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dd \\Ve have a focused
Strategy for a
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itetime of learning

Andy Bird, Chief Executive

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

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

Because learning isn't
just what we do ~ it's
who we are.

Our vision

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

Qur mission

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

Image removed

Our values

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

1. We ask ‘why’?

We challenge the status quo by
chalienging ourselves,

2. We ask ‘what if?

We spark cunosity to innovate new
possiblities for everyone.

3. We earn trust.

we bulld credibility by acting with integrity
every day.

4, We deliver quality.

We hold our customers and consumers in
the highest regard, and our work to the
highest standards

5. We make our mark.

We execute with spead and agility to leave
3 lasting IMmpact on everyone we serve,

"“We've
redefined
our
purpose to

Image removed

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

Lynne Frank, Chief Marketing

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

Our strategy is 1o create trusted relationships with consurmers QOur strategy places consummers at the heart of everything we do, and
throughout their lifelong learning journeys, We want to empower we are integrating our products to create a learming ecosystern that
them to realise their goals and potential, by developing their skills reaches our consumers across all their life stages.

across multiple stages of therr learning lifetime, encormpassing not
only formal primary, secondary and higher education, but also,
increasingly, the world of wark.

Assessment
Higher & Qualifications
Education

English Language

Learning
Learner
profile
Diagram removed
Virtual Learning
Workforce Skl”S B Read more on page 12
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At a glance continued

Our interconnected
divisions

2022 Revenue

2022 Highlights
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Assessment & Qualifications

We provide the assessments,
qualfications, certifications and licences
that enable people to demaonstrate their
knowledge, skills and aptitude across a
Ifetime of learning - from school to
professional careers. We play an integral
role in a host of technology certifications,
in areas such as cloud computing and
cyber security, that power growth and
nnovaticn across the global economy.
we deliver numerous medical certification
and licensing examinations around the
world, giving gavernments and the public
the assurance that therr providers have
mer the standards for care. Exam delvery
volumes in the information Technology
sector ingreased by 12% fram 2021

to 2022.

Our growth will be fuelled by our unrivalled
breadth of offering and giobal scale across
both physical and digital assessment,
combined wath the growing market need
for accreditation and certification in the
professional market, more effective
formative and summative assessment i
the school market, and increased demand
and spend across the education landscape
in mental health and wellbeing.

"

— Pearson VUE test volumes grew 16% to
19.4m with particularly strong growth
in the IT and healthcare segments VUE
3i50 Won Mmajor contracts acrgss its
portfolio and expanded its presence in
the US federal market,

— Announced the intention to acquire
Persannel Deasions Research
Institutes (PORN) which has significart
expertise In providing assessment
sclutions (o the US federal
government, one of the largest
employers inthe US wath mare than 4
mitlior employees,

— Clinical Assessment had a strong
performance due (o good governrment
funding and continued focus on health
and wellbeing,

— UK and Internanonal Qualifications
2022 revenue was driven by the return
to full testing and growth n
quabfications and assessment
contracts internationally

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

Read more on pages 8 and 22

1

Higher Education

We provide around 18 million higher
education students every year with vibrant
digital content, assessments and enriching
experiences, leading to positive learning
outcormes. We provide a significant entry
point for a Wfenme of learning in the
Pearson ecosystemn. We intend to remain
the Higher Education content market
leader by deepening our relationships with
students beyond instructor and faculty
required course materials. By enhancing
product features and investments into
Pearson+, we enable students 1o succeed
i achieving their goals across disciplines
and academic paths, We will drive growth
through increasing market share and
recapture of the secondary market,
particularly through enhancements to our
suite of digital products including
Pearson+, Myl abs, Mastering and Revel. In
addition, we will invest in growth in the
large international higher education
market and capitalise on increased
demand in Inclusive Access

o
"
£898m
v

— Incdlusive Access sales to not-for-profit
institutions was up 9% in 2022, with the
total nurber of institutions InCreasing
to 1,040, due to the attractive price
point and irnmediate ‘day one’ access
for students,

— Athree-fold increase compared 1o
pricr year Fall semester in Pearson-
paid subscriptions, expanding our
reach through US college bookstores:

— Pearson+ paid subscriptions
compared to prior year Fall
semester up 205% to 406k
12021:133%)

— Pearson- registered users
compared to prior year Fall
semester increased 3% to 2.83m
(2021: 275my

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

EIRead more on pages 15 and 22



Virtual Learning

We offer highly effective online learning for
every age and stage cf education. Our
users can learn where, when, and how
they learn best, in a way that is taitored to
their needs and propels them forward in
their lives and careers. Our vision in Virtuat
Schools is to provide a holistic, academic,
and innovative learning expenence to our
students, while being a trusted best-in-
class partner for our schools and families
We will grow by continuing to focus on the
core learming experience, including
individualised learning and curriculum
transformation, while innovating and
adapting to both industry and market
changes to Stay ahead of the competition.
Our career readiness solutions will fuel
growth by providing pathways for students
beyond tugh school, be it in the job markat
or further study. We will also capitalise on
increased awareness and openness to
wirtual learning and the demand for
alternative education mediums driven by
parents’ new hybrd and remote working
schedules. Cur Online Program
Management (OPM) business is currently
under strategic review.

English Language Learning

There are 1.4 billion English language
learners across the globe. We have the
courseware and assessments to help them
achieve their goals, including digital and
blended English solutions for educational
institutions and the flagship Pearson Test
nf Fnglish, in over 150 conntnes, Our vision
15 to become the world's leading
destination far committed learners to build
and prove therr proficiency in Enghsh. We
are growing through creating an
interconnected suite of personalised
products across direct to consumer,
institutional, enterprise language learning
and assessments, and online language
learning through Mondly. Thus wilt allow us
to expand our addressable market,
increase market penetration, and create
more repeatable, personal relationships
with language learners, capturing more of
their lifetime spend. We are also
capitalising on a consistent market need
for English proficiency in global
employment and education, a growing
demand for online language learning, and
renewed global mability.

Workforce Skills

We're building a world where everyone is
prepared for the future of work and
people are recognised for what they know
and what they can do. Cur newly launched
talent investment platform uses workforce
analysis and assessment to realise
untapped potential, rmobilise talent, and
help enterprises and ndividuals dose the
workforce skills gap, helping everyone find
the right work for them. We will grow by
connecting consumers, enterprises,
recruiters, and learning partners to a
marketplace for verified skills. We ¢an also
capitalise on employers’ increasing need to
reskill and develop their workforce to
protect against shifts in both growing and
shrinking markets and in response to the
high speed of economic and technology
change. We need to respond to and
enable the acceleratng convergence
between previously disconnected parts of
the HR technology market, particularly
Learning and Development, Recruitment,
and Talent Management.

-
£204m

)

— Increased retention rates and
Net Promiater Score, now +67, for
Virtual Schools, which wall drive
enrolment growth.

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

— Helped enact new legisiation in
Missouri, facilitating easter access [
publicly funded virtual learning, leading
to & doutiing of our virtual schaol
enrclments within that State.

Read more pon page 22

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

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

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

— Enhanced our user expenence to
ensure that our courseware is the most
engaging and effective on the market,
leveraging our partnerships with major
rorperations including Disney and
the BBC.

Read more on pages 14 and 22

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

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

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

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

Read more on pages 14 and 22
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2022 highlights

A year of
strategic and
operational
progress

Achieved underlying sales

.THIHHIH SW;%

and adjusted operating profit
growth of

11%

on ah underlying basis, ahead
of expectations

Q Acquired Mondly
and Credly to
Z:(D:Z support the
growth strategy
O across the
Pearson
ecosystem

Read more on page 13

Announced £120m
of cost efficiencies,
accelerating our
improved margin
expectation to 2023
from 2025

6 Pearson plc Annual report and accounts 2022

“The role Pearson
VUE plays helping
professionals get
certified is a critical
element of
delivering our
enterprise learning
strategy.”

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

Launched 18
study channels on
Pearson+

Read more on page 15

Enterprise Learning

reaching

c.2000

enterprise clients across
Workforce Skills and
Pearson VUE

Completed the
disposal of our
international local
courseware
publishing businesses

Read more on page 13

Image removed

Art Valentine,

President - Assessment
& Qualifications




Chair's note

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

Omid Kordestani, Chair

Image removed

2022 dividend growth “What drew me to this fantastic company was the
50/ incredible opportunity to be globally conseguential
0 and the important role we can play in improving

society through lifelong learning.”
Return on capital in 2022

8.7%
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Chair's note continued

Overview

I'm delightad to be writing my first letter to you as Chair of Pearson.
[t's & privilege 1o join Pearson at this exciting ume. Wwhat drew me to
this fantastic company was the incredible opportunity @ be globally
consequential and the important role we can play in improving
society through lifelong learning. We have a tremendous opportunity
to capitalise on this, benefiting all our stakeholders, particularly with
the significant potential in digital learning, (tis also exciting to see that
we are delivening particularly on enterprise learning, in ways we never
have before, as the workplace becomes the new heart of many
people’s learning journey.

2022 has been a year of strategic and operational development as
we continue to create a digital learning ecosystem, fit for the future
of learning, We have made considerable progress in executing our
direct to consurmer, lifelong learning strategy as we reshape aur
portfolio for profitable growth, adding capabilities and increasing
interconnectivity between dmsions.

Financial and operational highlights

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

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

We have also retained a strong balance sheet and liquidity position
that will enable us to continue to invest in our comprehensive
growth strategy.

