolio changes

Revenue growth was driven by growth in BTEC and Apprenticeships,
GED and TalentLens. The Vacatianal Qualfications business
tpreviously known as the Performance business) grew by 5% in
underlying terms, The Workforce Solutions business (previously
known as the Transformation business) grew by 12% in underlying
terms. Pearson has 1,503 enterprise clients i its Workforce Skills
portfolio, up 133% on last year, with the acquisition of Credly
underpimning this growth.



Strategic review

Sales in our internaticnal courseware {ocal publishing businesses
under strategic review declined 16% on an underlying basis and were
down 29% on a headline basis for the full year. Following the
announcement of the sale of our internaticnal courseware local
publishing businesses 1N Europe, French speaking Canada, Hong
Kong and Sauth Africa, these finanaials are no longer included in cur
underlying performance measures.

Net finance costs

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

Net finance income relating to retirement benefits has been
excluded from our adjusted earnings as we believe the income
statement presentation goes not reflect the economic substance of
the underlying assets and liabilities. Also included in the net finance
costs (but not in our adjusted measure) are interest costs relating to
acquisition or disposal transactions, fair value movements on
investments classified as fair value through profit and loss, foreign
exchange and cther gains and losses on derivatives. Interest relaung
to acquisition or disposal transactions is excluded from adjusted
earnings as it is cansidered part of the acquisition cost or disposal
proceeds rather than being reflective of the underlying finanang
costs of the Group. Foreign exchange, fair value moverments and
other gains and losses are excluded from adjusted earnings as they
represent short-term fluctuations in market value and are subject to
significant volatility. Other gains and losses may not be realised in
due course as 1t1s normally the intention to hold the related
instruments to matunty (for mare information see notes 6 and 8 to
the consolidated financial staterments). Interest on certain tax
provisions is excluded from our adjusted measure in arder to mirror
the treatment of the underlying tax item.

In 2022, the total of these items excluded from adjusted earmings was
incorme of £53m compared to ncome of £51min 2021. Net finance
income in respect of retirement benefits increased from £4m i 2021 10
£8min 2022 reflecting the comparative funding position of the plans at
the beginning of each year and higher prevailing discount rates. Interest
costs in respect of deferred and contingent consideration are £5min
2022 due to recent acquisitions. In 2022, there were no finance charges
relating to the revaluation of the K12 disposal proceeds compared to
income of £6min 2021 as the outstanding amount has been fully
repaid. Fair value gains on investrments in unlisted securities are £28m in
2022 compared to £20mn 2021 in addition, there were similar gains
year on year on long-term interest rate hedges and an interest charge
antax provisions of £5m has been recognised in 2022 in relation to the
State Aid matter.

£ millions 2022 2021
Net interest payahle (1) (57)
Finance income in respect of retirement

benefits 9 4
Fair value remeasurement of

investments held at FVTPL 28 20%
Other net finance costs 16 27
Net finance costs 52 (6)*
* Compardlve amounts have been restated, see note 1h to the

financial statements for turther detdils.

Taxation

The reported tax charge on & statutory basis in 2022 was a charge of
£78m (24.5%) compared to a credit of £1m* {0.6%) in 2021, The tax
charge for the period has been impacted principally by two items:

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

- As previously disclosed, the Eurgpean Cammissinn determined
that the United Kingdom controlled foreign cormpany group
financing partial exermnption partially constituted State Aid. This
decision was appealed by the UK Gavernment and other parties.
On & June 2022, the EU General Court dismissed the appeal.
Following the FU General Court’s negative decision, the UK
Government and ather parties have submitted appeais to the
Furopean the Court of justice. At 31 December 2021, the potential
risk associated with this issue was disclosed as a contingent liability,
however, following the disrmissal of the first appeal the prospects of
successfully challenging the European Commission's decision are
now considered ta be such that a provision is required.

— On that basis a tax provisien of £63m plus £5m of associated
interest has been recorded. The provision represents an estimate
of the expected value which has been calculated by considering a
range of possible outcomes and applying a probability to each,
resulting in a weighted average outcome. The possible cutcomes
considered range from no liability through to the full exposure
(£105m excluding interest). Due to the large and unusual nature
of the provision and the specific one-off nature of the issue, the
provision is exciuded from adjusted earnings. There is no cash
impact in 2022 as a payment on account was made during 2021.
The prowsion of £63m has been offset on the balance sheet
against the payments previously made. As the provision 1s less
than the payments made there is a remairng non-current tax
receivable of £41m disclosed on the balance sheet.

The tax on adjusted earmings in 2022 was a charge of £71m
(2021 £64m), corresponding to an effective tax rate on adjusted
profit before tax of 15.6% (2021: 19.5%). The decrease in the
effective rate 1s primarily due to the release of tax sk provisions
following the expiry of the statute of limitations in the US. For a
reconciliation of the adjusted measure see note 7 to the
consolidated financial statements.

In 2022, there was a net tax payment of £109m (2021: £177m).
The overall amount decreased primarily due to the 2021 payment
of £97m related to the ongoing EU Commission investigation which
18 non-recurnng. Excluding this payment, tax payments increased
primarily due to increased operating profits and legislative changes
in the US,

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

Earnings per share

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

Adjusted earnings per share is 51.8p in 2022 compared to 34.9p in
2021 The increase is primarily driven by an increase in adjusted
operating profit, a reduction in net finance costs, a reduction in the
adjusted effective tax rate and a decrease in the number of shares
following the share buy back.

Basic earnings per share is 32.8p in 2022 compared to 23.5p* in
2021. Theincrease in 202215 mainly due to increased operating
profits, reduced interest charges and a decrease in the number of
shares following the share buy back, partially offset by increased
tax charges.
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Financial review continued

Other comprehensive income

Included in other comprehensive income are the net exchange
differences on translation of foreign operations. The gain on
translation of £330m in 2022 compares to a loss in 2021 of £6m
The gain in 2022 arises from an overall strengthening of the
currencies to which the Group is exposed and in particular the
relative strength of the US dollar. A significant propertion of the
Group's operations are based in the US and the US dollar
strengthened in 2022 from an opening rate of £1:$1.35 1o a closing
rate at the end of 2022 of £1:$1.21. At the end of 2021, the US dollar
had strengthened from an opening rate of £1:$1.37 to a dosing rate
of £1:$1.35. The loss in 20271 was driven by this movement in the US
dollar, offset by the weakening of other currencies used by the Group.

Also included in other comprehensive ncorme in 2022 15 an actuarial
gain of £54m in relation to the retirement benefit obligations of the
Group. The gain arises largely fram a decrease in liabilities driven by
higher discount rates and changes to demographic assumgtions,
partially offset by losses on associated matching assets and
experience losses. The actuarial gain in 2022 of £54m compares to
an actuanal gain in 20271 of £149m.

Fair value gains of £18m have been recognised in other
comprehensive income and relate to movements in the value of
Investments in unlisted securities held at FYOCH In 2021, fair value
gains of £4m* were recognised.

In 2022, aloss of £5m (2021 £4m gain) was recycled from the
currency translation reserve to the Income statement in relation to
businesses disposed.

Cash flow and working capital

Qur operating cash flow measure is an adjusted measure used to
align cash flows with our adjusted profit measures (see note 33 to
the consolidated financial statements). Operating cash inflow
increased on a headline basis by £13m from £388min 2021 to
E401min 2022. The increase is largely explained by the drop-through
of increased operating profits offset by unfavourable working capital
movements driven by the timing of the disposals of the international
courseware local publishing businesses and an increase in capitalised
product development.

The equivalent statutory measure, net cash generated from
operations, was £527m in 2022 campared to £570min 2027,
Compared to operating cash flow, this measure includes
restructuring costs but does naot include regular dividends from
associates. It also exciudes capital expenditure on property, plant,
equipment and software, and additions to right-of-use assets as well
as disposal proceeds from the sale of property, plant, equipment and
right-of-use assets (ncluding the impacts of transfers toffrom
ivestment in finance lease recewvable) In 2022, restructuning cash
outflow was £35m compared to £24m in 20217,

In 2022, there was an overall £394m decrease in cash and cash
equwvalents compared to a decrease of £176m in 2021, The decrease
in 2022 is primarily due to payments for acquisiions of subsidiaries
of £228m, repayments of borrowings of £171m, dividends paid of
£157m, share buyback programme of £353m, other own share
purchases of £37m, tax pad of £109m, capital expenditure of
£147m, and repayments of lease liabilities of £93m. These were
offset by the cash inflow from operations of £527m and proceeds
from disposals of businesses and Investments of £350m.

i mifigns 2022 2021
Net cash:gene-r‘ated‘frorﬁ‘oper‘énom" ' ; 527 )
Dividends from joint ventures

and assaciates 1 -
Net capital expenditure on PPE

(including right-of-use assets)

and software (162) {206)
Add back: costs paid for major

restructuning projects 35 24
Operating cash flow 401 388

Liquidity and capital resources

The Group's net debt increased from £350m at the end of 2021 to
£557m at the end of 2022 The increase is largely due to the £350m
share buyback programme and dividend payments, partially offset by
strong operating cash flow and net proceeds from M&A activity.

In May 2022, the Group repaid the remaining $117m (£95m) of 1ts
2022 US dollar bond upon maturity. In December 2022, the Group
repaid the remaining $94m (£76m) of its 2023 US dollar bond In May
2021, the Group repaid the remaining €195m (£167m) of its €500m
Eurc 1.85% notes

At 31 Decernber 2022, the Group had approximately £1.4bn in total
liquidity immediately available fram cash and its Revoting Credit
Facility maturing February 2026. In assessing the Group’s iguidity
and viability, the Board analysed a variety of downside scenarios
including impacts from macro economic factors and other risks, Even
under a severe downside case where declines in profitability
compared to 2022 are modelled n 2023 and 2024, the Group would
maintain comfortable liquidity headroom and sufficient headroom
against covenant requirements duning the penod under assessmeant
even before modelhing the mitigating effect of actions that
rmanagement would take in the event that these dawnside risks were
to crystallise. 1n all acenarios its assumed that the Revolving Credit
Facility 1s available

At 31 December 2022, the Group was rated BBB- (stable cutlook)
with Fitch and Baas3 (stable cutiook) with Maody's.

Net debt

£ milions 022 2021
Cashand cash equivalents - 37
Overdrafts (15) -
Investment in finance leases 121 115
Derivative finanaal instruments (6) {2)
Bonds (610) [767)
Lease Labilities (605) {633)
Net debt {557) 1350}

Post-retirement benefits

Pearsan operates a varety 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, cutside the UK, mast of our companies gperate
defined contribution plans.

The charge to profit in respect of worldwide pensions and post-
retirement benefits amounted to £66m 10 2022 {2021 £58m), of
which a charge of £75m (2021; £62m) was reported in operating
profit and income of £9m (2021 £4m) was reparted in other net
finance costs. In 2022, a charge of £3rm (2027: mil) related to one-off
discretionary pension increases has been excduded from adjusted
operating profit.

The averall surplus on UK Group pension plans of £537m at the end
of 2021 has increased to a surplus of £573rm at the end of 2022. The
increase has arisen principally due to the actuarial gain noted above
in the other comprehensive income section. In total, cur worldwide
net position in respect of pensions and other post-retirement
benefits increased from a net asset of £471m atthe end of 2027w a
net asset of £520m at the end of 2022

Businesses acquired

In January 2022, the Group acquired 100% of the share capital 1n
Credly Inc (Credly), having previously held a 19.9% interestin the
cornpany. Total consideration for the acquisition was £149m
comprising upfront cash consideration of £107m, Pearson's existing
interest valued at £31m and £11m of deferred consideration. The
deferred consideration 1s payable in 2 years.

*  Comparative amaunts have been restated, see note 1h 1a the financial stazements for furter detaits,
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Additional contingent amounts are also payable in 2024 f certain
revenue and non-financial targets are met, and dependent on
continuing employment, and therefore these additional amounts wall
be expensed over the period and are not treated as consideration.
Net assetrs arquired nf £44m wero recognised on the Group's
balance sheet including £49m of acguired intangible assets. Goodwill
of £105m wias also recognised in relation 1o the acquisition.

In Apnl 2022, the Group acquired 100% of the share capital of ATI
STUDIOS A PP S SRL (Mondly). Total consideration for the
acquisition was £135m comprising upfront cash consideration of
£105m, and deferred consideration of £30m. The deferred
consideration i payable yver the next two years. In addition, a
further $29.6m (c£24m) of cash and $10m (c£8rm) in shares will

be paid over the next four years, dependent on continuing
employment, and therefore will be expensed over the pericd

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

in 2022, the Group also made two smalier acquisitions for totat
consideration of £11m. In NDecember 2022, the Group announced
that it had sigried a deal to acquire 100% of Personnel Decisions
Research Institutes, LLC, the transacticn has not yet completed.

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

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

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

The cash outfiow in 2021 relating to acqusitions of subsidiaries was
£55m. In addition, there was a cash outflow relating to the acquisition
of associates of £10m and investments of £4m

Businesses disposed

In March 2021, the Group announced that it was faunching a
strategic review of its international courseware local publishing
businesses. In 2022, the Group disposed of its interests in the
Canadian educational publisher (ERPI), Pearson Itaha 5.p.A, Stark
Verlag GmbH, Austin Education {Hong Kong) Limited, Pearson South
Africa (Pty) Ltd and various other South African companies. Total cash
proceeds received was £287m resulting 1N a pre-tax gain on disposal
af £42m. All entities disposed of were previously in the Strategic
Review segment, £5m of losses arose from other immatenal
disposals and costs related to the wind-down of certain businesses.
MNone of the disposed businesses meet the criteria to be presented
as discontinued operations.

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

The cash inflow in 2022 relating to the disposal of businesses was
£333m mainly relating to the disposals described above and the
receipt of deferred proceeds from the US K12 Courseware sale
in2019.

In 2021, the cash inflow from disposals of £83m mainly related 1o the
disposal of the K12 Sistemas business and the receipt of deferred
proceeds from the US K12 Courseware sale in 2019,

In addition, proceeds of £17m {2021: £48m) were received 10 relation
t0 the disposal of investments.

Dividends

The dividend accounted for in cur 2022 financial statements totaling
£156m represents the final dividend in respect of 2021 {14.2p) and
the interim dividend for 2022 (6.6p). We are propesing a final
dividend for 2022 of 14.9p bringing the total paid and payable in
respect of 2022 to 21.5p.

This final 2022 dividend which was approved by the Board in March
2023, is subject to appruval 4t the forthcoming AGM. For 2022, the
dwvidend is covered 2.4 times by adjusted earmings.

Share buybhack

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

Climate change

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

Post balance sheet events

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

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

Conclusion

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

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

to 21.5p."

Image removed

Sally Johnson
Chief Financial Officer
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Stakeholder engagement

_earning from our stakeholders

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

Our ability to succeed depends, In part, on how we engage with and mohilise a diverse group of stakeholders - consumers, employees, sharehaiders,
educatars, employers, business partners, and governments.

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

stages, helping ta transform fives, ivelinocods, and societies, while making a positive iMpact on our DUSINESS,

Consumers

Why we engage

How we engage

Outcomes

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

As more people use digital fearning praducts such as Pearson= and
Mondly we can listen to and learn from consumers, informing our
innavation and driving better hifelong tearning. For exarmple, we
know from our 4.8 millon Pearson+ Channels registered users that
they have engaged in nearfy 2 million minutes of video cantent and
1 million practice problems.

Groups mcluding our Pearson Campus Ambassadors allow us
w0 engage directly with college students about their needs and
preferences. Feedback from users of Mandly is helping us refine
and improve our ARVR offering, which ranks highly among
Occulus users.

Across the company, custorn consumer research and insight
studies are also playing a greater role in understanding the
atttudes of today's consumer and how people consume learning
content, use digial progducts, and purchase learning materials.

Understandiag fiow and wivy our
consumers use our products leads to
the devefoprment af features that make
thern more engaging and user friendly.
As we study the engagement data in
Pearson+, we continue to increase our
understanding of consurner behaviour
and preferences. This is allowing us
further evolve Pearson+, exploring new
types of content, enhancing features
such as Pearson+ Channels, and
taloring other offerings like the student
friendly marketing partnerships that
launched in 2022,

in Mondly, understanding the barriers
that consumers face during language
learning, particularly the difficulty in
accessing in person tutars, led us to
pllot a new conversatianal Al platform
to help support learners practice needs

Cur consumer-focused products, such
as Mondly have features and content
that meet the neads of today's
consumer for affordable, accessible,
and direct tg consurner learming.

Educational institutions and educators

Why we engage

How we engage

Qutcomes

Educators are a
cornerstone of our
business and our partners
in content creauion.

Their feedback helps us
improve the teaching and
learning experience.

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

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

in the UK, after a difficult experience with BTEC results, we have
made a particular effort this year to seek input from educators
about how we should improve the process for awarding BTECs,
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Our work with educators provides us
with unigue insights that reflect
experiences of both teachers and
students In many cases, feedback from
educators leads to concrete change
that informs our products and services.
This 15 the case for BTECS, where we are
changing specific elements of our
awarding process to ensure a smoother
experience for students and educatars




Employers

@

Why we engage

How we engage

Qutcomes

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

We wutk Lusely with
employers sg people can
learn as they earn, and
employers get the best out
of their teams.

Pearson has a strong foothold in enterprise learning, with more

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

We enigage with employers through our Assessment &
Qualifications, Workforce Skils, and English Language
Learning divisions.

Not only do employers trust us to delver high-quality praducts and
services, but our strong track record has led to stable long-term
relationships, which underpins our business. Lang term Pearson
YUE relationships with industry organisations in the healthcare and
cyber security space help employees advance in their careers and
make our world safer with credentialed workers,

We also work together to develop our preducts and services, to
create more impact for their tearns. For example, as we develop our
new talent investment platform, we have tested the technotogy &
key value propositions with several enterprises. Their feedback has
been critical in understanding customer challenges, developing
product features, and prioritising future product enhancements.

As we engage with employers, we are
seeing growth in newer areas, such as
Credly, which awards employees and
workers trusted digital credentials and
15 averaging /Ok+ riew users a week,
driven by the need for reskilling.

The IT and healthcare sectars continue
1o perform well for Pearsen VUE. On

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

with Pearson, proving that the impact
of learning is important, no matter

the scale.

Investors/shareholders

Why we engage

How we engage

Outcomes

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

We have strong and constructive relaticnships with our key
institutional investors, and regularly communicate with them on key
issiies, at our financial results, our AGM and atnvestor meetings
and conferences. Over 2022, we held 373 meetings with 1392
instituons, both virtually and in person. We discuss financial,
operational, and strategic matters, including progress against our
new direct to consumer, lifelong learning strategy.
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Our investers appreciate the time we
spend with them to give them updates
on our strategy and progress, and we
continue to develop how we
communicate effectively across a range
of formats.

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

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

We are evolving our results
presentations to make them more
interactive and engaging, with
heightened use of video, photography,
and sacial assets.




Stakeholder engagement continued

Government and regulators

Why we engage

How we engage

Qutcomes

Governments arcund the
world are charged with
implementing palicies to
expand learning
opportunities so their
ctizens can achieve

life goals.

As the world's leading
learning campariy, we use
our expenence and
expertise on issues related
to all facets of education,
to infarm poliiical and
educational leaders.

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

By engaging with policymakers, we work to ensure that learners of
all ages have access to high-quality educational opportunities,
leading to better prospects far individuals, as well as improved
ECONOMIC OULCOMES for soCiety.

Given governments' need of support,
we engaged with governors acress the
US, outlining data on future skills needs,
learning loss, and success of online
learning in therr regicns, to inform
policy decisions on areas of focus in
education, skills, language training,

and recruitment.

Outside the US and UK, many more
countries and students want access to
techrical education certifications,
Enghsh language courses and
proficiency. in 2022, we engaged with
UK and US embassies in Centrat and
South America and Asia to suppert
cauntries’ efforts in this area.

Employees

Why we engage

How we engage

Outcomes

Pearsom's people are its
greatest asset. Our
SUCCess as a business and
our ability to make a
positive impact are highly
dependent upon our
colfeagues.

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

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

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

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

Qur people actively engage in feeding
back, and in 2022, 72% of colleagues
participated i our new engagement
survey. An average 2,000-3,000
colleagues join our global town halls
live, and more than 34,000 users have
aiready accessed our new digital
employee expenence platfarm.

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

Business partners and institutions

Why we engage

How we engage

Outcomes

Our suppliers, channel
partners, venture partners,
and authors play a wital
role in helping us execute
our business and product
strategies, bringing
specialised services and
expertise 1o accelerate
our work,

Supplier diversity and responsible procurement are key priorities
for the company. This year we added two néw suppher portals that
provide access to over t milhon diverse accredied suppliers.

In Assessment & Qualfications, our mentor-protege programme is
designed to help small and mincnty owned supphiers grow their
business Inside and outside of Pearson Pearson provides additional
suppart to enhance their professional development and business
growth, so they canimprove therr competitve position across the
marketplace. This helps Pearson improve the diversity of our suppliers
and promotes responsible and sustainable procuremnent practices.

Additionally, we continue to add business partners whe contribute
to the dwersity of our workforce. in 2022, those new partners
included People of Colour in Tech, 2 recruitment platform that
connects under-represented groups with tech jobs and the
Hispanic Association on Corporate Responsibility, which works to
advance the inclusion of Hispanics in corporate America
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Cur work with outside partners is
one way weTe bulding a culture that
values dwersity, environmental
stewardship, and social impact,
alongside business growth

We have madea a public commitment
to suppart diverse accredited suppliers
and have grown our 2022 spend

n this area.

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

Why we engage How we engage

Qutcomes

We strive to make a
positive and meaningful
impact in the communities
in which we operate,
Learning opportunities
and outcomes are closely
linked 10 the prosperity
of local cammunities

and snclusive global
development. Gur

global communities are
interested inwidening
access to education
through innovation,

and the steps we are
taking to have a positive
Impact on society and
the envircnment.

our planet.

in addition to maintaining relationships with key organisations, we
participate in multi-stakeholder inmiatives to promote hfelong
learning opportunities for all and ensure the lasting protection of

Uur global volunteering pohicy enables all our peaple to take up to
five paid volunteer days off to donate their time to what matters
most to them and their local communities.

Learning and acquiring new skills are
some of the greatest drivers of positive
social mobility, The biggest impact we
have on society is by delivering our
products and services such as
Connections Academy, Accelerated
Pathways, GED, and BTECs to name

a few.

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

More detall on page 38 on how we
invest with purpose,

Directors’ duties statement

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

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

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

with stakeholders (induding our 8 key stakeholder groups, as mentioned
previously), and ensuring that business 1s conducted

ethically and responsibly,

While there are many parts of this annuat report which illustrate how
the Directors do this, with the support of the wider business, the
following secuons in particular are relevant:

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

— how we serve ang engage with each of our 8 key stakeholder
groups, listen to their key concerns and previde our responses
— how we have adapted our business to meet therr needs
— howwe have had regard to the need to foster the company’s
business relatianships with each of the stakeholder grouos
— Understanding our stakeholders (pages 67-68), which summarises:

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

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

— Iminauves through which we strive to enable more engaging
learning experiences, that are accessible to more pecple, and
with a smaller carbon footprint

— Qur commitment to creating a culture that prioritises human
nghts, our employees, DE&I, and socially responsible sourcing

— How we align with widely accepted ESG reporting frameworks
including GRI, $ASB and TCFD. For further details on TCFD
reporting, please see page 39

A continued understanding of the key issues affecting stakeholders is
an integral part of the Board's decision-making process. The insights
that the Board gains through its engagement mechanisms form an
important part of the context for all the Board's discussions and
dedision-making processes. For an insight into how the Board has
considered the interests of various stakehelders in its decision-
making, and what matters the Directors considered when trying to
align and mitigate cpposing views, please see our case study on the
acauisition of Mondly on page 65.

Section 172 of the Companies Act

In surmmary, as required by Section 172 of the Companies Act
20086, a Director of a company must act In the way they
consider, in good faith, would most likely promote the success
of the company for the benefit of its shareholders as a whole.
tn doing this, the Director must have regard, among cther
matters, to:

— the likely consequences of any decisions in the long term,

— theinterests of the company’s employees,

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

— the impact of the companys operations on the community
and environment,

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

— the need ta act farly as between members of the company.
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Sustainability

Driving sustainability

Our ESG framework

Our purpose

Add life to a lifetime of learning

Our sustainable business pillars

09\,
i

fap

Empowering our people
to make a difference

e -

Leading responsibly
for a better planet

Driving learning for
everyone with our products

Achieved through: Achieved through: Achieved through:

— consumer engagement* — culture of engagement and inclusion* — reducing our environmental impact*
— product effectiveness*
— digital growth*

— responsible and sustainable content

— Investing with purpose
— Cyber security and data management

— affordability and access

2022 progress 2022 progress 2022 progress

— Pearson+ expanded registered users, — Launched our people strategy with a facus — 1n 2022, we launched a new Privacy

extending digital content offering, reach,
and aceessibility,

Mondly integrated into Pearson+,
offering expanded access to digital
language learning

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

and materials.

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

on engagement and high-performance.

Invested in learning: upskilled and
reskilled Managers to drive engagemenit
and high performance, leveraged new
acquisitions fike Credly to certify employee
skills, developed leaders via Mckinsey
accelerator programmes, coaching, and
Board mentaring opportunities.

Forused on budding a culture of inclusion
and Increasingly diverse representation.
Employees acquired diversity, equity and
inclusion knowledge and skills wia our
inclusive learming experience, and diverse
participants in our leadership development
and Mertorng programs.

Centre for consurners which will be linked
to all pur products and a newly developed
universal preferences centre

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

In 2022, we have spent £46.7m with
diverse-accredited supplers, certfied and
non-certified. We have provided access to
two diverse supplier portals: WEConnect
and Supplier.o. The databases combined
provige access to aver 2 million
diverse-accredited suppliers.

—~—————

Read more on page 32

—~————

E Read more on page 33

~—g——

Read more on page 36

- - [

Robust governance, a strong culture and effective policies

* See our non fingnoal KPI sechon for more on how these ik to cur Sirategy,

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

lcons removed
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Why sustainability matters to Pearson

Learning 1s a powerful enabler and a driver of progress, Our goal 1s 10
help learners gain the knowledge and skills they need to advance and
thrive sustainably and respansibly i vur tepidly changmg world, By
diagnasing skills gaps, helping people learn and verifying
Gualifications, we aim tc help mobilise talent that is well equipped to
build a greener, more responsible economy.

Qur ESG framework

In 2021, we introduced three pillars to our ESG framework, driving
learrung tor everyone, empowering our peaple and leading
responsibly. These represent the areas where Pearson can make
the biggest positive impact and where we believe our main
responsibilittes lie towards saciety and the environment
Underginning our three pillars is Pearson's robust corporate
governance, strong culture and a range of effective policies to
ensure we achieve cur ambitions.

Qur non-financial KPls, see page 18, have 3 natural fit with these
piflars and are a key measurement of our progress. They are included
in both wur Lorpurate and sustainable business strategies and will
evolve in line with the business. The Board reviews our non-financial
KPIs regularly, and these are also linked to remuneration. More
information on Directors' remuneration reporting (DRR)
requirements <an be found on page 88, and a link to our
remuneration policy can be found in our non-financial and
sustainability statement below.

Luring 2022, we updated our matenality assessment, see; https/plc.
pearson.com/en-GB/purpasesour-esg-reparting, which confirmed
that the views ol our external stakeholders and our key priarity areas
are well aligned. The findings highlighted the importance of assessing
and developing the skills of cur learners and colleagues, protecting
our users’ data, and our role in driving positive change through
chimate change education.

Driving learning for everyone with our products

The natural alignment between our business strategy and the
positive impact we make through driving learning for everyone is a
key strength for Pearson. It 1s hugely motivational and reflected in the
selection of three of our non-financial KPIs: digital growth, consumer
engagement and product effectiveness. All three are interlinked in
driving the business and are key enablers in helping mare learners,
learn more. As we increasingly connect our products to offer a
lifelong learning ecosystem, we will strengthen our ability to track and
evidence the social impact achieved by our products and services.
We therefore, foresee our metrics evolving over time.

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

Empowering our people to make a difference

In 2021 we appointed a new Chief Human Resources Officer, who Is
speartieading our refreshed people strategy. It has three core areas:
employee engagement, investing in talent, as well ss driving diversity,
equity and inclusion, all of which arc reflected in our non-financigl
KPIs. We are using our own learning products to develop skills
throughout cur workforce and in turn, this will maximise our people’s
contributian to Pearson’s success, and accelerate innovatior,

Not only is our people's learning and development experrence a
valuable showcase for the business, but it can also suoport employee
engagement and retention, develop a performance and purpose-led
culture of adding life to a lifetime of learning, and ultimately drive
Pearsui's own growth, see page 33.

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

Image removed

thrive sustainably and
responsibly in our rapidly
changing world.”

Cinthia Nespoli,
Chief Legal Officer and Executive Leader for Sustainability

Leading responsibly for a better planet

We are also focused on driving positive change through leading
responsibly, while imiting our own impact on the world's scarce
resources. Our carbon footprint is relatively light, and reflects aur
business model, but as responsible leaders we recognise that
we have a significant duty to reduce our carbon impact as much
as possible.

We have carbon reduction commitments in place and are
implementing actions to achieve our net zero carbon goals. The
increased digitisation of our products reduces our envirenmental
footprint, and we are also factoring suppliers' carbon reparting
mAturty Into our spurcing dedisions. This ensures we work with
partners wha are aligned to cur Net Zero commitments to further
reduce our overall impact.

Additionally, data privacy and security are becoming more important
for all our stakeholders, and this is a key prionity for Pearsan as part
of our digitisation and evolution to a more consumer-facing business.

A

strong governance structure

Pearson has a strong governance structure that underpins our
sustainability strategy. It 1S imperative we continue to evolve how we
govern sustainability matters, to ensure our structures remain fit for
purpose in this fast-moving landscape.

In 2022, we reviewed and adjusted the remit of the Reputation &

Res)

ponsibility Committee (RRC) to strengthen its focus on ESG topics.

Pearson’s ather Board Committees work alongside the RRC on
several ESG topirs as shown below, and we introduced cross-
Committee membership by amalgamating the Remuneration &
Reputation Committees specifically to ensure that there was a good
link between incentives and ESG. Read more about our governance
approach on page 53.

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

product efficacy

pecple and culture

reputational risks including data

employee engagement

ESG materiality review

progress with Pearson's climate transirion plans
ESG remuneratian metrics

The RRC circulates its conclusions and minutes to the Board, and the
Chair is respansibile far ensuring action pomnts are followed up. In
2022, the RRC validated Pearson's materality review, and received a
reporting update in alignment with the evolving regulatory landscape.
Prigrities for 2023 include the publication of Pearson's climate
transition plan, in addition to the launch of various activities to
ernpower our peapie 1o make a difference through behavioural
learning opportunities and skill-hased volunteering. For more
information please see pages 78-79.
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Sustainability continued

=1 Driving learning for
everyone with our products

How our products create a more
sustainable world

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

Digital product growth and the inteligent application of technology
have significant positive benefits across both environmental and
social impact areas. Group digital and digital-enabled sales in 2022
grew by 9% [(2027: 9%).

From a content perspective, Pearson I1s harnessing the growing
demand for sustainability-led products and developed new courses
and content in 2022 to address this opportunity. We have also made
good progress in embedding accessibility in our product design and
development processes, alongside continually strengthening our
actions on editorially responsible content.

The evolution of learning

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

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

We also want to ermpower learners by giving them the control and
the flexibility t fit learning into their lives. The recent acquisition of
Mondly is another examnple of how we are investing in personalised
learning. The integration of Mondiy into Pearson- brings the world of
language learning Lo Pearson+ users at just a click of a button.

Responsible and sustainable content

We have a clear role to play in creating contenit, products and
seryces that help solve the major envircnmental and sogietal issues
of our time. These will encompass formal prirmary, secondary and
higher education, but alse, the world of work, to meet increasing
demand from consumers who are upskilling while employed to
improve their capabiliies and opportunities for both thernselves and
therr employers.

For example, we have developed online sustainability courses for the
Smith School of Enterprise and the Environment, University of
Oxford, in partmership with Pearson. Both courses, The Future of
Sustainable Business: Enterprise and the Environment course, and
the Law and Sustainabiity: Tackling Global Environrmental Challenges
course are eight-week courses that certify participants upon
completion, Through these courses we have already equipped 232
learners with fundamental skiffs in sustainabiity, feadership and
systems thinking, During 2023, we aim to expand our reach, and are
exploring a bespoke implementation of these courses internally
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Our new project-based experiential learning platform, Pearson's Skills
Accelerator 1s another great example. Starting in 2023, we will see
enterprise custorners offered three courses focusing on tackhng
climate change, peace-building and conflict prevention. These
courses, developed in partnership with the One Young World,
through our Workforce Skills division, will help future leaders gain the
knowledge and the know-how to solve business-critical challenges,
leading to outcomes that accelerate the impact to build a fair and
sustainable world.

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

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

Accessibility in our product and content development

We strive to incorporate accessible thinking into everything we do,
from ensuring accessibility is woven into our culture and training, to
inmovabng and using technology to design and deliver our products

We have made good progress in building accessibility throughout cur
product development process, including in the early stages of
planning and design. Gur learming design principles (LDPs) are a
portfolio of learning science research summaries, paired with design
recommendations intended to include everyone. Over the past year,
we have refreshed our LDPs to include 2 spedific section on how to
ensure an equitable application of our design recormmendations.
These updated LOPs will be part of our product designs from 2023,

in our Higher Education Dwision, wa are new Global Certified
Accessible™. We provide born accessible’ digital learning (eBook)
options for students with disabilities, which are designed so all
learmers, no matter their ability, have the same access to learning
content and materials. Accessibility training is a requiremment for key
employees, who alsa complete courses in disabiity fundamentals,
pasic web and document accessibility, and disability etiquette. We
have built processes and systems to ensure that we are delivering
compliant tools and content to both learners and instructors.

Our Global Content and Edrtorial Policy (GCEP) suite is a range of
teols and guidance to support our employees and business partners
as we Improve aur content standards. It Includes content guidelines
on the representation and inclusion of disability, gender, ethnicity
and race and LGBT+ communities in our content, among other
guidance and tools. In 2022, approximately 70% of ouridentified
content husiness partners recewved an orientation to the GCEP
traimng, representing over 6,000 businesses and freelancers. We
provided mandatory training to over 11,000 colleagues across the
globe who are involved with our content. During 2023, we will
develop additional online and live training and embed our matunty
mode! and heaith assessment, which will aflow us to track and
monitor the inmplementation and impact of our content standards
initiatives on cur business
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) | Empowering our people to

make a difference

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

Foliowing our Chief Human Resources Officer’s appointment in 2021,
we have refreshed our people strategy, with rhree focus areas:

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

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

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

QOur non-financial KPls measure how well we are delivering on our
people strategy. We also track a wide range of internal outcomes and
metrics to understand our people progress and we further
supplement these quantitative metrics with gualitative insights from
our people.

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

Prioritising employee engagement
throughout Pearson

Following the launch of our new purpose, vision, mission, and values
in Q1, we brought them to life for employees via a campaign inspiring
them to imagine a future of work built on & foundation of
engagement as a performance advantage. The goal was to leverage
the strengths of all our employees to deliver on our purpose and
drive company growth.

We launched a company-wide focus on engagement and high
performance as part of our refreshed pecple strategy, with a new
global employee engagement survey, increased manager upskilling
and a new digital employee experience platform. Our new survey
includes 12 core engagement questions fram our survey partner
Gallup. It alsp includes questions on inclusion and coaching, which
are key areas of focus for us. Gallup's approach to engagerment is
backed by rigorous saience, linked to integral performance outcomes,
and actionable at the local level. The approach is simple, has been
proven towork and provides access to global benchmarks to
measure progress. It is encouraging to see a significantly higher
number of respondents for our 2022 survey than Pulse surveys run
in previous years, and a Gallup GrandMean result of 3.96 on a
5-point scale,

The results tell us where we are now and where we can improve. Qur
highest-ranking questions, compared to Gallup’s database, were; "My
manager, or someone at work, seems to care about me,” and: “My
co-workers are committed to doing quality work.” This is a great
position fram which to start our conversations with one another, as 1t
shows our peopte care for each other's experiences and are
committed to doing great work together. Qur oppertunities (o
improve include clarifying roles and demonstrating recognition, and
we dist need 1o ensure we continue ta emghasise the impaortance of
having regular performance conversations.

Manager development to support engagement

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

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

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

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

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

Investing in talent

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

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

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

Acquisition of skills

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

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

In the UK and US, where 73% of our workforce 15 based, we are
developing additional pathways into Pearson, especially in these
areas of high demand. As of 31 December 2022, our Pearson
Campus Ambassadors programme in Higher Education now has
146 ambassadors, our internship programmes currently have 100
interns, and we have 160 apprentices across the compary. All
participants acquire professional skills by working side-by-side with
experts, and can apply for permanent jobs within Pearson.

Reskilling and upskilling

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

In parallel with our investments in manager upskilling and reskilling,
we are evolving our solutions for all our people to upskiti and, in
2022, expanded our flagship global Learning at Work Week to a
monthly series. Each month, we focus on a pronty skill from the
capabilities framewark, with a prograrmme of ive and on-dermand.
viden-based micro-learning. Last year, we covered engagement,
consumer culture and empathy, and inclusion. We feature live
sessions with external experts, Pearson authors, Pearson leaders as
teachers, and we curate learning pathways and provide team guides
to support self-directed learning,

1n 2022, we also gave our people free access to more commercial
learning apporturities, including our direct-to-consumer apps
Pearson+ and Mondly, and via our pilot of digital credenbials powered
by Credly These joint offerings include Pearson eTextbocks wa
VitalSouree, Golden Personality Profiler, Accelerated Pathways

and Apprenticeships.

If our US-based people wish to continue formal education, we will
reimburse tumon costs for up to 18 credit hours if their educanon
prograrnme is related to a job or skills needed within Pearson.
Tuition costs are reimbursed after pupils successfully complete a
course with a grade C or better, or eguivalent mark.
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In our 2022 employee engagernent survey, 72% agreed or strongly
agreed they had had access to opportunities to learn and grow over
the past six months. We also asked our people what job-related skills
they wanted to develop, and we are using the findings to drive our
pipeling, e.g. for the 2023 Learning at Work senes.

Building an inclusive culture with increasingly diverse
representation

Transforming learning starts with transforming ourselves, which

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

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

Our DE8J approach has four parts: recruitment and promaotion;
retention; inclusive culture; and sacral impact. In each part, we have
planned outcomes over a set time frame. Each division and
corporate function has developed plans for the four parts that reffect
its DE&I ambitions and 1o operationalise our organisational goals.
Our non-financial KPls, see page 18, will 2iso help us to build an
inclusive culture and increase diverse representation,

We lead from the top. Qur business leaders and CEO champion the
ink between DE&I and business performance and have made
inclusion a perscnal priority. Since becoming CEOG, Andy Bird has
increased both gender and ethnicity representation on the executive
leadership team. We have increased fernale representation by 32%
{38% to 509) with ethnicity remaining the same year-on-year. At
Board level, female and diverse representation remains at 50%
fernale, wncluding our CFO, and ethnic diversity (USAUK anly) has
increased from 20% to 30%. Further detall on cur Diversity figures
can be found in the E5G performance section pages 224-226, in
accordance with FCA listing rules and both the Parker and the
Harnptor-Alexander reviews.

The percentage of diverse employees in leadership roles, featuring in
succession planning and paracipating in leadership development and
mentoring programmes are key measures of our DERJ targets. In
2022, we exceeded our targets for diverse representation in
leadership development programmes and met our succession plan
objectives, with 52% women and 26% people of colour across our
succession plans (target 50% women: 20% people of colour). Evolving
a pipeline of talent takes timea, but we are excited (o see the
upcoming tearn of colleagues participating i Board mentoning,
executive coaching, the McKinsey Management Accelerator
programme and executive leadership programmes.,

CQur data shows females make up 59% of our workforce, but we want
10 achieve parity of female representation at VP-and-above levels. We
are currently at 43%. We also want to increase diverse representation
at all career levels. Pearson (s in line with the UK national average for
employing under-represented people of colour - 18%, but 1IN the US,
we are below the national average with Pearson at 32%. We will
continue to Nvest in ncreasing recruitrment of people of colour at all
career levels, and of women at senior levels, by providing specific
upskilling for managers on inclusive hiring practices and Inclusive
Partnerships by working specifically with organisations such as
Penple of Color in Tech, and Histencally Black Colleges and
Universities (HBCU) Connect

Alsa, we give full and fair consideration to all applicants and support
the continued employment of disabled persons, having regard to
therr apttudes and abilities, and making reasonable adjustmenis

to address indvidual needs Recruitment, promotion, and training
are conducted on the basis of merit, against objective critena

that avoid discrimination. We are also proud that Thisability

IN' (https://disabilityin org/what-we-do/disability-equality-
Index/2022companies) recognised Pearson as a Best Place

1o Work on its 2022 Disability Equality Index



Skill-based volunteering to create sustainability and
social impact

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

As we enter 2023, we want to find new ways to mobilise the social
impact of our talent through volunteering, to face the challenges of
wddy dhd the future, wWe will evolve our volunteering policy to enable
our people to make an impact in their commurities by bringing their
unique skill sets, interests, and professional development goals to
not-far-profit orgamisations.

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

Reward, benefits and wellbeing

In 2022, we made financial wellness a priority. This built on the
foundations of gur Global WELL initiative and was in recognition of
the challenging macro-economic conditions many countries are
facing. Changes were made to the way UK employees interact with
therr retirement arrangements, giving them greater choice, clear
information on their investments and more efficient ways to save. In
the US, Roth and trye-after tax features were added to the 401 (k)
plan, further expanding saving options for employees,

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

Outlook

Our priority in 2023 is to drive progress against engagement baseline
measures and our other non-financal KPIs:

— Employee engagement: by doubling down on our focus on
manager development to enable aill our managers to operate as
coaches with a focus on goals, feedback, and recognition.

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

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

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

Ali Bebo,
Chief Human Resource Officer

72%

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

2 significant acquisitions
{Credly and Mondly}

accelerated the acquisition of skills in digital content development,
technology, digital sates and marketing
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Sustainability continued

& | Leading responsibly for a

petter planet

As one of the world's most prominent learning companies, Pearson
has a duty to lead responsibly in all areas of its business and
aperations, Our stakeholders rely on us to provide excellent
products, created with the utmaest integrity to millions of indndual
learners, educational institutions, governments and enterprises
araund the world, whilst also looking after our own 20,400
employees to the highest possible standards see page 33.

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

In 2022, Pearson made progress against several sustainability
priorities, which are summarised below and include data privacy,
cyber security, customer safeguarding, carbon emission reductions
and responsible supply chain management and sourcing, We also
continued to contribute to local communities around the world
through our Investing with purpose’ inttiatives, and we proudly
matched our employees’ contributions to several charties in suppornt
of the victims of the Ukrainian conflict.

Customer data and safeguarding

Data privacy and cyber security

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

Pearson’'s Executive team has overall responsibility for data privacy
and security. Qur reparting and risk management structure feeds
upwards from individual businesses to Board level.

In 2022, we built on our seven data security and privacy principles
introduced 1n 2021 and established clearer ines of accountability
and better reporting This enables senior management executives
and divisional privacy owners to have greater visibility over managing
data privacy and security risks. Qur clear systemn of escalation gives
them awareness and oversight of key areas and activines. We also
provide all Colleagues with training on cur updated and strengthened
data privacy and cyber security principles and processes. More detall
an the role our Board Committees play In data privacy and cyber
security, and their focus areas in 2022, is on page 82,
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In 2022, several operational intiatives contributed to our
strengthened processes in data privacy and cyber security:

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

+ as the risk of cyber security breaches continues to grow, we
stepped up our engagement programmes with divisional leads
on the potential risks from digitalisation to ensure awareness and
preparedness. Several parts of our business are already certified
to Internaticnal standards for information security, such as 150
27001. More detail on cur approach to cyber security risk
management, including our lines of defence, 1s in the Principal
risks on pages 45-50.

Safeguarding our customers against online harms

Our safeguarding programme 1s undergoing rapid change, driven
both internally by new product development and externally by
changes in technology and legislation. The protection of our lzarners
against online harms is particularly important to Pearson as the
company continues its transition from traditional ‘bricks and mortar
scheals and colleges to @ more digital, girect 1o consumer maodel,
such as that delivered through our online schools, tutoring and
Pearson- products. To ensure that our systerns and processes
SURPOrt a positive user expenence, while reducing the nsk of online
harms, we have:

strengthened our data collection regarding
safeguarding inqidents.

+ established a set of 10 safeguarding standards, including arcund
soqal media, live-streaming and user-generated content
implemented a process for business ines to assess thernselves,

+ progressed our 'Safety by Design' programme to engage with
product teams to ensure safety against onhine harms and
comphance with standards ke the UK Age-Appropriate Design
Code 15 embedded in cur products.



Our journey to net zero

Pearson began its decarbonisation journey many years ago, and is
transitioning from ane of the world's largest print pubkshers to
becoming a digital-first organisation 1n 2018, we set ambitious
carbon targets to reflect this transformation opportunity. In addition
to our approved commitment under the Science Based Targets
ininative to reduce scope 1, 2 and 3 emissions by 50% by 2030
against a 2018 baseline, we have committed to becoming net zero by
2030, a goal which is one of cur Group non-financial KPIs.

We continue to make steady progress in reducing our carbon
emissions and at the end of 2022 they had reduced by 33%
compared to the 2018 baseling, In 2022, we reduced carbon
emissions by 3.3% compared to 2021, through actions such as
continuing to shift from print to digital preducts and rationalising our
property footprint. These reductions were achieved despite a bounce
back in operations following the pandemic and associated increased
emissions in energy, travel and transport of goods.

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

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

Carbon reduction and our net zero roadmap

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

Building sustainable supply chains
Paper and printing actions

Pearson's shift from physical books to digital media continues to
accelerate. Dunng 2022, we purchased 24,187 tonnes of paper
{2021: 29,056) and we expect the amount to continue to reduce over
the years as more of our products move online.

Nonetheless, we are reorganising our print supply chain to drive
efficiencies and are shifting to printing on demand and better
farecasting to reduce our inventory of print products. We are also
rationalistng cur paper suppliers to significantly increase our use of
responstbly sourced paper from the Forestry Stewardship Council
(FSC ) and the Programme for the Endorsement of Forest
Certification (PEFC) schemes, which both work for the protection of
forests and biodiversity, alongside recognised national schemes such
as the Sustainable Forestry Initiative (SFI). This year, FSC certified
paper accounted for 33% of aur paper consumption; in addition to
20% PEFC certified paper, and 9% SFI certified.

Supplier engagement actions

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

Key actions with our suppliers

-~ Business partners follow our Code of Conduct and Responsible
Procurement Policy, and comply with national environmental
faws and regulations.

— Our net zero strategy goes hand in hand with ethically sourcing
materials, and ultimately protecting biodwersity. Our paper
and print suppliers are integrated to the Book Chain Project
platform, which monitors and tracks actions to protect
biodiversity. It analyses Lhe ongins of tree fibres to ensure
no paper Is cofming from protected species, and it also tracks
the content of chemicals and compaenents in printed materials.
Finally, the platform enables us to ensure that international
ervironmental, human rights and safety regulations
are followed.

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

— For the first time in 2022, we asked our key suppliers to
participate in an EcaVadis sustainability assessment (or
equivalent). We reviewed performance across environmental
and human rights areas to ensure that they align to Pearson's
standards. Our key suppliers performed well, with an average
score of 57.3/100 (average supplier's score of 44.9/100). We
engaged poorly performing suppliers to implement corrective
actions, and they will be reassessed. Our educational
environmental material 1 available to help them progress

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

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

Driving operational change
Operational actions

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

Employee awareness and engagement actions

Achieving our climate goals will natnrally require engagement
throughout Pearson. The executive tearn's commitment to our
climate agends has been a key enabler for the implementation of our
plan going forward. But equally, employee engagement is critical to
the success of any sustainability programme. See page 33 to see how
during 2023 we aim to integrate sustainability into learrung and
development activities in our pecple strategy.
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Strengthening governance

We describe 1n detad the steps we have taken to strengthen our
governance of dimate change in our TCFD report see page 39. Our
Net Zerc Steering Committee 1s respensible for implementing our
climate action plan, based on the key principle that Pearson's
cperating units have cwnership of targets and include
decarbonisation as a care business objective. Work is also underway
to assess the most effective long-term investment options in
high-quality environmental projects to enable Pearson to meat its net
zero goal by 2030

Resource use

Qur digital growth is much less reliant on raw materials such as
paper, and mors dependent on green energy for improving our
footprint. Our renewable energy 15 purchased through green energy
tariffs or renewable energy certificates (RECs) in the country of
consumption. This accounts for 99% of our electricity use

During 2022, we have seen an INCrease 1N our water and waste data
far the year. Qur total water consumption was 538,556 m3 (2021
152,702 m3); and there were 1298t of waste generated (2021: 875t)
A bounce back m operations, and our estimations methodclogy are
the main drivers behind this sharp upward trend. Pearson reports
estimated water and waste in scme of its properties by applying an
intensity ratio per sqm based on all actual data available. This year,
we extended the scope of sites with actual data that are included in
2022 figures.

Investing with purpose
Social bond

In 2022, we allocated the remaining £110m of the £350m education
bond we launched in June 2020 in support of Pearson Connections
Academy. Connections Academy is a tuition-free online public school
that provides a lifeline to learners who need an alternative ta a
traditional ‘bricks and mortar school and who may otherwise miss
out on a formal education. We have so far supported over 100,000
learners, with 94% of learners completing their course. The net
promoter score for Connections Academy was also up in 2022 (2022
+67,2021; +62), indicating how impartant a role it plays in students
lives Our latest Education Bond report provides more information
and can be found on our website: https://plc.pearson.com/en-GB/
investors/debt-investors/social-bond-framework.

Investing in our global communities

Learning outcomes are closely linked to the prosperity of local
communities. Pearson continues to lend its support to pecple
impacted by the confact in Ukraine, and as part of our commitment,
we provided financial and in-kind support to make a difference in the
fives of those affected by the hostiines.

Through our match-gving programme, employees rallied

behind three global chantable organisations delivering in-country
and refugee refief in Ukraine and surrogunding countries: tha
International Rescue Committee (IRC), Waorld Central Krtchen, and
the International Cormmittee of the Red Cross (ICRC). Pearson made
an iniial £1 million donation, and our colleagues made over 1,400
donations 1o those organisations, tatalling £130,000. Pearson
matched their donations, praviding a further £130,000.

In addition tc grant gving, cur in-kind donations included providing
free access to electronic materials, for example, launching a webpage
where teachers ¢an find informanon on Pearson's support for
Ukrainian refugee students by offering free matenals (subject to legal
restramts). Pearson and the charity Talent Beyond Boundaries have
also partnered te offer free English language tests to refugees. Over
600 refugees have 5o far benefited from the partnership.
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Earth Day campaign

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

Rankings and recognition

FTSE 4 Good Index

Pearson remsains a
constituent of the FTSE 4
Good Index series

Human Rights
Campaign (HRC)

Pearson was named 10 the
HRC Corporate Equality Index.

Dow Jones
Sustainability Indices
(DJsh

Pearson is a constituent of
the Dow Jones Sustainability
Indices (DJS1), and member of
the 2022 Sustainability
Yearboaok.

Stonewall WEI

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

Disabifity: IN

Pearson was named tg DE&I
Index with a 100 score In
the US.

Clean200

Among the largest 200 public
companies rarked by clean
eCconomy revenue,

Moody's ESG Solutions

Robust performance awarded
by Moody's ESG Solunions,

MSCI ESG

As of 2022, Pearson received
an MSC!ESG rating of AA.
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Task Force on Climate-related
Financial Disclosures

Summary

Our commitment to operate our business more sustainably (s
demenstrated by our ambitious target to reduce our absolute
scope 1, 2 and 3 carbon emissions by 50% by 2030 {validated by
the Science Based Targets initiative) using & 2018 baseline, and
aur goal to be net zerg by 2030, with investments in ¢arbon
removal solutions.

Below we set nut alir rlimate-related financial disclosures comphant
with the four Task Farce on Climate-related Financial Disclosures
(TCFD) recommendations, and 11 recommended disclosures in the
2017 report ‘Recommendations of the Task Force on Climate-related
Financial Disclosures’, together with its subsequent annex and
implementation guidelines,

We assess climate change risk as an integral part of our risk
management pracess, and in 2022, we updated our assessment of
the financial impact of chmate risks and opportunities under multiple
future climate change scenarnos, This identified a number of physical
and transitionat risks as described below, however none of the risks
dentified were matenal or required further action beyond what the
management (eams are already planning. We concluded that while
climate change was not a principal risk for Pearson for the year
ending 31 December 2022, the climate transition continues to be an
emerging risk due 10 its intensifying impaortance to all stakeholders.

In making this assessment, we considered the actions needed to
achieve our commitrent ta net zera by 2030, as well as the strategic
and financial impact of potentia! physical and transition risks. We
concluded that these did nat have a material impact on the carrying
value of any assets and liabilities as at 31 December 2022, as we
explam in further detail in note 1d. to the financial statemenits. During
2022, we also strengthened our governance of climate change,
introducing a central steering committee and working groups to
manage and execute our climate plans and actions.

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

Governance

The Board continues to have ultimate oversight of Pearson's climate
change strategy and achievement of our targets. Sustainability forms
part of the company’s straregic non-finandial KPis, see page 18. The
Board reviews progress against these targets six times per year. Daily
responsibllity is delegated to the Board's Reputation & Responsibility
Committee (RRC). Members of the RRC include the Group Chief
Executive and three Non-Executives Directors. Our Chief Legal Officer
(the executive leader respansible for the development, monitoring
and execution of Pearson’s sustainability strategy) is a regular
attendee. Reductions in Pearson's carbon footprint contribure to the
annual incentive plan for all eligible employees within the
organisatian, as detailed on page 88.

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

Durng Lhe year, we estabhshed additional management commitrees
to communicate progress against climare-related issues and
implement our cimate transition pians as follows:

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

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

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

Risk Management

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

Climate change does not represent a principal risk for Pearscn, but
we have identified the climate transition as an emerging risk.
Emerging risks are those which we believe are well mitigated in the
short term, but may represent a future opportunity or threat. The
relative significance of climate-related risks in relation to other risks
can be found on pages 40-41 of the nsk management report.

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

strategic planning.

Strategy

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

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

Amid this digital transformation, we commissioned the specialist
cansultancy ERM to undertake a dlimate risk assessment 1o 1dentify
and quantify the potential impacts of chirate change risks and
opportunities on our businesses, strategy and financial planning.
The analysis ran across multiple time periods up to 2050, to help
us assess the speed of impact on our business model of various
scenarios, and to reflect the critical future dates for reducing
carbon emissions.

The physical risk of Pearson’s business was assessed using both the
RCP 2.6 scenario (low GHG emissions that keep the world below 2 °C
warming by 2100, aligned to current commitments under the Paris
Climate Agreement), and the RCP 7 scenario (high GHG emissions
with average warming greater than 3 °C by 2100). Six physical assets
were assessed for exposure to material physical risk These were
chosen because they represent a sample of gssets providing & rarge
of critical Pearson services that, if disrupted, could result in delivery
failures caused or aggravated by climate physical nisks. Each physical
hazard was mapped on a matenality matrix and changes In
materiality from 2022 nresent day to 2050 were prejected.

Climate-related risks and opportunities

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

The transitian risk of Pearson’s business was also assessed,
using four scenarios from the IEA's World Energy Outlook 2021,
{(WEQ-2021}). The analysis cancluded that Pearson is mimmally
vulnerable to transition risk in the 2030 time frame, but risk
increases for longer time herizons across all nsk categories.

The rmain transition risks include the reputational risk associated
with the use of carbon offsets, and the increasing cost of carbon
and ethically sourced paper

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

Scale of Risk/

Risks/Opportunities Opportunity*

Pearson actions

Physical risks

"T\me frame - short
Likehhood ~ possibie

Tirme frame - medium
Likelihood - fikely

Magnitude of impact - low

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

Time frame - madium
Likelihood - fikely

Increased paper cost due to adverse Time frame - long
weather events Likelihood - iikely

Magnitude of impact - low

Magnitude of impact - low

Magnitude of impact - low

Shifting se
Employees working from home (although this would cause an
increase in office-based risk)

Insurance cover

+ Shifting tests ta alternative locations

+ Rescheduling tests

- Moving to digital on-screen assessments
Insurance cover

- Property updates
- Cansumption levels remaining minimal

+ Short-term pricing changes reflected in operat\omal and
strategic plans
WMedium-term digital produci/services alternatives will be avaitable

Transition risks

Increased service charges, reflecting building
efficency standards in the US and EU

T\me frame - short
Likelthood - hkely

Magnitude of impact - low

Time frame - medium
Likelihood - lkely

Procurementcostsof  Time frame - mediu
sustainably-certified paper

Magnitude of impact - low

Time frame - medium
Likelihood - possible
Magnifude of impact -
moderate**

- Fixed lease agreemenrs in the short term
Selection criteria well above building efficiency minimal requirerments
for newly leased properties
Property strategy including reduction of property area, leasing/
sub-leasing and service charging
Flexible workmg pohcy

. Paper use reduction based on oNgoing dlgvtahsauon strategy, and
avallabihty of digital alternatives
- Improved product design and greater pricing pass-through

. D|g|tal|5at|0m assumes a lower ETS exposure Jevel
Product design and pnoing pass-through from pulp and paper mills

Time frame - long
Likelihood - likely

Reputational risks tied to offsetting

Magnitude of impact - [nw

Active plans to reduce the amount of carbon sequestration/ offsets
required: hitps //plc.pearson.com/en-GB/purpose/our-esg-reporting.
Currently developing offsetting strategy centred around portfolio
of high quality actiities and projects that remove carban from
the atmosphere,

+ Effective communication plans of net zero progress and
sequestration strategy
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Scale of Risk/

Risks/Opportunities Opportunity* Pearson actions
Opportunities
“Continuous decarbonisation of Pearsar's + Please refer to the Leading Responsibly secuon on pages 3638 of
products and operations through digitisation, this report
energy efflClency, and flexible workmg pOI|cy
Tncrease in corsumer demand for T Blease refer o the Responab_l_e_z"a_r_ld sustainable content section on
sustainability-related learning content page 32 of this report
*Impact stales
Time frame Likelihood Magnitude of impact
Short: within 5 years Possible Low: below £5m
Medium: berween 5 - 10 years Likely Moderate: £5m - £20m
Long: more than 10 years High: £20m or above

Time frames were selected In relation to our 2030 target date,

** Due ta the nature of the risk, and the degree of external variables affecting the matter, it is difficult to meaningfully quantify the risk. However, If not managed
effectively, casts associated with offsetting carbon emissions which cannot be fully reduced, may lead to decreased margins.

Metrics and targets

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

Our emissions data

0e 2027* 2022
scopel 8382 B2
Stope 2 (\ocatlon based) 22,801 29,034

Scope 2 (market- based)

Total-marketbased N = 367,276
Intensn:y ratio - tCO,e/sales
(Scopes 1,2 market-based and 3) 110.7 95.6

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

Table of contents

Section Section Page Reference
Governance Board's oversight of climate-related risks and oppurtunities 66, 78-79
Strategy =~ Climaterelated risks and opportunities.c e 341
36-41
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, - Yy

30, 39-41, 43-52

36414352
3641,4352

Metrics and targets

Scope 1, scope 2, and scope 3, greenhouse gas (GHG) emissions 41,221-226

7Perfnrman:e agamst targets 18,36-41, 221-22¢
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Sustainability continued

Non-financial and sustainability

statement

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

in specfic non-financial areas.

Non-financial matter and relevant sections of Annual Report

Page/Link Reference

Business model

Environmental matters
Climate
Resource use

Social and community matters
Driving learning for everyone with our products
Sacial engagement

Employee matters

Empioyee engagement
nvesting in talent

Diversity, equity and inclusion

Hurman rights matters

Customer welfare (data privacy, security, and safeguarding)

Empowering our people to make a difference
Sustainable procurernent

Anti- corrupt:on and bnbery matters

Business maodel: Pages 16 & 17
Stakeholders: Pages 26 to 29
ESG-inked remuneration: Page 98

Palicies: Addressed in the pages below, with full policies for Pearson Pic available at:
https://plc pearson.com/en-GB/carporate-policies

Position and performance: Pages 30, 36-41

Risksfopportunjries: Pages 36-41

Pohoes Addressed in the pages below, with full pohoes for Pearson PIC avallable at:
hitps://ple. pearson.com/en-GB/corparate-pohaes

Position and performance: Pages 30-38

Risks/opportunities: Pages 30-38, 43-52

KPIs: Pages 18, 221-226

Policies: Addressed in the pages below with full poL\oes for Pearson Plc available at.
https//plc.pearson.com/en-GB/corparate-policies

Position and performance: Pages 30-38

Risks/opportunmes: Pages 30-38,43-52

Pollrles Addressed in the pages below, with full polmns for Pearson Plc available at:
https://plc.pearson.com/en-GB/corporate-policies

Position and performance: Pages 30-38

Risks/fopportunities: Pages 30-38, 43.52, 82-83

KPls; Pages 18, 221-226

Palicies: hrrp< //plc.pearson.com/en-GB/corporate- pohcles
Position and performance: Page 82

Risks/opportunities: Pages 43-52, 82

KPls. Page 226

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

— Pearson Code of Conduct

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

— Responsible Procurement Policy; and our Human Rights Statement

— Anu-Bribery and Corruption (ABC) Policy, Raising Concerns and Anti-Retahation Policy

— Pearson's safeguarding principles (include data privacy/security)
— Global Content and Editarial Palicy; Responsible Advertising Policy

The implementation of these policies are discussed throughout the report and In the prior sustainability section.
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Risk

Risk management

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

I value, protecting our brand, and ensuring good governance.

The table beiow sets out the Group's governance structure for risk management

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

— Approves the annual budget and long-range financial
plans

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

ﬁudit Committee {oversight) |

— Provides oversight and assurance Lu die Board
concerrng the integrity of the company’s
procedures for idenufying, assessing,
managing, and reporting on risk

— Monitors and evaluates the Group's
compliance and risk management processes
and control programmes

Reputation & Responsibility Committee
(uversight)

— Considers the company's impact on society and the
commurities in which Pearson operates, including
ensuring that risk management processes are in place
to manage relevant risks

— Approves the Group risk management
framework

— Approves internal audit plans

Executive leadership (assessment and mItigatiorﬂ
— Comprises the CEQ, CRQ, divisional presidents and
functional heads (ncluding finance, strategy,
technology, direct to consumer, legal and HR)

— Responsible for the execution of the Group's strategy
— Responsible for reviewing and approving the principal
risks, mitigation plans and controls
— Accountable for ensuring that risks are mitigated in line
with risk appetite

Group risk function (support and report)J

— Prepares a consclidated risk view for the executive
leadership

— Provides oversight over Group risk management

— Prepares the nsk management framework
— Maintains the Group risk register and the list of
principal risks

— Reviews risks with divisions to assess and monitar nsk activity
exposures — Reports to the Audit Committee on risks

l Senior leadership (identify, assess and mitigateﬂ [Technical specialists (identify, assess and mitigate) {

-— Functional leaders are supported by technical
spedialists who are respansible for risks that require
corporate oversight

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

— Senior leadership within each business unitis
responsible for implementing risk mitigations
and reporting on net risk

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

Risk management experts (mitigation and assu rancﬂ

— Finandial functions, compliance, contrals, legal

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

The Board is ulumately responsible for reviewing management's assessment of the Group's principal risks and setting the Group's

risk appetite.

The internal audit
function
(Assurance)

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

Risk oversight

Risks are managed by members cf the Pearson Exerutive
Management tearn (PEM), either on a divisional basis or by function
{as set out 1n the changes in and accountability for principle risks
section an pages 45-50},

Risk owners conduct regular risk reviews with their leadership teams,
consulting others where appropriate, incluging technical experts,
either within their division or operating in ane of the centres of
experuse, Risk reports are shared with key stakeholders, including
the Enterprise Risk Management team, and are discussed at PEM
team meetings.

The Audit Cornmittee has the delegated responsibility for reviewing
the effectiveness of the Group's procedures for the identification,
assessment, management, and reporting of risk.

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

The Audit Committee uses these deep dive sessions (o understand
the rigour of management’s risk scanning and to chalienge any
judgements being made in response o risks

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

Risk environment

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

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

Cur Higher Education divistan serves learners in the US and
internationally, and performance is dependent on enrolments, the
campetitive environment, and changes in consumption, The Higher
Education division served around 18m learmers in 2022; and, as
expected, continued ta see learners shift to digital methods of
consumption. We saw growth in Pearson- paid subscribers and our
Inclusive Access affer, but declines in traditional delivery methods,
particularly print and print/eText bundles.

The Group's Assessment & GQualifications business provides secure
professional, clinical and academic examinations. VUE provides
professional tests in a VUE test centre or onhne through practoring.
Durning 2022, VUE test volumes grew by 16%, with particularly strong
growth in IT and healthcare. US Student assessments are typically
awarded as large contracts by states and nation-states, making the
political climate an important factor N performance in this area
(guantfied by Pearson under the heading accreditation risk).
Performance m Climcal Assessment benefited from goad availability
of government funding in 2022.

Growth in the Group's Virtual Learning offering is expected 10 come
manly from demand for virtual schools, driven by a strong national
brand and significant scale.
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The strategies for our English Language Learning and Workforce
Skills divisions anticipate significant growth. For Workforce Skills,
success in the enterprise-focused Workforce Soiutions area will be
contingent on our ability to sell to enterprises and to provide
employees with a consumer-grade iearning experience, backed up by
our ability to assess and verify skills. For English Language Learning,
growth 1s expected to come from direct-to-consumer growth with
Mondly, and through increased adoption of the Pearson Test of
£nglish, our market leading language fearning assessment

Risk identification and monitoring

Our risk identification processes follow a dual approach, Firstly, we
take a top-down view which considers strategic risks relevant across
the whole of Pearsan. Secondly, we take a bottomn-up approach at a
divisional or functional level, to identify and assess a complete hst of
each business units risks, with key risks highlighted in management
reporting and in each division’s long range plan,

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

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

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

Significant near-term risks are risks which could have a significant
near-term cash impact or affect the Group's short-term results, but
would nat be expected to have a significant angoing effect on
company valuation,

Emerging risks are risks which we believe are well mitgated in the
short term but may represent a significant future opportunity or
threat. These include company-spedific risks and nsks affecting the
Macro economy.

Principal risks

The Board of Directars has undertaken a robust assessment of the

current nsks faang Pearson, in accordance with Prowision 28 of the

2018 UK Corporate Governance Code. This assessment identified the

following prinaipal nsks, as well as a nurmber of emerging nsks and

risks which while more modest could have a significant near-term

impact. For each of our principal risks, the tables below dentrfies:

- the change in the risk over the last 12 months

— movement and cutlook for that nsk

-— management actions

— the link between the risk and Group strategy

~— aur nsk tolerance

— examples of the risk

— nisk ‘contagion, .., the extent to which 1ssues In one area could
INcCrease the risk in other areas

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



Accreditation risk

Description Termination of accreditation due to policy changes or failure to maintain the accreditation of our courses and
assessments by states, countnes, and professional associations, reduang their eligibility for funding or attractiveness

____________________ to learners.

Movement and outlook The risk is at a moderate to h\gh Jevel, due to a desire to reduce and/or reform standardised testing in the UK,
Australia and US, as well as increased global political nsk.

The outlook is for the risk to rema‘m at a s‘srnalar Ievel for rhe foreseeable future

standards (o he an aceredited prowder,
2. Complementary acquisitions to support movement into formative assessment.

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

Llnk to strategy Ensurmg we can participate in sausfylng the growmg need for accredl[atlon amd cemﬂcauon

Risk contagmn
Rlsk veloclty If there were to be major \ong term chamges in regulatlon it is hkely that these would occur over a multi- year pertod

Capability risk

Description Inability to meet our contractual obligations or to transform as required by our strategy due to infrastructure or
organisational challenges. )
Movement and outlook This nsk remains at a moderateiy hlgh \evel due to the execution risk assocwated with dehvermg the (;roups strategy

and high competition for talent, especially in the technology space.

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

The risk 15 expected to remain at a similar elevated level for the next 12 months as key new requirements of the
strategy are implemented.

Management actions 1. Risk ratings are applied to each system and plans put n p!ace 0 mal Sintain System uptime, and recovery plans are
in place 1n the event of downtime to allow customers to maintain as much functionality as possible or to get back
online as soon as possible,

2. Each division conducts angong reviews of its key systems and implements updates and remedies where
riecessary.

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

4. The divisional structure allows decisions to be made by those closest to each market, to speed innovation and
responsvenass,

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

6. Acguisitions such as Credly and Mondly have been made to build the Group's capability in key strategic areas, such
as Workforce Skills and direct-to-consumer language learning.

Link to strategy Capability relates to the three pr\ormes to uniock growth:

— Consumer-focused and data-led approach
— Portfolio and organisational structure
— Talent and cufture

Risk tolerance Medium - the Group aims to ensure It has the capablhty to deliver s[rateglc objecnves requIring strong coordination
___________________ andplanning, but without stifling innovation.
Examples of risks Business transformation and cha nge

Talent

IT resilience
Risk contérgﬁiﬁﬁr S Fa\Iurtrérsﬁrrhﬂéérpab\hty could resule in increased reputatlon and respons‘.lblllty risk and failures (o meet customer
................... e ERpRctations, : -
Risk velocity Failures of capability could |mpact within a six-month penod
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Risk continued

Competitive marketplace

Description Significant changes in our target markets could make those markets less attractive. This could be due to
significant changes in demand ar in supply which impact the addressable market, market share and margins te.g,
changes in enroiments, insourcing of learning and assessment by customers, open educational resources, a shift
from in-person to virtual learning or vice versa or innavations in areas such as generative Al).

Movement and outlook This risk continues to be significant in our Higher Educatien business due to declining enrolments and competmon
from non-mainstream publishers, including open educational resources. In our other divisions, the risk remains
maderately high, due to the pace of innovation and increased competition, aithough market growth provides some
mitgation.

The risk 1s expected to remain elevated for the next 12 manths, due to the level of competitor activity being observed,
as well as continued investrnent in educational technology.

Management actions 1. The Group's Assessmant & Qualifications and Virtual Learning busmesses as service busmesses have 3 pamcular
focus on working in partnership with customers, including 1P owners, ro ensure that their needs are being met,
resulting in high retention rates on the long-term contracts in place.

ra

The Group invests in ermerging and maturing technalogies to lead and respond to changes in market dynamics.
Examples include online proctanng and digital-first scoring in assessments and qualifications, and virtual reality
language learrung in Mondly.

3. The Group's strategy is to address learners wherever they choose to learn, reducing reliance on learners’ choosing
particular institutions, Direct to consumer offenings such as Mondly and Pearson+ can be accessed via
smartphone by anyone, while the developing Workforce Skills division addresses learners in the workplace. This
camplements our existing businesses such as Higher Education and US Student Assessment where the Group is
intreduced to learners through ther college or schaol.

4. Competitive analysis is undertaken to monttor and respond to competitive threats, with decentralised teams able
to mobilise quu:klyto maximise opportunm‘es and manage risk.

Link to strategy We have identfied three big g&obal opportunities ang assomated marketpWacesv

— The rise in online and digital tools for schools and education
— The workforce skills gap
— The growmg need for accreditation and certification

Risk talerance Medium - This is a strateglc sk associated with sucressful\y selecting attractive g obal opportumtles and se\zmg them.
Pearson seeks to lead the shift to digital ways of Iearnmg and consequently to maintain strong market positions.

Examples of risks : " substitutes
— Product differentiation

— Consumer Ieammg preferences

VR!sk velocity The changes in the global leammg marker over a four- year perlod are expe-cted to be (ng’))fJCaH[ The pace of these
changes is uncertain but could be rapid, especially given the significant disruption and innovation since the spread of
COVID-19,
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Content and channel risk

Descrlpthn Failu re 1o select content and delivery channels to conveniently deliver anticipated learning, resulting in foss of sales.

Movement and outlook  The risk remains at a moderate level. This is due to the i increasing commaditisation of content, requiring contmumg
developrment of both content and the method of delivery to be able to provide differentiated products and services.

The nisk is expected to remain at a moderate level for the next 12 months, given the ongoing profiferation of methods
for learners to choose for their Iearnmg and, the fumdrng suil available for educauona\ technology businesses.

Managem-éﬁ{-é&-ions 1. Increasmg use of \nteractlwty ‘ard mult-channel comtent part\cularky on Pearsom mdudlng by offermg podcast
content and videos (Pearson+ Channels).
2. Continuing focus on efficacy to ensure that Pearson products and services help the learner achieve battor
outcomes.
3. Actions to reduce piracy and to manage and enforce intellectual property rights.

4. Investment in acquisitions offering new methads for testing or delivering content.

Llnktostrategy WWWW”“Mamagmg content and channel risk he%ps achieve our offerlng of tugh-guality, affordable products wiich lead 1o better
access amd outcomes,

Risk tolerance Medium — This is a strareglc risk and Pearson should be rewarded for successfully developing and delivering preducts

and services that consumers value. Same nsk is accepted to ensure the censumer remains at the centre of what we
777777777777777777777 do. e o
Examples of risks —Intellectual propertly protection

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

Risk contagion Failure to deliver high-quality and engaging products and services may have an impact on reputation and
responsibility nisks and on meeting customer expectations,

Risk velocity Due to longer-term contracts or the time requwred for instructors, of consumers themselves, to learn how Lo use the
new products and services, the impact of changes would have some short-term impact, but1s more likely ta be fully

felt gver the longer-term.

Customer expectations

Description Rising end-user expectations increase the need to offer differentiated value propositicons, risking margin pressure to
meet these expectations and potential loss of seles if not st successiul.

Movement and outlook The risk is still at a moderate Ievel with an expectation from consumers of an mcreasmg\y h\gh qual:ty and engagmg
user experience.

The outlock is similar for the next 12 months, with expectations rlsmg in line with other :ndustrles

onsumer activity is reviewed via a network o Campus Ambassadors as well as learner Surveys et prOther scores
and external reports.

Management actions

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

The group's direct 1o consumer offerings of Mendly and Pearson+ provide valuable insights about usage to help keep
pace with changing customer expectations.

Qur service businesses conduct regular reviews with customers to ensure that their expectations are well understoad
_and met and where gaps arise, steps are taken to address these concerns.
Link to strategy Focus on direct to consumer wrll help to Successfully meet customer expectauons Direct to- consumer underpms our
five business divisions.

Risk tolerance Med‘iarrﬁtrfﬁrirsﬂié'érétfateglc fisk and Pearsan should be rewarded for successfully developing and delivering products

and services that consumers value. Some risk is accepted to ensure the consumer remains at the centre of what we
e D e oo
Examples of risks — Customer experience

— Data architecture and usage

— Accessibility
Risk contagion o FalluF;—;--ia_beduce preducts ah-d";ervrces meeting customer expectations could also Jmpact reputatlon and
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, TSP OnS Iy kS, e
Risk velacity Typically, one to three years, as long-term contracts run off
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Risk continued

Portfolio change

Description Failure to effectively execute desired or required portfolic changes to promote scale or capability and increase focus
on key divisional and geographic markets, due to either execution fallures or inability 1o secure transactions at
approgriate valuations. }

Movement and outlook The risk nas increased in the last 12 months as the Group has made key strategic acquisitions such as Fasthm,
Mondly and Credly, which have been integrated within the company, and with the forthcoming acquisition of PDRI due
to complete in H1 2023.

The risk Is expected to remain highiin the next 12 months as these transactions are executed and the integration of
recent acguisitions continues.

1 mvestmenr plans included in strateg\c phar\s a ugmng requwements with duwsmnal structure,
2. An experienced Corporate Finance team (o execute transactions, supported by a dedicated post-deal Operations
teamn who oversee the integration and ensure that the required value is achieved.

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

oup seeks to alance ca equythe opportumty to
or scale with the execution risk of portfolio change.

Examples of risks — Identification of requirements
— Achieving value on acquisitions/disposals
— Integration of acqwsitlons

Risk velocity The speed of achlevmg the full benefits of an acguisition wall vary dependmg on the size and scope of the acquisition,
but typically from six months for a simple small acquisition to two years for a larger complex transaction
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Reputation & responsibility

Description The risk of sericus reputational harm through failure to meet obligations to key stakeholders. These include legal and
regulatory reguirements, the possilulily uf serious unethical behaviour and serious breaches of customer trust.

‘Movement and outlook  The Group's aim is to operate In & h\gh|y reputable and responsible manner and so we intend to maintain strong
mitigations to reputation and responsibility risks. However, numercus threats exist including from those who seek to
do harm to the Group or te its customners, including nation-state actors, organised criminal rings, and ransomware
attackers, 50 canstant vigilance is reguired.

The risk is considered to be at a moderate to high level, increased since the last year end due to the general increased
proliferation of cyber security and data privacy events and the businesses increasing online presence as well as the
complexity of nawgating different regional regulatory environments.

The Group has continued to implement and follow proposals made by the company's advisers in relation to a
20718 cyber secunity incident in connection with its AiMSweb 1.0 software, which resulted in a settlement with

the US Securities and Exchange Commussion (SEC), including an obligation 1o pay a civil penalty of $1 million agreed
on 16 August 2021,

Management acuons 1. Dedicated risk management teams throughout the organisation monitor and respond to key risks. These teams
provide regular updates to senior management and report to the Reputation & Responsibility Committee or Audit
Committee as relevant

7 All staff are required to undertake traning on educatiunsl pulicy, how t Identify cyber threats and data privacy,
arnongst other topcs.

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

4. Cyber security and data privacy are topics which are always reviewed as part of the divisional risk deep dive
exercises Undertaken and reported to the Audit Committee, This wark highlights any issues which have arisen and
the relative vulnerability of platforms and software.

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

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

_timely manner.
Link to strategy our reputation and commitment to behavmg responsubly underpm our strategy tobea 1 trusted partner for
consumers, businesses and educators.

Risk tolerance ~ Low - the Group sesks to be a highly trusted consumer learning brand. Any significant failures could negatively sffect
...................................................... our relationship with consumers todayand inthe future. e e
Examples of risks — Compliance with laws and regulations

— Cyber security

— Data privacy

— Safeguarding

— Test failure

— Use of third parties

Risk contagion mm"mw”giéniﬂcant failures in this area could increase Pearson's capability and accreditation risks and weaken our position mn
7777777777777777777777777777 ___ thecompetitive marketplace. R
Risk velocity Reputatlonal rnsks could |mpact within a six-month penod
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Risk continued

Changes in and accountability for principal risks

For each of our principal risks (shown in bold), the table below lists the accountable senior executive(s) for each sub-risk. Changes in accountability

since 2021 are marked in the table:
Risks

Accountability

Change since 2021

Accreditation risk

Political and regu\atory

Capability risk

Tatent

Competltlve marketplace nsk

Substitutes

Content and channel risk

-Effecnve method of delivery (podcast wdeo
test, in-person, online)

Products and services - effective investrnent
in own and third-party content

Balance of content creation vs content purchased

Customer expectatlons nsk

Data architecture and usage

Portfolio change risk

Imtegra‘uom Of EICQUISIUOHS I

Chief Executive Officer, Chief Fimancial Officer
and Chief Strategy Ofﬁcer

‘Chief Financial Gfficer

Reputation and responsibility rlsk

Safeguardmg

Test failure

Use of third partes

' Chuef Fmanaal Ofﬂcer and Divisianal Premdems

wWorkforee Skms D1V|5|ona\ Pre5|dent5

T Assessment & Quallﬂcatlons Engllsh Language Leammg ‘ang

50 Pearsen plc Annual report and accounts 2022



Significant near-term and emerging risks

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

the previous year.

Risks Description

Classification and change
Accountability since 2021

Climate transition Costs associated with offsetting carbon emissions which
cannot be fully reduced may lead to decreased margins.
Expectations around climate change commitments and
measurements change on a regular basis.

COVID-19

affecting multiple Pearson major markets appears to be
subsiding. These markets appear to have high levels of
acquired immunity and the political desire for lockdowns
has reduced. Conseguently, while the risk remains it is
seen as having less potential to have a significant impact.
High global inflation nsks increasing the cost of production
for Pearson, which the Group rmay not be able to fully

pass on.

Recession

Recession in global markets could put pressure on school,
enterprise and consumer budgets, reducing demand for
our products and services. This has particular potential to
negatively impact our English Language Learning and
Workforce Skills divisions, unless disruption in the labour
market encourages mare people to retrain.

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

QOur Assessment & Qualifications and Virtual Learning
divisions typically benefit from long-term contracts, often
with state funding, and so are less likely to be affected in
theshortterm. y
Disrupticn at ports globally and challenges for suppliers
may lead to business interruption if not fully planned for
and mitigated.

The outcaome of State Aid decisions and a potential risk in
Brazil could lead to significant one-off costs or benefits in
the near-term.

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

The risk of future long-term COVID-19-related lockdowns  Chief Executive Officer

Chief Executve Officer

Chief Legal Officer and Divisional Emerging risk. No change.
Presidenits

Significant near-term risk. No

change,

Dwisicnal Presidents

Significant near-terrn risk. No
change.

