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Pearson is here to add life
to a lifetime of learning

Each one of us is a work in progress. No matter
now much we accomplish in life, there’s always
maore to do, more to be — now more than ever.
Maore sides of ourselves to discover, more
chapters to add to our story. The minute we
stop learning is the minute we stop fully living.
And through it all, there’s Pearson.

With us, learning isn't just something to get
through; it's a chance for a breakthrough.

A challenging, enriching experience you
undertake knowing it's taking you forward and
making an impact. For those who want progress,
not just potential, Pearson is your partner in the
moments that matter, proudly creating
experiences that are fuli of lite, so yours

are too.

We are all works in progress. Luckily, knowing
who to turn to in learning dcesn't require a

learning curve of its own. Partner with Pearson
and realise the life you imagine. Irage ~emoved |

Learn how p




2021 highlights

A year of strategic and

operational progress

New purpose, mission, vision, values
developed in 2021, and launched in

Q12022

Add life to a lifetime

of learning

Read more on page 4

Achieved tinderlying
sales growth of 8%
and adjusted
operating profit
growth of 33%,
aheac of
expectations™®

Launched
new digital,
consumer
centric
strategy anc
organisational
design

} Read more
on page 20

ESG framework
refreshed,
reaffirmed
commitment to net
zero by 2030

b Read more on pages 44-415

Rolled out a global
remote working
policy offering our
peopie flexibility in
how and wnere we
work

LaLinched new
learning service,
Pearson+

} Read more on
page 28Read more on page
32

Image removed

Strengthened
management
team, focus
on talent
development
at all levels

Read mare
on pages 48-50

New Chair and Deputy Chair appointed

Omid Kordestani

Image removed

Tim Score

tmage removed

Acquisition of Faethm, the warkforce Al
and data analytics company

|

’ Read mare on page 37

Image removed

Dividend
inCreased

by 5%

Dividend per share

20.5p

Chart removed

a} Growst ratres are stated 90 2n usdetlyng bas s tarGeghout (ris report urless ot erwie States dndertying grow: ™ rates exclude currency mavements a~d porifolic chenges, by Constant
exchange raftes are calculated by assoming the average =x1n iFe prior year presailed (hrough the current year, o) The busiress per'armance’ meas.res are non-CAA® mezsures, and
rezoncl a ors 1o the equivalent ctatutory headng urcer IFRS are neludec ir the financial ke, perfarmacce .nd cators secuon on pagos 274-728
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Our business at a glance

Designed to help everyone
achieve their potential

2021 adjusted
Our businesses operating profit*

| Assessment & Qualifications

As people upskill and reskill more oten n teir Ives Ny are
increasingly look ng to some form of certificauon 1o prove thesr
IMage removed achevemen:, Everytiing we do across our five civsicns has the Chart removed
notential to lead to some forre of assessmert, gualficaiion or
certlizate, ensunng this dvision 1s our lamgest business by revenue
and consume« reach

} Read more on page 30

“Virtual Learning
Qur virtual _earning div sior offers Righly effecive online learning far

cveny, age anc stage of ed.acatar. Users arc able 1o earn where whern,

and how they learn best, giving therr a truly pesenalised experierce.
Image removed Chart remaover

>

Engflig'h“ Language Learﬁingj

CQver | 5 billan peaple ase learming English nght now Vhethe~ theyre
prepar ng 13 study abroad, move forward in ther careers or ive Inan
English speak rg country we have (e COUTSes 810 855855 Tents te
IMmage removed help them achieve their goals We offer digiral and blencod bnglish
solations Lo educational NSULLUSNS I 1623 countnes around the world.
as well as e flagship Pea~son Test of English e focus or serving the
comrmicted carrer

Chart removed

’ Read mare on page 34

| Workfarce Skills_

The word sfwork 15 crang'ng fast, We nelp workers gain the skills they
~eed to bacst tho employability and oper up new jcb and tareer
arospects. We a 50 Fe p enployers urderstand, maintair and enhanze
Image removed the value of therr most imponant asset - their necple. Qur aCquisIlions Chars remaved
of wokforce Al anc predictive anatics compary Faethm in 2025 anc,
Tore ~ecently, the digita credenualing company Credly Fas boosted our
capaniines i this hgh growth cynamic market

’ Read more on page 36

- Higher Education
\We are a market eader n producing d gtal learing mate-izl or colleges
ang unve-sices nthe US and ac-oss other majer markets in 2027, we
@Jnzhed Pearsor+ a direct ¢ consdmer subscr Hlicn expenerce that
Image remaved gives studems simpre and affordable access to edsoks nd sudy ools
Our high-gLel ty digital Content pro/Ices enriching experiences o7 move
tnar 10 mill.on students every year.

} Read more on page 38

* Treowis ons | stes onhs Dage 90 100177 L28 CLAINeSSEs Lroer STAtER ¢ eeein ELT wni Lo gre D3 O TRE 573D 507 500 8607t £ ULt T 0 £3%5m
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Why we exist

Our purpose

We add life to a lifetime
of learning

At Pearson, we add life to a lifetime of learning so everycne can realise the
life they imagine. We do this through creating vibrant and enriching learning
experiences designed for real-life impact.

Learning is usually the second largest component of GDP, after healthcare,
and the market is expected to grow from £5 to £7 trillion by 2030. Every
year, we bring the resources to learn, and the assessments and
qualifications to prove achievements to millions of learners, worldwide.
And in today's inter connected digital world, cur learning ecosystem
encompasses not only formal primary, secondary and higher education,
but also, increasingly, workforce skills.

With us, learning isn't just something to get threugh; it's a chance for a
breakthrough. A challenging, enriching experience you undertake knowing
it's taking you forward and making an impact.

Our vision Our mission
Everyone can realise Create vibrant and
the life they imagine enriching learning
through learning experiences designed

for real-life impact

Image removed
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Our values

1. We ask why?

4. We deliver quality.

We chellenge the status quc b We hold our castomers and consumers
2 g by

challergirg ourselves.

2. We ask what if?

We spark carosity to Innovate new

ir the hughest regard, and our wark 1o the
nighest standards

5. We make our mark.

possib ltes (or everyane We execute with speed and zgility to leave

3. We earn trust.

a1351ING IMpact Or everyone We serve

e bulo credibility by actrg with Integrity

every cay

Living our values

Image remayed

hrtps Hole
pearsan comy/
en-GB/careers

Asking why: "Pearsan really imvites 'ts people o as<
why DeECaLEe a5 a carrpany t's peen commrited 0
rrarsformtsell 1o siay "elevant to 175 custome: s and
10 sErve LS COMMmUumTy beiter ” Image removed
Zerin

“echnology Business Pariner

Asking what if: "I more people as«< "Wrat 7, i wil
Felp us grow and be a corsumer-cersr © brand, &
corpany that really matlers to pecole”

Khoa

Director of Marke: Development

Image removed

Earning trust: “l want 1o make sure that ' earn the

trust of our cardidates, snd I'm going co My best 1o
make iherr (@sting at Pedrsan. the biest mament of
ther- Ife”

Image removed

Dwyane

Test Cemre Marigger

Delivering guality: "l give regular presentat ons (o
Felp otner peoole In my field siay Lp to date on tne
thirgs that are Fappening. Tnese are things | don

arder (o ersure that we Fave gaalty in our fielc ” Image remaved

Keisha

Senior Research Direcor

Making a mark: “.t's important for me 1o work for

2 compary that makes ar mMpacl L<e Pesrson pecaLse
Ioruyy peheve Tnat all corporations should do good i
the veorfd.” Image removed

Gemma
Jirector of Finangia; Commurucaaiors
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Chair's note

This is a new Pearson

“The robust digital foundations for the
next stage of Pearson’s journey are now
in place. This is a new Pearson, bringing
new digital products and services to
market at pace.”

2021 dividend growth

5%

Image removed

Return on capital in 2021

7.9%

"It has truly been a privilege to serve as Chair
and to oversee Pearson's transformaticn over
the past six years. | am confident that this great
company is well positioned to succeed.”

Sidney Taurel, Chair




Dear shareholders,

As i come to tne end of myume as Char of Pearsor. 1 want to share
myy reflections on the ransformation that the campary has been on
over the last six years,

AL The stars of rmy tenure we gucclerated e reshaping of Pearson
response Lo s'gn ficant and "apia changes 'm our mar<ets, This
nvolved a simplification programme to modernise the company,
create grealer efficiencies and urlock cost savings We strengihened
oLr balance sheel Through grestir g ror-core act waes which dic not
3l.gn with the strategy, and we placed & rmoratorum on acquisitions,
Our strong financial posit on erabled us to Invest in technglogy and
digmisation, gnd it 1s now cnabling us o expand and graw again

As | reacn e end of my tenute, we have realigred the business with
what we see as one of the greal market growth opportunit es of the
271 Cantiry - Iifelong learning We have for same ume beer
artculaung our vision of being the leacing compary for people wha
wart to upskill or resqll et any point i their lives, Last year. we
cutlired a strategy 1o enaple Ls to achieve that vision “he
accelerated digitalisanion ir almost all aspects of our lives, only
Lrnderhnes the rmare digital, more direct t¢ consumer mode! that we
are pursuing under our sen or leadersip team

The robust digital foundations for the next stage of Pearson's jourrey
are nowin place. Th s s 3 new Pearson, bringing new digital products
ard services to markel ol pace.

I'am preud of all that we have achreved, ano hard over to ry
successor cenfident in Pearson's praspects Pearsor has a strong
strategy. a strong Boarc and execulive team, and 1€ 1N a sUrong
financal pasition

Most Importantly, Pearson 1s @ business with a clear ang smporiant
purpase - to add ife 1o a ifenime of learnuing - and s organised
araund and driven by this purpose As Fearsar redlises its v siun,
Lo helo everyone realise the ife they magine trrodgh learming,

we transform lives, lvel hoods end societies while also thriving

35 & busiress

Strategic progress and performance in 2021

larr debghted thatin Ancy Bire, we have a Chief Fxecutve with the
skills 10 pevelor and implement & strategy Lo enable us 1o achieve
ouJr vision That strategy, develuped clasely wit e Board and
anverled In March 2021 5 pzsed around establishing a hfelong, direct
relat onship with ccnsLmers

we reurgan sec along five glabsi business dvisions Assessmen: &
Quelificauons, Virtual Learning, Engl'sh Language Learning, Worxforce
Skills, anc Higher Educauon Al of these are underpmnned by a drive
towa’ s more delivery ¢f semvices direct to consumers. The
success’cllaunck of Pearson+t marked an important milestone along
oJr jourrey 1o becorne the prerier digiial plazform fur lcarring, end
our acquisiwon of Faetbm represented a landrravk for our
deploymert of artficial ntelligence in the workforce arera. We have
also mace progress Ir separating non-core busiressas following a
strategic review of the Group.

Operationzlly, 2021 was a gocd year Pearson repoJnded storgly
from the pandem.c-relatec IMpacts an cur business In 202C while
a:30 Making substanuaruncertyng progress. There s significant
patenual for sLsrainable long-terrm growih goross all of cur dwsiars,

Capitalizing on trends already underway - such 25 rapecly growng
demang far professional cetificauor - we have enjoyed growth in
cur anline bus nesses and made progress in Erghsh Language
Learring ard ir Workforce Skills We are also seeing sigrs of
srabilisation in LS < gher Education Courseware desyite the drop i
errolments intne U5 2021,

Building on our ESG priarities: our sustainable
business pillars

Alongside the strategic changes made under Andy's stewardshi, the
Board end managemen: have together directed effort towarcs
Jpdating our values and culiure, praging them Lo semve the
achievement of our new visior and mission (see page 4 for more or
this) They also support the evoluuor of our sustaimanle bus ness
strategy Our evolved framework, which you <an reac mare about on
page 40, prioruses the polential that Pearson has, a5 the world’s
leading earning campany. to make the biggest oosit ve impaci cn our
soLICh, people and manet

Image remgwerd
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Chair's note continued

We have putincreasing emphiasis o0 tie role of our people, a5 they
are ou- greatest asset, The drive to upskill and embed cont nual
learning throughout ar erployee’s r me ar Pearson, combined witn
our ongoing focus an Diversity, Fquality and inclusion (DE&D at all
levels of the company continue apace Employee upskiling is a key
o*fering for our customers ard we are workirg te ensure that our
own emptoyees (an also access upskilling anc reskilling Lthemselves
35 we connect our strategy Internally and excernally See
Sustamabilty Invesung ir Talent section o1 pages 48-50 for more
on aur approach

We are working towaras a betier gender and ethmic mix throughoat
the cothpaiy, We ateeleialed vur prugiess s area and this
remains 2 priority ‘or us You can f nd more detals on Board diversity
Inthe Gaverance Report starting on page 76.

Fromn an ervironmental perspecuve we are focused on cuturg
cmissions through our supply chain and through digital
transformation, We are on tracs (o be a net zerc carcor busircss
by 2030, which you can read more about on pages £4-45

Financial strength

The sirengih of aur financal position enabled us N 2020 to maintaim
our dividero notwithstending the many pressures o the externs|
environmert. Thanks (o the strong performance of the business ard
our good cash management in 20271, we have further strengthened
our financial posion and have beer able to grow our dividend. in
Ine with oar progress ve dividerc policy.

e have also beer able to use our balance sheetin sLpport o our
stralegy, acquirning Al company Fzetkm r 2021 as well as making
other smaller acgu sitions. Most recertly we announced the
acqguisition of Credly the market leader in ¢:gits| crederuals and
rertifications ‘or the workforce

Stakeholder engagement

The conunuing COVID-19 pangemic remained an obstacle 10
In-persan stakeholder engagermentir 2027 However, the Board was
aclive inits artual engagernents with a broad range o stakehalders
As Pearson progresses (Ls GIrect 19 £onsumer sirategy, 1L was
particularly helpful for the Bosrd to receve fotus group feeaback cn
Pearson+ from cJstomers

The Board also engaged extensively with shareholders tollowing o.r
202" AGM; and 1t engaged with our workiorce, th-ough s new cohort
of colleagues joiring ike company’s Emoloyee Engagement Network
You can resc more guodt such engagerment in the Gavernance
Report from page &7.

Evolution of the Board

Following the arnouncement at the AGM of ey intentior to retire,
atharough process was condlcled 1o apeoint a successor, led by
oJr Seniar Indeperdent Director, Tir Score This cdlminated in the
announcement in December of Ormid Lordestan as new Charr
designzte As part of this process, Timwas clevated to Deputy
Chair designate,

Irrage removed

Our approach to
capital allocation

I | | } | | | ‘ ‘ ‘ ‘ | Underpinning all of this is

our solid balance sheet,
investment grade credit rating and compelling
capital allocation approach:

— We continue to invest in the business fcr
organic growth

—We lcok at value enhancing acquisitions
with a focused and disciplined approach to
drive future returns

—We are committed 10 a progressive and
sustainable dividend

— We will return surplus cash to shareholders
vig buybacks or special dividends as and
when appropriate

§ | Pearson plc | Annual report and accounts 2021




Dmia brings aignificant expernence of leadrg ar o adv sing some ot
the world's pest-known corsdmer technolagy crands, which wil,
further Pearson's arrbrtion 1o accelerate 'ts digial. 1felong

learning strategy Foually. | a7n delightec that Tmwil suppor: Omd
&3 Denuty Char —is wealth o experignce ir UK pic, combined with
Omid's ceep tach kniowledge makes them a formicape team.

| believe that this. together with e wider successior work
undertaken by the Baarg 17 s past year, will help accelerate progress
1n deliverrg on our strategy whilst beng reflective of cur strong
commizment Lo good governance You can find more detal anout the
Board recrutment process for Omid ard Board succession planning
generally ~ the Goverrance REporT staring or page 73,

It has truly been a prvilege 1o serve as Chatr and 10 Gwersee
Pearson’s ansiormancn over the past s vears. | am confidert that
s grear cormpany 1s well positioned 1o succeed  an delignied 1o
welcome Omid as my successor as he joins the Board at a very
CXCTME me, congratu’ate Tim agon bus elevation as Deputy Char,
and wish botn of them and the whole company every spccess

gaing forward.

Outlook

Pearson's rransitior 1o a digiral and diregs [ corsamer future 1s
progressing well the neaw, [#rng betind the scenes kas now Teen
done, and the business is well aigned wirk the compellirg market
opportuaites we ~ave -gentifiea The foundat ons are ir place mat
wiil enable the business o grow ir & sustainahle marrer over the
long term.

1 ehewe our new DUSIness SHape gives us enormaws potertial Our
Workiorce Skilis and Fnglsh Langaage Lea g divsiors each
represent significart growth epoc turines ana there arc major
syergles betwoen thern In s digitar age, Virtual Learnng 1s set for
OIE0ING expanzicn, woke | expoct to see comtnued growthn
demand for Assessment & Qualfications Irthe US where our
igher tducauen busress is focuseg, | beleve that the persona-sed,
aigial learning experierces we are creatng for hrghe edacation ang
college students ere shso'ute y Ir tune w th the way the Market s
Toving, esped ally as hgner ecucaton blurs o elong learnirg
Hybrd lea ning, provides Girect 10 consumers. as wel as through
educatiorial Instrunions, s the ‘uture of learning,

Finelly. ' wou ¢ like to thark all of our employees, and & 1 oar
stakeholders who have worked with us to nelp delver our purpose of
adding I fe 1o & Iifet me of iearaing tor people all aroanc the wor.a |
Fave cvery confiderce that with your helg and with its noredibly
talented eadership team, Peg son will continue to grow and prosper
rthe years 1o come. - wish Ormid, Andy aro the teans at Pearsor we!
a2 (hey 1ake this very special company fanward on its now growth-
orienated path.

Sidney Taurel
Chair

L

Introducing Pearson's new Chair

Pearson has appointed Omid Kordestani as a
Non-Executive Director and Chair Designate.
He joined the Board on 1 March 2022,
succeeding Sidney Taurel as Non-Executive
Chair at the 2022 AGM.

Omid brings significant experience

of leading and advising some of the world's
best-known consumer technology brands,
which will help further Pearson’s ambition to
accelerate its digital, lifelong learning
strategy. Over his 30 years in Silicon Valley,
Omid has played key roles in the growth

and success of internet pioneers Netscape,
Google and Twitter. Most recently, Omid
spent five years as the Executive Chair of
Twitter, Inc. and continues to sit on its Board.

Omid said: “l believe Pearson has a
tremendous opportunity to help everybody
achieve a lifetime of learning. I'm excited to
combine my background in leading tech
businesses with Pearscn’s strong sense of
purpose in my role as the new Non-Executive
Chair. Together with Tim and the Board, |
look forward to forming a strong partnership
with Andy and his leadership team to help
capture the company’s enarmaus growth
potential, and to capitalise on the significant
opportunities in digital learning.”

Annual repart and accounts 2021 | Pearson plc | 9



Chief Executive's review

A year of strong
strategic, operational
and financial progress

“We have redefined Pearson’s
purpose to meet this moment in
our world - a moment where
learning is becoming more fluid
and exists inside and outside of
formal education. That purpose
- to add life to a lifetime of
learning - sits at the heart of
everything we do."

Underlying sales growth
in 2021

3%

Adjusted operating profit
growth in 2021

33%

Image -emoved

“Pearson Is refocused and reorganised to
capitalise on this new wave of learning. No other
compazny has the breadth of skilis, the expertise,
or the resources to compete in the way that

Pearson does.”

Andy Bird, Chief Executive




Dear shareholders,

I am delighted to report to you on a yvear of strong strategic,
operationsl srd 1nancial progress at Pearsan, aceved againsi me
Background of a still challenging and uncertaim environmert

We have redefired Pearson's purpose 1@ meet this momrent i our
world - a momentwnere learning 's becoming more iluc and exists
nside ang outs de of formal education. That purpose - 10 add e o
a ifetime o learning - sits at the nezrt of everything we do

& pLrpose —and a strategy - are nothing withaut the errployees wac
bring thase to bfe Over the last 12 months, our employees nave
shown the decication, perseverance, ang comitment 10 drive
Pearsor torward bveryone at Pearson has best and will continue o
be relentlessly focused on executon. That is reflected in our strong
Anancial periormance in 2027, where —ir a very complex
erv.ranment — we delvered ahead of expectanons, with 8%
underhying sales growth, a 33% increase in adjusted operating profic
to £385m and cash convers-on of over 100%

Set for sustainable profitable growth

The manzgement team s alignec and focused on growin, Tanaging
their busimesses well, and aelivering results. Today, you sce a new
Pearson streamlned, well-organised, and focused onwork ng
together zs an agie and .nterconnected comrpany

I'm rrore excited than ever adaut our opperTUrity to make a

positive 'rpact through odr praducts and our peanle We conunue
0 evelve our sustaranle busness sirategy (o align wirh our compans
strategy and purpose Cur digital growih and product cevelopment
are parts of our eort o or ve learnng for evervone We've also
placed renewec erergy Into bulding our talent and aur mnovatian
culiure. so our people car make & difference at scale. As we become
mare digita: we're providing prooucs with a smaller carbon
foolpriry, along with prodacis ard senvices that meet the demands of
2 green economy ana content ihat inf uences aclion As such we are
on track wath our goat to make Pearson a net zevo cavbon busness
by 2030

The sucress of Pearson and the work we do bas never been more
importart. The world is changing, and the very defininon of learning
15 expand ng. We no longer move onky 11 ¢ inear fashion through
school, into nigner education, and ten on to employrent Al of us
are learnirg all of the ome Pearson has refocusec and reorgamsed
L0 capial 58 0N This new wave of learning No ather compary has the
breadth of skills, the experuse, or the respurces to oroete inthe
way that Pezrson coes.

in Marck 2027 Uset oat a stracegy ground a lifctime of learming My
prionties contin.e to centre om oalding a compary thatis d.g tal firsg,
pUts tne consumer atits Feart, and delvers high qualty learning
products to more pecpie at scale thar ever before To cothert, we
hzve createc a new orgarisational structure with five core div siors
and sJpblerented that wth a dedicated cirec? 1o consumer team
that success ully launchec Pearson-

The leaders of those divis ons Fave spent sigmicant ime crafting
thelr st-ztegles 2 execuls on cur slan. Tneres Much work Lnderway
across all of Pearson's dwisions and yoa car read -rore aboutl 1ir
the segmerial review 1N TNIs report Pearson- 1s groweng. with over

2 75 milhon registered users at tne end o 2027 and an ever-
expancing set of student nencly features

Learming 1s na lorger a stage of hfe, 1ts a lifelong journey The neec
1a upskit and ressill nas never beer maore urgent 50, whie we'l
contirue o work w th lang standing partners sueh as schools,
Jniversites, ard colleges, we are also increas ngly working with
employers Corrpanies now play a cntical role 'n that leamning Nife
cycle, ahd we Fave &N oppoTUny 1o help indivicuals org employers
LM INE great resignat on wta the great re-engagemment The recert
acgd sions of Faethm, and Credly 1~ gur ‘Workforee Skills div sior
sigral the direction of travel you can expect frore us, Including ire
expans-an Irto data as g service for ernployers and into credentialing
far workers

A direct to consumer learning ecosystem

Al of this mears that you should starr ta think about Pearson, not

a5 a coliection of iIndricuzl businesses. bul, ircreasingly, as a highty
nterconnected company, with cavanilities that work together to heip
people learn st multiole poinisn the rlives. Pearson has tne
potential to greatly accelerare oJ- grow:h when we ieverage our
businesses ir a coordinated fashion across the entire spectrum

of iearrng.

increasingly, we are build ng direct relalionships witn consumers,
which allows us to better understand their needs, adapt our
products erd keep a dynamic approach in a corstantly chargirg
rmarket We prowide products and services tor tens of millions of
people arcund the world, and every day we are working 1o learn
aboul tbem and from therr, so we can cartirae 1o improve the
experience we nrovige for them Thoseirsights along with cur broad
portiehc. provde 2 sigruficant advantage as we move forward.

As | sad wien we launched Pearson+ o uly 2027, Yve always fedt that
h.gher educatan was Just the starung po 1t for & oreecer consumes
offering. Pearsor+ will be a1 the heart of cur conrected consuTer
ancl commercial strategy.

There are three reasons why Pearson will win
in this new environment:

1

We are the world's leading learning company, with an
unmatched scope and scale; and the deep expertise of
thousands of employees who deliver high quality, trusted
learning solutions every day.

2

We have a great foundation with established, market
leading businesses that are well managed, cash generative
and underpin the company financially.

3

We are bringing together multiple facets of our expertise
to deliver innovative digital learning products through a
more connected commereial and consumer strategy.
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Chief Executive's review continued

We're suilding Peacson+ as the premnier d-gral ecosysterr for elong
earning - whether through school, university, work, langJasges, o | fe
seills = not just for the tens of millon people we serve 1o0say but for 3
growng addressable maket globatly Fearson+ wili become the coe
cigial offering for this company, which | believe has the potent ai 1o
dddress multiple demograpnics ard create a meanngfud basiness on
a global scale.

Conzumers need a way 1o discover, learn, puild skils, and snow
cregentials eag they wanl a great user experience We can deliver
Nat with our broader Pearson ' v sion, Thats possinle Gy dravang on
e carrent assets of the company Inc'uding our recent acqaistors,
and Trough new investment. We will leverage oJr grow:ng
TelANONERIRT WITh STUSENTE, Lo sl et s, a7 CNTOrpnses, andg farget
their specific needs through @ ratust 9ata irfrastructure.

The possibilitves are vast wher we can cornect all of this inta one
eHper ence 1o meet carsumer led learning where 1t happors, rram
diagnostics and skill development, to content, assessment and
credentials, only Pearson has the anility and scaie to succeed. And
that's what we're going to do.

Trnere 15 greal foundational strengtt in cur core businesses, and we
will e relentless in Dursaing the signihcant oppartuines [hat are
avzllable 1o themn gver the coring years But this broader Pear=on+
strategy nas the patent al 1o or ve growth oeyona that This gives a
sense of where we are heading. Its exditing, offering great potente’
for growtr and 's the compan North Star”

Priorities for 2022
| have four key priorities for the year ahead:

® @

Continue the
focus on execution,
quality and trust

Deliver sales

and profit growth

O O

Further embed
customer and Progress and scale
consumer insights Pearson+

into the business

Wetnle we focus on executing today, we're working hard across the
corpany ¢ deliver a Drght tomar ow, ore that 1s focuses or wnere
e market 1s goIng, o future that plays 1o our strergths, that focuses
o the opporiun by for growtn for sharehelders and the corsumer.
that takes olf parts of tnis company and maxes us one, 1o drive
growsh for investors 2nd learners alke,

Looking forwards with confidence

Lastyear, | la ¢ oul & strategy for this new Pearson 'L has been a year
of remarkatie progress ard sigrificant delivery, and  truly be eve
hat we nave reacbeo a pivetal and Important infection point .n aur
evolulan. AS we move Mo 2022, My prior lies are Clear,

— Delver sales and pro‘i growth

— Connnue the focus ar execar on, quality, and rast

— Further embed customes ang consamer insights - anc e total
foc.us on the corsamrer - sCross the compary

— Progress and scaie Pearson-

As we further integrate srd conredt our businesses. the earsor

lcarning ecosysieT wili evolve and thrive, rerferang oar position as

the naual desuraton for [felongearers In rezlising our purpose

- i add et e Iferrne of learning - 2 confizent that we will grow

and oe.wver value for all of our stakebclders, in 2022 ard over tne

Ionger term

Andy Bird
Chief Executive

in
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Investment case

Why invest in us?

QOur purpose at Pearson is to add life to a lifetime of learning
for people around the globe. Learning is one of the greatest
drivers of human progress, so as we fulfil our purpose, we help
transform lives, livelihoods, and societies. We are the global
experts in learning.

Pearson is ideally placed to serve and to benefit from
three big global demand-led areas of opportunity:

20

online and solutions to academic and
digital tools for evaluate and professional skills
schools and address workforce accreditation and

certification

education skills gaps

Pearson’s unique strengths that enable The market opportunity for Pearson

us to win include: Tre markel we operate in 15 large. IUis estmated 1o be worth around
£5 millonrocay - and It is expected 1o grow ro £/ tnfion by 2030,

The pedigree of the Pearson There zre wwo mair drivers of this growth the incressimg numbers o°

learning brand learners progressimg through ‘ormal educatian and the mcrecsing
dermand for Ifelong and in‘or-ral legrning, parucJlarly for ceskiling

The expertise and dedication and upskihng.

of our people Pearson provdes the digral content, learming expererces.
assessmerts, gralfications ard data to take advantage of these

The excellence of our relationships opporiLNlies We arencreasingly adapung our business model o go

with educators and authors direct 0 LonsuUTers (C meetl our LustoTers at the poirt of the”

learnng neec This creaies & more sustanable ousiness with £5G
ntegrated LG aur strategy That s goad for Pasrsor and all aur
staxeholders

The breadth of our offering

The high quality of our

learning content Five reasons to invest in Pearson:

o Market opportunity
The strength and flexibility
of our digital offerings Competitive advantage
The recognition af the accreditations Growth strategy

and certifications we award ‘ .
. Strong financials

Purpose driven

Annual report and accounts 2021 | Pearson plc | 13



Market context

Trends in our markets

The learning ecosystem is flourishing, Although formal education still

represents three quarters of the market, workplace skills and non-academic
learning are increasingly in demand.

®

Post-pandemic,
many consumers
are turning to digital
first iearning

@

Higher education is
broadening beyond
formal learning to
incorporate
workplace learning

@

Opportunity for the
‘great reengagement’
rather than the ‘great
resignation’

®

Learning becoming
ingrained across a
lifetime, with new
skills being acquired
to match longer

©

Growing importance
of certification as the
natural conclusion of
any learning activity

careers and changing
lifestyles

The global learning
opportunity

£7tn

experted size of the
leatning marker by 2030

2nd

largest companent of GI°
11 MOST COUNtres

+1bn

we expect over & hillion
icarne s 1o Fave moved
rhrough formal education
by 2030

Image removed

The growing global learning market

Lifelong learning

4.4% )

CAGR

Corporate

+75%

| Chart removed Formal primary,
secondary

and tertiary
education

market

oS Mwvaw holomg comi 2 030/10-17ll on-glebak-cducat on-mnarke?/
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Global Learner Survey

| In its third year, Pearson’s Global

' Learner Survey, based on the

views of thousands of people

across the worlg, identified how

the pandemic has reshaped

society. People are re-evaluating

} their careers, there is increasing
interest in social justice and more
faith in the education system.

Learm more
onlne,
Image removed

hrtpe//ple pearson com/en-GEB/future-
learning/global-lear ne-survey

Irage rermoved

Women in the workforce

4/5 3/4

Four in five women sLrveyed 7450 of women believe bias
ate using the pandertic 1o ard dscnminaton ate sull
reconside: therr careers making it dificuit te find new

carear opporti.nies

4/5 9/10

Four i fve people want to Nearly 9/ 0 womer lookir g
educate thernselves about far work want s imprave
soc al justice, civersivy or ther professicnal skills

gender eoualty

importance of a quality education

2/3 9/10

MNearly o peoole 1N three parents plan to nvolve
“rasttherr current educatian temselves Tore In ther
system to provige a quality cnildren's educaucn

education for 2l - up from
544 1 20749 and 59%
in 2020

Climate change

9/10 9/10

B8% of respondents pelieve 29% beleve the edacaton
scnools have a responsibilizy syslerm in tharr contry

o teach students about needs ro do Tore 1o equip
clmate and environmen:al stodents wizh skills for
Issues green Joos

See the Sustainability section starting on page 40 for more on
how we respond to these trends,




Stakeholder engagement

Adapting our business to meet
the needs of our stakeholders

in which our businesses cperate.

lcon removwed
| Consumers

The pandemic brought to the

forefrant the majar 1ssues of

learning loss and the digital divide
f\ﬂfj\]y students were movea (o emergency remote |EEFﬂIngJ
where our virtual schools programme, the Conrecuors
Academy, carre Into its own

InVirtual Schoos, student wellbeing, narent and studert
sausfaction and student achieverment are key ergagemert
metrics for Pearson. reported through annual parent ard
student satisfachon sarveys, and analysis of stadent
performance compared witn natonal benchmarks The

SaT S°ACUoN suUrveys show that 93% of parents were satisfied
with their Connections Academy school overall, and 92% of
parents gave teacners high mar<s, noting teacker suppart and
respansiveness 30% of parents were sausfiec with the school's
curriculum. Mast compellingly, three out of four pa-ents szid
their child’s att tede toward learning Fad improved at
Connecuions Acadeny.

Some stLdents, however, were unzble to access the iInterne:
duning the pandemic and continue to be unaole to co s This
has created inequshity that Pearson is helping adoress, for
example through ncuding a drive to give laptops to school
children in the UK affected by the pandermic (sec case study on
page 33 for rrore)
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The world of learning has had to adapt and evolve due to the pandemic,
Recognising that learners’ interests have to be put first, different stakeholder
groups have been rallying together in collaboration acrass the sector. This has
led to a deepening of relationships for Pearson that we believe will have an
enduring, positive impact on our business. You can see examples of this below
in relation to our eight key stakeholder groups: consumers; employees;
shareholders; educational institutions and educators; employers; government
and regulators; business partners; and our communities - the local economies

We are alzc working hard with consamers Lo ensure that diversity 1s
fLlly taken irto acceang both i texes and in assessmerts, For
example, 1o address the lack of dwersity vathin existing CormicJla, we
ae taking a earner-centred approach to product development by
partnering with students from a schoolin South _ondor They are
helning us to des.gn new online learning cantent and qualf-caton
rouvtes, enablng students 1o explore more diverse narratives,
fustories anc cultures

Inthe LK we launched z joint muanve with Penga n Random —ouse,
‘Luin Colour, to become the ‘st UK exam board to make changes to
our quahficauors and imorove the civersity of oar student lexts We
als0 provide professional development ang resources te ensue
schools have everythirg they need to teach the new diverse texts

Carlyin 2021, we launched our new Studen: Diversity Ambassador
Programmme, enrollirg a m xed group of learners between the ages of
14 and 17 Lo help us ensure the procucts and services we create
truly reflect the diverse nieeds of the lea ners we serve 1
appreciation, we offer mentonng to Student Ambassadors and
opporinities 1g develop therr skills and work experience,

We zlso work with Pearson Campus Ambassadors, a groups of
students who share with us authentic nsights from Generation Z
students We also provide tnem weth internships anc offer them
Dusiness 1Nsights 1o help ennich their studies and caree” orospects

For more on our approach (o engaging with consumers please see
the Global Editorial anc Centert 2olicy and tne DEE& secuion of the
Sustaitabilty report or page 47




image “emoved

Employees -

lcan remaved

People are ou~ grealest a35€t, 56,
1¢ enable Pearson to be the
world's pre-emiment learning
compary, we corstantly sesk Lo
helo employees realise ther
notenual by bullding the
campanys culture, telent and skills

Reflecting the importarce of gur employees N oelivenng o
pLrpose we added a People based nillar to our ESG sustainsble
husiness illas prionies Read more o page 48 £5G measares
are aiso inciuded .m the Anrgal Incentive Plars of 11,000
employees, which 15 overseer by Lhe Rermuneraicn Commrtes
Read more in the Remuneraton report sta—ing on bage 113

We know that employees want wo undersiand company straiegy
and be clear about how they can support it They also want a
flexible workplace culture thar fosters collaborator, creatviry are
connectivity And they want Lo be rewarded arc recognised for
their contr.outions and see SpPportunies o grow ir ther cargers

To Felp achueve this, we engage with oLr peaple (rough

— Leadership: Not only do leaders keeo emnployees inforred,
but they also Lsten to what they say. As siewards of gur
strategy. they act as role models bringing busness prionties
Lo e througn therr owr conripJlons. Reac more on our
approack thraLgh the Capalil nes/Mentorng programTe
slarting on sage 43

— Manager Communications: F mployees turn 1o their awn
direct managers as the mast trusted source of compzany
news. To ensu-e clear and consistent commJanications, we
run & Monogers' Corner comrmunity and bi-maontkly rewsletter,
so that manegers are well equipped 1o <eep their teams
irformed and answer therr gquestians

— Glohal Engagement: ThraLgr the We ore Pearsan virTua
community, we ensure emoloyees are up 1o date on
Important teuics and themes, such as prac.ac ard seoice
dovelopment To support ther well-Deing anc foster a sense
of community, we share Peagte of Pearson sionies globally Anc
we hast virual engagement Cvents or <ey topics as they anse,

— Employee Engagement Network: Our Bos<d regularly
ergages with cur empiosees, itbravgn a réve cohort
of colleagees ‘oring the company's Employee Engagement
Network. You ¢3n reas rmore anoJt such engzgement ir the
Governance Repert, from page 74

To checs how well this 1s working, we measure engagemen?
staustics, we conduct a giobal cuarterly employee pulse survey,
arg we 1ake qualitative feedoack from globzl ‘ccee and
COMyErsation SesSIOrs 10 vahoate gJantreat ve ‘eedbac<

e Investir creating @ culture where people love the work they
o anc the peaple ey work wih 55 t's ercoLraging that, ume
and agam, our people say ey come here for the purpose and

stay Fere for tne pecpe

Shareholders

W communicgre witn our
sharenoloers regularly, Including
at our finanoial resalts, our AGM
and al Imvestor meetings and
conferences We held

£57 meelings with 206
INsLLULaNS over the course of
2027, bothwirtually anc in
person Ve ciscuss finznc al,
operatonal ang strategc matters, mcludiy g progress agams: Our new
direct to cansurrer strategy annourced in March 2027 Our
shareholders welcomed (ne strategy end we recenved favourable
feedback as 1o the coportunities thar exist n the cirect ta Lonsumer,
lifelong learning market.

lcon removed

R i

We laurched a new, dedicated websize for investors,

www pearsanplc com and eve'ved our fingncal corrmun-canons at
our reslts presentations, airming 1o Make our COMMUNICatIoNS More
interact ve and engaging, with heightenec ase of vdeo, pholograpny
ant socdl assets

Educational
institutions and
educators

Our priarity 1In 2025 was to supporl teachers anc students through
whar was anoner ifficr year. The concerns of educa: onal
insntutians and educatos cover o broad range of issues fram the
workload placed on teachers and facJlty anc the future role of
35SESSMIErT I measarng ourcames effectively, to ensuing learners
can recover from any learming loss ceusec by the pandermic We
ergage with ther (o share nsights, best pracice are professiona’
developrient opportunities and to learn from ther feedback

lcon removed J

nogr Us Higher Educauon Coursewarse d wision, we lraines a core
tearn of aciive facLlty members to advise collcagues on best practice
in specific sub ec: disc plnes and classroom topics, Including onlne
earning ncdusive teacking, prodact usage and efficacy. To help watn
professicral development, especially in the worle of rybric learming,
we host 2ne sponsor a variely of facuity corfererces inthe Usta
heln members develop their skdls and grow therr network We also
conduc facus groups aTong facalty Acvisory Boarcs ta nelp us
better understand Fow 1o devesop ou- content and product 29errge
O Mmeet meir necos

In the LK we employ thousands of current ar “ormer teachers te nelo
deliver our prod.acts ard services, erablng us 1o br rg & wealth of
knowledge from the teach ng profess.on ro benef t.earners. We zlso
actively engage with teaching urions end represertatve bodies 1o
anderstand ke crallenges their mempers face, and ta ensure we
ngve a welb-rourded wew or what's happen ng im schocls, Follawirg
the carcellauor of exams N the UK N 2021, we passed back £37mr tc
schools and colleges for generai gualfications

InVirtua Serocls, eack year school teaders arc ather agm nistraiors
are invitec to Join tneir “ellow online ecucatars 2t Pearson-fac litared
conferences to crscuss, coliaborate anc learn ‘roT eacn other - all o
SUDPOrt cuanty orl ne egucation 3nd best prac: ces Trus year, these
leadersh p conferences drew over 500 attendees Pearsan's Lead
Director o° Schools was recognised as a Chamrpion of Eqaity by the
Armenicar Consortum far Ecuity ir EJucanian, ard our experts speax
regularly at conferences ke the Dignal _earrung Col eborative’s
annJal conference znd ASU-G5Y.
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Stakeholder engagement continued

Business partners

We consider our suppliers, channel
partners, veriture pariners and acthos
as an extension of our workfarce, ard
fostermg effecuve relatonships with
them is crticat ta accelerzting oar
bLsiress stretegy. This was oa-ticLlarly
imparzant in ceveloping our digitel
strategy, Incuding Pearson- We heve
seen many of our velatansh.ps grow

in mutually benef czlways, with some suppliers procuring ard actng
as chaane! partners for Pearson's products, 2 trend we expect

Lo cont nue

lcor rermaoved

We nold regular business reviews with our partners, shanng
informar an on performance. ousiness updates, risk, diversity,
innovation, sustainability ard overall relavonship health. In March
2021, we nosted over 100 of our top partners at a virtual partner
forum to share our new organisatonal structure and strategy, and (o
intraduce our Responsibie Procurement programme, 1o which our
supphers have been extremety receptive.

In 2021, we assessed suppliers against industry lead ng pracices 1o
reduce ris< in Pearson's supply chain. Our focus was on high-ris«
sepphers arc those nTer 1,12 with wnom we spend more tnan
£im per annum, a very IMportant group considerng that over

L billion — 73% of Pearson's third party spend — 15 with thern
Havirg gained msight from this process, we created pians 1o
overcome any weeknesses identifiec and will cantinee 1o mvest in
partrerships, technology and processes to develan broader ard
deeper risk review capabilities going forward

Over 55% of Pearson's carbor footpnint 1s empedded n our supecly
cnain and our partners therelore have a criucal role ta paay in helping
us achieve our carbon reductior targels We collaborate wih them 1o
help reduce their emissions, enashing us to meet aur Stope 3 caroon
commitmen:s. Read more on our carban reduclion efforis i the
Sustamability section. See pages £4-45

Throagh these efforts, our ecosystermn of DLSINESS partiens 15 row
mere connectec 3nd proviges greater opportunity 1o create
sustainable compentive advantage than at any point in the pas:

'mage removed

Business partner case study:

Our authors

Pearson works with thousands of tzlented authors <o

create cantent Fallow ng a survey of all our authors by our US
Higher Education Courseware dwision, we introduced severai
new engagernent initatives

We created a new web prescnce dedicated to authars
that prowdes FAQs on Pearson-, our EDI standards,
and other product and market informar on We also
created a new page 10 highlight, celebrate and premrote
our author talent

We are piannming next to cevelop a password-protectec page
that will give Pearsor authors market instghis and product
previews This will serve as a place for authors to communicate
with Pearson exccutives directly and to view content from our
executives, studerts and other acadernic experts,
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Employers

The waorld faces e fast-growirg skills gap,
and fatLre demand will further waden
that gac Ta help meet carrent end
future reskilling needs, we curate the
‘Employer Partnersh p for Learning’
groun of global corporates to Felp oaild
bridges and create apportunites for
better skills development acrass
arganisations and indastries.

lcon removed

We are members of the CBlin the UK
and sther similar orgarisatons arourd the world, helping to facilitate
relatonships and conversauons with employers We alsc work closely
with ermployers or the design and implemenzation of our
guatifications, such as BTECS, to ensure they remain at the forefrant
of skills ard vocatonal-based learning

We acquired the groand-breaking workforee Al and predictive
analytics company Fzethm in September 2021, We will use 115
sophistirated Al so mode* how technological change will disrunt jobs
<0 that we can map the skills needed and bueld and curate
appropriate content Lo fill the paps This wilt enzble us to move iNLo
new and mcremental proouct areas and drive growth



Communities

No single grganisation, or sectur, can
tackle global education challenges
along We work in partnership with
mternaticnal non-goverrmentz!
orgenisations (NGOs), governments
and odr local comrrunities to make
progress toward reach.ng the UN
Sustainianle Developmen: Goals as
they relate 10 ecucausnal Issues - L e, providirg access 1o quality
education. decert work and economic growth, anc reducing
inecuaht es,

lcon removed

As an example of our anproacn, n 2021 we worked in partnersmp 1o
tackle the d'grzl dide nthe UK donating over 250 Pearson laptops
via the Mail Force chanity and making a financ.al donazion

Our global volunteering policy enables all our employees to take up
to five paig voiunteer days o*f to derate therr ime to what matters
mesl to them ang ther local communities

I tiese ways, we strive 10 make a positive and mean ngfulimpact in
the cormmonines I which we operate

Directors’ duties statement

In zccordance with Section 172 of tne Compan es Act 2006 (see helow
right), the Directars fulfil their duties to promote the saccess of the
campany through a well-estabhisked governance framewor<. Typically, ir
lage and complex businesses s.ct as FPearsan, this framewor k ncludes
delegaton o day-to-day decis.on-making 10 employees of Lthe Groco

Ths governance framewark, summarised troughout this gotument,
15 far mare thar a simple delegar on of financial authonty, and includes
the velues arc behawiolrs expecied of our employees and oJsiness
partrers, ncluding the siandards to which they must adnere, how we
engege wth stekeholders, iIncluding understanding and takirg 1o
account therr views and concerns; and how the Board 1ooks o ensure
that we have a robust system of Control and assurance processes

n piace

Inth s annual report we provide examples of how the Directors
promaote the success of Pearson wihile taking into account the
consequences of dec sions nthe long term, bu loing relationships with
staxeholders (including our eight key siakehnolder groups, as meruoned
proviously), snc ersuring that business 1s conducted ethically ard
responsiply,

While there are many parts of tis anr Jal report whicr illustrate now
the Direciors oa this, witn 1ne supoort of the weder business, the
“ollcwang seclions In parsic 2lar are relevant;

— Adapiing our business to meet Tne needs of our stakerolders
{pages 1£-19), which o uines
— howwe serve ard ergage with each of our eight key staxeholder
groups, istert o ther key cancerns and prawde our 7Csponses
— howwe have adapted our business to Tea: their needs
— Jnderstandiig aur Stekenolders [pzges 85-88), wrich sommarses,
— how Directars fhave engaged with employees and rad regarc 1o
ernpioyees’ INterests
— how the Directors Fave had regard 1o tne neec to foster tne
Campany’s bus ness relationships wth Cansumers, Educational

insttutions anc Educaters, Employers, Business Pariners
and sharerolgers

— Sustanebility (pages 40-50) wh Ch describes

— Tnelatest step 1n e evollnon of our sustairaole business

strategy, and elevaung "Erpowering our People” as a kev oillar
N our framework

Government
and regulators

In the first phase of the panderric, the [

priarity for governments and education L lcon removed }
SYSIEMS was Lo sustain learning by B
provicing the resources for online

participation. This was followed by an

empIasis 0N eCoNOrTIC recovery, wnere It

has been important to assess Fow mach

learning loss has been suffered anc by

whom, arc to identfy which irterven: ons witi be most effective in
cosing skills geps

Us'ng cur experise onissues related 1o all "acets of educaton, we
have nelped to in‘ormr nolincal and educstional leacers around the
world as they oevelap colicy In these areas For example, we have
helped iderufy which programmes have proved most successiul,
such as e-ate funding in the US to increase arcess to broadbard

We've glsc developed new pracucts and semnges 1o meet the
demands o° learners anc nalional educatior systems ansing from
the pancemic, ncluding becom ng 2n approved partner in the
Nauonal Tutorng Programme in the UK

— theways In whith we engage . respect of tne socal,
ervironmental and ecoromic issues thetwill nflucnce
learn ng

— nitalves tFrough wh ch we strive to mprove the access and
aftordabil ty of oLr products and services o doive learning for
everyone, no Matter what their status or backgrounc

— oJr commirment 1o leaing responsibly and wrear ng e cLliure
thal pr oriyses aur Impact on chimate change, human righs,
our employees, D&l ard soually responsible souraing

— howwe al gnwith widely accepted ESC reporting framewnrks
ieduding GRI SASE and TCFD. =or further dotaits on TCRD
regorung, please see page 70

A contnues anderstanding of Tne key 1ssLies affecung stakeholders is
anngegra’ part of the Board's deosion-making progess. and the
Irsigits tnat the Board gairs through the ergagerent mechanisms 1t
has in piace form animoortant part of the cortexr for all the Board's
discussiors and decision-making processes However, whiie the
Board recogrises this, direct engagement witn stzkeholders dunng
2027 +as cantinued o be 8 challonge, gver lockdown and travel
restnetons For aronsight inio how ke Board has taken inio account
the inerests of various stakeholders waen makir g g key strategic
dec sior, and wnat maclers the Directors consicered when trying o
akhgn are runigale OPROSING VIEWS, DIease 8. DUr case sludy onthe
acgu sivon of Faetnm on page 88.

Section 172 of the Companies Act

Insumrrary, as regdired by Secuor 172 of tne Companies Act 2006,
a Direcor of a company T Jst act In the way they consiger, ir gooa
fain, wouid most Likely promote the saccess of the company for the
benefiz o’ its sharehoiders as a whoe In cairg this, the Director must
nave rogard, amang cther maters, 1o.

— the likely conzeguences of any deds ons in t1e lorg term,

— the interests of the company's employees,

— the reed ta foster the company's Dusiress relat onships witk
SJppiers, cusiomiers and athers,

— theimpect of the company’s opera ons or the commuity and
ervIrnnme .,

— the company’s reputabior for mgh standards of business conduct,
anc

— theneed (¢ et ‘Girly as between merrbers af the company
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Our business model|

A blueprint for value creation

Our foundations

Committed people and partners

From our onill a1t and codicated employes 10 ou- fantasts authaors, we are the
home for the best talent we Fave 3 broad range of partners aoross our cusiness
who we experr 1a share our Pearsor values Our relanonships wath governments,
customets, non-governmental organisstions (NGOs) and other global organisations
help us 1o Ingrease our IMpect on constmers eround the world

R&D and product innovation

Qur glopal procuctteam, with expertise In earning scence, has a focus on leaming
autcomes Througk ongoing innovation ard Research and Development (R&D) we
are commited 1o creaung learming products which ofier 2 great user experience
snd that oemonst-ate measuranle learning orogress

Financial assets

Our shareholders entrust us with therr capital in order to invest on their behealf far
the long term

Our physical footprint
Ne have a presence in ¢ 200 countries arourd the world and are focus.ng an
simplfyng our property portfolio to engble digral and flexible ways of working

Data and insight

As we move 10 a direcl 10 Corsumer business we are zhle (o know our customers
berter - and serve them more effectively - through rhe effective and resporsiole Lse
af dzta. We are also buailding out aur capabilties ir daia analytics and Al through
acquisinors naudirg Faerhm, wnich enable s to use cata insights to nelp idenofy
skills gans and provide compelling solutions to work‘orce challenges

An integrated business to
support customers through
their learning journey

Dhagran removed

) See overleaf for examples of how
our businesses support custormners through their
learner journeys

Strong market fundamentals

We are well placed to benefit from strucural talwinds in the global learring market
including three big market opportunic es,

®

Online and digital
tools for schools
and education

@

Solutions to
evaluate and
address workforce
skills gaps

®

Academic and
professional skills
accreditation and
certification

Different routes to market

Lincerpinning these diisions 1 our burgeoning direct
to consamer ofermg We nave launched Pearsan-, a
digital learming service direct 1o consumers, which we
are growing rapidly anc wiich will be an important
customer acqaisiion ool underp nring our direct o
consumer offerngs across the Group.

Direct to consumer

Our direct to consumer strategy means that our
business mocel needs Lo evolve We now go directly to
consumers as well as throlgh our existng B2B2C
model (whereby we reach the consumer via an
educatianal Insutunor, employer or other parter)
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Our cormpetitrve govantage 15 the imtegratior of car digiiz!
content, learming experiences, assassments, qualificauors and
dats across our five divisions Eacn dwis on s well placed o
bernefit from the market opportuniues we see.

| Assessment & Qualifications’
Our Assecsment & Quzlfications business w at the centre of the
Pearson ecosystem as the natural conclusion af ary fearming actvicy

Fﬁual ]_earning;

Ve nave @ long track record of celivery of bigh auzltv, alfordable
ard acressible ontire tcarmng 0 our Virtaal Leaiming dimsion

Engﬁéh Language Learning

Qur vision i€ o become iFe warld's leading desunatizn “or comnritted
icarners o lear and prove their Eaglhsh proflioercy

mo}%fce Skills

We are (ransimoring 1a & New business mocel and new go-to-market
strategy 35 a sirategic solunons provider for workforze skills

| Higher Educatjﬂ

Our cignal first strategy in +higher Education is continuing to
gather romentum

Partners and support functions

Technolagy 1= enabing consumers 1o earmvTuaily znd igarning
matenals 1o be delivered d g taly This means we can reach 2
larger market at a ‘ower cos. énd be at the forefromi ci the
evolving lesrming marketplace. Ths gives Ls e aoihiny 1o resch
our ambitior 1o be & digital mediz learrirg corpany that vl
oCcuDy a place at the heart of the global learming ecosstem

—

|

How we create long-term
stakeholder value

Governments

We partner with gover meris
a8 local federai and natonz|
level 1o create lezrning
sodtiors for peopte eraurtd
Lne waorld

Shareholders

We aim Lo provide long-term
sharenolder value creation

Consumers

We provce superor learming
products and services Lo meel
the reeds of consurmers all
aver the world

Ermployees

We intend Ta maximise the
value of Pearson's awr Fumzn
cepiial, by giving our people as
Mery opRoTUnIT 85 [0 learr a5
possible, engaging our
ermnployees 1o grow. develion
and succeed

Business partners

QOur long-term business
partnerships are built on
sharedvalues. geep
Employers relationsnips and mutual trust,
QU &im s 1o parner with more
employers to crezte shared
SUCCESS ang 10 ensure mo e
prople sutceec 1r the future
wortd af work.

Communities

Educauon nlays a crucigi rale in
soc ely end Pearson s a drving
force achine the evolving
education marke: 55 we logk o
rrect the changing need of
today's learners, rot_ustin this
rroment but for tne
foreseeable fi.tu-e,

Educators

We wor< with teackers,
INSiruclors faculty and
nstitutions ecross ail stages
of educanar to iImprove
outcormes, grow and secceed
Lagether

Sustainable business pillars (see page 41)

We have 3 roadTan to pecome nel carbon zero and we continue 1o
erkance odr repording structures, reporting according 1w 1CFD, SASE
and GRIprinciples (see pzge 70 2nd pages 230-247). Qur unigae
business Moder will @rabie LS 1¢ reach oLr purpose at Pearsan which
15 to add ife 1o 2 Ifetime of lezrming for people a-ound the globe
Learning s one of the greatest orivers of NLman grogress. 30 as we
fUlf | our purpose, we Pelp transform hives, ivellhoods, and societies

Measuring progress
We measJre our progeess aganst six nan-‘inaraa’ KPIs

Bigital Growth ’Invés;ting in Talent

"Consumer Engagementﬁ “Inclusion & Diversity

"Product Effectiveness’

;Sustainability Strategy

See pages 24-25107 more 01 1S J
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Expanded consumer journey

A learning journey is for life

We are building out our cffering t¢ be able to support consumers across
a full lifetime of learning,

Taylor

Comes fror a military background

e enjoyed school bur did not
cormplete b s studies first time around.
He remrains cetermimed 16 pursJe

his dream of becorming & Tedicin

Lthe military

Maisy
Aspires to be rhe firse in ner

e famit L0 g0 L0 college She nas dreams
of working in the cty but needs to

self-finarice her way trrough
college and help look after rer __/

parents whilst she does so.

\/

Diagram reroved

Supriya

Lives in Indla and speaks rudimentary
tnglish Her dream is o move with Fer
femily to jom relatives in Australia and
becorne a software engineer.
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Swides at logal public
school acng her end o*
schocl exams

Assessment &
Qualifications - US Student
Assessment

Errols in z private langLage
school 1o raster Enghsh
Wi & PRarson coLrse

English Language
Learning - Institutional
Solutions

B =1

L T T L T e Uy Sy RSP S U R |

[

L TR LG TR T EEEPRRN SRR |

Enrols tor an online
nursing degree ar
Maryvlle Lnversiyy,
achieves a Master
orscenie n
Norsirg,

Virtual Learning
-0OPM

g

Stucles for, sits and passes
s GED ganing hus ~ gh
schoal ecurvalency diploma
whilst working “ulltrre ana
sieting & family

Workforce Skills - GED

Apples for mmigra: o-,
uses the P12 1o prammice
‘or ang sit the test 1o prove
Erglisk oreficency

English Language
Learning - Pearsoh PTE

S e e e e e ermme e memm e cmem e ecmmeem—m—mem——— e

|

Enrofs at community colrege,
=0 she car oe dose e family
and get a part tme ol to help
pay for ber educaion, Uses
Pearson+ as ar aftordaole

Pearson VIUE

Maves to Australia. sits
AWS exam na

professiona! testirg
cerwre to become

way af accossing Fer content. corrfied AWS engineer
Higher Education Assessment
- US Higher Education & Qualifications -

Courseware - Pearson+

Sits tag MCA™

test [or adrmission to
beccme a medical
student

Assessment
& Qualifications -
Pearson VUE

e Ty

]

- - e ey

‘ter ner firs? year ske
wars‘ers taan out of
state Jniversty arc
CONLMUes [0 use
Pearson- glorgs de her
WVyiab and Mastering
hamework platform ta
nelp w th Fer studies ane
note taking

Higher Education
- US Higher Education
Courseware

Y

Pearson VUE
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Cont nues 1o
work whilst she
sits the GMAL t
enable her Lo
allend business
school Eeentually
gairs rer MBA
and land's her
oream job

Assessment &
Qualifications
- Pearson VUE

= = = = e e e e f e e e e emm ey immm e ammmman

i

Joins US 2rmy as &
traineda medic job
wnwobies regllar
dorrestic travel

mov Ng arodnd the
0. NIy 8Very year or
o Enrels young
far=ihy in Connecunrs
Academy o ersure
they comimue to leer
WILNDULITLeTTuplIon

Virtual Learning
- Virtual Schools

Sigms her daugh.er
up iz Disney Kds
Reacers to nelp her
da.ghter (o learn
Znghsh

English Language
Learning

- Institutional
Courseware

o m o oo e e e e e m e mmmm e e m e m——— i ————

Annual report and accounts 2021 | Pearson pic | 23



Our strategy

Monitoring progress

We introduced new non-financial KPIs for the business in 2021 and we are committed to reporting on these
key measures going forward. These KPIs align with and drive our strategy. They also drive the outcomes of
our ESG strategy - you can read more on this in the Sustainability section starting on page 40,

Strategic“p-illér - o ) -\.'V_i'tyit’s_irn_bortant“ P}Eféssﬂ'l-‘?OZ'l

1091 — Increases revenue by meeting mcreasn — Grord growton digital anc dignally-crabled zales
Dlgltal GrOWth ue Dy meeting mcreasng Snor gl ndgial anc digrizlly-crabled sale

Objective:
Drive digital revenue growth

Consumer
Engagement

Objective:
Create engaging and personalised
consumer experiences

Product
Effectiveness

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

Investing in Talent

Objective:

Enhance the employee experience
and help our employees progress
through learning

Inclusion & Diversity

Objective:
Build an inclusive culture and
increase diverse representation

Sustainability
Strategy

Objective:
Achieve net zerg carbon status
hy 2030

* Figoes Fave heen restated 1o ref eclielevant glsposats

demznd ‘or dig Lal products and services and
eliminatng secondary mar<els Improves
margin thraugh reduced cost of delvery

As we execule an gur direct to consumer
5["ategy, we gre focusec or crea[mg
best-in-class learnmirg experiences, prooucts
and services to meet the corsimer ar ther
poirt of need. This mcreases our serviceable
markets and drives revenue growth

We succeed when oLr customers succeen
That s why we are focused on demonsirating
the improved learning autcomes of our
products anc serices. This impraves
retenuion, driving revenue growln

Our people are our greatest asset and ther
ongoing growth anc development drives the
success of our business and Ielps equip
trem for the future world of work.

Understancing our employee experience and
garnering feedback helps us undersand
what's working end what can be improved.

Succession plarnirg bullds the internal talent
bonch and abilizy for the company To retaim
and promote diverse tzlen:,

Leadership development programmes and
SUCCessEin p\annmg are proven 2rtons 1o
advance civerse representation

Product differentiztion increases the TAM
and comperitiveness, drivng revenue growth.

1o olay cur part in imiting the global
ternperature rise, we am ta achieve a S0%
reduction N Qur emissons, against a 2018
basclire this target was approved by the
5cence Based Targets ininative (SBTI.
Improves finarcial perfarmance through
cngagement of var'ous stakeholcer groups,
and mitigazes potenual risks from climate
change.
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Growrh ir Virttal schools US enralments,
Growth ir QP enrolmerts

OnvLE volinmes fugher than expected oue 1o 1esis

rescheduled from 2020 carryng over 7o 2021 We
expect stable 1o modest growth in 2022

PTE volumes grew as test centres reopened.

In Higher Fducetion, aigital registravons diopea
Cue 1o lower errolments and mare or-campus
IMstrLctian

In virtual Scnoals, work completed (e comrmisson
differentiared vaide proposiior and continue
irprovirg the siudent experience.

FTE NPS of -56 15 slightly less thar prior year We

have seer flLctuations in NPS during the panderric
Pearson+ proguol suceessiully launched in tme for

Fall pack 1o school, 2027 Total registranons ar
2 75m oy the end of 2021

Strong performance n PTE, lowered test score
retrm amies from 15 days 1o 1 2 days

InVUE we contnued to suppart cdstamers as they

emerged ‘rorr COVID-19 relatec testing
clerupticns,
VJE test voilmes rose from 12 9ot 16 Bm

We saw imoroverment n levels of seif-reported
upskilling/reskilivg vs. the previous year

We idenu’ied skill needs in 2 more consistent way
3uross the ompany

Our NP5 score reduced, we beleve cugto
pendemic restrictions ta the working environment
Surveys show strong posiuve correlation between
sentiment and upskiling/reskiling opportunizies

Pearson exceeded succession plan objecives witn
72% of plans ncluding a women successor and
24% of plans including people of colour (Larget
=50% warren, »20% people of colour)

This year we surpassed our targets achievng e 26%

recuction i emissions aganst 3 2018 baseline
comparer to a 25% reduction against a 2018
beseling in 2020*

We also achievee a 1% reduction vs 2020 despite a

bounce back in operatiens following COVID-19



Priorities for 2022 - ) " How we measure success How it impacts risks

— inMirrJal SChools, tmprove retentor rates, miigate — Grodp digital sales — Qur digital growth statistes help
school withdrawal 1 sk, and work lowards Tree new _ Virtual Schoals US entolineass. monitor the relative strengtn of our
school operings. businesses and the Compelitive

— OPM student enrolments .

— Ach eve further enrolment growth in OPM _ Marketplace rsk
— OnYUE test volumes

— Expeci operational efficier cies, improved candicate

— g VS dgit.
experience and accessibility in ONVUE Higher Eoucsucn LS digial

regisiralions
— I Migher Eoticaton, grow share and morcisanar

P me
across cigial PTE voleme

— Further madest velume grawth in PTE,

— Conunued empkasis on narent/siudert satisfaction — NPS for Connections Acaoermy — This KPI helps 10 maritor our success at
1N Wirtaal Schools — NPS for PTE managimg our Customer Expectations
_ oy ATIC o OLreY risk.
Delvyer enhancoments to the customer journey n — Pearson+ 1 egistered users
PTE
— Scale Pearson+ volumes through charnel and
Proguct expansior
— Conunue strong positior in PTE — PIEspeed of score return. — Product effeciveness belps monics
— Marmrain high customer retention ir VUE — WL test volu s 0Jr success al managing our CLstormer
. Expeciations nsk
— Grow text units i Higher Eaucation as recapure — WYLUE pa-tner retentior
secondery market volume — Higher Educaticn product usage - text
units
— Lonunue o focas on applyirg our expertse ir — Mumber of employees upskilling — Frhancrg cdr télent helps to reawce
learning 1o sLpport our people’s growth ard career or res<ilng our Capabiliy risk

developmert — Employee NPS

— Facus or improving employee engagerment wth rew
corrpany purpose as key 1o this

— Determr ne enterprise perceriage imncrease targel for - — % of dwerse cana dates in leaderskip — Building a more drerse and inclusive
manager and aoove roles based on flve sea- SUCTESSIDT Pans workforce helps 1o reduce Canabilty
madelling with annualised focus, Reputaiion anc Responsibility,

Customer Expeclations and Compelilve

tarketp ace risks

— % of dwerse cand dates 1N leadershic
development ard mentor ~g

nrograrmes
— Revisit business travel polues — Progress aga-nst ach eving ner 7oro — Saccessfllly execunng on our net 2ero
— Consicer remalring foofpr N7 o° print vs digital carbon by 2030, as measured through carbon strategy s ITportant for

.on g T !

Drocucts the percertzge of Zarpor recuction nmanaging our Reputatcn and

. Responsibility nsks
— Anglyse the carbon impact of our flexiole working

policy.

Annual report and accounts 2021 | Pearson pic | 25



Key performance indicators

Monitoring progress

Non-financial measures

Digital Growth
Objective: Drive digital
revenue growth

Digital sales*

Underlying growth
in Group digital
and digitak
enabled sales

9%

(2020: (2)%)

Virtua! Schools US
enrolments

117Kk

(2020: 109k}

Diagramm removes

OPM student
enrolments

275k

(2020: 245k)

Higher Education US
digital registrations

11.4m

(2020; 12.3m)

OrVUE volumes PTE volume

436k

{2020: 350K)

3.0m

(2020: 2.1)

Consumer Engagement

NP5: Connections

NPS: The Pearson

Pearson+

Acadermy Test of English Registered users
Objective: Create engaging
and personalised consumer +62 +56 275m
experiences (2020: +60) (2020: +60)
Product Effectiveness PTE speed of scare VUE partner Higher Education product VUE test volumes
return retention usage - text units
Objective: Improve the
effectiveness of our 1 2 dayS 99% 54m 1 68m
products to deliver better (2020: 1.5 days) (2020: 96%) (2020: 5.4m) (2020:12.9m)

outcomes

Investing in Talent

Obijective: Enhance our
employee experience and
help employees progress
through learning

Number of employees reskilling or upskilling

71%

{2020: 63%)

Employee NPS

+8

(2020: +17)

Inctusion & Diversity
Objective: Build an inclusive
culture and increase
diverse representation

% of diverse candidates in leadership succession plans
Women;

/2%

BIPOC/BAME:

24%

% of diverse candidates in leadership development
and mentoring programmes

100% of programmes have a minimum
diversity level of

50%

Sustainability Strategy

Objective: Achieve net zero
carbon by 2030

Reduction in total tCO; in 2021

26%

vs 2018 base**

Reduction in total tCQ: in 2020

25%

vs 2018 basa**

*

Histoncal hgares restared o exrhude GEDL, Wall Street Fnglsh ard US K12 Coursewsre soichir 2677, 2078 and 207 2 respectively

** pgares have een restated to refiect relevant d sposals
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Financial measures

sales Q

£3,428m

Chart removed

This s our revenLe as reported N our
neome statement

Adjusted earnings per share' & ]

34.9p

Chart rermoved

A non-GAAR finarazl measure used Lo
evaluate pe-formance

Operating cash flow and Q
cash conversion'

£388m (101)%

Chart removed

Operaung cesk flow s an adjLsted measure
arc s presented i order 1o 2lgn the cash

f ows witn corresponding adjusted operating
profit measures

Total shareholder returns?® Q

(7.57)%

Chart removed

This 1s a measure of finanaial per‘orrance
of shares over tire

Adjusted operating profit’ Qo

£385m

Chart rermavec

A nor-GAAP finanoial measure that enables
maragement to cons'stently rrack the
Jnderlying coerational per‘ormance of

the Groap

Operating profit?

£183m

Chart removec

This 1s our operat’ ng profit as reboried
Ir our imcocme statement

Net cash generated from
operations?

£570m

Chart removec

Thisss our net cash gererated from
operations as reported in our cash flow
statermrert

Return on Capitai®*

7.9%

Chart removec

Anor-GAAP mezsare of how efficiertly we
are generzating retdrns Tom ou* asset base

Net debt’

£350m

Char: removed

This 15 8 non-GAAP [nanc al measare and 1s
used oy Manegement to assoss the Group's
cash vosinon

Basic earnings per share?

21.1p

Char: remaovec

£ measure of tne amoLn: o profit that can e
zllocated to one share of our commor stogk

Dividend per share

20.5p

Chart removec

This 15 the proposed full yea dwidena Our
cradend policy 15 1o be pregressve arc
sustainsble

Sor page 224 701 ar explanansr o v ese alernat ve
per ot e Meds.res

Squeelert 13700, T ediate

wors

50.77e Blasmberg

« Ths ssnewmezi remsr?

fullrecarcignor ot re
FITR4SLIRS O ITE £QuLalens

holp Sec page 22
lerraing pe
TEIUICTY MEBSS drs

feliaglls

1735 " 5ard PR3 S aucored ir 200k ad FRy & -
2075 - ma <Pl nave heenrex
aCCcor Urg 22000075

rg for nisisncal

o See how this aligns strategy
to management reward: page 113
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Pearson+ represents
an exciting future and

IS about much more than

Higher Education.

connected consumer and

We are creating the premier digital
learning ecosystem for life - a

commercial strategy relevant for
learners everywhere, providing a
growing global addressable market.

Image e oved

2.75m

registered users

133K

subscriptions

1,600+

titles

4.8

Apple store rating™®

28 | Pearson plc | Annual report and accounts 2027

This broader Pearson+ vision will underpin
digital growth across the entire company

We will deliver content and channels for
everything from language learning to life
skills

We will leverage our growing relationships
with students, consumers, and enterprises,
and target their specific needs through a

robust data infrastructure

Pearson+ is the digital future of the
company

* Raung accirate as it Februany, 2077



Pearson Ventures
& corporate
development

Learning innovation

We continue to foster global innovation
and learn from the edtech start-up
ecosystem through Pearson Ventures.
Pearson Ventures was launched in
2019 to invest in early-stage learning
and adjacent companies that align with
Pearson's long-term strategy. It seeks
out the next generation of category-
defining businesses with an emphasis
on disruptive cdigital transformation,
Increasing access to education,

and improving educationat and
employability outcomes.

Pearson ventures' portfolio ircudes career and competency
focused businesses such as Springboard, a ieacing online
bootcamp preparing learners for jobs in high-demanc fielos
Iike cata sc.once and aesigr, and Smashcut 3 cigital learming
piatform and content studio bulll Lo scele collaborative, oniine
eduraton for the visual ang mecia ars

As 2 strateg nvestoer. Pearson Ventures leverages s
expelise, reach, arc network to support the growtk of its
partfoho comoanies There s potential for some investments
to become part of the group, suck as Faeth T, which was fully
acqJ red from a 9% investment 1n 2021, Vertures bad an active
2027, ciosing three addinionzl investrrents, ndudirg the
Academy of Pop. anc bringing its portfel o to *2 compar-es

Image removed

The Academy of Pop

The Academy of Pop combines our globsl experuse in
edacation with Sirmor Fullers proven rack record of
demufarg and enabling world-class 1alent. Trat talent
neludes tne Spice Girls, who Simon was well-krown for
manag ng in the 1990s. as well as Ti<Tok sensaton, The
Muture X, among olhers, The Acadenry of Pozis designec (o
OpEN greater SCCESS To DerformIng srs ecucation ard s
aim Is to becoe a unicLe and iINclusive platorm tratwill
nelp yoarg peope arounc the world develop their talent

The rmental and social benefis of the perform ng arts have
never been more reievant As mary schools siraggle to fund
ars educauon, sspiring performers reed & rew way 1o bu ld
the r skills and unlock thewr passiar,

The Academy of Pop w Il merge ertertamment and learming
ranew approach to pe-formng ans educauan Not anly
wil it prowvce teaching live to srralt dasses o” stadents
staruing in Hollywood n 2022, but also it will be 0oss bie for
students 1o follow the daity actirg, cance, music, and
musical theaire lessors in real ume orine

A proprietary Acacery of Pap onlire platform sin
develooment ard further phys cal locations arourc the
word are scheduled 1o oper aver the next 24 montrs,

Wik a wnole generanion searching far new ways 10 express
therrselves anc fnd jay, Simon Fuller, says the Academy of
Pop "w I prov de ar nclus ve, immersive, safe plat‘orr for
performers "a develop ther skils and find validation with
world-rengwred Instructors.”

Iis 3 great example cf how to make iInnovative coaching
accessible 1o corsumers worlowide ssing the lates:
tecknology anc creatvty,
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Segmental
review

Assessment &
Qualifications

Assessments are powerful tools that will only increase in
importance as people upskill and reskill more often in their
lives. Assessment and qualification is the critical point at which
learners realise the value of what they have learned.

Qur Assessrnent & Qualiiications divisior 1s oJr largest business
by rovenue and consumer reach, [T provides the assesaments,
quahficatians, ceruficatans and licences that enable people Lo
demanstrate their knowledge, skills and gputude across g | fetme
of learning, from schoo! o professional careers, The learning we
offer n all our other civisions has the potential to lead to some
form of assessment, qualificetion, certfication or licence, and tis
cont nues to be a significant opportunity for us

Cur partners include major multinational employers,
goveraments, schools and professional badies, anc our services
are used in some of the fastest growing irsttutions and industries
In the world, suck as K-12 {primary/seconaary) schools in the US,
healthcare, cloud computing and [T The dwision operates through
four business units Pearson VUE; US Stucent Assessment, UK &
Internauonsl Qualifications, ard Clirvcal Assessment,

Through Pearson VUE, learners val.date what they have learred in
order to gam a certifcate or licente Learners take nearly

7 millior exams througn Pearson YUE each year m more than
200 courtries To best serve cusiomers ara helo people advance
In their careers curing the pandemic, Pearson VUE cnakled
milions of pecple (o lest rerrately from their Fome, emerging as
darge playerir onlne invigianor.

Pearson's LS Student Assessment division acts as a pa~tner with
states, districts ard educators to help K-12 stucents advance at
an appropriate pace n their schooling U< & Interrational
Quahfications develops highly soLght after academic anc
vocanonal qualificanons.

Clnical Assessment orovides psychological assessment in health
and educatior. The business produces hungreds of saentfically
backed procucts and solutiors designed o help experts
understand how people learn Tne team brings togetner
innovation with quality Lest design <o develop effective tools for
chilcren ard advu s, educators and cliriuans

TheoLghoul e seciion growth rates are stated or g~ undeilsng bass ur less otherw se stares Urderlyrg growth rates excluge currency moverenis and portfolie changes “he ‘usiness
perforrance’ measures ave ~on GAAR measures ard reconcl auons Lo the ecuvalent staluiory heasing urde IFRS are nidudec ik ke firancial key perormance irdicaiol s seclior slatng
an page 274
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Key performance indicators

2021 financial KPIs

i Sales

£1,204m

i (2020: £1,082m)

(+18% underlying)

Adjusted operating profit

£276m

(2020 £147m)

(+59% underlying)

2021 non-financial KPIs

VUE test volumes

16.8m (+30%)

OnVUE test volumes

3m (+43%)

VUE customer retention

99% (+3%)

Growth drivers

Long term contracts with high
renewal rates

 Large scope and scale of business

well placed to serve increasing
demand for upskilling & reskilling

Group synergies especially English
Language Learning & Workforce Skills

2021 Revenue

Segment prls
Assessment &

Qualifications 1,204
Pearson V0UIE 526
US Student 78
Assessment

Clinical 225
Assessment

e 175

Internatonal

2022 expectations

S Revenue CAGR
Margin 2021 Reveriue Margin 2022 to 2025 Margin 2025
Low to mid-singte o Low to mid-single _—
18% L J Maintained - g Maintained
digit digit
Clat Low 1o mid-single
‘ digit
Hgh-single digit Flat

Slightly sown

Exams resume

meage "emoved

Low to mid-single
digi

Growth

Lit in Colour

Litin Colour s an 'Ntlus ve reacing czmpaign
laurched by Penguir Rancont House and Tne
Rurnymene Truss to aderess rhe fact that “ewer than
19 of learners study g texi by & wr ter of Colour for a
GCSE sel text We were the first exam board 1o Join
e camoa gn and soon launchea the Licin Colour
Ploreers Prograrme’. pravidir g solut ons for narners
:nat schools exper ence wher charging sef texts

We gave studerts free access 10 diverse ToXTs and
nrovided tra ming erd supoert 1o teacking staff,
leading 10 Tne teaching of ocur diverse text offering to
nearly * 2,000 students at GCSE ang Alevel We're
navy working on a resesrch programme with Oxford
Unreersity 1o measure e effects of & rore diverse
carniculuT througn (e teaching of our GCSE Erglish
Literature specificatiior This is a sustzinable irmarve
nat 15 good for Pearsor's pusness
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Segmental review continued

Virtual Learning

Online and virtual learning is here to stay. There's 3
growing demand for virtual learning, partly down to advances
in technology, but also accelerated by the recent pandemic.

Qur Virtal Learning division offers hughly e*fecuve onl ne
learning for every age and stage of ed.cation. Lsers zre able to
learn where, when, and how tney learn best, gvirg them a truly
personzlised experience. It's cesigned to pe smart, flexible,

and insoinng educanon that prapels people farward in their fves
and careers.

Students in grades K-12 in the US {equrvalent ta primary and
secondary schoolir the UK) can enrolin full-ume anline public or
private school prograrrs offered by Pearson Virtual Schools Fully
accredited and staffed with speaially trained teacness, these onfine
schools have been prowiding high guality alternatives to (e
rradimonal classroom experience for over 20 years, Students are
prepaced to oe édaptable, equipped with the academic and Iife
skills tney need ta thrive today and n ar ever-changing world

K- Z online school opbons include Connections Academy
{Us-hased pubi ¢ scnoals), Pearson Orline Academies
(internaticnal private scnoals), and programs for school districts
across the US

Adult learners, Jniversites arc employers rely on Pearson “or
exclusive anline tugher ecucanor programs and Gnkne Program
Management (OPM) senvices, including degrees. certificares and
short courses Students gain access to convenent, compelling
ohline learn ng 1o boost employability ard advance i ther
careers, while nigher education nstitutions extend terr reach anc
provide the flexible online options terr students went

For employers, our OPM business delivers vital upskiling anc
reskilling to keep pace with the futire of work, This business
operatesinthe Us and internancnally
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Key performance indicators

2021 financial KP)s

Sales

£713m

{2020: £692m)

(+11% underlying)

Adjusted operating profit

£32m

{2020: £20m}

(+28% underlying)

2021 revenue

Growth drivers

Secular growth trends towards
virtual learning

2021 non-financial KP|s

Virtual Schools enrolment growth SRS

2%

(2020: +43%)

Virtual Schools strong market
position, 1 of 2 US national players

b 20vyears of expertise

OPM underlying course enrolment growth ~—— and experience

7% o

{2020: +20%) Group synergies

NPS: Connections Academy

+62

(2020: +60)

2022 expectations

Revenue CAGR

Segment {Em) Margin 2021 Revenue Margin 2022t0 2025 Margin 2025

Incremental

Low to improvementin Mid-high
Virtual Learning 713 4% mid-single Virtual Learning . e Low-double digit
i single digit
digit due to OPM

efficiencies
Yirtual Schoots 449 Low-single digit M.d-single aigit
QPM 264 High-single digit High-single digic

Helping children in
the UK to learn online

Image removed

during the COVID-19
pandemic

Cunng the nat anzl lockdown ar the begirnirg of 2021,
Pegrsarn took acian to congte 250 laptops aric 500 taolets
s'ongsice a £50,000 conauon 1o UK schools ve a campalgn
drven by the chanty Mail Force, set up 1n 2020 to helo tackie
POL shortages and feaiurng in the Datly Vail, a LK natioral
mecia outlet Tne donauons were used Lo Felp school crildren
In lockdown get gniine Pearsor's CEO, Andy Bird saic “We are
proud to support the campaian To provide laptops 1o children
most in need atross the UK Every child shouid be sbic te
conunLe iearning thraughout this lockdown, and technology
piays an rcreasingly vial role in achiewng this with most
learring now taxing place virtally az nome We need 1o a0t
quickly Lo ensure no one 15 mssing out. We are ceierm ned o
play our partin ensurirg that the most vainerable children
rave 11e [o0ls they need 10 succeed and o ersare they are
rat unfa rly disagvantages
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Segmental review continued

Image removed

English Language
Learning

them achieve their goals.

English is a gateway o the worla 1T1s a mandatory recurement
in rrore than 140 nanonal curricula, and there are over

* 5 billion people worlewide learning English today We aimn to
be the worid's leading destinanion far commttec Enghish
language learners - peaple willing 10 dedicate ume and money
1o theair English lezrning We want to work with those comritted
learners to help them achieve their full potenual in ife through
impraved English preficiency

We have a set of strong, unique assets to sLpport bur English
icarners The Global Scale of English, a leadirg global
measurement standard, enables people 10 gauge and trace therr

Over 1.5 billion people are learning English right now,
Whether theyre preparing to study abroad, move forward
in their careers or live in an English-speaking country

— we have the courses and assessments to help

progress In English. The Pearsor Test of English is 2 digital test
with Al scoring tnat provides fast, accurare, secure, #nd Lnbiased
resJlls We are wadely availabie -n 118 countries, thanks to our
rietwork of 285 Prarson VUE test certres It is a trusted branc for
entry iInto nigher education and a geteway tO IMrmIgration
recognisec by regulators in the ma n receming countries

We also offer digital and blendec Englisn solutions to acaderic
instiutons and privale language scaools 10 163 countnies around
the world, bringmg together courseware and assessment with
teacker support and learring platforms




Key performance indicators ! Growth drivers - PTE

Highly differentiated value

2021 financial KPls 2021 non-financial KPls proposition
|
|
: - —4
Sales PTE Score Return | D Digital, secure, computer based;
£238m 1.2 days — ! Arpowered
(2020: £218m) (improvement vs 1.5 days PY) !

Available in 118 countries via 389 test
centres

(+17% underlying)

PTE Volurme

Adjusted operating profit 43 6k tests b
£15m (+25% vs PY) L Fastest score results at 1.2 days
(2020: £1m) 1
NS for PTE || — Leading share position in Australia
| ==
+56 S
{2020: +60) =R UK market in 2021: +42% YoY growth
Yt in tests taken
[
- ] -
T T T T T T T T T T T T T T pzespestations
2021 revenue - Revenue CAGR
Segment (£m] Margin 2021 Revenue Matgin 2022 to 2025 Margin 2025
English Language - L Improvement Mid-high single .
Learning 238 6% Mid-single digit versus 2021 digital Mid-teens

Pearson and Disney:
Discover the magic of stories

Nearly 20 years ago, Pearson and Disney

came together to change the way thousands of
children around the world learn English. We have
joined up once again in 2021 by rolling out:

Disney Kids Readers - 36 new Kids Redders books nrroduced
wr.ch encodrage young learners 1o reac for pleasure and for
tearning Triey are created 10 be used baoth at seheol as well as
athome arc 1o Pelp vourg learrers exparc ther reading in 2
fun and rmotiveting way

e nave made (hese K.ds Readers ree to all Prarson
Image remaoved employees as na of a wider invauve wo open up Englsh
language learning opoortur ties interally

Marvel Cinematic Readers - gesigned for teenage anc yourg
adult learners, 14 books bursung with action-peckec stores
and filer stills af the worle's greates: superkeroes

Facn pook ncludes & adichouk, eBook. teacher's notes,
and activities



Segmental review continued

Imege rermoved

Workforce Skills

The world of work is changing fast. In fact, it's changing

faster than most people can keep up with, so there's a need
for constant upskilling and reskilling, both from organisations
looking to support their employees, and from individuals
looking to make changes in their careers.

In our Workforce Skills dias on, we are creating a world where
everyane Is prepared ‘or the future of work, and where sLccessis
no longer only about what you've done but what you can do.

The glabal talent market has never been more :mpartznt thar
1115 tocay, are we are posilicned to meet ne needs of employees
gnd employers 10 a chang ng global cconomy, We help employers
understand labour market dynamics and how best 1o futurepreo!
their workfarces ar scale, while helping workers gain the skills

they need to boost Te T emplayaoility and open up ew b and
career prospects.

Our unigue offer uses workforce analysis, personalised learning,
asscssment and venfies skills credentiais to close skilis gaps.
realise untappec potent al and mooilise Lalent. We help employers
understand maniain and ennarce the value of ther most
Important assel - therr people - and help employees make
Imporiant breakthroughs in tnerr careers

Our unigue offering helps employers diagnose and fill skills gaps
and employees gain and verify skills.

Diagnose future skills
training needs

Skills-based Learning
and Assessment

Verify individuals' skills

logo removed

logo removed

logo reroved
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Key performance indicators

2021

Sales

financial KPIs

2021 non-financial KPls

Growth drivers

End-to-end solution in one
integrated ecosystemn

KFls were not ir place for War<ioree

Skills in 2021, Forward 1ooking

KPls include:

£172m

(2020:

(+6% underlying)

Adjusted aperating profit

£163m) Total number of

enterprise customers

Enterprise customer net
retention rate

£27m

(2020:

£26m)
registered users

(+8% underlying)

Number of Workforce Skiils

= Trusted portfolio of products
— & services

: ——  Opportunity to lead in labour
f ~  &talent data market

2022 expectations
2021 revenue - - . - Revenue CAGR
Segment {Em) Margin 2021 Revenue Margin 2022 to 2025 Margin 2025
Existing business:
mid-high single 2025 revenue
Workforce 172 16% digit Break-even maore than double  Low double digit
>40% for Faethm vs 2021
and Credly

Leveraging artificial intelligence

We have made cignal innovauon a hugh priony far sore tme
Foliowing an inwal Investment by Pearson Venres in july 2020, we
argued tme ground-bresking workiorce Al and predicive aralytics
company, Fagimm, in Seprember 2027, Fagthm ane of Australia's
highest-praf le tech companies, nelps custorrers pred < and idenufy
the s«ilis their workforce needs

Faetitr's sophis: cated Al and analyncs serv ces Melp governme-ts,
comparies, anc workers uncersiand the dyramic forces shapng the
latzour marker - vor tectnolagizal d sruntion ro economic shocks
such a5 COVID- 3 and I mate chenge. Armed wih these ns.ghts
CUSIOITETS Car mMiake data-orven dedsions (0 awigale thase cnatiges
and Jpskill or reskill therr workfprce

Faethm now sus at the heart of gur Workdarce Skills dwisian Its
market-leading data, insights, and Al Lapagilites will power the next
generauon of Pearson's hfelong learming procucts. whick are focused
on meeung the rapudly charging needs of today's workforce and
bridging the glokal skills gap

The accuisitigr represents angther ba lding biock in qur stretegy 1o
relc learrers cevelop therr talent and sk lis at every life stage. from
5choot irrough 1o work
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Segmental review continued

Imzge removed

Higher Education

Pearson s e leader in produc ng h gher education earning
mediz n North Amenca, as weli as reaching into Giher major
markels around the werld. We affer vibrant digital content with
enriching experiences that lead to positive learning outcomes far
more than 10 Talllor figher education studerts every year

We partrer witn tnousands of expert guthors to create content
inmore than 100 acaoemic disCplines, We are leagers 1N scignce,
technology, engineering and marhs (STEM), as well as [T among
other disciplines. Our leading content Is delivered through cigial
eBooks and popular interactive multimedia on platforms sJch

as MyLab, including new Interactive Labs, Mestenrg, Revel.

and Pearson+

in July 2021, we launched Pearson+, a direct to consumer
subscriptior cxpenience that gives students simple and affordable
access to eBooks and study tools Pearson+ was designed with
inpus fram autnors and students and s winming praise from
studen:s, "acuhty, and authors.

We create personalised, digital learning experiences for
higher education and college students and believe that the
future of learning and our US Higher Education Courseware
business is increasingly digitally driven.

in addition to helping build srronger student relationstups,
Pearson+ will skift commerce away from secondary market sellers
to cur gwned sites and apps This gves students a reliable
e-commerce experience end acLess Lo (e most current learning
content arc stedy tools

OQur h gner education products are guided by professioral irsights
from educatars and by preferences expressed oy faculoes. They
are sLpporied by lechnology That is stable, secure and accessible.
We are committed to ensunng that diversity. equality, and
nclusion are ntegral to our products sa that everyone can realise
the Iife they iImagine through learming, whatever therr nackground
or abilines,



Key performance indicators

2021 financial KPls 2021 non-financial KPls

Sales US Higher Education

£849m digital registrations
(2020: £956m) 11.4m

{2020: 12.3m}
(-5%

underiying)

US Higher Education
product usage
- text units

54m

Adjusted operating profit

£73m

(2020: £93m)
(-15%
underlying)

Pearson+ -

registered users F
2./5m g,

{2020:5.4m) |
il

Growth drivers

There are three factors that will
underpin our planned growth in
Higher Education.

Enhance our core products

Invest In owr platform products 1o make
thern mare reliable, responsive o
customer needs, easy 1o access, and to
support business stability and growtt

Secondary recapture

We will drive recegpture by continuing
1o reduce secondary supply and
shift delivery to Inclusive Access

and Pearson~

Positive momentum

for Pearson+

Positive mementum from current
performance. Internatonal rall-out in
2023, Student-certric feature expansion
being introduced in Pearson— Channels
& Socal.

2022 expectations

2021 revenue _

Revenue CAGR

Segment {Em} Margin 2021 ’ Revenue Margin 2022 to 2025 Margin 2025
. . Down less - Low-to mid-single .
Higher Education 849 9% than 2021 Stabilisation digit Mid-teens
The Higher Education market
‘ i , o \/':J'Lﬂ course ) requ red
H . 20000ons
) mister-als
__,///
Market Increasirgly
leader consLmer lec anc
mcre digial
Demand generation Consumption
L




Sustainability

Sustainable
business strategy

Add life to a lifetime of learning

Learn ng and acguinng rew skills are some of greatest crivers of
positive social mob Iy, the provision af which Pearsan ta<es very
serously Today, Pearsor has more opportunity than ever 1o make a
nositive mifference The pardemic has continued 1o 1impact people
across the globe, some of whomn are “zang mcreesed imeguality m
access 1o essental services, ncluding edacanon - especially n more
disaevantaged communinies Pearson has a significant role 19 play in
enabling and encouraging people to harness trends In digiia'isation
and a heighrened focus an the global energy trans ton

Our appreacn 1o sastanab Ity 1s evoly ng ro “Lrker increase the
alignrrent hetweer gur corporate and sustainable basiness
strategies In 2021 we introducec a selection of new ran-financial
KPIg {soe pege 24 of this annual report) te nelp us measure
progression of our stretegy, zchieve all our ambitions and drive

behawioural change Pearson will only succeed as a business if sll our

stakeholders also surceed, and this notior s central to ow we run
our Jperanuns

| “Through our sustainable

I business pillars, Pearson

. strives to help people create

' abetter life for themselves
and a better world for
society.”
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"“We're proud to be a
signatory in the UN Global
Compact since 2000, and are
committed to supporting the
SDGs anc UNGC principles
through our sustainable
business pillars.”

Cinthia Nespoli
Chief Legal Officer and Executive Leader for ESG

Pearson’s Sustainable Business Pillars

The tatest step n the cvolution of our sustainable
business strategy s 1o nroouce three pillars Lhat
represent the evironmental, social snd governance
(F5G) arcas where Pearson can make Lhe biggest
pastive iImpact They Fave also been seiected as the
most irf uental in Felping Pearson succees as &
business These pillars have a clear, naturel lrk to our
non-fingncial KPIs, reflecung the common goal of
al:gnment netween our corporate and sus.amable
business strategy They also contribute to advarang
the LN SDGs we have priorised - numbers 4.5 and
"0 relating o education and learning

The three pdlars build upon the focus areas of our
Sustainable Bus'ness Plar 2030, and introduce a
grester errphasis on our people with a rew pillar,
‘Empowering Our People 1o Make g Difference’, n
recogninon that they are our greatest asset ta

i uence society and succeed in our business goals
As Pearson builds out its plans for each pillar, a small
number of additional targets will be considered
alongside our existing carbor reduction target and
ervironmental commitments

Uncerpinning our three piliars 1s Pearson's robust
COrporste governarce, strong corparate cdlture

and a range of effective policies to ensure we achieve
oJr ambitions

We want odr products and services to belp mare
people make better progress - regardless of thewr
income level, the way they tearn or therr background



Our ESG framework

Cur Purpose

h 4

Irage removed

Add life to a lifetime of learning

+

Our Sustainable Business Pillars

Products

Driving Learning for
Everyone with Our Products

Achieved through:
— Consumer Ergagernart®

— Procucr Effpctiieness™
— Digtal Growtk >

— Responsible & Sastainable
Cantent

— Affordabiliny & Access

See more on page 46

QO

Empowering Our People
to Make a Difference

Achieved through:
— Investng in Talent*

— Incluston & Diversiry™
— tmployee Engzgement
— Lotal Commaurity Ergsgement

See more on page 48

V 7]
[

| E
Planet

Leading Responsibly
for a Better Planet

|

. Achieved through:
— Reducng oLr Emvirenmenta)
rpactt

{ — Imvesting wih Purogse

o — Cyber Secuity & Data
‘ Management
I

|
| See more on page 52

Robust governance, a strong culture and effective policies

* See .t nontmancel KPsecior for mioce or bow these | koo srareg,

Annual report and accounts 2021 | Pearson plc | 41



Sustainability continued

Products

Driving Learning for Everyone with Our Products

Tre pillar refl ects our goal 10 Ircrezse access to learning
for more people across the world

Learning is critical to
enable everyone to achieve
their potential.

Three of aur non-firancial KPls - Consumer Ergagement, Product
Efectveness and Digital Grawth - are mietrics central 1o achieving
hrghly effective learnirg and positive outcomes Through these KPIs
we can detver cantert rhat 1s engag.ng and sumular.ng 10
consumers, helping everyone ackieve therr patenual and makirg our
procucts Tore vadely svellable

We believe lowering the barriers to learning and maximising
accessibilty for all consumers, 1Inclading those with Im:tec resources,
1s where Fearson can make tne most positive socletal impact, anc we
have init atives and palicies n place to drive teal change.

Pearson slso hes a clear role to play n cresting products snd services
that harness the major environmental and societal 1Issues of our time,
through, for example, develop ng new susta nable courses and
guzlficatons Growth n this area will enhznce our revenue
apuortunity as well as prorrofe Pearsor’s provision of responstble

ard sastainable content,

qmp

Empowering Our People to Make a Difference

This pillar drives our aim o iIrspire all our employees o
fulfil their potential and help Pearson succeed.

Our success as a business and
our ability to make a positive
impact is highly dependent
upon our employees.

People

Cur am 15 15 ensJre our diverse talent heve the skills and
knowledge for both today's anc omarrows crallenges. We are
creating a culture of beionging for everycne, where more voices are
heard and valued We focus on employee engagement as & key lever
In celivering a performarce and pLroose-led cultare We encourage
our employees o create 2 better world through positve soaal and
env ronmrental action
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Planet

Leading Responsibly for a Better Planet

It s srperalive for the long-lerm v ability of our ousiress
that we lead respansibly in all areas

At Pearson we focus on driving
positive change while limiting
our own impact on the world's
scarce resources.

Ou- goal 15 10 became a net zero carbon business by 2030z
non-tinancal KPD and 1o minimise the environmental moaa of our
products #s we transition 1o being a digral busiress

Prudent rranagemen: o° data orivagy and cyber secunity are also
fundamental 1o our future success and 1o oulld trust with ours
customers. Pezrson's data processes anag governance ere developing
gu cxly as the business evolves. YoL cen read more about our
approach on page 68 of this anr Jal report.

Image removed




— The audit Cormittee and the Pcarson Frecunve Maragement
tearr bave revieweq anc approvec the Group's Carbon Erussions
. . Re-haselining Policy and wili continue to oversec Its delivery, 2072
OU r SUStalﬂable bUSIHeSS will be the first year of reparung - fult aligriment uncer the
. i Tzskiorce for Climarte-related =1nancal Disclasures {1CFD)
p | ( Ia rsare uy ﬂderplﬂ N ed by framework (see page 70 of this arnual report ) This is a parocular
area of tocus tar the Board and RRC tn s year.
FObUSt gO\/erﬁance, a StI’Oﬂg — Our Ststainability team is responsible for supporting all paris of
. . our business as they idernfy Pearson's potennial 1o make
cu |tu re a r]d Effectl\/e pO1 |Cles. impactiul environmental and social dec siors and take aci on
Wrere opportinIlies anise
At Pea rson we fOCUS on A strong corporate culture, where every crmployee of Pearson Ives
H e H anc breathes ke company values, 1s essenual in ackieving long-term
d rvI ng pOS|t|Ve Cha nge Wh l le S.Jccess and meeting our sustainable business sirategy ggals ar

page 5 of this annual report you can read abour how Pearson's

||m|t| ng our own | m paCt on the culture 1s evolving In Ine with Its business goals
world's scarce resources, Policies and business ethics

Pearson has a wide range of apprapriate ard effective polices that
support the three sustairable bus ness willars They are Istec on our

. ‘ . — P -
Pearson's corporate governance approach Lnderpins our overall coroorele website Frips://plc prarson.caT/en-GS/corparate-pol ces.

corporate and sustainable business strategies. You car rezc ir detall

Human rights
abolt gavernance on page 73 of tns anrJal report

We respoct the rights of our emplayees to freedom of dssociatian

We have 2 ST°org governance structLre to ensure our sustaraole ang representaucr through wrade Ln ons, works coanc s or ary other
business strategy meets Its objectives and evalves appropriately anpropriste forum wherever [ocal 13ws allow We have pohices ard
over Ime procedures 1o prevent discraninatory, egal énd inhumane labour

practices. inciuding child labour, forced lanodr, slavery anc human
trafficlang i~ our operatiens and sLuoply chairs as well as to address
wolations wher ey oodu”

— Pearson’s Reputlauon zrd Respansib ity Commitee (RROYIS a
formal cammittee o the Board and oversees its implemertanan
while Cinthia Nespoll, Group CLO nas direct respansibiity “or

the development. rrenitarirg and execduon of Pearson's We sLPPOrT the righs 1o unionise iIr the UK. We maintain our

ESG strategy accreditaton by the Livirg Wage Foundation and have comm ried to
— Many of our employees Fave ESG meascres included intheir paymg employees and regularly contracted staffl working nour

Annugl incentve Plans, which s oversecr by the Remurcration huldings across tre UK and in Londan the real Living Wage

Commitiee

We ase our Influence with aur suppliers to improve stancards for
their empayees and cormmit 1o ensunng all supplie” employees who

work far, or or pekall of, Pearson have the abuiry 1o “eport ary
dIscriminglion or eth s CorLerns

Cur Human Rignts Staterrent cuthnes the prionty human rights risks
and opportunites for Pearson (at our programme is taking steps to
address, Qur approach 1o hurran rights covers fyve areas customers
(page 16}, content (page 47), emnployees (page 48), parnerships
(page ~ 8] and privacy and data (page 6)

Recognition

Bloomberg Gender Participantinthe Stonewall WEI - Disability:IN - Pearson Among the largest 200
Equality Index (for 2022) Workforce Disclosure Pearsonis recognised was recognised as a || pubhc companies
- Pearson was recognised Initiative (WDI) - We're as a Stonewall Top 100 Best Place to Work far ’ ranked by clean
forinvesting inwomenin part of the companies company for LGBT+ Disability Inclusion I economy revenise on
the workplace, the supply taking partin this inclusion. For 2022, we in the US. the Clean200.
chain, and inthe since 2018. areranked 19, l We were added to the
communities inwhich L | list this year, as more
we operate. ‘ than 10% of cur total

! revenues are from

|

The 100 mopst transparent

: )
Corporate Knights rHuman Rights Pearsonis a member

companies in the world World's 100 Mast | Campaign - Pearson of the FTSE4 Geod and
per the Transparency Sustainabie Companies received 100% on the the DowJones }
Index - Pearson was -This year, we are Human Rights Sustainability Indexes.
added to the |

Transparency Index,
formed by the top 100
transparent companies in
the world according to
Transparency Invest.