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

Environmental, social and governance

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

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

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

as a responsible business and will always act in the best interests
of our customers,

Our people make Pearson's success

Our people are fundamental to our success and strong performance
i would like to take this opportunity to thank everybody for their
commitrent. | appreciate their incredible work, operational
discpline, and focus over 2022, We cannot underestimate how this
difficult envirgnment has affected our pecple, I'm very proud of them
all Taking care of our employees, and ensuring we keep our positive
culture is vital. Their efforts have, and will, continue to underpin the
company’s performance as we take advantage of the significant
growth oppartunitias ahead,

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

Image removed
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Strategy in action

Making a difference for global IT enterprises

IT enterprises continue to face significant challenges. As cloud
adoption, Al advancements, and cyber security threats generate
highly specialised jobs, the demand for tech skills is present
thraughout the global econory At the same time, global talent
needs abound, and consumer and INclusivity expectations continue
to surge.

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

— AWS chase Pearson VIUE as its exdusive assessment provider (o
certfy AWS Cloud knowledge and skills, Now the tech giant can
provide their global IT professionals with more convenient testing
options and the best experience possible.

— wWith (ISCY¥, a leading provider of cyber security credentials, we
deliver credentialing assessments that certify the professionals
who work tirelessly to provide a safer, more secure cyber world
for indmiduals and organisations around the globe.

— Through our partnership with Micrasoft, we helped the Austin
Lighthouse - Trawis Association for the Blind rmake 1T certification
exams more accessible to people with disabilities, preparing and
enabling them ta join the tech warkforce



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

right tone.

Image removed

Leading for the future

We have a strong perfoermance culture at Pearscn, with a high level of
execution and operational excellence, We also have a wonderfully
diverse Board in terms of both experience and backgrounds.
Ensuring we continue to have a diverse set of views and perspectives
at Board and leadership level 15 key to our success. We need different
types of leadership and operational talent to execute against our
strategy. We will keep monitoring this as Pearson continues to
transform so we have the right skill sets for our future, as well as
managing succession planning for any upcoming departures,

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

Al the executive level, we saw new leaders join the leadership team
with Marykay Wells being elevated internally to Chief Information
Officer. Marykay is working with the Beard and leadership team

to build a technology strategy that supports a coardinated,

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

Engagement is fundamental

As a Board and leadership team, it is critical we engage frequently
with all cur stakeholders. We want to ensure that our strategy is
clear, that the way we're operating 15 well undearstood, and to identify
any gaps in our approach. This enables a constructive and positive
relationship and helps us understand the views and perspectives of
our stakeholders. It also ensures our team is focused on the right
approaches, policies, and activities.

This year, we undertook a comprehensive review of Pearson's
executive remuneration framework, with the proposed new
Directors’ remuneration policy detailed on page 112. The
Rermuneration Committee and the Board have spent significant time
rigorously reviewing the policy and its implementation (o ensure it
remains fit for purpose. This review considered Pearson's renewed
strategy, the recent strong performance of the business, and the
views and expectations of our shareholders, their advisers, and cther
stakehotders. | beleve the proposed policy 15 the best way to
continue to drive a strong pay for performance culture. It also
responds to the needs of the global talent market for digital
innovators, whilst remaining mindful of the UK governance
environment and the views of our shareholders.

Confident in our potential

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

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

Outlook

We start 2023 in a challenging macro environment, but we have
a clear focus an execution. | have every confidence in our ability
to deliver as we continue to transform because:

The companyis confident of its strategy.

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

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

Pearson has an opportunity t¢ educate the world and be a good
citizen, as a business that acts responsibly and sets the right tane.
We take our duties seriously and drive a level of execution that
brings us claser to our premise of ifelong Learning: our ‘North Star.
| believe we are well positioned to continue to grow profitably and
to deliver long-term success, creating vafue for all our stakeholders.

Omid Kordestani
Chair
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Chief Executive's review

d d Another year of significant
strategic, operational and

fi

nancial progress.

Andy Bird, Chief Executive

Image removed

Underlying sales growth
in 2022

5%

Underlying adjusted
operating profit growth
in 2022

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



Dear shareholders,

Iam pleased to report to you nn anather year of significant strategik,
operaticnal, and financial progress, one that has strengthened our
foundations for a future of Increasing sustainable growth,

Over the last year, a new Pearson has emerged - streamlined,
interconnected, and mare agile This new Pearson is expanding
our market opportunities, driving value for our stakeholders,
and making a positive impact on our world.

Our 2022 financial results dernonstrate the strong rmomentum
we've been bullding, For a second consecutive year, our finanoal
performance was ahead of our expectations, with underlying sales
growing by 5% and underlying adjusted operating profits increasing
by 11% to £456m. This reflects excellent progress across the Group,
driven by our strategic initiatives

Delivering on our strategy

Our strategy focuses on a lifetime of learning and building a company
thar is digital-first, puts the consumer at 1Ls liear L, and delivers hugh
quahty learning products at scale. A major focus this year has been
enhancing the interconnactivity between our divisions, making

mare parts of Pearson more relevant to each other while driving
financial and operatinnal benefits. Because of this, our husiness
model is moving from standalone products and services to
connected learning applications, centered arsund our trusted
relationships with consumers.

At the start of 2022, | identified four clear prionties for Pearson:

— Deliver sales and profit growth

— Increase our focus on execution, guality, and trust

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

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

We saw strong growth in Pearson+ paid subscribers, launched

the new Pearson+ Channels feature, and integrated Mondly

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

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

A future focused on a lifetime of learning

While we continue to work with the full spectrum of learning
institutions, the warkplace 1s now the heart of many people's learning
journey. Enterprise learning has long been foundational to our
business but 2022 saw us scale that in new ways. Credly added
about 70,000 new users each week, for the past 12 months, a strong
signal of the need for indvdual upskilling. We now have more than
2000 enterprise learning chents. This part of our business 1s, and will
continue to be, the subject of strategic investment. We have been
hard at work developing our new Workforce Skills talent investment
platform, a combination of Credly and Fasthm capahilities that aims
to help enterprises solve their talent planning, upskilling, and
recruiting challenges, As it goes to rarket in 2023 and beyond,

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

to expand our Pearson VUE offerings, and we are capitalising

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

Image removed

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

As we've demenstrated throughout the year, the cross over between
our businesses 15 accelerating, which is creating synergies and
forming the foundaticns of our digital learming ecosystem. We are at
a critical moment where we can combine our capabilities to benefit a
vast number of people. We believe there 1s enormous power in an
ecosystem that brings our products together, with a consumer
profile at its heart. As we move into 2023 and beyond, you will see
us push further into a business model that connects consumer led
learning into one Pearson experience.

Looking forward with confidence

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

and for all our stakeholders.

We are delivering on what we have promised to our stakeholders,
and we will cantinue to do that. The level of activity around the
business is unprecedented. But it 15 also focused and better
executed, resulting in better delivery of our strategic goals. I'd like to
take this opportunity to thank each and every Pearson emplayee for
thewr unwavering dedication to our purpose and our strategy. Led by
their drive, determination, and unparalleled expertise, we are in a
strong position to capture the opportunities in front of us,

Andy Bird

Chief Executive

Annual report and accounts 2022 Pearson ple 11



Our strategy

An integrated strategy

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

Our strategy is to grow both by increasing our scale and customer reach. We are deepening our Investmant in opportunities across our drsions,
and are expanding the terconnectedness between our divisians, to uncover and capitalise on further potential. We are confident that there are
vast possibilities to expand our reach by linking our different learning capabilities into one experience as we move from standalone to connected
learning applications

We have a well-diversified global consumer base, corning from direct individual customers and institutional, enterpnse and government refationships
Of our 160 million users, 15 million are registered with us. It is incumbent upon us to make every interaction with cur consumers more meaningful by
building relationships. We aim to provide all our audiences with the ability to move between our products as their learning needs evolve.

Our consumer base

Our global cormsumer base cuts across our
portfolio of businesses addressing multiple
ages and stages of learning,

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

Paid registered users*: Monetised consumers

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

15m

Paid
Registered

* Counts da not reflect unigue users across tne Pearsen portolio

Our strategy is underpinned by an interconnected approach to product

Assessment
& Qualifications

| 2023 B 2024 I 025+ | Virtual

md]g tntegrate mote Intermediate & Advanced Content / institutional & Glabal Scale of English alignment Learning

wParzen / Pearsan+ Integration / Ul & UX Enhancements
Pearson £nglish Skills Certificate with Credly badging J
@ Pearson | PTE
l— PTE for Canada Migration l Diagram
removed Higher
L P+ Channels (more disciplines and skills) ] Education
@ Pearson +
L Additional features / International markets / Integraticn with broader Pearson portfolic ]
l Product refresh (Freehand Grader, Adaptive Diagnastics, Next Gen Learning Experiences) 1 Learner
Qoo Profife
asTEnng ]_ Cloud migration 1
L Course Customization Capabilities for teachers —l
COMIKEC TIOHE
ACAGEMY"
e Pearson-built curriculum J Standards based reporting 1
English Language
Pearson Workforce Launch talent investrnent platform and product suite. Expand skills services & talent Learnin
Solutions integrate skills services for consumers network g

l Vertical market expansion 1 Value chain expansion
@ Pearson | VUE l

Geographic expansion ,

Warkforce
Skills
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We are driving successful
change through targeted
investment, acquisitions,
and disposals.