Chief Executive Otficer
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Risk continued

Risk assessment of prospects and viability

Corporate planning process

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

product portfolio.

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

Going concern

Disclosures relating to the going concern process can be found in the
Director's report on page 120,

Viability assessment approach and cutputs

Base case long term plan

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

As 31 Decemiber 2022, the group had avallable liquidity of £1.4bn
comprising central cash balances and its undrawn $1.19bn Revolving
Credit Facility (RCF) which matures in Decemnber 2026, The RCF was
reduced to $1 billicn in February 2023 and the same bme the
documentation was updated to allow Pearson to request that the
facility be extended by a further year. The first of these options is
exercisable in December 2023 and the model conservatively
assumes that only seven of the group's eight banks agree to extend
the facility to February 2027. The model also assumes that the PDRI
acquisition completes in H1 2023, and downside scenaros
conservatively assume a further capital allocation outflow of £350m

Severe but plausible downside model

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

Under the severe but plausible downside case, the company would
maintain comfortable hquidity headroom and sufficient headroom
against covenant requirements during the penod under assessment.
That ts, even before madelling the mingaung effect of actions that
management would take If these downside risks were to crystalise.
Such measures could include discretionary cost cutting measures,
refinancing debt, reducing dividends, reducing the size of the
theoreucal capital outflow, and reducing investment.

Reverse stress test

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

Conclusion

Based on the results of these procedures, and considering the
company's strong balance sheet, the Directors have a reasonable
expectation that Pearson will be able to continue in operation and to
meet its liabikties as they fall due over the four-year penod ending 31
Decemnber 2026. Further details of the Group's liquidity are shawn in
the Financial Review' page 24.

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

Accreditation Risk

— Risks associated with potential polincal and regulatory changes in
School Assessments

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

— Loss of Pearson Test of English recognition im Australia
Capability Risk

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

— Capability challenges in sales and technology reduce sales and
resultinincreased costs
Competitive Marketplace

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

— Pearson Test of English declines due to lower immigraton
—- Competition from fower cost proctoring offerings

Content / Channe! Risk
— Additional costs to ensure accessible content
— Loss of sales due 1o poor choice of content and/or channel

Customer Expectations

— Additional costs to provide higher than planned functionality and
fevel of user experience

Portfolio Change

— Failure to achieve anticipated acquisttion synergies

Reputation and Responsibility

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

— Potential safeguarding incldents negatively impactng reputaton
on an ongoing basis
Recession and infiation

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

Image removed

“A focus on strategic clarity,
operational discipline and

sustainable success for the
benefit of all stakeholders.”

Dear shareholders,

Itis a pleasure to introduce our Governance Report for 2022, In my
first year as Chair, | have drawn great confidence from the disaplined
approach to governance at Pearson, and the high calibre of our
Board members. Their expertise and integrity have helped to cement
our strang financial pasition in 2022 and to advance our purpose; to
add Iife to a lifetime of iearning

Strategy and performance

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

A highlight of 2022 was the completion of the first year of Pearson~
with 4.8 million registered users in that full calendar year, it 15 an
important milestone In our journey to realise a digital ecosystem for
lifelong learning. Developing our workforce skills strategy has been
ancther priority for the Board in 2022. with more than 2,000
enterpnse learring clients, It is the next tig apportunity for Pearson
ta support employers and employees through Assessment &
Qualifications, Workfarce Skills, and English Language Learning.

The Board also continued to reshape and refine Pearson's portfolio
in support of our strategy through both acguisitions and divestitures.
In 2022, we acquired consumer language learning app Mondly, a
cornerstone of our direct to consumer approach in English Language
Learning - you can read more about this acquisttion and the Board's
considerations in relation to it on page 69. Another consumer-
focused acquisition was the digital credentials platform Credly,
through which we are tapping into the vast and growing focus for
learners to be able to evidence their achievements and progress
through digital certification. It is also valued by employers to
encourage skills development in their workforces and has 1ssued
more than 50 milhon credentials, with some 70,000 new joiners a
week, Additonally, the Board oversaw the sale, through a number

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

The Board continued to pay close attention to maintaining a strong
financial position, which enabled us to increase the dividend in 2022,
in ine with our progressive dividend policy. We were also able to
launch a £350m share buyback programme, while remaining well
placed to pursue strategic opportunities as they arose, such as the
announcement in December of our proposed acguisition of
Personnel Decsions Research institute (PORI, which we logk forward
to completing subject to receiving the relevant clearances.

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

The Board's oversight of performance and risk 1s underpinned

by the excellent work of cur Audit Cornmittee, which you can read
more about on pages 80-87, including a number of strategic risk
deep dives and a particular focus on data privacy and cyber security,
as well as overseeing the important matter of our external audit
transmon in 20232,

Sustainability, stakeholder engagement and cuilture
As the world's leading learning company, Pearson recognises its
enormous potential to make a positive impact on people and the
planet, as outlined 1IN our emvironmental, social and governance (ESG)
framewaork, which you can learn more about on page 30. The
Reputation & Responsibility Committee has primary responsibility for
monitoring and nputting into Pearson's sustainability strategy and
initiatives on behalf of the Board, with mere on this described in the
Committee’s report starting on page 78.

Understanding the views and priorities of all our stakehalders is key
to running a successful, sustainable company that meets the needs
of learners, educators, governments and employers, You can read
more about the Board's engagement activities in the section
Understanding our stakeholders on page 67 The Board has engaged
extensively wath our larger shareholders regarding Pearsom's
propased new Directors’ remuneration policy to be tabled to
shareholders at the 2023 AGM. Mare information on remuneration
and the Board's engagemeni work, through the Remuneration
Committee, is included in the Directors’ remuneration repart starting
on page B8,

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

Talent development and succession planning are also ongoing
themes in the work of the Board and ts Committees, and the Board
runs 3 Mantoring programme to support senior talent. The Board
has been working with Al Bebg, Pearson’s Chief Human Resources
Officer, to assess our culture and employee engagement levels. T1s
also supporting the executive management team to drive a cuiture of
performance and accountability throughout the organisation, which
1s covered i more detal on page 65.



Board compaosition, succession and evaluation

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

New appointments during 2021 and 2022 significantly enhanced the
dwersity of our Board, as you can see on page 59. We will continue to
monitor the Board's compasition to ensure we maintain the range of
skillsets and perspectives needed to support the company's strategy
and complement our succassion planning.

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

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

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

Esther Lee joined the Board as a Non-Executive Director in early
2022, bringing significant experience through executive leadership
roles with global consumer-facing brands. Already, she has made a
strong contribution to the Board and as a member of our
Remuneration and Nominauon & Governance Committees. Both
Esther and | greatly benefited from the induction processes
orgamsed for us upon joining Pearson, which are described further
on page 70.

The Board s fully engaged in planning for future retirements, and
closely monitors the evolution of skill sets needed to drive the
campany forward. Mare detail about the Board's succession planning
can be found in the Nomination & Governance Committee report an
nages 74-77.

I was pleased to lead the annual Board evaluation process in 2022,
which is deseribed on pages 71-73. This provided a wonderful
oppertunity for me to obtain an overall picture of the Board's
dynamics and views. We have a robust governance approach that will
be the bedrock of delvenng our strategy. At & time of pivotal strategic
development for the company, | have worked with the Board (o
assess Board and Committee cadence, to empower the Committee
Chairs to drive their agendas and to support the Board's
opportunities to engage in rich strategy discussions, while also
ensuring a focus on aperational excellence.

As part of this, we have reviewed the remit of each Commuttee and
how we collaborate on erganisation-wide topics, such as culture and
sustainability - more detail on the Board and Committees’
collaboration on ESC oversight is set out on page 69, as part of our
explanation of how the Board 15 kept informed on relevant matters,

Conclusion

I hope this report explains dearly to you how Pearson 1s run and how
we algn governance and our Board agenda with our strategic
direction. Shareholders are always welcome to put their questions or
feedback to us, either via our website (www. pearsonple.com) or at
our AGM, Onice again this year, shareholders will be able tojoin us
and vote at our AGM either in person or virtually. Details will be
included in the forthcaming AGM notice

It only rermams for me 1o thank our shareholders for their continued
support and interest in this fantastic company. It has been a privilege
to step Into the role of Chair and | nnk forward to maintaining our

stakeholders’ confidence as we seek to capture Pearson's enormaous
growth potential as a lifelong digital partner for learners everywhere.

Omid Kordestani
Chair

Compliance with the UK Corporate

Governance Code

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

The Board believes that during 2022 the company was in full
compliance with all applicable grinciples and prowvisions of the
Code, save that, as described last year, Pearson is not fuily
compliant with Provision 36 of the Code on the basis that the
shares awarded under the Chief Executive's co-investment award
made in 2020 are subyect to a post-vesting holding period untl
31 Decemibzer 2023, rather than the total vesting and holding
period of five years or mare required by the Code. Further detail
is provided in the Directors' remuneration report
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Board of Directors

_eading the way

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

All Board members have strong
leadership experience at global
businesses and institutions,
Our Board members’
biograptues illustrate the
contribution each Director
makes to the Board by way of
their indivicdtual experience,

Key to Committees

o Audit

@ Nominaton & Governance
@ Rreputation & Responsibility
o Remuneration

O Committee Chair

Current notable cormmitments
reflect other listed company
directarships and full-time or
executive roles.

@

4]
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Omid Kordestani

Andy Bird, CBE

Sally Johnson

Chair Chief Executive Chief Financial Officer
Aged 59 Aged 59 Aged 49
Appointment

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

First appointed to the Board
1 May 2020

Chief Executive Officer since
19 October 2020

Chief Financial Officer since
24 April 2020

Skills and experience

Omid is an international
businessman who serves on the
boards of Klarna Bank AB and Klarna
Holding AB and is a Council Member
for Balderton Capital. He was
Executive Chair of Twitter, inc.
between October 2015 and May
2020, and a Board Member until
Cctober 2022, From August 2014 to
August 2015, Omid served as Senior
Vice President and Chief Business
Officer at Google and previously
from May 1999 to April 2009 as
Senior Vice President of Global Sales
and Business Development. From
1995 to 1999, Omid served as Vice
President of Business Developmeant
at Netscape Communications
Corperation. Prior ta joining
Netscape Communications
Carpaoration, Omid held positions in
business development, product
management and marketing at The
3DO Company, Go Corporation and
Hewlett-Packard Company
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Andy has a long and distinguished
career spanning over 35 years

in the media industry, and he

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

Mostrecently, he spent 14 years
working far The Wait Disney
Company, joining the business as
President of Walt Disney
International in 2004 before being
appointed Chair in 2008. He held this
role for a decade, during which time
he transformed the organisation
into a digital-first, direct to consumer
business, focused on serving the
diverse needs of customers around
the world, In addition, Andy worked
to establish the icanic brand in
China, through the creation of
Disney English, teaching English
language to Incal families through
immersive learning experiences.

Prior to Disney, Andy warked in a
number of senior positions at AOL
Time Warner, and spent the earlier
part of his career at Piccadilly
Radio, Virgin Broadcasting
Cempany, 8SB Music Channel,

Big & Good Productions, and
Unique Broadcasting.

5ally joined Pearson in 2000 and has
tield various finance and operations
roles across the business, both at a
corporate level and within the
divisions, including The Penguin
Group. She brings to the Baard
extensive commercial and strategic
finance experience as well as
expertise in transformaticn,
treasury, tax, risk management,
business and financial operations,
investor relations and mergers

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

She was also a Trustee for the
Pearson Pension Plan fram

2012tc 2018,
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Sherry Coutu, CBE

Non-Executive Director
Aged 59

Esther Lee

Non-Executive Director
Aged 64

Linda Lorimer

Non-Executive Director
Aged 70

Graeme Pitkethly

MNon-Executive Director
Aged 56

Appointment

MNan-Executive Director since
1 May 2019

Non-Executive Director since
1February 2022

Non-Executive Director since
1)uly 2013

Non-Executive Director since
1 May 2019

Skills and experience

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

Presently, Sherry serves as the Chair
of Workfinder, a technology start-up
specialising in Al-based recruitment
services, and Raspberry Pi, a
computer company. Sherry’s
previous non-executive director
experience includes the Londan
Stack Exchange Group plc, DCMS,
Zoopla ple, and RM plc. She has also
served on the Advisory Boards of
Linked(n, the National Gallery, the
Royal Society, and NESTA.

Esther brings significant experience
tothe Pearson Board through her
priar executive leadership roles in
developing customer strategies to
drive growth, global marketing and
branding; driving digital
transformation; ang building
high-performance teams.

She has a long track record of senior
leadership roles working for glebal
consumer-facing brands. Most
recently, she served as Executive
Vice President - Global Chief
Marketing Officer at MetLife Inc.
Previously, Esther served as Senior
Vice President - Brand Marketing,
Advertising and Sponsarships for
AT&T, and she has served as CEQ of
MNorth America and President of
Global Brands for Euro RSCG
Worldwide, Prior ta that, she served
for five years as Global Chief Creative
Officer for The Coca-Cola Company.
Esther is a Board member at

The Clorox Company where

she chairs the Nomination

& Governance Commiittee.

Current notable commitments

The Clorox Company
(Non- Executive Director)

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

Graeme is the Chief Financial Officer
and a Board member of Unilever. He
Juined Unilever in 2002 and, prior to
his appointment as the CFO, was
rasponsible for its UK and Ireland
business. He also held a number of
seniar financial and commercial
rales within Unilever and spent the
earller part of his career in senior
corporate finance roles in the
telecommunications industry.
Graeme served as Vice President of
Financial Planning and Vice President
of Carporate Development at FLAG
Telecom and started his career at
PricewaterhouseCoopers. Graeme is
aVice Chair of the Task Farce on
Climate-Related Financial
Disclosures, a Member of the
Strathclyde University Centre for
Sustainable Developmentandis a
Chartered Accountant.

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

Deputy Chair and Senior

Independent Director
Aged 62

Annette Thomas

Non-Executive Director

Aged 57

Lincoln Wallen

Non-Executive Director

Aged 62

Appointment

Non-Executive Director
since 1 January 2015

Seniar independent Director
since 30 April 2021

Deputy Chair since 29 April 2022

Non-Executive Director
since 1 October 2021

Non-Executive Director
since 1 January 2016

Skills and experience

Tim has extensive experience of the
technology sector in both developed
and emerging markets, having
served for 13 years as CFO of ARM
Heldings pic, the worid's leading
semiconductor IP company. Heis an
experienced Non-Executive Director
and was appointed as a Non-
Executive Director of Bridgepoint
Group PLCin 2021, alangside his
roles as Chair of The British Land
Company ple, a Non-Executive
Director of the Football Assaciation,
and a Trustee of the National
Theatre. Tim has garnered extensive
financial and listed company
experience during previous and
current positions. He served on the
board of National Express Group pl¢
from 2005 10 2014, inciuding time as
interim Chair and six years as SID.
Earlierin his career, Tim held senior
finance roles with Rebus Group,
William Baird, Lucasvarity plcand
BTR plc.

Current notable commitments

The British Land Company plc
{Chair), Bridgepoint Group PLC
(Non-Executive Director)

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

She currently serves as Seniar
Advisor to General Atlantic. Her
previous non-executive experience
includes serving as a Trustee of Yale
University, Non-Executive Director
at Clarivate Analytics (2017}, and

as a Board member for Cambridge
University Press and Cambridge
Assessment {2019-2020}.

She has also previously acted

as an advisor to Creative Commons
and Bain Capital.
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Lincoln has extensive experience in
the technology and media
industries, and is currently CTO of
Improbable, atechnology start-up
supplying next-generation cloud
hosting and netwarking services to
the video game industry. Lincoln was
CEQ of DWA Nova, a software-as-a-
service campany spun out of
DreamWorks Animation Studios in
Los Angeles, a position he held until
2017. He worked at DreamWorks
Animation for nine years in a variety
of leadership roles including CTO
and Head of Animatian Technology.
He was formerly CTO at Electronic
Arts Mobile, leading their entry into
the mobile gaming business
internationally. Lincolnis a
Nen-Executive Director of the Smith
Institute for Industrial Mathematits
and Systemns Engineering, and Varjo,
amanufacturer of augmented,
virtual and mixed reality headsets
for professionals. His early career
involved 20 years of professional IT
and mathematics research, including
as a Reader in Computer Science

at Oxford.

Current notable commitments

Improbable
{ChiefTechnology Officer)



Board compaosition

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

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

1 Bty calegornies are based o1 the JKs Office for National Statistics classificanicr.

Independence of Directors

All of the Non-Executive Directors who served during 2022 were
considered by the Board to be independent for the purposes of the UK
Corporate Governance Code (the Code). The Board reviews the
independence of each of the Non-Executive Directors annually. This
includes reviewing therr external appointments and any potential
conflicts of interest, as weill as assessing their individual 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 to provide confirmation of their independence on an
annual bass {as defined by the Sarbanes-Oxley Act, the New York Stock
Exchange (NYSE) listing rules and the Code).

inJanuary 2024, Mr Score will reach nine years’ service on the Pearson
Board. Upon or in anticpation of attainment of nine years' service by
any Non-Executive Director, the Board undertakes an assessment to
satisfy itself as to the centinuing independence of that Director. The
Nomination & Gavernance Committee gave particular consideration to
Mr Score's independence in March 2023 ahead of proposing to
shareholders that he be re-appointed for a further year at the
forthcaming Annual General Meeting, recognising that he will reach nine
years' service during the corming year, if re-elected. In doing so, the
Committee assessed the degree of objective judgement and
constructive challenge demanstrated by Mr Score, and confirmed that
his skills, experience and knowledge contribute to productive Board
discussions. Accerdingly, the Board is satisfied that Mr Score remains
independent, and that he continues to provide constructive challenge
and hold management to account.

In accordance with the Code, Omid Kordestani was considered 1o be
independent upon his appointment as Chair on 28 April 2022,

As oniginally described in the 2022 Notice of AGM, Linda Lorimer will be
retiring from the Board at the 2023 AGM and will not be seeking
re-election, In 2022, the Committee assessed Ms Lorimer's
independence, having regard to, among other factors, the Financial
Reporting Council's Guidance on Board Effectiveness, and concluded
that Ms Lorimer remained independent. in assessment of her own
independence, undertaken in February 2023 to address the
requirements of the NYSE, Sarbanes-Oxley Act, and the Code, Ms
Lorimer did not declare any matters which may cause her
independence to be questioned.

The Directors can obtain independent professional advice, at the
company’s expense, in the performance of their duties. All Directors
have access to the advice and services of the Company Secretary, whose
appointment and removal 1s a matter reserved for the full Board.
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Pearson Executive Management (PEM)

Key
O Internal appointment
@ External appointment

Image removed

Image remaoved

Image removed

Image removed

Tom ap Simon ©

President - Higher
Education and Virtuat

Ali Bebo @

Chief Human
Resources Officer

Tim Bozik©

interim Chief Product
Officer and Co-

Lynne Frank @

Chief Marketing
Officer and Co-

Gio Giovannellio

President - English
Language Learning

Learning Aged 54 President, Direct to President, Direct to Aged 50
Aged 44 Consumer Consumer

Aged 61 Aged 56
Appointment

Joined Pearson 1 Decernber
2004

Appainted to the PEM
1 April 2021

Joined Pearson 13 December
2029

Appainted to the PEM
13 December 2021

loined Pearson 18 May 1998

Appointed to the PEM
23 May 2013

Joined Pearson 16 November
2020

Appointed to the PEM
16 November 2020

Jained Pearson 1 February
2014

Appointed to the PEM
1 April 2016

Skills and experience

Tom has 19 years of
international business and
finarice experience. At
Pearsan, he has led the
Virtual Schools business,
worked in finance for

the emarging markets
businesses and led M&A
activity in the US. Previously,
he worked in investment
banking at RW Baird. Tom
holds an MAin Economics
and Politics from the
University of Edinburgh.

Aliis a senior executive with
over 25 years of experience
building culture for
transformative business
performance across multiple
industries. Prior to joining
Pearson, she was an officer
and CHRO for Hologic, inc., 3
global medical technology
company, Prior ta Hologic,
she held various HR
leadership roles with the
specialty retail company,
ANN INC. Aliearned her BAin
Political Science from the
University of California,

Los Angeles,

Tim has more than 30 years
of extensive leadership
experience in higher
education products and the
business of delivering them
at Pearson. Tim earned a
Bachelor's Degree from

the University of Notre
Dame and currently serves
onthe Beard of Directors
for the Association of
American Publishers.

Lynne has aver 25 years of
experience in the media
industry. Previously, she has
worked in tcompanies such as
WarnerMedia, ESPN/Disney
and Turner Broadcasting.
Lynne holds a degree

in econemics and business,
and a certificate in corporate
board governance from the
University of California, Los
Angeles (UCLA).

Gio has over 25 years of
international business
experience, including four
CEQ roles in Brazil.

Previous board roles include
BOVESPA-listed Natura and
CVC Viagens. Gio graduated
fram Bocconi University,
halds an Econemics PhD
and is an GPM graduate of
Harvard Business School.

PEM Composition
Gender

Ethnicity*
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These figures reflect the execLive feam excluding the Corapany Secretary Tre Caef Executve and Chiel Fnsncial Q7icer have been exduded and are courvad ntng Board metrics on
page 5% For dwersity data in e ormar prescnbed by | R 3.8 5R(10), please see page 225
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Mike Howells &

President - Workforce

Skills
Aged 46

Sulaekha ‘Sue’
Kolloru Barger @

Chief Strategy Officer
Aged 47

Cinthia Nespoli o

Chief Legal Officer
Aged 42

Art Valentine ©

President -
Assessment &
Qualifications
Aged 58

Marykay Wells ©

Chief Information

Officer
Aged 60

Appointment

Joined Pearson 1 December
2020

Appointed to the PEM

1 December 2020

Joined Pearson 16 May 2022

Appainted to the PEM
16 May 2022

loined Pearson 1 February
2014

Appointed to the PEM
21 May 2020

Joined Pearson 23 lanuary
2006

Appointed to the PEM
1 February 2022

loined Pearson 14 July 2014

Appointed 1o the PEM
16 March 2022

Skills and experience

Mike has more than 20 years
of international business
experience. Previously, he
has worked in the British
diplomatic network and
the UK Foreign,
Commonwealth and
Development Office. Mike
holds a Master’s degree in
International Law from the
University of Nottingham
and an Anthropology
degree from University
College London.

Sue has more than 20 years
of global strategy and
corporate experience.
Previously, she held
engineering roles at
technology companies. Sue
holds an MBA from The
Wharton School at the
University of Pennsylvania
and aBScin electrical
engineering from the
University of Ottawa in
Canada. She has served on
several non-profit boards
and councils focused on
diversity and STEM.

Cinthia has over 19 years of
International legat

and compliance experience.
Previously, she

held leadership roles in legal
and compliance

at multinational companies.
Cinthia was admitted to the
Brazilian bar in 2004 and
earned her law degree from
Pontificia Universidade
Catalica de Campinas as well
as a post-graduate degree in
tax law from Pontificia
Universidade Catdlica de
S3o Paulo.

Art has more than 30 years of
leadership experience in
assessments, testing, and
technotogy. Prior to his 16
years at Paarson serving asa
senior leader of Pearson VUE
and as Managing Director of
Pearson Clinical Assessment,
Art worked at Promissor,
which was acquired by
Pearson in 2006. Art earned
his MS in Mathe matical
Science/Computer Science
from the University of North
Cargolina Chapel Hill.

Marykay has over 30 years of
strategic planning and large,
global technology
transformation experience.
Prior tojoining Pearson,
Marykay had CIO roles at
Norte!, Tekelec (acquired by
Oracle}and Extreme
Networks. Marykay holds a
BS degree in Computer
Infarmatian Science from
Clarkson Universityandisa
member of the organising
committee for the Accenture
women's Summit, Salesforce
Advisory Board, Google
Leadership Advisory, and a
member of the Gartner
Research Board.

Nationality

External/Internal Appointment

Chart remaved

Chart removed
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Division of responsibilities

The Board

The Board has established four formal Committees. The Committees focus on their own areas of
expertise, enabiing the Board meetings to focus on strategy, performance, ieadership and people,
governance and risk, and stakeholder engagement, thereby making the best use of the Board's
time together as a whole, The Committee Chairs report to the full Board at each Board meeting
following their sessions, ensuring a good communication flow while retaining the ability to escalate
iterns to the full Board's agenda, if appropriate.

3

o

o

I

Nomination &
Governance Committee

Reviews carporate governance
matters, including Code
compliance and Board
evaluation; considers the
appointment of new Directors,
Board experience and
diversity; and reviews Board
induction and succession
plans as well as wider
workforce engagement.

The Chauwr s primarily
responsible far the leadership
af the Board and ensuring its
effectiveness. They ensure that
the Board upholds and
prometes the highest
standards of corporate
governance, setting the
Board's agenda and
eNCouraging open,
constructive debate of all
agenda items for effective
decision-making. They regularly
meet the Chief Executive to
stay informed and provide
advice. They also ensure that
shareholders’ views are
cornmunicated to the Board,

Reputation &
Responsibility
Committee

Oversees our sustainability
and ESG framework, including
progress towards our
sustainable business strategy
commitments. Works to assess
and advance Pearson's
reputation with stakeholders,
including through the areas of
branding, culture, employee
engagement and values.

—

vy

Chief Executive

Thie Chief Executive 15
responsible for the operational
managemertt of the business
and for the development

and implementation of the
company’s strategy, as

agreed by the Board and
management. They are
responsible for developing
operations, proposals and
policies for approval by

the Board, they promote
Pearson’s culture and
standards, and they are

one of the key representatives
of the company to 1ts

external stakeholders.

\
\J

Audit Committee

Appraises our financial
management and reporting
and assesses the integrity of
our accounting procedures
and financial controls. The
Committee also oversees risk,
cormpliance and internal audit

Deputy Chair and
Senior Independent
Director

The Deputy Chair and

Senior Independent Director
supports the Chair on Board
effectiveness and governance
matters. This role includes
meeting regularly with the
Chair and Chief Executive to
discuss specific issues, as
well as being available to
shareholders generally, should
they have concerns that have
not been addressed through
the normal channels. The
Deputy Chair and Senior
Independent Director also
leads the evaluation of the
Chair on behalf of the

other Directors

Pearson Executive
Management

The Pearson Executive
Management team consists

of the Chief Executive and their
senior direct reports. They are
the executive leadership group
for Pearson and are responsible
for delivering Pearson's
strategy under clearly defined
accauntabilities and in line
with agreed governance

and processes.

Standing Committee

A Standing Committee of the
Board s established to approve
certain cperational and ordinary
caurse of business iterns such
as banking matters, guarantees
and intra-Group transactions.
They also make routing
approvals relating to ernployee
share plans. Additional authority
may be delegated on an od-hoc
basis, e.g. to approve and

conclude corporate transacons.

Authorities and duties

The autherities and duties of
the Board and its Commuttees,
as well as the roles and
responsibilities of key indviduats
on the Board, are clearly set out
i writing These docurments are
reviewed and approved by the
Board on an annual basis and
are available on the company's
website [www pearsonplc.com,),
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Remuneration
Committee

Determines the remuneration
and benefits of the

Execunve Directors and
Qversees remunearation
arrangements for the Pearson
Executive Management tearm,
as wail as monitaning
remuneration palicies for the
wider workforce.

— -

Company Secretary

The Company Secretary
advises on governance matters
and compliance with Board
procedures. They are
responsible, under the
direction of the Charr, for
ensuring the Board receves
accurate, clear and high-guality
information, and has adequate
time and appropriate
resources to function
effectively and efficiently.

They also support the Chair

in delivering the corporate
governance agenda, and
organise director iInduction,
training programmes and the
Board evaluation process



Board activities

The Board is deeply engaged in developing and measuring the
company’s long-term strategy, performance, culture and values. We
believe that Board members provide a valuable and diverse set of
external perspectives and that robust, open debate about significant
business issues brings an additional discipline to major decisions.

The role and business of the Board

The key responsitilites of the Board include:

overall leadership of the company and setting the
company’s values and standards, including monitering
culture and diversity, equity and inclusion (DE&} initiatives

reviewing and determining the company's strategy,
including in relation to environmental, social and
governance (ESG) matters, in cunsuliation with
management, assessing performance against the strategy
and overseeing management's execution of it

supervising major changes to the company's corporate,
capital, management and control structures

approval of all transactions or financial commitments in
excess of the authority limits delegated to the Chief
Executive and other executive management
assessment of management performance, Board and
execulive succession planning and talent pipeline

effective engagement with key stakeholders

Board meeting focus during 2022

Strategic planning and decision-making

The Board spends considerable time assessing whether any
proposed action aligns with the strategy and future direction of the
business, while taking inte consideration sustamability and impact on
our stakeholders, in addition, the Board regularly helds strategy
discussions, whether in relation to the specific strategies of Pearson's
five business dwisions or the vision and wider strategy of the
company as a whole, both of which enhanre the Board's gecision-
making in shaping the company’s strategic and finanoal plans.

The Board and Committees receive timely, regular and necessary
financial, management and other information to discharge their
duties. Comprehensive papers are circulated to Board and
Committee members approximately one week in advance of each
meeting. The Board receives a regular performance dashboard and
key milestones report, together with updates from the Chief
Executive and Chief Financial Officer. In addition to meeting papers, 2
library of current and historical corparate information 1s made
available to Directors to support the Board's decision-making
process. For itemns that require significant consideration and review
in advanice of a decision, such as the portfoho changes during 2022
in support of company strategy, the Board's discussions can take
place over a number of sessians.

Strategy

Performance

Leadership & peopie

Governance & risk

Shareholder engagement

Ongoing digital
transformanon

2021 preliminary results
and annual report

Direct to consumer and accounts

strategy — 2022 operating plan
Pearson+ performance, including
performance Intenim results and

trading updates

Regular dashboard and
milestone reports

Implementation of
Group strategy
Cversight of
Four-Year Strategic
Plan and approval of
2023 annual
operating nlan

M&A pipeline and
post-acquisition
reviews, as well as
consideration,
approval and regular
updates of major
transactions
Enterprise and
ecosystemn strategic
update

Data strategy

Continuing review
of forecasts

— Final and interim
dwvidend proposals

Talent review, pipeline
development and
succession planning

Culture

DE&I initiatives
Employee
Engagement Network

engagement and
feedback

Employee survey
assessments
Purpose, vision,
mission and values
Workforce learning
and development

Investor relations
strategy, updates, and

Lega!l and regulatory
governance compliance

Data privacy and cyber share price
security matters performance
Board and Committeass  — Sharehalder issues
effectiveness evaluation and voting

AGM and related
shareholder interactions
Feedback from Board
rmember meetings with
sharehclders

Major shareholders and
share register analysis

Regular review and
annual confirmanon of
conflicts of interest

Approval of Committees’
terms of reference

Approval of dmvsion

of responsibilities
between Chair,

Deputy Chair and Senicr
Independent Directer,
and Chief Executive

Risk management
report
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Board activities continued

The Directors recognise their duties towards the shareholders

and other stakeholders as set cut in Section 172 of the Companies
Act 2006, and a continued understanding of the key issues affecting
stakeholders is an integral part of the Board's decisicn-making
process. You can read more on pages 67-69 about how the Board
engages with stakeholders and takes their views into account when
making decisions.

Portfolio changes

The Board receives regular updates on porticho and corporate
finance activities throughout the year, including regular updates 6n
live transactions {(disposals, acquisitions ang corporate joint venture
activity) and outputs of periodic portfolio reviews, These updates can
take the form of presenting key summaries of information in Board
packs, or oral updates on key matters. These discussions are typically
led by executive and divisional management, supparted by the
Corporate Development team and, where necessary, external
advisers. Subsequently, once portfolio transactions have closed, the
Board is also kept informed of the integration or transition progress,
including post-acquisition reviews conducted to assess transaction
success and any learnings to be taken for future projects. in 2022,
such portfolio updates included the significant acquisiions of Credly,
and Mondly (which you can read rmore about on page 69) and,
subject to closing, PDRY, as well as a review of potential pipeline
opportunibies and the disposal, across several transactions, of cur
international courseware local publishing businesses.

Board meetings

The Board held six scheduled meetings in 2022, with discussions and
debates focusing on the cngoing implementation and execution of
the strategy, as well as cther key strategic issues facing the company.
Mayjor items covered by the Board 1n 2022 are shown in the table on
page 63. In addition to its scheduled meetings, the Board convenes
as necessary to consider matters of a time-sensitive nature, In 2022,
the Board also met on a number of additional occasions to consider
the unsoliated approaches by Apollo Global Management. The Board
welcomed the oppartunity in 2022 to return to a fuller schedule of
in-person meetings but, following its experiences during the
pandemic, alsc continued to operate effectively in a wirtual
envircnment where needegd.

Reflecting on the level and quality of engagement by the Board in
2022, the Board is satisfied that each Director contributed to Board
discussions and demonstrated sufficient commitment to be able to
meat their respansibilities. As shown in the table below, each of the
Non-Executive Directors attended all scheduled Board meetings
dunng 2022 In addition, the Nomination & Governance Committee
confirmed in its annual assessment that each Director demonstrates
the requisite level of commitment and contribution in accordance
with Principle H and Provision 18 of the Code

Board attendance

Directors are expected to attend all Board and Cammittee meetings,
but in certain exceptional orcumstances, such as pre-existing
business or personal commitments, It 1s recogrised that Directors
may be unable 1o attend. In these crcumstances, the Directors
receive relevant papers and, where possible, will communicate any
comments and cbservations in advance of the meeting for raising as
appropriate during the meeting. They are updated on any
developrments after the meeting by the Chair of the Board or
Committee, as appropriate.

Individuals’ attendance at Board and Committee meetings 1s
considered as part of the formal review of ther performance. There
was a high level of atendance by the Directors at Board and
Committee meetings 1 2022, as shown in the table to the night and
1N the Committee reports that follow.
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Directors' commitments and conflicts of interest

Under the Companies Act 2006 (the ‘Act), the Directors have &
statutory duty to avoid conflicts of interest with the company. The
company’s Articles of Assooiation allow the Directers to authorise
conflicts of interest. The company has an established procedure to
identify actual and potential conflicts of interest, including all
directorships or other appointments to, or relationships with,
companies that are not part of the Pearson Group and which could
give rise to actual or potential cenflicts of interest. Additicnally, in
response to Provision 15 of the UK Corporate Governance Code,
Pearson has developed internal gudance to be taken into account
when considening changes to a Director's commitments, or when
appointing a new Director, as well as formalising the Board approval
process for such matters.

Once notified to the company, any potential conflicts and
commitments are considered for authorisation by the Board at its
next scheduled meeting or, where necessary in the interests of
timeliness, by a committee comprising the Chair, Senior Independent
Director and Company Secretary. In particular, the Board or
committee considers the type of role, expected time commitment
ang any Impact this may have on the Director's duties to Pearson, as
well as any relationships between Pearsan and the external
arganisation. The interested Director is not permitted to vote on, or
be counted in the quorum for, any resolution relating to their
commitrnents, conflict or potential conflice. The Board reviews any
authorisations granted an an annual basis

When making new appointments in 2022, the Board considered
other demands on Directors' time. Esther Lee's existing commitment
as Non-Executive Director and Chair of the Nomination &
Gavernance Committee at The Clorox Company, a NYSE-listed
manufacturing company with a global portfolio, was considered as
part of her appointment process. The Board agreed that Esther's
existing commitrment would not have a negative impact on her ability
to contribute to Pearson.

Omid Kordestani's existing commitments were considered as part

of his appointrnent process. The Board was of the opinion that
Omid's additional notable cormmitment as a Board Member of
Twatter, Inc. was acceptable as there were no conflicts perceived,
and that his existing commitments would not prevent Omid from
gving the time and attention that his rale as the Chair of the Pearson
Board would require.

The Board believes that the experience gained by Directors through
their other commitrments brings valuable perspectives to the
Pearson Board.

Scheduied meetings attended

QNI e e e
Omid Kardestani’ At4
SaneyTaurelr T 33

SailyJohmson 6/6

Non-Executive Directors

Lincoln Wallen - ) 6/6

1 Crnd Kordestan guned the Board a» a Non Execuive Directar on 1 March 20022
and became the Charr o7 28 Apnl 2022

2 Sidney Taurel resigned from e Buard on 2G Aprit 2002

Fstner [ ee jomed the Hoard on 1 February 2022



How the Board is kept informed

The application of our Board and governance processes ensures that our Directors receive
accurate, timely and clear information from a range of sources. This allows the Board and
Committees to monitor and provide feedback on matters of importance, as well as to make
informed decisions in the best interests of the company and its stakeholders.

Talent and culture

Ensuring that we have both a talented, engaged workforce that

is focused on delivering our strategy and an inclusive organisational
culture that enables and encourages that delivery, is critical to
Pearson's success. During the past year, the Board and execunve
team have led our focus on making sure Pearson offers a culture and
environment that1s inclusive and high-performing, and in which our
people can leverage their strengths. We track Group-wide progress
by our ‘Culture of engagement and inclusior’ non-financial KPi (see
page 18 for mere details on our KPIs).

In early 2022, Pearson launched its new purpose, vision, mission and
values [set out on page 2), and the Board was instrumental in their
development. The adoption of our new values by our employees

Is a key step in developing cur culture (o support our strategic vision,
particularly in drving a culture of performance. Our 2022 'People

of Pearson’ campaign featured diverse employees throughout

our global workforce, showing how they bring our culture and

values 1o life.

Recognising the global need for learning, relearning and upskilling at
the heart of our business, our Learning at Waork programme provides
an all-employee opportunity to build a mare inclusive learming culture
across Pearson, alongside a continued drive for high performance.
This programme is built around Pearson’s capabilities framework,
which the Board and Executive team believe closely matches the
knowledge, skills, mindset and experiences that will enable our
pecple to drive Pearson's evalution. Recent rmodules include
engagement, being custormer- and consumer-driven, and strategy,
planning and value.

The Board monitors culture and organisational health together with
its Committees, and receives regular updates from the Chief
Executive and Chief | luman Resources Ollicer. In addition to tracking
culture as a non-financial KP1, the Board moniters other Group-wide
iniiatives that underpin our culture {see table below for examples),

During 2022, the Reputation & Responsibiity Committee expanded
its remit to include aversight of culture and employee engagement,
increasing the Board-ievel focus on these matters. The Chief Human
Resources Officer is a frequent attendee at Board meetings, as well
as a standing attendee at the Reputation & Responsibility,
Remuneration, and Normination & Governance Committees. Her
attendance and contributions, together with the Board's own direct
engagement with the workforce, ensure that our Directors are
attuned to our culture and employee-related considerations through
mulaple lenses, including in strategic decision-making (see our case
study on page 69), and 1n conducting their business more broadly.

During the year, the Board and Reputation & Responsibility
Committee considered reflections and insights from the Chief
Hurnan Resources Officer following her first few manths post
appointment. Focus areas included cultural themes and pninciples
that will underpin successful navigation of Pearson’s next phase, and
attnbutes that are proven to predict performanice, accelerate growth
and increase the velocity of innovation - key to instil and hone
throughout the company. The Board also has a particular focus on
the current and future leaders of Pearson, including our talent
pipeline far leadership and cther pivotal roles, and we conducted our
annual deep dive into talent and succession planning in December
2022, Read more on page 75.

Read more about how we empower our people to make a difference
on page 33.

Board level
Cultural indicatar How 1T 15 overseen respansibitity
Employee The Board ensures engagement through multiple channels, including the new Pearson Engagement Survey In @
engagement 2022 {the results of which were discussed by the Reputation & Responsibility Committee), our Employee EEN

Code of conduct
and training

”Compllance
including
whistleblowing

and mvestlganom

Internal audit

Health and safety

{HE&S)

Remuneratlom
practices and
rewarding the
waorkforce

Talent attraction
and retention

Engagement Network {EEN), and town hall sessions. Read maore on page 68.

The Audit Committee 1s briefed on our annual Code of Conduct | programme, leeludlng development ofthe

code, completion rates, training and certfication methods. Certification of the code is mandatory and we
achieved a 100% employee completion rate in 2022 We also have mandatory trammg for all employees on

The Chief Compllanze Officer reports o the Audit Committee at every meetmg on new and ongomg
Investigations, inciuding matters raised through our SpeakUp process, The Audit Committee considers the
programmes effectiveness annua\ly including peer benchmarking. The Audit Committee Charr ensures the

'The Reputamon & Responsibility Committee receives an annual H&S report <0 Directors can manitor the key

strands of our H&S framewark, including: oversight of how Pearson is enabled through awareness,
competency, resources and guidance to allow for agile and effective management of H&S risk, while also
The Remuneration Committee monitors the wider Employee Reward framework, including incentive target
setting for group plans, fair pay analysis, Chief Executive pay ratios and alignment of Directors’ pension
contribution to the workforce. It also overseas integration of ESG measures into incentive targets. This suite
of activity provides insights inta the roles that remuneration and setting performance goals play in promoung
the right behaviours, particularly in driving a cufture of performance, and how incentives and rewards align

uman ResoLrces Officer regularly updates the Remuneration Committee on talent considerations,
including trends on recruitment, retention and staff turnover, Talent attraction and retention plays into our
ability to execute our strategy, so it is considered in strategic discussions by the Board and executive team.
Recogrizing the innpur lance of our people, lalent s a sub-category of our principal risk, Capability. Read more
about our risk management approach starting on page 43.

The Board has a strong interestin all areas relating (o Pearson's tatent and culture, and may choose 1o spend addiional trne considering the cultural indicators shownin the table, and
others, over and above the input provided by sur Committees
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How the Board is kept informed continued

Sustainability

Pearson has a strong governance structure through which the Baard and its Committees monitor and oversee the company’s ESG framework.

The rompany's ESG framework includes three pillars: driving learning for everyone with cur products, ernpowering our pecple to make a difference,
and leading responsibly for a better planet. These pillars represent the areas where Pearson (an make the biggest positve impact and where cur
responsibilities lie towards society and the environment.

The Board’'s ESG governance structure
Indicative ESG duties falling within remits of Board Committees

Board

Reputation &

Responsibility Audit Commiittae
Committee
— Overseeing — Integrity and assurance
sustainability strategy of ESG data, reporting
— Owverseeing matters and metrics
relating to non-financial — Strategic risk
KPls through the management
products, people and — Compliance elements
planet pillars

of 'governance’ strand
— ESG regulatory of ESG
landscape and

external reporting

Remuneration
Committee

— Considerations relating

to incorporation of E5G
metrics within
reruneration
frameworks

— Performance against

ESG metrics to support
remuneration decisions

Nominption &
Governance
Committee

— Ensuring requisite
strength of ESG
expertise on Board

— Corporate governance
elements af ESG

The Reputation and Responsibility Cormnmittee (RRC) leads the Board's

oversight of ESG matters.

Given the breadth of topics that feed into cur sustainable business
pillars, as well as the fast moving and increasingly complex external
landscape arocund these matters, a review was undertaken in 2022 ta
ensure the Board's overall governance framewark for ESG remained
fit for purpose. In particular, the following steps were undertaken:

we revised the terms of reference of the RRC to reflect Pearson’s
sustainable business strategy and to acknowledge the RRC's role
with respect to the requirements of the external ESG landscape

we formally induded employee engagement matters in the RRC's
remit, alongside culture, with a particular ernphasis on diversity
and high-performance

we further codified the ESG duties of the other Committees,
such as the Audit Committee’s role in overseeing the
integrity and assurance of ESG data, reporting and metrics,
and the Remuneration Committee’s considerations around
incorporatien of, and performance against, ESG metrics

In remuneration dedisions

in order to support alignment in approach and information
sharing across all Cormnmittees, Annette Thomas, Non-Executive
Chrector, was appomnted 1o the Remuneraton Committee, in
addition to her existing membership of the RRC and Nomination
& Gavernance Committee
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— we held a dedicated session for the Remuneration Committee on

the topic of Pearson's sustainability strategy, to ensure that it was
fully apprised of key matters 1n this space as it began work on the

new Directors' remuneration policy. The session was led by the
Chief Legal Officer and VP - Sustainability, with the Chair of the
RRC, Linda Lorimer, also in attendance.

The graphic above illustrates how the Committees work together to
suppart the Board in overseeing sustainability at Pearson.

In addition to the specific actons noted above, during the year the
Board and its Committees discussed and monitored & variety of
other topics pertinent to Pearson's sustainable business strategy.

These included:

— monitoring the performance of Pearson=- and considering the
next steps for its expansion, in support of Qur aims to extend our
digital content offering, reach and accessibility

— continued oversight of data privacy and cyber security matters by
the Audit Committee. This included monitoring management's
implementation of actions that were recommended as partof a
review of Paarson's grivacy and security programme,
commissioned by the Board 1n 2021

— discussion and endorsement of talent, culture and ermployee
engagement mitiatives, as set out on pages 65-68

You can read mare on the sustainability matters covered during 2022
throughout this Governance Report, In particular in the RRC'S repart

on pages 78-79.



Understanding our stakeholders

As required by the UK Corporate Governance Code, the Board
ensures Pearson engages effectively with, and encourages
participation from, its key stakeholders. The Board maintains its
oversight through a variety of direct and indirect mechanisms,
and the Reputation & Responsibility Committee monitors our
stakeholder engagement framework,

The Board recognises that stakeholder views are integral to
decision-making and setting the company's strategy. More
information on Pearson's key stakeholders, including the
outcomes of our engagement throughout 2022, is in the
strategic report on pages 26-29. Further infarmation an how
the Directors discharge their duties under Section 172 of the
Companies Act 2006, is on page 29.

Engagement in 2022

Throughout the year, the Board ensured that it was kept informed of
stakeholder views, concerns, and commentary, through engagement,
poth direct and indirect, physical and virtual. This engagement took
place through a variety of ways, including in-person and virtual
meetings, reports and presentations ar Board or Committee
meetings, feedback from mermbers of the executive Management
team and cther employee groups, and interactions with different
functions, teams and adwisers, both inside and outside Pearson. The
use of digital technology aliowed for broader engagement, helping to
ensure that stakeholders retained a voice within the Boardroom.,

Akey factor in any decsion-making is listening to and considering the
interests of stakeholders. We have set out below examples of the key
employee and shareholder engagement activities undertaken by the
Board and by individual Directors over 2022. A detalled review of our
acquisition of Mondly, and how it relates to our stakeholders and
Pearson's long-term success, is on page 69

A strong understanding of all our stakeholders and their perspectives
is integral to our strategic planning and operational delivery. Cur
Board strategy sessions are informed by the views and needs of our
eight stakeholder groups: consumers, educational institutions and
educators, employers, business partners and institutions, government
and regulators, employees, shareholders, and our communities.

Shareholders

Sharehalders are a key consideration in the Board's decision-making.
As the world emerged from the pandemic, we have once more
focused on driving shareholder engagement threugh in-person
meetings and events, while afso using digital technology to reach a
wider base of shareholders.

The Board is committed to fostering shareholder engagement by
making it easier for all types of shareholders to attend annual general
meetings (AGMSs), recognising that they represent an opportunity for
shareholders to interact with the Board and share their views,
concerns, and feedback, In 2022, we held our first hybrid AGM, with
shareholders able to attend the meeting in person or wirtually. The
digital technology adopted by Pearson also allowed shareholders to
vote and ask gquestions to the Board, both in-person and online.

We believe that the hybrid approach enables a broader cross-section
of our shareholders to participate in general meetings. Reflecting on
the positive expertence of our AGM arrangements in 2022, we will
again be holding a hybrid AGM in 2023, and look forward to
welcoming our shareholders. Further details will be shared in our
notice of the 2023 AGM

The Board ensured a continued shareholder dialogue throughout
the year In accordance with the UK Corporate Governance Code, we
engaged with shareholders following a significant minority vote
against our Directors' remuneration report at our 2022 AGM and
reported back to the market on the major themes discussed. The
Remuneration Committee completed & comprehensive review of
Pearson's executive remuneration framework ahead of the renewal
of the Directors' remuneration policy at the 2023 AGM, in line with
the normal three-year cycle in the UK. As part of this process, the
Committee engaged extensively with many of its larger shareholders
and proxy agencies, and held virtual or in-person meetings with a
significant proportion of those it approached. Further information on
the Directors’ remuneration policy, and shareholder engagement
after our 2022 AGM, is on pages 88-97.

Shareholder engagement at a glance

Qver 2022, our Chief Executive, Chief Financial Officer and
Divisional Presidents, as well our investor relations team,
participated in meetings, conferences, roadshows and events
across the world. This concluded wath an intensive Q4 roadshow

across the US, Europe and the UK.

with outreach to pver 350 investors and conference participation

Cver Qver

370 with 190

meetings institutions
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Understanding our stakeholders continued

Employees

The Reputation & Responsibility Committee leads on employee
engagement and its evolution on behalf of the Board. The Board
recognises that our employees are one of our most important assets
and are integral to our business and is committed to sirengthering
their voice. Examples of how the Board engaged with employees in
2022 to ensure that they are listened to, supported and rewarded,
are illustrated below.

Employee Engagement Network

Qur Employee Engagement Network (EEN) acted as a feedback
mechanism, enabling the Board ta hear directly from employees.
Representing the voice of our employees, the EEN consisted of a
selected group of active listeners, good communicators, and solid
employee ambassadars acress the company and in key geographies.
These individuals included diverse genders, ethnicity groups,
geographies, ages and tenures.

In 2022, the EEN welcomed Annette Thomas as a regular attendee
alongside Sherry Coutu, increasing Non-Executive Director
participation in the EEN.

Between Novermber 2021 and December 2022, our second cohort of
EEN members held five meetngs focused on innovation, systems
and processes, reward and recogrution, structure and change, and
cross-collaboration, Each meeting was structured to ensure that any
views or feedback on key topics raised by employees couid be
passed on to the Board in advance, allowing each Director to review
employee input ahead of Board meetings and consider it in their
decision-making, Following EEN meetings, the Board received an
update on any discussions that had taken place, such as the
network's collective feedback and several themes that arose as part
of their discussion about reward and recognition.

The Board was also supportive of executive management recawing
regular feedback from the network. In many cases, this feedback
helped reaffirm the case for action in areas that were already being
improved, such as the simplification of staff enboarding and user
experience of internal systems. With the support of the netwark,
approval escalation for rmany routine requests has been remaved,
reducing an administrative barrier for employees and

their managers.

Locking ahead, the Board believes there 1S an opperiunity to evolve
Its approach to employee engagement to ensure we Continue to be
inclusive, authentic and representative of our diverse employee base.
The Board has endorsed a wider programme of engagement
activittles with employees to be rolled out i 2023, which will
complerment existing executive employee engagement and expand
opportunities for direct engagermnent by Non-Executive Directors. This
programme will Include in-person, structured histening sessions, as
well as informal site visits at Pearson locations and virtual events.
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Town halls

Throughout 2022, the Chief Executive, Chief Financial Officer and
the executive management team held town hall meetings, which
Pearson employees were invited to attend. These discussions took
place at significant points in the year, such as following key financial
results announcements,

Surveys

In 2022, we launched a new approach to engagement, including our
new Pearson engagerent survey. We partnered with Gallup and
used their 12 survey questions and supporting resources. We
collected actionable feedback at the manager level and benchmarked
ourselves against 12 item areas proven to power engagement. We
heard from over 14,000 employees - an increase in the overail
response rate compared to previous engagement surveys. The
Reputation and Responsibility Committee receved a detailed update
on the survey results, including additional insights on the culture of
inclusion, coaching effectiveness, and upskilling, which were also
discussed at Board level. Further information on the outcomes of the
Pearson engagement survey is on page 33.

Image remoaved




Our Board's decision-making in action
Acquisition of Mondly

This case study an our acquisition of Mondly, which was announced
in April 2022, illustrates how the Directors considered the vanous
aspects of their statutory duties in making the decisions related to
the acquisition and its implhications for stakeholders. This case study
should be read in conjunction with the Directors’ duties statement on
page 29.

Mondly offers consumiers high-quality learning in English and 40
cther languages through its app. website, and 1ts virtual reality and
augmented reality products. It delivers language courses for personal
and professional learning in a combination of mare than 1,300
language pairs alongside enterprise solutions and an award-winning
app that helps children fearn languages.

Mondly was Pearson's first major acquisition in the Englsh Language
Learning (ELL) division since the implementation of the new divisional
structure, and is integral to irs growth plans. The Beard paid
particular attention in its decision-making to assessing the strategic
raticnale, integrafinn plans, and synergies to ensure those were
robust, clear and achievable. The Board was of the view that Mondly's
technological capability and user expenence, combined with the
growing direct ta consumer language learning market, could provide
an engine for future growth of the ELL divisicn based on a successful
platform that was well-regarded in the market and had begun to
scale while maintaining profitability.

Alongside these considerations, the modularised, application-based
nature of Mondly's products had the potential to integrate with
Pearsan+. The Board understood that Mondly represented a
potential avenue 1o link together ELL's assessrment capability and
world-class content through a new channel, as well as noting
potential synergies across the portfolio, such as offering the
opportunity to bundle Janguage learning with upskilling and reskilling
products through Pearson's Workforce Skills divisicn. The Board was
positive about how these potential synergies could play an important
role in Pearsom's continued cormmitment to serve the lifelong
learning needs of pecple around the world.

When considering this acquisition, the Beard receved detalled
updates from management (with input from specialists within the
business and external advisers) setting out the strategic rationale,
anticipated commerdial synergies, due diligence findings, valuation
and returns analysis, stakeholder considerations, structuring
considerations, risks and detalled post-acquisition integration plans.

The Board noted how the broader Pearson organisation could
support Mondly in optimising its content for Pearson’s target
audience of lifelong learners. This was balanced against key risks,
such as the difficulty of profitably scaling a direct to consumer
proposition and the cultural and operational challenges of post-
acquisition integration, Overall, the Board considered Mondly to be
an attractive acquisition cpportunity, underpinned by its
management, the skills and transformational potential of the Mondly
tearm, and strong market fundamentals.

Throughout the decision-making process, the Board considered how
the acquisition could accelerate the company’s strategy and how the
expertise acquired as a resuit of the acquisition would benefit
Pearson stakeholders, all while ensuring that the acquisition was
financially wiable. The Board was mindful that this acquisition could
promate sustainable economic growth and inclusively support
learners in their language learning journey. Ir its dedstonmaking, the
Board cansidered Pearson's key stakeholders in the following ways.

MONAlY LANGUAGES

by Pearson

Consumers

Qur strong direct to consumer ambitions put consumers at the heart
of our strategic decisions. Mondly's mission is to build bridges
between people and cultures by making language learning fun and
easy through rechnological innovaticn. The ambition to bring people
together sits at the core of Mondly's work. Furthermore, it
strengthens Pearson's commitment to its purpose of adding life to a
lifetime of learning, offering learners new experences and powerful
ways to immerse themin a new language, including, in the long term,
through its AR and VR capabilities. As part of its decision-making, the
Board noted the broader appeal of developing transferable skills,
including foreign language fluency, which can boost employability
and success in life.

Communities

Mondly presented the oppartunity to reach learners of all languages
across the world by providing a go-to solution for both adults and
children. In the Board's view, Pearson couid play an important reie in
upscaling content by leveraging its existing capabilities, excellent
content, and network of customers and consumers to enhance the
Mondly offering. 1 his could benefit learners at all stages of their
language learning journey - from beginner to advanced - using
different features to make learning fun, engaging and accessible for
users from a wide spectrum of secioeconomic circumstances and
backgrounds globally.

Employees

Pearson and Mendly's communications and HR teams worked closely
to form an acquisition communications plan for employees and
customers. For example, Pearson employees heard directly from the
Chief Executive about how Mondly aligned with the company's
strategy, particularly in the ELL space.

The Board viewed people and talent integration as crucal for this
acquisition, nating that it was imperative to retain Mendly employees,
and to maintain ther customer-centric approach. In particular, the
Board considered various initistives to retain the skill set of Mondly
employees, acknowledging that some of Pearson's existing employee
base might need to pivot their skill set and approach to support the
speed and growth of Mondly and to develop into a mult language
learning business.

Considering the relatively small size of its team, the Directors were
also aware of minimising the strain of integration on Mondly. They
were keen to ensure appropriate acquisition speed and to prepare
for a multiyear gradual and disciplined approach to reach full
integration of Mondly into Pearson, while also remaining mindful of
Mondly's obligations once part of the Pearson group.

Employers

MondiyWWORKS, the language learning solution for businesses offered
by Mondly, provided the opportunity for Pearson to strengthen
Mondly's appeal by leveraging existing content and assessment
solupans. The Directors also noted that Mendly's solutions woufd be
a strong addition to Pearson's existing language learning products for
corperate customers, The Board considered MondlyWORKS to be
capable of offering commercial synergy opportunities that would
benefit employers through sophisticated language learning contant.

Shareholders

In considering the acquisition, the Board paid particular attention to,
among other factors, commercial and revenue synergies, integration
and employee retention costs, the potential financial returns on
investrent and the risks involved, the structure of the transaction,
and whether the commercial terms of the acquisition were in the
interests of shareholders as a whole, The Directors agreed that the
acquisition had the potential to be transformative for the ELL dmsion
and could gradually strengthen Pearson's offering in the Workforce
Skills area and Pearson-, highlighting the already strong returns
profile of Mondly.
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Directors’ induction

Onjeining the Board, each Director completes a besnoke induction
programme that 1s guided by the Chair or Deputy Chair and Senior
Independent Director, suppoerted by the Company Secretary, and
overseen by the Nomination & Governance Committee, Every
programme buitds on the particular skitl set, attributes, and
background of the joining Directar, their interests in Board or
Committee roles, and the company's recommendations.

In addition to background information on the company, every
induction covers a range of topics including Board procedures,
recent operational performance and strategic direction of the
company, purpose and values, key areas of the business, as well as
Directors’ duties and responsibilities. The Directors also cover varaous
governance-related issues and their legal obligations, incduding
procedures far dealing in Pearson shares,

tach induction typically includes a series of meetings with the
members of the Board, the executive management tearm, external
acvisers and brokers, and other senior management. Directors
receive a walk-through of the business from senior executives and a
briefing on Pearson's investar relations programrme. A newly
appointed Director will have met same, if not all, fellow Board
members as part of the original search and appointment process,
but additional meetings may nevertheless cccur with the same Board
mermbers as part of a rich and thorough induction,

Inductions for Esther Lee and Omid Kordestani

Esther Lee joined the Board on 1 February 2022 and Omid
Kordestani joined as a Non-Executive Director on 1 March 2022,
subsequently becoming the Chair on 29 April 2022, As part of their
onboarding programmes, Esther and Omid received comprehensive
and engaging induction programmes that included a series of
meetings, beginning before their joining the Board and running for
several consecutive weeks.

In addition to meeting the Chair, Chief Executive and Chief Financial
Officer, Esther and Omid met with each of the executve
management team members, key representatives of our corporate
functions, and brokers. Both induction programmes also included
one-to-one meetings with each of their fellow Non-Executive
Directars and a comprehensive intraduction to the activities af each
of the Board's Committees, including ther objectives and priorities,
Esther and Omid also held meetings with the companys legal
advisers to discuss directors dubies, corporate governance and
external reparting, among other topics.

Following the initial phases of her induction, Esther was keen

to understand in greater detail our Workforce Skills division

and reviewed its competitive landscape, acguisition strategy,
market dynamics, and how each of these areas was linked to the
strategic plan. The Nomination & Governance and Remuneration
Committees, her planned contribution ta which she discussed with
their respective Chairs, were of particular importance to Esther.
A meeting with the company’s external consultants on reward
matters was subsequently arranged for Esther to learn more
about the Remuneration Committee’s priority areas and the UK
market landscape.

As Chair Designate, Omid held regular meetings with the Chair,
Deputy Chair Designate and Senior Independert Director, as well as
the Chief Executive. Having met the executive management team in
person and following tus introductory meetings with the company's
advisers, Omid was also invited to join the meetings of each of the
Board's Commuttees. The table below illustrates the purpose of some
of the meetings that formed part of Omid's induction programme.

"l welcomed the
opportunity to get to
know other Directors

in advance of my joining
the Board and to
subsequently meet the
executive management.
From governance matters
to divisional deep-dives,
my induction programme Esther Lee
included everything
necessary to understand
the dynamics of the
Board and how to
effectively contribute

to its discussions as a
Non-Executive Director.”

Image remaoved

Appointed to the Board on 1
February 2022

IndUc it programme paricipanis Meeting purpase

Chair, Deputy Chair Designate and
Senior independent Director

attendees and adwsers

Execunve Directors;
Divisional Presidents

Imtroductory meetings to cover the companys govemance structure, the Board's prionty areas and ways of

Overwew of the responsmmtnes and compos(tion ofthe Board's Commlttees, their gavernance, regular

Company Secretary;
legal advisers

Induction p\annmg, governance framework Board and Committee matters, duties and responswbnmes ofa
company director, the company’s policies and procedures, and other legal and regulatory consideratons.

Directors' training

responsibilines under the Market Abuse Regulation

All Directors receive training on topics of importance for the company. Following takeover approaches to the company from Apoilo Global
Management, the Directors receved addiional traiming on the apphcation of The City Code on Takeovers and Mergers as well as their
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Board evaluation

The Board operates a three-yearly evaluation cycle which employs a
variety of methodologies to ensure the most effective results.

Following an externally led review in 2020 and an internally facilitated
review in 20217, led by the Senior Independent Director, the 2022
evaluation would normally have been questionnaire-based. However,
given the recent appointmeant of Omid Kordestani as Chair in Apnil
2022, it was felt that it would be beneficial for a further internally
facilitated evaluation to be condueted during 2022, which Mr
Kurdestani agreed to lead.

Typical three-yearly evaluation cycle

last
Year Methodology underraken

Questionnaire, talored to specific needs 2018
of the business

C Incernally fadilitated interviews, to be led 2019,

by the Chair, Senicr Independent 2021,
Dircctor and/or Company Secretary as 2022
appropriate

------- In-depth evaluation, exmma“y... 020000
faciitated

Approach and methodology

The 2022 evaluation was carried out by Omid Kerdestani. Chair,
through a series of one-to-ane conversations with each Director and
anchored in a set of questions shared with Directors in advance. The
one-to-ones were canductad in a free-format’ style, to allow organic
discussions and to provide ample opportunity for Directors to raise
matters of importance

Discussion areas included matters that are relevant to Pearson in
particular, as well as those items laid down in the Code and
associated guidance, including;

— the effectiveness of the organisation and dynamics of the Board,
including composition, ¢competencies, diversity, leadership,
agendas, meeting cadence, quality of information prowided,
governance and decision-raking

— relationships between the Board and senior leaders, and
between members of the Board stself, including the rerits of and
interaction among the respective Committees and with the Board

— succession planning and talent pipeline for Executive Directors
and cther senior leaders

— the company’s purpose and the Board's manitoring of
organisational cutture, behaviours and employee sentiment

— articulation and implementation of strategy

— understanding of rnisks facing the company, including likelihood
and mitigation

— understanding of stakeholder views, products and markets

— oversight of sustainability matters, including DE&

— concerns and areas for improvement

The Nomination & Governance Committee reviewed the findings
from the evaluabon together with the full Board at its meeting in
December 2022. The Committee will develop an action plan to
address areas for improvement and will monitor progress during
the year.

In reporting back to the Board, the Chair noted that conversations
with Board members were positive, there was much consistency in
the feedback provided by individual Directors, and there was
unanimous agreement that the Board operates effectively.

Board evaluation process

v The format of the review was agreed by the Chair and
Deputy Chair & Senior Independent Director {including in
the latter's capacity as Chair of the Nomination &
Governance Committee)

" W Thescope of the review was finalised by the Chai
support from the Company Secretary.

v The Chair interviewed each of the Directors on a
confidental and unattributable basis.

v The output of the evaluation was captured in a report to
the Board in December 2022, with the Board then
discussing the points raised by the review.

v Progress on the findings of the evaluaton will be
monitcred by the Nomination & Governance Committae

Key findings included:

— Directors are highly motivated and there is a strong diversity of
talent on the Board, with the Board as a whole considered to be
knowledgeable, respectful and fully engaged.

— Board members have relevant skills and experience, albeit the
Board recognised the importance of paying particular attantion to
its composition and skill sets in fight of expected departures
during 2023 and 2024 as certain Directors reach the end of their
tenure and as the company's strategy continues to evolve. The
Board acknowledged the strength and variety of contributions
made by all, including its longest serving Directars.

— Board meetings and discussions are considered to be insightful,
with valuable and constructive conversations, The Board is
appreciative of the continued efforts by management to deliver
focused, succinct meeting papers and materials.

— The Board recognised the progress that had been made on
strategy. led by the Chief Executive and the refreshed executive
team, including the new Chief Strategy Officer. The Board is
appreciative of the in-depth conversations that have taken place
on Pearson's strategy and vision, with the important next step
being to focus on exacution.

— The Board appreciates both the openness and transparency of
the Chief Executive and the access to, and engagement with, the
executive management team,

— The Board is supportive of the evolution of the company towards
a mare performance-oriented culture and locks forward to
updates from the Chief Human Resources Officer in this regard.

— The Board recognised the work led by the Chief Legal Officer
and her team in respect of Pearson's sustainablity strategies,
with guidance and oversight from the Reputation
& Responsibility Committee

There was uranimous 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 &
culture of openness and debate, and facilitates constructive Board
relations and the effective contribution of all Non-Executive Directors.
This, in turn, supports Non-Executive Directors in fuffilling the
requirements of Principle H of the Code in providing constructive
challenge and strategic guidance, offering specialist advice and
holding management 1o account,
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Board evaluation continued

The main areas identified by the Board for particular focus during
2023 were;

— Continued focus on execution of strategy, including clarity on how
the Beard can bast monitor and measure the execution plan
while maintaining its distance from operational matters.

In particular, the Board identified the importance of ensuring
accountability for execution in the next phase of the
company's transformation.

— Continued sharing of custormer and marketplace insights with
the Board, which is seen as particularly important at this time as
Pearson evolves on multiple fronts.

— Ongoing focus on succession planning and talent review, both
at Board and executive level as well as more broadly, to ensure
Pearson has both the right skill set to deliver on its strategic vision
and a strong pipeline of talent to aliow continued execution in
the future.

— Adesire to identify and focus on the elements of sustainability

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 Beard, and in respect of strategic
measures under the company's annual incentive plan. These goals
are Iinked to the key financial and strategic objectives of the
company. Progress against each of these metrics is reviewed by the
Board on a regular basis, as part of a dashboard of KPIs,

Following his appointment as Chair, Mr Kordestani intends to lead a
formal individual evatuation of each Non-Executive Director every
cther year, similar tc the practice adopted by the previous Chalr,
Sidney Taurel. and he encourages cpen channels of communication
with Directors on an ongoing basis. In the Board's opinion, these
ongoing lines of communication, combined with a Group-wide
culture which allows and encourages feedback at any nme, provide
the most effective means for evaluation. In assessing the cantribution
of each Non-Executive Director, the Chair, with the support of the

that are particularly relevant and critical for Pearson's success

— As Pearson continues to grow in the direct to consumer space,
an ongoing focus on the importance of the risks inherent in the
technology, cyber and online spaces, including information

security, safeguarding and reputation.

Nomination & Governance Committee, 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
Deputy Chair & Senior independent Director, Tim Scare, alsc conduct
an annual review of the Chair's performance, with Mr Score prowiding
feedback from this review to the Chair.

— Following a period of significant acquisition activity, a desire for

the Board to focus on post-acquisition integration and evaluation

of the performance of acquired businesses.

— Ongoing development of the Board's roadmap for market wisits
and deep dives to ensure this is aligned with Pearson’s aspirations

and international fogtprint.

In addition 1o the annual evaluation exercise, the Chair meets
regularly with the Non-Executive Directors and these sessions
include reciprocal feedback on the functioning of the Board.

Committee evaluation

All Commiltteas unaertake an annual evaluation process to review
their performance and effectiveness. For 2022, the Committee
evaluation process was facilitated internally by the Secretary of each
Committee through use of a tailored questionnaire, except for the
Nomination & Governance Committee, the evaluation of which
formed part of the broader Board evaluation process, The findings
from the Committee evaluation process were considered at the next
applicable meeting. Read more n the Committee réports onithe
pages that follow

Progress on findings of previous evaluation

A nurmnber of actions were taken during the year in response to findings from the 2021 Board evaluation process, as set out below. The Board has
confirmed that these items were addressed to its satisfaction, with recommendations having been put into practice or a dear action plan identified for

each 1o be taken forward in 2023,

Finding or focus area

Response or action taken

Continued focus on execution of strategy in each
of Pearson's five divisions, including clarity on how
the divisions work together and continued
optimisation of the more established businesses,

Continued discussions on portfolio, investrment
prioritisation, capital aliocation and other
corporate finance matters, in support of delivery
of the strategy.

involvernent in the selection of KPIs, wath the Board
having visibility of supporting data to allow
evaluation of relevant metrics,

Continued sharing of customer insights with the
Board to aid understanding of the quality of
product, content and services.
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The Board has considered dvisional execution plans as part of its strategy discussions
throughout the past year Inter-divisional synergies alsc continued to be assessed and
discussed, including as part of considernng acquisition opportunities. Optimisation of
established businesses was also a consideration in the Board's strategic execution
discussions: e g. the agreement to acquire POR, announced in December 2022 and
subject to completion in 2023, which augments Pearson's offering to enterprises and US
federal job seekers.

Additonally, the Audit Commuttee has discussed key strategic risks with the Presidents of
each of Pearson's five dwisions over the past year as part of a suite of strategic risk deep
dives, Read more about the work of the Audit Committee on page 80.

The Board discussed these topics on a regular basis, with input from divisional leadership
and Pearson's strategy and corporate development teamns, resulting in @ number of
changes to the portfolio as descnbed elsewhere in this report, including Pearson's
acquisition of Mondly (read more about this acquisition on page 63). The Board also
determined to undertake & £350m share buyback programme to return capital to
shareholders, which was completed in December 2022 (see page 120)

Strategic KPIs were agreed by the Board in early 2022 and incorperated nto the Board S
regular milestone and dashboard report to aliow ongoing oversight and evaluation. The
Board has subsequently discussed with management the metrcs and defimitions
Customer feedback was shared with the Board as part of briefing sessions on
developments to the Pearson- offering, Customer and competitar insights remain an
area of particular interest for the Board in 2023, The Reputation & Responsbility
Committee also considered the sentiment of different consumer audiences towards
the Pearsan brand.




Finding or focus area

Response or action taken

Ongoing focus on succession planning and talent
rmanagement, at both senior levels and mare
broadly, to ensure Pearson has the right skill set to
execute Its strategy.

Refinerment of long-range planning in ight of the
new strategy and business structure.

Ensure work to refresh the risk management
framework cantinues, particularly given the
increasing importance of infarmation security, data
management and privacy, and cyber risks.

Continue to evolve ways of monitoring the culture

and behaviours throughout the arganisation, as
well as overseeing the implementation of
Pearsan's néw purpose, mission, vision and values.

Ali Bebo was appointed as Chief Human Resources Cfficer in late 2021 and worked with
managerment throughout 2022 in relation to the organsational design, particularly at
senior levels, and talent management. This was discussed in detail by the Board at its
meeting in December 2022

New appointments at both Board and Executive level in 2022, as described elsewhere in
this repart, have brought valuable additional skills and experience to the company's
leadership team. Read more about the Executive Management tearm on page 60.

Following the appointment of new Chief Strategy Officer, Sulaekha (Sue) Kolloru Ba.r'ger in
May 2022, the Board has continued its oversight of substantial strategic planning and
initiatives. In particular, work has been undertaken to refine Pearson's strategic planning

_cadence in alignment with the annual budget cycle.
Dvisional strategic risk deep dives at the Audit Committee have been well received by

Directors and are proving beneficial for management in developing new ways of thinking
about risk.

Cyber and data-related nsks continue to be key topics arising across the work of the Audit
Cornmittee, and the addition of the Chief Information Officer as a regular Audit Committee
meeting attendee will enhance aversight and monitoning of these areas.

Read more about our approach to risk on page 43 and the work of the Audit Committee on

__page 80.

The Board recogmses the progress made by the Chief Human Resources Officer in helpmg
to drive a company-wide focus on engagement and development of a performance culture,
This has included a new appreach to measuring employee engagement, relaunch of a
Learning at Work programme, and the successful roll-out of Pearson’s new purpose,
missian, vision and values. The Reputation & Responsibility Committee will lead oversight of
culture and employee engagermnent following revisions to its terms of reference in late
2022, further aiding the Board’s oversight of these matters.

The Board is mindful that it is particularly important to pay dose attenticn to culture and
engagement throughout the year, particularly following a period of strategic and
operational transformation. It will, therefore, be attentive to these matters in 2023.

Read more about culture and employee engagement on pages 65-68.

Image removed
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Nomination & Governance Committee report
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ﬁm Score - Committee Chair

Principal Committee responsibilities

Appointments
identifying and nominating candidates for Board vacancies.

Balance

Ensuring that the Board and its Committees have the
appropriate balance of skills, experience, independence,
diversity and knowledge to operate effectively.

Succession

Reviewing the company's leadership needs with a view to
ensuring the continued ability of the organisation to compete
in the marketplace

Governance

Reviewing and overseeing Pearson's corporate governance
framework, Board evaluation and training plans, and the 8oard
Diversity Palicy.

Terms of reference

The Committee has written terms of reference which clearly
set aut its authonty and duties, These are reviewed annually
and can be found in the Governance section of our website
{www pearsonplc.com).

Committee members and attendance

Attendance by Directors at scheduled Nominatien & Governance
Committee meetings throughout 2022:

Cammittee members Meetings attended

SNary COUtY e 3
Omid Kordestant® B . 2/2
Esther Lee? 242
TS0 373
Sidney Taurel” R e M1
Annette Thomas T 33

1 Mr Kordestaniwas appainied io ne Committee an T Apnl 7022
2 Msiee was appointed to The Committes o0 1 Apr 2022
5 Mr Taurel resigned from 1ne Board and tne Commigiee on 29 April 2022
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Role and composition of the Committee

lam pleased tc present my first report as Chair of the Nomination &
Governance Committee, having been appointed 1o the position in
Apnl 2022 foliowing the retirement of Sidney Taurel, Board Chair. |
offer my thanks to Sidney for his substantial contributions to the
Commmittee’s work, most particularly in ensuring we have a strong and
diverse Board in place to fead our company.

The Committee monitors the composition and balance of the Board
and of its Committees, ident/fying and recommending to the Board
the appointment of new Directors and/or Committee members. The
Committee has oversight of the company's comphance with, and
approach to, all applicable regulation and guidance related to
corporate governance matters, The Committee is also avallable to
support the Board as needed in relation to talent and succession
plans for senior roles.

The Committee currently has five members including me as Chair,
with Omid Kordestani and Esther Lee hawving joined the Committee
following their appointments to the Board in early 2022. The Chief
Executive and other senicr management, inciuding the Chief Human
Resources Officer, attend Committee meetings by invitation.

As Committee Chair, | am available to engage with any shareholders
who would like to discuss the work of the Committee and look
farward to taking any shareholder gquestions at cur forthcorming AGM
in April 2023.

Board succession planning, skills and expertise

A key element of the Committee’s remit is to lead the process for
Board appointments in fine with apprapriate succession plans. The
company has contingency plans in place for the temporary absence
of the Chief Executive for health or other reasons. The matter of
Chief Executive successian is a regular item for discussion and review
by the Board on an annual hasis. Succession planming for the Board
as a whole is considered at least annually by the full Board, and on an
ongoing basis by the Committee,

The Committee has defined a set of specific critenia for potential new
Non-Executive Directors, in particular giving consideraton to the
skilis, experience and knowledge required in any candidates. Pearson
expects all Non-Executive Directors to demonstrate the highest level
of integrity and credibility, independence of judgement, maturity,
collegiality and alsc a commitment to devote the necessary time to
the company’s business.

As part of the Committee’s regular succession planning activity, all
Board members are asked periodically to complete a self-assessment
of the skills and experience which they believe they each bring to the
Board. The assessment focuses on those categornies of skills and
experience which are relevant te Pearson's strategy, business model
and particular organisational characteristics. When mapped against
expected retirement dates, the assessrment helps the Committee to
identify the areas where it may need to focus any future search
activity. The results of the most recent assessment (shown opposite)
dermaonstrate that Pearson currently has a strong spread of skills
across all areas identfied as being of particular importance.

Having regard to the upcoming retirement of Ms Larimer from the
Board at the 2023 AGM, as well as looking further ahead to
antiopated Beard retirements over the next two to three years, the
Committee agreed to commende a Non-Executive Director search
process In the latter part of 2022 In prepaning for this search, the
Committee agreed that it was particularly interested to identify
candidates who would collectively bring a combination of skills and
expertise in the following areas:

— operating experence with subscription snd/or enterprise $aas
business models, at a scale and complexity commensurate
to Pearson

— experience developing innovative digital products and/or driving
digital business transformation

— an active senior finance leader, with a deep understanding of
public company governance standards, ideally from a UK listed or
global business

— capacnty to serve on the Audit Committee.



Skills matrix

This matnix represents the number of Directors with core or supplemental capability in areas that are relevant to Pearson's strategy, business model
and organisational characteristics, A core capability is one of the strangest areas of a Director's skill and expertise, where they bring considerable value
tn Roard discussions. A supplemental capability is an area where the Direclor is competent or has experience, but 1s not one of the primary skills or

attributes that they bring to the Pearson Board.

Category

1. Accounting and finance 6. Education and public

2. Data and cyber security sector
governance 7. Global markets

3. Ligital angd technology 4. People/general talent
Disruption management, focus, including workforce
including: Talent learning
leadership through 9. Policy and gavernment
change, Marketing and relations

data insights, New

i 10. Prior CEO experience,
business models and

- particularly of
Innovation rmultinational businesses

5. Direct to consumer
business models
{including consumer
brand and marketing)

11. Remuneration

12 Scate and complexity
13. Sustainability

14, UK plc governance

@ Core capabiiity @ Supplemental capability

Charts removed

Taking inta account the agreed person specification, the Committee
has engaged Spencer Stuart to undertake a search process for new
Non-Executive Directors. In line with the objectives of the Board's
Diversity Policy, the Committee has asked Spencer Stuart to ensure
that the hist of candidates reflects diversity of gender, ethnicity,
geography and age as well as diversity in its broadest sense. You can
read more about the Board Diversity Policy and diversity across
Pearson on page 76, in addition to the Non-Executive Director search
process, Spencer Stuart also undertakes broader executive search
activity for the Group and 1s a signatory to the Voluntary Code of
Conduct for Executive Search Firms, Spencer Stuart has no
connection with Pearson or members of the Board beyond its
expertise in board and executive search,

Executive succession planning

Succession planning for key positions at executive management level
15 primarily overseen by the full Board, with support provided by the
Committee in respect of particular initiatives. The executive team has
a key role to play in our strategic planning process, in the ongoing
developrment of our talent pipeline and in fostering the culture and
values required to continue to deliver on our strategy. In December
2022, the Board held a discussion on talent, including a succession
planning session focused on the executive pipeline from which the
future leaders of Pearson were likely to emerge, both at Pearson
Executive Management level and for other key roles, A diverse
pipetine of ready now and Teady later emerging talent has been
identified, and plans are in place to accelerate these individuals’
development and path to succession where possible. These
measures include inviting individuals to participate in Board and
Committee meetings, mentoring by Non-Executive Directors, and
encouraging and enabling individuals to take on external non-
executive roles in order to Increase their exposure to new areas

of business. The company also has targeted development
programmes for high-potential talent and mentorship programmes
for diverse leaders, as well as development programmes for junior
and middle management

Other areas of focus during 2022

The Committee oversees the company's compliance with the UK
Corporate Governance Code and reviews a status tracker to enable it
to consider the approprateness and maturty of various elements of
our governance framework and to monitor any areas of qualified or
non-compliance, Learn more about Pearson's compliance with the
Code on page 55.

Orther areas of focus for the Committee during the year included:
oversight of composition of the Board's Committees, assessment of
the independence of Linda Lorimer prior to making a
recommendation for her re-election at the 2022 AGM (recognising
her length of service an the Board), and the annual review of the
contribution of each Director to the Board. As Committee Chair and
Deputy Charr of the Board, 1 also paid particular attention to the
onboarding and induction of Omid Kordestani as the new Board
Chair. You can read more about the induction process for both Omid
Kordestani and the recently appointed Non-Executive Director Esther
Lee on page /0.

Commiittee evaluation

The Committee undertakes an annual evaluation process to review
its performance and effectiveness. For 2022, feedback relating

to the Committee was sought from Directars as part of the wider
Board evaluation led by the Board Chair. Topics covered included
the effectiveness and dynamics of the Cormmittee, oversight of

key areas within the Commmuittee’s remit, the gquality of papers and
meeting discussions, and the relationships between the Committee
and management.

The findings of the effectiveness review process for 2022
indicated that the Committee is considered to be working well
with appropriate agendas, papers produced to a good standard
and high-quality discussions.