L

#1 withinour UK HQ Foundation's

peer group. Corporate Equality
(CEN index for 2020, for s
LGBTQ workplace ‘

inclusion.

Annual report and accounts 2021 | Pearson plc | 43

ranked 96 overall and ‘ Campaign

|
|
|
{
|




Reducing our carbon footprint

A long way
iNn a short time...
but more to do.

We are making good progress towards our target.

Many factors have contributed to reaching this point in the journey, the COVID-19 pandemic
has had a big impact. However, our strategy for digitisation has also sped up the transition.
There are many factors which will impact the remainder of our journey to net zero,
significantly, the rate of change of our suppliers’' cwn transition has an impact on ours. While
we may have made good progress quickly, we anticipate an increasingly challenging journey
over the next eight years to address our Scope 3 emissions.

208 Combinec scope 1,2 & 3 emissions 202" Combined scope 1.2 & 3 emissians.
425956 Mr CC,e 317,703 ML CO,e corrbinec.

2018 1 ‘ ; @ | |

Where we started

Our ongoing journey in reducing Since 20190, print units* ...digital units** have
our carbon footprint is have decreased... almaost doubled...

highlighted through the shift 2010 5000
from print to digital in US Higher

Education Courseware over the 2/' I | | units 5 5' I | unit

last decade since the launch of

the strategy. Q000000 0@@@00.
Our strategy in US Higher oeooeoe .......
Ef:lucation Co_urseware i.s to °°°°°°° .......

pivot from printed learning
material to fully digital solutions 2021 2021
- good for learner access, ' ' )

affordability and outcomes - and 2 m Units
wremonreaaon | O00000®
0000000

* Prntenins incluce pring anc packages Rental excliced

units

7
©
00

000

0 Jgitsl s incdaze e-text, plat'orT ans Pearson-

Icon removed
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| Further digitisation  Engaging our wider
and re-organisation  supply chain to
of our print supply deliver their own

chain (e.g. print on GHG reductions
demand)

Adopting flexible
working polices that

reduce emissions

from business
travel, commuting

and offices

Our aspiration

By 2030, we will reduce
scope1,2&3
emissions by 50%
against a 2018 baseline
as approved by the
Science-Based Targets
initiative

We will be net zero
acrossscope 1,2 &3
by 2030

202

2030

As a result of our digitisation 0

in Higher Education, related 9 O /O
emissions have reduced by

2010

77,577 co.iomes

2021

Estimates and assumptions

} 2030

This digitisation strategy means that higher education
content in the US is becoming more affordable...

2010

c.$100

for a prin textbook

2021

c.$50

for an eBook

Pearson+

c.$75

for 3 plarform oroduct

With Pearson+ content srow

$9.99

= month*

— Irtnsillestrancr, produc fogrpnnn excluries am peoducl dewelzprent e ss 00s 35507 gte w th peopls ard of ce scovity

— 2T ertissons are Laseo on nlernzl footpnnt per iext bock and inddde marfacunirg, prirs and distr punicn o custcmer

— DIEa eM S5 0Ns are tasec on interral fzoipnirt tocland &s the tool beccmes more aciLraie, we will make ad|Jstments ¢ tzl7.1anors as anpreprzie
— Treillustranon excludes ihe emissions assonaled with cata cenres =urrner work will be anderiaken to better ynderstans e foutr A7 of digta

products

* Feorsune $9 9% ¢ for Sngle subsorpror




Sustainability continued

2021 progress and 2022 aspirations

2021 marked a year of strengthened

commitment and progress on our sustainable
business strategy alongside the development
of our sustainable business pillars. On the
following pages we describe what was achieved
in 2021 and what our aspirations are for 2022

and beyond.

Pillar one:

Products

Driving learning for everyone
with our products

2021 Progress on key initiatives

— Conunued allocation of Social Bond
proceeds Ir ahgrment with Pearson's Socal
Banc Framework

— Defined sustainable skilis and careers
competencies, and inusted cevelopmant of
sustaimable courses anc partrierships.

— Ennanced and launched Global Content and
Editorial Policy and training to ensure
representation ir content and suppliers

— Invested in Brallie printing facility.

( —
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2022 Aspirations

— Pearson+ product and channel exgansion to
reack and engage mose CONSUMers,

— Congnue to deveiop kiowledge and skills
relared ta sustamability through prod.acts
and se~vices,

— Deealy integrate diversity, equity and
irclusion inzo learning desrgn and
approaches to IMpact measurement 1o
account for diverse leaners and meir
neers




Iragd rerr oved

T

The three ron-firancal KPIs of Digial Growth, Consurner
Engagement anc Froduct Effectiveness relare closely o our
potential to drve learning for everyone You ar reac more
about oLr progress against these KPIs on page 24 and about
the launch of Pearsor+ on page 28 Below we descrice other
coce ninatives that are focused N increasing access are
aftordabihty of our products and seraces.

Social Bond Investment

The primary objective of Pearson s £350m Socizi Bond waas Lo
aovance the UN Sgsta nable Developrrert Goals (SDG) #4 -
Quahiy Fducation. Dunng 2021 we reported thal we hac
depfoyed £240m of the Social Bond during 2020 1o our
Connecrons Academy virtus| schools netwerk va o Pactnel
Schools ene Distnict Partnerships This full-ume virtual schoois
nprograrmime provides Figh oualioy edacanon o all, ard s free 1o
the user, During 2072 we wall report on the allocation of
proceeds for 2021

Bond proceeds

£240m

allocated to our Connections Academy

Global Content and Editorial Policy

I 2027 we updated the Glonat Content and kaitonal Polcy wath
editonal guidelines for our products and senices. These are.

— Torespectnumar righils and sirive 1o creatle content that Is
frec from discrirmimat on are b as

— Todevelop coreent that embeds our commiTentato
dversity, cgaity arooircasion

— Te provade support for lezrming that s basen or eviderce
and ‘acts

— Tocreate content that s etnicsl and adhercs 16 iegal
requiremerts

These colicctvely held prnuples shape the way we think waork
ard behave They are reflected nour contentand nour
interarnons witn all our stzkenolders

Ve contruec 1o protrote our online nortel so consemers and
educators car cormuricace directly wth us aooJdt potenal b as
N our prod acs

Braille Printing Facility

In support of our Pearsor's commitment Lo accessbiliyy (or all
STLCeNs we are excted airroduce Pesrson Bralle Services
W are in the final pkase of corswucticn and build out of & new
facility i the Holston, Texas area Tre locatior was selected
vecavse of the availabiiny of expenenced managerrert,
developmen:, and procuction personnel wno preyv,ously wor<ed
for Region 4 Bralle Solur ons We are curiently training our
worklforce 1o operate our state-o™-tne-art Braile producuon | ne
In autumn 2021, we began to develop Sraille assesament

natesals, and Ul prodacion and diser bution services began ir
Q12022

BTEC Award on Sustainabhility

Research nas shown that tnere 15 a gap I 3ccessible education
on sUstsIrazle 1Issues - the nanora! curnculum, Faarson g
positively sddressing this by warking collzboratively with experts
and young people 1o develon vocauonzl qualificatiors thas
broaden the gvallable cunculum

We have developed a branc new Level 1/2 BTEC Tech Award in
Sustzinabiity that encourages learners Lo look at solutions to
gleoal and local 1ssues and to consider soluons found
nterrationaly, The course will encodrage learrers 1o thirk
('I’E‘El[i\/f:‘iy anar a diverse WSy, Inoking for cornermons petween
envirommen:al Mpact and human acovity, The Tech Award in
Sustairability will be avalable in schools 1o be taught slongs de
core G5CE cualficenons to help prepare ledriers 1o progress to
slucies in A Levels andg BTEC Level 3.

Lookirg aheed, we sre develcping 5 Level 3 suite of
Sustanability qualif.cztons that wel support progressicn tu the
growing numoer of relevant
degree codrses tnat ook at
the ¢! mate challenge as well
as wider ecoromic ard
socal ssues,

Imzge rerraved
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Sustainability continued

2021 Progress and 2022 aspirations

People

Empowering our people to
make a difference

2021 Progress on key initiatives

— Focussed on emiployee engagement daring
bus ness transta meation

— Identfied the career aspirations and skills
needec to or ve the orgoirg transformaticn
of the campany for 100% of our SWFs, vFs
a0 Direciors i alignment with the Pearsor
Capshiltes Framework Gdentfymg skifls
gaps to close 1s nart of our ralent review)

— Launchec DE&I Stretegy anc assoc ated
goverrance councl

2022 Aspirations

— Bring the purpose aad values 1o He imour
cmployee exoenences ecross the key
momerts that matter in the employee
Itecycle 1n 2022 our focus will be on
developing the capsoilities of our people
managers 1o help b.ld high-nerforming
engeged culiures

— Develop pnorty Core Business and
Leadership skills ‘rom the Pearson
Czpabilnies Framework aligred ta the
strategy to drive verformance of business
snd employee grovin, e g, Core Business
- nata literacy ard Leadershin, working wirh
our War<force Skilis division to test
commercial offenngs internally

~— Conunue Lo improve diverse representauion
al leacership levels arc run an incusve
learming exper ence 1o buld a1 inclusive
culre

Pearson's people are its greatest assel Our sutcess as a business
ara owr ability to ma<e & posiuve impact is highly dependent upor
our employees At Pearson we focus an learring and our colleagJes’
wellbeing, growth and development throughout their tme with us As
the business conuinues its transit:on to a digitally led consumer-facing
CoMmpany, our priarties 1o upskill and provide opporurites for
continuous learring and growth in an ervironment free rom bias are
crucial o odr future success Thisis wny, N1 2021 our non-financial
KPls include Investing i1 Talent and Inclusior & Diversiy

We track a wide range of internal putcomes and metnics 1o measure
our progress {for example, employee expernence - Net Prorroter
Score (NPS), employee learring & coveloprmient - upskilling levels,
employee retention - staff turnover).

We supnlement our tracking of quantitative metncs by collecting
qualitative nsights We run a guarterly Pulse survey which induoes
open-endec responses to guest ons which are analysed at the
divisional ard company level to support ongoirg I provemnents 11
addiion, Pearsor's Employee Engagement Network 5 the key
‘eedback mechanisrm between the Board and the workforce,
enabling the Board to hear directly fiorm employees and creating
addizonai insight on how to enhiance employee sausfaction and
engagement levcls You can read more abourt the Board's
engagement witk our employees on page 87 of this anrual report.
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Investing in our talent
Talent and learning

The skills and experienices of aur workforce need to reflect tne
rapidly evohang requirements of the learning and education industry
o ensure Pearson < best placed to serve it 11 2020, we began
encouraging managers to enable 40 hours of lcarning per employee
per annum. We adwvise that tnis 1s made up of @ comb natior of
formal, social {peer-lo-peer} and experienual (on-the-job) learning
While tracking hours provides line of sight INte inputs to traming and
iearning, we are focused on meesuning oJtcomes from learning, We
are helping our managers evobve therr skillset to enable this
environment, provide growth-orientatec teedback 1o their team
mempers and encourage a perpetual culture of learning and
development. Ult mately, this w ll help Pearzan retair talent, help
colieagues develop therr skills, share tneir knowledge across the
international breadth of our company and continue To orve crealiv Iy
to produce excellent products and services for our customers Ir
support of this, 1IN 2021 we continued to develop the Pearson
Capabil es Framework. Its designed tc suppart employees to
idenufy anc develop the core business and leadership capabillies
thar are transferable across the business, coupled wirh technical
skills specific to a given role.



1 2021 Pearsor employees derronstrated ther commirment to
adopuirg this new method of personal learnirg, and the Leaning &
Developent plan ard our Capebility framework were each accessed
oy 15,000~ unigue Lsers through our global employes community
platfarm, Neo Open Sesarme, ou Chgitai Content Library with
supplementzry traming anc self-dirccted learning content in tnese
areas saw usage by emoloyees doutie between January and
December 2021 On average, 8,300 eTployees utifise tre I'brary
every month

Qur second arnual Global Learring at Work Week focused on the
development of core business, leaderskip and techniczl capabilities
wih more than * 7,000 hours of live learn ng clocked up by ou- staf
In this week alone wib 10,000 hours on demand. We 2im to
cortirJe to evolve this learmirg experience in the futare in zlignment
with our upsk Hing priorites ‘or 2022

Image removed

2027 elso saw a barncular focls or rertornng anc coacing
Prarsor lzunched a Glopal hub fo each area on Neo working with
Pearsor author Lalert 1o create expert mentor and mentee guidznce
n short-form wdeo snippets availlable on the Glooal Mentoring Heb
and hosted live groLp sessions where cur subject matter experts
guided employees throLgh pracuce scenarios 1,300 employees
cdrrently access the Fub

in addiuon, we deepenec gur 2027 Tzlent Review Lo incuae both
senior leaders (SYPs and VPs) and Direcrors We suoporied oper,
transparent conversatiors oelwesen managers and employees at
each of these career levels across five dimensinns readiness 1o grow
and :ake an more, sk of [ossimoact of loss, DE&, learnng 2nd
succession As part of this process, 100% of SVP. VPs and Direciors
dentfied pronty skills to foc.s an developing, in order 1o sUpporT
the achievement of business end career goals.

Investing in Talent KPI - upskill/reskill

On average these global iniatives, couplea wth divis onal
acuvites led 10 72% of employees sel~regorting v 2 the Pulse
survey they hac conversations witn e manzgers sbout
business goals and jearnirg 11 additon, an average 71% self
reportec Jpskiling ard res«lirg eac™ guarter This compares o
539 curing 2028 This s a metric we report an withir adr
Investing n Taent nan-finantizl KR

Investing in Talent KPI - employee NPS

Our irvestrent n en"ployee upskiling, employee weliberrsg,
benefits, and our employee engagemen effons dur ng & perioc
of bus ness transformznor and a global pandeTic contributec o
a Net Fromotor Score of +&,

Diversity Equity and Inclusion (DE&)

Ensunng Pearsan prowvides an environment free frarm bias and one
that 15 conduuve to employees leveraging all tnerr capab ities 1s
essenul to "eacung our goals and senang aun customers e the best
o’ our apihity Tne DE&ICounal, compr sing business leaders ar nss
Pesrsor, oversees oJr activities gnd hss @ mendate (o engage
leaders 1o ma<e progress towsrds gainmg "epresentation st
management levels that reflects the racial, ethnic and gender
diveraity of the geographies where we operate.

Our actrty s drwded into four parls. recrutment and promoon,
retenuon, inclusive culture, ano socal rmpact. In each caregory, we
nave planned activities over a five-year timefraTe Each dmvision and
corparate function has also develaped fanctional plans that ref cer
DE&I arr biuors and help us operetionalse organ'sst onzl goals

Ir recruitment and promotion, we started working w th myGwork,
a business community for _GBI+ professionals, stucents and
nclusive employers (o help Pearson create a more diverse and
nclusive warkforce We have recraized over 620 people through tne
plarform since Septemper 2020 We conumued 1o develop external
rertorng 1o potental cand dates with diverse backgrounds.

Within retention durirg 2027 we ran 12 globa! accelerated learing
experences for speafic pocls of talert Our proority talert poois were
diverse talert at alf career levels and future [eaders at manager ievel
and oolow Focus areas included leading w th plLroose and bus ness
and management skills, arong athers, More than 50% of
narticiparts were female, UK BAME or 1S BIPOC

I 2020, we registered our first cohort to The McKinsey Manager
Accelerator Prograrme, Th<1s aimed at early-1a-mic-tareer Black
leaders We selected Bole anc Prime ERG lescers who are drivirg our
DE&Iagendz end woLld benefit f-om the orogramme 5 nee s
lzancn, we have addec cohorts for our Asian ard Latinx populatior.

Globai Inclusior Week (GIW :s a key resource to further our
inclusive cuiture, providing employees with opportun tes 1o
learn about and discuss diversity ard Irciusion in actor at
Pearson, In 2021, wnder the Teme Pearson Together. Strength
in Difference, we offered sessions on topics such as developing
ermpathy and emational irtelligence, and prorrotng a culture
of respect among atners.

Ir social impactin 2021, we pegan, n partnershio vath Career
Acceierator, an _GBT+ Yo th Menzoring Programme, connecung with
young peop-C fram underrepresented backgroLnds We will bu 1d on
thisin 2022 We aiso exparced our Corporate Disanniry Mentoring
Programme wrich matches Pearson employees wih differently-abled
J5 rollege stucents and young acults

Image removed




Sustainability continued

Diversity and Inclusion non-financial KPI Gender Pay Gap

The percentage of civerse cardidates in & leadership role ana Viork towards pay couity across Pearsan 1s an ongoing eform. The UK
succession planring for leadership roles are key TeasLres of aur Genoer Pay Gap Report hips.//plc pearson com/sites/pearson-corp/
nan-finznaal K21 of building sroinclusse Cultare and increasng fics/prarson/oearsnn-gng-2020-aw-260321.pd* provides an annJal
derse represeniauon summary of progress as we contrae to evolve compercaion

Pearson exceeded s.ccession plan object ves witk 725 of plans pracuces and include evaluar.on of nor-UK pay sratus

including a women siccessar and 24% of plans inclucing people of - =
coiour (target 504 women. 20% people of colour) Please read Employee benefits
mo e or our response to the Hampton-Alexander and Parker

A 1018 vital fur Peaisun ta retain and incermvise s staff, and we ofter
rovicwss on page 50

tughly competive and attracuve benefit arogrammes (o SLppor: our
employees Qur programmes vary globzll and include hezltk
insurarce, perenral leave, diseblity coverage, retirement savings,
emplcyee share purchase aplions, commuter penefits, tuion
reimblrsement and prograrmmes that sLpport wellbe ng snd work-
fife bzlance.

Health and safety e established a Global Remote Working Policy Lo promote work-hife
balance and 2 more flexible way of working lor all or-payrolt Pearson
employees wnere their jobs allow far remate work or a bybrid
arrargement

Our overall anproach 1o healtn and safety 1s based on 150 £5001. for
which we cantinte to be certficalen We are currently upoaurg aur
Health and safety Poity & Standards to Tuily sigr 1o acovities carred
OLLIN OUr rew operatng divisions, In the LS, we exparded bereaverment leave 1o Incude pregrancy
loss, created a Pregnancy Loss and Inferilizy Support Policy, and

During the pandemic, our testing centres and product delivery siles
£ P £ P b ncreased Fnancal Al for Adoption ars surrogacy oy 50%

heve contimued to operate SULCESSfU“y. WITH FTIEasuUres 11 place 8]
mirim se tne risk of occupaionsl exposure o COVID-19 We nave
supported employees to work remotet whe e passible and enabled
=afe arress o our offices and other commerc al aciv Des where
reguired 1o Teet business needs

9 erployee resource groups (ERGs) sapport ieadersh p to champior inclusive efforts and promate collaocralion and community across
all Pearson pecple

Employee Resource Group Facus

Generation Pearson Gereauonal-basec d flerences

Pearson Able People wih disabilies

Pearson Bold People 0°B'ack andfor African ancestry

Pearson Latino Network Pearson's LatinX community

Pearson Family Pearson fermilies, parents and caregivers

Pearson FRIVE People Represenling the Interests of Mironty Cthnicues

Pearson Speciram ' Pearsors festan, gay, bisexual, trensgerder, queer, qqesﬂon‘ng, intersex peaple
and alles

Pearsan Veterans Pearsort's veterans and militany personnel

women ir Learning & Leacership (WILL) Woren at Fearsor
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Sustainability continued

2027 Progress and 2022 aspirations

Pillar three:

Planet

Leading responsibly for
a better planet

2021 Progress on key initiatives

— We reduced aur combned Scope 7, 2 and 3
ermissions by 26% from our 2018 naseline that was
adjJsted for business disposals The ongoing work
we nave Lndertaken (o digiuse oLr business and
reduce ou- physical foatprint has noeen a key drver
of the reduction. The impact of COVID-19 will &'so
have had an impact due tointernational mokbihty
restnictions and office cdlosures, however 1t has
accelerated the changes Ir how we cc business
arc the snift so d grral We are oleased with the
progress we Fave made in digiusing our busiress

2022 Aspirations

— Corsider rematming Iooipnne o° pring
products and plan adciuonal acuors 10 i
reduce em ssions futher |

— Bertter undorstana the carbon mpact of our |
fexible working policy, and 1ident y acions
o tackle ernissions frorm employee travel ‘

— Better understand the faotorint of our key
digital prozucts and services |

)

arc we are conunuing o focus on this 2s a priorty
— Progress or suppler baseliring and data modets

— Introguced sever data secunty and privacy
principles as foundation for cyber security policies

Fearson needs to contr bure more ta the plaret than i takes
oLl Qur prorities are to achicve matenal carbon regucions
ard ta reduce our environmentzl footprirt We also strive (o
use our capabilizies tc educate through responsitye cortent

ard partnerships.

Journey to net zero

We gre taking respansibility In our awn oneratens to reduce
Carnon emissions - arring for net zero by 2030 Thisis one of our
Group nor-financal KPIs

We aim to reduce our Scope 1, 2 and 2 emissions by 50% by 7030
against & 2018 baseline this was approved by the Scierce Based
Targets Iritiative {(SBT1), to which we wore ar carly sigratory

We nave already taken many sieps Lo recuce our Scope & and 2
emissions, such as shifung o 95% renewable energy, and we will
continue to drive further Scope 1 and 2 emission savings The key
to achievirg our net zero arrbitions will be through Scope 3
reductions giver they represent mare than 95% of our total

(GHG emissions.

We are focusing our efforts an tacklng emissions 10 our business
and in our supply chain, engaging o.ur employees in better
understanding their own carbon faotprint and work ng 1o betzer
Lnderstand the carbon “aotprint of our key dignal oroducts

and services

Qur progress

This year, we've rebased our emissions 1o ref ect business
divest.iures anc have reviewed tne progress we need 1o make
across our business To meet our net zera targets adjust ng for
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COVID-19 where appropriate We reduced our combined Scope 1,
2 and 3 emissions by Z6% from our 2018 baseline, and 1% zgamst
2020 The annual reducuon was d-iver oy a combination of cur
continued shift rorr pnnt to aigital: redection 1IN bLsiness travel
anc empioyee commuting, but offset by increased actrity ir our
rdirect spend.

Responsible procurement

We are working wizh our suppliers o reduce the carbon emissions
from the procucts and services we Duy

Qur suppliers represent 57% of Pearson’s Scope 3 ermssions.
Th rty ore suppliers contribute 50% of 1S totai, and these are
our focus Alignment with our GHG strategy is a requiremnert of
doing business with us Many of our biggest suppliers have
already set net zero commILMents, anc we are working witn our
middle-tier suppliers to ensure they set clear reduction targets.
We are using Ecovacis Lo track suppler perfarmance, and our
‘ocus Is oh joint cotlaboration to improve global standards We
ergaged or these areas a: 2 global supplier forurr neld in
March 2021.

Resource use and waste

Printed boaks represented 24% of our CO, emissions in 2021
(2018 30%,) Tne carbor emissions on a digital product are
significantly iess than the orinted output, Our cigital
transformation has already made a matenal contnbut on to
cutting emissions, and this will cont nue As we ‘urther snift to
low-carbor oaoer and print suppliers, printing on demand, ard by
being closer to the lorg ail of the market, we expect these

add tonsl steps Lo deliver a furiher redacons in our emissiors.



Recognising the ircreasing sign fcance of digitat n all aspeces of our
busmess, we joinert the DIMPACT project, an irdusiry collaboralian
which felps us urcerstand, measdre and recuce the carbon
associated with oigilal procucts.

While we nave z growing cigital supply chain. our tradinanal
papcr-biascc products remamn a signif cant area o wrpact. In 2021,
we pLrehased 29,000 tonnes of paper globaly (2020, over 37,000
tonnes) Pearscn has a long-stand ng respons ble paper sodrcing
policy that sets out nur orelerence for papers that are sourced
responsibly (FSC, PEFC and recognised national scnemes s.acn 35
CSA ane SFI

We have 2ls0 been working 1o 1denfy wnal happe~is to our hooks a:
the end of ther useful Iife and what prevents them from be ng

Qur emissions data

recycled We are using the find ngs to ser out new inferral guidance
1o ensute our pooks are des gned 1o be recycier

Business practices

Charges iInbusiness pracuices in bally broaght about by COVID-13
have contr buted 10 emissions red.uci'ons Business travel and
commi.tng reduced as peaple worked from home Erissions from
business i-avel "ell by 51% 0 2027, In 2021, we estimarec emissians
from wor<ng from home and caotured tese In our reporting {see
FSG Performance Data on page 233)

We will conlinue remote working praclices where 1L rakes sense
Ve may see some INCrease In emissians fram s FeCOvery I rravel as
a new normal takes hold, and we will closely monior the effects

Following GreenhoLse Gas Protocol guidarce, we have row retrospectvely excluded emissions o relevent d sposals in our bese year ard historical

years Restztements for the relevant d sposals is based on actual daia where avallable, such as rernoval of property erissions and impact of reduced
employees avd where appl cable, paper tonnage This erables rmeaningfaf compar son of emisgiors on 2 like-"or-ike basis over a forg penad. Both
recalculated ana reported emrssions are disclosed n the tanle belaw, Far a full set of gata and metnodology, please refer to our ESG performance
tzhle an pages 230-247.

2818 Pievousl

A

1C e Reporied ZE1E* o0 gt J920% 2p21*
Scope 1 13,057 12,205 72,500 5,534 8,396
Scope 2 (L ocanon based) 49970 47,586 38,298 28,385 23,333
Scope 2 (Market based) 4583 4,583 418 529 440
Scope 3 596,740 410,764 A10,322 313,738 308,866
Total ~ Lecauon based 659717 463,859 261,120 348,657 340,595
Total ~ Market based 574,380 426,956 723,239 32050 317,703
Intensity ratios

1COze per employee {scope 1.2 market and 3) 253 176 18.6 50 14.9
100, e / sales (scope 1,2 market and 3) 1488 EES 1Mme 950 927

Th < ceta was subjoct to external independert assurance by Corporate Citizenshio. The scope of the assurdnce cavers our energy corsumptian,
Scope 1, 2 and 3 GHG emissions end renewable electric ty clams, See gur assurance siatement al: plc.pearsor com/en-GB/oarpose/esg-reparung

AR rrlevanl SEORE 2 cATrgor es 35 cefined by e THC pros
e ergy cerit rates (RECs) in tre couriny of corsumpton This actaun
Lampar es ac, 0G5 The maihng we have u; zeltulae CHY e

Sepoeirg Telncduiggy, ToECeT 4tk the [T PIiss oF faz(ers oM rangn sod pabls courtes ndomng buorn bmiced (o, (e UK Cepartrent far 8
glrerrgtona fne g Ager oy the U3 Drergy InToemat on Adrys siration,
catz inthe -aple ancye nas beer mdopendet) vent ed I Lorniete Dizenship Loargy Lse nTiiges 235 33 eler

Stigeg,

rileage ntc VP sy BIES corvers ondacne

¢ J5 Ervonm

e NWethodolog

DUF 485 MAr <275, Wi By FENeWADIE BNScgy 11 QU™ gresn ene gy 1an's ¢ renew
We ~ave reporien ar 4l o7 me erialor 50

rCes TR r=n urider the

ZCrOorarn T LGInT NE Eha Reporirg Sierdare rewsed eoilont Js 9E 1ne SCORe 2 uLal

'mage removed

IProres

£5s Erpgy & Irpustne
LAgergy a e Intes govererrerial Parelor Chimate Change 77 e
y carsJmnnon o MWe ang vern e tuel uie rorverted from



Non-financial information statement

The follmeang rzhle mthines wnere the key cantents recuirements of the nor-financial information statement (as required by secticns 4141C4 and
41408 of the Companies Act 2006) can be found n this cocumert

W sit our weosite at nle pearson . com/er-GB/rarporate-policies for a comolere set of relevant environmentat sonal and governarce poliaes Cur
disrlosures are aligned to globally recognised reporurg standards such as SASE (sece page 236), 1CFD {see page /700 Clobal Reporong mmative {sec
page 237}, Carbon Desclosure Project {COP), UN Global Campact and Sustainable Dovelopmont Goals

Reporting requirement

Pearson policies and procedures

Section of annual report

Environmental matters

Employees

Human rights

Social matters

Anti-corruption and bribery

Policy embedding, due diligence
and outcomes

Description of principal risks
and impact of business activity

Description of business model

Non-financial key performance
indicators

Envronrertal Poboy

Faper sourcng Policy

Code of Conduct

Human Rights Saatement

Raising Concerrs and Anti-Retaliation Policy
Health & Safety Folcy

Diversity, Equ ty & Inclusior Statemeant
Business Partner Code of Cenduct

Human ights Statermernt

Global Content and Feitonial Policy
htodern Slavery Staterment

Sa‘eguarding Princinles

Human Rights Staterent

Cooe of Conduct

Ant-Brinery anc Corrupuon (ABC) Palcy
Raisng Concerns and Anti-retaliation Polcy

Gifts and Hospialty Policy

Sustainable Business Strategy pages £(0-45,
oages 52-53, pages 230-231

TCFD Repart: pages 70-72
Our People, cages 4-5, pages 40-43, pages 48-57

Dversity and [rclusion pages 4-5. pages 40-43;
pdges 48-51

Hurran rignts page 43
Our wustomers pages 60-69 pages 73-111
Qur Pecple: pages 4-5, pages 40-43, pages 48-%7

Sustalnabie business strategy” pages 40-54

Governarce pages "01-111

Ris« Governance' pages 60-69

Susteinable business strategy. pages 40-54
Risk Governance: pages 60-68

TCFD Report pages 70-72

Our business model pages 20-2°

Our stakeholders, pages 16-13

ESG Performanice Daia. pagés 230-241
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Financial review

Strong financial
performance and
building growth
momentum

Image removed

“We delivered a strong Group
performance in 2021, with 8% underlying
sales growth and adjusted operating profit
of £385m. With a lower interest charge
than previously expected of £57m and a

tax rate of 20% we delivered an adjusted
EPS of 34.9p, up 22%."

Sally Johnson, Chief Financial Officer

Financial summary
Business performance

£ ilfons o 2021 2020 feadine grown Cgromtr  Jraerlyng grostr
Sales 3,428 3,397 14 7% 8%
Adjusted operaung profit 385 313 23% 33% 33%
Cperating cash liow 388 315

Ad|usted earmings per share 34.9p 287p

Net debt (350) (463)

Statutory results

;L rmlhiors 2021 22:0 ~e=Jl re greqak ) CERgrowtt  Jrooryng growtt
Sales 3,428 3,297 1% 7% B%
Operaung profit 183 411

Profit tor the year 160 310

Cash generated from cperaticons 570 A58

Basic earnings per share 21.1p 41.0p

Dwidend per share 20.5p 19.5p

Througroutrh < sector o) Srowh rates are statea o a- Jrderly cgbass ur ITErASE SL2TEC LNTEC NI gy rates exclie Correry rovermer s 9ne portolic charges, o) The

5 perfprzrce’ m 5 270 nor GAAP meas ras, and recenc lznors o ife egJ Lalemt staiutsry Feed rg under IFRS are ingluded i he *ngns al key perormarce md cators

SeUIsT OF DIERE 224-228 ¢ Coralan’ ex nange raes ars caltulated oy assum rg the arerage Fronthe o yeg orevalled t-rogh e correnn ear
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Financial review continued

Operating results

Sales increased on a headline bas:s by £31m or 1% frem £3,397mn
202010 £3.428mn 2021 and ad usted operating profit ncreasca by
£72m or 23% from £313m 10 2020 to £385m ir 2021

The headline basis simphy compares the ~eported resLlts {or 202
with those for 2020 We also present sales and profits an an
underlyirg basis which exclude the effects of exchange, the e*ect of
partfelin changes anising from acqJisi.ons and cisposals and the
iFpact of 2dopting now accounting standarss thal are not
retrospecuvely aopled, Our portfolio charge s calcdlated by tak ng
sccount af the contrbLuion from acquisions and oy excluding sales
ard profits mace by businesses disposed In either Ju/U or 20271,
Partfolio changes manly relate 1o the szle of the Pearsor irsutute of
Higher Education (PIHF) in 2021, the sale of the K12 Sistemias
business N Brasl in 2027 and the sale of our remaining nterest in
PergLin Rardom House n the first half af 2020 Acguisit ons,
ncluding Spotlight anc Faethim: 1in 2021, had only & smallimpact on
repoec sates and profis

-

Underlying sales for the tul: year 2027 on a drasional basis were
18% 17 Assessment & Qualficauons driven oy the sirergth of
Fearson YUE, Clinical Assessrmert and LS Student Assessment,
“ollowing z recovery fram COVID-19 Underlirg sales grow 11% n
Virtual Learming due to strong enrclment growth n ¥ rtual Schools
inthe prior acadernc year (2020-21) English Languzge Learn'rg
Lnderlyirg sales grew 17% for the full year due to COVID-13
reccvery in bhoth irternational courseware and PTE, where volumes
grew compared to 2020 Work'orce Skills underlying sales grew 6%
with strang grewtk n GED and TalentLens and growtk in BTCC and
Apprenticeskips Higher Educanon underlying szles were dowr 5%
‘or the ful year. Growth in Cznadian and UK Figher Educat an
CoLrseware were more than offsel by a 6% decline ir US Higher
Education Courscware driven by a declne nenrolments anc
courses per enrolment corbined, as well as price pressare due to
the mix sh “t ‘ram onint anc bundles to e-rext and platform, and
lower monetisatian.

Allfigures s millors 2021 2025

Operaung profit 183 411

Adrei back, Cost of major

restructuring 214 -

Add back Intangible

charges 51 20

Add back: Other net gains

and losses (63) 178}
Adjusted operating profit 385 313

On an underlying basis, sales increased by 8% in 2021 campared 10
2020 snc adjusted operating profit increased by 33% Carrency
maovemerts gecreased sales by £206m and decreased adjusted
aperaung profit by £30m Portfolo changes detreased sales by £27m
and decreasec adjasted operaurg profit by £1m. There were no rnew
acrounung standards adopted in 2027 that imeactec sales or profis

Adiusted operstiing profit includes the results from discontinued
operatons when relevant but excludes iMtangible charges for
amortsatian and iMpairTent, acquistion related costs, gains and
losses ansing from acquisiions and disposals and the cost of major
restructinng. A summary of these acjustments 15 included be-gw

Im Marck 2021, the Group announced a majar reslructuring,
programme to run primarily in 2021, The programme ncludes the
recrganisation of the Group into five glcbal business diwisions and
the simplification of the Groun's nroperty portfolio The
restructuring cosls in 2027 of £214m manly relate ta the
impairment of right of Lse property assets, the write-down of
praduct development assets and staff redundarcies There were
na costs of ma or restructLring in 2020
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In:angible amortisatian charges in 2021 were £51m compareg o a
charge of £80mn 2029 This reducucn 1s due to & decrease in
ACQUISITION aCTvIty In recent years arc add tonal intargible charges
which were recorded in 2020 and arc not repeatec i 2021

Cuner nel gains and losses in 2021 largely relate Lo gains from the
disposal of PIH= and the Ki2 Sistemas business in Brazil offset by
cosIs related (o the acguisition of Faeth and the wind down of
cerian strategic meview businesses Ir 2020, cther nel gains ang
losses largely relate to the sale of the remain ng inrerest In Penguin
RandoT House

The statatory ocperaing praf t of £183mir 2027 compares 1o a profit
of L471min 2020 Ine decrease ir 2041 s mainly due to Tic gain an
sale of Penguin Rzndo lHouse recognised in 2020 ard restructuring
costs in 2021 offset by improvec trading profits, reducec niangble
charges and gains on the 20217 business disposals

Net finance costs

Net interesi payzble refiected in adusted earnings in 2021 was
L57m, corrparedtc £L61mir 2020 The aecrease 1s mainly due o a
reductor in interest payable on lease liapilives followng tne d.sposal
of PIHE

Net fingnce ncome rei21ing to “etrerront berefits Fas been
excluded fram our ad usted earnirgs as we believe the Incore
staiement presentation does rot reflect the ecaromic s.ubs:ance of
the urdertying assets arc habilities Also included in the statutory
defimizon of net firance costs (but notin our adjusied measure) are
nterest costs releting (¢ acquisition or disposal iransaciors, fore gn
exchange and other ga rs and losses on dervatives Interest relsung
1o acguisition or d spasal transactons 1s excluced from adjusted
earnings 2s T1s corsidered part of the acguis Lon Cost or QIsposd|
proceeds “aLner iran being reflective of the underlying finarcing
costs of the Grous Foreign exchange znd other gains and losses are
excludec from adjusted earrings as they represent short-term
fuctuations in market value and a-e subject to significant voiaunty
Cther gains and losses may nat be realised ir due course as itis
normally the intention 1o hold the rected instruments to matLriry

In 2021, the 12tal of these nerrs excluded from adjusted earmings
was income of £ 31m comparec o ncome of L4 2020, Net
finance sncome relaung o retirerient benefits decreased from £6m
in 2020 ta £4m - 2021 reflectirg the compararve fanding pasion of
the plans at the beginaing of each year and nigher prevail ng
discount rates In 2021, finance incorre of £6m relating to the
revaluation of the US K12 disposal proceeds was recorded and there
were gains on long-term interest rate hedges and foreigr excnange
gains on unnecged inter-compary loans ard cesh and casn
equivalents in 2027 compared o 2020

t mmillisrs 2021 2080
Net interest payable (57) 1)
FInance income N respect

of retirement benefits 4 5
Fair value remeasurement

of disposal proceeds 6 26
Other net finance costs 21 (28)
Net finance costs {26) [T
Taxation

The effeciive tax rate on adjusted earrings in 2027 was a charge of
“8.5% compared to an effective tax rate charge of 13 7% in 2020.
The 1ncrease - the effective rate ts mainty due to a benefit from the
release of tax provisions due 1o the expiry of the relevant statute of
lirmitation which was recorded ir 2020 and 1s rot repeated in 2021

The reported tax charge on a statutory basts in 20771 was a credit
of £3m (1 8%) comoa-ed to a charge of £44m {12 38%)in 2020, The
principal reasons for reduction in the tax charge are the berefit
received irorr the revatuation of deferred tax assets following the
ncrease inthe UK tax rate from 19% To 25% together with & benefic
fram a change i ltalian tax law



The Budget m March 2021 announced an increase m the UK
corporaton tax rate 1o 25% with effect from 1 Apri 2023 This was
sLbstant vely enacted on 24 May 2027 The UK corparation 1ax rate
ncrease has resulied in aroincrease of £27m in the UK deferred tax
llabiliiy associatee with the UK Group pension plar: asse. pos ton,
which has been recogmsed in othet comprehensive ncome, together
with a £25m Increase in UK defer-ed 1ax assets, which has been
recognised in the Income statemen?, The UK corporaton tex rate
change s benefiniah 1o the Group's SIIUDMY 18X as LIncreases the
value of certain LK tax atiributes of the Groun such a5 15x losses and,
as noted above, reduces the overall statutory tax charge

DOperating tax paid in 2021 was £60m (2020 £10rm) 11 2020, tax pad
was rpactet Dy ~cfunds recerved ir the US and UK relanng 1o
histonicel penods, Nor-operatng tex paid was £117r1n 2021 {2020,
refund £12m;) of which £87m relates t¢ the ongaing EU Commission
investigation nto whether certair aspects of the UK ax system
constituted State Aid {see note 34 to the lirancial statements for
furtner detalls) The Group expects 1o rccover the funds in due
course. The £57m s recognised as a NOr-current 1ax ésset.

A net deferred tax asset of £17m 1s recogrised in 202" compared to
a net £30m deferrec tax labihty in 2020 The movemnent 1S primary
due to the umwind of deferred 1zx haoilities. The current 1ax creditor
princpzlly corsists of provisions for 13x uncertaini es There are
contingent haoil tes 1IN relation to tax as outhined in note 34 (o the
financal statements

Earnings per share

Adjusted earnmings includes edjusted operating profit ano adjusted
“nance end 18x chages, The recond ng nems between the sfatutory
INpUts 10 earnings per snare sro the adjusled nputs are d scussed n
the previous secrnons

AdjLsied earnings per snare 1s 34.9p1r 2021 cormpared 10 28 7pin
2020 Tre nerease s prmar by driven by anincrease in adjusted
operanng profit, a redJcs on e net fingnce costs offset by an nerease
N the aa usted effective tax rate,

Financial expectations

Statutory earnings per snare s 271,901 2021 compared to 41,0511
2020 Tne decrease in 2021 1s mainly due 1o a reduction intne
statutory profit as & resull of the gam an sale of Penigum Rancom
Fouse recagnised in 2020 and restuciuring casts in 2021 offset by
improved irading profis, reduced intargible charges end gaims on
the 2021 vasiress disposals ir addition tne-e were increasec
finance costs and tax charges ir 2020,

2022 cutlook

Wwe zre conident of further Growp -evenue growth, with adjus.ed
aperati~g profit, interest and tax expected te be i ine with carrent
mearket expectatons Or a divsiona: basis we expect.

Assessment & Qualiicatiors rever de growih of jow 1o m:s-single
digits wirh strang margins maintanec

Growih invirtual Learning revenue with low-single digit growtk in
virtual Schools and high-single digit growth in Orline Program
Wanagerrent {CPi) wih further margin expansion through

operatonal efficiency improvermen:s i OPM

Eng'isn Language Learming rever e growth of mid-single digis
This awision contiues 1o recover from COVID-19 with furtner
margn imnproverment expected.

Signimcant rever Je growth ir Waorkforce Skiils underpirnec by the
acgu sitons of Faethm and Credly Margins wll be break-even as
wi Invest 1o accelerae growsh.

H-gner Fducauar revenue 1o decine, but oy less thar last year
with margin stabilisart on reflecting cost eff cienc es. We expect
enrolments to decline, but at & lower rate than - 2027, although
that coulz rmprove We also cxpect pricirg pressJre to conure
due to the sh it frore orint 1o #Books ard Pearsony, and rom
hundies (o digitat only, offset by recapture of the seorcary

market

In the lohger term we expect the Group ta achieve mic-single dign
revenue CAGR from 2022 1o 2025 and for margins to reman
relat vely siable in the rear term as we mvest (o drive growth.
improving by 2025 to mid-teens

The table below shows our ‘inancal expectatrons for 2022 and
peyond by division

2021 revenue Margins 2022 cxpeniainTs ’

Legen {(Em) 2021 Rewsaue

LOow 1O

Assessment & Qualifications 1,204 18% mid-single digit

Law Lo

Virtual Learning 713 4% mid-single digrt

Mid-single

Englisr Language Learn.ng 238 6% digital

Exisung business

Mid-hign single digit

>40% for Faethrm

Workforce Skills 172 16% and Credly

Down iess than

Higher Educatian 849 9% 2021
Strategic review 252 9%

Group 3,428 11% Growth

ILIZ eypecta oy

Waintained
Incremenrtal
rmprovement in
VriLal Learning
due 1o OPM

eff ciencies
improvement
versus 2021

Sreak-even
Stabrlisatuon

In ine with market
expectations

bOAQLEed TR0 RERTC T M arg T
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dovernue CAG‘?
203202028

LOW TO
mid-single digit

Mig-h-gh
single digit
Mid-righ
single digit

2025 revenues
more 1hen couble

Maintained

Low double digit

Mic-teens

2021 Low double digit

Low to mid-single
digit Mid-teens

Mid-single
digt Mid-teens




Financial review continued

Other comprehensive income

Included in atter comprehensive INCoTe are the net exchiarge
differences on translatios of “oreign operatiors The Inss or
iranslanon of £6mr 2029 comparcs to a less ik 2020 of £ 109m The
i0551N 2021 arses due (o the strenginen ng o the US dellar being
offser by the weakenmg of other carrencies used by the Group, A
signif cant proporuon o the Group's coeretions ale based n the US
and the US collar strengrhened in 2027 from an opening rate of
£1°$1.37 10 a closing rate g4t the end of 2021 of £1.$1 35, A1 the ond
of 2020, the US dollar had weakered from aen opering rate of
£1.97.32 10 a desing rate of £1.%1.37 and this moverrent was the
ma.n reason ‘ar the loss 1n 2020.

Also rcl ded in nther comprehencive incomia 1 2027 15 an acleanal
gair of £14%m in relanon to retirement benefiz cbliganons of the
Group The gain zrises Tom the fzvourable impact of changes in the
assumptions used (o value the labifites nithe plans end in parucular
movements In tne discount rate Tne actuanal gain .n 20271 of £140m
compares 1o an actuarial loss 1n 2020 of £23m There 15 a £61m tax
charge related to retrerment beneft obliga ons recogn sed ir cther
comprehensive Income, which 1s primarily driven by the change in
the UK corparation tax rate from 18% to 25% in 2023 increasing the
deferred tax lzbility Feld o~ tne balance sheet.

Farr value gains of £24m have been recognised in other
comprehensive Incorme and relare 1o rrovements 0 the value of
Investments in unhisted secur ties held at far value througn other
comprehensive income 112020, fair value gains of L7 4m were
reccgnised In other comprehensive noorme.

In 2021, £4m was recycled from the carrency translation reserve to
the come statement -n relation 1o husinesses disposed In 2020, a
loss o £70m was recycied fromr the currency ranslation eserve (o
the mncome statement nrelation to the dispasal of Penguin
Randorn House

Cash flow and working capital

Our operating casn flow measore s ar adjusted measure used ©
shgn cash llows with our adjusied prelit measJres (see note 33 1o
the financ al stetements) Operatng cash nflow ngreased on 2
headine basis by £73m from £215m 11 2020 to £388m 1n 2021
The ircrease 1s largely explaimed by the drop-through of increased
operating prafits and ar iImprovement in net working capital
(including preduct development) offset oy ar ‘nerease in

capral expenditure.

The ecuivalent statutory measure. net cash genersted from
operatons, was £570m - 20271 compared to £450m .0 2020.
Compared to operating cash flow, th s measure includes
restrucluring costs but does notinclude regular div dends from
associdles L also excludes capial expenditure an praperty, plart,
egupmert and software, and add tons ta nght of use asscts as well
as disposal proceeds ‘romr tre sale of property, plant, equiprrent and
night of Lse assets {inciuding the impacts of fransfers to/from
nvestment 10 finance lease recewvable) In 2027, restructuring cask
outflow was £24m compared to £38m in 2020

In 2021, there was an overall £1 /6m decrease ncash and casn
equwvalents compared to en increase of £679man 2020, The
decrease In 20217 15 primartly cue to "epayments of barrowings of
£187m, drvicends paid of £149m, 1ax paid o £177m, interest
payments of £67m, capral expenditure of £176m, acquisiions of
£69m and repayments of lease ['abitties of £88m. These were offset
by Lthe cash inlow [rom operalions of £570m and praceeds from
dispasals of businesses and investments of £131m

Working capital provisions continue ta be an area of focus for the
Grouo In the ight of the impact of COVID-12 on trading, In part cular
the adeqguacy of inventory and bac debt provsions Reductions in the
total level of inventory held by the Group are driven by the digital first
strategy and ihe resulting reduction in physical pradact The increase
N trede and other llabilhtes held by the Group 1S driven by Tming
differences which have increased deferred \ncome, anincrease in
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accruals related to severance and tne recognition o ae‘erred
consideratior in relation to acgusiiiors made in 2027, The increase
In trade and otner rece vables heid oy the Group 1s driven by reverue
growih wheen nas increased deoters despite strong collections and
an overall reduction in the bad detit prowvision

£ rrallor 2021 Uz

Net cash generated from

operanons 570 450
Drvidends from joimnt

ventures and associates - 4
Capital expenditure on PPE

and software (206} {195}

Proceeds from sale of PPE
(incl disposal and transter
of leased assets) - 18
Add back: costs paig for

major restructuring

projects 24 ) 38
Operating cash flow . 388 315

Liquidity and capital resources

Thne Group's net cebl reduced from £463m al the erd ol 2020 1o
£350m at the end of 2021 The decrease 15 lavgely dae 1¢ positve
operatrg cask flow and oroceeds from disposals of businesses
parually offset by tax, interest ana dvidend payments Tax payments
N #0271 include amaounts related 1o State Aild which the Group
expects [0 recover ir due codrse.

In May 2021, the Group repaid the remaining €1395m of 1t £500m
Euro ~ 85% notes. In Jung 2020, ke Group completed the issuance
of £350m guararteed rotes maturing 4 June 2030

Net dett

£ mllons ST o 2021 20
Cash and cash equivalents 937 1,116
Investment in finance

leases 115 130
Dervatwe financial

Instruments (2) 11
Bank loans and overdrafts - (3)
Bonds (767} (965}
Lease iiabiliues (633) (752)
Net debt (350) (463)

At 31 Decemper 2021, the Group had avallaole hlguicity of c£1.6bn,
cornprising central cash balances and its undrawn $1 15bn Revolving
Credit Facility (RCF} In “evruary 2022, the Group "cnegotiated its
RCF, extending the maturity of $1bn of the facity by one year to
February 2026

In assessing the Group's viability far the five years to Decemrber
2026, the Board analysed & variely of downside scengnos includirg a
severe but plausibie scenarno where the Group s mpacied by all
principal risks from 2022 as well as reverse stross testing 1o identify
what would be requirec to ether breach covenants or run out of
liguidity. The severe but plausible scenane modelled an impact f-om
risks whicm Iin aggregate were signihcantly greater ther anything seen
1N 2021 contnuing througnout the five-year period,

Even under a severe dewnside case, the Group would maintain
comfortable liquid ty neadroom and sufficient headroo against
covenant requiremerts during the period under assessment even
be‘ore modelling the miz gaung effect of actions that management
would take Ir the event that these downside risics were to crystallise
The downside scerarias assume that the RCF will be avallable
throughout the pencd 1o 31 December 2026.



AL 31 Decembper 2027, the Group was rated BBE- (stable autiook)
with Fitch and Baa3 {s1able outloa«) wath Moodys

Past-retirement benefits

Pearsan cperates a varety of pensiar and post-reticament plans
Our UK Group pension plar has by far the larges: defired benef
secuan We have some smaller defined encft secuuns inthe US
ard Carada bug, outside the UK most 0F oJdr comparias operate
defired contribatior plans

The tharge to proht i respect of worldwide pensions and post-
retirement benefits amounted to £53m 10 2021 (2020: £54m), of
which a charge of £62m (2020 £60m) was reported in adjusted
operaung profit and income of £4m (2020 £6mn) was reported ir
other net [ nance costs Te slignt ncrease 1N ine operating charge ir
202715 mainly explained by curtalments recognised in 2020 which
are not repeated n 2027,

The overall surnius o UK Group pension plans of £470m at the erd
of 2020 has increased to a surplus of £537m at e erd of 2021 The
increase has arisen prncioally due to acieanal gains which arise from
the favourable wnpact of changes in the assLmpiions used 10 value
the habihities in the plans and wn particular movements nthe discoLm
rate Intotal ous worldwide net pos uon in respect of pens ons ang
ather post-retrement benefits increased from a net asset of £.325m
gt the end of 2020 to a net asset of £4711 at the end of 2021,

Businesses acquired and businesses disposed

I Sectember 2027, te Group completed the accusition of 100% of
the skare capital of Fasthm Holdings Poy Lirnited (Faethm), having
already Feld 5% of the share capitel previously. Total corsiderauon
for the acquisiion was £65m compr sing Cash considerat on of £49m,
£6m related o the Groun's existing nierest n Faethm and £10m of
cenungent corsiderauon payable I two years Net assets acquiren of
£27m have been recogn sec or the Group's balance sheet includirg
£21m of acquired mangible assets, Goodwl' of Z38m has also been
recognised in relaton to the acquisition

In 2021, tne Group also made two smaller acquisitions for total
cansideralion of £11m and acauired INterests N two associates,
ey

Smasncut ard Academy of Pog, for roezl consideraston of £1/m
There were no significant zcguisiuons in 2020

The cazh outf.ow In 2021 relating to acgusuens of subsidiar es is
£55m In addinon, thete 1s a cash 0.4t low relaning ia the acguismon
07 assoc ates o £ 7 0m ard irvesimenss of £4m 10 2020, 7e cash
oLtflowan relat on 10 acquisition of subsichanes was L6m which
roiated LO prior year acguisiions, anc the cash ourflow in relat on o
acguisiuar. of Investmenis was £6m

In NMarch 2027 tre Group announced the sale of its iImerests - K12
Sistemas in Brarzi. The séle corrpleted on 1 October 2071 for
RS7R9rn realising a gain on d sposal of £84m in 2021

In Marer 2021 the Greup annourced that i was launcring 2
strategic review Of 1ts irterrational courseware lotasl publisming
busimesses, The strateg ¢ review 1s progressing 0 lne with plan. The
retared assels have been assessed in hgnt of IFRS & ™om-current
Asses Held for Sale and D sconunued Cperat.ons’ and tiey do rot
mieet the critena to he cassified as neld lor sale

In Novermnber 2020, the Group anrounced ne sale of its Interests in
PiFCr South afca At the erd of Decemiber 2020, the assetls and
liabilies of P1HE were classifiec as helo for sale on ine balance sheet
The sale completed on & ~epruary 2021 for nominal considerauon
realsirg a loss or dispasal of £5mn 2021

In Decernoer 20719, the Group annourced the sale of its remaining
25% iwtgrest it Pengair Rangom Hause. The ousiress was scid at
the beginning of Aoni 2020 for SE75m realising & arofit of £180m

The cash inflow n 2027 relat ng 1o the tisposal of businesses of
£83m mainly relates to the d'sposal of the K* 2 Sisterras business
ard deferred proceeds rarm the JS K12 Courseware sale 1 2019

offset by cash disposed with PIHE and other disposai costs In
auginon, 0 2021 there s g cast inflow of £48m relating (o the
disposal of certair Investments held at fair value througr other
comprehiensive mcome The cask nflow in 2020 of £63Tm mainly
rela:es ta the disposai af Perguin Randorm Holse end the deferred
proceeds from US K12

Dividends

The aviaend accounred “orin owr 2027 finarcat statements rotallng
£749m represents the finai dividend in respect of 2020 (13.5p) ard
the intenm dracend for 2021 (6,3p) We are proposing a inzl

div dend Tor 2029 of 14 2p bringing the total pad and payale in
respect of 2027 1@ 205p This firal 2027 dwidend whick was
approved by the Board in February 2022, 1s subyect to approval at the
forthcoming AGM and will be charged against 2022 profis. For 2021,
the dradend is covered 1.7 times by adiusted earrings

Share buyback

On 24 February 2022, tre Boarn appraved a £350m share Duyback
programme i order o return capital to shareholoers Tag
programme w.ll commence in 2027 The shares boaght back will

be ranicelled and e nom nal value of the shares will be rransfer-ed
10 the capital rederption reserve.

In 2020, approximazely 30m shares were bought pack and cancelled
at a cost of £176m The naminal valle of Tiese snares, £7m, was
transferred to the capia! redempgtion reserve,

Climate change

Ttie Group has assessed the mpacts o° cimate charge on the
Group's financial statements. The assessment did not .entfy any
matenaimpact on the Group's significant jadgements or estimates,
the recoverab lity uf the Group’s assets at 37 Decerrber 2021 or the
assessmert of going concern Tor the penod 10 June 2023

Past balance sheet events

On 28 January 2022, the Group acquired 10Q0% o the share cap tal in
Credly 1M, Faving oreviously helc a 19 9% nterest In the company
Total consderar.on's ($200m comonsing upfront cash conaideraton
of c§742m, Pearsan's exsting mterest valued ar ¢842m and ¢&16m of
deferred consideration. Net assers actured will mairy comorse of
acad red intangible assets

In Januay 2022, the Group receved 5117 n relaton 1o full and
fnal payment of the rerraming recewable calance which aspse on the
isposal o the LS K-12 business im 207 8.

i February 2022, the Group renegoliaten is revalung credit
facility, extending the maturty of $1or of tne fzuliny oy one year 1o
Febiryary 2026

On 24 February 2022, the Board approved a £350m shzre nuyoack
programme |» orcer to return capiial to shereholders Tne
programme will camrence 11 2022
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Risk

Risk Governance

Effective risk management is essential 1o effectively
executing our strategy, achieving sustainable
shareholder value, protecting our brand, and ensuring
good governance.

IMmzge removed
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The table below sets out the Group's governance structure for risk.

Plc Board (Oversight)
-—— Responsiole for the Group's strategy

— Approves the anmual budget and 5 year plars

Audit Committee {Oversight)

— Prowdes oversignt and assurance Lo the Board
corcerning the irtegrity of the company’s
procedures for idenufying, asseszing,
ranaging and repoTng OF 115K

— Monitors and evaluates the Groups compliance
and risk mamagemert processes and control
prograrnmes

— Approves the Groap Risk Managerment
Framewark

— Approves Interral audit nlans

Executive Leadership (Assessment ana Mitigat on)

— Comprses the CEQ, CFO, divisional pres dents and
furctionat heads (rduding france. strategy ana
tecknology, Direct 1o Censumer, legal and HR)

— Accountable for ensuring that v sks are mitgated inhine
wih rsk appetite

— Determines risk appetite ik hna win Group stralegy
— Conducts targeted reviews on key riaks

Reputation and Respensibility Committee (Oversight)

— Corsiders the company's impact on sooely ard the
Lommunities in which 2egrson operatas mcluding
ensurirg that r1s< manzgement processes are ir place
o manage felevant ns<s

-

— Resporsible “or the execytion of the Group's strategy

— Resporsibie lor rev ewirg and appraving the prirzipal
risks, miugaton plans and contrels

Group Risk Function (Support and Report)

— Prepare the nisk managemen: framewark
— Maintain the Group rsk regster and the list
of principal risks
— Review risks wth deasions 1a assess 27 moniter
risk exposures

— Prepare d corsoldaion 1 skovew for the Executre
Leadership

— Provide oversighl 0.er group «1sk managemaent acuity

— Heoart o the Aude Camnitree an nsks

Senior Leadership (Idenufy, Assess and Miugaie)

— Senior leadership within ezch bus ness will oe
resporsible for implermenting the rsk
TIUgauons and reporing on the ret sk

— Risk commutees withir each divizion assess tne
prncpat ris<s gnc implement further sib-
Lomnm tees as appropriate for dwvision-specific
exposures

Technical specialists (icenufy, Assess and Mitigate)

— Functional leacers are sLpported by 1echnical
spec aksts who are responsible for fisks that require
Corporate oversigrt

— Dwisions are supported by expert risk Tanagemart
tea's thar provwde operatioral sUpport, guidanre,
policy adwice

Risk Management Experts (Mitgatior, and Assurance)

— Finznaial Funcuons, Comphance, Controls, Legal

Personne. accss the combany are trared . ris< manggement to derafy, assess, mingate and escalate

The Board is Jlimarely responsitle far review ng managernen?'s assessment of the Group's onnc pal risks ard sewng the Group's

r sk appetre

The internaf
audit function
(Assurance)

The internal audic
funcuon s
responsicle for
provding
INCepenaent
ESsurarce to
rmanagement

and the Audit
Committee on the
dezign and
effectiveness o’
nternal controls, 1o
mitgace strategic,
firancial,
operanongl and
comphance 11sks
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Risk continued

The Audit Commpnttee Fas the gelegated respons bility “or reviewir g
the effectiveness of the Groun’s pracedures for the :dentricauan,
assessment, manzgernent, anc reporting of r sk

Risks are managed at a drvisional level. Divisional Presidents,
supported by technizal experts either within their d visior or
operating i one of the central centres of cxpertise, are ulimately
responsible for therr dvision's risks,

Esch divisior's leadership team regularly reviews its rsks and
conducts r gorous risk reviews when commissioning new products
and services Risk teports zre shared with key stakeholders, irclud ng
the Enterprise Risk Managerent team. and are distussed at Pearson
Execdive Managemen: Leam meeungs

Lach divisior 15 expectec (o present an overview of Its risk reg'ster 1o
the Aucir Cormm ttee at least annually anc 1o provide a ceep dive on
key risks, supporied ny central r.sk ieam experts as required. Deep
dive sess’ons are zlso held with enteranse-wide furcuons such as tax,
treasury and cyber security

The Audit Commitiee uses these deep dive sessions 10 Jnderstand
the rigour a* management's 7sk scanning anc to challenge any
|Jdgements being made In response to risks

The Internai Audit team provides Incependent assurance Lo the Aud t
Corr mittee on the effectiveness of irternzl conrrols It plars mternal
aJdis sl'gned Lo Pearson's greatest areas of ident fied risk, and ne
Aadt Committee conducs a review of any ssues and risks that arise.

Risk environment

The Group aperates Ir markets in content, sssessments and

qualf cations where it has held leading pasitions over several years
and where the basinesses and markets have progressively become
more digital. Growth in the Group's Virtsat Learring oifering will come
mainly from Onl ne Program Management, but also duec to ircreased
demand for Virtual Schoals driven by a sirang naniaral brand and
signif.cant scale.

The strategy ‘or Englisk Larguage Learnirg and Workforce Skils sees
each significantly expanc in scale and scope beyord the currert
offerings For Frglsh, while we further bunld our direct 1o consurmer
straiegy. tne keys to ou- success wil come fromwinning in our other
segments, esnecally high stakes assessments For Workforce 5<ills,
success will be conungent or our ability Lo provide employers with an
end-to-end solutior poweres by our ability (0 assess and verfy s«ills

Factors affecting tne markers in which the Group operates mclude
increasmg choice among digital learning prawviders; tecknological
change, ard the level of educauon tuition fees. The Group seeks to
maximise the opportantes ram changirg market condiions while
balancirg these with approonate monitorng and understanding o
assoclated risks

Risk identification and monitoring

Our niskdentrfication processes foliow a dusl approact Firstly,

a Lop-dowr view which cons ders strategic risks relevant across
the whole of Pearson Secondly, a bottom-up approach at

& drsional level. verick idenufies all nisks faced by a division these
are highl ghted in management reporting and 'n each dwsion's
“we-year plan,

Detalled interviews are conducted twice a year with eac dwis on 1o
assistwith risk assessment and managemert, Risks are then rarked
accoraing to ther hkely imoact as prinupsl rsks, significant near-term
rsks. emerging risks, or other risks

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

We define our principal nsks as those which could have s sigrilicant
ard ongoing effect on the Group's valuation by reducing the demard
or profitability of its products and services Effective management of
these rsks is essential 1o execUting oJr strategy, achieving sLstainable
sharehaolder value, maintaring our reputaton, and ensuring good

imege rermoved

governance. They do not comprise all the risks assouated with our
business and zre not set oauin ononty order. Acdinioneal nisks rot
known to management, or currently decmed to be less material, may
also hiave an adverse ef'ect on our bus ness

Sign ficant near-term nisks are risks which could nave & significant
near-terin cash impact or affect the Group's short-term resubts but
woulc not be expected Lo nave 3 signi‘icant addianal engoing effect
an company veluauon

Emerging risks are risks wh £1 we believe are well mir gated in the

short term but may represent a significant future opporturety or

threat These include company-specific risks and r sks affecurg the

MaCro-ecanomy

Principal risks

Duanng 2021, the Soard of Diredors undertook a ~obust assessment

of the curren: r ske facing Pearson, in accordance with prowvisior 28

of the 2018 UK Corporate Governance Cade These idenufied the

follawng as Principal Risks, as well &s 8 numoer of Emerging Risks

and risks which while more modest couid have 2 Significant

Necar-term Impact Far each of our pr napal nsks, the tables below

identity

— the change in the rish over the last 12 montks

— moverrent and outlook for that ns<

— management acLons

— the Iink between the r sk and the Group strategy

— aur risk tolerance

— oxamples of the risk

— rnisk ‘coritagion’, 1 e the extent ta which 1ssues in one area
could in turn increase the r sk in other areas

— riskveloc ty'. 1 e anirdication of the speed at wnich & rnisk
could mater ally rmpact the Group



|
Accreditation Risk

Description

Movement and outlook

Management actions

Link to strategy

Risk tolerance

Examples of risks
Risk contagion
Risk velocity

Termination of accreditation due o volicy changes or 2 lure to rra ntain the accreditzion of GUr courses ard
assessments ‘rorr states, couniries, and professional assoc.auons reducing thew eligibilny for fund ng or attraciveness
for learners.

The nsk has Increased 1o a moderate level, prranly resulong ram external facors, parucalarly wmcrcased global
polocal sk are some ant -tesung serument. The rshos expected (o remain at a simijar level for the next 12 menths as
EOVErNMENts review ther” nrecuces 11 the wake of COVID-19 and populist politcal pressure remains in key markets

T Contnue to cvolve and chhance secur ty. data arc governance standards to preserve trast

2 bxtend our intenm offering (Transcend) 1o be a K-12 assessmentt system, complementary acgaisitons (MZD and
SPEight) 1o sUPROrT movernent into district partnersh g market,

3 Continue to grow full-senace offering, indluding or-screen capakailities tutorning and online proctonng This nelps to
ensure relevarce by hielping to shape change N response ta consumers' needs in the global assessment market.

Ensurig wee can parkCpate in satsfyng the growing reed (o acoreditauor and certification,

Low - Pearson seeks 1o operate in stabe, well-rogulated markets with known regurements o be accrediced and then
nas a low tolerance for tak ng nsks winich may risk that accreditation

Poltical znd regLlatory
Accredtation nisks ace Lkely 1o have a financal smpact but have | mired risk of contagion

If there were 1o e rrajar lorg-term changes in regulztion, it 1< likely that these would accur aver g longer perod
- maore li<gly to Irmpact in three-five vears ime

Capability Risk
Description

Movement and outlook

Management actions

Link to strategy
Risk tolerance
Examples of risks

Risk contagion

Risk velocity

Irabuity 1o meet our contractdsl obligations or to ransform as required by our strategy due Lo Infrastracture or
organisztional challenges

Tre nsk Nas increased aver the last 12 months 1k 513 due Toircregses 1 srateg o nsk and external factors Execunion
15k assor.aten with oel vering the Group's new strategy and increased compet-uon “or talent especally nthe
tecknology space have increazec the ris<

Tk e sk 1s expected to remair ar a sirmlar elevated level far the nexr "2 months 3s key new requirerments of the new
sirategy are implemented
1. Lach division conducts ongoing reviews of its key systers end implements updates and remedies where necessary.

2. The Group has beer reorgarnised into frve Dusiress divsiors [o prowde greater auicnomy anc Lo allaw the
allucat ar of resources to the areas of greatest need

3 The Graup moniers employee Net Promotion Scores throw.gn quatterly pulse surveys anc has 2 sign'icant foc.s
on learning and develapment tc belp “etain key talent

4 Acquisitions sach as Faethm have been made T build the Group's tapability in key strategic areas, such as
Warkforce Skills

Capability relates 10 the three priofiues 1o unlock growth
— Consumer-tocused and data-led zpproach

— Portfolie and orgarisational structure

— Tatertand cLliLre

Medinum - Tne Group airs 10 ensdre it has the capat ity (o del ver straiegic obect ves, Tequinng si-org coordinauon
and plannng, but witnoue stfling mnovation or becoming toe bureaucratic

— Business Transformatior and Crange
— Talert
— I Reslhence

Faiures in czpability could resaltin ircreases Reputar on anc Responsioilit, nsk ang ‘ziiur es to meet
Customrer Expeciatons

Fallures o capability coLid impact withn a six-manth neried
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Risk continued

]
Competitive Marketplace

Déscription

Movernent and outiook

Management actions

Link to strategy

Risk tolerance

Examples of risks

Risk contagion

Risk velocity

Significant caanges N o rarget marke:s could make those markets less attraciive These codlc be cue to significant
changes In demand or in supnly which impact Lthe addressable markel, market skace and margins (e.g cnanges In
enroiments, nsourang of learning and assessment by cuslomers, Open Ecucational Resources, shr'tirom n person o
virtLal or vice versa).

Tre risk has increased 1N e last 12 months end is expected tc stay at a similar level for the next 12 months Tre
ncregse s due 1o changes n sirategy, paricularly the decision Lo compete in rew markats and by sell ng directly o the
corsumer External factors such as the significant flow of funds into Edtech and changing consumer hatuts, have also
ncreased the nisk

1 Thenew aperat rgstructare is designec tc improve Pearson’s ahility to react 1o such compettive threats, as well as
Ta-<ing the mast of the substantial opporturities wkist retaining tne benefics of scele,

2 Irvestment in orlhine proctering and digital ferst sconr g Bulld ng out complementary services helps to reddce the
need [or learrers (o leave the Pearson ecosystem,

3. Subscripuon product launches incuding Pearson- (o mmprove the customer value proposiuor

We have idenufied three brg globa oppo-tuniues ard associatec marketplzces

— Thense in anlire and digitai wools for schoois and education

— Theworkiorce skils 2ap

— Tre growing need for accrecitation end certificatuon

Medium - This 15 & strategic sk associatec with successfully selecung attractive global opparturiiies and sewzing them
Pearso~ seeks tolead the shift to digital ways of learning and cansequently to Ta nzain strong rmarker positions.
— Substtutes

— Product differentiation

— Corsumer leammg DFET’EFE‘H(E’S

Cranges 1n e Comoetitive Marketoizce collc increase Porticiio Change

Tre ¢hanges in the global learning market aver a five-year penad are expected 10 be significant The pace of these
changes 1s urcertan nuLt could be rapid given Te significant d sruptior and innovation sirce the inusl spread
of COVID-139

]
Content and Channel Risk

Description

Movement and outlook

Management actions

Link to strategy

Risk tolerance

Examples of risks

Risk contagion

Risk velocity '

Pravis on of content anc Lesling whick are secdre, provice hign gualty learning cutcames anc ate offerec in ways
which sutlearners' mdividual learning styles

The risk remains at a relatively h gk level. simitlar to 2020, ard s expecred o remain so. This 1s due 1o the increasing
commoditisziion of content reguiring conunuirg develepment of bath content and the method of delvery 1o be able
Lo provide differentiated products and services

1. ircreasing use of interactiity of mult-channel contert

2. Actions to recuce piracy and to manage anc onforce intcllectual property nghts

3 Irvestment in acquisitions offering new methods for resting or delivering conten:

Managing content and channel sk helps achieve our guidirg orinuoles o offer high quanty, sffordable products which
lead to petter access and ourcomes.

Medium - This 1s a stralegic risk anc Pearson shoulc be rewarded ‘or successiully developing and delivering
products and services thal consumers value Some ris« is acceptec o ensure the consumer remarns at the centre
of what we do

— Intellectual Property Protection

— Methoo of delivery

— Balar<e of cortort creation vs content purchased

Failure 1a deiver high quality and engaging products and services may nave an impacl on Reputation and
Responsibility risks and on meeting Customer Expectations

Due to longer-term cortracts or the time regairec for rstri.ctars, or consumers themselves, 1o learn now to Lse the
new products and services, the impac: of changes would have same short-term impact, but 1s mare lixely to be fully felt
nver the [onger-term
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|
Customer Expectations

Description

Movement and outiook

Management actions

Link to strategy

Risk tolerance

Examples of risks

Risk contagion

Risk velacity

Aising end-Jser expectaions INcrease the need ta offer differentiated value propasinors, risking margin pressure (o
mee: these expectat:ans and potential loss of sales if nal successlul,

The rnsk s similar to 2020 with an expectation from cansumers of anincreasingly high guality and engaging user
expenence The newstrategy s designed 1o reduce the nisk. The outiook 1= similar wirth connnuing modestly nsing
expectauons inline wath other incusires.

1. Drectte Constmer Group to provde benchmark for consumer grade prodJcts anc serices

2. New gereratior products allow Pearson (o ablain and make better use of dalz or learners' preferences

3. ACOLISIIONS 1O Prowce (apanihty 1o Meet (NENging Cusiomer expectatons

Focus on Direct to Cansamer will help to successfully meet customes expectations Direct io Consumer underpins oar
five business divisions

Mechum - This 1 8 strategic nisk anc Pearson should be rewarded “or sLocessfully develaping and delivering
products and services hat consumels value Some rnisk is accented 1o ensure 1he consumer remans gt the centre
of what we do.

- Custormer explrience

— Date archirectiure anc usage

— Accessib ity

Faslure 7o proguce products and services Meeting Lusiome: expectalons could also impact Repatatan and
Responsipilily risks.

Typically, one-three years as long-term ¢ontracls run o'f,

L]
Portfolio Change

Description

Movement and outlook

Management actions

Link to strategy
Risk tolerance

Examples of risks

Risk contagion
Risk velocity

Fallure wo effecuvely execute desirec of reaured portiolic changes 1o promote scale, capasility and increase focus
on key divimoral and geograph < markets eiftner due 1o execaner fatlures or inabihty 1o secure ransachions at
appropriate valuat ans

The risk has increased n:ne last 12 mon:hs as the Groun has made key strategrc acquisiions and looks to dispose of
the mternatonal coursewere Incal publ shing businesses External competinion for cigital ecucaton assers has alss
increased imthe fast 12 months The nsk s expected to reran hegh dunng 2022 as fuither rransactions 37e executed
and inregraied

1. Investment plans induced i strategic plans, aligning regurremerts wth divisional structere

2 anexpenenced Corporate Fmance team 1o oxecure Iransactions, sdpported by the newly createc posi-ceal
operalons lea T

3. Pearsar Vertures allows Pearson to take stakes e early fundirg rounds sLpport ng g-owth through nnavaoon
stages that could potenually be leveraged for tre wider Graup

Portfolie and Organisational Structure 1o unlock geowtk

Medium - The Group secks to balance carefuly the opporunity to achieve growtr tarodgh imcreasing canabil iy and/or
scale wth the execution r sk of Portfolio Change.

— 1icentif-cauor of recuirements

— Achueving value or acguisitonsidisposals

— Irtegration of aCguisitiors

Fallures in managing ortfol o Change coud impact Capab 'ty and the ability (o meet Customer Expeciatons

Tre speed o schigvirg the full bene’ ts of an acquismior will vary dependimg on the s:ze and scope of (e scquisiuor,
DUt tymialty fromr s x manths for a simple small a0 st 7o two yoadrs for alarger comples ransacian
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Risk continued

|
Reputation and Responsibility

Description

Movement and outlook

Management actions

Link to strategy
Risk tolerance

Examples of risks

Risk contagion

Risk velocity

The risk of senous repuzational harm throagh fallure Lo meet obligations to key stakeholders. These irclude legal and
regulatory reau rements, gvaicance of 3er ous unethiczl behaviour and serogs areaches of customer trust

The Group a.ms 1o maintain strong mitigatons and a strategy 1o operate N a highly repatable and respons ble manner
Howewver, numerous threats exist irclud ng from those who seek io do Farm 1o the Group or to 115 cdsiomers ncluding
nauon state actors, organised criminzl rngs. and ransomyvsare attackers, SO CONSENT VIgIANCE 1S requiren

On 16 August 2021, (e Group announcec that 1T had reeched e settlement with the Secrues and Exchange
Comrruzs on (SEC), ircluding an obligation wo cey a avil penalty of 81 rili:on, congernng a 2018 cyber secunity madent
N zonaecnm s AIMSweab T D software, Since th s secunty modwig, ¢ ser e ¢ signficant improvernents have
beert made {such as shown in the case study on the following page “mprovng cur date privacy and cyber securnity
matunty”), Desoite these improverrents, as a res.t of tne SEC settlerent, there s an increasec risk 1o the Company's
brand and reputat on
1 Dedicaied risk managemert teams throughout the crganisaton monitar key risks and report to te Reputation &
Resporsibiliy Commitiee

2 Stang finanaal controls 3re r place wauck are moritored by the cantrols steenng committee and compliance
teams as well as local mansgement

3 Reviews 1o allow lessons to be learned and a2y rermedial actions jput i place

D.r reputat on arc behawving respensibly underpins our strategy (e be a rustod parnor for Consurmers, DUSINesses
and educators

Low - the Group seeks ta be a highly Trusted censumer learring brand. Any significant failures coule negatively affect
aur relanonskin wira consumers toazy ard 10 the future.

— Compilance with laws and regelat ons

— Cyper secumy

— Datz privacy

— Safeguarding

— Tes: “ailure

— Use of third-parves

Significant fallures Ir this area could mpact Pearson's Capability. Accreditabion and weaken our positian intne
Compettve Marketplace

Reputational nisks coulu impactwithin a se-rearth penod.

Image removed
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Changes in and accountability for principaf risks

For each of our prnnc pal nis«<s tshown in holo), the table Delaw prowaces the accourtable Senior Execuiivels) for each sub-risk. S nce 2020, 2 number of
agdmonal sub-risks have been added to or remaved from the prnapal risk hierarchy to refect the GroLirs updatec strategy anc the sighificart market

cnanges following the outbreak of COVID-19. Changes zre ndicated 11 e “nal column

Risks

Accreditation Risk
Poliocal and regalatory

Capability

Business resihicnee

Business transformaonon and change
IT resilience

Safety and Corporate Secanty

Talent

Accountability

Competitive Marketplace
Consumer learming pre‘erences

Market pr ong
Product d ffereruation

Substtltes

Content and Channel Risk

C'fectve method of oeiivery (poccast, v deo,
test, In person online)

Inelicctial property prozectian

Products ano serwuices - effective mvestrant
i own and thirg-party conte:

Balance of content wreation vs cantent purchased

Change since 2020?

Customer Expectations
Customer expoerence

Accesstbifiny
CLatomer experierce

Data ercnrecture and usage

Portfolic Change

Armeving valoe on acquisinons/disposals

ldenuficztior of requiremerts

Imtegration of acau sticns

Responsibility and Reputation
Compliance witk lews and regulations

CyDer security
Safeguarding

Test falure

Data privacy

Use of third parties

SVP Cavernment relations ana Drasionzl Presicents No
Chyef Finanual Officer and D visional Presiderts Na
iisinal Presidents anc Chief Executive Cfficer Na
Dasional Presidents anc Chiel Information Officer Nao
Chief Finaraial Officer and D visianal Presiderts No
Divisinnat Presidents anc Chief Human Resources Officer Noe
Divsional Presidents Yes
Divisional Presidents Yes
Divisional Presigents Yes
Divisional Presidents Yes
Divisaanal Presidents Yes
Chief L egal Officer and Dwasiona, Presidents N
Divsional Presgents Na
Drasignal Presidents Yes
Brasional Presidents MNo
Drasiarial Presidents Yes
Drasional Presidents anc Crief Legal Officer Mo
Chief Dzta Officer anc Divisional Presidents No
Chief Fmarcizl Oficer and Cnief Strategy Oficer Yes
Chuef Executve Officer, Chief Firanaal OF cer Yes
anc Chief Strategy Oficer

Chief Minarcal Officer Yes
Chief Legal Cfficer and B visioral Presdents No
Chief Informanon Oficer No
Divistona! Presidents No
Assessment & Qualficatiors Workforce Skil's No
anc Englisn Div sioral Presidents

Chief Legal Officer and Drasiora Presidents W]
Chief Finzrcizl Officer and D vis.onal Presidents Yes

Twe prinapel nsks applying ir 2020 have been removed n 2021 The first was for 3rexit the impacts o inflation arc supply chain are now incluged as
new emerging risks The other was for compets on law, which s nowincluded as part of cormpl ance witk laws and regulations
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Risk continued

Significant near-term and emerging risks

The mair s gn ficant near-lerm anc emerging risks we identfied ‘or 2021 are showror the table below, whicn also notes accoantab’ies and where Lhe

nisk represents a change sice the previous year

Risks

Description

Accountability

Classification and change
since 2020?

Climate transition

COVID-Te

nfiation

Sapphy chain

War in Ukraing

Caosts assoc ated with of'setung carbor em ssions wheh
cannol be fuily reduced may lead to Increasec costs

At thie time af writing, the risk of sustained long ten
COVID-1Srelated totkdowns affecung rwltiple major
markets appears @ be subsidirg. These markets appear
o have high levels of acquired imrunity and the palinieal
des.re for wockdowns has reduced Consequenthy, while
tne risk remia‘ns, It 1s seer as having the potentizl 1o have
a significart one-off impact

Rising global nflauion risks increasing the cost of
producton for Pearsan which rne Group may no™ be
able ta fully pass on

Disrugtion at ports globally and challenges for supnlers
Tav lead to busiress irterrunnior if not *utly planmed for
and rmmgated.

The cutcome of State Aid ceas:ans énd key decsions in
the US could fead re significant one-off costs or benefts
nthe rearterm

On 24 Febroary 2027, Russian troups entered U<raine,
Tris has resulted in sanctions being imposed on Russ 3
Dy MUMSTOUS COUNTr 5 AS PCarsan’s operatons In
Russia and Ukraine are small, the 1mpact on Group sales,
profits and cash is exnected 10 be irmmatenal However,
ar escalaton of the conflict coulc lead to a mater.al r sk
i extended beyond those cauntnes.

Chief Legal Officer and
Divsicnal Presiden:s

Criet Execir ve Officer

Chief Financial Officer and
Dwisional Presidents

Chief Firgncizl Officer, SWP
Procurement and Jivis onal
Prestdents

Chief Frngncal Officer

Chug® Executive Officer

New emerging sk

Significant rear-term r sk,
previously classfiec as a
grncipal risk

New CMerging ris<

New emMergmg rsk

Significartrear-term risk
Previously classified as a
orincipal risk

Now CMCrging 115

Improving our
data privacy and cyber
security maturity

The governarce and protection o our custorrers’ informration
s of crincal imporiance 1o us and, 25 part of our engoing digial
transformatior, Pezrson has continued to Invest Ir botn i1s
talent and capabilizies to enhance its cyber security and data
privacy practices.

Pearson Fas establ shed datz security anc privacy praciples
winick form the foundation of our orivacy and cyber secunty
policies, and are useC o cesigr privacy and security imlo our
products and platfarms

Learning is one of our mostimoortant principles, with our
people particnating nmandatory cata privacy and cyber
security training that s taiored te therr job roles. These
princ:ples are being embedced throughout the organisauion
An independent assessment of Pearson's cyber securiy
maturity, based an the latest nterngtional standards, s
oerformed annually to check progress.
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Marykay Wells, Pearson’s CIO says:
“No company in these times can
provide a guarantee. We continue to
take a risk-based approach to our
cyber security efforts to minimise the
business impact of cyberattacks in an
ever-changing threat landscape.”




Risk assessment of prospects and viability

Corporate planning process

The Board zssessec the prosperts of the company over a five-year
perad. longer thar the minimurm 12 months of the annJal going
concern review, to consider viabiny, The five-yvear per.od
carresponds with Pearson's straieglc planming process wiich s
discussed by the boare at least annually and ~epresents ne ime
over which the company can reasonably predict market dynamics
and the irrpact of sdditions to the procuct portfolio, The Strategic
Pian takes account of a range of factors imciud ng marke: condiugns,
the lkely 1mpact o prinnipal rsks to the group, producs and capital
Investment levels as well 2s avallable Tanding Pearsor's strategy and
husiness mode! are distussec ir more deta)l or pages 20-21

Viability assessment approach and outputs

Base case

in cons.deqng the viabibiy of the company the five-yeer plan was
used as the base case model for assessment. 5ales, profits and casn
are forecast 1o grow N the 0ase case Managemen™s firanciel
expecianors by divsion are shown or pDage 57 Management woule
expact the company Lo remain profitaie and cash generclive
heyond the five-year perod of assessment

Severe but plausible downside model

A severe but piausible model was prepared pased onthe base case
acjustes for theirrpact of all onncpal nisks The ner impact of the

r sks rocelled wzs Lo reduce operating profit by around 33% - each
ycar modelled, an amount wh <h exceeded the cownside
experienced ir 2020 when COVID-19 reduced profits cde o
lockdowns In major markels

Reverse stress test

A reverse siress lest was modelled toidentfy the paint at whick
hquidity 1» exha.istec or covenants are breached The res.lts of this
maodel show that ope~ating losses would be required for mulusle
consecutive vears for this 1o occur

Below are the iInputs mcluded in the severe but plagsible scenaro
— Content/ Channel Risk

— Failure to grow Englisn Language and Waorkforce Skills
— Revenue decl ne im virtual Schools in 2023 due to loss of
charier sckools or schools n sourcing contert
— Capability
— Pearsgn~- and International Higher Education growik rot
resi sec as erucpalec
— DisrLption dueto COVID-19 recurrence reduces sales

— Competitive Marketplace

— Assessment & Qualifications aeclires due o lower
Imrmigration srd competman fram lower CosT proctonng
oerings

— Increased reverye declines i Higher Ecucat on due o
enralment ard competition oressures

— Reputation and Responsibility

— Costs and ioss of sales associated witt 3 major outage 10 e
VUE professiaral testing ousiess i 2622

— Reputalional iInaderts n' rual Schools such as safeguardirg
rescltin revenue declines

— Portfolio

— Acqursitior of edditional unplanned targels increase net
debt disposal of ausinesses uncer strateg)c review resuiting
ir net less of revenue anc profl with strardea costs
unmizgated

— Lustomer Expectations
— Risirg cLstomer expectations vequire addinonal opex
— Accreditation Risk

— Move away from formai qualfications results 'n sigrificant
revenue ang profil dechres

At 31 Decemper 2021, the Group had avalable houicity of ¢ £1 6bn,
comprisirg Lentral cash balances and s undrawn 31 1%bn
Revalv ng Credit Faciliry (RCF) In February 2022, the Group
renegotiated its revalving credit facility, extending the mat urity o°
$ bn of the faclity by one year to February 2026, Fven under a
severe dowrside case, the Group woulc mamtain camfartable
Iiguidity headroomn and suificient headroom aganst coverant
requirements during the per:oc under assessment even before
modelling the mitigating effect of actions that managemen: wolld
take 1m the event that these downside rsks were (o crystallise The
downside scenanos assure that the RCF will be availabie
throughour the period to 31 Decernber 2026.

Conclusion

Based on e resuits of these procedares, and corsidenrg the
company's strong balance sheet, the directors have a reasonable
expectaton tnat Pearson will be aole o coninue v 9oeragon and
rmeet iis Labiities as they (2]l due over the fve-year penod ending
December 2026. Further detals of the Group's [ gudity a¢ shown
I the ‘Finarcal Review pages 55-59.
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Task Force on Climate-related Financial Disclosures

TCFD

We continue to enhance our TCFD reporting to outline
how climate change may impact our business, in order to

meet market good practice.

yr CommItMmert 10 guerate our busiress N & more sastanable way
15 demonstrated by our arnbiiious werge. of Decoming net zero oy
2030 anc reducing our scope 1, 2 and 3 carbon emisaiors oy 50%
aver the sae ume penod Our targets have beenvalicatec by the
Science Based Targets ritiative We support the zims of the Task
Force on Camate-relatec Financial Disclosures {TCFD) hecause we
believe tat businesses should understand and corvnuricate Tne

r sks and opportunities that o male change brings, in order to
athieve thange,

we are long-stend ng members of the Cimate Disclosure Proect
(COP) and aur Evvironmental, Soc al and (Governance (E55) reporurg,
Ircludes Lse of other leacing frarmeworks sLcn GRI and SASB

Th s report describes now climale change may Impact oLr business,
ard the oisclosures we meke in 2027 are consistert with the
recommencanons of tne TCFD

Summary

We nave idenufied (ke potentizl physical and transitionzl risks anc
LpPDOUIITes presented by nsing temperatures and climate charge
for our busmess and have 3lso consigered the scale o' this risk 1o
Pearson Climare change is not & principal nisk for Pearson for the
year enced 31 December 2021, but we have identfiec the climate
rransimor as an emerging risk due 1o its intensifyirg Importance 1o
all stakeholcers

in zddition, we have peformed zn assessent of tne ‘inancial mpact
ot these risks and opportunties under multiple fLiure climate change
scenarios, which we describe in cetal below In making this
assessment, we have cansidered the acuons needed to acnieve our
oot to net zerg by 2030, as well as the impact of patertial
prysical ard rranstion nisks We concluded that tnese co nat hiave &
materal impact on the carrying value of any assets and labilines a= at
31 December 2027, as set out in further detall in note 1 to the
fimancial statements For enllustratior of our plan to net zero, please
see pages 44-45

Governance

The Board's Reputation & Responsibility Committee {RRC) 1s the main
governance oody for sustainabiiity at Pearson and has responsibility
“or the oversight of cimate change considerations, Cirthia Nespol,
Prarson's Chief Legal Officer, 1s the Executive Management member
responsiole for ensuning the efective celivery of aur environmental
target of becarn ng net zero by 2033 and reducing our scope 1, 2
and 3 carbon em ssions by 0% aver the same time period. The RRC
works closely with Pearson’s other Board Committees 1o ensure
algnrrent and rigour of governance across all ™e potent al impacts
of cimate ¢hange fromn strategic to financial and r1sk considerations.

The Committee rrermbers nave the necessary experience 1o provide
appropriate oversight for dimate cnange Please see pages 76-78 for
a list of committee members and relevant prefessional exper.ence
We recognise that the sklls and expertise of the Committee will need
1o conunually evolve given tie rap d pace of change in envircrmentzl
issues Key activities of the Corrmittee in 2021 incluged the following
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— Revewrg progress Llowards Pearson's nel zero carbon gnals,

— Momitored pregress towards compliance witn TCFD reporting
requirements, nating tne key cimate-retated risks

— Consioered work undertaken by Tiger teams within the business
divsions to form alate ESG pians

— Considerec an maecencent report on nvestor sentiment
towards Pearson’s ESG programme and commuricatiors, wch
was Lsea 1o felp shape oar re‘reshed ESG framework ESG
strategy ara reporting. Suence Based Targets, & TCFD.

Fartner informauon s included or pages $8-100.

The Audt Committee and the Pearson [xecLtive Mzragement team
have reviewed and approved me Group's envirarmenta: Re-
baselining Poiicy, and wil! cortinue ta be involved .n the development,
monitor ng =nd execution of our FOBU[TISL] [0 3Chieve et zerg

by 2030.

The Sustairability zeam 1s responstle for criving the implementauon
of our overall ESG strategy and s..pparung ell perts of the busimess
as they iden:ify and mit gate chmate risk ano capture climate
opportLnities.

Risk Management

Our Organisational Risk Maragement process provides @ framewaork
for idenuf.cation, analysis and response to varnous forms of ris«, the
establishmen: of risk taresholds, and the creauon of processes
intenced to mitigate, monitor and rranage rsks within rhese
thresholes For moreinformation, please see pages 60-69 Our
analysis shows that chimate cnange s nat ane of Pearsor's pring pal
rsks but we hzve idertified the climate trarsition as an emerg ng risk

Strategy

In 2021, we comrmassioned the Carbon Trust to uncertake 3 pro et
1o dentufy and cuantify the potenua: impact of chmate charge ris«s
andd oppanLIties o oJr DUS ress

We considered vanious cimate sCeraios coverng a broad range
of putcornes to nelp provide nsight inte some of the risks and
opportunities that may anse The scenarios that were consicered
WOre,

— awell below 2 degree scenario
— a 2.4 degree scenario, and
— a4.3degree scenario.

These scenarios were selected because they provide a rezsonable
diversity of potential furure climate states

The time period considered was out 1o 2100 and the assumptions
used in each of the scenar os were callectec externally from sources
inckading: the Irternational Energy Agercy ("IEAY), the Intermational
insutute for Applied Systerrs Analysis (1IASA"Ys Shared
Socioeconarmic Pathways ("SSP”), the Royal Netkerlands
Meteorological InsuzLte KNMI climate change Atlas (CMIPS ersemile)
We will refresh our scenanc analysis as new evidence comes to

lignt o7 climate situat'ons change This will be done cychcally every
WO YCars.



QOur analysisident fied six mam categor es of rsks and opportumoes
(CROs) across Fearson. The six main celegones of CRO's derved
from abonger ist of nisks and oppotanmties These wercident fied
using an evidence-based approach,

Each CRO was assigned a specfic parameter which could be vsed io
indicate tow factors oeyond Pearsons control could change under
different scerarios as a resul of cimate change, thus tggening ke
CRO taking place.

In &s50ss1g The risks for Pearson it wes determinec that there were
no significant matenal ns<s ans ngin the near term {up 1o 2025,
Longer rerm, the key nisks (o 1he business were rons dered 10 be
supply chain risk and outsodrcing risk However, these are not
expected 10 have a matenal impact on tne busiress in ary scenaro

We CONntinue 10 assess the opparturines and quantfy thert as our
business cortinues 1o evolve,

See the table set out below for a list o* CROs identified and how we can mitgate the risk or maximise the opporturity as part of our business plans:

Climate Risk/  Descriptor Impact time Actions
Opportunity scale *
Products & Opportunities assocated with {rejirairing for Shart Provide sustairacility-related leasning 1ools, procl s and
Services green coller’ careers SENICES Lo UT CUslomers
Content Opooriunmy 1o use ‘blerced servce offering tc Nediam Bulld products and sendces tnat could be ade
Delvery mitgate extreme weather everts Clended service and grow our Cigital sirategy
Raw Materal Increasec costs driven by nsk of disruatior to Megium Qur aiginsation strategy will mear the business will
Procurement distribution hecome less relant on physical paper producis Glaobal
purchasirg of raw mater als will enaole Pearson to
manage snort term cnanges and orve eflicer gies 'rom
giobal purchasing
Operation: BLsiress coanunLmy/disruption 1o Fearson “ediumdlong Pearsan sites could be impacted by extrere weather
operauons in the Phippmes due 1o extreme events which could a®fect our anility 1o deliver some
wearher events non-rEvenue gererating services Clirnate charge
zdaplauon measures are pullt Into operators & buildirg
seleclion processes (o ensure they Fave mic gauon plans
nplace 1o mirimise 11sk 1o Pedrson's busmess, in
additien, Pearson intraduced a Global Flestbie Wor«ng
Folcy durirg 2021
Outsourang FLsiress dosrupnior i Peanscr operatians and Vediarm/iong Pearson cutsollrces some of its ‘hack o ce’ funchions
outsourc ngin India, due 1o extreme weather {cLstomer sLpport, so'tware development etc). However,
ovents 1ese actvItes are Not reveriue general'ng honetheiess,
we bullg ol mate change adaptatior nto oLr procurement
process, to ens.re they have mitigation plans for chirate
change rsks 1o rmimimese Fisk to Pearsars business
Goveriment Feguced government funding “or ecucat on due ong Mroduces a direct-10 consumer strategy, @nd | fe-long
undirg, Lo lower GDP/CIiMate charge Tutigation learring busiress moedel

red for

*Irpact T scake Shorr - before 2025 Vedum - berweer 202% - 2055 _cng - beyone 20z
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TCFD continued

Metrics and Targets

Our key targets will be Lo achieve net zerc by 2030 and reduce oar Scope 1. 2 end 3 carbon emissions by 50% aver the same umeframe (which heve
peen validated oy the Science Based Targets mitiative] This will be measured through our percentage ermissions reduction agaimst a 2018 baseline

Over 954 of our erussions fzll within Scope 3, with our supply chain and prrted books accounnng “or 2£0% Tagre are many actons we can take and
are already making progress with our supply chain partners and sourcmg iniatves. In the supphy chain, alignment with our GHG strategy i< a
requirerrent of doing pusiress Within books we have already achieved significant carnon requchicns from the Transition from printed 1o digital
product. Will continue and we are alse now focusing on using lewer carbon paper and printing on demand to reduce emissions turther, Refer to
pages 52-53 for detailed plans and metrics of the ind viduat actions that will be Lnderta<en 1o ackieve our net zero plans for progress achieved against

OLF 2Ny ronmental targets

This year, we will be inalsing oLr deialled plan to nel zera, including zssociated costs Turther metrcs will be ceveloped as tnese plans progress
A portion of our executve corrpensation = also inked 1o our ESG performance For cetais, piease see page 121.

Table of Contents

The table below summarises ezch of the recommendations anc where the relevar! cisclosures can be found.

TCFD Recommendation

Whetre Pearson’s Disclosure is included

Governance

&) Describe the Board's oversight of cimate-relaied risks and
opportunIt es

b} Jescnbe managerments role in assessirg and maraging dmate-
related ria<s and oppartuniies

Information an the Board's involvernent. and tne Board's Reputation &
Responsibility Commuttee (RRC) s includes i the Governance section of
ih s report, and in the Carporate Governzree [eport on pages 74-136;
and the RRC Repart on pages 8-101

For details of managemrents involvernent and the work led acrass the
business by the Suslainability Leam, refer 1o the Governarce and Ris<
Management sections of this report, snd the Principal Risks and
Uncertainues section of the Strategic Report on pages 60-6%

Strategy

3) Describe the c'mate-relatec risks and opoortunites 1he organ sation
hes dentfied over the shart. mecium ard lorg term

bl Zescribe the impact of cimate-<elated risks #nd opportunit es on the
organsation's businesses, stretegy, 2nd financial nlanaing

o) Describe the resilience of the arganisation’s straregy, taking into
consideration diferent climate-relates scenanies, Including a 2°C or
lower scenar o

Refer 1o the Stralegy seci.on

Refer 1o the Strategy sec:on

Refer 10 the Strategy sect on ana S¢enar o Aralyais section.