Image removed

Sulaekha (Sue)} Kolloru Barger, Chief Strategy Officer

Strategic progress in 2022

Pearscn has evolved from a matrixed holding company ta the
focused end-to-end learring company we are today, as we integrate
our businesses and products to form a Ifelong digital learning
ecosystem. As we better understand our consumers, we are
embedding our insights to unlock synergies, build relationships

and provide maore relevant and inspiring products.

We are reshaping our product portfolio Lo imeet increasing demand
from consumers. Their needs are evolving to place a higher
importance on skills and continuous learning, and they are
consequently turning to their employers for support in upskilling
and reskilling to ensure their relevancy in a dynamic workplace.
More employers are investing in talent and we are working with
them to provide the training and upskiling for their employees to
help them progress.

Qur 2022 results are evidence that our strategy is defivering results
for our consumers and shareholders alike. We made good progress
in 2022 both strategically and operationally, which is reflected in our
strong financial performance: underlying sales growth was up 5%
and underlying adjusted operating profit up 11%. Qur new operating
maodel has enabled us to identify approximately £120m of efficiencies
in 2022, which we will deliver in 2023 and beyond. In turn, this will
help us deliver our improved mid-teens margin target in 2023 - two
years earlier than expected.

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

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

Significant organic investment, bringing new capabilities

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

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

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

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

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

Acquisitions to bolster our capabilities and enter new markets

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

Strategic disposals to refine our portfolio

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

Interconnectivity is at the core

Qur strategy is increasingly
connecting our businesses around Al scoring;

Assessment &

Qualifications Connections Academy +

lifelong learning opportunities, PTE delivery US Student Assessment
GED & BTEC
delivery; Credly MindHub &
Product & technology synergy badging CertPrep content
sharing

Go-to-market synergy

English Language Mondly via P+
Content synergy Learning Virtual Learning
Diagram
removed
Enterprise
joint GTM
. Credly badging:
Credly badging; Career Readiness Career
Global Scale of readiness
Engtish + Faethm Consumer
|ntegrat|on pipeline

Workforce Skills Higher Education

Work-ready content
exploration
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Our strategy continued

Enterprise f Workforce Skills

Qur opportunity

Qur ambition 1s to enable a world where people and organisations
can achieve their full potential in the new skills economy. We believe
that is no longer just about what you've done, but what you can do.
Gur objective is to provide solutions that help employees thrive and
empower employers to maximise the value of their most important
asset: their peaple.

The £200bn global Workforce Skills market is comprised of several
different sub-markets including employee learning and development,
talent management, and pre-hire recruitment services. This market
is in the midst of widespread disruption, driven by seisrmic change

In the workplace. The World Economic Forum estimates that over

1 billion people will need reskilling by 2030.

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

Progress so far

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

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

We have reshaped our Workforce Skills portfolic to serve an
expanding remit, buillding on Pearson’s existing strong foundation
with Enterprise consumers (€.16% of Group sales). To focus on the
needs of pur different customer segmenits, we have organised our

Workforce Skills division 1into two parts: Vocational Qualifications
and Workforce Solutions.

Vocational Qualifications offers high guality vocational gualifications
that allow learnars to bulld the knowledge, skiills and behaviours they
need for career success, Whether it's a Higher National Diploma in
Computing, a BTEC in Heafth and Social Care, or training as part of
the TQ Construction Academy, these provide the skills and
quailfications that our economy needs now and in the future.

Workforce Solutions s our enterprise and consumer-focused
business. It brings together our two recent acquisitions - Credly and
Faethm - with our existing portfolio of praducts and capabilities

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

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

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

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

For example, we have a library of certified preparation content

and courses for 1T professionals in Professional Learning and
Development which 1s relevant for learners in the workplace

English s the globally recognised language of business, so we have
gdded English to Faethm's skills framework, as well as offeririg Crealy
badges for Pearson's range of English assessment products.

English Language Learning

Our opportunity

We operate in a C.£6 bilhon addressable market, which integrates
three key market segments:

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

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

3. High Stakes Assessments: an addressable market of ¢ £900
million. Our flagship product PTE 15 a verifled, secure certification
of English proficiency for international migrants and students.

A substantial element of our Institutional business is 1IN K-12, which
is generally government funded and backed, making it stable in a
varety of macro-economic environments, For PTE, we believe that
there will be a strang desire for people to invest in therr education
and to study In our key destination markets, We aim to acquire more
new and existng language learners, and capture more of their
lifetime spend on language learming, through cross-selling English
Language Learning solutions, We are dedicated to growing the
business through improving customer expenence, which has already
been successful in 2022, with a 24% increase in underiying revenue
and 33% increase in underlying profit, and with the potential to gain
further share over the next few years.

14 Pearson plc Annual report and accounts 2022

a. Ourinstitutional business plays an important. strategic role.
It prowides the potential to form relationships with millions
of institutional learners as well as corporate learners, and it
lends invaluable reputation and credibility in the language space
to our entire product portfolio It 1s also a large lead-generator
for our suite of assessment products and Mondly, both of
which are complementary products that enhance the
student experience

b. Mondly gives us mare opportunities to reach more committed
learners; a foothold in the fast-growing direct to consumer
onhne language learning market, and the MondlyWORKS
platform for enterprise language learning.

¢, PTE and Mondly give us more direct relationstips with
consumers, which s strategically impertant
to the divistan and our ability 1o crass-sell within Pearson

Progress so far

In 2022, we developed the Pearson English Skills Certificate, a new
mud-stakes English exam which will complement the PTE to capture
maore of the English assessments rmarket, and which vall launch

in 2023, We pricritised aligning Pearson products to the Global Scale
of English (GSE}, our proprietary scale that aliows more granular
understanding of English ability, furthermore, working to align
Workfarce Skills” Faethm product, laying the ground for future
collaboration. Finally, in addition to finding ways to use cur
insttutional content to bolster Mandly material, particutarly

in the intermediate and advanced levels, we integrated Mondly

with Pearson=~, welcoming over 10,000 new users through this route.



This allows consumers to prove their language proficiency to
employers. The connection between students and wark is an obvious
collaboration point with Pearson+ and there are fantastic opportunities
to CoNnect our services with Pearson VUE, to maximise the value that
Pearson can bring to our enterprise custemers and consumers

“The growing skills gap is
i |
putting enormous Bl

pressure on the labour

market, making verified
credentials more essential
than ever.”

Mike Howells, President,
Workforce skills

Spotlight on Crediy
— Credly is an end-tg-end solution for organisations to issue
and manage digital credentials

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

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

"Mondly gives us an
exciting foothold in direct |  [mae
to consumer English

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

Giovanni Giovannelli, President,
English Language Learning

Spatiight on Mondly

— Global language learning app

— 100m+ downloads

— 446k paid subscriptions

— Highly-rated app both on mobite and VR

— 41 languages offered, with maore than 1,300 possible
language pairs {learners can fearn A target language
from any other language)

Pearson+

Our opportunity

We are a leader in the Higher tducation courseware market, with
milhons of students enrolied in courses using Pearsnn nTrvrhnnke
We want to leverage this market dynamic in two phases:

1. Shift eTextbook consurngtion for students directly to Pearson-,
and improve monetisation

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

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

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

Progress so far

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

“Adding curated video
and tutorials to Pearson+ | 2
delivers on our promise

to bring vibrant learning
experiences to even

more people.”

Tim Bozik, Chief Product Officer
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Qur business model

Creating value

Our foundations An integrated business to

support customers through
their learning journey

Committed people and partners Virtual Assessment

From our briliant and dedicated employees to cur fantastic authors, we are the & Qualifications

home for the best talent. We have a broad range of partners across our busmess
who we expect to share our Pearson values. Our relationships with governments,
customers, non-governmental organisations (NGOs) and other global
organisations help us to increase our iMpact on consumers around the world.

Learning

] X Higher
R&D and product innovation Education

Cur product team, with expertise in learning science, has a focus on learning

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

Learner Diagram

- d
rOfI Ie remaove:
Financial assets P

(1%

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

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

the warld and are focusing on simplifying aur property partfalio to enable digital
and flexible ways of working,

Data and insight
Workforce
AS we move to a direct ta consumer business we are able to know our customers Skills

better - and serve them more effectively - through the effective and responsible

use of data. We are also building cut our capabilities in data analytics and At See overleaf for examples of how our businesses
through acquisiions including Faethm, which enable us to use data insights to supnport customers through their learner iournevs
help idenufy skills gaps and provide campelling solutions to workforce challenges.