Committee aims for 2023

The Committee’s priorities for the coming year will be to lead

and conclude the current Non-Executive Director search process,
and to oversee the planned externally-facillitated Board evaluation
process. Additionally, together wath our colleagues on the Audit
Committee, we wiil monitor any proposals by the regulator to revise
the UK Corporate Governance Code in light of the UK Government's
response to the consultation on Restoring Trust in Audit and
Corporate Governance, and will oversee management's response
to this

Tim Score
Chair of Nomination & Governance Committee
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Nomination & Governance Committee report continued

| Diversity across Pearson

We have been on an intenbonal journey to redefine what diversity,
equity, and inclusion {DE&I) mean at Pearson and to take action. We
have reshaped our policies, practices, and principles around DE&!
and created a long-term strategy focusing on recruitment and
promotion, retention, inclusive culture, and social impact.

Our ambition is to be an inclusive and high performing place to work
where everyone can leverage their unique strengths. That's why our
updated people strategy has DE&I as one of aur three pillars with the
aim of creating a culture of belonging and iNcreasing diverse
representation throughout the company. As part of our new Pearson
engagernent survey, we have a culture of inclusion index to
benchmark and measure against three principles: employees are
treated with respect, managers value employees for their strengths,
and aur leaders do what is right.

In addition, Pearson’s Code of Conduct in relation to ethical practices
takes account of gender, age, race, ethnicity, disability, and sexual
orientation, and applies to all employee levels, Including the executive
management teamn. It is underpinned by a global statement on DE&,
along with country and business-specific policies. Standards are set
consistently worldwide - both internally and externally - as part of
our efforts to make Pearson a great place to work.

Together, our goalis to drive the transformation of learning,
making it more diverse, equitable, and inclusive. [t is a centinuous
combination of Intentional bottom-up and top-down leadership
across all levels of the company ta foster a culture where everyone
feels a sense of belonging.

Board diversity

We believe that Board diversity makes us a better and more
sustainable business, contributing to high performance, enhanced
commeraal results, and an inclusive leadership culure, Research
indicates that high-performing boards provide an increased
competitive advantage and wider perspectives, while the needs for
greater inclusion and diversity continue to influence global trends.

We are determined that, as a Board, we must be representative of
our employee base and wider society, induding the countries in
which we operate, The Board embiraces the Code’s underlying
principles with regard to Board balance and diversity, including in
respect of ethnicity, gender and age. The ohjectves set out in the
Board's Diversity Policy and our progress towards these are shown in
the table on page 77.

The Nomination & Governance Committee ensures that the
Directors of Pearson demonstrate a broad balance of skills,
background and experence, 1o sSUppPCIt our strategic development
and reflect the global nature of our business. It requires
appointments to be made on mert and relevant experience, while
taking into account the broadest defimimon of diversity. In any
Non-Executree Director search processes, the Namination &
Governance Comrmittee encourages the retained search firms to
place an emphasis on putting forward candidates who would
enhance the overall diversity of the Board

in light of the changes put forward by the Financial Conduct Authority
{FCA), the Nomination & Governance Committee has updated the
objectives that support the Board Diversity and Inclusion Policy. and
which underpin Pearsan's commitment 1o creating a more equitable
and inclusive cornpany. The current objectives are set out below

— at leagst 40% female directors
— atleast two directors from an ethmc minority background

— at least one of the Chair, Chief Executive, Deputy Chair and Senior
Independent Director or CFO is a woman
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We have also expanded our objectives to confirm that the Board will
consider its own diversity, and that of its Committees, as part of the
annual effectiveness review processes. Further, the Board will
explore expanding its diversity considerations to include
characteristics such as sexual orientation, disability and socio-
economic background.

The Nomination & Governance Committee has confirmed that it will
adopt a principles-based approach to diversity on the Board's
Committees. It is recognised that it 1s not necessarily practicat 1o set
meamngful metrics ar targets for diverse membership of Committees
due to the notably smaller membership of each of the Committees
compared to the size of the Board. Accordingly, our principles-based
approach endorses the importance of bringing diverse perspectives
to all areas of Board and Committees' work. As an example of this
principles-based approach in practice, as part of its regular
Committee succession planning activity, the Nomination &
Governance Committee considers the gender and ethinic balance on
each Commttee when assessing its composition and future needs.

As at 31 December 2022, 50% of Directors were wormen (2021: 50%),
exceeding the target of 40% women’s representation by the end of
2025, as recommended by the FTSE Women Leaders Review. We are
also satisfied that, ahead of the target implementation date, we are
compliant with the new FCA requirements stating that boards should
have at least one worman in the Chair, Chief Executive, Seniar
independent Director or Chief FAinancial Officer role, and that at least
one member of the Board should be from an ethnic minority
background, among other targets. The FCArequirements are
applicable to Pearson with effect from the financial year which began
on 1 January 2023,

One of the topics the Board considered during its evaluation process
conducted in 2022, was the effectiveness of the organisation and
dynamics of the Board, including in respect of diversity. The results
and feedback provided by the evaluation indicated that the Directors
believe the Board's diversity is strong. The Board recognised the
increasing importance of DE&I and acknowledged the progress being
made. It noted that wider forms of diversity, such as sexual
orientation, disability, age, and socio-economic background, would be
considered when making new appointment decisions.

Diversity and talent at executive level

Five mernbers of cur executive team of 10, excluding the Chief
Executive and Chief Financial Officer who are counted in the Board's
metric, are women (50% as opposed to 37.5% in 2021). Including the
Chief Executive and Chief Financial Officer, this ratio stays at 50% (5ix
women cut of 12 members) (2021: 40%). As of 31 December 2022,
the senior management team {as specified by the UK Corporate
Governance Code), i.e. the executive mianagement team and thieir
direct reports, including the Company Secretary, contained 53
women, representing 50% of that group (2021: 49%). For diversity
data in the format prescribed by LR 9.8.6R{10), please see page 225

All leadership and mentoring programmes aim to have 50% of their
randidates from diverse backgrounds The Nomination &
Governance Committtee recaved Lpdates on two internal mentoring
schemes that it supports. The first scheme pairs a high-potential
leader (typically at Senior Vice President level) with a Non-Executive
Directar. The second scheme involves members of the executive
management team sponsering a small group of individuals at
managerment level, identified through our talent review process as
potential successors of senior Mmanagement

In 2022, we revised cur approach to strengthen mentoring schemes
by focusing on the creation of mentoring partnerships based cn skill
development needs. We are currently gathering feedback on the
outcomes of Board sponsorship and mentoring schemes in 2022
and are in the process of identifying candidates for opportunities

n 2023,



Board diversity ohjectives

The Namnation & Governance Committee manitors the pragress on the company’s DE&) framework, governance and measurement madels, and
priority areas. As part of this, the Nomination & Governance Committee reviewed and updated the objectives which underpin the Board Diversity
Policy. 1he abjectives in place duning 2022 and Pearsonr's performance against thern are set out below, together with an indication of the amendments
(highlighted) to the ohjectives that have been approved in response to the FCA requirements:

Objectives

Progress

wWe will strive to achieve and maintain a Board composition of:

~atleast 40% Directors are women
— atleast lwo Dueclurs frunn e elhnic mingnily background

— at least one of the Chair, Chief Executive, Deputy Chair and

Senior independent Director or CFO is a woman

All Board appomtmsunts will be made on mer!t 1N 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 Board will continue to incorporate a focus on a diverse pipeline

in its succession and appointment planning, INcluding to prioritise
the use of search firms which adhere 1o the Voluntary Code of
Conduct for Executive Search Firms (the Voluntary Code) when
seeking to make Board-level appointments.

The Board will continue to adopt best practice, as appropriate, in
respanse 1o the Parker Review, FTSE Women Leaders Review, FRC
Board Director Effectiveness Review, and Financial Conduct
Authority requiremeénts

The Board will consider its composition and diversity. andthatof @

its Committees, a5 part of its consideration of effectiveness in the
Board evaluation review process. The Board will also explore
expansion of these considerations to cover ethnicity, sexual
orientation, disahility and socio-economic background
characteristics.

‘Where approprwate we will ‘assist with the development and
support of initiatrves that promete all forms of DE& in the Board,
Pearson Executive Management team and other senior
management.

‘We will review and repor‘[ on our progress in line with the pohcy

and our objectives in the annual report, including providing details
of initiatrves to promate DE& in the Board, Pearson Executive
Management team and other senior management.

We will continue to make key DE&I information about the Board
senior management and our wider employee population avallable
in the annual report, and aim for ongoing transparency in this area
in line with best pracrice.

As at 31 December 2022

o 50% Directors were women

Q The Board included three Lirectors from an ethnic minority
background

° One of the Chair, Chief Executive, Deputy Chair and Senior
Independent Director or CFO is a woman

@ Our Non-Executive Director search process considers a wide range
of candidates, including from diverse backgrounds, all of whom were
evaluated on the basis of merit. Our most recent search processes
resulted in the appointment of Esther Lee and Omid Kordestani,
whaom the Board believe possess the requisite skills and experience
for their roles,

@ e Commlttee acnvely mdudes dlverswty inits search criteria for
Board appointments, and proactively encourages engaged search
firms to include candidates from a range of diverse backgrounds in
its candidate lists.

Spencer Stuart assist Pearson with search activities, including for the
external element of the Non-Executive Director search processes.
Spencer Stuart 1s a signatory to the Voluntary Code,

@ The Board 15 cognisant of the recommendations of the FTSE Women
Leaders Review, which has succeeded the Hampton-Alexander
Review, and the findings of the FRC Board Diversity and Effectiveness
report. The Committee also reflected the new FCA requirements in
respect of gender and ethnic diversity in its review of the Board
Diversity Policy.

@ These matters were considerad n the 2022 evaluation process
Read more on page 71.

@ sixmentees at the Senior Vice President (SVP) level were mentored

by six Non-Executive Directors in 2022 67% of SVP participants were
fermale and/or persons of colour (target at 50%).

@ Objectives that accompany the Board's Diversity Palicy have been
updated. The Committee continues 1o monitor developments on
DE&I in the external landscape.

< This information is included in the annual report, Read more about

DE&I matters in the wider employee population on page 34.

Key

@ Targetachieved

9 Target not met

New objective for 2023
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Reputation & Responsibility Committee report

Image removed

Linda Lorimer - Committee Chair

Principal Committee responsibilities

Stakeholders: Mcnitering reputational issues that could
significantly affect Pearson’s reputation with stakeholders,
including consumers, employees, shareholders, educational
institutions and educatars, employers, governments and
regulators, communities and business partners.

Sustainability and non-financial KPIs: Qverseeing Pearson's
sustainability strategy including: targets and public
commitments; regulatory landscape, reporting and ratings; ESG
cue diligence in our supply chains and business partnerships;
matters relating to the non-financial KPIs inked to the three
pillars of the ESG Framework.

Culture and employee engagement: Overseeing Pearson's
approach to employee engagement. Monitoring the company's
culture, which stresses diversity and high performance

Communications and regulatory matters: Overseemng
Pearsor's communications, strategies, policies and plans
related to reputational issues and the people, processes and
policies that are in place to manage them,

Branding: Oversight of how the company's brands are
managed and promoted to ensure that their value and the
company’s reputation are mantained and enhanced

Risk: Pearson's approach to the reputation aspects of the risk
register and ensuring that clear roles have been assigned for
the management of these.

Terms of reference

The Committee has written terms of reference that clearly set out its
autharity and duties. These are reviewed annually and can be found
in the Governance section of our website (www.pearsonplc.com).

Committee members and attendance

Attendance by Directors at scheduled Reputation & Responsibility
Committee meetings throughout 2022

Committee members Meetings attended

ANy BIrd 33

Linda Lonmer
Gr

Lincoln Wallen
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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
positive impact on scaety and the communities in which we work
and serve.

We are the main governance body for sustainability at Pearson,
providing important oversight of our envircnmental, sooial and
governance (ESG) framework; this includes climate change
considerations. As part of this role, we promote and oversee
Pearson’s sustainable business strategy and assess progress
against its commitments. We also rmonitor brending, culture and
values, and provide ongoing oversight and scrutiny across all
reputational matters.

The full Board 15 kept abreast of the Committee’s work through
reports | make following each of our sessions. These reports include
mghlighting any areas of concern and offering specific
recommendations for the Board's action.

In 2022, we led a comprehensive review of the Board's governance
framework for ESG matters, and made the following
recommendations for enhancing the Directors’ collective oversight of
ESG matters, all of which were approved by the Board:

— the Audit Committee will assume responsibility for assurance and
integrity of ESG data and metrics

— the Remuneration Committee will formally incorporate £5G
considerations in remuneration frameworks and decisions

— employee engagement will be farmally added to this Commitzee’s
remit, alongside culture. We have invited the Chief Human
Resources Officer to be a regular attendee at our meetings as
a resaurce an the important tapics of employee engagement
and culture,

We also conducted a thorough review of our own terms of reference
The Committee's principal responsibilities, as revised, are
summarised to the left of this page and you can read more about our
overall Board framework for ESG governance on page 66.

As Committee Charr, | am available at any time to engage with any
shareholders who would tike to discuss the work of the Committee,
and particularly look forward to taking any shareholder guestions at
our forthcoming AGM in April 2023,

It has been my privilege to serve as Chair of the Committee since
2016, most notably to have had the opportunity to contribute to
Pearson's sustanable business strategy as it has matured and to the
development of our ESG framework. | am delighted that the Board
has chosen Annette Thomas to be my successor as Chair; Annette
has shown a real passion for the work of our Committee and has
both experience and expertise in the remit of the Committee.

Committee compaosition and attendees

The Committee currently has five members, including me as Chair.
The mermbers bring a range of expertise across the key areas of the
Committee's remit, including sustanability, stakeholder management,
people and talent, and pelicy and government relations.

In addinen, we benefit from the regular sttendance of senior
executives whose work 1s central to the remit of the Committee.
These include the Chief Legal Officer, who 1s the executive
leader responsible for the development, monitoring and
execution of Pearson's sustainability strategy, the Chief
Marketing Officer and Co-President of Direct ta Consumer,

the Chief Human Resaurces Officer; SVP - Investor Relations;
and SVP - Corporate Cornmurnications.

Sustainability activities in 2022

Throughout the year, the Committee paid particular attention ta the
continued evolution of our sustainability strategy, including how it
aligns to our greatest areas of opportunity and challenge as a
business, and how to communicate its tenets to all our stakeholders
in a clear and impactful way



As described in greater detail in our Sustainability repart starting on
page 30, our ESG framework cornpnses three pillars that align wath
the interests of stakeholders, and where we can make the biggest
positive iImpact:

— Driving learning for everyone with our products
— Empowering our people to make a difference
— Leading responsibly for a better planet

These areas are also materially influential in helping Pearson succeed
as a business. The pillars have a clear, natural fit to our non-financial
KPIs, reflecting the comman goal of alignment between our
corporate and sustainability strategy. The sustainability strategy is
supported by Pearson’s robust corparate governance, strong
corporate culture and a range of effective policies to ensure we
achieve our ambitions

The Committee receives regular updates from management on
progress against specific elements of the sustainability strategy. Over
the past year, key activities of the Committee in relation to our three
sustainable business pillars included the following:

Driving learning for everyune with our product

In the course of the year, we had reviews of product efficacy and
learning design; we undertook our annual safeguarding review, which
included our growing attention to digital products and services; and
we assessed the company's consumer brand equity study.

AT each meeting, the Cormmittee receives a report on recent incidents
and 1ssues that could have an impact on the company’s reputation,
including those relating to our products. We consider Pearson’s
responses ta coverage on sacial media and in traditional media,
including paying particular attention to our protocols for responding
to guestions about our content, the integrity with which we handle
such situations, and any lessons learned. In response to these
reports, the Committee provided input about addressing the specific
inaidents at hand, and made recormmendations about how the
company can be responding to the general issues raised.

Empowering our people to make a difference

Inthe course of the year, the Cormmittee asked the Chief Human
Resources Officer to lead a session devoted to talent, performance
and engagernent. We also reviewed new plans for the evolution of
our overall approach to employee engagement and continued our
practice of an annual review of health and safety across the company

Leading responsibly for a better planet

In the past year, the Committee moritored progress in respect of
climate transition plans, including receiving an update on Pearson’s
decarbonisation journey. As part of this, we provided
recommendations to management on how to approach reduction in
Pearsomn's scope 1, 2 and 3 emissions, with reference to the maturity
of climate performance in our supply chain

Given world events, the Committee received an update on the status
of Pearson's business cperations in Ukraine, Russia and Belarus.

ESG governance and policies

Qur three sustainable business pillars are underpinned by robust
governance, a strang culture and effective policies. In this regard,
during the year.

— we reviewed an ESG materiality assessment which confirmed that
the views of our external stakeholders align well with our internal
ambilivns, With input from management and external advisers,
we noted Improvement ocpportunities for our core business areas
ta enhance their impact on Pearson's sustainability ambitions

— we revised the Board's ESG governance framework, as noted on
page 66

— we received an update about how the company will be reporting
its ESG progress to external regulatory bodies, including the
approach for our narrative, non-financial KPI reporting and
external data verification, where we work closely with our
colleagues on the Audit Committee. We also noted how
management pfans to evolve our reporting in fine with
regulatory changes

— we reviewed the annual Modern Slavery Statement with
management prior to recommending that the Board approve the
statement for publication.

Other areas of focus during 2022

tn addition to the work relating to the three sustainable business
pillars, we spent time considering a broader range of matters relating
ta Pearson's reputation and key stakehciders, including the following:

— waith the help of colleagues and external advisers, the Committee
conducted a horizon scanning exercise to 1dentify key
reputational nsks and trends facing Pearson such as critical race
theory, social issues and increased scrutiny of branded content
platforms, This exercise, which we intend to conduct periodically,
helps to ensure that the Committee and our Board is atert to
external factors that may impact our business

— we reviewed a new framework 1o guide the company about when
it will ordinarily make public statements concerning societal
events. Factors that are part of this decision framework include
whether the event could have a material impact directly on our
business or people and whether the issue is aligned nr misaligned
with Pearson's purpose and values

— after the US midterm elections and the change in the leadership
in the UK, we received a government relations update, which is a
periodic topic for the Committee’s agenda.

Committee evaluation

The Committee undertakes an annual evaluation to review its
performance and effectiveness. Far our evaluation in 2022,
Committee members and other key contributors to the Committee
were invited to provide their views by way of a tallored questionnaire.

Topics covered included the effectiveness and dynamics of the
Committee, oversight of key areas within the Cormmitteg’s remit, the
quality of papers and meeting discussions, and the relationships
between the Committee and management.

The Committee considered the findings from this process at its
November 2022 meeting and concluded that:

— the Committee is working well with appropriate agendas, papers
produced to a good standard, and high-quality discussions

— some refreshing of the Committee's remit was warranted to
specify explicitly that employee engagement and the company’s
culture are part of the Committee’s remit as well as expanded
responsibility for ESG and sustainability. This feedback guided the
revisions to the terms of reference review undertaken towards
the end of the year

— it may be beneficial to provide greater exposure for the
Committee to a range of external viewpoints and adwice.

In direct response to this suggestion, the Committee welcomed
external advisers to its ESG deep dive session, where external
perspectives were provided on Pearson's ESG materiality
assessment and ambitions.

The matters identified during the previous year's evaluation process
have been addressed to the Committee’s satisfaction during the year,
as described elsewhere in this report.

Committee aims for 2023

Our priorities for the coming year include the publication of
Pearson's climate transition plan and the launch of various activities
to empower our people to make a difference through learning
opportunities and skill-based volunteering, We will continue to
oversee Pearson's ESG framework including progress under each of
our three sustainable business pillars, as well as overseeing the newly
refreshed approach to employee engagement and culture.

Linda Lorimer

Chair of Reputaticn & Responsibility Committee
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,7Graeme Pitkethly - Committee Chair

Principal Committee responsibilities

Financial reporting

The quality and integrity of Pearson’s financial reporting and
staternents and related disclosures, including significant
reporting judgements,

Policy

Group finandial policies, including accountng policies
and practices,

External audit

External audit, including the appointment, qualification,
independence and effectiveness of the external auditor.
Internal audit, risk and internal control

Risk management systems and the internal control
envirgnment, including oversight of the work and effectiveness
of the internal audit function.

Compliance and governance

Legal and regulatory requirements in relation to finangal
reporting and accounting matters, and oversight of cormpliance
programmes and investigations.

Terms of reference

The Committee has written terms of reference which clearly
set out its authonty and duties. These are reviewed annually
and can be found in the Governance section of our website
(www. pearsonple.com),

Committee members and attendance

Attendance by Directors at scheduled Audit Committee meetings
throughout 2022,

Committee members

Meetings attended

Linda Lorimer - . - 4/4
Graeme Pitkethly 3
Tmscore s
lincatn wallen T ari

M Pitkethly wias unable o aitend one reetng paarn ta becoming Commities Char
dLe 15 a pre-existing comritrent He reviewad the papers and provided his
perspectives 1 the Cammittee Char outside the meeting

Audit Committee role and composition

I am pleased to present my first report as Chair of the Audit
Committee following my appeintment to the role on 1 August 2022
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My predecessor in the role, Tium Score, remains a valued member of
the Committee and ! offer my thanks to Tim for his considerable
contributions as Commuittee Chair.

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
external audit of the financial statements of the company. As a
Committee, we are responsible for assisting the Board's oversight
of the quality and integrity of the company's external financial
reporting and statements, and the company’s accounting paolicies
and practices.

Pearson's Vice President - Internal Audit has a dual reporting line
to the Chief Financial Officer and to me, and both she and the
external auditors have direct access to the Committee to raise

any matters of concern and ta repart on the results of work directed
by the Committee. As Audit Committee Chair, | ensure that the full
Beard is kept abreast of the business of the Committee in a timely
manner, including highlighting any areas of concern or specific
recammendations. | also work closely with the CFO and senior
financial, nsk, legal and internal audit personnel outside the
formal meeting schedule ta ensure robust oversight and challenge
In relation to financial control, compliance, iInvestigations and

risk management.

As Committee Chair, | am availlable to engage with any shareholders
who would like to discuss the work of the Commuttee, and look
farward ta taking any shareholder questions at our farthcoming AGM
in April 2023

Audit Committee meetings and activities

Animportant area of focus for the Committee throughout 2022 was
the transition of Pearson's external audit from
PricewaterhouseCoopers LLP (PwC) 1o Ernst & Young LLP (BY), who
were selected following a competitive tender process in 2021, The
transition process and first audit by EY have necessitated
considerable efforts by all involved, and | would like to acknowledge
the commitment demonstrated by all Pearson colleagues throughout
the financial year who have supported the audit process. You can
read more about how the Committee has monmitored the transition to
EY on page 84

Other prominent themes 1N the Committee’s work throughout
2022 ncluded:

— important areas such as data privacy, cyber security and business
and technology resilence. In addittion to contnuiNg to INcrease in
importance at a macro level, these are key factors in the success
of Pearsorv's digital and consumer-focused strategy

— astrong fecus on risk, supported by & new programme of
business-focused deep dives led by the Divisional Presidents

— oversight of accounting treatment relating to portfolio changes,
including the strategic review of Pearsom’s international
courseware local publishing businesses

— continued oversight of Pearson's key judgerments and key areas of
estimanon as described in the financial statements

At every meeting, the Committee also considered reports an the
activities of the internal audit and comphance functions, including the
results of internal audits, project assurance reviews and fraud and
whistleblowing reports. The Committee also manitared the
companys financial reporting procedures, discussed the finance and
IT controls environment, reviewed the services provided by the
external auditors and considered any significant legal daims and
regulatory issues 0 the context of their mpact on financial reporting,
each on a regular basis You can view the key activibes of the
Committee and read more about our work in these areas on the
pages that follow.

Additional meeting attendees

The Chief Financaal Gfficer, Deputy Chief Ainanaial Officer, Chief Legal
Officer, Chief Information Officer, other executives and seruar
managers from acrass the business also attended meetings during
the year, either as regular invitees of the Cormnmuttee or to discuss
particular items of business.



This direct centact 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 faciltation of Board-level
engagement opportunities for those leaders and managers. The
Committee also meets regularly in private with the external auditors
and with the Vice President - Internal Audt.

In addition to the Committee’s formal meeting schedule, | meet as
needed with the external auditors, Chief Financial Officer, Deputy
Chief Financial Officer, Chief Legal Officer, Chief Compliance Officer
and Senior Vice President - Traasury, Risk and Insurance in order to
keep abreast of all refevant matters within the Cammittee’s remit,

Audit Committee training and knowledge sharing

The Committee recewes techmical updates at each meeting, including
on matters such as accounting standards and the audit and
governance landscape, and members are able to request specific or
personal training as appropriate, In particular, we remain attentive to
developments at a legislative and regulatory level, including the
praposals announced in May 2022 by the UK Government's
Department for Business, Enargy and industrial Strategy (BEIS) in
response to the corsultalivn un Reslonitg Liust in auditc and
corporate governance”

The Committee's focus areas for 2023 will include:

— Fallowing up on continuing improvements in the external audit
process, as discussed further on page 84.

— Manitoring progress of the UK Government's proposals on
audit and corporate governance reform, any impacts on the
company's processes and practices, and consideration of
MManagermenl’s respunse.

— Monitoring emerging developments in non-financial reporting,
including proposals from the 1S58, EU and SEC.

— Continuing our attention to technology and cyber risk, through an
increased frequency of cyber security deep dives and the addition
of the Chief Information Officer as a standing attendee at alt
Committee meetings.

Committee evaluation

The Comsmittee undertakes an annual evaluation process to review
its performance and effectiveness. For 2022, the Committee
evaluation process was conducted by way of a tallored guesticnnaire.
The process saught views on an anonymous basis from Committee
members and other key contributors to the Committee, including the
lead external audit partner, the Chief Financial Officer, Deputy Chief
Financial Officer, the Chief Legal Officer, the Vice President - Internal
Audit, and senior finandial, risk and compliance management.

Topics covered in the evaluation included the effactiveness and
dynamics of the Committee, the Committes’s oversight of key areas
within its remit, the quality of papers and meeting discussions, and
the relatonships between the Committee and management. The
Committee considered the findings from the evaluation at its
November 2022 meeting, Including the following key points;

— The Committee is considered by Directors and other contributors
to be working well with appropriate agendas, papers produced to
a good standard and high-guality discussions.

— Respandents welcomed the addition of divisional risk deep dives
to the Committee’s work plan and noted the importance of
dedicating sufficient time to the overview of risk and associated
remediation actions.

— Respondents recognised that it is important for all parts of the
Group's assurance framework to remain attuned to the changing
risk profite of the company, including data and cyber risk. It
remains important for the Commintee to ensure that it continues
to have appropriate levels of support and expertise to assess and
manage these areas.

— Given the guantum of Pearson’s business in the US, there was a
suggestion that at least one meeting per cycle be US-based to
allow the Committee in-person access to US management and
other stakeholders. We expect to be able to remntroduce this

element to the Committee’s annusal schedule following the
relaxation of COVID-19 related travel restrictions,

— Responses highlighted the Committee’s role in encouraging
collaboration and alignment between the central corporate
risk assessment and campliance functions and the work of
internal audrt.

Actions taken following the previous year's evaluation

Based on the recommendations from the previous year's evaluation,
the Committee took the following actions in 2022:

— we assumed responsibility in our terms of reterence for matters
relating to assurance of ESG metrics. During the year, the
Committee constdered and approved Pearson's policy on
greenhouse gas emissions re-baselining and restatement. This
policy has established guidelines far the recalculation of the base
year, as well as restatements, for scope 1, 2 and 3 emissions in
the event of significant changes to Pearson's portfolio.

— Recognising the importance of technology and cyber-related
matters to Pearson's business and strategy, we invited the Chief
Information Officer to become a standing attendee at the
Committee’s meetings. Previously, the Chief Information Cfficer
was invited to attend for specific agenda items. This strengthens
the oversight that the Committee has of technology matters and
enables umely engagement with the responsible executive
whenever technology-related topics arise in our discussions.

Fair, balanced and understandable reporting

We are mindful of the Code’s Principle N relating to fair, balanced and
understandable reporting, and we build sufficient time into our
annual report timetable to ensure that the full Board receives
sufficient opportunity to review, consider and comment on the report
as it progresses. Learn more abaut fair, balanced and
understandable reporting on page 123.

Financial reporting and policies

In February 2023, the Committee considered the 2022 preliminary
results announcement and annual report and accounts, including the
finanaial statements, strategic repert and Directors’ report. The
significant issues considered by the Committee relating to the 2022
financial statements are set out on pages 86-87.

Correspondence with Financial Reporting Council

In October 2022, Pearson received a letter from the Financial
Reporting Council {FRC) confirming that it had completed a imited
scope review of the company’s 2021 annual report in connection
with their thematic review of deferred tax asset disclosures. There
were no questions or queries to which the FRC reguired a formal
written response. Two matters were raised regarding possible
improvements to our existing disclosures. These have been

addressed in the 2022 annual report where material and relevant.

The FRCs role is to consider comphance with reporting standards
and is not to verify the information provided. Therefore, given the
scope and inherent limitations of their review, which does not benefit
from any detailed knowledge of the Group, it would not be
appropriate to infer any assurance from their review that our 2021
Annual Report and Accounts are correct in all material respects.

Risk assessment, assurance and integrity

Akey role of the Committee is to provide oversight and assurance to
the Board with regard to the integrity of the company's procedures
for the identification, assessment, management and reporting of risk.
In fulfilling its remit, the Committee remains mindful that effective risk
management is essential to executing Pearson’s strategy, achieving
sustainable shareholder value, protecting the brand and ensuring
good gavernance,

In 2022, the Committee had oversight of management's refreshed
approach towards risk identification and monitoring, Pearson's risk
management programme has evolved in hne with the structure of
the business, which is managed through five global operating
divisions supported by enterprise-wide corparate funcoons,
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Through a senes of business-focused risk deep dives, the President
of each cperating diwvision provides an overview of its risk register to
the Committee at least annually and leads a session on the key risks
facing their particular division. The process is supported by central
risk team experts as required, providing the Committee with a clear
and consistent frarmework within which to evaluate the strategic
and business risks to the company, based upon the principal,
emerging and significant near-term risk categories described on
pages 45-51.

The Committee uses these deep dive sessions to understand the
nigour af management’s risk scanning and to challenge judgements
being made in response to risks. The Commuttee has reviewed the
refreshed risk management approach to ensure it is robust and
propartionate, and continues to faciitate a culture of accountability
and ownership among business leaders, The introduction of
divisional risk deep dives has provided a valuable strategic lens to the
nsk management process that has been welcomed by the
Committee and management alike.

During the year, the Committee also conducted a number of deep
dives with selected enterprise-wide functions including data
privacy, cyber security, tax, anti-bribery and corruption, and
business resilience.

Data privacy, cyber security and technology resilience

Prudent management of data privacy, cyber secunty and Pearson's
technology estate are fundamental to the company's success and to
bulding and mairtairing trust with aur customers. The Committee
oversees these matters on behalf of the Board from a nsk and
assurance perspective and moniters the maturity of Pearsomn's
associated governance frameworks. It does this through annual deep
dives, as well as through oversight of the risk-based internal audit
programme, in which these topics are key areas of focus.

As part of the data privacy deep dive led by the Chief Privacy Officer, the
Committee considered developments in the global regulatory landscape
and trends in enforcement actions, focusing on the importance of
transparency and controls around the use of personal information.
These regutatory trends, combined with Pearson's direct to consumer
strategy, mean that a compelling user experience is imperative.
Accordingly, the Cormmittee discussed the progress that had been made
through the launch of a new public-facing privacy centre, which provides
an effective and customer friendly approach to explaining how Pearson
uses personal information. The Committee also considered the ongeing
enhancements to Pearson's data privacy governance structure, induding
a newly implemented network of designated privacy owners,
strengthening of the internal incident management framework, and
continued focus on data retention programmes with a particular facus
on customer products, platforms and services

The Committee also considered the status of Pearson's cyber security
programme, through a deep dive led by the Chief information Officer
and Chief Information Security Officer. This deep dive was set in the
context of the challenges and threats prevalent in the dynarmic global
security landscape. As part of this, the Committee received a report on:

— Pearson's cyber risk profile, including the status and trend of top
threats and response to these threats, with a particular focus on
strategic products

— Management’s key achwevements and focus areas in 2022, which
included: simplifying and updating information security policies to
support Pearson's digital strategy; enhancement of identity
management capabilines; developrrent of role spedific security
training implementation of supplier security risk management;
and continued attention to best practices for cloud security

— Objectives for the continued enhancernent of Pearson's cyber
secunty infrastructure and governance framewaorks, induding the
key achievements in 2022 and aims for the coming year

— Findings of the annual third party assessment of Pearson's

cyber capability maturity, which continues to demonstrate
year-on-year improvement

Audit Committee meeting focus during 2022

Financial reporting Policy External audit

Internal audit,
risk and internal control

Compliance
and governance

— ACCounting and — Accounting — Owersight of external auditor — Internal audit activity — Fraud,

technical updates matters and

transition and first-year audit by

reports and review of whistleblowing

— Impact of legat claims Group new auditor key findings reports and
and regulatory 1ssues accounting — Prowsion of non-audit services — 2022 internal audrt plan compliance
on financial reporting policies by external auditor - policy and including resourcing investigations

— Fair. balanced and
understandable
reporting. going
concern and viability
statements including
supporting analysis

— 2021 annual report
and accounts.
preliminary
announcement,
financial statements

and incorme statement

— Review of interim
resuls and trading
updates

— Form 20-F and related
disclosures, Including
annual Sarbanes-
Oxley Act Section 404
attestation of
financial reportng
internal controls

— Significant issues
réporting

Treasury Policy
and reporting

Tax update

Greenhouse
gas emissions
- pohey for
re-baselining
and
restatement

regular reporting

— Appointment of

external audiors
Report on half-year procedures

— Confirmation of

auditor independence

— 2022 external audit plan

Rernuneration and engagement
letrer of external auditers

Review opinicn on intenm results

Review of the effectiveness of
external auditors

EY feedback on

internal contrals over financial
reporung

Receipt of external

auditors' report on annual
report, Form 20-F and year-end
audit

EY feedback on

internat controls over financial
reporung

Assessment of

the effectiveness of
internal audit funcuon,
internal control
erwvironment and risk
management systems

Risk management
including Group's
principal and
emerging risks

Strategic nsk reviews led
by Divisional Presidents

Group-wide risk deep
dwves on cyber security;
data privacy; treasury
and insurance;
anti-bribery and
corrupticn; and
business resilience and
crisis management

Controls Centre of

Excellence updates,
including 2022 work plan

— Compliance with
accounting and
audit-related aspects
of the UK Corporate
Governance Code

— Audit Committee
and internal audit
function terms of
reference

— Qwersight of Group’s
schedule of
delegated financial
autharity

— Regulatory briefings,
including proposals
resulting fram BEIS
consultation on audit
and corporate
governance reform

— Rewview of minutes of
the Verification
Committee's
meetings
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The Committee has a strong focus on Pearsan's cyber secunity
maturity and will increase its scrutiny of this topic by conducting two
deep dives each year from 2023, As mentioned elsewhere in this
report, the Chief Information Officer now attends every Committee
meeting, to ensure ongoing focus on matters of both cyber securnity
and technalogy resilience, among others.

As indicated in last year's annual report, the Cammittee alsc continued
10 monitor management's implementation of the Board's agreed
action plan following a 2018 security incident affecting AlMSweb 1.0.
The Committee has concluded that the key workstreams have been
successfully delivered, with the egreed improvements now having
been incorperated into standard company practices.

The Committee also holds a separate annual deep dive, led by the
Chief Information Officer, focusing on Pearson's technaology resilience
capabilities. In 2022, this session included updates on infrastructure
enhancements, management of the end-of Iife rechnology estate,
product avallability and incidents, and technology-specific talent risk.

Members

As at the dare of this report, the Committee comprises four
independent Non-Executive Directors, all of whom have financial
and/or related business experience due to the sernior positicns
they haold or have held in other isted or publicly traded companies
andfor large organisations The Committee possesses a good
balance of skilis and knowledge with competence and experience
covening all aspects of the sectors in which Pearson operates and
the company’s key markets Each member s “financially literate”
for the purposes of the NYSE listing standards.

Graeme Pitkethly, Chair of the Committee since August 2022, is
the Committee’s designated financial expert within the meaning
of the applicable rules and regulations of the SEC, having recent
and relevant financial experience, and 1s a Chartered Accountant.
Graeme is Chiet Financial Officer for Unilever plc and serves as
Vice-Chair of the Financial Stability Board's Task Force on
Clkmate-related Financial Disclosures (TCFD. Graeme's fult
biography is shown on page 57.

The qualifications and relevant experience of the other Committee
members are detailed on pages 56 to 58. You can read more on
page 59 about the process through which the Board assesses the
independence of Non-Executive Directors,

Compliance, fraud and whistleblowing

The Chief Compliance Officer oversees comgliance with aur Code of
Conduct and works with senior legal, HR and other relevant
personnel to investigate any reported inCidents, including ethical,
corruption and fraud allegations. The Committee receives an update
at each meeting on all significant investigations as well as reviewing
data regarding matters raised through our whistleblowing reporting
systern. If applicable, any findings of the external auditors with
respect to a particular matter are alsc considered as part of these
discussions. The Commuttee may also meet in private if required with
the Chief Compliance Officer. On behalf of the Board, the Committee
considers an anrual review of the effectiveness of the whistleblowing
systern including through benchmarking against peers and by
moNitoring progress against previous years' findings. The Committee
Chair's regular reports to the Board include a review of investigations
or whistleblowing matters of note.

The Pearson anti-bribery and corruption (ABC) and sanctions
compliance programmes provide the framework to support our
compliance with various regulations such as the UK Bribery Act 2010
and the US Foreign Corrupt Practices ACt. The Committee uses this
framewaork to conduct a deep dive into the ABC and sanctions
compliance programmes on an annual basis. In 2022, in addition
to its regular review of Investigations, the Committee noted the
continued enhancements made to the overall compliance
programme, including ongoing training for staff, development

of a set of FAQs for employees to provide insight into the
Investigations process, and enhancements ta the ways in which
Pearson monitors third parties with which it does business.

The Committee also paid particular attention to the work of
the sanctions team and wider business in response to the war
in Ukraine.

Internal audit

The internal audit function is responsible for providing independent
assurance to management and the Committee en the design and
effectiveness of internat controls to mitigate strategic, financial,
operational and compliance nisks. The Vice President - Internal Audit
reparts jointly to the Chair of the Committee and the Chief Financial
Officer and is responsible for the day-to-day operations of internal
aucht and execution of the annual sudit plan.

The internal audit mandate is approved annually by the Committee.
The audit plan and any changes thereto are also reviewed and
approved by the Committee throughout the year, and the Committee
is attentive to the respurcing of the internal audit function. The
internal audit plan is aligned to Pearson's greatest areas of risk, as
identified by the organisational risk managerment process, and the
Committee considers 1ssues and risks arising from internal audits.
Management action plans to improve internal controls and to
mitigate risks are agreed with the business area after each audit,
Internal audit has a robust process in place for the implementation of
audit actions, which also includes review and testing of evidence to
corroborate action implementation. Progress of management action
plans is reported to the Committee at each meetng. Internal audit
has a formal collaboration process in place with the external auditors
to ensure effident sharing of insights and cutcomes, Opportunities
for reliance by the external auditor on internal audit cutcomes are
lirited due to strict rules set by the external regulator. Regular
reparts on the findings and emerging themes identified through
internal audits are provided to executive management and, via the
Cormmittee, 1o the Board.

In 2022, internal audit carned out engagements across Pearson’s
business units and corporate functions covering most of the principal
risks. The audit plan changes throughout the year based on changes
in Pearsan's risk profile. Key themes in 2022 related to information
security and data privacy, cyber security, data architecture and usage,
digital safeguarding and business resilience, as well as financial
controls in international businesses.

Internal audit evaluation

Al its Novernber 2022 meeting, the Committee censidered the
findings of the review of the performance and effectiveness of
Pearson's internal audit function, a process which is undertaken
annually. The 2022 review was conducted by distributing a
questionnaire to the key stakeholders of the internal audit function
- including Committee members, the lead external audit partner,
members of the executive management teamn, and senior financial,
legal and operational management.

The evaluation process sought views on an anonymised basis on the
internal audit function's work programme, resource levels, skills and
expertise, and ways of working. Based on the findings of the 2022
review, the Committee is of the opinicn that the quality, experience
and expertise of the internal audit function is appropriate far the
business. The Committee recognised the findings of the review which
noted that the internal audit function continues to improve
collaboration with ether teams, including the corporate risk and
compliance tearns, and Is supportive of the desire to bring a greater
level of data-based insight to add context to the findings of internal
audit's work. The Committee will rermain attentive to the use of
CO-50Urcing arrangemeants to supplement the internal audit
function's resource, particularly to ensure appropriate coverage of
specialist areas,

The Committee will ensure that an independent third-party
assessment of the effectiveness and processes of the internal audit
function is conducted at least once every five years, in line with the
requirements of the Institute of Internal Auditors’ International
Standards for the Professional Practice of Internal Auditing. The most
recent such assessment was undertaken in 2019
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Audit Committee report continued

Internal control and risk management

The Board has overall responsibility for Pearson’s systems of internal
contral and risk management, which are designed to manage, and
where possible mitigate, the risks facing Pearson, as well as to
safeguard assets and provide reasonable, but not absolute,
assUrance against material financial misstaterment 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 Committee monitors the effectiveness of the company's nsk
management and internal control systems on behalf of the Board.
The Committee oversees a risk-based internal audit programme,
including periodic audits of the risk processes across the
organisation. It provides assurance on the management of risk
(incduding via rsk deep dives, as described on page 81), and receives
reports on the efficency and effectiveness of internal comtrels with
input from the Deputy Chief Financial Officer and external auditor,
Fach business area maintains internal controls and procedures
appropriate to its structure, business environment and risk
assessment, while complying with company-wide policies, standards
and guidelines. These controls and procedures are monitored and
certified through the Group-wide Controls Centre of Excellence and
are subject to testing as part of both the internal and external audit
processes.

The Committee, acting on behalf of the Board, confirms that it has
conducted and continues throughout the year to review the
effectiveness of Pearson's systems of risk management and internal
control in accordance with Provision 29 of the Code and the FRC
Guidance on Risk Management, Internal Control and Related
Financial and Business Reporting (FRC Guidance)). In making its
assessment as to the effactiveness of these systems for 2022, the
Committee had regard ta an assurance opinion from the internal
audit function. Factors considered in this process included:

— the outcomes of internal audits completed dunng the year
— significant changes in Pearson’s strategy, processes and systems

— the wider Pearson risk management and assurance framework
which includes other assurance activities by first and second line
of defence teams, induding enterprise nsk management, the
Controls Centre of Excellence, divisional and technology
assurance teams

— work conducted by the external auditor
— the orgamisatiocn’s response 1o internal audit actions

— whether any fundamental or significant actions have not been
accepted by management and the consequent risk

— whether any limitations have been placed or the scope
of internal audit,

The Committee reviewed the detall underpinning these factors as
part of the 2022 year-end process. The Committee reviewed all
internal control deficiencies identified during the year and noted that
the majority have been remedisted during 2022. In particular, the
Committee reviewed the control implications of the ssue relared to
investments in unfisted securnties (see page 87) and were sausfied
that the control deficiency has been remediated. They also
considered feedback on information provided by the entity (IPE) that
underpins control aperation. Following this review, the Commuttee
confirms that Pearson’s systems of risk management and internai
control operated sausfactorily throughout the year

The Board s ultimately accountable for effective risk managementin
Pearson and determines our strategic approach to nisk, It confirms
our enterprise risk management framework as well as our risk
appetite targets. The invelvernent of the Board and Committee in the
design, implementatien, identification, moritoring and review of risks
(incduding setting risk appetite and reviewing how sk 1s being
embedded in our culture) is outhned in more detail in the Risk
management section on page 43.
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External audit

In June 2021, the company announced the Board's intention to propose
to shareholders that EY be appointed as the company’s statutory
auditor for the financial year ending 31 December 2022, The audit
tender process was described 10 detail in the 2021 annual report and
EY's appointment was approved by sharehclders at the 2022 AGM.
Following the tender process in 2021, Pearson will put the external
audit contract out to tender at least every ten years and will seek the
rotation of the audit partner 1n line with regulation and professional
and ethical guidance. The external auditors are required to rotate
the audit partner responsible for the Pearson audit every five years.
The 2022 audit was the first year for the EY lead audit partner, Ben Marles.

Adetaled audit plan was received from EY at the beginning of the
audit cycle for the 2022 financial year, which gave an overview of its
approach to the audit, outlining the significant risk areas and in
particular the approach to materiality and scoping of the audit.

The Committee regularly reviewed the significant audit risks and
assessed the progress of the audit throughout the year. The Committee
also receved updates throughout the year from both management
and EY on the progress of the first-year audit to allow the Committee
to assess the effectiveness of the transition process and to moniter the
status of specific areas such as EY's review of internal controls and
their assessment of accounting judgements.

The Committee reviews and makes recommendations to the Board in
respect of the appaintment and compensation of the external
auditors. These recommendations are typically made by the
Committee after considering the external auditors' performance during
the year, reviewing external auditor fees, conducting an effectiveness
review, considering the annual report on audit quality of the intended
external audit firm and confirming the independence, ohjectivity,
qualifications and experience of the external auditors.

External audit effectiveness review

In conducting its review of the effectiveness of EY, Pearson's external
auditors for 2022, the Committee had regard to certain factors set out
Inthe FRC's guidelines titled "Audit Quality Practice Aid for Audit
Committees’ as well as the key areas of iImportance from a strategic,
operational, reporting and regulatory perspective, In particular, the
Committee considered its own observations and interactions with the
external auditors, the quality of the audit, the auditors' independence,
the prograrmme of work conducted by the auditors and their reports
on that waork,

The review was conducted by distributing a guestionnaire to key audit
stakeholders, including members of the Committee and key management
who interact with the external auditors on a regular basis, induding the
Cnief Financial Officer, Deputy Chief Financial Officer, Senior Vice Presicent
- Treasury, Risk and Insurance, Vice President - Internal Audit, Senior
Vice President - Finance for each business dvision, and other heads of
corporate functions. The process sought views on an anonymised
basis on many aspects of £Y's work and interactions with the company,
as well as their mindset, skills and knowledge In the first year of EY's
tenure as Pearson’s external auditor, there was a particular focus on
the transition process, EY's review of the contral enviranment, ways of
working between the Pearson and EY teams, and the abservations that
EY had made on Pearsom's business, processes, controls and systems

In considenng the independence of the external auditer, the Committee
has regard to, among other things, £Y's challenge to management, the
degree to which they demonstrate professional scepticism, integrity
and judgement in their work, the amount of tme passed since a rotation
of audit partner and the level of non-audit wark that the external
auditor undertakes (details of which can be found on page 85).

The respanses to the evaluation indicated that the external audit
partners and staff exhibit professional scepticism in their work and are
robust in dealing with 1ssues identified during the audit. In parucular,
respondents remarked upan the scrutiny demaonstrated by EY in
testing the system of internal controls and the Committee noted the
challenge presented to managemerit by the auditors in respect of
accounting judgerments from prior years. Qverall, having reviewed the
effectiveness and independence of the external auditors during 2022,
the Committee concluded that the auditors prowvide effective
independent challange to managerment.



In early 2022, the Committee asked the outgoing auditor, PwC, to
share its perspectives an outputs from the previous year's evaluation
process. The purpose of this was to support 2 smooth transition by
enabling the Committee and EY to take forward the opportunities for
improvernenl identified in the 20271 review.

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 guidelines.,

Naturally, given this was a year of transition, a number of
opportunities for further imiprovernent were identified through the
effectiveness review, These primarily related to ways of working
between the Pearson and EY teams. Following the conclusion of the
2022 audit, Pearson and EY, led by the Deputy Chief Financial Officer
and lead audit partner respectively, wilt work together to develop an
action plan in response to the recommendations. The Committee will
aversee implementation of this plan throughout the coming year.

Compliance with the CMA Order

Pearson confirms that it was in compliance with the provisions of The
Statutory Audit services for Large Companies Market Investigation
{(Mandatory Use of Competitive Tender Processes and Audit
Committee Responsibilities) Grder 2014 during the financial year
ended 31 December 2022.

Review of the external audit

During the year, the Committes discussed the planning, conduct and
conclusions of the external audit a5 it proceeded.

At its April and July 2022 reetings, the Committee discussed and
approved the external audit glan and reviewed the key risks of
misstaternent of Pearson's financial statements. The external
auditors provided an update to the risk assessment at the November
2022 Committee meeting, following the acquisition and disposal
transactions in the second half of the year. These nisks were then
confirmed as final at the conciusion of their audit of the financiaf
statements in February 2023,

The table on pages 86-87 sets out the significant 1ssues considered
by the Committes tagether with details of how these items have
been addressed. The Committee discussed these issues with the
auditors throughaut the audit year,

In November 2022, the Comrittee discussed with the auditors the
status of their work, focusing in particular on internal contrals and
Sarbanes-Oxley testing.

As the auditors concluded their audit, they explained to the Committee:

— the work they had conducted over revenueg, including aver
contracts in certain of the Group's businesses in the US and UK
that span the year end, where revenue is recognised using an
estimated percentage of completion based on costs and
judgements in relation to provisions for returns

— their work in evaluating management's goodwill impairment
exercise, on a value-IN-use basis, including assessing assumptions
around the cash-generating unit (CGU) reassessment, goodwill
reallocation, operating cash flow forecasts, perpetuity growth
rates and discount rates

— their work In assessing Management's judgements and
assurnptians regarding the impairment of its right-of-use
assets and whether property assets should be classified as
investment praperty

— their work conducted over the accounting treatment of certain
unlisted securities and their procedures performed over the
restatement of prior year comparative numbers and the
associated control implicanens in relation to this matter

— their procedures performed 1o audit the material acquisitions
and disposals completed in the year in addition to evaluating
management's judgement that the busmesses under strategic
review do not meet the IFRS 5 criteria to be heid for sale at
31 December 2022

— the work performed over the nature and presentation of
adjusting ierns, focusing on subjective judgements and the
transparency with which related adjusted measures are
presented, and in particular the exclusion of casts related to
majar restructuring programmes

— their work in assessing management’s judgements ang assumpions
regarding provisions for uncertain tax positions, in particular the
provision made in relation to the EU state aid tax matter

— the results of their controls testing for Sarbanes-Oxley Act Section 404
reperting purposes and in support of their financial statements audit

— lhie results of their work over the company's going concern and
vigbility statement reports

— their work in relation to infermation provided by the entity (IPE)
disclosures and other material internal control over financial
reporting (ICFR) matters

— their work in relation to other matters which are not classified
as key audit matters, but may give rise to additional
disclosure requirements, such as pensions, restructuring and
asset capitahsation

— the work performed vver the carmang value of Investments in
subsidiaries for the Pearson plc parent company.

The auditors also reported to the Committee the unadjusted
misstatements that they had found in the course of their work, which
were Immaterial, and the Comrmittee confirmed that there were no
material itemns remaining unacdjusted in these financial statements.

Auditors’ independence

In ine with best practice, our relationship with EY 15 governed by our
policy on external auditors, which 1s typically reviewed and approved
annually by the Committee. The policy establishes procedures to
ensure that the auditors’ independence is not compromised, as well
as defining those non-audit services that EY may or may not provide
to Pearson. Any allowable services are in accordance with relevant
UK and US legislation and auditor standards. The policy takes into
account certain voluntary commitments by EY regarding
independence and applies to all Pearson businesses globally,
including asscdiate companies.

The Committee approves 3!l audit and non-audit services provided
by EY. Our policy on the use of the external auditors for non-audit
services complies with the FRC's Revised Ethical Standard published
in December 2019, The standard applhes restrictions on certain
non-audit services and applies a cap on the level of permitted
non-audit services fees which can be bilied in any year The policy
also reflects the restriction on tha use of pre-approval in the 2016
FRC Guidance on Audit Committees and, accordingly, all non-audit
services, irrespective of value, are required to be approved by the
Committee. In particular, we expressly prohibit the provision of
certain tax, HR and other services by the external auditor. We review
non-audit services on a case-by-case basis, including reviewing the
ongoing effectiveness and appropnateness of our palicy.

The Committee receives reguiar reports summansing the amount
of fees paid 1o the auditors. During 2022, Pearson spent a similar
amaunt on non-audit fees when compared with 2021, For 2022,
non-audit fees represented 1% of external audit fees (2% in 2021).

Far all non-audit work 1in 2022, EY was selected only after
consideration that it was best able to provide the services we
required at a reascnable fee and within the terms of our policy on
external auditors. Where EY is selected to provide audit-related
services, we take into account its existing knowledge and experiance
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 EY during 2022 included:
— half-year review of interim financial statements

A full statement of the fees for audit and non-audit services 15
provided in note 4 to the financial statements on page 158.

Graeme Pitkethly
Chair of Audit Committee
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Audit Committee report continued

Significant issues considered by the Audit Committee

Issue Action taken by Audit Committee Outcome

_Goodwill allocation and impairment reviews ..

— Pearson carries significant goodwitl and  — The Committee considered the impact of — The Committee 15 satisfied with the
other intangible asset balances. As a acquisitions, disposals and changes in determination of cash generating units and
result of business disposals and an organisation design on the determination of the associated goodwill reallocation.
assaciated change in organisation cash generating units and in particutar the level  _ Tre committee 1s sausfied with the annual
structure there has been a change in the at which goodwill is monitored. The Commitiee impairment review with confirmation of
determination of cash generating units reviewed the realiocation of goodwill across the sufficient headroom in each of the cash
and goodwaili has been reallocated. There cash generating units including those disposed. generating units,

are significant estimates and
assumptions used in the impairment
review. Fearson has made significant
impairments 1o goodwill acrass a vaniety
of Its businesses in past years.

— The Committee monitored the Group's plans
and forecasts during the year to deterrmine if
there were impairment tnggers. The Committee
considered the results of the Group’s goadwill
impanrment reviews which were undertaken in
Decemnber and refreshed post year end. Key
assumptions - including cash flows derved
from strategic and operating plans, long-term
growth rates and the weighted average cost of
capital - were reviewed and challenged. The
Committee considered the sensitivities to
changes in assumptions and the adequacy of
disclosures required by IAS 36 Impairment of
Assets' in relation to the Group's CGUs.

— The Committee s satisfied with the
disclosures relating to gocdwill,

— The assessment of the Group's vwablllty — The Committee reviewed future budgets and — The Committee is satisfied with the

and the appropriateness of the going cash flow forecasts to understand the Group's modelling process and the nisks identified. In

Cconcern assumption. avallable liquidity and ability to continue as a addition, the Committee is satisfied with the
going concern, The Committee reviewed and stress testing performed and the severe but
challengad the risks identified to the forecasts. plausible scenario modeling, The
The Committee reviewed the outcome of the Committee noted that in all scenarios the
severe but plausible scenaric modelling and Group had a high level of liquidity headroom
stress testing. and sufficient headroom against covenant

requirerments.

— The Committee is satisfied with the
assessment of the Group's viability and is
satisfied that the Group is a gaing concern.

— The Committee 15 satisfied with the
disclosures related to going concern

and viability.

Acquisitionsand disposals
— Pearson disposed of its interests in its — The Committee reviewed the accounting for the  — The Committee determined that dusposal
international courseware local publishing disposal of the international courseware local accounting for the international courseware
businesses, disposing of assets in French publishing businesses with specific focus on local publishing businesses had been
speaking Canada, ltaly, Germany, South consideration, riet assets disposed and disposal appropriately recorded. The Committee is
Africa and Hong Kong. In adadition, costs. The Committee also reviewed tax satisfied with the judgement that the results
Pearson announced a strategic review of assumptions relaung to the disposal and cash flows of the disposed businesses
its Online Program Management transachions. in addition, the Committee should not be classified and presented as
business. reviewed the judgement related tc whether the discontinued operations and 15 also satisfied

— Pearson acquired Credly Ing, increasing results and cash flows of the disposed with the disclosures related to this itern.
its ownership from 19.9% to 100%. businesses should be dassified and presented  __ The Committee also agreed that the IFRS 5

as discontinued aperations by reference to the
criteria set out INIFRS 5

— Pearson acguired 100% of ATISTUDIOS critera to be classified as held for safe in

APPSSRL{Mondly). : respect of the Online Program Management
— The Committee reviewed the status of the businesses had not been met as at 31
strategic review of the Online Program December 2022

Management businesses and considered this

‘ — The Committee deterrmined that the
against the IFRS 5 criteria 1o be classified as

acquisition accounting for Credly and

held for sale. Mondly had been undertaken appropriately
— The Committee reviewed the accounting for the but notes that it remains provisional as at
Credly and Mondly acguisibons with specific 31 December 2022

focus on the step acquisition accounting for
Credly, consideration, net assets acquired
including the valuation of ntangibles and the
recognition of goodwill. The Committes noted
the use of third party valuation experts to value
the acquired intangible assets.
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Issue Action taken by Audit Committee Cutcome

Revenue recognition

— The Committee s satisfiéa”tﬁat revenue is

— Pearson has a number of revenue — The Committee regularly reviews and

streams where revenue recogniton is
complex. For sorme revenue streams
significant judgements and estimates
are required in order to determine
the amount and timing of

revenue recognition.

challenges revenue recognition practices and
the underlying assumptions and estimates. In
addition, the Commitree has vistbility of internal
audit findings relating to revenue recognition
rontrals and processes and routinely monitors
the views of external auditors on revenue
recognition issues.

being recognised appropriately.

Pearson holds significant right-of-use
assets in relation to leased properties.
The property portfolio has been further
simplified, significantly reducing the
square footage required. The right-of-use
assets have consequently been impaired.
In addition, assumptions made in
previous years regarding the ability to
sublet have been revisited. There are
significant estimates and assumptions
used 1 the impairment review.

In light of the changes in use of
Pearson's property assets from own use
to sublet, the classification of property
assets has been assessed resulting in
recognition of cortain assets as
investment property in 2022.

— The Committee monitored the Group’s

property strategy during the year to determine
If there were impairment triggers. The
Committee considered the results of the
Graup’'s property impairment reviews with
specific focus on the 80 Strand and Hoboken
propeérties. Key assumptions - including
potential rental value, expected sublease
durations and terms such as rent free periods
- were reviewed and challenged. The
Commitree considered the adequacy of related
disclosures. The Committee noted the input of
third party property specialists in deterrmining
the key assumptions.

The Committee reviewed the assessment of the
property assets against the aiteria W be
classified as investment property.

— The Committee is satisfied with the results

of the property iImpairment reviews and the
subsequent impairment charges recognised
in the tnCcome statement,

— The Committee is satisfied that the

charges relate to @ major restructuring
programme and so meet the Group's
criteria to be excluded from adjusted
performance measures,

— The Commuttee is satisfied with

the disclosures relating to
property impairments.

— The Commuttee is satisfied with the decision

to classify certain property assets as
investrent property and the disclosures
relating to this classification.

Tax

uncertain tax positions.

In 2027, Pearsan paid £105m (including
interest) in relation to the EU state aid
matter and at that ume the amount was
recognised as an asset as it was
expected to be recovered in due course.
In 2022, the EU General Court dismissed
the appeal made by the UK Government
in relation to this matter. As a result of
the dismissal, Pearson have concluded
that a provision is now required in
relation to this 1ssue,

In 2022, Pearson have released tax risk
provisions totalling £72m following the
expiry of the statute of limitations for
certain periods in the US

Changes te, and the application of, tax

legislation continues to be a complex
and judgemental area.

The Committee considerad various
developments during the year, including
Pearson's ongoing response (o the European
Commission's decision that the UK's Finance
Company Partial Exemption rules constituted
state aid ('EU state aid} The Committee noted
that the EU General Court dismissed the UK
Government’s appeal 1n relation to the EU state
aid matter and concur with management that a
provision is now required for this item.

The Cormmittee reviewed the release of the
tax risk prowisions resulting from the expiry of
the statute of limitations, including the
presentation of these items within adjusted
and statutery earnings.

= The Committee is satisfied with Pearson's

approach to managing the impact of tax
legislation changes and agreed with the
views of management regarding tax
provisioning levels.

— The Committee is satisfied with Pearson’'s

approach to the EU state aid matter
including the provision made in relation to
amounts paid in 2021 and ongoing
disclosure about this matter.

— The Commuttee is satisfied with the release

of US tax provisions and the presentation of
the items vathin the income statement.

in unlisted securities
Pearson holds investments in unlisted
securities. Historically, all of these
investments have been classified as fair
value through other comprehensive
income. On further review of limited life
funds the classification for certain funds
has been changed to tarr value through
profit and loss.

The change in classification represents
an error in the prior year accounts and
prior year comparative numbers have
been restated.

e Committee cansidered the classification o
certain limited life funds held by Pearson and
agreed with the reclassification.

The Committee considered the need for
restatement of prior year comparative
numbers considering both quantitarive and
qualitative factors.

The Comrmittee reviewed the disclosures
relating to the restatement.

The Committee reviewed the control
implications relating to this matter.

reclassification of certain unlisted securities,

— The Committee agreed with the requirermnent

to restate comparative figures based on
guantitative size but reviewed and agreed
with management’s determination that the
qualitative factors suggest this 1s not a
material itern to users of the accounts.

— The Committee is satisfied with the

accounting treatment i the current year
and the disclosures related to the
restaternent of comparative figures.

— The Cemmittee were satisfied that the

cortrol deficiency has been remediated.
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Directors’ remuneration report

Image removed

Sherry Coutu - Committee Chair

Key messages from the Remuneration
Committee

During the year, the Committee undertook a
comprehensive review of the Directors’ remuneration
policy, which is due for its triennial renewal at the 2023
AGM. Following extensive consultation with shareholders, it
was determined that a conventional UK incentive structure
would be retained but with maodifications to quantum and
enhancement of key UK governance features.

The Committee also reviewed the implementation of the
Directors’ remuneration policy for 2023, in particular the
performance framework, to ensure it appropriately
supports delivering Pearson's forward-looking strategy.

The Cornmittes spent significant time during the year
caonsidering the inclusion of strategic and ESG prionties in
incentives and benefited frem insights provided by Annette
Thomas given her key role on Pearson's Reputation &
Responsibility Committee. We will introduce a new £5G
metric into the LTIP and remove digital sales from the AlP.

As Committee Chair, | engaged extensively with shareholders
and their advisers throughout 2022, and all feedback received
was considered by the Committee when finalising the
Birectors’ remuneration policy and its implermenitation

for 2023

The Committee considered performance outcormes for
2022. The annual incentive outcome for Executive Directors
is 76% of maximum reflecting strong financial and strategic
progress delivered in 2022, The long-term incentve granted
N 2020 will vest at 58% of maximum considering the
profitable growth and shareholder value created over the
three-year performance periad.

A thorough rewiew was conducted ahead of the release of the
second tranche of the co-investment award for the Chief
Executive, considering performance underpins, broader
company performance, and stakeholders' experience and it
was determined that this tranche should vest in full.

The Committee remains facused on ensunng remuneration
policies and practice for all Pearson's colleagues are
cansistent with our need to attract and retain the right
talent for our digital future, and are appropriately aligned to
our forward-looking strategy, our purpose, and our mission,
vision, and values,

During the year, | engaged with colleagues an executive pay
and wider reward matters through several channels,
inciuding the Employee Engagement Netwark.
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Terms of reference

The Commiittee's terms of reference are in line with the 2018 UK
Corperate Governance Code and are available on the Governance
page of our website at pearsonplc.com (a summary of the
Committee's responsibilites is on page 111).

Board Committee attendance

There were 7 scheduled meetings of the Remuneration Committee in
2022, Attendance by Directors was as foliows.

Committee members Meetings attended
Sherry Coutu CBE I i
Esthertee’ Bl
Tmscoe B 717
S|dney Taurelz T e 2/'—2
Annette Thomas® T 33

1 Fsthier Lee joined the Remuneraton Cormmittee on 1 Apnl 2022,

2 Suadney Tawel stepped down fror Pearson's Beaird el the Remunet aiion
Commutles at the AGM on 23 April 2022,

3 Annette Thomas Jomed te Remuneration Committee on 1 August 2022,

Dear Shareholder

On behalf of the Board, | am pleased to present the 2022 Directors’
remuneration report, which includes our 2023 Directors’
remuneration policy. .

Pearson completed 2072 ahead of original expectaucns. The Group
delivered & robust financial performance, with underlying sales up
S% and an underlying increase 1N adjusted operating profit growth of
11% as well as being on-track to deliver significant cost efficiencies

In 2023.

Pearson made strong strategic progress over the year, including

reshaping the portfoho for growth, adding capabilities and increasing
interconnectivity between divisions to unlock synergies and build

further lifelong learning potential. The Company's strong strategic,

operational, and financial progress was reflected in the share price

and value delivered to our shareholders. Pearson ended the year as

one of the top performers in the FTSE 100, delivering a toral '
shareholder return of over 50% in 2022,

The work undertaken by Andy Bird and his new executive team over

the last two years has ensured robust digital foundations for the next

stage of Pearson’s journey which will enable new digital products and

services to be brought to market at pace. Going forward, Pearsan

intends to capitalise on the momentum to date and continue to

accelerate the growth of the business through its connected

commercial and consumer strategy. !

Directors’ Remuneration Policy review

in Iine wath the normal three-year cycle in the UK, Pearson's Directors’
remuneration policy will be subject to shareholder vote at the 2023
AGM. In advance af this, the Commuttee has spent significant time
rigorously reviewing the Directors’ remuneration policy and its
implementation to ensure it remains fit for purpose as Pearson looks
1o the future, This review considered Pearson's renewed strategy, the
strong performance of the business, and the views and expectations
of our shareholders, their advisers, and other stakeholders,

Andy Bird was appointed Chief Executive shortly after the approval of
our existing Directors’ remuneration policy at the 2020 AGM. Under
his leadership, Pearson attracted several new experienced individuals
1o lead the business and the whcle organisation is energised and
focused on executing our new strategy. Additionally, Pearson has
moved from near the foot of the FTSE 100 to around 60 due to the
significant increase in market cap during 2022.



The continued execunon of the renewed digital-first strategy, through
which Pearson aims to deliver innovative digital learning products
through an integrated commercial and consumer strategy, demands
a highly skilled and experienced management team. Attracting and
retaining the correct calibre of talent has been and will remain crucial
in accelerating the growth of the Company and ensuning it 1s well
positioned to compete globally and capture market share.

North America is a key talent and growth market for Pearson and
critical to the future success of the business, Pearson needs to be
able to recruit and retain talent from this market, which generates
two-thirds of Pearson's total revenue, to deliver on its strategy.
However, remuneration practices in the US differ significantly from
the UK both in terms of guantum and structure, particularly with
regard tc long-term equity arrangements.

Highlighted by the appointrment of Andy Bird, the Committee believes
that the existing executive remuneration framewcrk does not
adequately act as an attraction, retention and incentivisation tool for
US talent. To secure his appointment, the Committes developed a
bespaoke one-cff co-nvestment award. This illustrates the challenges
of recruiting in the US market, and the Cornmittee is keen to ensure
that the new Lirectors’ remuneration policy appropriately rewards
the current Executive Directors, whose skills and experience will be
particularly sought after for their contribution, while also containing
additional flexibility to attract future talent if required aver the
three-year life of the Directors’ remuneration policy.

Inthis context, the Committee is proposing to implement a package
of changes to the Directors' remuneration policy and its
implementation for 2023.

Initially, the Committee considered various alternative incentive
framewarks, including a hybrid structure comprising both
performance shares and restricted shares, which is very common in
the US market, and operated by Pearson for senior management
below Executive Director level, Feedback from some investors
highlighted a continued preference for performance shares only, and
so the Committee determined that a conventional UK incentive
framework should be retained.

To support the attraction, retention and incentivisation of the critical
executive talent needed to deliver the forward-locking strategy and
ulumately the creation of long-term sustainable value for our
shareholders and other stakeholders, the Committee is proposing to:

— adjust the percentage that pays out under the Annual incentive
Plan (AIP) and Long-Term Incentive Plan (LTIP} for threshold
performance to 25% and 20% of maximum, respectively

— increase the Policy maximum opportunity level under AIP from
200% to 300% of salary

— increase the Policy maximum opparturity level under LTIP from
350% to 450% of salary

For 2023, itis proposed that the Chief Executive will participate in the
AIP and LTIP with maximum opportunity levels aligned to these
increased maximums. For the Chief Financial Gfficer, maximum
opportunity levels for 2023 will be increased to 200% of salary for the
AIP and 300% of salary for the LTIP {an increase from 170% and
245% of salary, respectively). See page 94 for further detatls on the
market data considered by the Committee 1n assessing pay
compettiveness at Pearsen,

The Committee believes that retaining a UK market-aligned
remuneration framework for the forward-looking Directors’
reruneration policy, but with increased opportunity levels, is the
best way to continue to drive a strong pay for performance culture
and respond to the needs of the global talent market for digital
innovators, whilst remaining mindful of the UK governance
environment and the views of our sharehoiders.

Performance framework

While the Directors’ remuneration policy contains sufficient flexibility
to adjust performance measures on an annual Basis, the Committee
took the opportunity as part of the Directors’ remuneration policy
review to undertake a full review of the performance framework to
ensure it continues to closely align to the forward-looking strategy.
Overall, the Committee considered that current performance
framework principles remain appropriate, although a number of
changes to how this is implemented are being proposed for 2023

Incorporation of ESG into the incentive framework

Pearson is a purpose-driven Comgany - we add lfe to a Iifetime of
learming through creating vibrant and enriching learning experiences
designed for real-ife impact, so everyone can realise the life they
imagine. We believe learning is one of the greatest forces for change
in the world, and as the world's leading learning company, we have a
duty to help drive that change and deliver against our purpose. The
strategy and priorities for the business are therefore anchored
around this, and evaryday actons and behaviaurs fave a strong
social impact.

The Committee spent a significant amount of time during the year
debating the most appropnate ESG measures for indusion in
incentives. The strategic element of the AIP already includes relevant
ESG priarities, and this wall continue for 2023, In terms of specific ESG
metrics, the AP will include two rargets for 2023 - one focused on
investing in a diverse pipeline and increasing representation of
employees from an ethnic minarity background at management
levels, and the other focused on achieving a step change towards our
2030 carbon reduction goal. Reflective of the importance of
delivering against our strategic commitments, the Committee chose,
for the first time in 2022, to prospectively disclose annual
performance targets in respect of strategic measures,

Asimilar approach has been taken in respect of ESG measures

for 2023,

inaddition to the AIP, taking on board feedback from our largest
shareholders and reflecting the fact that progression of our ESG
priorities 1s integral to long-term sustainable growth of the business,
Pearson 1s introducing an ESG measure into the LTIP for 2023 with a
weighting of 10%. For 2023, the ESG measure will centre on building
an inclusive cutture and increasing female representation at
leadership levels.

when considering specific ESG measures for incentives, the
Cormmittee wanted to ensure strong relevance to the strategy and
that measures should be quantifiabie. Pearson is dedicated to
creating bias-free content that reflacts the diversity, depth, and
breadth of all learners’ lived experiences. Within its content, Pearson
acknowledges its responsibility to demonstrate inclusivity and
incorporate diverse schelarship so that everyone can achieve their
potential through learning. In this context, an cngoing focus on
diversity, equality, and inclusion at all levels of the Company is
important — embracing diversity throughout our own organisation will
lead to a more diverse and representative Pearson product. The
Committee therefore considers it appropriate that such metrics are
included within both the AIP and LTIP. The focus of each measure
does however differ - the AIP considers ethnicity across a broader
managerment population, while the LTIP is focused on female
representation in leadership roles.

Proposed changes to other measures

For the AIP, it is proposed that the nperatng cash flow measure,
which has a weighting of 20%, is replaced with a free cash flow
measure. Free cash flow 1s a measure preferred by some investors as
it better correspends to the cashflows available to return to them,
The introduction of this measure reflects the importance of free cash
flow generation to Pearson’s fundamental value, and ensures
executives are incentivised to improve It
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The digital sales metric which formed part of the strategic AIP
measures in prior years will be removed for 2023. Considering the
growth in digital and digitally-enabled sales over the last five years,
and that this now accounts for around three quarters of total sales,
the Committee, with input from key shareholders, determined that
including both a sales metric and a digital sales metric within the AIP
was 1o jenger appropriate, The strategic element of the AP will
therefore focus solely on ESG measures for 2023, at the same
weighting as in 2022 (10% of the total AIP).

For 2023, 1IN response to the removal of digital sales, the weighting of
the adjusted operating profit measure will be increased to 40% to
further incentivise the drive for profitable growth. The Committee did
consider whether to include an additional strategic measure in place
of digital sales, for example, @ measure related to consumer
engagement or product effectiveness. It was however determined
that further work was required 10 ensure a sufficizntly robust metric
which could be linked to incentives, although the current intention
of the Committee is that such a metric will be incorporated in

future years.

Overall, therefore, for 2023, the AIP will be based 40% on adjusted
operating profit, 30% on sales, 20% on free cash flow and 10% on
strategic ESG measures. In line with normal practice, the Committee
will review its approach in advance of each financial year to ensure
that the balance of performance measures remains appropriate and
algned to the financial and strategic priorities of the Group.

For the LTIP, che majcrity of the awards will continue to be based on
adjusted EPS, relative TSR and a return measure, with these three
measures equally weighted at 30% each The intreduction of the new
ESG measure, as described above, accounts for the remaining 10% it
is however proposed that, from 2023, Return on Capital replace net
ROIC as the return measure. Return on Capital 1s considered a maore
appropriate and simpler measure for the business in terms of
measuring how efficiently returns are generated from cur asset base
and is mare consistent with the appreach taken by ather companies
in the market,

The Committee also carefully considered the peer group against
which to measure relatwe TSR performance, reflecting on whether a
bespoke peer group, international index or a sector-specific index
should be used instead of or alongside the FTSE 100. Intially, it was
determined that the FTSE 100 should be retained given its simplicity,
the fact that Pearson is a constituent of the FTSE 100 and subject to
sirilar market dynamics as other global UK-listed companies.
Further, the Committee was mindful of the challenges of identifying
either an appropriate bespoke peer group or a defined sector group
or index which adequately reflects Pearson's business mix and
UK-listing.

Heowever, dunng the shareholder consultation exerase, it became
clear that shareholders held a broad range of views a refation to the
mgost appropriate TSR comparator group for Pearson. Whilst it was
generally recagnised there is no "perfect” comparator group, some
preferred the simphcity of the FTSE 100 whilst others thought an
international or sector-specific comparator group would maore closely
reflect Pearson's strategic ambition. The Committee therefore
re-visited its initial deliberations, and to balance the various
perspectives, it has ultimately been determined that a hybrid
approach will be taken - 50% of the TSR element will contimue to be
measured relative to the FTSE 100 while the other 50% will be
measured relative to the S&P 500 For both the FTSE 100 and S&P
500, certain sectors - finanaal services, energy, basic materials,
utilities and healthcare - will be excluded as companies within these
sectors are subject ta very different market forces 1o Pearson and
are therefore not considered relevant comparators.

Target-setting for 2023

One of Pearson's remuneration principles, which apply across the
whole arganisation, centres on pay for performance, and this 1s
actively considered by the Committee when determining targets. For
2023, in ine with usual practice, a robust target-setting process has
been followed considerning Pearson's strategic plan as well as analyst
consensus to reflect market expectations.
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This year, the Committee also considered the increased oppaortunity
levels under the Directors’ remuneration policy tc ensure that any
pay-out will appropriately reflect the performance delvered and
ultimately value created for our shareholders. For maximum pay-out,
performance must be significantly in excess of current market
guidance. Overall, the Committee believes that the 2023 LTIP targets
are appropriately stretching in the context of the business and
external environment and would only result in significant value
delivered to management where there has been significant value
created for shareholders and other stakeholders. See page 99 for full
detalls of 2023 LTIP targets,

The Committee has a strong focus on pay for performance and a
robust track record of setting stretching targets, as demonstrated by
the targets set in recent years and subsequent incentive outcomes
The approach taken this year is no different.

Shareholder engagement

Over the last year, as part of the Directors' remuneration policy
renewal, the Committee has engaged extensively with sharehalders
and shareholder representative bodies. | would perscnally ke to
take this opportunity to thank all those who took the time to engage
with us and provided feedback on the executive remuneration
approach at Pearson. As always, your feedback is invaluable.

Since the introduction of the one-off coanvestment award, which was
designed te secure the appointment of Andy Bird, a significant
minority of shareholders have continued to vote against Pearson’s
remuneration resolutions, including the 2021 Directors'
Remuneration Report at the 2022 AGM. The Commuttee is naturally
disappointed with this outcome, but equally 15 commutted to ensuring
Pearson has an executive remuneration framework which allows it to
be competitive.

When developing the new Directors' remuneration policy, the
Committee took a phased approach to shareholder engagement,
initially seeking the views of our major sharehclders on the direction
of trave!, before puilding out more detalled proposals. These initial
conversations with shareholders in June and July 2022 resulted in the
Committee deciding to retain the existing incentive framework rather
than pursue an alternative.

COverall, the Committee received feedback from, or directly engaged
with, approximately 55% of Pearson's ownership as well as the key
proxy advisors. We highly value the inputs and views of all
shareholders and their advisors and have taken these into account
when finalising our approach. Itis worth highlighting, however, that
throughout the engagement process we received a broad range of
feedback, with the views of individual shareholders often differing,
and as a result it 1s not necessanly always possible to meet the
preferences of all sharehclders.

It my corversations, there was a general understanding of the
challenges faced by Pearson - the need, despite being a UK-listed
company, te develep an executive remuneration framewark which
adequately acts as an attraction, retention and incentivisation tool for
US talent given that North America s a key talent and growth market
for Pearson, and cnitical to its future success. That said, the
engagement exercise highlighted specific areas of concern for some
shareholders, and reflective of this, the Committee has modified its
propasals. This includes:

— Introduction of annual bonus deferral. In response to
shareholder feedback, the Committee determined to introduce
annual bonus deferral where an Executive Director has not yet
met the relevant shareholding guideling. In such crcumstances, it
1S proposed that an Executive Director would defer a third of any
bonus earned into an award of Pearson shares for two years

— Increase in shareholding guidelines in line with increased LTIP
opportunity. Several shareholders noted that considering the
proposed increase in LTIP oppartunity they would expect a
corresponding increase in shareholding guidelines, strengthening
the aignment of Executive Director interests with those of
shareholders. The Cormmittee is therefore proposing that
shareholding guidelines will increase to 450% of salary for the



Chief Executive Officer and 300% of salary for the Chief Finangial
Officer, in line with the proposed annual LTIP award levels.

— Reduction of LTIP threshold to 20% of maximum. Our original
proposal was to increase the LTIP percentage that pays out for
threshold performance te 25% of maximum for all measures in
line with market norms. However, combined with an increase in
the maximurm LTIP opportunity to 450% of salary, this resulred in
a threshold vesting level in excess of 100% of salary. Mindful of
the higher opportunity level, but in line with the original intentan
to align the threshold vesting percentage across all long-term
metrics, the Committee is now proposing to reduce threshold
vesting to 20% of maximum. This will mean that for threshold
performance, LTIP vesting would be 90% of salary for the CEO as
oppased to 112.5% of salary.

— Re-balancing of LTIP measures. Shareholders expressed a
range of views tn relation to long-term performance measures,
particularly in relation to our ariginal proposal to reduce the
weighting of Return on Capttal in favour of TSR and EPS. Mindful
of this feedback and the focus on capital allocation as Pearson
looks to grow for the future, the Committee determined that TSR,
EPS and Return on Capital should be equally weighted within
the LTIP.

Sharehaolder feedback alse informed the Committee's decisions in
relation to the TSR comparator group and Executive Director salary
increases for 2023

Pearson remains committed to a constructive and positive
relationshup wath all its shareholders and their advisers and will
continue to engage widely as appropriate going forward.

incentive outcomes for 2022

2022 AIP and 202C LTIP

The strong finanaal and strategic progress deliverad in 2022 resulted
in a formulaic AIP outcome for Executive Directors of 76% of
maximum. Overall, the Committee was satisfied that the formulaic
outcome was reflective of the performance achieved.

The LTIP granted in 2020 will vest In 2023 at 58% of maximum
reflecting profitable growth and shareholder value created over the
three-year performance period. Cnly the Chief Financial Officer
participated 1n this award, and shares vesting will remain subject to a
two-year holding period.

As disclosad in the 2020 Directors’ Remuneration Report, rindful of
the share price volatility at the time the 2020 LT|P was granted, the
Committee exercised its discretion to use a five-day average share
price to 1 March 2020 (573.72p) rather than the share price prior to
the date of grant in May (459.80p). This resulted in approximately
55,000 fewer shares being granted to the Chief Financial Officer.

The Committee considered that the overall vesting outcome reflected
the performance of the business over the three.year pericd, in
particular the success of the new strategy, and therefore no further
discretion was applied,

Second tranche of the Chief Executive's
co-investment award

The second tranche of the one-off co-investment award granted to
Andy Bird to secure his appointment vested following 31 December
2022, Vesting was subject to achievement of performance underpins
linked to strategic progress and there being na significant ESG issues
resulting in significant reputationat damage. These underpins are
intended to guard against payment for failure, ensuring the
Committee can reduce vesting if in its opinion the performance of
the business or the individual does not support this

The Comrmnittee undertook & rigorous assessment of the relevant
performance underpins as well as a holistic review of broader
Pearson performance and the experience of all stakeholders.