Risk Management

a) Describe the organisetion’s processes ‘or iceniifying end assessing
chmate-related risks

b} Deseribe the arganisation’s processes for mzanaging climate-relaied
risks

c) Describe how processes [or icentfy ng, assessirg and manraging
chrmate-related ris<s are integrated into the organmisztion's overall nisk
management

Refer to the Risk Management section and the Principal Risks arc
Uncertainties secuan of the Strztegic Report on pages 60-69

Refer 1o the Risk Management section and the Principal Risks arc
Uncertainties section of tre Stretegic Report on pages 60-69

Refer 1o the Rssk'Mé'r‘.agemen{ section and the Principal Risks arc
Uncenainues secuon of the Strategic Report on pages 60-69

Metrics and Targets

a) Disclose the metrics used by the organisaton Lo assess cimate-
related ris<s and oppoTunities 1 'ne with 15 strategy anc nisk
Management process

b) Disclose Scope 1, Scope 2. and f app-opr ate, Scope 2, greenhause
gas [(GHG) emissions, and the related risks

) Descnbe the targers Lsed by the orgarmsation to manage ¢l mate-
related risks and cpportunities ard performance against targets

Refer (o the Targets and Metqics secuon anc the Sustainability secton
starting on page 40

Refer 1o the Sustamability secuon starung on page 40

Refer ta the Targets and Metrics secvon anc the Sustainability secuon
starung on page 40, Please also see our non-firancial KPIs on
pages 24-26
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Chair's Letter

Imege rermoved

The Board is focused on
ensuring Pearson is a
successful, sustainabie and
purposeful company for the
benefit of all its stakeholders.

Sidney Taurel, Chair

Dear shareholders,

I'am delighted to ntrocuce aur Governance Report for 2021 As
descritbec earlier i1 tus anraal report, N 2027 the company
realgned tswisior, strategy and organisauon The Board arc s
Committees have played a ¢riucal role in that. The year was also a
particularly active ane for Boare successior and associated planning.

Strategy and performance oversight

The Board was heawly engaged with the management team in
developing the strategy unvellec in March 2027, including to
reorganise ihe company inte the new five global business divisions
with a focus on lifesong, direct relanonshios with consumers, and o
develop that strategy across those divis.ons This incladed regular
review of the creaton and launcr of Pearsor+, wrich you can read
more sbout on page 28 and page 85.

The Board continued to modify Pearson's portfolio in support of the
sirategy. INvolving both acgursitions ard dwvesutures As referenced
earler, this included the acquistions of Faethm, the ground-breaking
worklarce Al ard predictive analyt'cs company, In September 2021
and, more recently, Cediy, the digital credentialing business, in
January 2022 You ¢an read more about the Board's engagement on
the acqu siuon of Faetnm or page 88 The company also carrpleted
the divestments of the Pearson Institute of Higher Education.n South
Aflnica and its S stemas pusiress - Braal Progress conunued on the
process 1o d vest other non-core assets 1IN oJr internationral
courseware [ocal publishing markets

I noted earlier that the Boarc continued <o pay close atenuon Lo
maintaining a strong financial posrion ir the interests of all
stakeholders, whicn engbled us Lo grow the dmvidend ir 2021.1n [ine
with our progresswe dividenc policy Further, the company's f nencial
position has meant that it1s well placed to pursJe strategic
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oppertunmics & 11ey ar se, as wall as beirg able 1o annource its
nlars o laurch a £350m share buyback programme in 2022,

As part of monitonng execLuon znd performance. the Board
regularly recerves a caskboard that allows O rectors (o monilo”
progress on Pearson’s financizl and strategic pnonities, supported by
agreed ndicators and milestones identified as key measures of
perfarmance You can read more about the key performance
ndicators (KPl=) mon tored by the Board on pages 24-27 cf this
anngal report.

In Auglst 2027, the company announced that it had reached a
settlernant with the Securities and Exchange Commission 10
connecuon with a 2018 secur Ly :nadert impacung AlMSwes 1.0
sottware Securtty and privecy are of paramount impontance 1o the
Board end the company and, accordingly, the Board ook this matter
seripusly Please see page 85 for more deta| on how the Board was
kepr mformed and the acnons it took

Sustainability, stakeholder engagement and culture

As | mentioned earher in the report, our new =SG framewark, which
you can read more abouz from page 27, pr oritses the potenusl that
Pearson has, as the world's lrading learning comnany, re make the
biggest positive ‘mpact on our socety, people and planet
Sustairzbility matters are a key elemer. 0" the Boa'c's celiberationrs,
as you will sce throughout this report — such as the Reputat on &
Resporsibility Commitzee’s activities, which you can read more about
or pages 99-100

e themes of talent development and diversity form a continuing
threac throughodt the Board's and iis Committees work, In sddioan
1o the Board's reguiar talent and succession cansideranions, the
Baoarc kicked off a rew cohom of ts mentoring programme in
support of senior talent Buldding on the extens ve Diversity Equily &
Inclusion work undertaken i 2020, those inicatres conun Jed apace
In 2021, with the Boarc receiving and discussing reguiar updates. As
noted earlier, a better gender and elnric mix throughout The
compary remains a proarty for us, and we have zccelerated our
progress, but we fLlly recagnise there 's more to be dore,

Engagirg with and understanding the wiews of, ali our stakenolders
15 imperatve o developing anc delvernng products that meet the
neecs af learners, educators, governments and employers, and for
running a successful, sustamable company This Governarnce
Report provides more getail on the Board’s engagement activities

- please see (1e ‘Understanding Our Stakeholders' sectran on
pages 86-87 fincluded ennanced workforce engagerent in 2021
Jnder Sherry Couty, who took over as our designated lead
Non-bExecdative Director “or this activity With her extensive track
record in nurturing talent and building workforce skills across SMEs,
statt-up, scaling anc large businesses, Sherry has parucular
experience In, and passton “or, fosiering workforce engsgement as
a key stakehaolder that Lnlocks compettive zcvantage, She engaged
with a new cohort of ernployee represertatives in the company's
Emplovee Engagement Netwark (EXN), which remains 2 vaiuable
forum to hear errployee views anc a useful condur ta bring 1he
volce of the wor<force into Buard discussions

There was also exiensive snareholder engagerent by our deparing
and successor Remuneration Committee Chairs, Dame Elizabeth
Corley and Sherry Couty, or remuneration matters following the
20271 AGM, with our Senior Independent Director also involved in
sorrie of these discussions. We appreciate the valuable feedback we
have recelved from shareholders and welcome ar angoing diziague
wilk thern You can also reac more on this engagementir our
Drrectors’ Remuneration Report onpage 113,

Also critical to our success s ensuring thal Pearson's culture
complements the delivery of aur strategy As part of conunuing @
transform the company and evolve the strategy, as highiighted in the
Strategic Report, in 2027% the Board and management direclec
particular effart towards updating our purpose, values anc culture, 1©
serve the ach evemient of oJr new vision anc missIor (See page 84
for mare on this) Our engagementw th the EEN played ansmportant
part in imforming this work



Board composition, suctession and evaluation

Pearsor has a fuly engaged Hoard, ndluding a st-ong Non-Execut've
ream with an excellent mex of skills acress the key areas relevant o
Pearson, inckiding dig tal and direct to consamer, susiainabiliy,
educatior and puthc sector, ana leade-shup of globar srganisations
through periods of transformatior and disrupton. as well as, of
rourse francal acumer, You can read more about the Board's mx
of skills and experience or page 93,

fam glad to report that, on rmy retirement, our Board wil be equaly
balanced hoth ge~oer-wise and as between UK and LS-based
directors, and severs of its members will be from ar ethrucaily
diverse sat<ground. More details o0 our Boarg's diversily are set out
on page 76 and pages 96-97

“he right skil's and experence to sLpport she company’s Tuture
direcuion and strategy are also fundamental to the Beard's
succession panning Followang the announcement of my intentior 2o
retire, a thorough procoss was conducted 10 3appoINT 3 3UCCEssOr, led
Py our Senior Independent D rector, Tim Score, This culminated in
thie announcement r December of Omig Kordestar as ~ew Charr
designate As part of this orocess, Tim was €levated to Deputy Charr
desigrate

As | commerted im the Strategic Report, Omid orings sign-icant
experience of leading ana agvising some o the world's best-known
consumer tecknology brands ans i am debgrited that Timwilt
sapport Orid as Deputy Charm, witn his wealth of UK plo experence

Cur sLecession-plana rg process more oroadly Pos beer very strong,
parvcularly na yeas whe we have sand goodbye w0 valued Board
=gmbers Dame Vivienne Cex, Michaet Lynton and Dame Elizabeth
Corley. 1 would ke to thank them for their contributians: they have al’
been oarsranding Beard remrbers who have been righly engagea
ang made sign.ficant centrmibunions to the Board's denates and
aeIsars,

Ve hiave apoointed & rew Remuneratior Commuittee Chan, replaced
our semiz ndependen: Director and seer & signficant renewal of
the Soard 1n 2021 witk the appointments of Annette Thomas and,
recently 1n 2022, Fstner Lee, in addmion to Omid. You can read mere
netall about the Baard recroinment orocesses in the Norunauaon &
Governarde Carrmittes repo T or pages 92-95. A thorough nduction
15 also provded for new Boars members, with maore derail abeut
Annatte's imouchion #va lsble on page 89

whie all tnese chamges have bee managed efecuvely, Inview o’ the
degree of charge thal nas raken c.ace we propose 1o (348 a
near-terir steg 1o maintain some conting ty We wall be
recommending to shareholders that Linda Lor mer. who ¢ dae o
retre from the Boara in July 2022 afier serving for none years, stays
on for one further year unni our AGW - 2023, 45 Charr of the
Reputatior: & Responsiblity, Committee and 8 Mermber of the Audi
Corrmittee, Linda brirgs a oroas knowlecge of the cor sany and ts
markets, anc we a'e conf.aent i her conunued independence, while
e onpoTiLniy for ner o sappor: our rew Boa d members for 2
pernos O hangoser wll be invaluable.

As Senior ingependent Director, Tim Score led gur annuzl evaluation
processn 2027 The resdts demonsu sted that oa” Beard s
collaboranve srd codeg.a while glso exeroising ndopendent
rudgerent and aperatirg in an erviranment oF Cconstruclive
challenge ard questoning. Good progress nas beer maac in
fellowing Jup or trie recommendations from the 2020 revew You can
reac more abgur the 2021 evalasuor, anc how the Board
Impermerted condlisons fror the 2020 evaluanior on pages 90-%

Conclusion

nope ol find tris repa T dearly explaing now yOJr Corbany 1S rur
ara Fow we align gaverrnance 0o our Board agends with g
strategic cirection o Pearson, We always welcome questions or
comments “rorr shareholders, ether via our website (pearsonplc
corr) or at our AGM While T remairs possitie that the AGM coud
zpain be impacted by the pandemic. we very much hone 1o be able
1o weicome shareholders 'r person to our AGW this year a5 well as

oHenrg, ‘othe first ime The oppomunity for sharekoiders o atiend
and vore wirtually shaulg they prefer Detals will ne incuded 1 our
forthcoming AGM notice

Firally, it remaims for me to than you once again for your sucport fo”
-his fantasuc company which 't nas neer a great preaiege 1o char
these past six years The cormparsy has undergone a very significant
transformation W0 resnond 1¢ Dol wrenchng market changes i our
traditonal markets and brght Hew coportLnities, a7d it 1s now veell
poIsed 1o continJe, on 2 sustansble basis, the growth it started
n202%

am delighted to welcorme Omid as my successar, corgratulaie ~-m
upan ks elevatior as Depury Chair and wisk both o them and e
Board. as well 55 Andy, nis management toam anc the whale
COTPENY, BYRry SUCtess going forward

sidney Taurel
Charr

Compliance with the UK Corporate

Governance Code

The prnc ples set outir e UK Carporate Gavernance Cooe
ithie Code) errphiasise the valae of gons Corporsle goverrarce
1o Lhe long-term sustainanle success of 1sted companies "he
Pearson Beara 15 resporsible for ensurimg that the Group nas
i~ place appropnare framewor-s to corply with the Code's
requ rements Ths Governanice repor and the Strategic
"epoIT sel UL haw Pearson has aopked the principles o the
Code throughout the year

The Boaro bel eves that durirg 2021 the compary was .0 full
compiance with all applicable principles and crowvisions of the
Code, save that

— as cescribes last vear Pearson s not fully complant with
Prav sion 36 of the Coae o™ the basis thsl the shares
awarded under the Chie® Executive’s Co-nvestment award
F'e subject 1o & post-vestng holding perad untl
31 Decermber 2023, rather thar:  Lotal vesing ano holding
penins of five years or more requered oy the Code.

— nrespect of Provision 41. the company is fully comphant
w i six af tne seven comrnanent elements and is partly
Compant with the severth, reisting to engagement with:
emplayees or al grment of cxecatve remuneranon witn
wider compary cay polcy While there are estab 1sneg
charnels for the workforce to ne imformeg abous, and
wndersiand, the ghgnmrent belween execdutive
rerruneranon ang wader pay palicy, the Company
recognises that a proactive discossior of th's weuld be
bereficisl As gesigrated workferce Nor-Executive
Cr-ector, Sherry Coutu, CBE leaas the Board's engagemen:
w ik employees includirg threugh attending meetings of
the Errployee Engagement Metwork {EEN). In plarrirg i2s
‘arward-looking werk schedule, the EEN and Ms (oLt
agreed In 2027 thist discussion: focazed on “ev.ard ard
incentives would ta«e place in the coming vear As part o
Ms Coutus roe as Remuneratan Committee Chair, she
ensures tnat the views anc senument of colleagues
& o.md matters such as “eward and tuliue are
corsizered in the work o the Reruneration Cammittee |n
light of the planred prosctive EEN drscassionin 2022,
Pearsor believes 12 hes a ciea path toweards ful
compiance wit tne sevenih element of Prowsion 4°

Furtrer detall or both matters 1s praviderd in tie Directors’
Remurerat on Repart
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Board of Directors

Pearson
Board
“members |
| bring awide |
| range of :
| experience,
 skills and
| backgrounds
“which
Fcomplement

our strategy.

All Bozrd memrbers have strorg
leacersnip experience at global
pusinesses end institauans Our
Board members' biographies
illustrate the contribution each
D:rector makes 1o 1ne Board by
way of theirindwigual
experience

Key to Committees
@ Audiz

@ Nominator & Governanre
Renudietian & Responsib ity
® Rereaneration

O Cammittee Char

Current notaole commitrments
reflect otner listed company
chreciorships and [li-ume or
executive roles,

Image rermoved

Sidney Taurei

Chair
aged 73

Appointment

Chairsinee 1 january 2016

co}

‘ Image o oved

Andy Bird, CBE

Chief Executive
ageo 58

i Image removed ‘

Sally Johnson

Chief Financial Officer
aged 48

Appointment

First appointed o the Board
1 May 2020

Chiel Executive Officer simce
19 October 2020

Skills and Expenence

Sidney has 50 years of experience in
business and finance and is
currently a Non-Executive Director
of H.I.G. Acquisition Corp. He was
Chief Executive Cfficer of global
pharmaceutical firm Eh Lilly and
Company from 1998 until 2008,
Chair from 1999 until 2008, and has
heen Chair Emeritus since 2009. His
37-year career at Eli Lilly included
trme spent in Brazil, France, Eastern
Europe, the US and the UK. Sidney is
a former director of IBM (2001-
2021}, McGraw-Hill (1896-2016)
servingin both as chair of the
Compensation Committee for
several years, and of ITT Corp
(1996-2001) where he chaired the
Audit Committee, In 2002, Sidney
received three US presidential
appointments to the Homeland
Security Advisory Council, the
President’s Expert Council and the
Advisory Committee for Trade
Policy and Negotiations, and is an
Officer of the French Legion of
Honour,

Current notable commitments

H.L.G. Acquisition Corporation
{Non-Executive Director)

Skills and Experience

Andyhas along and distinguished
career spanrtning over 35 years inthe
media industry, and he 15 an
accomplished. strategic leader of
global consumer content
businesses.

fost recently, he spent 14 years
working for The Walt Disney
Company, joining the business as
President of Walt Disney
internationalin 2004, before being
appainted Chair in 2008. He heid
this role for a decade, during which
time he transformed the
orgamisation into g digital-first,
direct to consumer business,
focused on serving the diverse
needs of customers around the
world. In addiion, Andy worked (o
establish the icomic brand in China
thraugh the creation of Disney
English, teaching English language
to locat families through iImmersive
learning experiences.

Prior 1o Disney, Andy worked in a
rnumber of senior positions ar AOL
Time Warner, and spent the earlier
part of his career at Piccadilly Radio,
Virgin Broadrasung Company, BSB
Music Channel, Big & Good
Praductions and Unigue
Broadcasting

Appeintment

Chuef Financial Officer since
24 Apnl 2020

Skills and Experience

sally joined Pearsonin 2000 and
has held various finance and
operations roles across the
business, both at a corporate level
and within the divisions. including
The Penguin Group. She brings Lo
the Boarc extensive commercal
and strategic finance experience as
well as ransformanon, treasury,
tax, risk management, business and
financial operations, iInvestor
relations and M&A experuse. She
has held various senior level roles
across the business, most recently
as Deputy CFO of Pearsan Sallyis a
mernber of the institute of
Chartered Accountants in England
and Wales and trained at
PricewaterhouseCoopers She was
alsoa Trustee for the Pearson
Pension Plan from 2012 to 2018.

Board Composition
Gender

tha removed

Nationality

chart remaoved

Ethnicity*

chart remroved

Tenure T

chart remaoved ‘

This cata represents Directars in office as at 28 February 2022 Ta learn more about Board diversity, please see page 96

*  Categorizs are baser nn me CK's Cffice 'or hatoral Satistics classiication
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Image removed

Sherry Coutu, CBE

Non-Executive Director
aged 58

Irage remuoved

‘ Irmage removed

Omid Kordestani

Nor-Executive Director
and Chair Designate
aged 58

Appointment

Non-Executive Director

since 1 May 2018

Designated Mon-Exccutive Direcror
responsible for workforce
engagement since 3G Aprit 2021

Skills and Experience

Sherry has extensive experience in
the technology industry. She has
alsp served on the boards of o range
of companies and chariues, with a
focus enworking with
entrepreneurs and specialising In
tonsumer digital, informaton
services and education Sherry s
the Chair of FoundersdSchools and
faunder of the Scale-Up Institute,
Previously, she was CLO of
Interacuve Invesior International
ple, 3and has served on the boards of
Cambridge Assessment, Blaomberg
New Energy Finanre and the
London Stock Exchange plc as well
as being SID and Remuneration
Commuttee Chair of RM plc. Sherry
has started and/or invested 1in aver
60 technology hussnesses and
served onthe boards of Zooplaple,
Raspberry PI, NESTA, and the
Advisory boards of the Nauonal
Gallery. Royal Saciety and LinkedIn.
She was appointed Commander of
the British Empire in the 2013 New
Year Honours for her services to
entreprenelrship.

Esther Lee

Non-Executive Director
aged 63

®E

Image removed

Linda Lorimer

Non-Executive Director
aged 69

Appointment

Non-Executive Directar since 1
March 2022

Appointment

Non-Executive Director since 1
February 2022

Skills and Experience

Omid is an tnternational
businessmar who serves on the
boards of Twitter, Inc, Klarna Bank
ABandKlarnaHolding ABandisa
Councll Member for Balderton
Capial He was Executive Charr of
Twitter, Inc. between October 2015
and May 2020 From August 20140
Aupust 2018, Omid served as Senior
Vice President and Chief Business
Officer at Google and previously
fram May 1999 10 Apri 2009 as
Seniar Vice President of Globai
Sales and Business Development.
From 1995161995 Omid served as
Vice President of Business
Development at Netscape
Cammunications Corporation. Prior
1o joiring Netscape
Communications Corporatian,
Qmid field positions In business
ovevelopment, product
management snd marketing at The
300 Company, Go Carporation and
Hewlett-Packard Company,

Current notahle commitments

Twitter, Inc. {Board Member)

Skills and Experience

Esther brings significant experience
to the Pearson Board through her
pripr exetutive leadership roles in
developing customer sirategies ta
drive growth, global marketing and
branding, driving digral
transformation and budding
Figh-performance teams

She has along track record of senior
teadership roles working for global
consumer-tacing brands. Mast
recently, she served as Executive
Vice President - Global Chief
Marketing Officer at MetLife Inc
Previously, Esther served as Senior
Vice President - Brand Marketing,
Adverusing and Sponsorships for
AT&T, and she has served as CEO of
North America and President of
Global Erands for Euro RSCG
Werldwide. Prior to that, she served
for five years as Global Chief
Creative Officer for The Cora-Cola
Company.

Esther s a Board member at The
Clorox Company where she chairs
the Nomination & Governance
Commitiee,

Current natable commitments

The Clorox Company {Non-
txecutyve Director)

Appointment

Non-Executive Direcror
since 1 July 2013

Skills and Experience

Linda1s currently a Senior Advisor
atthe Bostan Consulting Group and
has spent almost 40 years serving
higher edurauon. She retred from
Yale in 2016 after 34 years at the
university where she served inan
array of senior posiuions, including
Vice President for Global & Strategic
Initiatives, She oversaw the
development of Yale's online
education division and the
expansion of Yale's internatranal
programmes and centres Duning
her tenure, she was responsibie for
many administrative services,
ranging fram Yale's public
communications and alumni
relatons Lo ststainability, human
resources and the university press.
She also served on the boards of
several public companies, including
as Presiding Director of the
McGraw-Hill compames Lindaisa
trustee of Hollins University and a
member of the board of Yale Now
Haveri Hespital, where she chairs
the naminating and governance
committee, and she also remains on
several consequential advisary
carmmitiees at Yale Urivarsity.

Independence of Directors

All of the Non-Zxecuuve Direclors wha served duning 2027 were corsidered by 1ne Board (¢ be irdependent for the purposes of the UK Corparate
Governance Code (the Code) The Boare revews the independer ca of each of the Non-Sxecutive Directors annually Tris inclices review ng ther

axterral appointrents and any potenual carfacis of imterest as well as assessng their ndivdual crcumrstances in orger 7o ersure thai there are no
relationsh ps or matters likely to affeci their judgement Ir adaitior to 1S review ezch o° the on-Executive D reclors s asked to provide corfirmation
o their independence ar an annual oas's (as definec by the Sarbanes-Oxley Act the New York Stock Excrange (NYSE) isting rules anc the Cade) In
July 2022, Ms Lorimer wll reach rine years' service on the Pearsor Board. Cons-dering the recert degree o' change (o our Boa-o, the Board believes
that It & in 12 compary's interest to mantam conunty and, therefore, recomrercs thar Ms Lonimer rermains o~ 11 Board for one furtner year unril
the AGM N 2022 Upan attaimment of e years' service gy ary Nor-Exetutve Drreciorn the Board undertakes 3o assessment to sansfy itsell as (o (e
conumuing ndeperdence of that Drector The Nom.natior & Goverrance Commitiee gave par: cular considerauon to Ms Lorimer’s incependence
aread of ‘ormralis 1g 2 recommercauor to the Boerd regarding Fer re-appo nirent. In de ng so, the Cormittee assessec the cegree of objectve
|adgerrent and corstructive challerge demonsirated by Ms Lornimer, and confirmed that her shlls, exper-ence ard knowedge comirbute o proguctve
Boarg discassions Accardingly. the Board s sat 5 od 7at Ms Lonmer remains independert, and that she continues 1o orcy de constrdc ve cnallenge
ard hole Management 1o accocnt Furthermore, Ms Lorimer's contnued appo.nimert will ensure a smosth transiton of knowledge arc exoertise (o
OLF New Cireciors, parucLlarly in respect of her role as the Charr of the ReoJtztion & Responsioll ty Commirtee

In accorcance witk the Code, Sidrey Taurel wes corsigeres to be indeaerdent Lpon 'S appointment as Cnair on 1 January 206,

The Directors can obtair indeperdent professiona: acvice, at the company's expense, v the perforrance of therr duties. All Directars have szcess o
the adwice and services of the Company Secretary, whose appointment and rerroval s @ matter reserved for the full Board
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Board of Directors continued
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Image removed

Graeme Pitkethly

Non-Executive Director
aged 54

Tim Score

Senior Independent Director
and Deputy Chair Designate
aged 61

Annette Thomas

Non-Executive Director
aged 56

Appointment

Non-Executive Director
since 1 May 2019

Appointment

Non-Executive Directar
since 1 January 2015

Serar Independent Director
since 30 April 2021

Appointment

MNaon-Executve Director since
1 October 2021

Skills and Experience

Graeme [omed Unilever in 2002
ang, prior to being appointed CFO
and Board member, was
responsible for Unilever's UK and
Ireland business. Previousky, he had
hield a number of senior financial
and commercial roles within
Unilever and spent the earlier part
of his career in sentor corporate
finance rolesinthe
felecommunications Industry.
Graeme served as Vice President of
Financiai Planning and Vice
President of Corporate
Developrnent at FLAG Telecom and
started tus career at
PricewaterhouseCoopers Graeme
15 a Vice Char of the Task Force on
Cl:mate-Related Financial
Disclosures andis a Chartered
Accountant.

Current notable commitments

Unitever plc (Chief Financial Officer)

Skills and Experience

Tim has extensive experience of the
technology sectorin both
developed and emerging markets,
having served as Chief Financial
Officer of ARM Holdings plc, the
world's leading semiconductor IP
company, for 13 years. Heis an
experienced Non-Executive
Director and was appointed as a
Non-Executive Director of
Bridgepoint Group PLC in 2021,
alongside his roles as Chair of The
British Land Company plc, a
Nan-Executive Birector of the
Football Association, and a Trustee
of the Natignal 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 to
2014, including tme &s interim Chair
and six years as the Senior
Independent Director. Earlier in his
career, Tim held senior finance rofes
with Rebus Group, William Baird,
tucasVarity plc and BTR pic.

Current notable commitments

The 8ritish Land Company pi¢
(Chair), Bridgepoint Group PLC
{Non-Executive Director)

Skills and Experience

Annette has a 25-year track record
in leading global publishing and
data analytics businesses, across
academic, educational and
consumer media verucals. Mast
recently, she served as CEQ of
Guardian Media Group, a pasition
she held unutjune 2021 Friorto
this, Anmette was CEQ of the Web of
Science Greup at Clarivate
Analytics, a data, analytics ano
software business focused on
research and higher educauon, She
has also served as CEO of Macmillan
Publishers and led the digital and
global transfarmation of Nature
Fublishing Group.

She currently serves as a Trustee of
Yale University. Her previous
nun-executive experience includes
serving as Non-Executrve Direclor
at Clarvete Analylics (2017), and as
2 board member for Cambridge
Urniversity Press and Cambridge
Assessment (2019-2020). She has
also previously acted as an advisor
to Creative Commons and Bain
Capital.

Lincoln Wallen

Non-Executive Director
aged 61

Appointment

Non-Execunive Directar since
1]anuary 2016

Skills and Experience

Lincoin has extensive experience in
the technology and media
industries, and is currently CTO of
Improhabte, atechnology start-up
supplying next-generation cloud
hosting and networking services to
the video game industry. Lincoln
was CEQ of DWA Nova, a
software-as-a-service company
spun out of DreamWorks Animation
Studios In Los Angeles, 5 posiiion he
held until 2017, He worked at
DreamWorks Animation for mine
years in avariety of leadership roles
including Chief Technology Officer
and Head of Arimation Technology.
He was formerty CTO at Electronic
Arts Mabile, leading their entry into
the mabhile gaming business
nternationalty Lincolnisa
Non-Executive Directar of the Smith
Institute for Industrial Mathematics
and Systems Engineering and Varjo,
amanufacturer of augmented,
virtual and rixed reality headsets
for professionals. His early career
involved 20 years of professional 1T
and mathematics research,
tncluding as a reader n Computer
Science at Oxford

Current notable commitments

Improbable (Chief Technology
Officer)
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Division of Responsibilities

The Board

The Board has established four formal Committees. The Committees focus on their own areas of
expertise, enabling the Board meetings to focus on strategy, performance, leadership and people,
governance and risk, and stakehaolder 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
itermns to the full Board's agenda if appropriate.

Nomination &
Governance Committee

Reviews cCcoporate governance
inatrers, nclucing Code
cormphance and Soa<d
evalL.zuor considers the
appoirtment of new Directors,
Boarc exvernence and
diversity, and revicws Boarc
nduction and succession plars
as well as wider workforce
engagement

]

Chair

The Char s primarily
responsiile for the leadership
of te Baerd and enswuring 1ts
effectiveness They ensLre 1hat
the Board upholds arc
promotes the Fighest
standaros of corporate
governance, setung the
Boarc's agenda nd
BNCOJraging open,
canstruclive debate of all
agendatems for of¥ectve
decision making They regalarly
meet tne Chiel Executive 1o
stay inforrea and provide
advice. They aisc ensdre that
srarefioiders views are

cortmumcancd o the Board

Deputy Chair
From concldsion of the
cormpany's 2022 AGM, the rewly
createc role of Deouty Chair will
support tFe Chair or Boarc
efectiveness and governznce
matlers

vt

Reputation &
Responsibility
Committee

Conswdcers the corpany’s
Impact on soclety 2ng ne
commurees Inwhich Pearsgn
operates, ncluding Lo ensure
that sirategies are v place 1o
manage and Improve
Pearson’s reputation.

\j

Chief Executive

Tne Chief Execuiive 15
respens.ble for the operational
mganagement of the pusiress
3 for the development and
IMplernentat on of the
company's stvategy, as agreed
by the Boarc anc
management. They are
responsible for ceveloping
operat ons, pronosals and
polices for aporoval by the
Board, they promote Pearsor's
culture and standdrds, and are
one of The key representatives
of the company (o 15 exernal
stakenolders

Pearson Executive
Management

Tre Pedrson FrecLive
Manzgement tearr consisis of
the Chief Executive anc some of
therr direct enoris They are Lhe
execJuve leagership group for
Pearson and are responsinle for
delivenng Pearson's strazegy
under clearly definec
accouriabilues and r line witk
zgreed governance and
Dracesses

Audit Committee

Apprases our firancal
management and repor: ng
and assesses the integrity of
QUr ACCOUNTNG procodures
and f nancal controls The
Committee alsn oversees risk,
compliance arc internal a.dit

Senior Independent
Director

Tke Sentor Independent
Director's role ncluges
meerng regularty with the
Cnar anc Criel Executive 10
discass specine Issues, 35 well
as being avalable to
shareholders generally, should
they have concerns that have
not been addressed throdgh
the norma. cnannels They also
tead the evaluston of the Char
on behalf of (ne other
Dreclors.

Standing Committee

A Stancing Committee of the
Board is establisned 1o approve
certair overational and oramary
course of husiress tems suck as
banking metiers. guaranteess
ANCIMTrE-Group Irarsacuons
and to make rouT ne approvals
relaung 1; employee share

plars Adduonal authorty may
be delegatec or en ad-hoc basis,
e.g o zpprove and conclude
corporate ransact ons

|
-\

Remuneration
Caommittee

Deterrrines the remuneration
ard oenefits of the Executve
[Ireclars and oversees
reMmuneration afﬁiﬂg@!’ﬁ&‘ﬂt%
furthe Pearson Executive
Management team, as well as
rerrunerzuor polioes for the
wider worktorce,

Company Secretary

The Company Secretary
ACVISES ON gOVE T ance ratte’s
anc compiiance with Board
procecures They are
responsible, under the
drection of the Ckar, far
ensUnng the Board recenes
accurate, clear and hgh-gquahty
wrformianon, anc has acequate
urme and appropriate
*esOJCes IF oGer 1o functior
effectively and effciently They
slse support the Cnairin
delivery of the corporate
gaverrance agenda and
argarise Directar rnducion,
tranirg programmes and the
Boerd evaluation process

Authaorities and Duties

“The autharires and dJiies 0" Lhe
Boarc and its Commrirtees, as
well as the roles and
resnorsibiites of key iIndviduals
onne Board. are dlearly set out
nwriung Trese dacuments are
“eviewed ang approved oy the
Boarc or an arnLal basiz and
are ava:able on the campany's
webs te (pearsonplc.comr)
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Pearson Executive Management (PEM)

Image removed

Image removed Image refroves

Image removed

Tom ap Simon

President - Virtual Learning
aged 43

Ali Beba Tim Bozik
Chief Human President - Higher
Resources Officer Education; Interim Chief
aged 53 Product Officer and
Co-President, Direct to
Consumer
aged 60

Lynne Frank

Chicf Marketing Officer

and Co-President,
Direct to Consumer
aged 55

Appointment

Joined Pearsen 1 December 2004
Appainted to the PEM 1 Apnl 2021

Internsl Appaintment

Appointment

Joined Pearson 18 May 1998
Appointed 1o the PEM 23 May 2013

Appaintment

Joined Pearson 13 December 2021
Appointedtothe PEM 13
Decermner 2021

External Appointment Internal Appomntment

Skills and Experience

Tom has 19 years of nternational
business and finance experience. At
Pearson, he has led the Virtual
Schools business, worked in finance
tor the emerging markets
businesses and led M&A activity In
the US. Previously, he worked in
nvestmentbanking at RW Baird.
Tom holds an MA 1n Economics and
Politics fromthe University of
Edinburgh.

Skills and Experience Skills and Experience

Allis a senior executive with over
25years of experience building
culture for cranstormative business
performance across multipie
industries. Prior ta jaiming Pearson,
shewas an officer and CHRO for
Hologic, Inc.. a global medical
Lechnology company. Prior lo
Hologic, she held various HR
leadership roles with the specialty
retail company, AN INC, Al earned
her BAn political stence from the
University of Cahfornia, Les
Angeles,

Tirn has more thar 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
Roard of Directors for the
Assotiation of American Publishers,

Appointment

Joined Pearson 16 November 2020

Appointed to the PEM
16 November 2020

External Appomiment
Skills and Experience

Lynne has over 25 years of

expenence in the media industry.
Previously, she has worked in
companies such as WarnerMedia,

ESPN/Disney and Turner

Broadcasting. Lynne holds a degree
N economics and Business, and a
certificaten corporate board
governance from the University of
Cahfornia, Los Angeles (JCLA)L

PEM Composition
Genger

- Ethnicity*

chart removed

cnart removed

Natianality

—_— L

1 External/Internal Appointrment — ’ T

chart removed

These figures ~epresent the Execuive team excluding e Chief Execotive ard Chief Fnanaal Off cer who are counted inthe Boarc metr ¢s

* Wixed Other and Wate are the calagones recogn sed as eiric grouos unger tre JKs Cllice “or Nater al Stabisucs rlassificaton
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Image rermoved

Gio Giovannelli
President ~ English
Language Learning
aged 49

Apporntment

Joined Pearson 1 February 2014
Appointed to the PEM 1 Apnl 2016

Internal Appointment

Imezge remroved

Mike Howells

President - Workforce Skills
aged 45

Appointment

Joined Pearson 1 Decernber 2020
Appointed 10 the PEM
1 December 2020

External Appoinmment

Image 1emaoved

Cinthia Nespoli

Chief Legal Officer
aged 41

Image removed

Art valentine

President - Assessment
& Qualifications
aged 57

Appointment

Joined Pearsor 1 February 2014
Appointed to the PEM 21 May 2020

fnternal Appointment

Appointment

Joined Pearson 23 January 2006
Appointed to the PEM
1 February 2022

Internal Appointment

Skills and Experience

Giu has over 25 years of
internauonal business experience,
inciuding four CEQ roles in Brazil

Previous board roles include
BOVESPA-listed Natura and CVC
Viagens. Gio graduated from
Bocconi University, holds an
Econormes Ph.D. and s OPh
graduate of Harvard Busiriess
School.

Skills and Experience

Mike has more than 20 years of
international business experience
Previously, he has worked 1n the
Briush diplomatic network and the
t/K Forelgn, Commonwealth and
Development Office Mike holds a
master’s degree i internanonal
Law from the Jniversity of
Nottingham and an Anthropology
degree from University College
Londan.

Skills and Experience

Cinthia has over 18 years of
internauanal flegal and compliance
experience. Previausly, she hela
leadersiup rolesin legal and
compliance at multinational
companies Cinthia was adrmitted to
the Brazikian bar i1 2064 and earned
her law degree from Ponuficia
Universigade Catdlica de Campinas
and a post-graduate degree nlax
law frem Ponoficia Universidade
Catohce ge Sao Paulo.
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Skills and Experience

Art has more than 30 years of
leaderstup experience in
assessments, testing, and
technology Prior (o his 16 years at
Pearson serving as a semar leader
of Pearson VUE and as Managing
Director of Pearson Clinical
Assessment, Artworked at
Promissor, which was acquired by
Pearson in 2006 Artearned his M5
n WMathematical Saence/Computer
Science from the University of
Narth Carolina Chapel Hill



Board activities

Tne Board is deeply engaged in developing and measuring the company’s
long-term strategy, performance, culture and values. We believe that it
adds a valuable and diverse set of external perspectives and that robust,
open debate about significant business issues brings an adcitional

discipline to major decisions.

The role and business of the Board
The key responsinili es of the Board include:

— overalt leade-ship of the company and setting the
coTpenys values end stardards, including monitoring
culture and Dversity. Equity & Indlus on iritiatves

— revigwirg and celerm ning the compary’s strategy,
ncluding inrelation ta Erwronmenral, Socal and
Governance matlers, in constltation with manzgement,
zssessing performance against i1 and overseeing
management's execution o It

— major changes 10 *hea comrpany’s corparzte, caoial,
manzgement and contral structures

— appraval of all transactiars or firancial commitmerts in
excess of the aurnonty imits delegated tothe Chief
Execative and other Executive management

— assessment of maragerrent cerformance, Board and
Executive succession planming énd walent oipeling

— effective engagement with key stakebalcers

Strategic planning and decision-making

The Board spends considerable tme in zssessirg whether any
proposed action aligns with the strategy and fature direcuion o the
business, while taking into consideration sustzinability ard impact on
oJr stakeholders Ir addition, the Board regularly holds strategy
discussions whether in relation to the specific strategies of Pearson’s
five business divisions or the visior and wader strategy of the comoany
as a whole, both of which enkance the Board's dedision-making in
shapirg the company's strategic anc Inancial plans

The Board ard Committees recerve umely, regular srd necessary
fnancal. managemen: and other informar on o fulfil ther duties
Comprelenswe papers ere crculatec to the Board and Commitiee
rmermbers aporoximately one week v advance of each meeting The
Board recoves a regular performarce cashboard ard key milestones
report, together with updates from the Chie* Executive and Chiefl
Financial Cficer In adcimon to meeting papers, s abrary of current
and histoncal corporate informanon s made available to Drectors to
support the Board's ceqsion-making process For iems that require
sigrificant considerauor and review In advdnce of a dec sion such as
the agoptior of Pearsor’s new strategy anc organisat ongl structure
announced in 2021, the Board's discLssions can take place over a

Board meeting focus during 2021

number of sessions

Strategy Performance
— Ongoing digital — 2020 preliminary
rransforration resJits and annual

— Mirect to consume” repon and acco.nis

strategy — 2021 operzting plan
performance, including
irterim resdlts and
trading updetes

— Pearson~ developmen;
and launch
— Ongoing assessment

of Impact of COVID-19 ~ — Reguler ceshbozrd
on strategy anc milesiong reports,

o ircludng review of
— Divisional strategy

KPI<
SESSIONS
— Cperating and
— Implementation of N "
Group strate, slrateglc pan
& d'scussions

-— Oversight of Five Year
Strategic Plan and
preparation of 2022
annLal opcratng plan

— CONUNUING rev ew
of forecasts

— Final and interm

dwvidend proposals
-— Portfolio review

end MEA — (ngaing assessment
- | alloc: of irpaa of COVID-19
— tapralalocauor on performance

— Data strategy

Leadership & people

Chair and other NED
successiar planning

Culture
DE&I nimatives & plans

Employee Engagement
Network engagement
and feedback

— Employee survey

ASsessments

Purpose, vision,
mission & vallues
Talen: review and
pipeline developmert,
mcluding executive
team succession

Workforce learning
and oevelopment

— Board mentoring

programme

Governance & risk

Lega! znd regulatory
governance
compliance

Boarc training, on key
legal and regulatory
rmatters

Data privacy and cyoer
Security marters

Boarec anc Commitiees
effectiveness
evalugtions

Regular review and
annual confirmatior of
conflicts of interest

Approval of
Committees terms of
reference

Approval of civision
of responsibilities
between Chair,
Chief Execsuve and
Senior independent
Directer

Shareholder éﬁgagement

— drwestor relanans strategy

and share price
performance
Shareholder ssues

and vourg

AGM and related
shareholder interactions
Feedback from Board
member meetings with
shareholders

Major shareholders and
share register analysis
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The Direciors recognise thelr duties towards the starenolders and
other stakehaolders as set out in Section 1/2 of the AL and a
conunued urdersiand ng of the key ssues a*fecurg stakeholeers is
ar integral part o the Boarc's decision-mzking process You can read
more on pages 84-88 about how the Board engages with
stakeholders ard takes their views it account when making
decisians.

Board meetings

The Board held seven scheculed meetirgs in 2021, with ciscussions
and debates focLsirg on the formulation, implementaion and
execunor of the new sirategy, as well as other key strategic 'ssJcs
facing the company Major items covered by the Board n 20271 are
shown in the table to e left. In sdditien to s scheduled meetings,
the Board conver es as necessary Lo consider matters of a ume-
sensitive narLre in 2021, the Board also met on two addiiioral
0CLasions Lo consider soecific corporate finarce matters in further
detail. Despite the continued restr ctions on mternational trave! znd
physical gatheringsir 2021, the Directors have continued to engage
with comparny sta<eholders, including tne workforce, "he Boars was
pleased to be able to gather in person for one paysical Board
meenng during the vear, where it was joinec by the Pearson
Executive Tne Board was able to meetin person i February 2022
and hopes that 1t will be azle ro meet faceta-face througnout the
coming year,

Reflecting an the level and quality of engagemrent by the Board in
2027, the Board 1s sanisfied rthat each Directar contnbuted to Board
discussions and demonstrated suff cient commitment 1o be able 1o
meet ther respansibiliies As shown in e teble nelow, each of The
Non-Executive Directars attended ell scheduled meet ngs during
2027 Ir addition, tne Normination & Governance Corrmitiee
confirmed nits annual assessment that each Director demonstrates
the requ site level of commitmen: ard conribut.on ir accordanse
with Prirciple H and Provisior 18 of the Cade Farhermore, e
Board nas conunued to aaapt to 3 hybrid way of working (botn
physical ard wrtual) which has zllowed for greater participatio~ with
employees and stakeholoers around the world

Directors’' commitments and conflicts of interest

Urcer the Cormparves Acz 2006 (the Act), the Direcios have a
statutory outy to avoid conflices of irterest wth the compary The
comparys Arlicles of Assec.ztion allow the Directors to autnorise
conflicts of interest The compary has en establishes procedure o
identfy actual and potennial conflicts of mterest, ncludirg all
directorships or olner appointments to, or relatonships witm,
tormpanies that are wot part of the Pearsor Group ard wich could
gve rise 1o actasl or potential confiicts of Interest. Adainioraliy, ir
response (o Provision 15 of tne UK Corporate Covernance Coce,
Pearson has developed internal guidance ra be taken into acco.ant
wher considenng changes to a Director's commitments, or when
appoinung a new Director, s well as formal sirg the Boarc approval
pracess “or such maters.

Once notfec to the company, any potent al conflicts ang commitments
are consideree for authonsatior by the Board at its next screduled
meetng or, where recessan, In the interests of umeliness, by a
ComriTee cornpnsing the Charr, Serior Independert Director ard
Camnany Secretary. In parocular, the Board or Committee considers the
wpe of role, expecied ume commtment and any impact whick th s may
have on the Directors dut es to Pearson, as well as ary relanonships
between Pearson gnd the external organisation Tne interesied Director
15 707 perm tted 1a vole on, or e counled r the cuorum for, any
resolunon relating to their commutrments, conflict or ootennan conflico
Tne Board reviews any autkonsations granted on an anncal basis

During 2021, the 3oard approved one rew signif cant commitment for
cx.sting Dircctors, which was the gopointment of Tm Score as 2
Nor-Execative Director of Bridgeoomt Group ple, & glonal leader in
middle market private assets nvesting and a consttuent of the FTSE
250. The Boarg wes of the opinior that tris add uonal appaintrent
was acceptable as there were no coflicts perceved. and tnat the
sppamtment would nut prevent Mr Score from giv ng his Pearson role
the ure and attentior 12 required which, at e ume, incloded tne
Chair success on process Furthermore the Board bel eves that e
experience gamec by MNrrectors through their other commitmenis czn
brirg valuable perspertives to the Pearson Boarc There were no
uther new comm tments of Directors guring 2021 which the Beard
considered 1o be sigrificant ir nature.

Board attendance

Directors are expecied 1o artend all Board and Commitiee meelings,
butin certain exceptional arcumstences, such as due 0 pre-existirg
business or persoral commitments, It 1S recogn sec that Diredtars
may be unable to attend. In these arcumstances, the Oirectors
receve relevant papers and. waere passible, will commuricate ary
corrments and ghservators n sovance o’ the meeling for raising as
spproprigle dor ng the meetng Tney are apdated or any
developrrerts after the meeung by the Chair of the Board or
Committes, as appropriatc

Individuals’ ettendance at Boarc and Comm tiee meetrgs 1s
considered as part of the formal review of tne r performance Trhe'e
was & high level of attendance by the Directors ar Board and
Cammittee meetirgs in 20217, &35 shawn i the table to the r gnt and
1IN the Commutree reports that follow

Scheduled meetings attended
Chair

Sidney Taurel i

Executive Directors
Arcy gire 7T

Sally johnson 77

Non-Executive Directors

Dae Elizabeth Corley 77
Snerry Coutu 77
Dare Vivienne Cox? 33
Lrda Lenmer e
tMichael Lyn:on” 343
GrzeTe Pitkethiy 717
Tim Scare 77
Arretie Tromas® 212
Lincoln Weller 7i7

Jzrre Il zepeth Corleyres gnes romithe Boara or 27 Jecemper 252
Darroyeacane Cox ranrez romithe Boarz o 20 Apr | 2321

o

tr _greor ros grod from —op Scard o 20 Apnl 2027

I

Me Themss e nec the Boaro on ” Oriomer 202°
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How the Board is kept informed

The application of our Board and Governance processes in 2021 ensured
that our Directors received accurate, timely and clear information from a
range of sources. This allowed the Board and Committees to monitor and
provice feedback on matters of importance, as well as to make informed
decisions that were in the best interests of the company and Its

stakeholders.

Irage removed

Culture

The Bozrd monitors (e cullure and organ:sational fealth of the
company with the assistance o its Commirtees, iIrcluding tarough
regulzr updates from e Chief Executive, Chief Hurran Resources
Officer, and Chiel Diversity Of‘icer, as well as considering Group-
wide programmes such as the cuarterly employee pulse survey,
Code of Conduct, comphiance, Fealth & safety, ang talent and
learning nniatives

inearly 2021, work hegan to redefire our company purpose and
values The project aimed to align and galvanise employees to suoport
the new corporate strztegy The Repdtatton and Resporsibilisy
Comimittee received reports and presentations from a crass-funcuional
team (Corporate Marketing & Corporate Comrrunications, HR ard
Strategy) to discuss messaging and implermentat on These discussions
conunued througnout the year anc, ‘cllowing a robust research phase
conducted by an external agency partner with key stakeholders (which
included employees across different levels, geographics, ard parts of
the business), the project was debated by the full Board zhead of their
decision to mave forward

“he Board &lso receved culture-related updartes from vanous other
sodrces, Including feedback from the Emrpioyee [ngagement Networ <
and updates on the results o° the quarterly employec pulse survey In
July 2021, the Board receved z culture update, delvered by the Head
of our Global Emplayee Communications, on ways to align Pearsor's
cubure and strategy, Notng that the twa must work in concert to drive
the company's overalt business performance, The presentauon
outhned plans to shift company culture anc employee cngagement, as
well 35 providing an update on the ongoing work to builld ar inclusve
perfarmance culture at Pearson and plaas to revamp ather employee
intatives, of waich the Directors were supportve. Cormpany cLliure s
a «ey facior in decisions the Board ma<es in relation to the workforce
ard will be a topic of discussion in 2022

For more irformation on employee engagement, please see page 87.
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DE&I

The Board recognises tre importance of Dversity, Eguity and
Inclusion and encourages the company's approaches in addressirg
this supject matter In 2021, Pearson appamted a Crief Dwversity
Officer. This role was designed to enhance the culture at Pearscn
thraugh the creaton of a strategy te bu ld ar inclusive envronrert,
increase workforce diversity, and drive equ ty n products and
services Following the appaintment, tne Chief Divers ty Officer
assessed organisational performarce agairst the 50 key DE&|
initiatives that had been approvec by the Board for implementation
across 2021 and 2022 {for addiional informatior pleasc see page 86
In 2021, the Boarc reviewed a progress report of the 50 iniatives,
noting that 43 of these were or track 1o be delivered by therr
deadline In addmor, 3 more streamlined approach was introduced
Lo revise DE&I priorites, with this evolLtion inclading the
development of an enterprise straregy wicth operat on sUpport
centred around fadr new organising pillars. recrutment and
promouor retention, 'nclusive culture, and social Impact

To optruse the delivery of DE&| auzcomes. regular updates have
been provided to the Board and Commitiees This acuon has
res.tted in awareness of complex challenges and milestones relative
tg product equ ty and remedialion plans 1o mirirnise repliation risk,
Updales further explored progress Lowards acvancng diverse
workforce representanon and creating a new externat website
designec 10 increase the public's understanding of soc.al equity
topcs This engagement allowed 3oard ard Committee merbers
opportunities to as< key cuestors and share opinions t gude
future outcomes

Environmental, Social & Governance

Tao learn more about how the Board monnors ESG matters
please see the Renutation & Responsinility Committee Report
on page 98,




Portfolio Changes

The Board rece ves regular updates on portfolic and corporate
fimance acoiv ties throughout “he year, irclud ng regular Lpdates on
fve ransacuons (disposals, aCoLIsiiions and CorDoraie joing varture
acuvity) and outputs o per od ¢ portolio reviews. These updates can
take the farm of presenong key sumrranes of Information
documented In Board packs or oral tndates on key matlers Trese
discussions are typicetly led by execusve and div sional managemen,
supported by the Corporate Development tearm and, where
necessary, external adwvisers. subsequentfy, once portfolo
wransactens have dosed, the Board is also kept informed of tne
INtegration or trarsiion progress

Data governance and cyber security

i Augus: 2021, Pearson announced that It hat reachec a settlerrent
with the Securit es and Exchange Commussior (5EC) concerning &
2018 secunty inadent impacung AlMSweb 1 0, 2 web-based software
ool for entening and tracking studerts' academ ¢ performance that
was reared injuly 207 g inine with a sreviolsly scheduled plan

Security and privacy are of paramount importance ro the Boarg ard
10 Pearson arc rs stakeholders as a whole aro, sccoromgly, the
Board was atzenive to this ratter as 1 progresscd Stens unceriaken
durrg 2027 incluced

— Tne Board and Avdit Commutiee were <ept informec of legal
discussions leacing up ie the settlement with the SEC

— Inight of the SEC matter, the Chair of the Board -equested that
zr independent investigation be fonducted :nto e
creumszances surrounding the matter to dentfy root causes and
process and programe Improvernents, 3 reguest which was fully
endarsed oy other Board members

— Upan compicton of that imvestigation, the Board considered and
endorsed recomrmended 3cucas (0 be taken by the company

— Interral cyber secany Inadent disclosure protocols and cortrols
were reviewed and undated, az well as seventy assessmen:
practces and standards and escalaton procecures

— Follovang the lessons learned discussior, the Aadit Comimittee
received 2 prog-ess Lpdate on actions taken and wil’ corunue (o
monor managemens's implemen:ation of progress

The Bozrd and ts Cormittees glso have a~ ongong programme of
dieCusSIons relaung 1o thelr overaight of data governance, prvacy
arao cyber secunity matters I 2027, the matters covered were

— Data Privacy™ - Audit Commiztee ceep dive witk Chief Privecy
Ofticer and Crief Lepal Qfficer

— Cyber Security* - Audi: Comittee deep ¢ ve with (rief
nformatior Officer anc SYP - Technology Assurarce

— Data Ethics® - Repuizuer 8 Responsmibty Commities session
with Cnief Strategy Officer and Cief Data Officer

— Data Straregy - Boarc session wir Chref Data O cer

A Cata-¢rver approach is core to aur strategy s a digital and
consumer-focused busiress, therefore strict ¢ata governance,
secLnly and prvacy stancards are integral 7o the managermert of a
nuTher of cur princioal neks. The LSt thet comes frorm acung waith
Integrity, incuding through our approact 1o date secu my 51d privacy
15 at the Feart of our carporate values You can read rrare 2bows the
rmportance of (ese factors IN ouLr risk secuon negimaing on page 60

*OReAE TOrE 0N TRESE SEIMCAE 1 NG LI T TR CRROTS AT T ullun

Pearson+

InJuly 2021, we accelerzted our move N digital anc skarpened our
focus on student relat onships by launching Pearson+, a orect to
COMSUMET SUDSCTIpLON exporience that gives Highes Educauon
studen:s simple and afordable access to eBooks and study tools.

The Board monitored nrogress on Pearson- from the irinal
developrment of the concept trougn 1o laurch ane beyond
Alnough cevelopment ot products 1s led and overseen by
management, the Boare paid particular attention to Pearsan+ 2s the
fzgship product of the company's cirect 1o consumer siategy, the
crestior and lzancn of wheoh also represented 2 cultural shiftin tre
way Pearson ideares and brings procucts 1o market

In the early stages of the concepl, the Board consicered the
Investment o be mace alongside potential revenucs to ne
generated. Thraughott the firsthall of 2027, the Board was updated
an prad.act developmert, cesigr, focus grow feedhack (including
from the target consumes demographic), pricng stratagies, brand
and markeurg Following & product demonst-auon, Board members
provided ‘eedback on features ard funcnonality with refererce to tne
broader rrarketplace aro considered the key quality differentiators
and highly personalised, ricn learirg experience that Pearson
wodld offor the cansurmer The project team kept the 3oard irformed
of progress througk user acceptance test ng, with design and puilc
quality beirg front of rind to ersure atrusied produc

The Reputation & Respursibility Comm tiee consigered plans for the
product aunch and media strategy as part of 8 commumications
apdate. Afer laurch, the full Board recewed updates or inwestor and
broker senument towards Pearson— as part of s regdlar Investor
Relat ons report As well as manitoring develobment anc go-ta-
market strategy for Pearson-, the Board consdered the potental for
Pearsar- withir the proader orgenisation, locking beyorc the
boundanes of the Higher EGucanon division to explore potennal uses
IF orner pusiness div siors, It also exeminec how Lo leverage e
progLct in possible inargamic growth onporunes

Followarg the lzunch of Pearson-
the Beare paid close zttertion to
suUDsSCripuor retes, Lser
registretions ang engagement
gala. Certain tergets associated
with the laurch and take-ap

formed nart of the Board's
dashboard of K215 1in 2021 a5 well
as featurirg in Pearson's puphic
nan-financial KPIs (see page 24

| age removed

The producs team also provided
the Board witk Insights into the
early feedback coming from
consumers, covering thermes such
as procudt features, purchase
cxperence, affordab ity anc
cubscrpuor terms
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Understanding our stakeholders

A strong understanding of our stakeholders and their views is integral to
Pearson’s strategic planning and operational delivery, and the Board's
strategy sessions are informed by the views and needs of, among others,
our eight key stakeholder groups: consumers; emplcyees; sharehclders;
educational institutions and educators; employers; government and
regulators; business partners; and ocur communities — the local econocmies

In which our busincsses operatc.

As reqaired by the UK Corporzle Governance Code, the Board
ensJres that Pearsor engages effectively with, anc encolrages
participation rom, i7s key stakeholders, The Board ra nains (s
oversight tnrough avariety of direct and ndi-ect mechanisms,
ard the Reputation & Responsibitty Commurtee monirors the
Groun’s stakebaider engagement framework.

Mare information or Pearson's key stakeholders, ncluding
therr aweas of corcern ard our respanse, 1S set out in the
Strategic report on pages 16-7 9. Further imformation on how
the Direcrors discharge their guties uncer Section 172 of the
Comoanies ACT 2006 5 availlaoie on page © 9

Engagement during 2021

As with 2020, “ace-to-face engagement with stakehgiders was a
cnallenge for the Bozrd, giver lockdowns and travel restricz ons.
However, the Board and its Committees recogn se that stakenolder
views are Irtegrzl ta dec:sior-making and the company's strategy.
The Board therefare ensared that il was kepl informed of
stakeholder views, concerrs and commentary throghout the year,
whether through cirect or ind rect. physical o7 wirtual, engagernent. Ir
acdion, the use of digial rechnology allowed for nroader
engagement, helpirg ta ensure that sta<eholders retained a vaice
within the Boardroom “his took place througn (among otfer things)
physicai interachons (wherever possible), v mual meetings, ~eparts
and presentatiors at Board or Committee meetrgs, feedback from
mermbers of the Pearson ExecLuve Management team zrd other
employer groups, and nieractions with various funcuons, tearms or
adwsers, both Inside and outside Pearson.

While all key stakeholders are integral 10 the Boards deliberaticns,
the Directars recognise that learrers’ interests are particularly
impartart, and that a key factor of any deasion 1s listen ng to the
interests of the vanods stakeholders, taking these nio account and
tryirg 1o align or mitgate any opposing views, allwnile keeping the
learners' best Interests n mind. Some exarnples of the key acuvities
undertaken by the Board or by indmdual Directors in refgtion to
stakeholder matters are sel out below, Please alsc see page 88 for a
deralled review of our acquisition of Faeinm, and how it relazes to our
stakehelders and the .ong-term success of the company

Shareholders

— Skareholders are 3 key consicerstian n Board decision-making
Despite the Board peing unable to engage 1n person with
snareholders at the 2021 AGM, we held a Viriual EngageTent
Event for our shareholcers 1in advance of the AGM. This involved
an ol ne presentation and Q&A sessian with members of our
Board and prowvided shareholders with an opoortunizy to hear
from our Board members and ask questions refating to the
business of the AGV. At the 2021 AGM, Pearson shiareholders
granted the comrpany the authority In 1ts Articles of Association to
hold future general meet'ngs by Fybric (tnat 1s. corcurrert
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phwsical and virtual) means 17 2022 we plan to host ous first
hybord meetng, which will make it easier for our glooal
sharenclder base to take patt, ard furthier enhances the Board's
ability 1o engage with shareholders

— The Board also ensured there was a conunued dialogue
through oot the year with our largest shareholcers, includ ng
oxiensively Ir relzlior 1o company's now strategic direcuion. In
addition, and foliowirg the opposition 1o the motien at last vear's
Al 1o zathonise holding general meetings an 14 clear days’
notice, as part of a broader snareholder engagement exercse the
company saught 1o better undersiand the views of sharehclders
o th1s particular matter. As 3 result of the consultation, the
rompany acknowledges there were certain concerns around
Pearson's Jse of this power 1o hold mecungs on less than 21
clear days' not ce with respec to the Septemoer 20620
Extraorcinary General Meeurg Although the Directors helieve
that 17 1S an important power to cortinJe 1o seex I futLre, 1o
atord fiexibiliy where uTe may be of the essence on cernair
matiers, They respect Tne Concerns expressed regarding ts use in
2020 As aresult, Pearson s comrited to reflecting v ews of
sharenclders in any ronsideranor of future use of this power, 1
granted by sharcholders In adowon, the Board cngaged
exiensively with snarehaolders regarding the signif cant vote
aganst the Directors Rermuneration Repart at the 2021 AGM
Plezse see page 17310 the Remuneration Cormmites Report for
addiuonal detal! on this engagemen:

— For more details or how the Board, or specific Directors, have

engaged witn shareholcers. please see our 2027 snareholder
engagerrent cycle, below.

Shareholder engagement cycle 2021
— January'Tradmg Undate
— Full year 2020 results and strategy Jpdate
— 2020 Annual Report & Accourts
— Full year cesults investor roacshow with Management

— Release of Farm 20-F
— Pre-AGM Virtual Shareholder Fvent

— Q17 Tracing Update
— 2021 AGM
— Irvestor canferences with Chief Execatve and Chief
Ninanaal Officer following Q1 Trading Update
— Half year results -
— Investor roadshow following hall yeer results
— Engagement relating to Rerranerstion
— Nmne Month Trading Updale

— Investor Roacshow with Chief Excecutive & Chief
Financial Officer following Q3 Trading Update

— Ir persor Investor Roadshow in New Yark & Paris

— Engagement relating to Remuneratior




Pearson Partner Forum 2021

Teld m Warch 2027, 1ne Pearsor Pariner Forum: Drowided Dusimess
partrers with ar opporunity to hear from our Chief Execanve, Chief
Financial Officer and memoers of the Pearsor Execut ve Managemear:
Leam {zmong others) on the new srateg ¢ direction of Pearsor, Wit
over 130 of our key supplers arrending. Andy and Sally shared their
thoughis o Fearson's strategy, enabling business prowders tg hear
directly from, and engage wth, our ExecLove Directars 1Hs live vimLal
evont 8lSo gave pusiress pariners &N nsight into the company's
approach 1o respons.ble procurement and outhnec our approach 1o
supplers with specfc reference 1o DE&I and our new workforce skills
division While the focus was on providing odr suppiers with an insight
inra Pearson, anc specifically in <elauor 1o our new straregy, the forum
provided the opportun ty for busiress partners (o ask questions, thus
prowiding our Executive team wiih an undersianding of supn'iers’
views and corcerns The intention of the farum was o highlight the
critica role that parinersips and Corporate social responsibil ty wl
play i Fearscn's strategy 7o t1e future

Consumers

A5 2 pusiness with a focus an diredl 1o consurmer, \ne Corsurmer 15
integral 1o the company's st-ategy, and is 8 key consideraton fo any
Bodrd deaision. Tne Directors therefore need to ensure that the
opimions af afl consumers - be that school students, vocational
learners, indviduals looking to upskil or reskill in the workplace, or
anyone else - are taken nlo eccount in every deasion of discussion
tnztis had Tne Directors ensared that as & Board they were
recenng relevant, up-to-date and deta led iInformat.on through e
form of repants, verbal updates, and presentations on g range o
matrers, Inclading the launch of the direct to corsumer strategy. the
launck of Pearsor+ (for more iInformaton, iInclud ng haow the Board
recenved sident and user tesung feedback, please see our case
study o1 page 85), updates from the DE&| taskforce or ncreasing
diveraity in Pearson procucts and services, and general updates on
product development and deronstrar ons

Engagement with employees

Despile shysical nieractons being imited tkroughout 2027, e
Directors ut ised a rumber of mel100s 1o engage wirn employees
wirtually throughout the yeas The Board recogrises that Pearsor
employees are mregral to the business and therefore made sure
hat, duning 3 ume of cortnoen trarstormanon, employees were
listened to, eppreciated, supported and rewarded Some examples
of how the Soars bas engaged with employees incluge,

— The Employment Engagement Netwaork

Tre network hias estatlished a feedback mechanism between
the Board and the warkforce, enabing the Beard to hear
directly from emp-oyees Mernbers of Pearson leadership
nominate g group of active listeners, gnod camrunicators, and
sald employee embassadors 1o represent the voice of our
employees across the compary and in key geograohies, In
rnaking these appoIntments, matters sUth as gender, othn ity
aeography, age znd tenure are Laken into eccourt This ensures
we Rave a diverse and wade-rangirg group of indivd.aals to
represent our warkforce.

DULINE a are-year appointment. INe nerwork meets virtLally
with a non-executive director or @ quarterly 0as s The group
contribures its views on tmely topics and provides feedback,
which is also animiportant part of UK corporate governance

Tae network provded irsightful and nelpful feeabadcor a

var ety of key topues in 2021, includirg the taunch of the rew
cormpany-wide strategy as weli as our renewed purposce and
values.

In 2027, the network also welcomed Sherny, CoutJ as
designatec Board representauve, succeeding Darme vivenne
Cox ek ner exrerswe Track ~ocord obwarking with start-ups
zrdscaling ousinesses Sherry bas parocular expenence n, ard
passion for. foster ng wor<force engagement She will be oinec
by Chief Human Resources Offizer Al Beoo, 1IN each meeting
maving forward Key themes that will be discassed in 2027 are
IPNOVaLion, rewarc anc recugr 40N, systems 2nd processes.
organisational st-acure, and silos

“| am delighted to work with colleagues in the Employee
Engagement Network, which is a fantastic channel for helping
to bring the employee voice into the Beardroom so that we can
co-create the future together.”

Sherry Coutu,

Pearson's Designated Non-Executive Director
responsible for workforee engagement

There were regular scheauled mreenngs twh or were held virtually
thraughout 2027 ) with tne CEN and Ms Cox or s Coutd, who
respectvely reported pack 1o the Board after eacn 5855100 50 1nat ‘
the wiews ard voice of the workforce coule be ref ected in the |
Board's business and deliberations :

For addwonalirformation or how e Board will increase
engagemert with employees in 2022 wth respect to
remuneranon, please see page © 14

— Learning initiatives

During the year, the Comppeny helc a numrber ol vrtual events for
the berefit of employees, with topics INcluding " Global Learming at
Wark weelk' ‘Global Inclusion Weelk', ‘Global WELL Week and
Irformation Secadry Awareress Summit, among others As well
as tne Fxecutive D rectors being directly rvolved. the Board also
receved feecbac< on these evenis as part of a general update or
taleny, learning and company culture

— Virtual Town Halls

At frecuent points throughout the year Andy, Sally and the

Pearson Execduve Management Tear hefc viriual towr nalls, i
which Pearson employees were invized [0 attend Trese ’
dhscussiors were of particular Impartance when they co noded

with the sigrmificant poiits in the year. for example wihe Andy
annouJnced Pearson's new strategy, the launch of Pearson+ and |
any results released by the Company I

— Pulse Surveys

On a cLarterly hasis tne Pearson workforZe rece ves an nvitation
0 Commete an employee survey, and the Board ciscusses the
resulis of these surveys

Trase give 1ne Board nsignt o spefic serumerts of ne
workforce 'n 2021, thess areas included menta’ Fealth anc
wellbeing, perspectives omindmviduals’ professioral development
thougnts on the companys sirategy, and wkatindividLals think
anoJt workrg at Pearson. The survey also gives errployess an
aRROTLNLY 1O provde witten feecback, which 15 s mmansed
anc. if there ere underly ng rends o common thermies, presented
1o the Board Tre mezsures from the Purse su~vey also form pat
of the Board's dashpoarc of KPIs, which it monitars regulacly

Across the year, 71% of espondents self-reparted that they nad
upskilled or reskilled in 2021

— Mentoring schemes

The Non-Fxecutive Jirectors perudpate in @ mertoring scheme,
wherety they are parec with a high-poterua’ leader at Pearson
Afrer a sccessulfrss conoTin 2014, the scheme was re-
lfaunchec with a new cohortin 2027 For additional detalls, please
see page 96.
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Key decision made by our Board

Acquisition of Faethm

This case study on Pearson's recen: acguisiion of Faethm shows ar
examiple 0 how the Directors have cansidered the long-term
ransequences, Interests o* stakeholders a1o the impact of
operatsons on the commuanity Ir the r decision-making processes,
while acting in & way that promotes the saccess of Pearson for the
penefit of 15 sharebolders as a whale.

I Seprember 2021, Pezrson anrounced the acquisilion of Faethm, a
ploneering digiral analytics platform thar helps companies and
BOVCIAMIents uridui stal U thie dynamic forces shaping the lapour
market. The insights prowided by Faethm kelp 1ts customers to make
data-criven decisions o navigate the changing labour market and
suppart the upskiling and/or reskilling of their workfcrce, thereby
helping Lo prepare the woring sge population for disruption 1
current obs and ways of work ng.

Having fi-st made a minority investrment in Faeinm through Pearson
Ventures, Pearson qu tkly identfied that Fzethm's market-leading
data, Insights and Al capabilites could play 2n irpertant role both ir
Pearson's digial sirategy, anc 1n its con: nued commament 1 serve
the ifelong learring needs o peopie around the world. With
cLstamers across the globe arc a great bus ness eth ¢, (e Directors
nered that Facthra's strong reputanon wolld corrplement the nigh
standards with, wh ch Pearson seeks to conduct odsingss Faetbm
sts at the very Feart of Pearson's new Warktorce Skills anssior and
Is aralytics capability, comb ned with Pearson's warlc-class
end-tg-end learning anc assessment products, enables companies of
all s1zes 1o understand whzt skills are needed in thei- work’arce, and
how (nese sxills can be nurwred anc developed. This is a further
building block 1o power the rext generation of Pearson's fife:ong
learning products, meeting the rapidly changmg needs of tocay's
workiorce and bridging the globa: sk lis gap.

Faethm was Pearsons first major acquismion since the
mplemertation of the new divisional structure, and ar accuisition
that 1s integral to the growth of our Worklorce Skills Division. Durirg
ther discussions, the Board ersured that there were strong straiegc
rationale, clear integration plans and achievable synergies.

When cons.dering this acquisitior, the Board recerer detalled
updates fror management, prepaed by tne internal advisory team
{with key input from the business and external aovisers) selurg aut
the strategic rationale, anticipated synergies, due diligence findings.
valuation and return aralys s, stakeholder considerations and
detaled post-acquisit on integration plans Very relevant in the
driscssions were also the possibilitics 1o use Fasthr's data
capabilties and sophisticated skills taxonomy to power future
products 1o be aeveloped iy Pearson. Through the dedision-making
process, the Board considered how the acquisition may accelerate
tre company’s strategy and how the expertise acouired as a resull of
the scquisiion allows Pearson the opporturity (o provide supnort (o
a range of stakeholders, all of whom can benefr frorr the enhanced
ability to adapt to a dynamic, ever-changing environment and the
potenual economic opportuninies that this br ngs, all while ersuring
that tne acquisiior was inanaaily viable and weuld therefore
continue to support key internel and cxternal stakeholders, As such,
the Board was mindful of the abihty thhs acguistion wolld have to
promote sLstainable economic growth and orowvide an incluswe
approach N order to support each and cvery indmdual in ther
search far work The Board consicered the company’s key
stakeholders in the following ways'

Educational institutions and educators

The Board nolet. the potential role for Pearson as a ‘matchmaxer,
leveraging oLr experience and posit on - the marke: (o provide
educational options to employers that are looking Lo recruit, retain,
upskill and reskill their employee base Integraung Fae:hm's soluuon
into the Pearson business allows the company (o foster ¢ myniad of
busiress relationships and provicdes the opportumity ta pring
together employers and institutions
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Employers

Employers, includ g companes and governmerts, offen struggle 1o
Jnderstand and react -a the dyramic farces that shape the labour
markel As 2 business and ar employer which has peen affectec by
both digital advancements and, mure recently, COVIR-19 disruptions,
Fearsons conscous of the constar requirement 1o ups«ll znd
reskill a company’s warkforce As such, the Jirectors are sbie o
leverage their expencnces to undersiand the benefits of a soluten
like the one offered by Faetnm Stepp ng outside the sphere of
traditional’ educat on and acknowledging the needs of a constantly
changing labour market, the Directors recervec reports and debated
the impact that Faethrn coald Fave on a company’s workfc-ce, They
ackrowledged the gap i training that many organ-sauons face in the
anility 1 retain, upskill and reskill ther emplovee base and agrees
that the serace provided by Faethm would prowvide & long-term
solution “or emiploves, facilitating data-driven decisions and helping
them predict and navgate “uture developments

Consumers

AS @ busiress with a strong direct 1o consumer focus, Pearson p.ts
the consamer at the neart of s strategic dec siors Faethmr cfers a
soluuor that allows tne world's workicrce 1o Lntock iLls potenual Witk
Its Al powered forecast engine and z granular skills ontology, Fagthm
enables comoanies and governments (o gair a deep understandirg
of their workforce and w sLpport ndradaals to upskill (and progress
intheir careers) or reskill {pointing ther towards an alternatve
rareer pathway), In their meview of the proposed acguis ton, the
Directors acknowledgec the fast-moving pace of working
ervironments, and ronsidered thal ine acquimnor of Faetkm woulc
gve Pearson anmimportant bullding block to create the best
cro-te-erd skills mapping and learning solutior: for consumers,

Employees

The Board considered the employees of Faethm in thetr
deliberations, including now best 1o preserve the entrepreneurial
culrure ard drive thas the Faethmr leagership rearm bad created, The
Board also d scussed how best to mirintise disruplion dunng
integration into the wider Pearson culture, as well as ways 1o
incentiise and suppor: Faethrn employees.

The Directors also considerec themrpact the acquisitian would have
on existing Pearson employees, especially those in the Workforce
Skills dwvision. Arrangements were made for relevant employees to
be prowdec with an opportunity to meet Faethm enrployees, and
learn maore about the Faethrr solution

Shareholders

In evzluating the acqu<iion prospect, Tne Board corsidered the
alignment of the accu sition with Pearson's strategy, the potennal
financizl returns on investrrent, and waether the commerdal terms
of the acquis tion were 10 the interests of snareholders as whole The
Directors agreed Lthal integraung Faethrm's taxonomy, cata sc ence
and corparate sales capzbilities into the company could play a key
role in acceleraring Pearson’s strategy The Board agreed that Facthm
was a strategic fit for the company with the potental for broad
penefits for the company and its members



Directors’ induction

The Mirectors receive 2 significant bespo<e incuclion programree and a range of irfarmataon about Pearson when they jon the 3oard Thisincludes
backgrouna mformation on Pearson anc details of Board procecures, Directars' resparsiniilies and various governarce-refated issues. inclusing
procedures “or dealing in Pearson shares and therr legal obligar ons as Directors

The irductian also typically ncludes a series of meetings with members of the Board, exterrai legal advisers and brokers, the Pearso~ Executive
Managemert team and other serior maragement Direcrars receive presertations regarding the business from senior executives and a briefirg on
Pearson’s investor relatiuns programme The inductior framework 1s reviewed penodically oy the Nomination & Governance Cormimittee,

Induction for Annette Thomas

As patt of the onboarding programme far Annette ThoTas, who was
appointed as a Nor-ExecLuive Director 0 Octaner 2027, the company
provided a comprebensive and engaging INcuction over 4 series of meelings,
beginning befcre Annette joined the Board The programme built on her
particular skillset, attrioutes, and background n media and educauor, to
integrate he- nzo the Board's activties

“It was an educating,
engaging and insightful
experience that brought
me up to speed with every
aspect of the business and
the governance
reguirements in advance
of joining the Board. Each
meeting was carefully
planned, and appropriate
information was prepared
with the aim af supporting
my contribution as a
Non-Executive Director.”

In addition to meetng our Chair, Chief Executive and Chief Fnanuizl Officer,
Annette met vt each of the Pearson Frecutve Management members and
key representatives of our corporate funcuons These meeungs covered
year-to-date perforrr ance against financal objecives, strategic ninatives and
3 wide range of oiner matiers, some of which are presented in the tacle
Delow

Annette Thomas

Appointed to the Board
on 1 October 2021

Following the nmal phases of her inducnon, Anretre was keen 1o uncerstand
in greater detall all five busiress divisions, as well as our Humear Resources
sid Lirect 1o Corsumer fLnctons Adobonal meetings were subseouently
arranged for Annctie to icasn mare about these ‘unchians, Ingluding an in-depth d scussior wath Lymne Frank, Chief Marketing Officer and Co-Pres dent
of the Direct (6 Consumer funcnon

Annette’s rducuon programime also included one-to-one meerrgs with each of her “eliow Non-Executive Directors ard 2 comprehens ve overvew of
each o’ the Board's Committees, including thesr objectives anc prior ties. The Namiration & Governance and Reputat.on & Responsibiliy Carmnmiuees,
contribuhinn o which she discussed with their respective Chairs, were of particular importance 1o Arnetre

Annette met our oxternal auditors and brokers and (or-ed a meetng with the company's legal advisers to discuss, emang other tomcs, dhrecrors’ duiies,

Corporate governande anc external reporung.

A selection of meetings that Annette Thomas held with the cpmp?njfs senior managen?a_ht

Attendees

Key topics covered

Business Assessment & P esideni, Assessrent & Queahfications Chrical & US Stucent Assessment
Divisions Qualficatons Fearson VUE
Finar.cial metrics
Vertual President, Wirtual Learring Market anc currert pesitianing of Pearsan
Learaing valLe propostion
Key performance indicators
Higher President, Higher Educauon Periormance Teasures & commerc al KPls
Education Business model
S-yEar SITEIEEIC GVerhew
Workforce President, Workforce Skills Workforce sirategy
Skails Orgarusations! structire
Key business metrics
English President, Englsh Language Learn™mg Finaraal projections
Language Organisational structure
LEearning Stralegl prioriies
Corporate Campany Company Secretary Inducticn planning
functions Secretarial OepLry Carpany Secretary Gaverrance frasnewark

Exterral counsel

UK plc regulatory incucticn
Board and Committee matiers

H.man SVP, Reward DE&| comwmirrents and inmiatives
Rdsourdes SVP.HRBP Higher Education ard Corparate Functions Goels, measdres and challerges

SVP, HRBF Virtea: Learming. Engl sk Language ReTJuneralion prindiples

Learning ard Workiorce Skills
Investor SYP, Irvestor Relat ons Sharehglder views
Relauons & Fimanoar Communications Externa' percepuon of Pezrson

Mast frequently asked questons frorm sharetolders

Legal & Aceing Chief Legal Gfficer Key legal risks and recent maiters
Government Government reig.ions key themes
Relatons Sdstanabilny
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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 ar interrally faulitateo revew in 2019, led by e Semor
Independent Directar, and an externally led review ir 2020, the 2021
evaughtion woule normally have peen gdestionniare based However,
given the appointment of 5 new Senor Independent Director in April
2027, it was agreed that 1t would be benefic al for a further internaily
fetilizated evaiuaion 1o be undertaken in 2021

Three-yearly evaluation cycle
Year Methodology Last
undertaken

@ Quesionnare, Lal\oréd o spec it needs 2018

of te bus ness

the Chair, Senior Indeperdent Director
and/or Compary Secretary as appropr are

In-depth evzluat on, exterrally 2020
faciltated

@ Internally factitated iInteraews, tobe led by 2027

Approach and methodology

The 2021 evatuation was carned out by Tim Score, Senior
Independen: Direciar, through @ seres of one-to-one conversatons
with eacn Director,

DiscLssign areas inciuded matiers that zre irrpartan: 1o Pearson in
particular, as well as trose items lzid oown i the Code aro
associated guidance, including:

— the effectveness of the organisation and dynamics of the Board,
including composiuon, comoetenacs, d versiy, leacership,
zgencas, Teelng cadence. guatty of the information prowvided,
gaverrance and decsion-makmg

— relanonshps between the Board and senvor leaders, and
berween membe s of the Board itself, inciuding the remics of and
nteraction among Lthe -espective Committees and with the Board

— stecession planning and talent pipeline ‘ar Execative Dicectors
ard other senior leaders

— the ccmpany's puspose and the Board's monitorning of
organisatianal calture. behsviours and e ployee sentmeant

— arnculztion and imolermentation of strategy

— understanaing of risks facir g the company, inchucding probabii ry
ard mtgation

— understancing of stakeholder wews

— oversight of ESG and sustainability matters, incl.rding DE&

— cancerns and areas for improvement

The members of the Pearson Executive were zlso Invited 1o provioe
therr views on these topics Dy way of @ guestionnarre prior (o the
Directors’ ind widual intenviews The findings from this exerdse were
aralysed by an external edwsory firr, Lintstock, and shared, on an
unattributable basis, with the Senior independent Director in
advance 0f his conversations with Baard members to allow for the
Executive’s opinions 1o be taken into accodnt dunng the brocess,
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Evaluation process

Tre format of the review was agreed by the Nominaton
& Governance Corrmities,

Tre scope of ihe review was finalised by the Semiar
Ircependent D rector with support from the Campary
Secrelary

Fecaback from the Pearson Executive wes gatherod by way
of a guesnonnaire

The Semor Incependent Directy interviewed
cach of the Direcrors on a confidennal and urarinbusable
Dasls,

Trhe ouipdt of the evaluztion wes caplured in & reportto ihe
Board in December 2027 with the Board then discussng the
noOINLE raised by (e revew,

Progress on the findings of the evaluauor w il pe menitored
oy the Nominat on & Governance Commitiee throughaolr
2022

The Nomiration & Governance Commitiee roviewee the findings
from 11e evaluatcn with the full 3oard at 15 meetng 1 December
2021 Tne Committee will aevelop an zcon plar to address areas ‘or
mmpravement and will monitor progress dJnng the year.

In reporung back 1o the Board, the Sentor Independent Director
repored that conversarons with Board members were pos tive, with
unanimous agreemert tha: the Board operates ellecuvely.

Key findings included:

— All Board members are fully ergaged, providing the night bzlance
of challenge and support to the Execative There s a Figh levet of
retained strategc and aperational knowledge, The Board
members as a group are coilanorative and respectful, with
contributions made in a constructve but informal tene

— Board members have relevant skil's and experience albeit the
Board recognised tne importarce of paying partcular artention to
its balance of skills and experience in hght of departures during
2027 Taeicenuty of the new Char was viewed as important in
considenng the appropriae mix of sklls arc experence on the
Board.

— The frequency and length of meetings and structure of agendas
are considered appropriate, Continued refinement of the
dashboard and milestore report has faciliiated appropriately
disciplines discussior by focusing onthe most Important 1ssues,

— The Board appreciazes the level of exposJre it recewes (o layers
of management gelow the senior leadership team, which ass'sis
the Boards understanding of the Laient pipeline.

— Company secretanial support 1o the Board was considered to ne
of an excellent standard.

There was unanimous agreement thar the Char leads the Board n
an efective manner, fuifling Principle F of the Code Tre Direciors
agreed that he demonstrates objeclive judgement, promores a
cuhu-e of openness and debate, and “acilitates constructive Board
relatons and the eflfecuve contributior of all Nor-Executive Directors
This in turr supports Non-Executive Directors in fulf ling the

requ rernents of Principle 4 of the Code in proviaing constructive
challenge, strategic guidance, offering speciabist adwice and hoiding
managemert to accodnt



The main arces identhed by the Board for particular focus dunng

2022 were:

— Conunued focus on strategic execdtion ' each of Pearson's five

rclad ng borh financial and straregic objectives as well as gosls linked
10 cLlture, talers, brara, dignal growth and trarsformation. Progress
against eac of these metrics is rev ewed by the Board on a regular
tasis, 25 part of @ dasnboard of KPIs

dwisions, including clarity on how the divis ons work Logetrer and

continuer ootumisation of the mmere-estaalished businesses

— Conunued discussians ot gartfaho, investment prigriisaiion,
capiral allocation ard other coruoraie finance matiers N suppor:

o7 defivery of the strategy

— Invalvement ir the selection of KPIg, with the Joard having
visibility of supporting data to allow evaluauon of relevant metrics

— Conunued sharing of custamer insights witt tie Baara (c ai8
understanding of the gualty of product, content and services

— Ongoeig focus on succession hlznhing and talent management,
buth at senior levels and maore broadly to ensure Pearson has the

r ght skillset ta execute the siategy

— Refinerment of long-range olanning in hignt of the new srategy

zrd husiness stracure

— Ensure work 1o refresh the nsk maragernent ramework
cortinues, paiutark gven the Increasing imiportance of
Infprmation security, data managerrent and prvacy, and cyber

rnisks

— Conunue 1o evolve ways o° monironng the culiure and behaviours
trroughoul the orgarsation, as weli as ovarsecing the
mplementzuon of Pearsor's new purpose, mission, vsion and

values

i gddinion 1o the annual evaiuzlion excrese, the Char meets

The Char leads a formal ndmdual evaluauon of each Mon-Executive
Direcior every 0tner year and encourages open channe's of
communicatior between Direciors 2nd the Cnair on zn orgong
basis. ir the Board's opiruan, these ongorg lings of cormmun cagon.
combired with @ Group-wide cultdre which allows and enccurages
feedback at any nme, provide the st effective means for
evaluaton |1 assessirg the contrbuton of each Non-Executive
Direcrar, the Chan has confirmead that each cortinaes 1o make a
significant controulan 10 the business and del beratons of the
Board The Nan-Execufre Direcrors, led by the Seriar mdependent
Director, 2lso conouct an arndal review of the Chair's performance,
with the Seniar Ircependent Director providing feedback from this
review ta tne Chair

Committee evaluation

All Comm tieez uncertake an annual evalualion progess (D 1evew
their periarrance and efectveness. For 2021, the Commitree
ovalUation process Comprisec two elements

— feedback relaung 1o Commuttees was sought from Directors as
part ofthe w.de Board evaluaten led by the Senior Independent
Director

— other key tontrbuions o the CormiITess were miled [0 prowoe
therr views by way of quesuonnarres wailored to the specific rermit
of each Committee

regularly with the Non-Cxecutive Direciors ancd tnese sessions

Include recprocal feedback on the funcuonng of the Board

Individual evaluation

Tre findings from this process were conmidered by eack CoTminer
3t 1ts December 2021 meeung, The Cormmrittees were cens dered by
Directors o be working well although it was felr that, given the

Im addinen 1o the evaluatior of the Board as a wraole, kxec rive
Directors are evallatec each yedr an thair gvergll pesiormance
against goals agreec by the Boara, and nrespect of siraiegic

evolving sirategic proriues and the changing risk landscape, @ review
cfrhe remits 07 tne Commintees shouwd be carned out 1o ersare al!
key areas are beirg covered anc there 1s no duplicatcn The Boare

measures uncer the company's annual incertve plan These goals
aroobectves are irkeo to the key metr.cs or the company,

Progress on findings of 2020 evaluation

a'se noted that all Comm tees have recerty hac or are ikely to have
Chair tansitions 10 the nhear or medium term. Read more in the
Cormrmigtee reports on the pages thac follow

A number of zctions were taken duaring the year N respanse (o findmgs from the externzlly facilitated 2020 Board evaluglion process, as set odt be'ow
The Board has confirmed that these items were acdressed (6 s sat.sfachion, with recemmendauons hawvng been put into pracuce or a clear action

plan menufiec for each

Finding / Focus area

support the Chiel Executive in delwery of new
vIsIOr and strategy, iNLUCING evolving anc
manizarng culture and refreshirig nsk arglys s

Focus on balance between strategic
cons gerauons and performance morier rg,
inciding

— quality of mformater recewved by Board
— opportunl es for aebate end decision-Taxing
— KPIs and market insights

Connnue to support ESG and sustamabil iy
zgercas nodudirg DE&I

Continue 1o enhance virtual ITTteractiars petween
the Board, Commiitees anc execulive
managerment Facitate virtual engagement witn
the wider workforce as weli 35 other stakencloers
where appreoriate

Response/action taken -~ . B

The Board workeo closely with the Chiefl Execative and management Lo sLpport developmert
and niracuction of the rew sirategy The Board valuec i1s close wnvolvement in the recent
refresk af Pearsan's purpose, vision, russion and values, for lavnch in 7022, The ongoing
refresi of Pearsan’s sk framewaork has been valuable and posiuve 52 far, althougn work will
contnee Mto 2022

This was a parucular area of focus for the Ch ef Execunive supparied oy the Company
Secretary and execulive team. Board discuss ons cuning the year were seer as open and
engag rg with proposais and 1deas beirg brought to the Bnard at the appropriale nmen e r
development. Boarc matenals are viewed as umely and conaise with ine improverent in ihis
area mucn aporeciated by the Bozrd.

The Soarc recogn ses e ncreasing Impariance of ESG, susta nab Ity anc DE&l arc the
progress being made oy Pearsor nthese areas 2nd is corfaent that sufl ent tme s beng,
ana wii cortir se 16 be, devoted tothem at Board meeungs Read more o1 page 8§4.

In 2021, the Board and company continied to ava | tself of =ne opoortun ties presented by
remcte working and virtual meenngs Tne agiliy afforded by wirtual meeungs allowed not on'y
far the Board 1o corur e 1o operate effect vely (nroughout ongoing pandemic resinctions, bur
also for meet ngs o be corvened or rearranged at short nouce where necessary o consicer
urre-sens Dve matlers, 35 well as beng a= enabler of piher nieracicns wih sia<eholgers,
ndlucing Employee Engagement Nefwiork meet ngs, the Pearsan Pariner Forum and a
pre-AGM shareholder evert. Reac maore on stakehalcer ergagemert or nage 85 1 soite 6°
the henefirs af virtual imteractors, the Beard 15 keen 1o spenc more 1 me Logelher ir persan
25 5001 &8 crgursiances pE"ml[,
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Nomination & Governance Committee Report

Sidney Taurel

Committee Chair

Committee responsibilities include:
Appointments

ldentifymg and nomimatng candidates for Board vacannes

Balance

Zrsuning that the Board and s Comemitiees Fave the
gppronnate Dalance of skills, expenence, independerce,
civersity ena knowledge (o operate effectively.

Succession

Jeviewng the coTpany’s eadersmin needs wih a vew o
ensurirg the corunec aolity of the orgznisation to compete
M e markerpiare

Governance

Reviewing and overseeing Pearson's corocrale governarce
framework, Including cJliure and emnloyee engzgement,
3oard evaluation and train ng plans and tne Board Dwvers ty
Polcy

Terms of reference

The Cormmittee has wrtien terms of reference which clearly set out
its autnonity and cutes These are reviewed annually and can pe
“ound un the Governance secton of our websice (pearsonplc com)

Committee members and attendance

Altendance by Directors at scheduted Nomination & Governance
Committee meetings througnout 2021:

Committee members Meetings attended

Darme Elizabeth for\ey‘ o 414
Sherry Co'utu ' ' 412,
Dame Vivienne Cox? 217
Tim Score 4:4
Sidney Taurel 444
Annette Thomas? 1/

MDame Elizapet resigned from the Boaro ara the Corrrritee on 37 December 2027

1
2 Damevwenne retirec from the Board ano the Commirtiee on 30 Apnl 2521
3 MsTnomas wer appoinited Le the Camm Liee o 1 Ocober 2027
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Role and composition of the Committee

The Committee man-tors the compositior and balance of tre Board
and of ts Cammttees, identifying and recomreerding 1o the Boarc
the appamtmert. of new Directors and/ar Committee mempers The
Committee has oversight o the company’s compliance witn, and
approach to, all applicable rega.ation anc guidance telated To
corparate governance maiters The Cornmtiee aiso aversees talent
and succession plans for semor roles

The Committee cLrently Fas four members inclucing me as Charr,
witk Annette Thorras having jomec tne Committee following ner
appointment to the Baard in Octaber 2027 During 2021, we saic
goodbye to wo Committee members as they stepped dowr from
the Boarc - Dame Viv enne Cox, who was my oredecessor as Chair of
the Commuttee Lntil ner retirement in Aprii 2621, and Dame Elizabetn
Corley - 2nd | o'fer "y thanks to Loth for ther suostastal
Lonrbunions to the Cormmittee’s work

The Chief Execotve and aother senior management, inctud ng the
Chiel Human Resources Officer, attend Comrmillee meelngs by
wvitanan Al Corrmiltee members demonstrated a strong
allendance record during the year (see lefl) In addition 1o the four
scheduled meeungs held during 2021, the Committee also met as
necessdry to corsider the Chair suecession process. You can read
more about the Chair sLccession process on page 95

As Committee Chair fam availlable 1o engage witn any shareholoers
who have questions or commerts about the wor< of the Carrmittee
and was pleased 10 joIN our wirtuel engagement evert wit”
shaenoldess ahead of the 2021 AGM.

Board succession planning, skills and expertise

Akey clement of the Committee's remit s 1o lead the nrocess for
Board appointments in line with appropriate success on plars The
company has contngercy plans in nlace for the tempoerany absence
of the Chief Executive for heelth o other reasons. The merer of
Chief Execulve successior 's a regular iter for discussion and review
by the Board on gn annuai basis. Succession planning for the Beard
as a whate s considered at lezst annualty by tne “ull Board and ar an
ongoig basis by the Cormmittee In 2021, the Board discLssed at
cach mecung the evolving natJre of the skills and chzracteristics
requ rec of new Non-Lxective Directors The Chair and Senior
Indeperdert Director also discussed Commities suctessior planting
an 3 regular basis

The Comm ttee has defined a sel of speci‘ic critena far potenual new
Non-Executive Directars, in particular giving consicergtion to the
skills, experience and knowledge required in any candidates. Pearsor
expects all Non-Executive Directors o demonstrate the highest level
of integrity and credibibty, independence of jJudgement, matunty,
collegialny and the commitment 1c devote the necessary tire 1o the
company’s business.

As part of Ifs regular sLcess on planning activity, ell Board memrbers
are asked periodicaily ¢ complete 2 self-assessmen: of the skills ard
experience which tney velieve they cach oring 1o the Board The
assessmant foruses on those categories of sklls ard expenence
which are relevant to Pearson's strategy, business model and
parucular organisat onal charactenstics Wher mapped agairst
expecred retirement dates, the assessmen: helps the Corrmittee 1o
isentfy the areas wnere it may need to focus any future search
activity. The resulls of the most recent assessment {showr opposite)
demonstrate that Pearson has a strorg spreec of s«ills across all
areas idertifiec as being of parucular importance.



Skills matrix

This matrix represents the numrber of Sirectors with core o~ suoplementa: capability in arcas that are relevant to Pearson's strztegy, business madel
and orgarusatonal characlensucs A core capability s one of the strorgest aress of a Directo~'s skill 2nd expertise, where they bring consideraole value
to Board discuss-ons . A supplemental capability 1s an area where the Direcior s competent or has experience, but.ris nat one of the primary skills or

auributes that they bring 1o the Pearson Board,

Category
1 Accourbirg and finance G Ecucaton and publc
2 Data and Lyber securmsy sector
goverrance Global markets
2

Digital and technology People/gensral talent

4 DisrLpuon management, focus, including workiorce

including: Talent learning

leadership through 9. Policy and government
change, Marketing and relations

data nsights, New 10. Prior CFO experience,
business models and particularly of
InNovation

mulnnanoral businesses

n

Direct Lo consumer 4
business models
{inclucing censumer
brand and markeung)

Remureratior

2 Scale and complexily
13 Sustamabiling/CSG

£ UK ple governarce

® Core capability @ Supplemental capability

Image removec

Board search processes and appointments

The Committee has been very active over tne past year Ini relation
1o Board search actwity, concucling several searck processes
resLiturg 1n e appo ntmert of two new Non-Executive Directors,
Annette Thomas and Esther Lee, and sesecuon of a new Char, Omig
Kordestar. While thesc processes were all condacted separarely,
with specific candidate profites -n mind and utlising twe different
search frrms, 1. was imoerative for the Commitiee 1o ensure tnere
was approprizie alignment zcross the three searches such thet the
breadth of desired skills, expertise ane backgrourds were su Lzbly
covered by tne appo.ntes candicates As noted above, you can read
more about the Chair succession process on page 95

Before commencing the searches, the Committee took INLo accoun:
the changes to tne overall skills and expertise or the Board resuling
Forr recent and anvoipaled rebirements of oiher hon-ExecLiive
Directors ard mappec this against the key areas of sirateg c
importarce to the business, o ersure our Board would be opurrally
statfed 10 delver on the mew strategy.

The Committee agreed iFat it was particularly keer 1o 1dent fy

cardidates across the twa Nor-Executive Director searches who

wold bring a combirauon of skilis end expertse in the followirg

areas

— plobal or Tulonavuonal oxecutive experience, preferably including
experience of the US market

— leading complex companies tirough dig tal transformaticns

— digtal and/or data anawtics

— diredt 1o Lorsumer expenence

Takirg INto eccourt the agreed person speaficauor. tre Committes

engagec external search firms 1o Indertaxe Two searcn processes I

line with the ogjecives of the 8oard's Diversity Policy, the Commitiee
asked the ‘irms 1o ensure that the lists of candidates reflacted
dwversity of gender and ethnicity as well as dversty nmits

broadest sense,

as Chair, | worked closely with the search firms to cevelop the
cand date hsts, with the Commitiee then consider ng e candidate
profiles ir deta |, in¢lucing therr currert commitrnents, s<ills,
MOTVations ana prev ous experience | met wih all shorthsted
cznd dates and prowded my feedback ta the Comm Liee, followirg
which the preterred candidates men met with the remain ng
memaers af the Boerd, Tne searcr processes culminated in the
aopointmenis of Annette Thomas and Zsther Lee as hon-Execut've
Directars with effect from 1 Octaber 2021 anc ~ February 2022
respec: vely

Pearson was 2s5s sted in the search processes which resulied 11 tne
anpantments of Arnerre and Esther by Russell Reynolds Assoniates
and Spencer Stuart respectively Neitaer firm has any cornection
with Pearson or members af the Board beyongd its expertise in board
anc executive search, Both firms are signataries to the Voluntary
Code of Condact for Dxeculive Searcn brms,

Executive succession planning

Successior. planning for key pasitions ar Execctive managemerit level
5 primacly cverseen by the full Board wath support providec by the
Commitee n respect of particular minatives The Execltive team nas
akey roe 1o play 1IN our strategic olarning process, the angoing
developrment o our talent oipel ne and in fastering the culture aro
values required ta continue to delver on our strategy In Decerrber
2027, the Boare held a discussior on talent, iInclucing a success on
plarnirg session focosed ar the execotve pipeline from wnick the
future lcaders of Pearsor were likely o emerge, both at Pearson
Executive Management tevel and for other key roles. A ¢ verse
pipelire of Teady now and ready later emerg ng talent nas been
ideruf ed, srd plans are ir olace (o accelerate their develapment and
path to succession where possible These measures Incluce Mviting
ingwiduals to parucipate in Board end Committee meelrgs,
mentoning by Nor-Executive Direclors, anc encoLraging anc

erabl ng indmduats 1o Ta4e on external non-execJtive roles 1 arder
10 IN¢rease their exposure (o new areas of business The company
also Fas tzrgeted developrrent prograrmmes far nigh-poiential talemt
and mencarsh p programTes for diverse ieaders, as well as
developrment orograrmmes for jumror ¢ middle management

Annual report and accounts 2021 | Pearson ple | 93




Nomination & Governance Committee Report continued

Other areas of focus during 2021

The Camrrities oversees the company's compharce vk the UK
Corporate Governance Code anc recelves a status tracker at eacn
meetrg o enable # 1o consider the aporopriateness ana maturity of
var.ous elements of our governance framewok and 1o morn tor any
areas ¢of nan- or gualified complance, Learr more about Pearson's
carrplarce with the Coce on page 75,

Other arecs of focus for the Committee during tne yegr incluoed,
oversignt ol irvestor governand e and voling peaoes ans broader
goverrance thought eadership; an arnual review of the Beard
Diversity Policy and its accompany Ng ohjectives, review o° proposed
chaniges Lo Pearson's Artices of Assocaton, whic were
subsecuernitly appr oved by shareholders atthe 2021 AGM,
consderaticn of the Bosrd's own ongoing program e of learning
ana deve-opment, and the annual review of the contnbauon ¢of each
Director to the Boarc, The Comm ttee also receivec penodic Jpdates
fror the Chief Human Resources Off cer and e bers of the HR
team - respect of drversity and talen: ininatives across the nusiress

Committee evaluation

The Committee Lndertakes an annda eva ugior process (G 1ev &w
1s performarce and effectiveness, For 2027 feedback relating tc the
Comrittee was scugnt from D reciors as part of the wider Boaro
cvallanon lod by the Senicr Inaenenacnt Direcrer Top.cs coveed
necluded the efectiveness znd oynamics of the Commitiee. oversigh:
of key areas with - the Commntee’s rermit, tre Quaty of paners and
meeting discussiors. and the relatiorsh ps hetweer the Committee
and mianzgement

The Committee consideres the findings from tnis process at 175
Decernber 2021 meeung, 1ncdading’

— The Commettee s considered to be worsing wel, witn approoriste
agendas, papers prodaced to a good stanaard ane high-gual ty
discussions

— Gven the evolvirg sudtegic prior tes ard the cnanging rsk
lardscape, iInc.udirg around ESG anc culture, it was felt that a
review of the remiis of 2il Boare Commaittees should be carned
outto ensire all key areas are being covered appropriately and
there s no unnecessary duphcation. As well as considenng ts
owr rerit ir gkt of this recommendatian, the Committee will
slsosead an this overzll review process on pehsl? of the Board
during the coming year.