Strong market fundamentals Direct-to-Consumer

We are well placed to benefit from structural talwinds 10 the global learming tncreasing Direct ta Consumer products and senices
market including three big market opportunities: is an important INitiative that spans all our divisions
For example, we are growing Pearson+, our digital
learning service in Higher Education, alongside our

. ‘ . I . acquisition of Direct to Consumer language learning

| X platform Mondly. Both of these services will be an
Online and digital Solutions te I Academic and important customer acquisition tool underpinning
tools for schools | evaluate and professional skills our Direct-to-Consumer offerings across the Group.
and education " address workforce | accreditation and

[ skiffs gaps certification Our Direct-to-Consumer strategy also means that our
| business madel needs to evolve. We now go directly
' to consumers as well as through our existing maodels
whereby we reach the consumer via an educationsl
institution, employer or other partner,

16 Pearson plc Annual report and accounts 2022



+ Higher !Engtich

s Education 1) anguage
f(Courseware/  iLaarning How we create long-term
i Pearson+): !(Pearson Test
' L;ﬁjr‘r::aor\\pefaes iof gn§lish): stakeholder value
" v :la. appy for
iEnglish 1 through :ifﬂml rration 0
iLanguage ) Pearson+ Euswngéihe E V\clor:Ifor.ce Skilis
{Learning 1 alongside {Pearson Test of :‘( r‘i yx T
i(Institutional Myl 3o and iErnaieh to prove | EVETagng new
!Courseware): | Mastoring e oh  badge Lo secure Consumers Governments
tUse Disriey Kids ! homework i (é?h'(len  new job through
iReaders Lo start { platform Ep = :%rf‘t‘”"?M ' We provide supenior fearning  We partner with governments
o learn Frglish : : ; [Alenthatch preducts snd services to meet  at a local, federal and national
E ! i ! Workforce i the needs of consumers all level to create learning
» i . .
E E ! English E :tsr-‘ﬂgj;;:aemm)' i over the world. sclutions for people
H ! itanguage : :emD yer, ceate | around the world.
: H i Learning H :IPamin Y aln-d H Employees
' 1 H(Mondiy); i P & 1 Sh hold
H [ ' Prareer goals, i imise th areholders
: P &,dr’n a lwiw : Hidernfy sl gaps | We intend to maximise the .
g bl ;iﬂﬁ“fg}ooad E tand develop a H value of Pearson's own We amm to provide long-term
i [y Y tlearning pan : human capital by gving our shareholder value creation,
; : ! people opportunities to learn )
' and verify new skills aimed Business partners
f : : toward professional growth Our long-term business
i ! ! and success. partnerships are buitt an
! : ! Workforce : i shared values, dee
! i | Wo : ; Employers .  eep
: ! Workforce i Skills ) 1 ploy relationships and mutual trust.
! Hpe | (TalentLens): ! ! i
I Virtual :Skllls {GED): | ake ! ! Our aim is to partner with .
i Learning =§§f§ﬁ§,ﬁ’ fe ! psyehometric : ; more emplayers to create Communities
I i [ - H H .
:(Vanual ' ! School i t}e?tnf?ar#g: iAssegsmept & i shared value and to erjsure Education plays a crucial
i schoolsk: ! equivalency 1 app :Quahﬁtatmns : more people succeed in the role in society and Pearson
3ttend { diploma 1(VUER enrollin future world of work . "y
jvirlua K12 V1 training ! is a driving force behind the
1 school Veourse and ' evolving education market as
§ Dasses AWS : Educators we look to meet the changing
jcermfication lest | )
i We work with teachers, need of today's learners, not
1 . N
___________________________________________________ H instructors, facuity and just in this mement but for the
Image institutions across ali foreseeable future.
removed Credly stages of education to
Earn Credhy badges for completed credoentals IMprove outcomes, grow
and succeed together.

PR

Sustainability

| We have a roadmap to becorne net carbon zero and we
@\ continue to enhance our reporting structures according to TCFD,
< /\A* 5ASB and GRI principles (see pages 30-42 and pages 221-226).
\ / Our unique business model will enable us to reach our purpose

at Pearson which is to add Ife to a lifetime of learning for peopte
around the globe. Learning is one of the greatest drivers of

d _ human progress, so as we fulfil our purpose, we help transform
Partners and support functions lives, livelihoods, and sacietes.

Technology is enabling consurners to learn wirtually and learning
matenals to be delivered digitally. This means we can reach a larger

market at a lower cost and be at the forefront of the evolving learning Measuring progress

marketplace. This gives us the ability to reach our ambition to be a We measure our progress against five non-financial KPs:
digital media iearning compariy that will occupy a place at the heart of B Digital Growth
the global learning ecosystem § Consumer Engagement

1 Product Effectiveness
1 Culture of Engagement and Inclusion
§ Sustainability

Read more on pages 18-19
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Key performance indicators

Vionitoring

| Non-financial measures

progress

Digital Growth

Ohjective: Drive
digital revenue

Digital sales*

Underlying Growth in group digital
and digital-enabled sales

growth 0
+9 /0 Diagram removed
(2021: +9%)
Virtual Schools Us OPM student OnVUE volumes PTE volume Higher Education US
enrolments enrolments digital registrations
106k 270k 3.0m 827k 9.9m
(2021: 111k) (2021: 275k) (2021: 3.0my} (2021: 436k) {2021: 11.1m?)
Consumer NPS for Connections NPS for PTE Mondly paid Workforce Skills Pearson+
Engagement Academy subscriptions registered users* registered users®
Objective: Create +67 +52 446K 4.7m 2.83m
o (2021: +62) (2021: +56) (2021: nta) (2021: rva) (2021: 2.75m)
consumer experiences
Product PTE speed of VUE Test VUE partner Workforce Skills Workforce Skills Higher Education
Effectiveness score return volumes? retention* number of enterprise  enterprise customer  Product usage -
customers' net retention rate text units
Objective: improve the
sectvenessofove 1,3 lays 19.4m  99.9% 1,503 74% 4.8m
g;‘:ﬂ;‘;ﬁfgofﬁgzer (2021:1.2 days)  (2021: 16.8m) (2021: 99%) (2021 : B45) {2021: n/a) (2021: 5.4m)

Culture of
Engagement

and Inclusion
Objective: Build an
inclusive culture and

increase diverse
representation

Employee Engagement  investing in diverse talent

Pearson uses the
Gallup Q'*® survey

The % of responses who
agree or strongly agree to

to measure Gallup Q"# survey
engagement, questions
annually

in the last six months,
someone at work has talked
te me about my progress

67%

3.96

grand meanonas
point Likert scale

Culture of inclusion index

The grand mean of 3 Gallup Q'**
survey questions

— At work, | am treated with
respect

My company i€ committed to
building the strengths of each
employee

Iflraised a concern about ethics
andntegrty, | am confident my
employer would do what 15 nght

Increasing diverse talent

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

75%

(2021: n/a)

% of people in succession
plans for leadership who
are diverse

2021:n/a 2021 n/a
¢ ) ( ) 4 1 2 Women People of
This last year, | have had . Colour/BAME
opportunities at waork to grand mean on a 5 point 0, 0,
learn and grow Likert scale 52 A) 26 /6
72% (2021: rva) (2021, 72%)  (2021: 24%)
{2021: n/a}
B e Progress against achieving net zera carbon by 2030,
SUSta'nab“lty o as measured through percentage carbon reduction
Strategy
Objective: Achieve net Reduction in tatal Reduction in tatal
zero carbon by 2030 tC0O; in 2022 tC0z in 2021
% 31%
33% 0
vs 20182 vs 20188
a. 2021 US digital registrannns restated from 11 4mio 11 Tm due to recategonisiig 0 2m of regisiralizns from JS s Inernatanal
2} Pearsons regivrered Lsers represents Tne number of LOKGLE LSEr acLounts added nver an acadermc year.
4 Workfor ce Skills regisiored users fepresents the number of qet new user accounis o1 a traling 12-manth basis and 1includes et new Lser attolLats Tam Credly pre arquisiion
d WU testvolumes indude GED tes's
e VLE Partner retention s hased onrevenue mix,
f wWorkforce Skills number of enterprise cLstomer s represent the numbsr of custamers at pericd £0d
g Net zero carbon figures nave beenrestated In 2021 m reflec acquisitions, disposals and data improvernents Tne net 7ers carbon figures nave been assured by an independen:

third-party, Corparate Citizenship

"

Flease find further details on our Strategic KPls here https://plc.pearson.com
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Histoncal figures restated to excude Wall Swee; faglish and LS K12 Courseware (sald in 2018, and 2019 respestively}

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




] Financial measures

Sales® ()
£3,841m

Chart removed

This is our revenue as reported in our
income statement

Adjusted earnings per share? Qo

51.8p

Chart removed

ANON-GAAP financial measure used to
evaluate performance.

Operating cash flow and (® ]
cash conversion?

£401m (88%)

Chart removed

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

Total shareholder returnss o

57.16%

Chart removed

This is a measure of financial performance
of shares over time,

Adjusted operating profit® o

£456m

Chart removed

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

the Group

Operating profit®

£271m

Chart removed

This 1s our operating profit as reported
in our Income statement.

Net cash generated from
operations®

£527m

Chart removed

This is cur net cash generated from
operations as reported in our cash
flow statement.

Return on Capital® o

8.7%

Chart rermoved

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

Net debt?

£557m

Chart removed

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

Basic earnings per share®

32.8p

Chart removed

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

Dividend per share

21.5p

Chart removed

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

a. See page 215 for an explanation of these
alternative perfarrmance measures.

b. Starutory measure,

c Source Bloomberg.

d. Comparative amourts have been restated, see

note 1 of the financial staterments for further details

Note: See page 215 for Ll reconaliation of the
alternative performance measures 1o the equivalent
stalutory measure.

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

For more inforrmation on our KR measures, including why and how we measure themn, please refer to the glossary on our website.