Inits assessment, the Committee followed the framewaork developed
and disclosed in grior years. Overall, the Committee determined
that the second tranche of the award would vest in full and full
disclosure of the Committee’s deliberations in this regard is on
pages 103 and 104.

Shares vesting remain subject te a holding period until 31 Decernber
2023. The final tranche of the award wili vest following 31 December
2023 subject to the relevant performance underpins, which include
an additional TSR underpin, and Andy Bird's continued employment
at the vesting date.

Salaries for 2023

For 2023, salary levels for Executive Directors were considered in the
context of general econormic and market conditions, the level of
increases made across the Company as a whole, and individual
performance. In addition, the Committee recognised that Andy Bird
had not had an increase in his salary since his appointment in 2020
and that, from an overall package perspective, his remuneration is
significantly betow US levels, Mindful of this, and the exceptional
performance of the Company since his appointment, the Committee
felt that t would have been warranted to increase Andy Bird's salary
significantly, and consulted with shareholders on this basis.

However, cognisant of the current external environment, which over
the last year has steadily become more challenging for our broader
employee population wha are more exposed to high levels of
inflation and the associated cost-of-living pressures, and shareholder
feedback and guidance 1n this area, the Committee determined that
the salary Increase for Andy Bird should be 3.5%, in line with the
average salary increase awarded to the US workforce and below the
average rate for the UK workforce and Pearson as a whole.

The salary for the Chief Financial Officer will be increased by 4% in
line with the average increase for the UK workforce.

Remuneration across Pearson

Pearson's remuneration principles are consistent across the
organisation and are designed to support Pearson's culture and to
make Pearson an employer of choice and able to attract and retain
talent to execute our digital-first strategy. Remuneration across the
workforce is designed to reflects the role, skills and experience, and
performance of any relevant individual as well as local market
practice. Many of the features of our Directors’ remuneration policy
apply maore broadly, for example, cver half of all Pearson employees
(€.11,200 employees) participated in an AIP during 2022 which was
funded based on sirmilar performance measures es used for
Executive Directors.

Mindful of the energy crisis which has had a disproportionate impact
on Pearson's lowest paid employees in the UK and elsewhere in
Europe, Pearson made a ane-off cost-of-living payment equal to
£1,000 or £1,000 to these individuals at the end of 2022, As a global
company, Pearson monitors the impact of external worldwide events
on pay competitiveness and makes adjustment where appropriate
to ensure employees are rewarded fairly for their contribution, for
example, targeted pay solutions have been implemented in

markets suffering from acute inflationary pressures such as Sri Lanka
and Turkey.

The Committee receives regular updates on talent matters and wider
workforce considerations and actively considers the approach to
reward throughout the organisation when determining executive
remuneration. In additon, the Cormmittee closely reviews relevant
pay ratics and pay gaps and supports efforts to make progress
against these metrics, Last year, to ensure a more proactive
approach and enable a two-way conversation, the Employee
Fngagement Network held a discussion on reward and incentives
at Pearson. The EEN met to discuss how the annual bonus plan

s tunded and how we seek to achieve alignment between
Execunive Directors and the wider workforce through the use of
cONsistent measures.

I would like 1o thank shareholders for their continued support at the
2023 AGM in relation to both our 2022 Directors’ remuneration
report and 2023 Directors' remuneration policy.

Sherry Coutu, CBE

Chair of Remuneration Committee
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Directors’ remuneration report continued

Pearson’s Remuneration
Framework At a Glance

Remuneration principles

Pearsomr's rermuneration prinaples govern pay for the whole organisation. We have developed remuneration arrangernents for our Executive Directors
with these pririciples in mind.

1

Aligned to
longer-term
strategy

Reward is linked to
achieving Pearson's
longer-term
strategy, growth,
and sustainability

2

Pay for
performance

Remuneration
framework and
outcomes are
aligned with
performance

3

Market
competitive

Pay levels are
market competitive,
based on role,
grade, and
contribution, and
ensure indwiduals
are fairly rewarded
i line with the

4

Targeted
differentiation

We operate
targeted
differentiation

of reward across
our employees,
linked to talent
and performance
management

5

Tailored

Cur approach

to reward is tailored
N certain
cIrcumstances to
address a speafic
market/business
rneed, and is
consistent with our
underlying reward

6

One part of the
employee value
propaosition
Remuneration 15
one part of our
broader employee
value proposition
- and not the only
reason to wark for
Pearson

market

philosophy

Our Directors’ remuneration policy and its implementation supports
our Company purpose of adding life to a lifetime of learning, our
strategy and ultimately the delivery of long-term sustainable value
for all stakeholders, including our shareholders,

In developing the forward-looking Directors’ remuneration polcy,
the Committee had due regard ta the principles outhined within
the UK Corporate Governance Code.
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Pearsan’s remuneration principles, as set out above, align with
our culture and position us as an employer of choice, so we can
continue to artract and retain the right talent, and support our
digital future, We recognise that remuneration is only one part
of Pearson's employee value proposition

Qur forward-looking executive remuneration framework s
designed to be simple, with total remuneration made up of
fixed and performance-linked elements, supporung different
strategic objectives

Our remuneration framework and outcomes are designed to be
aligned with performance:

— Selected performance measures for the AP (Annual incentive
Plan} and LTIP {Long-Term Incentive Plan) are key to achieving
the Group's strategic objectives. The Committee reviews
performance measures annually to ensure they incentivise
appropriate management behaviours and goals

— The Commuttee carries out a robust target-setting process
each year, considenng Pearson's strategic plan, as well as
analyst consensus to reflect market expectations. This results
in stretching, yet achievable, AIP and LTIP targets

— Maximum awards under the AIP and LTIP are capped and
dearly disclosed in our Directors’ remuneration policy
alongside predictions of how the Directors' remuneration
policy may apply in varous perforrmance scenarios
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— When determining pay-outs, the Committee considers
whether the outcome reflects overall company performance
and the experience of stakeholders over the period, including
shareholders and colleagues If not, it has the discretion to
adjust outcomes

The Committee 1s mindful of reputational and other risks
when implementing the forward-looking Directors’ remuneration
policy and determining outcomes for Executive Directors and
senior management. Pearson has safeguards in place, such as
malus and clawback provisions and a two-year LTIP holding
period, as well as robust shareholding guidelines, which extend
post-employment.

Befare signing off the Directors' remuneration repert, the
Comrrittee reviews drafts and inputs to clarify our disclosures.
In renewing the Directors’ remuneration policy this year, the
Committee engaged extensively with shareholders to ensure
they fully understood the rationale for change, and to give them
the coportunity to feed Into the decision-making process and
inform final conclusions.



2023 Directors’ Remuneration Policy

The 2023 Directors’ remuneration policy will be subject to shareholder approval at the AGM to be held on 28 April 2023, This section cutlines key
changes to the Directors’ remuneration policy following the Remuneration Committee’s extensive review over the last year. The 2023 Directors’
remuneration policy is set cut in full on pages 112 to 119,

Key changes to Directors’ remuneration policy

Key features of the 2020 Directors’ remuneration policy

Outline of proposed changes for 2023

Salary

Allowances and

benefits

Retirement
benefits

Annual
incentive

Long-term
incentive

Shareholding
guidelines

Base salanes reflect level, role, skills, experience, the competitive
market and indwidual contribution,

Base salaries are normally reviewed annually, with any increases
normally in ine with typical increases awarded to other

Reflects the local compettive market and may include travel-
related, health-related and risk-related benefits as well as any
other benefits provided to the majority of employees.

The Committee may introduce other benefits if it is considered

LEPRIOPMIEte 10 dO SO, e
Employees in the UK, including Executive Directors, are eligible

to join the Money Purchase 2003 section of the Pearson
Pension Plan.

The Committee has discretion to put in place retirement benefit
arrangements in fine with local market practice.

Executive Directors, who opt out of the pension, can receive a
cash allowance of up to 16% of base salary, in line with the
maxirmum company contribution as a percentage of salary that

Maximum oppartunity of 2009% of base salary.

Based on the achievernent of annual business goals and strategic
objecrives, with financial metrics accounting for at least 75% of
total opportunity.

Normalty no payout for threshold performance, with 50% payable
for on-target performance.

Discretion to adjust formulaic outcome where this does not
reflect underlying perfarmance.

Awards paid fully in cash.

Malus and dawback provisionsapply.
Maximum opportunity of 3509 of base salary.

Based on achievernent of targets for earmings per share, a return
on Measure and relative total shareholder return (weighted
equally) over a three-year performance period

Discretion to adjust formulaic outcome where this does not
reflect underlying performance.

Awards are subject to a post-vesting holding period of two years

Malus and clawback provisionsapely.

Curront in employmoent guidclines of:
— 300% for the Chief Executive
— 200% for the Chief Financial Officer

_Post-employment shareholding guidelnes apply.

No changes to policy

No changes to policy

Increase in maximum opportunity to 300% of base
salary. For 2023, maximum opportunities are:

— 3009 for the Chief Exetutive

— 200% for the Chief Financial Cfficer

Increase in payout for threshold performance to 25%
of maximum.

Introduction of bonus deferral where shareholding
guidelines have not been met.

Increase in masimurm opportunity 10 450% o base

salary. For 2023, maximum opportunities are:

— 450% fer the Chief Executive

— 300% for the Chief Financial Officer

Proportion of award that vests for threshold aligned
at 20% across all performance measures.
Intreduction of ESG into the perfarmance framework.

Nochanges to pelicy

Increase in in-employment guidelines

in line with increase LTIP opportunity:
— 450% for the Chief Executive
— 300% for the Chief Financial Officer
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Consideration of market data in assessing pay competitiveness at Pearson

In determiring the 2023 Directors’ remuneration policy proposals and their implementation, the Remuneration Committee considered remuneration
levels at comparable companies bath in the UK and US. The approach to market data was to consider multiple different reference points, including
those described below, to provide a rounded view of overall positioning against the market. The Committee has not sought to follow any specific
market reference and is mindful that, whilst the primary talent market is likely to continue to be the US, Pearson is a UK-listed company
and operates a UK market aligned remuneration framewaork,

Market reference points

— Executive Directer remuneration in UK-listed companies of a similar market capitahsstion te Pearson, the FTSE 41 to 100. This comparator
group recognises Pearson’s Londen histing, the fact that Pearson is a member of the FTSE 100, and that UK investors and proxy agencies
would likely consider compentiveness of remuneration levels at Pearson in this context primarily. Pearson is currently positioned c.60™ in
the FTSE 100 (based on a three-manth average market capitalisation). Market data for the FTSE 100 as a whole was also considered as an
additional reference point given Pearson's growth in 2022.

— Executive Director remuneration in US-listed companies of a broadly similar financial size and in a similar sector to Pearson. This
comparator group included companies in the broadcasting, interactive media and software sector with similar revenue to Pearson. It
considers what Executive Directors are paid in broadly similar US-listed companies, although it does not directly align to Pearson's
talent market,

— Remuneration in US-isted comparies more closely aligned to Pearson's talent market and strategic ambitions, This comparator group
comprised US technology, communications, and consumer discretionary companies, in particular those that are at the forefront of
transformative, innovative plays withun technaology and digital, based on the Nasdaq-100 Index. Recognising, however, that many of these
companies were materially larger than Pearson in terms of financial size, rather than considening remuneration levels for the CEO role, the
market data considered was for roles reporting into the CEO (primarily heads of business units or Chief Executives of subsidiary
businesses) which 1s analogous to Andy Bird's previous executive role. This data was only considered in respect of the CEO role at Pearson.

The Committee 1s mindful of the views of many investars in relation to setting executive pay solely based on market data as well as views on using
international peer groups. The Committee therefore wanted to take a balanced and thoughtful approach which incorporates the views of all key
stakeholders
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Pay positioning

Overall, the intention of the Committee was to ensure a package for the Chief Executive which was competitive considering Pearson's primary talent
market. White it is acknowledged the proposed package for the Chief Executive is towards the top end of market practice from a UK perspective, it is
within the broad range of pay received by executives below CEO level at relevant US-listed companies whom Pearsen might look to approach for future
Executive Director roles - total compensation for such roles typically ranged c.$4mto ¢.$17m at target. This is still well below that of CECs at similarly
sized US comparies.

r Chief Executive Officer | | Chief Financial Officer

| UK positioning I I US positioning | | UK positioning I [ US positioning

Salary

Towards the top end of
UK practice

Within US market
competitive range
for CEO roles

Within UK market
compettive range

Within US market
competitive range

For CEO roles, the market data illustrated that annual bonus opportunity levels in the US were around double
opportunity levels in the UK. The same picture is not however true for other executive roles, where annual bonus
Annual bonus opportunity in the US is more closely aligned to, aithough still marginally higher than, UK levels.

opportunity

wiathin US market
competitive range

Within UK market
competitive range

Within US market
competitive range

Towards the top end of
UK practice

Long-term incentive opportunity is the key driver in the difference between UK and US remuneration leveis. Opportunity
levels in the US are many multiples of UK levels. For CEO roles in US-listed companies in a similar sector and of a similar

. financial size to Pearson, many receive long-term incentives with a target opportunity greater than 1000% of salary.
LTIP opportunity

Towards the top end of
UK practice

Substantially belows
Us levels

Towards the top end of
UK practice

Substantially below
US levels

Conclusions

The market data highlighted the stark difference in pay practices between the UK and US, and the Remuneraticn Committee applied careful
Judgement when considering how remuneration at Pearson should be positioned taking into account the various reference points as well as the
views of shareholders

The Committee determined, with input from sharehalders, that the incentive framework at Pearson for Executive Directors should continue to align to
typical UK practice, and as such incentives remain fully performance-linked, which is not typically the case in the US market where often a significant
proportuon of the long-term equity award is delivered i restricted stock with no performance conditions and over shorter time horizons. In addition,
annual bonus deferral and additional holding perieds on LTIP awards are uncommon in the US market,

Overall, while it is acknowledged that the 2023 Directors’ remuneration policy proposals and their implementation position Pearson
towards the top-end of the UK market, the Committee has not sought to match US quantum levels or market practice in terms of incentive
design or the overall remuneration framework.

illustrations of application of the 2023 Directors’ remuneration policy in different performance scenarios

Chief Executive (Andy Bird} 3000 Chief Financial Officer (Sally Johnson) £000

Chart removed Chart removed

Annual report and accounts 2022 Pearson plc 95



Directors’ remuneration report continued

Alignment of performance framework to Pearson's strategy

Adjusted Operating Profit (40%) A key financial performance indicator reflecting the underlying
operational performance of the Group, and measuring Pearson's
increased weighting for 2023 ability to retnvest.
Sales (30%) A key financial performance indicator and measure of
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, toplnegromtn.
Free Cash Flow {20%) A key financial performance indicator refiecting the importance of
Annual Free Cash Flow generation tc Pearson's fundamental value, and
Incentive Plan Replacing operating cash flow for 2023 ensures executives are incentivised ta improve cash flow.
Strategic measures (10%}) Specific objectives and targets selected annually to reflect
relevant strategic priorities of the Group at the time. For 2023,
Reduced weighting for 2023 this strategic element will focus on Pearson's ESG priorities, in

particular increasing representation of employees from an ethnic
minority background at management levels and achieving a step
change towards Pearson’s 2030 carbon reduction goal.

Relative TSR {30%) Total Shareholder Return (TSR) I1s a measure of value created for
Changes to TSR peer group for 2023 our shareholders. Following a review of the peer group against
which TSR 15 assessed, a hybnd approach will now be used to
better reflect Pearson's strategic ambitions. For 2023, TSR will be
measured relative to:
— 50% versus FTSE 100 {excluding certain sectors)

— 50% versus S&F 500 (excluding certain sectors)

Companies within financial services, energy, basic materisls,
utilities and healthcare sectors will be excduded as these are
subject to very different market forces to Pearson and therefore
not censidered relevant comparators.

EPS (30%) A key financial performance indicator used by management to
evaluate performance and by investors to more easfy, and
congistently, track the underlying operational performance of the
Group over time.

Return on Capital (30%) A key financial performance indicator measuring how efficiently

Replacing net ROIC for 2023 Pearson generates returns from its asset base. This 13 considered
a rmore appropriate and sirmpter measure for the business
compared to net ROIC, and more consistent with the approach

Long-term
Incentive Plan

ESG (10%) Pearson Is a purpose-driven Company, and everyday actions and

Introduced for 2023 behaviours have a strong saclal impact. Progression of our ESG
priorities 1 integral to long-term sustainable growth of the
business. For 2023, the ESG measure will centre on building an
inclusive culture and increasing female representation at
leadership levels

Discretion framework

when determining performance outcomes, the Remuneration Committee has the ability to adjust payments up or down if it believes that the outcome
does not reflect underlying financial or non-finanaal performance or if such other exceptional factors warrant doing so In making this determination
the Remuneration Committee applies the following framework.

Formulaic outcome Are there any

Is this consistent

consi i N N -
erfocr,msagizcgrsus with the wider exceogii:: :\l;ents
perterm stakeholder P .
existing targets 1o be taken into

experience?

and underpins consideration?

Are there any Are cutcomes

15 this consistent L .
with overall significant cufFu re, appropriate or
Company ESG_ or operational §hould an
performance? issues to be adjustment be
’ considered? considered?
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Performance in 2022

A year of strategic and operational progress

Revenue Adj. operating profit Operating cash flow Adjusted EPS Net debt Dividend per share

£3,841m || £456m £401m 51.8p £557m 21.5p

5% underlying 11% underlying 3% growth 48% growth 59% increase 5% increase
adjusted growth adjusted growth on prior year an prior year on prior year due on prior ygar
on prior year on prior year to £350m share

buy back

Strategic highlights

— Significant organic investment, bringing new capabilities

— Acquisitions, including Mondly and Credly ta support growth across the Pearson ecosystem

— Completion of the strategic disposal of Pearson's International Courseware local publishing businesses
— Launch of 18 study channels on Pearson+

— Launch of new people strategy with a focus on engagement and high-performance

— Announcement of £120m of cost efficiencies, accelerating impraved margin

Generation of significant returns for shareholders

Pearson TSR performance versus FTSE 100 over 2022

Chart removed

Executive remuneration outcomes for 2022

Chart removed Chart removed

Mote 1 Target assumes AP and | TIP oLTeome at 50% of maximum
Nore 2 Tre vesting of the second Liencne of the Chiefl Executive's co imvenument award is notincluded in the above illustratizn
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Directors’ remuneration report continued

Implementation of executive remuneration framework for 2023

Base salary Andy Bird - $1,293,750 (3.5% increase)
Sally Johnson - £557,225 (4% increase)

The salary increase for the Chief Executive 1s ine with the average salary increase awarded to the US workforce and
below the average fevel for the UK workforce. The salary increase for the Chief Financial Officer 1s in line with the
increase for the UK workforce.

Allowances and benefits No change for 2023,

Executive Directors will continue to recewve travel, health, and risk-related benefits. Andy Bird will also receive a
contribution towards accommaodation Costs.

Retirement benefits For 2023, both the Chief Executive and Chief Financial Officer will receive a cash allowance of 16% of salary in lieu of
pension. This 15 afigned with the pension provision that UK employees of a similar age are eligidle to receive.

As described in relation to the Committee's review of the remuneration palicy for 2023, Pearson has retained a UK
remuneration framework for Executive Directars which does not reflect US practice in terms of plan design or pay
levels. It is therafore considered appropriate that a consistent UK approach is applied with regard to pensions for
the CEQ. For US employees below Board level, whilst pension arrangements are in line with local practice, Pearsan
adopts US pay practices more broadly - such as grants of restricted shares in addition to performance shares -
_________________________________________ which we do not for Executive Directors.
Annual incentive plan Maximum opportunities of:
— 300% of base salary for the Chief Executive

— 200% of base salary for the Chief Financral Officer

For 2023, the following balanced mix of financial and strategic measures will be used to determine any pay out,
wirh a third of any bonus paid deferred into shares for two years if an Executive Director has not met their
shareholding guideline.

Adjusted operatmg profit Sales Free cash flow Strategic measures

) 3O RO 0%
Threshold Target Maximum

Invest in diverse 2% increase in 5% increase in 10% increase in
pipeline and representation of representation of representation of
increase BIPOC/ BIPOC/BAME BIPOC/BAME BIPOC/BAME
BAME employees at employees at ermployees at
representation at all Manager level and Manager level and Manager level and
manager levels above above abave

+ maintain overall
gender parity as an
underpin

Reduce carbon 5% 1% reduction 2% reduction = reductwon
footprint - net

annual reduction

versus 2022

baseline as step

towards 2030 goal

As In previous years, we will apply a fmamma\ underpm to the strateglc measures. We will disclose financial targets n
full retrospectively following the end of the performance period.
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Implementation of executive remuneration framework for 2023 continued

Long-Term Maximum opportunities for Executive Directors are:
Incentive Plan — 150% of base salary for the Chief Executive

— 300% of base salary for the Chief Financial Officer
Performance measured over three years, with any shares vesting subject to an additional two-year holding period.

For 2023, performance measures and targets are as follows:

% of Payout at Paycutat  Payoutat
total Threshold Stretch Maximum threshoid stretch  maximum
AdjustedEPS | 30% 530p  630p | 680p  20% "6k 100%
“Return on 30% 85% 10% 11.5% 20%  65% 100%
Il e,
Relative TSR vs. 15% Mediar - Upper quartile 20% - 100%

FTSE 100 (exd.
O SO O O] e,
Relative TSR vs. 15% Median - Upper quartile 20% - 100%

S&P 500 (excl.
rertain sertars)

ESG 10% Improve gender  Achieve gender  Achieve gender 20% 65% 100%
representation parity at parity at all
at leadership leadership leadershig
levels overall levels in levels
vs 2022 aggregate (VP and above}

(VP and above) (VP and above)

Shareholding Shareholding guidelines are:
guidelines

— 450% of salary for the Chief Executive
— 300% of salary for the Chvef Financial Officer
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Directors’ remuneration report continued

Workforce remuneration
at Pearson

The Committee takes seriously its responsibilities concerning the oversight of remuneration policies and practices for the wider organisation. Our
remuneration principles are consistent for all our colleagues, and applied depending on business need, level, and geography.

The key difference in our executive remuneration, compared to the approach to remuneration across cur workforce, is that remuneration for cur
Executive Directors is more heavily weighted towards variable pay and linked to the delivering of strategic objectives.

Approach to remuneration across Pearson

Base salary Set considering economic factors, competitive market rates, rales, skills, expenencgﬁaﬁrj’dﬂlndw’jrgraﬁlrprer-rrformarmgg 77777777
Allowances and Reflect the local labour market in which colleagues are based.
benefits

All eligible colleagues (including Executive Directors) can participate in savings-related share acquisition programmes in the
UK, US and the rest ofthe world amd these are not subject to any performance comdmons

Retirement Reflect local market practice.
benefits

Pearson colleagues m the UK may participate in the same underlying pension arrangemenits as the Executive Directors,
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, subject to certain age bands and legacy arrangements

Annual incentives Around 11,200 cof(eagues participate in an Annual incentive Plan, which is funded based
on similar performance measures ta the Executive Directors.

-
All colleagues

) Ower half of all Pearson
Several other colleagues participate in alternative cash-based annual bonuses, such as employees participate in the

sales incentive and commussion plans, based on performance targets and profit-shares
where required for legislative reasons

annual incentive plan

Ltong-term Senior management participates in a long-term incentive arrangement “with both Alt colleagues
incentives performance shares and restricted shares, recognising the markets in which we
compete for talent. At other levels awards are typically made in restricted shares only. Around 4% of &ll Pearson

employees participate in

Approsumately 800 colleagues participate in the annual long-term incentive plan alang-term incentive plan

grant, who are selected based on their role, performance, and potential; with other
awards being made from time to trme on an ad-hoc basis 10 certain roles based on
market need.

During the year, the Committee receved reports from the Chief Executive and Chief Hurnan Resources Officer on pay and cenditions across Pearson,
and on the recruitment and retention expenence. We took these into account when deterrmining Executive remuneration. We have established
channels in place to inform our colleagues and help them understand how executive remuneration and wider pay policies are aligned, although we
continue to develop how best to engage with employees. Further detail on Pearsor's approach to employee engagement is provided on page 33.

Remuneration Committee Chair, Sherry Coutu, CBE 15 our designated workforce Non-Executive Director. She leads the Board's engagement with
colleagues, including attending meetings of the Employee Engagement Network (EEN). Annette Thomas, 3 member of both the Remuneraticn
Committee and Reputation & Responsibility Committee, also attended meetings of the EEN throughout the year, increasing Non-Executive Director
participation. Feedback received through the EEN 1s reported to the Board. Views and sentiment expressed by colleagues around matters relabng 1o
reward and culture are taken into consideration by the Remuneration Cormmittee when determining pay for senior management. Last year, to ensure a
more proactive approach and enable a two-way conversation, the EEN held a discussion on reward and incentives at Pearson. The EEN met to discuss
how the annua! bonus plan is funded and how Pearson seeks to achieve ahgnment between Executive Directors and the wider workforce thraugh the
use of consistent measures. See page 68 for mare on how the Board engages with emplayees.

The Committee also considers Pearsan’s gender pay gap and ethnicity pay gap in Great Britain. The Committee was pleased to note the improvement
1N Pearson's gender pay gap for 2022, which decreased to 117% (from 13% in prior year), however acknowledged there was stifl progress to be made in
terms of dosing the gap. Pearsan continues to review andg update its policies and practices relating ta the hiring, retention, and development of
women, as well as other diverse talent groups, to ensure equat opportunities for all its people. This year, in ine with the commitment as a signatory (o
the CBI Change the Race Ratio campaign, Pearson will voluntanly be publishing its ethnicity pay gap for Great Britain for the first time. Building an
inclusive culture and increasing diverse representation is one of Pearson's six strategic pillars, and reflective of the Company's commitments 1n this
area diversity targets have been included in both the AIP and LTIF for Executive Directors for 2023, Further details can be found within our fair pay
report which will be published ahead of the AGM
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Remuneration report for 2022

Certain parts of this report have beer audited, as required by the Large and Medium-sized Companies and Groups (Accounts and Reports) Regulations
2008 as amended. Those tables subject to audit are marked with an asterisk.

Single total figure of remuneration and prior year comparison*

Total aggregate emoluments for Executve and Non-Executive Directors were £10,738k 1n 2022, These emoluments are included within the total
employee henafit expense {in Note 5 to the financial statements page 159).

Executive Director ‘single figure' remuneration

The remuneration recewved by Executive Directors for the financial years ended 31 December 2022 and 31 December 2021 is set out below.

Cverall, the Committee constders that the Remuneration Policy operated as intended during 2022.

Executive Director ‘single figure' remuneration

Base salary

efits

Total remuneration

Andly Bird Sally Jehnsan
$000s £O000s

20214

Notes to single figure table*

Base salary

The base salary shown in the single figure table above reflects salary
paid in the financial year as a Pearsan Executive Director, Andy Bird 1s
paid in USD, and Sally Johnson is paid in GBP

Allowances and benefits

The breakdown of benefits is as follows for 2022:

Andy Bird Sally Johnson
$000s £000s
Tl R
Heath s o
R 2 ,,,,,,,,,

Accommodation 431 -

Travel benefits comprise car allowance and reimbursements of a
taxable nature resulting from business travel and engagements,
Health benefits comprise healthcare, health assessment and dental
care. Risk-related benefits comprise of life and other insurance
pohcies, Accommaodation benefits far Andy Bird relate to a
contribution towards the rental costs of an apartment in New York
used for business purposes. This cost is capped at $240,000 per year
{520,000 per month) prior to any taxes due. The gross value for 2022
is higher due to a higher tax rate compared to 2021,

In addition to these allowances and benefits, Executive Directors may
also participate in company benefit or palicy arrangements that have
ro taxable value and/or are available to all other colleagues in the
same location. Sally Johnson's fife cover is arranged under an
excepted policy on a similar basis to 6ther employees who are
affected by the lifetime allowance and have opted out of The Pearson
Pension Plan.

Retirement benefits
Further detall on retirement benefits is on page 105.

Annual incentives

The 2022 AIP for the Executive Directors was based on a mix of
financiat {80% weighting) and strategic measures (20% weighting).
The 2022 AIP resulted in a 76% of maximum payment for both Andy
Bird and Sally Johnson. Bonus is calculated using salary at 31
December 2022, 1n line with how bonuses are calculated for all
participants. More detail on performance metrics and performance
against targets in 2022 is on page 102,

Long-term incentives

The 2020 LTIP award was subject to perfarmance conditions
assessed to 31 December 2022, Performance targets were partially
met resulting in the award vesting ar 58% of maximum, The 2020
LTIP award for Sally Johnson was granted on 1 May 2020, based on a
share price of 573.7p {five-day average to 1 March 2020). The value
of the 2020 LTIP included in the single-figure table is based on a
three-month average share price to 31 December 2022 of 939 4p.
The proportion of the 2020 LTIP attributable to share price growth is
therefore £466,633 for Sally johnson. The Remuneration Committee
did not exercise discretion in respect of this share price apprecation.
For further details see page 102.

Co-investment award

The secend tranche of the cne-off investment award, granted to
Andy Bird to secure his appointment, was subject to performance
underpins assessed to 31 December 2023. It was determined the
second tranche of the award would vest in full. The value disclased,
which includes an additicnal amount equal to the value of dividends
payable on the shares vesting, is calculated using the share price at
the date of vesting (being 3 March 2023} of 893.5p and was
converted using a USD:GBP exchange rate of 1.2371 (average
exchange rate for 2022} The award was originally granted based on a
share price of 590.2p, and 50 $1,512k of the figure included in the
single figure table is attributable to share price growth. The award
has been satisfied using market-purchased shares and shares
retained after tax must be held until 31 December 2023 For further
details see pages 103-104.
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Directors’ remuneration report continued

Executive Directors’ annual incentive payments for 2022*

Andy Bird and Sally Jehnson were eligible to participate in the 2022 AIP. The following table summarises the performance targets (presented on a
consistent basis to the actual results, considering portfolic and currency movements) and performance against these targets, which resulted in a 76%
of maximum payout,

Overall outcome

Performance range Payout
Actual % of max bonus
% of total Threshold Target Maximum results opportunity

Performance against strategic measures

The targets and outcomes for performance against each of the strategic measures are shown in the table below.

Strategic priority Weighting Threshoid Target Maximum Outcome

Plan . Planplus2%  MetPlan plus 1.8% (9%)

Invest in diverse 50% fermnale and ethnic minority Threshold + 10% Achieved threshold of more
pipeline and representation in leadersthip Threshold + 5% increase in female than 5% increase in ethnic
increase development and mentoring increase in female and ethnic minority representation,
representation at programmes + 50% female and and ethnic minority  minority but less than 5% increase
management levels 20% ethnic minority representation  representation at representation at Iin fermale representation, at

5% i leadership succession plans VP level and above VP level and above VP level and above (1%)

Reduce carbon

footprint - net

annual reduction

versus 2021 baseline 5% 1% reduction 2% reduction 5% reduction 3.3% net reduction (4%)

Note Internal Audit provided an independent assossment of the result for the Committee.

Executive Directors’ Long-Term Incentive Plan award vesting for 2022*

In May 2020, Sally johnson was granted an LTIP award. This award is due to vest based on performance the business delivered over the three-year
period from 2020 to 2022. The targets and performance against these targets are as follows:

Performance range Vesting
e Percentage
Payout at Payout at Payout at Percentage of total
% of total Threshold stretch Maximum threshold stretch maximum Actual achievement award
Adjusted EPS  Athird .
ROIC o Athrd
Upper Ranked 10
Relative TSR . Athrd  Medan ...Quarle  25% : 100%  outof93 L. 100% ... 3%
100% Total 58%

Relative TSR was measured against the consgruents of the [ 158 100 a1 tne start of the performance pericg.

In determining T1e vesting nuicore, the Compmittee carefully considered the portfoliz cnanges aver the last tree years and made modost adjusimants to reflect the impact of triese, In
paricular the drvestment of vanous businesses under strategic review during the perfarmance penod  The adjusted a1 gets and adjusted resulty are preseared in ine table above Overalt
the impact on vesing was an Increase from 53% to 58% of maxinum. The Committee considers such adjusiments appropriate I ensure performance 1s measurad on a ke for-ike basis
and reflect e prmciples againsT whicn the original targets were set as tnese did net conuider tne impact of tne porzolio cnanges.

Overall, 58% of this award will vest on 1 May 2023, and its value is included in the single figure table on page 101, Shares vesting are subyject to an
additional two-year holding period to 1 May 2025.
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Co-investment award*

To secure the appointment of Andy Bird as Chief Executive, the Committee designed a one-off co-investment award. The grant of this award was
conditional on Andy Bird buying Pearson ordinary shares egual to 300% of his base salary, which he must continue to hold until 31 December 2023.
The co-investment award vests in three equal annual tranches, with shares vesting subject to a holding period until 31 December 2023

The vesting of each tranche of the award is subject to these performance underpins.

— an appropriate level of continued progress being made in relation to delivering Pearson's strategy, including the ongoing transition
from print to digital, and

— no significant ESG issues occurring, which relate to Andy Bird's tenure as Chief Executive, and which result in significant reputational
damage for Pearson

in addition, the vesting of the finaf tranche of the award is subject to the following TSR underpin:

— Pearson's TSR from the date of the announcement of Andy Bird’s appointment to 31 December 2023 is erther (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 will consider whether, and to what extent, a discretionary reduction
in the number of shares vesting is required.,

Assessment of performance underpins

The second tranche of the co-investment award vested as soon as practical following 31 December 2022. In advance of this, the Committee undertook
a nigorous assessment of the relevant performance underpins, reviewed broader Pearson performance, and evaluated the experience of all
stakeholders. The Committee followed the framework disclosed in the 2020 Remuneration Report.

Initial review of underpins

Progress in delivering Significant strategic progress was made during 2022 in the face of macroeconomic headwinds. This included:

Pearson’s strategy — Significant arganic investment, bringing new capabilities. For example: invested in new capabilities for Pearson+,
including Channels functionality; expanded reach of YUE rerote proctoring solution; launched Skills Accelerator,
deveioped MondiWWORKS capabilities 1o grow our presence In the enterprise language learning market.

— Acquisitions to support growth strategy across the Pearson ecosystem. These include Credly, Mondly, Navwy, and
ClutchPrep, and Pearson has also signed an agreement to acquire PDRIL

— Refinement of Pearson's portfolio through the completion of the strategic disposal of Pearson's International
Courseware local publishing businesses.

— The delivery of £120m of cost efficiencies, accelerating improved margin expectation.

— Launch of people strategy with a focus on engagement and high-performance

In 2022, there have been no ESG issues which, in the opimon of the Committee, have resulted in significant reputational damage.

Consideration of broader performance and stakeholder experience

Robust financial performance

Revenue Adj. operating profit Operating cash flow Adjusted EPS Met debt
£3,841m £456m £401m 51.8p £557m

5% underlying 11% underlying 3% growth 48% growth 59% increase

adjusted growth on adjusted growth an on prior year on prior year on prior year due to
prior year priar year £350m share buy back

Wider stakeholder experience

Shareholders

— Strong strategic, operational, and financial progress was reflected in Pearson’s share price and value delivered to shareholders.
Pearson ended the year as gne of the top performers in the FTSE 100, delivenng a total shareholder return of 57% in 2022

— Strong financial position has enabled Pearson to grow its dividend {up 5% to 21.5p in 2022), in line with Pearson’s commitment 1o a
progressive and sustainable dividend. The Board also approved a £350m share buyback programme in February 2022 to return capital
to shareholders.

— Pearson has strong and constructive relationships with its key institutional investors. Dunng 2022, Pearson held 373 meetings with 192
insututions, both virtually and in person.
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Directors’ remuneration report continued

Employees
— Launch of people strategy with & focus on engagement and high-performance,

— Refresh of non-financial KPis to measure how well Pearson is delivering on its people strategy, and to cover employee engagement, investing
in talent, and diversity, equity, and inclusicn.

Launch of a new employee engagement survey to better understand employees' needs and enable Pearson to benchmark itself globally.
In addition, Pearson launched a new digital employee experience platform to improve communication across Pearson. Over 70%

of colleagues participated i the new engagement survey (n 2022, and more than 34,000 users have already accessed the new digital
employee experience platform.

— Investment in learning, for example, manager upskilling and reskilling to drive engagerment and high perfarmance; new acquisitions such as
Credly to certify employee skills; development of leaders via McKinsey accelerator pragrammes; and coaching and Board mentonng
opportunities. Over 70% of Pearson's employees agreed or strongly agreed they had access to opportunities to learn and grow over the past
six months.

— Expansion of Pearson’s flagship Global Learning at Work week to a monthly series focused on prionty skills from the Pearson Capabilities
Framework featuring live and on demand sessions with external experts, Pearson authors, Pearson leaders as teachers, and curated learning
pathways and team guides to support self-directed learning

— Continued facus on building a culture of inclusion and increasingly diverse representaticn through inclusive learning experience for
employees, and 75% of participants on leadership development and mentoring programs were diverse,

— Evolution of Pearson's Employee Engagement Network, ensbling the Board to hear directly from employees and creating additional insight on
how to enhance employee satisfaction and engagermnent levels,

Customers

— Pearson+ registered users compared to prior year Fall grew to 2.83m (2021: 2.75m) , and there was a three-fold increase compared to prior
Fall sermester in Pearson+ paid subscriptions to 406k (2021: 133k). Through increased understanding of consumer behaviours and
preferences, Pearson continues to evolve Pearson+, exploning new types of content and enhancing features such as Pearson+ Channels,
which launched in Autumn 2022,

— In English Language Learning, enhancements were made to the user experience to ensure courseware is the most engaging and effective on
the market, leveraging our partnerships with major corporations including Disney and the BBC.

— In Mondly, develocpment of a new Al virtual tutor to be integrated into the product in 2023 to support where it is difficult for individusls to
access in-person tutors.

— Reshape of Workforce Skills portfohio to better match the suite of products and services with the different needs of our enterprise customers,

— Launch of Skills Accelerator in Workforce Skills - a suite of peer-supported, project-based learning courses - to support people complete
business-critical projects while developing future skills,

— Pearson opened its first virtual schoal in Virginia and helped to enact new legislation in Missouri facilitating easier access ta publicly funded
virtual learning,

— Launch of a new Privacy Centre for consumers which will be inked to all our products and a newly developed universal preferences centre.

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

Suppliers & Business Partners

— Supplier diversity and responsible procurement are key priorities for Pearson In 2022, two new supplier portals were added that
provide access to over one million diverse accredited suppliers, Pearson progressed towards its goal of increasing spend with
diverse-accredited suppliers.

— Continued progress towards Pearson’s goat of ethically sourcing 100% of its paper by 2025. Paper and print suppliers are integrated to the
Book Chain Project platform which monitors and tracks actions and strategies to protect biodiversity. Pearson has also rationalised its paper
suppliers to significantly increase use of respansibly sourced paper from the Forestry Stewardship Council and the Pragramme for the
Endorsement of Forest Certification schemes,

— For the first time in 2022, we asked cur key suppliers to participate in an EcoVadis sustainability assessment (ar equivalent). We reviewed
performance across envircnmental and human rights areas to ensure that they align to Pearson's standards. Our key suppliers performed
well, with an average score of 57.3/100 (average supplier's score of 44.9/100)

— Pearson Is working in partnership with other corperates to understand the decarbanisation plans of its top 50 suppliers ahead of developing
tailored engagement plans for those suppliers that need support to drive change.

— Pearson continues to add business partners who contribute to the diversity of its workforce, In 2022, new partners included People of Colour
in Tech and the Hispanic Association on Corporate Responsibility.

Taking all the above into account, the Committee has determined that the second tranche of the co-investment award will vest in full,
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Long-term incentives awarded in 2022*

The following LTIP awards were granted durnng the year:

Value for
thresnala

Date Vesting humber Face Facevalue performance Performance

[Jirector of awardd date ol shares valup (% of base salary) (% of maximumy period
1Jan 22 -

Andy Bird 3May 2022 1May2025 356,065 £2775171 300% 18.3% 31 Dec 24
1Jan 22 -

Sally Johnson 3 May 2022 1 May 2025 168,415 £1,312,627 245% 18 3% 31 Dec 24

Nute 1 Under the adjusied EPS o id ROIC efements, 15% vests for threshold performance; under the TSR elerment, 25% vests for threshold petformance Tris is the weighted average of
vesting for “hreshold.

Face value was determined using a share price of 779.4p (five-day average to 3 May 2022), which is the share price used to determine award values for
LTIP awards for all employees

Performance targets far the 2022 LTIP awards are;

Adjusted earmngs per share (EPS) (one-third) Net return ononvested capital (ROIC) {(one-tird) Relative toral shareholder return (TSR) {one-third)

Ranked pasition vs

Vesting srhierinls (% rnax) Adjusted EPS for 1¥24 Westng sehedule (% max) Adjusied ne ROIE for £Y24 Vesling, schedule (% max) FTSE 100
e % 480 1% 8O% 2% | Medin
e OO 850D 6 T e

] 100% " Gaporabove ©100%  BO%orabove 100% Upper quartile

Note 1 Stralght-line vestag will occur in between Lthe pouts shown, with no vesting for performance below thresnaold
Note 2 Pearson’s TSR perfarmance is measured relative to the constituents of the FTSE 10C index over the performance period

The Committee reserves the right to adjust pay-cuts up or down before they are released, if it believes the vesting outcome does not reflect underlying
financial or non-financial performance, or for other exceptional factors, In making any adjustrments, the Committee are guided by the principle of
aligning shareholder and management interests.

Any shares vesting based on performance to 31 December 2024 will be subject to an additional two-year holding period to 3 May 2027.

Executive Directors’ retirement benefits and entitlerments*

Details of the Executive Directars’ pensian enttlements and pension-related benefits in 2022 are as follows:

Andy Bird Sally Juhnson

$000s F0O00s
Value of defined penefc T e e 43
Other alowances inteuofpension 1
Totalvalue N 2022 .20 6d

Accrued pensiom at 31 December2022i S - 64

Newe 1 Tne value of defined benefit reflects the change n value over the period, less in‘lauien,

Note 2 (ther allowances in lieu of pension represent the casn allowarkes paid

Note 3 Total value 15 the sum of the prevous two rows and is disclosed inthe single figure of remuneratian table,

Note 4: The acarued pension 4031 Decernber 2022 s the daferred annual pension o which the member would be entitled on ceasing pensionable service on 31 December 2022, 1t refates
3 the pensinn payable tram the UK Plan, Normal retrernent age is 62

Pension Plans

Andy Bird - Payment in Lieu of Pension
Andy Bird receives a payment in heu of pension at 16% of his base salary, in line with the pension provision for UK employees of a similar age.

Sally Johnson - The Pearson Pension Plan and Payment in Lieu of Pension (from 1 October 2022)

Sally Johnson was a member of the Final Pay section of the Pearson Pension Plan. Her pension accrual rate 1s 1/60™ of pensionable salary per annum,
restricted to the Plan's earnings cap.

Sally Johnson has now reached her pension fifetime allowance and therefore no further contributions will be made to the Pearson Pension Plan.
Instead, from 1 October 2022, Sally johnson receives a payment in lieu of pension at 16% of her base safary, in line with the pensicn provision for UK
employees of a similar age.
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Directors’ interests in shares and value of shareholdings*

Shareholding guidelines

Executive Directors are expected to build up a substantial shareholding in Pearson, in line with our policy of encouraging widespread employee share
ownership, and to align the interests of Executive Directors and shareholders.

For 2022, the shareholding guideline was 300% of base salary for the Chief Executive and 200% of base salary for the Chief Financial Officer. These
shareholding guidelines will increase under the 2023 Directors’ Remuneration Policy.

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 to future performance conditions {on a

net of tax basis). Executive Directors have five years from their date of appointment to the Board to reach the guidelne. Once the guideline is met, it is
not re-tested, other than when shares are sold.

Executive Directors are expected to retain therr current guideline (or actual shareholding if lower) for two years following stepping down as an
Executive Director. This guideline does not apply to shares purchased by the Director.

The shareholding guidelines do not apply ta the Chair, Deputy Chair and Senior Independent Director and Non-Executive Directors. However, a
minrmum of 25% of the Chair, Deputy Chair and Senior Independent Director and Non-Executive Directors’ basic fee is pard in Pearson shares, which
the Chair, Deputy Chair and Seruor independent Director and Non-Executive Directers have committed to retain for the period of their directorships.

Directors’ interests

The share interests of the Directors and their connected persons are:

Current Conditional Conditonal Total number o
sharetiolding shares subject to snares subject o ardinary and Sharecholding

(ordinary sharas}) performance at employment only  condinonal snares,  guideline for 2002 Guideline
Director ard e 22 Al 371 Pec 22 Al 31 Dec 22 (% salary) met’”
Chair
Omid Kordestam 32,096 - - - - -
Sidney Taurel 242,770 - - - - -
Deputy Chair
Tim Score 67475 - - - - -

X N D O O O S

1,494,289

Linda Lorimer
Graeme Pitkethly

Lincoln wWaller

Nowe 1 Share interests are shown as at 31 Decernber 2022. For Directors who stepped down fror tne Board dunng the year, share interests are snown as at tne date o their stepping
down. Sidney Taurel stepped down from tne Board at tne AGM on 29 April 2022

Note 2: Ordinary shares include both ordinary shares listed on the | cndon Stack Fxonange and American Deposizary Receints (ADRs) isted on the New York Stock fxchange The igures
include both shares and ADRs accuired by mdivaduals under the LHP and any otaer share plans in which they might have parucpated

Note 3: Conditional shares subject to performance means urvesied shares, which are subject te perfermance condibions and/or perfarmance underpins and cantinuing employment ‘or g
pre-defined penod  This includes the LTIP awards granted in 2020, 2021, and 2022 and. in respect ot Andy Bird, the second and third trancae of his co-investment award

Note £ Conditional shares subjec: to employment only means unvested shares, whizh are subject o a molding period and continued pmployment For Andy Bird this includes the first
wranche of fus co-invesiment award. For Sally Juhason, this ncludes share awards granted bofore her sppontmen: w the Board in May 2020

Note 5oSally Jonrsan neld 2,658 opuons under the Pearsen Save bor Shares scheme, s savings refated share acquisiicn programme open to all employees, woicn sne exercsed duning the
financial year. These were not subject to perfarmance conditicns

Note &: Sally Jonnson nas five years rom te date of ner appomirmen; as &1 kxective Dirscton an 24 Apnl 2020 10 reach the sharehslging guidehne.

Note 7 The secend rranche of Andy Bird's co-investment award, 423,786 shares induding 20,832 diadand equivalenl snares) vesied an 2 Marcn 2023, taking s condiucnal share subject
o employment only to 407,57% snares (after the sales ¢* shares to cover any tax hability} and conditicnal snares suiject to perormance to 1,091,335 shares. The vesiad co-invesimen:
shares are subject o a halding pened unot 31 December 2023 and conunued emplcyment Trere have been no other changes inthe nteres:s of any Direcior between 31 December 2022
and 13 March 2023, being the latest prachcable date pnor to e puliication of this repar:
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Chair, Deputy Chair and Senior Independent Director and Non-Executive Director remuneration*

Remuneration in 2022

The remuneration paid to the Chair, Deputy Chair and Senior Independent Director and Non-Executive Directors for the financial years ended 31
Decernber 2022 and 31 December 2021 is set cut below.

2022 2021
Directon
£000s Total fees Taxable benefits Total Total fees Taxable benefits Tatal
Omid Kordestani 97 19 436 - - -

AnnetteThomas A 2
Uncolnwallen T .= S < I
Total 1,378 1,028 - 1,029

Norte 1: A mimmum of 25% of the Chair, Deputy Cnair and Senior Independent. Diredtor and Non-Fxecutive Directors' basic fee s paid in shares

Note 2 laxable benefits refer ta travel, accommedatron and subsrstence expenses incurred while aitending Board meetings during the peniad Lhat were paid or reimbursed by the
company, and which HMRC deermns Taxahle in the UK

Note 3: Ormid Kordestani oined the Pearson Board with eftect from 1 March 2022 He succeeded Sidney Taurel as Chair on 29 April 2022, Sidney Taurel stepped down from the Boand on
28 April 2022

Note 4: Esther | ee jamed the Pearson Board with offect from 1 Febiuary 2022,

Note 5. 50me figures and subrotdls agd up to ditferent amaunts than the wials due t rounding.

Implementation for 2023

The fee for the role of Chair of the Remuneration Committee has been increased with effect from 1 January 2023 to £27,500 (2022: £22,000). There wil
be no other changes in the Chair, Deputy Chair and Senior Independent Director or Non-Executive Directors' fees for 2023

Role Fees for 2023

Cha
Deputy Chair and Seaior Indepe eCOr e o E175000
Base fee for Non-Executive Directors E£70,000

Role Chair Member

Nomination & Governance Committee e WEDBO00 e 8000
Reputation & Responsibility Committee £15,000 £8,000

Payments to former Directors*
There were no payments ta former Directors in 2022,

Payments for loss of office*
There were no payments for loss of office made to or agreed for Directors in 2022,

Sidney Taurel stepped down from the Board on 29 April 2022, Other than fees payable for the period up to 29 April 2022, he did not recewve any
rermuneration or payment in connection with ceasing to be Chair

Service contracts

Terms and conditions of our Directors’ appointment are available for inspection at our registered office during normal business hours and at the AGM.
So that appropriate arrangements can be made for shareholders wishing to inspect documents, we request that shareholders contact the Company
Secretary by email at companysecretary@pearson.com in advance of any visit to ensure that access can be arranged.

The Executive Directors have notice periods m therr service contracts of 12 months from the company and six months from the Executives. Their
contracts are dated 23 August 2020 (Andy Bird) and 15 January 2020 (Sally johnson).

The Deputy Chair and Senior Independent Director and Non-Executive Directors serve Pearson under letters of appointment, which are renewed
annually and do not have service cantracts. The Deputy Chair and Senior Independent Director and Non-Executive Directors' letters of appointment do
not contain provision for notice periods or for compensation If their appointments are termimated. The Chair's appaintment may be terminated on 12
months notice,

Executive Directors’ Non-Executive directorships

Neither of the current Executive Directors, Andy Bird nor Sally Johnson, hold any notable external commitments.
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Historical performance and remuneration

Total shareholder return performance

Set out below is Pearson's total shareholder return (TSR) performance, relative to the FTSE All-Share index, on an annual basis over the 10-year period
1 January 2013 to 31 December 2022. We chose this comparison because the FTSE All-Share represents the broad market index within which Pearson
shares are traded. TSR i1s a measure of returns a company provides for shareholders, reflecting share price movements and assuming reinvestment
of dividends

Alongside this a summary of the single figure of total remuneration for the Chief Executive over the fast 10 years is provided, and a summary of the
variable pay outcomes relative to the prevailing maximum at the ume.

Chart removed

Source' Refinitiv Datastream

Johin Fallen Andy Bird

SOV T T e e e e e R

T'crnrtﬂailufgr:ﬁﬁneration -----------------------------------------------------------------------------------------------------------------------------------------------------------------------------------

(single figure, £000s) 1727 1895 1263 118 W58 3094 1l 85 334 5167 | 6856
Annual incentive (% of

maximum) . 34% 51% il 24% 44%  45% NIl Nil ~N/A £3% 76%
Long-term incentive (% of

maxirmurm) Nil il Nl NIl Nil 42% 33% Nil N/A N/A N/A

Note 1: Total rermuneranon s as reflected in the single total fguse of temiuneraticn table, the 2021 and 2027 Tigures “or Andy Bird include vesting of e first and seeond trancnes of the
co-Investment award

Note 2 Anncal incentive 1s the actual annual incentive receved by the incurmbeil 4 4 percentage of maximum opparivy

hate 3:Long-term incentive 1s the payout of perfarmance-related snare awards wiere the year snowa s tne final year of 1ne perfermance peniod for the purposes of caloulating me single
total figure of remuneraton

hate 4. The single figlre remuneranon for 20772 Andy Bird nas been converied using o LSO GEP exchangs rate of 1 2371 (average pxcnange rate for 2022 )
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Comparative information
The following information provides additional context regarding Directors' total remuneration.

Relative percentage change in remuneration of Directors and employees

The following table sets aut the year-on-year percentage change in base salary/fees, allowances and benefits and annual incentives in respect of all
Directors during the year, compared to the average percentage change for all employees of Pearson, The figures for all Directors are calculated based
on remuneration received in the relevant year as sef out in the tables on page 101 and page 107. For base salary/fees, we have annualised part-year
figures for this disclosure. Part-year allowances and benefits are not annualised and are excluded from the tatle.

While the Committee reviews base pay for the Executive Directors relative to Pearson's broader employee population, local practices drive our
approach ta benefits, and we determine eligibility depending on level and indwidual circumstances, which do not lend themselves to comparison.

2022 2021 2020

h BaseAIIuwances Annual Base Allowaﬂw: Annual Base Allowances Annual
salary/fees  and benefits Incentives salary/fees and benetis Incentives salary/foes and benefits Incentives
16% 4% 17% 38% 1% 6% 9%

E
AndyBd
Sally Johnson

SInda Lonimer
Graeme Pitkethly

Lincoln Wallen

AaneteThomas T 7k - - - T

Note I: Changes in NED fees during the year are a result of changes i Cornrartee Chairs and membersmip

Mote 2: Increase due 1o Tim Score taking over as Deputy Chalr in Apnl 2022

Note 3 The Chair and Non Exccuuve Direcrors did not receive any benefics inrespect of 2027, and therefore it o not pussible ta calculate the relatve change for 2022

Relative importance of pay spend

The Committee considers Directors’ remuneration in the context of
the company’s allocation and disbursement of resources to different
stakeholders. Adjusted operating profit measures Pearson's ability
to reinvest, and dividends are an important element of our return

to shareholders.

Headfine cnange

All figures in £ 2022 2021 £ Y%
Adiusted operating
proft 456 385 71 18%
Dwdendpershare ~215p  205p  p 5%
Sharebuybacks 353 | NI
Total wages

and salaries 1,382 1,180 202 17%

Note 1: Adjusted opersling Profir is as set aut inthe finandal statemenss
Mote 2 The RBoard approved a £350m share buyback programme i February 2022
Nole 3 Wages and salaries (clude continuing operaticns only and include Directors,

Chief Executive to employee pay ratio

The table below illustrates the ratio of Chief Executive to employee
pay for 2022. We use the single total figure of remuneration (as
disclosed on page 101}, compared 1o the full-time equivalent total
reward of employees whose pay s ranked at the 25", 50" and 75™
percentiles (as identified by the gender pay gap methadclogy) in
Great Britain's (GB) workforce

Chie’ Executive pay ratio

25 SO 75!
Year Method percontle percentle  percentle
" B:Genderpaygap
2022 methodology 2143 1813 1172
B: Gender pay gap
2021 methodology 1801 140 884
B: Gender pay gap
2020 methodology ..#25 319095
B: Gender pay gap
2019 methodology 65.9 472 360

— We used GB gender pay gap data from April 2022 1o identify
employees at the 25", 50™ and 75" percentrles, and analysed
data for employees around each quartile figure to ensure there
were na anomalies
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— Using the gender pay gep data to identify the quartile
empioyees gives a general representation of the relevant
employee population at the year end, and 1s the most
practicable methodology given the timing of the disclosure
and determination of remuneration cutcomes for the
wider workforce,

— We compared total remuneration for each empiloyee, calculated
with reference to 31 December 2022, compared to the Chief
Executive's single figure (this was converted using a USD:GBP
exchange rate of 1.2371 - the average exchange rate for 2022).

— For the quartile employees, we calculated total remuneration on a
similar basis to the Chief Executive’s single figure. We based base
salary, pension and benefits on full-year figures taken from
payroll. Annual bonus figures are based on the relevant manager
recormmendations and relate to perfermance in 2022. None of
the employees at the 25, 50 or 75 percentile had share
awards vesting in 2022,

— Total remuneration figures for the 25, 50" and 75" percentile
employees are: £31,998, £37,822 and £58,525, The respective
base salaries are: £29,500, £30,257 and £50,078

— Asignificant proportion of the Chief Executive's pay is inked to
performance and, in respect of the LTIP and co-investment award,
share price performance. Therefore, the Chief Executive's pay can
vary sigmificantly year-on-year, based on company performance

— The increase in this year's pay ratio1s a result of a higher payout
under the AIP for the Chief Executive [76% of maximum
compared to 63% of maximum last year) as well as the strong
share price performance over the last year which has resulted in
a higher valuation of the vesting of the second tranche of the
co-investment award

— The median pay ratio i$ consistent with our wader policies on
ernployee pay, reward and progression. The Committee 1s
focused on ensuring that remuneration for all Pearson colleagues
reflects our need to attract and retain the right talent for our
digital future.

Dilution and use of equity

We can use existing shares bought in the market, treasury shares or
newly issued shares, to satisfy awards under our various share plans.
For restricted stock awards under the LTIP, we would expect to use
market-purchased shares. There are limits on the amount of
new-issue equity we can use. in any rolling 10-year period. no more
than 10% of Pearson equity will be issued, or be capable of being
1ssued, under all Pearson’s share plans, and no mare than 5% of
Pearson equity will be 1ssued, or be capable of being issued, under
Executive or discretionary plans, The headroom available for all
Pearson plans, Executive or discretionary, and shares held in trustis
as follows:

Headroom 2022
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The Remuneration Committee in 2022

Role Name Title

Chair Sherry Cautu CBE Independent
Naon-Executive

Director

Independent
Non-Executive
Director

Members Esther Lee

Indlependent
Non-Executive
Director

w§|dney Taurel (until  Chair

rternal attendees

Senicr Vice President,
Reward

External advisers

Advisers to the Remuneration Committee

During 2022, the Remuneration Committee receved advice from
Delgitte LLP, gur independent Remuneration Committee advisers,

Deloitte LLP was appainted by the Committee in July 2017, following
a competitive tender process. It advises the Committee on market
trends and developments, ncentive plan design and target setting,
investor engagement and other general executive remuneration
matters, For provision of these services 1n 2022, Deloitte LLP were
paid fees of £260,150, based on tme spent. During the year,
separate teams at Delontte LLP also provided Pearson with certain tax
and other advisory and consultancy services.

Deloitte LLP is a founding member of the Remuneration Consultants’
Group and adheres to its Code of Conduct,

The Committee is satisfied that Deloitte LLP's advice was objective
and independent, and that the provisian of other services 1n no
way compromised its independence, The Committee believes
that the Delaitte LLP engagement partner and team that provides
remuneration advice (o the Committee does not have any
connections with Pearson ar its Directors that may impair its
independence. The Committee reviewed the potential for confiicts
of interest and believes there are appropriate safeguards against
such conflicts.

Terms of reference

The Committee's full charter and terms of reference are available on
the Governance page of our webstte. A summary of the Committee’s
responsibilities 1s belgw,

The terms of reference reflect the provisions of the 2018 Cade.

Committee responsibilities

Determine and review policy

Determine and regularly review the remuneration pelicies for the
Executive Directors, Presidents, and other members of Pearson's
Executive Management who report directly to the Chief Executive
These palicies include base salary, annual and long-term
Incentives, pension arrangements, any cther benefits, and
termination of employment. When setting remuneration policy,
the Committee considers remuneration practices and related
pabcies for all employses




Shareholder engagement

Ensure Pearson engages with its shareholders and
shareholder representative badies on the remuneration
pohcy and 5 implementation

Review and approve implementation

Regularly review the implementation and operation of the
remuneration policy, and approve the individual remuneration and
henefits packages of Pearsom's Executive Management team,
including Executive Directors

Approve performance-related plans

Approve the design of, and determine targets for, any
performance-related pay plans operated by the Group for
Pearsomn’s Executive Managerment team, and approve total
payments to be made under such plans

Set termination arrangements

Advise and decide on general and specific remuneraticn
arrangements in connaction with the termination of
employment of Pearson’s Executive Management team,
including Executive Directors

Determine Chair's remuneration

Delegate responsiility for determining the Chair's remuneration
and benefits package

Appoint remuneration consultants

Appoint and set the terms of engagement for any remuneration
consultants whao advise the Committee, and menitor the cost of
such advice

Talent, retention, and gender pay gap

Review updates from management on talent, retention and gender
pay 2ap

Workforce remuneration

Have oversight of workforce remuneration, policies, and practice
for the wider organisation

Remuneration Committee meeting focus during 2022
Duning the year the Committee undertook the following activities:

— Reviewed and approved annual and long-term performance and
payouts to Executive Directors and senior management for 2021

Voting on remuneration resolutions

The following table summarises votes cast for remuneration resoclutions:

— Reviewed and approved incentive arrangements for Pearson, and
how these will apply to Executive Directors and senior
management in 2022

— Reviewed the Directors’ remuneration policy and its
implementation ahead of its renewal at the 2023 AGM

— Engaged extensively with shareholders following the 2022 AGM
and in respect of the Directors’ remuneration policy review.
Reviewed and considered all feedback and considered ongoing
shareholder engagement strategy

— Approved remuneration arrangements for new senior
management appomnuments

— Received updates on Pearson's financial performance and
progress against strategic measures. Noted and reviewed the
status of in-flight Incentives

— Received updates on pay and conditions across Pearson, and
took these into acceunt when determinming executive
remuneration

— Noted updates on corporate governance, including a review of
the 2022 AGM remuneration reporting season, and anticipated
areas of focus in 2023

— Reviewed Pearson’s gender and ethnicity pay gap disclosures and
noted actions to address the respective gaps

— Noted the activity of the Standing Committee on cperating
Pearson's equity-based reward prograrmmes and noted Pearson's
use of equity for employee share plans

Committee evaluation

Annually, the Committee reviews its performance, constitution.
charter, and terms of reference to ensure it is operating at maximum
effectiveness, and recommends any changes it considers necessary
to the Board for approval. Qverall, following its review in 2022, it was
considered that the Comrmittee is operating effectively with high
levels of discussicn and guestioning, New members of the
Committee brought a different perspective and enhanced visibility
of martters that extend across the different Board Committees.

In 2023, the Committee will continue to focus cn ensuring
remuneration arrangements for senior management and the
wider workforce continue to support the attraction and retention
of key talent as well as the delivery of Pearson's strategy The
Cormmittee continually assesses how its activittes support and
enable Pearson's progress.

Votes cast for % of votes Votes cast against % of votes Votes
cast for cast against withheld

Annual report on Remuneration (2022
AOM) . B62,488192  7653% 141832706 2347% 3,136,939
2020 Remuneration Policy
(2020 AGM) 586,460,258 85.12% 30,106,736 488%219641
Amendment to 2020 Remuneration
Policy (2020 GM) 417,060,992 67.22% 203,423,538 32.78% 370,074
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2023 Directors’ remuneration policy

The Remuneration Committee presents the 2023 Directors’ remuneration policy (2023 policy), which will be put to shareholders for binding vote at the
AGM to be held on 28 April 2023, Subject o shareholder approvel, the effective date of this policy will be 28 April 2023 However, it 1s proposed,
subject to approval at the AGM, that changes 1o Executive Director incentives be made effective from the stast of the 2023 performance periods. The
intention of the Committee is that the pelicy will remain in place for three years from the date of its approval,

Review of the Directors’ remuneration policy

In determining the 2023 policy, the Committee follawed a robust process which included discussions on the content of the policy at Remuneration
Committee meetings throughout 2022 and in early 2023, The Committee considered the input of management and its independent adwvisors, while
taking steps to ensure any conflicts of interest were appropriately managed. The Committee also sought the views of Pearson's major shareholders
and their advisors, considering all feedback received during the extensive shareholder engagement exercise when finalising the 2023 policy. Further
information on the Committee’s decision-making process is set out in the remuneration report.

Changes to palicy

The key changes to this 2023 policy compared to the 2020 policy are summarised below.

— Increase in the maximum oppertunity under the Annual Incentive Plan to 300% of base salary.

— Increase in the maximum opportunity under the Long-Term Incentive Plan to 450% of salary.

— Increase in proporticn of the Annual Incentive Plan that is payable for threshold performance to up to 25% of the maximum opportunity.
— Introduction of deferral under the Annual Incentive Plan where an Executive Director has not met their shareholding guideline.

— Changes to allow for the mtroduction of strategic measures, e.g. an ESG measure, into the long-term incentive performance framework.

— Increase in shareholding guidelines.

Other minor changes have been made to the drafting of the policy to simplify and aid its operation and to increase clarity.
Policy table for Executive Directors

Total rermuneration is made up of fixed and performance-inked elements, with each element supporuing different strategic objectives. Remuneration is
normatly reviewed annually it the context of business performance and conditions prevailing, taking into account pay levels for simitar positions in
camparable companies as well as internal ratios.

Base salary

Purpose and link to strategy
— Helps to recruit, reward and retan.
— Reflects level, role, skills, experience, the competitive market and individual contribution

Operation Opportunity Performance conditions and period

Base salaries are set to provide the appropriate While there 1s no maximum salary level or None, although performance of both the

rate of remuneration for the job, taking into maximum increase that may be offered, salary company and the indwidual are taken into

account relevant recruitment markets, business ncreases will normally be in line with typical account when determining an appropriate

sectors and geographic regions. increases awarded to other employees in level of base salary increase each year.
the Group

Base salaries are normally reviewed annually
taking into account; general econcmic and market  However, increases may be above this level, for
conditians; the level of increases made across the  example, in crcumstances inciuding but not
company as a whole; particular circumstances limited to:

such as changes in role, responsibilities or
organisation; the remuneration and level of
increases for executives in simiar positions 1IN
comparable companies in both the UK, US and
internationally; and individual performance.

— Where a new Executive Director has been
appotnted to the Board at a hower than typical
market salary to allow for growth in the role
then larger increases may be awarded to move
salary positioning closer to typical market fevel
as the Executive Director gains experience.

— where an Executive Director has
been promoted or has had a change
In responsibilities.

— Where there has been a significant change i
market practice or where there has been 2
significant change in the size and/or scope of
the business
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Allowances and benefits

Purpose and link to strategy
— Help to recruit. reward and retain
— Reflect local competitive market,

Operation

Opportunity Performance conditions and period

Allowances and benefits comprise cash
allowances and non-cash benefits which
may include:

— travel-related benefits (such as car allowance,
company car and private use of a driver)

— health-related benefits (such as healthcare,
health assessment and gym subsidy) and

— risk berefits (such as additional life cover and
long-term disability insurance that are not
covered by the company's retirement plans).

Executive Directors are also eligible to participate
in savings-relaterd share arquisition programmes,
which are not subjectto any performance
conditions, on the same terms and to the same
value as other employees.

Where an Executive Directar is required to
relocate to perfarm their role, appropriate one-off
or ongoing expatriate/relocation benefits may be
provided (e.g, housing, schooaling, etc.),

The Committee may introduce other benefits if it
15 considered appropniate 1 do so, taking into
account the individual circumstances, the country
of residence of a Director, the benefits available to
all employees and the wider external market.

The cost of the provsion of allowances and Not applicable
benefits varies from year to year depending on

the cost to Pearson and there is no prescribed

raximuni lirnll. However, the Committee monitors

annually the overall cost of the benefits provided,

to ensure that it remains appropriate.

Retirement benefits

Purpose and link to strategy
— Help to recruit, reward and retain.

— Recognise long-term commitiment to the company.

Operation

Opportunity Performance conditions and period

Employees inthe UK are eligible to join the
Money Purchase 2003 section of the Pearson
Pension Plan. Executive Directors are eligible to
join this plan or receve a cash allowance of
equivalent value.

UK Executive Directors who are, or become,
affected by the lifetime allowance may be
provided with appropriate benefits, as an
alternative to further accrual of pension benefits
such as a cash supplerment, In line with the
treatment for the employee population.

If any Executive Director is from, or works, outside
the UK, the Committee retains a discretion to put
in place retrement benefit arrangements for that
Directer in line with local market practice including
defined benefit pension arrangements operated
by Pearson locally. The maximurn value of such
arrangement will reflect local market practice at
the relevant time.

The Committee may also honour all pre-existing
retirement benefit obligations, commitments or
other entitlements that were entered into by a
member of the Pearson Group before that person
became a Director, such as participation in the
Final Pay section of the Pearson Pension Plan
which is now closed 10 new members

Executive Directors are eligible to receive pension  Not applicable
contributions or a cash allowance in line with the

max/mum company contrisution as a percentage

of salary that UK employees of a similar age are

eligible to receive. For UK employees who are over

45, this is currently 16% of base salary.

Current Chief Executive Officer: Andy Bird receives
a payment in lieu of pension at 16% of base salary
in line with the pension provision for UK
ernployees of a similar age.

Current Chief Financial Officer: Sally Johnsonis a
member of the Final Pay section of the Pearson
Pension Plan which she joined prior to becoming
an Executive Director, Her pension accrual rate is
1/60™ of pensicnable salary per annum, restricted
to the Plan earnings cap

Sally Johnson has reached the lifetime allowance,
and therefore now receives a payment in lieu

of pension at 16% of base salary in line with

the pension provision for UK employees of &
similar age.
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Directors’ remuneration report continued

Annual incentive plan

Purpose and fink to strategy
— Help to recruit, reward and retain.

— Motivate the achievement of annua! business goals and strategic objectives.

— Provide a focus on key finandial and non-financial metrics.

— Reward individual contribution te the success of the company.

— Align to strategy execution pricrities.

Operation

Opportunity

Performance conditions and period

Measures and performance targets are
typically set by the Committee at the
start of the year with payment usually
made after year end following the
Committee's assessment of performance
relative to targets.

Annual incentive plans are discretionary.
The Committee reserves the right to
adjust payments up or down if it believes
that the cutcome does not reflect
underlying financial er non-financial
performance or f such other exceptional
factors warrant doing so.

Where an Executive Director has not
met their shareholding guideline,
normally a third of any payment would
be deferred into Pearson shares far a
period of two years,

Participants may recewve additional
shares representing the gross value
of dividends that would have been
paid on shares that vest during the
vesting period.

The Committee may apply malus and/or
dlawback for & period of five years in
certain circumstances, such as financial
misstaternent, individual misconduct or
reputational damage to the company.

Annual incentives will not exceed 300%
of base salary.

For 2023, the individual maximum
incentive opportunity that will apply for
the Chief Executive Qfficer is 300% of
base salary and for the Chief Financial
Officer is 200% of base salary.

The proportion of the award
that is payable for threshold
performance may be up to 25%
of the maximum opportunity.

50% of the maximum opportunity
15 payable for on-target levels
of performance.

The Committee has the discretion to select the performance
measures and relative weightings from year to year to ensure
conunuing alignment with strategy and to ensure targets are
sufficiently stretching. The Committee sets performance
targets for each measure annually.

Annual incentives will normally be based on finanaal and
strategic performance targets. Financial metrics will normally
account for at least 75% of the total annual opportunity with
the remaining portion normally being based on strategic and/
or performance against personal abjectives. The Committee
would intend to consult with shareholders in advance if there
was to be a significant change in the weighting of financial and
strategic rmeasures.

The planis designed to incentivise and reward underlying
performance. Actual results may be adjusted to remove the
effect of foreign exchange and portfolio changes {acquisitions
and dispesals) and other relevant factors that the Committee
considers do not reflect the underlying performance of the
business In the performance year.

Details of performance measures, weightings and targets wil
be disclosed in the annual remuneration repert for the
relevant financial year if and to the extent that the Commttee
deems them not to be commercially sensitive.

The performance penod is one year.
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Long-term incentive plan

Purpose and link to strategy
— Help to recruit, reward and retain,

— Drive long-term earnings, share price growth and value creation.
— Ahgn the interests of executives and shareholders.
— Encourage long-term sharehotding and commitment to the company.

Operation

Opportunity Performance conditions and period

Awards nf shares are made NN an annnal hasis,
which vest on a shding scale based on
performance against stretching performance
targets measured at the end of the three-year
performance period.

Awards are normally subject to 3 post-vesting

holding penod (on an after tax basis) for two years

following the end of the performance period.

Participants may receive additional shares
representing the gross value of dvidends that
would have been paid on shares that vest during
the performance period.

The Committee reserves the right to adjust the
vesting outcome up or down before they are
released If it believes that this does not reflect
underlying financial or non-financial performance
or if such other exceptional factors warrant daing
50, In making such adjustments, the Committee 1s
guided by the prinaiple of sligning shareholder
and management interests.

The Committee may apply malus and/ar clawback
fur a penod of five years in certain circumstances,
such as financial misstatement, individual
misconduct ar reputational damage to

the cornpany.

The Cammitters wall determines the
performance measures, weightings and
targets governing an award of shares prior
e grant to ensure continuing alignment
with strategy and to ensure that targets are
sufficiently stretching.

The maximiim awarrd 15 A5N% nf hase salany in
respect of a financial year

The Committee establishes a threshald
below which no payout is achieved and a
maximum at or above which the award
pays out in full. The proportion of the
award that vests at threshold may be up to
25% of the maximum cpportunity.

Awards will normally be subject to the
achievemnent of finanaal targets (e g,
earnings per share and a return measure),
sharehofder returns (e.g., relative total
shareholder return) and strategic
objectives (e.g., an environmental, social
and/or gavernance measure). Where
strategic objectives are incorporated,
financial targets and/or shareholder
returns will comprise the majority of
the award.

The Committee may determine that
gifferent measures or weightings may
apply for future awards; however, the
Committee would intend to consult

with shareholders in advance if there

was to be a significant change in the
weighting of measures or the performance
measures used.

The performance period is three years,

Shareholding guidelines

Purpose and link to strategy

— Align the interests of Executives and shareholders and encourage long-term shareholding and commitment to the company.

Operation

Opportunity Performance conditions and period

Executive Directors are expected to build up a
shareholding in the company.

Executive Directors are expected to reach
the guideline within five years from the date
of appointment.

Post-employment shareholding: Executive
Directors are expected to retain their
shareholding guideline {or actual holding If
lower) for two years following stepping down
as an kxecutive Director. This provision does
not apply to any shares purchased by the
Executive Directar

The target holding is currently 450% of base salary  Not applicable
for the Chief Executive Officer and 300% of base
salary for other Executive Directors.
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Directors’ remuneration report continued

Notes to the policy table

Selection of performance measures and target setting

In the selection and weighting of performance measures for the annual and long-term incentive awards, the Commuttee takes into account Pearson's
strategic objectives and short and long-term business priorities.

Annual incentive plan  For 2023, the Committee identified sales, adjusted operating profit, free cash flow and key strategic measures a3 being
reievant measures of Pearson's performance against its shorter-term strategic oblectives and business priorities. Further
details on how these performance measures align to Pearson's strategy are set out in the remuneration report.

Long-term For 2023 LTIP awards, the Committee has judged the following to be most closely matched to sustained delivery of
incentive plan strategy and alignment with sharehalders’ interests:

— Adjusted earnings per share {30%) rewards the delivery of the desired outcomes from our strategic growth
objectives and is imperative if the company is to improve our total shareholder return and our return on capstal.

— Return on capital (30%) is a measure of how efficiently Pearson generates returns from its asset base and is
considered a fair and robust assessrment of management’s performance given the current structure of the business

— Relative total shareholder return {(30%) is used as the Committee believes, in line with many of our sharehoiders,
that part of Executive Directors’ rewards should be linked to long-term performance relative to comparable
global companies.

— An Environmental, Sccial and Governance rmeasure (10%) has been selected to reflect that progression of
Environmenital, Soaal and Governance priorities are integral to the long-term sustainable growth of the business.

Performance targets are set to provide a careful balance between upside opporturity and downside risk and are normally set in accordance with the
company's operating and strategic plans, while also considering analyst consensus to reflect market expectations.

Pre-existing commitments

The Committee reserves the right to make remuneration payments and payments for loss of office (which includes exercising related discretions) that
are not in line with this policy if the terms of the payment were agreed:

— befare the pohcy came into effect, if the payment was agreed or made in line with the policy in force at the ume or was otherwise approved by
shareholders; and

— at a time when the recipient was not subject to the policy, provided the Committee does not consider the payment to have been made in
consideration of the recipient becoming subject to the policy.

For these purposes ‘payment’ means any payment that would otherwise be subject to the policy and, in relation to a share award, will not be
ronsidered to have been ‘agreed” any later than the date of grant

Remuneration policy for other employees

Pearson has a set of remuneration principles that govern pay for the whole organisation, although how these principles are appled varies by business
need, level and geography as required. The key difference in remuneration for Executive Directars compared to the approach to remuneration across
the workferce is that remuneraticn for Executive Directors 1s more heavily weighted towards variable pay and linked to the delvery of Pearson's
strategic objectives and short and long-term business prionties.

Further details on remuneration across the workforce at Pearson are set out in the remuneration report on page 100.
Pay and performance scenario analysis

The charts below llustrate what each Executive Director could expect to receive under the 2023 policy in different performance scenarios. The relative
weighting of fixed and performance-related remuneration and the absolute size of the remuneration packages for the Chief Executive Officer and the
Chief Finandial Officer is shown. Consistent with its policy, the Committee places considerable emphasis on the perfarmance-linked elements (the
annual and long-term incentives) and will continue to review the mix of fixed and performance-linked remuneration on an annual basis

Chief Executive (Andy Bird) $000 Chief Financial Officer (Sally Johnson) £000

Chart removed Chart removed
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Performance scenaric

Elements of remuneration and assumptions

Maximum plus 50% share — Fixed pay

price appreciation — Maximum indaduoal annual incentive (300% of base salary for Chief Executive and 200% of salary for Chief

Financial Officer)

— Maximum value of 2023 LTIP award (450% for Chief Executive and 300% of salary for Chief Financial Officer) with

50% share price growthassumed

Maximum — Fixed pay
— Maximum indwidual annual incentive (300% of base salary for Chief Executive and 200% of salary for Chief
Financial Officer)
— Maximum value of 2023 LTIP award (450% for Chief Executive and 300% of salary for Chief Financial Officer) with
e no share price growth assumed -
Target © _ Fixed pay
— 50% of the maximum individual annual incentive
e 50% of the maximum value of 2023 long-term incentive award with no share price growth assumed
‘Minimum — Fixed pay onlly

Nore 1: Fixed pay includes 20273 base salary ($1,793,750 for the Chief Executive and £557,225 for the Chief 1iaancdial Ofhcer), allowances and benefits are the actual amounts incurred in the
2022 financial year. Reurement benefits far boih bxecumive Directars are ncluded al 16% of their base salary
Nire 20 The vl of nng-merm incemtives doas not take intn account dividend awards that are payable an the release of LTIP shares.

Recruitment

The Committee expects any new Executive Directors to be engaged
on the same terms and to be awarded variable remuneration within
the same normal limits and subject to the sarme conditions as for the
current Executive Directors cutlined in the policy.

The maximum level of variable remuneration which may be awarded
texcluding any 'buyout awards) in respect of recruitment is 750% of
salary, which s ine with the current maximum himits under the
annual and long-term incentive.

In setting the basic salary for any new Executive Director, the
Committee will apply a level appropriate to recruit a suitable
candidate, having regard to the factors set out in the policy table,

The Cormmittee recognises that it cannot always predict accurately
the circumstances in which any new Directors may be recruited.
The Committee may determine that itis in the interests of the
company and shareholders to secure the services of a particular
individual which may require the Committee to take account of
the terms of that individual's existing employment and/or their
personal arcumstances, The Committee may do this in the
following circumstances:

— Where an individual 1s relocating in order to take up the role, in
which case the company may prowde certain benefits such as
reasonable relocation expenses, accommaedation and assistance
with visa applications or other tmmigration issues and ongoing
arrangements such as tax egualisation, annual flights hame,
schoofing and housing allowance.

— Where an individual is required to forego compensation to take
up the appointment or forfeits outstanding vaniable pay
oppertunities or contractual rights at a previous employer as a
result of appointment, the Committee may offer compensatory
payments or awards, in such form as the Committee considers
appropriate taking into account all relevant factors including
where applicable the form of compensation or awards, expected
value and vesting time-frame of forfeited opportunities. The
Committee would require reasonable evidence of the nature and
value of any foregone or forfeited amounts and would, to the
extent practicable, ensure any compensation was provided on 3
like-for-like basis and was no mare valuable than the faregone or
forfeited amounts.

— Where an individual incurs legal or other professional fees in
connection with their appointment as an Executive Director, the
Committee retains the discretion to compensate for these.

In making ary decision on any aspect of the remuneration package
for a new recruit, the Committee would balance shareholder
expectations, current best practice and the requirements of any
new recruit and would strive not to pay more than is necessary to
achieve the recruitment. The Committee would give full details of the

terms of the package of any new recruit in the next annual
remuneration report.

Where an existing employee of the company is promoted to the
Board, the company may honour all existing contractual
commitments incluging any outstanding share awards and benefits,
including retirement benefits.

Pearson expects any new Chair or Non-Executive Director to be
engaged on terms that are consistent with the general remuneranon
principles cutlined in the relevant sections of this Policy.

Service contracts and termination provisions

In accordance with long established policy, all Executive Directors
have service agreements under which, other than by termination in
accordance with the terms of these agreements, employment
continues indefinitely

There are no special provisions for notice or non-share-based
compensation in the event of a change of control of Pearson.

The Chair and other Non-Executive Directors serve under letters
of appointment.

It is the company’s policy that the company may terminate the Chair's
letter of appointment and the Executive Directars’ service
agreements by giving ne more than 12 months’ notice. Other
Non-Executive Directors letters of appointment de not contain
provision for notice periods or compensation if their appointments
are terminated.