There were ro particular matters dentfles duning the 2020
evaluation process that “equired atteruon dunng the year.

Directors’ training

The Committee 15 1esporsible for overseeing the Bosd's training and
induction plans 1n 2021, we revieweg and considered the proposed
Board trainng srogramme for the next 18 months anc approves the
induction plar for newly appainted Nor-Executive Director, Anrette
Thomas

Traning underteken by the Board in 2027 included:

— The Board's responsitiity for oversight of Pearson's ethics and
comphance programmes

— Anoverview of the evolvirg regulatory landscape relating (o
sustarmadility disclasures, including the recommendations ofthe
Task Farce on Climate-related Financia: Disclosures

— Refreshe~ traiming o0 the UK Market Abuse Regulaton and inside
Informatar regime.
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I addiion i the specific tra nang sessions 17 the year, all Directors
recewve raining in the form of presentations about the company's
wperatars snd. where possible. through Board meetings heid at
operatioral ‘ocations, ard £y v sing local faci'ties and Management,
whiie shysical visits 10 some -otauons remainec challerging darrg
the year, we scught 1o offer the Directors tae same level of
mteracuca, 1o the extent possible, trough cignal means The
Company Secretary. In conjuncuos with Peawson's acvisers, mon-ors
legal ard governance developmentc ana upaates the Board on sucn
matters as agreed with the Charr, Cur Directors car a'so make usc of
exlernal courses

Athorough nductior plan was prepared for Annette Thomas ahead
of 7er appantment to the Board in October 2027 You car read
more ahout this on page 89,

Committee aims for 2022

The prionty for the Commttee 1IN 2027 w ll Ge To ensure smooth
(Chartransions at Boare and Committee level. and the saccessful
onboarding and integranon of riew Directors The past year has
required the Commitiee 1o be paricdlary focused on Board search
activity and. 1n 2822, we will DIvor our alientions towarcs other
elements o the Committee’s remi, g ving ccns'deralior 1o aregs in
which there ngy be scape o go above and beyond Pearsor's current
governarce arrangements IN Contiiuirg ¢ ensure a worla-class
COrparate governarce framework, Attention will A.50 be green to
ensurirg oJr good progress on Bozrd diversity extends 1o the
compositon of tae Committees We w il welcome tne insights of Al
Bebo, our recent y appointed Cnef Haman Resources Officer, as we
comrinue 16 ciscuss diversity, talent and calture more braadly, and we
wit begin prepdralory work Lowa s the rext externally *achated
Board evaluation process due 1o take place in 2023,

Sidney Tauret

Chair of Nomination & Governance Committee



Chair succession

Image remaved

In April 2075, Pearson announced that Sidney Taurel had informed
the Board o” his intenuan to retre zs Chair and that the Nom natior
& Guvernance Committee wolld commence g proress 1o identify hs
successor, led by the Senior Independent Directar, Tim Score.
Graerre Pitkethly was co-opted onto the Committee for this process
slongside Mr Score ano existirg members, Damoe £l zabetk Corley
ara Sherry Coutu. Sidney Taurel recused himsell from the
Cornrnittee’s ciscussiors on this matrer

Following & compelitive process, Russell Reynolds Associates (RRA)
was selected by tne Commitlee in June 2021 to support the Cnarr
surcession actvly Inaddition to this mandate. RRA 15 periadically
engagec by Pearsor inrespect of broader Board ano Executive
search activty The firm has no other conrecuon witn Pearson oF any
members of the Board

RRA met with each member of the Board ind wdually 1o ceek therr
input inig the profile of the desired candicate and to refine the role
spec fication, fallowing wh ¢k a long list of candidates was drawr up
The Directors agreed that the key allributes they were seeking In
proposec cand dates inclkidedd:

— adeep undersiardirg of misruptize basness redels and e
apprecanan of the chalienges and opnortan.zs nberert 1N Pearson's
conunuIrg trersformanon

— strorg straiegic orertaicn and & part cdlar 2firny with digital,
consumer-onented ard branoed businesses

— 3 glohal outonx, deally with exper ence n the US

— mellectazl cunosty ars a sirong oelief ir te rar<’ormetive power of
Ifelang learning

— ablmy 1o represert Pearsor 1o the myestor commurily and to lead
anc get 1o pest ou of the Board

— abiliy o cale an effect ve and rrusul warkirg relat orship wire the
maragemer: [eam

The Comritiee recogn sec thetst might be necessery (o weigh up
the priority of particalar strengths in dig tal disrupt on anc cons.Jme-
experience n Pearson's mair markets next 10 specidic FT5E char
expernence The Comm tiee also meade ctear 1o RRA that dwersity,
including of gender and ethn cizy, was a1 1mportent considerenor in
the cand date search process

From the long st that RRA ceveioped, the Comm tiee consioered
approxmately 60 candidztes over the course of the process As this
progressed, the Comittee priariused s shortl 1 of six mdraduczls,
ncluding two wormen and three ngricduals of colour Ezch o' the
shorthsted cangicates met with Tim Scare and Andy Bird during
August and September, as well s with a number o other 3oard
memaoers. This rounc of one-fe-one meetings allowed rhe Comm ee
1o further sharpen its focus anto a smaller group of candidates, whao
ther. met with the ather members of te Board in the Auturin

As a resuit of the comprehersive interview precess, the Commitiee
idenuf ed Omid Kordester as ILs preferred candidate for the role of
Chair of the Board. Once appropriate checks and referencing iad
been completed, tnc Cormrnittee was able 10 “nalse its
recommendsuor Indoing so. the Committee was cogrisant of the
trade-offs and balance to be struck between different candicate
profiles and concludec thet tre optimal Board leadership structure
would Lcompnse a strateg)y -focustd Chair working slongs o ¢ Deputy
Chair with strong UK listed comoany governance exoertise The
Comrnizte, in consuliat on with RRA, ideruled Pearson's Senior
Indegerdent Director, T m Score, as the best cardidate for the
propased role of Denuty Chair

Followimg & formral recommendasior from the Cammisiee in
Decerrber 2021, the Board zpproved both the appantment of Orud
Korgesian as a Non-Executive D recter ang Chair Designate with
effect from 1 March 2022 and the appointment of Tim Scere 2s
DepLty Chair Des gnate Itis intended that Orud end Tim will
cammerce thelr respective new roles upon corclusion of the AGM
on 29 Apnl 2022

Tre Board s peeased ta welcome Omud, who or ngs a wea'th af
expenence in lead.ng ard adv sing same of the worlc's best-known
consumer tecknology brands. His experuse will belo to further
Pearson's shivor to accelerzie its digital, lelong learning strategy.

Ormid met the Code's Incepencence reqJirements or apooirtment
in accurdarce witn Pearson's gxternal sppoeimntnert policy, @ confucts
cf Interest arc CommITtments review was C3rmec oJL prier o
appointment and the Board was sausfiec that Omid's extena’
Interesls would not create any conflicts with his role a: Pearson and,
further. that he would be able 1o devote the necessary Ume anc
artenrion to Pearson business.

Sidney Taurel did not Lake part i the search and selectior process
save that e parncaparec, firstly, m the izl ndraduzl scoping
sessiors wih RRA and. secondly, 10 11e final ceision 10 8ppe Nt
Ormid and Tirr, with Lnese resolul ans being passed unarmmaously by
the Boarc Tim Score recused himsel frorm Committee discussions
relaing 1o his own nominaton as Deputy Cnar anc did not

parnc pate in the Board's vare relabing to h s own apnomomer:

On behalf of -e Board and Pearson colleagues, the Commitee
wovig Tke 1o tnank Sidrey for Fis leagersnic, dilgence ard unfaing
support of the company dunng his iime ss Char of the Board Durng
his renure, Sidney has steered Pearscn through 2 peniad of
disrupton while the company undericok a substznual
rransformation gnd he leaves Pearscn with a Board and
managerrent Leam at are wetl-posiuonec for the next phase of
Erowin e wll PisE SILNey's WISE anc expenienctes rounse) and wisr
hirn and Fis family all the very bost for the future
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Nomination & Governance Committee Report continued

Diversity across Pearson

We accelerated our DE&: eflorts in 2021, contmuing te build an
inclusive workplace cultare and a more equitable company In
Cclober 2020, the Board approved 50 imbauves far implermertation
over g 12-momsh perod for which progress has veen made This plan
was further defired oy the veation of 2 DE&I strategy in March 2027
‘ocused on four organising themes: Recr aitment/Promotion,
Rerennuion, Inclus ve Culture anc Social Impact. This five-yoar Acton
Plar contans a framewor of goals and immatves ta further
Lnderscore areas of Improverment as we contnue the path te
IMLFEase representsl on sross the enterprise whle bulding
egqutable learning solutions

Pearsons Code of Conduct in refat on to ethical pracnces takes
account of gender, age, ethniary, disabilty and sexLal or entanon,
ard applies 1o all employee levels. ncluding the Pearson Executive
Managemert {PEM) team [t s underpirnec by a globa: statemert on
DE&I, along with country and pusiness-soecific policies Siandards
are st consistertly worlowide - poth internally anc exterratly - as
part of our endeavour To make Pearzor g grezt place to work

The Global DE&| Counal oversees progress on our DE&I agenda, This
group inclades this PEM tea, engages business leaders and
members representng employee rescurce groups, and Is charred by
Chief Execut ve Gfticer, Andy Bird, and the Chie” Diversity Officer. Dr.
Flo Starks For more informat.on on our approzch to DE&, see

page 49

Board diversity

We pelieve thal Board civersity makes us & oetter business,
contribut ng 1o high performarce, enhanced cormnmercis| resuits, and
a leadershup culture thatis nclusrve Research irdicates nign-
perforrung boards provde ar increased compettive advantage,
Further, glooal trends cortinue To reflect the needs for greater
inclusior,

We are determmined that, as a 3oard, we must be represertatve of
our employee base and wider sodety, Including the courtries in
which we operate. The Boarc embraces the UK Corporate
Governance Code's underting prinaiples wiin regarc to Board
balance anc dversity, includ.ng in "espect of elkmaty, gender and
sge The objectives sel odatin the Board's Diversity Policy anc our
progress towards these are shown in the eble on the opposite page.

The Nomination & Goverrance Commutiee ensures that Lhe
Directors of Pearson demonstrate g prosa balance of skills,
backgroand and experierce, 1o suppart our stategic development
ard reflect the global nature of our business It requites
appaintrresTs to be rmade on ment and relevant expernience, while
teking into accourt the broadest definition of diversity. In the recent
Non-kxecur ve Director search processes, the Commirtee
encouraged the retained sezrch firms to place an emphasis on
puttirg forward candidates who would ennance the overalt diversiy
a‘the Boarc

The Committee hdas readopted the following objectives, wh ch
support the Beard Diversity & Inclusion Policy, which continues to
SUPPOIT Pearson's Commitments 1o Creating a more eclirable and
inclusive company

— at least 40% ‘emare Directars {orev oLs Larget 33%}
— atleast w0 Directors o ColoJr (previods larget: one)

As 3t 31 December 2021 the Boarc was 50% femnale (2020° 45%),
exceeding the recommendation of at least 33% female
representation suggestec by the Hamrpion-Alexander Review, as well
as the recently released FISE Women Leaders Review which has a
target of 40% women’s represeniaton by tne erd of 2025 The FTSE
Women Leaders Review also recommends that Boards shaould have
at least one woman in the Chair, Seror Independent Director, Chief
Execative ar Chiel Financial Officer role by 2025 - a target we have
already achievec
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We zlso savsfiec, aheac of the 2021 terget date, the
recommendanon in the Parker Rev ow that ar least one Oirector
should be from an ethnic merority background,

Diversily was one of t1e topzs the Board considered in the Board
evaluation process conducted in 2027, bothin respect o7 its own
composiion and ir terms of the corpany's approach, The results
and feedback prowidec by the evaluation md cated that the Jircctors
beleve the Board's dversty s, as awholc, good Ir & wider context.
the Boaro rezogmised the imcreasing importanse of DE&] and
acknowledged the carrent progress boirg made. It noted that
sufficient hme was, and would cortrue to be, devoted te discussing
DE&I at future Board meetings 1 addition, the Commiitee has
discussec advancing tne obyect ves set out 1IN the Boac Drversity &
Inclusion Policy, to norease the racal and elhn ¢ representat on on
rhe Boarc

Diversity and talent at Executive level

Three of our Executive team of eight, excluding the Chief bxecutive
and Chiel Fimancal Officer wno are codnted in the Boarc’s metric, sre
women (37 5% vs 30% i 2020) Including the Chief Executive and
Chuef Financ al Officer, this rises 1c 40% women (four wornen out of
10 members) (2020, 33%) As o™ 3" Decerhber 2027, the sen or
managemert tearr {gs speufed by the UK Corporate Governance
Code) 1.e the Pearson Execdtive Management tezm anc their direct
reports, ncludirg the Compery Secretary, contained ££ women,
represering £9% of that group (2670 36%)

Tc bule a pioelne of awverse individ Jals ir leadership anc senior
MManagement posiions, we ran several accelerated learning and
rareer cevelopmens programmes. Suppo—ed by the Globa! DE&I
Counall, and with & particuiar locus or etnnicity and gender, (he
schernes have been designed 1o assess how sponsorshrp and
senior-level advacacy ir the workplace can prodJce career dvidends
for proteges anc therr sponsors The Board and Commitzee carefully
moniter plans in this respect arc the outcomes achicved

The Commiuee received updates on two irternal mentaring schemes
thet tstpporis The first pairs & high-patenual leader (typically at SWYP
levelywath a Director, The second irvalves members of the PEM team
sponsanng a small sroup o Ingwiduals at Mmanagement level,
idertfied through our talent anc learn ng review process gs potentia
successors of senior management, Tne Committee agreed that tne
programmes, which have been under way for some years, shoJle
cont nuer 2021 vath a further cohort of partcioants. We are
currertly reviewing opportanities 1o strengther our Board
sponsorshig énd menzonng schemes, and n future they will focus an
creaurg mentoring partrerships based on skill development needs
Our goal s that 0% of botn the Board mentonng anc PEM
sponsorship cecnorts should be from 3 d verse bac<ground,
specifically too«<ing at gencer, racial anc ethnic diversity
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Board diversity objectives

During tne yeer, the Commutiee receved a detailed progress update or the company’s DERI straleg.c approach, framewsrk, governance anc
measurement maoders, and prionty areas. As part of this, the Committee reviewed and Jpdated the obyectives whicn underpin the Soa-t Diversity
Policy The current obyecuves, and Pearsor’'s performance agzirst them, are set out below

Key
@ Targetachieved
€3 Target not met

Objectives
we will strive to achieve and maintair a Boare compesinion of,

— atleast 40% female Directors

— &t least two Directors of coiour

All Board zppaintments will oe Tade on merit, in the context of the
skills and relevant experence t1at ére needed for the Board to
oversce Prarsom's strateg ¢ developmert and that reflect the glonal
natre of our business

The Board wili continue to ircarporate 2 focds on a civerse pipeline
in 115 saccession and appoirtment planning incuding to pricitse the
use of search firms whick adbere 16 the Vol untary Code of Conduct
for Execatve Search Firms (the Voluntary Code) when seekirg 1o
make Board-level apaoim:ments

The Board will continue 10 adop: best pracuce. as approoriate, In
response 1o the Hamptan-Alexancot Review anc the Parker Yeview.

The Board wll consider its composition anc diversity as part of its
considerat on of effecivencss in the Baarc evaluation rewew procoss

Where appropriate, we wll assist with the development are support
of iInratives tnat promote all forms of DE&I N the Board, Pearsor
Exec tive Managerment tezm anc other =enior managemoent.

ve will review anc report on oLr progress in ire with the policy
an¢ oJr b ectves in the grnual report, ncluding providing detalls
of ImT atives te promate D=&1ir the Beard, Pearson Executive
Menagemerttearn and other serior maragement

we w Il conurue (o make <ey DE&I informaticn, about tae Board,
serior management énd our wider ernployee popalation, avanable in
the @1nuel report. ans aim for oNEoINg transparency 11 21s a7ea in
line with best praciice

Progress
Az ar 37 Deooermber 2021

@ The Board ncluded 50% female Directars

o The Board included one Director who :dentifies as Mixed - white &
Black Caribbezn, and ore Direcior whe identfies as Mxed - white and
Black African

*As at 28" Feoruary 2022 the Board includes 3 Directors of colour

0 Tre Chair search process in 2021 consdered a wide range of
candidates, iIncluding from diverse backgrounds, all o wnom were
cvaldated on the bas's of ment. The process resulted in the
appontment of Orid Kordestan wnoT the Board bel gves
possesses the requisite skills and experience “or the role

@ The Commiee actively irclades civersity inits search criteriz for Boara
appoirtmenis, and proact vely cncoureges ergaged search firms to
include candidates ro a range of dverse backgrounds in s
candidate lists

Russell Reynolds Associates and Spencer Stuart both assisted Pedrson
with search actity dunirg 2021, inclucing for the external element of
e Chair and Non-kxecutive Director search processes. Both
comparies ere s gnatories o e Yoluniary Code.

@ “rereconmendations of the Hapion-Alexander Review, Par<er
Review ard tne =RC Board dwversity and effectiveness report i respect
of gender and ethn ¢ diversity have been noied by the Boarg, ant were
corside~ed as part o' the Cammmittee’s diversity ceep nive im 2021, 10
addition, tne Board s cognisant of the FTSE Women Leaders Review,
which nas succeeded the Hamrpron-Alexander Review,

Q These matters were £ons dered in the 2027 evaluation process Read
more on page 99,

& The Board scheme of rmentor g sensor leadersh palent was rencwed
with & fresh conort 1n 2021

& Tre MNominaton & Governarce Commitiee reviewed tne Roard's
Diversity Policy and accomparying ob ect ves durng the year, as well 25
devetopments on DESI N t1e exterra lanoscape

@ Thisirformanon s included i tne anrual report Reac more 36o.t
DE&: matters nthe wider emrmogee DOPUElion on page 49

Diversity and talent at Executive level
Executive team™*

Chart removed

* Iyecotive Tear nlluo rg et ixecdl v ena Chiel
rancizl Q%eer

Senior management team

Chart remgved

Annual report and accounts 2021 | Pearson plc | 97




Reputation & Responsibility Committee Report

Linda Lorimer

Committee Chair

Image removec

Committee responsibilities include:

Stakeholders

Ensaring Pearson's strategic cirecaon bu lds lorg-terr value
for our bus ness and stakeholders and makes positive sonal
‘mipact on the planet. Key stzkehalde s include consumers,
ermployees, snareholders, educatonal nsutetons and
cdLzators, employers, government and regulatars,
communities, end business partners

Risk

Cverseeing Pearsan's approacn <o reputational sk,

and ensuring that clear roles have beer assigned for the
rmanagemert of the repuration dimension of risks icenuf.ed

£5SG & ethics

Overseeing Ervronmental, Social and Corporate Governance
(ESG) factors and performance Manitoring ethical husiness
standards, including Pearsons approach to ssues relevant to
Its reputation &5 a responsible corporate cuzen

Brand & culture

tAanaging the Pearson brard to emsure thatiis value anc
repulation are maintaired and ennanced Overseeing
Pearson's 40proacn ta monkonng and supearing re valdes
and desired behaviours that farm our corporate callure

Strategy

Overseeirg strategies. policies snd commurnicatior plans
related Lo reputation anc responsibility 1ssues and monitoring
that 1 e peotle anc processes are In Rlace 1o armiopare andd
marage therm

Committee members and attendance

Attendance by Directors at scheduled Reputatior: 8 Responsitility
Committee meetings throughout 2027.

Committee members

Andy Bird - 474
Darme Vivienre Cox 141
| nda Lonmer a4/&
Michael Lynion< 147
Graeme Pitkethly A
Annette Thomas® - 212
Lincoln Walien 472

Meetings attended

1 Dame VYwienne ~elired from the Board and the Comemitee on 35 April 2021
2 Mr Lynior resigned “rom the Board anc the Commriee or 30 Aor | 7027
2

s Thomas wes eppe nted o the Cormm rtee on 1 Goioper 2021
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Reputation & Responsibility Committee role

The Cornmillee works Lo assess and advance Pearsor's repulelion
across the range of Its stakeholders end 1o mawmise the company’s
‘mpact on socely anc the communities in wh ch we work and serve.

The Comm ttee reviews matters that are material 1o Pearson’s
stakeholders - we are the mair governance body for sustainab ity at
Pearson providing important oversight of our environmenta;, social
and governance (ESC) framewaork, this inclLdes cimate change
consideratuons, As part of this role, we promote and oversee
Pearson's [5G strategy anc assess Drogress against Its COmmIMments.
We glso montor tie Pearsan brana, culture and values and provide
ONGOIrg PVErSIBNT Are scrutiny across all reputativigl rdilers

includ ng issues raised oy regulators As Committee Charr, | arr
ava’lable to engage with any sha-eholders who have questions or
commerts about the wor< of the Committee and was pieased to join
oJr v tyal engagerrent event wth shareholders ahead of the 2021
AGM

As outlinec elsewhere n this annual report, Pearsor considers
chmate ransiton as an emerging sk The Committee works
alongside the Audit Commitiee 'n overseeng matters relating 1o
chmate change and net zera carnor: The Commitiee’s role s 1o
review, refine and oversee implementation of tne strategic FSG plan
and montor how 1t 1s defivered, while the Audit Committee focuses
on assuranice of metnics anc feasibiliny of accampanying finaroa!
pars. Overlapping membership on the two Comm L.ees ensures
algnment and a full appreciat on of all releven: aspects

The fil Board s kept abreast of the Carrmittee’s work tnrough
reports | make following every session of aur Corrrmiltee, these
reports include highlighting any areas of corcern and of'ening specif ¢
recommerdanons.

Committee compeoesition and attendees

The Comm ttee currently has five members, with Annette Thamas
having joined the Committee {ollowing her appointment 1o the Board
N Qctober 2021 Anrette’s experiendce in consumer-focused media
businesses, datz. analytics and eoucatonsl nstiatiors and
publishing brings 'mporiant perspectives to our work. During 2027,
we said goochye to two Committee members as they steoped down
from the Board - Dame Vivienne Cox and Michael Lyrion - and |
offer my thanks to bath for their substantizl cartributions o the
Committee’s wark.

Committee memizers bring a range of expertise across tne key areas
of the Committee's remit ircluding sustainability. ESG. data prvacy
and cyber secunty, people arc talent, and pelicy and government
relarions

In addition, we bencfit from the regula- attendance of serior
executives whose work 1s certral (o the remit of the Commitiee
Ihese include e Chief Legal Officer, who s the execLnive leader
respansible {o the developmert, monnonng ard execution of
Pearson's ESG strategy, the Chiefl Markeung Officer and Co-President
of Direct to Consumer, anc the Semor Vice Presidents of
Governrent Relators. Investor Relations and Corporate
Communicatons

Terms of reference

The Commttee has written terms of reference that clearly set out its
authonty and duties These are rev ewed annually and can be found
on the Governance section of our website (pearsonplc com)



ESG activities in 2021

Throughout the year, the Cammittee pa d particJlar altenton Lo the
contmued evolution of our ESG strategy, including s overall
structure anc framework, how it hgns Lo our greatest greas of
apportuAry and challenge as & business, and Now 1o communicate
it5 teness 10 all our stekeholders in & clear arc impactfui way Dunirg
2021, we worked closely with maragement to help craft the
company's ESG narrative Pearson’s overall parpose and mission has
E5G firmly et 1t3 heart anc we recommended to the exscutive 1at
cornmunicanng this clearly to investars and wider stakeholcer groups
shoulo be the overnding 2am

As described in greater detall i oo [5G Reaort beginmng an
page 40, our E5G framework comurises three pillars that align with
the interests o stakeholders, anc where we can mzke the biggest
positive Impact

— Crunglearning for everyone wiik cur products
— Empowering our people 1o mzke a aifference
— Lead rg respansibly {or 3 bertar planet

These areas are afso materiaily Influential in helpng Pearson succeed
a5 2 bLsiness, The piilars have 5 clear, matural Nt 1o our non-fnanoa
KPl=. reflecting the common goal of aligrmem betweer our
corporate and ESG strategy This stretegy s suppories by Pearson's
robust corporale governance, sirong corporate culture and a range
of offective polices to ensure we achieve our amoinans,

The Commee receives regular upoates from mar agemeant on
progress agamst speciiic elements of the ESG sirategy Key actrhes
of the Carmities gver e past year N 2letion 10 our three ESG
pillars have iIncluced:

Driving learning for everyone

_—— Y — with our products:

— Al each meeung, the Committee receives &
report ¢n recent nadents and 1ssees that could
have an impact on the company’s reputaton,

< giuding Those relaing to our products. We
consider Pearson's 1esponses (o Coverzes on
sacial med a and in tradimional media, induding
DayifTg 0arCLiar altent.on (o our prawcals for responding o
guesLons about our Content, the irtegrity with which we
nandle suth situat ons and any lessors learned

— We discussed witn our Chref Diversity Cfficer tme recent focus
on Crivcal Race Theory, parucularly ir the US, notng that the
manner 0 which Pearsan has responced 1o the debate
refiects (e corrpany’s values as en organisation, with our role
being to prowce histancally accurate content, in line with state
curncule requirements, ta enable learners (o thirk crinically

— We recenved an upeate on the strong progress mage m the
DE&I review of Pearson’s top-selling and high-rsk products
and ttles to ensure they are ‘ree from b as and promcte
diwerse @ inclusive ~epreseniauon m e conient We atse
noted the launch of cur Global Cortert and Editoral Polcy.
You €31 fezd more zboLtth s poldy on pege 47,

— We endorsed ar nimiat ve 10 Increase the reach and rmpact of
Pearson's soc.al ecuity content by laurching a free resource
section or our websize aimed at students, faculty and aduls,
nmially ava iacle in the Us

Empowering our people to

make a difference:

— As Pearson contnued to Build it
corporate DE&I programme, we corsidered
the proactive mcernal and external

- messaging being develooed 1o establish

Pearson's vo'ce Ir the equily canversat.on,

ComTittee mempers expressed the

miportance of recognising iNe company's
position as a giobal ousiress witk employees, castomers ana
other stakeholders from a wide range 2° backgrounds, src
encquraged management o consider carefully the risiks znd
UPPOMUNILES around NegJinies i products and services

We worked alongside managerment and in support of the
Board 1o develop and define the new corporate purpose,
MISSION, ViSO are values te align Witk our new corporate
strategy Yoo can read more sboul Pearson’s pLrpose on
page 4

We reviewied progress 0m our Fuidre Werkplace Strategy,
consderng the priraples underpne ng Pearson's shift to a
hybnd worknlare culiure, and noted (e steps being Laken
around HR policy, employee commurications, technology
Sy5lems, equipmert and space Tanagement. Mirectors were
plessed 1o have the chance to expenience the new workplace
approach first-hand curing our IN-person rieeting ir L.ondon
In auturrn 2021

We reanitoreo employee senument around Lhe cormpany's
comtriing resparse o COVID- 15 including considenirg
Pearson's return-to-office protocols relatng to vaccination
statys, sodial distancing and wearing of mas«s Other
eMpivyer engagernent MeLncs are montorea by the Board
ard Pearson Cxecutwe Management. Pearsons desigrated
Non-Execunve Director for wor<force engagermient joins
mectngs of the Comrmittee whenever matters relating 1o
employees are discussed. ¥You can read more about “mployee
Engagement on pege 87.

We rerewed 2n upcate on our global employee wellbomg
programme. which nas evolved from a COVID-" 9 incidert
respanse MLATVE to being an mratant elerent of
postenIrg 2earson as ar cmployer of choice We also

cons dered nealth 2nd sa‘ety, not ng that Pearson's broader
strategy In s space nad beon rapacted by the pandem
and that, as we move Lowsrds permanert hybnd working,
there will be & further evolution ir our health arc safery
prioues

Leading respensibly for a better planet:

. — Wereviewed progress towaros Poarson's

gaal of net zera carbor by 2030

— 'r g sesson ted by the Che’ Data Officer.
we considered the importance of an eth cal
epproach 1o usage of. and risks assoc aten
with, date Such a- appraach s miegral to
Operatng Pearson's drect to consumer Dusimess in a manner
cons stent witk the company's val.es.
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Reputation & Responsibility Committee Report continued

— Robust governance, a strong culture and effective policies:

— We consiaeres work undertaken by mige” teams wathin the
business aresions 1c formuare £SG plans. The Commitiee
advsed management on how besi o demaorstrste Pearson's
firre commritment arross a spectru of susta nability actviles
while ensuning targets were stretcung out also considered
and realistic

— We monitored progress towards comal arce with TCFD
regoThrg requairements, wnich became manoatory for
Peassan fram the 2021 finandal vear, noting the key
carate-relaten risk categorses identified tnrough a
comprehersie risk assessment.

— We ronsicerec an independent report on qvestar sentmert
towards Pearsor's ESG programme and commurnicat ons.
which was Jsed to help shape our refreshed ESG ramews' k
described intris annual report.

— We reviewed the annual Moderr Slavery Statement with
maragement priar o recormenendinyg that the Board approve
the statermert for publication

Other areas of focus during 2021

— Inthe regular reporis 3Dodt any CormiLTICaNons SsUes that
arose, the Committee providec Irpat parn 1o the specric
inCidents at hand ard to the general tonics ra sed

— Wihthe appoinimert of a new Chief Markenng Ocer, we
reviewer Pearsor's overall marketing posmar ng anc
discussed new opporiunities in the corsumer space 4=
Pearsen- was ceing lzuniched.

— Health and safety and safeguard ng are two topics that
Pearson takes very sensLsly. ard the Committee "evewed
annual assessments of both

Tre Cammittee glso considered 1me plans for, ard results o the
Global Learner Sarvey. 11 NS year's survey (see page 15}, Pearson
asxed 5,000 people in five countries about their expenences of
chmate change educat on Respondents were clear that there is an
increasirg need for aeeper environmentat and dimaie knowledge,
especially wirn many inaustr al expecting signif:cant growth :n green
jobs over tne next ten years These views are reflectec in Pearsor's
renewed strategic ‘ocusen ESG framework, anc the conunued
developrment of our roadmap o achieve net zera carbon by 2030,

Cornmitlee memoers ass provided ripat into eary-stage plans o
denufy an mimative or cause ir whch Pearsor can parucipate that
wil' benefit global communities ard be poth achievable and
impacf.il.

Committee evaluation

Tne Committee underiakes an arnual eval Jzlior process 1o review
its performance and effectseniess Far 25627, tne Commities
evalualion process camprised twe elements,

— feedback relsting to the Committee was sought fram Directors a3
part of the wade: Boarg evaluation ted by tne Senior indegendent
Director

— Committee members and other key contrinutors (o the
Committee were irvted to provice therr views by way of atalored
questionnare

Topics covered included the effectiveress and dynamics of the
Committee, overs'ght of key areas within the Commuistee's rernit, the
oualty of papers ard meeting aiscussions, and the reatonships
between the Cormittee anc managemeni.
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The Commimiee cons decec the fincirgs from this process at its
Jecember 2021 meeting ana concluded:

— The Commuttee 1= working well wih appropr.ate agencas, capers
prodaced to a good standard ang hgh-quality discussions,

— Ger e evalving strategic pnoarmes and the changing nisk
lanaseape, mcudirg sround ESG, caltare. dats and cyber matiers
1twas felt that a review of the rerrts of ali Board Comrmintees
shouls be carried outl to ersure all key areas are beirg covered
aopropriately and there s no urnecesssry duplication where
rultple rommittees are overseaing the same 155.es

— Aslexpect toretire no later thanthe 2023 AGM, appropr.ate
considerarion wil be gren toplanmng for my sLocessor as
Committee Chair by the Nomiraton & Governance Comirdree.

Tnere were no paticular matters ierufied during the prev ous years
evalugtion grocess that required attentior during 2021

Committee aims for 2022

COwver the rext yvear, we wil continue ta monitor and oversee progress
towaras delivery of Pearson's E5G strategy es ths becomes more
embedaed withir our five new ousiness dwisions, incluaing

mon toang progress agairst our cimate goals ‘We wnii be attentive to
the efficacy of Pearson's producs, pur cansumer brand equity and (s
“he company's broaces marketing, cormmuan.cations ana brand
strategy. {ont.naed focis on Pesrsor’s reputation and tne

ncreas naly mporiant wpic of data privecy will be pert o the
Committee’s work in 2022 Fellovarg the successue launch of our
rew corporate vales — the molarrertation of waick cortnues
thraughout 2022 - we will review how these a~e beirg Ivea ty
colleagues throughodt the busimess through conversat ons with 1hie
Chief Buman Resources Officer on culture and emoloyee
engagerent. We w.ll also consaler how the campany's cultare s
reflecting Doth our INCTeases ‘seJs o e consJamer and cur
corporae parpese of acd'ng life (o a lfetime of learning,

Lo L s

Linda Lorimer

Chair of Reputation & Responsibility Committee
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Audit Committee Report

Tim Scere

Committee Chair
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Committee responsibilities include:
Financial reporting

The gualty and integrity of financialveporung and staterments
and related disclosures, irclading significani reporting
Judgements

Policy
GFOL.D DO|I(\F‘5- IH(|LJCIHg ﬂ((’O‘.JﬂTlﬁg nolicies ‘
3nd practices ‘
External audit [
External audit, mclueing the aopontrnent, gaalficat on,
incepenaence and effectveness of the external avaritor,

Internal audit, risk & internal control

Risk management systernis 2nd the irternal control
ervironment includirg oversight of the wor< ard effectiveress
of the internal audit funcuon

Compliance & governance

Legal and regulsiory reqauirements ir relatior
10 financial repanirg and accodnung matters
and aversight of compliance programmes
and investigarons

Terms of reference

The Commmitiee has writzen terms of reference whieh clearly set ot its
suthority and dutes. These are reviewed snnLally and can be Tound
on the Governance section of our wehsitce {pearsonplc.comy.

Commitiee members and attendance

Altendance by Directors at scheduled Audit Committee meelings
throughaut 2021

Committee members Meetings attended
Dame Elzabeth Corley' 4/4
Dame Vivienne Cox: Y
Linda | onimer 474
Micnaei Lyntory 212
Graeme Pitkethly 474
Tirn Scare 414
Lnceln Wallen AfL
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Dare bizapeh res gned from the Board a~d tne Comvnittee o 31 Decembear 2027

==&

Jame Yivienne retirec from the Board ar d the Commitiee on 30 Apr 12027

Mr Lynion resignea from the Board and the Comm ttee or: 30 Aprit 2027
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Audit Committee role and composition

The Committee has been established by tne Board primerily for the
purpose of overseeing the accounung, financial reportng, internal
cont-al ard risk rranagement processes of e company and the
audit of tne nancial siatements of the company As & Corrmitiee, we
ace respons ble for assisting the Board's oversight of the qualiry anc
ntegrity of the company’s externzl irancial seportng and slalements
and the company's accounting policies ara practices

Pearson's Vice “resident - Internal Audir has a dual reporsing line 1o
the Chrel Firancial Qficer end to me, and external auditors have
direct access to the Cammittes to raise any matters of corrern ard
to repart art the results o work cireczed by the Cutnniiee As Audit
Comrnittee Chair, | ensure that the full 3oard 1s kept abreast of the
business of the Commitree in a tirrely manner, ‘ncluding hignhightirg
any areas ol concern or speciic recorynendauons 1also work
closely with the C=0 and semor “nancal. risk, legal snd internal aucit
personnel cutside the formal meetng schedule to ensu-e robust
oversight anc challenge ir relatior 1o financial control, carrphance,
INVESLIZATIONS 8NC rsk management,

As Commrittee Chair, ' am avallable to engage wiln any sharehoioers
who have guestions or commerts about ke wor< of the Carrmites,
and was pleased 1o answer gaestions from shareholoers at our
virual event held in advance of the AGM in April 2021 and to meet
remotcly with some of oJr instirutional tnvestors aunng the year in
my role as Senior Indeperdent Directar

Audit Committee meetings and activities

The two prominent themes in the Commiitee's work throLgnous
2027 were

— tLeading the tender process for Pearson's external audic and
overseeing tne sLbsequent sieps being taken to prepare for the
transition In 2022 You canread more ahout th s process on
page 107

— Follawing the announcement of Pearsan's new strategy and
organisat onal structure, overseeing the iImpacts of the cnanges
on vanous aress within the Corrmittee’s remi;

tn considering the impacts of Pearson's new strategy and
organisauonzl structure, the areas to wnick the Commitlee paid
attenuon incladed:

— The creation of five new reporing segments, reflective of pur five
new ousiress div.siors, as well 25 3 separate reporung category of
businesses ander strategic review’

— The goocwill and iImpairment assessments conducted in respect
of the re-allocaticn to the new divisions

— Accounting treatment in respect of portfolio chianges resultmg
from tne new sirategy

— Operauonzl changes resclung from the new organisatonal
structure Consequent al effect o other areas suen as internal
audit, compliznce anc nsk, including increased accountanil ty at a
disional leadership level

— Technology resilience, data privacy and cyber security whicn, In
add'tion 1o conunuirg Lo INCrease 1N Maortance at a macre level,
ave key fectors in the success of Pearson’s digital- and corsumer-
focused strategy.

At every meeting, the Committee alsc considered reports an the
actwities of the internal audic and comphance furcuons, mcdading the
resJlis of internal audts, project assurance reviews and ‘raud and
whistleblowing reports The Committee also monitared the company's
f nanc al reparting procecures, discussed the finance anc IT controls
epviranment. reviewed the services provided by PwC arc considered
any significant legal claims and reguistory 1ssues i the context of
therr impact on f nanczl reporuing, eack o 2 regular basis,



im zddition to s four seheduled meetngs in 7027, the Cormittee
met 3 further wo times, both 17 connecuar with tne tender process
for the oxternal auais contract Frstly the Commities hele & sones of
panel sessions 1o Inlerview the proposec par.ners from each of the
three paruupatng firms and, seconcly, the Commirtee met to finalise
its recommendation for the Board on the selectuon of external
auditar. View the key activities of the Aud t Commiitee below.

Additional meeting attendees

The Chiel Financial Of‘icer and her Deputy, other executives and
SERIOr managers irom awross the business also atterded meetings
during the year, ether as regular invitees of the Cammittee or to
discuss particular tems of basiness. This d rect contact with xey
leadersnip augrrerts the Commttee’s understanding of t¢ 1ssues
facing the business as well as help ng o deveiop Pearson's taten:
pocline through facitation of Board-ievel engagement opporunmiies
for those leacers and maragers. The Chair arc Chief Execeuve cach
attend Cornmittee megtngs regdlarty at my imatation, with the Chief
Exerunve particularly atterding “or d scussior of meatters wirh an
operatonal and customer focLs. | have also extended ¢n open
nvitahior to those Non-Exccutive Sirectors who are not mermbers of
the Committeée to attend Committee meeungs should they sc wsh e
aadit on o recerrg meeling papers This allows those Direciors 1o
Lnderstand the work of the Comm tiec in greater depth and to offer
their own vatuable msights. The Cammitiee also meets regliarly in
private with the external aditers and wath the Vice Fresident -
Interral Aucrs, and as required wh the Chief  egal Officer. Crie®
Compliance Officer and Senior vice President - Treasury, Risk

and Insurance,

Audit Committee training and knowledge sharing

The Commitee recerves tecnnical spdates at each meeung, including
on matters such as accounting stendards and the audit and
governance lancscape, anc members are abile to recuest spearfic or
personal iraiming as appropriate. In particular, we nave kept 2breast
of developrents relanng to audits at a legislanve and regalazony lovel,
inclacng the consultaton py the Department for Business, Energy &
Industnal Strategy or ‘Restoning trust in audiz end corperate
governance' 1o consider how the progosals outined ir that
consultzuign might affec the company's processes and pracuces

Comrmitree members alsa mect witk local management on 2 perodic
basis, such as when travellirg far overseas Board meetings, in areer
10 ga n a better urderstand ng of hew Pearson’s policies are
embedded Ir ooerations We hope 1o resume our programme of
meeling in person with iocsl managemesnt teams as sgon as ravel
restricnions permit, and inthe meantime the Committee continues

o chgege with a wice range of seriar ranagemeni and Lecnrical
specalists througn wrtaal methods in crder to inform

s discussiorns

Audit Committee meeting focus during 2021

Financial reporﬁng Policy

External audit

Internal audit, Compiiance

- Accountirg and
technical updates

— Irrpact of legal clams
ard regulatory 1ssues
on financiel reporing

— Far. balenced ard
understanaable
reporling, going

concern and viataity
statements inclucing

SUpPOriNg eralys s

— 2020 annual repot
ard accounts
prefimmary
zrnouncerrent
financial statements
zrdircome
staterncrt

— Review of nternim
results and tradirg
upcates

— Form 20-F and
related disclasures,
including annual
Sarbanes-Oxiey Act
section 454
zuestaion of
fimancial repor: ng
internal corirsls

— significant Issues
repoOTUPE

— Accounong malers
and group
accouneng policies

— Annual revew and
approval of external
auditors’ pol.cy

— Treasury poiicy and
reportng

— Tax strategy.
1nclusing Impact of
globa tax reforms

Quersight of aud:l
tender process

— Prowvision of

nar-audn services by
external auditor
Recept of externzl
aJdtors report

on Form 20-F and
yegr-end gudit
Report or Falt-year
procegures
Reappoiniment of
external aucrors

Confirmatior of
aJdior
Independerce
2021 exterral
2Jdtplzn
Rernneraticn and
engagement letter of
external audiiors
Review opimior on
interirn resLlts
Review of the
effectiveness of
externa audilors

risk & internai control

INternal audit actviy
reports and review of
key find ngs
Enterprise risk
management
tcladhing prncigaet
and errerging risks
2022 interral audit
plan

Assessment of the
effectveness of
nternal aucic
famction, internat
CONErol ervironment
angd risk
ManNageTent
SysIems

Risk deep d ves.
Cyber secJrity. dala
privacy. reasury and
Msurarce, anti-

br bery and
COrruplon, -ax,
business resiience
Cortrols Cantre of
Excellerce updates
Appointment of new
Vice Pres dent —
Interna Audit

& governance )

— Fraud, whistleblowirg
reports and compliance
Investigatiors

— Comphance with
accoursirg and
aud t-refated zspecis
of the Uk Corporate
Goverrgnce Code

— Acdit Comrirtee ard
internal audit function
ermrs of reference

— Schedule of auinonity

— Regulaiory briefings,
including BEIS
corsulanon on auwdi and
corporate governance
refarm

Annuai report and accounts 2021 | Pearson plc | 103



Audit Committee report continued

The Committee's focus areas for 2022 will include:

— Tre transition of Pearson's external audit 1o a rewly apoointed
external aucitor See page 10/ for further iIn‘ormatc.on

— Acontunued focus i the Commitiee's agercas on imporiant
2reas sach as data privacy, cyber secur ty and ESG risks

— Dwverstght of any separation of busiresses or 2ssets resulting from
the strategic review of Pearson's internalional courseware local
publisning businesses

— Conunued avers ght ol Pearsan's key judgemenis arg key areas
ofestmasion as describea n the financoal statements

Committee evaluation

The Commitiee undertakes an arnual evaluat'on process Lo revew
s performance and effecoveness, For 2021, the Commrittee
eveluar on process comprised Lwo elemenis

— feedback relstng to the Commiitee was sought ‘rom Directors as
part of the wider Board evaluation which |led n my capsaty as
Sen or Independent Director

— Comrrittee memopers and otner <ey contributors to the
Committee - including the leac external audit pa-tner, the Chiet
Financial Officer and ber Deputy, the Chief Legal Officer, and
serior finarcial, nsk and compliance managentent - were invited
to provioe their views by way 0® a tellored guestionnaire

Topics covered ir the evaluanon ingdluded the effecnveness, znd
dynemics of the Committes, the Commirtee’s oversight of key areas
within its rem t, the quality of papers and meecting discussions. anc
the relauonships hetween tre Committee arc management

The Commiriee considered the findirgs from this process at is
December 2021 mectng, mcluding:

— The Committee is cansidered oy Directors and other contributors
1o be workirg welt wath eppropriate agendas, papers produced to
& good standarc anc high-quality discussions

— Avrecognitior thatir s importart for all parts of the group's
assurance framework to remain attunec to the moortance of
ESG, data and cyber nisk, as well as remainng cognisant of the
impacts of the new strategy, divisional stracture and consumer
focus. It wall be important for the Committee Lo ensure that it
camindes 1o have aporoprate levels of support and expertuse o
2ssess and manage these areas.

— Gren the evolving strategic prionties ana the changing sk
landscape, 1t was also felt that a review of the reruts of all Board
Comrmiuttees should be carnee out to ensure all key areas are
being cavered and there 15 ro urnecessary duplicauon

— Respendents recommended potentgl wor< items for 2022
including the opportunity for 3 deep dive into argarisational and
control dynamics Lnder the new structure and a considerarion of
how 1o utlise tne exterral audn transition as 2 taol for positve
change a5 & result o° new INsights 1n certain areas.

— The Committee 15 likely io have a Cha riransition in the near to
medium term, as | will reach nine years' service on the Board at
the end of 2023, so appropr.ate corsideration will be given 10
suecession planring in this regard by the Naminarion &
Governance Comrmitiee.

Fair, balanced and understandable reporting

We are mindful of the Code's Principle N relzung to farr, balanced and
understandanle reporting, anc we buld sufficienr tre inro our
arnual report timetagle to ensure that the fLI Board recerves

suff cient cpportunity 1o review, consider and comment on the report
as It progresses. Learn more about farr, bzlanced and
understandable reparung on page 135,
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Members

As 3l the date of th's report, the Committes comprises four
incepende 1t Nan-Executive Directors, all of wharm have
finanaial gnd/or related busimess expenience due tc the zen or
positions tney nold or have held 17 other listed or pubicly
traded companies and/or sirnilar iarge organisations The
Commitiee possesses a good balance of skills and wnowledge
with competence and expenence cavening all aspects of the
sectors in whch Pearsor ooerates - eddceton, digital products
and services - and the company's key geographic markets.
Otner Non-Executive Directors erc welcomre to attenc the
Commires’s meetngs 1o understand the war«< o’ the
Comrittee 0 geeater depth and ta offer therr cwn msights

Tim score, Chair of the Carmirnties since April 20175, 1 the
Committee’s des gnated firancia expert, having recert and
relevant financial experience, and 1s an Assocate Chartered
Accouniant Timis Aud T Committee Chair for Baggepant plc
and hzs also previously served as Audit Comrttee Cnarr for
The Brmsh Land Company plc ard National Express Group olc

The quahfications and relevart oxperience of the other
Commitiee members are cetalec on pages 76-78,

Financial reporting and policies

In February 2022, the Committee considered the 2027 arnual report
and accoun:s, Induding the prekminary ~esults announcement,
financ al statements, strategic report ard Direclors reporl. The
sigrificant 'ssues considered by the Committee relsting (o tne 2021
financ al statemens are sel out on page 109

Risk assessment, assurance and integrity

A key role of the Committee 1s to provide aversight and reassurance
to the Board with regard tc the .ntegrizy of the comoany's procedures
for the idenficanon. assessment managerment and reporing of risk,

As previewed n last year's repors, the Comrmittee was paricularly
focused throughaut 2021 on Pearson's evolvng enterpr se risk
management approdcn, Management has refresked its epproach
tewarcs risk identfication and monitoring in hight of the company's
new sirategy and organisatora: structure, and the Committee has
been attentive e this to ensure the approach 1s robust,
proportionate and contimues to facilitate a culture of accouniability
and owrership amorg business leaders In fulf hng its rermr, the
Comrmitiee remains rmindlul that effective ns< management 1s
essental 1o executing Pearson's strategy, achicving sustainanie
shareholdervalde, protectrg the brend and ensuring good
governance and, further, has worked with managemert to agree how
the Committes's own reguirements will be sausfico to enable it to
successully discharge its risk oversight dutes ander this new
approach Read more about the Boarc's responsibility for nisk on
page 117,

Dunng 2021, we also concucted a number of deep dives intc
selected principal fisks includ ng data privacy, cyber secunty, tax,
anu-bnbeny anc corraption, and bus ness resihence The Commutiee
.ses these deep-dive sess ons to understand the rigour of
menagements risk scanming anc to Lhallenge any jJudgements beirg
made 1IN resporse 1o risks



Data privacy and cyber security

Prudert maragement of data privacy and cyber security are
fundamental to Pearson’s future success and ro building trust with
our customers The Commiitee oveorsees these matters on behalf of
the Board from a risk and assurance perspeciive anc monitors the
matty of assocated governarce frameworks that Pearson nas in
place It does this through annual deep dives into both data privacy
and cyber securty, as wel! as through aversight of the scope srd
Angings of the nsk-baseq internzl audt orogramme. The Reputation
& Responsibiity Committee also considers cata-relatec matlers,
primarity from ar external perspectve, inclading stekeholder

cang derations aroure consent and the etrics of data usage, as well
as palincal developments N the wiger dats lsndscape

1 2021, the Chief Privacy Off cer, Chief Inforrmatian Oicer and Senior
Ve President — Technaology Assurance reported on czla privecy and
cyber security 10 the Committee and the Boarc as 5 whole,

As part of the date privacy report, tne Comrmittee considered
developmerts in the global reguizlory lardscape, including readiness
“or new laws N Ching as well 3s rotirg enforcements by regulstors
singe the niroduction 9° GDPR Key aspects of Pearson's data privacy
programme were also considered, nclud ng

— Changes 1o Pearson’s global privacy prograrnme to reflect the shif?
I° strategiC focJs lowards the consumer including the plarnec
buld o' prvacy arc ertarced Lser preferences cenires

— Tnerevew and enhancement of the datz privacy governance
srructure, Including thee embedding o prvacy resource withir
business dwisiors supoorted by the data privacy office, and
cotinued collaboration with the dara secanty end the newly
created data office,

— Data retenuor protocols and activicy with s pacticular focus on
customer prodacls snc platforms

— Tne controls in place 10 respond Lo and miLgale privacy relaled
risks

In gdditian, the Cormmiter consigered a nrogress update from the
Chief Legal Ofiicer on actions waken by managerenl following
settlerrent wih the Securities ang kxchange Commiss cn ("SECY)
relatng (o the 2018 securty nadent affecting AlMSweb 1.0 The
Commuittee will continue to monitor managemerts mplemertaton of
progress in this area ¢n behal” of the Board

The Comruttee alsc corsidered the status of Pearson's cyber sccanty
programire s deep dive was setr the context ¢ the challenges
and threats prevalert Ir rie evolang globzl secunny, landscaoe,
mellding “ansomware attacks launched oy organised cnme ang
geopaltical nsk. Key aspects ccns dered vy the Comrm ttee and Boarc
ineluded

— Pearson's cvber r sk profie, including the status and rend of top
threars and response 1o these threats ssues discussed ircluded
platforms end processes thet control access 1o 5y$tems content
new suppler secarity r sk assessment pretoccls, the recrutrent
and retentiun of aporopriately skilled staff, ana rolc-bhased
employee secanty awareress {raring

— Opjectives for tne conunued enhancerert of Pearson's cyber
secLrty infrastructure and gavernance frammewaorks. ncludirg the
key achieverments In 202" arc aims for ine coming vear.
Consiceranions in 2027 inciuced a paructlar focus on Pearsor +
znd the secdnty framewarks reguired 10 suppart Me incroasingly
consumer-facused strategy

— The corvnued poaldirg out of a tuliure of setunty accourtatbiity
through introducuon of new digia security policies and a sharec
r sk maragement aporoach to establish consisiency across
drvisions

— Find ngs of the annual third party assessrenr of Pearsans gyber
capapility matunty, whih continues (o demonstrale year-on-year
IFprovemen:

The Comm tiee al=o neld 2 separate session daning the year, led
by the Chief mformat on Cfficer focusirg on Pearsor's technology
resiterce capabilic es. This iIncludec upoates on infrastrucrure
enhancements, product availability and incicents, and solutions
irtroducec or erharces ir support of hybrid and rerrote

workirg madels.

Compliance, fraud and whistleblowing

The Chief Compl ance Officer aversees carmplance wirk gur Code of
Conduct and works with serigr legal, HR aro other relevant
personnel 1o mveslgate any reported incdents, indluding ethica.
corrupton anc fraud zllegations, The Committee receves ar update
at each meeting or all sign-Nicant imvestgations s well 3s review ng
data regardirg matters raised through our whistleblowing reporting
systern, with any findings of the external auditors with respect 1o 5
partcular matter considered as aporopnate 45 par of these
discussiors The Commitiee alsa meets 1n private as regured with
the Cruet Comp! ance Qif cer On beha't of the Baard, the Commuttee
considers an annual review of the effectiveness of the whistleblowing
system Including tnrough benchmarking against peers and by
mMoniLonng progress agairst previous years findings The Cammitiee
Chairs reguler reports o the Board include & review ¢°
whistlsblowing matiers of noe All Boarc members camicpatec in a
sessior with the Chiel Compliance Officer to review carrpliance
Investigslions anc reports for 2021,

The Pearson anti-onbery anic cerrupton (ABC) and sanciions
compl:ance pregremme provides the framework to support our
compliance with vzrious regulations such as the LK Br bery Act 2070
and the US Fare gn Cor-up: Pract ces Act, and the Committee
conducs 2 deep dive nia the ASC end sznctions comipliance
nrogramme on an znnual basis 102021, n additicn To s reg.ilar
revicw ol Investigarions, the Committee noted ar cach meetirg the
cani nuecd enhzancements made Lo the corrplance programme,
inclad.ng the inroducion of autemated tols to streamlire the
process ‘o third-party sancuons screening énc employee
cormplance declarauons. The full 3oard also Lndenook tra ning
during the year “ousing on s sesponsioility for oversignt of
Fearson's ethics and compliance programmes.

Internal audit

The nterral audn function 1s respons.ble for provicing irdependent
zssurance ta maregement and the Corrmittec on e cesign and
effectiveness of \nternal controls, to mitgate strategic, financ al.
operatioral and compliance rsks *he Vice President - lncernal Andit
reports formally ta the Cha r of the Cormittee and the CFO and s
responsible fa- the day-to-day operatians of internal audit anc
execution of the annual audit plan. The Cormmittes Chair worked
closery with serior managernent on the process for appoinurg & new
vice President - Irernal Aucit, wirase farrral anpaintment was a
matter for the full Committee's appraval ir July 2021,

Tne nterral aucit mendate 1s approvec annJzlly by the Cormmitiee
The audr olan erd ary charges tnereto are also reviewed and
aoprovec by the Cammminies throughalt the year. The interral auait
piar s algned to our grestest areas o' nsk as identified by tne
organisationzl rsk maragerment process, and the Committee
considers issues and rsks arsing from imterra. aucits. Managemers
acuor olans to rrprove nrernal controls and to mitigare risks, of
both, are agreed veth the business sres after gack aLait Formal
managemert sel“assessments allow iniernal aucit to meoniror
progress iInimplementing actior plans, egreea as part of aucns, to
resolve any contro' deficiences identfied. Internal audit wi' reguest
and assess ev dence of acnior nlan implemertat on ang may re-test
conzrals if necesser s Progress of management acuor clans s
reported to the Comrittee at each meetrg Internal auditFas a
forrmal collaborancn process ir place with the external auditers 7o
ersure efficient shanirg of nsighss are oaicores, and these plans
will be subject 1o a refresh in ighr of the appointment of a new
exzerngl auditor from 20221 creer 1o spumise comb ned sad @
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Audit Committee report continued

effots including through a greater use of dztz and analytics. Regutar
reports 01 e fimdings and emerging themes :dentfied througn
nrernal audrs are prowded to ExecLnive Manageent and. via the
Comrmr.ltee, (o the Boarc

In 2021, internal audr. carred oul engagerments across Pearsor's
business units and corporate funct ons covering the majarity of the
principal risks. The avdit plan s dyramic and additonal work was
done (2 85sess e Lompany's response 1o COVID-19 with parucalar
‘ocus on third-party risks, Key themes in 2021 related 1o daa privacy
ard data retention. royaltes pusiness resitherce and disaster
recovery, cloud and information secunty and £50G as well as finang al
controls in internazional busiresses.

Internal audit evaluation

AL Its December meet ng, the Committee considered tne fingirgs of
the review of the performarce and ettectiveness af Pearson's internat
sudht funcuon, a process which 1s undertaken annually The 2021
review was condacied by dstnibuling a guestionnai‘e to the key
stakehotders of the internal audit funcoon - ncduding Commitiee
mernbers, the lead external audit partner, members of the Pearson
Execauve Management team, anid senior firancial, legal and
operational managerment,

Based on the fincings of the 2021 rewiew, the Corrmittee s of the
opnion that the guality, expenience and expertise of the internal
Audit function 1s appropnate for the business. The review was
Lndertzken at a tme of stating transition w thin the funcuon, whicn
hes now largely concluded, and the Commitree 1s satisfiec witk the
response Lo e prewiogs year's recommendation relaung ta Lthe
balance of ski's in the internzl 2udit team Gooc progress has heen
made in 2021 nthis area, wiin tne recraitment of adcitional
capabilities sroano data analytics, programme sssurance and
audiing digital rransformation,

Anather key theme arsing in the 2021 review was that internat audit,
N comrror with all parts of the growp's assurance fraTewo k. should
continue to be attuncce to theimoortance of ESG, cata and cyber nisk,
as well as mindful of tne impacts of the new strategy. divisional
structure and consumcer focls The Committee recognises that these
risks and strategic shifts are likely te require a cons.derabie amo.unt
of ime and atlention and the Commitiee will remain attetive o
ensJring the appropriate level of focus in iis own activities 2nd in the
work of internal audit.

In 2019, the internal audd funcuon underwent its -5t ndependem
exterral assessment, i e with the reguirerments of the
Interrauonat Starcards for the Prolessional Pracuce of Internal
Aadiing, which was facilitated by Protaan The Committee will ensure
that an indepencent third-party assessment of the effectiveness and
processes of the Internal Audit function 1s conducted ar least once
every five years. nline with external industry srandards.

External audit

The Committee reviews anc makes recommendations 1o the Board
1N respect of the appointment anc compersation of the external
auditors. These recommencatons are mace by the Commirtee
yprcatly after considering tne exterral audiers performance during
the year, reviewing externzl auditor fees, conducting an effectiveness
review, considering the annual report on gadit quality of the Intended
external audit firm and conf rmirg the independence, objectraty,
gualif cauons and exper ence of the external auditors The
Commrittee’s recommerdalion Lo ifte Board in respec: ol the external
auditor to be appointed “or the 2022 financial year was based .pon
the robust, fair and balanced tender process which it led during the
“frst nalf of 2021 This resulted in a recemmendation, which will be
put to sharehalders at the AGWV in Apri 2022, to appoint Ernst &
Yourg LLP (EY) as Pearson's external auditor
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There are no contracti:al obligations restricting the Corrmittee’s
chaice of external aLdnors The external audiors are required to
rotate the aud r parmer resporsible for the 2earson audit every five
years and the lead audr partrer for the 2021 z2udi, Giles Hannam o
Pw(, -otated onlo the aucit at the beginn ng of 207 8, Mr Harnam's
tenure on the Pearson audit will enc once all maters relating to tne
2071 Iinanc al year have beer. concluded, wth I proposed "or
appointrnent from 2022

Read more goodt the Audit Tender process o the opposite page.

External audit effectiveness review

In condJcting iis review of the effect veness of PwC, Pearson's
exzernal audtors for 2021, the Committee hac regard (o certain
factors set outin the FRC's Audit Quality Practice Aid for Audit
Commiriees as weil 3s the <ey areas of importance fram a stratcgic,
operztioral, reporung and regulatary perspective. In particular, the
Commurtee cansicered ts own observations &1¢ Interscuons wth
the external audiiors, the qualty of the audil, the aucitars’
mndependence, and the programme of work conducied by the
auditors and their «eoorts or that worx,

The review was conductec by distribuung 2 questionraire to key
audit stakeholcers, Inciuding members of e Add T Comrmittee and
key mariagement whno nieracl with the external aLdizors on g regular
basis, including Chuef Fnarncial Offices, Depury CFO; Senor Vice
President - Treasdry Risk and insurance, Vice Pres dent - Chief
Compliarce O%icer, Senior Vice President — =inance for each
business dwiman, and other heacs of corporate funcnions The
process saJgh views on mrany aspects of Pw(C's work and
nteractiors with the company, iIrclud ng the degree 1o which they
demonsirate professional scepticism, integrity and Judgement in
ther work and therr mindser, skills and knowledge. All resoondents
agreed that the exterral auc partners and staff exn.bit professioneal
sceptosmin their work and zre robust in dealing with 1ssues

idennt ed durirg the audit Having reviewed the effeciveness and
incependence of the external suditcrs during 2021, a3 1t does every
year, the Corrmittee s saushied thai the auditors provide effective
independent challer ge to management

As Pw('s tenure as Pearson's external audior will end following te
conclus on of matters relaung Lo the 2021 fimancial year. the lincings
were discussed. al the Comm ttee’s regJest. w th @ particilar focus
on haw the learnings end areas for improvemen: could pe Laker
forward wirh the proposed new exterral audtor, EY Themes and
topics to be ta<en forward with EY included

— Use of technology, data and analytics to enhance risk
igenuficat:on, audit coverage and test ng efficiency

— Commurication between the exrernal audr team and
managemert relating 1o aspects of the auan planring and
feedback cycle

— Fnharcng the business understanding of the externzl zudit tearr,
ircluding through knowledge sharing to showczse Pearson digral
preducts end platforms.

The Committee witl contirue to review the performance of the
external auditors on an ganual hasis ard will cansider their
ingependence and objectivity and the gualty of the external audic
tak ng account of all appropriate gJicelines

The main area wentfied as presentirg an opportunity for passiole
improvement fallowing the previous yezr's review of external auditor
effectiveness related to the use of technology In audits. in response
to this recommendaton, Pwl provmded the Committee and
mansgemert wilh nsights into the tools and automation solulions
avalable znd their feasibility and appropriateness far Pearson Tnese
insignts were considered by the Corrmittee and internal warking
group as part of the review of technology capabilives of the firms
Lartic pating in the tender process,



Audit tender and transition

Prior to Lthe audit tender carmed out in 2021, Pearsan's last audit
tender was In respect of the 1996 year end and resuitec 10 the
sppontmert of Pr.ce Waterhouse {(a legacy firm of Pw() as auditors.,
As indicated in(ast years annJai report, Pearsor conouclec an audi
contract tender ir 2021 to select a new exierna aJdicar for the
finanaa! year ending 31 Decemoer 2022.

Tender process

A stecring Commetiee, led by members of the Aucit Comm tiee, was
estanlished to manage and govern the audtt tender process,
accauntable ro the Audit Commuttce, whch mantained overall
ownership o the tender process ang ensured that s was run = a fair
ard balancec manner The Steerng Committee wes supported oy a
working group, led vy the Depdty CFO. Key steps in the tender
process Included

— Therequest for proposat was 1ssued to firms in Macch 2021 Tae
incunbent, PwC was not iInvited (o jain the process due 1o
rOLILON recuirements,

— A comprebensive data room was eslachished 1o provice the firms
with sufficert informanor te design an audi plan, irduding
financisl report ng, aCLourtrg pepers, tax ard treasury INsIghLs,
nisk plans, financial controls and poalicies, and Aucit Committes
papers A Q&A process allowed tne firms 10 ask questions on the
content af the dats room or recyest further informat on ram
managerrlem

— Tne aucit firms pamiopated M a series of meetings with
mgnagement fraom across the business, whicn provided an
opporuniy for iFe firms Lo ask questors ansing from their
review of the data room, as well as enathirg maragemTent 1o
inceract d rectly wiin each proposed audit team

— The Audit Committee inte~viewed the proposed lead and second
audit pariners from each firm at a sessior which enabled the
Comrritiee to probe NE A7Ms an ther quaiity recods, techn.cal
experuse and planned audit approach, ameng olher things

— Each firm prowvided an indepencence assessment az the start of
Lthe process, detail ng services currently proviced Lo Pearsan, ard
confirrmanon of their ab ity 10 ackieve independence wiztin the
reguired umeframe. These respprses were “eviewed by
Management 1D assess Cons S[E’HL)" wiln Pearson’s own
zssessment anc urcependence status was reconfirmed ahead of
the concusion of the process,

— Reference cnecks were undertaken by the Audit Commtee Char.
CFO and Depury CFOwIth comparabie companies, seeking
INSIgNTs INto Matters sLen as tre firms' aoility 1o cqa\ler]ge
manzgement effectively. use of rtechnoiogy ard toors, diversity of
workforce, and corfidence in the team's expertise, eccreditation
and exoerence,

— Written p-oposais were receiveqd n Aprl 2021 and e
particizating firms presented Teir proposals 1o the Steering
Commitee ir May and June 2021, with each firrm also being
Iny ted 10 prosace a cemonstration o its tecnrotogy and analyucs
capabilites 1o a wicer grous of Pearsor colleagues.

The principal evaluation critena used to assess the firms included.

— Audit Quality, Including ine irm's interral and external audi;
mspect anresJlts, the onge ng work i resoect of qu.ality being
Jndertaken by the firm, how the firm would approach zreas of
signif cantr sk, and Fow e “'m woJlc chatlenge managemert

— Audit Approach and Expenience — the capabil ty of the propesed
a.dit teaTs to Lnderstand Pearson's business model, coporate
structLre, cnalienges anc opportunitics end thewr plars te deliver
a robust ang effective aud t

— Suppl.er Capaoity, Including cuality of tecninology solutions, Lse
o g data-arven audit. and broader supolier gssessmentirdudng
each firr's facus on DE& sustainabilty and nvestrent n
Is people

Following 8 detailed ~eview o the per‘grmance of each firm during
the process and an evaluation aga nst ak criter e the Steering
Commiilee recommmeroed Erns: & Young LLP (EY) as iLs preferred
cendidate The factors contribuing to the selection of EY as the
prefer-ed candidate included 2 high-quality anc expenenced audit
tear w.h the partners showing an appropriate balance o sen ority
a10 a hancs-or approach; a clear conceprto its aud t approach
which demanstrated delversbility snd s aligred wich Pearsan's
operaurg model and snared service centre structure, and 1S
rechnology and innovation capsbilities

In accordarce with statutory recuirements, 2 repart an t1e tender
selecion procedure ang conclusions was prepared and valdated
by the ALdit Committee Tre Audiz Committee anc subseguently te
Board epproved the recommendation to appont LY In June 2021,
the Corpany announced the Board's inTent on (o propose to
skarehclders at the 2022 AGM that EY be appointed as tne
Company's statutory auditor far the financial year ending

3" Jecerber 2022

Audit transition

Following the selectuor of EY as Pearson's new external auditor,

& gavernance struciure was estabbsked to manage the audit
transino= This comprses a Transition $teenng Comm tee led by
the Depdty CFO, and e Working Group, both of which include
representatives af Pearsan, £Y and PwC The Working Group reviews
key trarsition m lestone progress and provdes a forum io escalate
a7y rsks ard issues A summary 1s then shared with Tie manthly
Steering Commrittee

Regular updates have peen provided fo the Aucit Committee s nee
the selectior of EY. As part of the skadewing process, EY's leac aucit
partner atlended Audit Committee meenngs in December 2021 and
February 2022 accompanied by other rmembers o the EY tearn
where appropriate.

Pw reained Pearsons auditor for the financial year ended

3 December 2021 and a resclution w ! be proposec 1o
snarengiders at the 2022 AGM 1o aopoint EY as the compary's
statutory aJd tar for tne “nanaal year ending 31 December 2022

Compliance with the CMA Order

Pearson confirmis that It was In complance wath the provisions of [he
Statutery Aucit Services for | arge Comparies Market iIrvesugation
(Mandzory Use of Corpetitive Tercer Processes and Audit
Comrittee Responstbilimies) Order 207 £ during tie financial year
ended 31 December 2021
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Audit Committee report continued

Review of the external audit

During the year, the Committee d scussed the planning, conduct and
conclusions of the external audit as 1t procesded.

LIS July 2027 meeung, thie Conmittee discussed and approved the
external audit plar and reviewed the key 1sks of misstatement of
Pearsor's financial statemerts The exterral auditors provdea an
update 1o the sk assessmert at the Decernoer 20271 Commitiee
meeting, folowing the acgu sikion and disposal Transactiors in the
second half of the year. These risks werc then confirmed as final ar
the conclus on of ther auait of the finangial statements 10 February
2022
The table on pages 104110 sets out the sigrufirantissues,
rong:dered by the Comm ttee tagether with detalls 0" how these
iems have been addressed The Committee discussec these 1ssues
with The guditars 31 the tme of their review of the hal®-year intenm
finarcial staternents in July 2027 and again at rthe conclusion of ther
audt of the finanniz’ statemerts for tae full year in Fehruary 2022,

ir December 2027, the Committee discussed with the audics the
status of ther wo <, foCusing m parncular o0 intenal controls and
Sarnanes-Oxley tesung

As the aaditors corcluded the r audit, they explamed to the
Committee,

— The work they hac conducted over -evenue, ircluding aver
rontracts incertan of the Grawe’s pusiresses in the US arnd uk
that span year-end, where revenue s recognised using estimated
percentage of completion based on costs with a speafic focus
this year or management's change in rever e recogninon
methodoagy for US Student Assessment

— Therr waork i evaluairg managenen:'s goodwill impairment
exerse, on a value-Ir-use bas.s, inZluding assessing ssumpliors
arouna the casn-generatirg Lt (CGU) reassessment, goodw 1l
realioration, opersung cast flow forecasis. perzetuity growth,
rates and discount rates

— Therr wark n assessing management's judgements anda
assumptions regarding e impairment of 3 nght-o'-use assets

Ther procedures performed to audi the mater.al acawsition and
disposal compreted n the year ir addinen o evaluat.ng
Tanagement’s judgement that tne busnessas under strategic
review do not meet the IFRS S critena 1o be held for sale at

31 Decermber 2027

— Tne work performed aver te natu-e and presentation of
adjust'ng items, focusing on subjective juagemerts and the
transparency with which related ad-usied rmeasures are
presented, m parucular the exclusian of costs relatec to macr
restruCluring programmes

— The resuits of their controls testing for Sarbanes-Oxley Act section
404 reporting purposes ang in sunport of ther- firancial
statements aadit

— The results of therr work over the company's going concerr and
viabity statement reports

— Their work in elation to other matiers which are not classified as
key audit matters, but may give f15e 1o addinonal disciosure
requIrements e g, pensions

— The work performed over the carrying value of investments in
subsiaianes for the Pearson plc parent company

The auditors also reported to the Commitiee the uradjusted
misstatements that they had found In the course of their work, whick
were mmaterial, ang tne Committee confirmed that there were no
material tems reraming unadjasted ir these financial statements.
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Auditors’ independence

1 Iime wath best practice, our re'stienship with PwC s governed by
ouf pahcy on exterial audiners. whicn s ymically reviewed ang
approved annually by the Commmittee The policy establishes
procedares (o ensLre that the zuditors’ independence 15 Net
cornpromesea, as well s definmg thase non-aud t services that PwC
may 07 May Not provioe o Pearsor Any allowable services are n
accardance with relevart UK and S leg slanon and auditor
standaras The polioy takes info account certar voluntary
comrirTents by Pwl regarding incenendence anc apolkes te alk
Pearson businesses aichally, ncluding 2sso0iate companies

The Cormmittee appioves al aar - And onaudit coraces providerd
oy PwC Our police on tne use of (e external augitors for ran-zuai
services comphes with the FROS Revised Sthical Starcard punlshed
in December 2019 The stargard appl es restrictions or cetain
ron-audis services and applies 3 cap on the level o permitted
nan-auds services “ees wnick can e b lled in ary yea' The policy
alsa reflocss the restricion on the uze of pre-approva’ inthe 2016
FRC Guidance on Audit Committees and. acceranglv, al ron-audic
services, nrespective of value are reguired o be approved by the
Committee In particdla:, we expressly pretumit the prowvision of
certair tax, HR and other services By the exterral audrior We review
nor-audit services or & case-oy-Cese basis, Incluaing reviewirg the
angoing effectiveness and approp ateness of our policy

The Commitiee receves regular reports summansing the amount
of fees paid to the auditars Dunirg 2021, Pearson spent £0 4m less
or nor-auatt fees wih PwC compared witk 2020, ncluoirg due tc
the ansence of comfort letters for potertal nara issues ana certarm
LS regalatory flings. For 2027, nor-aucit fees represertea 2% of
external audt fees (8% n 2020).

For ali ron-audit work i 2021, Pw( was selected orly after
consderation that it was best abie te provide the services we
required at a reasonaole ‘ee ana within the terms of aur policy on
exterral auditors Where PwC s selected 1o provide audit-related
services, we lake 1710 account s exsing knowlenge and experience
of Pearsan, Where appropriate, services were tendered prior 1o a
decsior neirg made as 1o whetnor 12 award wok to the auditors,

Sign:Acant non-audit work performed oy PwC guning 2025 ircluded.
— social bond assurance work
— half-year review of interim financ al stazements

Afull statement of the ‘ees for auot and non-audit services 15
provided i note 4 1o the finanoial staterments or page * 68

1 hon

Tim Score
Chair of Audit Committee




Significant issues considered
by the Audit Committee

ssue

"Action taken by_AuRCanEei

Goodwill allocation and impairment reviews

— Pearson carnes sigmbcant goodwill 2nd
otherintargible asset balarces. As
resLlt of the new strategy and
Organisstion struciure there has been
2 charge n the oetermimatior of cash
generatng anits and gocdwill Fas been
reallocated There are significant
astimatas anc assurmhptions used n the
Impairment ~ewiew Pearson has made
signif cant impairments 1o goodw it
SCross avariety o' ILs businesses in
past years

Going concern and viability

— Tne assessment of the Group's wabulizy
ard tne appropriateness of the gaing
CONCEMN 55UMpPon

Acquisitions and disposals

— Pearson firalsen the disposar of its
interests n the Pearson Insttuze aof
Higher Zducanon (PIHEYin Sourn A'r ca
ardits K12 Sistemas basiness 10 Braz!
In additton, Pearsan announced a
strategic review Of s internatioral
cqgurseware local puolisting
businesses.

— Pearson acguired Faethrr Holdings Puy
Limrited, imcreas ng its ownershio from
9% to 100%

— The Commitee corsiderec the impact of ihe
new strategy and orgamisation design on the
ceterm natior of cash generating units and n
particulzr the level at which goodwili s
maonitored. (he Committee reviewed the
realfocation of goodwill acrass the newly
neterm ned cash generaung uris

— The Committee mortorec the Group's plans

and forecasts dunng the ycar o determire I
there were impairment tnggers. The

Cormir itee considerec the results o’ the
Group's goodwill impairmert reviews whi ch
were unoertaken in December and refreshed
post year end Koy assampuons - irdad ng
cash flows derved from strategic anc
operztrg plans, long-term growtn rates and
the weighted average cost of capial - were
reviewed and challerged, The Commitiee
consicered the sensiieies [0 changes in
assumpiions and the acequacy of disclosures
required by IAS 36 Imparmert of Asseis in
relation to the Group's CGUs

— The Cormultee -evewed fulure pudgels and
cash flow forecasts to understand the Groun's
3vs labale guicity and zb.liny To corbrae as a
going concern. The Committee -eviewed and

challenged tne rsks waenrfico 1o the forecasts.

The Cormittee reviewed the odicome ol the
severe bur plausble scerania modeling a~d
SUress westirg

— The Commiites “eviewed the accounnng lor
the disnosal of PIHE anc the K12 sistemas
business with spec’is fores o0 corsideranon,
net assets dispased and disposal costs The
Comim ttee alsc reviewed [ax assUmpuons
relaurg to the dispasal transacuions

— Tne Cormitee reviewed Lhe status of the
strategic veview o the Iriernatioral
coLrseware local ouplistirg businesses and
comsicered th s against the IFRS 5 critena to
be classif.ed as held for sale.

— The Corrmittee reviewed the accounting for
the Faethm with specific focas ¢ e step
ACCLSINON ACCour g consceralior net
assets acgJirec includ ng ™he valJatien of
tanguies and the recognivor of gooaw,
The Commiitee roted the use of thirc party
valLanor expeis to valoe the acqares
Miangidle assers

Outcome

— The Cermmittec 1s sansfied with the

determination o’ cash generaing unis ang
ne assaciated goodwill realiocat on

— The Commiltee 15 satisfied with the arnual

impa.trrent review with cenfirmation of
sufficient heacroom ineack cf the cash
g?neranng NS

— The Commitiee 15 satistied with the

disclosures relat ng to goodwill

The Commmittee 1= satisfied with the
modelrng process and the nsks identfied
Inaddiman, tne Committee 15 satisfied win
ne stress lesting performed end the
severe but plausible scenaro modelling
Trne Commrittee noted that in all scenarios
e Grou had ¢ fugh level of hauidity
heatrooT ane sufficent headroorm agair st
covenant requirements

The Committee 15 saushicd with the
assessment o the Group's viability and s
setisfied thar the Group s & go ng concen
The Commiree s satisficd with the
disciosures celaied 10 going concesn angd
viab Iy

The Commirtee determrined that dispasal
accourtirg for PIHE and the K12 Sisternas
busimess Fac been aupsopriately recordec
Tne Commitiee also agreed that tne FRS S
cnitena o be cassifies as heic for sale in
respect of ine Interrat onal busimesses had
nat been met as et 21 December 2027,
The Cammitee determrined that e
2cgJ's ton accouni ng for “aethm hag
beer Lnderaken sppropriately but notes
T2t remains prowswowal 4s at

31 Decermber 2021
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Audit Committee report continued

Issue

Revenue recognition

— Pearson has a n.mber af rever e
streams where revenue recognition Is
camplex For some revenue streams
signif cans judgernents and esumates
are required 1n order tc determine the
amaL.n: and trming o revenue
recogriion Dunrg the year Pearsor
made a change io the metnodalogy 'or
TELOZIISING FEVEnIUR IN reanoen 1o LS
Student Assessment contracls

— Tne determinaiion of appropriace
Eravisians for sales retarns TE‘qUiFFS a
sigrificant amount o7 jJuggement.
particularty ' relatior 1o courseware
sales in the Higher Edscanar diision.

Property asset impairment reviews

— Pearson holds significant right of Lse
assets in relation to leased properties
The property partfalio has been
simplified, signiftcanitly redLang the
square foatage required Tae r ght of
use assels have consequently peen
impaired There are sigrificant
gstimates ant assdrrptions used inthe
IMPatrMment review,

Tax

— Pearson nolds provisions in relauon to
UNcertain tax PusHions

— In 2021, Pearson paid £105m (incluning
interesty ir relatior fo the FU state aid
matzer and this amaount has been
recogriscd as an asset as It 1s Cxpecien
to be recovered nduc course,

— Changes 1o, and (ne applicetior of, wax
legislatian continues 10 be a complex
ard |udgemental area

Action fa&e;lB;Audit Committee

— The Commitiee regularly reviews and

challenges revenue recognition practices anc
the uncerly Ng assumprions anc estimates in
adoimor. the Committec has wsicilny of
nternal auait fadings relating o rovenue
recognition controls and oracesses and
routinel, monitors the views of external
2uditors gn revenue recogniticn 1Ss Jes

“he Committee reviewed the basis lor the
change 11 tne methodology for the recogn.ion
of evernue nrclaton o LS Student
Assessmert In particdlar the Committee
ratea that the portfonn meshod enpioyed
would not differ mater.ally from measuring
the percentage of completior at the indridua!
contract level

The Cormittee corsiderec retLrs
provisioring for courseware sales in the

H gher Egucation divsion snd revewed the
methodolegy far establishing orov siors.

The Committes moritorec the Grouap®
property strategy during the year to
oeterming if taere were iImpalrment triggers
The Comrmutee corsiderec tne results of the
Groip's property Impairment reviews with
specific facus on the 80 Strand and Hoboxen
properties. Key assumptons - including
potential rental value, expectec sublesse
guratons and terms such as rent free peniods
—were reviewed ang challenged. The
Committee considerec the adequacy of
reiated disclosures The Committee notec the
mpur of third party pronerty specialisTs in
cetermining the key assumptiors

The Commillee corsiderec varous
developments during the year, ncludirg
Pearson's ungoing respoense w the furopean
{ommssign’s deaision that the UK's Finange
Company Partial Exerrpuion rules constituted
staze aid (FU sizte aid’). The Commitiee noted
that amounrs were pad In “elanon to the EL
state aid Tatter and continuec 1o concur with
maragement that no provision Is required or
this item

Outcome

— The Comittee 1s setisfied chat -evenue 's
being recognised appropriately

— The Commitiee 1s szlisfied with the
tisclosures regarding the US Stugent
Assessment revenue recognition
methodology change

— The Commitiee was satisfied that tne level
of provisions held for sales returns 1s
adequae

— The Commities 15 sztisfied the with the
results of the propery imperment rev ews
and the subsequent impairment charges
recognised nthe income statement

— Tne Cormnmitiee 15 sausfied that e charges
relate [0 a major restructunng programme
and so meet the Group's criena to he
excluded from adjusted performance
measures.

— The Cammiee is safisfied with the
disclosures relaung to property
moa rrrents

- The Committee was satisfied wiin
Pearsor’s zpproech to maraging the
impact of tax legislanon changes and
agreed with the wiews of management
regarding tax provisigning levels

— The Comittee was sausfied witn
Pearson's approach to the EU state a:d
master including the recogmton of ar
AsseT N relaton to amourts oaid in 2021
and ongong disclosure of this conungercy,

110 | Pearson plc | Annual report and accounts 2021



Risk governance and control

Internal control and risk management

The Board has overall responsitirliey for Pearson’s systems of mternal
control and nsk managemert, which are desighed to manage, and
where possiolc mimgeate. the rigks facing Pearsor, safeguard assets
and provide reasonable, but not absolute, assurarce aganst marenal
Anancial missiatement or [oss The Board agrees risk managemont
requirenrents and, .n assessing the efeciveness o the nis<
manzgement effart. reviews a range 0° IMpLTS as descnbea
elsewhere In tnis report. The Board can and does challenge the
reporurg it receves anc wik request furiner inforration as needed
10 Make 115 355essTent

The Audit Comrirtee monitors the effectveness of the compary's

r sk management and internal control systems or bekalf of the
Board. The Audit Commmitter oversees 5 nisk-based wremal audt
programmie, including periodic autits of the risk processes across
the organisation 1t provides assurance on the menagemert of nsk
(ncluding risk deep dives, as descnbed on page 104}, ard recewnes
reports on e efficiency and effeciveness o mternal controls with
ot from the Depury CFO and external sucitor E2ch business arez
mantains internal cortrols and procedures 2ppropriate 1o 1s
strictire, busness envirotiment anc rsk assessment, wh le
complyng with company-wde policies, standards and gudelines,
These contrals and procedres are monitored and certified tiraugh
the Group-wide Controls Cernre of Fxeclence and are subject to
tesurg as par: 0 both the irternal and exterral aucit processes.

The Bpard confirrs that 1 has condocted and corunuas throughous
the year Lo review the effectiveness of Pearson’s systems of nisk
management ano internal controhin accordance wth provision 25 of
the Cooe and the FRC Gu dance an Risk Managemen:. Inte-nal
Caontrot and Related Fmarcial aird Business Reporting (FRC
Cuidance) Inmaking vs assessment a5 1o the effectiveness of these
systems for 2027, the 3oard hac regard 1o ar gssarance gpinior
‘rom Internzl ALdn Factars considerec in this process included

— The ctiicomes of mernal aucits completed durirg the year

— Sgnficant changes in Pearson's objeclivies and systens

— The wider Pearson nsk management and assurance framework
whith moudes other assurance actviies by first and second Iine
of deferce teams ircludimg enterprse nsk management, the
Controls Centre of Excellence, dvisional anc technology
ASSUTANLC [edms

— Work conducted by the extenal gaditor
— The orpamsanon's response Lo (rrarmal gud  acmors

— Whether fundamantai or s gnficant actions have rrot Dees
accepted py management anc the conseguent nsk

— Whether any | m tatiors have been placeo or the scope of
nternal audic

The Board reviewed the detad underoinring these factors as part of
the 20217 year end process Followng this review, the Board cenfirms
that Pearson's systems of rnsk management and nemai control
operatec satis‘actory througholt the year and to the date of tnis
report, and Ao signif.oane fziings or weaknesses wete denified in
the review process.

The Boards ulumartely accountabie for effecive sk management N
Prarson 0 dorermminges our slrel8gIc approacn 1o rsk. It confirms
our erlerprise nsk management framewark as well as our 7isk
aupente targets. 1he involvemernt of the Board and Audt Carmmitree
i the design, implementation, idenufication, monioring and review
af risks {Mcludimg s87UMg 1isk aopenie and revievarg ow risk s being
embeddec in our culivre) is outhned in more detal u the risk
management secucn on page 60,
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Risk governance and control continued

Financial management and reporting

There 1s & comprehensive strategic planning, budgelng and
‘orecastng system with an annual operat ng plan anproved by

the Board. Morthiy inancial infarmation, including tracing results,
baiance sheets, cash flow statements, czpial expend tures and
indebredness, s reparted zgainst the correspand ng figares for

the plar and orior years, wih correctve action outlned by the
approprizte semor Executive Pearson's seior imanagerent meets
regulzrly with business sres manzgemeni Lo review [neir business
anc hnancial performance agamst plan and forecast Major

rsks relevanit To each basiness area as well as performance aganst
the stated finanaal ane strategic omectives are reviewed In

These Teelngs.

There ts 2N ongolng process to monitor the risks and effectiveness

of contrals in reletiar: Lo the financial vecorting arnc censolidation
process, includirg the eletea irformation systerms. This ncluoes
Lp-to-date Pearson financial policies, formal requirermnenis for inance
to cert fy tnat they have been 1n compliance witk policies end that the
control envirgriment has been rmaintained throughnout [e year,
consolicat on revews and analysis of mater.al varignces, finance
technical reviews, and review and sgn-o by scric finance
managers Tne Group finarce funct on alsa monicors and assesses
these processes and controls th-ough finance ana technatogy
corphance functiors and a Cortrols Sreenng Comrmittee compris ng
cross-functional experts

These controls inclhuce those over external financial renorung which
are docurented and tested in accordance wth the applicebie
regu'zlory regJiremeris, inclading secuon 404 af ihe Sarbanes-Oxley
Act, which s relevant to our US listing One key contro! nthis areals
the Yerficauon Committee, which sabmits reports 1o e Audt
Commrittee This Camrrittee s chairea by the Corpeny Secretary,
and members incuue the Ch ef Fnancial Officer, the Deouty Chief
Legal Off cer end senior members of the finance fanction “he
primary responsibiity af this Committee 1s 2o review 2garson’s pLbiic
reporting ang cisclosdres prior 1o ~elease 1o ensu-e tnat informaton
provided to sharetolders 's complete, accurate anc compliant with
all aopliczble legisiatior and lisurg regulations [n addition, our
separale Mar«et Disclcsure Comittee 1s responsible for consider ng
porential nsice IMformeanor and s treatment ik accordance with the
LK Market AbLse Regulatcn,

The effectiveness of key finanaa: controls 1s subject to management
review and self-certification end independent cvaluar on by the
externsl auciors.

Treasury management

The treasury depariment operates with n palices epproved by the
Aadit Comimittee or behalf o® the RBoara, anc treasury transactions
ard procedures are subject Lo regular internal audt. Major
transactons are authonsed outside the department at the requisiie
level, znd there 1s an approoriate segregation of duuies Frequent
repans are made to the Deputy Chiet Finarcial Officer and Chiel
Financial Officer. Regular reports are piepared for the Audit
Committee anc an annual risk review meeung takes place between
the Trezsurer and Audit Commitiee. The Treasury Polity Is described
in more cetail innote 1910 the Niranaal statements on page * 88,

Dunng 2021 the Aucit Committee autharised the acdiwon of Fiich to
rate Pearson Funding plc's outstandang bond debt and endorsed the
Group’s approach to transtlion ng its [oan and Gervaiives nortfolio
away from Libor The Cammiilee recewed regular reporting on
liguidity. foreign exchange and interest-rate rishs and complarice
with laws and regulat ons
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Insurance

Pearson revews Ls risk financrg opuons regulariy to determine now
rhe company’s nsurable risk exposLres are manzged anc protectec
Pearson anrually reviews coverage against insurable risk, nsdrers
and premium sperd, ensuring the programme is ‘it for purpose and
cost-effective

Pearson's Insurance subsidiary, Spear Insurance Company timited, is
Jsed Lo leverage ~earsan’s sk retenton capability and 1o achieve a
balance between retainng msurance rsk and transfernirg itzo
exieraal msurers.

Tax

The Board has delegated responstbility for the inzegrity of irancis!
reporting and risk management to the Audi. Commitiee This
includes serting tax strategy and moenitonng tax risk The Tax
Departmen: reperts at least anrally o the Audit Committee.
Regular updates ace proviged 1o the DenLty CFD and the CHC
thraughout the year

Pearson publishes an annual Tax Reporl conta ming in‘ormat on
aboJt oJr tax sirategy, governsnce and Hs< manzgement approach
as well as our attitude to tax plannicg and bemg ransparent with tax
autFornes Ouar approach to ax s guided by our corporare values
and by our Code of Conducr Our tax prinaples heve beer pubhshec
on aur carporate website since 2014, anc they guide tax sirategy

al Pearsan



Directors’ remuneration report

Sherry Coutu

Cormmittee Chair

Image removed

Key messages from the Remuneration Committee

— During the year, the Commitice uridertook an extens ve
ergagemert exerc se o further understand the views of
shareho'ders and how Pearson can engage constructively
with Its sharclkolders and adwsors gaing forward

— The Commulice 1s Cominitted To ensurINg remuneration
policies ano practices ecross the company reflect the
forward-locking strategy and Pearson's recontly rel eshed
purpcse, misson, vision and valdes.

— The Cormmitec revewed oerformance measures and targets
zhead 0* 2022 The strategic element o the AIP has been
simplfied ane reflects the focus on acceieration of growth
through digital innovatior and further establishing Pearzor as
a purpose-driven compary This incl des twa ESG metrics
ahgned to Pearson's strategic pillars The guant fiable stretegic
targets have bheen disclozed prospectively for the lirst time 1o
aldle ransparency

— The anaual ngentive outcorme for kxecunve Directors reflects,
Pearson's strategic, operatronal. and finsnog progress T

202%, witk orofit and cash ‘low ahead of onginal exoectaticns

— The Commitzee completed & troiough and hohstic rewew
anead of the vesting of the first tranchie of the co-investment
award for the Ch ef txecubive, Llakirg into account the
parfarmarce urderpins 2s well as oroader compary
performance and thc expenerce of stakehoiders

— There will be a 2 5% salary increase far the Cmef Fimanc.a
Cff.cerin 2322 The salary for the Chief Executive remains
freed Ui 2623

— The Commiiiee remains focused on ensunng the
EMUMeTat un asrargements in place for the broader
employee populatior are consistert witn i1e neec 1o art-acl
anc retain the right wzlert for a digral future The Comimittes
saUght o engage with employees on the executive cay and
wider rewarg matters througk a numner of channels during
the year. ncludirg wia Te Employee Engagement Network

Terms of reference

Tne Committee’s terms of reference arein lire with the 2078 UK
Corporate Governance Code ard are available on the Governance
page of the companys website at pearsorple.com. (A summary of the
Comrrittee’s responsibilizies s showr on page 133)

Board Committee attendance

Attendance by Directors at scheduled Remunereuor Cormitee
meenngs throughour 2021

Mquings:n@ed

Sherry Coutu 77
Dame kizapeth Corley’ 7
Tim Score 7
Sdrey Taurel 7
1 Dam cett Carle, resigrex fror the 30470 o “he ComT 1es or

S Decerper 2027

Dear shareholders

COn behalf of the board © am pleased to present tng 2021 Difectors’
Remuneration Report

Trus 1s 1y first report as Char of Pearson’s Remuneratian Carrmitiee,
hawing succeeded Darme Bl zabeth Corley in Septernber 2021 My
tharks to Dame Elizabern for her excepuonal leade-ship since April
20" 5 and to Sioney Talrel, Chair of the Board and mermber of the
Committee, for therr support as ! stepped Into the role. We will
welcome Esther Lee, Non-Executve Director, 10 the Commities from
T Apnl 2022,

2077 was the first full year under the leadershap of new Chief
Executive, Andy Bird. Atthe beginning of the year 2carson
announced & new stratcgy, wh ch ams 1o reposition Pearsar for
sustamable and profitable grow end create long-term shareholder
valte, Since then, work Fas been undertaken to embec the strategy,
evolve the culture and successfully trans.ion Pearson to a digital-lirst
ifelorg learming company More recently, Pearson has refrezhed its
puUrpose. TIssIon, vision and values - we add | feio a Heume of
learn ng th-ough creatng vibrant and enr ching learnirg expenences
designec for real-iife ympact. so everyone car wealise the ife they
imagine. Go rg forward, strategy, priar tes and benaviours valt be
anchored croung ths Our rermureration appraach, whch draws or
input from key business funcuons anc other sta<eholders as welt 5
beirg data-driven, wi'l alsoreflect this refreshed forus

Pearson made strong strategic, aperanonal arc finannizl progress in
202" and delvered a robust full-year pe-formance, with profic
exceeding original guidance Strong ane effective leadersmins
repesiioring the business, anving dig tal innovahicn and en
ingreased focus on tne corsumer througn the laurch of Pearson-
The company s well placec 1o bule onthis momertum and looks 1o
the future with conhdence.

In 2021, Pearson increased 1ts dwidenc, ir line w th our progressive
ana susizinzble divdend policy, and dio nut access government
funding or take advartage o the furloaghing programme. Support ng
aur employees, CLSLOMErs, partirers and broager stakeholders
conunued to be at the cemre of Pearson's response to COYID-19,
with the protection of our employees’ health. salely arc welloeing
remairing a key prory This was a "ocus 1ar d scussion at tne
Employee Engagement Network (~EN] durng the year Furiter, 2021
saw Pearsan hold its first “Global WELL week', 12 hughlight the
importance of wellbe ng, both nside ana outside of work, pramare
reievant benelits and programmes and learr new ways 10 tmprove
employees awn emat onzl, physical. irancial, and commanity
wellbeing

Shareholder engagement

While the Committee was naturally disappo nled by the significart
mitrority vote agarrtst tne 2020 Directors Rermuneral on Repo T gt the
2027 AGM, we very 7 ach appreciated the support recewed fram the
miajory of shareholders and raok very serously an feeapack recerved
be’ore ang 2fier ine meetirg Contnu ng Pearspn's commigmen: to
an ongo ng 2nd transparent dalogLe win sharehalders and the-
auvisers, an exiens ve engagemert exercise was carmed oLt dunng
the second half o the year

The purpose of this exerc se was 10 discJss Fow Pearson can engage
constructively going forward, ang i woLld like 16 ta<e this opportur ity
10 thank éll those wne 1ook the tire 1o speak with LS over the last
year The conversations | and atrer members of the Committea nad
were Invaluable and unoeriined severalimporian: zreas “or the
Commitee's consideratian 2s we look 1o the future

Vihile sharenalders rerraim very supportive af Andy Bird, they
highiightec the importance o' the Commitiee’s assessment of the
performarce undero ns ztteched 1o the co-nvesur et award
grantea ar his epoaintment for wirch mare detarl s orov ded wimn
this report
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Directors’ remuneration report continued

In addition, conversations ‘ocused or forward-lock ng remuneration
arrangernents, in partcular the performance framework and the
Increasing trend toward use of Environmental, Social, and
Governance (ESGY mezsures. The Committee 1s comTitted to
ensdrng ary future Incenive framewor < continues to have clear and
measurzble performance targets,

Vesting of the first tranche of the Chief Executive’s
co-investment award

The first iranche of the one-ofl co-investment awarc granted 1o Andy
Bird in order to sect-e his appaintment vested following

21 December 2021 Vesting was subject Lo acnievernient af
perormance anderpins inked to strategic progress and there being
no sigrficant £SG 1ssues resulting :n significant reputaucnal darage.
These underpins are intended to gaarc apainst paymert for falure,
ensdring the Comm tiee 51" reduce vesumg if .nits opimion the
performance of the business or the ndividual does not support this,

The Commitiee was pleased to see the performance delvered dur ng
2021, particular the strorg strategw progress mace |0 eddinon to
assessing the uncerpins, the Comm tiee undertook & toroJgh arc
robust review process which considerec a holistic view of the weder
stakeholder expenence, including that of snareholders, ecmployees,
custarmers, and suaplhers Owerall. the Committee determmired that
the frst rranche of the award would vest in full and full disclosure of
the Committee’s oeliberations 10 this regard is on page 122

Skares vesting remair subject 1o a holdirg penod Lnal 31 December
7023 The remaming twa tranches of the eward will vest following

21 Decermnber 2022 ard 31 December 2023 respectively subject to
the relevant performance underpins and Andy 8 rd's contintec
employment at each vesuing dzle

Incentive outcomes for 2021

Pearson delivered adjusied operating profit ahead o merket
expectanions Thes strorg financisl performance, as well 35 the
encouraging strategic progress made during the year, resulted na
‘mrendlaic Annugl Incenuve Plan {AIP] outcome for Executive Directors
of 63% af mawxmum. The Committes corducten an in-depth revicw
of the formulaic outcome in corsidering its appropriateness, taking
NG JCcoLm: strategic delivery, company and individaal performance
as well as the experience of broader stakeholders over the year.
CQverall, the Commitiee was sausfiec that the fermulaic cutcorme was
reflective of the performance achieved.