Annual report and accounts 2022 Pearson plc 19



Financial review

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

Sally Johnson, Chief Financial Officer

Image removed

Financial summary

Business performance

£ milhions 2022 2027 Headhne growtt CER growen  Underlying growt
sales T T apar 3428 e E 7 5%
Adjusted operating profit 456 385 18% 6% 1%
Operating cash flow 401 388

Adjusted earmings per share 51.8p 348p

Net debt (557) (350)

Statutory results

£ mikons 2022 2021 Headhine growin

Sales e 3841 3428 o
Operating profit 271 183

Profit for the year 244 178%

Cash generated from operations 527 570

Basic earnings per share 32.8p 23.5p*

Dividend per share 21.5p 20.5p

Twroughout this sechion. a) Growtn rates are an an cnderlying hasis uniless otherwise stated Laderlying growin rates exclude currency moveran:s and portizlio changes, b} The business
£ 118 ¥ING B

performance’ measuros are non-GAAP measdres. and reconoliaions w the equivalen: statutory heading under IFRS are nidudedin the finanaal key perfarmartce indieatars sechor i
pages 215 219, ¢) Conatant exchange rates are calculated by assurung the average t X n the prior year provailed througn the current year.

* Comparafive amounits haves been restated. see note ib 1o the financial staterents for further details
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Financial expectations

2022 revenue Margins
Segment {Em) 2022

Tmidsinge
. digitdedine  Incresse

2023 2023 Underlying revenue
expectations expectations 3-year CAGR Margins

Revenue Margins* 2022 to 2025 2025*

- - - - Under strategic roview —

Low-single digit decline Increase

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

*  Adjusted operaling profit margins

Operating results

Sales increased on a headline basis by £4713m or 12% from £3,428m
in 2021 to £3,841m in 2022 and adjusted cperating profit increased
by £77m or 18% from £385m in 2021 to £456m in 2022 (for a
reconciliation of this measure see note 2 to the consolidated
finandal statements).

The headline basis simply compares the reported results for 2022
with those for 2027, we also present sales and profits on an
underlying basis which exclude the effects of exchange, the effect of
portfolio changes arising from acquisitions and disposals and the
impact of adopung new accounting standards that are not
retrospectively applied Our portfolio change is calculated by
excluding sales and profits made by businesses disposed in either
2021 or 2022 and by ensuring the contribution from acquisitions is
comparable year on year. Portfolio changes mainly relate to the
disposals of our international courseware local publishing businesses
in Europe, French-speaking Canada, Scuth Africa and Hong Keng in
2022, the sale of the Sistemas business in Brazil in 2021 and the
acquisitions of Credly and Mondly in 2022 and of Faethm in 2021.

All figures, in £ millions 2022 2021
Operating profit 271 183
Add back Cost ef major restructuring 150 214
Add back: Intangible charges 56 51
Add back: UK pensjon discretionary

increases 3 -
Add back: Other net gains and losses (24) (63)
Adjusted operating profit 456 385

On an underlying biasis, sales increased by 5% in 2022 compared to
2021 and adjusted operating profit increased by 119%. Currency
movements increased sales by £296m and increased adjusted
operating profit by £46m. Portfolio changes decreased sales by £37m
and decreased adjusted operating profit by £13m. There were no
new accounting standards adopted in 2022 that impacted sales or
operating profits.

Adjusted operating profit includes the results from discontinued
operations when relevart but excludes charges for intangible
amgrtisation and irnpairment, acquisition related ¢osts, gains and
losses arising from disposals, the cost of major restructuring and
one off-costs related to the UK pension scheme. A summary

of these adjustmens is included below and in more detall in
note 2 to the consolidated financial statements.

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

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

Intangible amortisation charges in 2022 were £56m compared

to a charge of £517min 2021, This is due to increased amortisation
from recent acquisitions partially offset by a reduction in
amortisation from intangible assets at the end of their useful life
and recent disposals.

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

2023 outlook

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

— Assessment & Qualfications revenue growth of low to mid-single
digit with increased margins.

— InVirtual Learning, Virtual Schools revenue to decline by
rmid-single digit impacted by the COVID-19 cohort unwind in the
2022/23 academic year, as well as the loss of a major school. we
expect margins to increase. We remain confident in the long-term
performance of this division and will launch Career Academies
aimed at supporting teenagers who wish to gain career education
and experience. Four Career Academies will operate in the
2023-24 school year in four states and enrolment is underway.
OPM continues to be under strategic review.

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

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

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

2025 ambition

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

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

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

improving by 2025.

1. 2023 consensus on the Pearson website as al 28" November 2022; median
adjusted operating profir of £585m at £.$ 1 14, 1ax rate 24%
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Financial review continued

Other net gains and losses in 2022 relate to the gains on the disposal
of our international courseware local publishing businesses in
Eurcpe, French-speaking Canada and Hong Kong and a gain arnising
on a decrease 1n the deferred caonsideration payable on prior year
acquisitions, offset by a loss on disposal of our internanonal
courseware local publishing businesses in South Africa due 10
recycled currency translation adyustments and costs related to
disposals and acquisitions, Other net gains and losses in 2021 largely
related to the disposal of PIHE and the disposal of the K12 Sistemas
business in Brazil offset by costs related to the acquisition of Fasthm
and the wind dawn of certain strategic review businesses.

The reporied operating profit of £271m in 2022 compares to a profit
of £183m in 2021. The increase in 2022 was driven by operating
leverage on revenue growth, property cost savings and a lower
restructuring charge, partally offset by inflation and a reduction i
other net gains and losses from business acquisitions and dispasals

Divisional results

Headline (PR Underbyng
£ rillions 2022 2021 growth Growth grawtn
Sales B A
Assessment &

Qualit 444 1,238+ 17% 8% 8%

Adjusted operaling
profit

Assessment &
Quatifications

Hi
Erglish Language
Learning
W

lotal adjusted

operating profit 456 385 18% 6% 11%

* Comparative amaounts nave been resiated to reflect the mave between
operating segmaonts

Assessment & Qualifications

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

Pearson VUE safes were flat in underiying terms with test volumes
increasing 16% to 19.4m with partcularly strong growth in the IT and
healthcare segmants, offset by the known headwind resulting from
the DVSA contract change, as previously announced in 2021 Within
VUE test valumes, we still capture the volume for all three DVSA
regions, given we provide the central platform for test delivery. We
retained all our major contracts that were up for renewal and
increased our contract renewal rate to 99.9% across the business.

In US Student Assessment, sales increased 17% in underlying terms
dug to a combinanon of the commencement of new contracts, which
were won in 2020 and 2021, a return of volumes wath full state
testing commencing post COVID-19, and the addition of new services
to existing contracts

tn Clinical Assessment, sales increased 7% it underlying terms
due to good government funding and conunued focus on health
and wellbeing.

In UK and International Qualifications, sales increased 16% 0
underlying terms as exams resumed following COVID-19,
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Virtual Learning

InVirtual Learning, sales increased 4% on an underlying basis and
15% on a headline basis. Adjusted cperating profit grew 88% in
underlying terms due to operatng leverage on revenue growth and
efficiency improvernents in Virtual Schaols and OPM, mare than
offsetting the investment in our Virtual Schools’ platform and
teaching costs, and increased 119% 10 headline terms due to this and
Currency movements.

Virtual Schools sales were up 4%, driven by firm retention rates in the
2021722 academic year and favourable revenue mix, parnally offset
by a 5% decline in enrolments for the 2022/23 academic year and
lower district partnership renewals. We opened new full-time onhine
partner schools in Colorado, Missour and Virginia which partially
offset the planned exits of partner schools in Washington, Colerado,
Missour and one of two schools in Tennessee. As at December 2022,
this brings the 2022/2023 total number of partner schogls to 46 in
31 states.

in OPM, sales were up 4% driven by enrofment growth in our UK and
Australia programs, which were offset by an enrolment declineg in our
North Amierica programs.

Higher Education

In Higher Educauon, sales dechned 4% for the full year on an
underlying basis and increased 6% on a headline basis due t©
currency mavements. Adjusted aperating profit increased 12%

in underlying terms driven primarily by cost savings, partiaily offset
by trading performance, and increased 25% 1n headline terms due
to this and currency maovements

In the US, we saw a decline in enrolments and a loss of adoptions to
non-mainstream publishers, including open educational resources,
parually offset by improved pricing. There was continued mormenturn
In inclusive Access with 9% sales growth to not-for-profit institutions
and the total number of institutions increasing to 1,040. Pearson+
performed well in the Fall semester with 2.83m registered users and
406k paid subscriptions, representing a threefold increase compared
0 the prior year Fall semester

English Language Learning

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

PTE volumes were up 90% driven by border re-openings, as well
as market share gain m fndsa. Within institutional, there was strong
growth in Latin America and the Middle East, offset by the impact
of government reforms in China,

Workforce Skills

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

in undertying terms due to investment in the business across
Faethm, Credly and our talent iInvestment platform and decreased
111% 11 headline terms due to this, currency moverments and
portfolio changes.

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



Strategic review

Sales in our international courseware local publishing businesses
under strategic review declined 16% on an underhang basis and were
down 29% on a headline basis for the full year. Following the
announcement of the sale of our international courseware local
publshing businesses in Europe, French speaking Canada, Hong
Kong and South Africa, these financials are no longer included in our
underlying performance measures

Net finance rnsts

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

Net finance income relating to retirement benefits has been
excluded from our adjusted earnings as we believe the income
staterment presentaton does not reflect the economic substance of
the underlying assets and liabilities. Alsa included in the net finance
costs (but not in our adjusted measure) are interest costs relating to
acguisition or dispesal transactions, fair value movements on
investrnents classtied as fair value through profit and loss, foreign
exchange and other gains and losses on derivatives. Interest relating
to acquisition or disposal transactions is excluded from adjusted
earnings as it 1s considered part of the acquisition cost or disposal
proceeds rather than being reflective of the underlying finanang
costs of the Group. Foreign exchange, fair value movements and
other gains and logses are excluded from adjusted earnings as they
represent short-term fluctuations in market value and are subject to
significant volatility. Other gains and losses may not be realised in
due course as itis normally the intention to hold the related
instruments to maturity {for more information see notes € and 8 to
the consolidated financial statements). Interest on certain tax
provisions is excluded from our adjusted measure in order to mirror
the treatment of the underlying tax item.