Payment in lieu of notice

As an alternative, for Executive Directors the company may at its
discretion pay in lieu of that notice, Payment in lieu of notice may be
made in equal monthly instalments from the date of termination to
the end of any unexpired notice pericd. Payment in lieu of notice in
instalments may also be subject to mitigation and reduced taking intc
account earnings from alternative employment.

For Executive Directors, payment in lieu of notice comprises 100% of
the annual salary at the date of terrmination and the annual cost to
the company of providing pension and all ather benefits. For the
Chair, payment in lieu of notice comprises 100% of the annual fees at
the date of termination.

The company may, depending on the arcumstances of the
termination, determine that it will not pay the Director in lieu of
notice and may instead terminate a Director's contract in breach and
make a damages payment, taking into account as appropriate the
Director's ability to mitigate his or her loss
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Directors’ remuneration report continued

The company may also pay an amount considered to be reasonable
by the Remuneration Committee in respect of fees for legal and tax
advice and outplacement support for the departing Director. The
Commuttee reserves the right to make any other payments in
connection with a Director’s cessation of office or employment where
the payments are made 1n good faith, in discharge of an existing legal
obligation (or by way of damages for breach of such an abligation) or
by way of settlement of any claim ansing in connection with the
cessation of a Director’s office or employment

Share awards

On cessation of employment, treatment of unvested shares awards
will be determined based on the rules of Pearsan’s share plans.

In respect of unvested deferred annual Incentive awards, these will
ordinarily subsist, except in circumstances where an individual is
summarily dismissed. Awards would ordinarily vest on the original
vesting date/be released in line with normal time horizans unless
determined otherwise by the Committee,

In respect of unvested long-term incentive awards, unless otherwise
provided for under the rules of Pearson's discretionary share plans,
Executive Directors’ entifements would lapse automatically. In the
case of death, inpury, disability, ll-health or redundancy (as
determined by the Committee), where a participant’s employing
business ceases to be part of Pearson, or any other reason if the
Committee so decrdes inits absolute discretion:

— awards will stay in force as if the participant had not ceased
employment and shall ordinariy vest on the arigingl vesting date/
be released in line with normal time horizons sulbject to
performance conditions.

— the number of shares that are released shall be pro-rated for
the period of the participant’s service In the vesting period
(although the Committee may in its absolute discretion waive or
vary the pro-rating).

In determining whether and how to exercise its discretion under
Pearson’s discretionary share plans, the Committee will have regard
to all relevant circumstances distinguishing between different types
of leaver, the circurnstances at the time the award was originally
made, the Director’s performance and the circumstances in which
the Director left employment,

The rules of Pearson's discretionary share plans also make provision
for the treatment of awards 1n respect of corporate actmty, including
a change of control of Pearson. The Committee would actin
accordance with the terrms of the awards in these arcumstances,
which includes terms as to the assessment of performance
conditions and time apportionment.

Annual bonus

On cessation of employment, Executive Directors may, at the
Committee’s discretion, retain enttiement to a pro rata annual
incentrve for their peniod of service In the financial year prior ta their
leaving date, Such payout will normally be calculated in good faith on
the same terms and paid at the same time as for continuing
Executive Directors.

Other elements of remuneration

Eligibility for allowances and benefits including retirernent benefits
{other than pensian payments in connection with subsequent
retirement) normally ceases on retirement or on the termination of
employment for any other reason.

The termination provisions described above may be vared to the
extent necessary to comply with applicable laws, including taxation
laws in the United States.
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Individual service agreements and letters of
appointment
Detalls of each ingividual's arrangement are outlined in the table

below. Employment agreements for other employees are determined
according to local labour law and market pracuce.

Compensation on
termination of
employment by the

Date of letter / company without

Pasition agreement Notice period notice or cause

Chair Omid 12 months Payment in lieu of
Kordestary, from the notice of 100% of
16 Becember  Director; 12 annual fees at the
2021 months from  date of

the company  termination

Executive  Andy Bird, & months Payment in heu of
Directors 23 August from the notice of 100% of
2020 Director; 12 annual salary at

months from  the date of
Saly Jjobnson,  thecompany  termmnation and
15 January the annual cost of
2020 pension and all
other benefits

MNote 1 Lnder payinent in liew of naiice, tne annwal cost of pensicn for Executive
Mirectons s normally calculated as the sum, where applicable, 9% an amount egual te

the companys cost of providing the bxecutve’s pension under the pension plan based
an the Futare Senice Cormpany Cantribution Rate for the refevant secion of e
pension plan as stated 0 the most recent actuanal valuation {@s at the date of

termination of employment) as limited by the earnings cap; and any cash allowancoe in
liew of pension or 1o take accaunt of the fact that pension benefizs and li‘e assurance
cover are réstricied by the earnings cap.

Executive Directors’ non-Executive Directorships

The Committee's palicy is that Executive Directors rmay, by agreement
with the Board, serve as non-executives of other companies and
retain any fees payable for their services.

Consideration of employment conditions
across Pearson

Under the Committee's charter and terms of reference, the
Committee's remit Includes determiming remuneration for the Chief
Executive Officer, other Executive Birectors and other members of
the Pearson Executive Management team, In addition, the
Committee’s remit includes oversight of certain remuneration
matters below this level and review of remuneration policies and
practices across the broader employee population.

When determining remuneration for Executive Directors and other
rmembers of the Pearson Executive Management team, the
Committee considers reports from the Chief Executive and Chief
Human Resources Officer on pay and condinons for the broader
employee population, including information on the recruitment and
retention of talent, general pay trends in the market and the level of
pay Increases and INcentives across the company as a whole This
helps to ensure that remuneration for senior management Is
considered in the context of the wider orgarisation,

There are a number of established channels for cansulting with
employees and employee representative bodies - including trade
unions and works councils in some jurisdictions - about the
company's strategy, competitveness and performance of the
business and other matters affecting employees. The views of
employees are also sought via the Employee Engagement Network,
feedback from which i1s reported to the Board, and engagement
surveys. These activities prowide employees with the opportunity to
express how they feel about working for Pearson, what they think
about the work they do, the opportunities they have and the rewards
{including pay and benefits} they get.

The Committee has not consulted directly with employees an the
develcpment of the Directors' remuneration policy



Consideration of shareholder views

The company consults regularly with shareholders on all matters
affecting its strategy and business operations. This includes executive
remuneration. Over the last year, whilst developing the 2023 policy
and conaidenng its implementation, the Remuneration Committee
has engaged extensively with shareholders to ensure remuneration
for Executive Directors s set appropriately, rewards for performance
and aligns management with the shareholder experience.

This engagement exercise included writing to and meeting with many
nf Pearsnn's sharehalders and their advisars tn seek their inpir nn

the proposed changes to the policy. We would ke to thank our
shareholders for the time they have spent with us in this regard. All
feedback recewved, which reflected a significant range of opinions,
was duly considered by the Remuneration Committee as it finalised
the 2023 policy. Further detaills on the shareholder engagement
exercise can be found in my letter on pages 90-91.

The Committee continues to monitor and respond to best practice
gudehnes published by shareholders and their representative
bodies Pearson remains committed to an open and transparent
dialogue with its shareholders.

Policy table for Chair's and Non-Executive Directors’ remuneration

The table below summarises the policy with respect to remuneration of the Chair and Non-Executive Directors.

Chair and Non-Executive Director remuneration

Purpose and link to strategy

— To attract and retain high-calibre indwiduals, with appropriate experience or ndustry-relevant skills, by offering market competitive fee levels

Operation Opportunity

Performance conditions and period

The Char and Deputy Chair are paid a single fee Fee levels are reviewed on a periodic basis. None.

for all of their responsibilities

The Chair and Deputy Chair fee 1s set at a level

The total fees payable to the Non-Executive
Directors (excluding the Chair) are subject to the

that is competitive considering similar postions in - imit set out in the Articles of Assaciation of the

comparable companies.

company (currently £750,000) and as increased by

ordinary resclution from time to ame.

The Non-Executive Directors are paid a basic fee.

The Committee Chairs, members of the main
Board Committees and, if relevant, the Senior
Independent Director are paid an additional fee to
reflect their extra responsibilities, Fees for
Non-Execuuve Directors are determined by the
full Board having regard to market practice.

Additional fees or other payments may be paid to
reflect additional responsibilties, roles or
contribution, as appropriate.

The Charr, Deputy Chair and Non-Executive
Directors are not eligible to participate in any
annual or long-term incentive, nor are they
entitled to any retirement or other employee
benefits. Selected benefits may be introduced, if
considered appropriate.

The company reimburses travel and other
business expenses and any tax incurred thereon,
if applicable.

Narmally a mirmimum of 25% of the Chair's, Deputy
Chair's and Non-Executive Directors’ basic fee is
paid in Pearson shares that they have committed
to retain for the pericd of their directorships.
Shares are normally acquired quarterly at the
prevalling market price with the indiidual's
after-tax fee payments.

The Directors’ Remuneration Report was approved by the Board on 15 March 2023 and signed on its behalf by:

Sherry Coutu CBE
Chair of Remuneration Committee
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Additional disclosures

Pages 54-124 of this document comprise the Directors' report for the
year ended 31 December 2022.

Set out below is cther statutory and regulatory information that
Pearson is required to disclose in its Directors' report.

Going Concern

The Directors have confirmed that there are no matenal
uncertainties that cast doubt on the Group's going concern status
and that they have a reasonable expectation that the Group has
adequate resources to continue in operationa! existence beyond
30 june 2024 The consolidated financial statements have therefore
been prepared on a going concern basis.

Further details on the procedures undertaken may be found on
page 147

Viability statement

The Board assessed the prospects of the company using the
companys long range plan, together with downside scenanos.
Based on the result of these procedures and considering the
company’s strong balance sheet, the Directors have a reasonable
expectation that Pearson will be able to continue in operation and to
meet its habilities as they fall due over the four-year period ending 31
December 2026. Further details may be found on page 52.

Share capital

Cetails of share issues and cancellations are given in note 27 to the
finanoial statermerits on page 191, The company has a single class of
shares which is divided intoc ardinary shares of 25p each. The
ardinary shares are in registered form. As at 31 December 2022,
715,733,241 ordinary shares were inissue At the AGM held on

29 April 2022, the company was authorised, subject to certain
conditions, to acquire up to 75,727,045 ordinary shares by market
purchase and to issue up to 504,846,968 ardinary shares.
Sharehclders will be asked to renew these authorities, subject to
revised caps, at the AGM on 28 April 2023.

As at 13 March 2023, 2,487 record holders with registered addresses
in the United States held 33,286,790 ADRs which represented 4.65%
of the company’s outstanding ordinary shares. Some of these ADRs
are held by nominees and so these numbers may not accurately
represent the number of shares beneficially owned in the United States.
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Share buyback

On 25 February 2022, the company announced its intention to
commence a share buyback programme durnng 2022, which was
subseguently faunched on 4 April 2022 and completed on

7 December 2022, Under the programme, approximately 42.3m
shares were bought back and cancelled at a cost of £353m. The
nominal value of these shares, approximately £10m, was transferred
to the capital redemption reserve. The Board believes that the
company's strategic priorities, combined with the disciplined
approach to capital allocation, will enable Pearson to create
sustainable, long-term value for every stakeholder.

We have set out clear capital allocation priorities as follows:
— Maintaining a strong balance sheet and solid investment-grade
credit ratings through an appropriate capital structure

— Focused and disciplined approach to investing in the business to
accelerate growth oppartunities

— Delivering shareholder returns through a progressive and
sustainable dividend policy

— Returning surplus cash to shareholders as and when appropriate
through buybacks or special dividends

Major shareholders

Information provided to the company pursuant to the Finanaal
Conduct Autherity's Disclosure Guidance and Transparency Rules
(DTR} is published on a Regulatory Information Service and on the
company’s website.

As at 31 December 2022, the company had been notified under
DTR 5 of the following holders of significant voting rights inits shares.

Parcentage as at
Nurmber date of
of voting nghts ngtfication

Cevian Capital I GP Limited.

BlackRock,

Silchester international
Investors LLP 36,341,993 <5%

Libyan Investment AUThoAty 24,431,000

T Inddudes 6,862 838 (0 94%) gualing financal instruments 1o wnich voting rights
are atached

2 Based on notficauan to 1ne comparty dated 7 une 20000 We ave nor been
notified of any change to this holding since tnat date Assets belonging o, of
cwned, held o controlled on 16 September 2011 by the Libyan Invesiment
Authority and located outside Libya on tnaf date, are frozen in accordance witn "he
Libya (Sanctions) (EL Exit) Regulauans 2020,

Between 31 December 2022 and 13 March 2023, being the latest
practicable date before the publication of this report, the company
received a further notificanon under DTR 5, with the most recent
positicn being as follows:

Percentage 4% al

3 Indudes 8,847,811 (1.23%) qualfinng financial instrurments to which voung nights
are atached



Annual general meeting

The notice convening the AGM, to be held at 9:30am on Friday,
28 April 2023 at 80 Strand, London WC2R ORL, 15 contained in a
arcular to shareheolders to be dated 24 March 2023.

Registered auditors

In accordance with section 482 of the Campanies Act 2006 (the Act),
a resolution proposing the re-appointment of Ernst & Young LLP as
auditars to the company will be proposed at the AGM, at a level of
remuneration to be agreed by the Audit Committee.

Amendment to Articles of Association

Any amendments to the Articles of Association of the company (the
Articles) may be made in accordance with the provisions of the Act by
way of a special resolution

Rights attaching to shares

The rights attaching ta the ordinary shares are defined in the Articles.
A sharehalder whose name appears on the company's register of
members can choose whether his/her shares are evidenced by share
certificates (Le. in certificated form) or held electronically (i.e.
uncertificated form) in CREST (the electronic settlement system in
the UK).

Subject to any restrictions below, shareholders may attend any
general meeting of the company and, on a show of hands, every
shareholder (or his/her representative} who is present at a general
meeting has one vote on each resclution and, on a poll, every
shareholder (whether an individual or a corporation) present in
person or by proxy shall have one vote for every 25p of nominal
share capital held, A resolution put to the vote at a general meeting
held partly by means of electronic facility or faclities shall, unless the
charr of the meeting determines that it shall be decided on a show of
hands, be decided on a poll. Subject to this, at any general meeting, a
resolution put to the vote at the meeting shall be decided on a show
of hands, unless before, or on the declaration of the result of, a vote
on a show of hands, a ooll is demanded. A polt can be demanded by
the chair of the meeting, or by at least three shareholders (or their
representatives) present in person and having the right to vote, or by
any shareholders (or thetr representatives) present In person having
at least 10% of the total voting rights of all sharehaolders, ar by any
sharehalders (or their representatives) present in person holding
ordinary shares on which an aggregate sum has been paid up of at
least 10% of the total sum paid up on all ordinary shares. At this
year's AGM, voting will again be conducted on a pell, consistent with
best practice.

Shareholders can declare a final dividend by passing an ordinary
resolution but the amount of the dividend cannot exceed the
armount recommended by the Beard. The Board can pay interim
dividends on any class of shares of the amounts and con the dates
and for the periods they decide. In all cases, the distributable profits
of the company must be sufficient to justify the payment of the
relevant dividend.

The Board may, if authorised by an ordinary resolution of the
shareholders, offer any shareholder the right to elect to receive new
ordinary shares, which will be credited as fully paid, instead of their
cash dividend.

Any dividend which has not been claimed for 8 years after it became
due for payment will be forfeited and will then belong to the
company, unless the Directers decide otherwise.

If the company 1s wound up, the liquidator can, with the sanction
of a special resolution passed by the shareholders, divide amang
the shareholders in specie all or any part of the assets of the
company and can value assets and determine how the division
shall be carried out as between the sharehclders or different
classes of shareholders.

The liquidator can also, with the same sanction, transfer the whole or
any part of the assets 1o trustees upon such trusts for the berefit of
the shareholders.

Voting at general meetings

Any form of proxy sent by the shareholders to the company in
relation to any general meeting must be delivered to the company
{via 1ts registrars), whether in written or electronic form, not less than
48 hours before the time appointed for holding the meeting or
adjourned meeting at which the person named in the appointment
Droposes to vote,

The Board may decide that a shareholder is not entitled to attend or
vote either personally or by proxy at a general meeting or to exercise
any other right conferred by being a sharehalder if they or any
person with an interest in shares has been sent a natice under
section /93 of the Act {which confers upon public companies the
power t¢ require Information with respect to interests in their voting
shares) and they cr any interested person failed to supply the
company with the information requested within 14 days after delivery
ofthat notice

The Board may also decide, where the relevant shareholding
comprises at least 0.25% of the nominal value of the issued shares of
that class, that no dividend is payable in respect of those default
shares and that no transfer of any default shares shall be registered
unless the shareholder is not himself in default as regards supplying
the informanaon requested and the transfer, when presented for
registration, is accompanied by a certificate from the shareholder in
such form as the Board of Directors may require to the effect that
after due and careful inquiry, the shareholder is satisfied that no
person in default is interested in any of the ordinary shares which are
being transferred, or the transfer is an approved transfer as defined
in the Articles, or the registration of the transfer is required by the
Uncertificated Securities Regulations 2001.

Pearson operates an employee benefit trust to hold shares, pending
employees becoming entitled to them under the company's
employee share plans. There were 1,863,202 shares held as at

31 December 2022. The trust has an independent trustee which has
full discretion in relation to the voting of such shares. A divdend
walver operates on the shares held in the trust.

Pearson also operates nominee shareholding arrangements which
hold shares on behalf of employees. As at 31 December 2022,
there were 2,247,759 shares held in the Sharestore account
admunistered by Equiniti Limited (Equiniti). The beneficial owners of
shares held in Sharestore are invited to submut voting instructions
onbre at www.shareview co uk. If no instructions are given by the
beneficial owner by the date specified, the trustees holding these
shares will not exercise the voung rights.

As at 31 December 2022, there were 3,028,933 shares held in the
Computershare Share Plan Account (SPA), which is administered
by Computershare Invester Services plc (Computershare).
Beneficial holders of shares held in the Computershare Share Plan
Account (SPA) are invited to submit voting instructions online at
www.equateplus com. If no instructions are given by the beneficial
owner by the date specified, the nominee holding these shares will
not exercise the voting rights.
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Additional disclosures continued

Transfer of shares

The Board may refuse to register a transfer of a certificated share
which 1s not fully paid, prowided that the refusal does not prevent
dealings in shares in the company fram taking place on an open and
proper basis. The Board may also refuse to register s transfer of a
certificated share unless: (i} the instrument of transfer is ladged, duly
stamped (if stampable) or duly certified or otherwise shown to the
satisfaction of the Board to be exempt from stamp duty, at the
registered office of the company or any other place decided by the
Board, and 1s accompanied by the certificate for the share to which it
relates and such other evidence as the Board may reasonably
reguire to show the right of the transferor to make the transfer; (i) it
is in respect of only one class of shares; and {iii) it is in favour of not
more than four transferees,

Transfers of uncertificated shares must be carried out using CREST
and the Board can refuse to register a transfer of an uncertificatad
share in accordance with the regulations governing the operation
of CREST.

Variation of rights

If at any time the capital of the company is diwded into different
classes of shares, the special nights attaching te any class may be
varied or revoked either:

(i) with the written consent of the halders of at least 75% in nominal
value of the issued shares of the relevant class or

tii) with the sanction of a special resolution passed at a separate
general meeting of the halders of the shares of the relevant class.

Without prejudice to any speaal rights previousty conferred on the
holders of any existing shares or class of shares, any share may be
issued with such preferred, deferred or other special rights, or such
restrictions, whether in regard to dividend, voting, return of capital or
otherwise as the company may from time to time by ordinary
resolution detarming,

Appointment and replacement of Directors
The Articles contain the following provisions in refation to Directors.

Directors shall be no less than two in number. Directors may be
appointed by the company by crdinary resolution or by the Board.

A Director appointed by the Board shall hold office only until the next
AGM and shall then be eligible for re-appointment. The Board may
from time to time appoint ane or more Directors to hold Executive
office with the company for such period (subject to the provisions of
the Act) and upon such terms as the Board may decide and may
revake or terminate any appeintment so made.

The Arucles provide that, at every AGM of the company, every
Director shall retire from office and, unless not willing to act, be
eligible for re-gppointment.

If a Director is not re-appointed, they shall, subject to the Articles,
retain office untl the meeting appoints someone In their place, or, If
it does not do 50, until the end of the meeting, or, if the meeting is
adjourned, the end of the adjourned meeting. Where a Director has
been appainted after notice of the annual general meeting has been
given, that Director shall retire at the next annual general meeting of
which notice 1s first given after his or her appointment as Director

If there 15 an insufficent number of appointed or re-appointed
Directors st any of the company's annual gereral meetings thus
rendering the Board inquorate, all Directors shall be automatically
re-appointed only for the purposes of filling vacancies and convening
general meetings of the company and to perform such dutes as are
appropriate to Maintain the company as a going concern and to
enable it to comply with its legal and regulatory obligations. The
Orirectors are required to convene a further general meetng of the
compariy as so0n as reasonably practicable to allow new Directors to
be appointed, and such Directors who were not appainted at the
originat general meeting shall subseguently retire.
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The company may by ardinary resolution remave any Director before
the expiration of their term of office. In addition, the Board may
terminate an agreement or arrangement with any Directar for the
provision of their services to the company.

Powers of the Directors

Subject to the Articles, the Act and any directions given by special
resolution, the business of the company will be managed by the
Board who may exercise all the powers of the company, including
powers relating ta the issue and/or buying back of shares by the
company (subject to authorisation, and any statutory restrictions or
restrictions imposed by sharehelders in a general meeting).

Directors’ indemnities

A qualifying third-party indemnity (QTP1), as permitted by the Arucles
and sections 232 and 234 of the Act, has been granted by the
company to each of its Directors. Under the provisicns of the QTPI,
the company undertakes to indemnify each Director against hability
to third parties {excluding criminal and regulatory penalties) and to
pay Directors’ costs as incurred, prowvided that they are reimbursed to
the company if the Director is found guilty, the court refuses to grant
the relief sought or, in an action brought by the company, judgement
is given against the Director. The indemnity has been in force for the
financial year ended 31 December 2022 and is currently in force. The
company has purchased and maintains Directors’ and Officers’
Insurance cover against certain legal liabilities and costs for claims in
connection with any act or omission by such Directors and Officers in
the execution of their duties,

Significant agreements

The following significant agreements contain provisions entithng the
counterparties to exerase termination or other rights in the event of
a change of control of the company.

As at 31 December 2022, the Group's pnincipal bank facility, the
$1.19 billion Revolving Credit Facility (RCF) agreement, allowed that
upen a change of control of the company, any participating bamk may
require its outstanding advances, together with accrued interest and
any other amaounts payable in respect of such facility, and its
commitments, to be cancelled, each within 60 days of notification to
the banks by the agent. The facility was undrawn at year end. The
group's cutstanding fixed rate notes (see note 18 Borrowings for
maore information) also contain a provisian requiring that, in the
event of a change of control which leads to a downgrade in credit
rating below Baa3 (Moody's) or BBB- (Fitch Ratings), the company 1s
required to make an offer to investors to repurchase outstanding
instruments at par plus accrued interest, which investors are not
obliged to accept. For these purpeses, a ‘change of control accurs if
the company becomes a subsidiary of any other company, ar one or
more persons acting either individually or in concert obtains control
tas defined in section 1124 of the Corporation Tax Act 2010) of the |
company. In February 2023, the Group renegotiated its Revolving

Credit Faciity, reducing the maximum facility to $1 tilion,

Shares acquired through the company's employee share plans rank
pan passu with shares in 1ssue and have no special nghts. For legal
and practical reasons, the rules of these plans set out the
consequences of a change of control of the company.



Other statutory information

Other information that is required by the Act and by the Large and
Medium-sized Companies and Groups (Accounts and Reports}
Regulations 2008 (as amended) to be included in the Directors’
report, and which Is incorporated by reference, can be located as
follows:

Summary disclosures index See more

Ddend recommendation  Page25
Page 178

Staterment descrlbing Fégard ta suppliers, Page 29
custormers and other stakehclders' interests

With the exception of the dividend waiver described on page 121
there is no information to be disclosed in accordance with Listing
Rule §.8.4.

No political donations or contributions were made or expenditure
incurred by the company or its subsidiaries during the year.

Cur disclosures are consistent with the recommendations of the
Task Force on Climate-related Financial Disclosures (TCFDY and are
set out on pages 39-41.

Fair, balanced and understandable reporting and
disclosure of information

As required by the UK Corporate Governance Code, we have
established arrangements to ensure that all information we report to
investors and regulators is fair, balanced and understandable. In its
assessment, the Board paid particular attention to a set of criteria
recommended by the Finanaal Reporting Coundil, including the use
of straightforward language, focus on content that is important to
investars, and exclusion of irrelevant informaticn.

A process and timetable for the preduction and approval of this
year's annual report and accounts was agreed by the Board at its
meeting in December 2022. The fulf Board then had the opportunity
to review and comment on the report as it progressed. The Audit
Committee is also available to advise the Board on certain aspects of
the annual report and accounts, to enable the Directors to fulfil their
respansibility in this regard

The Directors consider that the annual report and accounts, taken as
awhgle, are fair, balanced and understandable and prowde the
information necessary for shareholders to assess the company's
positicn, performance, business model and strategy.

Representatives from Finanaal Reporting, Strategy, Investor
Relations, Corporate Affairs, FSG & Sustainability, Company
Secretarial, Legal, Internal Audit, Risk, HR and Reward teams are
involved in the preparation and review of the annual report (o ensure
a cohesive and balanced approach and, as with all of our financial
reporting, a thorough verification of narrative and financial
staterments 1s conducted. We also have procedures in place to
ensure the timely release of inside information, through our Market
Disclosure Cormmittee.

The Directors also confirm that, for each Director in office at the date
of this report:

— 50 far as the Director is aware, there is no relevant audit
information of which the Group and company's auditors are
unaware.

— they have taken all the steps that they ought te have taken as
Directors to make themselves aware of any relevant audit
information and tc establish that the Group and the company’s
auditors are aware of that information.

Directors in office

The following Directors were 1 office during the year:

A P Bird G D Pitkethly

S L Coutu TScore
SKMjohnson S Taurel - resigned on

29 ARAI2022 L

'O Kordestani - appointed on AC Thomas

ESlee- appainted cn L A Wallen

LRebruary 2022
LK Lonmer

The Directors’ report has been approved by the Board on 15 March
2023 and signed on its behalf by:

Graeme Baldwin

Company Secretary

Annual report and accounts 2022 Pearson ple 123



Statement of Directors’ responsibilities in respect of the financial statements

Statement of Directors' responsibilities

The Directors are respensible for preparing the annual report and
accounts and the financial statements in accordance with applicable
law and regulation.

Company law requires the Directors to prepare financal statements
for each financial year. Under that law, the Directors have prepared
the Group and company financial statements in accordance with
UK-adopted internatcnal accounting standards. in preparing the
Group and company financial statements, the Directors have also
elected to comply with International Financial Reporting Standards
issued by the International Accounting Standards Board (IFRSs as
issued by IASB).

Under company law, the Directors must not approve the financial
statements unless they are satisfied that they give a true and fair view
of the state of affairs of the Group and company and of the profit or
loss of the Group for that period. In preparing the financial
statements, the Directors are required to:

— Select suitable accounting policies and then apply
them consistently.

-— State whether applicable UK-adopted international accounting
standards and IFRSs 1ssued by IASB have been followed, subject
to any material departures disclosed and explained in the
financial statements.

— Make judgements and accounting estimates that are reasonable
and prudent.

— Prepare the financial statements on the going concern basis
unless it 1s inappropriate to presume that the Group and
company will continue in business.

The Directors are responsible for safeguarding the assets of the
Group and company and hence for taking reasonable steps for the
prevention and detection of fraud and other irregularities.

The Directors are responsible for keeping adequate accounting
records that are sufficient to show and explain the Group and
company's transactions, and disclose with reasonable accuracy at
any time the financial position of the Group and company and enable
thern to ensure that the financial statements and the Directors’
remuneration report comply with the Companies Act 2006.

The Directors are responsible for the maintenance and integrity of
the company's website. Legislation in the United Kingdom governing
the preparation and dissermination of financial statements may differ
from legislation in other jurisdicticns.

Directors’ confirmations

Each of the Directors, whose names and functions are listed in the
Governance report, confirms that, to the best of thair knowledge:

— The Group and company financial statements, which have been
prepared in accordance with UK-adopted international
accounting standards and IFRSs issued by IASB, give a true and
fair view of the assets, habilities and financal position of the
Group and company, and of the profit of the Group.

— The Strategic report includes a fair review of the development
and performance of the business and the position of the Group
and company, together with a descriptien of the principal risks
and uncertainties that it faces.

This respensibility statement has been approved by the Board on
15 March 2023 and signed on 1ts behaif by:

Sally Johnson
Chief Financial Officer
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Independent Auditor's Report

Independent Auditor’s report to
the members of Pearson plc

Opinion

In our opinicn:

— Pearson plc's group financial statements and parent company finanaal staterments (the “financial statements”) give a true and fair view of the state
of the group's and of the parent company’s affairs as at 31 December 2022 and of the group's profit for the year then ended.

— the group financial statements have been properly prepared in accordance with UK-adopted international accounting standards;

— the parent company financial staterments have been properly prepared in accordance with UK-sdopted international accounting standards as
appled in accordance with section 408 of the Companies Act 2006; and

— the financial staternents have been prepared in accordance with the requirerments of the Companies Act 2006.

We have audited the financial statements of Pearson ple (the ‘parent company) and its subsidianes {the ‘'group’) for the year ended 31 December 2022
which comprise:

Group Parent company

Consolidated income statement for the year ended 31 December 2022 Company Balance sheet as at 31 December 2022

Consolidated statement of comprehensive income for the year ended 31

Decemnber 2022
Consolidated balan

Consalidated statement of changes in equity for the year ended 31
December 2022

Con 1

Related notes 1-38 to the ffna clal sta
significant accounting policies

Related notes 1

. including a summary of

significant accounting policies

The financial reporting framework that has been applied in their
preparation s applicable law and UK adopted international
accounting standards, as applied in accordance with section 408 of
the Companies Act 2006.

Basis for opinion

We conducted our audit I accordance with International Standards
on Auditing (UK) (ISAs (UK)) and applicable law. Our responsibilities
under those standards are further described in the Auditor's
responsibilities for the audrt of the finanual statements section of our
report, We believe that the audit evidence we have obtained 1s
sufficient and appropriate to provide a basis for our opinion

Independence

we are independent of the group and parent in accordance with the
ethical requirements that are relevant to our audit of the financial
statements in the UK, including the FRC's Ethucal Standard as applied
to listed public interest entities, and we have fulfilled our other ethical
responsibilites in accardance with these requirements

The non-audit services prohibited by the FRC's Ethical Standard were
not provided to the group or the parent company and we remain
independent of the group and the parent company in conducting the
audit.

126 Pearson plc Annual report and accounts 2022

Conclusions relating to going concern

In auditing the financial statements, we have concluded that the
directors’ use of the going concern basis of accounting in the
preparation of the financial staterments is appropriate Our evaluation
of the directors” assessment of the group and parent company's
ability to continue to adopt the going concern basis of accounting
included:

— We performed our own independent assessment of the risk
around going concern at the planning and year end phases of the
audit.

— In conjunction with our walkthrough of the Group's financial
statement close process, we confirmed our understanding of
management’s goiNg concern assessment process and engaged
with management early to understand and assess the key
assumptions made in their assessment.

— We agreed the 31 December 2022 cash and debt balances
included in the going concern assessment to the Group's year
end balances.

— We read the group's debt agreemenits to understand the
covenant requirements and tested to check that no cavenants
have been breached during the year to 31 December 2022 and
there 15 no forecast covenant breach in either the base or severe
but plausible downside case scenarios dunng the going concern
assessment period covering the period to 30 june 2024,

— We checked the logic and arithmetical integnty of management’s
going concern model that includes the cash forecasts for the
20Ing concern assessment period.



— We assessed the appropriateness of the duration of the going
concern assessment periad to 30 June 2024 and considered the
existence of any significant events or conditions beyond this
period based on our procedures on the Group’s long-range plan
and knowledge ansing from other areas of the audit.

— We considered the appropriateness of the assumptions used to
calculate the cash forecasts under base and plausible downside
case scenarios by reference to historical forecasting accuracy and
comparison to sector benchmarks, We challenged whether the
downside scenarios utilised were sufficiently severe for a going
CONCern assessment.

— We assessed the reasonableness of the cash flow forecasts
included in the going concern assessment by understanding the
potential impact of the Group's principal risks as well as any
potential impact from COVID-19, current geopolitical matters and
the impact of climate charige have been reflected in the forecasts.

— We evaluated the key assumptions by searching for contrary
evidence to challenge these assumptions, including third party
sector forecasts and analyst expectations, Further, we ensured
these assumptions were cansistent with the budget approved by
Pearson’s Board.

— We also challenged the measurement and completeness of the
downside scenario modelled by management by reference to the
Group's principal risks and uncertainties of the Group.

— We considered the mitigating actions that are within the control
of the Group and evaluated the Group's ability to control these
outflows if required.

— We considered whether the Group's forecasts inthe going
concern assessment were cansistent with other forecasts used by
the Group In its accounting estimates, including goodwill
impairment.

Overview of our audit approach

— We considered the Group's reverse stress testing to identify the
magnitude of dechne in revenue and operating profit that would
lead to the Group utilising all liquidity ar breaching a covenant
during the going concern assessment penod and we have
cansidered the likelihood of such a decline.

— We reviewed the Group’s going concern disclosures included in
the Annual Report, in note 1(¢) to the financial statements, to
assess that thay were accurate and in conformity with the
reporting standards.

We observe that in management’s base case and severe but
plausible downside scenarios, there 1s signiticant headroom without
taking the benefit of any identified mitigations.

Based an the work we have performed, we have not identified any
material uncertainties relating to events or conditions that,
indwidually or collectively, may cast significant doubt on the Group
ang parent company's ability to continue as a going concern for a
period to 30 June 2024.

In relation to the Group and parent company's reporting on how
they have applied the UK Corporate Governance Code, we have
nothing material to add or draw attention to in relation to the
directors’ statement in the financial staterments about whether the
directors considered it appropriate to adopt the going concern basis
of accounting.

Our responsibifities and the respensibilities of the directors with
respect to going concern are described in the relevant sections of
this report. However, because not all future events or conditions can
be predicted, this statement is not a guarantee as to the Group's
ability to continue as a going concern.

Audit scope - We performed an audit of the complete financial information of 4 components and audit procedures on specific
balances for a further 11 components. We also performed specified audit procedures on specific balances for a further

4 cormnponents,

+ The components where we performed full or specfic audit procedures accounted for 85% of adjusted Profit before

tax, 89% of Revenue and 95% of Total assets.

Key audit matters + Fraud risks in revenue recognition
- Valuation of acquired intangible assets
- Uncertainia 1Si

: OrEU St A CaSE e e
Materiality - Overall group materiality of £20.9m which represents 5% of adjusted Profit before tax.
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Independent Auditor's Report continued

An overview of the scope of the parent company and group audits

Tailoring the scope

Qur assessment of audit rsk, our evaluation of materiality and our
allocation of performance materiality determine our audit scope for
each company within the Group. Taken together, this enables us ta
farm an cpinion on the consolidated financial statements We take
into account size, risk profile, the organisation of the group and
effectiveness of group-wide controls, changes in the business
environment, the potential impact of climate change and other
factors such as recent Internal Audit resuits when assessing the level
of work to be perfarmed at each company

The Group operates finance shared service centres in Belfast and
Manila, the outputs of which are induded in the financial information
of the reporting components they service and therefore they are

not separate reporting components, Each of the service cenires

is subject to specified risk-focused audit procedures, predominantly
the testing of transaction processing and controls testing. Additional
procedures are performed at the scoped components to address the
audit risks not covered by the work performed over the shared
service centres, or where the scoped components are net served by
the shared service centres.

In assessing the risk of material misstatement to the Group financial
statements, and to ensure we had adequate guantitative coverage of
significant accounts in the finanaal statements, of the 189 reporting
components of the Group, we selected 15 components covering
entities within the UK, US, Brazil and Australia, which represent the
principal business units within the Group.

Of the 15 components selected, we performed an audit of the
complete financial information of 4 companents {*full scope
components”) which were selected based on their size or risk
characteristics. For the remaining 11 components (“specific scope
components™), we performed audit procedures on specific accounts
within that component that we considered had the potential for the
greatest impact on the significant accounts in the financial
statements either because of the size of these acceunts or their risk
profile.

For an additional 4 compoenents ("specified procedures
components”), we performed certain audit procedures on specific
accounts within that component that we considered had the
potential for the greatest impact on the significant accounts in the
financial staterments, either because of the size of these accounts or
their risk profile. These procedures were undertaken by separate
component audit teams under the primary audit team’s direction.
The audit scope of these components may not have included testing
of all significant accounts of the component but will have contributed
10 the coverage of significant accounts tested for the Group.

The reporting camponents where we performed audit procedures
accounted for 85% of the Group's adjusted Profit before tax, 89% of
the Group's Revenue and 95% of the Group’s Total assets. Forthe
current year, the full scope components contnbuted 71% of the
Group's adjusted Profit before tax, 73% of the Group's Revenue and
88% of the Group's Total assets, The specific scope components
contributed 14% of the Group's adjusted Profit before tax, 16% of the
Group's Revenue and 7% of the Group's Total assets. The audit scope
of these components may not have included testing of all significant
accounts of the component but will have contributed to the coverage
of significant accounts tested for the Group We aiso instructed 4
locations to perform specified procedures over certain balances,
including aspects of revenue recogniton.
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Of the remaining 170 components that together represent 15% of
the Group's adjusted Profit before tax, none are individually greater
than 5% of the Group's adjusted Profit before tax. For these
components, we performed other procedures, including analytical
review, testing of consolidation journals and intercomparty
eliminations to respond to any potential risks of material
misstatement to the Group financial statements

Involvement with component teams

n establishing our overall approach to the Group audit, we
determined the type of work that needed to be undertaken at each
of the compenents by us, as the primary audit engagement team, or
by compaonent auditors from other EY global network firms operating
under pur instruction, The audit procedures performed at the
finance shared service centres were performed by the primary team
with assistance from the Philippines member firm. Of the 4 full scope
components, audit procedures were performed on 1 of these directly
by the primary audit team. Of the 11 specific scope components,
audit procedures were performed on 2 of these directly by the
primary audit team. For the 3 full scope and 9 specific scope
compaonents, where the work was performed by component
auditors, we determined the appropriate level of invalvement to
enable us to determine that sufficient audit evidence had been
obtained as a basis for our opinion on the Group as a whole.

The Group audit team followed a programme of planned wisits that
has been designed to ensure that each full or speafic scope
component was visited by either the Semior Statutory Auditor, or
other senior members of the Group audit team. During the current
year's audit cycle, visits were undertaken by the Group audit team to
the component teams in the US, Brazil and Australia. These visits
involved discussing the audit approach with the componant team
and any 1ssues arsing from their work, meeting with local
management, attending planning and progress meetings and
reviewing relevant audit working papers on nisk areas. The primary
team Interacted regularly with the component teams where
appropriate during various stages of the audit, reviewed relevant
working papers and were responsible for the scope and direction of
the audit process. Close meetings for full, speafic, and specified
procedures components {excluding those performed by the primary
audit team) were held via video conference i January and

February 2023 and were attended by the Senior Statutory Auditor
and/or other members of the pnimary audit team. This, together with
the additional procedures performed at Group level, gave us
appropriate evidence for our opinion on the Group financial statements.

Climate change

Stakeholders are increasingly interested in how dimate change will
impact Pearson. The Group has determined that the most significant
future impacts from climate change on their operations waill be from
physical risks in the medium and long term. These are explained on
pages 39-41 1n the reguired Task Force for Climate related Financial
Disclosures. They have also explained their chimate commitments on
pages 37-38. All of these disclosures form part of the "Other
information,” rather than the audited financial statements. Qur
procedures on these unaudited disclosures therefore consisted
solely of considering whether they are materially inconsistent with
the finanaial statements, or our knowledge obtained i the course of
the audit or otherwise appear to be materially misstated, in line with
our responsibiities on “Other information”.



In planning and performing cur audit we assessed the potential
impacts of climate change on the Group's business and any
consequential material impact on 1ts finanaal statements,

The Group has explained in the Basis of Preparation note the key
areas of the financial statements that may be impacted by chimate
change and the Group concluded there is no matenal financial
staterment impact from climate change, These disclosures also
explain where governmental and socetal responses to cimate
change risks are still developing, and where the degree of certainty of
these changes means that they cannot be taken into account when
determining impairmsnt assessmants under the requiements of
UK-adopted Internaticnal accounting standards.

Our audit effort in considening the impact of climate change on the
financial statements was focused on evaluating management's
assessment of the impact of physical and transition climate risk, their
chmate cormmitments, the effects of material climate risks disclosed
on pages 40 to 41 and whether these have been appropriately
reflected in asset values where these are impacted by future cash
flows and associated sensitivity disclasures, this primarily being
impairment assessments following the requirements of UK-adopted
international accounting standards. As part of this evaluation, we
performed aur own risk assessment, supported by our climate
change interna! specialists, to determine the risks of material

misstatement in the financial statements from climate change which
needed to be considered in our audit.

We also challenged the Directors' considerations of climate change
risks in their assessment of going concern and viability and
associated disclosures. Where considerations of climate change
were relevant to our assessment of going concern, these are
described above.

Based on our work we have not identified the impact of climate
change on the financial statemenits to be a key audit matter or to
impact a key audit matter

Key audit matters

Key audit matters are those matters that, in our professional
judgment, were of most significance in our audit of the financtal
statements of the current period and include the most significant
assessed risks of matenal misstatement {whether or not due to
fraud) that we identified. These matters included those which had the
greatest effect on: the overall audit strategy, the allocaton of
resources in the audit; and directing the efforts of the engagement
team. These matters were addressed in the context of gur audit of
the financial statements as a whole, and in our opinion thereon, and
we do not provide a separate opinion on these matters.

Risk Our response to the risk

Key observations communicated to the Audit Committee

Fraud risks in revenue
recognition {revenues of

We obtained an understanding and evaluated the
design and tested the operating effectiveness of

Revenue for the year to 31 December 2022 has
been recognised appropriately.

£3,841m, PY £3,428m)

Refer to the Audit Committee Report
{page 80); Accounting policies

{page 145); and Note 3 of the
Consolidated Financial Statements
(page 151}

Given revenue is a key performance
indicator, both in communication of
the Group's results and for
management incentives, we have
identified a nsk of management
override of controls through:

Maniputation of the rate of
completion for contracts that
span the year end; and

- Topside manual journals
1o revenue,

contrels over the Group's matenal revenue processes.
We performed testing over revenue recognitionin 4
full scope components, 8 specific scope components
and 4 specified procedures components. We have
performed testing over rate of completionin 2 full
5COpe components.

The audit of topside manual journals was performed
in all full, specfic and specified procedures scope
locations and on consalidation.

For rate of completion, where relevant, we performed
our own independent assessment of the stage of
campletion of contracts based on actual and forecast
casts and course completion rates. We have
assessed the forecast costs to complete by contract,
considered historical forecasting accuracy as well as
vouching that all forecast costs aggregate to the
relevant budget amount for each business.

We |ooked for contradictory ewidence by analysing
contract forecast profitability for outliers.

For manual journals, we instructed our full, specific
and specified procedure scope Compongnt teams to
test all manual journals recorded against revenue.
We tested that these journals were appropriately
approved and evaluated supporting evidence.

The Group tearn tested all manual journals recorded
on consolidation. We tested the completeness

of journals posted and tested that these journals
were appropriately approved and evaluated
supportng evidence.
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Independent Auditor’s Report continued

Risk

Qur response to the risk

Key observations comrmunicated to the
Audit Committee

Valuation of acquired intangibles

{E110m, PY £27m)

Refer to the Audit Committee Report (poge 80)
Accounting policies (page 143); and Note 30 of
the Consolidated Financial Statements (page 193).
During the year, Pearson made two significant
acquisitions: Credly and Mondly.

The identification of acquired intangible assets
requires specialised skills, The valuatian involves
complex jJudgement, due tc the estimaticn
uncertainty and the application of valuation
technigues built, In part, on assumptions around
the future performanca of the acquired
businesses, including assumptions impacted by
future events, such as revenue growth rates,
customer churn rates and profitability. Changes
in these assumptions can have a material effect
on the valuation of identifiable intangible assets.

We focused our risk on the most significant
elements of the valuation, namely the

Credly customer relationships and techinology
asset and the Mondly technology asset,

The sensitive assumptions for Credly ¢ustomer
relationships are revenue from existing
customers, retention rate, profitability and
discount rate. For the Credly technology asset,
these are revenue growth and royalty rate.

For the Mondly technology asset, these are
revenue growth, obsolescence, profitability and
discount rate.

Uncertain tax position for EU State Aid
case (£63m, PY Enil)

Refer to the Audit Committee Report (page 80),
Accounting policres (page 145), and Notes 7 and
34 of the Consolidated Finoncial Statements
{pages 160 and 198)

Following an EU General Court Deasion on 8
June 2022 on whether certain elements of UK
tax code constituted State Aid, a provision of
£63m has been recorded in the Group financial
staternents in respect of a potential tax
exposure. A payment on account to HMRC of
£105m had been made in 2021 for this matter
The provision has been recorded through
income tax expense against this receivable, with
the balance disclosed as a contingent liability,
Auditing the Group's recorded £63m provision
at 31 Decernber 2022 required significant
auditer judgement In assessing management's
expectations of the outcome of matters as there
is a significant range of possible outcomes
between £nil and the maximum exposure of
£105m and therefore a risk of misstatement

Our audit of the fair values of the acquired assets and
liabilites was performed by the Group audit team,

We gbtained an understanding and evaluated the
design and tested the operating effectiveness of
controls over the Group's process to identify and

value intangible assets, including their use of a
valuation specialist.

We assessed the indegendenice and expertise of
management’s valuation specialist.

We challenged the existence and completeness of
identified intangible assets by mvolvng EY valuation
specialists with the appropriate experience.

We reviewed the valuabion methodologies apphed, with
the assistance of EY valuation specialists, 1o vahdate
that they were appropriate.

We focused our testing of the prospective financial
information included in the valuation calculation on the
key assumptions that are most sensitive to the
valuation

We challenged these assumptions by involing our
valuation specialists where appropnate for
assumptions such as discount rate and royalty rates,
For revenue and profitability assumptions we validated
these by comparnison to historical performance,
underlying contractual terms, benchmarking to a range
of peer companies provided by our valuaticn
specialists and third party sector analysis.

we evaluated the adequacy of the business
combinaton disclosures to the requirements in IFRS 3,

The primary audit team performed full scope
procedures over this matter.

We obtained an understanding and evaluated the
design and tested the operating effectiveness of
controls over the Group's tax process over Uncertain
1ax positions.

We understood the background the case by reviewing
correspondence with HMRC

We reviewed management’s analysis to support their
conclusion that the exposure was now “more likely
than not” following the & June 2022 EU General Court
hearing. We reviewed correspondence with
management’s speaialist, assessed their independence
and expertise, and held a virtual meeting with them to
discuss therr considerations

we challenged management's conclusion by invalving
an EY EU State Ald specialist to assist us i forming our
own view about whether the exposure was more likely
than not.

We reviewed management's calculation of the
provision and assessed the appropriateness of the
methodology used. We considered the
appropriateness of the potential outcomes included in
the calcuiation and the probabilities assigned to each
outcome. We challenged the probabilities by seeking
the Input of an BY tax specialist.

We reviewed the disclosures in the Annual Report.

Based on the procedures
perfoermed, we agree that the
assurptions, valuation of the
acquired intangibles are
appropriate.

Disclosures in Note 30 of the
consclidated financial statements
are appropriate.

Based on the currert status of
proceedings and the opinion of the
Group's external legal counsel, we
conclude that managements
provision is appropnately stated.
wWe agree that disclosure set out in
Notes 7 and 34 of the consglidated
financial statements 1s appropriate
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Our application of materiality

We apply the concept of materialiry in planning ang performing the
audt, in evaluating the effect of iIdentified misstatements on the audit
and in farming our audit apinion.

Materiality

The magnitude Gf an omission or misstatement that, Individually or in
e dggreddle, could redsonably b expecied w iniluence the
economic decisions of the users of the finanaal statements.
Materiality provides a basis for determining the nature and extent of
our audit procedures.

We determined matenality for the Group to be £20.9 million , which
is 5% of adjusted Profit before tax. We believe that adjusted Profit
before tax provides us with the most relevant performance measure
to the stakeholders of the Group given the prominence of this metric
throughout the Annual Report and consolidated financial statements,
analyst presentations, and profit metrics focussed on by analysts.

— We determined materiality for the Parent Cormpany to be £44
million , which is 1% of net assets. Where Parent Company
balances were audited as part of the Group audit, they were
audited to an allocation of the Group's performance matenality.

During the course of gur audit, we reassessed initial materiality of
£18.4m and increased it e reflect the actual results for the year.

The previous auditor determined materiality for the Group to be
£18.5m for the year ended 31 December 2021,

Performance materiality

The application of materiality at the individual account or balance
level Itis set at an amount to reduce to an apprapriately low level the
probability that the aggregate of uncorrected and undetected
misstaternents exceeds materiality.

On the basis of our risk assessments, together with our assessment
of the Group's overall control environment, cur judgement was that
performance materiality was 50% of our planning materiality, namely
£10.5m. We have set performance materiality at this percentage on
the basis that this is our first year as auditors of the Group. Audit
work at component locations for the purpose of obtaiming audit
coverage over significant financial statement accounts is undertaken
based on a percentage of total performance materiality. The
performance materality set for each compenent s based on the
relative scale and risk of the compaonent to the Group as a whole and
our assessment of the risk of misstatement at that component. In the
current year, the range of performance materiality allocated to
components was £1.8mto £5.0m.

Starting

basis — Profit before tax - £323m

N

transaction costs and profit on disposal of businesses.

— Add: net £185m adjustments against operating profit, including; cost of restructuring, intangible charges,

Adjustments | _ Less: net £56m adjustments against finance income, including; fair value movements and pensions.
— Less; £34m reversal of interest on the release of a historic tax liability
\/
- — j Profi - .
Materiality Adjusted Profit before tax £418m (materiality basis)

— Materiality of £20.9m (5% of materaility basis)

Reporting threshold

An amount below which identified misstatements are considered as
being clearly trivial.

We agreed with the Audit Committee that we would report to them
all uncorrected audit differences in excess of £1.05m , which is set at
5% of materiality, as well as differences below that threshold that, in
our view, warranted reporting on qualitative grounds

We evaluate any uncorrected misstaternents against both the
quantitative measures of materiality discussed above and in light of
other relevant gualitative considerations in forming our opinion.

Other information

The other information comprises the information included in the
annual report set out on pages 1 to 120, other than the financial
staterments and our auditor's report thereon. The directors are
responsible for the other information contained within the annual
report.

Our opinion on the financial statements does not cover the other
information and, except to the extent otherwise explicitly stated in
Lhis report, we do not express any form of assurance conclusion
thereon.

Qur responsibility is to read the other information and, in doing so,
consider whether the other information is materially inconsistent
with the financial statements, or our knowledge obtained in the
course of the audit, or otherwise appears to be materially misstated.
If we identify such material inconsistencies or apparent material
misstatements, we are required (o determine whether this gives rise
ta a material misstatement in the financial statements themselves. If,
based on the work we have performed, we conclude that there is a
materal misstatement of the other informaticn, we are required to
report that fact.

We have nothing to report in this regard.

Qpinions on other matters prescribed by the
Companies Act 2006
In our opinion, the part of the directors’ remuneration report to be

audited has teen properly prepared in accordance with the
Companies Act 2006

In our opinion, based on the wark undertaken in the course of the audit:

— the information given in the strategic report and the directors’
report for the financial year for which the financial statements are
prepared is consistent with the financial staterments; and

— the strategic report and the directors’ report have been prepared
in accordance with applicable legal requirements.
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Independent Auditor’s Report continued

Matters on which we are required to report by
exception

In the light of the knowledge and understanding of the group and the
parent company and its envircnment abtained in the course of the
audit, we have not identified matenal misstaternents in the strategic
report or the directors’ report.

We have nothing to report in respect of the following matters in
relation to which the Companies Act 2006 requires us to report to
you if, in our opinion:

— adequate accounting records have not been kept by the parent
company, or returns adequate for our audit have not been
received from branches not visited by us; or

— the parent company financial statements and the part of the
Directors’ Remuneration Report to be audited are not in
agreerment with the accounting records and returns; or

— certain disclosures of directors’ remmuneration specified by law are
not made; or

— we have not received all the information and explanations we
require for our audit

Corporate Governance Statement

We have reviewed the directors’ staternent in relation to going
concern, longer-term viability and that part of the Corporate
Governance Statement relating to the group and company’s
compliance with the provisions of the UK Carporate Governance
Code specified for our review by the Listing Rules.

Based on the work undertaken as part of our audit, we have
concluded that each of the following elements of the Corperate
Governance Statement is materially consistent with the financial
statements or our knowledge obtained during the audit:

— Directors’ statement with regards to the appropriateness of
adopting the going concern basis of accounting and any material
uncertainties identified set out on page 116,

— Directors’ explanation as to its assessment of the company’s
prospects, the period this assessment covers and why the pericd
is appropnate set out on page 52;

— Directors statement on whether it has a reasonable expectation
that the group will be able to contnue in operation and meets its
liabilities set out on page 52,

— Directors’ statement on fair, balanced and understandable set out
on page 123;

— Board's confirmation that it has carned cut a robust assessment
of the emerging and principal risks set out on page 44;

— The section of the annual report that describes the review of
effectiveness of risk management and internal control systems
set out on page 84 ; and;

— The section descrnibing the work of the audit committee set out on
page 80

Responsibilities of directors

As explained more fully in the directors’ responsibilities statement set
out on page 124, the directors are responsible for the preparation of
the financial statements and for being satisfied that they give a true
and fair view, and for such internal control as the directors determine
is necessary to enable the preparation of financial statements that
are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible
for assessing the group and parent company's ability to continue as a
going concern, disclasing, as applicable, matters related to going
concern and using the going concern basis of accounting unless the
directors either intend to hquidate the group or the parent company
or to cease operations, or have no realistic alternative but to do so.
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Auditor’s responsibilities for the audit of the financial
statements

Cur obyjectives are to obtain reasonable assurance about whether
the financial statements as a whaole are free from material
misstatement, whether due to fraud or error, and to 1ssue an
auditor's report that includes our opinicn. Reascnable assuranceis a
high level of assurance but s not a guarantee that an audit
conducted in accordance with 15As (UK} will always detect a material
misstatement when it exists. Misstatements can arise from fraud or
error and are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements.

Explanation as to what extent the audit was considered capable
of detecting irregularities, including fraud

Irregularities, including fraud, are instances of non-compliance with
laws and regulations. We design procedures in line with our
respansibilities, cutlined above, to detect irregularities, including
fraud. The risk of not detecting a material misstatement due to fraud
is higher than the risk of not detecting one resulting from errcr, as
fraud may involve deliberate concealment by, for example, forgery or
intentional misrepresentations, or through collusion. The extent to
which our procedures are capable of detecting irregularities,
including fraud is detailed below.

However, the primary responsibility for the prevention and detection
of fraud rests with both those charged with governance of the
company and management.

We obtained an understanding of the legal and regulatary
framewaorks that are applicable tc the group and determined that the
maost significant frameworks which are directly relevant to specific
assertions in the financal statements are those that relate to the
reporting framework {UK-adopted International Accounting
Standards, the Companies Act 2006 and the UK Corporate
Governance Code) and the relevant tax laws and regulations in the
countries in which the Group operates

We understood how Pearson plc is complying with those frameworks
by making enguines of management, Internal Audit, those
responsibie for legal and compliance procedures and the Company
Secretary. We corroborated our enquiries through review of Board
minutes and papers provided to the Audit Committee and
observation in Audit Committee meetings, as well as consideration of
the results of our audit procedures across the Group

We assessed the susceptibility of the group’s financial statements to
matenal misstaterment, including how fraud might occur and met
with finance and operational management from various parts of the
business to understand where they considered there was
susceptibility to fraud. We also considered performance targets and
ther potential to influgnce management to manage earnings or
influence the perception of analysts We have determined that there
15 3 fraud risk with aspects of revenue recogmuon, We considered
the policies, processes and controls that the Group has established
to address the nisks identified, Including the design of controls over
each significant revenue stream. We also considered the controls
that the Group has that otherwise prevent, deter and detect fraud,
and how senior management manitors those controls.

Based on this understanding we designed our audit procedures to
identify non-compliance with such laws and regulations. We
performed audit procedures to address the identified fraud nsk,
including testing over the specific revenue recognition fraud risk as
noted in the key audit matters section of this report These
procedures were designed to provide reasonable assurance that the
financial statements as a whole are free from material misstaterment,
due to fraud or error. In addition, we completed procedures to
conclude on the compliance of the disclosures in the Annual Report
and Accounts with all applicable reguirements. Any instances of
non-ccmpliance with laws and regulations were communicated by/to
cormponents and considered in our audit approach, if applicable,



A furiner descr'ption of our responsibilities for the audit of the
financial s;aterrents is localed on the

Finarcial Reporting Council's website at https://www frc.orgulk/
auditarsresponsibilities. 1his description forms part of our auditar's
repart.

Other matters we are required to address

— Following the recommendation from the Audit Committee, we
were appointed by the Cormpany at its Annual General Meeting
on 29 April 2022 to audit the financial statements for the year
ending 31 December 2022 and subsegquent financial periods.

The period of total uninterrupted engagement including previous
renewals and reappointrments is one year, covering the year ending
31 December 2022.

— The audit opinion is consistent with the additional report to the
Audit Committee.

Use of our report

This report is made solely to the company's members, as o body, in
accordance with Chapter 3 of Part 16 of the Companies Act 2006.
Cur audit work has been undertaken so that we might state to the
companys members those matters we are reguired to state to them
in an auditor's report and for no other purpose. Ta the fullest extent
permitted by law, we do not accept or assume responsibility to
anyone other than the company and the company's members as a
body, for our audit work, for this report, or for the opinions we have
farmed.

Emst £~ (’/ﬂfg wt

Ben Marles
{Senior statutory auditor)

for and on behalf of Ernst & Young LL P, Statutory Auditor
l.ondon

15 March 2023
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Financial statements

Consolidated income statement

Year ended 31 December 2022

All figures in £ millions NoWs 2022 Jo2m 2070
Continuing operations
Sales 2.3 3.841 3,428 3,397
Costofgoods sold e 4 2,046) a.74n (1.767)
Gross profit 1,795 1,681 1,630
Operating expenses 4 (1,5438) (1,562) (1.402)
Other net gains and losses 24 &3 178
Sha esults of joint ventures and associates 12 1 1 5
Operating profit 2 271 183 411
Finance costs 6 (71) (68) (107)
Profit before tax 323 177 380
IO X (79) ] 1 (50)
Profit for the year 178 330
Attributable to:
Equity holders of the company 242 177 330
Non-controlinginterest e S - LN -
Earnings per share attributable to equity holders of the company during the year
{expressed in pence per share)
basic 8 32.8p 23.5p 437p
diluted 8 32.6p 23.3p 43.7p

1. Comparative balances have beenresiated  soe Note 1h.
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Consolidated statement of comprehensive income

Year ended 31 December 2022

All figures in £ millions

Profit for the year Crmmmmmmmmmmm—
Items that may be reclassified to the income statement

Net exchange differences on translation of foreign operations

Currency translation adjustment disposed

Attributable tax

Items that are not reclassified to the income statement
Fair value gain/(loss) on other financial assets

Attributable tax

Remeasurement of retirement benefit obligations

Attributable tax

2022

S
330 (6) (109}
(5 4 (70}
7 4 10 (13)
18 4 (12)
7 1 (1 -
25 54 149 (23)

Attributable to:

Equity holders of the company
Non-controlling interest

1. Comparative balances have beenrestated - see Nate 1h.
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Financial statements

Consolidated balance sheet

As at 31 December 2022

All figures in £ millions Nztes 2022 2001
Assets
Non-current assets
Property, plant and equipment 10 250 366
Investrment property 10 60 -
Intangible assets 11 3,177 2,769
Investments in Joint ventures and associates 12 25 24
Deferred income tax assets 13 57 57
Financial assets - derivative financial instruments 16 43 30
Retirernent benefit assets 25 581 537
Other financial assets 15 133 113
Income tax assets 4 97
Trade ang Oer O Ol e 22 e 139 129
4,506 4,122
Current assets
Intangible assets - product development 20 975 894
inventories 21 105 98
Trade and other receivables 22 1,139 1,257
Financial assets - derivative finanaal instruments 16 16 2
Income tax assets 9 26
Cash and cash equivalents (exduding overdrafts) ] LA 558 937,
2,802 3214
Assets classified as held for sale 32 16 7

e 7324 7343
Liabilities
Non-current liabilities
Financial liabilities - borrowings 18 (1,144) (1,245)
Financial liabiliies — derivative financial instruments 16 (54) (30}
Deferred income tax liabilbes 13 (37) 40y
Retirernent benefit obligations 25 61) 66)
Frowvisions for other liabilities and charges 23 (14} 7
OWCIIBOINES e 24 ... 0200 95)
(1,430) (1,483)
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Consolidated balance sheet continued

As at 31 December 2022

All figures in £ millions MNistes 2022 2021
Current liabilities
Trade and other liabilites 24 (1,254) (1,256)
Financial liabilities - borrowings 18 {86) [155)
Financial liabilitics  darkeatvo financal instrumaonts 14 1) {4}
Income tax liabilities (43) {125)
Provisions for other liabilities and charges 23 (89 {40
{1,479) (1,580)
Liabilities classified as held for sale 32 - -
Total liabilictes (2,909) (3,063)
Net assets 4,41__5 4280
Equity
Share capital 27 179 188
Share premium 27 2,633 2,626
Treasury shares 28 (15) 12}
Capital redemption reserve 28 18
Fair value reserve {(13) {4
Translation reserve 709 386
Retained earmings 881 1,067
Total equity attributable to equity holders of the company 4,402 4,270
Non-controlling interest 13 10
Total equity 4,415 4,280

1. Comparative balances have been restated - see Note 1b

These financial statements have been approved for issue by the Board of Directors on 15 March 2023 and signed on its behalf by

Sally Johnson
Chief Financial Officer

Pearson plc
Registered number: 00053723
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Financial statements

Consolidated statement of changes in equity

Year ended 31 December 2022

Equity attributable to equity holders of the company

Capital Fair Non-
Share Share Treasury redemption value Translation Retained controlling Total
All figures in £ millions capital premium  shares reserve  reserve reserve earnings Total interest  equity

386

Total comp - - -
Equity-settled transactions - - -
Taxation on equity-settled transactions - - - - - - 3 3 - 3

Issue of ordinary shares under

share option schemes - 7 - - - - - 7 - 7
Buyback of equity (10) - - 10 - - (353) (353) - (353)
Purchase of treasury shares - - (37) - - - - {37 - (37
Release of treasury shares - - 34 - - - (34) - - -
Transfer of gain on disposal of FvOC! investmeant - - - - 27) - 27 - - -

¥

Equity atiributable 1o equity nolders of the company

Capital Non-
Shaie Snare  Treasury  redemption  Fairwalue  Translation  Retained contralling Total
All figures in £ millions capital  premium shares TESEME  TES0IVE reserye  earnings' Total interest edquIly

Proﬁtfor the year

Other comprehe 99
Total comprehen - - - - 277
Equity-settled transactions - - - - 28
tssue of ordinary shares under
share option schemes 1 6 1 - - - - 3} - 6
Buyback of equity - - - - - - - - - -
Purchase of treasury shares - - (16) - - - - (6) - (16)
Release of treasury shares - - 12 - - - (12) - - -
Transfer of gain on disposal of FVOC! investment - - - - (4) - 4 - - -
Oidends RO T e i T S 49 049 S =2
At 31 December 2021 189 2626 {12) 18 (4) 386 1067 4,270 10 4280

Equity atzribuzable to equity nofders of the campany
Capizal Nen-
Share Share  Treasury  redempion Fairvalue  Translation  Retained cantraliing Toial
All figures in £ millions apial  preruum shares resanve reserve! rescrve earnings' Total interest equity
At1january 2020 T 195 2614 eay o 39 567 911 4313 10 4323
Adjustment (see note 16} e T ToToomo B 37 S - -
A fanuary 2000 Cestared, ey gl Ga i s sy sa adis 0 4am,

Profit for the year - - - - - - 330 330 - 330
_Other comprehensive incomefexpense) T T S S a2 079 Gh @225 T t223)
Total comprehensi\;e income/(expense} - - - - {12) (179) 296 105 - 105
Equity-settled transactions - - - - - - 29 29 - 29
Issue of ordinary shares under
share option schemes - 6 - - - - - & - 6
Buyback of equity (7 - - 7 - - (176) (176} - (176)
Purchase of treasury shares - - (6) - - - - (6) - (6]
Release of treasury shares - - 23 - - - (23) - - -
DMdends e T T ] T e S ) B U N . ..04n
At 31 December 2020 188 2,620 (7} 18 (4) 388 922 4,125 9 4134

t. Comparative balances have been restated - see Note ib.

The capital redemption reserve reflects the nominal value of shares cancelled in the Group's share buyback programme. The fair value reserve arses
on revaluation of other financial assets. The translation reserve includes exchange differences arising from the translation of the net investment in
foreign operations and of borrowings and other currency instruments designated as hedges of such investments.
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Consolidated cash flow statement

Year ended 31 December 2022

All figures in £ millions Notes 2022 2021 2070
Cash flows from operating activities e
Profit before tax 323 177 380
Net finance (¢osts) / ncome (52) 6 31
Deprecation and impairment - PPE and investment property 136 241 125
Amortusation and impairment - software 125 117 112
Amortisation and impairment - acquired intangible assets 54 50 80
Other net gains and losses (24) (63) (178)
Product development capital expenditure (357) (287} (323)
Amortisation and impairment - product development 303 279 280
Share-based payment costs 35 28 29
Change in inventories (34) 22 35
Change in trade and other receivables 33 7N (1
Change in trade and other liabilities (84) 37 (26)
Change 1n pravisions for other liabiliies and charges 50 14 37
Other movements 1920 (57)
Netcash generated from operatons T 527 570 450
Interest paid (57) 67 63)
Tax{paidyreceived . OO, .. U L2 S, 2.
Net cash generated from operating activities 361 326 389
Cash flows from investing activities

Acguisitan of subsidiaries, net of cash acquired 30 (228) (55) 6)
Acquisition of joint ventures and associates {5) (10) -
Purchase of Investrments (12) (4) (6}
Purchase of property, plant and ecuipment and investment property (57) (64) (53)
Purchase of intangibie assets (90) (112) (a0
Disposal of subsidianies, net of cash disposed 31 333 83 100
Proceeds from disposal of joint ventures and associates 31 - - 531
Proceeds from disposal of investrments 17 48 -
Proceeds from disposal of property, plant and equipment 14 - -
Lesse recevables repaid including disposals 18 21 41
Loans repaid by related parties - - 48
Interest received 22 13 13
Dividends from joint ventures and associates L N A
Net cash generated from/(used |n)|nvest|ngact|v|t|es 13 {80) 591
Cash flows from financing activities

Proceeds from issue of ordinary shares 27 7 6 6
Buyback of equity 27 {353) - (176)
Purchase of treasury shares 28 (37) (16) {6)
Proceeds from borrowings - - 346
Repayment of borrowings {171) (167) (230)
Repayrment of lease habilities (93) (88) 192)

Net (decrease)/increase in cash and cash equivalents (394) (176} 679
Cashand cash equivalents atbeginming of year 937 L 1Ms L 434
Cash and cash equivalents at end of year 17 543 937 1,113

1 Comparatie balances nave been restated - see Note b, 11 addition, the Group has changed the presentauon of the cansolidated cash flow statement with Lhe airm of simplifying for the
reader ~he reconciliation Lo net casn generated from operations is now presented sbove &ad ¢erlan line trems have been aggrogated and disaggregated There has beenno change Lo
the classificatan of cash flows a5 aperating, (wvesung and Gnancang, or (o the definition af the Group's alternatve performance measure related to cash low as set outinnote 33
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Financial statements

Notes to the consolidated financial statements

General information

Pearscn plc (the company), its subsidiaries and associates
{together 'the Group') are international businesses covering
educational courseware, assessments and services.

The company is & public limited company incorporated in England
and Wales and domiciled in the United Kingdom, The address of its
registered office is 80 Strand, London WC2R ORL.

The company has its primary listing on the London Stack Exchange
and is also listed on the New York Stock Exchange.

These consolidated financial statements were approved for 1ssue
by the Board of Directors on 15 March 2023,

1a. Accounting policies

The principal accounting policies applied in the preparation of these
consolidated finandial statements are set out below.

Basis of preparation

These consolidated financial statements, and the company financial
staternents, have been prepared on the going concern basis

{see note 1¢) and in accordance with the Disclosure and
Transparency Rules of the Financial Conduct Authority and in
accordance with UK-adopted International Accounting Standards and
with the reguirements of the Companies Act 2006. Cn 31 Decermber
2020, IFRS as adopted by the European Union at that date was
brought into UK law and became UK-adopted International
Accounting Standards (IASs), with future changes being subject to
endorsemerit by the UK Endorsement Board. The Group and
company transitioned to UK-adopted 1ASs on 1 January 2027, This
change constituted a change in accounting framework. However,
there was ng impact on recognition, measurement or disclosure as
a result of the change in framework. The consclidated and company
financial stalements have also been prepared in accordance with
IFRSs as issued by the Internaticnal Accounung Standards Board
(1ASB) as they apply to annual reporting periods beginning on 1
January 2022, 1n respect of accounting standards applicable to the
Group, there is no difference between UK-adopted I1ASs and IFRSs
as issued by the IASB as they apply to annual reporting periods
commencing on 1 jJanuary 2022.

These consclidated financial statements, and the company finanaial
statements, have been prepared under the historical cost convention
as modified by the revaluation of finanaial assets and liabllities
fincluding derivative financial instruments) at fair value.

These accounting policies have been consistently applied to all years
presented, unless otherwise stated.

1. Interpretations and amendments to published standards
effective 2022 - No new standards were adopted 1n 2022

A number of other new pronouncements are effective from 1 January
2022 but they do not have a material impact on the consohdated
financial statements, or the company financial statements. Addmional
disclosure has been given where relevant.

140 Pearson ple Annual report and accounts 2022

2. Standards, interpretations and amendments to published
standards that are not yet effective - The following new
accounting standards and amendments to new accounting
standards have been issued but are not yet effective and unless
otherwise indicated, have been endersed by the UK Endorsement
Board:

— IFRS 17 Insurance contracts,

— Amendments to 1AS 1 and IFRS Practice Statement 2 'Disclosure
of accounting policies;

— Amendments to 1AS 1 ‘Classification of labilities as current or
nan-current {not yet endorsed);

— Amendments to IAS 1 ‘Non-current liabilities with cavenants’ (not
yet endorsed),

— Amendments to |AS 8 ‘Defintion of accounting estimates’,

— Amendments to IAS 12 ‘Deferred tax related to assets and
liabilities arising from a single transactior’; and

— Amendments to (FRS 16 Lease liability in a sale and [easeback
{not yet endorsed).

The Group is currently assessing the impact of the above changes,
but they are not expected to have a material iImpact. The Group
does not plan to early adopt any of the above new accounting
standards or amendments. The Group has not adopted any other
standard, amendment or interpretation that has been issued but
1s not yet effective.

3. Critical accounting assumptions and judgements - The
preparation of financial statements in conformity with IFRS requires
the use of certain critical accountng assumptions and estimates. It
also requires management to exercise its judgement in the process
of applying the Group's accounting policies.

All assumptions and estimates constitute management's best
Jugdgement at the date of the financial statements, however, N the
future, actual expenence may deviate from these estimates

and assumpuons.

The areas requinng a higher degree of judgement or complexity,

or areas whare assumptions and estimates have a significant risk of
resulting in material adjustments to the carrying vakue of assets and
liabilinies within the consolidated financial statements are:

— Intangible assets: goodwill and acquired intangible assets

— Taxaton

— Revenue: provisions for returns

— Employee benefits: pensions

— Property, plant and eguipment: nght-of-use assets

— Classification as discontinued operations

The key judgements and key areas of estimation are set out below,

as well as in the relevant accounting palicies and in the notes to the
accounts where appropriate.



| Key judgements

— The appliration of tax legislaton in relation to provisions
for uncertain tax positions. See notes 7 and 34.

— The allocation of goodwill 1o the cash-generating units and
groups of cash-generating units. See nate 11,

— Whether the Group will be eligible to receive the surplus
associated with the UK Group Pension Plan in recognising
a pension asset. See note 25,

— The results and cash flows of businesses disposed do not

meet the criteria to be classified and presented as
discontinued operations. See note 31.

| Key areas of estimation

— The recoverability of goodwill balances. Key assumptions
used in goodwill impairment testing are discount rates,
perpetuity growth rates, forecast sales growth rates and
forecast operating profits. See note 11,

— The valuation of acquired intangible assets recognised on
the acquisition of a business, See notes 11 and 30.

— The level of provisions reguired in relation to uncertain
tax positions is complex and each matter is separately
assessed. The estimation of future settlement amounts
is based on a number of factors including the status of
the unresalved matter, clarity of legislation, range of
possible autcomes and the statute of limitations.

See notes 7 and 34,

— The level of provisions required for anticipated returns is
estimated based on historical experience, custorner buying
patterns and retailer behaviours including stock levels,

See note 3.

— The determination of the pension cost and defined benefit
obligation of the Group's defined benefit pension schemes
depends cn the selection of certain assumptions, which
include the discount rate, inflation rate, salary growth and
longevity. See note 25.

— The recoverability of nght-of-use assets and in particular
assumnptions related to the ability to sublease vacant
leased assets in the future, See note 10.

The Group has assessed the impact of the uncertainty presented

by the volatile macro-economic and geo-political environment on the
financial statements, specifically considering the impact on key
judgements and significant estimates along with other areas of
wrcreased risk as follows:

— Financial instruments and hedge accounting; and
— Translation methodalogies.

No material accounting umpacts relating to the areas assessed
above were recognised in the year. The Group will continue to
monitor these areas of increased judgement, estimation and risk

The Group no longer considers the COVID-19 pandemic to be an
area of significant uncentainty and is no longer specifically assessing
the impact of the COVID-19 pandemic on areas of judgement,
estimation and risk.

Consolidation

1. Business combinations - The acguisition method of accounting is
used 1o account for business combinations.

The consideration transferred for the acquisition of a subsidiary 1s
the fair value of the assets transferred, the liabilities incurred and
the equity interest issued by the Group. The consideration
transferred includes the fair value of any asset or liability resufting
from a contingent consideration arrangement. Acquisition-related
costs are expensed as incurred in the operating expenses line of
the income statement. ldentifiable assets acquired and identifiable
ablities and contingent habilities assumed 1n a business
combination are measured initially at their fair values at the
acguisition date. The determination of fair values often requires
significant judgements and the use of estimates, and, for material
acquisitions, the fair value of the acquired intangible assets is
deterrmined by anindependent valuer. The excess of the
consideration transferred, the ameount of any non-controling interest
in the acquiree and the acquisition date fair value of any previous
equity interest in the acquiree over the fair value of the identifiable
net assets acquired i1s recorded as goadwill (note 30).

See the ‘Intangible assets’ palicy for the accounting policy on goodwill.
If this is less than the fair value of the net assets of the subsidiary
acquired, in the case of a bargain purchase, the differenceis
recognised directly in the income statement,

On an acquisition-by-acquisition basis, the Group recognises
any non-controlling interest in the acquiree either at farr value
or at the non-controlling interest's proportionate share of the
acquireg’s net assets.

IFRS 3 ‘Business Combinations' has not been applied retrospectively
to business combinations before the date of transition to IFRS.

Management exercises judgement in determining the classification
of its investments in its businesses, in line with the following:

2. Subsidiaries - Subsidiaries are entities over which the Group has
control. The Group controls an entity when the Group is exposed to,
or has rights to, variable returns from its involvement with the entity
and has the ability to affect those returns through its power over the
entity. Subsidiaries are fully consolidated from the date on which
control is transferred to the Group. They are deconsolidated from
the date that control ceases.

3. Transactions with non-controlling interests - Transactions

with non-contralling interests that do not result in loss of control are
accounted for as equity transactions, that is, as transactions with the
owners in their capacity as owners. Any surplus or deficit arising from
disposals to a non-controlling interest is recorded in equity. For
purchases from a non-controliing interest, the difference between
consideration paid and the relevant share acquired of the carrying
value of the subsidiary is recorded in equity.

4. Joint ventures and associates - Joint ventures are entities in
which the Group holds an interest on a long-term basis and has
rights to the net assets through contractually agreed sharing of
control. Associates are entities over which the Group has significant
influence but not the power to control the financial and operating
policies, generally accompanying a shareholding of between 20%
and 50% of the voting rights. Ownership percentage is likely to be t
he key indicator of investment classification; however, other factors,
such as Board representation, may also affect the accounting
dlassification. Judgement s required to assess all of the gualitative
and quantitative tactors which may indicate that the Group does,
or does not, have significant influence over an investment.
Investments in joint ventures and associates are accounted for

by the equity method and are initially recognised at the fair value
of consideraticn transferred.
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Financial statements

Notes to the consolidated financial statements continued

1a. Accounting policies continued

Consclidation continued

The Group's share of its joint ventures’ and associates’ post-
acquisition profits or losses s recognised in the income statement
and its share of post-acquisition moverments in reserves is
recognised in reserves.

The Group's share of its joint ventures’ and associates' results is
recognised as a component of operating profit as these operaticns
form part of the core publishing business of the Group and are an
integral part of existing wholly-owned businesses. The cumulative
post-acguisition movements are adjusted against the carrying
amount of the investment. When the Group's share of losses in a
joint venture or associate equals or exceeds its interest in the joint
venture or associate, the Group does not recogrise further losses
unless the Group has incurred obligations or made payments on
behalf of the joint venture or associate.

Unrealised gains and losses an transactions between the Group and
its joint ventures and assodates are eliminated to the extent of the
Group's interest in these entities.

5. Contribution of a subsidiary to an associate or joint venture
- The gain or loss resulting from the contribution or sale of a
subsidiary to an associate or a joint venture is recognised in full.
Where such transactions do not involve cash consideration,
significant judgerments and estimates are used In determining

the fair values of the consideration received.

Foreign currency translation

1. Functional and presentation currency - Items included in the
financial statements of each of the Group's entities are measured
using the currency of the primary econornic erivironment in which
the entity operates (the functional currencyl. The consofidated
financial statements are presented in sterling, which is the company's
functional and presentation currency.

2. Transactions and balances - Foreign currency transactions are
translated into the functional currency using the exchange rates
prevailing at the dates of the transactions. Foreign exchange gains
and losses resulting from the settlement of such transactons and
from the translation at year-end exchange rates of monetary assets
and liabilites denominated in foreign currencies are recognised in
the income statement, except when deferred in equity as qualifying
net Investrment hedges

3. Group companies - The results and financial position of all Group
companies that have a functional currency different from the
presentation currency are translated Into the presentation currency
as follows:

— Assets and liabilmies are translated at the closing rate at the date
of the balance sheet

— Income and expenses are translated at average exchange rates

— All resulung exchange differences are recognised as a separate
component of equity.

On consolidation, exchange differences arising from the translation
of the net investment in foreign entties, and of borrawings and other
currency instruments designated as hedges of such Investments, are
taken to sharehclders equity. The Group treats specific inter-
company loan balances, which are not intended ta be repaid in the
foreseeabte future, as part of its net investment. When a foreign
aperation s sold, such exchange differences are recognised in the
incorne statement as part of the gain or loss on sale.
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The principal overseas currency for the Group is the US dollar.
The average rate for the year against sterling was $1.24 (2021:
$1.38; 2020: $1.28) and the year-end rate was $1.21(2021: 1.35;
2020: %71.37).

Property, plant and equipment

Praperty, plant and equipment are stated at historical Cost less
depreciation. Cost includes the original purchase price of the asset
and the costs attributable to bringing the asset to its working
conditnon for intended use. Land is not depreciated. Depreciation on
other assets is calculated using the straight-ine method to allocate
their cost less their residual values over their estimated useful lives
as foliows;

Buildings (freehold): 20-50 years
Buildings (leasehoid):
Plant and eguipment: 3-10years

over the period of the lease

The assets' residual values and useful lives are reviewed, and
adjusted if appropriate, at each balance sheet date.

The carrying value of an asset is written down to its recoverable
amount if the carrying value of the asset is greater than its estimated
recoverable amount.