The Long-Term Incentive Plan (LTIP) award granted i 2019 will lapse
in full, Neither of the current Dxecutive Directors particpated in this
award

Looking forward to 2022

The Committee reviewed the salary of Sally Johnson and approved an
n¢rease of 2 5% for 2022 This increase was made in hine with the
approach taken 1o salary ircreases across the UK Ardy Bire's salary
remains fixed urul 2023

Executive remuneration framework and alignment
to strategy

Our Chrectors’ Remuneration Palicy {Poboy) s intended 1o suppont
Pearson in achieving s purpose while driving long-rerm sustainable
value for shareholders It also reflects tre provisions of the LK
Corporate Governance Code anc evaling marke: practice.

The Commitlee reviewed the imolementation of the Palicy zhead af
2022, iIn parucular shart- ard lorg-term performance measures (o
ensure these remain appropriate ard aligned to the forward-laoking
strategy In tts cons:deranons, the Cermmittee took INto account
‘eedbac« received from skarenciders and their advisors guring the
recent Pngagemem exercise

The AIR for 2022 witl contunue ro be based or a balsnced mix of
‘imancial and strategic measdres. The strategic element closely aligrs
ta the forwarc-looking strategy focusing on accelerating growth
through incressed veloaty of digital trarsformation and husiness
modelirnavatior and further establishing Pearson as a purpose-
driver company across product, people and the planer Reflective of
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the importarice o deliverirg against our strategic commirTents, the
Commiitee Fas, for the firsl ime, prospectively disclosed annual
performante targets N respect of the 2022 st-ategic measaJres - see
page 117 for further detall.

For the 2022 LTIP, the performarce measures arc weignungs will be
danchanged Stretching targets have heen set raking into accawn?
internal eard cxterral expectations. ~or EPS, per‘ormance required
for full vesting requires significant outperormance o° ¢ 34% of
current market expectar ons See page 117 for full details of the
targets.

The Policy 15 due for s trienn al renewal ai the 2023 AGM The
Cammiztee pldns to wndertake a full review o7 the Folicy and its
implementatior durng 2022, Ths review will begir wiin
considerator of Pearsar's remuneraton prilosopay for the wnole
crganisat on anc consicer algnent 1o Pearson’s new purpose,
rMissian, vision and values as well as evolving market pracice.
Irvestor expectations and “eedback from atner stakeholders.

Wider workforce

Pearsor's remurieranon principles aro Corsistent across the
orgarsation and were designed ta supnort Pearsan's culture znd o
meke Pearsen an employer of cho ce able to attract and retain taient
to execute our d g tal-first strategy The Commitiee recewes regular
Jpdates an talent matters and wider workforce considerations and
actively cansicers the apprasch (o reward throaughoat the
arganisation in determining executive remuneration The Commitlee
closely reviews relovant pay rauos énd pey geps and actively SUpports
efforts 1o make progress against these metrics, ihe Commmitles
would ke 1o hignlighs that Pearson will be voluntarily publishing s
ethnicity pay gap for Great Brrain for the first urre in 2022 and was
pleased to see voluntary disclosu<e rates on race ard ethnicity in the
UK af 97%

In 2021, 3 new long-term ncenuve arrangement was nirocuced for
the Executive Manzgement tearr and other senior manages more
closely aligned to the approach for Zxecutive Directors, ensuring the
ertire leadership team are all driv ng To achieve 2 common goal

Pearson caomtinues to develop its approach 10 engaging with the
workforce. *Ask Andy, e new initgtve wherchy employees can directly
communicate with the Chief Executive, has elicited a number of
yuestions on pay and oenefrs We alsa rur reg.lar Pulse Surveys
which aliow all employees 10 voice thelr opinion in an anonymoJs
way an nay compentiveness at Pearson Feedoack receved from
both channels 1s reported te the Comrnittee where appropriate anc
considered as pat of :he decision-making process. Looking forward
10 2022, | am pleased to report that execLtve pay will be a topic for
discussion at the EEN, where | am a Board representative |am also
pleased 10 report that we are doubling the Board represeriation on
the EEN “rom Apnl 2072 witk Annette Thomas join ng zlongside me
from Apnit 2022,

Pearsor 1s committed 16 a transparent and posi ve relatuonship with
all its stakeholders ard will conunue to engage wicely as appropr.ate
going forward. L would like to thank snarehalders far therr con: nued
sUpPOrt at tne 2022 AGM nrelatian to our 2027 Directors’
Reruneraron Report.

Stierny Coutu

Sherry Coutu CBE

Chair of Remuneration Committee



Executive remuneration framework

and implementation for 2022

Pearson has a set of remuneration principles that govern pay for the
whole organisation. Remuneration arrangements for our Execurtive
Directors have been developed with these principles in mind.

Remuneration principles that apply across the whole organisation

Aligned to Pay for Market
lenger-term performance competitive
strategy Rremuneraton Pay levels will be

Reward will be
linked to ackeving
Pearson’s
lomger-term
strategy, growth
and susiainatiity

framnework and
outcomes are
digrec Witk
periarmange

makel

compes Tive, based
anrole, grece and
cortripution :a
cnsure indnaduals
are farly rewarded
nlime with the

Targeted
differentiation

There will be
targeted
differenuanion of
reward across our
employees linked
o talent anc
performance
Tignagemnent

Tailored

The eporoach o
reward rray be
talcred ncertan
circurmstances o
address a speaf o
marke: /business
neec but wil. oe
designed in a way
Nat s consIstent

One part of the
employee value
proposition
Remunerzion s
one part of our
broacer employee
value proposition
and not the orly
reasor to work for
Pearson

market

Our Directors Jemuneration Policy and '1s implementation suoports
our purpose of adding | fe 1o a ifeume of fearnirg, aur strategy arc
Litmaetely the delivery of long-term susia-nable value for all
stakeholders, including our shareholders

In developing the “orward-looking Direcrors’ Remaneraner Policy, the
Commrittee had due regard (o the LK Corparate Governance Code,
wicer work‘orce remunerat.on and emerging best practice in reletion
0 Executive D reCtor remuneraticn

— Pearsorm's remuneration principles, as sel odt anove, were
developed 1o ensure alignment to company culture angd
positon 2earsar as ar criployer of cho.ce, witt an ability To
zttrac: end relair the ngnt talert 1o suppert tne comr pany's digital
future wrilst recogn sing that rermuneragon s ore part of the
broader errployee value pronosit on at Pearsar.

— Our argoing executve remuneraton frameawork s designed o
be simple, with 10lal remuneratior made up of fixed and
perfermance-inkec elements supporting differert strategc
ob eclives

— Qur remuneratior framework and outcornes are designed (e be
aligned with perfermance arkeved

— Perfcrmance measures seletted for the AlR and LTiP are <gy
(o achieving strateglc ooecives, ~he Commitiee reviews
performance Measures on ar annual bas s 1o ensure ey
Lonbnue 1O Incentise tne rght management tehav ours #nd
goals

— We carry dUl & rebust target-settng process eacn year, tak ng
INTO aLcoun. Pearson’s straregic piar, as well as analyst
consensus o reflect market expeciations, resciurg in
stretching yet achievable targess “or the AIP and LTIP

with our
underlying reward
philosopny

— Maxrmum awards ander the AP ard LTIP are cappec and
rlearly disclosed in our Policy

— When determining paycuts, tne Commiltee ciscusses |f the
cutcorre 1s reflective of overall company pecforrrance and the
experience of siakenolders, including shareholcers and
employocs, over the periog and, If ot has discretron to adjust
ouLComes

The Comm ttee 1s mindful of reputational and other risks
wher implemernng the forwarc-lookirg Drrectors’ Remuneration
Policy and determining autcorres for Exer stive Directors and
seniar management The cormpany also has sa‘egusrds in place,
such as males and clawback provsiors and & two-year holding
pertod on the LTIP, as well as robus: shareholeirg guideines
which extend post-employrent

Before sigming off the annual remuneratior repor:, the
Committes reviews drafts ang provides input to clarify our
disclosures Where Taerial changes are proposed 1o the
operauor of sur Directors Rerr.aneration Policy, we would

norma ly consLlt with <ey sharehgicers o ensure the raucrale for
such cranges 1s fully Lnaestood and provide the opocrtanity for
sharcnolders To "eed into the deaision-maxing process and
inform gur firal conclusions



Executive remuneration framework and implementation for 2022 continued

Summary of our forward-looking Directors’' Remuneration Policy

The table below prowdes a summary of our forward-locking Directol s’ Remunerauon Policy and s implementation for 2022 This does not irclude the

co-nvestment award grarted to Andy Brd on nis appomtment as this was 2 ane-off 2rrangement ana daes rot form part of our forward-look g
executive remuneratior framework The full Directors’ Rermuneration Policy, as eppraved at the 2870 AGM, 1s ava lable on the Governance page of the
rarrpeny's websiie at plo.pearson.com/en-GB/icompany/business-operations

Base salary

Key features

— Base salar-e: are set ro provide the appropriate rate
o’ remunearauon lor the job Laking Imo account
releyant recrurment markets. business secrors ang
gengraphic reg ans

— Base salar es are normally reviewed annually, with
aryircreases norrally ir ine waih typcal nereases
awardet to other errployees i the Group

— Salary rev.ews lake into accoart general economic
ard miarket condinons, e level of increases made
across the company as a whole; paruculsr
croumsiances such as changes in role,
responsibilities of organisation. the remuneral on
=nd level 0F Increases for executives in sirmilar
cositions in corrparable companies in both the e,
USard irternzucnally, ang indwidual performance

Allowances and benefits

Key features

— Allowznees and berefiis which ref ec: the local
corrpetitive mat ket and may indude travel-related
benefits, heelth-related berefiis, nsk benefits and
ary other benefits prowded 1o the magonty, of
emplovees. Tne Cammiltee may introduce other
benefits 1 1t i considered aprropr ate to do so

-- The cost of the provsior of allowances and berelits
var es from year to year depencing on cosf ra
Fearson

Retirement benefits

Key features

— [mnloyees ir the UK. ncluding Cxecutive Directers
zre eligible to join the Maney Purchase 2003 section
ofthe Pearson Pension Plan Executive Directors ave

elig ble to join this plan or recerve a cash allowance of

equivalent value

— The Committee has discretion to put in place
retrement berefit arrangerrents 'n line with local
mar<et practce The Committes may also honour all
pre-exsting reurement benefit obligetors,
commitments or other entitlements that were
cntered INto by @ membper of the Pearson Group
before that person hecame a Director, such as
partucmation in the Final Pay soction of the Pearson
Pension Plar

— Frecutve Directors, who opt ot of the pension, can

recelve a cash allowance of up to 16% of nase salary,

N Ine with the maximum company cortnbunan 2s a
perceriage of salary thal U< employees of a similzr
age are eligible 1o receve

2022 implementation

— Aady Bird - 87,250,000 (no change)

— Seally juhnson - £535,793 (2 5% intrease)
Andy Brd's first salary review will occur 0 2023

When reviewing Sally Johnscr's base salary, (he Commitiee (00K INTG acrount the evel
of increases made across the comnany a5 a whole. husiress anc ncmdual
performance. and general economic anc market conditons Salary increases for the
LK warkforce ranged from 1% Lo 10% tak ng into account ind vidual performance, with
Mereases above this level awarded n recognition of significant development i ~ole
The increase awarded o Satly Johnson will be ef'ectve from 1 Aprilin lire with the
approacn aken for the broader employee populatior

2022 implementation

No changes for 2022 Executive Directors will continue to recetve travel, healin and
risk-related benefits Andy Bird will also mecerve & contr bution towards accommodat-on
COsLS,

2022 implementation

Mo changes “or 2022 Sally Johnson s an existing member of the Final Pay section of
the Pearsar Pension Plan Her persion accrial rate s “/60" of pensionable salary per
anum, restricted o the Plan earnings cap.

Andy Bird 1s not a mernber of a pensior scherme opergted oy Pearson. instead, e
receres @ pagment of “0% of base salary i liew of pens on, This s aligned with the
pension provisior that UK emaloyees of a similar age are eligible tc recenve



Annual incentive plan

Key features

Motvates towards the achievemenst of anrual
business goals and srrategic objectives are provides
a focus on key nancial and non-financial retrics,
with financal metrics accounuing for at least 75% of
the tatal annual opportunty

The Commitiee sels performance measures and
thelr relaive welghtirgs annually 1o ensure
conunuing aligrment with strategy and that targets
are sufficiently stretching

Tne Commiliee has dISCretion to ad)Jst paymentsif it

believes that the formulaic outcome does rot reflect
underiyimg fnancal or nar-hnanoat performance or
if such ather excepuonal factors warrant dorg so

Malus and clawbac< provisions apply

Long-Term Incentive Plan

Key features

Dr ve lorg-term proftability, sharc proe growth and
value creation whi'st aligring the interests of
Executives anc shiareholders

Awzras are made annial y, and vesT on a shdirg
scele basec or pe-farmance agargtsiretching
carporate perormance targets measured at tre
end o the threc-yoar perfermarce penoc

Awarcs are subject o 8 post-vesting hoicing per o
o’ twe years following e end o* the performance
period

Tne Committes s guided by the oring ple of aligring
sharenolder ang marageTent NTerests and
therefore reserves the rght to ad LSt pay-outs
before they are released 11 pel eves that ine
vesung oLtcome does not reflect undertying
performance or 1If orner except onal faciors warrant
dong so

haius ana clawbacx provisions apply

2022 implementation

Maximum opportunity remains uncnanged for 2027

— 200% of base salary for the Cruefl Cxecutive

— 170% of base salary for the Cuef Financial Officer

50% of the mzximurn opportunity 15 payabie for on-target levels of performance

For 2022, 1he following balarced mix of finznaa! and strategic measures will be used,
whichis unchanged from the previcus year

Sraleme MeEs) s

20%

Qe aumig cask ow

20%

Ad uste opersung profic Sal=s

30%

Strategic measures for 2022 will focus on.
— Accelerar ng growth througe digital trarsformation and ousiness rmodel innovetior
— Istablshing Pearson as purpose-driven across praduct, people, and the planet

The targets for 2022 are as follows

Weighting Threshold Target Maximum
Dignal sales 10% Plan tess 2% lan Plan plus 2%
growth
invest Ir diverse 5o 50% femazle anc Threshold - Thresheld
ppelre ard athn ¢ rming ity 80 mcrease r 10% ingroase
ncrease representat onir fermale ard n female and

representstion leadership sthric mnorty  ethnic minorty
alImanagemert developmen: &nd representalion  representation
levels METOINgG st VP level and  at VP level ard
- rogrammes + 50%  above above

(FLrther Frog °

fernale and 20%
ethn.c minariny
representalion I
lcade st
suecession plars

infermation
or Pearson's
diversity goa.s
1s shown or
page 49)

Recuce cdrbon 5% 1% reduction 2% recuction 5% recuciion
footpr.nt - net

annual reduction

versus 2021

baseline

AS T prev ous years, 3 financial underpin will apply in respect of the strategic
measures. Fnanc al tergets will he disclosed n“ull retrospectively "sllowing the end of
the performance penod

2022 implementation

“aximum opportanity “emains urchanged for 2022

— 300% of base salary for the (e Executive
— 245% of base salary for the Cue’ Financial Officer

Performance will be measured over three vears, with My sPares vesung sJnject 1o an
adoinoral two-year holding per.od

Ferformance measures end tergets for 2022 are as fallows:

B Le 13050

PUrtgeT et e Say0 A Fa,griat FeSuial

e e #o o Treestold etk Maxmers raregnoid SrETLT Mg T

Ad)usted EPS Athird 43p sep 64p  15% 650 100%

ROIC Acthird 0% 7 0% 2.0% 158 65% 100%

Relatve TSR vs Upper

FTSE 100 Athira Mecian N/A - Quarile 25% N/A 100%
100%
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Executive remuneration framework and implementation for 2022 continued

Shareholding guidelines

Key features 2022 implementation

— Align theantelests of Executives and shiareholders No chariges for 2022 Andy Bird and Sally Joknson are requared to meet the
ard encourage lorg-term shareholding and shareholdirg guideline within flve years ramr their date of appointment, by © 8 Octoner
LOPMITMENT 10 the Lompany 2025 and 23 Apnil 2025 rospectively Andy Bird nas already et fus sharenolding

guicednes Further getals on the share nterests of the Directoss ¢an e ‘ound n

— Execduve Drreciors zre expecled o buld uz
page 126

substant al shareholding i the corrpeny within fve
yezrs from therr date o appoiniment o the Board.
The current reguiretnent .s 300% of salary for the
Chiel Execulwve and 200% of salary for otre
Execative Drrectors

— EXE‘CJ[IVE‘ DI'F‘FI(IF‘; Are erpec[ed Lo retarm Ut
snareholding guideline or actual Folkdirg if lowe ) for
wo years following stepping down as an Executive
Director

Chair and NED Fees

Key features 2022 implementation

— Toattract and retain b gh-calibre indracuals, wath The Charr of the Board's fee will remain the same far Ormid Kardestar, wha wili
appropriate o iIndustry-relevant skills, by offering succeed Sidney Taurel 2t the 2022 AGIM An all- nclusive Deputy Caatr fee will be
market-compens ve ‘ee levels introduced following Tim Score's appomtment to the rowe a2 the 2022 AGM There will

‘ e, o
— Tne Chair s paid a single “ee for ali responsitlines be ro ouner fee changes.

— The Nor-Crecotive Directors ate paid & basc fee, Polz Teos or 2002
with Caomrmittee Chars, mermbers of she main 5oa-c S of th d 500,000
Comrmittees and the Senior irdependent Directer Char of the Boar £ _D 00
paid ar addmonal fee 10 reflect therr ext-a Deputy Charr fee (from 2022 AGM) £175,300
respansibhues Base fee for Non-Execulive Direclors £70.000

— The Chair and Non-Sxecutive Directors receive no Senar Ihdependent Director fee (unul 2622 AGM) £22,000
ather pay or benefits, except for reimoursement of - -
sxperses, amd do not part Gpate in nceative nlans Tols “har Liermkze:

— Amimimum of Z25% oi the Charr's and Non-Executive Audit Committee £27.500 £15.000
Directors' basic fee 1s pand in shan

WECLors Dasc fee s pand n shares Remuinerarion Committee £22,000 £10,000
Nomiration & Governance Committee £15,000 £8,000
Reputanon & Responsibility Committee £715,000 18,000
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Workforce remuneration at Pearson

The Committer takes ws respons:biiities concerring the oversight of
rermuneraton poloes and pracuces for the wiger organsation
serously. Qur remuneranol DrNCpies are Consistent acrgss tne
employee populatior, but how they are apphed varies by nusiness
neca, level anc geography as required The key differerice in
execdtive remuneratior compared 1o the app Qadch to remunerauan
across the warkforce 15 that remuneration for oyr Executive Direciors
15 more neayly weighted towarcs verianlc pay and finked ro tre
dehvery of our strategic objecuves.

Our approac to remure alion across the wider organisauon 1% as
follcws

— Base salary - 5el takirg into accodrt econemic factors,
competitve market rases, roles, skilis, experience arc inardual
performance

— Abuwances and benefits - Refiect the Jocal Jzabour marker in which
they are hased All eligible emplayess (including Executrve
Direciors; are also ehgible o parucpate N savings-related share
acguisition programmes -n the UK, US and the rest of the werle,
which are not subyect 10 ary peformance conditions

— Retirement benefits - Re'lect local market practice Pearson
empicyees in tne UK may partiapate in the same underlying
PENsIan arrangements as the Fxecutive DIrectors, subjert o
certain age bands and legarcy arrangements

— Anmual incentives - Arcurd 11,000 emplayees parutipate in ar
Annuel (rcentive Plan, which 15 funded based or sim far
performance Measures as those used for the Executive Direciors,
A namber of other employees partic pate i aliernative forms of
casn-based annuzl bonus such as sales incentive and commission
plzns based on performance 1argels and prohl-shares where
reguired for legislative reasons

— Long-lerm mcertives - Senior management pzric pate in a
long-term incertve arrangement, which compnses both
performance shares ara restricted shares, recogn sirg the
markers 1n which Pearsor competes for talent Below this senton
management level, approximately +,000 employees parucipate N
share incentve schemres, znd are seietier on the nasis of Ther
role, performance ang potenual

During he year, the Committee receved reparts from ke Chief
Executve ant Chief Haman Resources Officer ot pay and conditions
across the compdny s g whale, and on the recruiiment and
reention experience, Laking these irto accodnt when ceterm ring
execUtive remureration. While there are estaplished charnels for the
workforee to be informed about. and uncerstand, the alignment
Detween execytive remuneration and wicer pay policy, Pearson
contnues 1o develop its approach 1o engag ng with the workforce

The rew Remuneration Commitiee Chair, Sherry Codtu, CBE 5 1ne
designated workforee Non-Execonve Dicector and leads the Snards
ergagemeriwiin employees ircluding Tarough alleroing meeurgs
of the Empiayce Engagement Network (EEN). wWhile feedback
recewed mrough the FENS reportea 1o the Board as 2 whale, any
wews and sentiment of the workfiorce arounc matters such as
rewart ¢ a clliyre gre considered In tne work o the Remuneration
Committee During 20217, sk Andy’, a naw miietive whereny
employees can directly communicate with the Chief Execurve,
elicited & number of quest ons or pay anc benefits and pulse
sdrvays, which are regularty run, zlfowed ail employees o voice therr
OPINICT N 8N aNanNyrmeus way Or Day cormpetit veness at Pearsor
Feedhack receved from poth channels 18 reported to the Comm Lee
wherc appropriate anc consicered as part of t1e deasion-making
process. | ooking forward (o 2072, 10 ensure 2 more proactive
anproack and enzble a we-way conversauon, it Fas beer agreed
that the Employee Engagement Netwark will Rold 3 discussion on
reward arcincentives at Pearson,

The Comm ee also considers the carrpany's genaer pay gap for
Grear Brita -, While (o date Pearson nat seen 3 cortirJed Yyear-on-
year I provement i ne gender vay gap, this year the Comm'uee
was disappo riced o see that the median gender pay gap hacl
increased 10 13% {from “0% 0 prior year) 0 part this reflects the
impact cf rhe pandem ¢, tarqughour wihicn Pearsor saw an increase
I the nuTher of wormen feaving the cusiness This guicome
Jnderlines the sca'e of the work sull Lo be done anc the importance
of hawng robust sthon plans in place to nelo closc the gap Pearsor
CONTnues O revew and Lpcate its pol.oes anc practices relaung 1o
the Finng, retennon. and development of womer, as well as oiher
diverse talent groups Bu lding an inclusive culture and increasing
diverse represeniation s one of Pearson's six strategic piliers, and in
line vtk the campany's commitments v this area, Pearson will
veiunLarly be pupiishing its ethniciiy pay gap for Great Britain “or the
first tme . 2022 As for the gender pay gap, there is progress Lo be
made on narrowing the gap, nJt this minal analysis prowdes 2
foundaucn 1o buld rom. Pearson is also workirg to extend pay gap
analyss, both gender and ethmc ty, 1o all markers witn sufficent
ficadcounts ard data gvailabiity To oare, voluniary cisclosure raws
on race and ethn £y are over 85% across Pearson's key geographies
Forner detalls, ncludirg or the gctions being taken 1o address pay
Baps 3Cross our arganisation. can be found within our gender pay
Zap anc et micty pay gap repors

mage removed




Remuneration report for 2021

Certair parts of this repert have been audited as required oy the
Large and Medurr-sized Companies and Groaps (Accounts and

Reporis) Regutations 2008 as emended. Those tables which have
teen subject o audiL are marked with an asteris<.

Single total figure of remuneration and prior year

comparison*®

Total aggregate emoluments for bxecutive and Non-Executive
Directors were £7 337min 2027 These emeluments are nctuded
within the total erployee penefit expanse 1n Note 5to tne rancal
staternents page 169

Executive Director ‘single figure’ remuneration

Slemert of -em.neratior
200
Base salary
Allowanrces and benefits
Relirement benefits
Total fixed pay
Annual Incentives
Long-term ircentives
Co-investment award
Total vanable pay
Total remuneration

Executive Directors

The remuneration recewec by Executive Dieciors in respect of the
fnancaiyears erded 21 Becerrber 2027 and 31 December 2020 i=
set our below, Tne figures shown i the single figure table reflect
remunerat on paic while an Executive Director of the company Andy
Bird and Sally johnson were both appainted as Execunive Directors in
2020, and therefore the figures for 2020 are part-yea- figures

Overall, tFe Committee considers that the Rermuneration Policy Ras
operelec as intended darng 2321

Ancy 8rd Sailfy Jorirson

$00G0s £200s

2021 200G 2021 2000
1,250 260 521 353
373 125 16 g
200 42 58 45
1,823 427 595 407
1,575 - 560 -
3,708 - - -
5,283 - 560 -
7,106 427 1,155 407

Notes to single figure table*

Base salary

The base salary snown in the sngle figure table reflects salary paid ir
the fnancial year while ar Cxecutve Director of the company Andy
Bird 1s paid in US% dollars and Sally Johnsen 1s pa d in pound stering
Allowances and benefits

The breakdown o7 benefits is as Tol'ows for 2021;

Andy 3i1d Selly Johnsor

S005s £000s

Travel - 4
Health 21 2
Risk-relateq 2 -
Accommodation 350 -

Travet henelis camprise car allowance and rembursements of &
texable nature resultng frorn business travel and engagements.
Heallk benefits compnse nealthcare, health assessment and dental
care Risk-relatec henefits compnse of life and other irsarance
palicies, Accommrocation perefits for Andy Bird relate to a
cotriburon towards the renral casts of an apartment in New York to
be Lsed for business purpeses, the cost of which has been canped at
$240,000 per year ($20,000 per month) prior (o any taxes which may
be due.

In addition 1o the allowances anc benefits set aur, Executive
Directors may also parucipate in company benef t or policy
arrangerents that have o taxsble valuc and/or are available to all
other employees in tne same location, Sally johrser'sife cover s
arranged under The Pearson Pension Plan's UK group-wide policy
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Retirement benefits
Fartner detal on retirement benefits 's set out later in thes report on
page 125.

Annual incentives

The 2021 AIP Tor the Executive O reclors was hased on z mix of
fnanazl (80% weightung) and strateg © measares (20% weighting)
The 2027 AIP resultec in a 63% of maximum payaole for both Andy
Bird and Sally Johnsan Bonusis calculated using salary et

3" Decemnber 2621 i line with how ponuses are calculated for all
partic pants For rore detail on performance metrics and
performarce against targets in 2027, sce foilowing page.

Long-term incentives

The 2015 LTI? awart was subject to performance condions
assessed 10 31 December 2021 Perfarmance Targets were not met
and therefore the award will lapse in full Nether of the current
Executive Directors were ef g ble ta partiopate in this award =or
further detalls see page 122

Co-investment award

The first trancke of the co- nvestment award, granted to Andy Bird o
support his recruitment, wes subjeci to performance unde ping
assessed 1o 31 December 2021 It was deterrmuned the first tranche
of the award woulc vest in full Tne value disclosed, whicr includes ar
addmenal amount equal 1o the value of d'vidends payable on the
shares vestng, 1s calculated using the share pnce at the date of
vesing (25 February 2022} of 652 9p and was converied using 2
USD'GBP exchange rate of © 3753 (average exchange rate for 2021}
The award was oniginally granied based on a share price of 580 2p,
and sa $347k of the above figure 1s attnbutable to share price
growth. The award has been satisfiec Jsing market-purchased
shares ano shares retaired after tax must be held unul 31 December
20Z3 For further details see page 122



Executive Directors’ annual incentive payments for 2021%

Andy Brrd and Sally johnsor were eligible to participate nihe 2021 AIP. The fallowing table summarises the per{ormance argets (presenied on a
cons'stent basis to the actual results, takirg into account partfolo and currency movemeants and Derormance against these targets for tne 2021 award
which resultec ir a 63% of maximum payoJi),

Overall outcome

Perforrnan ce rarge

Pericrmance 907 Max oonus

mEeasLTe %ot otal Trpsroid Targel fdax Actoal resuis OUPRTUTY
Ad|usted cperaung profit 30% £345m £365m £445m £385m 19%
Sales 30% £3.270m £3.475m £32.660m £3.428m 16%
Operating cash flow 20% £315m £335m £415m £388m 17%
Strategic measures 20% See below 1%

100% 63%

Perfarmance against strategic measures
The targets ana outcomes {or performance agairst each of the stralegic rmeasures are showr in tne Lable below i coming to the final outcome the
Cornmitiee made a qualitative assessment of performance agamst the fuil scorecaro of stretching targets and deterrmired thar an outceme of 17%

frorr & maximum opportunity of 20% was appropr 21e,

Strategic Measure

priority and

weighting
Integrated
organisational
design
execuLon

Making

Pearsan

it far the

fuzure and

INVESIINg IN

Ut alent [westrment in
our people's

Achieved learming

1.5% out - seronstrate

of a possible  effectveness

6% o’ upskilng /
reskiling work
against
Pearson's
capabilty
framieworx
achieve 2025
carbon
red.ucton
target as step

Bulding change

2 inclusive toweras 2030

culture, goal

INCeasirg

diverse

TERIesenEion  prive diversiy

end irleadership

acceleraing development

our programs to

sustenebilly  creaze mpelire

strategy for leadershin

Achieved rates

6% out Refiect

of a possible diversity 1n our

7%

product ano
supply cnain

" Threshoid

Sucgessfully complee

reorganisation and
mantain emplayee

NPFS vs Q4 2020 as
rreasared by interral
Pulse Survey

50% of respondenis o

internal Pulse Survey

self-reportng upskill ng
 reskilhng wia capability

framework

Reduce Cahon
foorpnnt by 7.5%
{annual reductior) vs
2078 baseline

50% of caraidates on

leage ship
development and
mentornng prograTs

are cverse {fernzle or

BIPOC/BAME talert)

Develop saptlier
dversity policy erd
create suppier
dwersily raimng
program or ecilong'

guidelines for new arc

exist Ng companies

Target

Successfully
complete
re-organisation and
ncraase ermployee

NP5 vs Q4 2020 a5
measured by
niernal 2ulse
Survey by 2
perceniage points

5% of
resHoNgents 10
Internel Puise
Sursey sef’-
reporung upskiing
/reskiling via
catahihly
frarnework

Recuce Carton
footonnt by 10%
(arraai reduction)
ve. 2018 baseline

Threshold +

50% of succession
pians ‘or PLG roles
incluae ferrales
and 20% include
BIFQC/BAME
canaidates

Threshold +
Expard partnershic
retworks (o
establsk 3
OFIa0a5€ 10 LAt
and retain dverse
suppliers

Maximum

successfully
complece re-
argzmsaton and
ncrease ermployee

NP5 vs Q4 2020 as
meazured by
rmtarnal Pulse
Survey by 4
percentage paints

50% o all
employees in
Pearson self-
reporting upskilling /
reskilling via
cepzbility ramework
n HRIS, define/
begin to execure
plar for peta testrg
new commeroal
corporaie learring
proposiion

Reduce Carbor
foorpnint by 15%
(2nnuai redaction)
vs 2018 basel ne

Target +

0% Increase N
representetior of
both ferales arad
BIPOL/BARE
employees at PLG
evel

Target +

Exparc
representalionr in
eCItoria: anc
Lrealive periners by
" 0% US/UK

Outcome

Not met - Integrated arganisat.onal design
imolemented successfully with pos tve NPS,
tnough rot mantaired at Q4 2020 wevel
Employees espedially pos ve apoJt sirategic
drection, supportive culture and workplace
pohc es, nowever, challenges of COVID-+ 2 and
e d sruptior th's caused 1o the workforce wock
aoll which the company Fas been working 1a
address tro.gh employee engagement and
enhanced weilbeing efforis

Achieved Target - 71% of responderts
self-reporteq upskilling / reskilhng in the intermal
Pulse Survey.

Achieved Maximum - achieved 26% redacion
agez1nst re-baselinec 207 3 ta-get sdjusted for
business oisposals Whst the COVID-19
pandemic has had znorrpactie changing how
we 06 DLsIiness, tne strategy for digralisatior Fag
alsa sped up the rans ton. |1 parucuia. the
redutnonir carcon ‘ootprint s highhghres
troJgh the shift frem print to digtalin US
Higher Education Courseware.

Achieved Target - 72% of sLccession plans for
PLG roles include fermales and 24% 1nclude
BIPOC/3AME carmdates with >50% of
csndicales on ieadersnip development anc
Teninnng programs bemg diverse

Achieved Maximum - Pearson Fariner Forurm
oo« place on 25 Marck 2021, pledge lzancned
and ncludec trairing or dwersty SJappl er o
and WEConnect cortraclted To help ciscover end
vet diverse supples Both pletforms laurching

cross Pearsonin Q1 2022 Incresse ir diverse
spenc fromm content and editonal = 10%



Remuneration report for 2021 continued

Strategic Measure Threshold Target Maximum Outcome
priority and
weighting
Strategic Launch Pearson+ Threshold + Target + Achieved Target - Pearson+ launched with
[rogress proposmoin s demonstrable Ircrease rever.le 133,000 paid subscrpuons, 2 75m registered
Mgt in growth actvance of fall customer gereration from users at the end 0f 20271 and an app store ratng
p i ' -

s oppariuices  semester and defined  engagement across  accelerated move lo of 4 8 Werklorce and English strategies well
orawh 838 5 &
r:o*\sun'mr organic or Inorgamc Pearsor+ and D wia Pearson -, progressed
C

strategy for English warkforce, and \Warklorce strategc
engagement By g &

ard procuct

apEy vl
effectiveress stragyvia

husiness rase ar

Achieved deal negotarions
3.5% out Ansol. e E% - 8%
of a possihle
Srowtk
7%
N cigital anc
dig tal-enabled
sales

orogress ar Engish

parinersh pand
Frnglsh desl or proof
ol concept

+12% Achieved Target - underly ng growth of 13%

Nt 19ar mlement of [LOFerICht wias "C0LIren T8 358058 A0 2vemerTs thar were no” completely duar i fanle rierndl Audr orovaea ar incenardent gssessmer Tc the Commirze
4 preel

Executive Directors' Long-Term Incentive Plan award vesting for 2021*
Ir May 2018, ‘orrer Chief Executive Jonn Falion was made en award uncer the 2079 LT:P This awarc was basec on perforrance the business

delivered over the three-year period from 2079 to 2021

The LTIP award made to John Fallon would have vested on the normal vestng date, pro-rated for ume (e refiect John's ceparture prior 1o the normal
vesung date, bu: the applicsble performance targets have not been met and therelore his award, together with awards far other participarts, wik lapse

W]

The targets and per‘ormrance against these targets are as follows,

Pericrmznce
measure o o total Threstold Strercr “axiTiuem
AdjLsied EPS AThird 65p 70p 80p
ROIC Athird 5.04% 5.0% 9 0%
Upper
Relative TSR Athird tMedian N/& Quartile
100%

PayoL® a
threshaid

Performunie range VEETng

- RETCTN Payau a1 T *oltoel

srosch TEK Tt Amtual  ach everiens award

15% 65% 100% 34.8p 0% 0%

15% 65% T 00% 3.3% 0% 0%
Ranxed 87

25% N/A T00% out of 98 0% 0%

Toral D%

Telar e TSR was Measared agams (e ¢onst ks of e TTST 100 st e stant of (e performance period

Co-investment award

In order to secure Andy Bird as our Chiel Executive the Committee
designed a cne-off co-nvestment award While recogn sirg that sus
ar award was not typical in the UK market, the Commitiee believes
that this was the optimal structdre to secure Andy Bird's recruitment
whilst incenuvising the creztor of long-rerm shareholder value,

The grant o the co-nvestment awa-d was conditional on Andy
purcnasirg Pearson shares equal to 300% of base salary by

31 December 2020 (being a total value of $3 75m), wh ch he mus:
cantnue to hole throughout the period to 31 Decemper 2023 This
persanal investment by Andy cemonstrates Fis ccrrmitment to the
role and creates immediate alignment with sharehatders

The co-nvestment award vests in three equal tranches as soan as
practicable following 31 Decernper 2021, 31 Decemper 2022 and

21 December 2023 respectively and s subject Lo per‘ormance underping
and Andy's contin.ied employment at each vesting date. Shares that vest
will be subject to a holding penod until 31 Decernber 2023

The co-investmerit award was designed taking iIrto account Andv's
horne market - the US — where the structure of pay 1s often very
different ta the UK and zims o incenuivise the transformation of the
business and growth Ir the near term it was therefore considerec
appraprizte that tne phasec vesting schedule and holding periad to
Decermber 2023 reflect the period over which it 1s expectec value will
be delivered to our shareholders

The vesting of the co-investment award 15 subjec T the achievernent
of performarce urderpins ta ensure the Committee can reduce
vesting .finits oprion tne performance of the business ar the
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irdnadual does not sLpport ths These underpins gre 1ntendec 1o
prevent payment for fallu-e,

The vesting of each tranche ¢’ the award will be subiect o the
followng performance Jnderpins:

— an aporopnate level of pragress boirg made in relaticn o
oehvering our strategy rcluding ous ongoing transiweon from print
to digital

— no significant =5G 1ssues relared 1o Ancy's tenure ocourrng wiich
resdll in significant reputational damage

In additon, the vesting of Lne linal tranche of the award wil' also be
s.abject 1o the foillowing TSR underpin

— the compary's TSR fram the date of the announcement of Andy's
appontment to 31 December 2023 1s aither (1) positive; ar (2)1s
at median or shove when compared 10 tne performance of the
FTSC 100

If one or more of the underpins are not achieved, then the Commitiee
woulc cansiger whether, ano to what extent, a discretionary reduction
Ir the number of shares vesting was required.

Assessment of performance underpins

The first tranche of the ca- nvesiment award vested as soon as
practicanle “ollowing 31 December 2021, In advance of this, the
Committee undertoak a wigorous assessment of the relevant
performance underoins as well as a halisuc review of oroader
Pearson performance and the experience of all stekeholders, Ints
assessment, the Cormittee followed tre framework developed and
disciosed in last year's remuneration report.



Assessment of performance underpins
Tnitial review of underpins

Progress in delivering — Significant strategic progress achieved in 2021 (
‘ Pearson’s strategy — Launched direct 1o consdmer strategy led by new dig 12| learring service, Pearson, which cont nues (o maxke
i good progress with 2 /5mi registered users at the ord of 2021, reflecting & strorg uptake from MyLab and !
| Mastering Lsers, 133k paid supscriptions, ard a latest app store ranng of 4.8
— Pearsor's flagship Higher Education product, Revel completed the move 10 mcorporate the Pearson i carning [
Platform's capab lities, prowicing ertancec leawres, and & new visual design for morile,
‘ — Acguired Faetnm, the workforce Al and predictve analytics company in Septernber 2021,
| — Tre disposal of Pearson's Brazil.an K12 S stemas busiress completed on 1 October 2021 Markeung 1s
orogressing well with other businesses under strategic review I
‘ - — Rapid implementztion of new orgarisatonal structure with strong leadersh p team im place - tFis included
! apnonbng two new roles to the SEM as well as reorganis ng the teadersh p teem to ref ect our furure strategy

No [8G ssues wh ¢, ' the opinion of the Committee, have resulied in significant reputational damage

Consideration of broader performance and stakehglder experience
Robust financial performance

‘ Revenue T Adj. operating profit /7 QOperating cash flow J—_Adjusted EPS [ | Net debt
£3428m | £385m | £388m . 34.9p £350m
8% urcerlyng growtr . 33% underlying 23% growth on PY 22% growth ar PY 24% reductor on PY

[ or PY ‘ growth or PY ‘ [ f ‘ |

Wider stakeholder experience

Shareholders

— Delivered a positive sharghalder returr over the period from the anmourcement of the Crief Executive's appointment 1o 31 December 2027
notwitnstanaing pressures from the extertal ervironment. St-arg strategic progress ersures Pearsar s well placed to ouild onthis
momenturn in the year ahead

— Strorg fnanc.al pos uon has enabled Pearson 1o grow its d videne (us 5% w0 20 S5pin 2021), in lire with the commitment to a progress ve anc
susta nable dividend. The Boarc also approvet 2 £350m share buyhack pragramme in February 2022 10 retarn capiial to shareholders,

— Throughout 2027 Pearson did not access government funding or take zcvantage of the furloughing programme

Employees
— Sign ficant mprovernert fram £3% 0 2020 to /7 %0 2021 of erployees reoorung Lpskill ng or resklling
I — Imoroverrent in levels of self-reportea upskling/reskiinng ir every quarter compared 10 the same quarter 'n the previous year (exciud ng
G12020).

— Offerec a range of forrmal. sociat and expericrial learning opportunit €5 IC sepport oLl employecs cevelopment. Increasirgly “ocusing our
experiise «r jearning on our erplayees as well as our cLatomers

| — Corunued focus an ensurirg the safety arc well-oeing of ouLr erpicyees
— hirst Global WELL Week helo. foilow ng tne launeh of the Glabal WELL miatve 10 2070 ta kughlight the i portance of well-peing vath ins de
and cutside work. promuie relevant oerefits ang programmes and learr new ways (o Improve employees’ owr emobonal, phys cal, finanas!
and community well-being Th s was positively receivec by employees

. — Glebal Learn ng et Work Week neld for & secoic year - delivered more than * 7,000 hours of live learn ng

— Postive NPS shows employees wouls recommerd working for Pearson o frierds and family or colleagues.

— Achievec develcpment targe: of part cipants in lezdership developmer: programmes to nclude @ minimorm of 50% wormen and peopie of
colodr Exceeded success or plar apjectives for poth identity grouns ~esuling N 72% of plars noluding a wornen successor and 24% of plans
irclad ng pecple of calour (target 50% wormer, 20% people of calour;

i — Data collectuar and analysis Lndeta<en whicn will eracle Pearson to volnianly pubhish s Fthricty Pay Gap for tne “imst urme in 2047,

Voluntary d'sclosure rates of aver B3% across Pearson's key geographies
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Remuneration report for 2021 continued

' Customers
i — Launched cirect 1o cansumer strategy led by new digiial learning service, Pearson-, whicn contines to make good orogress with 2.75m
‘ reglstered asers at the end of 2021, refiecurg a strong uotake from My_ab and Mastering users, 133k paid subscriptions, anc a latest app
store raung of 4.8,
‘ — nVirtual Schaols, 93% of parents were satsfied with therr Connections Academy school overall, with tnree out of fodr parents noung their
| child's stutude to learning Fad improved
o — Fearson s supporung students mast nneed as a result of the pandemic, for example through the prowsion of Isptaps to school children in
‘ the UK
— Laundhec a new Studenst Diversity ATbassadar Programime [0 helo ensure the products and serv res PPearson create truly reflect the diverse
‘ needs of tne learners we serve
- Latnche a joimt mimattve wath Pengon Rar Jun House inthe UK, Liir Colour, to becorre e 7rst UK exam board to make changes to
qualilications and Improve (he civersity of student Lexts.
— Within US Higher Education, hosted and sponsorec a variely of faculty corferences to help memoers develoo ther skills sno grow ther
newwork, especally in the world of hybrid learming

Suppliers
— Responsible Procurement Framework launched at Andys Supplier Foram in March 2021 - wop suppliers askec 1o make commitments above
and beyond tre tareshold of the Resporsiole Procurement Policy - inducing focus an elirunaurg discr rminiation and mequality
— 55 suppliers have signed Pearscn's Responsible Procurement Plecge indicatrg ther comm ument (o exceed our minimun standards,
Jndergo thirg-party assessmen, share imsights anc experuse transparently to promote best pracuce, arc actively seek 1o ebminate all forms
of discnim nstior ntheir workforce ard sapoly chain
— Cver 50 of Pearson's top uer supplhers Fave undergone a third-party susta rabihty assessmert (incl human rights & ethics) by Ecovadrs, an
| mgustry-leading ratings organisation.
" — wveaim to source paper 17 an ethial way 12027, our overall tonrage of peper reduces Dy 24% (2021 29,056; 2020 37.969) Ofthistotal, we
purchased 29% FSC certified paper (2020, 32%) and 28% PEFC cermfied paper
‘ — Achievec "5 5% o the target (up from. 7% 0 2020) of sperding £500m vath d verse-accredied suppliers by 203C, as of Cecember 2027
Supser bed to two databases “or d verse suppler d scavery, which will support 3 faster growth rate.

Additional considerations

Pearson developed 11s rew pJrpose, vision and missiorn 2021- to add Ife to a [feume of learning, through cresting vibrant and ennching
learn ng experiences designed for ~eal Iife iImpact, so everyone can realise the life they imagine Lnder Andy's stewardship, work s already
anderway to fully embed this throughaut the arganisatian and it has neen well receved

| Farther, duning 2021 the CEC was cffiacnt and effecove In acdress ng martters relaiing to evenss prior to his tenure. ncluding workirg with the
| Board 1o review a 20 § securty inaident and esscciaied disclosure anc drving the company's conunued work Lo enhance its cyber securiy ef‘orts
©and protocols

I Taking all of the above into account tre Lommittee has determines that the first trancne of the co-nvestment awarc will vest in full.
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Long-term incentives awarded in 2021*
The folowing LTIP awards were granted dunrg the year

Val e far threshold

Date Vesl g Nomoer Face Fave value e armance Soarmance

Twrelor OF a¥edl C date of =nares v3lae ("t o casr salary) oo manmaml perad '
1 jan 21-31
Andy Bird < May 2021 T May 2024 352316 £2747256 300% 18 3% Dec?3
1Jan21-31
sally Johnson 4 May 2021 1 May 2024 154915 £1,280.682 245% 83% Dec 23

“ote T Under o anc ROIC cierman's, 15% vazis o (nrestoid perfarmence, wnder “he "SR elercrt 755 vacis far threst oid perfarmance This (s o we gnes

wostrg ion the eshiol

2R 0f

Face value was determined using a snare price of 826 7p (five-day average 1o 4 May 2021). wruch 1s the share price used 1o determine awiard vaiues for
LTIP awards to the wider erployee population The face value has been converted using ¢ LSD GB? exchange rate of *.365

Detalls of the performance wargels for the 2021 long-termincerive awards are set oJLin the table below

Ad nsiec esrmings per mal’g {E25) (Oneiihvc: Iet relarr on me;Le: Calia SO0 one (Firdy Aelatve LOtal snarenalder rotyer TSR [CFG"h\'aj

weanag senedule (v ma Ao usted =P o Y23 veatmg: semede (% max) Adusred 12t RGIC ‘orrrFV}”. Vesling sched.le e max] REHhQC’[}OS flam s FTSE 7 bD
15% 46.5p 15% 55% 25% Nedian

55% 535p 65% 6.5% - -

] 100% 51 or above 100% 7.5% or ahcve 100% Upper goartile

NoTe T Sra gk e vesl ng eall 20Tor T Between the D01 e, wath nig

JBshTg "Or peruTmance nelow mrestold

NEte 2 drgrsons TSR perlorTarce s lurrertly mezsired relatie 10 tr o comsinueris of vre SR T0T Inoex guet tre perormianie perod Tne Comriciee neen s 10 keep e comzaator

SraLp Lnasr Cwieys TOr Tutara WP awaras

The Committee resenves the r gnt to acjust payouts up ar dowr pefore they are reicasec 1 believes thet the vestng outcome does not reflect
Lngerlyirg fnanc el or non-finzncal periormance or if such other exceptional facters war-ant dong so Ir mak ng suck ad ustrmenis, the Comm ttee s
guided by the principle of aligning sharebolder and maragement rierests

Any shares vesting basec on performance to 31 Decemoer 2023 will be suiyject to an additional tao-yezr holaing period to * May 2076,

Executive Directors’ retirement benefits and entitiements*

Details of ine Directors' pension enntlements anc pensio-related berefits cunng tie per od each servec as an Executrae D rector 11 2021 are as
falicws

Aoy Brd 7 Sally jameson

$350s 00308

Value of cefined benelit - 58
Orther allowances ir lieu of pensior 200 -
Total value in 2027 200 58
Accrued pensicn at 31 December 2021 - 60
Sete 1 The arcreeg pensior ot 21 3ecember 2007 Lirodeferren annlal pars oo (o whic 7o2 member wiuld be e e oo Lessicg pers arakle seraze ar 37 Necerber 2027 I relatas

i the pensior payaole vomir o LK PIan hormg| retwemen: age ©

A Trevalue of uefnec tenel . reflecrs e coange w value aver the Do- oc. less imi alor

Oher allpwances im heu of pens on represent the Lasn ollonarces nag

24 Toual valae 1z "he sare o' the prevaous tac rews and s cisclased e the o gle igure a7 ram unecsnor table

Pension Plans
Andy Bird - Payment in Lieu of Pension
Andy Bird receives a paymertin leu of pensior at 16% of 1's pase salary n lne with the persion provisio= for UK emplaygees o° a similar age

Sally Johnson - The Pearson Pension Plan

Sally 15 ar existing rrernber of the =inal Pay Section of the Pearsan Persior Plan. Her accrual rate s 1/60° of pensiansble salary ver znaum, restr-uied
10 the Plar earmngs cagp (£172.800 per annamir 2021/22) There are nc enkancec aarly retremrent berefiis



Remuneration report for 2021 continued

Directors’ interests in shares and value Executive D reclors are expectec [q retain ther curent guideline (or
of shareholdings* actla shareholding if lower) for two years followirg stepping down as

. T a1 Execurive Director. This guidel ne does not apply to shares
Shareholding guidelines purchased by the Director

CxecJtive Mirertars are exoected 10 build up a substanaal
sharehalding 1in tae company in | ne with the policy of encouraging
wicespread employee skasc ownership and to align the interests of
Executive Directars and sharehalders The current reqairement 15
200%: of base salary for the Chie* Fxecutive and 200% cf base salary
for the Chie’ Financial Officer Shares that count towards these
guidelines include any shares held wnencumbered by an Executive
Director, therr spouse and/ar dependent childeon olus any sharcs
vested bul held pencing reedase unide g shigre plananid gy shidres
Lnvested bat nat subjecr to futLre performance candir ons (an a ner
o tax basis) Execauve Directors kPave five years from their date of
gppointmert to the Board to reach the gudelne. Once the gaideline
has been met, 1is not re-tesied, other than when shares are sold

The sharenolding guidelines do not apply 1o the Chair and hon-
Executive Directors However, a minmurr of 25% of the Cnairs and
Nor-Execuuve Directors’ basic fee 1s paid ir Pearson shares that the
Chair and Norm-Executive Direciors have cormmdted 1o reta n ‘or the
per od of therr directorsnips

Directors' interests
The share interests of rhe Directors ard ther cannected persons are as “ollows

Currert Cordronalsnares Cond onalihares Teal rumoer of
sharehaldra

[oroinar, snares al Guidehre Guidehre
I tadvy 27 Zecdl by s alary’ et
Chair
Sidney Taurel 234,894 - - - - -
Executive Directors
Andy Bird 586,437 1,541,177 - 2127614 300% Yes

n/a

Sally Johnson 20,265 374915 5,740 404,520 200% (see note B)
Non-Executive Directors
Dame Elizabeth Corley 39,206 - - - - -
Sherry Coutu 5,566 - - - - -
Vivienne Cox 9,220 - - - - -
Linda Lorimer 15,435 - - - - -
Michael Lynton 20,820 - - - - -
Graeme Pickethly 9,162 - - - - -
Tim Score 54,593 - - - - -
Lincoln Wallen 13,£90 - - _ _ _

Annette Thomas - - _ _

Mote  Skararrcredts are snown as a7 2t Decernber 2021 Tor Brecrors who stepped dowe 1w2m rhe Board donng the oz SrE IMLETESLE 3re 5T0wN 35 at The date of trer srepping
doswn wenne Cox snd W cracl Lynon s1eopes sown ro the board on 30 Apri 2021 Dame =1 7apeth Zerley steppec dowr rrom ke Board on 3% Decemnner 202°

MNote 2 Ord nary shates inchaae bork oro nasy shares | sted ar (ke Lonzon Stock Excmange 2nc Amencar Depes (am, Rece pis (AZRs) lstec o~ the New Yoo~ Siox cxehargs The fpures
nciLde poir shares ond A403s acsur ec oy rdwiduals Lnder 1he Lorg Tere dnces Live 2lan and any otfer shore olar s - ey might have paruuipated n

Nere 3 Cond nonal sheres suisject 1o perfonm ance mears Lnvesies snares which rema n s byect T perforeance continons and!or performiance inderpins ard coaurmuirg employmert for
apre-denred pecoda Tris includes the _71° awards granted in 2020 and 2027, and, e respec of Angy 3ird, h< Zomvestnrent award

MNGie 4 Cond uoral shares sucect 19 e DlcyMent cnly mears Lnvesies shares whick are s.bject 16 2 holding per od and cont nues errployment Fer Salt, Jonrsos iy indodes share
aweares graniod belare her appo nemen 1o the Boare i May 2020

hgie 3 Sally Johrsor also aolds 2,658 optiors under iz 2earsnn Save For Shares scnems, 2 savings related s-are acquision pregramme open to gll employees These 2re not subject 2o
foture performance cond t ons

Mo 6 Sally [ohrser has five years from the date 07 izr gpponiment as an oxecslive Zrector on 24 Apnl 202010 reach the srarehclung gu celine

Mo T Angy Brd s hrstirar chie of the Ca-mwvestrent plar, £7 2,923 shares yiluthr £ 9987 owigore eqanalont snares) wosioo o0 28 Fabraany 2022, 1akicg mis cond tonal &' are sub et o
employrent anly £3 207 584 srares (arer rhe sales of skares 7o faver an, ~ax hability) ana Jaraimcral snzres s mject 1o performarce 1o 1,138,224 shares The vested Co-rvesimer) s-ares
are subject o a haldirg peqine Jnnl 31 December 2023 and are subject 10 Zorinued emoloymert There have beer no other cnanges n -he interesis of ary Direcior petween: 3° Zezember
2027 ang d March 2022 pe rg the lates prachizable Qate onor o the publicat onof this report
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Chair and Non-Executive Director remuneration®*

The remuneration paic to the Chair and Nor-Executive Directors 11 respect of tne ‘inancial years ended 31 Decermber 2021 ard 31 December 2020 s

as ser out il the fable below

20n 2020

Direcior . _-

000y Totalfees  Taxabie benefits Total ool ‘ees Taxable pe el ty Tonal
Sidney Taurel 500 500 500 16 516
Andy Bird - - 41 - 21
Dame Ehizabeth Corley 111 111 115 1 16
Sherry Couty 92 92 88 2 90
Yiviernne Cox 43 43 129 3 132
Josh Lews - - 28 7 35
Linda Lonimer 100 100 99 g 107
Michasl _ynton 31 eyl 92 3 95
Graeme Pitkathly 93 93 92 1 93
Tim Score 130 130 116 1 117
Lincoln wallen 93 93 92 - 92
Annette 1homas 21 21

Tolal 7 1,215 1,215 1,392 42 1,434
Nois | & meneeier of 25% ettbe Char's ard Nen-Execuone D roiors nusic fee 1s paiz o shares

Nore . Texable ben

heie 3 And, Bird cmed the Pearscr Jagrd 25 2 hor Laecar ve Drecor wie effect from
eruneration ga d 1o him rrespec: of bis kom-myecuihe Drecor role

S Oztoper 2070 The tavle above reflects

NOiE 4 ANne (R Namies [Des the Pearson 3oard o Not-uxerd ve Dragior mit

Cov ard hickacl Lynmon stenperd goves frem tae Boare or 30 Aor [ 2021 1

Mo

Payments to former Directors*

There were NG payments ta former Drrectors in 7071,

Payments for loss of office*

There were No payents for loss of ofice made to or agreed for
MNirectors :n 2027

Service contracts

The terms and condit.ons of aspoinunent of our current Directors
are available for mspectior a: the compary's registered office dunng
normal business hours and at the AGM

18 P1Er [0 7 ave. aCiOmMMcHanon and subsisience experses i ez while atierd ng Boaes meetngs donicg the penod that
compan wo o dre seered by HYRLG oewarsnle none Jk T e arroors Im tetanle above nelode the grossed-up cosl ol LK tax 1o ne paid by

#re pae ar «ombrsec by e
e eamoar, ot oenal’ ofhe Dresors

ay 2020 He vidn aopi~ien Th ot 2xoiuiive D cer anr an Ixecdt s D0Sor o Peatiar on

ror © Dotober 2027 Deme Il canein Torley stepped oowr rom Tk e Boars or 3 Decertpor 20727
Lesas et red tom the Boors st the ACK - Way J020

The Executive Thirectors nave notice periods Ir their service Lonracts
of 12 rrenths from the company and six montks from the Executves
Therr contracts are dated 23 Augus: 2020 (Andy Bird) and 15 ,anuary
2020 (sally johnsor).

Non-ExecJuve Direclors serve Pearson ander letiers of appointment
wrichs are renewed annwzlly and de not have service contracs The
Nor-Execative Directors' ‘'eters o agpointment do not contan
provis on for notice peniods or for compensazonif ke r
aopointments are terminated The Chalr's eppointment may be
termnatec on 12-montrs notice,

Executive Directors’ non-executive directorships

Ne ther of the current Executive Directars, Andy Bird nor Sally
fornson, Fold any notable exterral commmments



Remuneration report for 2021 continued

Historical perfermance and remuneration

Total shareholder return performance

Setoul below s Pearsor's tatal shareholder return (TSE) performance relative ta the FTSE Al-Share index an an anruaai basis over The 10-year peniod

1 January 2072 tc 31 December 2027 This comparison has been ciosen becaose the FTSE All-Share represents the broad market index wiznn which
Pearson shares are traded. TSR s the measure of the returns thal 3 company has prov.ded lar iis shzrenolders, reflecting share price movements anc
asstmirg rerwestment of dividends (source. Datasireamn)

In accorcance with e repariing regulanons, this secicn atso preserts Pearson's TSR performance alongsiae the single figure of total remuneraton
‘or the Chiel Executive over the last 10 years ard a summary of the vanable pay ourcames relative to the prevalling max mum ai rme time

chart removed

[Aarjor e

Rle=laellate} _annkallor Anzy Rird
Chie" Sxari e remmunesatine C o1z 2013 20¢ 0% ERE TIme ve e 2020 oa 2021
Tozal remuneraton
(single figure, £000s) 5330 1,727 1,895 1,263 1,518 1,758 3,094 1,616 855 334 5167
Annual incenuve (% of
maxirnurn) 24% 34% 51% Nil 24% 449 45% Nil Nil N/A 63%
Long-term incentive (%
of maximum} 27% N Nl Nl Nil N A2% 23% NIl N/A N/A

Nore * Taial remuneranon < as reflocied nthe single tatal ligare of rerrureran.ontanle ~ne 2027 Ygare for Ardy 3 rd nzludes the Ul vestng of the firsL rrancne of the coarvesimernt
award

hote 2 AT ugh imcenitive 1s the 3ol arnuslincend ve recerved by the moamben 2w g perientage of mayirur opporurity

etk 3 Lang-ler o centve i Lhe payoul of perlarmancs-relaled sha e awerds where the year shown 5 lhe firalyear of 1ne perforrance pencd for 1ne purpnses of ralrulaing the s rgle
el figure of cer Lheraton

heie 4 The simgle igare ~2munesauor *or 2021 'or Angy BIrg mias been converted asiig & 50 GEF oxcharge rate o' 1 3753 (average Fxerange raie for 2021)
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Comparative information
The fallgwang informmauon 15 intended <o provide addiional context regard ng tne totel remuneration for Directors

Relative percentage change in remuneration of Directors and employees

The following tzble sets out the percentage change 0 base szlary/fees. ailowances anc tenefrs ana annae! mcentves between 2040 ard 2021 1
respect of all Directors of the Comparry during the year corrpared (o the average percertage change for all employees of Pearscn plc, The figures for
all Dirertors a-e walculateo based on rerraneranar received i1 Tae relovant year as set out in the tables on page 20 and page 127 For base salary/
foes, part-year figures bave been annualsed for the porposes of this d sclosure Part-year allowances and berefits Fave nor been anrualsec and nave
been excluded from the table

Whilc the Comm tee rewiews hase nay for the bxecunve Directars relative ta the broader eripioyes popalat on, benefits are driven by local practices,
and elig.bility 15 determined by level and iIndwdual crcumsiances which deo not lend themselves (o companscn.

Percon-agr criange ¢ pay [or Drecors compares IS UTE Average chployee of e Comoat,

2021
Ba;e Allowaﬁces Annual Allowar.cas ’ Azl

salary/fees and benefits Incentives arc bensfiis e entvas
Average employee’ 4% 17% 38% 6% G4
Executive Directors
Andy Birg 0% - - - - -
Sally Jahnson 1% - - - - -
Chair and Non-Executive Directors
Signey Taurel 0% - - 0% 95% -
Darmne Elizeocth Corley’ -3% - - 0% - -
sherry Coutu 5% - - 5% - -
Vivienne Cox 2% - - 1% L) -
Linda Lonimer 1% - - 10 1C2% -
Michael Lyrton 2% - - "% - -
Graeme Pitkethly 1% - - 2% - -
Tim Score 13%* - - 0% -20% -
Lincolr wallen 1% - - 1% -970 -

Annetie Thomas - - - - _ ) -

- Tre average emncloyee percentsge change “or 2070 has poen resloled (0 e ourn @ CONSISTENT teltukal 07 ™I0TI0GM, 30 3 conslat £xchsnge vate bes s

£ yeat gre o result of changes n Corrties (rare ord merroersrin

Cranges r WL toes danng

3o Creass custo T T ST0re TAKINE AT as Semior Insenencer T Direcior 1m Annil 0.
Relative importance of pay spend Chief Executive to employee pay ratio
The Comrmuitree conscers Directors’ remuneration in the context o The tanle below ilustrates the rauc of Chie® Execuive 1o employee
the companys allocanion and disbursermenr of resources to different pay ‘or 2027, usirg the singie total f gure of remunerationr as
stakehplders, We chose adjusted operaung proit because this s 3 disclosed on nage 120 comparec 1o the full-l me ecuvalert total
measure of our ab Ity 1o rermvest in the company We nduce rewarc of errployees wnnse pay 1s ranked at the 257, 507 and 75~
dvidercs because tese constitute an impartart element of our percentiles {gs 1cenufied by the gender pay gap methodology) in the
TeTurn 1o sharenolcers Great Brtan (G8) workforce.
T ceadhe C’”.aﬂéi The -F-;FC\J'WE frdy 3T 0
Al hgures - £ 2021 wa i % e 5C
vear Yerrod percertle perent e
Adjusted cperating
profit 385 313 7am 23% Soor B. Gﬁ”de; pay gap 0 oo ana
. 2 methodology 1501 . .
Dividend per share 20.5p 195¢ e 5% < 8 paciogy ’
. . - Genoer pay gap
har g - - - >

share buybacks Nil ’ 2020 methodology 425 319 195
Total wages B: Gender pay gap
and sa 1,180 1152 28 % R ' “

dlares 18 2% 2019 methadaiogy 659 472 36D

EIES LU The ool
— GB gender pay gan: data from Apil 2027 was Lsec to idenufy the

\ atthe 25° 50 -
The Roarg ras aporsved o £ 250 S ar2 Eavbazk 1 ograrre = employees at the 25 50‘ and 75" percentiles, Data was
Sror iz, 2022 analysed for & number of employees around each guartile figare

sdusied aperairg oals s as setour rine firanc gl

eriEnTS

Vages e ¢ saler es 1m0l uae contnd -+ g operat one onty and rolude D recors Averzgr ¢ ensure 11zt there were no anomalies
arpltyes rLToes * LrL TP opars
Fartner getals sre 5ot oot im Note 5o e P nannat catereris oo pege " 60

— Usngtne gender pay gap data 1o 1derufy the quartle employees
15 co~s dered appronnate as thes 1s 8 good represertanon o' the
relevant employee population at the year ene, and 1s tre mos:
pracuzable methodology given the urning of the disclos sre and
derermination of rerr uneratior ouicomes for the wader wor«iorce

Annual report and accounts 2021 | Pearson plec | 129




Remuneration report for 2021 continued

— Tozal "emunerauon for egch employee, which was calculztec with
reference 10 3% Decenrper 2021, has been compared 1o the Chief
Execunive’s single figure. Last year the Chief Execunve's single
figure was a combinec figure lor Andy Bird 2nd John Fallon,
recognising the change in leadership suning the year. This year's
pay rato has been calculated using Andy Bird's single figure anly
Andy Bird's single ‘igure nas beer converted us ng a USD-GBP
excharge rate of 1.3753 (the everoge excnange rete for 2021)

— For the gquart le employees, (olzl rermuneraton nas been
caleulsled or a siTiar besis wo the Crief Execuuve’s single hglre
Base salary, pension and beneflits are based on {ull year figures
taken from payrok. Anrual bar us figures are based on the
relevant manager recommendations anc relale Lo perforrrance
2621 honie of the employees at the 25, 50" ar 757 percentle
had share awards vesting in 2021

— Toalremunerator igures for the 25%, 507 a~d 75" percentile
employees ave as follows: £34,£20, £3%.025 and £5841%3 The
respective base salanes are: £47,500, £33150 and 1 48,717

— Asign ficant proportior of the Chief Execctive's pay 1s inked to
performance and, .nrespect of the LTIP and co-irvestmen: award,
share vrice performance Thercfore, the Chief kxecative's pay cen
vary s gnificantly ycar-on-year nased on company performance
The rcrease n this year's pay ranc reflecrs a payout uncer rhe
AP (63% of maximum) ann the vesting of e first rranche of tne
co-nvestment award, which was granted 1o Andy Bird 10 support
fis recrutment This reflects the sirong strategic, operatonal and
‘inancial progress of the business ouring 2027, In comparison,
last year's single f.oure for tne Chiel Execul ve comprisec fixes
pay only. There was no payodt for Exccutive Directors urder
eitber the AlF ar the LTIF last year, reflecting the unforeseen
impact of COVID-12 on rhe business during 2020

— The campany considers the median pay ratto cans stent witk the
O panys wider policies on emnployee pay, reward arc
progression The Cernmitlee remans [ocused on ensuring that
rermunersuon arrangements ir place for the broader employcc
poodlalion are corsistent with the need (o atract ard retain the
right 1aient for the company’s dig tal futre

Dilution and use of equity

Pearson can use exisling shares bought .0 the market, treasury
shares ar newly issued shares to satisfy awards under the company’s
varous share plans. For restricted stock awards under the LTIP, the
company would normally exnecr (o use mar<et purchased shares
There are umits on the amolni of NoW-ISsUC eqQU Ly we CED JsC. In
ary raling 10-year perog, no more than 10% of Pearson equty wil
be1ssued. o~ be capanle of being issued, under all Pearson’s share
plans, and no more than 5% of Pearson equity will be 1ssued, or be
capabie of oeing issuec, Lnder Execulive or discretionary plans The
headroorn avalable for all Pearsor plans, Executive or discrenonary,
ard shares held in trustis as follows

Headroom ) 2021

All Pearson plans 7.8%
Executive or discretionary plans 4.7%
Shares heid in trust 4.8%
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The Remuneration Committee in 2021

Rche - Name Title

Chair (from Sherry Coury Indepencent

1 Seprember 2077) Nan-Fxec:tive
Direrrars

Chair (o Came Elizabetk
1 Seprermber 2021)  Corley (unal
37 Decernper 2021)
Tire Score
Sicney Taurel Chair of the Boarg
Inzernal artendees  Andy Bird Chief Executive
Sally johnson Chief Finznoial Officer

Chief Human
Resources Dfficer

Anne Vikstrom
Persson (unui
Jung 2021

Paul Crristian Senior Vice

Presidenit Reward
Graeme Baldwin Company Secretary

External adv sers Deiortte LLP

~Nowe T - Sdne, Taurel waes 2 mernes o the Tomm Lee rrosghoal 2000 45
perreied Lnde the JK Corporate Geverqarce Code

Advisers to the Remuneration Committee

Duning 20217, the Remuneration Comm iee recerver adwice from
inaependent Remuneratior Committee advisers, Delotre LLP
Delonte LLP were appointes by the Canmrmittee in July 20" 7 following
atender process The Commettee also recewed legal advice from
Fresefelds 3ruckhaus Deringer L_Pn the course of the year.

Delone L P sunphed the Committee with adv ce on currert market
rrends and developmenrts, incentve plan design and targel seting,
Investor engagement and olher general ExecdTive rermunarstian
matlers Inrespect of tneir services 1o the Cormmittee durning 2027,
Deloitte LLP were paia fees, which were charged on a tme spent
basis, o £ 09,400 During the yvear, separate teams within Deloille
LLP also provided Pearscn plo with certzin tax and other adwsory
and consultaroy services

Delonte LLP are founding merrbers of the Remruneration
Corsdltants Group 21d adhere to s Code of Canduct

The Camm tiee remains satsfied that the adwce provided by Deloitte
LLP was objecuve and independen:, and that the provision of other
Services IN No way campromisec their ndependence It is the view of
the Committee that the Neloimte LLP engagement partner and tearm
that prowide remdaneration adwvice to the Commiitee do not have
connecnions with Pearson or 1ts Directors that may impair ther
independence. The Committee reviewed the potential for corficts of
interest and judged that there were appropriate saleguards agairst
such conflicts

Terms of reference

The Committee's full charter and terms of reference are avallable an
the Governance pzge of the comopany's website A summary of the
Committee's responsitilinies s set out below

The terms of reference reflect the provisions of tne 2018 Coce.



Committee responsibilities

Determine and review policy

Determ ne and regularly review the remunerat on palicies for the
Executive Directors, the presidents and other members of Pearson's
Executive Managerment (who repor: directly ta the Chief Executive),
These palicies ndude base salary, annual and long-term incentives,
pension arrgngerments, any other bencfits, and terrminaton of
employment When setting remuneratior policy, the Cormmittee also
t3kes INT0 aCCount remureraton practices and related palicies for
the wider workforce

Shareholder engagement

Fnsure the company maimtains an spproprate level of engagermen:
with its shareholders and snarehaider representatve bodies in
relation (o the rernLneration policy anc its Imolernentation

Review and approve implementation

Regulerly review the mplementation and operation of the
remureration policy and approve the mdmdual remuneration and
benefits packages of Frecutve Managemert,

Approve performance-related plans

Approve the design of, zrd determime wargets for, any perfarmarce-
reiated pay plans operated by the Group “ar the Pearson Executive
Managemert team and approve the total payments o be made
Lnder such plars.

Set termination arrangements

Adwse and decde or general and specfic remuneraticn
arrangements in connecusn with the Lerminavon of employment of
Executve Management

Determine Chair's remuneration

Delegale respensibility for determining the remunerator and
benefits package of tre Char of the Board

Appoint remuneration consultants

Appoint and set the terms of engagerent for ary remunerat on
consulianis who advise the Commeltee, and maornior the cost of suck
advice

Talent, retention and gender pay gap

Review spoates fram managemen. on talent, retentan and gerder
pay gap.

Woarkforce remuneration

Rave oversight of wardfarce “emunerauor. pohoes and pract ce “cr
the wider organisauon

Remuneration Committee meeting focus during 2021
During the year the Comrmuttee urdertook the following actwinies

— Rewewed anc approvec 2020 annual 3nd fong-terrr. nerformance
znd payouls 1o Fxecalive 2irectors and sermor management,

— Revewed arc aoproved ircentive a-rargemenis for the company
zrd how this wall zpplv to Execulive Direciors anc semor
mianagement for 2021

— Engaged extens vely with sharenolders following the 2020 EGM
ard 2021 AGM results, 1o furner uncerstand the views of
shareholders and now Pearson car engage constructvely with s
shareholders and advsors go ng forward. Conunued monronng of
shareholder wews thraughoLt the year

— Approved rerranerglion arrangements for & number of new
EppoIntmerts 1o tne ExecJiive Comritiee

— Rewewed anc considered 2l feedbac recewed fram sharehader
engagement exercises as part of Commetrtee’s discassions ang
conz dered ongoing shareholder engagement siraiegy

— Receowved updates on the financ &l performance of the ousiness
3nc progress against stralegic measures, Noted and “eviewed the
sratus ofinight incentves

— Recewed upcates on pay and condmions acress the company as g
whole ard took these rta account wher deterrmning Cxecutive
rerunerat on

— Noteo updates or corporate governance, Incluairg a review of the
2027 AGM rerrunerabion reporung season

— Rewiewed the company’s gender pay gap aisciasures and noted
the aiions beng taken 10 aodress the gap

— Notea the activity of the Standirg Commtzee of te Board in
relaton o the operation of the company's equiy-based reward
programenes and roted the company's use of equity far employee
share plans

Committee evaluation

Arrually, Tie Committee reviews 1ts performance, Lonstitation and
charier and terms of re‘erence to ensure it 1s operaung at raximurr
gftectiveness and recomencs any charges .1 considers necessary (o
the Boarc for approval. Overaly, following its revisw n 2027, 11 was
considered that 1he Commitlee 1s operating effectvely wath strong
processes in place and a high guahty of discission The review
recognised the Commitiee’s consideratle efforts dunng 2021,
Incldd ng its contr bution towards ongong sharehalder ergagerment
and trensition of Remunerauon Commitee Chair durng the year

ir 2022, the Corrrutiee wil have sigmicant focus on the tngnnial
renewal of the Remruneration Palicy at the 2023 AGW T1e Committee
will also continue te cnsure remune-at on arrgngements for semior
meanagemert and tre wider workforce support the attraczion of key
talent as well as e delivery of the compary’s strategy. The
Commitlee remains vigllart in 2s5essirg the extent 1o wiick 115
activities sUnD0OM anc enable progress in the company.

Voting on remuneration resolutions

The follawir g table surmmartses the detals of votes cast in respect of
the rermuneraucn resolut ons,

Lates

wrikhald
Annuat repart on
Remunerauon (2021
AGM) &2 75% 37.25% 181 301
2020 Remuneratan
Policy {2020 AGM) 95,12% 4 88% 218,641
Armendment (o 2020
Remuneration Pokcy
(2020 GM) 67.22% 32.78% 370.074

The (lrectors remuneration report has been aporoved oy the Board
on & March 2022 and signed on its behalf by:

Stieny (Poutu

Sherry Coutu CBE

Chair of Remuneration Committee



Additional disclosures

Pages 73-136 of this docurent compnise the Directors report for te
year enced 31 December 2021

Set out below 1s other statutory end regulztory information that
Pearson is reguired Lo distlose in its Directors' report

Going concern

The Direcrors have maae an assessment of the Group's abity 10
conunue as a going concern end cons der 1L approprizle to scopl the
going concern basis of accoantng

Viability statement

AS seT 04t or page 69, the board has rewewed tne prospects of
Pearson over the flve-year penod to December 7026 The bogro
aralysed a vanety of downside scenanos, ncuding a 'Severc but
plaasibie’ scenarno where the Group 1s mpacted by all prinapal ris«<s
fror 2022, as well as roverse stress testing 16 identify woat woulc be
required 1o either breacn covenants or rur out of loudity, The
‘Severe hut plausible’ scenario modeiled an impact from nisks which
N aggregale were significartly greater than those seen r 2021
canlinwing Lhroughout tne five-year pericd

Cven Lnder a severe dowrside case, the Group waald maimtan
rorrfortable lgwory headroom and sufficiert headroom against
coverant reqJirements curing the period unaer assessmert, ever
before modelling the miuigaung effect of acr ons that the
Manzgement woJis take in the event that these downside rsks were
to crystallise The dowrside scenanios assume that revohang credit
‘aciliz es will be availanle througncur the period e 31 Decernber
2026

Share capital

Metalls of share issLes and cancellatons are gver n note 27 to the
financial staterments an page 201 The company has a single class of
shares which s draded inta ardinary snares of 25p eacn The
ordinary shares are in registered form. As at 31 Decermber 2021,
756,801,964 ordinary shares were in issue, AT the AGM neld on

20 Apnl 2027, the cerpany was 2uthonsed, subject to certain
candimons, W acquire up ta 75,373,162 ordirary shares by market
purcnase and o 1ssUc up te 502,48/, /53 ordirary sFares
Skarenolders will be asked to renew this zathority at the AGM on
29 Apnl 2022

Share buyback

On 25 February 2022, the company announcec 1ts intention 1o
commence a £350m share buyback programme Tre programme wil
commence Ir 2022, It1s currently enucipalec that the reparchased
shares will be cancelled and the nominal value of the shares will be
transferred 1o the capitzl redemption reserve

In 2020, approximately 30m shares were bought back and cancelled
ara cost of £176m The nominal value of these skares, L7m was
transferred ta the captal redemption reserve.

The Board beleves that the companys strategic prioriues, combines
with the disaplined approach to capital allocation, will enable
Pearson to create sustainable, long-term value for every stakeholder

We have set out clear capitel allocation preorit es as follows:

— Mamtaining 2 strorg batance sheet and solid investment-grade
credit ratings through an appropniate capital structure

— Investing n the business (o deive organ-t growth

— Afocuseo and disaphined approacn To valJe enhancing
acgursitions

— Delvening shareholder returns through z sustainable and
progressive dividend policy

— Returning surplus cash to shareholders where appropriate
through buybacks or specal divdends
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Major shareholders

Informaton proviced to the comrpany pursuant Lo the Financial
Conduct Authority's Disclcsure Guidance ard Transparency Rules
(OTR) 15 published or 3 Regllatory Information Service anc on the
compary’s wensite

As at 31 December 2027, the company nad been not ‘led uncer DTR
5 of the *olloweng holders of significant voting rights i 1is shares.

Npmiber Pe':en(age 2% al

aontir g rghts dae of not estion

Lindsell Train Limized 75,608,454 9.99%

Schroders plg 75127663 5.08%
Sichester International

Investars LLP 75,051,050 5.97%

BlackRock, Inc ¢ 52,766.197 7 00%

Cowian Capital I GP Limited 40,673.241 5.40%

Ameriprise Financial, Inc,
and 1ts group
Libyan Investment Authority:

41,236375 5.02%
24,431,000 3.01%

Includes 22,725 (0C3AW goalilpng "rancal nararesiao whienvol mgr gnus are
dtiacred

telages 14,585,377 {1 3% cualtimg Trarc alimsramens (o owruch voong nemis
arz grec-ed

~J

3 Basedcr nobf cabisn e tie cominaty daeg 7] 0 e 2010 'We Fave oeen nictec of
na Cr ange 10 Ths nolong sir e thar date Assers belong ng to, ar ovres, held
coralled on & Senrermines 2077 €, Tne Byt vestment AuLnorr
DUtz de Libyes o that date, are ‘rezen raccorcar e & th The Linys (3arnons: (B
Exly Regulation s 203270

Belween 31 December 2021 and 7 March 2022, be ng tne latest
practicavle date before the publicenon of this report. the corpany
received ‘urther ratifications uncer BTR 5, with the rrost recent
posincns being as follows

!\u”ﬂDPT ) Percentage ss a-l

clhvgt g nghts date ol ot heaner

Lindsell Train Limited 36,743,604 <5%
Cevian Capital Il GP Limied 771803275 10.19%

Annual General Meeting

The riatice corvening the AGM, to be helc at 103037 on Friday.
29 Aonl 2022 5t IET Londor, 2 Savey Place, Loncon WCZR 0Bl 15
conared in a circular ta sharenolders to pe dated 24 March 2022

Registered auditors

In accordance with secnon 489 of the Companies Act 2006 {the Act),
a resglution proposing the anpointment of Erns: & Young LLP as
auditors to the company will be proposed at the AGM, a7 a level of
remuneration to be agreed by the Audit Commitiee.

Amendment to Articles of Association

Ary amrercments to the Articles of Associsiton of the company (the
Articles) may be made in accordarce with the provisions of the Act by
way of a sbeusl resolution

Rights attaching to shares

The rights attaching to the ordinary shares are definec in the Arucles,
A shareholcer whose name appears on tne company’s register of
members can choose whelher tus/her shares are evidenced by snare
certficates (i e in certificated form) o held elecirorically (1 e
Jncertificatec formy in CREST {the electronic settiernent system in
the UK).



Subject to any restricuors below, sharcholders “ray attend any
generzl meeting o' Lhe company ang. on ¢ shaw of hards, every
sharcholder (or his/her representative} who 1s prosent at a general
meeng has one vole on each resaluticn and. on 3 poll, every
sharebalder (whetner ars indradual ar & corporation) presert in
persor or by proxy shell have one vote for every 25p of nomrinal
share capital held A resoluuon put 1a the vole at a general meeting
hele partly by means of eleciromc faohiy or fachties snal' urless the
cnair of the meerng determires that it shail be decided on a show of
hands, be deaded on a poll Subyect ta this, at any general moctng, @
resolution put 1o the vote 2t the meeong shzall be decided on & show
of Ranas, unless be‘are, or a1 the dedarauon of tre result of, a vore
an a show of nanas a pollis demanded A poll car ne demanded by
the Charr of the meeting or by at least tnree sharehiglders tor ther
repre=Ccntalives) presentin person and havirg the night tovate. ar oy
any sharetolders (or thelr representatives) gresent 1 persan naving
at lpast 10% of the total voring nghis of all shareholders, or by any
shiaretalders (or their representatives) prosent i perser nolding
arainary shares on which an gggregate sum has peer. pai; up of at
least " 0% of e total stmpa d uo on all ardinary shares At this
year's AGM, vourg wil agam be corauctes on a pall. consistent with
best practice

Sharenclders can aeciare a final cwvidend oy passing ar ordinary
resglunion pJithe amourt of the dvidene cannot exceed the
amount recorrmended oy the Board. The Beard can pay interim
driderds or any dass of shares of the arrounts and or the dates
and ‘or the periods they decioe. In all cases, the disinbutable profis
o' the company must be sufficient 1o Justify the payrrent of the
relevart civdend

The Board may. fauthonsed by an ord.nary resolution of the
sharelolders, offer ary sharcholder the nght to elect to recewe new
ordinary shares, which will be credied as fully pa'd, msteac of the r
cash cradend

Any dvidena whioh has not been clarned for 8 years atter i became
due for payment will be forfelied and will ihen belorg o the
company, uniess tne Directars decide otherw se

If tne compaiy 1s wolLngd up, the Iquidatos can, with the sancncn of a
spec al resoluuor passed by the shareholders, d wide among the
sharetolders in spezie all or any pat of 1he 455218 of te cor pany
and can value zssets ang determine how the division shall be carmec
oLt as between the snareholaers or different classes of
sharefaolders

The iguicator can also, witn [ne sarre sarc.on, trans’er the whote or
any part of the assels o trustees upon sL.0n irJsts for the benetit of
the shiarenoiders.

Voting at general meetings

Any form of proxy sent oy the sharehalders e the company I
relation to gny gereral meeting must be defliveren o the company
(w1315 r2pSlrars), whelher in wrtten of glectronic form. mat less than
48 hours before the uTe appointed for holding the reening or
agjodrned meeting at waich the persor named ntne apponiment
Proposes 1o vole

The Board rnay decice that a shareholder s rot ent ded 1o artend or
voie either personally ar by proxy at 8 gencral meenng or [0 exercise
ary other nghs conferres by being a sharenolder frhey or ary
persan with an 'nrerest in shares Fas been sens a rrotce unoer
section 793 of the Acl{wb ch carfers upon puchc companies Tre
power 10 require informat.cn with respect ta interests = their voting
shares) and they ar eny interesied pe~son farled to supply the
company with the iInformzauon requested witnin 1< days after delvery
of that notice

The Board may sls0 deade, where the resevant shareholdirg
comprises 21 least 0.25% of 2ne nom nal value of the 1ssues shares of
that dass, that no dividend Is payable In respect of those default
skares snd that no trarsfer of any gefault snares skall be registoreg
unless the skarenolder s not hirrselfl ir default s regards supplying
the information requested and the tansfer. when preseated for
registrzuon 's accompanied by a certficate from the shareholder in
such form as the Beard of O recrors may recunre 1o the e*fecr that
sfter gue and careful inquiry, the snareholder is sausfiec that ne
person i default is wrerested in any of tne ardimary shares which are
being transferred, or the transfer is ar. approved trarsfer as gefined
ir the Articles, o the regstration of the transfer is requirec by the
Unceruficaied Secunties Regulations 2007

Pearson operates an emyloyee bencfir trust 1o hold shares, pencing
employees becoming enutled 1o therr urder the comoany's
employee share plans. There were 1,733,072 shares held as ar

31 Jecember 021 The trust Mas an indepencent trustee which bas
full discretion in relation to the voung of such shares A cridend

wa ver gperates or the shares neld in the trost

Pearson aise operates nominee sharenclding arrangements win ch
hold shares on hehal” of employees As at 31 Oecember 2021, there
were 2,512 320 shares Feld in the Sharestore account sormin stered
by Equinit Limited (Equ i Uy, The benefical owrers of shares heldn
Sharestare ate Iny (ed to submit voting nstructions online at wwwy
skaresew co Uk 17 NG NStrucLONS are gwen by the benefoal gwner
by the date speciied, the trustees Folding these shares will not
CXOreIse the voung nights

The Company's sharg scheme admirist-aupn wss ransferred from
townit o Computershare Investor Seraces plc {Combutershare) on
37 Decerrber 2020 As part of the ransfer, tag closare of tre Glopa
Neminees accaunt administered by Cqu nivwas initeted As at

31 2ecember 2021, 839 shares were -omain ng i the Globa)
Norninees account

As g1 3% Decemnber 2021, \here were 2,513,857 shares held - the
Computersha~e Share Plan Account [SPAL whichis administeres by
Cornputersnare, Benefic al holders of shares heid in the
Computershare Share Plan Account (SPA) are irvited to submi vating
INsErucuons onhing at wwweauateplys.com If no irstructions are
given by the benefical owner by the date speaified, the rominee
holging these shares will not exerdise the voung r ghts

Transfer of shares

The Board may refuse 1o register a trarsfer of a certifcated share
which 1s not fully paid, prowced that the refusal coes not prevent
dealings in shares 1n the compeny from taking plece on an open and
proper basis The Board may also refuse 1o register a transfer of a
ceruficatea snarc unless. (1) the nstrument of trarsfer s lodgec, duly
starped (1f stampabile) or auly certiled or otherwise shown 1o the
sausfacuon cf the Board 1o be exernpt rom sramp duty. at the
regisiered office cf the company or any other place decided by the
Board, and 15 arcomnaniec by the cetificate tor tne share o whicr t
relates and such other evicence as the Board may regsorably

regu re g shiow the r ght of the transferor <o make the ranstern, (01
1510 respect of orly one <iass of shares: and (0 0is i faveur of rot
rmore then four transferees

Trans’ers of uncertficated shares must be carmec ot Jsing CREST
and the Boars carretase o register g trans’er of an unceraficared
srarein gccorgance wn the regulauons goverring lhe gperadion
af CREST
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Additional disclosures continued

Variation of rights

If at any urme the cap tal of the comoany s dwided 1mte different
clesses of shares, the specal rights attacking to any class rray oc
var ed or revoked either

— () wath the written consert of the holders of at least 75% 1n
nomina! value of the issued shares of the relevanr class or

— {(nwith the sanction of a spenal resolution passed ar a separate
generel meeting ¢f the nalders of the shares of the ~clevant class.

Without pre udice Lo ary special r ghis previously conferred on the
holders of any existng shares ar cass of shares, any share may be
issued witn sk preferred, deferrec or other special nghis, or such
restr cions, whether ir regard Lo divdend, vourg, returs of capial or
otherwise as the company may from time to tme by ordinary
resalution dete'mine.

Appointment and replacement of Directors
The Artcles contain the following provisions in relaucn to Direczors

Mirectors shall be no less than two e number Direclors may be
appainted oy the comoany by ordinary resolution or by the Board

A Directar appoihted by the Boaro shall nold office only until the next
AGM and shall then be eligime for re-appoimtment The Board may
from nme o time appoint one or more Directors to hold Execanve
o*fice with the company for such perod (subject to the provisions of
the Acty and uper such ierms as the Board may decide and may
revo<e of termMinzte any appantment so made

Thne Articles provide that, at every AGM of the company, every
Director shall retire from offire anc, dnless not willing to aci. be
el-gible for re-appointment

1Y a Director s not re-appainted, they skall, subject 1o ke Ari cles,
retarn office until the meeting appoints sameone 0 therr plece, or, i
It cues not go s, Jnul the end o the meeting, o+ fthe meeting 's
adjourrned, t1e end of the adipurred meeung, Where a Director has
been appointed after rotice of the annaal general mectng has been
given, that Director shali retire at the rext arnual general meet ng o°
which natice s first gven after his or ner appointment as Director.

Ifthere s arinsufficent numter of appo nied or re-appointec
Directors at any of the comparys annual peneral meetings thus
rendering the Board inguorare. all Directors shall be automatically
re-appointec only for the purposes of fill ng vacancies and conven.ng
generzl meelings of the company and .o perform sach duties as are
sppropriate (o mantais: the company as 2 gomg concern and o
enable it to comply vath iLs legal and regulatory onligauons. The
Direclars are regiired o convene s further genersl meeting of the
Larnpany as suon 8s regsonably pracieable to allcw new Jirectors to
be appo nted, and such Directors who were not appointed at the
original general meeting shall subsequently retire

The company may by ord nary resolution remave any Director before
the expirat on of their term of office. In addinon, the Board may
termimate an egreemcent or arrergement with any Director for the
provizion of their services to the company.

Powers of the Directors

Subjectto the Artcles, the Act and any direcoons g ven by special
resolution. the business of the company will be managed by the
Board who may exercise gll the powers of the company, Including
powers relating ta the 1ssue and/or ouy ng back of shares by the
company (subject to authomisation, and any statuzary restricuons or
restrictions imposed by shareholders in 3 general meeung).
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Directors' indemnities

A oualifying tnrd-party Indemniy (QT71), as permittec by the Arucles
and sections 232 are 234 of the Act, has been granted iy the
compary to each of s Directors. Jncer the provisions of tne QTP,
the company undertakes to indermnify eack Direcior aga nst haoility
o thind parties {oxcluomng cnimimal and regulatory penzlties) anc to
pay Direclors’ costs as iIncurred, providec that they are rembursed Lo
the campany If the Director 15 found glilty, the court refuses to grant
the relief sought er, in &n action brought by the campany, judgement
5 given aga nst the Director The indemrity has been i force for the
fnancal year ended 31 Decembe- 2027 and 1s currently n force. The
compery Nas purcnased anc mairiains Direclors’ arc Officers
HisJTNCE COVET agdlnsT certain legal habihoies and costs ‘or deims in
connection with any act or omission by suck Directors and Officers ir
the execis: on of therr & Jues.

Significant agreements

The following significant agreeTents Contain provisicns entiting the
(OUHIGI’DBTUCS [0 CXErose rermmnztor o armear r\ghrs n e event of
a change of cantrol of the company

AL 21 Decermper 2021 ke Group's printipal bank faolity, the
$1,790m revalving cred tfaality agreemens, zllowed that Jpon a
rhange of control of the company, 27y partcipating nank may
require I1s ourstanding advances, tcgether wir accruec irlerest and
any other amounts payable in respect of such faciliy, and ity
commitments, 1o be cancelled, eatn wihin 60 days of notficaton 1o
the banks by the agen: The faciity was undrawn at year ero [he
groups outstanding Fixea Rate Notes (See note 18 Barrowings for
more irformation) also contain a nrowsion requinrg that, nthe
event of a change of control which leacs to e downgrade n credit
raurg below Baz3 (Moody’s) or BBE- (Fitcn Rai ngs). the company 15
regu red ro make an offer to nvestors ta repurchase outstand ng
instruments 21 par plas accrued merest, which irvestors are not
obliged 1o accept For these purposes, a ‘change of control occurs if
the company becomes & subs diary of ary other compary, or one or
more persons acting either indidually or i concert ootains control
{zs defined in section 1124 of the Carporatior Tax Act 2070} of

the comparny,

Shares accuired through the company's employee share plans rank
par passu wirh shares inissue and have no speca rights. For legal
and practical reasans, the rules of these plans set oLt the
consequences of a cnange of control of the company

Other statutory information

Otner mformation that 1s requiced by the Act anc by the Large and
Medium-sizeo Companies and Groups (Accounts and Reports)
Regulations 2008 (as amended) to be ircluded in the Directors’
repert and which s incorporated by reference, wan be located as
follows:

Summary disclosures index - Seemore
Daioend recommendation Page 59
Finzncial instruments and financial risk Page 188
managemnert

Impaortant events s.nce year end Page 5%
Future development of tne business Page 12
Research and developmen: activities Page 46
Crmployment of disabled persons Page 4%
Employee involverment Page 458
Greenhouse gas eTissions and energy Page 53
consumption data

Statement describirg employee engagement Page 17
Staterent descrbirg regard to supplers, Page 19

custamers 2nd other stakeholders interests




with the excention of the dhwideno waiver described o page 13
tnere is no information 10 be qisclosen 1 sccordance wit Lstin
Ruie 9.82.4

2
o
=3

hNe politcal donations or contribanons were made of expend-tre
Mcurred py the Company or 1S sJosidhanes aurnng ihe year

Dur distlosures are consisient wih the recammendations of the
Task Force on Climate-elated Fingncig! Disclesures (TCFDY and are
set ot on pages 70-72.

Fair, balanced and understandable reporting and
disclosure of information

As requirec by the Code. we have established arrangements to
ensure that allinformanan we repart Lo investors and regulators 1s
fair, halanced and ungersiandable. A process ans umetatie ‘or the
produchicn and approva of thes year's report was agreed by the
Boarc atits meeung in Decernber 2021 The full Board then had the
OPPOrtarTy IC Tevigw 3N COMMEeNnt on the report as t pragressed.

The Audr Committee s 250 avaliaoie 1o adwise the Board on cestam
aspects of the report, 1o enable the Directers to full | therr
responsinil ty i this regara, The Directars cansider that the arn g’
report ang aLCounts, tsken as & whole, i= "3 r baances ard
undersrandaile ard provides the imformanon necessary for
shareholders (o assess the Lompany's posrian. serformance,
business model a~d strategy,

Represertatives from minarcia Reparting, Corpoarate Affairs,
Company Seccta<izl, _egal, Irterral Audit, Compliarce and Risk, ard
Reward are mvolved i the preparation ard review of the anrual
repoT. o ensare a cotesive and baianced appraach snd, as wath adl
of our Arancsl report.ng & thorough verificabor of narratve anc
firancia: statements s conduced. We also have procedures in p ace
Lo ensire the umely releass of ins de irformanon, through our
Warket [ sclostre Committae,

The Directors alsa corfirr that, for each Director in ofce at the cate

of this ~eport’

— sofar as the Direcionis aware, 1here s no releyvant audit
INFarmanor 0 wkich the Grous and company's auditors are
Argware

— they nave Taxer gl e stegs that ey cugntto have taken as
Directors roroer [o make therrsealves aware oF any relevant sucit
riormat o7 and 10 establ sk that tne Grouz anc the company's
3Jaiors are aware of that Iformanor,

Directors in office

The follcwing Direc

s were i office during the year

ASird M M LynTor
- resigned on 30 Apnil 2027
EPL Corley G D Pxethly
-resigrec or 31 December 2021
5. Couty T Score
v Cox S Taure
-retred ar 35 Apn 2527
RS MJO”T’TSGF‘\- s C "homas

Mo
v

- &ppe.nteg or 1 Octozer 20

L K Lormigs L & wailen

“he Directors report as been approved by tne Boarc o 8 March
2027 and sigred on s behal by

7%@1—&&
Graeme Baldwin

Company Secretary
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Statement of Directors’ responsibilities in respect of the

financial statements

Statement of Directors’ responsibilities

The Directors are responsible for preparing the a~nual "eport and
accounts and the f nancial statemenis in accordance with aop icable
iaw ano regulatien

Compary law requires the irectars 1o prepare financ al staterme-rs
for each firancial ycar Under that law, the D rectors have prepared
the Groug end cam pany financial statements i accordance with
UK-adoptes international accountng standards. 1 prepanng e
Group and company fnanc al statements, the Dorectors Nave also
elected 10 comiply wath Interravgnal hirandial Reporting Stancards
1s5ued by the International Accourtng Standards Board (FRSs cs
issued by [A50)

Under company law, the Directors must not approve the finaragl
statements unless tney are satisfied that they give a true and fa-r vew
o’ the state of affairs of the Group and company enc of the pro®r or
loss of the Group for that petiod. In p-epar ng the financ.al
stateents, the Directors are required to:

— select sutabie accourting polinies and then agply them
consistently

— state whether applicable JK-adoptec internationa accournting
standards and IFRSs issued by JASB have beer lollowed, sut ect
o any mater.al aepartures disclosed and explaned in the
firancia’ statements

— mMake udgerments 319 aLcoLnirg estimates that are ressonanlc
and pruget

— prepare the financal statements o1 the going concern basis
anless itis Manoroprate o presurre that the Group and
company will conurde i business

The Diestars are responsible for safeguarding the assets of the
Group end company and hence T Laking reascnabie steos for the
prevent on and detecuion of fraud and other irregulanties

The Directars are respons:ble for keeping adequate accounung
recards that are suticent to show and explain the Group and
company's transaciiors, and eisclose with reasonanle accuracy al
ary nme the fnancal posinon of the Greup and company 2ne enable
them to ensure that the financal stazerments and the Directors’
TEMUneraton resort cormply with the Companies Act 2006

The Directors are responsible for the mamtenance and integrty of
the company’s website. Legislanon in the Jnited Kingdom governing
the preparat-on and dissern natior of finanaar statemenss may oiffer
from teg slaticn in ather jursdictions

2gs
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Directors’' confirmations

Each of the Dhrectors, whose names and functions are sted -n the
Governance report, confirms that, ta the best of ther knowleage

— e Group and compery iranaal staternents, wnich have boer
prepared in accordance with UK adopted internaticnal
accountng standarcs ang IFRSs iss.ed by 1ASR, give a true and
fair v ew of the assels, habiities and firanaal posit-on of the
Group and compary, and of the profit of the Graup

- hestrategi repartinclades a far review of the deve cpmient and
perforrmance of the business and tie posmior of the Groap and
company, together with 2 gescription of the orincipal fs«<s and
untertaimues that o faces

This resporsitility statement has beer approved by the Soa ¢ on
& March 2022 and signed onorts benal® by

Sl

Sally Johnson
Chief Financial Officer
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Independent auditors’ report to the members of Pearson plc

Report on the audit of the Financial
Statements
Opinion

Irour opireon, Pearson plo's consehdarec ananual statements 2nd
compzny inancial statements (the "firancal staterments”).