In 2022, the total of these items excluded from adjusted earnings was
income of £53m compared to income of £51m 0 2021, Net finance
income in respect of retirement benefits increased from £4m in 2021 to
£9m 10 2022 reflecting the comparative funding position of the plans at
the beginning of each year and higher prevailing discount rates. Interest
costs in respect of deferred and contingent consideration are £5m in
2022 due to recent acguistions. In 2022, there were no finance charges
relating to the revaluation of the K12 disposal proceeds cormpared to
income of £6m in 2021 as the outstanding amount has been fully
repaid. Fair value gains on investrnents in unlisted securities are £28m in
2022 compared to £20m in 2021, In addiuon, there were similar gains
year on year on long-term interest rate hedges and an interest charge
on tax provisions of £5m has been recognised in 2022 in relation to the
State Aid matter.

f millions 2022 2021
Net interest payablré ------------------------------------------------- { 1)(57)
Finance income in respect of retirement

benefits 9 4
Fair value remeasurement of

Investments held at FYTPL 28 20*
Other net finance costs 16 27
Net finance costs 52 (B

* Comparative amourts have been restated, see note 1b to the
financlal stazements for further details

Taxation

The reported tax charge on a statutory basis in 2022 was a charge of
£79m (24.5%) compared to a credit of £1m™* {0.6%) in 2021. The tax
charge for the period has been impacted principally by two items:

— The release of tax nisk provisions totaling £72m following the
expiry of the statute of limitations for certain periods in the US.
This release impacts both statutory and adjusted earnings with
a £37m credit to adjusted earnings and the remainder nnly
Itpacung statutory resulrs,

— As previously disclosed, the Furopean Commission determined
that the United Kingdom controlled foreign company group
financing partial exemption partially constituted State Aid. This
decision was appealed by the UK Government and other parties.
On 8 June 2022, the EU General Court dismissed the appeal.
Following the EU General Court's negative decision, the UK
Government and cother parties have submitted appeals to the
European the Court of Justice. At 31 December 2021, the potential
risk associated with this issue was disclosed as a contingent liability,
however, following the dismissal of the first appeal the prospects of
successfully challenging the Eurcpean Cormmission's decision are
now considered to be such that a provision 1s required.

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

The tax on adjusted earnings in 2022 was a charge of £71m
(2021: £64m), correspanding to an effective tax rate on adjusted
profit before tax of 15.6% (2021: 19.5%). The decrease in the
effective rate is primarily due to the release of tax risk provsions
following the expiry of the statute of limitations in the US. For a
reconcliation of the adjusted measure see note 7 to the
consolidated financial statements.

In 2022, there was a net tax payment of £109m (20271: £177m).
The overall amount decreased primarily due to the 2021 payment
of £97m related to the ongoing EU Commissicn investigation which
is non-recurring. Excluding this payment, tax payments increased
primarily due to increased operating profits and legislative changes
in the US.

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

Earnings per share

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

Adjusted earnings per share is 51.8p in 2022 cormpared 10 34.9pin
2021. The increase is primarily driven by an increase in adjusted
operating profit, a reduction in net finance costs, a reduction in the
adjusted effective tax rate and a decrease in the number of shares
following the share buy back.

Basic earnings per share 1s 32.8p in 2022 compared to 23.5p* in
2021, The increase in 2022 is mainly due to increased operating
profits, reduced interest charges and a decrease in the number of
shares following the share buy back, partially offset by increased
tax charges
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Financial review continued

Other comprehensive income

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

Also included in other comprehensive income in 2022 is an actuarial
gain of £54m in relation to the retirement benefit obligations of the
Group. The gain arises largely from a decrease in liabiliues driven by
higher discount rates and changes to demographic assurnptions,
partially offset by losses on associated matching assets and
experience losses. The actuariat gain irn 2022 of £54m compares (o
an actuarial gain in 2021 of £149m.

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

IN 2022, aloss of £5m (20271: £4m gain} was recycled from the
currency translation reserve to the income statement in relation to
businesses disposed.

Cash flow and working capital

Our operating cash flow measure is an adjusted measure used 1o
align cash flows with our adjusted profit measures (see note 33 to
the consolidated financial staternents). Operating cash inflow
increased on a headline basis by £13m from £388min 2021 to
£401m in 2022. The increase is largely explained by the drop-through
of increased operating profits offset by unfavourable working capital
movements driven by the tirning of the dispasals of the international
courseware focal publishing businesses and an increase 1n capitaised
product development.

The eqguivalent statutory measure, net cash generated from
operatuons, was £527m in 2022 compared to £570m in 2021
Compared to operating cash flow, this measure includes
restructuring costs but does not include regular dividends from
associates. It also excludes capital expenditure on preperty, plant,
equiprment and software, and additions to right-of-use assets as well
as disposal proceeds from the sale of property, plant, equiprent and
right-of-use assets {including the impacts of transfers to/from
investrnent in finance fease receivable). in 2022, restructuring cash
outfiow was £35m compared to £24m in 20271

In 2022, there was an overall £394m decrease in cash and cash
equivalents compared to a decrease of £176mn 2021, The decrease
1IN 202215 primarily due to payments for acquisitions of subsidaries
of £228m, repayments of borrowings of £171m, dividends paid of
£157m, share buyback prograrmme of £353m, other own share
purchases of £37m, tax paid of £109m, capital expenditure of
£147m, and repayments of lease habilities of £93m. These were
offset by the cash inflow from operations of £527m and proceeds
from disposals of businesses and investrments of £350m

£ rbhons 2022 2021
Net cash generated from operations 527 570
Dividends from joimt ventures

and assocates 1 -

Net capital expenditure on PPE
(including right-of-use assets)

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

restructunng projects 35 24
Operating cash flow 401 388

Liquidity and capital resources

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

In May 2022, the Group repaid the rernaining $117m (£35m) of its
2022 US dollar bond upon maturity. In December 2022, the Group
repaid the remaining $94m (£76m) of its 2023 US dollar bond. In May
2021, the Group repaid the remaining €195m (£167m) of its €500m
Eurp 1.85% notes.

AL31 December 2022, the Group had approximately £1.4bn in total
liguidity immediately available frorm cash and its Revolving Credit
Facility maturing February 2026. In assessing the Group's liguidity
and viability, the Board analysed a variety of downside scenarios
ncluding impacts from macro economic factors and other risks. Even
under a severe downside case where declines in prafitability
compared to 2022 are modelled in 2023 and 2024, the Group would
maintain comfortable liquidity headroom and sufficient headroom
against covenant requirerments during the pericd under assessment
even before modelling the mitigating effect of actions that
management would take in the event that these downside risks were
to crystaliise. in all scenarios it s assumed that the Revolving Credit
Facility is available.

At 31 December 2022, the Group was rated BBB- (stable outlook)
with Fitch and Baa3 (stable outlook) with Moody's.

Net debt

£ rtiong 2022 2021

Cach and cash equvalents 558 537

Overdrafts (15) -

investment in finance igases 121 115

Dervative financial instruments (6) 12
Bonds (610) (767)
Lease liabilities (605) (633)
Net debt {557) (350)

Post-retirement benefits

Pearson operates a variety of pension and post-retirerment plans
Qur UK Group pension plan has by far the largest defined benefit
section. We have sorme smaller defined benefit sections in the LS
and Canada but, outside the UK, most of our companies operate
defined contribunon plans.

The charge to prafit i respect of worldwide pensions and post-
retirerment benefits amounted to £66m in 2022 (2021 £58m), of
which a charge of £75m (2021: £62m) was reported in operating
profit and income of £9m (2021: £4m) was reported in other net
finance costs. In 2022, a charge of £3m (2021: nly related to one-off
discretionary pension ngreases has been excluded from adjusted
operating profit,

The overall surplus on UK Group pension plans of £537m at the end
of 2021 has increased 1o a surplus of £573m at the end of 2022 The
increase has arisen princinally due 1o the actuarial gain noted above
in the other comprehensive ncame section. in total, our worldwide
net position in respect of pensions and other post-retrerment
benefits increased from a net asset of £471m at the end of 20271 to a
net asset of £520m at the end of 2022.

Businesses acquired

In January 2022, the Group acquired 100% of the share capital in
Credly inc (Credly), having previously held a 19.99% interest in the
company. Total consideration for the acquisition was £149m
cormprising upfront cash consideration of £107mm, Pearsan's existing
interest valued at £31mand £11m of deferred consideration. The
deferred consideration is payable in 2 years.

*  Comparative amaunts nave heen restated, see naole 16 1o the finandal staternents ‘or further details.
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Additional contingent amounts are also payable in 2024 if certain
revenue and non-financial targets are met, and dependent on
continuing employment, and therefore Lhese additional amounts wall
be expensed over the period and are not treated as consideration.
Net assets acquired of £44m were recagrised on the Group’s
balance sheet including £49m of acquired intangible assets. Goodwill
of £105m was also recognised in relation to the acquisition.