Investment property

In 2022, the Group classified certain assets as investment property.
Properties that are no longer occupied by the Group and which are
held for operating fease rental are classified as investment property
Investment property assets are carried at cost less accumulated
depreciation and any recognised impairment in vaiue. The
depreciation policies for investment property are consistent with
those described for property, plant and equipment

Intangible assets

1. Goodwill - For the acquisition of subsidianes made on or after

i January 2010, goodwill represents the excess of the consideration
transferred, the amount of any non-controlling interest in the
acguiree and the acquisition date fair value of any previous equity
interest in the acquiree over the fair value of the identifiable net
assets acquired. For the acquisition of subsidiaries made from the
date of transition to IFRS to 31 December 2009, goodwill represents
the excess of the Cost of an acquisition over the fair value of the
Group's share of the net identifiable assets acquired. Goodwill on
acquisitions of subsidiaries 1s included in intangitle assets. Goodwill
on acquisition of associates and joint ventures represents the excess
of the cost of an acquisition over the fair value of the Group's share
of the net iIdenufiable assets acquired.

Goedwill on acquisitions of associates and joint ventures is included
N Investments in associates and joint ventures.



Goodwill is tested at least annually for impalrment and carried at
cost less accumulated impairment losses. An irmgairment 1oss is
recagrised to the extent that the carrying value of goodwill exceeds
the recoverable amount. The recoverable amount is the higher of
fair value less costs of disposal and value in use. These calculauons
require the use of estimates in respect of forecast cash flows and
discount rates and significant management judgement in respect
of cash-generating unit (CGU) and cost aliocation; impairment is a
key source of estimation uncertainty and has a significant risk of
resulting in a matenal adjustment to the carrying amount of relevant
assets within the next finandial year. A summary of these assets by
CGU and a description of the key assumptions and sensitivities Is
includedin note 11.

Goodwillis allocated to aggregated CGUs for the purpose of
impairment testing. The allocation is made to those aggregated
CGUs that are expected to benefit from the business combination
in which the goodwill arcse, Where there are changes to CGUs,
goodwill is reallocared to the new CGUs and aggregation of CGUs
using a relative value method.

Gains and losses on the dispasal of an entity include the carrying
amount of goodwill relating to the entity sold.

2. Acquired software - Software separately acquired for internal
use 1s capitalised at cost. Software acquired in material business
combinations 1s capitalised at its fair value as determined by an
independent valuer, The assets are assessed for impairment triggers
on an annual basis or when triggering events occur, Acquired
software is amortised on a straight-line basis over its estmated
useful life of between three and eight years.

3. Internally developed seftware - Internal and external costs
incurred during the prefiminary stage of developing computer
software for internal use are expensed as incurred. Internal and
external costs incurred to develop computer software for internal
use during the application development stage are capitalised if
the Group expects economic benefits from the development.
Capitafisation in the application development stage begins once
the Group can reliably measure the expenditure attnbutable to
the software development and has demonstrated its intention to
complete and use the software, Internally developed software is
amortised on a straight-line basis over its estimated useful hfe

of between three and ten years The assets are assessed for
impairment triggers on an annual basis or when triggering
events occur.

4. Acquired intangible assets - Acquired intangible assets include
customer lists, contracts and relationships, trademarks and brands,
pubhshing rights, content. technology and software rights. These
assets are capitalised on acquisition at cost and included in intangible
assets. Intangible assats acquired in material business combinations
are capitalised at their fair value as determined by an independent
valuer. The valuation of these assets are a key source of estimation
uncertainty. Intangible assets are amortised cver their estimated
useful lives of between two and 20 years, using an amortisation
method that reflects the pattern of their consumption. The assets
are assessed for impairment triggers on an annual basis or when
triggering events occur.,

5. Product development assets - Product developrment assets

-represent direct costs incurred in the development of educational

programmes and titles prior to their publication. These costs are
recognised as current intangible assets where the titte will
generate probable future economic benefits and costs can

be measured reliably.

Product development assets relating to content are amortised upon
publication of the title over estimated economic lives of seven years
or less, being an estimate of the expected operating lifecycle of the
title, with a higher proportion of the amortisation taken in the earlier
years. Product development assets relating to product platforms are
amortised over 10 years or less, being an estimate of the expected
useful life.

The assessment of the useful economic life and the recoverability
of product development assets involves judgement and 1s based
on historical trends and management estimation of future
potential sales.

Product development assets are assessed for impairment triggers
on an annual basis or when triggering events occur. The carrying
amount af product development assets is set aut in note 20.

The investment in product developrnent assets has been disclosed
as part of net cash generated from operating activities in the cash
flow statement (see note 33).

Other financial assets

Other financial assets are non-derivative financial assets classified
and measured at estimated fair value.

Marketable securities and cash deposits with maturities of greater
than three months are classified and subsequently measured at
fair value through profit and loss (FYTPL). They are remeasured at
each balance sheet date by using market data and the use of
established valuation techniques. Any movement in the fair value
is immediatety recognised in finance income or finance ¢osts in
the income statement.

Investments in the equity instruments of other entities are
classified and subseguently measured at fair value through other
comprehensive income (FVOCIL Changes in fair value are recorded
In equity in the fair value reserve via other comprehensive income.
On subsequent disposal of the asset, the net fair value gains or
losses are reclassified from the fair value reserve to retained
earnings. Any dividends received from equity investments classified
as FYOC| are recognised in the income statement unless they
represent a return of capital.

investments in funds which have a limited life are classified and
subseguently measured at fair value through profit and loss (FYTPL).
Changes in fair value are included within net finance costs within the
income statement and excluded from adjusted earnings.

Inventories

Inventaries are stated at the lower of cost and net realisable value.
Cost is determined using the weighted average methed or an
approximation thereof, such as the first in first out (FIFO) method
The cost of finished goods and work in progress comprises raw
matenals, direct labour, other direct costs and related production
overheads. Net realisable value is the estimated selling price in the
ordinary course of business, less estimatad costs necessary to make
the sale. Provisions are made for slow-moving and obsolete stock.
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Notes to the consolidated financial statements continued

1a. Accounting policies continued

Royalty advances

Advances of royalties to authors are included within trade and other
receivables when the advance is paid less any provisian required ta
adjust the advance to Its net realisable value. The realisable value of
royalty advances relies on a degree of management estimation in
determining the profitability of indvidual author contracts. If the
estimated realisable value of author contracts is overstated, this wilf
have an adverse effect on operating prefits as these excess amounts
will be written off

The recoverability of royalty advances Is based upon an annual
detailed management review of the age of the advance, the future
sales projections for new authors and prior sales history of repeat
authors.,

The royalty advance is expensed at the contracted or effective royalty
rate as the related revenues are earned. Royalty advances which will
be consumed within one year are held in current assets, Royalty
advances which will be consumed after one year are held in
non-current assets.

Cash and cash equivalents

Cash and cash equivalents in the cash flow statement include cash in
hand, deposits held on call with banks, cther short-term highly liguid
investrnents with ariginal maturities of three months or less, and
hank overdrafts. Bank overdrafts are included in borrowings in
current habilities in the balance sheet

Short-term deposits and marketable securities with maturities
of greater than three months do net qualfy as cash and cash
equivalents and are reported as financial assets. Movements on
these financial assets are classified as cash flows from finanoing
activities in the cash flow statement where these amounts are
used to offset the borrowings of the Group or as cash flows from
investing activites where these amounts are held to generate an
investment return.

Share capital
Ordinary shares are classified as equity.

Incremental costs directly attributable to the issue of new
shares or options are shown in equity as a deduction, net of tax,
from the praceeds.

Where any Group company purchases the company’s equity share
capital {treasury shares), the consideration paid, including any directly
attributable incremental costs, net of income taxes, is deducted from
equity attributable to the company's equity holders until the shares
are cancelled, reissued or disposed of, Where such shares are
subsequently sold or reissued, any consideration received, net

of any directly attributable transaction costs and the related

income tax effects, is included in gquity attributable to the company's
equity holders

Ordinary shares purchased under a buyback programme are
cancelled and the norminal value of the shares is transferred to
a capital redemprtion reserve.

Borrowings

Barrowings are recogrised initially at fair value, which 1s proceeds
receved net of transaction costs incurred. Borrowings are
subsequently stated at amortised cost with any difference between
the proceeds (net of transaction costs) and the redempuion value
being recognised in the income statement over the penod of the
borrowings using the effective Interest methed, Accrued interestis
included as part of borrowings.

Where a debt instrument is in a fair value hedging relationship,
an adjustment is made to its carrying value in the iIncome statement
to reflect the hedged risk

Where a debt instrument 15 in a net investment hedge relaticnship,
gans and losses on the effective portion of the hedge are recognised
in other comprehensive Income.

144 Pearson plc Annuzl report and accounts 2022

Derivative financial instruments

Derivatives are recognised at fair value and remeasured at each
balance sheet date. The fair value of derivatives is determined by
using market data and the use of established estimation techruiques
such as discounted cash flow and option valuation models.

For derivatives in a hedge relationship, the currency basis spread
is excluded from the designation as a hedging instrument.

Changes in the fair value of derivatives are recognised immediately in
finance income or costs. However, dervatives relating to borrowings
and certain foreign exchange contracts are designated as part of a
hedging transaction.

The accounting treatment is summarised as follows;

Reporting of gains

and losses on Reporting of
effective portion  gains and losses
of the hedge on disposal

Typical reason
for designation

Net investment hedge

The derivative createsa  Recognised in other  On the disposal
foreigm currency hability  comprehensive of foreign
which is used to hedge  income. operations or
changes in the value of a subsidiaries, the
subsidiary which accumulated
transacts in that value of gains and
currency. losses reported
in other
comprehensive
Income is
transferred to the
income
statement

Fair value hedges
The derwvative Gains and losses on  If the debt and
transforms the interest  the derivative are derivative are
profile on debt from reported infinance  disposed of, the
fixed rate to floating incorme or finance value of the
rate. Changes in the costs. However, an  derivative and the
value of the debit as a equal and opposite  debt (including
result of changes in change ismadeto  the fair value
interest rates and the carrying value of  adjustment) are
foreign exchange rates  the debt {a fair reset to zero., Any
are offset by equal and value adjustment’) resultant gain or
opposite changes in the  with the benefit/ loss is recognised

value of the derwative. cost reported in in finance income
when the Group's debt  finance income or or finance costs.
1s swapped to floating finance costs. The
rates, the contracts used  net result should be
are designated as far a zero charge on a
value hedges. perfectly effective

hedge.

Non-hedge accounted contracts

These are not Recognised in the
designated as hedging income statermnent,
instruments. Typically, No hedge

these are short-term accounting apphes.
contracts to convert

debt back to fixed rates

or foreign exchange
contracts where a
natural offset exists.




Taxation

Current tax is recognised at the amounts expected to be paid or
recovered under the tax rates and laws that have been enacted or
substantively enacted ar the halance sheet date.

Deferred income tax is provided, using the balance sheet liability
method, on temporary differences arising between the tax bases of
assets and liabilities and ther carrying amounts Deferred incorme
tax is determined using tax rates and [aws that have been enacted or
substantively enacted by the balance sheet date and are expected to
apply when the related deferred tax asset 1s realised or the deferred
incame tax liability Is settled.

Deferred tax assets are recognised to the extent that it is probable
that future taxable profit will be avallable against which the
temmporary differences can be utilised.

Deferred income tax is provided in respect of the undistributed
earnings of subsidiaries, associates and joint ventures other than
where it 15 intended that those undistributed earnings will not be
remitted in the foreseeable future.

Current and deferred tax are recegnised in the income statemaent,
except when the tax relates to items charged or credited directly to
equity or ather comprehensive income, in which case the tax s also
recognised in equity or other comprehenstve INcome,

The Group is subject to income taxes in numerous jurisdictions
Significent judgement is required in determining the estimates in
relation ta the worldwide provision for income taxes. There are many
transactions and calculations for which the ultimate tax
determination is uncertain duning the ardinary course of business.
The Group recognises tax provisions when it 1s considered probable
that there will be a future outflow of funds to a tax authority. The
provisions are based on management’s best judgement of the
application of tax legislation and best estimates of future settlement
amounts (see note 7). Where the final tax outcome of these matters
is different from the amounts that were initially recorded, such
differences will impact the income tax and deferred tax provisions in
the pericd In which such determination 1s made.

Deferred tax assets and habilities require management judgement
and estimation in determining the amounts to be recognised In
particular, when assessing the extent to which deferred tax assets
should be recognised. significant judgement is used when
considering the timing of the recognition and estimaticn is used to
determine the level of future taxable income together with any future
tax planning strategies (see note 13).

Employee benefits

1. Pensions - The retirement berefit asset and obiigation recogrused
in the balance sheet represent the net of the present value of the
defined benefit obligation and the fair value of plan assets at the
balance sheet date The defined benefit obligation is calculated
annually by independent actuaries using the projected unit credit
method, The present value of the defined benefit obligation is
determined by discounting estimated future cash flows using yields
on high-quality corporate bonds which have terms to maturity
approximating the terms of the related liability.

When the calculation results in a potential asset, the recognition

of that asset is limited to the asset celling - that is the present value
of any economic benefits available in the form of refunds from the
plan or a reduction in future contributions. Management uses
judgement to determine the level of refunds available from the
plan in recognising an asset.

The determination of the pension cost and defined berefit obligation
of the Group's defined benefit pension schemes depends on the
selection of certain assumptions, which include the discount rate,
inflation rate, salary growth and longevity {see note 25),

Actuanal gains and losses arising from experience adjustments and
changes in actuarial assumptions are charged or credited to equity
in other comprehensive income in the period in which they arise.
The servire cost, representing benefits accruing aver the year, is
included in the income statement as an operating cost. Net interest
is calculated by applying the discount rate t¢ the net defined benefit
obligation and is presented as finance costs or finance income.

Obligations for contributions to defined contribution pension plans
are recognised as an operating expense in the income statement
as incurred.

2. Other post-retirement abligations - The expected costs of
post-retiremant medical and life assurance benefits are accrued over
the period of employment, using & similar accounting methodology
as for defined benefit pension obligations. The liabilities and costs
relating to significant other post-retirement obligations are assessed
annually by independent qualified actuaries.

3. Share-based payments - The fair value of options or shares
granted under the Group's share and option plans is recognised
as an employee expense after taking into account the Group's best
estimate of the number of awards expected to vest. Fair value is
measured at the date of grant and is spread over the vesting period
of the option or share. The fair value of the options granted s
measured using an option model that is most appropriate to the
award, The fair value of shares awarded is measured using the
share price at the date of grant unless another method is more
appropriate Any proceeds received are credited to share capital
and share premium when the options are exercised

Provisions

Provisions are recognised If the Group has a present legal or
constructive obiigation as a result of past events; it is more likely
than not that an outflow of resources will be reguired to settle the
obligation and the amount can be reliably estimated. Provisions are
discounted to present value where the effect is material.

Revenue recognition

The Group's revenue streams are Courseware, assessments and
services. Courseware includes curriculum materials provided in
book form andfor via access to digital content. Assessments inctudes
rest development, processing and scoring services provided to
governments, educational institutions, corparations and professional
bodies. Services includes the operation of schools, colleges and
unversities, as well as the provision of online learning services in
partnership with universities and other academic institutions.

Revenue is recognised in order to depict the transfer of control

of promised goods and serwices to custamers in an amount that
reflects the consideration to which we expect 10 be entitled in
exchange for those goods and services. This process begins with

the identification of our contract with a customer, which 1s generally
thraugh a master services agreement, customer purchase order, or
a combination thereof. Within each contract, judgement is apphed to
determine the extent to which activities within the contract represent
distinct performance obligations to be delivered and the total
amount of transaction price to which we expect to be entitled.
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1a. Accounting policies continued

The transaction price determined is net of sales taxes, rebates and
discounts, and after eliminating sales within the Group. Where a
contract contains multiple performance obligations such as the
provision of supplementary materials or online access with
textbooks, revenue is éllocated on the basis of relative standalone
selling prices. Where a contract contains vanable consideration,
significant estimation is required to determine the amount to which
the Group 1s expected to be entitled.

Revenue is recognised on contracts with customers when or as
performance cbligations are satisfied, which is the period or the
point in time where control of goods or services transfers to the
customer. Judgement is applied to determine first whether control
passes over time and if not, then the point in time at which control
passes. Where revenue is reCognised over ime, judgement is used
to determine the method which best depicts the transfer of
control. Where an input method s used, significant estimation I1s
required to determine the progress towards delivering the
performance obligation.

Revenue from the sale of books is recognised net of a prowision for
antiapated returns. This provision is based primaniy on historical
return rates, customer buying patterns and retailer behaviours
including stack levels (see note 243, If these estimates do not reflect
actual returns in future periods then revenues could be understated
or overstated for a particular pericd. When the provision for returns
1s remeasured at each reporting date to reflect changes in estimates,
a corresponding adjustment is also recorded te revenue.

The Group may enter inte contracts with another party in addition to
our customer, In making the deterrnination as to whether revenue
should be recognised on a gross or net basis, the contract with the
customer is analysed to understand which party controls the relevant
good or service prior to transferring to the customer. This judgemenit
1s informed by facts and circumstances of the contract In determining
whether the Group has promised to provide the specified good or
service or whether the Group is arranging for the transfer of the
specified good or service, including which party is responsible for
fulfilment, has discretion to set the price to the customer and is
responsible for inventory risk. On certain contracts, where the Graup
acts as an agent, only commissions and fees recevable for services
renderad are recognised as revenue, Any third-party costs incurred
on behalf of the pnincipal that are rechargeable under the
cantractual arrangerment are nat ncluded in revenue.

Income from recharges of freight and other activities which are
incidental to the normal revenue-generating activities 15 included in
other incorme.

Additional details on the Group's revenue streams are also included
1N note 3

Leases
The Group as a lessee

The Group assesses whether a contract is or contains a lease at the
inception of the contract. A contract is, or cantains a lease, if the
contract conveys the right to control the use of an identified asset for
a period of time 1n exchange for consideration. The Group recognises
a right-of-use asset and a lease liability at the lease commencement
date with respect to all lease arrangements except for short-term
leases (leases with a lease term of 12 months or less) and leases

of low-value assets. For these leases, the lease payments are
recognised as an operating expense on a straight-line basis over

the term of the lease.
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The right-of-use asset is initially rmeasured at ost, comprising the
intial amount of the lease liability plus any ininal direct costs incurred
and an estimate of costs to restore the underlying asset, less any
lease incentives received. The right-of-use asset is subsequently
depreciated using the straight-line method from the commencement
date to the earlier of the end of the useful life of the asset or the end
of the lease term. The Greup applies 1AS 36 to determine whether a
nght-of-use asset is impaired. The lease liability 1$ inigially measured
at the present value of the lease paymants that are not paid at the
commencement date, discounted using the interest rate implicit in
the lease or, if that rate cannct be readily determined, the
incremental borrowing rate. The lease liability 1s measured at
amortised cost using the effective interest method. It is remeasured
when there 1s a change in future lease payments arising from a
change in an index or a rate or a change in the Group's assessment
of whether it will exeraise an extension or termination option. When
the lease liabiiity 1s remeasured, a corresponding adjustment is made
to the nght-of-use asset,

Management uses judgement to determine the lease term where
extension and termination options are avalable within the lease

The Group as a lessor

When the Group s an intermediate lessor, the head lease and
sublease are accounted for as two separate contracts. The head
lease 15 accounted for as per the lessee policy above, The sublease
is classified as a finance lease or operating lease by reference to the
night-of-use asset ansing from the head lease. Where the lease
transfers substannally all the risks and rewards of ownership to the
lessee, the contract 1s classified as a finance lease; all other leases are
classified as operating leases. Rental income from operating leases
1s recognised on a straight-hne basis over the term of the relevant
lease. Amounts due from lessees under finance subleases are
recognised as recewables at the amount of the Group's net
investmentin the leases discounted using the interest rate implicit n
the lease or, If that rate cannot be readily determined, the discount
rate used in the head lease.

Dividends

Final dividends are recorded in the Group's financial statements in
the period in which they are approved by the company’s
shareholders. Interim dividends are recorded when paid.

Discontinued operations

A discontinued cperation Is @ component of the Group's business
that represents a separate major line of business or geographical
area of operations that has been disposed of or meets the criteria
to be classified as held for sale

When applicable, discontinued operations are presented in the
INcome staterment as a separate line and are shawn net of tax

Assets and liabilities held for sale

Assets and liabilities are classified as held for sale and stated at the
lower of carrying amount and fair value less costs to sell if it 1s highly
probable that the carrying amount will be recovered principally
through a sale transaction rather than through continuing use.

No depreciation is charged in respect of non-current assets classified
as held for sale. Amounts relating to non-current assets and liabilities
held for sale are classified as discontinued operations in the income
statement where appropnate.

Trade receivables

Trade recevables are stated at fair value after prowision for bad and
doubtful debis. Provisions for bad and doubtful debsts are based on
the expected credit loss madel The 'simplified approach’is used with
the expected loss allowance measured at an amount equal to the
lifetime expected credit losses, A pravision for anticipated future
sales returns is included wathin trade and other habilities (also see
Revenue recogrition pohcy),



1h. Comparative period revisions

In 2022, the Group dentified an error related to the classification of
certain investments in unlisted securities, Investments that should
have been accounted for at fair value through profit and loss were
oreviously accounted for at fair value through other comprehensive
income. The investments are held at fair value within other financial
assets on the balance sheet, Having assessed both the quantitative
and qualitative factors, the Group has determined that the error did
not have a material impact on its previously issued consclidated
financial statements, However, the comparative financial staternent
line items have been corrected to reflact the change in accounting
treatment. The fair velue movements are now recorded within finance
income, rather than within other comprehensive income. All impacted
primary statements and related notes have been restated.

For the year ended 31 December 2021, the revision has resulted in
anincrease in finance income and a corresponding increase in profit
before tax of £20m, a reduction in the income tax benefit of £2m, an
increase in profit for the year and profit for the year attributable to
equity holders of the company of £18m, a decrease in the fair value
gain on other financial assets through other comprehensive income
of £20m with an increase in the attributable tax of £2m, resulting in a
decrease In ather comprehensive inCome far the year of £18m, and
no change in total comprehensive Income for the year, all as
compared to amounts previously reported.

For the year ended 31 December 2020, the revision has resulted in
an increase In finance income and a corresponding increase in profit
before tax of £26m, an increase in income tax expense of £6m, an
increase in profit for the year and profit for the year attributable to
equity holders of the company of £20m, a decrease in the fair value
gain on other financial assets through other comprehensive income
of £26m with an increase in the attribucable tax of £6m, resulting in a
decrease in other comprehensive income for the year of £20m, and
no change 1n total comprehensive inCome for the year, all as
compared to amounts previously reported.

The impact on both basic and diluted earnings per share attributable
to equity helders of the company 1s an increase of 2.4p for 2021 and
27pfor 2020.

The restaterment had no balance sheet impact except within eguity.
Opening retained earnings as at 1 January 2020 have increased by
£31m and closing retained earnings as at 31 December 2020 have
increased by £57m and an equivalent decrease has been recorded
to the opening and closing fair value reserve. Closing retained
earnings at 31 December 2027 has increased by £37m and an
equivalent decrease has been recorded to the closing farr value
reserve. The restatement has no impact on the carrying amount of
other financial assets in the balance sheet and has no impact on
reported net assets, cash flows or total equity. Accordingly, an additional
balance sheet as at 1 January 2020 has not been presented.

The fair value movements now presented in the income statements
are excluded from adjusted measures as described 1n note 8, as a
result there is no impact to any adjusted measures,

1c. Going concern

In assessing the Group's ability to continue as a going concern for the
period to 30 June 2024, the Board reviewed management's four-year
plan, which was used as the base case, The review included avallable
Iiquidity throughout the period and headroom against the Groug's
two main covenants, which require net debt to EBITDAto be a
rmaxirmum of four times and interest cover 1o be at least three Lirmes.

At 31 December 2022, the Group had available liquidity of £1.4bn,
comprising central cash balances and its undrawn $1.19bn Revolving
Credit Fadility (RCF). In February 2023, the maximum RCF facility size
was reduced to $1bn and the model used reflects this change.
Significant liquidity and covenant headroom was cbserved
throughout the assessment peried in this base model.

A severe but plausible scenario was analysed, where the Group is
impacted by all principal risks in both 2023 and 2024, adjusted for
probability weighting as well as other significant risks. For this and
other downside scenarios tested, the acquisition of PDRI is assumed
to be completed and a further capital allocation outflow of £350mis
modelied. In the severe but plausible scenano, adjusted operating
profit1s reduced by around 30%, with a sirmilar impact on operating
cashflow, Significant liquidity and covenant headroom was observed
throughout the assessment period even before any mitigation
actions which managernent would take if these downside risks were
to crystalise.

A reverse stress test was performed to identfy the reduction in profit
required to cease to be a going concern at or before 30 June 2024.
This was achieved in the model through a covenant breach in June
2024 triggering repayment of the Group's debts. The modei showed
that operating losses were required, with profits reduced by around
£750m per year in both 2023 and 2024. This significantly exceeded
the severe but plausible downside scenario. The Directors consider
this reverse stress test scenario to be implausible.

The Directors have confirmed that there are no material
uncertainties that cast doubt on the Group's gong concern status
and that they have a reasonable expectation that the Group has
adequate resources to continue in operational existence beyond
30 june 2024 The consolidated financial statements have therefore
been prepared on a going concern basis.

1d. Climate change

The Group has assessed the impacts of climate change on the
Group's financial statements | including our commitment te achieving
nat zero by 2030, and the actions the Group intends to take to
achieve those targets. The assessment did not identify any material
impact on the Group's significant judgements or estimates at 31
December 2022, or the assessment of going concern for the period
ta June 2024 and the Group's viability over the next four years.
Specifically, we have considered the following areas:

— The physical and transition risks associated with climate change;
and

— The actions the Group 1s taking to meet its carben reduction and
net zero targets.

As aresult, the Group has assessed the impacts of climate change on
the financial statements, and in particular, on the following areas:

— The impact on the Group's future cash flows, and the resulting
impact that such adjustments to our future cash flows would
have on the outcome of the annual impairment testing of our
goodwill balances (see note 11 for further details), the recognition
of deferred tax assets and our assessment of going concern;

— The carrying value of the Group’s assets, in particular the
recoverable amounts of inventories, product development assets,
intangible assets and property, plant and equipment; and

— Any changes to our estimates of the useful economic lives of
product development assets, intangible assets and property,
plant and equipment.
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2. Segment information

On 8 March 2021, the Group announced a new strategy, which included a new management structure and operating model. As a result, the primary
operating segments reported to the Group's chief operating decision-maker, the Pearson Executive Management team, changed from 1 July 2021 to
reflect the new Group structure. There are five main globai business divisions, which are each considered separate operating segments for
management and reporting purposes. These five divisions are Assessment & Qualifications, Virtual Learning, English Language Learning, Higher
Education and Workforce Skills. In addition, the International Courseware local publishing businesses, which were under strategic review, were being
rmanaged as a separate division, known as Strategic Review. In 2022, sorme of the businesses from the Strategic Review division have been disposed of
{see note 31) and the decision was made to retain the English-speaking Canadian and Australian K12 courseware businesses. Both of these businesses
have been transferred from the Strategic Review division to the Assessrment & Qualifications dwision to reflect changes to the management and
reporting structure. Comparative figures for 2027 and 2020 have been restated to reflect the move between segments, resulting i £34m of sales
being transferred from the Strategic Review division to the Assessment & Qualifications division in 2021 and £36m in 2020. The Group has separately
disclosed the results from the Penguin Random House associate to the point of disposal in April 2020

The following describes the principal activities of the five main operating segments:

— Assessment & Qualifications - Pearson VUE, US Student Assessment, Clinical Assessment, UK GCSE and A Levels and International academic
qualifications and associated courseware including the English-speaking Canadian and Australian K-12 businesses;

— Virtual Learning - Virtual Schools and Online Program Management;

— English Language Learning - Pearson Test of English, Institutional Courseware and English Online Solutions;

— Workforce Skills - BTEC, GED, TalentLens, Faethm, Credly, Pearson College and Apprenticeships; and

— Higher Education - US, Canadian and ternational Higher Education Courseware businasses,

For more detail on the services and products included in each operating segment, refer to the strategic report.

2022
English Penguin
Assessment & Virtual Language Workforce Higher Strategic Random
All figures in £ millions Notes Qualifications Learning Learning Skills Education Review House Group
Sales 3 1444 B0 31 204 B98  1s4 oo....3841
Adjusted operating profit 258 70 25 3) 91 15 - 456
Cost of major restructuring (39) {29) (11) 7 {63) (1) - (150)
Intangible charges (14} 21) (6} {12) {3) - - {56)
UK Pension discretionary
increases m M - - )] - - (3)
Other net gains and losses LT @ an_ ] 38 T L2A
Operating profit/{loss) 202 17 (3) (22) 24 53 - 271
Finance costs
Finance incorne 6
Profit before tax
Income tax 7
Profit for the year

Other segment items
Share of results of joint ventures

and associates 12 - {2) 4 {1 - - - 1
Depreciation and impairment 10 63 k1l 7 6 26 3 - 136
Amortisation and impairment 11,20 139 77 44 27 175 20 - 482
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2021

Asnessient & Virtual Larﬁgﬁgg! Workloree Highesr Shrategic g;ﬁ;;:
All figures in £ millions Notes Qualifications | PArNINE I oarning Skitk, Feducatinn Review Hause Graup!
Sales 32383238 172 84 A8 - 3498
Adjusted operating profit 219 32 15 27 73 19 - 385
Cost of major restructuring {48) (48) 27 (28) {63) - - (214
Intangible charges (13) (25) (3) 7) (2} (1 - (5M)
Other netgainsandlosses S T e @ - 65 -8
Operating profit/loss) 158 (41 (15) {(10) 8 83 - 183“-
Finance costs 6 (68)
Financeincome o e 02
Profit before tax 'I??W
Income tax T |

Other segment items
Share of results of joint ventures

and associates 12 - (1} 3 M - - - 1
Deprediation and imparment 10 92 48 14 9 63 15 - 241
Amortisation and impairment 11,20 134 67 34 25 165 21 - 446

1. Comparaive balanees have beer restated 1o reflact the move bouween operung segments

2020
English Penguin
Assessment & Virtual I anguage Workforce Higher Srategic Random
Al figures in £ mitians Notes Quahfications | earmng Learning Skills Lducation Rewiew House Group

Adjusted operating profit 147 29 313
Cost of major restructuring - - - - - - - -
Intangible charges (29) {30) (7} 8) (3 (3) - (80)
Othernetgainsandlosses - S O S @ 180 178
Operating profit/(loss) 118 m (6) 18 90 11 181 411
Finance costs [} (107)
profit beforetax 380
I_r_w_g 7 (50)

Other segment items
Share of results of joint ventures

and associates - - 4 - - - 1 5
Depreciation and impairment 53 21 7 5 28 11 - 125
Armortisation and impairment 154 64 34 24 167 29 - 472

1 Comparative balances have heen restated 1o reflect the mave between operazing segmenis,
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2. Segment information continued

There were no material inter-segment sales in either 2022, 2021
or 2020,

Corporate costs are allocated to business segments on an
appropriate basis depending on the nature of the cost and therefore
the total segment result 15 equal to the Group operating profit

For additional detailed information on the calculation of adjusted
operaiing profit as shown inthe above tables, see pages 215-219
(Financial key performance indicators).

Adjusted operating profit is shown in the above tables as it is

the key financial measure used by management to evaluate the
performance of the Group. The measure also enables investors to
more easily, and consistently, track the underlying operational
performance of the Group and its business segments over time by
separating out those items of income and expenditure relating to
acquisition and disposal transactions, major restructuring
prograrmmes and certain other items that are also not representative
of underlying performance, which are explained below and
reconciled in note 8.

Cost of major restructunng - in August 2022, the Group anncunced
a Major restructuring programme to run in 2022. The programme
includes efficiencies in product and content, support costs,
technology and corporate property. The restructuring costs in 2022
of £150m mainly relate to staff redundancies and impairment of
right-of-use property assets. In 2021, restructuring costs of £214m
mainly related to the impairment of night-of-use property assets, the
write-down of product development assets and staff redundancies.
The 2022 charge includes the impact of updated assumptions
related to the recoverability of right-of-use assets made in 2021 The
costs of these restructuning programmes are significant enough to
exclude from the adjusted operating profit measure so as to better
fighlight the underlying performance (see note 4). There was no
major restructuring in 2020

Intangible charges - These represent charges relating te intangibles
acquired through business combinations. These charges are
excluded as they reflect past acquisition activity and do not
necessarily reflect the current year performance of the Group.

The Group operates in the following main geographic areas’

Intangible amortisation charges in 2022 were £56m compared to a
charge of £5Tmin 2027, This is due to increased amartisation from
recent acquisitions which 1s partially offset by a reduction in
amortisation from intangitle assets at the end of their useful life and
recent disposals. In 2022 and 2021, intangible charges included no
impairment charges. In 2020, intangible charges were £80m
including impairment charges of £12m.

Other net gains and losses - These represent profits and losses on
the sale of subsidiaries, joint ventures, associates and other financial
assets and are excluded from agjusted operating profit as they
distort the performance of the Group as reported on a statutory
basis. Other net gains and losses also includes costs related to
business dosures and acquisitions. Other net gains and losses in
2022 relate to the gains on the dispesat of our international
courseware local publishing businesses in Europe, French-speaking
Canada and Hong Kong and a gain arising on a decrease in the
deferred consideration payable on prior year acquisitions, offset by a
loss on disposal of our internatonal courseware local publishing
businesses in South Africa due to recycling of currency translation
adjustments and costs related to disposals and acquisitions. Other
net gains and losses in 2021 largely related to the disposal of PIHE
and the disposal of the K12 Sistemas business in Brazil offset by
costs related to the acquisition of Faethm and the wind down of
certain strategic review businesses. In 2020, they largely relate to
the sale of the remaining interest in Penguin Random House
(£180m gain).

UK pension discretionary increases - Charges in 2022 relate to
one-off pension increases awarded to certain cohorts of pensioners
in response to the cost of ving crisis

Adjusted operating profit should not be regarded as a complete
picture of the Group's financial performance. For example, adjusted
operatng profit includes the benefits of major restructurning
programmes but excludes the significant associated costs, and
adjusted operating profit excludes costs related to acquisiuons, and
the amortisation of intangibles acquired in business combinations,
but does not exclude the associated revenues. The Group's definition
of adjusted operating profit may not be comparable ta other similarly
titled measures reported Dy other companies.

Sales MNOr-current assets
Al figures i £ millions 2022 2021 2020 2022 2021
UK 424 355 319 527 578
Other European countries 192 249 216 192 122
us 2,668 2182 2335 2,333 2034
Canada 110 m 91 243 217
Asia Pacific 290 359 251 200 190
Other countries 157 172 % 17 18
Total 3841 3428 3,397 3,512 3,159

Sales are allocated based on the country i which the customer is located. This does not differ matenally from the location where the order is recerved.
The geographical split of non-current assets 1s based on the subsidiary's country of domicile. Thisis not materially different to the location of the assets.
Non-current assets cComprise INvestment property, property, plant and equipment, intangible assets and iNvestments In joint ventures and associates.
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3. Revenue from contracts with customers

The following tables analyse the Group's revenue streams. Courseware includes curriculurn materials provided in book form and/or via access

to digital content. Assessments includes integrated test development, processing and scoring services provided to governments, educational
institutions, corporations and protessional bodies, Services includes the operation of schools, colleges and universities, including sistemas in Braail,
unitil disposed, as well as the provision of online leaming services in partnership with universities and other acadermic institutions, Comparative figures
for 2021 and 2020 have been restated to reflect the move between segments,

The Group derived revenue from the transfer of goods and services aver time and at a point in time in the following major preduct lines:

2022
English
Assessment & Virtuat Language Workforce Higher Strategic

All figures in £ millions Qualifications Learning Learning skills Education Review Total
Fa—— Y e
Products transferred at a point in time 64 - 110 2 302 148 626
Products and senvices transferred over time L R 25 T 88 8 640

s - 135 2 890 154 1,266
Assessments
Products transferred at a point in time 169 - 5 14 - - 188

Products and service

Services
Products transferred at a point in time - - 29 - - - 22
Products and services rransferred over time - 820 ..M. .4 8 - 88
_____________________________________ 820 A3 % B o7
Total T 1444820 ----------------- 32 204 898 154 3,841
2021
Englisn
Assensment & Virtual L anguage workforce Higher Sudtege

Al figures in £ millions Qualficauons L earning Learning Skills Education Review Total
c.;.urseware _______________ e e e et e aaeaees
Products transferred at & point in time 62 - 109 - 283 180 634
Products and services transferred overume 30 ST - J L. R (R 631

T 92 777777777777777777 - 135 - 841 197 1,265
Assessments
Products transferred at a point in time 173 - & 16 - - 195

Services

Preducts transferred at a paint in time - - 22 - - 14 36

Procucts and services ransferred overtime e N3 3 3 BT T08
R e - AEN 25 B B 2B

Total T 1238 713 238 172 849 218 3428

Annual report and accounts 2022 Pearson plc 151



Financial statements

Notes to the consolidated financial statements continued

3. Revenue from contracts with customers continued

2020
English
Assessrment & Virtual Language Workfarce Higner Srrategi

All figures in £ rmullions Qualficatons Learring Learning Skills Ecfucation Review lotal
Courseware e
Products transferred at a point in time 66 - 106 - 313 185 670
Products and services transferred over time e B ST - S, T 630 LR 636,

""""""""""""""" 93 - 130 - 943 200 1366
Assessments
Products transferred at a pointin time 138 - 3 7 - - 148
Products and services transferred over time 887 - oV B T e 1071

I 1025 - 64 130 - - 1219
Services
Products transferred at a point in time - - 22 - - 22 44

Total

a. Nature of goods and services

The following is a description of the nature of the Group's
performance obligauons within contracts with customers broken
down by revenue stream, along with significant judgements and
estimates made within each of those revenue streams.

Courseware

I Key areas of estimation

The level of provisions required for anticipated returns 1S
estimated based on historical experience, custormer buying
patterns and retailer behaviours including stock levels.

Revenue is generated from customers through the sales of print and
digital courseware materials to schools, bookstores and direct to
individual learners. Goods and services may be sold separately

or purchased together in bundled packages. The goods and
services included in bundled arrangements are considered distinct
performance obligations, except for where Pearson provides both a
licence of intellectual property and an ongoing hosting service.

As the licence of intellectual property is only available with the
concurrent hosting service, the licence is not treated as a distinct
performance obligation separate from the hosting service
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The transaction price is allocated between distinct performance
obhgations on the basis of their relative standalone selling prices.

I determining the transaction price, variable consideration exists

in the form of discounts and anticipated returns. Discounts reduce
the transaction price on a given transaction, A provision for
anticipated returns 1s made based primanly on historical return rates,
customer buying patterns and retaller behaviours including stock
levels {(see note 24). If these estimates do not reflect actual returns in
future periods then revenues could be understated or overstated for
a particular period. Variable consideration as described above is
determined using the expected value approach. The sales return
liability at the end of 2022 was £53m (2021: £83rmy; 2020: £86m). This
represents 8% of courseware sales transferred at a pomnt in time,

While payment for these goods and services generally occurs at the
start of these arrangements, the length of time between payrment
and detivery of the performance obligaticons is generally short-term in
nature or the reason for early payment relates to reasans other than
finanong, including customers securing a vendar in a longer-term
arrangement or the transfer of goods or services is at the discretion
of the customer. For these reasons and the use of the practical
expedient on short-term financing, significant financng components
are not recognised within Courseware transactions.



Revenue from the sale of physical books 15 recognised at a point in
tirne when control passes. This is generally at the point of shipment
when title passes to the customer, when the Group has a present
right to payment and the significant risks and rewards of ownership
have passed to the customer. Revenue from physical books sold
through the direct print rental method is recognised over the rental
period, as the customer is simultaneously recewing and consuming
the benefits of this rental service through the passage of time.

Revenue from the sale of digrtal courseware products is recognised
on a straight-line basis over the subscription period, unless hosted
by a third-party or representative of a downlpadable product. in
which case Pearson has no ongoing obligation and recognises
reveriue when control transfers as the customer is granted access to
the digital product.

Revenue from the sale of 'off-the-shelf software 1s recognised on
delivery or on installation of the software where that is a condition
of the contract. In certain circumstances, where installation is
complex, revenue Is recognised when the customer has completed
their acceptance procedures.

Assessments

Revenue is primarily generated from multi-year contractual
arrangements related to large-scale assessment delivery, such as
contracts to process qualifying tests for individua! professions and
government departments, and is recognised as performance occurs.
Under these arrangements, while the agreement spans multiple
years, the contract duration has been determined to be each
testing cycle based on contract structure, including clauses
regarding terrmination.

While in some cases the customer may have the ahility to terminate
during the term for convenience, significant financial or qualitative
barriers exist limiting the potential for such terminations in the
middle of a testing cycle.

Within each testing cycle, a variety of service activities are performed
such as test administration, delivery, scoring, reporting, iterm
development, operational services and programme management.
These services are not treated as distinct in the context of the
customer contract as Pearson provides an integrated managed
service offering and these activities are accounted for together as
one comprehensive performance obligation.

Within each testing cycle, the transaction price may contain both
fixed and variable amournits. Vanable consideration within these
transactions primarily relates to expected testing volurnes to be
delivered in the cycle, The assumptions, risks and uncertainties
inherent to long-term contract accounting can affect the amounts
and timing of revenue and related expenses reported. Vanable
consideration 1s measured using the expected value method, except
where amounts are contingent upon a future event’s occurrence,
such as performance bonuses, Such event-driven contingency
payments are measured using the most fikely amount approach. In
estimating and constraining variable consideration, historical
experience, current trends and local market conditions are
considered. To the extent that a higher degree of uncertainty exists
regarding variable consideration, these amounts are excluded from
the transaction prnice and recognised when the uncertainty is
reasonably removed

Custamer payments are generally defined in the contract through a
payment schedule, which may require customer acceptance for
services rendered. Pearson has a history of providing satisfactory
services which are accepted by the customer. While a delay between
rendenng of services and payment may exist, payment terms are
within 12 months and the Group has elected to use the practical
expedient available in IFRS 15 ‘Revenue from Contracts with
Customers' and not identify a significant financing companent

on these transactions.

Revenue is recognised for Assessment contracts aver time as the
ristomer is henefiting as perfrrmance takas place through a
continuous transfer of control to the customer. This continucus
transfer of cantrol to the customer is supported by clauses in the
contracts which may allow the customer to terminate for
convenience, compensate us faor work performed 1o date, and take
possession of work in process.

As control transfers over time, revenue is recognised based on the
extent of progress towards completion of the performance
obligation, The selection of the method to measure progress towards
completcn requires judgement and 1$ based on the nature of the
services provided. Revenue is recognised on a percentage of costs
basis, calculated using the proportion of the total estimated Costs
incurred to date. From 2021, the propertion of estimated costs
incurred to date was primarily based on historical cost analysis for
similar groups of contracts, with regular true-ups to contract Costs
throughout the contract period. Previously, the proportion of
estimated costs incurred to date was based on individual contract
analysis. The change in input methodology did not resultin a material
impact on revenue recogrittion. Percentage of completion is used to
recogrise the transfer of control of services pravided as these
services are not provided evenly throughout the testing cycle and
involve varying degrees of effort during the contract term.

Losses on contracts are recognised in the period in which the loss
first becomes foreseeable. Contract losses are deterrmined to be the
amount by which estimated total costs of the contract exceed the
estimated total revenues that will be generated.

In Assessments contracts driven primarily by transactions directly to
end users, Pearson’s main obligation to the customer involves test
delivery and sconing. Test delivery and scoring are defined as a single
performance obligation delivered over time whether the test is
subseguently manually scored or digitally scored on the day of the
assessment, Customers may alse purchase print and digital
supplemental materials. Print preducts in this revenue stream are
recognised at a point in time when control passes to the customer
upen shipment. Recognition of digital revenue will occur based on
the extent of Pearson's ongoing hosting obligation
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3. Revenue from contracts with customers continued

Services

Revenue is pnimanty generated from multi-year contractual
arrangements related to large-scale educational service delivery
to academic institutions, such as schools and higher education
universities. Under these arrangements, while an agreemeant may
span rmultiple years, the contract duration has been determined to
be each academic period based on the structure of contracts,
including clauses regarding termination. While in some cases the
customer may have the ability to terminate during the term for
convenience, significant financial or qualitative barners exist
Timiting the potential for such terminations 1n the middle of an
academic period. The academic period for this customer base is
normally an acadernic year for schools and & semester for higher
education universities.

within each academiic period, a variety of services are provided such
as programme development, student acquisition, education
technofogy and student support services. These services are not
distinct in the context of the customer contract as Pearson provides
an integrated managed service offering and these activities are
accounted for together as a comprehensive performance obligation.

Where Services are provided to university customers, volume and
transaction price are fixed at the start of the semester. Where
Services are provided to school customers, the transaction price may
contain both fixed and variable amaounts which reguire estimation
during the academic peried. Estimation is required where
consideration is based upon average enrclments or other metrics
which are not known at the start of the academic year. Varizble
consideration is measured using the expected vaiue method,
Historical experience, current trends, local circumstances and
customer-specific funding formulas are considered in estimating and
constraining variable consideration. To the extent that a higher
degree of uncertainty exists regarding variable consideration, these
amounts are excluded from the transaction price and recognised
when the uncertainty is reasanably removed.
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Customer payments are generally defined in the contract as
occurring shortly after invoicing. Where there is a longer payment
term offered to a customer through a payment schedule, payment
terms are within 12 months and the Group has elected to use the
practical expedient available in IFRS 15 and not identfy a significant
financing component on these transactions

Revenue s recognised for Service contracts over time as the
customer is benefiting as performance takes place through a
continuous transfer of control to the customer. This continuous
transfer of control to the customer 1s supported by dauses in the
contracts which may allow the customer to terminate for
convenience, compensate for work performed to date, and take
possession of work in process.

As control transfers over time, revenue is recognised based on

the extert of progress towards completion of the performance
obligation. The selection of the method to measure progress towards
completion reguires judgement and is based on the nature of the
products or services provided. Within the comprehensive service
obligation, the timing of services occurs relatively evenly over each
academic period and, as such, time elapsed is used to recognise the
transfer aof control ta the customer on a straight-lirre hasis.

Losses on contracts are recognised in the periad in which the loss
first becomes foreseeable, Contract losses are determined to be the
amaount by which estimated total costs of the contract exceed the
eshimated total revenues thar will be generated.

In cases of optional or add-on purchases, institutions may purchase
physical goods priced at their standalone value, which are accounted
for separately and recognised at the point in time when control
passes to the customer upon shipment.

b. Disaggregation of revenue

The tables in notes 2 and 3 show revenue from contracts with
customers disaggregated by operating segment, geography and
revenue stream. These disaggregation categories are appropriate as
they represent the key groupings used in managing and evaluating
underlying performance of each of the businesses. The categories
also reflect groups of similar types of transactional charactersstics,
among similar customers, with similar accounting conclusions



¢. Contract balances

Transactions within the Courseware revenue stream generally entad customer biflings at or near the cantract's inception and accordingly Courseware
deferred income balances are primarily related to subscription performance obligations to be delivered over time.

Transactions within the Assessments and Services revenue streams generally entall custamer billings over ime based on periodic ntervals, progress
towards milestones or enrolment census dates. As the performance obligations within these arrangements are delivered over time, the extent of
accrued income or deferred income will ultimately depend upon the difference between revenue recogrised and billings to date.

Refer to note 22 for opening and closing balances of accrued income. Refer to note 24 for opening and closing balances of deferred income. Revenue
recognised during the period from changes in deferred income was driven primarily by the release of revenue over time from digital subscriptions.

d. Contract costs

The Group capitalises incremental costs to obtain contracts with customers where it is expected these costs will be recoverable. Incremental costs to
obtain contracts with customners are considered those which would not have been incurred if the contract had not been abtained. For the Group,
these costs relate primarily to sales commissicns. The Group has elected to use the practical expedient as allowable by IFRS 15 whereby such costs will
be expensed as incurred where the expected amorusation penod is one year or less. Where the amortisation period is greater than one year, these
costs are amortised over the contract term on a systematic basis consistent with the transfer of the underlying goods and services within the contract
to which these costs relate, which will generally be on a rateable basis.

The Group does nat recognise any material costs to fulfil contracts with customers as these types of activities are governed by other
accounting standards.

There were no feferred contract costs in 2022, 2021 or 2020.

e. Remaining transaction price
The below table depicts the remaining transacticn price on unsatisfied or partially unsatisfied performance obligaticns from contracts with customers.

2022
Total
remaining
Deferred Committed transaction 2025
All figlres in £ millions Sales income sales price 2023 2024 and later
Courseware
Products transferred at a point in time 626 1 - 1 1 - -
cts and services transferred over time i 95 5% 14 25
Assessments
Products transferred at a point in time 188 - - - - - -
Products and services transferred overtime 1,470 262 472 734524 206 4.
Services
Products transferred at a point i time 29 - - - - - -
Products and services transferred over time -
subscriptions 351 20 7 27 27 - -
Products and serices transferred over time - other
ongoing performance obligations 887 .2 XS A M T T
Total 3,841 400 704 1,104 855 220 29
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3. Revenue from contracts with customers continued

2021
Total
refnaining
Deferred  Cormnmtted  fransaction 2024
Allfigures in £ millions Salcs neome sales 2023 and later
Courseware
Products transferred at a pointin time 634 1 - 1 1 - -
Products and services transferred overime I U = S U= B . R [ 2.
Assessments
Products transferred at a point in time 195 - - - - - -
Products and services transferred overtime 1164 35 442 97 ... 503 19 3
Services
Products transferred at a point in tme 36 - - - - - -
Products and services transferred over time - subscriptions 290 13 10 23 23 - -
Products and services transferred cver time — other ongoing
performance obfigations A78 220 o i A, T -
Total 3,428 386 672 1,058 831 202 25
o 2020
Toral
refmaining
Defenred Commitiexd  fransactian 2023
All figures in £ millions Sales inceme sales prices 2021 2022 anid later
Courseware
Products transferred at a point in tme 670 - - - - - -
Products and services transferred overtime | 896 05 LS BB LA,
Assessments
Products transferred at a point in time 148 1 - 1 1 - -
Products and services transferred over time 107 A M3 60 428 203 L
Services
Products transferred at a point in time 44 - - - - - -
Products and services transferred over time - subscriptions 323 18 10 28 27 1 -
Products and services transferred over time - other ongoing
performance obligations Moo B g AR 213 e -
Total 3,397 359 632 997 751 218 2

Cammitted sales amounts are equal 1o the transacton price from contracts with customers, excluding those amounts previcusly recognised
as revenue and amounts currently recognised in deferred income. The total of comrmtted sales and deferred income 1s equal to the remaining
tramsaction price. Time bands stated above represent the expected timing of when the remaining transaction price will be recognised as revenue.
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4. Operating expenses

All figures m £ mullione 2022 2021 2020

By function:

cost of goodssgd .~~~ 2,046 1,747 1,767

Operating expenses

Distribution costs 61 62 59

Selling, marketing and product development costs 564 521 572

Administrative and other expenses 823 £a2 816

Restructuring Costs 150 214 -

Other income 49 37) (45)
Total net operating expenses 1,549 1,562 1402

QOther net gans and losses 24 63) (178)
Total 3,571 3,246 2,99

Other income includes freight income and sublet incorne. Included in administrative and other expenses are research and efficacy costs of £10m
(2027 £12m; 2020: £11m). Other net gains in 2022, largely relate to the gain on the sales of certain businesses (see note 31) and a gain arising on a
decrease in the deferred consideration payable on prior year acquisitions, offset by costs related to disposals and acguisitions. In 2021, other net gains
and losses largely relate to the sale of interests in PIHE in South Africa and the school business in Brazil, in 2020, other net gains and losses largely

relate to the sale of the remaining interest in Pearson Random House (£180m gain).

ImAugust 2022, the Group announced a major restructuring program me to run in 2022, The programme includes efficiencies in product and content,
support costs, technology and corporate property. The restructuring costs in 2022 of £150m mainly relate to severance and impairment of right-of-use
property assets, In March 2021, the Group announced a major restructuring programme to runin 2021, principally comprising the reorganisation

of the Group into five global business divisions and the simplification of the Group's property portfolio, The costs of these programmes have been
excluded from adjusted operating profit so as to better highlight the underlying performance (see note 8). An analysis of major restructuring costs

are as follows:

All iguresn £ millians 2022 2021 2020
By nature:

Product Costs 1 19 -
Employee costs 73 32 -
Depreciation and impairment of non-current assets 51 145 -
Property and facilities 7 M1 -
Technology and communications 3 -
Professional and outsourced services 7 4 -
Total restructuring - operating expenses 150 214 -
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4. Operating expenses continued

Allfigures in £ mullions Notes 2022 2021 2020
By natun;: 77777777777777777777777777777777777777

Royalties expensed 194 185 191

Other praduct costs 412 353 349
Employee benefit expenss 5 1,605 1,365 1,337
Contract {abour 73 69 67
Employee.related expense 52 21 30

Promotional costs 268 239 233

Depreciation and impairment of property, plant and equipment and investment property 10 136 247 125

Amortisation and impairment of intangible assets - product development 20 303 279 280
Amortisation and impairment of intangible assets — software M 125 117 112
Amortisation and impairment of Intangible assets - other 11 54 50 80
Property and facilities 102 124 85
Technology and communications 221 215 216
Professicnal and outsourced services 501 477 498

Other general and administrative Costs 76 58 71

Costs capitalised (478) (447 (460)
Other net gains and losses (24) 63) (178)
Other income R VOO .- NN TR S— s}
Yotal 3,571 3,246 2,991

During the year the Group cbtaned the following services frorm the Group's auditors, which changed to EY in 2022 and was Pw( in 2021 and 2020:

All figuresin £ millions 2022 2021 2020
The audit of parent company and consclidated financial statements 6 5 5
Theauditof the companyssubsidianies ] LS.
Total audit fees 7 7 7
Audit-related and other assurance services - - -
Othernonaudtservices e T T
Total other services - - -
Total non-audit services e ! S, e .
Total T 7 7 7
Reconciligtion between audit and non-audit service fees is shown below:

Allfigures n ¢ mihons 2022 2021 202
Group audltfeesmcludmg fees for attestatloami';.(‘jlé‘r section 404 of the Sarbanes-Oxley Act 7 7 7
Oy U OB e S T -
Totadl 7 7 7

Fees for attestation under secticn 404 of the Sarbanes-Oxley Act are allacated between fees payable for the audits of consolidated and
subsidiary accounts.
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5. Employee information

Allfigures in £ milbzns Notes 2022 2021 2020

Employee benefit expense

Wages and salaries (including termination costs) 1.382 1,180 1,152
Social security costs 113 95 56
Share-based payment costs 26 35 28 29
Retrement benefits - defined contribution plans 25 46 37 47
Retirerment benefits - defined benefit plans as 2 25 13
Total 1,605 1,365 1337

An additional £3m of share-based payment costs (20271: £nil; 2020: £nil) in respect of remuneration for post-acquisition services for recent acquisitions
s included in other net gains and fosses in the income statement.

The details of the emoluments of the Directors of Pearson plc are shown in the report on Directors’ remuneration.

Average number emplayed 2022 2021 2020

Employee numbers

LK 3,244 3395 3,304

Other European countries 809 878 886

us 11,357 11,757 11.432

Canada 522 583 648

Asia Pacific 3,369 2,738 2,812

Other countries 1,383 2,109

Total 20,438 20,744 2119

6. Net finance costs

Allfigures vyt omllions Notes 2022 2020 2020

Interest payable on financial liabilities at amortised cost and associated derivatives (32) (30 (310
Interest on lease liabilities (25) 27 4
Net foreign exchange iosses - - {6)
Interest on deferred and contingent consideratign (5) B -

Interest on tax provisions (7} 1) 7
Derivatives not In a hedge relationship @ - {22)
Finance costs I A} (68) (197)
Interest receivable on financial assets at amortised cost 18 5 9

Interest on lease receivables 5 5 9

Net finance income in respact of retirement benefits 25 9 a4 6

Fair value remeasurement of disposal proceeds, - 6 26

Fair value movements on investments beld at fair value 28 20 26

Net foreign exchange gains 1 1 -

Interest on tax provisions 35 - -

Derivatives not in a hedge relationship - 20 -

Finance income 123 62 76

Net finance income/(costs) 52 (&) 3N
Analysed as:

Net interest payable reflected in adjusted earnings (1) 57 {67]
Other net finance income 53 51 30

Net finance income/{costs) T 52 () (31)

1 {omparalive balanres have been restated  see Note 1h

Net mavement in the fair value of hedges is further explained in note 16. Dervatives nat in @ hedge relaticnship include fair value movements in the
interest rate and cross-currency interest rate swaps. For further information on adjusted measures above, see note 8.
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7. Income tax

All figures in £ milicns Notes 2022 2021 2070
Current tax

Charge in respect of current year (127) {103) {18)
Adjustments in respect of prieryears 1L A R
Total current taxcharge {109) s (14)
Deferred tax

In respect of temporary differences 29 103 (34)
Other adjustments in respect of prior years )

Total deferred tax credit/(charge}
Total tax (charge)/credit

1. Comparative halances have beenirestated - see Nate 1b.

The adjustments in respect of prior years in 2022 is pnimarily due to movements in provisions for tax uncertainties, whilst in 2021 and 2020 the
differences primarily arise from revising the previcus years reported tax provision to reflect the tax returns subsequently filed. This results in a change
between deferred and current tax as well as an absolute benefit to the totat tax charge. The tax on the Group's profit before tax differs from the
theoretical amount that would arise using the UK tax rate as follows:

Al figures n £ mullions 2022 2021 2020
Profit before tax 323 177 o 380
Tax calculated at UK rate (2022: 19%; 2021 19%; 2020. 19%) (62) (34) (72)
Effect of overseas tax rates (12) (24) (7)
Effect of UK rate change 3 25 (5)
Jjoint venture and associate income reported net of tax - - 1
Intra-group financing benefit - 7 14
Net expense not subject to tax (9) el (7}
Gains and losses on sale of businesses not subject to tax 2 4 21
Unrecogrused tax losses 3 9 21)
Benefit from changes in iocal tax law - 11 -
Benefit from US accounting method changes - 11 -
Movement In provisions for tax uncertainties - current year (23) - 24
Adjustments in respect of prior years - movermnent in provisions for tax uncertainties 13 - -
Adjustments inrespectof prioryears-other ] 6 LIS
Totaltax{chargeycredit e e (59)
UK (41) 27 23
OVErS8AS @) @8) ... 73,
Total tax (charge) credit L) 1 {50)
Tax rate reflected in earnings 24.5% (0.6)% 13 2%

1 Compararve balances have been restated - see Note 1b

Included In net expense not subject to tax are foreign taxes not
creditable, the tax impact of share-based payments and ather
| expenses nat deductible.

| Key judgements

The application of tax legislation 1n relation to provisions for
uncertain tax positions.

Factors which may affect future tax charges include changesn
tax legislation, transfer pnicing regulations, the level and mix
| Key areas of estimation } of profitability in different countries, and settlements with

tax authonties

The level of provisions required in relation te uncertain tax
positicns is complex and each matter 15 separately assessed.
The estimation of future settlement amounts is based on a
number of factors including the status of the unresolved
matter, clanty of legislation, range of possible outcomes and
the statute of limitations.
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The movement in provisions for tax uncertainties primarily reflects releases due to the expiry of relevant statutes of limitation, settlernent of certain
audits and the establishment of provisions for new uncertain tax positions, primarily the potential State Aid exposure offset against the release of US
provisions following the expiry of the statute of lirmitations for certain periods. The current tax liability of £43m (2021: £125m; 2020: £84myj includes
£28m (20271 £104my; 2020: £104m) of provisions for tax uncertainties principally in respect of several matters in the US and the UK.

The Group is currently under audit in several cauntries, and the timing of any resolution of these audits is uncertain. In Most countries, tax years up to
and including 2017 are now statute barred from examination by tax authorities, however, a balance of £3m relates to certain remaining open issues.
Of the remaining £25m balance, £1m relates to 2018, £14m to 2019, £5m to 2020, £3m to 2021 and £2m to 2022 The tax authorties may take a
different view from management and the final liability may be greater than provided,

The matters provided for include a provision of £63m related to the potential State Aid exposure and the potentiat disallowance of intra-group charges.
In relation to the potential State Aid exposure, & payment has been made in relation to the maximum potential exposure with the provision of £63m
offset against this resulting in a £41m non-current tax debtor,

Contingent ligbilities relating to tax are disclosed in note 34.

The tax rate reflected n adjusted earnings is calculated as follows:

All igures in L mullians 2022 2021 2020
Profit before tax 323 177 380
Adjustments:
Cost of major restructuring 150 214 -
Other net gains and losses (24) (63) (178)
Intangible charges 56 51 80
UK Pension discretionary increases 3 - -
Other net finance income (51) {30}
Adjusted profit before tax 328 252
Total tax credit/(charge) 79) 1 {50}
Adjustments:
Tax benefit on cost of major restructuring 37 (47) -
Tax charge on other net gains and losses 10 14 3
Tax benefit on intangible charges 1) 1123 (22)
Tax benefit on UK pensions discretionary increases m - -
Tax charge on other net finance costs 13 8 10
Tax amortisation benefit on goodwill and intangibles 16 8 24
Benefit from changes in lacal tax law - {11) -
Tax benefit on UK tax rate change M {25} -
Other taxitems 15 - -
Adjusted tax charge s (71) (64} (35)
Tax rate reflected in adjusted earnings 15.6% 19.5% 13.7%
1. Comparative balances have been restated - see Note 1h,
For further information on adjusted measures above, see note 8,
The tax benefit/(charge) recognised in other comprehensive income is as follows:
Allfigures in £ millions 2022 2021 2020
Net exchange differences on translation of foreign operations 4 10 (13)
Fair vatue gain on other financial assets 1 48] -
Remeasurement of retirement benefit obligations 7 (67} 2
(7) (52} (11}

1. Comparative balanges have been restared - see Nate 16,
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8. Earnings per share

Basic earnings per share is calculated by dividing the profit or loss
attributable to equity shareholders of the company (earnings) by the
weighted average number of ordinary shares in 1ssue during the year,
excluding ordinary shares purchased by the company and held as
treasury shares.

Diluted earnings per share is calculated by adjusting the weighted
average number of ardinary shares to take accaunt of all dilutive
potential ordinary shares and adjusting the profit attributable,

if applicable, to account for any tax consequences that might
arise from conversion of those shares.

Certain contingently issuable shares vested on 31 December 2022
but have not yet been 1ssued, these shares are considered dilutive
for 2022 but do not materially impact basic EPS.

Allfigures in £ millians

Earmings for the year
Non-centrolling i

ﬂfe rest

Weighted average number of shares (millions)

Effect of dilutive share options (millions)

Weighted average number of shares {millions) for diluted earnings
Earnings per share (in pence per share)

Basic

Diluted

2022 2027 2020'

7381 7541 7554

3.9 50 -
742.0 759.1 7554
32.8p 23.5p 43.7p
32.6p 23.3p 43.7p

1. Comparative balances have been restated - see Nute 1h

Adjusted

For additional detailed information on the calculation of adjusted
measures, see pages 215-219 (Financial key performance indicatars).
See note 2 for details of specific items excluded from or included in
adjusted operating profit in 2022, 2021 and 2020.

In order to show results from operating activities on a consistent
basis, an adjusted earmings per share is presented. The Group's
definition of adjusted earnings per share may not be comparable
with other similarly titled measures reported by other companies.

Adjusted earnings 15 a non-GAAP (non-statutory) financial measure
and is included as it is a key financial measure used by management
to evaluate the performance of the Group. The measure also enables
Investors to more easily, and consistently, track the underlying
aperational performance of the Group and its business segments
over time by separating cut those iterns of iIncome and expenditure
relating to acquisition and disposal transactions, major restructunng
programmes and certain other items that are also not representative
of underlying performance.

Adjusted earnings per share is calculated as adjusted earnings
divided by the weighted average number of shares in issue on an
undiluted basis. The following items are excluded from or included
in adjusted earnings:

Cost of major restructuring - In August 2022, the Group anrnounced
a major restructuring programme to run in 2022 The programme
includes efficiencies in product and content, support costs,
technology and corporate property. The restructuring costs in 2022
of £150m mainiy relate to staff redundancies and impairment of
nght-of-use property assets. The 2022 charge includes the impact of
updated assumptions related to the recoverability of nght-of-use
assets made in 2027, In 2021, restructuring costs of £214m mainly
related to the impairment of right-of-use property assets, the
write-down of product developrment assets and staff redundancies
The costs of these restructuring programmes are significant enough
to exclude from the adjusted operating profit measure so as to
better highlight the underlying performance (see note 4). There was
no major restructuring in 2020.

162 Pearson plc Annual report and accounts 2022

Intangible charges - These represent charges relating to intangibles
acquired through business combinations. These charges are
excluded as they reflect past acguisition activity and do not
necessarily reflect the current year performance of the Group.
Intangible amoertisation charges in 2022 were £56m compared to a
charge of £5Tmn 2021. This I1s due to increased amortisation from
recent acquisitions which is partially offset by a reduction in
amartisation from intangible assets at the end of their useful life and
recent disposals. In 2022 and 2021, intangible charges incuded no
impairment charges. In 2020, intangible charges were £80m
including impairment charges of £12m,

Other net gains and losses - These represent profits and losses on
the sale of subsidiaries, joint ventures, associates and other financial
assets and are excluded from adjusted operating profit as they
distort the performance of the Group as reported on a statutory
basis. Other net gains and losses also includes costs related to
business closures and acquisitions, Other net gains and losses in
2022 relate to the gains on the disposal of our international
courseware local publishing businesses in Europe, French-speaking
Canada and Hong Kong and a gain ansing on a decrease in the
deferred consideration payable on prior year acquisitions, offset

by a loss on disposal of cur international courseware local pubhshing
businesses in South Africa due to recycling of currency translation
adjustments and costs related to disposals and acquisitions. Other
net gains and losses in 2021 largely related to the disposal of PIHE
and the disposal of the K12 Sistemas business in Brazil offset by
costs related to the acquisition of Faethm and the wind down of
certain strategic review businesses. In 2020, they largely relate

to the sale of the remaining interest in Penguin Random House
{E180m gain)

UK pension discretionary increases - Charges in 2022 relate to
ane-off pension increases awarded to certain cohorts of pensioners
in response to the cost of iiving crisis



Orther net finance Income/costs - These include finance costs in respect of retirement benefits, finance costs relating to acquistion and disposal
transactions, fair value movements on investrments classified as fair value through profit and loss, foreign exchange and other gains and losses on
derivatives. Net finance income relating to retirement benefits is excluded as management does not believe that the consclidated income staterment
presentation under IAS 19 reflects the econormic substance of the underlying assets and liabilities. Finance costs relating to acquisition or disposal
transactions are excluded from adjusted earnings as they are considered part of the acquisition cost or disposal proceeds rather than being reflective
of the underlying financing costs of the Group. Forsign exchange, fair value rmovernents and other gains and losses are excluded from adjusted
earnings as they represent short-term fluctuations in market value and are subject to significant volatility. Other gains and losses may not be realised
in due course as it is normally the intention to hald the related instruments to Marurity.

Tax - Tax on the above items 1s excluded from adjusted earnings. Where relevant, the Group also excludes the benefit from recognising previously
unrecognised pre-acquisition and capital losses. The tax benefit from tax deductible goodwill and intangibfes is added to the adjusted income tax
charge as this benefit more accurately aligns the adjusted tax charge with the expected rate of cash tax payments. In addition, one off items such
as the impact of the UK tax rate change and changes in local tax law have been excluded.

Non-controlling interest - Non-centroling interest for the above items is excluded from adjusted earnings.

The adjusted earnings per share includes both continuing and discontinued businesses on an undiluted basis when relevant. The Group's definition
of adjusted earnings per share may not be comparable to other similarly titled measures reported by other companies.

The following tables recancile the statutory income statement to the adjusted income staternent.

2022
Other net
Statutory Cost of Other net UK Pension finance Adjusted
income major gains and Intangible discretionary income/ Other tax income
All figures in £ millions staternent restructuring losses charges increases costs items statement
Operatingprofit 27 156 249 56 3 - - 456
Profit before tax 323 150 (24) 56 3 (53) - 455
Incometax . e 9) @ 0 a3 3% 0
Profit for the year 244 113 (14) 45 2 (40) 34 384
Nor-controlling interest YT T T2
Earnings 242 113 (14) 45 2 (40) 34 382
Weighted average number
of shares (millions) 7381 7381
Weighted average number of shares
fmillions) for diluted earnings 742.0 742.0
Earnings per share (basic) 32.8p 51.8p
Earnings per share (diluted) 32.6p 51.5p
201
Other net
Statutony Cost of Other net UK Pension finance Adjusted
income ma|or gams and Intangible discreuonary income/ income
All figures in £ millions staernent! resIrLcTuring lossey charges increases conts! (ner tax iems staternent
Operating profit 183 214 (63) 51 - - - 385

Net finance Costs

Profit before tax
ncometax
Profit for the year
Non-controlling interast

Earnings

Weighted average number

of shares (millicns) 754.1 7541
Weighted average number of shares

{rmullions} for diluted earnings 7591 759.1
Earnings per share (basic) 23.5p 3458p
Earnings per share (diluted) 233p 34.6p

1 Comparatve halances have been restated  see Nole 1b
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Notes to the consolidated financial statements continued

8. Earnings per share continued

2020
Statutory Costof Other net UK Pensions Other net Aidjused
income major g4ins and Intangible  discretonary  finance mcome/ Other tax income
Allfigures in £ millons stalement’  restructunng losses charges Increases costs! iterns sialement
Operating profit 411 - (178) 80 - - - 313
Net finance costs (31 - - - - (30) - e1)
Profit before tax 380 - (178) 80 - (30) - 252
lncome tax (50) - 3 (22 - 10 24 (35)
Profit for the year 330 - (175) 58 - (20} 24 217
Non-controlling interest - - - - - - - -
Earnings 330 - (175) 58 - (20) 24 217
Weighted average number
of shares (rmillions) 7554 7554
weighted average number of shares
(millions) for diluted earnings 755.4 7554
Earnings per share (basic) 437p 287p
Earnings per share (diluted) 43.7p 28.7p
1. Comparative balances have boen restated - see Note 1k
9. Dividends
All figures in £ milhions 2022 2021 2020
Final paid in respect of pricr year 14.2p (2020: 13.5p; 2021: 13.5p) 107 102 101
Interimn paid in respect of current year 6.6p (2020:60p, 2021°63p) 49 47 45
156 149 146

The Directors are proposing a final dividend in respect of the finandial year ended 31 December 2022 of 14.9p per equity share which will absorb
an estimated £107m of shareholders' funds. it will be paid on 5 May 2023 to shareholders who are on the register of members on 24 March 2023

These financial statements do not reflect this dividend.

10. Property, plant and equipment and investment property

Right of Lse assets

Owriend assets

I'vestrent Lanid and Plant and Iand and Piant and thie céi?res:rf lnmf

All figures n £ rmallions property burldings equipment buddings equiprnent CONSULCIDN Total
Cost

At 1 January 2021 - 439 12 296 308 21 1,076
Exchange differences - - - 2 3 - (n
Additions - 32 - 8 17 39 96
Disposals and retirements - (6) {7) (100) (72} - (185)
Reclassifications and transfers - - - 35 - 131 4
Transfer to assets classified as held for sale - - - (15} - - (15)
At 31 December 2021 - 465 5 226 250 29 975
Exchange differences - 30 - 18 23 - 71
Additions 22 33 1 4 8 33 101
Transfers to investrment property 174 (141) - (32} (1) - -
Disposals of businesses (note 31) - (10) - n (8} - (19
Disposals and retirements (5) {23) (@) {5} 39 ~ {74)
Reclassifications and transfers (40) -
Transfer to assets classified as held for sale - {48)
At 31 December 2022 22 h 1;006
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Right-of-use assels

Crned assets

Investmeant Land and Flant and land and Flant and “he cpc\)busr(s; lc:Tl

All figLres i £ orulhons raperly buildings equipment Buildings eguipment Consi Lo Testal
Depreciation and impairment T
At January 2021 - (110) )] {199) {243) - (561)
Exchange differences - (1 1 (1) i - -
Charge for the year - (46) 3) {16) (30) - {95)
Disposals and retirements - 7 & 99 71 - 183
Reclassificanons and transters - - - 15 7 - z
Impairment - (119) - (22) S) - (146)
Transfer to assets classified as held forsale - - = 8 - - 3
At31December2021 SR 269) 8038 (99, o 509
Exchange differences - 7 - (14) (18) - {49)
Transfers to investment property (105) 101 - 3 1 - -
Charge for the year (6) {44 m {13) (26) - (90
Disposals of businesses (note 31} - 2 - 1 5 - 8
Disposals and retirements - 13 1 5 39 - 58
Reclassifications and transfers - - - - - - -
Impairment (19) {15) - 9) (3 - (46)
Transfer to assets classified as held forsale ] ] K 3 2 T 32
At 31 December 2022 (130) (229) 5 33 (t9y - {696)
Carryingamounts T

A1 January 2021 - 329 3 97 65 21 515
At 31 December 2021 - 196 - a0 529 366
At31December202z2 60 125 - 7745 7 s 22 310

Investment property
| Key areas of estimation I Buiidings, or portions of buildings, that are no fonger occupred
by the Group and are held for operating lease rental are classified

The recoverability of right-of-use assets and in particular
assumptions related to the ability to sublease vacant leased
assets in the future.

Deprecianon expense of £45m (2021 £40m, 2020, £44m) has been
included in the income statement in cost of goods sold and £45m
(2021: £55m; 2020: £87m) 1n operating expenses. The impairment
charge of f46m (2021: £146m; 2020: £nil) has been included within
operating expenses within the incorme statement.

Property, plant and equipment (including tnvestment property) assets
are assessed for impairment triggers annually or when triggenng
events ocrur. In 2022, similar to 2027, as part of a major
restructuring programme, the Group cantinued to simpirfy its
property portfolio, reducing the overalt office space required. All
property related assets were assessed for impairment as a result of
this triggenng event and impairment charges of £46m (2021: £141m)
have been recognised within costs of major restructuring (see note 4
for details). The recoverability of certain of the Group's right-of-use
assets 15 now based on the Group's ability to sublease vacant space.
This tnvolves the use of assumptions related to future subleases
including the achievable rent, lease start dates, lease incentives such
as rent free periods and the discount rate applied. Should the future
sublease outcomes he more or less favourable than the assumptions
used by management this could result in additional impairment
charges or reversals of impairment charges.

as investment property. Investment property includes both,
right-cf-use assets and owned assets. The Group recognised rental
income of £3m (2021 £nil; 2020 £nil) in relation to properties
classified as investment property. Investment property is measured
using the cost model. As a result of recent iImpairments, the fair value
of investment property 1s equal to the carrying value. The fair vaiue of
investment property has been determined using a discounted cash
flow model The valuation model 15 internally generated but uses
inputs from external, independent property valuers, having
appropriate recogrised professional qualifications and recent
experience in the location and category of the property being valued.
The valuaticns require the application of judgement and involve the
use of known inputs for existing contracted subleases as well as
assumptions related to future potential subleases including the
achievable rent, lease start dates, lease incentives such as rent free
periods and the discount rate applied. The fair value measurement of
investrment properties has been classified as level 3 within the fair
value hierarchy based on the inputs and valuation technique used.
Should the future sublease cutcomes be mare or iess favourable
than the assumptions used by management this could resultin
additional impairment charges or reversals of iImpairment charges.
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11. Intangible assets

Acquared
customer lists,
contracts and

Acquired
tradermisrks

Acquired
publishing

Orther
intangibles

rillicns software rights acquired Total
At 1 january 2021 2,004 1,104 751 198 57 349 4,593
Exchange differences 8 5 4 (2) - 2) 13
Additions - mternal development - 110 - - - - 110
Addions - purchased - 2 - - - - 2
Disposals and retirements - (135) - (25) - (43} (203)
Acquisttion of subsidiary (note 30) 43 - - - - 27 70
Disposal of subsidiary (note 31) - - (14) 3) - (10 127
TranSTers e B L R, T T T 1
At 31 December 2021 2,145 1,087 741 168 97 Epal 4,559
Exchange differences 206 83 80 20 5 44 438
Additions - internal development - 86 - - - - 86
Additions - purchased - 4 - - - - 4
Disposals and retirements - {131) - - - - (131)
Acquisition of subsidiary (note 30) 204 - 37 6 1 66 314
Disposal of subsidiary {note 31) (75) [£)] {20) 8 - {1 (113}
Transfers e SR - T SR T T )
At 31 December 2022 2.480 1,115 838 186 103 430 5,152

Acqulred
customer 115ls, Accured Acguired ner
cuntiacts and tradomarks publishing intangibles

All figures in £ milliars relationsnips dnd brands rights acquired Toral
A“;;r;;tisatmn and impairment S -
At 1 January 2021 - (676) (994) [158) 195) (328) 11,851)
Exchange differences - (5) 4 1 &) 4 (5
Charge for the year - (113) {34) (8) - 8 (163)
Impairment charge - (4) - - _ N (4)
Disposals and retirements - 135 - 25 - 43 203
Disposal of subsidiary (note 31) - - 12 2 - 10 24
Transfers 85 T T T -5
At 31 December 2021 - (657) {620) {138} (96) (279) (1.790)
Exchange differences - {49) (65) (18) {5) (37) (172)
Charge for the year - (125) (33) (8) - (13) (179)
Impawment charge - - - - - - -
Disposals and retirements - 130 - - - - 130
Disposal of subsidiary (note 313} - 8 20 7 - 1 36
T TS e oo e T T T T T -
At31December2022 S (693)  (698) (155 (0 (328)  (1,975)
Carrying amounts
AtTJaneary2021 2094 . 48 EA WO 2 21274
A3 December202l 2045 40 e 9 2769
At 31 December 2022 2,480 422 140 31 2 102 3,177
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Goodwill

The goodwill carrying value of £2,480m (2021: £.2,145m) relates to
acquisitions completed after 1 January 19328, Prior to 1 January 1998,
all goodwill was written off to reserves on the date of acquisttion.

For acquisitions completed between 1 January 1998 and 31
December 2002, no value was ascribed to intangibles other than
goodwill which was amartised over a period of up to 20 years On
adoption of IFRS on 1 January 2003, the Group chose not to restate
the gocdwill balance and at that date the balance was frozen (ie.
amaortisation ceased). If goodwill had been restated, then a significant
value would have been ascribed to other intangible assets, which
would be subject to amartisation, and the carmyng value of goodwill
would be significantly lower. For acquisitions completed after

1 January 2003, value has been ascribed to other intangible assets
which are amortised.

Software and acquired intangible assets

Acguired intangible assets are valued separately for each acguisition.
For material business cormbinations, the valuation is carried out by an
independent vatuation speciahist. The primary metheod of valuation
used is the discounted cash flow method. Acquired intangibles are
amortised either on a straight line basis or using an amortisation
profile based on the projected cash flows underlying the acquisition
date valuation of the intangible asset, which generally results in a
larger proparticn of amortisaticn being recognised in the early years
of the asset’s life, depending on the individual asset. The Group
keeps the expected pattern of consumption under review. Other
intangibles acquired includes technology.

Amortisation of £32m (2021: £25m; 2020: £22m) s included in the
income statement 1IN cost of goods sold and £147m (2021: £138m;
2020: £158m) in operating expenses. Impairment charges of £nil
{2021; £4m; 2020: £12m) are included in operating expenses within
the incorne statement, of which Enil (2027, £4m; 2020: £mil} relates
to software, £nil (2027 £nil; 2020: £2m) relates to customer lists,
cantracts and relationshigs, and £nil (2021 £nil; 2020 £10m) to
other intangibles acquired.

The range of useful economic lives for each major class of intangible asset {excluding goodwill and software) is shown below:

Class of intangible asset

2022

Useful economic life

Acquired custorner lists, contracts and relationships 3-20 years
Acquired trademarks and brands 2-20 years
Acquired publishing rights 5-20 years
Other intangibles acquired 2-20 years
The expected amortisation profile of acquired intangible assets is shown below:
2022
ane to Six to Eleven to Sixteen to

Allfigures in £ millions five years ten years fifteen years twenty years Total
Class of intangible asset T e
Acquired customer lists, contracts and relationships 92 30 10 8 145
Acquired trademarks and brands 24 6 1 - 31
Acquired publishing rights 2 - - - 2
Other intangibles acquired 82 20 - - 102
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11. Intangible assets continued

Impairment tests for cash-generating units {CGUs) containing goodwill

Impairment tests have been carried out where appropnate as described below. Goodwill was allocated to CGUS, or an aggregation of CGUs, where
goodwill could nat be reasonably allocated to iIndividual business units. CGUs were revised in 2021. Impairment reviews were canducted on these
revised CGUS as summarised below:

2022 CGUs

2022
All figures in £ millions Goodwill
Assessment & Qualifications 7 1.361
Virtual Learning 443
English Language Learning 250
WwWorkforce Skifls 348
e B a0 e 89
Total 2,480
2021 CGUs

2021
All figures in £ millions Goodwill
Assessment & Qualfications 1,198
Virtwal Learning 395
English Language Learning 153
Warkforce Skills 223
Higher Education 68
Strategic Review (includes the separate CGUs of Chuna, India, South Africa, Canada and Other SwategicRevew) 108
Total 2,145

Goodwill1s tested at least annually for impairment, The recoverable amount of each aggregated CGU 1s based on the higher of value in use and fair
value less costs of dhsposal. The impairment assessment is based on value in use. Other than goodwill there are no intangible assets with indefinite
lives, No imparrments of goodwill were recorded in 2022 or 2021.
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Key judgements |

The allocation of goodwill to the cash-generating units and
groups of cash-generating units.