— give 8 wrue and fair wew of the state of the Group's and company's
affarrs a: 37 December 2027 and a” the GroJp's profit and the
Groun's and company’s cash flows lor the year 1nen ended;

— have beer properly prepared in accordance wth UK-adopred
nternantioral scCounting stanaards; and

— have beer prepared in accordance w th tne requirements of the
Comnanies Acr 2006

We nave gudited the financ al stetements, included within the Annugl
Report and Accaunts {the “Annual Report”), which comprise. the
consolidatec and comnany halance sheets ar 31 Cecerrner 2021,
Llhe consolidated Income slatemen: énd corsolicalec statement af
comprehensive mcome, the consoldated and company rash flow
staternerts and the consalicated anc company statements of
changes ir equity for the year tnen ended; and the notes 1o the
financiz’ staternents, which inclode s descnpnon of the significant
accounuing poliies

Our opirion 1s consistent wath our reporurg to the Audi Comm itee.

Basis for opinion

We conducled Jar aucin in accordance with Internatior al Standar ds
o Aumsting (UK) (154s {UJK)) and applhicable law Qur responsibilimes
Lnder 1SAs (UK} are further described in the auditors resporsibilities
Tor the audn of ithe inanoal s.aterents secuor: of aur report. We
pelieve tat the audit eviderce we have chtained s sufficert and
appropriate 1o provide 3 basis for our ooinicn.

Independence

We remained indepencgent of the Group in accordance with the
ethical regdirements that are relevant to our aadit of the firancial
staternents in the UK which mclude the FRC's Etrical Standare, as
applcable to histed public interest entinies and we have fulfilied our
other ethicel respons billtes i accordance with these requirements

To the best of our <nowleoge and belief, we declare that non-audi
services pronibited iy the FRCS Sthical Standard were not provided
to the Group.

Other than those disclosed in rote £ 1o the conselidated financial
staternerts, we have prowdec no nor-audit services to the company
or its controlled urdertakirgs in the penod under audt,

Our audit approach

Overview
Audit scope

— W conductes oJr Group audit wor<Iin twa <ey 1ernones, being
the UK and US Trisircluded full scope audits at three report ng
corrponents and spedfied aud 1 procedures at a further seven
carrponents. We identifiec ore shared service cenire where audrt
procedur-es were performed over shared servce furctions far
transaction processing. The erntories where we conducted audit
procedures, together with work performed at corporate functions
and at the Group level, accounted for approximately: 70% of the
Group's revenue, 73% of the Group's statutory profit oefore tax,
and 72% of the Grouo's adjusted profit before tax

— For the purposes of the company audit, we performeg a full
scape zadit ir the UK of 51l material financ al statemert I ne items
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Key audit matters

— Carrying valie of goodwill {Grown)

— Property impairment (Group)

— Arquisitions and disposals [(Group)

— US Student Assessment revenus recogniion (Group)

— Carrying value of nvestments in subsid aries (company)

Materiality

— Ove-all Group matenalty £18 5 mill on (2020 £99 m'hior) bascd
an approximately 5% of the Group's three year weignied average
adjusted profit before tax

— Querall company materality, £44 millior (20200 £45 mullior) basec
an approximarely 1% of net assets.

— Peformance matenalty £13.8 m llion {Grouptanc £33 mellion
{rompany)

The scope of our audit

As part of designing our audit, we deternunes matenality arc
assessed the risks of matenal missielement i tne Nmancial
staternents

Key audit matters

Key audil matters are those matters that, in the aucitors’ prolessional
Judgerment, were of Tost sign ‘icance 11 the audit of tne fnancial
statements of the currert penoe anc include the most sgnlicane
assessed ~sks of matenal misstatement {whether or not due to
fraud) wenufied by the suditors, ir duding 21ose which hac the
greatest effect or. the overall audit strategy; the allocetion of
resources 1n the aadit, and directirg the efforts of the engagerment
teant These matters, and any camments we make ¢ Lne resuls of
our procecures \hereon, were addressed in the context of our aud:
of the firanoial statements as a whole anc 11 forming our opmion
therecn and we do not provide a separate opinion an these matters

This 15 not g complete st of sll nsks identfed wy oar sudit

US Srudent Assessment revenue recognaich, property iImpairment
and acauisiions ard disposals are new key audiL matiers this year
The irpac: of COVID-1%, which was a key aodiz matter las? year, 1 1o
langer ncluded berause of the markert recovery from e impact of
COVID-19 resulung i the Group's impraved tradirg perfarrance
duning 2021, Wrere refevant, the ocngairg mpact o COVID-19 has
been assessed as part of our auditin 2021, inclucing in refalior (o
each «ey audt matter - addition, we have removed the key audit
mzter related o returrs provisioning giver lower residual risk in this
3-ea due to the corunuec and ongoirg ceclire in print copy sales
across the Group's Higher Educaiior businesses, We have removed
the key audic rmater related to prov sions for uncertain tax posinons
as there have been no material uncxpected developments i 2021 10
respedt o7 the two marenal unprovided tax exoosures related to EU
state ard and a Brazilan tax a.thanty assessrrent related 1o gocowill
amaortisation deductions We nave alsa removed the key audit matter
related to recoverability of proouct development assets, which are
amartised over their useful economic lives, grven that ihere has been
no trigger forimpairment in 2021 unlike 11 2020 when COVID-19
gave rse Lo an impairment trigger Otherwise, the key audit matters
are consistent with fast year.



Key audit matter
Carrying value of goodwill (Group)
Refer 1o note 71 in tne consoiidared inancia! staternents

AL 31 December 20217, tne Group had £2,145m (2020: £2,094m) o”
goodwill The carrying value of goodwill 1s dependent on esumates of
future ¢ash flows of the underlying casn generating units (CGUs) or
aggregated COUs ta wrich goodwill 1s zllocated If maragement does
not acucve these cash flow estimates, there 1s a risk that there could
be further impairmenL charges This nisk iIrcreases ir periocs when
the Group's traging performance and projections do rot meet
oxpectat ons

The mparment rewews peifarmed by management Contam a
number of significent jJudgemenrs and estumates. Changes ir these
assumplions can result in materially differentimpairment charges or
available headroom,

In adcimon, there sincrementai complexity and judgernent ir this
arez i 2021 55 management has changed the leve: at which certain
reporing urits are moritored and reported as a result of the new
strategy that was anounced in March 2021 The business
restructuring thal bas been undertaken by managemenzin respense
1o the new strategy has given rse 1o the creanon of 2 rew dwisional
structure. thereby reguiring a change ir CGU determmnation and a
reallacatian of gondw Il to the rewly 'dentfied CGUs or aggregates
CGls This has resulted m five new aggregated CGUs manping 1o the
rew divisional structure anc s further five {GUs that comrprise the
nusinesses under strategic revew The process of realiotaung
goodwill, ret assets and cash flows 1o these new CGUs 15 (uogemental
and complex.

No mpairment charge nas beer recorded in 2021

How our audit addressed the key audit matter

We tested marageent's CoL regssessmert and we evaluated the
methodolegy appl ed by maragement to reallocate goodwill, We
assessed whether return on asset measures encompassirg goocwill
are montared or meastred g0 a level lower than management's
revised (GUs or aggregaled CGUs

We obtaine: managemert's value in use iImpairmen: mode| at

31 December 2027 and we tested its marhematical integnity We

val dated the carrying amounts of the net assels subject to
IMPEIrment (esting to e Lnderlying sccountng recards, making sare
that there was appropnate consistency between the assets and
habilit es that were incluced in marnagement's assessmer. and the
related cash flows We agreed the forecest casn flows to board
approved budgets and straleglc plans and we assessed now these
budgets and strategic pigns are compiled. We evaluated
maragements esumates related to short-term revenue and operating
profit growth rates, cash conversicn and corporate cost allocations
Ve comparec rransgements forecasts end key assurnphions 1o
industry orojectiors and comparable companies where ths
infermation was avarllable snc we evalated the histoncal accuracy of
rharagements budgeung ard forecasurg

We deployed valuation experts Lo assess Lhe perpetuity growth rate
and discount rete for each CGU o aggregated CGU by compar son
win trd perty nfarmacon, past performance and relevant risk
factors We compared rranagement's valuations with third party
valuations implied vy trading and transacion multples of the Groug's
competiiors where this information wzs avarabie for specihic CGUs or
aggregated CGUs

We performed our own InGependent sensitivity aralys s to
urderstand e impact of reasonably possiole changes to key
assUmpnans As part of this analysis, we specfically evaluared the
impact of the COVID-18 parcernut on manzgemerts future cash flow
projesuons and we performed irdependent sensitvity ardlysis to
evaluate the impact of different COVID-13 scenznos on the Group's
impai-ment jucgements,

Our procedures focused o the five CGLS that comprse the
busimesses under strategic rev ew wnere headrgom was lower ar
maore sensiuve 12 changes in key assumoters YWe compared
maragements vall.e In use valuations witn iniual third party bids
recervec after vear-end less estrnated disposal costs 1o icenufy
whether these net bic values provided contradriory evicence 1o
Indicate that the strategic review CGlUs were impairec at

31 December 202",

W considered whether e d stiosdres in note * 7 compl ed

wirn |AS 26

Based on the procedures perlormec, we noted no malera! 1ssues
ansing from our work



independent auditors’ report to the members of Pearson plc continued

Key audit matter
Property impairment (Group)
Refer 1o note 100 the consolidated financa! staterments,

A 31 December 2021, tne Group held £465m (2020 £439m) of
rghr-of-tise assets In relation to land arc buildings

InMarch 2027, the Growp announced its Irtentior 1o restructusc s
property partfcho, with the largest impacts ansing on the Group's
properiies 7 London ang New Jersey Atotal mparment charge of
£179m has been recognised 1n 2021,

The mpairment revews performed by management contain a
rurmber of significant judgements and esurates. Changes i these
assumpuors can result in matenally differentimparment charges.

Acquisitions and disposals {Group)
Refer 1o notes 30 und 37 in the consohdatea fimancioi staternents,

In Seplember 2027, the Group campleled the acgaisuon of Faethm
—old ngs, Increasing its ownership irterest from 5% o0 100% “or a
wotal purchase price of £65m, Maragement engaged & thrrd party
expert 1o perform a valuaton of the mtargible assets acquired. The
Grodp hes provsiorally recogrnised goodwill of £38m and intangitlc
assets of £21m et 31 December 2021 10 correction witn tus
acquisiion Judgement is requJirec to determ ne the farr value of
assels acgaired, including inzngible assets

In October 2021, the Group completed the dispass of Pearscr's
sistemas pJsiness In Brazil Total proceeds and profit on disposal
amountec 1o £108m and £84m respectively

In varch 2021, the Group annaunced a strategic review of s
international courseware local pubiishing business At 31 December
2021, trere s judgement as Lo whether the nusiresses under
strategic ~eview meel the eriteria 1o be dassified as held “or sale 1n
accordance with {FRS 5.
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How our audit addressed the kéy audit matter

We ungerstood mar agerrent's plans for the Group's property
restructure, meluoing what oroperties have peen or will be vacatec
and sublct We parncaiarly focused o1 T Group's oropertes in
London (80 5trand) aro New fersey (Hoboken)wh <1 contniputed the
majoritv of the impairment charge n 2021

Far the separable lease compenerts atthe 80 Strand and Hobuoken
properties which have been or wil oe vacated, we obtaned
manzgement's rignt-o’-use assel imparmen: moede: anc we lested iLs
mathematical irfegnty We vaadared the rarmang amolnts of the not
assels subjact to mparrment tesung o the underlying accounung
records We Lnderstooc and evaluateo management's jJudgements
and esumates noiudec in the model, including the emount of vacated
space, the porential rental value, rent free penods ana expecrec
sub-lease durat on We deployed real estate valuation experts tc
assess the assLmpuons used Dy management We considered the
competency arc gualfications of the real estare experts deployed by
the Group to inform managemerit’s assumpucns YWe performed owr
own indenencent sens tivty analysis (o understand the impact of
reasonably possible changes to key assumpuons,

Ir adaitior to 80 Stranc aro Hoboken, we iested a sarrp-e of other
properties sabject tc impairmerit i1 2027 and we separately reviewec
maragements irmpa rrrent ngger assessmert for the Group's
rernaining property portiohs not subject to imparrmert ¢ 2021 to
confirm that re further matenal impaimment cha-ges were recuired

Based on the pracedures performed, we noted no mater.al 1ssues
arising from our work

e obtainec managemert's vaaior model prepared for Tne siep
acglisitior of Faethre | oldings and we tesied its mathemraucal
integrity We val dateg the inputs nto the valuanor model to e
s'gned pJrchase price agreement and underlying accounung records,
ncluding the cash corsideration. We deployed vatuation experts o
assess the mtangiole asset valuation prepared by management's third
party expert, InclLding cnallenging the valuation methodology and key
urderlying assumpons We considered the competency and
avalificatons of the valuaton cxpert deplayed by the Group to inform
maragerent's assumptions We consicered whether management’s
step acquiskion accounting was in ine wirth [FRS 3,

We obtaineo and rewiewed the sale agreemert and eviderce of
nroceeds receved {or the d sposzl of Pearson’s sistemas ousiness in
Braz| We reviewed the contractual agreements 1o assess any
accodnting implications for the dispesal accoanung, We evaluated
whether disposal Losts booked agamst the gain or disposal we-e
directly atinbutanle ta the disposal.

We oblaineo evidence Lo evaluate maragement’s jJudgement that the
husinesses under sirategic revew do not meet tne [FRS 5 cntenia 1o
be classified as helc for sale at 31 Decernber 20271

Based on the procedures performed, we noted no matersl issues
arising frorn our wark.



Key audit matter
US Student Assessment revenue recognition (Group)
Refer to note 3 i the consoidoted financial staternent

Ceriain of the Group's businesses enter nig contracts that span
year-end, where revenue Is recogrised using estiated nercentage of
completon based on Costs These incLde contracts tc design,
Develop andg deliver Testing and acoreditalion services These
contracts generate matena. deferrec revenue balarces Changes o
the underlying assup. ons or est matior calculations could have a
matenal effect on the cansol dated financial staternents

We have continted to Tocus on this arca because managemart has
decided to change its revenue recogrien methodolegy for Js
Student Assessment In 2021 from percentage of completion based on
actual costs incurrec by contract 1o percentage of completion bzsed
on a historical cost profife by customer category Tne cortfol o
approach is an acceptable practical expedient under IFRS 15 as long
as any oifference ¢ zcounting at the contract level would not nave 2
matenal effect onthe financar staternents

Carrying value of investments in subsidiaries (company)
Refer to note 2 i the compony finoncio! statements

The company holds investments ir subsicharies amoJnting to
£6632m (2020 £6.619m) at 37 Decomber 2027

Investments in subsidianes are accounted for al ¢ost less prowsion for
impairment - the company halance sheet Irvestments a7e tesied “or
imperment ifimpar mentindicetors exst. [f sacn indicators exist, the
recoverabile amourts of iInvesuments i subsidiaries are esumated n
order fo determine the extent of theimpairment loss, f any Ay such
Impairment 105515 recognised in the income statement.

The mpairrment assessment was ideruthiec as g «ey aldit matter given
tf ¢ size of the underlying investment zarrying values and the
differential 1o the Group's marxet capnzlisauon at 3° Decerrber 2021
Further impairment indicators were idgertfied ir cornect on witk
certain of the imvestments i subsidianes duc 1o e carrying value o
nvesimerts exceeding the net assets of the underlying supsidianes.
The sssessment regaired the applicatan of managemert udgerment,
parucularly in determining whether any impairmentindicaiors nave
arsen that trigger the "eed for 271 Imparment §55eSsment ang ir
assessing whether the cerrying value of eacn Invesiment can oe
suppoTted by (s recoverable smount, Changes ta these Judgements
ard esumates could Fave a matenislwrpact an the company finarcal
staternents

How our audit addrassed the kEy audit matter

For new contracts 10 2027 ta which the porifolio approach has peen
applied. we understood management's rauonale for chang ng
methodology We considered now contracts have neen grouped
based on similar performance obligations ard cast delvery profile
and we 1ested maragement's b stoncal cost profile calealat ons by
LONTract groJping.

We tested menageTent's assessment of the cifference between the
previous aonroact of setermining percentage of comeletion by
contract and the portfol o approach gpplied 0 new cartrgots in 2021
Wwe evaluateg whether animmatenal ciflerence arises and whether
the portfolio zpproach 15 therefore anpropriate unoer IFRS 15.

Far a selecnon of the larger anc more juggermental contracts ar US
Student Assessent, we read the contracts and we assessed the
accodnting methodology auplied 16 calcuizte the proportion of
revenue being recognised in 2027, We tested costs incurred Lo daie
and management’s estimates of forecast costs and revenues by
reference fo hstoncal exper once and currert confradt starus We
recslculalen management's percentage of comslelon esurates and
we performed look-back tests 1o assess maragement s histonca
accuracy of forecastng “or these types of arrangerment 10 sdd 1on,
we performed manual_ournais tesr ng focusing on unusual or
Lrexpectiec ertnes 1o revenuc

Based on the precedures performeg, we noted no rmater alissues
arising from our work

We evelusted managemenrs gssessment whether any ndicators oF
impairment ex sted by companing the carrying values o7 Irvestments
IrsLbis diaries with the ret assets of the underlying subsiciarcs ar
31 Decemiber 2027,

For nvesimerts wnere the net assets were Icwer than the carrying
valles, we assessec ther recoverable valle by reference to tne value
I use of the Invesiments compared [0 thel” carrying valLes at

317 December 2027 Where applicable, we venf ed that the
recoverabe values of iInvestmerts were consistent wich the
recoveranle values of the relsted CGUs tested ior goodwill impairment
purposes, leveraging the aLdit work Lnderna<en as port of the Group
audic

We separately evaiuated the aifference betweer the carrying valoe of
e company’s Mvestments N subsicianes and the Group's market
capitahsaton

Based on the procedires performed, we noted no mater.al issues
arising from our work.



Independent auditors’ report to the members of Pearson plc continued

How we tailored the audit scope

We Lallored the scope of our audi to ensure that we performed
eno.ugh work to be able to give an opinior on e financial
statermarts as a whole, iaking inte accourt the stracture of the
Group and the company, 11e acCounung processes and contrals and
the industry In which they oocrste.

The consolidated financial statements are a consoiidatior of
approximarely 530 reporting urits, each of whick 1s considered to be
& component. We idennfied Tnree cormpanents in the JK and US that
requirec a fLll scone aLdiz due 1o their size end nsk Specified audit
pracedures over speafic finanaal statement | ne items were
performed 2t 3 ‘urther seven carr parents ir the UK and US ta
achieve appropriate aucit coverage 11 addition, we have undertaken
certain unpredictaole sudit procedures o a votat cnal basis covering
components that have not histonically been incluged m Group

audit scope

In estabhishng the overall spproach to the Group audit, we
determined the ype of work tnat needed (o be performed al the
CoTponents by Us, as the Groun engagement tegr, or by
COTRONENL 3ucitars within PwC UK anc from other PwC nelwork
‘Irms operating under our mstrucuor Where the wors was
performed by component auditors, we determined the lovel of
nvolverment we nieeded to nave In the audit work at those reporting
LN 15 [0 be able to corctude whether safficient appronnate a.adit
evidence had been obtaired as 2 basis for our aoiman on the
consolicaten f nanc al staternents as a whnole

fee performed full scope audits in respecr of NCS Peacson
tencompassing the US businesses (nat ‘orme part of the Assessmen.
& Qualifications segrrent), Pearsan Education US lencompassirg the
LS business that furms part of the Higher Scutation segment) and
Pearsor Education UK {encomoassing the UK businesses that form
part of the Assessment & Suaifications ana Workforce Skills
segrments).

We performed specifiec audit procedures at seven Components
within the Virtual Learing and Assessment & Qualficat ons
segments and across the Groun's centrel functors. The individual
balances iduded in scope 1n these seven components INcludec
revenue, trade and ather recevables, cash, inventory, trage anc
cther labilities, intangible zssets anc amorusauon, prosuct
development and amortisation. fixed assets and depreaiztion cost of
sales and operating expenses, We identfied one sha-ed service
centre where audit proceddres were performed aver shared servce
funcuars for rransaction processing and we audited selected US
Balances related o payroll and tax on the basis of the Groug's
aggregarted US operatons. This ensured that suficent and
appropnate audit procedures were perforred to achieve sufficent
coverage over mese finaraal statement kne iterms In adamon to
IMStructing and revicwing 14 repartirg frorm oLr component audit
teams, we conducted file rev ews and narticpated N <ey meeungs
with local management borh remotely ard ir person We also had
regular dialogue wilh componert teams througholt the vear.
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The Graup consolidauar, finandial statermnert disciosures and
corporate functions were aucited by the Group engagerrent team
This includec our work aver taxaton, goodwili ard scgured
iIrtangible assets, post-relirement benelits ana major transactions
Tzken together, tne components and coroarate funcnions where we
conducied avdit procedures accounted for approximately 70% of the
CroLp's revenue, 73% of the Group's statutory profit before tax and
72% of he Group's ad Lsted profit before tax. This provided the
evgence we needed far our opinen on the consohidated tnancal
statements taker as a whole. This was before considerirg the
contribLtion (o ou audit ev.dence from performirg audit work

st e Group level, ndudmg disaggregatec analytical review
procecures, which covered certein of the Group's smaller ang lower
risk components that were not directly inctaded in our Group

AUCIT sCope

Dur audi of the company finanal statemers was undertaken 10 tne
UK anc included substantive procedures o all matenal balances and
ransactiars,

In planning our audiz, we considered the potenual impact of clirate
change or tFe Group's business as tne operations and strategy f
the Grodp gcapt to eddress the phys cal and transiton risks

ass0c alec with dirmate change Inaddingn, the Group has set out 11s
COmmMIEMEents to be net carbon Zers across scope 1, 2 end 3 by 2030
Maragement considers that the impact of climate charge does not
give rise to a materal ‘mancal sisterment impact in 2021 However,
managemert's dimate change mitztives and commitrrents wil|
impact e Group N avanely of ways Enhanced narralwve and
distlosare of tne impact of chmate change rsk s incorporated n the
TCID section of the Annual Report

As parl of our 2ud (, we rmade enguiries of management Lo
anderstard the extent of (ne potenus| imoact of dimate change on
the financial staterrerts. INclucing reviewng management’s cimate
change risk assessmen: which was nrepared with support from The
Carbon Trust We used oLr knowlecge of the Group and we ergaged
with our sustainabiliy specialists Lo evaluate the risk assessment
perfarmed Dy management Vve assessed that the key “nancial
statement ne tems ard estirates whick are more likely 1o be
matenally impacied by climate change are those sreas thal are based
or future wash flows, As a esult we particularly considered how
chimate change risks and the impact of < mate commitmenis mace
by the Group would iImpact the assurmptions made r the forecasrs
prepated by management that é-e used In the Compary's
Impairment analysis and for goirg concern parposes Qur
pracecures did not Icent®y any material iImpact on our key audit
matters for the year ended 31 December 2021 We alsc reviewed the
disclosares neludec i the TCED secuon of the Annual Report arc
we considered the consisiency of rese disclosures with the relevant
financizl statement disclos.ares, inclading n nnte Tc, and wath our
Jnderstanding of tne bus ness.



Materiality

The scope of our audit was infiLenced by our applicatior of materiality. We set certain guariial ve thresholds for materiality. These, together with
qualitative cons deranons, helped Js to determmire tae scope o our audit and the nature, Timing and extent of oLr udit procecures on the ndivicuzl
fnanoal staternent ine items and disclosures and in evaluating the offect ¢f misstatements, both indwdually and n aggregate, 01 (ne ‘inancial

statements as a who'e

Bascd or our professional judgement, we determined materiality for the 9nancial statements as a whaole as follows'

Overall matenaliy

How we determined .t

Rauonale for bencmmark apphed

Consolidated Financial Statements
£18 5 millon (2020 £1S% million)

Approximately 5% of the Group's three year
woighted average adjusied orofit before tax

The Group's pnnZipal measure of performance 1s
ad’usted operanng prof t, which excludes ane-off
gains and losses, costs of major *esrrJucturing and
acguirec irtangible asset amart sation a2nd
mpairment charges, In oroer to presert results
[rom operating actiaties on a consistent basts We
nave alsg excludec the results o Penguin Rsndom

Company Financial Statements

£27 millior (2020 £45 mHion}

Approximarely 1% of ner assets

Pearson plcis the ulimate parent compary which
holds the Group's investmerts. Therefore, the entity
15 not - iself orofit-ornierted The strength of the
balance sheet I1s the key measure of financial health
that s irportant o shareholders, s nce the primrary
concern for the Company 15 the payr et of
cradends We therefore consider net assets tc be

House fram thiz genchrrark for sach of the tiree
vears ‘ollowing 1s disposal We have taker this
~CASLICNTO 3CCoUNT IF deterruning oar matenalty
as 1. 1s the menic agairst which the performance of
the Groun is rmost commonly assessed by
~anagement end reportec (o sharehoiders, From
ad usied operaung profit, we deducted net fimance
COSTS.

an appropriate benchmnark

Certatn accodnt balances were inciuded in scope for
the audit of the consolidated financial statements
and were therefore auditec fo a matenality level ser
below overall materiality established for the Group
audit. However, we determined that Lne compzry
cd not reguire a full scope audit of 1s complee
financial informat:on "or the purposes o’ the audit of
Giver the volaulty in prefrataliy n 2020 and 2021 the consol dated firanual staterments
as a resJlt of COVID-19, we based aur maternality

calculanor on athree year weightea avergge of the

Group's adjusted profit before Tax.

For eack companent . the scope of our Group audi, we allocated a matenality that is less thar our overall Growp materslity The range of mater aity
allocaled acrass comporents was approximately £3 milhomwa £16 milion

We use performarde materiality to recuce 1o an appropnately low level tie prabability that the aggregate of uncorrected and urdeteced

m ssratements exceecs overall matenality. Specifically, we .ise performance marenality in determin ng t1e scope of ow audit and the nature arc
extent of our tesung of accodnt balances, classes of trarsactions end disclosures, lor example in deterrmining sample s.zes Our performance
materiably was 75% (2020 75%) of overall matenality, amountng 1o £12 8 milhion (20207 £14 mrull om) for me consolicated fnanc al statements and
£32 milllion (2020 £34 milhon) for the company financdl statemerts

In determering ke performance materialily, we considered a number of fzctors, including the b story of misstatements, nisk assessment and
aggregatior risk arg the effeciveness of cortrols, concludmg that ar amount at the apper end of our normal range was appropriate

We agreed with the Audit Committee that we would report Tc them risstaterents ident fled dur ng our 2ud T above £7 8 m [lon for the Group and
company 2udis (2020: £2 milhign) as well as misstatements below those émaunts that, Ir our view, warranted reporung for qualitat ve reasons

— Consideration whether cimate charge 1s expecied o have any
sigrificant impact danng the period of the going corcern
assessment, and

Conclusions relating to going concern

Our evaluatior of the Directors' assessment of the Group's ana the
compzny's 3bil Ly 1o conunue to adopt the going concerr bas s of

accounung included — Revew of (e related disciosures in the Annual Report.

Bzsed on the work we kave performed, we have not idennfied any
material sncertainties relaling 1o events oF Loncilions that,
individually or collectively, may cast signficant doabt on the Group's
ane the company's ab iy 1o canunue as 8 gong concern far a period
or at ieast twetve months from when the firarcal statements are
authonsed for issLe

— Fvaluation of managemert's ase case and downside case
scenarigs, unoerstend ng end eveluaing tne key assLmptions,
inclLding assarmptions related to COVID-18.

— Validatian that the cash flow forecasts Lsec (o support
managemen[‘s ITRAIMEN goINg concern and \/IaDIhty
assessments were corsistent;

In guditng the financial stateT oris we have conduded that the

Directors’ use of the gairg concern pasis of accoururg in tne

prenaca: on of the financial statements 1s appropriate

— Assessment o the historical accuragy anc reasonableness of
manzgement's forecasting,

— Consiceration of the Group's available finarang anc debt
matunty profile, Howcever pecause not all future events or condinions can be
predictec, this conclusion s not 3 guarantee as ta the Groun's and

the company’s ab liry 1o conunue 8s a goiNg rencern

— Tesung of the matnemar cal integnty of maragements hauid ty
headroom. covenart comp! érce, sensiiv ty @nd stress testing

calculauons, i
° Inrelat on to the D rectors reporting on how they have apolied the

UK Corporate Governance Code, we 1ave noth ng matenal 1o sdd or
draw attention to N reiguon 1o the Directors' statemert in the

— Assessment o’ the reasonableness of maragement's planned or
potenual Tingatng aTions in response to downside f1sk “acrors,




Independent auditors’ report to the members of Pearson plc continued

fimancial staterments aboLt whether the Girectors considorec it
approprizle (o acopt the going cenicern basis of accounnng

Dur responstihnes and the resparsioihes of the Directors with
respect 1o going concern ace describec it the relevant sect:ons o”
this report

Reporting on other information

The other irfarmauon comorises all of the iIn“ormation in the Anrual
Repors other thar the financial statements anc qur aUciturs report
thereon The Directars are responsible for the other nformanan,
which incluces reportirg based on the Task Force on Climate-related
Financal Disclosures (FCFD) recormnmerdations, Our opin an on the
‘Inancial statements does not cover the crher informanor and.
accordingly, we do rof express an awdr opinion or, exceptto the
extent atherwise exphctly stated 1n zhis report. any form of
assurance therean

In canrectior wth our audic o the financiar staternents. ous
responsibility I1s to reac the other information z2nd, In doing 50, 1o
consider whether the othec irformation is marenally inconsistart
with the finarcial statemenrs or our xnawlecge obiaired in the audit
or atherwse zppears Lo be malerially misstated. I we ident iy an
{:‘[defeﬂ[ mazer al \HCOHSIS[EHL}’ or materiat misslatement, we are
required o perfarm procedures o concuce wrether there 15 3
material m sstaremert of the fimancal statements or & mater al

m sstatemert of the other informatian if, pascd ¢n the work we have
performed, we conclude tnat there 1s a materal misstatement of this
other infarmartion, we are recuired 1o repont that fact We have

nath ng ta repo-t based on these resporsioilitics

Wilh respect to the Strategic Report and Governance Report, we alsa
consdered whether tne disclosures recarec by the UK Campanics
Act 200€ have beenincluded

Based or our werk uncertaker .n the course of the zudig, the
Compantes Act 2006 requires us slso to report rertain opinions and
rmatters as descrbec below.

Strategic Report and Governance Report

In our opin on, basec on the work underteken in the course of tne
aJdit, the mtormenor gven in the Strategic Report and Governance
Report for the year ended 31 December 2021 Is consstent wath the
‘mancial statements ard has been prepared in accorcance with
applicable legal requirements,

In light of the knawlecge and undersianding of the Group and
company ard their environment ocbtained in the course of i1e auc,
we did not wentfy ary meterial misstatements in the Strategic
Report and Governance Report

Directors’' Remuneration

In our opimon, the part of the Drrectors’ Remuneraucr Repors to be
zudited has been properly preparec Ir accordance with the
Carmuaaties Act 2006.

Corporate governance statement

The Lisung Rules reguire us 1o review the D rectors statermeris ir
relation to goirg concern, longer-term viab lity and that part of the
corporate governance statement relaung to the company’s
compliance with the provisiors of the UK Corporate Goverrance
Code specried for our review Qur additional respansibilites witk
rESpECI 1o the coroorate governance starement as atner .nfgrmation
are described in the reporting on other infarmation section af this
report

Based or tFe work undertsken as part of our audit, we have
concluced that each of the following elements of the corporate
goverrance statement s matenally consistent with the finarcial
staternents and our knowledge obtained duning the aud tard we
have nathing matenal 1o ade or craw attention (o n relauor to

— Tne Directors' confirmation that they have carried out a robust
assessment of the emerging and princpal risks,
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— The oisclosures nthe Annual RepeT and Accounts that descnbe
those principal risks, whet procedures are ir place to idenpfy
emerging r sks and an explanasticn of how these zre being
managet ar mitgated,

— The Drrectors’ statement in the finzncial statements about
whether they considered it appropr aie 10 adopt the going
conce Tt basis of actoanuing - prepanng them and teir
wenbfication of any malerial uncerlainties (o the Group's and
company’s ability Lo continue o do so over a period of at least
twizve morths from te cate of epprovel of the financ al
stalements;

— The Directors’ explarztion as ¢ their assessment of the Group's
anC company's prospects, the perod this assessment covers and
why the perwod s appropriaie, and

— The Directors' starement as 1z whether they have a reasonanle
expectaticn that the comoany will be able Lo conunce in
operanor and meer ts habilmes as they fall due aver the period
of 5 assessment includ.ng eny related disclosures draw ng
atenticn To ary necessary quahiications or assumprons

Our review of the Directors’ szatement regarding the longer-term
viabihity of the Group was substartially less in scope than ar audit
and orily consisted of making irqu.res and corsidericg the Direclars’
process supoortung thair statement, checkng that the statement s in
alignment wih the relevant prowsicns of the UK Corparate
Gavernance Code, anc considerng whether the statemert is
corsistert wen the financia, statements anc our knowledge and
anderstanding of the Groun and company and the r environment
obtained 11 e course of the audit.

In 3dd uan, based or the wark wnde-taken as part of our 2udi, we
have concluded that ezch of the following e.ements of L1ne corporate
guver’aarme steremerntis YT]B[ET'IB”‘/ consistent with the firgnual
staterrenis and our knowlecge obtained cunng tre audit

— The Directors’ staiement that they consider the Annual Report,
taken a3 a whoie, s fair, balanced and urderstendable and
provices the im‘ormat on necessary for the members 1o assess
the Grodp's anc cormpany's positon performance, business
model and sirategy,

— The secucn of the Anrdal Report that descnbes the roview of
efiectiveness of sk management and intenal cortrol sys.ems:
ang

— The section of the A=rual Repert describing the work of the Audi:
Committee

We have nothing 1o report in respect of our responsib ity 10 repor:
wher the Directors’ staternent relating to the company's compliarce
with the Code does rot properly cisciose a departure from a relevan:
provision of the Code specified under the Lisung Rules for seview by
the audhtors.

Responsibilities for the financial statements and the
audit

Responsibilities of the Directors for the financial statements

As explained more fully ir the Staterrent of Directors’ Responsibilities
in respect of the financiai staternents, the Directors are respons ble
far the preparation of the Ninancial statemeris ir accordance with the
apphceble frarrework and for being sausfied that they give a true and
fair view The Direciors are also responsible for such internal cortral
as they determire 1s necessary 10 enable the preparation of fingncal
statements that are free from mater.al misstatement, whether due to
fraud or error.

In preparing rhe firancial statements, tne Directors are responsible
for assessing the Group’s and the compeany's abil ty to continue as 2
goirg concerr, disclos'ng, &s applicable, matters relaied (o going
concert and Us Ng e going concern basis of accounting unless the
Cirectors either .niend to hguidate the Group or the company ©7 to
rease aperzlions or have no realistc alternative but to do so



Auditors' respansibilities for the audit of the financial
statements

Our objectives are 1o obtan reasorasle assurance about wherher
the financia statements as a whole are free from material

m sstatemert, whetker die to fraud or error, arc 1o issue an
suditors' report tFaw includes oLr opimion Reasoraole assurance sa
hugh level of assurance, but i1s not a guarantee that an audit
conducted In accordance with 15As (UK) wali chways detect a matenal
misstatement witen texisls Misststements £an arise o fraud or
error and arc considered material f, ndivicually or 11 the aggregate,
they could reasanzbly be expecied Lo influence the econarmic
decisions of users taken on the bas s of these fnancal stalements

Irregularities, inducing “racd, are instances of ror-compliance wth
laws and regulations We design procedures in ine with our
respansib ites, outhned above, to detect mater:al misstatements in
respect of irregularties, incduding fraud. The extent to whicn sur
procedures are casable of detecling rreguiarities, including frauc, s
detaled below

Based o gur undersianding of the Group and industry im which it
operates, we icentfied that the pr.rapal nisks of non-compliarce
With laws and reguJlanions related o failure 1o comply with UK and
intermatioral tax regulauons, adherence 1o dale protection
requiremerts -0 the jurisdictions in which the Group operates anc
holds data and comphance with anti-brnbery and corrLpticn
regislation in the unisd coors in whicn the Grovp operates and we
cons dered the extent to wh £ non-compliance rignt ave a
material effect o0 tne fmanaal siatements We also corsidered thaose
laws ard regulations that have a cirect impact on rhe preparaugn of
the fhane al statements such as the Camparies Act 2006 and Listing
Rules We evalLalec meragereni's ncentives and oppartun ties for
fraudulent man palation of the “inancial statements (including the risk
o override o° controls) and we cetermired that the principal risks
were relatec 1o pasting inappraoriate journal enrrigs and
management b.as N accounting for estmetes. ncluding estimates
relating to revenwe recogriton. The Group ergagemert team shared
th s t1sk assessment with the compaonent audiiors so that thoy cole
Include appropriale audit procecures IN response Lo SUCk FISKS in
their work Aad t procecures performed by the Group engagement
tearm and/ar component auditors included.,

— Discussions with management, internal auct and the Group's
legal adwsars, ncluding considerations of known or suspected
instances of non-compl ance with laws and regulatons and fraud,

— Review of corresponderce recenec from regulators anc
rons derauon of the mpact, 1f 2ny, on our audit and the
disclasires maace in e fingndal staterments,

— Evauation and testing of the effectiveress of managenert's
controls designed to prevent and detect vregularites,

— Assessment o° matters reported on the Group's whistleolowing
helpling and the results of manzgement's investigaton of such
mat.ers,

— Identficauion and tesung o signif:cent mancal jodrnal entnes, and

— Tesung of assampuors ang judgererts vade oy manzgement in
makn*g S!gmlﬂtarﬂ acconrt ng esflimeates

There are nherent hmitatians ir the sudit procecures cescribed
above We are |ess li<ely 10 become aware of Insiances of nor-
corphance with laws and regllations that are not closely relatec to
events and transacuions refieclec in the financial statemen:s Also.
the risk of not detecting 2 marterial misstaternen. due (o fraud s
higher thar the risk 07 not cetecting one resuling froT error, as
raLd Tay involve delberate concezlmert by, for exaTole, forgery or
intentiorsl risrepresentanors or tarouagh collusion

Cur audr testing m g0t ndlude tesung compiete pooListions of
cerlain transactiors and balarces, possibly using data auciting
techrigues However, It yoically .mvolves selecong z krired numrber
of iterrs for tesung rather than testing complete populaticons, We will
0‘len seek 1o targel paruclas tems “or Lestirg based or ther size or

rsk characienstics n other cases, we wil use audn samphng o
erable us 1o draw a conclusion anout the populzuar from which the
sample 15 selected

A further description of our responsibilities for the audit of the
finanazal statements 1s located or the FRC'S webste ar www fre arg
Jkfauditorsresponsioilites, “his descripuon forms part of eor
auditors’ report.

Use of this report

This repart, Including the opin ons, has been preparec for and ony
for the company’s members as ¢ body n arcoroarce witn Chapter 2
of Part 16 of the Compenies Act 2006 and far no other parpose We
do not, ir giving these opinions, accept or assume respens bility “or
any other purpose or 1o any other person 1o wham this renort s
showr or INte whose hands It may corre save where expressly
agreed by our prior consent inwriiing

Other required reporting

Companies Act 2006 exception reporting

Urder the Companies Act 2006, we are requred to report 14 you if,
i aQur Qprriom

— We Pave not obtzned all the In“ormat on anc explaratiors we
require “or our audiL, or

— Adequale aL0UnUng recorgs heve not teen kept by the
compary or retur~s edeguate for our aucit have not baen
recenved ToT brancnes not visited Dy LS. of

— Certam disclosures of D rectors rerruneratgr specifiec by law
are not made; or

— Tke company "nanuizl statements and the part of the Directors’
Remaneral on Report 1o be 2udied are not n agreement witk
the accounung recerds and retarms

Wie have No excenlicns ID report ar sirg from thes responsibilizy.

Appointment

Following the recommendartion of the ALdit CoTrmittee we were

appointed by the members on 6 Februery 2996 (o audit the firanaal

slalements for the yezr erced 31 December 1996 and sabsequent

financ al periods The penaoc of tetal uninterrupted engagement 1s 26 .
years, cavering the years ended 317 Decerrber 1996 1¢

37 Decerrber 2021

Other matters

I due caurse, 35 reguairec by the Finanaal Conduct Authority
Disclosure Guidance anc Transparency Rule 4 1 14R, these ‘inancial
staternents wil form part of the ESEF-prevared annual financ ai
report filed on the National Storege Mechanism of the Fnancial
Condurt Authority in accordance wirh the ESEF Regulatory Tecnn.cal
Stangard E555 R75". Th s audiners repot provides ro assarance
over wherner the annual inancial report will be prepared using the
single e ectronic farmat spec “ied in the -SEF RTS

Giigs Hannam {Serior Sratutory Auditor)
for and or bekall of 2ricewaternouseoopers LLF
Charteres Accoanrants and Statutory Acdiiors

L ondan
8 March 2022



Financial statements

Consolidated income statement

Year ended 31 December 2021

wres 1 £ rilhoney [NEH 2021

&l fg

Continuing operations

Sales 23 3,428

Cos: of goods sold 4 (1,747)
Gross profit 1,681

Cnerating expenses 4 (1,562}
Other net gains and losses 4 63

Share of results of joint ventures and associates 12 1

Operating profit 2 183

Finance costs & (68)
Finance income & 42

Profit before tax 157

Incame tax 7 3

Profit for the year 160

Attributable to:
Equity holders of the company 159
Non-controling interest 1

Earnings per share attributable to equity holders of the company during the year

(expressed in pence per share)

- basic 8 21.1p
- clued 8 209

2020

3,397
(1.767)
1,630
{1,402)

178

a11

(107)
50
354

{44)
310

310

£1.0p
41 0p
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Consolidated statement
of comprehensive income

Year ended 31 December 2021

AH“@UT:E’” Grs
Profit for the year
Items that may be reclassified to the income statement
Net exchange differences on translauon of foreign operatons
Currency translalion adjustment disposed

Artributable tax

Items that are not rectassified to the income statement
Fair value gain on other financial assets

Artributable tax

Remegsurement of retirement bencht obligations
Attributable tax

Other comprehensive income/{expense) for the year
Total comprehensive income for the year

Attributable to:

Equity holders of the company
Non-controling interest

Lol

~J

Notes

2021

160

(6)

10

24
2
149
(61)
117
277

2020
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Financial statements

Consolidated balance sheet

As at 31 Decernper 2027

A:ﬂgurgglrwi FWJHOWS

Assets

Non-current assets

Froperty, plant and equipment

Iridanigible assers

Inyestments in ot ventures and associates
Deferrec INCOME 13X Assets

Financial assels - dervative financial instruments
Retirement benefit assets

Orher financial assets

Income tax assets

Trade and other receivables

Current assets

Intangible assets ~ product development
Inventories

Trade and other receivables

Finanoal assets - dernvauve financal insiruments
Income tax assets

Cash and cash eqguivalents (excluding overdrafts)

Assets classified as held for sale

Total assets

Liabilities

Non-current liahilities
Financial liabhties - borrowings

Firnancial habilmes - derwvative financial instruments

Deferred income lax liabilites

Retirement benefit chligatians

Provisions for otrer habibues and charges
Other labiltes

MNaren

£2

20
21
22
16

18
6
13
25
23
24

2021

366
2,769
24

57

30
537
113
97
129
4,122

894
98
1,257

26
a37
3,214

7.343

(1.245)
(30}
(40)
(66}

7
(93)
(1.483)

2005

515
2,742

905
129
1118

18

1,087
3,267

73
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Consolidated balance sheet continued

Az at 21 Decermber 2021

A fgares L liong Nutne 2021 G20

Current liabilities

Trade ano other latilinies 24 (1,256) {1,196}
Financial liabilities - horrowngs 18 {155) [254)
Financial labilities - dervative financal instruments 16 (4) (12}
Income Lax liabilines {125) {84}
Provig.ons for other liabilities and charges o 23 {40) (25}
(1,580) (1,571
Liabilties classified as held for sale 32 - (74)
Total liabilities (3.063) (3.317)
Net assets 4280 4,134
Equity
Share capital 27 189 188
Share prerium 27 2,626 2620
Treasury shiares 28 (12) N
Capital redemption reserve 18 18
Fair value reserve 33 53
Translatian resense 386 288
Retaired earnings 1,030 BoS
Total equity attributable to equity holders of the company 4,270 4125
Non-controlling interest 10 G
Total equity 4,280 4134

These fmanc.al statements have been approvec for 1ssue by the Board of Directors on & Marck 2022 and signed o7 11ts 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 Decernber 2027

Eguity attributable to equity holders of the company

Capital Non-
Share Share Treasury redemption  Fairvalue Translation Retained contrafhng Total

All figures in £ millions capital  premium shares FESErVE reserve reserve earnings Total interest Bquity
AL T January 2021 188 2,620 7) 18 53 388 865 4,125 9 4,134

Profit for the year - - - - - - 159 159 1 160

Other comprehensive

incomefexpense) - - - - 24 {2) 95 117 - 117
Total comprehensive

income/(expense) - - - - 24 {2} 254 276 1 277
Equity-settled transactions - - - - - - 28 28 - 28
Issue of ordinary shares under

share option schemes 1 6 {n - - - - [ - 6
Buyback of equity - - - - - - - - - -
Purchase of treasury shares - - (16) - - - - {16) - (16)
Release of reasury shares - - 12 - - - (12) - - -
Transfer of gain on disposal of

FVOChinvestment - - - - {44) - 44 - - -
Dividends - - - - - - {149) (149) - {149)
At 31 December 2021 189 2,626 (12} 18 33 386 1,030 4270 10 4280

- Fauin annputable t2ouny holders ¢ the cormpany
Lapitat han
Share Srere frezsory  rederrolion tarvatie  Trarslation e zined cortrullng Tual

Al frasres in £ il ons. Capal prararm shares reserve resense feSEve £arnmgs Tl rierast Sall Y
AUT January 2020 185 2,674 (24) i1 39 567 911 4,313 10 4,323

Profit for the year - - - - - - 310 310 - 310

Other comprehensive

income/{expense) - - - - “4 (179) (40) (205) - (205}
Total comprehensive

income/{expense) - - - - 14 (179) 270 105 - 105
Equity-settled transactions - - - - - - 29 29 - 29
Issire of ordinary shares under
share option sthemes - 5 - - - - - £ - 6
Buyback of equity 7 - - 7 - - (176) (176) - {176)
Purchase of treasury shares - - (3] - - - - (6 - (B)
Release of treasury shares - - 23 - - - 23} - - -
Dividends - - - - - - (146) (146) m (147)
At 31 December 2020 188 2,620 (7) 1 53 388 865 4,125 9 4,134

The captal redemption reserve reflects the nominal value of shares cancelled in the Group's share buyback programme. The farr value
reserve arises on revaluation of other tinancial assets. The translation reserve includes exchange differences arnising from the translation of
the net investment in foreign operations and of borrovangs and ather currency instruments designated as hedges of such investmerts
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Consolidated cash flow statement

Year ended 31 December 2021

Al ﬂgurruz i £ mulhones
Cash flows from operating activities

Net cash generated from operations

Interest pad

Tax (padyreceved

Net cash generated from operating activities
Cash flows from investing activities

Acquisition of subsidiaries, net of cash acquired
Acquisitron of associates

Purchase of investments

Purchase of praperty, plant and eguipment
Purchase of intangible assets

Disposal of subsidiaries, net of cash disposed
Proceeds from sale of joint ventures and associares
Proceeds from sale of investrments

Lease recenables repaid including disposals

Loans repaid by related parties

Interest recened

Dividends from joint ventures and asscaates

Net cash (used in)/generated from investing activities
Cash flows from financing activities

Proceeds fromssue of ordinary shares

Buyhack of equity

Furchase of treasury shares

Proceeds from horrowings

Repayment of borrowings

Repayment of lease liabilites

Dvidends paid to company’s shareholders
Dividends paid to non-controlling interest

Net cash used in financing activities

Effects of exchange rate changes on cash and cash equivatents

Net (decrease)/increase in cash and cash equivalents
Cash and cash eguivalents at beginning of year
Cash and cash equivalents at end of year

Sae 2021 F5Z0
32 570 450
(67} 63)

(7N 2

326 389

30 (55) {6)
12 (10 -
{4) (6}

(64) (53)

(112) (81}

31 83 100
31 - 531
48 -

21 41

- 43

13 13

- 4

(80) 507

27 6

27 - (176)
28 (16) (6
- 346

(167} (230}
(88) (92)

9 (149} (1486}
- ()
(414} {299)
(8} 2}

(176) 679

1,113 234

17 937 1113
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Financial statements

Notes to the consolidated

financial statements

General information

Pearsaon plc (The company’), its subsidiares and assodiates
(together the Group') are international businesses covering
erlucalonal courseware, assessments and services

The company 1s a public lmited company ncorparated and
dom.ciled it the United Kingdom. The address ot its registered
cffice s 83 Strand, London WCZR ORL

The ccmpany has its primary listing on the London Stock Exchange
and 15 also histed on the New Yark Stock Exchange

These consolidated financial statements were approved for issue
by the Board of Direciors on 8 March 2022

1a. Accounting policies
The principat accounung policies applied in the preparauon of these
consobdated financial staternents are set out below.

Basis of preparation

These consolidated finanaisl staterments, and the company finanaal
staremenis, have heen prepared on the going concern basis

(see note Tb) 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 requircments of the Companies Act 2006 On 31
December 2020, IFRS as adopted by tne European Union at that
date was brought into UK law and became UK-adopted
International Accounting Standards (IASs), wath future changes
bieing subject to endorsemert by the UK Endorsement Board The
Group and company transitoned to UK-adopted IASs on 1 January
20271, This change constitutes a change In accounting framework.
However, there is No IMpact on recognition, measurement or
disclosure inthe penod reported as a result of the change in
framework The consolidated and company financial statements
have also been prepsred in accordance with IFRSs as issued by the
international Accounting Standards Board (IASB). In respect of
accounting standards applicable to the Group, there 1s no
differerce between UK-adopted 1ASs end IFRSs as issued by the
1ASB

These consohidated linanaial stalements, and the company financial
statements, have been prepared under the historical cost
convenuon as modified by the revaluation of financal assets and
habilities (including derivative financial instruments) at fair value.

These accountng policies have been consistently applied to all
years presented, unless otherwise stated

1. Interpretations and amendments to published standards
effective 2021 - No new standards were adopted in 2021

Interest Rate Benchmark Reform - Phase 2 (Amendments to IFRS S,
JIAS 39, IFRS 7, IFRS 4 and IFRS 16)'1s effective from 1 January 2021
{see note 19) and in addition, the Group has early adopted the
amendrment to IFRS 16 ‘COMID-19 related rent concessions beyond
30 June 2027, The amendments do not have a matenal impact on
the consolidated financial statements, or the company financial
statemenits.

The Group has also considered the IFRIC agenda deasion on
‘Configuration and Custormisaton costs in a Cloud Computing
Arrangement’, and concluded thar it does not have a material
impact on the consolidated or company financial statements.
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2. Standards, interpretations and amendments to published
standards that are not yet effective - The following new
accounting standards and amendments 1o new accountng
standards have been issued but are not yet cffective and have not
yet been endarsed by the UK Endorsement Board:

- MRS 17 INsurance Contraces;

- Amendmenis o [FRS 3 'Reference (o the concepiual framework’,

- Amendments to |AS 1 Disclosure of accountung polices’

- Amendments to IAS 1 ‘Classificaton of habiluies as current or
non-current.

- Amencments to |AS 8 Definmon of accounung estimates’,

- Amendments to 1AS T2 'Deferred tax related Lo assets and
abilhves ansing from a single ransaction’;

- Amendments 1o 1AS 16 'Proceeds before inlended use’,

- Amendmenrs o {AS 37 'Onerous contracts - costs of fulfiling a
contract, and

- Annual mprovements ¢ IFRS 2018-2020.

The Group s currently assessing the impact of the above changes,
but they are not expecicd ta have a material Impact. The Group has
not adopted any other standard, amencment or interpretaucn that
has been 1ssued but s not yet effective

3. Critical accounting assumptions and judgements - The
preparation of financial statements in conformity with IFRS requires
Lhe use of certain cniucal eccouning assumpuons and estimates. 1§
also requiIres Management 19 exercise Its jucgement In the process
of applying the Group's accounung paolicies,

All assumptions and estimates constitute management's best
Judgerment at the date of the financial statements, however, In the
future, actual experience may dewviate from these esumaies

and assumptions.

The areas requiring a higher degree of jJudgement or complexity,
or areas where assumptions and estimates are significant to the
conschdated financial statements are’

- Intangible assets Goodwill

—- iaxation

- Revenue Provisions for returns

- Employee benefits: Pensions

- Property, plant and equipment Right-of-use assets

The recoverablity of product development assets and in parucular,
the assessment of the useful econormic lives of the product
development assets, :s no longer considered to be a key area of
cstimation uncertainty as the iImpact of COVID-19 on the business,
and in particular, on future ssles, has lessened and therefore itis
no longer considered that there is a significant risk of & materaf
adjustment to the carrying value of the product development assels
within the next year.

The key judgements and key areas of esumation are sat out below,
as well as in the relevant accounting policies and in the notes to the
accounts where appropnate.



B Kevjudgements

- The apphication of t2x legislation in relation 1o provisions
for uncertain tax positions (see notes 7 and 34).

- The allocation of goadwill to the cash-generating units
and groups of cash-generatung unns (see note 11)

- Vhether the Group will be eligibie t receive the surpius
associated with the UK Group Pension Plan in recagnising
a pension assel {see note 25)

Key areas ol estimation

- The recoveratility of gocdwill balances. Key assumptions
used in goodwill impairment testing are discount rates,
perpeluty growth rates. forecast sales growth rates and
forecast operaung profits. See note 11 for further details.

- The level of provisions required in relauor to uncertan
tax positions 1s complex and each mattor 1s separately
assessed. The esumauon of fulure seltlement amounts 1s
based on a number of factors ncuding the statws of the
unresclved matter, clanty of iegislation, range of possible
outcomes and the statute of imitations See notes 7 and
34 for further detalls

- The level of provisians required for antpsted returns s
estmateo based on historical experience, custormer
buying patterns and retailer behaviours induding stock
levels, See note 3 for further details.

- The determinauon of the pension cost and defined
benefit obhgauon of the Group’s defined benefit pension
achemes depends on the selection of cerran
assumptions, which include the discount rate, inflation
rate, salary growth and longewry. See note 25 for further
detaiis.

- Therecoverabiity of nght-of-use assets ang in parncular
assumnptions related te the abilty o sublease vacant
leased assels i the future See note 10 for Turther details

The Group has assessed the impact of the uncertainty presented

by the continuec COVID-15 pandemic on the financial statements.

speufically considenng the impact or key judgements ard
sigrnificant estimates along with other areas of increased risk
as follows:

- Recoverable value of night-of-use assets and investment in
finance lease recevable balances:

- Fnandalnstruments in particular coumerparty rsk and
hedge effectiveness,

- Working capital provisions including expected credit losses on
trade and other debitors and inventary cbsolescence: and

- The assessment of the useful economic lives of product
develnpment assets

No matenat accounting impacts relaung to the areas assessed
abose were recognised in the year The Group will continue tc
ronmtor these areas of 'ncregsec judgermnent, estimatcn and risk

Consolidation
1. Business combinations - The acquisiion method of accounting
15 used 10 sccount for business combinatons.

The consderation transferred for the acguisiton of a subsidary s
the far value of the assets transferred, the liatihties incurrec and
the equity interestissued by the Group. The consideration
transferred includes the fair value of any asset of hability resuliing
from a contingent consideraton arrangement Acquisiticn-related
costs are expensed as incurred in the operating expenses line of
the income statement Identifiable assets acquired and 'dentifiable
habilities and contingent liabilites assumed in g business
combination arc measured ntially at their fair values at the
acquisition date. The determimauon of fair values ofien requires
sigruficant judgemenis and the use of estimates, ang, for material
acquisiions, the fair value of the acguired intangible assets 1s
deterrmaned by an independent vatuer The excess of the
consideration transferred, the amount of any ron-controlling
Interest N trie acquiree and the acouistion date fair value of any
previgus equity interest in the acquiree over the fair vaiue of the
idenufiable net assets acquired is recorded as goodwill (see

note 30).

See the Intangible assets polcy for the accounting policy on
goodwill If this is less than the fair value of the net assets of the
subsidiary arguirey, in the case of 3 bargam purchase, the
difference s recognised directly in the Income statement.

GOn an acguaismon-by-acquisiion basis, the Group recognises
any non-controlling interesr in the acquiree eicher at far value
or at the nor-controlling interest’s proportionate share of the
ACCUIrers net assers,

IFRS 3 ‘Business Combinations’ has not been applied retrospectively
10 business comiinatons before the date of transtion to FRS

Management exercises judgement in determining the classification
af s rvestments in 1ts businesses, i hne with the fallawing

2. Subsidiaries - Subsidiaries are enutics 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 involverent with the
enuty anad has the abiity 1o affect those returrs through i1s power
over the entiy. Subsidiaries are fully consohdated from the dare on
which controlis transferred Lo the Group They are decorsolidated
from the date that control coases.

3. Transactions with non-controlling interests - Transactions
with non-controlling interests that de not result in loss of comzrol
are accounted for as equity Transactions, that 15, as ransactions
with the owners in their capacity as owners. Any surplys or deficic
anising from disposals 1o a non-controling 1nterest s recorded In
equity. For purchases from g non-controling interest, the difference
betweer consideratior paid ang the relevant share acquirea of the
carrying value of the supsidiary 15 recorded in equity.

4. Joint ventures and associates - ol ventures are entities in
which the Group holds an interest on a iong-term basis and has
rights to the net assets through contractually agreed shanng of
control Associates are entities over which the Group has significant
influence but not the power to control the financial and operating
pclicies. generally accompanying a sharehalding of between 20%
and 50% o/ the voning nghts Ownership percentage 1s likely to be
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Financial statements

Notes to the consolidated financial statements continved

1a. Accounting policies continued

Consolidation continued

the key indicatar of Investment classification; however, ather
factors, such as Board representation, may also aifect the
accounung classificauon Judgement is required 1o assess alt of the
qualitative angd quantitative factars which may indicate that the
Group does, or does not, have significant inflluence over an
Investment. Irvestroents 1N joint ventures and associates arc
accounted for by the equity method and are iniually recognised at
the fawr value of consideration transferred.

The Group's share of its jJoint ventures' and associartes’ post-
acquisition profits or losses is recognised in the Income statement
and its share of post-acguisiion movements N reserves Is
recognised In reserves

The Group's share of its ot ventures' and associztes’ results 1s
recognised as a component of operaung profit as these operations
form part of the care publishing business of the Group ana are an
integral part of existing wholly-owned businesses The cumulative
NOST-af QUISIION maovernents are adjusted against the carrying
amount of the investment. When the Group's share of losses ina
Jomnt venture or ssouate eguals or exc eeds s interast 10 the joirt
venlure or gsseciate, the Group goes not recognise further losses
uniess the Group has incurred obhgations or made payments on
behalf of the joint ventare or asscciale.

Unrealised gairs and losses on transacuons between the Group
and its joint veritures and associales are eliminated t¢ the extent of
the Group's interest i these entities.

5. Contributicn of a subsidiary to an associate or joint venture
- The gain or lcss resufting 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,
sigrificant judgements and estimares are used in determining the
fair values of the consideration recerved

Foreign currency translation

1. Functional and presentation currency - lterrs included in the
financial statements of each of the Group's entiues are measured
using the currency of the primary economic environment in which
the entity operates (the functional currency) The consolidated
financial staterments are presented in sterling, which is the
company’'s functional and presentation currency.

2. Transactions and balances - Foreign currency transactions arc
translated into the functional currency using the excnange rates
prevaiing at the dates of the transactions, Foreign exchange gains
and losses resulting from the settlement of such transactions and
from the translation at year-end exchangc rates of monetary assets
and habifities denominated in foreign currencies are recognised in
the income staternent, except when deferred in equity as gualfying
net investment hedges
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3. Group companies - Tne results end linanaial pesition of all
Group companies that have a functional currency different from the
presentation currency are t-anslated inio the presentation currency
as follows:

a. Assets and habidities are translated at the closing rate at the date
of the balance sheet

b Income and expenses are translated at average exchange rates

. Allresulung exc hange differences are recognised as a separaic
component of equity.

On consoldstior, exchange differences arising from the translation
of the net investmenit In foraign entities, and of borrowings and
other currency imstruments designated as hedges of such
Investments, are taken Lc shareholders equity. The Group Lreats
specific inter-company loan balances, which are not ntended (o be
repaid in the foreseeabie future, as part of its net Investment. When
a foreign operanon is sold, such exchange differences are
recogrised in the income statement as part of the gain or loss on
sale.

Tre principal overseas carrency for the Group 1s the US dallar.
The average rate for the year against sterling was $1.38 (2020
$1 28) and the year-end rare was $1.35 (20200 1.37).

Property, plant and equipment

Property, plant and equipment are stated at histoncal cost less
deprecation. Cost includes the original purchase price of the asset
3ngd the costs attributable t¢ bringing the 3sset to Its Working
candition for intended use. Land 1s nor depreciated. Depreciation
on other assets is calculated using the straight-lne method to
allocate their cost less their resigual values aver their estimared
useful ives as follows

Buildings {(freehold)
Builldings {leasehold).
Plant and equipment

20-50 years
over the period of the lease
3-10years

The assets' residual vslues and useful lives are reviewed, and
adjusted if appropriale. at each balance sheet date.

The carrying value of an asset is written down 1o s recoverable
amount If the carrying value of the asset Is greater than its
esumated recoverable amount.

intangible assets

1. Goodwill - Fur the accuisition of subsidiaries made on or after

1 fanuary 2010, goodwill represents the excess of the consideration
transferrcd, the amount of any non-conirolling interest in the
acquiree and the acquisition date fair value of any previous equity
mterest 1N the acquiree over the fair value of the identfiable net
assets acquired. For the acquisition of subsidiaries made from the
date of transition ta IFRS tc 31 Decemnber 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
acguisitions of subsidianes is included in intangible 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 identifiable assefs acquired



Goodwill on acquisitions of associates and joint ventures Is included
in INvestments 1N associates and joIn ventures.

Goodwll 1= tested at least annually for impairment and carried at
cost less accumulated imparrment losses. An impairmeant loss is
recognised to the extent that ihe carrying value of goodwill exceeds
the recoverable amount The recoverable amount s the higher of
fair value less costs of disposal and value 1In use These calculatons
require the use of estumates in respect of forecast cash fiows and
discount rates and significant management judgement in respect
of cash-generating unit (CGU) and cost allocauon; impairment :s a
key source of estmation uncertainty and has a significant nsk of
resulting in a mstenal adjustment to the carmying amount of
relevant assels witnri the next financial year A summary of these
assets by CGU and a descripuon of the key assumptions and
sensitvities is included in note 17

Goodwill 15 allocated to aggregated CGUs for the purpose of
impairment testing. The alloration is mace to those aggregated
CGUs that are expected to benefit from the busiress combination
i which the goodwill arose Where there are ¢nanges to CQUs,
goodwili s reallocated to the new CGUs and aggregation of CGUs
using a relative value method.

Gains and losses on the disposal of an entity include the carrying
amount of goodwill relating ta the ety sold

2, Acquired software - Software separately acquired for internal
use 1s capitalised at cost. Software acquired in matenal business
combinations is capitalisec ar its fair value as determined by an
independent valuer. Acquired software 1s amortuised on 3 straight-
line basis aver its estimated useful Iife of between three and eight
years.

3. Internally developed software — Internal and external costs
incurres during the preliminary stage of developing computer
software for internal use are expensed as incurred Internal and
external casts incurred to develop computer sofiware for internal
use during the application development stage are capitahsed fhe
Group expects economic benefits from the development,
Capralisaton i the application development stage begins ance the
Group can rehiably measure the expenditure atnibutable to the
software development and has demonstrated its intenton to
complete and use the software. Internally developed software 15
amortised on a straight-ine basis over its esumated useful iife of
berween three and ten years

4, Acquired intangible assets - Acquired intangible assets include
customer lists, contracts and reiat onships, trademarks and brands,
publshing nights, content, technology and software nghts. These
assels are capitalised on acquisition at cast and incluaed in
intangible assets. intangible assets acquired in material business
rombinauons are capitalised at their fair value as determined by an
mdependent valuer. Intangible assets are amortsed over their
esumarted useful lives of betweer twe and 20 years, using an
arrorusation method that refleces the pattern ef therr consumption

5. Product development assets - Product developmeant assers
represent direct costs incurred in the developmert of educationa!
programmes and itles prior to their publication. These costs are
recognised as current intangible assets wnere the tile will generate
probable future economic benefits and costs can be measured
relhably.

Product development assets relating 1o content are amorused
upon publication of the title aver esumated economic ives of sever
vears or less, being an esumate of the expected operaung lifecycie
of rhe title, with a higher proportion of the amortisation taken in the
earlier years Product development assets relaung to procuct
platforms are amortised over 10 years or less, being an est:imate of
the expected useful fe

The assessment of the useful economic Iife and the recoverability
of product development assets involves judgement and s based on
historical rends and management estmation of future potentizl
sales

Product development assets are sssessed for impairment triggers
on an annual basis or when tnggering events accur The carrying
amount of product development assets 1s set out 1IN note 20

The investment in procuct developrnent assets has been disclosed
as part of cash generated from operations in the cash flow
slatement (see note 33)

Other financial assets
Other financial assets are non-dervative financ al assets classified
and measured at estimared fair value,

Marketable secunties and cash ceposits with matuninies of grearer
than three months are classified and subseguently measured at fair
value through profit and lass (FYTPL) They are remeasured at each
balance sheet date by using market date and the use of establshed
valuation techriaues Any movement in the ‘air value s immediately
recogrised in finance income or finance costs 0 the Income
statement.

Investments 1N the equity Instruments of other entities are
dassified and subsequently measured af fair value through other
comprehensive income (FYOCI Changes in fair value are recorded
n equity In the fair value reserve via other comprehensive Income
On subseauent disposal of the asset, the net fair value gairs or
losses are reclassified from the fair value reserve 1o retainec
earnings Any dividends recerved [rom eguity investments classifiec
as FVOCl are recognised In the iIncome siatement unless they
represent a return of capitat.

Inventories

Inventores are stated at the lower of cost and net realsable value.
Cost s determined using the weighted average method or an
approxmation thereof, such as ihe firstin first out (FIFOj method.
The cost of finished goods and work in progress comprises raw
materals, direct labour, other direct costs and refated produciion
overheads. Net realisable value 1s the estumatec selling price in the
erdinary course of pusiness, less estimated costs necassary 1o
make the sale. Provisions are made for slow-moving and cbsolete
stock.

Royalty advances

Advances of royalues to authors are :ncluded within trade and
other recevables wher the advance 1s pad less any provision
requirec 1o adjust the advance 1o 1Ls net realisable vatue The
realsatle value of royaty advances relies on a degree of
managerment estimation in determning the profitability of indvciual
author contracts. If the estimated realisable value of author
contracts is averstated, this will have en adverse effect on operating
profits as these excess amounts w il pe written off.
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Notes to the consolidated financial statements continued

1a. Accounting policies continued

Raoyaity advances continued

The recoverability of royalty advances is based wpon an annual
detailed management review of the age of the advance, the future
sales projections for new authors and prior sales hustory of repeat
authors

The royally advance 1s expensed at the contracted or effective
royalty rate as the refated 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, other short-term highly
hguid investments with origimal maturiies of three months or less.
and bank overdrafts. Bank overdrafts are included in borrowings in
current liabilities in the balance sheet

Short-term deposits and marketable secunties with maturities of
greater than three months ao not gualfy as cash end cash
equivalents and are reported as financal assets. Movements on
these firancial assets are classified as cash fiows fram financing
activities IN The cash flow staternent where thesc amounts are used
to offset the borrowings of the Group or as cash flows from
irwesting actmties where these amounts are held o generate an
investment return

Share capital
Ordinary shares are classified as equity.

Incremental costs directly attributable Lo the 1ssue of new
shares ar options are shown in equity as a deducuion, net of wax,
from the proceeds.

Where any Group company purchases the companys equity share
capital (treasury shares), the consideration paid, Inclucing any
directly attributable incremental costs, net of Income taxes, is
ceducted from equity attnibutable to the company's equity holders
unul tne shares are cancelled, reissued or disposed of Where such
shares are subsequently sold or reissued, any consideranaon
received. net of any directly attributable transaction costs and the
related income tax cffects, is included in equity attributable to the
company's equity holders

Ordinary shares purchased under a buyback programme are
cancelled and the nominal value of the shares)s transferred o a
capital redemption reserve.

Borrowings

Borrowings are recognised initially at fair value, which 1s proceeds
received net of transacton costs incurred. Borrowings are
subsequently stated at amortised cosl with any difference between
the proceeds {net of ransaction costs) and the redemption value
being recognised in the income statement over the peried of the
borrowings using the effective interest method, Accrued interestis
incluged as part of horrowings.

Where a debt mstrument s in a far value hedging relationshio,
an adjustrment 1s made to its carrying value In the iIncome statement
to reflect the hedged risk.

Where a debt instrument Is In a netinvestment hedge relationship,
gains and losses an the effective poruon of the hedge are
recognised in other comprehensive income.
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Derivative financial instruments
Derwatives are recognised at fair value and remeasured at each
halance sheet date. The fair value of dervatives is determined by
using market data and the use o established estimauo~ techniques
such as discounted cas- flow and option valuation models,

Frr rlernearives 10 & hedge relanonship, the currency basis spread
15 excluded from the designatior: as a hedging instrument.

Changes In the fa.r value of derwatives are recognised immediately
in finance income or costs. However, derivatves relating to

borrowings and certain foreign exchange contracts are designated
as part of 3 hedging transaction

The accounting treatment 15 sbmmarisec as follows:

Typical reason
for designation

Net investment hedge
The derivative creates a
foreign currency habily

which 1s used to heege

changes in the value of

3 subsidiary which
trgnsacls nthat
currency.

Fair value hedges
The dervative

transforms the interest

profile on debt from
fixed rate Lo floaling
rate. Changes m the
value of the debt as &
result of changes in
interest rates and
foreign exchange rates
are offset by equal and
oppaosite changes in
the value of the
derwative. When the
Group's debtis
swapped to floating
rates, the contracts

used are designared as

fair value hedges.

Reporting of gains
and losses on
effective portion
of the hedge

Recognised in other
comprehensive
mcame,

Gamns and losses

on the dervative

are reported -n
finance income or
finahce costs
However, an equal
and opposite change
is made to

the carrying value of
the debt (a fair value
adjustment’ wath the
benefit/cost reported
In finance income or
finance costs The
net result should be
azerochargeona
perfectly cffective
hedge.

Non-hedge accounted contracts

These are not
designated as hedging
nstruments. Typically,
these are short-term
CONEracts to convert

debt back to fixed rates

or foreign exchange
contracts where a
natural offset exists.

Recognised in the
INcome statement.
No hedge accounting
apples,

Reporting of gains
and losses on
disposal

Cn the disposal
of fgreign
operations or
subsidiaries, the
accumulated
value of gans
and losses
reported in other
comprehensive
INCome 1S
ransferred 1o
the income
Staterment

If the debt and
dervaiive are
disposed of. the
value of the
dervative and
the debt
{(inctuding the fair
value
adyustment) are
reset to Zero
Any resultant
gain of loss s
recogrised in
finance income
or finance costs.



Taxation

Current tax 1S recognised at the amaunts expected 1o be paic or
recovered under the tax rates ard laws that have been enacted or
substantively enacred at the talance sheet date

Deferred income tax 1s provided, using the balance sheet liabilty
method, on termporary differences arising between the tax bascs of
assets and liabiliies and their carmang amounts, Zeferred income
tax Is determined using tax rates and laws that have been cnacred
ar substanuvely enacted by the balance sheet date and are
experted to apply when the related deferred fax asset 1s realised or
the deferred income tax hability is settted

Deferred tax assets are recogrised to the extent that it 1s probaole
that future taxable profit will be avalable against which the
temporary differences can pe uthsed

Deterred income tax 1s proviced 10 respect of the undistributed
earnings of subsidianies, associates and joint verres other than
where it is Intendea that those undistnibuted carmings will not be
remitted In the foreseeatle future.

Current and acferred tax are recagnised i the income statement,
excepl when the tax relates to itemns charged or credited directly to
equity or other comprehensive INcome, Inwkich case the tax 1s also
recognised in equity or other comprehensive iIncome.

The Group 13 SUBject to INCome 1axes in numerous jurisdictions,
Significant judgement Is required in determining the estimates 1n
relation to the worldwide provision for income taxes There are
many transactions anc calculations for which the ulimate tax
determination 1s uncertain during the ordinary course of busness.
Tre Group recogn'ses Tax provisions when it is considered probanle
that there will be a future outflow of funds 10 a tax authonry. The
provisions are based on management's best |udgement of the
apphcation of tax legisiaticn and best estimates of future sertlemenit
amounis (see note 7). Where the final tax outcome of these matters
15 different from the amounts that were imtially recorded, such
differences will impact the income tax and deferred tax provisions
n the period Ir which such determination s made.

Ceferred tax assets and lapihties require managerent judgemment
and estimauon in determining the amounts to he recogmised. In
particular, when assessing the extenr o wiich deferred rax assets
should be recogrised, significant jJudgement is used when
cansidering the uming of the rezognition and estimatian is used to
determire the level of future Laxable income together with any
future tax plenming strategies {see note 13).

Employee benefits

1. Pensions - The retirement benefit asset and oblgation
recognised I the balance sheet represent the net of the present
value of the defined benefir obligation and the fair value ol plan
assets at the balance sheet cate. The defined benefit obligation s
calculsted annually by iIndependent actuanes using the projeced
unit credi method The present value of the defined benefit
obligation 1s determined by discounting esurmatec future cash flows
using yields on migh-quality corporate bonds which have terms to
maturity approximaung the terms of the related liability.

When the calculatior results in 2 potential asset, the recogniton

of that asset s Iimited (o the asset cailing - that 1s the present value
of any economic benefits avallable in the form of refunds from the
plan or & reducnon in future contnbuinns, Management uses
Jucgement tc deterrine the level of refunds availakle from the
plan in recognising an asset

The determmnauon of the penston cost ana defired benefit
obiigation of the Group's defined benefit pensicn schemes depends
on the select on of certain assumpugns, which include the discount
rate, inflation rate, salary growth and longevity (see note 25)

Actuarial gains end lesses arising fram experience adjusrments and
changes in actuanal assurnptions are charged or credited to eguity
ir other comprehensive income 1IN the period in which they arse.
The service ccst, representing benefits accruing over the year, is
mncluded in the Income statement as an operatirg cost. Net interest
is Calculated by applyeg the discount rate 1o the net defined oenefit
obligaticn and s presented as finance costs or finance INncome.

Obligat-cns for contnbutions ta defined contribution pension plans
are recognised as an operaung expense In the INcome statement
asincurred

2. Other post-retirement cbligations - The expecied costs of
post-retirement medical and hife assurance benefirs are accrued
cver the penog of ermployment, using & similar accounting
metriodology as for defined bemefit pension cbligat.ons The
lizbilimes and costs relating to s'gnificant other post-retirement
cbhgations are assessed annually oy mdependent gualified
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 inte account the Groap's best
espmate of the number of awards expected tc vest Far value s
measired af the date of grant and 1s spread over the vesting period
of the opt:on or share. The fair value of the options granted 1s
measured using an opt.on model that s most apprapriate to the
award Tne fair value of shares awaraed 1s measured using the
share price ar the date of grant unless another method 1s more
appropriaie Any proceeds receved are credited to share caoizal
and share premium when the oplions are oxercised
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Notes to the consolidated financial statements contintted

1a. Accounting policies continued

Provisions

Pravisions are recognised If the Group has a present legal or
constractive obligatior as a result of past events, It 1s more hikely
than not that ¢n outflow of resour ces will be required to settle the
obligatuon and the arnount can be reliably esumated Prowsions are
discaunied to present value where the effect 1o material

Revenue recognition

The Group's revenue streams are coursewarc, assessments and
services. Courseware inciudes curniculum materizls prowded in
book form snd/or vig sccess to d gital content Assessments
includes test development, processing and scoring services
prowvded to governments, educational institutions, cerporations
and professional booies Seraces includes the operation of schools,
colleges and universities, including sistermas in Brazil, as well as the
provision of online learning senvices in partnership wirk unwersities
and other acadermic INsHTUNIONS.

Revenue Is recognised in order 1o depict the transfer of control of
promised goods and services 1o custcmers I en amount that
reflects the consideranon 1o which we expert to be enttled in
exchange for those goods and services. [his process begins with
the identification of aur contract with a customer, which 1s generally
through a master services agreerment, customer purchase order, or
a combrnation thereof. Within each contract, judgement 1s applied
to determine the extent to which activities within the contract
represent distingt performance obligations 1o be delivered and the
totel amount of transaction price 1o which we expect 1o be enttled.

The transactior: price determined 15 net of saics taxes, rebaies and
discounts, and after eliminating sales within the Group Where a
cortract contains multiple performance obligations such as the
provision of supplementary materials or onlire access with
textbooks, revenue 1s allacated on the basis of relative standatone
selling prices. Where a contract contains variable consideration,
significant estmation Is required ¢ determine the amount to which
the Group is expected to be entitled.

Revenue 's recognised on contracts with customers when or as
performance obligatons are sausfied, which s the period or the
pont it ume where control of goods or services transters (o the
customer Judgement I1s applied to determine first whether control
passes over time and if not, then the point in time at which control
passes, Where revenue 15 recogrised over tme, judgement is used
ta determine the method which best depicts the transfer of control.
Where an input method is used, significant esumation is required to
determine the progress towards delivering the performance
obligation.

Revenue from the sale of books 1s recognised net of & provision for
anticipated returns. This prowvision is based primarily on historical
return rates, customer buying patterns and retailer behaviours
including stock levels (see note 24). If these esumates do not reflect
actual returns in future periods then revenues could be
understated or overstated for a particilar period. Wher the
provision for returns is remeasured at each reporting date 1o refiect
changes In esumates, a corresponding adjJstment s also recorded
10 revenue.

158 | Pearsen plc | Annual report and accounts 2021

The Greup may enter ints contracts with another party in acdition
0 our custorner. In making the determination as 1o whettier
revenue should oe recogrised an a gross or nel basis, the contract
with the customer is analysed to unoerstand which party controls
the relevant gocd or service prior Lo transferring (o the customet.,
This Judgement s informed by facts and arcumstances of the
rontract 'n determining whether the Group has promised to
provide the specificd good or service or whether the Group is
arranging for the transfer of the specfied good or service, Including
which party s responsible for fulfilment, has discretion to set the
price ta the customer and 1s responsible for inventary risk. On
certain contracts, where the Group acs as an agenrt, only
commissions and fees recevable for services rendered are
recognised as revenue. Any third-party costs incurred on behalf of
the principal that are rechargeable under the contractual
arrangement are not Included 1N revenue,

Income from recharges of freight and other actvities wnich are
incidental to the normal revenue-generating activitics js Included 1n
olher income.

Addiuonal details on the Group's revenue streams are also included
innote 3

Leases

The Group as a lessee

The Group assesses whether a (0nracr 1z or conteins & lease at the
inceplion of the contract A conmractis, of contans a lease, iIf the
contract conveys the nght to control the use of an 1dentfied asset
far a period of ume In excharge for consideration The Group
recognises a right-of-use asset and s lease liability at the lcasc
commencement date with respect 1o all lease arrangements except
for short-term feases (leases with 4 lesse term of 12 months or less)
and leases of low-value assets. For these leases, the lease payments
arc recognised as an operaling expense g1 a straight-ine hasis
over the term of the lease.

The raht-of-use asset s innally measured at cost, cormprising the
inial amount of the lease liability plus any imiual direct costs
incurred and an esumate of costs 1o restore the underlying asser,
less any lease incentives receved Tne right-of-use assetis
subsequently depreciated using the straight-ine method from the
commencement date to the earlier of the end of the useful ife of
the asset or the end of the lease term. The Group applies IAS 35 to
determine wnether a nght-of-use asset is impaired. The lease
lisbriity 1s initially measured at the present value of the lease
payments that are not paid at the commencement date, discounted
using the Interest rate implicit in the lease or, If that rate cannot be
readily determined, the incremental borrowing rate The lease
Iability 1s measured at amorused cost using the effective interest
method. It is remeasured wher there is a change in future lease
payments arising from a change in an index or a rate or a change in
the Group's assessment of whether it will exercise an extension

or terminaticn option. When the lease fability 1s remeasured,

a corresponding adjustment is made to the nght-of-use assel.

Management uses judgement to determine the lease term where
extension and termination options are avallable within the lease.



The Group as a lessor

YWhen the Group s an mtermediase lessar, the read lesse and
sublease are accounted for as two separate contracts. The head
lease is accounted for as per the lessee policy ahove. The sublease
15 classified as a finance lease or operaing lease by reference 10 the
right-of-use asset ansing from the head lease. Where the lease
transfers substantially all the risks and rewards of ownership to the
lessee, the contract is classified as a finance lease: all other leases
are classified as operating leases Rental income from operaung
leases 1s recognised on a straight-line basis over the term of the
refevant lease Amounts due from lessees under finance subleases
are recognised as recenvables at the amount of the Group's net
Investment in the leases discounted using the interest rate IMEhcit
N the lease or, if that rate cannot be readily oetermined, the
discount rate used in the head lease.

Dividends

Fmal dwvidends are recorded in the Group's finrgnaal stateme~its in
the period in which they are approved by the company's
shareholders intenm dwidends are recorded when paid.

Discontinued operations

A disconunued operation 1s 2 cormponrent of the Group's business
lhat represents a separate rajor ine af busimess or geagraphical
area of operations that has been disposed of or meets the crtera
1o be classified as held for sale

Vhen applicable, disconunued operations are presented in the
Income statement as a separate line and are shown net of tax.

Assets and liabilities held for sale

Assets and labiliues are classified as held for sale and stated at the
lower of carnying smount and fair value less costs to sellif itis highly
probable that the carrying smount will be recovered principally
through a sale transaction rather than through continuing use.

Mo depreciation is charged in respedr of non-current assets
classified as held for sale. Amourits relanmg to ngn-current assets
and labilives held for sale are <lassified as disconunued operations
in the Income statement where appropriate.

Trade receivables

Trade recewables are stated at fair value after prowvision for bad and
doubrtful debts Prowisions for bad and doubtful debts are hased on
the expected credit loss model. The 'smplifiec approach’ s used
with the expected loss allowance measured at an amount equal to
ine lifeume expecteo credit losses A provision for articipated
future sales returns s Included within trade and ather liabihtes
{als0 see Revenue recognition policy}

1b. Going concern

In assessing tre Group's ability Lo continue as a going cancern for
the period to 30 June 2023, the Board analyseq a variety of
downside scenarios including a severe but plausible scenario where
the Group s impacted by a combination of all principal r.sks from
2022 as well as reverse strass lesung to dentify what weould he
required (0 either breach covenants or ren out of lguidizy The
severe but plausible scenario modelled a severe reduciion in
revenue, profit and operating cash fiow from risks which in
aggregate were significantly greater than seen in 2027 conunuing
throughaut 2022 to 2023

At 31 Decernber 2021, the Graup had available liquidity of c£1.6bn,
comprsing central cash balarces and its uncrawn $1.59br
Revolving Credit Facility (RCF). In February 2022, the Group
renegolated its revohng credit ‘acility, exterding the matunty of
$1bn o the facility by one year to February 2026. Even under 3
severe aownside case, the Group would maintain comfortable
hiquiity headroom and sufficent headroom aganst covenart
requirements during the penod under zssessment even befare
modelling the mitigating effect of sctions that management wouid
take 1IN the event that these downside risks were to crystailise.

The directors have cenfirmed that there are no materisl
uncertanues that cast doubt on the Group's going concern stalus
and that they have a reasonable expectat on that the Group nas
adequale resources 1o continue N cperauonal existence for 3
minmum of the next 17 montis,

1c. Climate change

The Group has assessea the i/mpacts of climate change cn the
Group's financ.al statements of our commitment to achicving ret
zero by 2030, and the actions the Group intends to take to achieve
those targets. The gssessment did nat idertly any material impact
on the Group’s significant jJudgerents or estimates at 31 December
2021, or tne assessment of going concern for the period t June
2023 and the Group's viability over the next five years Specifically.
we have considered the following areas

- The prysical and transition risks associated with cimate change,
and

- The acugns the Group 1saking to meet its carbon reducuon and
net 7ero targets.

A5 3 result, the Group has assessed the impacts of dimate change
on the fnancial staterrents, and in partcular, or the following
areas:

- Theimpact or the Group's future cash flaws, and the resulung
IMIpact that such adjustments 1o our future cash flows would
have on the ouicome of the annual IMpairmen: Lesurg of cur
goodwll balances (see note 11 for further getails), the
recogniuon of deferred tax assets and our assessment of going
concerm;

- The carrying value of the Group's assets, in parucular the
recaveratile amounts of mventories, product development
asseis, intangible assets and property, plant and equipment: ard

- Any changes tc our estimates of the useful economic ines of
product gevelopment assets, Intangible assets and property,
plant and cquipmen:
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Notes to the consolidated financial statements continued

2. Segment information

On 8 March 2027, the Group announced a new strategy. which included a new managemen: structure and operating moce| As @ result, the
primary operaung segments reported to the Group's chief operaung decision-maker, the Pearson Executive Management team, have
changed from 1 july 2021 1o reflect the new Group siructure There are now five man global business daisions, which are each considered
separate operating segments for management and reporing purposes. These five divsions are Assessment & Qualifications, Virtual Learning,
Englsh Language Learnirg, Higher Educat on and Workforce Skills. In addition, the International Courseware local pubhshing basinesses are
uncer strategic review and during this time are being managed as a separate division, Known as Strategic Review For the comparative period,
the Group has separately disclosed the results from the Penguin Random House associate to the pont of disposalin April 2020, Comparative
figures for 2020 have been restated to reflect the new segments.

The following describes the principal activities of the five main operating segments

-~ Assessment & Qualfications - Pearson YUE, US Student Assessment, Clinical Assessment, UK GCSE and A Levels and Internauonal
academic qualifications.

- Virual Learning — ¥irtual Schools and Cnline Program Management

- Engiish Language Learming - Pearson Test of English, Institutional Courseware and English Online Solutions.

- Higher Education - US, Canadizn and International Higher Ecucation Courseware businesses.

- Workiorce Skills - BTEC, GED. TaleniLens, Faethm, Pearson College and Apprenticeships

For more detait on the senvces and products included in each cperating segment, refer to the strategic report.

2021

English - i h Penguin

Assessment & Virtual Language Warkfaorce Higher Strategic Random
Al figures in £ millions Notes Qualifications Learning Learning Skills Education Review House Group
Sales 3 1,204 713 238 172 B49 252 - 3,428
Adjusted operating profit 216 32 15 27 73 22 - 385
Cost of major restrectunng (48) (48) (27} (28) (63} - - (214)
Intangible charges (13) (25) 3) {7} (2} m - (51)
Crher net gans and losses - - - {2} - &5 - 63
Operating profit/{loss) 155 {41) {15) {10} 8 86 - 183
Finence costs 6 (68}
Finance income ) 42
Profit before tax 157
Income tax 7 3
Profit for the year 160
Other segment items
Share of results of jomnt ventures
and assoc ates 12 - (1} 3 (1) - - - 1
Deprecizuon and imparment 10 92 48 14 9 63 15 - LY
Amornsation and impairment 11,20 129 67 34 25 165 26 - 446
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2020

Pergar.

Asseasiient & Workiore 1rgher srrateg o Rardom
Al gures it miflors Nates Dualoat ons shalts, “aacamr R e HG.I5€ Gra.p
Sales 2 1,082 163 856 286 - 3,397
Adjusted operaung profit 147 26 g3 16 1 313
Cost of major restructuring - - - - - - _ -
Intangible charges (29) (30) 7 8) 3) (3) - (80)
Other net gains and losses - - - - - (2) 180 178
Operating profit/{lass}) 118 M (6) 8 90 1 181 411
Finance costs 5] 1107
Finarce income 2] 50
Profit before tax 354
Income tax 7 {44
Profit for the year 310
Other segment items
Share of results of joint ventures
and associates 12 _ _ 4 _ _ _ 1
Depreciation and mpairment 10 L3 21 7 5 28 I - 125
Amortisanon and impairment 11,20 48 64 34 24 167 35 - 272

There were no matenal mter-segment sales n either 2021 or 2020

Corporate costs are allocated 1o business segments on an
approprate basis dependig on the nature of the cost and
therefore the (otal segment resulliz equal to the Group cperating
orofit

For addinonal detailed informatior. on the calculatior of adjusterd
operaung profic as shawn in the above tables, see pages 224-228
{Fnancial key performance indicators)

Adjusted cperaung profitis shown in the above laoles as 1ti1s

the key financial measure used by management to evaluzte the
performance of the Group The measure also enables invesiors 1o
maore easlly, and consistently, track tne underlying operatons
performance of the Group and Its business segments cver Ume by
separating out those items of ncorme and expenditure relaung to
acquisition and disposal transactions, major restructuning
programmes ar:d certain other items that are also not
representative of underlying performance, which are explainec
below and reconaled In note &

Cost of major restructuring - In March 2021, the Group announced
3 restructuring Programme, 16 rUn primarily 1n 2027, The
programme includes the recrganisation of the Group it five
global business divisions ana the simplification af the Group's
property porrfalia. The restructuring costs 1 2027 of £214m mainly
relate to the imparrment of right-of-yse property assets, the
write-dawn of product development assets and stsff redundancies
The costs of this restructunng programme are s gnificant enough tc
exclude from the adjusted operaung proft measure so as o beter
nightight the underlying perfarmance {see note 4)

Intangible charges - These represent char ges relating to intangibles
acoured througn business combmations and intangibles relating 1o
associates. These charges are excluded as they reflect past
acquisition aclivty and do not necessarnly reflect the current year
perfarmance of the Group. Intangible amortisation charges in 2021
were £51m, which included no impairment charges. In 2020,
intangible charges were £80m including impairment charges of
£1zm.

Other ret gains anc losses - Tnese represent profits and losses on
the sale of subsidiaries, joint ventures, associates and otner
financisl assets angd are excluded from adjusted operating profit as
they distort the performance of the Group as reported or a
statutory basis. Other net gains and lasses also includes costs
relatec to business closures and acquisiions. Other net gains in
7071 largely relate to gans ‘rom the disposal of FIHE and the K12
Sistemas business in Brazil offset by costs related to the acquisiuon
of Faethm and the wind-dawn of certain strategic review
pusmesses In 2020, they largely relste to the sale of the rema ning
mterest In Penguin Random House {£180m gain)

Annual report and accounts 2021 | Pearsan plc | 161



Financial statements

Notes to the consolidated financial statements continued

2. Segment information continued
The Group operates in the following main gecgraphic areas:

o ‘P:, o 77}9”7:7‘J”CN TERCLE
AlfiaLres T2 riliors 2021 2020 2021 2520
UK 355 319 582 669
QOther European countries 249 216 123 129
s 2,182 2,335 2,146 2362
Canada 111 §1 225 147
Asia Pacific 359 251 192 149
Other countries 172 185 20 30
Total 3428 3397 3,288 3,486

Sales are allocsted based on the country in which the customer s located This does not differ matenally from the iocaticn where the arder 1s
recewved. The geographical split of non-carrent assets 1s based on the subsidiary's country of dormicile. This s not matenally different to the
location of the assets. Non-current assets comprise property, plant and eguipment, ntangible assets, mvestments In joint ventures and
associates and trade and other recevables.

3. Revenue from contracts with customers

The following tables anatyse the Group's revenue streams. Courseware includes curriculum materials provided in book form and/or via access
to digial content Assessments includes INtegrates test development, processing and scoring services provided 1o governments, educauonal
institutions, corporations and professional bodies Services includes the operation of schools, colleges and unversities, ncluding sistemas n
Brazil, as well as the provision of online learning services in partnership with universities and other academic instituttons Comparative hgures
for 2020 have been restated 19 refiect the new segments.

The Group derned revenue from the transfer of goods and services over ume and at a point in time in the followng major product ines:

- o 2021
English
Assessment & Virtual Language Workforce Higher Strategic
All figures in £ millions Qualifications Learming Learning Skills Education Review Total
Courseware
Products transferred at a pointin time 44 - 109 - 283 198 634
Products and services transferred over tme 14 - 26 - 558 33 631
58 - 135 - 841 231 1,265
Assessments
Products transferred at a pointin time 173 - 6 16 - - 195
Froducts and services transforred over time 973 - 72 119 - - 1,164
1,146 - 78 135 - - 1,359
Services
Products transferred at a point in time - - 22 - - 14 36
Products and services trensferred over ime - 713 3 37 8 7 768
- 713 25 37 8 21 804
Total 1,204 713 238 172 849 252 3,428
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AU2G

Aszessrent &

Al gures .~ £ mdlens Gial ficarons

Courseware

Products transferred at a pomtim tme 43

Products and services transferred over time 14

57

Assessments

Products transferred at a point in time 138

Products and senvices transferred over time 287
1.025

Services

Products transferred at 2 poINt i1 ume -

Products and services transferrac over tme -

Total 1,082

a. Nature of goods and services

Ihe following s & description of the nature of the Group's
performance obligations vathin contracis with customers broken
down by revenue stream, along with significant judgements and
estimates made witin each of those revenue streams.

Courseware

B Key aress of esumation

The level of provisions reguired for anticpated returns is
estimated based on historical expenience, customer buying
patterns and retaiter behaviours including stock levels.

Revenue is generated from customers through the sales of pring
and digital courseware materials 1o schools, boekstores and d rect
ta indvidual leavners. Goods and services may be sold separately
or purchased together in bundled packages. The goods ang
services included 1in bundled arrangements are considered disunct
performance obliganons, except for where Pearson provides both a
licence of mrellectual property and &n ongoing hosung service.

As the icence of intellectual property 1s only ava lable with the
concurrent hosting senvice, the icence 1s not reated as a disunct
performance obligation separate from the hosting service.

The transacuon price is aliocated between disunc performance
obligations on the basis of their relative standalone selling prices

In determining the iransaction price, /ariable consideration exists
inthe farm of discounts and anucpated returns Discounts reduce
the transaction price on a gven fransaction A provision for
antiapated requrns 1s made based primarily on histanical retarn
rates, custorner buying patterns and retailer behaviours inclacing
stock levels (see note 24) If these estimates da nat refiect actual
returns in future periods then revenues could be understared or

Vil Fighe Slclesi

Lears ng Learrirg Sicll Cauzance Sy e Totel
- 106 - 313 208 &70

- 24 - 630 28 596

- 130 - 943 236 1,366

- 3 7 - - 148

- 61 123 - - 1,071

- 64 130 - - 1,219

- 22 - - 22 44
692 2 33 12 28 768
632 24 33 13 50 812
642 278 163 956 286 3,397

overstated for a parmicular period. Vansble cons.deraten as
described above 1s determined using the expected velue approach
The sales return hability st the end of 2021 was £83m (2020: £86m)
{see note 24) This represents 13% of courseware sales transferreg
at a paint in Time

While payment for these goods and senvices gererally occurs at the
start of these arrangements, the length of tme between payment
and delivery of the performance abligations 15 generally short-term
In natdre or the reason for early payment relates (¢ reasons other
than financing, iIncluding customers securing a vendor ina
longer-term arrangement or the transfer of goods or services 1s at
the discretion of the customer For these reasons and the use of
the pracncal expedient on short-term firancing, significant financing
components are not recognised within Courseware ransactions.

Revenue from the sale of physical books is recognised at a point in
time when control passes This s generally at the point of shipment
when tile passes 1o the customer, wnen the Group Nas & present
right 1o payment and the significant nsks and rewards of ownership
have pessed tc the customer. Revenue from physical books sold
through the direct pring rental methoc Is reccgnisec over the rental
penod, as the customer |s simultaneously recemving and consuming
the perefis of this rental seryce through the passage of tme

Revenue from the sele of digital courseware products is recogrised
on a straight-ine basis over the supscrplion period, urless hosted
Dy a third-party or represeniative of a downloadable prodact in
which cese Pearson hes no ongoing obligation and recognises
revenue when control ransfers as the customer s granted access
tc the digiral product

Revenue [rom the sale of ‘off-the-shelf saftware 1s recognised on
delvery or onnstallauon of the software where that s 3 conduon
of the contract. in certam crcumstances, where installanon s
complex, revenue 1s "ecogrised when the customer has completed
their acreptance procedures,
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3. Revenue from contracts with customers
continued

Assessments

Revenue is prnmarily generated from mulu-year contractual
arrangements related to large-scale assessment delivery, such as
contracts to process qualifying tests for indvidual professions and
gavernment departmients, and Is recognised as performance
occurs. Under these arrangements, while the agreement spans
multiple years, the contract durazion has been determined to be
each testing cycle based on contract structure, Including clauses
regarding termination.