In April 2022, the Group acquired 100% of the share capital of ATI
STUDIOS AP.PS SRL (Mondly). Total consideration for the
acguisiton was £135m comprising upfront cash consideration of
£105m, and deferred consideration of £30m The deferred
consideration is payable aver the next two years. In addition, a
further $29.6rm (C£24m) of cash and $10m {cE8m) in shares will

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

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

In 2022, the Group also made two smaller acquisitions for total
consideration of £11m, In December 2022, the Group announced
that it had signed a deal to acquire 100% of Personnel Decisions
Research Institutes, LLC, the transaction has not yet completed.

The cash outflow In 2022 relating to acquisitions of subsidianes was
£228m. In addition, there was a cash outflow relating to the
acquisition of assodiates of £5m and investrments of £12m,

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

In 2021, the Group alse made two smaller acquisitions for total
consideration of £11m and acquired interests in two asscdiates,
Smashcut and Academy of Pop, for total consideration of £17m.

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

Businesses disposed

in March 2027, the Group announced that it was launching a
strategic review of its international courseware lacal publishing
businesses. In 2022, the Group disposed of its interests in the
Canadian educational publisher (ERPI), Pearson Italia S.p.A, Stark
Verlag GmbH, Austin Education {Hong Kong) Limited, Pearson South
Africa (Pty) Ltd and vanous other South Afncan companies, Total cash
proceeds received was £287m resulting in a pre-tax gain on disposal
of £42m. All entities disposed of were previously in the Strategic
Review segment. £5m of losses arose from other immaterial
disposals and costs related ro the wind-down of certain businesses.
None of the disposed businesses meet the criteria to be presented
as discontinued operations,

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

The cash inflow in 2022 relating 1o the disposal of busmesses was
£333rn mainly relating ta the disposals described above and the
receipt of deferred proceeds from the US K12 Courseware sale
in 2019,

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

in addition, proceeds of £17m (2021: £48m) were recerved in relation
to the disposal of investments.

Dividends

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

This final 2022 dvidend which was approved by the Beard in March
2023, is subject to approval at the forthcoming AGM. For 2022, the
dividend 1s covered 2.4 times by adjusted earnings.

Share buyback

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

Climate change

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

Post balance sheet events

In February 2022, the Group renegotiated its revolving credit fadility,
reducing the maximum facility to $1bn.

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

Conclusion

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

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

to 21.5p."

Image removed

Sally johnson
Chief Financial Officer
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Stakeholder engagement

_earning from our stakeholders

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

Qur ability to succeed depends, in part, on how we engage with and mobilise a diverse group of stakehaolders - consumers, emplayees, shareholders,
educators, emnployers, business partners, and governments,

This year, we have continued our many partnerships with stakeholders to respond to the needs of our audiences as they move through different life
stages, helping to transform lives, livelinoods, and societies, while making a positive iImpact on our business.

Consumers

Why we engage

How we engage

Outcomes

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

As more people use digital learning products such as Pearson~ and
Mondly we can listen to and learn from consumers, informing our
innovation and driving better lifelang learning. For example, we
know from our 4.8 million Pearsan+ Channels registered users that
they have engaged in nearly 2 milhon minutes of video content and
1 million practice problems

Groups including our Pearson Campus Ambassadors allow us
to engage directly with college students about their needs and
preferences. Feedback from users of Mondly 1s helping us refine
and improve our ARAVR offering, which ranks highly among
Ocrulus users,

Across the company, custom consumer research and insight
studies are also playing a greater role in understanding the
attitudes of today's consurner and how people consume learning
centent, use digital products, and purchase learning materials.

Understanding how and why our
consumers use our products leads to
the developrnent of features that make
them more engaging and user friendly.
As we study the engagement data in
Pearson+, we continue to increase our
understanding of consumer behaviour
and preferences. This is allowing us
further evolve Pearson+ exploring new
types of content, enhancing features
such as Pearson+ Channels, and
tailoring other offerings like the student
friendly marketing partnerships that
launched in 2022,

In Mondly, understanding the barners
that consumers face during language
learning, particularly the difficulty in
acCessing in person tutors, led us to
pilot a new conversational Al platform
to help support learners practice needs.

Our consumer-focused products, such
as Mondly have features and content
that meet the needs of today's
consumer far affardable, accessible,
and direct to consumer learming.

Educational institutions and educators

Why we engage

How we engage

Outcomes

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

Their feedback helps us
improve the teaching and
learning experience.

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

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

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




Employers

Why we engage

How we engage

Outcomes

We are serving a world
where pecple want to
and need to fearn n
U workplace.

We work closely with
employers so pecple cany
learn as they earn, and
employers get the best out
of their teams.

Pearson has a strong foothold in enterprise learning, with more

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

We engage with employers through our Assessment &
Qualfications, Workforce Skills, and English Language
Learning divisions.

Not only do employers trust us to deliver high-quality products and
services, but our strong track record has led to stable long-term
relationships, which underpins our business. Long term Pearson
VUE relationships with industry organisations in the healthcare and
oyber security space help pmployees advance in their careers and
make our world safer with credentialed workers.

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

As we engage with employers, we are
seeing growth in newer areas, such as
Credly, which awaidys ermployees and
workers trusted digital credentials and
s averaging 70k+ new users a week,
driven by the need for reskilling.

The IT and heatthcare sectors continue
to perform well for Pearson YUE. On

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

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

the scale,

Investors/shareholders

()

Why we engage

How we engage

Outcomes

Ourinvestors play an
important role in providing
us with access to capital to
ensure that we can
operate and add life to a
Ifetime of learning for
people around the world

We have strong and constructive relationships with our key
institutional investors, and regularly communicate with them on key
issues, at our financial results, cur AGM and at investor meetings
and conferences. Over 2022, we held 373 meetings with 192
institutions, both virtually and in person. We discuss financial,
operational, and strategic matters, including progress agamnst our
new direct to consumer, lifelong learning strategy.
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Our investors appreciate the time we
spend with them to give them updates
on oUr strategy and progress, and we
continue 1o develop how we
communicate effectively across a range
of formats

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

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

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




Stakeholder engagement continued

Government and regulators

Why we engage

How we engage

QOutcomes

Governments around the
world are charged with
implementing policies to
expand learning
opportunities so their
citizens can achieve

Iife goals.

As the world's [eading
learning company, we use
our experience and
expertise on issues related
to all facets of education,
to inform political anad
educational leaders.

The economic and employment emvironment iN Many countries
featuring labour shortages, and a rapidly evolving workforce, has
spurred policymakers to develop wide-scate programmes to attract,
train and upskill workers,

By engaging with policymakers, we work to ensure that learners of
all ages have access to high-quality educational apportunities,
leading to betier prospects for individuals, as well as improved
economic outcomes for society.

Given governments’ need of support,
we engaged with governors across the
US, outhning data on future skills needs,
learning loss, and success of online
learning in their regions, ta inform
policy decisions on areas of focus in
education, skills, language training,

and recruitment,

Outside the US and UK, many more
countries and students want access to
technical education certfications,
English language courses and
proficiency In 2022, we engaged with
UK and US embassies in Central and
South America and Asia to support
countries’ efforts in this area.

Employees

Why we engage

How we engage

Outcomes

Pearson's people are its
greatest asset. Our
SUCCESS as a business and
our ability to make a
positive impact are highly
dependent upan our
colleagues,

Our managers play a
pivetal role in driving
engagement throughout
Pearson, and we are
empowering therm with
new tools and traiming
to suppart them and
their teams.

I 2022, we launched a new employee engagement survey to better
understand aur employees' needs and to benchimark ourselves
giabally. We also launched a new digital employee experience
platform to improve communication across Pearson.

We communicare regularly with our managers and leaders through
interactive forums and newsletters and hold global town halls and
virtual meet-ups avalfable to all cofleagues. Our employee
engagement network rmeets regularly with Non-Executive Directors.

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

Our people actively engage in feeding
back, and in 2022, 72% of colleagues
participated in our new engagement
survey. An average 2,000-3,000
colleagues join our global town halls
live, and mare than 34,000 users have
already accessed our new digital
employee experience platform.

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

Business partners and institutions

=
~—

why we engage

How we engage

Qutcomes

Our suppliers, channe!
partners, venture partners,
and authors play a wital
role in helping us execute
our business and product
strategies, bringing
specialised senvices and
axpertise to accelerate
our work,

Supplier diversity and respansible procurernent are key prionties
for the company. This year we added two new supplier portals that
prowide access to over 1 million diverse accredited suppliers

In Assessment & Qualifications, our mentor-protege Programme is
designed to help small and mincrty owned suppliers grow their
business inside and outside of Pearson. Pearson provides additional
suppo 1o enhance their professional development and business
growth, sa they can ymprove therr competitive position across the
marketplace. This helps Pearson improve the diversity of our suppliers
and promotes responsible and sustamable procurement practices

Addiuonally, we continue 1o 2dd business pantners who contribute
to the diversity of our workforce, In 2022, those new parthers
included Peopte of Cotour in Tech, a recrutmenit platform that
connects under-represented groups with tech jobs and the
Hispanic Association on Corporate Responsibility, which works to
advance the inclusion of Hispanics in corporate America.
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Our work with outside partners is
one way were building a culture that
values diversity, environmental
stewardship, and social impact,
alongside business growth.