Key areas of estimation |

The recoverability of goodwill balances, Key assumptions used
in goodwill Impairment testing are discount rates, perpetuity
growth rates, forecast sales growth rares and forecast
ptialing pulils,

The valuation of acquired intangible assets recogmised ort the
acguisition of a business. See note 30,

Determination of CGUs and reallocation of goodwill

Pearson identifies its CGUs based on its aperating model and how
data s collected and reviewed for management reporting and
strategic planning purposes in accordance with 1AS 36 ‘(mpairment of
Assets’. The CGUs and CGU aggregations reflect the level at which
goodwilt is monitored by management.

In 2021, the CGUs and aggregations of CGUs were revised to take
into account the announcement and implementation of a new
strategy including five new business divisions and a strategic
review division.

In 2021, goodwill was reallocated to the new CGUs and aggregations
of CGUs. The majority of the goodwill balances were directly mapped
from one previous CGU {(or CGU aggregation) to one newly created
CGU {or CGU aggregation). Where it was not possible to directly
map the goodwill it was reallocated using a relative value method.
The key area where the relative value method was used was far

the goodwill related to the previous International CGU aggregation
which was reallocated across the newly created CGU aggregations
where applicable.

In 2022, the separate CGUs of China, South Africa and Canada
have been disposed. The goodwill related to the Strategic Review
CGU has been reallocated between businesses disposed and
businesses retained. All of the goodwill related to businesses
retained has since been transferred to the Assessment &
Qualfications CGU aggregation.

Key assumptions

For the purpose of estimating the value in use of the CGUs,
management has used an income approach based on present
value techniques. The calculations for all CGUs use cash flow
projections based on financial budgets approved by management
covering a four-year period, except for Virtual Learrung which for
OPM uses a longer range plan out to 2038 reflecting the term of
existing contracts

The key assumptions used by management in the value in use
calculations were:

Discount rates - The discount rates are based on the Group's
weighted average cost of capital, where the cost of equity is
calculated based on the risk-free rate of gavernment bands, adjusted
for a risk premium to reflect the increased risk in investing in equities.
Where CGlUs cover multiple territories, a hlended risk-free rate is
used. A further nsk premium s assessed for each CGU. The average
pre-tax discount rates range from 11.6% to 12.09% (2021 pre-tax
8.9% 10 17.1%).

Perpetuity growth rates - The perpetuity growth rates are based
on inflation trends. A perpetuity growth rate of 2% (2021: 2%) was
used for cash flows subsequent to the approved budget peried for
CGUs operating primarily in mature markets. This perpetuity growth
rate is a conservative rate and is considered to be lower than the
long-term histarical growth rates of the underlying terntones in which
the CGU operates and the long-term growth rate prospects of the
sectars in which the CGU operates. Blended growth rate of 3.5%
(2021: 2.0% to 5.09%) was used for cash flows subsequent to the
approved budget period for ELL which has a higher exposure to
emerging markets with higher inflation. This geographically blended
growth rate is generally in line with the long-term historical growth
rates in those markets. The longer-term plan prepared for OPM
focuses on delivery of existing contracts until their expiration, as
such, a perpetuity growth rate was not applied to OPM cashflows
within the Virtual Learning CGU.

The key assumptions used by management in setting the financial
budgets were as follows:

Forecast sales growth rates - Forecast sales growth rates are
based on past experience adjusted for the strategic direction and
near-terrm investment priorities within each CGU. Key assumptions
include growth in English Language Learning and Workforce Skills - in
part due to contribution from new acquisitions, stabilisaticn and
recovery in Higher Education, growth in Virtual Learning - albeit
impacted by the unwinding of COVID-19 enrciments and school
churn in Virtual Schools in the short term, and steady growth in
Assessments and Qualifications. The sales forecasts use average
nominal growth rates of low-mid single digits for mature businesses
n mature markets and doubtle digit growth where there is significant
organic and inarganic investment. |he Virtual Learning LGU assumes
{ow-single digit growth for Virtual Schools, and delivery of existing
contracts in OPM which is under strategic review.

Operating profits - Operating profits are forecast based on
histarical experience of operating margins, adjusted for the impact of
changes t¢ product costs, committed restructuning plans, strategic
developments and new business cases to the extent they have been
formally approved prior to the balance sheet date. Management
apples judgement in allocating corporate costs on a reascnable and
consistent basis in order te determine operating profit at a CGU level,
Forecasts reflect margin improvernents secured in 2022,

Management have considered the impact of climate change risks
{including physical and transition rnisks and the costs associated with
achieving the Group's net zero commitment) and are satisfied that
any related costs will not matenally impact the Group's profit
forecasts or impairment judgements at 31 December 2022.
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11. Intangible assets continued

The table below shows the key assumptions used by management in the value in use calculations

Pegpeiuty

Discount rate growth rare
Assessrnent & Qualifications 12.0% -2.0%
Virtual Learning 11.9% 2.0%
English Language Learning 11.8% 35%
Workforce Skills 11.6% 2.0%
Higher Education 12.0% 2.0%

Sensitivities

Impairment testing for the year ended 31 December 2022 has identified that the Virtual Learning CGU aggregation 1s sensitive 1o reasonably possible
changes In key assumptions. The virtual learning headroom at 31 December 2022 is £82m, this headroom would be eliminated if the discount rate
increased to 12.8%, the long term growth rate reduced to 0.8% or the adjusted operating profit per annum reduced by £8m.

12. Investments in joint ventures and associates

The amounts recognised in the balance sheet are as follows:

All figures in £ millions 2022 2021
R0 TSP = 24
Total 25 24

Al figures m £ milons 2022 2021
Assoclates 1 1
Total 1 1

The Group has no material associates or jont ventures, The largest associate is a 40% interest in the Academy of Pop (AOP), which was set up in 2021.
It had a year end carrying amount of £9m (20271, £10m), of which £5m (2021: £7m) was still to be paid as at 31 December 2022 (sea note 36). ADP is
incorporated in Delaware and is a Limited Liability Company. It was set up wath XiX Entertainment to create a new entertainment driven performing arts
learning platform, which will offer coaching from renowned instructors, with a combination of physical locations and onhne learning

There were no other material transactions with associates or joint ventures durtng 2022 or 2021

13. Deferred income tax

All figures, in £ mifions, 2022 2021
Deferred income tax assets 57 57
Deferred income tax liabilities (37) 140

Net deferred income tax asset/(liability) 20 17

Substantizlly all of the deferred income tax assets are expected to be recovered after more than one year

Deferred income tax assets and liabilities shall be offset when there s a legally enforceable right to offset current income tax assets with current
income tax liabilities and where the deferred income taxes relate to the same fiscal authority.

Al 31 December 2022, the Group has gross tax lasses for which no deferred tax asset s recognised of £547m (2021: £721m). The expiry date and key
geographic split of these [osses 1s set out in the following table.

170 Pearson plc Annual report and accounts 2022



Gross Tax effected

Year ended 31 December 2022 UK us Other Total UK us Other Total|

Tax losses expiring:

§ 00T 0

e m

7 78 126

Gross i Tax effected

Year ended 31 December 2021 Ux us Other Total UK us Other Total
Tax‘ossesexpmng ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,
Within 10years LT gy g I T o
Within 10-20years - 27 o297 - a0 18
Avallablendefionely 166 B 13 38 45 498

Tetal - 166 392 163 721 41 19 59 19

The reduction in unrecognised tax attributes in the US has been impacted by two factors. Firstly certain US tax attributes have now been recognised,
however, due to uncertainty over recoverability have been provided against. Offsetting this is the de-recognition of certain state tax losses following
changes in the forecast profitability of US legal entities. The increase in unrecognised tax losses in other territories is primarily due to foreign exchange
and additional losses incurred across territones which have incurred losses either in the ordinary course of trade or as a result of wind down activities

Other gross deductible temporary differences for which no deferred tax asset is recognised total £218m (2021: £22m). This includes £193m in respect
of interest fimitations, with the increase fram 2021 due to changes in the farecast profitability of certain US legal entities. The amount of temporary
differences associated with subsidiaries for which no deferred tax has been provided totals £275m {2021: £229m)

In the UK March Budget 2021, the Government announced that from 1 April 2623 the UK corporation tax rate will increase to 25%, and this was
substantively enacted on 24 May 2021. UK deferred tax balances have been remeasured at the enacted rate.

Deferred income tax assets of £14m (2021: £19m) have been recognised in countries that reported a tax loss in either the current or preceding year.
This primarily arises in Brazil in respect of tax deductible gondwill and tax losses. It 15 considered more likely than not that there will be sufficient future
taxable profits to reabse these assets.

The recognition of the deferred income tax assets is supported by management's forecasts of the future profitability of the relevant countries. In some
cases deferred income tax assets are forecast to be recovered through taxable profits over a period that exceeds five years, Management consider
these forecasts are sufficiently reliable 1o support the recovery of the assets. Where there are insufficient forecasts of future profits, deferred income
tax assets have not been recognised.

The movement i deferred income tax assets and liabilities during the year is as follows:

Accruals and Retrement
Tracing arner benefit Deferred Gaodwill ancd Interest

Allfighres i F millions 5565 pravisions ahhgations t evEeNue intangibles lirrutaticns Other lol

Deferred income tax assets/
(liabilities)

At 1 January 2021

Tax chargein OCl/ equ

o e S DS - |
At 31 December 2022 130 67 (127) 63 (206) 55 38 20

Other deferred income tax items include temporary differences in respect of right-of-use assets (deferred tax asset of £66m, with an offsetting
deferred tax liability of £50my), accelerated capital allowances (£13m) and share-based payments (£9m).

As at 31 December 2022, no deferred income tax assets or liabilities were classified as held for sale (2027: £nil).
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14. Classification of financial instruments

The accounting classification of each dlass of the Group's financial assets, and their carrying values, 1s as follows:

2022 2021
Amortised Amartised
Fair value cost Farr value cost
Fair value  Fair value Farrvalue Farvalue
througt ether through  Fair value Total through other thiough Fair value Totat
comprehensive profitand - hedging Financial carrying comprehensive profitand - hedging Financial carrying
Al figures in £ milions feates income loss instrument assets value income loss™ insTrument, assets value
Investrents in
unlisted securities 15 24 109 - - 133 28 85 - - 113
Cash and cash
equivalents 17 - 40 - 518 558 - 84 - 853 937
Derivative financial
nstruments 16 - 5 54 - 59 - - 32 - 32
Trade receivables 22 - - - 825 825 - - - 854 854
Investment in finance
lease receivable 22 - - - 121 121
Other receivable - - - 3 3

Total financial assets 24 154 54 1,467 1,699

1 Comparative balances have been restated - se2 Note 1b

The carrying value of the Group's finanaal assets is equal to, or approximately equal to, the market value The ather receivable relates to the receivable
which arose on the disposal of the US K-12 business and was paid during the year.

The accounting classification of each class of the Group's financial liabilies, together wath their carrying values and market values, is as follows:

2022 2021
Amortised Arncrtised
Fair value cost Fanr value cost
Fair value Fai wvilue
through Fair value Other Toatal Total through Fair value Other Total Tatal
profit and - hedging financial carrying market profit and - hedging financial carying market
All figures in £ rrullions Notes loss instrument {iabilities value value loss  instrument lizblites value value
Derwative financiat
instruments 16 {2) (63) - (65} (65) (12} (22) - (34) (34)
Trade payables 24 - - (348) (348) {348) - - (35M) (357) (357)
Deferred and contingent
consideration 24 (79) - - (79) (79) (44) - - (44) {44)
Other borrowings due
within one year 18 - - (86) (86) (88) - - (155) (155) (155)
Borrowings due after
morethanoneyear L S BT, I (1044) Q044 0096 U T (1247 (1.245)  (1.276)
Total financial
liabilities (81) (63) (1,578) (1,722) (1,674) (56) (22) {1,751)  (1,829) (1,860)

The market value of leases has been stated at book value,
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Fair value measurement

As shown above, the Group's derivative assets and liabilities, unlisted securities, marketable securities and deferred and contingent cansideration
are held at fair value. Finanaal instruments that are measured subseguently to imtial recognition at fair value are grouped into levels 1 to 3, based
on the degree to which the fair value is observable, as tollows:

Level 1 fair value measurements are those derived from unadjusted quoted prices in active markets for identical assets or liabilities.

Level 2 fair value measurements are those derived from inputs, other than quoeted prices included within level 1, that are observable
for the asset or liability, either directly {as prices) or indirectly (derived from prices)

Level 3 far value measurements are those derived from valuation technigues that include inputs for the asset or liability that are not based
nn nhservahle market dara fonabservanle inpuesy,

The Group's bonds valued at £610m (2021: £767m) and money market funds of £40m (2021: £84m) included within cash and cash equivalents are
classified as level 1. The Group's derivative assets valued at £59m (2021: £32m) and derivative liabilities valued at £65m (2021: £34m) are classified as
level 2. The Group's investments in unhsted securities are valued at £133m (2021: £113m) and the other receivable that was repaid in the year £3m
(2021 £87m) are classified as level 3.

The following table analyses the movements in level 3 fair value remeasurements:

2022 2021
Investments
Other in unlisted
All tigures in £ millions receivable securities Total Towl
»;\.t”beginmng of year . 87 113 200 234
Exchange differences 1 9 10 2
Acquisition of investments and other receivable 7 12 19 4
Repayments (92) - (92) (16)
Disposal of investments - (48) (48) (54)
Fair value movements - QC| - 18 18 4
Fair value movements - income statement S-S - S - 3
At end of year 3 133 136 200

1 Comparative balances have beenrestaied - see Naote 1b.

The fair value of the investments in unlisted secunties is determined by reference to the financial performance of the underlying asset,
recent funding rounds and amounts realised on the sale of similar assets.

The other receivable at the beginning of the year arose on the disposal of the US K-12 business, and was repaid in January 2022, following a £16m
partial repayment in 2021,

15, Other financial assets

Al tigures in £ millions 2022 2021
Atbeginning of year o 113 138
Exchange differences 9 1
Acquisition of investments 12 4
Disposal of investrments (48) {54)
Fair value movermnents - OC 18 4
Fairvalue movements - income statement et 29 20
Atendofyear 133 113

1 Comparative balances have been restated - see Note 1h

Other financial assets are unhsted securities of £133m (2021: £113m), of which £24m (2021; £28m) are classified at fair value through other
comprehensive incorne (FVOC), with the remaining £109m {2021: £85m) mainly relating to investrnents in funds, being required to be held at fair
value through profit and loss (FYTPL). The assets, which are not held for trading, relate to the Group's interests in new and innovative educationa
ventures across the world. These are strategic investments and where permitted, the Group made the election to classify such investments as FYOCI
oninitial recognition of the assets. None of the investrents are individually sigrificant to the finandial statements and therefore sensitivities have not
been provided.

During the year, the Group disposed of investments that were dassified as FVOCI for £31m {2021: £6m). These dispasals predominantly relate to the
Group's investments 1n Credly i 2022 and Faethm in 2021. In both cases the remainder of the share capital was purchased by the Group and so the
investment is disposed as the companies are now fully consolidated. The cumulative gain on dispasal was £23m (2027: £4m).
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Financial statements

Notes to the consolidated financial statements continued

16. Derivative financial instruments and hedge accounting

The Group's approach to the managernent of financial risks is set cut in note 19. The Group's outstanding dervative financial instruments are

as follows:

2022 2021
Gross
notional Gross nananal

Al figures in £ mllions amounts Assets Liabilities amaunts Assets Liakilines
Interestrate derivatives - in a fair \;E'l.|'L:l.énhedgE relationship 177 L ) (.1. 1) 168 5 -
Interest rate derivatives - not in a hedge relationship 260 19 - 217 - {9
Cross-currency rate derivatives - in a hedge relationship 83 34 (43) 331 24 (21)
FX derivatives — in a hedge relationship 355 1 {9) 237 3 (1)
FX dervatves — not in a hedge relationship 573 5 @ R ] (3)
Total S e 1140 2 (34)
Analysed as expiring:
In less than one year 1,028 16 {11) 393 2 4y
Later than one year and not later than five years 420 43 {54) 679 30 (26)
Later then NG YRRIS s e T LS — )
Total 1,448 59 (65) 1,146 32 (34

The Group's treasury policies only allow dervatives to be traded
where the objective is risk mitigation. These are then designated for
hedge accounting using the following criterna:

— Where interest rate and cross-currency interest rate swaps are
used to convert fixed rate debt to floating and we expect to
receive inflows equal to the fixed rate debt interest, these are
classified as fair value hedges

— Where derivatives are used 10 reate a future foreign Currency
exposure to provide protection against currency movements
affecting the foreign currency movemenits of an overseas
investment, these are designated as a net investment hedge

— All other dervatives are not designated in a hedge relationship

The Group's fixed rate GBP debt is held as fixed rate instruments at
armortised Cost.

The Group uses a combination of Interest rate and ¢ross currency
swaps to convert its €300m EUR debt.

Receive
oLpon

Recene

Notianal FXrate Notional Pay coupon

GBPEUR:

, £160m  3402%
PUSD: LUSD Libor
£19m 1.375% 1206 £23m ~1,36%

To create the synthetic debt positions outhned above the Group
converts €100m to £87m at a rate of 3.51% this s not In a hedge
relationship. The remairing €£200m of its EUR fixed debt is swapped
to EUR floating debt via interest rate swap contracts that are in a
designated fair value hedge. The EUR floating debt is then converted
to GBP floating debt via cross-currency swap contracts that are in a
designated fair value hedge. The GBP floating debt is then converted
to USD floating debt through cross-currency swap contracts that are
i a designated net investment hedging relationship. £160m of the
EUR debts finally converted to USD fixed debt via interest rate swap
contracts that are not in a hedge relanonship
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Additionally, the Group uses FX derivatives including forwards, caollars,
cross-currency swaps and swaptions to create synthetic USD debt as
a hedge of 1ts USD assets and 1¢ achieve reasonable certainty of USD
currency conversion rates, in line with the Group's FX hedging policy
As at 31 December 2022 the Group held FX outrights with a notional
of $378m at an average rate of GBP:.USD rate of 1.24.

The Group's portfolio of derivatives is diversified by maturity,
counterparty and type. Natural oftsets between transactions within
the portfolio and the designation of certain derivatives as hedges
significantly reduce the risk of income statement volatility. The
sensitivity of the portfolio to changes in market rates is set out
innote 19.

In 2021, the Group transitioned GBF exposures from GBP LIBOR to
SONIA. During the year, for USD exposures the Group transitioned
its RCF from USD LIBOR to SOFR, it plans to move other exposures
ncluding derivatives in the near future, The Group's risk
management strategy has not changed as a result of IBOR Reform
and It is considered to be immaterial to the financial statements.

Fair value hedges

The Group uses Interest rate swaps and Cross-CUrrency swaps as
fair value hedges of the Group's euro issued debt.

Interest rate exposure anses from movements in the fair value of
the Group's euro debt attributable to movements in euro interest
rates, The hedged risk is the change in the euro bonds fair value
attributable to interest rate rmovernents. The hedged items are
the Group's euro bonds which are issued at s fixed rate The
hedging instrurnents are fixed to floating euro iINterest rate swaps
where the Group receves fixed interest payments and pays
three-month Euribor.

As the critical terms of the interest rate swaps match the bonds,
there s an expectation that the value of the hedging instrument and
the value of the hedged item will move equally 10 the opposite
direction as a result of movements in the zero coupon Eunbor curve.
Potential sources of hedge ineffectiveness would be material
changes in the credit risk of swap counterparties or a reduction or
modification in the hedge item,



Aforaign currency exposure arises from foreign exchange fluctuations on translation of the Group's euro debt into GBP. The hedged riskis the risk
of changes in the GBPEUR spot rate that will result in changes in the value of the euro debt when translated into GBP. The hedged items are a portion
of the Group's euro bonds. The hedging instruments are floating to floating cross currency swaps which mitigates an exposure to the effect of euro

strengthening against GBP wathin the hedge item,

As the critical terms of the cross-currency swap match the bonds, there is an expectation that the value of the hedging instrument and the value
of the hedged item move in the cpposite direction as a result of movements in the EUR:GBP exchange rate. Potential sources of hedge ineffectivenass

are a reduction or madification in the hedged itern or a matenal change in the credit risk of swap counterparties,

The Group held the following instruments 1o hedge exposures to changes in interest rates and foreign currency risk associated with borrowings:

Change in falr value of

hedging instrument

Carrying armannt of used to determine

All frigures in L millions nedging Instrurents hadge inefectivenoss

CE

harminal amaurns of

Nedging Instruments

177

Derivative financial instruments for interest rate nisk {11}
Derivative financial instruments for currency risk 33 9 266
2021

Change in falr value of

hedging mstrument

Carrying amount of wsed todetermine

All figuresin £ milhons hedging instruments hedge ineffectiveness

Nerinal amounts of
hedging instruments

168

Derivative financial instruments for interest rate risk 5 (5
Derivative financial instruments for currengy risk 24 120) 168
The amounts at the reparting date relating to tems designated as hedge items were as follows:

Accumuiated amaunt o

fair value hedge

adjl_ls[ﬂl!"l[‘- 0N [h(“

Carmyng amcunt of - hedged iter included in

Change i fair value of
hedged item used 1o
tletermine hedge

All figures in £ millicns hedged neme the rarrying amount ineffedivensss ineflectivencss
Interest rate risk
Financial liabilities - borrowings (167} 1 15 {1}

Currency risk

Financial tiabilities - borrowings n/a (14) -

2022

Line itern in prafit or

Hedge  loss that includes hedge

Ineffectiveniessy

Finance costs

n/a

201

Accumuiated amount of
tair value hedge
adjLsUTIEnTs Gn
the hedged item

included 1n the carrying
amount

Change in fair value of
hedged e used 1o
determing hedge
ineffectiveness

Carrang amount of
All igures in £ milhens hedged iterms

Interest rate risk

Line werman profit or

Hedge loss thatincludes nedge
ineffectiveness

neffectiveness

Financial liabilities - borrowings (173) (4 5 - n/a
Currency risk
Financial labilties - borrowings (173) n/a 20 - n/a

Hedge of net investment in a foreign operation

A fareign currency exposure arises from the transtation of the Group's net investments in its subsidiaries which have USD and EUR functional
currencies. The hedged risk is the risk of changes in the GBP:USD and GBP:EUR spot rates that will result in changes in the value of the Group's net
investment 1n its USD and EUR assets when translated into GBP. The hedged items are a portion of the Group's assets which are denominated in
USD and EUR, The hedging instruments are debt and derivative financial instruments, including cross-currency swaps, FX forwards (including
non-deliverable forwards) and FX collars, which mitigates an exposure to the effect of a weakening USD or EUR on the hedged item against GBP.
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Notes to the consolidated financial statements continued

16. Derivative financial instruments and hedge accounting continued

It is expected that the change in value of each of these items will offset each other as there is a clear and direct economic relationship between

the hedging instrument and the hedged item in the hedge relationship

Hedge ineffectiveness would arise if the value of the hedged items fell below the value of the hedging instruments; however, this is unlikely
as the value of the Group's assets denominated in USD and EUR is significantly greater than the proposed net investment programme.

The amounts related to items designated as hedging instruments were as follows;

2022

Change
Carrying value of hedging Nominal Hedging Hedge
amountof nstrument used o amoumis  gains/flosses) ineffectivenass
hedging cletermine hedge of nedging  recognised in recagnised in
All figures in £ millions Fsruments neffectiveness Instrumeiy ocl profit or loss
Derivative financial instruments {50) (31} 172 3N -
Financial habilities - borrowings {89) (5) (88) (5) -
2021

Change in
Carrying value o hedging Norminal Hedging Hedge
amountof nstrument used to amounts  gainsAlossesy mneffectivensss
hiedging determine hedge of hedging  recognised in recognised in
All figures m £ mithions instruments ineffectiveness INSL LNt Ol profivor loss
Derivative financial instruments (19 23 (400 {2) -
Financial liabilities - borrowings (240) 4 (240} 4 -

Included in the translation reserve Is a cost of hedging reserve relating to the tme value of FX collars which 13 not separately disclosed due to
materiality. The value of that reserve will decrease over the life of the hedge transaction. The balance as at 1 January and 31 December 2022 was £1m.

During the year £2m of hedging gains were recycled to the profit and l0ss on th

Offsetting arrangements with derivative counterparties

e discontinuance of the net investment hedge of our ltalian business.

All of the Group's denwvative financial instruments are subject to enforceable netting arrangements with individual counterparties, allowing net

settlement in the event of default of either party. Derivative financial assets and

liabilities subject to offsetting arrangements are as follows:

2022 2021
Net

Gross Gross derivative Grass Gross  Net dervative

derivative derivative assets/ dervative dorivative Ansels/

All figures in £ mulligns assets liabilities liabilities assets liabilites labilittes

Counterparties in an asset position 30 (17 13 17 (12} 5
Counterparties in 8 liability posivon 29 (48 0% 15 ] (22 ] (7)
Total as presented in the balance sheet 59 (65) (6) 32 (34} (2)

Offset arrangements in respect of cash balances are described in note 17.

Counterparty exposure from all derivatives is managed, together with that from deposits and bank account balances, withun credit limits that reflect
published credit ratings and by reference to other market measures (e.g. market prices for credit default swaps) to ensure that there s

no significant exposure to any one counterparty’s credit risk

The Group has no material embedded derivatives that are required to be separately accounted for in accordance wath IFRS 9 Financial Instruments’
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17. Cash and cash equivalents (excluding overdrafts)

All figuresan £ milions 2022 2021

Cash at bank ang Inhamd 7 269 660

RO e BNk e pOSitS e 289 277
558 937

Short-term bank deposits are invested with banks and earn interest at the prevailing short-term deposit rates
At the end of 2022, the currency split of cash and cash equivalents was US dollar 31% {2021: 37%), sterling 6% (2021: 249%), and other 63% (2021: 39%).
Cash and cash eguivalents have fair values that approximate to their carrying value due to their short-term nature.

There is no cash and cash equivalents balance dassified as heid for sale (2021: £nil). The Group has certain cash pooling arrangements in US dollars,
sterfing and Canadian dollars where both the company and the bank have a legal right of offset. Offsetting amounts are presented gross in the balance
sheet. Offset arrangements in respect of dervatives are shown in note 16.

For the purpose of the cash flow statement, cash and cash equivalents are £543m (2021: £937my}, which includes £15m (2021: £nil) of overdrafts
18. Financial liabilities - borrowings

The Group's current and non-current borrowings are as follows:

All figures in £ milliens 2022 2021
Non-current

3.25% US dollar nates 2023 (norminal amount $94m) - 70
1.375% Euro notes 2025 (nominal amount €300m) 257 257

3.75% GBP notes 2030 (norminal amount £350m)
Lre_a__s_g_!iabilities {see note 35)

Current (due within one year or on demand)

3.75% 1S dollar nates 2022 (nominal amount $117m) - 87
Lease liabilities (see note 35) 71 68

Total borrowing 130

Included in the nan-current borrowings above 15 £10m of accrued interest (2021: £10m). No accrued interest is included in the current borrowings
above (2021: £0.5m). In addition to the above, there are no non-current borrowings (2027: £nil) or current borrowings (2021: £nil) dassrhied as held for
sale. The matunuies of the Group's non-current borrowings are as follows:

All figures in £ millions 2022 2021
Between one and two years 72 140
Between two and five years 442 435
Over five years e O30 BTO
1,144 1,245

The carrying amounts and market values of borrowings are as follows:

2022 2021

Effective Carrying Market Fffective Carrying Market

All figures in £ millions interest rate value value Interesi rate value value
3.75% US dollar ﬂOtesZOZZ n/a - - 3.94% 87 87
3.25% US dollar notes 2023 n/a - - 3.36% 70 71
1.375% Euro notes 2025 1.44% 257 252 1.44% 257 260
3.75% GBP notes 2030 3.93% 353 310 3.93% 353 380
Overdrals ] na_ L | S S SR -
""""""""""""""""""""""""""""" 625 577 767 798
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18. Financial liabilities - borrowings continued

The market values stated above are based on clean market prices at the year end or, where these are not available, on the quoted market prices
of comparable debt issued by other companies The effective interest rates above relate to the underlying debt instruments

The carrying amounts of the Group's borrowings before the effect of derivatives {see notes 16 and 19 for further information on the impact
of derivatives) are denominated in the following currencies:

All figures in f millipns 2022 2021
Jsdohar T 276 434
Sterling £72 674
Euro 262 268
Other . . oo e 2O 22
"""""""""""""""""""""""""""""""""""""""""""""" 1,230 1400

The Group had $1.19bn (F0.9bn) of undrawn capacity an its committed borrowing facilities as at 31 Decemnber 2022 (2021: $1.19bn (£0.9bn) undrawn).
The committed borrowing facilities have subseguently been reduced to $1bn. In addition, there are a number of short-term facilities that are utlised in
the normal course of business. All of the Group's borrowings are unsecured. In respect of lease obligations, the rights to the leased assel revert to the
lessor in the event of default.

19. Financial risk management foreign exchange swap and forward contracts the most commoniy

executed. Speculative transactions are not permitted.
The Group's approach tc the management of financial risks together

with sensitivity analyses of its financial Instruments is set out below, Capital risk

Treasury policy The Group's objectives when managing capital are:

Pearson's treasury policies set out the Groug's principles for — To mantain a strong balance sheet and a solid investment
addressing key financial risks including capital risk, liquidity risk, grade rating;

foreign exchange risk and interest rate risk, and sets out measurable — To continue to invest In the business organically and
targets for each. The Audit Committee receives quarterly reports through acquisitions; and

incorporating compliance with measurable targets and reviews and — To have a sustainable and progressive dividend policy
approves any changes to treasury pohaies annually.

At 31 December 2022 the Group and s bonds were rated BBB-
(stable outlook) with Fitch Ratings Limited and Baa3 (stable outlook)

with Moody's Investor Services

The treasury function 1s permitted to use derivatives where their
use reduces a risk or allows a transaction to be undertaken more
cost effectively. Dernvatives permitted indude swaps, forwards and
coliars to manage foreign exchange and interest rate risk, with

Net debt

The Group's net debt position is set out below:

All figures in £ millions 2022 2021
Cash and cash equwélents o 558 937
Overdrafts (15) -
Derivative financial instruments {6) (2)
Bonds (610) (767)
Investment in finance lease receivable 121 115
LB S e e 605) (633)
Netdebt (557) (350)

There are no balances held for sale as at 31 December 2022 or 371 December 2021,
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Interest and foreign exchange rate management
The Group's principal currency exposure is to the US dollar which represents almost 70% of the Group's sales.

The Group's long-term debt is primanly held in US dollars to provide a natural hedge of this exposure, which 1s achieved through issued US dollar debt
or converting euro debt to US dollars using cross-currency swaps, forwards and collars. As at 31 Decermber 2022 and 2027, the Group's debt of
£1.230m (2021 £1,400m) is all held at fixed rates

See note 16 for details of the Group's hedging programme which addresses interest rate risk and foreign currency risk.

Overseas profits are converted to sterling to satisfy sterling cash ocutflows such as dividends at the prevailing spot rate at the time of the transaction.
To the extent the Group has sufficient sterling, US dollars may be held as dollar cash to provide a natural offset to the Group's debt or to satisfy future
LIS Anllar rash morfloies

The Greup does not have significant cross-border foreign exchange transactional exposures.

As at 31 December 2022, the sensitivity of the carrying value of the Group's financial instruments to fluctuations in interest rates and exchange rates
s as follows:

2022

Impact of

Impact of 1% Impactof 1% Impact of 10% 10%

Carrying increase in decrease in  strengthening weakeningin

All figures in £ milhons value interest rates interestrates in sterling sterling
|-ﬂv-éStFﬁEHtS nunlisted securiges T 1 33 777777777777777777777 - --------------------- - ------------------ { 10)12

Other receivable 3 - - - -

Cash and cash equivalents 558 - - (25) N

Derivative financial instruments (&) 7 {6) (10} 12
Bonds (610) 4 {4) 24 (30)
Other borrowings (620) - - 26 (32)

nvestment in finance lease recewable 121 - - 1 13
Deferred and contingent consideration (79) - - 4 (5)
Other netfinancial assets a77 - - (38) 47

Total T @3y 11 10 @0 48

2021

Impactof 1% Impactof 1% Impactof 10%  Impact of 10%

Carrying increase In decease in sirengthe g weakening in

All tigures in £ milliars value Ferest rales terest rates i sterhng sterling
Investments in unlisted secunties T - S T

Cther recevable g7 - - (8) 10

Cash and cash equivalents 937 - - (43) 53

Dervative financial instruments (2) 6 {6) m 1
Bonds 1767) 5 {5) 37 (45}
Other borrowings (633) - - 57 (70)

Investment in finance lease receivable 1% B - (1N 13
Other net financial assets 503 - SO @42 5

Total e 353 11 any 20) 24

The table above shows the sensitivities of the fair values of each class of financial instrument to an isolated change in either interest rates or foreign
exchange rates. Other net financial assets comprise trade receivables less trade payables. A significant proportion of the movements shown above
would impact equity rather than the income statement due to the location and functional currency of the entities in which they arise and the availability
of net investment hedging.

The Group's income statement 1s reported at average rates for the year while the balance sheet is translated at the year-end closing rate. Differences
between these rates can distort ratio calculations such as debt to EBITDA and interest cover. Adjusted operating profit translated at year-end closing
rates would be £9m higher (2021: £6m higher) than the reported figure of £456rm (2021: £385m) at £465m (2021: £391m). Adjusted EBITDA translated
atyear-end closing rates would be £12m higher (2021: £8m higher) than the reported figure of £667m {2021: £598m} at £679m (2021: £606m).
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19. Financial risk management continued

Liquidity and refinancing risk management

The Group regulérly reviews the level of cash and debt facilities
required to fund its activities. This invalves preparing a prudent

cash flow forecast for the next three to five years, determining the
level of debt facilities required to fund the business, planning for
shareholder returns and repayments of maturing debt, and
identifying an appropriate amount of headroom to provide a reserve
against unexpected outflows.

At 31 December 2022, the Group had cash of £0.5bn (2021 £0.9bn)
and no outstanding drawings (2021: £nil) on the US dollar
dencminated revalving credit facility due 2026 of $1.19bn (2021:
$1.19bny.

The $1.19bn facility contains interest cover and leverage covenants
which the Group has complied with for the year ended 31 December
2022. The maturity cf the carrying values of the Group's borrowings
and trade payables are set out in notes 18 and 24 respectively.

At the end of 2022, the currency split of the Group's trade payables
was US dollar £234m (2027 £199m), sterling £71rm (2021 £76m) and
other currencies £43m (2021: £76m). Trade payables are all due
within one year (2021: all due within one year).

The table below analyses the Group's bonds and derivative assets
and habilities into relevant matunty groupings based on the
remaining penod at the balance sheet date to the contractual
matunty date Short dated derivative instrurments have not been
included in this table. The amounts disclosed in the table are the
contractual undiscounted cash flows (including interest) and as such
may differ from the amounts disclosed on the balance sheet.

Any cash flows based on a floating rate are calculated using interest
rates as set at the date of the last rate reset. Where this 15 not
possible, floating rates are based on interest rates prevailing at 31
December inthe relevant year

Financial counterparty and credit risk management

Financial counterparty and credit risk arises from cash and cash
equivalents, favourable denvative finanoal instruments and deposits
with banks and financial institutions, as well as credit exposures to
custamers, including cutstanding receivables. Counterparty credit
limits, which take published credit rating and other factors into
account, are set to cover the Group's total aggregate exposure to a
single financial institution. The limits applicable to published credit
rating bands are approved by the Chief Financial Officer within
guidelines approved by the Beard. Exposures and imits applicable
to each financial institution are reviewed on a regular basis.

Analysed by matunty

Analysed by currency

Creater than Laler than
one ronth and one year
lzss than but less tnan bive years

All tigures in £ milhons one yeat fve yoars S ITEre tal JSD GBF Other Total
AL31December 2022 ST e
Bonds - 342 389 FE] - 455 276 731
Rate derivatives — inflows (11 471) - (482) {24) (170) (288) (482}
Rate dervatives — outflows 1 490 - 491 224 255 12 491
FX forwards - inflows (304) - - (304) - (304) - (304)
FXforwards ~outflows ns S S 313 - N3 - 313
Total (1) 361 389 745 w0 599 _ 749
At 31 December 2021

Bonds 107 386 403 896 162 468 266 896
Rate derivatives — inflows {7) (331 - (338) (%) (150) (179 {338)
Rate derivatives - outflows 12 339 4 355 203 150 2 355
FX forwards - inflows (148) - - (148) - (148} - (148)
Fforwards—outflows Y8 T N S 20 B 148
Total 112 394 407 13 446 320 147 913

Cash deposits and derivative transactions are made with approved
counterparties Up to pre-agreed limits. To manage counterparty risk
associated with ¢ash and cash equivalents, the Group uses a mixture
of money market funds as well as bank deposits. As at 31 December
2022, 77% (2021: 81%) of cash and cash equivalents was held with
investment grade bank counterparties, 8% (2021 9%} with AAA
money market funds and 15% (2021: 10%) with non-investment
grade bank counterparties,

For trade recewables and contract assets, the Group's exposure
to credit risk is influenced mainly by the individual characteristics
of each customer. However, risk associated with the industry and
country in which customers operate may also Influence the credit
risk. The credit quailty of customers is assessed by taking into
account financial position, past expenence and other relevant
factors. Individual credit kmits are set for each customer based
oninternal ratings. The comphance with credrt irmits 1s regularly
monitored by the Group. A default on a trade recewvable 1s when the
counterparty fails to make contractual payrments within the stated
payrment terms, Trade recewvables and contract assets are written
off when there 1s no reasonable expectaton of recovery.
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The carmang amounts of financial assets, trade recevabies and
cantract assets represent the maximum credit exposure.

Trade receivables and contract assets are subject to iImpairment
using the expected credit loss model, The Group applies the IFRS 9
simphfied approach to measunng expected credit losses which uses
a lifetime expected credit loss allowance for all trade receivables

and contract assets. To measure the expected credit losses, trade
recenables and contract assets have been grouped based on shared
credit nsk charactenstics and the days past due. See note 22 for
further details about trade recenables and contract assets induding
movements in provisions for bad and doubtful debts



20. Intangible assets - product development

Al figures ing millions 2022 2071
Bt

AL T January 2,698 2514
Exchange differences 235 -
Additions 357 287
Disposals and retirements (191) (92
Disposal of subsidiary (note 31) (186) 9
Tansfers 5 2]
A Dedember T
e

At 1 January {1,804} (1,609}
Exchange differences {174} (3}
Charge for the year (288) 260)
Impairment (15) {19}
Disposals and retirements 191 92
Dispusal of subsidiary (nole 31) 147 3
TOANSerS S S .
At December T e ey (0
Carrying amounts at 31 December 975 894

Product developrment assets are amortised over their estimated useful economic lives, Product developmert assets relating to content are amortised
over seven years or less, being an estimate of the axpacted operaning lifecycle of the title, with a higher proportion of the amertisation taken in the
earlier years, Proguct development assets relating to product platforms are amarused over 10 years or less Amortisation is included in the income
statement in cost of goods sold.

Product development assets are assessed for impairment triggers on an annual basis or when triggering events occur. In 2022, of the £15m (2021
£19m) impairment charges, £13m (2021: £14m; 2020; £nil} have been recognised as a result of asset write-offs related to the major restructuring
programme. The full annual iImpairment test showed that there is adequate headroom across ali product development assets and accordingly no
further impairment charges were recognised in 2022 (2021: £nil; 2020: £nil).

21. Inventories

All figures in £ millions 2022 2021
e -
Work in progress 2 2
Finished goods 93 84
Rewrns asset S 22

The cost of inventories recognised as an expense and included in the iIncome statement in cost of goods sold amounted to £166m (2021 £171m;
2020: £215my including £16m (2021, £22m; 2020: £41m) of Inventory provisions. None of the inventory is pledged as security. Included within the
inventory balance is the estimation of the right to receive goods from contracts with customers via returns, The value of the returns asset is measured
at the carrying amount of the assets at the time of sale aligned to the Group’'s normal inventory valuation methodology less any expected costs to
recover the asset and any expected reduction in value. Impairment charges against the inventory returns asset are £nil in 2022 (2021: £nil; 2020: £nif).
The returns asset all relates to finished goods. The obsolescence provision takes account of the Group's digital first strategy and the increasing shift
towards prinit on dernand. The year-on-year recuction in inventories is due to increased provisions for obseclescence and a reduction in the production
of inventory due to the Group's digital first strategy and the increasing shift towards print on demand.

Annual report and accounts 2022 Pearson ple 181



Financial statements
Notes to the consolidated financial statements continued

22. Trade and other receivables

Allfigures in  millons 2022 20M
Current e
Trade receivables 824 853
Royalty advances 1 2
Prepayments 200 198
Investment in finance lease receivable 17 15
Accrued income 15 14
Otherrecewables 82 15
Non-current
Trade receivables 1 1
Royalty advances 5 5
Prepayments 12 10
Investment in finance lease receivable 104 100
Accrued income 2 1
Interest receivable 3 8
s 2 A
""""" 139 129

Accrued income represents contract assets which are unbilled amounts generally resulting fraom assessments and services revenue streams where
revenue to be recognised over time has been recognised in excess of customer billings to date. Impairment charges on accrued income assets are £nil
2027: £nil). The carrying value of the Group's trade and other receivables approximates its fair vatue. Trade receivables are stated net of provisions for
bad and doubtful debts. In additicn to the above, there are trade receivables of £nil (2021 nil) classified as held far sale (see note 32)

The movements in the provision for bad and doubtful debts are as follows:

Al figures in ¢ mutlions 2022 2071
At beginning of year T T ey (74)
Exchange differences {3 -
Income statement movements (18) (15)
Utilised 12 26
Disposal of subsidiary . S 3 -
Atendofyear " 69) 63

Concentrations of credit risk with respect to trade recevables are imited due to the Group's large number of custorners, who are
internationally dispersed.

The ageing of the Group's gross trade receivables is as follows:

Allfigures i £ millions 2022 2021

within due date and one month past due date 663
One to three months past due date 118
Three to six months past due date
Six to nine morniths past due date
Nine to 12 months past due date
More than 12 months past due date

Gross trade receivables 8

The Group reviews its bad debt provision at least twice a year following a detailed review of recevable balances, historical payment profiles, and
assessment of relevant forward-looking risk factors including macroeconomic trends. Management believes all the remaining receivable balances
are fully recoverable

The decrease in trade receivables held by the Group 1s driven by current year disposals. Other current recevables have decreased due to the receipt
of deferred proceeds in relation to the US K-12 disposal.
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23. Provisions for other liabilities and charges

Disposals

legal

Al NgLres e f millians Propery andcdosures and rither Tatal
At 1 January 2022 15 2 30 47
Exchange differences - - 4 4
Provisions made dunng the year 9 - 78 87
Provisions reversed during the year M - (6) {7}
Provisions Lused daning the year {1 - (30) (31}
Disposal of sulbs Y e e - L L) )}
At 31 December 2022 22 2 75 99
Analysis of provisions:
2022
Disposals Legal
All igures in £ millions Property and closures and uther Tonal
Current 9 2 71 85
L OO0 I - s 4
22 2 75 99
2021
Current 11 2 27 40
L OO e BT
15 2 30 47
Property provisions in 2022 and 2021 relate to the simplification of the Graug's property portfolio (see note 4). Disposals and closures relate
to the disposal of the Pearson Institute of Higher Education.
Legal and other includes legal claims, contract disputes and potential contract losses with the provisions utilised as the cases are settled.
Also included in legal and ather are other restructuring provisions that are generally utilised within one year.
The year on year increase in provisions is mamly due to the 2022 restructuring programme (see note 4).
24, Trade and other liabilities
All igures in £ millions 2022 201
Current
Trade payables 348 357
Sales return hability 53 83
Deferred income 340 330
Interest payable 10 42
ATl AN Oy O eS s e 203 450,
1,254 1,256
Nan-current
Deferred income 60 56
ACCTUals and Otrer O e e 60 .39
120 95

The carrying value of the Group's trade and other liabilities approximates its fair value. The deferred income balance comprises contract liabilities in
respect of advance payments in assessment, testing and training businesses; subscription income in schoaol and college businesses; and obligations to
deliver digital content in future periods. In addition to the above, there are accruals of £nil (2027: £nil) and deferred income of £n11{2027; £nil) classified
as held for sale (see note 32). The increase in trade and other liabilities held by the Group is driven by an increase in accruals related to severance
arising from the 2022 restructuring programme and the recognition of deferred consideration in relation to acquisitions made in 2022,
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25. Retirement benefit and other post-retirement obligations

Background
The Group operates a number of defined benefit and defined contribution retirement plans throughout the wortd.

The largest plan is the Pearson Pension Plan (UK Group plan) in the UK, which is sectionalised to provide both defined benefit and defined contribution
pension benefits. The defined benefit section was largely closed to new members from 1 Novernber 2006, The defined contribution section, opened in
2003, 15 apen to new and existing employees. Finally, there is a separate sectian within the UK Group plan set up for auto-enrolment.

The defined benefit section of the UK Group plan is a firal salary pension plan which provides benefits to members in the form of a guaranteed level of
pension payable for life The level of benefits depends on the length of service and final pensicnable pay

The defined contribution section of the UK Group plan operates a Reference Scheme Test (RST) pension underpin for its members. Where a member's
fund value s insufficient to purchase the RST pension upon retirement, the UK Group plan is hable for the shortfall to cover the member's RST pension
In addition, in recent years, the scheme rules were amended to enable members who have sufficient funds to purchase an RST pension the ability to
convert their fund value into a pension in the UK Group plan as an alternative to purchasing an annuity with arinsurer. The Group recognises any
assets and habilities relating to these features of the defined contnbution section as part of the overall UK Group plan obligation. From 1 January 2021,
the Group also recognised the assets and tiahilities for all mermbers of the defined contribution section of the UK Group plan, accountng for the whole
defined contribution section as a defined benefit scheme under IAS 19 ‘Employee Benefits' as there 1s a risk the underpin will require the Group to pay
further contributions to the scheme.

The UK Group plan is funded with benefit payments from trustee-administered funds. The UK Group plan is administered in accardance with the Trust
Deed and Rules in the interests of its beneficiaries by Pearson Pension Trustee Limited.

At 31 December 2022, the UK Group plan had approximately 26,500 members, analysed in the following table:

Al figures in % Active Deferred Pensianers lotal
Defined benefit - 16 33 49
Defined CONUTIDULION | e e e 2 e e e UL
Total 12 55 33 100

The other major defined benefit plans are based in the US. These are

also final salary pension plans which provide benefits to members in

the form of a guaranteed pension payable for life, with the leved of , Key judgements J
benefits dependent on length of service and final pensionable pay. Whether the Group will be eligible to receive the surplus

The majonty of the US plans are fully funded. associated with the UK Graup Pension Plan in recognising a

The Group also has several post-retirernent medical benefit plans pension asset

{PRMBs), principally in the US PRMBs are unfunded but are l Key areas of estimation _,
accounted for and valued similarly to defined benefit pension plans.

The determination of the pension cost and defined benefit

The defined benefit schemes expose the Group to actuarial risks, obligation of the Group's defined benefit pension schemes
such as life expectancy, inflation nisks and investment nisk including depends on the selection of certain assumptions, which
asset volatility and changes in band yields. The Group 1s not exposed include the discount rate, inflation rate, salary growth and
to any unusual, entity-specific or plan-specific risks. longevity.
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Assumptions

The principal assumptions used for the UK Group plan and the US PRMB are shown below. Weighted average assumptions have been shown far the

other plans, which primarily relate to US pension plans.

2022 2021 2020
714
Group Qther JK Group Other UK Group Other

Allfigures in % plan plans PRMB plan plans PRMB plan plans PRIMEB
inflation 3.4 2.0 - 33 1.4 - 29 06 -
Rate used to discount plan habilities 49 5.3 5.3 19 28 26 14 2.2 2.1
Expected rate of Increase in salaries 39 29 - 38 2.7 - 34 22 -
Expected rate of increase for pensions in payment and 1.95to 23510 205t0
deferred pensions 5.20 - - 5.10 - - 505 - -
Initial rate of increase in healthcare rate - - 6.5 - - 6.3 - - 6.5
Ultimate rate of increase in healthcare rate - - 5.0 - - 5.0 - - 5.0

The UK discount rate is based on corporate bond vields adjusted to reflect the duration of liabilities.

The inflation rate for the UK Group plan of 3.4% (2021 3.3%) reflects the RPI rate. In ine with

changes to legislation in 2010, certain benefits have

been calculated with reference to CPI as the inflationary measure and in these instances a rate of 2.7% (2021: 2.6%) has been used. The CPl rate is
determined as a weighted average deduction from the RPI rate, and allows for the expected change to the formula for calculating RPI to be in bne

with CPIH from 2030 onwards,

For the UK Group plan, the morality base table assumptions are derived from the SAPS 53 for males and females, adjusted ta reflect the observed
experience of the plan, with CMI moedel improvement factors. A 1.5% long-term rate improvement on the CMI 2021 model is appled for both males

and females, with a weighting to 2021 mortality experience in the CMI model of 10% to make

an approximate allowance for the impact of the COVID-19

pandermic. The analysis of experience, and standard tables, do not reflect the impact of the ongoing COVID-19 pandemic, the ulumate impact of which

remains uncertain.

For the US plans, a mortality table (Pri - 2012) and 202% improvement scale (MP - 2027) with
has been adopted.

Using the above tables, the remaining average life expectancy in years of a pensioner retiring
UK Group plan and US plans is as follows:

generational projection for male and female annuitants

at age 65 on the balance sheet date for the

UK s
Allfigures wyears 2022 2021 2020 2022 2021 2020
Male 22,5 226 240 206 205 204
Female 247 24.8 243 22.6 225 224

The remaining average life expectancy in years of a pensioner retiring at age 65, 20 years after the balance sheet date, for the UK and US Group plans

is as follows:

UK LS
All figures inyears 2022 20 2020 2022 2021 2020
Mele T 41 2242 PY 21 20 19
Female 26.4 26.5 261 24.0 239 2338

Although the Group anticipates that plan surpluses will be utilised during the life of the plan to address member benefits, the Group recogrises it's
pension surplus in full in respect of the UK Group plan on the basis that it is management's jJudgement that there are no substantive restrictions on the
return of residual pian assets in the event of a winding up of the plan after all member obligations have been met.
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Financial statement information
The amounts recognised in the income statement are as follows:

2022
Defined
UK Group benefit Defined
All figures in £ millions plan other Sub-total contribution PRMB Total
Current service cost 17 2 19 46 - 65
Past service cost 3 - 3 - - 3
AGMINIStration expenses LA S A T T 1
Total operating expense 27 2 29 46 - 75
Interest on plan assets (77) 3) (80) - - (80)
Interest on plan liabilities 67 3 7 - 1t -
Net finance (income)/expense . 0® R L. N T e LA .
Net income statement charge 17 2 19 46 1 65
2021
Detined
UK Group Benefit Defined
All figures in £ millions plan other Subr-total contribution PRMB Total
Current service cost 17 2 i9 37 - 56
Past service cost - - - - - -
Administration expenses ] 6 - R Sl -5
Total operating expense 23 2 25 37 - 62
Interest on plan assets (55) {2) (57) - - (57)
Interest on plan liabilities | e s e e e B B 22 T 23
Net finance (income)/expense @& 1 6L oW
Net income statement charge 17 3 20 37 1 58
2020
Defined
UK Group bene‘it Defined
All figures in £ millions plan otner Sub total contribuuan PRMB Toal
Current service cost b 2 8 47 - 55
Past service cost 1 - 1 - - 1
Curtailments - (1) () - - (1)
Administration expenses S o e 2 S T2
Total operating expense 12 1 13 a7 - 60
Interest on plan assets (66) (3) (69) - - (69)
Interest on plan A0S e ceeeneeenreessereese e e P22 e B3
Net finance (income)/expense (& B 2 ] oo o L &
Net income statement charge 3 3 6 47 1 54

186 Pearson plc Annual report and accounts 2022



The amounts recogrised in the balance sheet are as follows:

2022 2021
Other Orher

UK Group Other funded unfunded UK Group  Other funded un‘unded
All Tigures in # milicns plan plans plans Total plan plans plans iolal
Far value of plan assets 3,088 104 - 3,192 4125 120 - 4245
Present value of defined
enefit obligation ... @314 oe) 07 (2637 G388 023 L0 (.31
Net pension asset/(liability) 574 (2) (17) 535 537 &3] (20) 514
Other post-retirement medical
benefit obligation (25) (34)
Otherpensionaccruals O 9
Netretirement benefitasset 520 e 471
Analysed as:
Retirement benefit assets 581 537
Retirement benefit obligations {61) (66)

The following gains/{losses) have been recogmised in other comprehensive income:

Al igures in £ milions 2022 2021 2020

Amounts recognised for defined benefit plans 44 145 (24)
Amounts recognised for post-retrement medicel benefiplans M A ] 1.
Total recognised in year 54 149 (23)

The fair value of plan assets comprises the fallowng’

2022 2021
UK Group Other JK Group Other

All figures in % plan funded plans Total plan funded plars Total
msurance e i _33 35 e 35
Equities 15 1 16 1 1 12
Fixed interest secunties 7 2 9 7 2 9
Property 6 - 6 5 - 5
Peoled asset investment funds (including LDY) 22 - 22 30 - 30
Other 14 - 14 9 - 9

The plan assets do not include any of the Group's own financial instruments, or any property occupied by the Group. The table below further
disaggregates the plan assets into those assets which have a quoted market price in an active market and those that do not:

2022 2021

Quoted No queoted Quoted No guoterd

All figures in % market price  market price market price rmarket price
Insurance T 33 - 35 -

Equities 16 - 11 1
Fixed-interest securities 9 - 9 -
Property - 6 - 5
Poaled asset investment funds (including LDI} 22 - 30 -
OUIEE et et 1 B SR}
Total 31 19 85 15
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25. Retirement benefit and other post-retirement obligations continued

Financial statement information continued
The liquidity profile of the UK Group plan assets is as follows:

All Tigures in 3 2022 PIAYAS
Liqurd - call <1 month 47 51
Less liguid — cail 1-3 months 2 _
Hiiguid - call =3 months 51 49

Changes in the values of plan assets and liabilities of the retirement benefit plans are as follows’

2022 2021
UK Group Other JK Group Other

Altfigures in £ milhons plan plans Total plan plans otal
l-’-sir valu;..} plan ;;;éts ST
Opening fair value of plan assets 4,125 120 4,245 3,588 119 3707
Recognition of Money Purchase assets - - - 513 - 513
Exchange differences - 12 12 - 2 2
Interest on plan assets 77 3 80 55 2 57
Return on plan assets excluding interest (1,000) (18} {1,018) 71 6 77
Contributions by employer 15 2 17 14 1 15
Benefits paid {136) 15} {151) {123} (0] (133
CONtriDUNIONS BY BMPIOYEES e, LA S AU A T
Closing fair value of planassets 3088 104 3182 4125 120 4245
Present value of defined benefit obligation ' 7
Opening defined benefit obligation (3.588) (143) (3.731) (3,178) (156) {3.334}
Recognition of Money Purchase lhiabil ties - - - (513 - 513)
Exchange differences - 19 {14) - %) 4}
Disposals - 1 1 - - -
Current service cost 4] 2) (19 {17} 2 (19
Past service cost (3) - (3) - - -
Administration expenses (7} - (¥4} 6) - (&)
Interest on plan liabilities (67) (3) (70) (49) (3 {52)
Actuarial (lossesi/gains - experience (25) (2) (27) {(100) 3 @7
Actuarial gains/{lesses) - demographic 14 - 14 M - M
Actuanal gains - financial 1,050 25 1,075 160 6 166
Contributions by employees 7 - (7) 7 - 7
Benefispaid . e Y36 08810230 133
Closing defined benefit obligation (2,514) ‘ (123) (2,637) (3.588) . (143) (3.731)

From 1 January 2021, the Group has recognised the assets and labilties for all members of the defined contribution section of the UK Group plan,
accounting for the whole defined contribution section as a defined benefit scheme under 1A5 19 Employee Benefits’. The net impact on the bafance
sheet was £nil, however, the gross amounts of £513m can be seen in the table above. Subseguent movements to those assets and labilities are
included in the relevant lines in the table abave.

The weighted average duration of the defined benefit obligation 15 13 years for the UK and six years for the US.
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Changes in the value of the US PRMB are as follows:

All hgures in L mithons 2022 201

Opening defined benefit obligation (34) {39)
Exchange differences 3) m
Interest an plan habiities {1} n
Actuarial gains - experience 5 2

Actuarial gains - financial 5 2

Closing defined benefit obligation (25) (34)
Funding

The UK Group plan is self-administered with the plan's assets being held independently of the Group in trust. The trustee of the UK Group plan is
required to act in the best interest of the plan's beneficiaries. The mast recent triennial actuarial valuation for funding purposes was completed as at
1 January 2021 and this valuation revealed a technical provision funding surplus of £160m. The UK Group plan expects to be able o provide benefits
(in accordance with the plan rules) with a very low level of reliance on future funding from the Group.

Assets of the UK Group plan are divided into two main elements: liability matching assets and return seeking assets. The UK Group plan's investment
strategy allocates approximately 95% tc matching assets and 5% to return-seeking assets.

Liability matching assets are assets that produce cash flows that can be expected to match the cash flows for a proportion of the membership, and
include a hability-driven investrnent mandate (LD} for which a Qualifying Investor Alternative Investment Fund (QIAIF) was established, managed by a
subsichary of Legal 8 General Investment Management. The QIAIF invests in UK bonds, interest ratefinflation swaps and other dervative instruments
in arder to reduce mnterest rate and inflation risks using accurate cash flow matching and risk control. Other liability matching assets include pensioner
buy-in insurance policies, bonds and inflation-hnked property and infrastructure.

Following the purchase of buy-in pelicies with Legal & General and Aviva in 2017 and 2019, 95% of the UK Group plan's pensioner liabilities were
matched with buy-in policies. These transfer significant longevity risk to Aviva and Legal & General, reducing the pension risks being underwritten by
the Group and providing additicnal security for members.

Return-seeking assets are assets invested with a longer-term herizon to generate the returns needed to provide the remaining expected cash flows
far the beneficiaries, and include diversified growth funds, property and alternative asset classes.

Recent economic and geopolitical uncertainty has increased volatility in the valuation of certain assets, in particular the LDl and insurance contracts.
However, these moverments are offset by equivalent movernents in the defined benefit obligation. The UK Group plan dvides ts assets between a
number of Investment managers and across different types of assets, as such there is no significant concentration of risk,

Regular employer cantributions to the UK Group plan in respect of the defined benefit sections are estimated to be £nil for 2023
Sensitivities

The effect of a one percentage pointincrease and decrease in the discount rate on the defined benefit obligation and the total pension expense
is as follows:

2022
Alfgures i Lmibions T8 increase 1% decrease
Effect:
{Decrease)/increase in defined benefit obligation - UK Group plan (209) 261
{Decrease)increase in defined benefit obligation - US plan {7} 7
The effect of members living one year more or one year less on the defined benefit obligation is as follows:

2022

Toneyear | Oneyear

All figures in £ millions Inerease tecrease
Increase/idecrease) in defined benefit obligation - UK Group plan 59 {59)
increase/fdecrease) in defined benefit obligation - US plan 3 2
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25, Retirement benefit and other post-retirement obligations continued

The effect of a half percentage point increase and decrease in the inflation rate is as follows:

2022
Al figures n £ millions 0% increase Q5% decrezse
Effect
Increase/(decrease) in defined benefit obligation — UK Group plan 59 {57)

Increase/(decrease) in defined benefit obligation - US plan - -

The above sensitivity analyses are based on a change in an assumption while holding all other assumptions constant, although 1n practice this is
unlikely to occur and changes in some assumptions may be correlated. When calculating these sensitivities, the same method has been applied to
calculate the defined benefit obligation as has been applied when calculating the liabilty recognised in the balance sheet. This methodology 1s the
same as prior periods

26. Share-based payments

The Group recognised the foliowing charges in the income statement in respect of its equity-settled share-based payment plans:
All figures in £ imuilhions 2022 2021 2020

Pearson plans 38 28 29

The Group operates the following equity-settled employee option and share plans:

Worldwide Save for Shares Plan - The Group has a Worldwide Save for Shares Plan. Under these plans, employees can save a portion of therr monthly
salary over a period of three years. At the end of this periad, the employee has the option to purchase arginary shares with the accumulared funds at a
purchase price equal to 80% of the market price prevailing at the time of the commencerment of the employee’s participation in the plan. Options that
are not exercised within six months of the end of the savings period lapse unconditicnally.

Employee Stock Purchase Plan - In 2000, the Group established an Employee Stock Purchase Plan which aliows all employees in the US 10 save a
portion of their monthly salary over six-month periods. At the end of the period, the employee has the option to purchase American Depasitary
Receipts (ADRs) with their accumulated funds at a purchase price equal to 85% of the lower of the market prices prevailing at the beginning or end
of the period.

Lang-Term Incentive Plan - The plan was first introduced 1in 2001 and from tme to time the plan rules are renewed. The plan consists of restricted
shares. The vesting of restricted shares is normally dependent on continuing service over a three to five-year period, and in the case of Executive
Owectors and senior management upon the satisfaction of corparate performance targets over a three-year period. These targets may be based

on market and/or non-rmarket performance criteria. Restricted shares awarded to Executive Directors in May 2022, May 2021 and May 2020 vest
dependent on relative total shareholder return, return on invested capital and adjusted earnings per share growth. These awards are in addition to
the 2020 one-off co-investment award for the Chief Executive, vesting in three equal tranches based an market and non-market performance criteria.
The applicable market condition for the vesting of the final tranche is on total shareholder return, Gther restricted shares awarded in 2022, 2021 and
2020 generally vest depending on continuing service over penads of up to four years. Included within the total share-based payments charge in 2022
was £3m (2021, £nil; 2020: £nil) in respect of remuneration for post-acquisition services for recent acquisitions, which was included within other net
gains and lesses in the ncome staterment.

Management Incentive Plan - The plan was introduced in 2017 combining the Group's Annual incentive Plan and Long-Term incentive Plan for senior
management. The number of shares to be granted to participants is dependent an Group performance in the calendar year preceding the date of
grant (on the same basis as the Annual Incentive Plan). Subsequently, the shares vest dependent an continuing service over a three-year period, and
additionally, in the case of the Pearson Executive Management team, upon satisfaction of non-market based performance criteria as determined by
the Remuneraton Committee. Restricted shares awarded as part of the 2020 Management Incentive Plan were granted in April 2021 In 2021 this
scheme was reptaced by the Long-Term Incentive Plan for senior management.

The following shares were granted under restricted share arrangements:

2022 01

Number of Weighted average NurAber of Weignied average

shares fair value ohares “air valus

0005 £ 00 H

LONGTEMUNCENIVE PIBN | e e s 7584 e e 727
Management Incentive Plan - - 630 771

In 2022, £26m of shares vested across the Worldwide Save for Shares Plan, the Long-Term Incentive Plan and the Management Incentive Plan.

The fair value of shares granted under the Long-Term Incentive Plan and the Management Incentive Plan that vest unconditionally is determined using
the share price at the date of grant. Partiopanis under the plans are enttled to dwvidends dunng the vestng pencd and therefore the share price1s
not discounted.

Restnicted shares with @ market performance condition were valued by an independent actuary using a Monte Carlo model. Restricted shares with
a non-market performance condition were fair valued based on the share price at the date of grant. Non-market performance conditions are taken
into consideratian by adjusting the number of shares expected to vest based on the most likely outcome of the relevant performance critena.
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27. Share capital and share premium

Nurmber of Share Share

naren capital premium

000s im im

At 1 January 2021 o 753,258 188 2620
Issue of ordinary shares - share option schemes 3,544 1 [
Purchase of own shares e e e e S e - -
AC3 Decamber 2031 T oy s e
issUe Uf’uldi!ldly 5‘ Idl et — 51ldlt'UpLiu\‘l“_“,‘L‘i‘u:‘ulbi S ' 1,1qq — 7
Purchase of ownshares (422e8) = OO o
At 31 December 2022 715733 179 2633

The ordinary shares have a par value of 25p per share (2021: 25p per share). All issued shares are fully paid. All shareholders are entitled to receive
dividends and vote at general meeungs of the company. All shares have the same nights.

On 24 February 2022, the Board approved a £350m share buyback programme in order to return capital 1o shareholders. During the year,
approximately 42m shares were bought back and cancelled at a cost of £353m. The nominal value of these shares, £10m, was transferred to
the capital redemption reserve, and the remainder of the purchase price is recorded within retained earnings. In 2021, no shares were bought back.

The Group manages its capital to ensure that entities in the Group will be able to contnue as a gomg cencern while maximising the return
to shareholders through the optimisation of the debt and equity balance.

The capital structure of the Group consists of debt {see note 18), cash and cash equivalents (see note 17) and equity attributable to equity holders
of the parent, comprising issued capital, reserves and retained earnings.

The Group reviews its capital structure on a regular basis and will balance its overall capital structure through payments of dividends, new share issues
as well as the issue of new debt or the redemption of existing debt in line with the financial risk policies outlined in note 19

28. Treasury shares

Number af
shares
000 fro
AT January 2021 T S 903 7
Purchase of treasury shares 2,158 16
Newly 1ssued treasury shares 2500 1
Release of treasury shares e 2290 (12)

LA

Refease of treasury shares e 220 B4
At 31 December 2022 1,864 15

The Group holds Pearson plc shares in trust ta satisfy its obligations under its restricted share plans {see note 26). These shares, representing 0.3%
{2021: 0.2%) of called-up share captal, are treated as treasury shares for accounting purposes and have a par value of 25p per share.

The nominal value of Pearson ple treasury shares amounts to £0.5m (2021: £0.4m). Dividends on treasury shares are watved.

At 31 December 2022, the market value of Pearson plc treasury shares was £18m (2021: £10m).
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29, Other comprehensive income

All figures in £ miflions

items that may be reclassified to the income statement

2022
Attributable to equity holders of the company
Non-
Fair value Translation Retained controlling
reserve reserve earnings Total interest Total

Net exchange differences on translation of foreign operations - 328 - 328 2 330
Currency transfation adjustment disposed - (5) - (5) - &)
Attributable tax ~ - 4 4 - 4
Items that are not reclassified to the income statement
Fair value gain on other financial assets 18 - - 18 - 18
Attributable tax -~ - 1 1 - 1
Remeasurement of retirement benefit obligations - - 54 54 - 54
Atributabletas B e S SE L N ¢ RO SR (12)
Other comprehensive income/(expense) for the year 18 323 47 388 2 390
2021
Attributable 1o equity holders of the company Mo
Fair value Tranalanon Retained contialiing
All figures in £ milhons reserve reserve 2arungs Total nteresl latal
Itemsthat may Vl;éi;égl‘assiﬁe-d to the income statement S
Net exchange differences on translation of foreign operations - I3} - 16) - (6)
Currency translation adjustment disposed - 4 - 4 - 4
Attributable tax - - 10 10 - 10
Items that are not reclassified to the income statement
Fair value gain on other financial assets 4 - - 4 - 4
Attributable tax - - (1 1} - m
Rermeasurerment of retirement benefit obligations - - 149 149 - 1459
ATOOAIE (X e oo S S AL R— ©0 T ©1
Other comprehensive income/(expense) for the year 4- ------------ (2) 97 99 - 99
1. Comparative balances have been restated - see Note 1b
20000
Attnibutable ta equity holders of the company
Non-
Fair value Translatisiry Reraned cannealling
All figures in § mihons reserve 1euerye carnings Tutal 1MLerest Total
I}ems tl.'lgl:ﬂmay.l.:;éi;eclas"sri}rirért'i tvt;gl‘rigi}'lcome statement T
Net exchange differences on translation of foreign operations - (109) - (109) - (109)
Currency translation adjustment disposed - (70} - (70) - 70
Attributable tax - - (13) (13} - (13)
Items that are not reclassified to the income statement
Fair value gain/fioss) on other financial assets 112) - - {12) - (12)
Anbutable 1ax - - - - - -
Remeasurement of retirement benefit obiigations - - (23) {23} - (23)
Attnbutabletax e e e e B ZR e 2.
Other comprehensive income/{expense) for the year 112) i {179) 7(34) 7 (225) : (225)

1 Comparative balances have been restated - see Note 1b
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30. Business combinations

On 28 January 2022, the Group acquired 100% of the share capital in Credly Inc (Credly), having previously held a 19.9% interest in the company. Credly
was founded in 2012 in New York and is a digital credential service provider whose platform enables customers to design, create, issue and manage
digital credentials. It now forms part of the Workfarce Skills division. Total consideration was £149m comprising upfront cash consideration of £107m,
Pearson's existing interest valued at £31m and £11m of deferred consideration. The deferred consideration is payable m two years, with additionat
amounts being payable if certain revenue and non-financial targets are met, and dependent on continuing employment, and therefore these additional
amounts will be expensed over the peried and are not treated as consideration.

0n 28 Apnl 2022, the Group acquired 100% of the share capital of ATI STUDIOS AP P.S S RL{Mondly), a global online learming platform offering
customers learning in English and 40 other languages via its app, website, virtual reality and augmented reality products. It now forms part of the
English Language Learning division. Total consideration was £135m comprising upfront cash consideration of £105m, and deferred consideration of
£30m. The deferred consideration is payable over the next two years with no performance conditions attached. In addition, a further $28.6m (c£24m)
of cash and $10m (c£8my} in shares will be paid over the next four years, dependent on continuing employment, and therefore these additional
amounts will be expensed over the period and are not treated as consideration.

These transactions have resulted in the recognition of £202m of gocdwill, which represents the expected growth through new products and
customers, the workforce and know-how acquired and the anticipated synergies, nane of which can be recognised as separate intangibie assets.
The goodwill is not deductible for tax purposes.

Intangible assets of £99m have been recognised in respect of Credly and Mondly, The valuations of these assets were carried out by third party
specialists, and were based on discounted cash flow models. The key assumptions that feed into the valuations are the cash flow forecasts, revenue
projections from existing custormers, forecasted profit margins and discount rates. For Credly, £4Sm ot intangible assets were recognised, mainly
relating to the existing customer relationships that will be amortised over 20 years, and technology which will be amertised over five years. For Mondly,
£50m of intangible assets were recognised, the majority of which relates to acquired technology, and will be amortised over periods up to seven years,

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

In September 2027, Pearson completed the acquisition of 100% of the share capital of Faethm Holdings Pty Limited (Faethm), having already hefd 9%
of the share capital previously. Fasthm uses artificial intelligence and analytics services to help governments, companies and workers understand the
dynamic forces shaping the labour market, Faethm now forms part of the Workforce Skills division The total consideration for the transaction was
£65m, which included £10m of contingent consideration, dependent upon meeting certain earnings targets. The contingent consideration was valued
at the net present value of the Group's best estimate of the amount that will be payable. In 2022, contingent consideration amounts have been settled
resulting in the recogrian of an £8m gain in the income staterment within other net gains and losses

In addition, the Group made two additional acquisitions of subsidianes for total consideration of £11m. In both cases, the Group acguired 100% of the
share capital of the respective entities. Opinion Interactive LLC (also known as Spotlight Education) was acquired in February 2021, MZ Development
Inc. was acquired in July 2021, Bath form part of the Assessment & Qualifications division.

The Group also made additional investments in asscaates, which are detailed in note 12, and are not included below.

Details of the fair values of the assets and liabilities recognised at the acquisition date and the related consideration is shown in the table below.
Amounts for intangible assets and goodwill for Mondly are provisional as management finalise reviews of the asset valuations. There were no
significant acquisitions in 2020.

2022 2022 2022 2022 2021 2000
All figures in £ rrtions Credly Mondly Other Total Total “otal
Intangible assets 49 50 11 110 27 -
Deferred tax asset 7 1 - 8 i -
Trade and other receivables 6 2 - 8 2 -
Cash and cash equivalents 12 1 - 13 4 -
Trade and cther liabilities (1B) (8) - (26) (5) -
Deferredeaxliabilities @ @@ 8 -
Net assets acquired 44 38 9 91 33 -
Total 149 135 11 295 76 -
Satisfied by:
Cash consideration 107 105 11 223 S4 -
Contingent or deferred consideration 11 30 - 41 16 -
Fair value of existinginvestment ELI T -3 e -
Total consideration 149 135 11 295 76 -

Credly generated revenues of £13m and a loss after tax of £4m for the penod from acquisition date to 31 December 2022. Mondly generated
revenues of £11m and a profit after tax of £3m for the period from acquisition date to 31 December 2022. If the acquisitions had occurred on 1
January 2022, the Group's revenue would have been £7m higher and the profit after tax would not have been materially different.
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30. Business combinations continued
Total acquisttion related costs of £20m were recognised in 2022 within other net gains and losses.

The net cash outflows related to the acquisitions are set out In the table below. In addition to the current year acquisitions, the other net cash outflows
on acquisition of subsidiaries in 2022 and 2021 relate to deferred payments for prior year acquisitions.

2022 2021 2020
All figures in £ millions Total Tatal Total
Cash flow on acciuisition; 77777777777777777777777777777777777777777777777777777777777777
Cash — current year acguisitions (223) 54 -
Cash and cash equivalents acquired 13 4 -
Deferred payments for prior year acquisitions and other iterns (10} 4) [(3)]
ACGUISIION COSIS DAIC e et e L M.
Net cash outflow 7 ) {228) (55) (6)

31. Disposals and business ciosures

In March 2021, the Group announced that it was launching a strategic review of its international courseware local publishing businesses, in 2022, the
Group disposed of its interests in the Canadian educational publisher (ERPI), Pearson Italia 5.p.A, Stark Verlag GmbH, Austin Education {Hong Kong)
Limited, Pearson South Africa (Pty) Ltd and various cther South African companies Total cash consideration recewed was £287m resulting in a pre-tax
gain on disposal of £42m. All entities disposed of were previously in the Strategic Review segment £5m of losses arose from other immaterial disposals
and costs related to the wind-down of certain businesses,

Whether the associated results and cash flows of the businesses disposed 1IN 2022 should be classified and presented as discontinued operations

is a significant judgement. The Group's judgement is that the results and cash flows of the related businesses should not be classified and presented
as discontinued operations. The basis of this judgerment is that the businesses disposed do not constiture a separate major line of business ar
geographical area of operations. The Group will continue to aperate in the international K12 courseware macket and in all geographical areas where
disposals have taken place. All of the businasses subject to this judgement are within the Strategic Review segment and represent £126m of sales for
the year ended 31 December 2022 out of the total sales in the Straregic Review segrment of £154m. If the Group had concluded that these businesses
represented discontinued operations, their results and the related gains on disposal would not have been included within each of the continuing
operations income statement lines, Profit for the period from cantinuing operations would have been £52m lower and this amount would have been
separately presented as profit for the period from discontinued operations as a single line item. Adjusted operating profit would be unchanged.

In February 2021, the Group completed the sale of its interests in the Pearson Institute of Higher Education (PIHE) in South Africa resulting in a pre-tax
loss of £5m. In October 2021, the sale of the Group's interests in K12 Sistemas in Brazil was also completed for consideration of £108 millian, resuiting
N a gain on sale of £84m. There were no other business disposals in 20271 and additiona! losses of £14m relate to other disposal costs including costs
related to the wind-down of certain businesses under strategic review.

In April 2020, the Group completed the sale of the remaining 25% interest in Penguin Random House resulting in a pre-tax profit of £180m.
There were no other material disposals 1n 2020, Deferred proceeds relating to the K12 sale were receved in 2022, 2021 and 2020 (see note 14).

None of the 2021 or 2020 disposals met the criteria to be considered & discontinued operation on the basis that they did not represent major lines
of business or geographical areas of operations
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The table below shows 3 summary of the assets and habilities disposed of:

Al figures in £ milhens Notes 2022 2021 2020

Disposal of subsidiaries and associates

Intangible assets, including goodwill (77) (3) -

Property, plant and equipment (11) 48) -

Irvestments in joint ventures and associates - - (418)
Intangible assets - product development (39) 6) -

Inventriries (33) 2 -

Trade and other receivables (106) &) -

Deferred tax (12 - -

Cash and cash equivalents (excluding overdrafts} (21) (24) -

Provisions for other habilities and charges 1 3 -

Retirerment benefit obligations 2 - -

Trade and other liabilities 52 4 -

Financial habihties - borrowings 8 67 -

Net assets disposed““" (236) {(15) 418)
Cumulative currency translation adjustment 5 €] 70

Cash proceeds 291 108 531

Deferred proceeds 2 - -
Costs Of dIs 003l e @) 24 !

Gain on disposal 37 65 184
All frigures in £ rullions 2022 2021 2020
Cashﬂow from disposals

Proceeds — current year disposals 291 108 531

Proceeds - prior year disposals 86 6 105
Cash and cash equivalents disposed 21) (24) -
Costs and other disposal liabiiies paid e B A2 B ()
Analysed as:

Cash inflow from disposal of subsidiaries 333 83 100
Cash inflow from disposal of jomnt ventures and associates - - 531
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32. Held for sale

AL 3T December 2022, the Group has entered intc an agreement to dispose of a property that was previously accountad for as investment property,
The sale 1s expected to complete in 2023. Two other properties are currently alsc in the process of being sold, with the sales also expected to complete
in 2023. The properties are all classified as held for sale and have a carrying vaiue of £16m as at 31 December 2022.

At 31 December 2021, only ane property, which was dispased of in 2022, was classified as held for sale, and had a carrying value of £7m as ar 31
December 2021, The businesses that were included in the Strategic Review segment as at 31 December 2021 did not meet the criteria for classification
as held for sale as at 31 December 20217 on the basis that the Group was not sufficiently advanced in the sales process at that time for the sale to be

considered highly probable

The held for sale balances are analysed as follows:

2022 2021
Al figures in £ millons Tatal Tonal
Non-current assets
Property, plant and equipment S 16 !
16

et assets classified as held for sale
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33. Cash generated from operations

Operating cash flow and free cash flow are non-GAAP measures and have been disclosed as they are part of the Group's corporate and operating
measures, These measures are presented in order to align the cash flows with corresponding adjusted profit measures. The table below reconciles
the statutory profit and cash flow measures to the corresponding adjusted measures. The table on the next page reconciles operating cash flow to

net dept.
Other Diadends
net Purchase/ ‘rom joint
gains UK Pension disposal ot Net addiuon VETTLLE S
statutory  Cost of major and  Inangible  discrenonary PPEand  ofright of use and  Adjusted
all tigures in £ millien measures  restrucluring lsses charges INCIEds0s serTware® assets*  assofiatcs  Measures
____________________________________________ U ocLc SRS e e
Operating profit 271 150 (24) 56 3 - - - 456 Adjusted
operating
profit
Net Cash generated from 527 35 - - - {133} (29) 1 401  Operating
operations cash flow
e et
Operatingprofic 183 214 (6% 51 - S - T - 385 Adjusted
operating
profit
Net Cash generated from 570 74 _ _ _ (176} (30) _ 388 Operating
operations cash flow
ST
Operating profit 411 - g e - - - - 313 Adjusted
operating
profit
Net Cash generated from 450 ag _ - - (134) {43) A 315 Operating
operations cash flow
* Ancludes lnvestmert property
All figures in £ millicns 2022 2021 2020
Operatingcashflow T am 388 315
Tax paid (109) (177 2
Net finance costs paid (35} (54 (50
Net costs paid for major restructuring e B9 R (28]
Free cash flow 222 133 229
Dividends paid fincluding o non-controllng nterests) e MBI i/ (147
Net movement of funds from operations 65 16) 82
Acquisitions and disposals 105 62 619
Disposal of lease liabilities 8 67 -
Loans repaid - - 48
Net equity transactions {383) (10) (176)
Other mavements on financial instruments L2 BRI —.c]
L O (207) H3. 293
Opening net debt (350) (463) (1,016)
Closing net debt (557) (350) (463)
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33. Cash generated from operations continued

Net cash generated from operations is translated at an exchange rate approximating the rate at the date of cash flow. The difference between this rate
and the average rate used to translate profit gives rise to a currency adjustment in the reconciliation between net profit and net cash generated from
operations. This adjustment reflects the timing difference between recognition of profit and the related cash receipts or payments.

Operating cash flow and total free cash flow are non-GAAP (non-statutory) measures and have been disclosed and reconaled in the above table as
they are commonly used by investors to measure the cash performance of the Group. In the cash flow statement, proceeds from sale of property,

plant and equipment comprise:

All figures in £ millions 2022 2021
Net book amount 9 4
Profit/loss) on sale of property, plant and equipmene 5 (4)
Proceeds from sale of property, plant and equipment 14 -
The mavements In the Group's current and non-current borrowings are as follows:

Fair value Foreign Transfer ‘rom News leases/

and nther exchange  Financing rash  non-curent o disposal ot
All figures in £ mullions 2021 rcvements Fnovements flows current loases 2022
Financial liabilities
Non-current borrowings 1,245 (14) 61 {76) (92) 31 1,155
Current borrowings 157 (188 92 (1)
Total 1,402 77 {264)

bair value Foreign Transfer fram New leases/

and otaer exchange  Finanang cash non corrent 1o chinprcmal of
All figures in + millions 2020 moverients rIOVements “lows current leases 2021
Financial liabilities
Non-current borrowings 1,458 20) 3 - (160) (30) 1.245
Current borrowings 248 9 (4) (255) 160 nm 157
Total 1,706 an 1) (255} - (37 1.402

Non-current borrowings include bonds, derivative financial instruments and leases. Current borrowings include loans repayable within one year,
derivative financial instruments and leases, but exclude overdrafts dlassified within cash and cash equivalents.