While In some cases the customer may have the ability to terminate
during the term far corwenience, significant finanaal or qualtative
narniers exist hmiming the potenual for such terminations in the
middle of a testung cycle.

Withir each testung cycle, a vaniety of service aclivities are
performed such as test administration, delivery, sconing, reporting,
item development, operaticnal servces and programme
management, These senices sre not reated as distinctin the
context of the cusiomer contract as Pearson provides an :ntegrated
managed senvice offering and these actwvites are accounted far
together as one comprehensive performance obohgation,

Within each testng cycle, the transaction price may contain both
fixed ana vanable amounrs. Vanatle consderaton within these
transactiors primarily relates Lo expectled testing volumes to be
delivered in the cycle. The assemptions, risks and uncertainties
inherent to long-term contract accounting can affect the amounts
and nming of revenue and related cxpenses reported. Var.able
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 likely amaoiint
approach Inestimating and constraiming variable considerauon,
histoncal experience, current trends and local market conditions
are considered To the extent that a higher degree of uncertainty
exists regarding vaniable consigeration, these amounts are
excluged from the transaction price anc recognised when the
uncertainty is reasonably removed.

Customer payments are generally defined in the contract through a
payrment schedule, wiich may require customer acceptance for
services rendered. Pearson has a history of providing sausfactory
services which are accepted by the customer. While a delay
hetween rendering of services and payment may exist, payment
terrns are withun 12 months and the Group has elected to use the
pracuical expedient avallable in [FRS 15 "Revenue from Contracts
with Customers' and not identify a significant financing component
on these transactions.

Revenue 15 recognised for Assessment Contracts over time as the
customer 1s benefiting as performance takes place through a
continuous trarsfer of control 1o the customer. This contnuous
transfer of control to the customer 1s supported by clauses in the
contracts which may allow the customer to terminate for
convenience, compensate us far work performed to date, and take
possession of work in process,
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As control transfers over time, revenue is recognised hased cn the
extent of progress towards completior of the performance
oblgation The selecuon of the method (o measure progress
rowards completron requires judgement and 1s based on the naturc
of the services provided Revenue is recognised on a percentage of
costs basis, calculated using the proporuon of the total esimated
usts incurred to date. From 2027, the proportion of estimated
costs incurred to date 1s primarily ased on historical cost analysis
for s.milar 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 an mdmdual contract
analysis The change in input methodalogy has not resulted in a
mazerial iImpact on revenue recognition. Percentage of completion
15 used to recognise the transfer of control of servces provided as
tnese services are not provided evenly throughout the testung cycle
and involve varying degrees of effort duning the contract term

_0s585 0N contracts are recognised in the penod in which the loss
first becomes foreseeable Contract losses arc determined tc be
the amourt by which estimated total costs of the coniract exceed
the estimated total revenues that will be generated

in Assessments contracts drven primarily by transactions directly to
end users, Pearson's main abligation to the customer involves test
delivery and scoring Test delvery and scoring are defined as a
single performance obligation delivered aver tme whether the test
1s subsequertly manually scored or digitally scored on the cay of
the assessment. Customers may also purchase print and digital
supplemental matenials. Print products in this revenue stream are
recognised at a point In time when control passes to the customer
upon shiipment. Recognimon of digital revenue will occur based on
the extent of Pearson's ongoing hostng obligation

Services

Revenue 1s primartly generated from multi-year contractual
arrangements related ta large-scale educational service debivery
to academic institutions, such as schoals and higher education
universities. Under these arrangements, while an agreement may
span multple years, the contract duration has been determined 1o
be sach academic period based on the structure of contracts,
Inchuding clauses regarding termination. While in some cases the
customer may have the ability to terminate during the term for
conventence, significant financial or qualitative barriers exist hmiting
the potential for such terminations in the middle of an academic
perad The academic period for this customer base 1s normally an
academic yeer for scheols and a semester for higher education
universilies

Within each academic per.od, a variely of services are provided
such as programme development, student acquisition, education
technology and student support services These services are not
distinctin the context of the customer contract as Pearson provides
an integraled managed service offernng and these activities are
gucounited for together as a comprehensive performance
obligation.



Where Services are prowided to university customers, volurne and
rransaction price are fixed at the start of the semester Where
Serv.ces are provided to school custarners, the transaction price
may contain bath fixed and vanable amourts whiih require
estimation during the acadermic period Estimation is required
where consideration s based upon average enrclments or othar
metrics wrich are not known at the start of the academic year
Variable consideration 1s measured using the expected vajue
rmethod. Historical experience, current trends, local crcumstances
and customer-speafic funding formulas are corsidererd in
esmating and constraining variable consideration. To the extent
that a higher degree of uncertainty exists regarding variable
consideration, these armounts are excluded from the transaction
price and recognised when the uncertainty 1s redsonably remaved.

Customer payments are generally defined in the contract as
occurning snortly after invaicing Where there s a longer payment
term offered to a customer through a payment schedule, payment
terms are within 12 menths and the Group has elected to use the
pracucal expecient availlable in IFRS 15 and not identfy a significant
financing compenent on these Transactions

Revenue 1s recognised for Service contracts over time as the
customer is benefiting as performance takes place through a
cortunuous transter of control to the customer This continuous
transfer of control to the customer 1$ supparted by clauses ir the
contracts which may allow the cusiomer to ferminate tor
convenience, compensate for work performed to date, snd take
possession of work In process.

As cantroltransfers cver tmre, reveriue :s recognised based on
the extent of progress towards completon of the performance
onligation. The selection of the method to measJre progress
towards completion requires judgermert and is based on the
nature af tne products or services provided. Within the
Lomprehensive service pbirgation, the Jming of services occurs
relatively evenly over each acadernic period and, as such, tme
elapsed s used fo recognise the transfer of conrol to the
custemer on a stra.ght-line bas.s

Losses on contracts are recognised in the period in which the loss
first becomes fareseeable. Contract losses are determmed to be
the amount by which estmared total costs of the contract exceed
the estimared total revenues that will be generared

In cases of optional or add-on purchases, insutsLons may purchase
physical goods priced at ther stangzlone value, which are
accounted for separately anc recogrised al the pointin ime when
control passes to the customoer upon shipment

b. Disaggregation of revenue

The rables :n notes 2 and 3 show revenue from contracis with
customers disaggregated by operaiing segment, geography and
revenue stream, Trese disaggregalor Calegories are appropriate
as they represent the key groupings used In managing ang
evaluating underlying performance of each of the businesses. The
caregories also refiect groups of similar types of transacicral
characterrstics. arnong similar custorers, with similar accounting
conclusions

¢. Contract balances

Transactions within the Courseware revenue stream generally entall
customer bllings at or near the contract's :ncepuion and accordingly
Courseware deferred income balances are pnimanty refated o
subscripton perfarmarce obligations tc e delvered over nme.

Transactions within the Assessments and Scrices revenue streams
generally entail customer bill.ngs over ume based on periodic
intervals, progress towards milestones or enrolment census dates.
A5 the performance obligations within these arrangements are
delivered aver tme, the extert of accrued income or deferred
income wall ulumately depend upon the difference between
revenue recognises and Dlings 1o date

Refer to note 22 for cpening and closing palances of accrued
income Refer to note 24 for coening and clasing balances of
deferred income. Revenue recognised during the perica from
changes in deferred income was driver primanly by the release of
revenue over time from digital subscrptions

d. Contract costs

The Group capiaiises indremental costs to eblein (ontracts with
custarners where 111s expected these costs w ll be recoverable
Incremental COsts (o obtam contracts with customers are
considered those which would not have been incurrec i the
contract had not been obtained. For the Group, these costs relate
crimarily to sales commissions Tne Croup has elected to use the
practical expedient as allowable by IFRS 15 whereby such cos:s will
be expensed as ‘ncurred wnere the expecied amort.sation percd s
one year or less. Where the amortisation period s greater than one
year, these costs are amortised over the contract termon a
systematic basis consistent with the ransfer of the uncerlying
goods and services within the contract (o which these costs relate,
which will generally be on & rateable basis.

The Group daes not recognise any matenal costs to fulfif cortracts
with customers as these types of actrlies are governed by other
accounring standards

There were no geferred contract costs n 2027 ar 2020,

e. Remaining transaction price

The below table depicts the remaining transaction price on
unsausfied or parually unsausfied performance obligatons from
contracis with customers,
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3. Revenue from contracts with customers continued

- ) e 2021
Total
remaining
Deferred Committed transaction 2024
Alltiz oosinf rdhons Sales income sales price 2022 2023 and later
Courseware
Froducts transferred at a point in tme 634 1 - 1 1 - -
Products ard services transferrec over time 631 93 - 93 60 11 22
Assessments
Progucts transferred at a point ir time 195 - - - - - -
Products and services transferred over urme 1,164 255 442 697 503 191 3
Services
Products transferred at a paint in time 36 - - - - - -
Products and services transferred over t.me -
subscriptions 290 13 10 23 23 - -
Products and services transfarred over ume -
cther ongoing porformance cbligations 478 24 220 244 244 - -
Total 3,428 386 672 1,058 831 202 25
2020
Toal
fCManIIg
Zeferred Commiried wransachor 2023
Altiguresin rllons S:les rrore sales nnge <C21 2022 and latel
Courseware
Products transferred at a point in ume 570 - - - - - -
Products and services transferred over uime £96 105 14 119 84 14 21
Assessments
Products transferred at a point in ime 148 1 - 1 1 - -
Products and services transferred over time 1,071 217 413 630 426 203 1
Services
Products transferred ata pontin urme 44 - - - - - -
Products and services transferred over ume -
subscrptions 223 18 10 28 27 1 -
Products ang services transferred over ume -
other ongoing performance obligations 245 "8 195 - 213 213 - -
Total 3357 359 632 991 751 218 22

Committed sales amounts are equal to the transaction price from contracts with customers, exciuding those smounts previously recognised

as revenue and amounts currently recognised in deferred income. The Lol of committed sales and deferred income 1s equal 1o the
remaining transaction price. Time bands stated above represent the expected timing of when the remaming transacuon price will be

recognised as revenue.
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4. Qperating expenses

AHV'wgures £ milbors 2021 oo
By function:

Cost of goods sold 1,747 1,767
Operating expenses

Distribution costs 62 59
Selling, marketing and product development costs 521 572
Administrauve and other expenses 802 816
Resiructuring costs 214 -
Other income (37 (45)
Total net operating expenses 1,562 7,402
Other net gans ang losses (63} are)
Total 00 3,248 2991

Other income includes freight income and sublet income Included in administratve and olher expenses are research ano efficacy casts of
£12m (2020 £11m). Other net gains and losses in 2021 largely relate ta the sale of nterests in PIMC m South Africa and the school business
in Braal In 2020, other net gains and losses largely relate (o the sale of the remaning interest in Pearson Rardom House {L180m ga.n)

In March 2021, the Group announced a major restructunng programme to run in 2027, principally comprising the recrgamisation of the
Group into five global business divisions and the simplificatior of the Group's property porifolio. The costs of this programme have peen
excluded from adjusted operating profit so as tc better highlight the underlying performance (see note 8). An analysis of major restructuring
costs are as follows:

Al igures L mllors 2021 2020

By nature:

Product costs 19 -
Employee costs 32 -
Imparment ol non-current assets 145 -
Property and facilities 11 -
Technology and communicatians 3 -
Professionat and outsourced sersaces 4 -
Total restructuring ~ operating expenses ‘ ) 214 -
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4, Operating expenses continued

2021

Al figares in £ priiliors No.es 2520
By nature:

Royalties expensed 185 191
Other pracuct costs 353 349
Employee benefit expense 5 1,365 1337
Contract labour 69 a7
Employee-related expense 21 30
Promotional costs 239 233
Depreciation ard impairmert of property, plant and equipment 10 241 125
Amortisation and Impairment of mtangible assets - product development 20 279 780
Amortisaticn and impairment of inzangible assets - software 1 17 12
Amortsation anc 'mpairment of intangible assets - other i 50 30
Property and faciities 124 85
Technology and commurnications 215 216
Professional and outsourced services 477 498
Other general and administralive cosls 58 71
Costs capitalised 447) {460)
Otner net gains and losses {63) {178)
Other ncome (37) (115)
Total 3,246 2,997
Buring the year the Group obtained the foliowing services from the Group's auditors, Pw(C

Al figuares an £ milors ' ' 2021 3028
The audit of parent company and consolidated finanaal statements 5 5
The audit of the company’s subsidiaries 2 2
Total audit fees 7 7
Audit-related and other assurance services - -
Other non-audit services - -
Total other services - -
Total non-audit services - -
Total L 7 7
Reconalistion between audir and non-audit service fees is shown below:

f’_al-\-f\gfﬁf.m -Z-mllho'*s-_“ 2021 2025
Group audit fees ncluding fees for attestation under section 404 of the Sarbanes-Oxley Act 7 7
Non-audr fees -

Total 7 7

Fees for attestation under section 404 of the Sarpanes-Oxley Act are aliocated between fees payable for the audns of consolidated and

subsidiary accounts
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5. Employee information

All “igures e £ mullions Nat=s

2021

Employee benefit expense

Viages ano salanes {(inchudhng terrmnabion cos:s) 1,180 7.152
Soaal security costs 95 96
Share-based payment cos:s 26 28 9
Renrement benefis - defined contribution plans 25 37 47
Reorement benefits - defined benefit plars 25 25 13
}'otal 1,365 1337
The detalls of the emoluments of the Directors of Pearson plc are shown in the report on Directars' remuneration

;ve-'zgn riymper eroloyed T ’ 2021 _;‘L::r.w
Employee numbers

UK 3,395 3304
Qther European countries 878 886
s 11,757 11.432
Canada 593 648
Asia Pacihc 2,738 2812
Other countries 1,383 2,109
Total B ) 20,744 Z’I,TGj_
2020 emrployee numbers have been restatec to be on a compar able bas.s (o the current year.

6. Net finance costs

All ’ngr’r:S v+ millicrs V V “otes 2021 2020
interest payable an linancial habilities at amortised cost ard associated dervatives (41) (38)
Interest on lease lah.lities (27 41,
Net fore gr exchange losses - (e)
Derrsatves noLin s hedge relavonship - (22)
Finance costs (68) (107}
Interest receivable on firancial assets at amortised cos: 5 9
Interest on lease receivables [ 9
Net finance income In respect of reurement penefits 25 4 5
Fair value remeasurement of disposal proceeds 6 26
Net foreign excharge gans 1 -
Dervatives not in a hodge relatiorshin 20 -
Finance income 42 50
Net finance costs (26) (57)
Analysed as:

Net interest payable refiected in adjusted earnings (57) (&1)
Other net finsnce income 31 4
Net finance costs (26} (57)

Net maverment in the far value of hedges 15 further explained In note 16 Derwatives not in a hedge relationship include far value movements
N e INLerest rate ano Cross-currency INterest rate swaps Fer further informatior on adjusted measures above, see note 8
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7. Income tax

Mg m Ilwo;'s

Current tax

Charge in respect of curren: year
Adjustments in respect of pnor years

lotal current tax charge

Deferred tax

In respect of temporary cifferences

Other adjustments in respect of prior years
Total deferred tax credit/f{charge)

Total tax credit/(charge)

Netes 2021 25040
(96) {18)

{12} 4
{108} (14)
98 (28)
13 (2)
13 111 (30)
3 (44)

The adhustments in respect of prior yvears in both 2021 and 2020 primarnily arise from revising the previous year's reported Lax provis.ch 1o
reflect the tax returns subsequenty filed This results in a change between deferred and current tax as well as en absolute benefit to the total
lax charge The tax cr the Group's profit before tax differs from the theoreucal amount that would arise using the UK tax rate as follows'

Allfigresin £ mlhors
Prcfit before tex

Tax calculated st UK rate (2027 19%, 20207 194%0)

Effect ol overseas tax rales

Effect of UK rate change

Jointventure and associate ncome reported net of tax
Intra-groug finanang benefit

Movement In provisions for tax uncertaintes

Net expense not subject 1o ax

Gains and {osses on sale of businesses not sabject to tax
Unrecognised tax losses

Benefit from changesin local tax law

Benefit from US accounting method changes
Adjustments In respect of prior years

Total tax credit/(charge)

UK

Overseas

Total tax credit/(charge)

Tax rate reflected in earnings

2021 2020

157 354
(30) (57)
(23) (6)
25 {5)

- 1

7 14

- 24
(9) (N

4 21
6 21)

11 -

11 -

1 2
3 (44

27 23
(24) (67)
3 (44)

(1.8)% 12.5%

B Koy judgements

The application of tax legislation in relation to provisions for
uncertain tax positions.

Key areas of estmation

The level of provisions required in relation to uncertain tax

positions s complex and each matter is separately assessed.

The estimation of future settiement amounts 15 based on 3
number of factors including the status of the unresolved
matter, clarity of legislation, range of possible outcomes and
the statute of limitations.

170 | Pearson ple | Annual report and accounts 2021

Included in net expense not subject to tax are foreign taxes not
creditable, the tax impact of share-based payments and other
expenses nol deductible,

Factors which may affect future tax charges include changes in tax
legislation, transfer pricing regulations, the fevel and mix of
profitability in different countries, and settlements with tax
authorities.

The movement tn provisions for tax uncertainties primarily reflects
releases due to the expiry of relevant statutes of imitation,
settlernent of certain audits and the establishment of prowvisions for
new uncertain tax positions The current tax iability of £125m
(2020 £34m) includes £304m {2020: £104m) of provisions for tax
uncertainties principally in respect of several matters in the US, the
UK and China. The matters provided for include the alfocauon
petween territories of proceeds of historical business disposals and
the potential disallowance of intra-group recharges.



The Group 15 currently under auds in several countries, and the timing of any resolution of these sudits s Lncertain, Of the balance of £1C4m,
£80rm relates 1o 2017 and earlier I most countnes, tax years up to and induaing 2017 are now stature barred from examination by tax
authoriues. Of the remaming balance, £3m relates 16 2018, £13m tc 2019, £8m 1o 2020 and £2m to 2021, If relevant enguiry windaws pass
with no sudt, management Belicves it 1s reasonably possinic that provision levels will reduce by an esumared £70m within the next 12
months However, (he tax guthorities may take a different view rom management and the final liatility may be greater than provided.

Contingent habiities relaling to tax are disclosed in note 34.

The tax rate reflected In adjusted earnings 1s calculated as follows.

All figures © £ mllons 7 2021 ) E
Profit before tax 157 354

Adjustments:

Cost of major restructuring 214 -

Other net gains and losses (63) (178
Intangible charges 51 20

Other nel finance income 31) (4)
Adjusted profit before tax 328 352

Total tax creditf{charge) 3 {44y
Adjustments:

Tax benefit on cost of major restructurng (47} -

Tax charge on other net gains and losses 14 3

Tax benefit or intargible charges {(12) {22}
Tax charge on cther net finance cesis [ 4

Tax amorusatcn benefit on goadwill and :ntangbles 8 24

Benefit from changes in local tax law (11 -

Tax benefit on UK (ax rate change {25) -

Adjusted tax charge {64) 35)
Tax rate reflected in adwstec earnings 19.5% 13.7%

For further infarmauon on adjusted measures above, cee note 8

The tax benefit/{charge) recognised in ather comprehensive mcome 15 as follows:

Al igures © £ millier s 2021 2020

Net exchange differences on transianon of foreign operanons 10 (13}

Fair value gain on other fingncial assets (3) (6

Remeasuremnent of reurerrent benefit obligatons (61) 2
(54) (7
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8. Earnings per share

Basic

Basic earnings per share is calculated by dividing the prefit or loss
atiributable 1o equity shareholders of the compary (earmnings) by
the weighted average number of ordinary shares inissue duning the
year, cxcluding ordinary shares purchased by the company and
neld As rrezsury shares

Diluted

Diluted earnings per share 1s calculated by adjusting the weighred
average number of ordnary shares to tzke account of all dilutive
potential ordinary shares anc adjusting the profit attributable,

If apphcable, 1o account for any tax consequences that mignt anse
fromi conversion of those shares. A ciluuan s not calculated for

2 loss

Allfigresin s milhons 2021 2570
Earmings for tne year 160 310
Non-controlling interest {1} -
Earnings attributable to equity shareholders 159 310
Weighted average number of shares (millicns) 7541 7554
Effect of ditutve share optors {rmillians) 5.0 -
Weighted sverage number of shares {millions) for diluted earnirgs 759.1 75E 4
Earnings per share (in pence per share)

Basi« 21.1p 41 0p
Diluted e 20.9p 41.0p
Adjusted Other net gains and losses - These regresent profits and losses

For adgitional detailed information on the calculation of adjusted
measures, see pages 224-228 (Financial key performance
indicators), See note 2 for details of specific items excluder from ar
ncluded in adjusted operating profitin 2021 and 2020

In order to show results from operating actvties 0N a consistent
hasis, an adiusted earnings per share is presented. The Group's
definivan of adjusted earnings per share may not be comparable
with gther similarly tutled measures reported by other companies.,

Adjusted carnings 1s & non-GAAP (nan-statutory) financial measure
and is included as it is a key financiai measure used by
management 1o evaluate tne performance of the Group The
measure also enables invesiors o more easily, and consistently,
track the underiying operational performance of the Group and #s
business segments over ume by separating cut those items of
incamc and expenditure relating to acouisiton and disposal
transactions, mayar restructdring programmes and certain other
Tems that are also not representanive of underlying performance

Adjusied earnings per share 1s calculated as adjusied earrings
divided by the weighted average number of shares 1 1ssue on ar
undiluted basis, The following items are excluded from or included
In adjusted earnings.

Cost of major restructuning - In March 2021, the Group announced
a restructuring programme, to run primarily in 2021 Tre
programme includes the reorganisation of the Group into five
global business drvisions and the simplificauon of the Group's
praperty portfolio. The restructuring costs in 2021 of £214m mainly
relate (o the impairment of nght-of-use property assets, the
write-down of product develepment assels and staff redundancies.
The costs of this restructuning programme are significant enough to
exclude from the adjusted operating profit measure so as ta better
highlight the underlying performance {see note 4}.
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on the s3le of subsidianes, joint ventures, assodates and ather
financial assets and are excluded from adjusted earnings as they
dislort the perfarmance of the Group as reported on a statutery
basis. Cther net gains and losses also includes costs related to
business closures and acquisiuons, Other net gairs in 2027 largely
relate to gains from the disposal of PIHE and the K12 Sistermnas
pusiness in Brazl offset by costs related 1o the acquisiion of
Faethm and the wind-down of certain strategic review businesses.
In 2020, they largely relate (0 the sale ¢f ithe remaiming interest in
Penguin Random House (f 180m gain) The tax charge of £14mn
2021 (2020: £3m) relales Lo other gains and losses.

Intangible charges - These represent charges relating to intangibles
acquired through business combmnations and infangibles relatng to
associates. These charges are excluded as they reflect past
acqulisition activity and do not necessarlly reflect the current year
performance of the Group Intangible amortisation charges in 2021
were £51m, which included no impairmeni charges. In 2020,
intangtle charges were £80m includirg iImpairment charges

of £12m.

Crther net finance iIncome/costs - These include finance costs I
respect of retirement benefits, inance costs relating to acquisition
and disposal transactons and foreign exchange and other net gains
and losses. Net finance income relating to retirerment benefits is
excluded as management does not believe that the consolidated
mnccme statement presentation under 145 18 reflects the ecanomic
substance of the underlying assets and habiliies Finance costs
associated with acquisinon and disposal transactions are excluded
as these relale o fulure earn-outs or acquisition expenses and are
not part of the underlying finanang In 2021, and 2020, the fair
value remeasurement of disposal proceeds relates to the US K-12
disposal n 2019. Foreign exchange and other net gains and Inosses
are excluded as they represent short-term fluctuations i market
value and are subjecr to significant volatility Gther net gains and
losses may not be realised in due course as it is normally the
intenticn to hold the related instruments to maturity. In 2021 snd
2020, the foraign exchange gains and losses largely relate to foreign
cxchange differences on unhedged intercompany loans and cash
and cash equrvalents. Losses on dervatives not in a hedge
relgtionship represent the unrealised mark to market of long-term
interest rate Nedges used to fix the interest rate of borrowings.



Tax - Tax on the above wems 1 excluded from adjusied earnings. Where relevan:, the Group also excludes the benefit from recognising
previously unrecognised pre-acouisiion and capial losses. The tax benefir from tex deductble goodwill and intangiblesas added 1o the
adusted income wax charge as this benefit more accurately aligns the adjusted tax charge with the expected rate of cash tax payments. In
additen, one off wems such as the simpact of the UK tax rate change and changes in [ocal tax lsw have been excluded.

Non-controlling interest - Non-controlling interest for the above items s excluded from adjusted earnings.

The following tables reconaile the statutory income statement tc the adjusted ncorie statement

Other net
Statutory Cost of Other net finance Change Benefit from Tax Adjusted
income rmajor gamns and intangible incorne/ in UK tax changein amortisation income

All figures in £ millions statement restructuring losses charges costs rate  ocal tax faw benefit  statement
Gperating prafic 183 214 {63} 51 - - - - 385
Net finance costs (26) - - - (31) - - - (57)
Profit before tax 157 214 (63) 51 (31} - - - 328
Income tax 3 (47} 14 (12) 6 (25) (11) 8 (64)
Profit for the year 160 167 49 39 (25} (25) QR 8 264
Non-cantroling interest (1) - - - - - - - m
Earnings 159 167 (49) 39 {25) (25) (11) 8 263
Werghied average number
of shares (milions) 7541 754.1
Weighted average number of shares
{milhians) tor diluted earnings 759.1 759.1
Earnings per share {basic) 21.1p 349p
Earnings per share (diluted) 20.9p 34.6p

Star.iory Cost o Qirer ner Lnangs Tax

ACIMD Teju” 2315 ar I~1ang ble - LK [ aarinr ssmoT c

AliTgres ng milions siatemert  resltoonunng asses chargrs ralk focdltan lzw barefit s(EeT ont
Operaung profit 411 - (178) B0 - - - - 313
Net finance costs {572 - - - (4) - - - 1)
Profit before tax 354 - (178) 80 4) - - - 252
Income tax (44) - 3 (22} 4 - - 24 (35)
Profit for the year 310 - {175) 58 - - - 24 217
Non-controlling i-terest - - ~ - - - - - .
Earnings 310 - {175) 58 - ~ - 24 217
Weighted average nember
of shares (milhans) 7554 7554
Weighted average number o7 shares
(milhons) for dituted earnings 7554 7
Earnings per share (basic} 47.0p 287p
Earnings per share (diluted) 41.0p 28 7p
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Notes to the consolidated financial statements continued

9. Dividends

All figures 17 £ Pliors

Final pard in respect of prior year 12 5p {2020: 13 Sp)
Interim paid in respect of current year 6 3p (2020 6.0p)

2021
102

47
149

2520
101

45
146

The Directors are proposing a finzl dividend in respect of the finanaial year endec 31 December 2021 of 14 2p per equity share wrich will
absorb an esumated £107m of shareholders’ funds It will be paid on 6 May 2022 to shareholders who are on the register of members on 25
March 2622 These financial staterments do net reflect this dnedend.

10. Property, plant and equipment

Allfigares n £ rulbons

Cost

AL T January 2020

Exchange differences

Additons

Disposals and retirernents

Reclassifications ard transfers

Transier Lo assels dassified as heid for sale
At 31 December 2020

Cxchange differences

Addiions

Disposals and retirements
Reclassifications and transfers

Transfer 10 assets classified as held for sale
At 31 December 2021

signr-uf e zsmers

Crened p35015

ardarz
auildrgs

460
)

Slar ard
egu proent

23

Lad ang
oLild rgs

Blary anin
E"jJ\p"iE"l'.

308
3

17
(72)

250

Asses N
tre course af
Cconsirect on

36
(n
37
(n
(=0
2
39
(31)

29
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Apht ol-use 2esels Ohnee aasel

455875 N

_ardars: Plzar znag _arc and Planr and Jhie course o
Al fgures v £ llors Bl ngs esLgmen; b_ilcirgs BT Ert COPEIT 070 Tyl
Depreciation and impairment
AL T January 2020 (58) (16) (200) (252} - (525)
Exchange differences 2 1 6 9 - 18
Charge for the year (65) (3) (25) (32) - (125)
Disposals and retirements 1 9 22 29 - &1
Reclassifications and transfers - - {2) 2 - -
Impairment of assets (o be classified as held for sale 14) - - - - 4
Transfer to assets classified as held for sale 14 - - 1 - 15
At 31 December 2020 (150} [E)] {199} {243) - (561)
Exchange differences 1) 1 {1} 1 - -
Charge for the year {46) {3 {16) 30) - (95)
Disposals and retirements 7 [ 29 71 - 183
Reclassifications and (ransfers - - (5) 7 - 2
Irpatrmen: {119) - {22) (3) - {148)
Transfer 1o assets clazshed as held for sale - - 8 - - 8
At 31 December 2021 (269) (5) (136) {199) - (609)
Carrying amounts
AUT January 2020 402 7 100 73 36 618
At 31 December 2020 329 3 97 65 21 515
At 31 December 2021 196 - 90 51 29 366

Key areas of esumahon

The recoverability of right-of-use assets and in particular
assumptions related to the ability 1o sublease vacant leased
assets In the future.

Depreciauon expense of £40m (2020: £44m) has been included in
the income statement in cost of goods sold and £55m (2020 £81m)
N operaung expenses The impairment charge of £746m (2020.
£nil) has been included within operating expenses within the
Income statement

Property, plart and equipment assets are assessed for impairment
wriggers annually or when triggenng events occur. In 2021, as part
of a ma|or resiuctdnng progrsmme, the Group simphfied its
property partfolio. reducing the overall office space recuired. All
property related assets were assessed for impairment as a result of
this triggering event and impa:rment charges of £141m Fave been
recogrised within costs of major restructuning (see note £ for
details). The recoverability of cemtain of the Graups right-of-use
assels 1s now based on the Group's ability (o sublease vacant spsce.

This invalves the use of assumpuons related to future subleases
including the achievable rent, lease starT dates, lease incenives
such as rent free periods and the discount rate applied Should the
future subleasc outcomes e more or less favourable than the
assumptions used by management this could result in addiional
impairment charges or reversals of 'mpairmens charges.

Where there 1s vacant space n the right-of-use-asselts the Group
esumates that 2 1% increase/decrease In tne discount rate used
would recuce/increase the recoverable value of the right-of-use
assets by £10m. In additon, the Group estimates that 2 three
month reduction/increase in the net sublet ncame (which could
arise from changes to the achievable rent, lease incentives or sublet
start dales) would reduce/increase the recoverable value of the
right-of-use assets by £6m
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Notes to the consolidated financial statements continued

Acgared

cLsrom™e” lists, Acqured Acgared Othier

romiracts and TEIETaTks jraolisrr g ImILar gloles
All figorecin e llors Dnaawil Sa'mwace relznonshios sl braros grls AT Tl
Cost
At 1 January 2020 2139 1,039 793 238 179 413 4,801
Exchange differences (45) [24) [25) (19 12} 148) (163)
Additions - internal development - 80 - - - - &0
Additions - purchased - 1 - - - - 1
Disposals and reurements - 16} {17 27) 1309 (16} {140)
Transfers - 14 - - - - 14
At 31 December 2020 2,094 1,104 751 198 97 349 4,593
Exchange differences 8 5 4 (2) - (2) 13
Additions - internal development - 110 - - - - 110
Additons - purchased - 2 - - - - 2
Disposeals and retirements - {135) - (25) - (43) {203)
Acguisiuon of subsidiary 43 - - - - 27 70
Disposal of subsidiary - - {14} (3) - (10} (27)
Transfers - 1 - - - - 1
At 31 December 2021 2,145 1,087 741 168 97 321 4,559

“Cgar ey

castorer lisis. Aroared Aol red Other

CONIPICEs ard radorarks Duabilis g nargibles
Al higares i E millions Ganew | Sonwa ¢ relanr st dnis brands rignts acquired Toral
Amortisation and impairment
At 1 January 2020 - {588) (588) {178) (176; - 371 {1,901)
Exchange differences - 18 23 13 2 46 102
Charge far the year - {112) {44) (14) (2) (8) (180)
Imparment charge - - 2) - - (10) (12}
Disposals - 3] 17 21 81 i5 140
At 31 December 2020 - (676) (594) (158) (95) (328) (1,851}
Exchange differences - 5) (4) 1 {1) 4 {5)
Charge for the year - (113) (34) (8) - 8) (163)
Impairment charge - {4) - - - - (4)
Disposals and retirements - 135 - 25 - 43 203
Dispesal of subsidiary - - 12 2 - 10 24
Transfers - 6 - - - - 6
At 31 December 2021 - (657) {620) (138) (96) (279) (1,790)
Carrying amounts
AL January 2020 2,138 4571 205 60 3 42 2,900
At 31 December 2020 2,084 428 157 40 z 21 2742
At 31 December 2021 2,145 430 121 30 1 42 2,769
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Goodwill

The goodwill carrying value of £2,1£5m {2020 {2.084m) relates 1o
acquisinans completed after 1 January 1988 Prior to " January
1998, all goodwill was written off to reserves on the date of
acquisition Far acouisttions completed between 1 January 1958
and 31 December 2002, no value was ascribed to intangibles ather
than goodwill which was amorused over a period of up to 20 years.
On adopton of IFRS on 1 January 2003, the Group chose nol Lo
restate the goodwill balance and at that date the balance was
frozen (Le amortisation ceased) If goodwill had been restated, then
a significant value would have been ascnbed to other intangible
assets, which would be subject to amorusauon, and the carrying
value of goodwill would be significantly lower. For acgquisitions
completed after 1 January 2003, value has heen ascribed to ather
intangible assets which are amortised.

Software and acquired intangible assets

Acquired imangible assets are valued separately for each
acqutsition and the primary methoc of valuation used Is the
discounted cash flow method. The majority of acquired imtangibles
are amortised Lsing en amortisation profile based on the projected
cash flows underlying the scguisiion date valuation of the
ntangible asset, which generally results in a larger proportion of
amorusation beirg recognised in the early years of the asset’s Iife.
The Group keeps the expected pattern of consumprion under
review, Other mtangibles acguired includes technology.

Amortisalion of £25m (2020 £22m)is :ncluded in the income
statemert in cost of goods seld and £138m (2020, £158m} in
operating expenses Impairment charges of £4m (2020: £12m) are
included in operating expenses within the income statement, of
which £4m (2020, £nil) relates 10 software, £nil (2020: £2m) relates
to customer hists, contracts and relationships, and £nil (2020, £10m}
to olher intangibles acguired.

The range of useful economic lives for each major class of iIntangible asset (excluding goodwill and software) 15 shown below:

Class of intangible asset

Acquired custorner lists, contracts ahd relationships
Acquired trademarks and brands

Acquired publishing rights

2621

Useful economic life

Crther intangibles scquired

The expected amortisation prafile of scquired intangible assets 1s shown below:

Allfgures 1© £ miliors

Class of intangibie asset

Acguired customer lists, contracts and relauonships
Acquired trademarks ang brands

Acqguired publishuing nghts

Other intangibles acquired

3-20 years

2-20 years

5-20 years

2-20 years

T 20m
One to ’ -Six-ét_)-_ T

five years ten years Total

22 29 121

24 6 30

1 - 1

27 i5 42
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Notes to the consolidated financial statements continued

11. Intangible assets continued

impairment tests for cash-generating units (CGUs) containing goodwill

Impairment tests have been carried out where appropriate as cescrnibed below, Goodwll was allocated 1o CGus, or ar aggregation of CGUs,
where goodwill coLld not be reasonably allocatec to individual business units CGUs have been revised 1in 2027 impairment roviews were
conducied on these revised CGUs as summarised below:

2021 CGUs
L - . o
Al figures i L mhors Goodwill
Assessment & Qualificauons 1,198
Virtual Learming 385
English Language Learning 153
Workforce Shills 223
Higher Education 68
Strategic Review (includes the separate CGUs of Ching, India, South Africa, Canada and Other Strategic Review) 108
Tgtal 2,145

2020 CGUs
T T
Al figar=s iz mllors Goadw |l
North American Courseware -
[OLLY 18
virteal Schools 374
ASSEASMENTS 1.002
Internaticnal (includes the separate CGUs of Brazil, China, India and South Africa) 700
Total L ) 2,092

Goodwill s Lested at least annually for impairment. The recoverable ameount of each aggregated CGU s based on the hrgher of value iInuse
and fair value less costs of disposal. Tha value in usc was higher than the far value less costs of disposal in each of the CGUs. Other than
goodwill there are no intangible assets with indefinite lives No impairments of goodwill were recordec in 2021 or 2020 In 2020, impairment
charges of £12m were recognised i relauon (o acquired mtangibles,
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B Keyudgements

The allocation of goodwill to the cash-generating units and
groups of cash-generating units.

Key areas of esumation

The recoverability of goodwill balances. Key assumptions
used in goodwill impairment testing are discount rates,
perpetulty growth rates, forecast sales growth rates and
forecast operating profits.

Determination of CGUs and reallocation of goodwill
Pearson identfies its CGUs based on its operaung model and how
data 15 collected and reviewed for management reparting and
strategic planming purposes in accordance with 1AS 3€ Impa.rment
of Assets’ In 2021, the CGls and aggregations of CGlUs were
revised tg take nto account the announcement and
implementgtion of a new strategy including frve new business
divisions and a strategic review division. The newly created CGUs
ann CGU aggregations reflect the level at wh.ch goodwill s
monitored by mManagement,

Goodwill has been reallocated ta the new CGUs and zggregations
of CGUs. The majority of the goodwill balances have been directly
mapped from one previous COU (or CGU aggregation) to ore newly
created CGU (or CGU aggregauan). Where it was not possible to
drrectly map the goodwill it has been reallocatec using a relative
value method. The key area where the relsuive value method has
been used s for the goodwill related to the previous internaucnat
CGL aggregauon which has been reafiocaied awoss the nevly
created CGU aggregations where applicable

Key assumnptions

For the purpase of estmating the value 1N use of the CGLs,
management has used an ncome approach based on present
value techriques. The calculations use cash flow projections
based on financal budgets approved by management cave'ing a
fve-year period.

The key assumptions Used by management in the value 1n use
calculanions were

Discount rates - The discount rate 1s based on the nsk-free rate
for governmern bonds, adusted for a risk premium To reflect the
mereased riskin.nvesling In equities The misk premium acjusiment
is assessec for each CGU Where CGUs cover muluple territor es,
blended inputs are used. The average pre-tax d-scount rates range
from 8.9% 1o 17.19% (2020: pre-tax 3.3% to 17 2%) Discount rates
are generally lower far those businesses whicm aperste in more
rnatLre markets witk [ow inflanon and generally tugher for those
operating in emergng markets with higher nflatan.

Perpetuity growth rates - The perpeluity growth rates are based
on infleion trends. A perpetury growth rate of 20 (2020: 2%) was
used for casn flows subsequent to the approved budget penod for
CGUs operaung primanly in mature markets This perperuity growth
rate 1S a conservative rate and is considered 1o be lower than the
tong-term historical growsh rates of the underlying territories in
which the CGU operates and the [ong-term growtn rate prospects
of the sectors inwhict the CGL operates. CGU growth rates
between 2 0% 0 5.0% (2020, 2 2% 10 4.5%) were used for cash
flows subseauent to the approved budget period for CGUs
operatng in emerging markets with higher inflation. These growth
rates are also generally bolow the long-term historical growth rates
i~ hese markets

The Key essumpuions used by managerment In setting the financis|
buogets were as fallows.

Forecast sales growth rates - Forecast sales growth rates are
based on past experience adjusted for the straregic direction and
near-term imvestment priorities w.thir each CGL. Key assumpiiors
include continued growth in Virtwal Learning, post COVID-19
recovery i Assessment & Qualificavons and Erglish Language
Learning, growth driven by recent acguisiions in Workforce Skills,
ang ongaing pressures in Higher Eoucation parually offset by
recapture of the secondary market. The sales forecasts use average
ncminal growth rates of low-mid single digits for mature husinesses
in mature markets, mig-hugh s:ngle chigs for emerging businesses
inmarture markets, low-high single digits for mature businesses in
ermergirg markeis, and low double digits for Waorkforce Skills where
there 1s sgrificant organic Investment and INorgane investment
related ro the aceguistion of Faethm

Operating profits - Operating prolits are forecast based an
historical experience of operatng margirs, adjusted for the impact
of changes to product ¢osts, comrmitted restructunng plans,
strategic developments and new business cases to the extent they
have been formally approved prior tc the balance sheet date.
Management applies judgermenr in allocaning corporate costs on 3
reasonaole and consistent basis in order (O aetermine operating
profit at 3 CGU level Forecasts gencrally assume a retumto
normality ram 2022 onwards ollowing the CCVID-19 panderic.
Mansgement have considered the impact of cimate change risks
{including physical and transition risks and the costs assocated with
achieving the Group's net zerc commitment) and are satisfed that
arvy related costs will not matenally impact the Group's profit
forecasts or iImpairment judgements ar 31 December 2027, i

Annual report and accounts 2021 | Pearson ple | 179



Financiai statements
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11. Intangible assets continued

The table below shows the key assumptions used by management 1N the value in use calculations.

Assessment & Qualifications
virtual Learming

Englsh Language Learning
Workforce Skills

Higher Fducaton

Strategic Review

Z8ICUT rate
11.2%
10.9%

9.1%
8.9%
11.1%

2.0%
2.0%
3.0%
2.0%
2.0%

89-17.1% 2.0-50%

Sensitivities

Impairment testng for the year ended 31 December 2021 has shown none of the CGUs, or groups of CGUs, as being sensitive 1o reasonably

possible changes in key assumptions, including those related to chmate change.

The assels held i the Strategic Review CGUs are subject to a possible disposal process Given tne stage of the process the related assels

have not been classified as held for sale 2t 31 December 2021, Valuation esbmates obtained as part of this process were used by

management 1o determine a fair value iess ¢osts (o dispose valuauon. This “air value less costs 16 dispose valuat on resulls in a lower
neadroom pasition then the value in use methioc. however, T docs not indicate impairrment in any of the Strategic Review CGUs.

12. Investments in joint ventures and associates
The amounts recognised in the balance shees are as foliows

Allfigiresin D llors 2021

Assoriates 24 6
Total 24 6
The amounts recognisec in the income statemenr are as follows:

Alfigame=1 £ milhors 2021 2025
Assouiates 1 5
Total 1 5

The Group tias no material associates or jont vertures.

In 2021, the Group acquired two associates The largest of these is a 40% interest in the Academy of Pap (A0P) that was entered into on 31
August 2021, and had a year end carrying amount of £10m, of which £7m was sull to be paid as at 31 Jecember 2021 (see note 36). AOP 15

ncorporated N Delaware and 1s a Limited Ligbility Company It was set up with XIX Entertainment to create a new entertainment driven

performing arts learning platform, which will affer coaching from renowned instruciors. with a combination of physical locations and online

learning.

The Group's 25% interest i Penguin Random House was disposed of in Apnl 2020 (see note 31). Funds loaned 1o Penguin Random House
were repaid at the point of disposal, Prior to the completion of the sale of Penguir Random House, the Group receved dividends of £1m

frym Penguin Random House.

There were no other material transactions with associates or jont ventures during 20271 or 2020.
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13. Deferred income tax

Allfgures o £ milliors 2021 Uit
Deferred income tax assets 57 32
Delerred income tax hatwlities (40} (62)
Net deferred income tax asset/{liability) _ ) ) 17 (30}

Substanmialiy all of the deferred income tax assels are expected to be recovered after maore than gne year

Deferred income tax assets and habilites shall be offset when there 1s a legally enforceable nght o offset current income 1ax assels with
current income tax liabihves and where the deferred income taxes relate to the same fiscal authorty At 37 December 20217, the Groug has
gross tax [osses for which no deferred (ax asset s recognised of £166m (2020: £166m) in respect of UK losses, £397m (2020: £369m) 1In
respect of US losses and agproximately £164m (2020 £300m)in respect of losses in other territories The UK losses arc capital losses which
can be carried forward indefinitely. The US losses relate 1o federal and state laxes. Federal tax losses can be carried forward indefiniely,
cortan state tax losses may have cxpiry perieas between ane and 20 years.

In the UK March Budget 2021, the Government anncunced that from 1 Apnl 2023 the UK corporation tax rate will increase 1o 25%, and this
was substantively enacted on 24 May 2021 UK deferred tax halances have been remeasured at the enacted rate. The UK corporation tax
rate Increase has resulted in an increase of £27m in the UK deferred rax liability sssoriated with the UK Group pension plan asser position,
which has been recognised i other comprehensive income The UK corporauor: tax rate change 1s benieficial to the Group's statutory tax rate
as T increases the value of certan UK tax auributes of the Group. such as tax {osses

Other gross deducuible ternporary differences for which no deferred rax asset is recagnised total £22m (2020, £56m). The amount of
termporary differences associated with subsiSiaries for which 1o deterred tax has peen provideo 1s Nt materal,

Deferred income tax assets of £19m (2020: £20m) have been recognised in countries that reported & tax loss in either the current or
preceding year. This primarily anses in Brazilh n respect of tax deductible goodwill and tax losses 1115 considersd more hkely than not that
there will be sufficent future taxable profits (o realise these assets

The recognition of the deferred income Lax essels s supported by management's forecases of the future profitability of the relevant countries.
n some cases deferred Income tax assets are forecast to be recovered through taxable profits over & period thar exceeds five years
Manzgement consider these forecasts are sufliciently reliable Lo support the recovery of the assets. Where there are insufficient forecasts of
furure profits, deferred income tax assets have not been recognised.

The movement in deferred income tax assets end labilues dunng the year 15 &3 lallows:

Reremont
henefit Deterroc Soncwll and Interest

Alligures ni mitors abhgauens reserye nisngibiec gt ors Qdiher Torel
Deferred income tax assets/
{liabilities)
ALY January 2020 39 34 (38) M 1799 57 27 1M
Exchange differences 2 12 1) {2) 2 43 {2) (8)
Income staternent {chargelWbenefic (44 4 12} 3] (12} 23 5 303
Tax benefit/(charge) In other
comprehensve INCome - - 2 - - - (3) 3)
At 31 December 2020 47 35 (49) 45 (209) 76 25 (30}
Exchange differences - m - - (2) - 2 M
Acguisition of subsidiaries 1 - - - .| - - 5
Income statement berelit/(charge) 34 30 2 7 29 {21 30 111
Tax charge in other
comprehensive INcome - - {61) - - - (7) {68)
At 31 December 2021 82 b4 {(108) 52 (178) 55 50 17

Crher deferred Income 1axitems include temperary difierences in respect of share-pased payments, depreciation znd royalty advances

As a1 31 December 2021, no deferred income tax assets or iabilites were classified as held for sale (2020' £n1),
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14. Classification of financial instruments
The accounung classficauon of each class of the Group's financial assets, and therr carrying values, 1s as lollows:

2021 2020

- 7 Amnrtised ) ATamEsd
Fair value cost . ~ Ear va\ue/ o Lgi
Fair value  Fair value
through aother through  Fair value Total

comprehensive  profitand - hedging Financial  carrying
Alfigirez it & mllors RYEIEN income loss  instrument assets value o
Investments in
unlistez secunties 15 113 - - - 113 138 - - - 138
Cash and cash
equivalents i7 - 84 - 853 937 - 53 - 1,004 1,057
Derivative financat
Instruments 16 - - 32 - 32 - 2 61 - 63
Trade recewvables 22 - - - 854 854 - - - 803 203
Investment In finance
lease receivable 22 - - - 115 115 - - - 130 130
Other recevable - 87 - - 87 - a5 - - 96
Total financial
assets 113 171 32 1,822 2,138 138 191 &1 1,237 2327

The carrying value of the Group's financal assets s egual to, or approximately cqual to, the market value. The other receivable relates 1o the
recewable which arose or the disposal of the US K-12 husiness and s included in current other recevables in note 22

The accounting classification of each dass of the Group's financial liabilities, together with their carrying values and market values, 1s as
follows

I 2021 3329
Amortised Amcrnsed
Fair value cost Faif walae LS
Fair-;;!ue o a ) Farvalae
through Fair value Other Total Tetal threogh bair value Crrer Tora Total
profit and - hedging. financial  carrying market ey are reagng [ marasl Larrying Taraet
Al figures iy eullors Nor2y loss instrument liabilitres value value loss  ymsprumen: lapilties val.e val oo
Derivatve financial
tnstruments 16 12) {22) - (34) {34) (30} (22) - (52) (52)
Trade payables 24 - - (351) (351) (351) - - (340} (340) (340
Bank loans and
overdrafis 18 - - - - - - - (3) (&) 3
Cther borrowings due
WIThin one year 18 - - (155) {155} (155) - - (257 {251} (Z249)
Borrowings due after
more than one year 18 - - (1,245) (1,245) (1,276) - - {1,297  (1,397y (1,451)
Total financial
liahilities {12} (22) {1,751y (1,785) (1,816} (30 22) {1,991 (2,043} (209%)

The market value of leases has been stated at hook value,

Fair value measurement

As shown above, the Group's dervative assets and liabilities, unlisted securties and marketable securities are held at fair value. Financial
instruments that are measured subsequently to mitial recogniuon at farr value are grouped into levels 1 to 3, based on the degree tc which
the far value 1s observable, as follows:

Level 1 fair value measurements are those derived fraom unadjusted quoted prices in active markets for identical assets or labilities.

Level 2 fair value measurements are those derived from mputs, other than guoted prices included within level 1, that are observable for the
asset or habihity, either directly (as prices) or indirectly (derived from prices)

Level 3 farr value measurements are Lthose derived from valuation technigues that include inputs for the asset or liabifity that are not based
on observable market data {(unchservable inputs)
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The Group's bonas valued at £767m (2020, £365m;} and meney market funds of £84m (2020: £93m) ncluded within ¢ash and cash
equivalents are classifled as level 7 The Group's derivalive asscts valued at £32m (2020 £6371) and dervative iabilities valued at £34m {2020
E£52rm) are dassified as level 2. The Group's irvestrnents inunhsies securities are valaed at £113m (2020 £138m) and the olher recevanlie s
valued at £87m (2020, £96my); bhoth are classified as lovel 3.

The following tabie analyses the moverments in level 3 fair value remeasurements

2021 2t
O vestmens
Other in unlisted

Allfguresind milhors receivable securities Total Toual
AL beginning of year 96 138 234 304
Exchange d'fferences 1 1 2 (11
Acquisition of Investments anc other recevable - 4 4 3
Disposal of Investments and other payables (16} {54) (70 (1a%)
Far value maovements 6 24 30 40
At end of year 87 13 200 234

The fair value of the investments 0 unlisted secunities 1s detarmined oy reference to the financ &l performance of the underlying assel.
recent fundirg rounds and amounts realised o1 the sale of similar assets.

Oninmal recognition, the fair vslue of the other recevable, wihich arose on the disposal of the LS K-12 business, was determinec using
present value techrigues wherehy the expected value of future cash flows was discounted using 2 rate which 1s representative of the
creditworthiness of the US K-12 business During the year, the Group receved £16m as a parual repayment. with the remain.ng amoLnts
reclassified as a current asser The recevable was repard in January 2022 {see note 37)

15. Other financial assets

Allfgures - £ rullars 2021 onE

At beginring of year 138 122
Excharge differences 1 14)
Acguisition of imvestments 4 [
Disposal of Investments (54) -
Fair value moverrenis 24 irA
At end of year ) ) 113 138

Other financial assets are unhsted securities of £713m (2020 £738m) that are classiied at farr value through other comprehenzive income
{(FYOCI). The assets, which are not feld for tradirg, relate 1o the Group's interests in new and iNnovative educational ventures across the
warld, These are strategic investments and the Group considers the ¢lassification a5 FVOC to be more relevant None of the irvestments are
indmduslly sign.ficanz to the firancial statements and therefore sersitiiues hase not been provided.

16. Derivative financial instruments and hedge accounting
The Group's approach 1o the managemen: of fiNnancial risks 1s set out In note 19 ~"he Group's outstand ng dervetive financial .nstruments are
as follows:

2021
Gross notionat o Cross rot

All figures o § millars amounts Assets tiahilities 4 AnnEls - atuluze
Interest rate dervatives - in a fair value hedge refatiorship 168 5 - 12 -
Interest rate derrvatives - notin @ hedge relatonsnip 217 - )] - 127
Cross-currency rate dervatives - 1N s hedge relatonstup 331 24 (21) 44 120)
FX derwvauves - in a hedge relauonship 237 3 (1} 5 12)
FX derrsatres - not in a8 hedge relationship 193 - (3) 2 13}
Total 1,146 32 (34) 53 (52)
Analysed as expiring:

In less than one year 393 2 (4) 1,238 18 (12}
Later than one year and not later than five years 679 30 (26) 663 45 (32}
Later than five years 74 - {4} 73 - 8]
Total 1,146 32 (34) 1974 63 (52)
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16. Derivative financial instruments and hedge

accounting continued

The Group's Lreasury pohaes only allow derwvatives 1o be traded
where the ebjective 1s nisk ritigation These are then designated fer
hedge accouriting using the following criter.a

- Where inlerest race and cross-currency Interast rate swaps are
used to convert fixed rate debt to floatng and we expect to
receve inflows equal 1o the fixed rate cebt interest, these are
classfied as fair value hedges

- Whrere derivatives are used 1o create a future foreign currency
liabtlity Lo prowide proteclion against currency movements
affect:ng the valuation of an overseas investment, these are
designated as a net investment hedge

- Ifthe derivative and the underlying hedged exposure would
normally be revalued through the iIncome statement and
valuation changes are expected to be perfectly or near perfectly
equal and oppaosite, these will not be classified in a hedge
relanonship.

The Group's fixed raze JSD debt s held as fixed rate instruments at
amorusec cost

AT 371 Decernber 2021, £173m of the Group's fixed rate eurn debris
cornverted e a floaung rate exposure using interest rate and
Cross-currency swaps. The Group recerves interest unger (s edrg
debl relaled swap contracls 1o malch the interest of 1.375% on its
euro 2025 notes and, in turn, pays a floating USD LIBOR+ a spread
of 1.35%.

USD interest rate swaps are subscquently used to fix an element of
the interest charge The all-in rates (including the spread above
LIBOR) that the Group pays is crca 3.6% |n addition to this, the
Group has executed additional interest rate swaps to offset the
floating rate borrowings paying circa 2% At 31 December 2021, the
Group had interest rate swap contracts to tx L217m of debtand a
further £580m of outstanding fixed rate bonds, bringing the total
fixed rate debt to £807m These fixed interest rate dervatives are
not designated In hedging relatonships Addwionally, the Group
uses FX derivatives including forwards, collars and cross-currency
swaps 1o create synthetc USD debt a5 a hedge of ts USD assets
and to achieve certainty of USD currency conversion rates, in line
with the Group's PX hedging policy. Qutstanding contrscts as at 21
Decemper 2021 were held at an average GBP:USD rate of 1.46, The
Group also uses FX derivatives to create synthetic BRL debt as a
hedge of BRL assets, these are heid at an average GBP-BRL rate of
7.71. These derivatives are n designated net investment hedging
relationships The weighted average rate achieved for the bonds in
a net investment hedge relationship was GBP:USD 1.58 for the USD
ponds and EUR'GBP 0.856 for the euro bonds Qutstanding
Lontracts on the cross-curency swaps at 31 December 2021 were
held at an average EUR.GBP rate of 0.72. These dervatves are in
designated fair value hedging relationships
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The Group's portfolio of rére derwvatives s diversified by matunty,
counterperty and type. Natural offsets between transacuons
within the portfolio and the designation of certain dervaives as
hedges significantly reduce the nisk of income statement volaulity,
The sensitivity of the portfolio Lo changes in markel rales is sel cut
mnrate 19

Fair value hedges
The Group uses interest rate swaps and Cross-cdrrency swaps as
fair value hedges of the Group's euro 1ssucd debt

Interest rate exposure arises from movements in the {air value of
the Group's eurc detit attributable to movements N euro INterest
rates. The hedged risk s the change in the euro bonds fair value
attributable 1o interest rate movements. The hedged items ave the
Group's euro bonds which are 1ssued at a fixed r3te. The nedging
instruments are fixed to floating euro interest rate swaps where the
Group receives fixed Interes! payments and pays three-month
Euribor

As the critical terms of (he interest rate swaps match the bonds,
there is an expectation that the value of the hedging instrument
and the valuc of the hedged item will move in the oppasite
direction: as z result of movements i the zero coupon Euribor
curve. The hedge ratio 1s therctore expected 1o be 100%. Potential
sources of hedge ineffectiveness are a reduction or modificatior in
the hedged tem ar a materiat change in the crecit nisk of swap
counterpartes.

Aforeign corrency exposure arises from foreign exchange
fluctuations on translation of the Group's euro debt into GBI The
hedged risk is the risk of changes in the GBPEUR spot rate that will
resultn 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 floaung cross currency
swaps which mitigates an exposure o the effect of euro
strengthening against GBP within the hedge tem

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 iterm mave in the opposite directon

as a result of movernents in the EUR.GBP exchange rate. The hedge
ratio I1s 100%. Potential sources of hedge ineffectiveness are a
reduction or modificatnon inthe hedged item or a matenal change
In the credit risk of swap counterparties,

The Group held the following instrumecrts to hedge exposures (0
changes ininterest rates and foreign currency risk associated
with borrowings:



Al figures e Lorulhors

Denvative financial Instruments for interest rate risk

Derwvatise financial instruments for currency risk

C4rrAng armpJn; ol
FeOgirg nelromerts

5
24

Chargen fal valde o~
redging nerumert
L50GT0 DErTIng

Momirglamgarts o

radge nelfecl.erzss 2 ANSTTUTINNES,
(5) 168
(20) 168

AllTgures - £ milliors

Changsinfair valae o7
nedgirg nerament
) £
Fadee reflertiversss

Narrir el amioor ts ot
Fedg P2 inslrments,

Derivatre financial nstruments far nterest rate risk T2 - 354
Derivative financial nstruments for currency risk A4 19 354
The amounts st the reporting date relatng to items designated as hedge items were as follows.

221

Alltguresic & ruliors

Interest rate risk

Financial labilities - barrowings
Currency risk

Financial liabilities - borrowings

Carmng armiou 20
necged rems

(173)

{173)

ACTLTUlETeC AUt o
“a.r value b
FOLRUTMerE or e
Fedoed e nladed e
e Ldﬂ';‘lf‘l«,‘ Armoant

Fange 1 far vale o
nadaed e Lseo 1o
dererm re herdge
nefect vor oss

(4} 5

n/a 20

_ime er in pro’il o less
—eage a oes Fedge
irefertveness FI0TOCH s

- n/a

Allfoures o £ millors

Interest rate risk

Financial labilines - borrowings
Currency risk

Financial liabilities - borrowings

Carryinig grour o7
necged tems

(367)

(387)

Avzirr dlated arne.ur
for ek
ad Jsimrents
e nedgea e

1] saed e ree Ly Ing

- Chzngeimfar walue o
Aedged cert Lsed s
dorermrs

i &
rofec verow,

SrMnoant
) -
n/a (19)

—enge

1 elle venass

Hedge of net investment in a foreign operation
A foreign currency exposure arses from the translation of the Graup’s net ipvestments N its subsidiaries which have JSD, EUR and BRU
funcuonal currencies, The hedged nisk s the nisk of changes in the GBPUSD, GBPEJR and GBPBRL spot rates that will result in changes in the
value of the Group's net investment inits USD, ZUR and BRL assets when transiated inta G2P The hedged ems are a portion of the Graup's
assets which are denominated in USD, EUR anc BRL. The hedging instrurmnents are debt and dervative financial instrurnents, including
cross-currency swaps, FX forwards (including non-deliverable forwards) and =X callars, which mingates an exposure 1o the effect of &
weakering USD, EUR or BRL on the hedged tem against GBP.

it1s expecied that the change invalue of each of these items will mirror each ather as there 1s 3 clear and d.rect ecanarmic relatonship
between the hedging instrument and the hedged item In the heage <elaticrship

Hedge ineffectrseness would arise If the value of the hedged items feil below the value of the hedging instruments, however, this is uniikely
3s the value of the Group's assets denominsted 1In USD, EUR and 8RL s significantly greater tan the proposed netinvestiment programme
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16. Derivative financial instruments and hedge accounting continued
The amounts related toitems designated as hedging instruments were as follows:

Change in
Laryng value o heogng heornl
arour Sf s gmenl weed o driounts g
hedg ng det=rr ne leage of hedgng  recognsedn
Alfigere=in £ mill ons LU LS IPRTECTLACNDES IFISTE U 2T a0l
Derwative financial instruments a9 2 (400) (2) -
Financial lahhites - borrowings {240) 4 (240) 4 -
255
Larmyrg salun MNemrgl e TE Hecge
amoonl gt omsirum ol OUNls  goirs. l0sses,
hedging OELATMIF & neOgE ot hesgng reiognoec '
Al figurez im £ milhiors 11550 TSNS wnethnctvercss N5 Imerts o0 profit o loss
Dernvatve finanaial instruments (%7} 3 [355) E -
Financial habilities - barrowings ) (246) 1 (246) 1 - -

In addition 1o the above, £3m (2020 £15m) of hedging gains were recognised in O in relation to derwvative financsl instruments that
matured during the year. In 2020, L*4rr of losses accumulatea in the translation reserve are reclassified 1o the income staternent az a result
of the dispasal of Penguin Rendorr House. Included m the translanon reserve 1s a cost of hedging reserve relating to the urme value of FX
collars which 15 not separately disclosed due o materiality. The value of that reserve will decrease over the life of the hedge transactuon The
balance as at 1 January and 371 December 2021 was £1m

Offsetting arrangements with derivative counterparties
All of the Group's derivative financial Instruments are stbject to enforceable netting arrangements with individual counterparties, alowing net
settlement in the event of default of either party. Dervative financial assets and labilines subject 1o offsetting arrangements are as foliows.

~ _ 2121_ o I

Gross Gross  Net derivative woss Gress Nerueraive

derwvative derivative assets/ e ahsElsd

Al figres i Lmdliors assets liabilities liabilities anaeTs labhies
Counterparties In an asset positon 17 (12) 5 35 25
Counterparues in a habiity posiuon 15 (22) {7} 28 (14)

Total as presented in the balance sheet 32 (34) 2} 63 1

Al of the Groun's dervative financial iInstruments are subject to enforceable nettung arrangerments with indwadual counterparties, allowing net
settlernent In the event of default of either party Offset arrangements in respect of cash balances are described innote 17

Counterparty exposure from all derivatives 1s managed, together with that from deposits and pank account balances, wathin credit limits that
reflect published credit ratings and by reference to other market measures (e.g markel prices for credit default swaps} to ensure that there is
no significant exposure 1o any one Counterparcy’s credit risk.

The Group has no material embedded derivatives that are required to be separately accounted for in accordance with IFRS 9 'Fmancial
Instruments’.

17. Cash and cash equivalents (excluding overdrafts)

Allfiguresin £ fhors 7 2&1 20:0
Cash at bank and in hand 660 599
Short-lerm bark deposits 277 498

937 1,097

Shart-term bank deposits arc invested with banks and earn interest at the prevailing short-term deposit rates.

Al the end of 2021, the currency split of cash and cash equivalents was US dollar 37% (2020: 14%), sterling 24% (2020: 64%), and other 39%
(2020, 22%)

Cash and cash equrvalents have fair values that approximate to their carrying value due to their short-term nature
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Cash and cash equivalents include the following for the purpose of the cash flow statement

M fgures i £ el aes 2021 )

Cash and cash equivalents 937 1116
Bank overdrafts - (3}
937 1113

There 15 ne cash and cash equivalents balance classified as held for sale (2020. £19m). The Group has certain cash pooling arrangements In
US dollars, sterling and Canadian dollars where both the company and the pbank have a legal right of offset. Offsetting amounts are presented
gross in the balance sheet. Offset arrangements in respect of denvatives are shown in note 16

18. Financial liabilities - borrowings
The Group's current and non-current borrowings are as follows:

Al “zures - £ railliors ) 72(]21 77:\2(3
Non-current
2 75% US dollar notes 2022 tnominal amount $11 /m) - %6
3.25% US dollar notes 2023 (nomina! ameunt $54m; 70 69
1.375% euro notes 2025 {(nominal amcunt £300m) 257 279
3.75% GBP notes 2030 (nomimal amount £ 350m) 353 3532
Lezse labihtes {sce note 35) 565 610
1,24% 1.397
Current {due within one year or on demand)
Bark laans and overdrafis - 3
1.875% euro notes 2027 (naminal amaount £195m) - 178
3.75% US dollar notes 2022 (nominal amount $°17m) 87 -
|ease lizhlines (see note 35) 68 73
155 254
Total borrowings 1,400 1651

Included N the non-current borrowings above 1s £10m of accrued interest (2020, £11m). Included in the current borrowings sbove 15 £0.5m
of accrued interest (2020 £2m) In acdiion 10 the above, there are nc nan-current borrowings (2020, L66m) or current borrowings
(2020 £3m) classified as held for sale. The maturities of the Group’s non-current porrowings are as follows:

Al gures o millors 2021 <020
Between one and two years 140 160
Betwoen two and five years 435 531
Over five years 670 706

1,245 1,397

The carrying amounts and rnarket values of horrowings are as follows:

2021
- Effective Carryinr Marke? e 7

Allfigures <2 millorns interest rate value value c
Bank lpans and overdrafts n/a - - 3 3
1.875% euro notes 2021 néa - - 178 176
3.75% US dollar notes 2022 3.94% 87 87 86 88
3 25% US doliar nates 2023 3.36% 70 71 4 71
1.375% eurc notes 2025 1.44% 257 260 279 278
2.75% GRP notes 2030 3.93% 353 380 353 AQ4

767 798 968 1,020

Annual report and accounts 2021 | Pearson ple | 187



Financial statements

Notes to the consolidated financial statements continued

18. Financial liabilities - borrowings continued

The market values stated above are based on clean market prices at the year end or, where Lhese are not avallable, on the quoted market
prices of comparable debt issued by other companies The effective interest rates above relate to the undertyirg debt instruments

The carrying amounts of the Group's borrowings before the effect of dervatives (sec notes 16 and 19 for further information on the impact of

aervatives) are denominated in the fcllowing currencies:

Allfligures in £ milions
Us dollar
Sterling

Euro

Cther

2021 200

434 458
674 686
268 472
24 35
1,400 1.651

The Group has $1.13bn {£0.9bn) of undrawn capacity on tls commitled borrowing faciilies ss al 21 December 2027 (20207 $1 1Sbn (£0 9bn)
undrawn}. In addimion, there are & number of short-term facilivies that are utilised in the normal course of business. All of the Group's
borrowings are unsecured In respect of lease cbligations, the rights to the leased asset revert to the lessor in the event of default.

19. Financial risk management

The Group's approach tc the management of financial risks
together with sensitivity analyses of its finarcial insirumcnis s set
out below.

Treasury policy

Pearsan's treasury policies set aut the Group's principles for
addressing key finanaial risks including capital risk, iguidity risk,
foreign exchange risk and interest rate nsk, and sets out
measurable targets for each. The Audit Commitiee receves
quarterly reparis incorporating compliance with measurable targets
and reviews and approves any changes (o treasury policies
anrually.

The reasury function s permitted o use dernvatives wnere their
use reduces a nisk or sllows a transacuon o be undertaken more
cost effectively. Derivatives permitted «nciude swaps, forwards and
collars te manage foreign exchange and interest rate nsk, with
foreign exchange swap and forward contracts the most commaonly
executed Speculative transacuons are Not permitted

Net debt

The Group's net debt position 15 set out below:

Allfigures im0 lbors

Cash and £ash equivalents

Derivative financial instruments

Bank loans and overdrafts

Bonds

Investment in finance lease recevable
Lease liapdities

Net debt

Capital risk

The Groap's obecuives when managing capital are:

- Tomantan a strong balance sheet ana a sclid investment
grade raung,

- Tocontinue to nvest in the business organicaliy and
through acguisiiions, and

- Tohave a sustaimable and progressive dvidend policy

In September 2021, Standard & Poor's Financal Services LLC
withdrew its ratings at the request of the Group. Fitch Raungs
Limited assigned a first-ume Long-Term Issuer Default Raung ("1DR")
of '8BB-' (stable outlook) to the Group The Group's bonds are rated
Baa3 (stable cutlook) and BBB- (stable outlook) by Moody's
Investors Service and Mitch Ratings Limited respecuvely.

2021 22025
937 1,116
(2) 11
- (3
(767} {965)
115 130
(633) (752
(350) (463)

Al 31 December 2020, net debt presented above includes borrowings of £69m and cash and cash equivalents of £ 9m which are included in
assets and llabilities held for sale There are no balances held for sale as at 31 December 2027,
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Interest and foreign exchange rate management
The Greup’s principal currency expasure (s (o the US dollar which represents mare than 60% of the Group's sales.

The Group's long-term debt s primarily held in US dollars to provide & natural hedge of this exposure, which 1s achieved through issued US
dollar debt or converting curo debrt 1o US dallars using cross-currency swaps, forwards and collars As at 31 Decernber 2021 and 2020. the
Group's debt of £1,400m (2020 £1.651m) 1s all held at fixed rares.

See note 16 for details of the Group's hedging pregramme which addresses interest rate risk and forengn currency risk.

Qverseas profits sre converted to sterling to sabsfy sterling cash outflows such as dradends at the provailing spot raie at the nme of the
transaction. To the extent the Group has sufficent sterling, US dollars may be held as dollar cesh to provide a natural offset Lo the Group's
debt or to sausfy furure US dallar cash outflows.

The Group does not have sigrificant cross-border foreign exchange transaciconal exposures.

As at 31 December 2021, the sensitivty of the carrying value of the Group's finanog! instruments to fluctuations ininterest rates and
cxchange rates Is as follows

impactof 1%  Impact of 1% Impact of 10%  Impact of 10%

Carrying increasein decreasen  strengthening  weakeningin
alrgutes © F mMiluns value interestrates interest rates in sterling sterling
fnvestments in unlisted securities 113 - - 9 11
Qther receivable 87 - - (8) 10
Cash and cash eqguvalents 937 - - 43) 53
Derwvative financial Instruments {2) 6 (&) n 1
Bonds (767) 5 {5) 37 (45)
Other borrowings (633) - - 57 (70)
Invesirment In finance lease receivable 115 - - 11 13
Orher ret financlal assers 503 - - (42) 51
fotal 33 " 0y 20 24

Iveasof 1% ImpacLof 14

Tarsy ng cerease n g weaher ng
Mipures - £ mlors valae rerest rites nstedng sterlng
Investrments in unhisted securiues 128 - - (i 43
Qther rocewable el - - (9} I
Cash and tash equivalents 1,097 - - (55) 25
Dertvative financial nstrumernits I 17 (19) 3 1
Bonds (955) 9 9 54 67
Other borrowings (686) - - 62 (76)
Investment in finance lease recervable 136G - - 12) 14
Cther net financial assets 463 - - (44) 40
Total 284 26 (28) (12) (39)

Tre table above shows the sensitvities of the fair values of each
class of hnencal instrument to an solsted change in either nterest
rates or foreign exchange rates Other net financ.al assels
comprises rade recevables less trade payables A significant
proporuon of the movements shown gbove would impact equity
rather thar the Income statement due o the focaton and
functional currency of the entiues in which they anise and the
avalabilicy of net investment hedging

The Groug's income statemenit s reported at average rates for the
year while the balance sheet 1s translated ar the year-end dosing
rate. Differences between these rates can distort ratio calculauons
such as debt to EBITDA and interest cover. Adjusted operating
profit translated at year-end closing rates would be £6m righer
(2020 £25m lower) than the reported figure of £385m (2020
£313rm}at £391m (202C £288m) Adjusted EBITDA translated at
year-erd closing rates would be £8m higher {2020. £38m lower)
thar the reported figare of £598m (2920 £550m) at £606m (2020
£512m)
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19. Financial risk management continued
Liguidity and refinancing risk management

Tre Group regularly reviews the level of cash and debt faciliues
required to fund its actvities. This involves prepanng a prudent
cash flow forecast for the next three 1o five years, determining the
level of debt facilities requires to fund the busimess, planning for
sharehalder returns and repayments af marunng debt, and
igentifying an appropriate amount of headroom to provide a
reserve against unexpected outflows.

At 31 December 2021, the Group had cash of £0 8bn (2020:
L1.1bn) and no outstanding drawings (2020 £nil} on the US dollar
denominated revohang credrt facilty due 2025 of $1 19bn (202C:
$1.190nN)

The $1 19bn facility contams interest cover and leverage covenants
which the Group has complied with for the year ended 31
December 2027 The matunty of the caryng values of the Group's
horrowings and trade payables are set gut in notes 18 and 24
respectively

Atthe end of 2021, the currency split of the Group's trade payables
was US dollar £L189m (2020 L185m), sterling £76m (2020. £76m)

and other currencies £76m (2020. £69m). Trade payables are all
due within one year {2020, all duc within one year).

The table below analyses ithe Group's bonds and dervative assels
anc liabilities into relevant maturity groLpings based on the
remaning penod at the balance sheet date 1o the contractual
matunty date. Short dated denvative msrruments have net been
included in this able. The amounts disclosed in the Lable are the
contractuat undiscounted cash flows (including interest) and as
such may differ from the amounts disclosed on the balance sheet

Financial counterparty and credit risk management
Hnancial counterparty and credit nisk anses from cash and cash
eqJivalents, favourable derwatve financial nstruments and
denosits with banks ana financial insttutions, as well as cred
exposures (¢ cusiomers, including oulstanding recevables,
Counterparty credit imits, which take punlished credit raurg and
other factors INto account, are set to cover the Group's atal
aggregare exposure to a single financizl insutution The [mits
applicable to published credit raung bands are approved by the
Chief Financial Officer within guidelines approved by the Board
Exposures anc Iimits applicable Lo each financial msttution are
reviewes on a regular basis.

Arzlyen by TLrrer Ty

0 LY IMELT Ty B -
{Greater than Leter thar
27ie miortn and 0NE yea’
less than DUT less Thar Frve se3rs
Allfigaresin £ llons CniE year T YEars o mare Total LsD =B- Qcer Toal
Al 31 December 2021
Bonds 107 386 403 896 162 468 266 896
Rate dervatives — inflows {7) (331} - {338) (9 (150} (179 (338)
Rate dernvatives — outflows 12 339 4 355 203 150 2 355
FX ferwarcs - inflows (148) - - {148) - (148) - {148)
Fx forwards - cutflows 148 - - 148 o0 - £8 148
Total 112 394 407 913 M6 320 147 913
At 371 Decernber 2020
Bonds 200 497 216 1,113 165 481 266 1113
Rate dernatives — inflows (186) 350) (1} (537) (12) {152) (373) (537)
Rate derivatives - outflows 180 350 12 542 209 330 3 542
Fx forwards — inflows (6%) - - {68) - (68) - (68)
FX forwsrds - outflows 68 - - 68 36 - 32 68
Total 194 L4497 427 1118 399 591 128 1118

Cash deposits and derwvative transactions are made with approved
counterparties up 1o pre-agreed imits. To manage counterparty
risk associated with cash and cash equivalents, the Group uses a
mixture of money market funds as well as bank deposits. As at 31
December 2021, ¥71% {2020: 88%) of cash and cash eguivalents was
held with nvestment grade bank counterparues, 9% (2020 9%)
with AAA money market funds and 10% {2020 3%) with non-
mvestment grade bank counterparnes.

For trade receivables and contract assets, the Group's exposure o
credit nsk s influenced manly by the individual characteristics of
each customer. However, risk associated with the industry and
country in which customers cperate may also influence the credic
risk The credit quality of customers s assessed by taking into
account finandial position, past experience and other relevant
factors Individual credit limits are set for each customer based on
intertial raungs. The complance with credit limits 1s regularly
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monitored by the Group. A default on a trade recevable is when
the counterparty fails to make contractual payments within the
stated payrment terms. Trade recevables and contract assets are
written off wher there is no reasanable expectation of recovery.
The carrying amounts of financial assets, trade receivables and
contract assets represent the maximum credif exposure

Trade receiwvables and contract assels are subject to impairment
using the expected credit loss model. The Group apphes the IFRS 9
simplified approach to measuring expected credit losses which
uses a lifetime expected credit loss allowance for all trage
recevables and contract assels Ta measure the expected credit
losses, trade receivables and contract asscts have been grouped
based on shared credit nsk charactenstics and the days past due.
See note 22 for further details about trade recewvables and contract
assets ncluding movements in provisions for bad and doubtful
debits.



Amendments to IFRS 9 and IFRS 7 Interest Rate Benchmark Reform

In August 2020, the 1ASB published ‘Irterest Rate Benchmark Reform - Phase 2 (Amendments 1o IFRS S, 1A5 39, IFRS 7, IFRS 4 and IFRS 16)
with amendments that address financial repornng after the reform of an interest rate benchmark, including 1ts replacement with alternatve
benchmark rates. The amendments were effecuve for annual peniods beginning on ar after 1 January 2021, with earlier apphicanon permitted

The Group has imited exposure 10 changes in the IBOR benchmark, At 31 December 20217, the Group holds interest rate and cross-currency
INterest rate swaps (£29m assets I farr value hedge relstionships and £28m habiliues of which £27m are in netinvestrment hedge
relationshipsy. In addiuon, the Group has 5 revolving credit facility which was not drawn or, 31 December 2021, for which the Lerms were
updated in the period in accordance with industry standards The Group has signed up to the ISDA protocol. For GBP exposures the Groeup
rransimoned GBP LIBOR 10 SONIA, The Group's risk management sirategy has not changed as & result of IBOR reform and the Group
considers the impact of IBOR reform to be immatenal to the inancial statements.

20. Intangible assets - product development

2021 7020

AllCgures e L mihons

Cost

AL T January 2,514 2,275

Cxchange differences - {48)
Addiions 287 323

Dispusals and retirements (92} 31
Disposal of subsidiary 9) -

Transfers (2) (5]
At 31 December 2,698 2514

Amortisation

AL lanuary (1,699) {1,£05)
Exchange differerces (3) 45

Charge for the year (260) (280}
Impairment (19) -

Dispasals and retirements 92 37

Disposal of subsidiary 3 -

Transfers (8} -

At 31 December {1,804) 1,609
Carrying amounts at 31 December 2021 ) ) - 894 905

Included i1 the above are product developmernt assers amounting to £601m (2020 £607m) which will be realised i more than one year.
Amartisation is included in the Income statement in cost of goods sold

Product development assels are assessed for impairment triggers on an annual basis or when triggering events occur, In 20627, of the £19m
impairment charges, £14m have been recognised as a result of asset write-offs related to the major restructuring programme. The full annual
impairment test showed that there 18 adequate headroom across all product developrment assets and accordingly no further impairment
charges were recognised in 2021 (2020 £nil}.

21. Inventories

Al pures = Zmlhers 2021 LI
Raw materials 7 5
Viork in progress 2 2
Fimsted goods 84 116
Returns asset 5 5

98 129

The cost of rventaries recognised as an expense and induded in the iIncome statement in cost of goods sold amounted to £177m (2020.
£219m)including £22m (2020: £41m) of inventory provisions Nore of the inventory is pledged as secunty. Induged within the inventory
balance 15 the estimaton of the right to recelve goods from contracts with customers via returns The value of the refurns asset s measured
at the carrying amount of the assets at the rme of sale aligned to the Group's normal \nvertary valuaton methodology less any expected
£OSIS 1o recover the assel anc any expecrad reduction in value. Impairment charges against the imventory returns asset are £ril in 2021
{2020. £nily, The returns asset all relates to finished goods. The obsclescence provision takes account of the Group's digital first strategy and
e increasing shift cawards print on dermand. The year-on-year reduction ninveritanes 15 due 16 increased prowsions for obsolescence and
areduction in the production of inventory due to the Group's digital first strategy and the mcreasing shift towards print on demand
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22. Trade and other receivables

Allig_res i d mllons

Current

Trade recevables

Royalty advances

Prepayments

Investment in Tinance fease receivable
Accrued Income

Other receivables

Non-current

Trade receivables

Raoyalty advances

Prepayments

Inyestment in finance lease recewvable
Accrued income

Interest recevable

Other recewables

853

198
15
14

175

1,257

1
5
10
100
1

8

4
129

795

185
18
12
102
1118

3

3
13
112
1
86
223

Accrued Income represents contract assets which are unbilled amounts generslly resulting from assessmients and services revenue streams

where revenue 10 be recognised over time has oeenrecognises in excess of custamer nillings (o date. Impairmrent charges or accrued

ncome assets are £nil (2020: £nil). The carrying value of the Group's trade and other recewsbles approximates s fair value. Trade recervables
are stared net of provisions for bad and doubitful debts In addition to the above, there are trade recewvables of £nil (2020: £6m) classified as

held for sale (see note 32).

The movements in the provision for bad and doubstful debts are as follows,

Al fgzaresar £ omillons 2021 Snag
AL beginning of year (74} 92
Exchange differences - 6
Income statement movements (15} (26)
Utilised 26 3
Dispcsal of subsidiary - 6
At end of year A (63) 74
Cancentrations of credit risk with respect to trade receivables are imited due to the Group's farge number of custarmers, who are
internatianally dispersed.

The ageing of the Group's gross trade receivables is as follows:

All figures in £ milions 2}? 2020
Within due date 766 687
Up to three months past due date 58 73
Three to six months past due date 20 12
Six 1o rine months past due date 13 30
Nine to 12 months past due date 5 18
More than 12 months past due date 55 57
Gross trade receivables 917 877

The Group reviews its bad debt prowvision at legst twice a year following a detalled review of recevable balances anc historical payment
profiles, and assessment of forward-looking risk factors including, where relevant, Tactors specifically related to COVID-19. Management

believes all the remaining recewvable balances are fully recoverable.

The increase in trade recevables held by the Group is driven by revenue growth which has increased debtors despite strong collections and
an overalt reduction in the bad debt prowsion, Other non-current receivables have decreased due to the receipt of deferred proceeds in

relation to the US K-12 disposal; this receivable rs now classified as current. Prepayments have increased due ta nming differences on certain
significant payments and lease receivables have decreased primarily due to payments received during the year.
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23. Provisions for other liabilities and charges

2 3posals

—egal

Al fgures 10 £ millars Proprry  and tlosores &nd other Toa
AL 1 January 2021 8 4 21 33
Exchange differences - - 2 2
Provisions made during me year 9 1 36 46
Provisions reversed during the year 2) - (2} (4)
Provisions used during the year - - 27) (27)
Disposal of subsidary - (3} - (3}
At 31 December 2021 15 2 ) 30 47
Analysis of provisions:
) - 7 ) 207
Disptels —epal
Al guresr £ m lors FroDeTy and “las.are ard oreer Tonal
Current 11 2 27 40
Non-current 4 - 3 7
15 2 30 47
2020
Current 2 < 19 25
Non-current S - Z 8
8 4 2 33
Property provisions in 2027 relate to the smplficstion of the Group's property portfolio (see note 4) and in 2020 relate primarily tc
dilapidations. Disposals and closures relate to the disposal of the Pearson Institute of Higher Education.
Legal and other includes legal claims, contract disputes and ootenual contract losses wath the prowsions utiised as the cases are settled.
Also included v legal and other are other restruciunng provisions thar are gercrally utlised within cne year.
The year or year increase In provisians 1s mainly due 1o the new property provisions (see note 10) and the 2027 major restructuring
programme (see note 4).
24, Trade and other liabilities
;\Il‘lguresl' - 2021 zoz
Trade payables 351 340
Sales return lisbility 83 86
Soc.al security and other taxes 13 17
Accruals 317 260
Deferred income 386 356
Interest payable 42 30
Other hatrlites 159 157
1,351 1,276
Less: non-current portion
Accruals 1 -
Deferred ncome 56 52
Other labilimes 38 28
95 20
Current porticn 1,256 1.196

The carrying value of the Graup's trade and other habilites approximates its fa rvalue. The deterred income balance comprises contract

habilimes in respect of advance payments In assessment, testing and training businesses. subscriptior mcome 0 school and college

businesses; and obligations 1o deliver digital content in future percds In addwen to the above, there are accruals of £ril (2026 £2m) ard
deferrec income of £nl{202C: £3m) classified as held for sale (see note 32) The increase 1 trade and other liabilities held by the Group s

driven by timing differences which nave increased deferred mcome, an increase in accruals related 1o severance and the recognition of
deferred considerauon in relaton to aceuisitions made :n 2027
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25. Retirement benefit and other post-retirement obligations
Background

The Group operates a number of defined benefit and defined contrbution retirement plans throughaut tne waorld,

The largest plan is the Pearson Pension Plan (UX Group plan} in the UK, which 1s sectionzlised to pravide both defined benefit and defined
cantribution pensian benefits. The defined benefit section was largely closed to new members from 1 Navember 2006 The defined
contribution section, opened in 2003, 15 open to new and existing emplayees. Finally, there is 3 separate secuon within the UK Group plan set
up for auto-enrolmen:.

The defined benefit section of the UK Group plar 1s a final salary pension plan which provides berefits to members in the form of a
guaranteed level of pension payable for Iife. The level of benefits depends on the length of service and final pensionable pay.

The defined contribution section of the LK Group plan operares @ Reference Scheme Test (RST) pension underpin for ks members Where a
member’s fund value I1s Irsufficient 1o purchase the RST pension upon retirement, the UK Group plar is hable for the shortfali to cover the
member's RST pension. In addition, in recent years, the scheme rules were amerded to enable members who have sufficient funds 1o
purchase an RST pension the ability to convert thew fund value into 3 pension in the UK Group plan as an alternauve [0 purchasing an annuity
with an insurer The Group recagnises any assets and llabilites reiatirg to these features of the defined contnbution secuon as part of the
overall UK Group plan obligaticr. From 1 January 2027, the Group wilt also recegnise the assets and labiliues for all members of the defined
comtribuuon section of the UK Group plan, accounung for the whole defined contributior section as a defined benefi scheme under 1AS 19
‘Employee Benefits' as there 1s a nisk the underpin will require the Group to pay further contnbutions te the scheme The net impact of this on
the balance sheet s Lnil.

The UK Group planis funded with benefit payments from trustee-administered funds. The UK Group plan s admimisiered in accordance with
the Trust Deed and Rules in the interesis of 1ts beneficiaries by Fearsan Group Pension Trustee Limited.

At 31 December 202, the UK Group plan had approximately 26,500 members, snalysed in the follow.ng table-

a1 fig 1z 1 S e efersd Fensioners " Tou
Defined benefil - 18 33 51
Defined contribution 11 38 - 49
Total ) i 56 33 100

The other major defined benefit pians 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 Iife, with

the level of benefrs dependent on lengeh of service and final Whether the Group will be eligible to receive the surplus

pensionable pay The majority of the LS plans are fully funded associated with the UK Group Pension Plan in recognising a
pension asset.

B Kcy judgements

The Group also has seversl post-retirement medical benefit plans

{PRMBs), principatly n the US PRWBs are unfunded but are Key areas of estimation
accounted for and valued similarly to gefined benefit pension plans. The determination of the pension cost and defined benefit

obligation of the Group's defined benefit pension schemes
depends on the selection of certain assumptions, which
include the discount rate, inflation rate, salary growth and

longevity.

The defined benefit schemes expose the Group to actuarial risks,
such as life expectancy, inflation rsks and investment risk including
asset volatility and changes in bond yiclds The Group is not
exposed Lo any unusual, entity-specific or plan-specific risks

194 | Pearson plc | Annual report and accounts 2021



Assumptions

The prinapal assumptions used for the UK Group plan and the LS PRMB are shown below. Weighted average assumptions bave neen shown

for the other plans, which primarly relate to US pension plans

2021 2030
UK Group Other U< Zoan ZJ'_“\FrV B

All fgures r % plan plans PRMB nlan nlans PR\

Inflauion 33 1.4 - 29 06 -

Rate used to discount plan hakbilities 1.9 2.8 26 1.4 2.2 21

Expected rate of increase in salaries 38 27 - 34 2.2 -

Expected rate of increase “or pensions in payment and 2.35t0 20510

deferred pensions 5.10 - - L 05 - -

Irtizl rate of increase 0 healtheare rate - - 6.3 - - 65

Ulumate rate of increase in healthcare rate - - 5.0 - - 50

The UK discount rate 1s based on corperate bong yields adjusted to reflect the duration of liabilives,

The inflation rate for the UK Group plar: of 3.3% {26207 2.9%) reflects the RPI rate.
have beer caloutated wath reference 1o CP! as the inflaucnary measure and in the
CPIrate 1s determined as a woighted average deguction from the RPI rate, and all
RPI ta be in lme wvath CPIM from 2030 onwards.

The expected rate of iIncrease - salares nas beer set at 3 8% for 2621 (20270- 3 &

For tha UK Group plan, the morzality bzsc table assumptions Fave been updaed

adjusted o reflect the observed experience of the plan, with CVI model improvement factors. A 1.5% long-ter

Ir ine with changes to legistation 11 2010, certain bencfits
se Instances & rawe of 2.6% (2020 2 2%) nas been used The
ows for the expected change to the formula for calculatng

)

and are derived from the SAPS 53 for males and females,
T ELe Improvernent on the

CMI 2020 madel 1s applied for both males and fernales. The analysis of expericnce, and standaro tables. do not reflect the impact of

the ongoing COVID-19 pandemic. the ulimate impact of which remains urcertan
going &

For the US plans, the mortality table (Pri - 2012} and 2021 improvement scale (MF - 2021 with generauonal project-on for male ana ferrale

annuitants has been adopted

Lsing the above tables. the remaining average life expectancy In years of 2 pensioner relirng at 3ge 65 on the balance sheel date for the

UK Group plan and US plans s as follaws

Al * gures i
Male
Femezle

SRS

Ln
o 2021 o 2021 oy
226 240 20.5 204
248 2473 225 224

The remaiming average ife expectancy i years of a pensioner retiring at age 65. 2
Group plans s as follows:

O years afrer the balance sheer date, for the UK and LIS

Al T aures ©ojeare
Male
Female

LK Uz

) 2021 U2 2021 isiC
24.2 25.6 220 21.9

26.5 26.1 239 23.3

Although the Group anuicipates that plan sarpluses will be utihsec curing the Iife of the plan to aodress member benefiis, the Group

recognises Its pension serplus infullin respect of the UK Group plan on the basis

that LIS management’s judgement that there are no

substantive restrictions on the return of residual plan assets in the event o a winding up of the plan afer all member cbligat ons Fave

been met.
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25. Retirement benefit and other post-retirement obligations continued
Financial statement information

The ameunts recognised In the incorme statement are as follows:

2021

Defined
UK Group henefit Defined

Al figaresing rllons plan ather Sub-total  contribution PRMB Total
Current service cost 17 2 19 37 - 56
Past service cost - - - - - -
Curtailments - - - - - -
Adrminustration experses 6 - 6 - - 6
Total operating expense 23 2 25 37 - 62
Interest on plan assers {55) 2) (57) - - (57)
Interest on plan habilites 49 3 52 - 1 53
Net finance (income)/expense (6) 1 (5} - 1 {4}
Netincome statement charge _ 17 3 0 3 1 58

Zefined I

JR Groan peneft Tefned

allfig gresn £ milhone plar ctaer Subdoial cortnouton SRME Tzl
Current service ost 6 2 8 47 - 55
Past service cost 1 - 1 - - 1
Curtailments - M m - - 0]
Administraticr expenses 5 - 5 - - 5
Total operating expense 12 1 12 47 - &0
Interest an plan assets (AE) {3 (&9 - - (59)
Interest on plan Labilities 57 5 62 - 1 63
Net finance (income)/expense =) 2 {7 - 4 &)
Net income statement charge o 2 3 6 47 1 54
The amounts recognised in the balance sheet are as foliows

2021 B e

Other T B Other o
UK Group  Other funded unfunded U Croip Orher funded snlanded

Al figuresin L llar s plan plans plans Tatal plar plers plans ol
Fair value of plan assets 4,125 120 - 4,245 3,588 119 - 3,707
Present vaiue of defined
benefit obligation (3,588) (123) (20) (3,731) (3.178) {135) (21 (2,334)
Net pension asset/(liability) 537 (3) (20} 514 410 (16) [PAB] 373
Other post-retirement medical
benefit obligation (34) (39
Other pension accruals (9) 9
Net retirement benefit asset a7 25
Analysed as:
Retirement berefit assets 537 410
Retirement benefit obligatiors (66) (83)
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The following gains/{losses) have been recogrised in other comprehensive income:

Alifguies i mllors 2021 =02t

Amounts recognised for defined benefit plans 145 {24)
Amounts recognised for post-retirement medical benefit plans 4 i
Totalrecognised inyear . B ) ) 143 (23

The fair value of plan assets comprises the following.

UK Group ) Ocﬁe; ) U-}:U;)p . jonet=] -
All fgures . % plan  funded plans Total plan “unded plane “oral
Insursnce 35 - 35 42 - 42
Equities 1 1 12 1 1 2
Fixed interest securties 7 2 ) 5 1 6
Property 5 - 5 5 - 5
Pooled asset investment funds 30 - 30 34 - 34
Other ) 9 ~ 9 Il - I

The plan 2ssets do notinclude any of the Group's own finanas! nstruments, or any property occupied by the Group. The table below farther
disaggregates the plan assels into those assets which have a guoted marxet peice in an active market and those tnat do not

w2 lehis
T Quoted ) @ted T (Loted ’ Ne D'J-L)[;j—
Al figures = 4 market price  market price Arkel i ratker grice
Insurance 35 - 47 _
Equites 11 1 - 2
Fixed-interest securities S - §] -
Praperty - 5 - 5
Pooled asset nvestment funds 30 - 34 -
Otrer - 9 - "
Total . - & 18 8 @ _i8
The liquidity profile ot the UK Group plan assets is as follows:
A—J\;gureﬂ.r-% - T T 2021 T 207C
Liguid - call <1 month 51 39
Less hguid - cell 1-3 months - -
Miguid - call >3 montns 49 g1
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25. Retirement benefit and other post-retirement obligations continued

Financial statement information continued
Changes e the values of plan assets and liakililies of the retirement benefit plans are as follows,

2021 2020
) U’}'( Gro; o aer Other

Al figsres e il nes plan plans lotal plars ol
Fair value of plan assets
Openng fair value of plan assets 3,588 119 3,707 330 120 3,467
Recognition of Mcney Purchase assets 513 - 513 - - -
Exchange differences - 2 2 - (&3] {3
nterest on plan assets 55 2 57 66 3 £9
Return on plan assets excluding interest 71 6 77 297 8 305
Cantrbutions by employer 14 1 15 3 5 8
Benefrs pad (123) (10} {133) {119) (14) (133)
Contributions by employees 7 - 7 - - -
Closing fair value of plan assets 4125 120 4,245 3,588 119 3,707
Present value of defined benefit obligation
Opening defined benelit obiigation (3,178) (156) (3,334) 12,912) ("57) {3.069)
Recognition of Money Purchase habilues (513) - (513) - - -
Exchange differences B m &) - 3 3
Current service Cost a7 2 {19) (6) 2 (8
Past service ccst - - - (1 - {1)
Curtalments - - - - 1 1
Administration expenses (6) - (6) (=) - ()
Imterest on plan hebities 49 (3 (52) {57 (5 (62)
Actuarnal {losses)/gains — experience {100) 3 (97) {18} (7} (70)
Actuaral (osses)gans - demographic (nm - (1 1 1 Z
Artuarial gains/{losses) - financial 160 6 166 (295} 11} 1210)
Contriburions by employee 7 - {7 - 2 2
Benefits pard 123 10 133 119 14 133
Closing defined benefit obligation (3,588} (143) {3.731) (3.178) 1156} (3,334)

From 1 January 20217, the Group has recognised the assets and habilives for all members of the defined contribution section of the UK Group
plan, accountng for the whole defined contnbution section as & defined benefit scheme under 1AS 13 Employee Benefis' The net impact on
the balance sheet s £nil, however, the gross amounts of £512m can be seen in the table above. Subseguent movements to those assets and
llabilties are included n the relevant ines in the table above,

The weighted average duraucn of ithe defined benefit obligation is 16 years for the UK and seven years for the US.

Changes in the value of the US PRMB are as follows:

AllfigLras i £ millons 2021 2527

Cpening defined benefit obligation {39) 43)
Lxchange differences {m 1
Interest on plan liabilties 1 )
Actuanal gains - experience 2 3
Actuarial gains - demographic - 1
Actuanal gains/(losses) - financial 2 3)
Benefits paid 7 3

Closing defined benefit obligation 34) (3%)
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Funding

The UK Group plan is sel--aoministered with the plan's assets being held independently of the Group n trust The trustee of the UK Group
plan s required to act in the best interest of the plan's beneficiaries The most recent triennial actuanal valuaton for funding purpeses was
completed as at 1 January 20271 and this valuation revealed a tecrinical provisions funding surplus of £160m The UK Group plan expects [0
be able to provide benefits (in accordance with the plan rules) with a very low level of reliance on future funding from the Group.

Assels of the UK Group plan are divided into Twe elerments: marching sssets, which are assets that procuce cash flows that can be expected
to match the cash flows for 2 proportion of the membership, and include a liabihty-driven investment mandate (UK bonds, interest rate/
inflation swaps and other dervative instruments), pensioner buy-in insurance poliaes, mflation-inked property and infrastructure, and
rewrn-seeking assels, which are assets invested with 2 longer-term horizon e generate the réturns needed 1o provide the remaining
cxpected cash flows for the bereficarnes, and incude diversified growth funds, property and alternative asset classes The UK Group plan's
long-term investment strategy allocates 95% (o matching assets and 5% [0 relurn-seeking assels

Following the purchase of buy-In polices with Legal & General and Aviva in 2017 and 2019, 95% of the UK Group plan's pensioner habilies
are now matched with buy-in palicies These transfer sigrificant longewty risk to Aviva and Legal & General, reduang the pensian risks being
underwritten by the Group and providing sdditional securty for members

Regular employer contributions to the JK Group plan in respect of the defined benefit sectiors are estmated to be £3m for 2022,

Sensitivities
The effect of a cne percentage point increase and decrease in the d scount rate on the defined benefi oliligaton ard the total pension
expense 1s as follows,

Ali fgures 2 milors

Effect:

(Decrease)/ increase in defined benefit obligaton - UK Group plan (450} 616
@irease‘;/mcrease in defined penefit obhga:l_on;u_s plan 9) i1

The effect of members lving ane year more or ane year less on the defined benefit nbligation 1s as follows:

e year

Al gures 1 Lrvllurs rerease
Effect:
Increase/{decrease) in defined benefit obligator - UK Group plan 107 (108)
Increase/(decrease) in defined beneft obiigaton — US plan _ 3 ] 4 3)
The effect of a half percentage pontincrease and decrease in the inflaton rate 1s a5 follows

) ' 7 R
AL aures i L malbors CEMinoresny  DRM pelreasn
Effect:
Increase/{decrease) n defined benefit onligation - UK Group plan 142 (141)

Incregsel{decrease) in defined berefit obligation - US plan - -

The above sensitnry aralyses are based on a change in an assumption while holding all ather assumotions constant, although - practice this
1s unlikely 1o occur and changes in some assumpuens may be correlated When calculating these sensiuvities, the same method has been
applied o calculate the defined benefit obligation s has been apphed wher calclaung the hability recogrused in the balance sheetr This
methodology 1s the sarre as priof periods,
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26. Share-based payments
The Group recognised the following charges in the income statement in respect of its equity-set:led share-based payment plans.

Altizaezml millars 2021 020

Pearson plans 28 29

Ihe Group operates the following equity-settled employee option and share plans:

Worldwide Save for Shares Plar - Since 1994, the Greup has operated a Save-As-You-Eart plan for UK employees, Ih 1998, the Group
introduced a Worldwide Save for Shares Plan. Under these plans, employees can save a poruor of the r monthly salary over periods of three
or five years A the end of this period, the employee has the oprion to purchase ordinary shares with the accumulated funds at a purchase
price eoual to 80% of the market price prevailing at the ume of the commencerment of the employee’s participaten in the plan. Options that
are not exercised within six manths of the end of the savings perniod lspse uncondiucially.

Employee Slock Purchase Plan - in 2000, the Group establshed an Employee Stack Purchase Plan which allows all employees in the US 1o
save g portron of their monthly salary over six-month periods. At the end of the periog, the employee has the opiion to purchase American
Depositary Receipts (ADRs) with therr accumulated funds at a purchase price equal 1o 85% of the lower of the market prices preva ling at the
beginning or end of the period.

Long-Term incentive Plar - The plan was first introduced in 2001 and from time to tme the plan rules are renewed The plan consists of
restricteg shares. The vesting of restricted shares is normally dependent on continuing service over a three to five-year period, and in the
casc of Exccutive Directors and senior management upon the satisfaction of corporare performance targerts over a three-year period. These
rargets may be based on market and/or non-market performance critenia Restricted shares awarded 1o Executive Directors in May 2021 and
May 2020 vest dependent on relative tatal shareholder return, return an invesied capital and acjusted earnings per share growth. These
awards are in addition to the 2020 one-off co-irvestment award for the Chief Executive, vesung in three equal tranches based on market ard
nan-markel performance critena. ~he applicable market conaition for the vesung of the final tranche is on total skareholder return, Other
restricted shares awaraed 1in 2021 and 2CZ0 generally vest depending on continuing service over periods of up to three years.

Management Incentive Plan - The plan was introduced in 2017 combining the Group's Annual incentive Plan and Long-Term Incentive Plan
for serior management. The number of shares 1o be granted 1o paruapants 1s dependent con Group performance in Lthe calendar year
preceding the date of grant (on the same basis as the Annual Incentive Plan). Subsequently, the shares vest dependent on conuinuing service
over a three-year period, and additionally, in the case of the Pearson Executive Management team, upcn satsfaction of non-market based
performance cniteria as determincd by the Remaneration Committee Restricted shares awarcec as part of the 2020 Mznagement Incentive
Plan were granted in April 2021 In 2021 this scheme has been replaced by the Long-Term Incentive Plan for senior management

The followirg shares were granted under restricted share arrangements:

2021 230
Number of Weighted average Sdrapes of Woighieo auorage
shares fair value shares fanl value
000s £ 0o0s L
Long-Term Incentrve Plan 6,394 7.27 £,593 404
Management Incentive Plan 630 7.71 596 539

The farr value of shares granted under the Long-Terrr Incentive Plsn and the Management Incentive Plan that vest uncondimonally s
determined using Lhe share price at the date of grant The number of shares expected La vest is adjusted, based on hislorical experience,
to account for potenual forfeitures. Parucipants under the plans are entitled to dividends during the vesting period and therefore the share
price is not discounted.

Restricted shares wath a market performance condition were valued by an independent actuary using a Monte Carlo model. Restricted
shares with a non-market performance condiuon were fair valued based or the share price at the daie of grant. Non-market performance
condiucns are taken into consideration by agjusting the number of shares expected 1o vest based on the most likely outcome of the relevant
performance criteria.
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27. Share capital and share premium

Narrikyer a° thare Share

SFaren cavtal e

200 Lm £

At 't January 2020 782.099 185 2614

Issue of ordinary shares - share option schemes 1.236 - 6

Purchase of own shares (3C.077) N -

At 31 December 2020 753,258 188 2,620

Issue of ordinary shares — share option schemes 3,544 1 6

Purchase of own shares - - -
At 31 December 2021 ) ) 756,802 189 2,626

The ordinary shares have a par value of 25p per share (2020 255 per share). Allssued shares are fully pawd All sharchelders are enutled 1o
receive dividends and vote at general meetings of the company All shares have the same rights,

On 24 Tebruary 2022, the Board approved g £350m share buyback programme norder (o return capital to shareholders. The programme
will commence In 2022, The shares bought back will be cancelled ano the nominal value of the shares will be iransferied 1o the capital
redemptiorn reserve In 2020, appraximately 30m stiares were bought back and cancelted at g cost of £176m. The nomranal value of these
shares, £7rm was transferred to the capital redermption reserve

The Group manages its capial to ensure that enities n the Group will be able to continue as a going concern while maximsing the return
ro shareholders through the optimisanion of the debt and equity balance

The capital struciure of the Group consists of debt (see note 18), cash and cash equivalents (see nole 17) and equity allrbutable to equity
halders of the parent, camprising ssucd capital, reserves and rotained earnings

The Group reviews (s ¢apital structure on a regular basis and will palance s overall capital structure through payments of dividends,
new share issues as well as the 1ssue of new debt or the redemption of existing debt in ine wath the financial risk pokces outlined in noie 19

28. Treasury shares

Smber a0
Srares
G00s fr
AL T lanusty 2020 3,258 24
Purchase of treasury shares 1,105 &
Refease of treasury shares (3.460) 23)
At 31 December 2020 903 7
Purcrase of treasury shares 2,158 16
Newly 1ssued treasury shares 2,500 1
Release of treasury shares (3,990) (12)
At 31 December 2021 1.571 12

The Group holds Pearson plc shares in trust € satisty s obligations under its restrcted share plans (see note 26) These shares, regresening
0 2% (2020: 0.7 %) of called-up share captal, are treated as treasury shares for acccunting purposes and have a par value of 23p per share.

Thie nominal value of Pearson plc treasury shares amounts o £0.4m (2020: £6 2m) Owrdends an treasury shares are wanved.

Al 31 Decernber 2027, the market value of Pearson plc treasury shares was £10m (2020, £€m).
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29. Other comprehensive income

2021
Attributakle t:equity holder;f;é tr::m;nryir - ’;‘mi -
Fair value Translation Retained controlling
Al figresin s mllors reserve reserve earnings Total interest Total
Iterns that may be reclassified to the income statement
Net exchange differences on translation of foreign operations - (6} - {6) - (@)
Currency translstion adjustnent disposed - 4 - 4 - 4
Attributable tax - - 10 10 - 10
Items that are not reclassified to the income statement
Fair valiie gan on other financal assets 24 - - 24 - 24
Artribuiable 1ax - - 3 3 - (3}
Remeasurement of retirement benefit obligaticns - - 149 149 - 149
Attributatle tax - - (61) (61) - 61)
Cther comprehensive income/(expense) for the year 24 (2) 9 17 - 117
o T T S 2020
ey L
Faral.z Transletion Resaines conrolhg
Allfigarzo e 2 mihors 1CAerE TOSUnE cat ga Tl [l Toal
Items that may be reclassified to the income statement
Net excnange differences on translation of foreign operations - (109} - {(109) - (709}
Currency translation adjustment disposed - (70 - (70) - (70}
Attributable 1ax - - 13 ("3 - (13)
Iterns that are not reclassified to the income statement
Fair value gain on cther financial assets 14 - - 14 - 14
Attributabile tax - - (6 (6} - (6)
Rermcasurement of retirement benefit cbligations - - 123 (23) - 23}
Atributable tax - - 2 2 - 2
Other comprehensive income/{expense} for the year 14 (179 {10) {205) - {205)
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30. Business combinations

In September 2027, Pearson cornpleted the acquisition of 100% of the share capital of Faetam Haldings Pty Limeted (Faethm), having already
held 9% of the share capital previously. Faethm uses artificial ntell:gence ard analytics services 1o help governments, comparnies and workers
uniderstand the dynamic farces shaping the labour market, Faethmt will be part of the Workforce Skills division. The total corsiderauion for the
transaction was £65m, which included £10m of cantingent cansideration which s payabie afier two years, dependent upon meeting certain
earnings targets The conungent censideranon has been valied at the net present value of the Group’s best estmalte of the amount that wilf
be payable

Ir addiion, the Group made two additional acquisitions of subsidiaries for total consideration of £11m. In both cases, the Group acguired
T00% of the share capital of the respective entities, Opinion [nteracuve LLC (also known as Spothight Education) was acquired In February
2021 MZ Development Inc. was acquired in July 20271 Both will be part of the Assessment & Qualifications dwision.

The Group also made additional investments N asscaiates, which are detaled innate 12, and are not ncluded below,

Detalls of the farr vaiues of the assets and habiliues recognised at the acguisiion date and tne related cons deration 1s shown in the table
below. The far values of Faethms net assets are provisional at this stage as management are finalising their review of the sset valuations
The provisional goodwill aris.ng fram the acquisiiar of Faethm represents assets ano benefits that cannot be separately recognised The
goodwill 15 not deductible for tax purposes and at the scquisition aate there were ne material connngent habilities

There were no significant acquisitions in 2020

21 zom 2021 R
AllTgures = £ mulhcrs Faethm Other Total Toal
intangible assets 21 6 27 -
Delerred 1ax asset 11 - 11 -
Trade and atner recevables 1 1 2 -
Cash 4 - 4 -
Trade and other liabilties (4) 1) (5) -
Deferred tax labuities )] - (6) -
Net assets acquired 27 6 33 -
Goodwill 38 5 43 -
Total ) ) . . 65 20N 76 -
Satisfied by:
Cash consideration 49 5 54 -
Contingen: consideratian 10 6 16 -
Fair value of existing invesiment 6 - 6 -
Total consideration ) ) 65 "Moo 7 -

Caethm generated revenues of £1m and 2 loss befare tax of £1m for the period f-om the acquisition date 10 31 Decermnber 2021, If the
grquisition tiad occurred on T janusey 2021, the Group's revenue and profir before tax for the year cnded 371 December 2027 would not have
been matenally different. Total acauisition-related costs relating Lo the three transactions of £2m were recognised within other net gairs ang
losses, 1 the consolidated incorme statement, afl of wh.oh was recognised in the year ended 31 December 2027, and are excluded from
adjusted operatng profit

The net cast cutflows related to the acquesitions are set outin the table below In additian o the current year acquisiions, the other riet cash
autfllows on acqusiton of subsiaiaries In 2021 and 2020 refate we deferred payments far prior year acquisiions

2621 2021 2021

All“ gures '+ £ milhgrs Faethm Other Total

Cash flow on acquisitions

Cash - current year acquisitions (49) 5 (54) ~
Cash and cash eguivalents acquired 4 - 4 ~
Deferred payments for gor year acquisitions and other items - (4} 4 (6
ACQUISITION COSLs paid m - 1 -
Net cash outflow (46) (9) (55) 6;
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31. Disposals and business closures

Tne Group tompleted two significant disposals 1IN 2021 and one in 2020 Neone aof the disposals met the critena 1o be consiceres a
disconunued operauon on the basis that they did not represent major ines of business or geographics| aceas of operations

In Februsry 2627, the Group completed the sale of its interasts in the Pearson Institute of Higher Education (PIHE) n South Africa resulting n

a pre-tax foss of Lsm.

Im Ocluber 2021, Lthe sale of the Lroup'’s nterests In K12 Sistemas in Brazil was also completed for consideration of £108 million, resulung in g

galn on sale of £84m.

There were no other business disposals in 2021 and additional losses of £14m relate to other disposal costs including costs related to the

wind-cown of certain businesses under strategIc roview.

In Apnl 2020, the Group completed the sale of the rernaimning 25% interestin Penguin Random house resulting in a pre-tax profit of £280m
Trere were no other materal d'sposals in 2C2C. Defer-ed proceeds relatng to the K12 sale were recenved In 2027 and 2020 (see note 14).

The tatle below shows 3 summary of the asscts and liabilities disposed of:

Allfigaresimd milhons

Nries 2021
Disposal of subsidiaries and associates
Intangible assets {3} -
Property, plant anc equ.pment {48) -
[rrsestments In jo:Nt ventures anc associates - (A18)
Intangible assets - vroduct development {6} -
Irventories {2) -
Trade and other receivabies (6} -
Cash and cash equivalents (exduding overdrafts) (24) -
Provisions for other habiliues and charges 3 -
Trade an< other liabilities 4 -
Financial labilities - borrowings 67 -
Curnulative currency transiation agjlstment 29 {4) 70
Net assets disposed {19) (248)
Cash proceeds 108 531
Costs of disposal (24) 1
Gain on disposal 65 184
Alfigores nErilons 2021 020
Cash flow from disposals
Proceeds - current year disposals 108 531
Proceeds - prior year disposals 16 105
Cash and cash eguivalents disposed (24) -
Costs and other disposal iabiliies paid (17) 5)
Net cash inflow 83 6371
Analysed as:
Cash inflow from sale of subsidiaries 83 100
Cash inflow from disposal of joint ventures and associates - 531
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32. Held for sale

Following the announcement of the sale of the Group's interests in K12 Sistemas {(Included within the Strategic Review segment) in March
2027, the business was classified as neld for sale unul the disposal completed im October 2027 AU 31 December 20271, only one property,
which 1s expected 1o be dispased of 1n 2022, was classified as held for sale. The businesses that are included in the Strategic Review segment
¢id not meet the criteria for classification as held for safe as at 31 December 2021 on the basis that the Group was nat sufficiently advanced
inthe sales process as at 31 December 2027 for the sale (o bhe considered highly probable.

The held for sale assets and liabilities in 2020 are the Group's interests in the Pearson Institute of Higher Education in South Africa, whick was
completed on 5 February 2021

The held for sale balances are analysed as follows'

T 2021 T oo
Al figures © £ M ons Total Twotal
Non-current assets
Property, plant and equipment 7 48
7 48
Current assets
Trade anid other recewables - &
Cash and cash equivalents - 19
- 25
Assets classified as hefd for sale 7 73
Non-current liabilities
Financial iabilities -~ borrowings - (66)
- 166)
Current liahilities
Trade and other abilities - (5)
Financial labilities ~ barrowings - (3)
- (2)
Liabilities classified as held for sale - {74}
Net assets/(liabilities) classified as held for sale 7 M
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33. Cash generated from operations

Al figares i 2 millors

Profi

Adjustments for:

Income tax

Depreciation and impairrnenl uf propsrly, plant and equ pment
Amerusation and impairment of acquired intangibles anc goocdwill
Amortsation and imparment of software

Net finance costs

Share of results of jont ventures and assocates

Profit on dispcsal of subsidiaries, assocates, investments and fixed assels
Other net gains and losses

Net profit on disposal of right-of-use assets including transfers to mvestment i ‘inance lease
receivable

Net foreign exchange adjustment from transactions

Share-based payment costs

Product development assets

Inventories

Trade and other recervables

Trade and other habilities

Reurement benefit obligations

Provisions for other habilites and charges

Net cash generated from operations

Dwidends from joint ventures and associates

Purchase of property, plant and egquipment

Addmion of new right-of-use lease assets

Purchase of Intangible zssets

Net disposal of right-of-use lease assets including transfers to/from investment in finance lease
recavable

Net costs paid for major restructuring
Operating cash flow

Operating tax paid

Net operating finance costs paid
Operating free cash flow

Non-operating tax (paid)/received

Ner casts paid for major restructuring
Free cash flow

Dwvidends paid {Including to non-controling interests)
Net movement of funds from operations
Acguisitions and disposals

Disposal of lease habilities

Loans repaid

New equity

Buyback of equity

Purchase of treasury shares

Orher movements on financial instruments
Net movement of funds

Exchange movements on net debt
Movement in net debt

Cpening net debrt

Closing net debt

MNao.es

10
11
11

12

26

2021
160

(3
241
50
117
26

m

(61

28

{6}
22

71
37

14
570

(64}
(30)
(112)

24
338
{60)
(54
274
(117)
@24)
133
(149)
(16)
62
67

(16)

20
123

(10)
113
{463)
{350)

Jo0T

310

315
(10)
(50

553
(1.016)
{463)
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Net cash generated from operations is translated at an exchange rate approximaing the rate at the cale of cash flow. The difference
berween this rate and the average rate used t¢ translate profit gives rise 1o a currency adjusiment .n the reconclation between net prefit and
net cash generated from operatans, This adjusiment reflects the tming cifference petween recagnivon of prafit and the related cash

receipts or paymaents.

Operatung cash flow, operatng free cash flow and rotal free cash flow are non-GAAF (non-statulory) measures and have been disclosed and
reconciled ir the above table as they are commonly used by investors to messure the cash performiance of the Group. In the cash flow

staternent, proceeds from sale of property, plant and eguipment conrprise;

Allfgures ni 2 h I.I ors
Net book amount
Loss on sale of property, plant and equpment

Proceeds from sale of property, plant and equipment

2021 2020

4 2
4 (2]

The mavements In the Group's current ard nan-current borrowings are as follows:

Al Tgures mz milons 2620

Financial liabilities

Nen-current borrowings 1,458
Current borrowings 248
Total 1706

oresn

. Francrg rasn uxlrangs
Izases urren flowves T vermeT 1S T ovenents 28z
36) (160) - 3 (00 1245
(1) 160 (255) ) J 157
37) - (255) . ) 1,402

Non-current borrowings include bonds, dervative fimanaigl nstruments ard leases. Current borrowings include loans repayable within one
year, dervauve fimancial instrurents and leases, but exclude overdrafts dlassificd wthin cash and cash ccuwalenrs

34. Contingencies and commitments

B Koy judgements

- The apphcation of tax legislation in relauon to provisions
for uncertain tax positions.

Key areas of estimaticn

- The level of provisions required in relation to uncertam
tax positions is complex and each matter is separately
assessed. The estimation of future settlernent amounts 1s
based on a number of factors including the status of the
unresolved matter, clarity of legisiation, range of passible
outcomes and the statute of limitations.

There are contmgent Group liabilites that anise n the normal
course of business N respect of INdemnities, warranties and
guaraniees in relation to former subsidiaries and in respect of
guaraniees in relation to subsidianes, jont ventures and associates.
In addition, there are contnagent liskulities of the Group in respect of
unsettled or d'sputed tax liabiliues. legal claims, contract dispuies.
royaluies, copyright fees, permissions end other rights. None of
these cla.ms are expected (¢ resullin a maienal gain ar loss (o tne
Group

0n 25 Aprl 2019, the European Commuission published the full
decision that the Unizeg Kingdom controllec fareign company
group firancing partial exemption (FCPE) partially consttutes State
Aid The Group has lodged an appeal The Group has benefited
from the FCPE 1n 2018 and priar years by approximately £116m

(which does not include any additional interest that would be due if
the appeal is lost). In February 2027, the Groep recerved Charging
Notices requ ring a payment on account of matenatly all of the
alleged State Aid to be made. Payments totaling £105m
{camprising tax and interest) were made during 20271 and ;he
Group expects to recover the funids in due course. The Group
conunues 1o be of the view that no provsion i required In respect
of this 1ssue

The Grodn s under assessment from the (ax authorities in Brazil
challenging the deducntion for tax purposes of goodwill amorusation
for tne years 2012 1o 2017 Similer assessments may be raised for
other years, Potential totat exposure (ncluding passible interest
and penalnes) could be up 10 BRL 1,079m (£143m) up 1o 31
Decerrber 2021, with addinonal potential exposure of BRL 98m
(£13m; in relanior to Zeductions expectes to be taken in future
penods Such assessments are carmmor in Brazil The Group
Gelieves that the likelthood that the tax authorties will ultimately
prevallis low and that the Group's position 1S sirong At present, the
Group believes no provision is required

Al the balance sheet date tnere were no camrmitmerts for capital

expend.i.re contracted for but not yet incurred. Commitments i
respect of legses are shown N ncte 35.
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35. Leases

The Group's lease port‘clio consists of approximately 730 property leases, mainly offices and 1est cenires. 1ogether with a number of veh:cie
and eqguipment leases. The Group has elected not 1o recognise right-of-use assets and lease Labilities for short-term lezses that have 3 lease
term of 12 months or less and leases of low-value assets, The Group recogrises the lease paymenis associaled wilh these leases as an
expense on a straight-line basis over the lease term.

As a lessee:

The amounts recagnised inthe income statement are as follows:

Allfig-resin £ rillons . _Nu‘.e 201 20
Interest on lease lianilities (27 4n
Expenses relatng to short-term leases - (1
Depreciation of nght-of-use assets 10 (49) (68)
Impairment of right-of-use assets L o {119} {4)

Lease habilmes are indluded within financial habilities - borrowngs in the balance sheet, see noie 18 The maturities of the Group's lease
liabilities are as follows:

Al-figoresin e milhons 2021 2L

lLess than one year 92 100
One 1o five years 318 333
More than five years 394 441
Total undiscounted lease liabilities 804 /4
Lease liabilities included in the balance sheet 633 683
Analysed as

Current 68 73
Non-current 565 610

Ir addiucn 1o Lthe above, there are current lease labiliues of £rmil (2020, £3m) and non-current lease labilities of £n1l (2020 £66m) classified as
field for sale {(see note 32).

The amounts recognised in the cash flow statement are as follows:

afl igores mf mlhors 2021

2
Tolal cash outflow for leases as & lessee 115 133

At the balance sheet date comrmitments for capital leases contracted for but not yet incurred were £3m {2020, £3m). Extension and
termination options and variable lease payments are not significant within the lease portfolio, Short-ierm leases 1o which the Group i1s
committed at the balance sneet date are similar to the portfolio of short-tenm leases to which the shert-term lease cxpense 1s disclosed
above.

As a lessor:
In the evert that the Group has excess capacity in s leased offices and warehousces, the Group subleases some of its properties under
operating and finance ieases

The amaounts recognised in the income statement are as follows

Al ligures in £ raillons 2021 2020

Interest on [ease recevables 6 9
Income from subieasing right-of-use assots {within other income) 2 7

The amounts recognised 1 the cash flow statement are as follows.

Allfigures i el nns 2021 %20

Total cash inflow for leases as a bessor 27 50
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The following table sets out the maturity analysis of lease payments recevable for subleases classified as operating leases. showing the
undiscounted fease payments to e received after the reparting date, and subleases classified as finance leases showing the undiscounted
lease pavments Lo be received afler the reporting date and the net investment in the finance lease recewable Dunng the year the investment
m finance lease recevable decrcased by £15m (2020 decreased £66m), primarily cue to payments received

Cperating Finance ’ 2021 B ZoZ0
Allfigures - 2 mllgrs leases leases Total o
Less thar one year 1 20 21 24
Qne o two years - 18 18 24
Two to three years 1 19 20 e
Three 10 four years 2 19 21 18
Faur 1o five years 1 19 20 18
Maore than frse years 2 39 41 56
Total undiscounted lease payments ~ecevable 7 134 141 158
Unearned finance :ncome (19
Net investment i finance lease recewvable 15

36. Related party transactions

Joint ventures and associates

N 2021, the Group acgured & 40% nterestin Academy of Pap and 15 accountng for the mvestment as an assocgte. AL3 1T December 2021,
the Group had a current hability payable to Academy of Pop of £7m which relates 1o the Group's rmiuzl capital contribut on thal Ras not yet
been paic. This balance rs expected (o be paid .« the first half of 2022

In 2020, tne Group disposed of (s i-terests in Penglin Random House and therefare Penguin Random House 1s NG longer a related party
Prior 1o the complenon of the sale of Penguin Random House, the Group received owdends of £1m ans repaic loars 1o Penguin Random
House ar the point cf aisposal.

Key management personnel

Key management personnel are desmed 10 be the members of the Pearson Execctve Management team {see pages 80-81) 11 this
commitiee which had responsibility for planning, direcung and controlling the actvinies of the Group .n 2027, Key management persannel
compensation 1s disclosed befow

Al figures - L r'uHmr'rs i - - ’ 7 -2021 nat
Short-term employee benefits 6 )
Retirement benefits 1 1
Share-pased payment ccsts 8 6
Total - 15 13

There were na other matenal related party transacuons. ho guarantees have been prowded 10 velated parlies.

37. Events after the balance sheet date

Qr 28 january 2022, the Group acguired 100% of the share capualin Credly Ing, hawng prewously held a 19 9% nterest in the company
Total consiceration is c$200m comprising upfrort cash cansideration of c§142m, Fearson's existing interest valued at ¢$£2m and ¢$16m of
deferred consideration. Net assets acquired will mainly comprise of acquired intangible assets The full acquisiion accadnung disclosures
heve not been provided as the valuauon of acqu rec intangibles tas nox yet been tompleted

In January 2022, the Group recerved $117m in relatior ¢ full and final paymen: of the remaining receivable balance whicn arose on the
cisposal of the US K-12 business in 2012

In Feoruary 2022, the Group renegouated 115 revolving credit facliny, extending the maturizy of $7 bn of the faclity by ore year to 2026

On 24 February 2022, the Board aporoved a £350m share buyback programme i order Ta return capital to sharehclders Tne programme
will commence in 2022
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38. Accounts and audit exemptions
The Pearson plc substdiary companies fisted below are exempt from the requirements of the Companies Act 2006 relating to the audn of
ingdrvidual financial statements oy virtue of section 476A,

Lormd iy Jir ner Car pary noreber
Aldveych Finance Limited 04720435 Pearson Loan Finance No 4 Limited 02635707
Edexcel Limited 04496750 Pearson Loar Finance No. 5 Limited 12017252
Education Development International plc 03514767 Pearson toan Finance No & Limited 12030662
Langman Group {Overseas Holdings) Limitea 00690236 Pearson Loan Finance Unlimited 05144467
Major123 Limited 05333023 Pearson Management Services Limited 00096263
Pearson Australia Finance Unlimited 05578463 Pearson Overseas Holdings Limited 00145205
Pearson Books Limited 02512075 Pearson Persion Trustee Services Limited 10803853
Pearson 8razil Finance Limiteg 0RB48874 Pearson Professional Assessments Limited (04904325
Pearson Canada Finance Unlimited 05578497 Pearson Strand uimited 08361316
Pearson Dollar Finance ple 05111013 Pearson Real Estate Holdings Limited 09768242
Pearson Dollar Fnance Two Limited 06507766 Pearson Seraces Limited 1341060
Pearson Educauon Holdings Limited 00210859 Pearson Shared Services Limited 04623186
Fearson Fducation Investmerts Limited (8444933 Pearson Strand Fnance Lmited 1081691
Pearscn Educauon Limiced 00872828 SVNT Limited 08038068
Pearson Funding Four Lirmiged 07970304 T Catals Limited 07307943
Pearson International Firance Limited 02496206 TQ Clapham Limiteg C7307925
Prarsan Loan Finance No 2 Limited 05052661 TQ Glokal Limited 7802458
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Company balance sheet

A5 at 31 Decernner 2021

A 'w;;w.): vofmlhons

Assets

Non-current assets

fnvestments Ir subsidianes

Amounts due from subsidianes

Deferred income tax assets

Fnanng assets - denvatve finanoat mstrurments

Current assets

Araounts due from subs.diarigs

Cur-ent Income tax assets

Cash and cash ecuwalents (excluding overcrafts)
Finencidl assets - derwatve firancial instruments
Qther assets

Total assets

Liabilities

Non-current liabilities

AMounts due to subsidianes

Frnancial hotilities - derwative financial instruments

Current liabilities

Amounts dug 15 subsidiares

Other habilites

Financial habilties - dervatve firancal instromrerts

Total liabilities

Net assets

Equity

Snare capital

Share premium

Treasury shares

Cap.tal redemption reserve

Specal reserve

Reta ned earmings - includimg prafit for the year of £27m (2020 loss of L35}
Total equity attributable to equity holders of the company

Nz 2021

6.632
2,387
27
30
9,076

)

L

548

4 310

869
9,945

(3.605}
(30)
{3,635)

wn

(1,853}
)]
5 C)]
{1,858)
(5,493)
4,452

€ 189
3 2,626
7 {12)
18
447
1,184
4,452

1,256
“0.08z

These financial statements have been approved for issue by the Board of Directors on 8 March 2022 anc signed o its behalf by

Sally Johnson
Chief Financial Officer
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Financial statements

Company statement of changes in equity

Year ended 31 December 2027

Eguay allncy able .o equity holoors of the Z2mpany

share Snare reoenc"f)'?lgll Snoc.zl Retarod

All figures e roll omis 40 Lal precaurs lreasus, shates TEREE ruganvo edrnpgs Lol

ALT January 2021 188 2,620 {7) 18 447 1,290 4,556

Profit for the year - - - - - 27 27

Equiy-sedled wransactions - - - - - 28 28

issuc of ordinary shares under share option

schemes’ 1 [ (1) - - - [

Purchase of treasury shares - - (16) - - - (186)
Release of treasury shares - - 12 - - {12) -

Divdends - - - - - {149} {149)
At 31 December 2021 189 2,626 (12) 18 447 1,184 4,452

S e spe sl Rerar e

Alfngures i f mill ons cantal ure Treasue, shaes TEIErVE earn ngs Taal

ALT January 2020 195 4 21 11 447 1,656 4,944

Loss for the year - - - - - (95) (95)
Equity-settled transactions - - - - - 29 29

Issue of ordinary shares under share ocption

schemes’ - 6 - - - - 5

Buyback of equity {7 - - 7 - (1/6) {176)
Purchase of treasury shares - - (5} - - - (&)
Release of treasury shares - - 3 - - 23) -

Transfer of contributions from subsidiaries - - (45} - - 45 -

Diidends - - - - - (148) {148)
At 31 December 2020 188 2,620 (7) 18 447 1,290 4,556

The capital redemprion reserve reflects the nominal value of shares cancelled in the Group's share buyback programme, The specisl reserve

represents the cumulative effect of cancellation of the company’s share premium account.

" Fulldetails of the share-based payment plans are dizclosed n note 26 1z the censolidateo inanc a1 staterents.
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Company cash flow statement

Year endec 31 December 2021

Al fgures iy £ millors Nales 2021 pieyies

Cash flows from operating activities

Ner profit/{loss) 27 {S5)
Adjustments for:

Income tax {9) Z0)
Net finance costs 41 95
Share-based payment costs 28 29
Amounts due to)from subsidiaries (93) 1061
Net cash (used in)/generated from operations (6) 1,070
Interest paid (66) (56
Tax receved - i5
Net cash generated from/{used in} operating activities (72} 1,028
Cash flows from investing activities

Loans repaid by related partes - 42
Net cash generated from investing activities - 48
Cash flows from financing activities

Proceeds from issue of ordinary shares & 6 6
Buyback of equity - {178)
Purchase of treasury shares {16} (€}
Repayment of borrowings - (230)
Dwidencs paid to company's shareholders (149) (146}
Net cash used in financing activities (159) (552
Effecis of exchange rate changes or cash and cash equivalents - (2]
Net {(decrease)/increase in cash and cash equivalents (231) 523
Cash and cash equvalents at beginning of year 541 W8
Cash and cash equivalents at end of year 4 310 541
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Financial statements

Notes to the company financial

statements

1. Accounting paolicies
The financial staternents on pages 211-221 comprise the separate
finanaial statements of Pearson plc.

As permitted py section 408 of the Corrpanies Act 2006, the
consoldated income statement and siatement of comprahensive
MNCome have not becn presented.

The company has no employees (2020 -l

The basis of preparation and accounung polices appled in the
preparation of these company financat statements are the same
as those set ou in nate 13 w© Lhe cansolidated financial statements
with the addinon of the following:

Investments

Investments in subsidianies are stated at cost less provision far
imoairmant, with the exception uf cerram hedged investments that
are neld ir a foreign currency and revalued at each balance sheet
date.

2. Investments in subsidiaries

Al figarosind ﬂ*!lgﬂn

At beginning of vear
Currency revaluations
At end of year

Lending wo/from subsidiaries is considered 1o be an operaling
activity and any mavements are classfied as cash flows from
operating activities in the cash flow staterment,

Amaounts owed by subsidiaries

Armounts owed by subsidiaries generally mature within fve vears,
but can be called tpon on short netice, or arc repayable on
dernand, Amounts owed by subsidianies are class:fied as current i
they mature walhin one year of the balance sheet date or If the
company Intends to call the loan with'n one year of the balance
sheet date. All other amounts are dassified as non-current. The
company has assessed and concluded that these loans will be fully
recovered Therefore credi losses are considered 10 be immaterial,

New accounting standards
No new standards were adopred in 2021

A nurmber of other new proncuncements are effective from 1

January 2021 but they do not have a matenal impact on the
company inancial statements.

2021 2530

6,619 5,664
13 (15)
6,632 0619

There were no impairments in 20271 ar 2020.

The recoverability of investments s rested annually for smpairment
inaccordance with |AS 36 Impalyment of Assets’. The carrying value
s compared o the asset’s recovershle amount whech 1= generally
assessed on a value in use basis Significant esumation Is required
to determine the recoverable amount. The value In use of the
assets 15 calculated using a discounted cash flow methodology
using financial infermation related to the subsidiaries iIncluding cash
flow projecoons in conjunction with the goodwill impairment
analysis performed by the Group. The key assurmptions used in the
cash flow projections are discount rates, perpetuity growth rates.
forecast sales growth rates and lorecast operaung profits. See
note i1 of the consolidated finanaal statements for further detalls
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3. Financial risk management

The company's financial instruments comprise amounts due 1o/
from subsidiary undertakings, cash and cash equivalents, dervative
financial instruments and current borrowings. Derivative financial
nstruments are held at far value, with all other financial
mnstruments held at amortised cost, which approximates fair value
The company's approach to the management of financial risks s
consistent with the Group's treasury policy, as discussed m note 19
ra the consolidated financial staternents. The company believes the
value of is finanaial assets to be fully recoverable.

The carmyng value of the company's finanual instruments 1s
exposed 1o movements In interest rates and foreign currency
exchange rates (primarily US dollars). The company estimates that a
1% increase 1N interest rates would resultin a £6m ncrease (20200
£17m increase) in the carrying value of its financial instruments,
with a 1% decrease In interest rates resulung in @ £6m decrease
(2020: £19m decrease) in their carrying value, The company also
estimates that a 10% strengthening in sterling would decrease the
carrying value of its financial Instruments by £117m (2020 £123m),
while 2 10% waakening in the value of sterling would increase the
carnying value by £139m (2020: £146m) These increases and
decreases In carnyng value would be recorded through the income
statement. Sensitvities are calculated using estimation technigues
such as discounted cash flow and option valuation models. Where
modelling an interest rate decrease of 1% led to negative intcrest
rates, these paints an the yeld curve were adjusted to 0%.



The following tabls analyses the company’s derivatve assels and liabiities inig relevant maturity groupings based on the remainng period
at the balance sheet date to the contractual matunty date, The amounts disclosed i the table are the contractual undiscounted cash flows
(including interest) and as such ray differ from the amounts disclosed on the balance sheet

Greater than

Larer man
e morta anae gear pur
amd less than lees tmzn
Al gures e & milhors aNE yrAr fppears
At 31 December 2021
Rate derivatives — inflows 7 (331)
Rate derwvatives - putflows 12 339
FX forwards - inflaws (148) -
FX forwards - outflows 148 -
Total - 5 N
Ar 31 December 2020
Rale dervatives — nfTows (186} (350)
Rate derwvatives - outflows 180 350
FX forwards — inflows (68) -
FX forwards - ourflows 68 -
Total s -

All cash flow prejecuons shown abave are on ar undiscounted
basis. Any cash flows based or a floating rate are calculated using
Inierest rates as set al the date of the last rate reset Where thisis
not possible, floatrg rates sre based on interést rates prevailing at
31 December in the relevant year. All derivative 3mounts are shown
gross, although the company net settles these amounts wherever
passitle

Fair value hedge accounting

A forelgn currency exposure arises from foreign exchange
fiuctuations on translation of the company's investments in
subsidianes denominated in USD into GBP. The hedged risk 1s the
nisk of changes in the GBPUSD spot rate that will result in changes
ir.the value of the USD investments when translaied into GBP The
hedged iterms are a partton of the campany’s equity mvestment in
subsidianes denominated ir USD. The hedging instruments are 2
portion of the company’s intercompany foans oue from subsidiaries
wnich are denominated in USD.

It1s expected that the change 1n value of each of these items wall

mirror eack other as there s a ciear ana direct economic

4_ Cash and cash equivalents (excluding overdrafts)
Alfgures © £ mibore

Cash at bark and m hang

Aralysed by mgnr oy

Analysec by turn

Fve years
or rore

Toval o] GE> Tres Tl
0 (338) (§)] (150) {(179) (338)
4 355 203 150 2 355
- (148) - (148) - (148)
- 148 90 - 58 148
A W7 w4 (48 (M9 17
(1) {537) (12) {152} (373} (537}
12 h42 209 330 3 542
- {68) ~ (68) - {68)
- 68 36 - EN 68
11 5 233 o (33g) 5

relatonship betweern the hedge and the hedged .tem n the hedge
relatonsktip The heoge rauo 15 100% Hedge ineffectiveness would
anse T the value of the hedged items fell selow the value of the
hedging instruments. however, this 1s unlikely as the value of the
company's Investments cenominared 1n UJSD 15 signif.cartly greater
than the proposed farr value hedge programme

The value of the hedged items and the hedging insiruments is

£1 3bn {2020, L% 3bn) and the change in value during the year
whictt was used to #ssoss hedge meffectiveness was £13m (2020
L£45rm) There was ro hedge ineffectiveness,

Credit risk management

The compary's main exposure to wredit risk relates to lending 1o
subsidiaries Amounts oue from subsidiaries are stated net of
provisions “or bac and doubtful debts The credit nisk of eacn
supnsid.any 15 influenced by the widustry and country i which
they operate; hawever, the company considers the credit sk of
subsidizries Lo be [ow as i has visibility of, and the ability 1o
influerice, their cash flows.

2021 2Lzt

310 54
310 547

Al the end of 2027, the currency spht of cash and cash equivalents was US dollar 66% (2020 Z7%), sterling 32% (2020: 76%) and other 2%

(2C20: 3%);.

Cash and cash equivalents have ‘air values that approximate their Carrying ameounts due 1o ther shor-term rature. Cash and cash
equivalents include the foliowing for the purpose of the cash flow statement;

:‘Hf fguTes © £ ruitary
Cesh and tash equivalents
Bank overdrafis

2021 2026
310 541
310 541
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Financial statements

Naotes to the company financial statements continued

5. Derivative financial instruments
The company's putstanaing aervative financial instrurments are as follows.

2021
Grass notional

Al figures an 2 il amounts Assets Liabilities
Interest rale dervauves 385 5 (9}
Croos currendy rate Jueiivauves 331 24 (21}
FX dervatives 430 3 (4}
Total 1,146 32 (34)
Analysed as expiring:
In less than one year 393 2 {4)
Later than cne year and not later than five years 679 30 (26)
Later than five years 74 - )
Total 1,146 32 (34)

1,238
653

73
*974

2UET
Asnalt Liap lres

12 (27
44 120)

7 (5
63 52}
18 12
45 32

- 8)
63 {52)

The carrying value of the above dervative financial nstruments equals therr fair value Derwvatves are calegonsed as level 2 on the far value
hierarchy. Farr values are gefermined by using market data and the use of established estimation technigues such as discounted cash flow

and option valuatuon models

6. Share capital and share premium

ALT January 2020

Issue of ordinary shares - share option schemes
Purchase of own shares

At 31 December 2020

Issue of ardingry shares - share option schemes
Purchase of own shares

At 31 Decernber 2021

Numoer of

1,236

(30077}
753,258
3,544

756,802

Shgre Share

caotal premL
e £
195 2674
- 5}

(7) -
188 2620
1 [
189 2,626

The ordinary shares have a par value of 25p per share (2020: 25¢ per share) Allissued shares are fully pard. All shareholders are entitled ta
receive dividends and vate at general meetings of the company. All shares have the same nights.

On 24 February 2022, the Board appraoved a £350m share nuyhack programme in order to return capital Lo shareholders. The programme
will commence in 2022 The shares bought back wilt be cancelied and the nominal value of the shares will be transferred (o the capnal
redemption reserve In 2020, approximately 30m shares were bought back and cancelled at a cost of £176m The nominal value of these

shares, £/m was transferred to the capral redemption reserve
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7. Treasury shares

At January 2020

Purchase of treasury shares
Release of treasury shares
Transfer of contributions from subsidiaries
At 31 December 2020
Purchase of treasury shares
Newly 1ssued treasury shares
Release of treasury shares
At 31 December 2021

\’_lrh.ﬂlT
chares
oile £m
3258 o
1,105 6
{3,460) (23)
- 45
a0z 7
2,158 16
2,500 1
(3,990) (12)
s 12

The company holds Ts own shares 10 trust 1o sutisty s obhigations under 'ts restnicied share plans. These shares are treared as treasury

shares for accounting purposes and have 3 par value of 25p per share.

The naminal value of the compariy's treasury shiares armounts to £0 4m (2020 £8 2m). Divideras 07 treasury shares are wared,

At 31 December 2021, the market vatue of che company's treasury shares was £6m (2020 £6mj). The gross book value of the shares at
31 December 20271 amounis te £12m {2020 £7m). In 2020, histerical contributions of £45m recersed from operating companies have been

rransterred from the treasury shares reserve to retamed earnings

8. Contingencies

There are contingent liabilities that arise in the normal course of
business m respect of Indemnities. warranties and guarartees ir
relztion o former subsidianes and in respect of guarantecs N
relation to subsidiaries. In addition, there are conungent habilities in
respect of legal claims. None of these daims are expected 1o resdlt
i a material gan or loss 1o the company

9. Audit fees
Statutory audit fees relating to the company were £35,500
(2020 £35,000y.

10. Related party transactions

Subsidiaries

The company transacts and hds outstanding Dalances with its
subsidiaries. Amaounts due from subsidiaries and amaunts due to
subs:diares are disdosed on the face of the company balance
sheet,

These lvans are generally unsecured and interest 1S caleulated
pased on market rates The company has interest payable 1o
subsidianies for the vear of £97m (2020: £37m) and mterest and
guaraniee fees recevable from subsidianies for the year of £32m
(2020: £46m) Management fees payable 1o subsidianes in respect
of centrally prowided services amounted 1o £11m {2020: £21m)
Management fees recenvgble from subsidiaries in respect of
certrally provided services amounted 10 £30m (2020 £31m)
Dnagtends recenved from subsithanics were £72m (2020 Enil).

Associates

There were na related party transacuons with assocCiates in 2021, In
April 2020, the amounts outstanding with Penguin Random House,
a previods associate of the Group, were repaid at the point of
disposal of our Investment

Key management personnel
Key management personnel sre deemed 10 be the members of the
Pearson Dxecutive Management teéam

IT1s this committee wnich had responsibikry for plarning, directing
and controling the acuviuies of the company ir 2027, Key
management personnel compensaton Is disclosed in nate 3610
the corsolidated fimancal statements.
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Financial statements

Notes to the company financial statements continned

11. Group companies

Irn accordance with section 409 of the Companies Act 2006 a full st of subsdianes, partmerships, 2ssotiates, joint venures and joint
arrangements, the country of Incorporauon, the reg.stered address and the effective percentage of equity owned, as at 31 December 2021,
1s disclosed below Unless otherwise stated, the shares are all indirectly held by Pearson plc. Uniess otherwise stated. all wholly-owned and
partly-owned subsidiaries are Includec in the cansohdancn and all associated undertakings are included in the Group's iinancial statements
using the equity method of accounung Principal Group compan.es are dentfied i bold

Wholly-owned subsidiaries
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Financial statements

Notes to the company financial statements continued

11. Group companies continued
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Other information

Five-year summary

Allfiguresint rillons e 2018 209 RN 2021

Sales; By operating segment

Assessment & Qualfications 1,490 1,280 1.082 1,204
Virtual Learning 521 584 692 713
Eighsti Latiguage Learrinig 315 320 218 238
Waorkforce Skills 174 185 163 172
Higher Education 1,199 1,102 856 849
Strategic Review* 739 398 286 252
Total sales 1513 4129 3,869 3397 3.428

Adjusted operating profit: By operating segment

Assessment & Qualfications 147 216
Virtdal Learning 29 32
English Language Learning 1 15
Warkforce Skills 26 27
Higher Education 93 73
Strategic Review* 16 22
Penguin Random House 1 -
Total adjusted operating profit 576 546 581 313 385
Al figuresir Zrilliors 2217 2078 2073 232C 2021
Operating margin - continuing 12.8% 13.2% 15.0% 5.2% 11.2%

Adjusted earnings

Total agjusted cperating profit 576 545 581 313 385

Net finance costs (79) {24) (41) (61} (57)
Income tax (55) z7 [89) (35) (64)
Non-controfing mterest 2] 2} (2] - 1
Adjusted earnings 440 547 449 217 263
Weighted average number of shares {millrons) 8134 7781 777.0 7554 754.1

Adjusted earnings per share 541p 703p 57.8p 28 7p 34.9p

Prior perrods have not been restated to reflect the adoption of IFRS 15 a3nd IFRS 91n 2078 and IFRS 16 in 2019,

Sales for periods prior 1o 2018 and adjusted operating profit for periods prior to 2020 have not been restated (o reflect the new organisation
structure given the passage of ime

* Includes LS <-12 coarsewsare in 2008 anz 2015 ap unul date of disposal
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All igures s mrlicrs 2020 2021

E 018 EE]
Cash flow
Operatng cash flow 669 513 418 315 388
Operating cash conversion 116% 94% 72% 101% 101%
Cperating free cash flow 525 448 345 255 274
Qperaurg free cash flow per share 64 5p 57.6p 44.4p 33.8p 36.3p
Free cash flow 227 £/3 2°3 229 133
Free cash fluw per share 275¢ &0.8p 274p 303p 17.8p
Net assets 4,021 4,525 4323 4,134 4,280
Net debrt 432 143 1.016 4€3 350
Return on invested capital
Total adjusted operaung profit 576 546 581 3i3 385
Operating 1ax paif (75) (43} &) (0 (60}
Return 507 503 572 303 325
Gross basis:
Average nvested capital 11,568 10,672 11,096 10,625 9,857
Return on invested capiral 4 3% A47% 5.2% 29% 3.3%
Net basis:
Average invested capial 8,126 7,544 8,057 7,708 7.161
Return on invested capital 5.2% 6 7% 710k 3 9% 4.5%
Dwdend per share . 17.0p 18.5p 19.5p 19 5p ~20.5p
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Other information

Financial key performance indicators

Tne following tables and narratve prowvide further analysis of the financial key performance indicators which are descrined in the financiat
review of the annual report on pages 55-59, shown within the key performance indicators on page 27 of the annual report and showr in
nates 2 and 8 of the notes to the conschdated Nnanaial statements,

Adjusted performance measures

The annual repart and accounts reports results and performance on a headline basis which compares the reported results both on a
statutary and un g nuFSAAP (Honeslatuony) basts. The Group's acjusted performance measures are non-LAAP (non-statutory) inancal
measures and are also included in the arnual report as they are key financial measures used by mansgement (o evaluate performance. The
measures also enable nvestors to more easily, and consistently, track the underlying operational performance ol the Group and its business
segrments by separating out those itermns of income and expenditure relating to acquisinon and dispesal transactions, major restructuring
programmes and certain other items thal are also nol representative of uncerlying performance.

The Group's definiion of adiusted performance measures may Not be comparable 1o other similarly ttded measures reported by other
companies. A reconahation of the adjusted measures Lo their corresponding statutory measures is shown below.

Sales

LUnderiang sales movemenis exclude the effect of exchange, the impact of porifalic changes arising from acquisitions and disposals and the
impact of adopung new accounung standards thal are not retraspecuvely applied. Portfolio changes are calculated by taking account of the
addmional sales (at constant exchange rates) fram acguisiions made in both the current year and the prior year For acquisitions made in the
prior year, the addiional sales excluded 1s calculated as the sales made in the persad of the current year that corresponds (o e pre-
acquisition penad in the pricr year. Sales made ny 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 prevalled tnroughout the current year
These non-GAAP rreasures enable management and investors 10 track mare easily, and consistently, the ungerlyng sales performance of
the Group.

ASyER Nl K sl 1 :;gh;’; dardtoree Higner Strategic

Alfiguresin f e hons Coalliceiors _earng _earning Sellls Frucaran Re e Toal
Statutory sales 2021 1,204 713 238 172 849 252 3,428
Statutory sales 2020 1,082 652 218 163 856 28¢ 3,397
Statutory sales increase/(decrease) 122 21 20 9 {107} (34} 31
Comprising:

Underlying increase/{decrease) 192 74 36 10 {50} 2 264
Portfolio changes 1 - - 1 - {29) (27)
Exchange differences (71) (53) (16) (2) (57) 17) (206)
Statutory sales increase/{decrease) 122 2" 20 9 107 (34} 31
Statutory Increase/{decrease) 11% EL Y% &) {1138 {12)% 1%
Constant exchange rate increase/(decrease) 18% 1% 7% % {515 {9)% 7%
Underlying increase/(decrease) 18% 11% 17% % (5)% 1% 8%
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Adjusted operating profit

Adjusted aperating profit exciudes the cost of major restructunng: other net gains and losses on tne sale or closure of subsidiaries, joint
ventures, associates and other financial assets; and ntangible charges, including impairment, relatng only tc goodwill and intangible assets
acquired through business combinations or relating (o associates Other net gains and losses also includes costs related 1o business closures
and acquisitions. Further details are given below under ‘adjusted earnings per share. Underlying adjusted operating profit movernents
exciude the effect of exchange, the impact of portfolio changes ansing from acquistions and disposals and the impact of adopting new
accounting standards that are not retrospectively applied Portfolio changes are calculated by taking account of the addinonal contributon (at
constant exchange rates) from acquisitions made in bath the current year and the prior year.

For acguisitions made in the prior year the additonal contribution excluded 15 calculated as the operauing profit made in the period of the
current year that corresponds Lo the pre-acguisition period in the prior year. Operating profit made by businesses disposed 1n either the
current year or the prior year is also excluded. Constant exchange rates are calculated by assurming the average exchange rates ir the prior
year prevailed throughout the current year. This rnoh-GAAP measure enables management and investors to track more easily, and
consistently, the underlying operating profit performance of the Group

Allfgurns w £ muligrs 2021 2ual

Cperatng profit 183 411

Cost of major restructuring 214 -

Other net gains and iosses (63) (178}

Intangiole cnarges 51 80

Adjusted operating profit o . 385 313
o o rgsn O rergun
ARSOSAMICTT & virtJal Lomig e e Weorktorce “ligrer Sl ulege Ra~com

Allmigures 17 L rthors Qaak‘izaucns | earnmg Lear g Skills Fducar om Fev gw Honee ol

Adjusted operating profit

increase/(decrease) 59 2 i4 1 (20) 5] H 72

Comprising;

Underlying ncrease/(decrease) 87 8 s 2 14 4 - 103

Porrfolic changes n - - (1) - 2 (1) Mm

Exchange differences 7 (5) (2 - (& - - (30)

Adjusted operating profit (20)

increase/(decrease) &8 3 14 1 6 (1) 72

Constant cxchange rate ncrease/

{decrease) 59% 28% 1.600% 4% (15)% 38% {100)% 33%

Underkying increase/{decrease) 59% 28% 1,600% 8% (5% 27% - 33%

Adjusted earnings per share

Adjusted earnings includes adjusted operatng profit and adjusted finance ane tax charges. Adiusied earnings s included as a non-GAAP
measure as It is used by managemeni ro evaluate performance and by investors e more easly, and consistently, track the underlying
cperatioral performance of the Group over ume Adrusted earnings per share s calculated es adjusted earnings divided by the weignted
average number of shares inissue on an undiiuzed basis.

The fallowing items are excluded from adjusted earrings

Caost of major restructuring - In March 2627, te Group announced a resiructurng programme to ran primarnlyin 2021, The programme
Incluces the recrganisation of the Group Inta five global business divisions and the simpiification of the Group's property portfolio to drive
sIgrificant cost savings. The costs of this restructuring programme are significant ensugh to exclude from the adjusted operating profic
measure so as 1o betrer highlight the undertyirg performance (see note £)

Other ret gains anc losses - These represent profits and losses on tne sale of subsiciaries, joint vertures. associates and other financial
asseis and are excluded from adjusted earnings as they distort the performance of the Group as reported on & statutory basis.

Intangible charges - These represent charges inrespect of Intangble assets acgu-red through business compmatons or relating to

associates. These charges are excluded as they reflect past acquisizion acavity and do not necessarily reflect the currert year performance 0°
the Groug.
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Other information

Financial key performance indicators continued

Other net inance income/costs — These include finance costs In respect of retirement benelits, irance cosis of deferred consideration and
foreigr cxchange ano other gains and losses Finance income relating to retrement benefits 1s excluded as management does not believe
that the consclidated income statement presentation under 145 19 reflects the economic substance of the underlying sssets and habiliiies.
Finance costs relaung to acgJisition transacticns are excluded as these relate to future earn-cuts or acquisition expenses and are not part of
the underly ng financing. Foreigr exchange and other gains and losses are excluded as they represent short-termr ‘iuctuancns in marxer value
and are subject to significant velatility. Other gains and losses may not be realised in due course &s it 1s normally the mtention fo hold the
related instruments to maturity

Tax - Tax on the above items 15 exciuded from agjusted earnings. Where relevant the Group also excludes the benefit from recognising
oreviously unrecognised pre-acqu-sition and capital losses The tax nenetit from tax deductible goodwill ana intangibles s added o the
ad|usteo Incomme tex charge as this benefit more accurately aligns the adjusted tax charge with the expected rate of Cash tax payments

In addition, anc off items such as the impact of the UK tax rate change ard changes In local tax law have been excluded.

Alltig res 1m £ ralhons 2021 202
Profit for the year 160 310
Non-centroliing interest (1 -
Cast of major restructunrg 214 -
Other net gains and losses (63} {178)
Intangible cherges 51 80
Cther et firance ircome (313 14)
Tax (67) g
Adjusted earnings 263 217
Weighted average number of shares (millions) 754.1 7554
Adjusted earnings per share 34.9p _287p

Return on invested capital
Return on mvested capital (ROIC) 1s included as a non-GAAP measure as it is used by management 1o help inform capital allocaton decisions
within the business ROIC 1s calculated as ad,usted operaung profit less operzating cash tax paid expressed as a percentage of average
nvested capital. Irvested capital includes the oniginal unamortised goodwill and intangibles. Average vaiues for tolal invested capital are
calculated as the average monthly balance for the year. ROIC 1s also presented on a net basis after removing impaired goodwill from the
invested capital balance. The net approach assumes that gaodwall which has been impaired 1s treated consistently to goodwill disposed as it 1s
no longer being used to generate returns.

2021 2023 2021 2520

Al figwres 11 £ milons Gross Girass Net et
Adjusted operaung profit 385 313 385 313
Operating tax paid (60) 10} 60 0y
Return 325 303 325 303
Average goodwill 5758 6,146 3,063 3,282
Average other non-current intangibles 1,970 2186 1,970 2,186
Average intangible assets — product development 892 906 892 906
Average tangible fixed assets and working capital ) 1,237 1334 1,237 1,324
Average invested capital 9,857 10,625 7,162 7708
Return on invested capital 3.3% 29% 4.5% 3.0%
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Return on capital

Return on capital (ROC) is included as a non-GAAP meesure of how efficiently we are generating returns from our asser base. ROC s
caleulated as adjusted operating profic less adjusted :ncome tax as a proportion of capital, whnere capial adjusts net statdtory assets for net
debt, relirement benefit assets, other post-retrement medical obligations and other nor-ooeraung items. These adjustments ta net siatutary
assets have been made to better reflect the asset base that generates returns

All pures o £ milters 2021 ey

Adjusted operatng profit 385 313
Adjusted income tax charge {64) {35)
Return 321 278
Net statutory assets 4,280 4134
Adjustments for:

Net dept 350 463
Retirement benefit assets (537) (£10)
Other postretirement medical benefit obligauon 34 39
Other non-gperating assets (41} (30)
Capital 4,086 4,198
Return on capital 7 _ ) 7.9% 66%

Operating cash flow

Operating cash flow s ¢alculated as net case generated from operations before tne impact of tems excl.ded from the adjusted income
staternent plus dmdends from joint vertures and associates {iess the re-tapitalisatior dividends from Penguin Random House), less caprial
expenditure on property, plant and eguipment (ncluding additions (o night-of-use assets) and Intangible software assets, plus proceeds fram
the sale cf property. plant and equiprnent (Including the impacts of transfers to/from investment i finance lease receivable) and ntangiole
software assets: pius specizl pension contr.butions paid and plus costs of major restructuring paid. Operatng cast flow s Included as a
nen-GAAPR measure w1 order to aligr the cash flows weh the Lorresponding adjusted operating profit measures

Allfizures £ millons 2021 2320

Net cash generated from operations 570 450
Dividends from joint ventures anc associales - 4
Purchase of property, plant and eguipment (64) (53}
Addition of new right-cf-use lease assets {30} {(€7)
Purchase of intangible software assets {112) (81)
Net disposal of nght-of-use lease assets including transfers to/frem investment ir finance lease recevable - 18
Net costs pad for major restructuning 24 38
Operating cash flow B 388 315

Cash conversion, calculated as operating cash flow as a percentage of adjusted operating profit, is also shown 8s 8 nan-GAAP measure és this
15 used by management and InvesLors ;0 measdJre cash generaticn by the GroLn.

Allfgures i £ mllors 2021 <520
Adjusted operating profit 385 313
Operatng cash flow 388 315
Cash conversion 101% 101%

Cperaung cash flow, operatng free cash flow arc total free casr flow, which are nan-GAAP measures, are disciosed and reconcled in
note 33 of the notes tc the consoldated financel sistements as they are commorly usea by INvestors 10 measue the cash perfarmance
of the Group
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Other information

Financial key performance indicators continued

Net debt and adjusted earnings before interest, tax, depreciation and amortisation (EBITDA)

For information, the net debt/adjusted EBITDA ratio s shown as a non-GAAP measure as 1 1s commonly used by investors to measure
balance sheet strength, Adusted EBITDA 1s calculated as adjusted operating profit less depreciation on property, plant and equipment, and
amcrisauon on intangible software assers.

Alfigaresin £ millgas 2021 225
Adjusted operating profic 385 313
Depreciation {exciuding items ncluded in *cost of majer restructuring’) 100 125
Amcrusalion on nlangble software assets (excluding wems included in 'cost of major restructunng’) 113 112
Adjusted EBITDA 558 550
Cash and cash egunalents 937 1116
Investrment 11 finance lease recewable 115 130
Derrvative financial instrurents (2) 11
Bank loans ang overdrafis - 3
Bonds (767) (965
Lease lizhilities (633) (752
Net debt {350} (463

Net debt/adjusted EBITDA ratio
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Shareholder Information

Pearson ordinary skares arc hsted on the London Stock Exchange
and on the New York Stock Excrange 1n the form of Amencar
Depositasy Receipls.

Corporate website

The irvestors' section of our carporate website plc pearsor comn/
Investors provices g weslth of information for shareholcers itis also
possiple 1o sign Jp 10 receve ema | alerts for reports and press
releases relaurg tc Pearson at pearsonplc com

Shareholder information online

Shareholder -nformation can be found on our website at plc pearson
corr/investors.

Our registrar, Eguiniti, also provides a range of sharcnoider
informar on onhine Yoo can check your holding and fing

practical hels on trarsfernng shares or uptating your details at
www shareview co.uk For more information, please contact our
regist-ar, Equimin, Aspec House, Spencer Road. Lancing, West Sussex,
BNGS 604 Teleohone 0371 384 2043* or, for those snarehclcers
with hearing difficulies, textphone number 0377 3842255*

Information about the Pearsen share price

The camparys share price can be lounc on our webs Le at plc,
pearson comAnvestors/parfarmance/share-price-cidend It slso
appears in the financial columns of the national press

2021 dividends

Paymess Doete Armou-t pe share

Interim 20 September 2021 6.3 pence
Final 6 May 2022 142 pence

T Subert o approvel oy sherenalaers & the 2022 Acrusl Gereral Meeung

2022 financial calendar
Ex-dmdend date

24 March 2022
29 March 2022
"4 Apnl 2022
25 April 2022

Record date

Last date far dwvidend reinvestment elecl.on
Annual General Meeting

Payment date for duwdend and share
purchasc date for diviaend reinvesumert 6 May 2022

Payment of dividends to mandated accounts

Sraourd you clect to have your dviderds paic through BACS, this can

be done d rectly inte 2 bank or bullding society account, with the Tax

voucher sent ta the sharefolder’s registered sddress Equinim can be
contactec for information 0N 0371 384 2043%,

Dividend reinvestment plan {DRIP)

The DRIP gives shiarenolde s Te nght 1o buy the company's shares
on the Londor stock market with their cash divigend For further
informat on, please contact Eauims or 0371 384 2268*

Individual Savings Accounts (ISAs)

Ecuinti offers iSAs 10 Pezrson shares Far more rformation, piease
20 1o www shareview co uk/dealing cr call cusiomer serv ces ar 0345
300 0430*

* lrescaner & =)ar e 530 0T Mo worngey fexzlazrg Joublo nolca, s

Share dealing facilities

Ecuinit of'ers telepnore and internet se~ices for dea'ing ir Pearsor
shares. Zor further irfarmatian, please contact ther teiephone
dealing helplire on 03456 D37 037* ar. far onhne dealing, log an o
wwy shareview.co.uk/dealing You will need your snareboider
refererce mumber as stow® on your srace certficate

A postal cealing senace 15 also available tarcugh Equinit
Please terephone 0371 384 22487 for cetails or log onto
www shareview cc. ok 1o dowrload a form,

ShareGift

Shareholders with small holdings of shares, wnase value rmakes therr
Jneconomic 13 sell, may wisk 1o dorate them to SnareGifi, the share
donation charity {regisiered charity numoer 1052686)

Farther infarmation zhout SkareG 7 anc the charities 1t has
supported may be obtained from their website. v ShareGift org,
ar by conract ng them at SkareGift, PO Box 72253, London, SWI1P 9LQ

American Depaositary Receipts {ADRs)

Pearson's ADRs are l:sted on the New York Stock Excharge and
traded under the symbol PSO Each ADR represents one orginary
shae, For enguiries regarding regisiered ADR halder sccounts and
drv.dends. please cortact Bank of New York Mellen, Shareholder
Correspondence (ADR), PO Box 505000, Lodisvitle, KY 40233-5000.
telepbone 1 (866) 252 2283 (Lol free w th n the US) or 001 201 680
6325 (ouiside the US) Altermauvely. you may email shrrelations@
cpushcreownerservices Com.

voungr ghts for reg-siered ADR holders car be exercised through
Bank of New Yark Mellon, z1id for beneficial ADR nokders (and/or
norminee accounts) Ihrough your US brokerage instutJuor Pearson
wil"file vath the Securities and Exchange Commission a Form Z0-F.

Share register fraud: protecting your investment

Pearson does rat contect e sharehoicers directly to provide
recom g datiors or investment advice and nerther doces 1t appoint
thire parties to do sa. As requ red by .aw, sur sharehclaer register is
avalable for pubhc Mspect-on, bu we canrot control the use of
informaticn obtained py persons nspec: ng the register Please Treat
£My approacnes purporting Lo or ginate from Pearson with cauucn.

For more 1nformaiion, please log on 1o our wensite at nlc pearsan
com/en-GBAnvestors/snareholders/skares-sharenolding

Tips on protecting your shares

— Keepary nocamentgior that conrans your shareholder
reference rumber in & safe place ard shred eny unwanted
documentation

— Inform our registrar, Scuinit, oromptly when you change address

— Beaware of diidend paymert cates and contact the regstrar if
you do not recerve your dividend cnegae or. oetter sull, make
a'rargements tc have the d v dend paig © rectly Inta gour pank
accodnt

— Corzder haidirg yaur shares electronically in a CIEST account
Vig & raminee
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ESG Performance Data

Environment

Progress measures towards targets:
Net Carnon Zero:

— By 2030. we will recuce stape 1, 2 & 3 eTissions by 50% against a 2018 baseline as approvec by the Soience-Based Targets Iniuative

— We wllbe net zero across scope 7, 2 & 3 by 2030,

Re-baselring: Following Greerhouse Gas Protocol guidsnice we are now retrcspectively excludea emiss ons from relevant cisposals i1 our nase year
and historicel years Th's enables mearingful companson of emissions on a Lke-for-I'ke bas s over a long period Bothrecaiculated and reported
emissians are disclosed on the table below

hMethodoiogy We have reported on gll of the ermissior sources recuired under the Corrpanies Act Z006 T1e method we have used 1o calculate GHG
emissicns 1s (e GHG Protocol Corporale Accounung anc Reporting Standard (revised edition), using the Scope 2 cua ~eporung methodology,
together witn the letest ernissior factors from recogrised public spurces. including, but not Imitec to, the UK Department for Business, Energy &
IndLstrial Strategy, the Internationa’ Energy Agenicy, the US Energy Infarmation Administration, the Us Ervironmental Protection Agency anc the
Intergovernmental Panel on Cimate Change Energy use includes gas and electricity consamplicn n WMWh arc vehice fuel use converted frem milezge
nre VW using BIES conversion factor

The data nthe table beiow bas beer independently verfiec by Carporate Cit zenship, an irocependent thirg party. The scope of the assurarce covers
our energy corsumption, Scope 1, 2 énd 3 GHG ermissions and renewable electrioty cla ms. See our assurzrce staterment here htips //olc pearson.

CamypUrpose/esg-reporting/

Z(18 nrevnusly thBEPT\SFs
Lategony Sun-categary noTen fieures PHUSS] F020 2021
Scope 1 Scope 1 - Nawral Gas 3675 7522 3,601 5116
Scope i Scope 1 - Fuel OIl 13057 137 111 58 16
Scope i Scope 1 - Refrigerant Gas Loss ' 544 78 - 77
Scope i Scope 1 - Vehides 7,854 4.789 2875 3,187
Scope 2 - locauon based Scope 2 - locauor based 49920 41,586 38298 28,385 23,333
Scape 2 - market hased Scope 2 - market pased Z£583 4,583 418 529 440
1a Purchased goods and services
(producy) 1a - Manufactured goods - Books 127550 B%,629 82101 48,789 34,012
1a. Pdrchased goods and services
{product) 1& - non print manufacturing 21571 14,284 13329 18,409 20,552
tb Purchased goods and services
{non-product) 1b - Non-product 212,£03 183,665 193,980 157,739 175,913
2 Cepiral goods 2 - Capial goods - - - - -
3 Fuel and energy related acuvities 3 - Fuel related 3104 2,270 2171 1,061 1,279
3: Fuel and energy related activities 3 - Electricity relared 11,039 6,361 R.368 6,116 7.238
4: Upstream transportaton and 4 Upstream transportation and
distnbution distribution 53727 12,926 11573 10,753 10,388
5 Waste generated In operations 5 -Waste generated in operations 525 3580 258 0 378
6: Business iravel 6 - Air 20545 11,369 9,487 3,705 1,403
6: Business travel 6 - Hotels 2,864 2,717 2,503 426 138
6: Business travel & - Rail 890 285 568 96 10
6: Business travel 6 - Hired cars 1,486 1400 1811 1,000 1,000
6:Business ravel 0 -Taxs 27 27 £5 14 2
7: Employee commuting 7 - Emplayee communng 28948 25,509 27,362 6.584 -
7t Employees working from
home (WFH) 70 Employee WFH - - - 18.402 17,325
4 Downstream {ransportation and 9 Downstream transportation and
distribution distribution 53,727 12926 i1.573 10,153 10,388
i1 Use of sold products 1% - Third party test centres 6415 6,415 6415 6,415 6,461
17: Use of sold products 11 - Online lesting 76 31 31 31 28
17: Lse of sold products 11 - Online learning 57393 2,225 2,192 2,187 3,531
12: End-of-Iife treatment of sold
products ) 12 - End of Iife 27,581 18,265 16,998 10,182 7.961
13. Downstream leased assets 13 - Downstream leased assets 14,825 14,825 14,825 9588 9,517
14 Franchises 14 - Franchises 4,042 4,044 2730 2707 1,343
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it presocsly  z078 rebaselnes

SUn categary ropoded fgures 2019 2020 201
Scope 13,057 12,209 12,500 6,234 8,396
Scope 2 {market based) 4583 4,583 418 529 440
Scope 2 o 596,740 410,164 410,322 313,738 308,865
Total - Location based 659,717 463,959 461,120 348,657 340,595
Total - Market based 614,380 426,956 423235  320.801 317,703
S N 2018 2019 2070 2021

INtensity ranos

LCO, e per employee (scope 1, 2 markel & 3) P76 186 150 14.9
tCO,e/sales revenue {scope 1, 2 market & 3) 1135 i116 550 92.7
Environmental reperung measures (Units)

Net internal area of reporting offices {m2) 684712 572478 444 468 457,519
Energy consumption measure

% clectricy from renewable sources 100% 96% 95% 99%
Tatal electricity consumpuon from renewable sources only (Mwh) 88,492 81,056 65574 57,120
Tolal electricity consumption from non-renewable sources only (Myvh) 936 1103 794
On site genergted electricity (MWh) 230 225 247 150
Total gas consumpuon (MWh) 20187 39,325 19,826 23,985
Total fuel ot consumption (Mwhj 24 74 94 48
Yehicles (MWh) 31,115 19,119 12,822 10,437
Total energy consumpuon (MWh) 140048 140,737 100,662 . 92,535"7

Resource Use

PAN:] 20 5 2020 2021
Faper*
Faper used (1) 103,758 96,811 37,569 29,056
% FsC o - ) 1 32 29
% PEFC R 28
Waste
Tatal Waste To landfill (1) 547 (AL 276 B648**
Total Waste To landfill (/FTE) £0225 00206 0C129 0.0304
Water
Total Water consumprian (m3) 520,682 374,008 238271 152,702
Total Water censumption (m3/FTE) 2741 1645 197 7.15

LK Zzope 1 ano Z{nranor-hased) 387 1002 7 2%) a0 Glong Scope © ard 7 locator -based) 31.723 1002 UK Soops 1 ans 2 (migrket-bazes) " 352 <0 € {13% &nz Glohal Sro0e
87 2 {(marke: Cased), 2537 1006 UK gas, slelrr Tty onl rarscom) Wi = 17467 {7 S, Clotal [Eas, @iecT ¢ by 512 T arsne ) Wk = 92,52

* MNore-peselnes as tae tatgel e nat & krecLzuon

¥ Poarsar renarts est mates waste dete b s pESM 0Lr estTat ons Tett odoiog, extenced e SC0DE 0° STes (gt are ingluces 7001 hglres
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ESG Perfarmance Data continued

Social
Our Employees
o B FO sl 2020 2021
Total average number of employees 24,322 22,734 21,19 20,744
Employees by geography'as at 31 December o
1JS as of 31 December 11,242 11,670
UK as of 31 December 4,202 3,826
Rest of World as of 31 Decerrber 6,407 5,854
Total number of permanent, regular employees, as of 31 December 96% 95% 96% 97%
Male 38% 4% rar 40%
Fermale 652% 58% 55% 59%
Nan-binary” 0%
7 Not disclosed 003% 1%
Total number of temporary, limited term, employees, as of 31 December 4% 5.0% 4% 3%
Male 30% 3E% 38% 32%
remale 8% 6% 61% 65%
Non-binary 0%
- Not disclosed 0.2% 3%
Total full-time, regular, employees 79% 7% 74% 75%
Male 41 % 458 A44% 44%
Fermale 58% 55% 56% 55%
Non-binary 0% 0%
Nor distlosed _ o ) o 1%
Total part-time, regular. employees 18% 21% 20% 2%
Male 24% 25% 25% 27%
Female /6% 75% 75% 73%
Non-binary 0% 0% 0% 0%
Not distlosed 1%
Employee gender diversity - All numbers as of 31 December ) N
Total male 38% 41% 40% 40%
Total female G2% 58% 60% 59%
Mon-binary 0%
Not disclosed 1%
Female leadership
Board posmions held by women 30% 33% 5% 50%
Percentage of women on Pearson's exegulive’ 9% 18% 31% 38%
Senior leadership? 31% 34% 36% 37%
VP& Director ) - - 48% 47%
Manager ) £3% 50% 50% 50%
Percertage of women in technology roles
(IT/engimeering) 34% 35% 33% 29%
Percentage of women employees ir revenue-
producing roles 65% 62% £3% 63%
Percentage of promotions receved by women 59% 56% 59% 60%
UK median gender pay gap 14% 12% 12% 10%

T Pron 2579, our buslr e3s was SIFUCILIER 3704n0 3 geograprres North Arrer ca, Crowth (Ching, India Zrazl, 5ouin Alniza) and Core (UK and rest cf werld)
2 We nperel tos apuon for ermpleyee ssifidennficavar 1~ 2020
3 Typiczliy, up ro owo repot ng es from the Chie” Fxecate, e sonor leadersnip are the emplayee noey wth respars bil 1y "or planning ane dicecirg the acovies of the company

S

Fxeevinve Direciors are ncluged in Board stanst ¢s not Pearson Fxeniive Manzgerert
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208 h 20149 "270270 ’ 2021
Employee racial and ethnic diversity
30% (USY/ 31% (US)/

Total workforce (US and UK) o 17% (UK) 19% (UK)
Diverse leadership -
Board positions {diverse) (#/%) 1/10% 2/20%
Percentage of diversity an Pearson's
executive rearn (#/%) 3/30% 2/25%
18%{US)/  20% (US)/
Senior leadersnip (LS and UK) 9% (UK) 9% (UK)
15% (US) 17% (US)
VP and Director (LS and LK) A0% (UK 713% {UK)
218 (US) 23% (US)
Manager (US and UK} o 7% (UK 116% (UK)
Us diverse group breakdown
Asian
Manager and above 11% 11%
All emplayees S% 9%
Latinx
Manager and above L% 4%
All employees 8% 5%
Black
Manager and above 3% 4%
All employces 1% 10%
Other diverse
Manager and above 1% 1%
All employees 3% 3%
White
Manager and above 21% 79%
All emplaoyees o 70% 69%
UK diverse group breakdown )
Asian
Manager and atove 9 8%
All employees 1 0% 10%
Black
Manager and above 2% 2%
All employees 4% 4%
Other diverse
Manager and abave 4% 5%
All employees 4 5%
White
Manager and above 79% T7%
All employees 72% 70%
Not Specified
Manager anc above 7% 8%
All employees 10% 11%
Employee age representation, all as of 31 December
Under 30 years old 2165/ 15% 14% 14% 16%
30-50 years old 16.465 / 60% 58% B6% 55%
Qver 50 years cld 6,890/ 25% 28™% 20% 28%
Not discloseg 105/ 0.4% 0.5% 0.4% 0.4%
Turnover
Turnover rate, total average for the year 11,024 /37% 8627/37% 5692/26% 7,232/33%
Vaoluntary turnover 5101 /20% 4585/20% 3,725/777% 5,062/23%
Involurtary turnover S923/17% 3S32/717% 1,967 /8% 2,170/10%
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ESG Performance Data continued

SUTH w0 2020 2021

Turnover by region

UK 4% 3% 6%
us 25% 16% 16%
Rest of world 2% 7% 10%
Turnover by gender

Fermnale 7201/24% 5447/23% 3605/16% 4,512/20%
Male 3711/12%  3168/14% 2,087 /°0% 2,709/12%
Not disclosed 1127 0% 12/0% } B
Female (nvoluntary) 1195/5%  1.274/6%
Male (-rvoluntary) F72 A% 891 / 4%
Turnover by age group

Jnger 30 years old 2,943 /0% 7% 1,386/6% 2.019/9%
30-50 years olg 5710/ 19% 19% 2501/11% 3,428/15%
Over 50 years old 2,193/ 7% W% 1744/8% 1,764/ 8%
Not disclosed /81 % 0% e1/0%  21/0%
New hires

Total number and rate of new emgloyee hires

(number of hires/average headcoun) 7.053/26% 4326/21% 5488/25% 5,934/27%
Toral number aof new hires - female ABRT /66 2725763 3R12/660% 3528/760%
Total number of new hires - male 2,185/31% 1,601/37% 1,855/34% 2,261/38%
Tatal number of new hires - NA 207 /3% 217/1% 117<1% 145/ 2%
New hires by region

UK(2019 & 2020 7541 12% 15% 17%
US {2019 & 2020) 3,453/ 56% 65% 56%
Rest of World (2019 & 2020) 1,807 /31% 19% 27%
New hires by age group

Under 3C years old 2,303/33% 33% 245 40%
30-50 years old 3,239/ 46% 27% 31% 42%
Over 50 vears old 1,353/ 19% 18% 15% 17%
Mot disclosed o ~ o 15872% 2% 30% 1%
Length of service

Average length of service for a Pearson employee 67 70 7.4 6.9
Average lergth of scrvice - female €6 70 73 6.8
Average length of service - male 7.0 7 76 71
Median length of service - all employees nia n/a n/a 43
Median length of servce - female 38 46 50 4.2
Med.an lengih of service - male. B . - o 39 5.0 50 4.7
Employee Benefits

Health and wellness benefits

Fercentage of employees particpating in Pearson 820 (US)/ 82% (US)/ 83% (US)/ 73% (US)/
med:cal programs 53% (UK) 53% {UK) 48% (JK) 49% (UK}
Average percentage of health insurance costs 80% (US)/ 9% (US)/ 9% (US)/ 78% (US)/
for employees paid by Pearson 829 (UK) 82% {UK) 100% (UK} 85% (UK)
Average percentage of health insurance costs

for employees, spouses, and dependents paid 79% (US)/ 9% (US)/ T8%{US)/
by Pearson 24% (UK) 82% (UK) 89% (LUK} 89% (UK)
Financial benefits

Percentage of eligible employees partcipating in

Prarson's 401¢k) Flar 52% (US) 93% (US) 92% (US) 93% (US)
Percentage of employees paruicipatng in the

Employee Stock Purchase Plan 219% (US) 22% (US) 25% (US) 24% (US)
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2008 206 2020 2021

Percentage of employees parucipaung in the
Worldwide Save For Shares Plan - globally except

the US 1 8% 17% 10% 21%
Percentage of workfarce below senior leadership

eligible for LTIPs 6% 6% A%, 4%
Wark/Life balance and lifestyle programs V

Number of employces using Pesrson's Employec 883 (US)/ 325(US)/ 393 (US)/
Assistance Plan 402 (US) 217 {UK) 125 (LK) 271{UK)

Number of Interactions with Pearsan's lfestyle

programs 11,482 (US) 9,657 (US) 7% (US) 10,080 (US)
Health and safety
- Dascr o 018 I 2020 2021

Percentage of H&S standards Prirary metric for implernentation of
implemented acrass all locauons our H&S management system 92% 94% 94% 93%

Audits & advisary reviews conducted by

Global Risk Management staff to provide
Number of H&S audits assurance of local comphance with H&S
& adwisory reviews ) lawand pohicy 31 O 2*
Percentage closure of oper acuon Percentage of Auoit Acuons closed from
audit findings as of 1 January previous year's audits S1% 95% 98% 100%

Total injuries requirng medical

frearment or lost tme due o mjury

Does notinclude minar/Airst aid cases 107 88 45 41

Includes musculoskeletal disorders,

work-related stress, and other iliness

cases related 1o work 110 121 71 a7

Interrial metric defined as any work-

related imjury or iliness resuftng in mare

Number of serious incidents than 3 days away from work. 21 26 38 34

Number of work-related fatalities o] 1 0
Rate of all nadents (Including minar)

Number of injuries

Number of work-related (liness cases

o

Towal incident rate per 100 employees  per 100 employees 08a7 09 072 Q.55
Rate of inuries/iliness related to wark,
Injury & illness rate per 100 employees  not including minar/first aid nadents 022 0.28 0.51 0.35
Internal metric designed to measure
prevenuan of serious incderts and
Serious Incident rauo active reporting of mingr incgents. 7% 11% 24% 29%
Workplace inspecuons reported B4g** 442 466 333
* Siheculed a.d fassucence prggrem suspemcec n 2020 & 2027 oo Lo COVID- "% rela.as offize Uosares globall; Beso.ur =y meal gned (o suoport 20wl 78 management

A% A g oapt ndemoer of Drevig s yeer InDeISNg ZaMe oM WSE shesin Asa, wh o 3re no longer part of Pearsan
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ESG Performance Data continued

BTECs & 5DG 4

08 X 2020 2021

Number of BTEC registrations cutside the UK 33403 43906 31,141 35,722
Governance
T T T T T Desorwnee - - Cas atin 2020 2021

Raising concerns

Total number of concerns raised

& Investigates 80 135 ‘00 110
Human Resources Matters 25(31%) 43(32%) RO{R208) 93 (85%)
Firancal rregulanties or viclanons
cf Olﬁ_p_(_)_\l_[_\ﬁ_'}“ o 55 169%) 82 (H8%) LA 17 (15%)

Code of Conduct o

Percentage of employees completing
code of conduct cerufication or

raining 100% “00% 100% 100%
Sustainability Accounting Standards Board (SASB) Index
%;Jﬁri - Azzountiag Metue - SASI;ccPi S R‘FS?J"ISF -
Risk: pages 60-69
Governance, pages 73-111
Pearsonrisk assess all new vendors and exisung ones
Description of approach to at least annually Gur r sk assessment framework uses
idenufying and addressing the latest nternational standards s.ch as ISOAEC
data secunity msks, including 27001:2013, NIST, SOC2 Type 2, Cyber Essentials,
use of thirg-party cyber TC-IM-23Ca.2; as well as Data Privacy standards such &s GDPR

Data Security

Data Security

Data Privacy, Advertsing
Standards & Freedom of
Expression

Cmployee Recruitment,
inclusion & Performance

Employee Recrurment,
Inclusion & Performance

Environmental Footprint of

Hardware Infrastructure

security standards
Description of policies and
practices relatng to
collection, usage. and
reterition of student
information

Description of peliaes and
practices relatng to
behavioral agverusing and
user privacy

Employee engagement as a
percentage

Percentage of gender and
racial/ethric group
representation for (1)
maragement, (2) technical
staff, and (3) all other
employees

1) Toral water varhdrawn, (2)

total water consumed,
percentage of each in
regions with High or
Extremely High Baseline
Water Stress)

5V-ED-230a 1

SV-ED-230a 2

TC-IM-220a'1

TC-IM-330a.2

TC-IM-330a3

TC-IM-130a.2

ang CCPA

Risk pages 60-69

Governance pages 73-111

Our Code of Conduct and Busiress Partner Code of
Conduct clanfy Pearscn’s responsibilizies and
expectations for ethical and responsible business
practices .ncluding Data Protection and Privacy
htps://plc.pearson.comfen-GR/corporete-
policies®ab=ordinary-sharehoiders. In addition, we
have in-depth irternal palices and processes
regarding user privacy As an education media
company, we do not use practices relatng to
benavioural aaverusing or: the internet For a
descripuon of our centen: and editorial standards see:
https.//plc pearson.com/en-GB/corporate-policies
Pearson's Non-financial KPIs, Investing in Talent:
pages 24-26

ESG Performance Data pages 232-233

ESG Performance Data. page 231
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Global Reporting Initiative (GRI)

Adauomzlnoies

Irid cator Desinpra: A 202 ' Ar 7?f;‘|
GR1 101 and 102 General disclosures
Organisational profile
GRI102-1 Name of the organisation Page Page 1
Pages 2-3,
GRIT02-2 Activities, brands, praducts, and services  pages 16-20 Pages 2-3; pages 20-21
GRI*02-3 Location of headguarters Page 143 Page 752
Page 2.
GRI102-4 Location of operations pages 206-209 Pages 218-219
GRI102-5 Ownerstup and legsl form Page 188 Pages 132-135
Pages 150-752; Page 3, page 14,
GRI102-6 Markets served pages 200-209 pages 160-161
Page 1, pages 2-5;
pages 16-20;
page 137; Page 3 pages 160-161;
GRI102-7 Scate of the organisation pages 150-152 page 169
Fage 13, page 25,
Information on ermployees and otner pages 49-5T:
GRIiC2-8 workers page 159 Page 165
Pages 16-18,
GRI102-9 Supply chain Page 29, pages 51-53  pages 40-54; page 124
Sigrificant changes to the organisation Page 2, pages 6-%
GRIT02-10  and 15 supply chain Page 3, pages 18-75  pages 10-12
GRI102-11  Precautionary Principle or approach Fages 46-47 Pages 57-53
GRIT02-12  Exrernal nmatives Page 5h Page £3
GRI102-13  Membership af associations Page 55 Page 43, pages 40-54 o
Strategy
GRIT02-14  Staterment from serior decsion-maker Page 1 Pages 0-9; pages 10-" 2
Page 4; pages 20-21:
pages 40-54,
GRI102-15  Key impacls, 71sks, ano opportuniiies Pages 56-64  peges70-72 e
Ethics and integrity
Company policies are posted
on the sustainability secuorn of
aur websie (htps.//plc
Values, principles, standards, Page 13; Page 1; pages 4-5, pearson.comsen-Ga/
GRIM02-16  and norms of behavior pages 74-75 page 77 psges 40-54 corparate-policies),
Mechamsms for adwice and concerns Concerns can be raised on
GRI'T02-17  about ethics Page 53 Page 43 www.PearsonEthics.com
Governance
GRIN02-18  Governance structure Pages 66-102 Pages 76-8°
Composiuon o the tighest governance
GRI'102-22  body and its commuttees Page €9-77 Pages 76-81
GRIT102-23  Charr of the highest governance body Fage 66-69 Page 76
GRI'102-25  Confliats of interest Page 74 Page 77
Page £7,
Role af highest gevernarce bady in pages 74-7%, Pzges 74-75.
GRITOJ2-26  setung purpose, values, anc strategy pages 88-89 pages 82-85
Idenufying and managing eccnomig,
GRI102-29  envirormental and soosl impacts Pages £8-89 Pages 98-100
The Board's Reputarion &
Responsizlity committee
Highest governance body's role in reviews the sustanabikry
GRI102-32  sustainability reporung Pages 838-39 Pages 98-100 content In the Annual Report.
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ESG Performance Data continued

I~ gt

Daser prion

Stakehoider engagement

T A2 A 202

Ada.uonal 1 oles

GRI102-40  List of stakeholder groups Pages 27-29 Pages 16-79
Pearson supports freedom of
association and collectve
bargaining Pleasc see our
Lode of Londuct, Business
Partner, Code of Conduct and
Human Rights Statement on
our polcies pages hitps//plc.
pearson com/en-GB/

ORETGZ-41 Collectivie g gan g dgt eesnisiins Page 49 corporate-policies).

GRI102-42  Idenufying and selecung stakenolders Pages 27-25 Pages 16-19

GRI102-42  Approach to stakeholder engagement Pages 27-29 Pages 16-19

GRI102-44  Keytopics and concerns raised Pages 27-29 Pages 16-19

Reporting practices

GRI102-45

GRI102-46
GRI 102-47
GRI 7 02-48
GRI102-49
GRI102-5C
GRI102-51
GRI102-52

GRIT0Z-52

GRI102-54
GRIMD2-55

GRI102-56

Enuties included in the consohdated
finanaal statements

Defining repart content and topic
boundaries

List of materal topics

Restatements of information
Changes Iin reporting

Reporung period

Date of mast recent repart

Reportng cycle

Contact point for questions regarding
the report

Claims of reparung in accordance with
the GRI Stangards
GRI content index

External assurance

GR{ 200: Economic disclosures
GRI 201: Economic performance

Explanation of the material topic and 1ts

Papes 128-136,

pages 150-152 Pages 218-219

Pages 40-43

Pages 40-43
Page 53

Pages 237-247

Rebaselining of Emissions data
No changes

1]an 2021 - 31 Dec 2021

18 March 2021

Annual

suslainablity@pearson.com
This report has been prepared
in accordance with the GRI

Standards: Core option

See our external assurence
stalement al. hetps. /A,
pearson.com/corporste/
sustamability/reparting-
policces/reports-benchmarks
[altant

GRI 103-1 Boundaries Pages 14-27
The management approach and its Pages 14-25
GRI102-2 components Pages 14-27
Pages 14-25
GRIT02-3 cvaluatior of the management approach Pages 14-27
Pages 4-5
Direct economic value generated and Pages 14-25
GRI 2011 distributed Pages 31-39 Pages 14-27
Financial implications and other rnisks
GRI 2012 and opportunities due to cimate change  Pages 46-47 Pages 70-72
GRI 203: Indirect economic impacts )
Explanation of the matenal topic and its
GRI103-1 Boundaries Pages 40-45 Pages 40-54
The management approach and its
GRI103-2 components Pages 40-45 Pages 40-54
GRI103-3 Evaluation of the management approach  Pages 40-45 Pages 40-54
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Aszional rotes

Indicaiar Descnb?lo': A 2120 Ar2ie”
GRI 300: Environmental disclosures
GRI 302: Energy
Fxplananon of the material topic anc 1ts rages 40-45,
GRI 1031 Boundares Pages 46-47 pages 52-54
The management approach and its Pages 40-45,
GRI103-2 components Pages 46-47 pages 52-54
Pages 40-45,
GRITO03-3 Evaluation of the management approack  Fages 46-47 peges 52-54
Energy consumption within the
GRI 302-1 organisation Pages 40-47 Page 231
GRI 302-3 Energy intensiry Pages 46-47 Page 231
GRI302-4 Reduction of energy consumption Pages £6-47 Page 231 - o
GRI 305: Emissions
Explaraton of the matenal topic and its Pages 40-45;
GRI103-1 Boundaries Pages 46-47 peges 52-54
The management approach and its Pages 40-45;
GRI103-2 COmponents Pages 46-47 pages 52-54
Pages £0-45,
GRIT0O3-3 Evalualion of the management approach  Pages 46-47 nages 52-54
Pages 53,
GRI 3051 Direct (Scope "} GHG emissions Pages 46-4 pages 231-232
Pages 53;
GRI 305-2 Energy indirect (Scope 2] GHG emissions  Pages 46-47 pages 231-232
Pages 53,
GRI305-3 Other indirect (Scope 3) GHG emissicng Pages 46-47 pages 231-232
Pages 53.
GRI 305-4 GHG crmission intensity Pages 46-47 pages 231-232

GRI305-5 Reoducton of GHG cmissions

Pages 46-47

Feges 24-26; page 53;
pegrs 231-232

GRI 400: Social disclosures
GRI 401: Employment

Explanation of the materal topic and is Page 27: Pages 4-5; pages 40-43,
GRI103-1 Boundaries pages 49-50, page 60 pages 418-51
The management approach and 1ts Page 27, Pages 4-5%, pages 40-43,
GRI 103-2 cormponents pages 49-50, page 60 psges 48-51
Page 27; Pages 40-45:
GRI103-3 Evaluauon of the management approach  pages 45-50, page 60  pages 52-54
New employce hires and employee
GRI 401-1 wrnover Pages 233-234
Benefis provided o full-tme employees
that are not provided to temporary or
GRI401-2 part-time employees Page 49 Pages 234-235 o
GRI 403: Qccupational health and safety
Explanaticr of the material topic and its Pages 4-5; pages 40-43,
GR| 1031 Boundaries Page 61 pages 48-5°
The management approach and its Pages 4-5; pages 40-43,
GRI 103-2 components Page €1 pages 48-51
Pages 4-5; pages 40-43;
GRI103-3 Evalusuon of the management approach  Page 61 péges 48-51
Types of injury and rates of injury,
occupational diseases, lost days and
absenleeisrm, and number cf work-
GRI 403-2 related fatalues Page 235
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ESG Performance Data continued

[~dhe avr Dewcr puan A 2020 A2zl sdnnocal naes

GRI 404: Training and education

Explanat.on of the matenal topicand its  Page 46, page 49; Pages 4-5: pages 40-43;
GRI103-1 3oundaries page 60 pages 4&-51
The management approach and its Page 46, page 49. Pages 4-5, pages 40-43;
GRI103-2 components page 60 pages 48-51
Page 46; page 49; Pages 4-5; pages 40-43;
GRI103-3 Evalustion of the management approach  page 60 pages £8-51
We do not currently report the
average hours of trainirg per
vear per employee. We
ntroduced non-finanuat KPIs
for the business including
indicators for investing in
talent Qur non-financial KPis
inthis area include
percentage of employees
Average hours of training per year per reskilling or upskilling and
GRI 404-1 employee Pages 24-26 Employee NPS
Programs far upgrading emplaoyee skills Fages 4-5; pages 40-43,
GRI4042  andmansuen assisiance programs pages 48-51 -
GRI 405: Diversity and equal opportunity
Fxplanaton of the matenal topic and its Pages 4-5; pages 40-43;
GRI 103-1 Boundaries Poge 50 nages 48-51
The management approach and its Pages 4-5; pages 40-43;
GRI103-2 components Page 50 pages 48-51
Pages 4-5; pages 40-43;
GRI103-3 tvalualion of the management appreach  Page 50 pages 48-51
Owversity of governance bodies and
GRI405-1 employees Page 5, page 50 Pages 232-233
We report on significant
locations of operations in the
UK, for information see;
https://plc pearson cam/sites/
pearsor-corp/files/pearson/
Rauo of basic salary and remuneration pearson-gpg-2020-aw-260321
GRI 405-2 aof wamen to men Page b Page 119 page 232 pof
GRI 418: Customer privacy
Explanation of the material topic and 1ts RPages 60-69.
GRI103-1 Boundaries Page 62 pages 73-111
The management approach and its Pages 60-68:
GRI103-2 Lomponents Page 62 pages 73-111
Pages 60-65:
GRIM03-3 Evaluation of the management approach  Page 62 pages 73-111
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UN Globat Compact and UN Sustainable

Development Goals (SDGs)

We nave zpplied relevant internat onal reportng stancards arc
‘rameworxs, relud ng ine UN Global Cormpact (UNGC) Ten Principles,
ard the UN Sustainable Development Goals (SDGs). This year, we are
parucipating n the Zarly Adooter Programme of the LNGC
Comrrunication on Progress {CoP). Our enhanced CoP will be
svellzble nihe LNGC d gita! platformn 2022

COMMUNICATION
ON PROGRESS

)
& Ay

United Nations Global
suppzr g ereades JN go

WE wRLCaT e '8EIDATK LA I'F ZCTRENTS

Reliance on this document

The intention cf this docurrent .s to provide informrauon Lo
sharenolders and 1s nat des gned to be relied upon by ary other
party or for any ather parpose

Forward-looking statements

This document incluces forward-iooking staterments concerning
Pearson's [ nanc zl concinion pusiress anc operaguors and its
strategy, plans and objectves. In particulzr, all stazements thar
express ‘orecasts, cxpeciations and projections, including irencs

in results of operations, margins, growth rates, averall mar<et trends,
the impeact of interest or exchange rates, the availavility of firancing.
anbicipaled cosl savings and synergles and the execLuon of
Pearson's strategy, are forward-looking statemers. By their rature,
forwerd-loo<ing statemerts involve knowr: and Lnkngwn r sks

and uncertaintes because they relate to everts and depend on
areumstences that may occur in the fature They are based on
NUMErQus expectausrs, assumotians znd beliefs regarding
Pearspn's present and future bus ness strateg es and the
ervironment in which twill operate in the futare There are various
faciors wihich could cause Peerson's actual financial corgiuor,
resJite and developmens 1o differ marerally from the plans, poals,
objecives and expectlalions expressec or impi ed by these
forward-loo«ng stalemerts, many of which are outside Pearson’s
control. These include irternatianal, national and local conditions,
aswell as the iImpadct of cormpeution. "hey alsc inclade other risks
detailed ‘roT time to tme 11 Pearson s publicy-filed documents and,
i oarticLlar, the risk faciors set ous in this document, which you are
advised 1o read Any forward-looxing statemerts speak only as of the
date they are made and, excent as required Ly law, Pearson gives
no undertaking Lo updale any lorward-looking statements in this
document whether as a result of rew informasion, fLiure
developments, chacges in ts expaclauors or otherw se

Readers are cautionec not 1o place undue reliance on such
forward-loaking staterments.

FSC

wivwfec cig
MIX

Paper from
responsible sources

F3C* C022913

Des gned and produced by Black Sur Pic

This Reporz is pninted on Ecixion Offset which has
been incependently cerufiec accordirg Lo the rules of (e Forest
Stewardsnip Counal® (FSCF)

Prirtec i the UK by Parep-int. a CarbonMNestral™ company.

Both manufacturing paper m Il and e printer are registerec 1o the
Environertal Mzragement Systern SO 14001.200£ and are Torest
Stewardsnip Council® (F5C)

chaim-of-custody cervfied,
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