34. Contingencies, other liabilities and commitments

I Key judgements |

— The application of tax legisiation in relation 1o provisions
for uncertain tax positions.

Key areas of estimaticn |

— The level of provisions required in relation to uncertain tax
positions is complex and each matter is separately
assessed. The estimation of future settlement amounts is
based on a number of factors including the status of the
unresolved matter, clanty of legislation, range of possible
outcomes and the statute of limitations.

There are contingent Group liabilities that arise in the normal course
of business in respect of Indemnities, warranties and guarantees in
relation to former subsidiaries and in respect of guarantees in
relation to subsicharies, joint ventures and assoaates. In addition,
there are contingent liabilities of the Group In respect of unsettled
or disputed tax habilities, legal claims, contract disputes, royatties,
copyright fees, permissions and other rights. None of these claims
are expected to result in a matenal gain or loss to the Group.

On 25 April 2018, the European Commission published the full
decision that the United Kingdom controlled foreign company group
financing partial exemption (FCPE) partially constitutes State Aid. This
decision was appealed by the UK Government and other parties. On
& June 2022, the EU General Court dismissed the appeal following
which it has been cancluded that a provision 1s now required in
relation to this issue.
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The total exposure in relation to this issue is calculated to be £105m
(excluding interest) with a provision of £63m now included in the
results representing our estimate of the expected value. At 31
December 2021, it was considered to be a contingent liability. This
1ssue is specific to periods up to 2018 and is not a continuing
exposure.

The Group is under assessment from the tax authorities in Brazil
challenging the deduction for tax purposes of goodwill amaortisation
for the years 2012 to 2017. Similar assessments may be raised for
other years. Potential total exposure (including possible interest and
penalties) could be up to BRL 1,212m (£190m) up to 31 December
2022, Such assessments are common in Brazil. The Group believes
that the likelinood that the tax authorities will ulbrmately prevail is low
and that the Group's positian is strong. At present, the Group
believes no prowision Is required.

The Group is also under assessment from the UK tax authorities in
relation to an issue related to the UK's FCPE legislation with the
relevant years being 2019 to 2021, The maximum exposure is
calculated to be £44m, with a provisiocn of £13m currently held in
relation to this issue. The provision is calculated considering a range
of possible outcomes and applying a probability to each, resulting in
a weighted average outcome. The possible outcomes considered
range from no liability through to the full exposure (E44m). This 1ssue
15 specific to 2019 to 2021 and Is Not a CONLINUING eXPAasUre.

At the balance sheet date there were no commitments for capital
expenditure contracted for but nat yet incurred. Cormrmitments in
respect of leases are shown in note 35.



35. Leases

The Group's lease portfolio consists of approximately 720 property leases, mainly offices and test centres, together with a number of vehucle and
equipment leases. The Group has elected net to recognise right-of-use assets and lease liabilities for short-term leases that have a lease term of 12
months or loss and leases of low-value assets. The Group recognises the lease payments assocated with these feases as an expense on a straight-ine
basis over the lease term.

As a lessee:
The amounts recognised in the income statement are as follows:

All igures i £ rmallians Note 2022 2021 2020

Interest o-r-w-l-ease labilities h (25) (27) 141
Expenses relating to short-term leases - - m
Depreaation of right-of-use assets 10 (46) (49) 68)
Impairment of right-of-use assets 10 (34) (119) 4

Lease liahilities are included within financial labiities - borrowings in the balance sheet, see note 18. The maturities of the Group's lease habilities are
as follows:

All figures in £ millions 2022 2021

Less than ane year 94 92

One to five yaars 320 318

More than fiveyears OSSNl
Total undiscounted lease liabilities ... 7% 84
Lease liabilities included in the balancesheet . . 6805 83
Analysed as;

Current 71 68

Nar-currane 534 565

There are no lease liabilities classified as held for sale.

The amounts recognised in the cash flow staterment are as follows:

All figuresin £ milhans 2022 2021 2020

Total cash outflow for leases as a lessee 118 115 133

At the balance sheet date commitments for capital leases contracted for but not yet incurred were £5m (2021: £3m). Extension and termination
options and variable lease payments are not significant within the lease portfolio. Short-term leases to which the Group is committed at the balance
sheet date are similar to the portfalio of shart-term leases to which the short-term lease expense is disclosed above.

As a lessor:

In the event that the Group has excess capacity in its leased offices and warehouses, the Group subleases some of its properties under cperating and
finance leases,

The amounts recognised in the income statement are as follows:

Al figures in £ millions 2022 2021 2020
interest an lease receivables 5 6 9
Income from subleasing right-of-use assets (within cther income) 4 2 7
The amounts recognised in the cash flow statement are as follows:

Allfiglires 1y £ millions 2022 2021 2020
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35. Leases continued

The following table sets out the maturity analysis of lease payments receivable for subleases classified as operating leases, showing the undiscounted
lease payments 10 be received after the reporting date, and subleases classified as finance leases showing the undiscounted lease payments to be
received after the reporting date and the net investment in the finance lease receivable. During the year, the investment in finance lease recevable
increased by £6m (2021 decreased £15m), pnmarily due to new finance subleases entered into N excess of payrnents received.

Operating Finance 2022 2021 2040
Adl figures in £ miliions feases leases Total Totat total
Less than Dnrév yea;r rrrrrrrrrrrrrrrrrrrrrrrrrrr 3 21 PR 2 1"" éd
Cneto two years 5 23 28 18 24
Two to three years 5 23 28 20 18
Three to four years E 23 28 21 18
Four to five years 5 24 29 20 18
Morethanfveyears e A B s O A 38
Total undiscounted lease payments receivable 44 137 181 141 158
Unearned finance income (16)

Net investment in finance lease receivable 121

36. Related party transactions

Joint ventures and associates

In 2027, the Group acquired a 40% mterest in Academy of Pop and 15 accounting for the investment as an associate. At 31 December 2022, the Group
had a current liability payabie 1o Acaderny of Pap of £5m (2021: £7m), which relates ta the Group's initial capital contribution that had not yet been paid
as at 31 December 2022. This balance was paid in early 2023,

Key management personnel

Key management personnel are deemed to be the members of the Pearson Executive Management team (see pages 60-61). It is this Committee which
had responsibility for planning, directing and controling the activities of the Group in 2022, Key management personnel compensation is disclosed
below:

All figures in £ millions 2022 2021 2020
Short-term employee benefits 7 6 6
Retrrerment benefits 1 1 1
Share-based paymentcasts e e e S S R 8! 6.
Total 17 15 13

Short-terrn employee benefits and retirement benefits exclude Executive Directors which are shown on page 101 of the Directors
Remuneration Repart.

There were no other material related party transacrions. No guarantees have been provided to related partigs.
37. Events after the balance sheet date
In February 2023, the Graup renegouated its revolving credit facility, reducing the maxrmum facility to $1bn.

Pearson holds investments in unhsted securities with a value at 22 December 2022 of £133m. Some of the businesses relevant to this investment,
bartk with Siticon Valley Bank which collapsed in early March 2023, Given the US Government has announced that it will guarantee alt deposits held at
Silicon Valley Bank, any subseguent risk to the valuation of these investments is considered by management to be low, but possible.
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38. Accounts and audit exemptions

The Pearson plc subsidiary companies listed below are exempt from the requirements of the Companies Act 2006 relating to the audit of individual
finanoial statements by virtue of section 479A.

Companym;;r_ Company number
Aldwych Finance Limited 04720438 Pearson Loan Finance No. 5 Limited 12017252
Education Development international plc 03914767 Pearson Loan Finance No 6 Limited 12030662
Faethm Limited 11842984 Pearson Loan Finance Unlimited 05144467
Longman Group (Overseas Holdings) Limited 00690236 Pearson Management Services Limited 00096263
Pearson Australia Finance Unlimited 05578463 Pearson Overseas Holdings Limited 00145205
Pearson Canada Finance Unlimited 05578491 Pearson Pension Trustee Services Limited 10803853
Pearson Dollar Finance plc 05111013 Pearson Professional Assessments Limited 04904325
Pearson Dollar Finance Two Limited 06507766 Pearson Strand Limited 08561316
Pearson Fducation Holdings Limited 00210859 Pearson Services Limited 01341060
Pearson Education Investments Limited 084443933 Pearson Shared Services Limited 04623186
Pearson Educarion | imirer 00872828 Pearson Strand Fnance Lirnited 11091691
Pearson International Finance Limited 02496206 PYNT Lirnited 08038068
Pearson Loan Finance No. 3 Limited 05052661 TO Global Limited 07802458
Pearson Loan Finance No. 4 Limited 02635107
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Company balance sheet

As at 31 December 2022

All figures in L milhons Notes 2022

Assets

Non-current assets

Investments in subsidiaries 2 6,738

Amounts due from subsidiaries 1,667

Deferred income tax assets 44

Financiel assets - derivative finandial instruments e OO 5o 8
8,492

Current assets

Amaunts due from subsidiaries 526

Current income tax assets 4

Cash and cash equivalents (excluding overdrafts) 4 240

Financial assets - derwative financial instruments 5 16

Liabilities
Non-current liabilities

Amounts due to subsidianes (3,380)

Financia! habilines — derivalive financial INStruments s e e e Do N
' (3,434)

Current liabilities

Armcunts due to subsidiaries {1.383)

Other liabilities [4}]

Share capital [§} 179 189
Share premium 6 2,633 2626
Treasury shares 7 (15) (12)
Capital redemption reserve 28 18
Speciél reserve 447 447
Retained earnings - including profit for the year of £499mM (2021 270 Ll e 1178 1184
Total equity attributable to equity holders of the company 4,450 4,452

These financal statements have been approved for issue by the Board of Directors an 15 March 2023 and signed on its behalf by

Sally Johnson
Chief Financial Officer
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Company statement of changes in equity

Year ended 31 Decemnber 2022

Faquity artributable t egury nolders of the company

Share Share Tieasury ren’]erﬁ%?ﬂé?l Special Retaned

All figures in £ millons capital premium shares reserve reserve earnings Total
AtTJandary 2022 . 188 2026 0 w® 447 e 4452
Profit for the year - - - - 495 499
Equity-settled transactions’ - - - - - 38 38
Issue of ordinary shares under share option
schemes! - 7 - - - - 7
Purchase of treasury shares - - (37) - - - 37
Release of treasury shares - - 34 - - (34) -
Buyback of equity (10) - - 10 - (353) {353)
DMGeNdS e e VU S 1.1 S (156)
At 31 December 2022 179 2,633 {15) 28 447 1,178 4,450

Equity attributable w equity holders of the company

- Capital
Share Sharn Troasury redermpbon Special Retained

All figuresin £ rullions cdpitai prermium shares reserve reserve earnings Towal
AUTJANUATY 2021 e B0 2020 (C2 N 8 AT e 1290 4356
Profit for the year - - - - - 27 27
Equity-settled transactions! - - - - - 28 28
Issue of ordinary shares under share option
schermnes: 1 6 (1) - - - 6
Purchase of treasury shares - - {16} - - - (16)
Release of treasury shares - - 12 - - 112) -
e e e D 129 (149
At 31 Decermber 2021 189 2626 12} 18 447 1,184 4,452

The capital redemption reserve reflects the nominal value of shares cancelled in the Group's share buyback programme. The special reserve
represents the cumulative effect of cancellation of the company’s share premium account.

1 Full details of the share-based payment plans are disclosed in nete 26 ta the consobdated inangal slatements,
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Company cash flow statement

Year ended 31 December 2022

Allfigures in £ mithons otas 2022 2021

Cash flows from operating actlvmes
Net profit 499 27
Adjustments for:

Income tax (15) (9)
Net finance costs 48 41
Share-based payment costs 38 28
Impainment charges 5 -
A OIS U T U S S e e e e e o7 33)
Net cash geﬁerated from operatlons --------------------------- 478 ' (6}
Interest paid (44) (66)
B e . S il
Net cash generated fromf(used ln) operatmg actwmes 438 (72}
Cash flows from financing activities

Proceeds from issue of ordinary shares 5] 7 6
Buyback of equity (353) -
Purchase of treasury shares (37) {16}
Drwidends paid to company’s SBrehITRIS | oo teeecosssees oo st oo oo oot e o ase) .. (142)
Net cash used in financing activities (539) {(159)
Effects S SO L N -
Net decrease in cash and cas equiva ents (70) (231)
Cash and cash equivalents atbeginning ofyear 30 541
Cash and cash equivalents at end of year 4 240 310
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Notes to the company financial statements

1. Accounting policies
The financial staternents on pages 202-212 compnise the separate financial statements of Pearson plc.

These company financial statements, have been prepared on the going concern basis and in accordance with UK-adopted International Accounting
Standards and with the requirements of the Companies Act 2006. The company transitioned to UK-adopted 1ASs on 1 January 2021, The company
financial statements have also been prepared in accordance with IFRSs as 1ssued by the International Accounting Standards Board (IASB), in respect
aof accounting standards applicable to the Graup, there i no difference between Uk-adopted 1ASs and IFRSs as issued by the IASB.

These consolidated financial staterments, and the company financial statements, have been prepared under the historical cost convention as modified
by the revaluation of financial assets and labilities (including dervative financial instruments) at fair value.

As permitted by section 408 of the Companies Act 2006, the cansolidated income staternent and staternent of comprehensive income have not
been presented.

The company has o employees (2021: nil).

The basis of preparation and accounting policies applied in the preparation of these company financial statements are the same
as those sef out in note 1a to the consolidated financial statements with the additicn of the following;

Investments
Investments in subsidiaries are stated at cost less provision for impairment, with the exception of certain hedged investments that are held in a foreign
currency and revalued at each balance sheet date.

Lending to/from subsidiaries is considered to be an operating activity and any movements are classified as cash flaws from operating activities
in the cash flow statement.

Amounts owed by subsidiaries

Amounts owed by subsidiaries generally mature within five years, but can be called upon on short notice, or are repayable on demand. Amounts owed
by subsidianes are classified as Lurrent if they mature within one year of the balance sheet date or if the company intends to call the loan within one
year of the balance sheet date, All other amounts are classified as non-current. The company has assessed and concluded that these loans will be fully
recovered. Therefore credit lasses are considered to be immatenal.

Parent company guarantees

The Company has guaranteeq the repayment of bonds and certain other liabilities due by subsidiary undertakings primarily to third parties.
Such guarantees are accounted for by the Company as insurance contracts. In the event of default or non-performance by the subsidiary,
a lishility Is recorded in accordance with 145 37

New accounting standards

No new standards were adopted in 2022.

A rumber of ather new pronguncements are effective from 1 January 2022 but they do not have a material impact on the company
financial statements.

2. Investments in subsidiaries

All figeres in L millions 2022 2021
Atbeginmingofyear T 6832 6619
Distributions (49) -
Currengy revaluatons e e 18813
At end of year 6,738 6,632

There were no impairments in 2022 or 2027,

The recoverability of investments is tested annually for impairment in accordance with 1AS 36 Impairment of Assets’. The carrying value 1s compared to
the asset's recoverable amount which 1s generally assessed on a value in use basis. Significant estimation is required to determine the recoverable
amount. The value in use of the assets is calculated using a discounted cash flow methodology using financial informaton related to the subsidiaries
including cash flow projections in conjunction with the goodwill impairment analysis performed by the Group. The key assumptions used in the cash
flow projections are discount rates, perpetuity growth rates, forecast sales growth rates and forecast operating profits. See note 11 of the consolidated
financial statements for further details.
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Financial statements
Notes to the company financial statements continued

3. Financial risk management

The company's financial instruments comprise amounts due to/from subsidiary undertakings, cash and cash equivalents, derivative financal
instruments and current borrowings. Derivative finanaal instruments are heid at fair value, with all other finanaial instruments held at amortised cost,
which approximates fair value. The company’s approach to the management of financial nsks is consistent with the Group's treasury poiicy, as
discussed in note 19 to the conselidated financial statements. The company believes the value of its financial assets to be fully recoverable.

The carrying value of the company’s financial instruments 1s exposed to movermnents in interest rates and foreign currency exchange rates (primanly Us
dollars), The company eshmates that a 19 increase in interest rates would result in a £7m increase {2021: £6m increase) in the carrying value of its
financial instruments, with a 1% decrease in interest rates resulting in a £6m decrease (2021: £6m decrease) in their carrying value. The company also
estimates that a 10% strengthening in sterling would decrease the carrying value of its financial instrumnents by £136m (2021 £117m), while a 10%
weakening in the value of sterling would increase the carrying value by £153m (2021: £138m). These increases and decreases in carrying value would
be recorded through the income staternent Sensitivities are calculated using estimation technigues such as discounted cash flow and option valuation
madels. Where modelling an interest rate decrease of 1% led to negative interest rates, these points on the yield curve were adjusted to 0%.

The following table analyses the company’s dervative assets and liabiities into relevant maturity groupings based on the remaining period
at the balance sheet date 1o the contractual matunty date. The amounts disclosed in the table are the contractual undiscounted cash flows
(ncluding interest) and as such may differ fram the amounts disclosed on the balance sheet.

Analysed by maturity Analysed by currency
Creater than Later than
one month one yeal but
and less, than less than Five years
All figures in £ milions nne year five years or mare l'etal Lsh GaP Other Total
At 31 December 2022 T
Rate derivatives - inflows an 471) - (482) (24) (170) (288) (482)
Rate derivatives - outflows 1 490 - 491 224 255 12 431
FX farwards - infiows (304) - - (304) - (304) - (304)
Pxforwards —outflows 313 R T A T 33 T 33
Total T 19 - 18 200 o4 (276} 18
At 31 Decermber 2021
Rate derwvatives - inflows {7 (331 - (338) 9) {150} (179 {338)
Rate derivatives - outflows 12 339 4 355 203 150 2 355
X forwards - inflows {148) - - (148} - (148) - (148)
Plforwards —outflows . 48 R T 148 s T 28 148
Total 5 T g 4 17 284 (148) (119) 17
All cash flow projections shown above are on an undiscounted basis The value of the hedged items and the hedging instruments1s
Any cash flows based on a floating rate are calculated using interest £1.4bn (2027: £1.3bn) and the change 1N value during the year which
rates as set at the date of the last rate reser. Where this s not was used to assess hedge ineffectiveness was £155m (2021, £13m),
possible, floating rates are based on interest rates prevaihng at There was no hedge ineffectiveness,

31 December in the relevant year. All derivative amaunts are
shown gross, although the company net settles these amounts
wherever possible,

Cashflows from the £300m EUR 2025 bond are recerved by the
company from its subsidiary creating a foreign currency exposure
upen the translation from EUR to GBP. Changes in the GBP:EUR spot
Fair value hedge accounting rate will result n changes to the value of amounts due from
substdianes when transtated into GBP. The hedged item s €100m of

A foreign currency exposure arises from foreign exchange
5 b & g this amount due from subsidiaries dencminated in EUR. The hedging

fluctuations on translation of the company's investments 1IN

subsidianes denorminated in USD into GBP. The hedged risk is the Instrument 15 a £100m 2025 crass cprrency swap. It1s expected that
fisk of changes in the GBP-USD spot rate that will result in changes in the change invalue of these items will move n the apposite

the value of the USD investments when translated into GBP The directions as a result of movements in the EUR:GBP exchange rate.
hedged items are a portion of the company's equity investrment in Credit risk management

subsidianes denominated in USD. The hedging instruments are a
portion of the company's Intercompany loans due from subsidiaries
which are depominated in USD.,

The company'’s main exposure to credit risk relates to lending to
subsidiaries. Amounts due from subsidiaries are stated net of
provisions for bad and doubtful debts. The credit sk of each

It is expected that the change in value of each of these tems will subsidiary is wfluenced by the industry and country n which

offset each other as there is a clear and direct economic relationship they operate; however, the company considers the credit risk of
between the hedge and the hedged item in the hedge relationship. subsidiaries to be Jow as it has visibility of, and the ability to influence,
Hedge ineffectiveneass would arise if the value of the hedged items their cash flows.

fell below the value of the hedging instruments; however, this Is
unlikely as the value of the company's investments denominated in
USD is significantly greater than the proposed fair value hedge
programme
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4, Cash and cash equivalents (excluding overdrafts)

Adl figures in £ mifhons 2022 2021
Cashatbankandinnend e %300
240 310

At the end of 2022, the currency split of cash and cash equivalents was US doilar 79% (2021: 66%), sterling 18% {2021: 32%) and other 3% (2021: 2%).

Cash and cash equivalents have fair values that approximate their carrying amounts due to their short-term nature. Cash and cash equivalents include
the following for the purpose of the cash flow statement:

Al figures in b milions 2022 2021
Cashandcashequialerss ... 240 30
240 310

5. Derivative financial instruments
The company's outstanding derivative financial iInstruments are as follows:

2022 2021

Gross
notional Gross nauonal

All figures in £ mulhons amounts Assets iliti amounts Assets Liabilities
Interest rate derivatives T a7 19 T3es 5(9)
Cross-currency rate derivatives 83 34 331 24 (21)
B O VAINES e eeeeeee e eeeseeeee 916 e Aan. 230 =S “
Total J 143 89 (65) 1046 32 (34)
Analysed as expiring
In less than one year 1,016 16 (11) 393 2 4)
Later than one year and not later than five years 420 43 (54) 679 30 (26)
Laterthan five years T Tl T
Total 1,436 59 (65) 1.146 32 (34)

The carrying value of the above derivative financial instruments eqguals their fair value, Derivatives are categorised as level 2 on the fair value
hierarchy. Fair values are determined by using market data and the use of established estimation technmiques such as discounted cash flow and
option valuaton models.

6. Share capital and share premium

Number of Share Share

shares capital premium

000s fim £m

ALY January 2021 I 753258 188 2,620
Issue of arciinary shares - SRare OpTION SENCMES | e oo 3044 T B
At31December2021 756,802 189 2,626
Issue of ordinary shares - share option schemes 1,199 - 7
By DAk O Uty e (a2208) 00 z
At31 December 2022 715,733 179 2,633

The ordinary shares have a par value of 25p per share (2021. 25p per share). All issued shares are fully paid. All shareholders are entitled to receve
dividends and vote at general meetings of the company. All shares have the same nghts.

On 24 February 2022, the Board approved a £350m share buyback programme in order to return capital to shareholders. During the year,
approximately 42m shares were bought back and cancelled at a cost of £353m. The nominal value of these shares, £10m was transferred to the
capital redernption reserve, In 2021, no shares were bought back.
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Financial statements
Notes to the company financial statements continued

7. Treasury shares

humber of
shares
000s. £m

At 1 January 2021

Purchase of treasury shares
Newly issued treasury shares
Release of treasury shares

Purchase of treasury shares
Release of treasury shares

At 31 December 2022

The company holds its own shares in trust to satisfy its obligations under its restricted share plans. These shares are treated as treasury shares for
accountng purposes and have a par value of 25p per share.

The norminal value of the company's treasury shares amounts to £0.5m (20271: £0.4m). Dividends on treasury shares are waived

At 31 December 2022, the market value of the company’s treasury shares was £18m (202 1: £10m). The gross book value of the shares at
31 December 2022 amounts to £15m (2021: £12m).

8. Contingencies

There are contingent liabilities that arise in the normal course of business 1n respect of Indemnities, warranties and guarantees in relation to former
subsidiaries and in respect of guarantees in relation tc subsidiaries. The total value of guarantees made by the company in relation to its subsidiaries
is £889m. In addition, there are contingent liabilities in respect of legal claims. None of these claims are expected to result in & material gain or loss to
the company.

9. Audit fees
Statutory audit fees relating to the company were £38,037 (2021: £35500).
10. Related party transactions

Subsidiaries
The company transacts and has outstanding batances with its subsidiaries. Amounts due from subsidiaries and amounts due to subsidiaries are
disclosed on the face of the company balance sheet.

These loans are generally unsecured and interest is calculated based on market rates. The company has interest payable to subsidiaries for the year of
£137m (20271 £91m) and interest and guarantee fees receivable from subsidiaries for the year of £105m (2021 £32m). Managernent fees payable to
subsidiaries in respect of centrally provided services amounted to £16m (2021: £11m). Management fees receivable from subsidiaries in respect of
centrally provided services amounted to £34m {2021: £30m). Dividends received from subsidiaries were £605m (2021 £72rn), which includes £49m
(2027, £mil) of returns of caprtal distributed by subsidiaries.

Associates

There were no related party transactions with associates in 2022 or 2021,

Key management personnel
Key management personnel are deemed to be the members of the Pearsan Executive Management team

It is this Committee which had responsibilty for planning, directing and controlling the activities of the company m 2022, Key management personnel
compensanon is disclosed in note 36 to the consohdated financial staterments.
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11. Group companies

tn accordance with section 409 of the Companies Act 2006, & full list of subsidiaries, partnerships, associates, joint ventures and joint arrangements,
the country of Incorporation, the registered address and the effective percentage of equity owned, as at 31 December 2022, is disclosed below. Unless
otherwise stated, the shares are all indirectly held by Pearson ple. Unless otherwise stated, all wholly-owned and partly-owned subsidiaries are
included in the consalidation and ail associated undertakings are included in the Group's financial statements using the equity method of accounting.
Principal Group companies are identified in bold.

Wholly-owned subsidiaries

Launtsy Reg Cuauntry eg Cadntry leg
Registarad compd ty name of Incorp othce Registered company name of incorp office Regelered company name of Incorp office
Aukizan Wesley Longiien, us 3 Fatatall - Ghdow i L A I'earson Canada Inc [ »y
Addison-Wesley Educational Pabhsbers ug 4 Falstaff ne LS 55 Pearson Centidl Europe Spatka 7 Pl 39
re FBH, ne U a ograniczona adpowiedssinodoy
ZL(S) PTE Limited 56 ; o } - imitec
AZL(S) PTE Limite, 5 73 Ceorge (S-anghai] Commercial o 1 Pearson College Limited (24 i
Aldwych Firance Limited UK 1 Informanon Corsuttng Co | Ltd Pearson DBC Holdings Inc. s 4
ATl Professionel Development L € us 4 Glabe Fearnn ne. s 17 Fearson Desarrolla y Capacitacion <l 81
ATIStudios AP P 5. 5RL R0 78 Hememann Eduzanonal Botswana Bvy 8 Profesional Chite miards
Atkey Finarce amited i 7 {Fublishers) (Proprietary) Linited Pearson Detitschland GmbH bt 82
s FIrarice e s 4 \ndiatan Fducation Private Limited 1N p] Pearson Digital Learming Puerto Rico, Inc PR 76
Carmsaw, Inc. Js a ntegral 7. Irc S 4 Pearson Dollar Finance plc UK 1
CAVSAWLSA, e N 171 NTELLIPRO, INC LS 13 Hedrsun Uolar Finance 1wo | nited Uk 1
Centro Cultaral Americanc Tranquias e 15 <nowlndge Analysws Technologres, LLC us 18 Pearson Educacion de Chile Limitada L 81
Cameérrio tida LCCIFR Traiming Consulancy, td N 64 Pearson Educacior de Colombia S.AS. <0 84
Century Consultants Ltd, [ i3 Lessonl ab, Inc. 17 Pearson Fducacior de Mexito, S.A. MX 85
Certiport China Holding, LLL LS 4 Lignum Oil Compary N3 4 de CV.
| au ; 5
Certiport. Inc s 4 |ION 5G FTF 17D o 73 Pearson Lducacion de Panaima SA PA &6
Clutch Learning. Inc. s 4 L ongman (Malswi) Liruted M an Pearson Lducacion de Pera s A Pt 87
F P ducacion SA ;
Cogmed Systers A SF 14 Longrman Group(Overseas Holdings) UL 1 #arson Educacion ] El‘i BB
Cannections Academy of Florida, 1€ s 20 Lirrited Pearson Fducanan (Sirgapore) Pre Lid® el 5
Lannections Acddermy of lowa, [1¢ Us 24 Longmar ndackina Acqusiuer, - L.C s A Pearson Educatinn Atrica (P Lid I 47
Connections Acaderny of Maire, 1 1C us UK I ongman Tanzaria Limited” TZ &8 Pearson Educarion Asia Limited HK 93
Connections A¢ademy of Maryland, L_C Us EL] I ongman Zambis Lducationral Pubhshers 7M &9 Pearson Eduration Satswana aitt) 3!
. . Pty oid {Proprietary] Lirmited
Connections As aderry of \ovada, L_C Uy 3t
) . Loengman Zumibahwe (Private) L ed LW 47 Perarson [ducatico do Brasil Ltda BR 60
Connections Acatderry of Sew Mexico, us 32
LLE Lengmaned Ecuaddor S A LC 71 Prarson Cducation Hellas Sa GR 26
Connechions Acaderry of Oregor, LLT s £V Lumert Education LLC Us 41 Prarson [ducation Hokdirgs Limited' UK 1
Connecnions Academy of Penrsylvama s 38 Majar 123 Lierited* LK | Pearson Fdacation Indoching Lirrited TH 89
ne MeasureUp of Delaware, t1C Us 4 Pearson Fducation Investments cimited LK 1
Connections Acaderny of Tervesses, LLC 15 40 tModern Curriculurn Ine s 17 Pearson Edacation Karea Limited KR a0
Connertions Acaderiy of Texds LLC us 41 Multi Treinamerito @ Editora | ida ER al Pearson Education Limited UK 1
Cornections cducatior L.C s 4 M7 DJevelopment o, s 4 Pearson Education Narmibia (Py) Lumited  NA a1
Cornections “ducatior of Honda, L.C s 20 National Computer Systermns Japan Co, Jtd (P 74 Pearson Frucation Publishing Lireitec NG 97
Cornectinns “ducatior, Inc s 4 “avvy Educatior, | O 3 22 Pearson Education Resources talia SRL 1T 67
Lredly, Ine Us 4 NCS Information Services Techrology N 75 IPearson Lducation 5 A Uy 93
Dormurie Press, Inc s 17 tReyng) Co Ltd Pearson Lducation SA AR 94
Doran hirarce Lirited 2 7 NCS Pearson Pty t1d Al 48 Pearson Fducation South Alrica (Pry} td - ZA 47
N S, - e . o o
EBNT Canads Holdings ULC A 5 NCS Pearson Puerto Rico, -re. R 76 Pearson Education South Aws e, td 5C /3
<
EBNT Holdings Limited CA 5/ NCS Pearson, Inc. -2 30 Pearson Education Tawan Led W 9
EBNT LISA Holdings Inc 5 4 Opiror: iteractive L1 C LS i6 Pearson Education, Inc. S A
eCollege com w5 4 Ordinate Corporatior L5 v Pearson Educational Measurement cA 36
Edexcal [ imied' * K 50 Pearsun (Beying) Management N 77 Canada, Inc
Consulting Co, Ltd N R .
Education Developrent 'rterrational Ple Ui i ne B Fearson Fducaticral Fabhishers, |0 O LS a4
Pearson America LLC s A "
Education Resoarces (Cyprus) Limited oy 51 parso Pearson Fgitim Cozurmlen Tikaret TR 61
Pearson Arsterdam B Y NL 79 Limited Sirket!
Educanonal Management Group, Inc (R 53
Pearson Australia [inance Urhmited LK 1 Pearson Falstaff {Holdirgs) Irc LIS 4
Embanet LlLC CA 4
. Pearson Austraha Groap Pry Lid AU 48 Fearsor Falstaff »oldco LG LS 4
Einbanet-Comrpass Knowledge Group re. US 20
Pearson Austraba Holdings Pty Led AL 48 Pearsor France FR 0
Enghsh Language | carning and us 54 .
Instrucuar Syster, Inc, Pearson Benelax BV NI i) Pearsor Funding Four | imited"” UK L]
Faethm Holdings Pty, Lintited Ao 43 Pearson Books timited'” LK 50 Pearson tunding pic' UK 1
Faethm P Pty Lirited AL 48 Pearson Brazil Finarce Liruted® UK 50 Pearson Hokdings Inc. s 4
Facthm Led LUK 1 Pearson Busiress Services Inc. s il Pearson Holdings Southern Atrica LA 47
Fasthm Pty Limited A a8 Pearson Carada Assessment Inc, A a0 {Pey) Limited
Bl g,
Fasthm USa1 € s 6 Pedrson Carada Finance Unhmited LIk 1 earson Hargary L.-C Ay 75
Pearsen Carada Holdings Inc A =0 Yearsan India Education Services IN 23

Srivate Limited
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Financial statements

Notes to the company financial statements continued

Country Reg Courty g
Registerad ¢ ompary name of Incorp office Regtered compdny name ollncorp  office
Pedrson International Finarce limired? LK 1 TO Clapham Limited* UK. 50
Pearson Investment boldings, nc s 4 TQ Educaton and Traiming Lirmitod UK i
Pearson Israel (P.1) Ltd IL 66 TG Education and Traming | imited SA 56
Pearson Japan kKK I 49 TG Glubal Limred UK 1
Pearson Lanka (Private) | imited LK &3 TQ Group Limited UK 1
Pearson | anka Suppart Services LK 12 i0 Holdings | imited UK 1
(Pruvate) Limited WVue Testing Senaces Israet Lid R 46
Pearson Lesotho {Ply) Lud > 62 Vue Tosting Services Karea Limited KR 35
Pearson Loan Finance ho 3 1mited b ! Willams Education, Gmbl - i3 -%
Pesrson Loan Finance No 4 | imited UK 1
Pearson Loan Finance No 5 Limited UK 1 * In hquidation
Pedrson Loan Finance No 6 | pmited UK 1 T Derectly owned by Pearson ple.
Pearson Lusn kinarce Unlimited UK 1
Pearson Longman Liganda Limited JG a3
Pegrson Malaysia Sdn Rhd. MY ]
Pedrson Management Senvices Lumited' U< 1
Pearson Management Services PH 33
Phillippines inc,
Pearson Manyland, Inc us 1
Pearson Magambique, | imitada M7 42
Pearsor Netherdards B Y NI 79
Pearson Netherlands Holdings 3V NL 79
Pesrson Naminees [ imited? JK 1
Pearson Onlire Tutonng L1LC Ls 1
Pearson Overseas Holdings Limired! UK 1
Pearsun PLM P R, Inc HFR i9
Pearson Perstier Nominees Limited UK 1
Pearson Pensior Property Fund imited UK 1
Prarson Pension Trusiee Senvices LK 1
Limited?
Pearson Phoerix Pty ctd Al 48
Peoarson Professional Assessmernits L 1
Lirrited
Pearson Real Estate boldings Irc s 4
Pearson Real Estate tloldings | mited!” LK 50
Pearson Schweiz AG <H 34
Pearson Services Limsted UK 1
Pearson Shared Services Limitad K 1
Pearson Strand Finance Limited LK 1
Pearson Strand Limited LK 1
Pearson Sweden AR 1 i
Pearson YLIF Furope BV ML At
Prarson VUE Phifippines, inc P 27
Fengum Capital, LuC S 4
PN Holdings Inc LS 4
ProctorCam, Ing us 4
2T Ffficient Erglish Services I} 83
SYNT Limnited UK 1
Reading Property Heldirgs LLC J5 3
Rebus 2larming Assouates, Iro LG 10
Reston Publshing Compary, IrC [ 4
Rycade Capital Corporatian Us 4
Sharghal AWl Edacatior Software td N /2
Silver Jurdets Ginrs Ing Js 4
Skyhght Training and Fubbshing Inc ) 52
Smarthinking, Inc o5
Sourd Foldirgs i s
Sparrow Phoenix “ty Ltd Al A8
Spear Insurance Company Limited BY 45
The Waite Groap Inc us 17
T Catalis | imired* L 5C
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11. Group companies continued
Subsidiary addresses

The totlowing list includes ail Pearson registered

offices worldwide.

Registered office address

1
2

f

16
17

28

0

3

32

80 Strand. London, WC2R ORL, Ergland

The HIVE, 3 ' Tloor, No 44, Pillayar Kol Street,
Jawabarlal Nehru Road, Anna Nagar, Chenna,

TN 600040, India

¢ T Corporanan System 155 Federal St Suite 700,
Bostan, %A, 02110, Urited States

The Corparation [rust Company, Corporanon Trust
Certer, 1209 Orarge Stroet, Wilmington, New Cautle,
DL 19201, United States

9, #13-05/06, Narth Buona Vista Drive,

The Metrapolis Tower One, 138588, Singapore

340 halkka . Chattahoochee Hills, GA, GA 3026k,
yUnited States

14 Floor The ffey [rust Centre, 11/-126 shenif
Street ‘Upper, Dublin 1, Ircland

Dps Corsulting Services Zroprietary Lirited, Flat
54513, drnt &a, Courtyaid, Village, Gabiciune,
Fotswana

117, Ne 208, Ser 1, Cvic Blvd, Datong District, Taper
Ciry, 10351, Tawanr (Province of Chinay

The Corporation Carrpany, 40600 Ann Arbor Rd

E Suite 201, Plymouth, MI, 48170, United States

The Corporstion Trast Incorperated, Suite 201, 7405
York Road, | utherville Timoeriarn, ML, 21093, United
Slates

#1, 3. 5" Hoar, Last Tower, Workd Trade Centre,
Fehelon Square, Colombo, O1, Sni Lanks

820, Bear Tavern Road, West Trenton, Mercer,
NJ, 08628, Urited States

Gustavsturdovagen 137, 167 51 Bromma,
Steckholm, Sweden

Avenida Francisco Matarazzo n® 1400 Edificio Milano
- /Pardar, Conunta 72 - Sala 25 de Margo - Agua
Aranca, S3o 2aulo, 05001 903, Brazl

105 F Street #24, Davis, CA, CA 95616, Lnited States

€ T Corparation Systerr, 330 N Yrand 3vd, Glerdale,
LA UTI03-2330

e Corporation Cormpany, 7700 E Arapahoe Rd
Suite 220, Centenmal, L0, 80112-1268, Urited States

50C, 4C1, Calle de la larca Ldificio Ochoa, San Juan,
OUSHT-196%, Puerto Rico

C T Corporation System, 1200, South Pine Island
Raad. Plantation, FL, 33324, United States

Suite A7h, 34T, No. 586 Longchang Road, Yangpu
District, Sharghal, China

LT Corportien System, 289 S Cubver S, | awroncewlle,
CA, 30046-480%, Jrited States

7" Floor, SD32, CQOC /, 8 & 9, Survey No.01 ELCOTIT/
ITES - SEZ sholinganallur, Chennal, TN GQ0119, India

C T Corporation System, 400 E Court Ave,
Des Moines, 1A 50304, United States

27 B 13 em, Neépfurdé utca, Budapest, 11328, Hurgary
4 7alogau Str, 15343 Agia Paraskew, Athens, Greece

27/F Trident Tower, 312 Sen, (il Puyat Avenue
Makat City, Metro Manila, Philippines

C 1 Corpuration System, 128 State ST #3, Augusta,
ME, 04330, United States

7 St Paul Street, Suite 1660, Baltimore, MD, 21202,
Urited States

€1 Corporation System Inc, 1010 Dale Street North,
St 7aul MM, 55117 5603, United States

The Corporation Trust Company of Nevada,
701 5 Carson St Suite 200, Carson City, N, 89701,
United States

1 Corporation System, 206 S Caranado sve,
Espanala, N, 87537 2792, Linited States

Registeres office adaress

Registeled office address

33

34
35
EL)

33
40

41

a2

13

45

46

47

48

49

50

55
ob

57

EL]

)

60

=)

67

63

o4

a5

&b

67
68

74F North Tower, Rockwell Busiress Center COR.
Shendan & United Street, Brgy. boghway Hills,
Mandaluyong, Phikppines

10 Gewerbestiasse, Cham, 6330, Switzerland
21, Mugys-ro Jung-gu, Seoul, Repubiic of Korea

199 Bay Streel, Commerce Caurt West, Sulte 2800,
Taronto, ON, M5 148, Canada

€ T Corparation System, 780 Cammercial Street SF,
STF 100, Salem, QR, OR 97301, United States

T Corporatian Systerm, 600 N. /' street, Suile 401
Harnsburg, PA 17107 1071, United States

Ulica Seamocka 8 01-748, Warszawa, Polard

C I Corpuratron Systermn, 300 Montvae R, Knoxville,
TN, 37919 5546, Unied States

{T Carporation Systern, 1999 Bryan Street,
Suite 900, Dallas, Tx, 75201, Linited States

Nurmero 776, Avenids 24 de Julho, Maputo,
Mozambrque

Plot 8, Berkley Road, Old Kampala, Uganda

Blales, Cagsels & fArayron | LP, Suite 3500, 855 -2
Street SW. Calgary, AB, T22 418, Canada

Power *touse, 7 Par-laville Ruad, PO Box 1826,
Hamilton, HW 11, Bermuda

Dereck Ben Gurion 2, BSR Building 9" Moor,
Ramat Gar, 52573, lsrael

Auto Atlantic, 4 Floor, Carner Hertzog Soulevard
and heerengrachrt, Cape Town, 8001, South Africa
459-471 Church Street, Richmond, Melbourne, WC,
3121, Austraha

11F Kanda Square, 7 7-1 Kanda Nishikicho,
Chiyoda-ku, Tokys, 101 0054, fapar

Aroll Adusary Ltd., The Shard, 32 London Bridge
Street, | ondon, SET 956G, England

195, Archhishop Makarios |1l Avenue, Neotlesus
House, Limassel, 3030, Cyprus

Hlinws Corporation Servica Company, 700 5 2 - Street,

Springfield, 1L, 62703, Urited States
18/F, 1063 Kirg's Road, Quarry Say, Hong Kong,

251, Littde kalls Drive, Corporaticn Service Company,
Wilrmieglon, OF, 19808, Urited Srates

28 Liberty Street, New York, NY, 10005, Lirited States

King tahad Road, Olaya, Riyadh, 58774, 11515,
Saudi Arabia

A4 Chipman Hill, Suite 100G, Saint Jon. NB,

E2L 456, Canada

Saite 2600, Three Bentall Contre, PO Box 43314,
595 Burrard Street, Vancouver, BC V7% 1L, Canada
Unit 30-01, Level 30, Tower A, Verucal Business Suie,
Aveniue 3, Bangsar South, No &, Jalan Keninchi,
59200 Kuala Lumpur, Malaysia

Avenida José Luiz Mazzah, n® 450, Sala H, Setor
Médulo 03B, GI P Louverra |, Santo Antdnio, Louverra,
5P, CEP 13.290-000, Brazil

Midda Kule Kozyatagi, Kozyatagl Mahalles), Degirmoen
Sokak No18 Kat& 15, Kadikoy. Istanbul, 34742,
Turkey

1+ Floor Christie House, Orpen Rosd, Maseru,

1 esatho

MAGA ONF Level 22, No 200, Nawala Road,
MNarahenptta, Colombo 05, 11222, 50 Lanka

Rocm 305 Buldding 2, 6555 Shangehuan Road,
Pudorg Dstrict, Shanghal, China

AMG Global, Glebal House, Kristwick, Masauko
Chipembere Highway, Elantyre, Malaw

Meitar Law Offices, 16 Abba Fillel Rd, Ramat Gan,
H250608, 'srael

Via Costarza Arconat, 1, Milano, 20735, Italy

2 ) Box 15, 'PS Building, Maklaba Street,
Jar €5 Salaam, Tanzania
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Plot 1281, Lungwebungu Road, Rhades Park, Lusaka,
Zarmkaa

Ter etage, 2 rue Jean Lantier, Farls, 75007, France
Andalucia y cordero L12-35, Ldiliuio CYLDE

pise 1, Oficina 11, Sectar “La Floresta®, Quito,
Pichincha, Leuador

Suire 302-3,Block 3, No. 333 Weining Road,
Chiangring District, Shangha, China

15-01. 63 Chula Street, 6449514, Singapore

totkoku Horel Towier 180,11 1 Lichi Sanwa-Cha,
Chiyeda ku, Tekyo, Japan

Sulte 1201, Tawer 2, N 36 North Third Rirg Fast
Ruad, Dongcheng Distnct, Beging, Ching

268 Muroz Rivera Avenue, Surta 1400, San JJan,
00918, Puerto Rico

Suite 1208, 12/1, Tower 2, Na. 36 Narth Third Ring
East Road, Dongcheng Districy, Beijing, Ching

Str Poltehinici 3, Bragov, 500019, Rumania
Kabelweg 37, Amsterdam, 1014 BA, Netherlancls
176 Yonge Streel, 6 Floor, Toronto, ON, MSC 217,
Canadd

Oficina N2117, edificio Casa Colorada, calle Merced
N®B38-A Santago Centra, Santiago, Chile

/o Pearson Deutschland Gmbl i, St-Martin-Str 82,
Munich, 81541, Germany

30" Floar, Ratu Plaza Otftice Tower, |l Jend, Sudirman
Kav 9, jakarta, 10270, Indonesia

Carrera / Nro 156 - 68, viso 26, Bogota, Colombidg

Calle Antonio Dovah jaime # /0. Torre 8, Piso &,
Col. Zedec ed Plaza Santa Fe, del, Alvare Obregon,
Cwidad de Mexacao, CP 01210, Mexico

Funta Parifica, Torres de las Americas,
Torre A Piso 15 Ofic 1517, Panarma, 0832-0588,
Panama

Cal Los Halcones, no 2 /5, Urk Limdtombo, Lima,
Perd

16, Ribera del Leira, Madrid, 28042, Spain

87/1 Capital Tower Building, All Seasons Place unit
1604 & 16" floor. Wireless Road, Luimpin,
Pathurmwan, Bangkok Thailand

6F Kwanjeeny Building, 35, Chennggyecheon Ro,
Jongno-gu, Seaul, C3188, Repuhlic of Korea

Uit / Kingland #ark, 958 Micke| Street. Prosperita,
Wirdhoek, Narubia

B, Secretariat Road, Obateml Awclown Way,
Alausa, lkeja, Lagos State, Nigend

Juan Benito Blanco 780 - Plaza Business Lenter
Montevideo. Uruguay

498, Libertadar Ave, City ot Bucnos Aires. 3 flcor,
Buenos Aires, Argentina
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Financial statements

Notes to the company financial statements continued

Partly-owned subsidiaries

tountry % Reg
Registered company Name of Incorp Ownea  office
Cortport China Co Led N 1
Educational Publishers LLP Uk 85 2
GED Domams 1L us 0 3
GED Tesung Service LLT us 0 4
Pearson Education Achicvement 7A Q7.3 5

Solutions (RF) (Pty} Limited

Pearson Pension Trustee | inited Uk 50 2

Associated undertakings

Courty % Reg
Regstered compary Name oflncorp Owned  office
Acadoermy of Pop LIC TS 40 &
I earn Capital Specal Js 4959 &
Opportunities Furd 1,1 P}
Learn Capital Ventue us 7i83 8
Partpers fl, LR
learn Capital Venture KY a9 9
Partaers WA, Li*
Learn Capital Venture S5} Guis 8
Partners, | P*
Peldng Uniersity Pearson {Beifing)  CN 45 in
Cultural Development Co., Ltd
rPrepana Setemas de Testagern e BR 222 7
Avallacau s A
Pui Man Publshing Linited [ 43 11
Smasheut, Inc us 25493 127
The Egyptian Internatior:al LG 49 13

Fublisting Lompany-Langman

* (n liguidation.
t Accounted for as an ‘Other finanaal asset’ within
NBN-CUITENT assets.

Partly-owned subsidiaries and associated
undertakings company addresses
Regstered office address

Shanghai City, China
7 80 Strand, London, WC2R ORL, Lrigland

3 1 Corporatior System, 4701 Cox Read, Suite 285,
Glen Allen, Herrico, VA, 23060-0000, United States

4 Tke Corporation Trust Company, Corporation Trust
Center, 1708 Qrange Streel, Wilmingtor, New Castle,
DF, 19801, United States

5 Auto Atlantic, 4" Floor, Carner bertzog Baulevard
and heerengracht, Cape Town. 8001, South Africa

6 251, Intle Falls Drive, Corporauen Service Cormpany,
wilmington, DE, 19808, Unied States

TS TIOTALLLL, 35 Rua Pedra Leasa, Lentio, Rio de
janerro, R, 2003G-030, Brazil

& ncorporatirg services, Led, 3500 S Dupont Way,
Dover, ke, N, Unted Satey

4 Campbells Corporate Services L imater, Hoor 4,
Willow Hause, Cricket Square, Grand Caymar,
KY1 9070, Cayman Islands

10 Swie 216, No 127 1 Zhongguancan North Street,

tiaidlan District, Belpng, China

Rua de Peguirm MO 230-246 17 L, Macaw Rinance

Centre, Matau

12 C/oCorporation Service Company, 2711 Centerville
Aoad, Suite 400, Wirrmgtor, Delaware, 19808 Unted
States

13 103 Husseir Wassef 5t, Midan Missaha, Dokl Ciza
12311, Pyt
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Five-year summary

All figures in £ millions 2022 207 2070 2019 2018

Sales: By operating segment

Assessment & Qualifications® 1,444 1,238 1,118

Virtual Learning 820 713 692

English Language Learning 321 238 218

Waorkforce Skills 204 172 163

Higher Education 898 849 956
Lo L1 S 28 20
Totalsales . 3BT 34283397 3B69. . 4129
Adjusted operating profit; By operating segment

Assessment & Qualifications® 258 219 147

Virtual Learning 70 32 29

English Language Learning 25 = i

workforce Skills (3) 27 26

Higher Education 91 73 93

Strategic review* 15 19 6

Total adjusted operatingprofit 4% 38 ;3 ose 546_
Operating margin - continuing 11.9% 11.2% 9.2% 15.0% 13.2%
Adjusted earnings

Total adjusted operating profit 456 385 313 581 546
Net finance costs {n {57) 61} {41) {24)
Income tax {71) (64) (83) 27
Non-conmrolinginterest e e B 4 2)
Adjusted earnings 382 263 449 547
Weighted average number of shares (millions} 7381 7541 7854 7770 7781
Adjusted earnings per share 51.8p 34.9p 28.7p 57.8p 70.3p

Priar periods have not been restated to reflect the adoption of IFRS 16 in 2019.

Sales and adjusted operating profit for periods pricr to 2020 have not been restated to reflect the new organisational structure including the transfer
of retained English-speaking Canadian and Australian K12 Courseware businesses from Strategic review (o the Assessment & Qualificanions division.

* Comparative amounts for 2021 and 2020 have been restated to reflect the move between operating segments.
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Other information

2021 2020 2019

358 315 418
101% 101% 72%

133 229 213
17.6p 30.3p 27.4p

4,280 4134 4,323

350 463 1016

385 313 581
_________________ 6o A% B
325 303 572

9,857 10,625 11,096
3.3% 2.9% 5.2%

7,187 7,708 B,097
,,,,,,,,,,,,, 4%% 39 T1%
20.5p 19.5p 19.5p

Al figures n £ millions 2022
Cash flow . l l
Operating cash flow 401
Operating cash conversion 88%
Free cash flow 222
Free cash flow per share 30.0p
Net agsets 4,415
O e et e e 557 380 463 106 143
Return on invested capital

Total adjusted operating profit 456
Operatingtaxpaid PR ).
Return 361
Gross basis:

Average invested capital 10,896
Return on invested capital 3.3%
Net basis:

Average invested capital 7.89%6
REWIM ONIMVESTEL COPIBL e 46%
Diwvidend per share 21.5p
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Financial key performance indicators

The following tables and parrative provide further analysis of the financial key performance indicators which are described in the financial review
of the annual report on pages 20-25, shawn within the key perfarmance indicators on page 19 of the annual report and shown in notes 2 and 8
of the notes to the consolidated financial statements.

Adjusted perfermance measures

The annual report and accounts reports results and performance on a headline basis which compares the reported results both on a statutory

and on a non GAAD (non-statutory) basis. The Group®s adjusted performance measures are nun-GAAP (non-statutory) finanaal measures and are also
included in the annual report as they are key financial measures used by management to evaluate performance. The measures also enable investars
to more easily, and consistently, track the underlying operational performance of the Group and its business segments by separating out those rtems
of income and expenditure relating to acquisition and disposal transactions, major restructuring programmes and certain other items that are also not
representative of underlying performance.

The Group's definition of adjusted performance measures may not be comparable te other similarly titled measures reported by other companies,
Areconciliation of the adjusted measures to their corresponding Statutory measures 1s shown below,

Sales

IUnderhang sales movements exclude the effect of excharge, Ui unpadl of portfolio changes ansing from acquisitions and disposals and the impact

of adoptng new accounting standards that are not retrospectively applied. Portfolio changes are calculated by taking account of the additional sales
{at constant exchange rates) from acquisitions made in both the current year and the prior year. For acquisitions made in the prior year, the additional
sales exduded is calculated as the sales made in the period of the current year that corresponds to the pre-acquisition period in the prior year. Sales
made by businesses disposed in either the current year or the prior year are also excluded. Constant exchange rates are calculated by assuming the
average exchange rates in the prior year prevailed throughout the current year. These non-GAAP measures enable management and investors to track
mare easlly, and consistently, the underlying sales performance of the Group

Assessment & wirtal ! arigg!;: Workforce Higher Slrategie

Allfigures i £ eullions Gualificanons | earing Learning Skills Education Review T

Statutory sales 2022 1,444 820 321 204 898 154 3,841

Statutory sales 2021 Ness 71338 2849218 348
Statutory sales increase/{decrease) 206 107 83 22 49 (B4) 413

Comprising:

Underlying increase/{decrease) 95 28 57 12 (33) {5) 154

Portfolio changes - - 9 15 - 61) 37
Statutory sales increase/(decrease) L2087 82 M b 413
Statutory increase/{decrease) 17% 15% 35% 19% 6% (299% 12%

Constant exchange rate increase/(decrease) 8% 4% 28% 16% {496 (30)% 3%

Underlying increase/(decrease) 8% 4% 24% 7% (4)% (16)% 5%
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Other information
Financial key performance indicators continued

Adjusted operating profit

Adusted operating profit excludes the cost of major restructuring; other net gains and losses on the sale or closure of subsidianes, joint ventures,
associates and other financial assets; and intangible charges, including impairment, relating only to goodwill and intangible assets acquired through
business combinations ar relating to associates. Other net gains and losses also includes costs related to business closures and acquisinons. Further
details are given below under ‘Adjusted earnings per share’, Underlying adjusted operating profit moverments exclude the effect of exchange, the
impact of portfoho changes arising from acquisitions and disposals and the impact of adopting new accounting standards that are not retrospectively
apphed. Portfolio changes are calculated by taking account of the additional contribution {at constant exchange rates) from acquisitions made in both
the current year and the pricr year.

For acquisitions made in the prior year the additional contnbution excluded is calculated as the operating profit made in the penod of the current year
that corresponds to the pre-acquisition period in the prior year. Operating profit made by businesses dispesed in either the current year or the prior
year is also excluded. Constant exchange rates are calculated by assuming the average exchange rates in the prior year prevailed throughout the
current year. This non-GAAP measure enables management and investors to track more easily, and consistently, the underfying operating profit
performance of the Group.

All figures in £ millions 2022 2021
Operatingproft T 271 183
Cost of major restructuring 150 214
Other net gains and iosses (24) {63)
Intangible charges 56 51
R DS O QS DNy T EASE et E S .
Adjusted operating profit 456 385
Enghsn

Assesarnent & wirtat I anguage Workforce Higher Strategic
All figures in L rmillions Qualfications | earnming L earning Skills Fducation Review Total
Adjusted operating profit increase/{decrease) 39 38 10 30 18 4 71
Comprising:
Underlying increase/(decrease) 14 28 5 (18) 9 - 38
Portfolio changes - - 2 (10} - {5) (13}
Exchengedifferences L 0 L . 46
Adjusted operating profit
increase/(decrease) | 39 LB L I GO 8 @ (AN
Constant exchange rate increase/(decrease) 6% 88% 47% (104)% 12% (26% 6%
Underlying increase/{decrease) 6% 886 33% {67)% 12% - 1%

Adjusted earnings per share

Adjusted earnmings includes adjusted operating profit and adjusted finance and tax charges. Adusted earnings 1s included as a non-GAAP
measure as it is used by management to evaluate performance and by investors to mare easily, and consistently, track the underlying operational
performance of the Group over tme, Adjusted earnings per share is calculated as adjusted earnings divided by the weighted average number of
shares in 1ssue on an undiluted basis.

The following items are excluded from adjusted earnings:

Cost of major restructuring - In August 2022, the Group announced a major restructuring programme to run in 2022 The programme includes
efficiencies In product and content, support costs, technology and corporate propérty. The restructuring costs in 2022 of £150m manly refate to
severance and impairment of right-of-use property assets. In March 2021, the Group announced a restructuring programme to run primarily in 2021
The programme includes the reorganisation of the Group into five global business divisions and the simplification of the Group's property portfolio to
drive significant cost savings. The costs of these restructuring programmes are significant enough to exclude from the adjusted operaung profit
measure so as to better highlight the underlying performance (see nate 4}

Other net gains and losses - These represent profits and losses on the sale of subsidiaries, joint ventures, assodates and other financial assets
and are excluded from adjusted earnings as they distart the performance of the Group as reported on a statutory basis.

intangible charges - These represent charges in respect of intangble assets acquired through business combinations ar relating to associates.
These charges are excluded as they reflect past acquisition activity and do not necessarily reflect the current year performance of the Group.
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QOther net finance income/casts - These include finance costs in respect of retirement benefits, finance costs of deferred consideration, fair value
moverments in relation to financial assets held at fair value through profit and loss and foreign exchange and other gains and iosses. Finance income
relating to retirernent benefits is excluded as management does not believe that the conschidated income statement presentation under 1AS 19
reflects the economic substance of the underlying assets and liabilities. Finance costs relating to acquisition transactions are excluded as these relate
to future earn-outs or acquisition expenses and are not part of the underlying financing. Foreign exchange and other gains and losses are excluded as
they represent short-term fluctuations in market value and are subject to significant valatility, Other gains and losses may not be realised in due course
as it1s normally the intention to hold the related instruments to maturity.

Tax - Tax on the above iterns 15 exciuded from adjusted earnings. Where relevant the Group alsa excludes the benefit from recognising previously
unrecognised pre-acquisition and capital losses. The tax benefit from tax deductible goodwill and intangibles is added to the adjusted income tax
charge as this benefit more accurately aligns the adjusted tax charge with the expected rate of cash tax payments,

B addilion, unie Gffileinis suLh as the smpact of Lhe UK tax rate change and changes in local tax law have been excluded,

All tigures in £ milligns 2022 2021
Profit for the ye;r 777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777 244 178
Non-cantroiling interest (2) (1
Cast of major restructuning 150 214
Other net gains and losses (24) (63
Intangible charges 56 a1
Other net finance income (53) (51
UK pension distretionary increase 3 -
00000000 OO U oL S 65)
AdJusted QarmiNgS 82 263
Weighted average number of shares (millions} 7381 7541
Adjusted earnings per share 51.8p 34.9p

Return on invested capital

Return on invested capital (RCIC) is included as a non-GAAP measure as it 15 used by management ta help inform capital allocation decisions within the
business. ROIC is calculated as adjusted operating profit less operating cash tax paid expressed as a percentage of average invested capital. Invested
capital includes the original unamortised goodwill and intangitles. Average values for totalinvested capital are calculated as the average monthly
balance for the year. ROIC 15 also presented on a net basis after removing impaired goodwill from the invested capital balance. The net approach
assumes that goodwill which has been impaired is treated consistently to goodwill dispesed as itis no longer being used to generate returns.

2022 2021 2022 2021
All figures in £ millians Gross Gioss Net Net
Adjusted operat-i;wég;gf.i-r‘ ---------------------- 456 385 456 385
L e L« O @) (L ) N (&0
Retum . OOV OO N - S .- L 220
Average goodwill 6,490 5758 3,490 2,063
Average ather non-current intangibles 2,012 1,970 2,012 1970
Average intangible assets - product developrment 948 892 948 892
Average tangible fixed assets and working capieal lase 123 1446 1237
Averageinvested capital 108% 987 7,89 7162
Return on invested capital 3.3% 3.3% 4.6% 4.5%
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Other information
Financial key performance indicators continued

Return on capital

Return on capital (ROC) is included as a non-GAAP measure of how efficiently we are generating returns from our asset base, ROC is calculated as
adjusted operating profit less adjusted income tax as a proportion of capital, where capital adjusts net statutory assets for net debt, retirement benefit
assets, other post-retiremnent medical obligations and other non-gperating iterms. These adjustments to net statutory assets have been made to better
reflect the asset base that generates returns.

All hgures in £ millions
Adjusted operating profit

Adjusted income tax charge

Return .

Net statutory assets

Adjustments for:

Net debt 557 350
Retirement benefit assets (581) (537
Other post-retirement medical benefit obligation 25 34
Other noN-operdting assets | B @1}
CAPItAl e e 4439 4085
Return on capital 8.7% 7.9%

Operating cash flow

Operating cash flow is calculated as net cash generated from operations before the impact of items excluded from the adjusted income

statement plus dividends from joint ventures and associates (less the re-capitalisation dividends from Penguin Random House); less capital
expenditure on property, plant and equipment (including additions ta right-of-use assets) and intangible software assets; plus proceeds from the sale
of property, plant and equipment (including the impacts of transfers to/from investment in finance lease receivable) and intangible software assets;
plus special pension contributions paid; and plus costs of major restructuning paid. Operating cash flow 1s included as a8 non-GAAP measure I order
to align the cash flows with the corresponding adjusted operating profit measures.

All figures in £ millions 2022 2001

Dividends from jaint ventures and associates 1 -
Purchase / disposal of PPE and software (133) (176)
Net addition of nght-of-use assets {29) (30
Net COSts PRId fOr MAlOT FOSIIUCIUTING | e et e e e st et e o 24
Operating cash flow 401 388

Cash conversion, calculated as cperating cash flow as a percentage of adjusted operating profit, is also shown as a nenN-GAAP measure as this is used
by management and investors to measure Cash generation by the Group.

All figures i £ milions 2022 2027
Adjusted operating profit 456 385
B =L OO L O -2
Cash conversion 88% 101%

Operating cash flow, operating free cash flow and total free cash flow, which are non-GAAP measures, are disclosed and reconciled in
note 33 of the notes to the consoldated finanaial statements as they are cormnmonly used by Investars to measure the cash performance
of the Group.
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Net debt and adjusted earnings before interest, tax, depreciation and amortisation (EBITDA}

For information, the net debt/adjusted EBTDA ratio 1s shown as a non-GAAP measure as it is commonly used by investors to measure balance sheet
strength. Adjusted EBITDA is calculated as adjusted operating profit less depreciation on property, plant and equipment, and amortisation on
intangible software assets.

All figures in £ millions 2022 2021
Adusted operating proft T : 456 385
Depreaation (excluding items included in ‘cost of major restructuring) 88 100
Amortisation on intangivle software assets (excluding items included in ‘cost of major restructuring) 123 13
Adjusted CONDA 667 . . 5%
Cash and cash equivalents 558 937
Overdrafts (15) -
Investment in finance lease receivable 121 115

Derivative financial instrurments

Bonds

Net debt/adjusted EBITDA ratio
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Sharehoider Information

Shareholder Information

Shareholder Information

Pearson ordinary shares are listed on the London Stock Exchange
and on the New York Stock Exchange in the form of American
Depositary Receipts.

Corporate website

The investors' section of our corporate website www.pearsonplc
com/investors provides a wealih of information for shareholders.
it is also possible to sign up to receive email alerts for reparts and
press releases relating to Pearson at www.pearsonple.com.

Shareholder information online

Shareholder inforrmation can be found on our website at
www.pearsonplc.com/investors.

Our registrar, Equiniti, also prowdes a range of shareholder
information online. You can check your holding and find
practical help on transferring shares or updating your details at
www.shareview.co.uk. For more information, please contact our
registrar, EQuiniti, Aspect House, Spencer Road, Lancing, West
Sussex, BN92 6DA. Telephone 0371 384 2043* or, for those
shareholders with hearing difficulties, text phone number

0371 384 2255*.

Information about the Pearson share price

The company’s share price can be found on our website at
www.pearsonplc com/investors/performance/share-price-dividend
It also appears in the financial columns of the national press.

2022 dividends

Payment Date Amount per share

Interim 20 September 2022 6.6 pence

Final’ 5 May 2023 14.9 pence

1. Subject o approval by sharcheolders at Lhe 2023 Annual Gencral Meeting
2023 financial calenda

Ex-Cividend date
“Record date

Last date for dmdend reinvestment 13 Apnil 2023
electian
‘Annual General Meeting 28 Apri 2023
“Payment date for dvidend and share 5 May 2023

purchase date for dvidend reinvestment

Payment of dividends to mandated accounts

Should you elect to have your dividends paid through BACS, this
can be done directly inte a bank or building society account, with
the dividend confirmation voucher sent to the sharehoider’s
registered address. Eguiniti can be contacted for information

on 03771 384 2043*.

Dividend reinvestment plan (DRIP)

The DRIP gives shareholders the right to buy the company’s shares
on the London stock market with thewr cash dividend. For further
information, please contact Equinition 0371 384 2268*.
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Individual Savings Accounts (ISAs)

Equiniti offers a Flexible Stocks and Shares ISA. For more
information, please visit www.eqi.co.uk or call customer senvices
on 0345070 0720*

Share dealing facilities

Equiniti offers telephcne and internet services for dealing in Pearson
shares. For further information, please contact their telephone
dealing helpline on 0345 603 7037* or, for online dealing, log on

10 www shareview o uk/dealing. You will need your shareholder
reference number as shown on your share certificate.

A postal dealing service 1s also available through Equinits,
Please telephone 0371 384 2248* for details or log on to
www.shareview.co.uk to download a form.

ShareGift

Sharehalders with small holdings of shares, whose value makes them
uneconomic to sell, may wish to donate them to ShareGift, the share
danation charity {registered charity number 1052686).

Further information about ShareGift and the charities it has
supported may be obtained from their website, www.ShareGift.org,
or by contacting them at ShareGift, PO Box 72253, London,

SWIP 9LQ.

American Depositary Receipts (ADRs}

Pearson's ADRs are listed on the New York Stock Exchange

and traded under the symbol PSO. Each ADR represents one
ordinary share. For enquiries regarding registered ADR holder
accounts and divigends, please contact BNY Mellon Sharecwner
Services, PO Box 43006, Providence, Rl 2940-3078, telephone
1(866) 259 2289 (tcll free within the US) or 001 201 680 6825
{outside the US). Alternatively, you may email shrrelations@
cpushareownerservices.com.

voting rights for registered ADR halders can be exerased through
Bank of New York Mellon, and for beneficial ADR haolders {and/or
nominee accounts) through your US brokerage institution. Pearson
will file with the Securities and Exchange Commission a Form 20-F.

Share register fraud: protecting your investment

Pearscn does net contact its shareholders directly ta provide
recommendations or investment advice and neither does it appoint
third parties to do so. As required by law, our sharehclder register s
available for public inspection, but we cannat contral the use of
information obtained by persons inspecting the register. Please treat
any approaches purporting to onginate from Pearson with caution.

For more information, please log on to our website at www,
pearsonplc.com/en-GB/ investors/shareholders/shares-sharehaiding

Tips on protecting your shares

— Keep any documentation that contains your sharehoider
reference number in a safe place and shred any unwanted
documentation

— Inform our registrar, Equiniti, promptly when you change address

— Be aware of dividend payment dates and contact the registrar
if you do not recewe your dividend cheque or, better still, make
arrangements to have the dividend paid directly into your
bank account

— Consider hoiding your shares electronically in a CREST account
via a norminee,

* Lines open 8 30 ar 1o 9 30 pe Monday (o Fnday fexcluding JK pubhic naliceys)



ESG data

Our performance

About our reporting

This report provides a summary of Pearsor's sustainable business strategy and our environmerital, social, and governance (ESG) performance for
the calendar year ended 31 December 2022. Our Reputation and Responsibility Committee, the highest Board Committee responsible for our
sustainability agenda, has reviewed the reported information, including the list of material topics on page 30.

Global Reporting Initiative (GRi)

Our report is in accordance with the GRI standards, using the GRI 1: Foundation 2021 guidance. There is no relevant GRI sector standard for
our industry.

Sustainability Accounting Standards Board (SASB)

We continue to report in line with the SASE's standards to provide industry-based insights into the most relevant sustainability-related risks and
opportunities for the media, and professional services sectors.

UN Global Compact (UNGC) and the UN Sustainable Development Goals (SDGs})

We were proud to partiapate in the Early Adopter Programme of the UN Global Communication on Progress (CoP) designed to add value and
streamline sustainability reporting for all participating companies of the UN GC. Our CoP is publicly available on our participant profile at: https://
ungfobalcornpact orgiwhat-is-gc/participants/7319-Pearson-plc

Lifelong learning and education have an important role to play in achieving all the UN SDGs, but we focus our efforts on those where we have
the greatest impact, Our pricrity SDGs are: 4 quaiity education, 8 decent work and economic growth, and 10 reducing inequalities

ESG material issues reporting against GRI and SASB

Material issues  GRI SASB Page/fweb reference Comments/omissions

Product GRI 203-2: significant indirect Risks, apportunities, and management
effectiveness  1mpacts approach: Pages 30-38
Performance: Page 18
Social Bond Reporting: hitps://plc.
pearson.com/en-GB/investors/
S debt-investors/social-bond-framework o
Consumer GRI 203-2: significant indirect Risks, opportunities, and management
engagement  impacts approach: Pages 18, 30-38
i Performance: Page 18
Digital growth  GR) 203-2: significant indirect Risks, opportunities, and management
impacts approach: Pages 30-38
Performance: non-financial KPIs -
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, pa 18 e S
Employee average hours of Risks, opportunities, and management  We do not report on
learning and training per year, per approach; Pages 30-38 average hours of trainmg.

development

employee

GRI404-2: programmes for
upgrading employee skills
and transition assistance

programmes

GRI 404-3: percentage of
employees receiving regular
performance and career
development reviews

Performance: Pages 18, 221-226

In 2022, we launched a
new approach to
engagement as a

driver of growth and
retention, including a set
of performance
measures. 100% of direct
ermployees covered by
Gallup survey.

Employee SV-PS-330a 2 (1) voluntary and  Risks, opportunities, and management
engagerment (2)involuntary turnover rate for  approach: Pages 30-36
employees SV-PS-330a.3. Performance: Pages 18, 221-226
employee engagement %
Inclusion and  405-1 Diversity of SY-PS-330a.1. & SV-ME-260a.1.  Risks, opportunities, and management
diversity gavernance badies and percentage of gender and racial/  approach Pages 30-36

employees

ethric group representation for:

executive management

(2) professionals

(3} all other employees
SV-ME-260a.2. description of
policies and procedures to

ensure pluralism in news media

Parformance: Pages 18, 221-226
Sociat Equity portal: https Z/www.
pearson.com/en-us/social-equity.htmil

content
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ESG data continued

Material issues

GRI

SASB

Page/web reference

Comments/omissions

Reducing our
environmental
impact

Data privacy
and cyber
security

GHG Emission scope 1, 2, 3.
Baseline and methodology.
Any offsets including type,
amount, criteria

GRI 418 -1 Substantiated
complaints received
concerning breaches of
customer privacy, and losses

SV-PS5-230a.1description of
approach to identifying and
addressing data security risks
SV-PS-230a.2. description of

Risks, cpportunities, and management
approach: Pages 30, 36-38

TCFD Report: Pages 39-41
Performance: Pages 18, 36-41,
221-226

The following sections of our report

detail:

— our approach to data security risks:
Pages 43-52

In the event

of a reportable breach,
we would disclose
infarmation about the

of customer data policies and practices relating to
collection, usage, and retention
of customer information
SV-PS-230a.3.

number of data breaches
percentage involving customers'
confidential business
information or personally
dentifiable information

number of customers affected

incident and commit to
contact any affected data
subjects in a timely way.
In line with regulations,
we will disclose material
lapses to the relevant
regulators. To the extent
that any relevant
regulator should find
fault with cur data
management and/cr data

— governance of data privacy, cyber
securnty and technology resilience:
Page 82

— approach to customer data and
safeguarding and training provided:
Pages 30, 36

— consumer-facing privacy center
explaining how Pearson uses
personal information: https/Awww.
pearson.com/en-us/privacy-center

html security practices, they
will publish their findings/
sanctions.
GRI General Disclosures Index
Disclesure Page/Location  Cornment
2-1 Organisational details 120, 140,
150
22 Entities includad in the organisation's sustainabiliy reporting 209211 T
2-3Reporting period, frequency and contact poset T 2022 annual report,
__________________________________________________________________________________________ sustainability@pearson.com
2-4 Restaternents of information 223
75 Exernal assurance httpsplcpearson.com/
en-GB/purpose/our-esg-
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, reporting o
2- 6Actwvnt|es value cham and other business re\atlonsmps 16-17
27 Employees 777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777 2426

2-8 Workers who are not empioyees

We do not currently report
on workers who are not
employees, Most comman
type of warkers are regular
employees (19,051} and
most commoen type of work
performed is in testing
centres, technology, sales,
customer services, and
prof.

2-15 Conflicts of interest

2-16 Communication of critical concerns

'é3"%"t'éin'éc'i};}é'i{%iéwré"dgé&'ii%é'H@Héé&éb&é?ﬁéﬁ'&é body T
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Disclosure Page/Lecation Comment

2-24 Embedding policy commitments 30-42

2735 Processes to remadhate negarive impacts, '"'hn’;}é'}'f";ii&".{iéééé}{éé'r%}' """"
2-26 Mechanisms for seeking adwice and raising concerns https://plc pearson.com/
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, et ee oo eoeee oo en-GB/corporate-policies
2-27 Compliance with laws and regulatlons 80-87

'2-28 Membership associations T 38 we are also memibers of the

Global Business Coaiition for
Cducation, and the
Corporate Consultive Group
of the World Resource
Institute (W

moach tD stakeholder engagementw e e

Our Employee Engagement
Network (EEN) champion the
voice of our employees at
board level. Members
reprecent diverse genders,
ethnicity groups,
geographies, ages and
tenures.

ESG performance tables

Environment

Re-baselining: Following our re-baselining policy, in line with best practices standards, we have re-based our emissions to reflect the change in
reporting scope and categones, as well as reviewed and updated calculation methadologies for the reporting pericd 2018 - 2022, This process has
been verified and assured by a third-party auditor, Cerporate Ctizenship.

Methodology: We follow the requirements from the GHG Protocol Corporate Accounting and Reporting Standard (revised edition) to calculate our
emissions. For scope 2, we use the dual reporting methadaology (location and market-based approach). together with some of the latest emission
factors fram recognised public sources, incduding, but not limited to, the UK Department for Business, Energy and Industrial Strategy, the International
Energy Agency, the US Energy Information Admnistration, the US Environmental Pratection Agency, and the Intergovernmental Panel on Climate
Change (IPCC). Energy use includes gas and electricity consumption in MWh and vehicle fuel use corverted from mileage into Mwh using BEIS
conversion factor. For 2022, we are also using the latest global warming potential from the IPCC's Sixth Assessment Report.

Carporate Citizenship, an independent third party has verified our energy consurnption; scepe 1, 2 and 3 GHG emissions; and renewable electricity
dlaims, as well as our socal KPIs. See Corporate Citizenship assurance statement here: https://plc. pearson.com/en-GB/purpose/our-esg-reporting

Greenhouse gas (GHG) (carbon dioxide equivalent) emissions overview (metric tons CO,e)

2018 rebaselined 2018 previously
2022 201 figures reported

12205
4 583 P

ScopeW
Scope 2 (market based)

531,663 410,164
584,648 463,859
548452 4

7”370 853
401,995

R
Total UK scope 1 and 2 (market-based)
In[ensiry ratio
tCO / M sales revenue (scope 1, ZmarketbasedandB) 107 THmae T

Energy

On-site generated electrn:lty (MWh)
Total gas consumption (MWh) T

Totai fuel ol consumpti
Veh\cles (MWh)
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ESG data continued

Resource use 2022 2021

Share of waste recycled in office space
Waler

Total water consumption (m] 538,556% 152,702

* We report estimated water and waste in some of our properties by applying an intensity rauo per sgm based on all actual data available
This year, we extended the scape of sites with actual data that are includecd in 2022 figures

Social

All ermployee figures, with the exception of total average number of employees (as noted below) are based on employee volumes as at
31* December 2022

Qur Erployess pliry 202
Total average number of employees fortheyears 0 2043 2074
Employees by geography (Regional Representation) L 20169 21350
S B8 O D Oy i oo oo i 10694 ] 13,670,
UKES OF 3T DOCOMDET o et S 3931 38
Rest of World as of 31 December 5,544 5,854
* Total average number of emplayees is ¢aleulated using a Full ume Equivalent (FTE) methadology, as an average across the reporting
perod
Gender dwersity breakdaown 2022s 202120 200

Not Disclosed ) 1% 1%

Total part-time, regular, employees _21% 21%

Not Disclosed T 1% 1%
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Number of senior

posinans o1 the Percentage of
Murnbwer of boasrd Percentage of the board (CEQ, CFO. Number in exccutive executive
Board and Mxecutive Tram's gender identity or sex members board SIM and Chait) management* managerment

Not specified / prefer not o say

Number of serior

posingns on the Percentage of
Number of board Percantage of the board (CEG, C1O, Number in execulive execlrive
Board and Executive [ear's elrimie background members hoard SID and Chair) managernent* management

White British or other White
(including minarity-white groups)
Mixed/Multiple Ethnic Groups

Not specified/ prefer not to say

Fermale leadership breakdown 2022 2023

Semorleadersmp 41%

Percentage of women in technology reles (IT/engineering) T 31%

bmployee racial and etnmic dwersiry breakdown 2022 2021

! e iowus)a2%(uK)  20%(US) 9% (UK
VP and Director {US and UK) 18% (US) / 13% (UK) 17% (US) /7 13% (UK)

Manager (US and UK) 25% (US) / 14% (UK) 230% (US)/16% (UK

Ernployee racidl and etnnic diversity breakdown - US 2022 2021

%oftoralwarkforce gy g
Asian

Not Stated

Employee ravial and ethre diver sity breakdown - UK 2022 2021

% of total workforce 18% 9%

* Az prestribed by LRSH 6R{10), for the purpose of this disclosure, the Executive Managerent ingludes te Company Secratary
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ESG data continued

% of toral rnanagm’ﬂem warkfarce (Us and UK) 2022 2021

Not Stated ) B ) /4 3y
Turnover 2022 2001
Turnover rate total average fortheyear® 0. G974/3%%  7232/3%%
YOy O T 4658/22% 5P62/23%
Involuntary turnover 2,316/11% 21707 10%
*9 calculated using average 2022 H/C of 21,342, not 2022 year end position

Turnover by gendor 2022 2021
Towlfernale A3/ 200 4512/ 20%

Not dlsclosed - ) ' 76 /0% -

Turnover by age gmup

Under 30 years old
30 50 years old

No date

New hures 2022 2021

Total number of new hires - not disclosed 122 /2% T A5
*9 calculated using average 2022 H/C of 21,342, not 2022 year end pasitian

New hires by age group 2022 2021
3050yearsold o e S a% o
OVer SOYEEIS O e 7% ] 7%
No date 1% 1%
Emplayee engagemewr measures® 2022 2001
Engagement e e 3960

*Sourced from Gallup Access Proprlety da[a
AGrandMean on a 5-point Likert scale

Governance 2022 2021
‘ 2 - Lo
Percentage of employees completing code of conduct certfication or trammg 100% 100%
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Reliance on this document

The intention of this document is to provide information to
shareholders and is not designed to be relied upen by any other
party or for any other purpose.

Forward-looking statements

This document includes forward-looking statements concerning
Pearson's financial condition, business and operations and its
strategy, plans and objectives. In particular, all statements that
express forecasts, expectations and projections, including trends
in results of operations, margins, growth rates, overall market
trends, the impact of interest or exchange rates, the availability of
financing, anticipated cost savings and synergies and the
execution of Pearson’s strategy, are forward-locking statements.
By their nature, forward-looking statements involve known and
unknown risks and uncertainties because they relate to avents
and depend on circumstances that may occur in the future. They
are based on numercus expectations, assumpticns and beliefs
regarding Pearson's present and future business strategies and
the environment in which it will operate in the future. There are
various factors which could cause Pearson's actual financial
condition, resuits and development to differ materially from the
plans, goals, objectives and expectations expressed or implied by
these forward-looking staterments, many of which are cutside
Pearson’s control. These include international, nationat and local
conditions, as well as the impact of competition. They also
include other risks detailed from time to time in Pearson’s
publicly-filed documents and, in particular, the risk factors set out
in this document, which you are advised to read. Any forward-
locking statements speak only as of the date they are made and,
except as reqguired by law, Pearson gives no undertaking to
update any forward-locking statements in this document
whether as a result of new information, future developments,
changes in its expectations or otherwise. Readers are cautioned
not to place undue reliance on such forward-looking staterments.
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