We have made a public commitment
to support diverse accredited suppliers
and have grown our 2022 spend

11 this area

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




Communities

Why we engage How we engage

Qutcomes

We strive tg make a
positive and meaningful
Impact in the communities
in which we operate.
Learning appartunities
and outcomes are closely
linked to the prosperity
of local communities

and inclusive global
development. Qur

global communities are
interested in widening
access to education
through innovation,

and the steps we are
taking to have a positive
Impact on soclety and
the envirohment.

our planet.

In addition to maintaining relationships with key organisations, we
participate in multi-stakeholder initiatives to promote lifelong
learning opportunities for All and ensure the lasting protection of

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

Learning and acquiring new skills are
some of the greatest drivers of positive
sacial iulilily. The biggest impact we
have on society 1S by delivering our
products and services such as
Connections Academy, Accelerated
Pathways, GED, and BTECs to name

a few.

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

More detail on page 38 on how we
invest with purpose.

Directors’ duties statement

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

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

In this annual report, we orovide examples of how the Directors
promaote the success of Pearson while taking into account the
conseguences of decisions in the long-term, building relationships

with stakeholders (including our 8 key stakeholder groups, as mentioned
previously), and ensuring that business is conducted

ethically and responsibly.

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

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

— how we serve and engage with each of our 8 key stakehoider
groups, listen to their key cancerns and provide our responses
— how we have adapted our business to mest their needs
— how we have had regard to the need to foster the company's
business relationships with each of the stakeholder groups
— Understanding our stakeholders (pages 67-68), which summarises:

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

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

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

— QOur commitment to creating a culture that prioritises human
rights, our employees, DE&L, and socially responsible saurcing

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

A continued understanding of the key issues affecting stakeholders is
an integral part of the Board's decision-making process. The insights
that the Board gains through its engagement mechanisms form an
important part of the context for all the Board's discussions and
decision-raking processes. For an insight into how the Board has
considered the interests of various stakeholders in its decision-
making, and what matters the Birectors considered when trying to
align and mitigate opposing views, please see our case study on the
acguisition of Mondly on page 69.

Section 172 of the Companies Act

In sumrmary, as required by Section 172 of the Companies Act
2006, a Director of a company must act in the way they
consider, in good faith, would most likely promaote the success
of the company for the benefit of its shareholders as a whole.
In doing this, the Director must have regard, among other
matters, to:

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

— the interests of the company's employees,

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

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

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

— the need to act fairly as between members of the company.
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Sustainability

Driving sustainability

Qur ESG framework

OQur purpose

Add life to a lifetime of learning

T

Our sustainable business pillars

Driving learning for
everyone with our products

Achieved through:

-— consumer engagement®

— product effectiveness*

— digital growth™*

— responsible and sustainable cantent
— affordability and access

2022 progress

— Pearson+ expanded registered users,
extending digital content offering, reach,
and accessibility.

— Mondly integrated into Pearsaon+,
offering expanded access to digital
language learning.

— InHigher Education, we are now Global
Cerafied Accessible™ . We provide 'born
accessible’ digital learming (eBoak) options
to expand access to learning content
and materials.

— 70% of content partners are now trained
in edrtorial guidelines released for
Pearson’s authors, reviewers, and editors
to ensure meaningful, diverse
representation in content,

g

Read more on page 32

e

0/9®]
3

gD

Empowering our people
to make a difference

Achieved through:

— culture of engagement and inclusion®

2022 progress

— Launched our people strategy with a focus
on engagement and high-performance

— Invested In learning: upskilled and
reskilled Managers to drive engagement
and high performance, leveraged new
acquisitions like Credly to certify employee
skills, developed leaders via McKinsey
accelerator programmes, coaching, and
Board mentoring opportunities.

— Focused on building a culture of inclusion
andincreasingly diverse representation,
Employees acquired diversity, equity and
inclusion knowledge and skills via our
inclusive learning experience, and diverse
participants i our leadership development
and mentoring programs.

—~————

Read more on page 33

_——

e

Leading responsibly
for a better planet

Achieved through:

— reducing our environmental impact®
— investing with purpose
— cyber security and data managernent

2022 progress

— In 2022, we launched a new Privacy
Centre for consumers which will be linked
to all our products and a newly developed
universal preferences centre,

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

— In 2022, we have spent £46.7m with
diverse-accredited suppliers, certified and
non-certfied. We have provided access to
two diverse supplier portals: WEConnact
and Suppfierso. The databases combined
pravide access 1o over 2 million
diverse-accredited supphers.

—~————

Read more on page 36
|

Robust governance, a strong culture and effective policies

* See our non fimancal KB secuon for more o0 ow these ik o Our sirategy

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

lcons removed
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Why sustainability matters to Pearson

Learning is @ powerful enahler and a driver of progress. Our goal is to
help learners gain the knowledge and skills they need to advance and
thrive sustainably and responsibly in cur rapidly changing world. By
diagnosing skills gaps, helping pecple learn and venfying
qualfications, we aim to help mobilise talent that is well equipped to
build a greener, more responsible economy.

QOur ESG framework

In 2021, we introduced three pillars to our ESG framework, driving
learning for everyone, empowering our people and leading
responsibly. These represerit the areas where Pearson can make
the biggest positive impact and where we believe our main
responsibilities lie towards society and the environment.
Underpinning our three pillars is Pearson's robust corporate
governance, strong Culture and a range of effective policies to
ensure we achieve our ambitions.

Our nan-financial KRIs, cec page 18, have a nalural fitwith these
pillars and are a key measurement of our progress. They are included
in both our corporate and sustainable business strategies and will
evolve in line with the business. The Board reviews cur non-financial
KPIs regularly, and these are also linked to remuneration, More
information on Directors' remuneration reporting (DRR)
requirements can be found on page 88, and a link to aur
remuneration policy can be found in our non-financial and
sustainability statement below.

During 2022, we updated our materiality assessment, see’ hitps //plc.
pearson.com/en-GB/purpose/our-esg-reporting, which confirmed
that the views of our external stakeholders and our key priority areas
are well aligned. The findings highlighted the importance of assessing
and developing the skills of our learners and colleagues, protecting
our users’ data, and our rote in driving positive change through
climate change education.

Driving learning for everyone with our products

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

We are excited t0 see the opportunities that arise for all our
stakeholders through digital growth and the intelligent application of
technology to learning. These dynamics will enable us to deliver
inclusive, vibrant, and engaging products for all types of learners,
throughout their lives, Digitisation broadens access to our products,
enables more relevant, up-to-date contert (e.g., on the green
economy and sodial issues) and helps develop deeper engagernent
with learners, see page 32.

Empowering our people to make a difference

In 2021 we appointed a new Chief Hurman Resources Officer, who is
spearheading our refreshed peopie strategy. It has three core areas:
employee engagement, investing in talent, as well as driving diversity,
equity and inclusion, all of which are reflected in our non-finandial
KPls. We are using our own learning products to develop skills
throughout our workforce and in turn, this will maximise our people’s
contribution ta Pearson's success, and accelerate inncvation.

Not only is our people’s learning and development experience a
valuable showcase for the business, but it can also support employee
engagement and retention, develop a performance and purpose-led
culture of adding life 1o a lifetime of learning, and ultimately drive
Pearson's own growth, see page 33.

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

Image removed

thrive sustainably and
responsibly in our rapidly
changing world.”

Cinthia Nespoli,
Chief Legal Officer and Executive Leader for Sustainability

Leading responsibly for a better planet

We are also focused on driving pasitive change through leading
responsibly, while hmiting our own mpact on the world's scarce
resources. Qur carbon footprint is relatively light, and reflects our
business madel, but as respansible leaders we recognise that
we have a significant duty to reduce our carbon impact as much
as possible.

We have carbon reduction commitments in place and are
implerenting actions to achieve cur net zerg carbon goals. The
increased digitisation of our products reduces cur envircnmental
footprint, and we are also factoring suppliers’ carbon reporting
maturity into our sourcing decisions. This ensures we work with
partners who are aligned to our Net Zero commitments to further
reduce our overall impact.

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

A strong governance structure

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

In 2022, we reviewed and adjusted the remit of the Reputation &
Responsibility Committee {RRC) to strengthen its focus on ESG topics.
Pearson's other Board Committees work alongside the RRC on
several ESG topics as shown below, and we introduced cross-
Committee membership by amalgamating the Remuneration &
Reputation Committees specifically to ensure that there was a good
hnk between incentives and ESG. Read more about our governance
approach on page 53.

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

product efficacy

people and culture

reputational risks including data

employee engagement

ESG materiality review

progress with Pearsor’s climate transition plans
ESG remuneration metrics

The RRC arculates its conclusions and minutes to the Board, and the
Chair 15 responsible for ensuring action points are followed up. In
2022, the RRC validated Pearsan’s materiality review, and received a
reporting update in alignment with the evolving regulstory landscape.
Prioritics for 2023 incdlude the publication of Pearson's climate
transition plan, in addition o the launch of various activities to
empower our people 1o make a difference through behavioural
learming opportunities and skill-based volunteering. For more
information please see pages 78-79.
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Sustainability continued

=1 | Driving learning for

everyone with our products

How our products create a more
sustainable world

Gur success as a company is dependent upon the success of our
products in enabling people to develop and learn new skills, realising
their potential through a lifetime of learning, At Pearson, we are
leveraging our business strategy and innovation capabilities to
increase access to education around the world, engage more directly
with consumers and augment cur positive impact on society,

Oigital product growth and the intetigent application of technology
have significant positive benefits across both environmental and
social impact areas. Group digitat and digital-enabled sales in 2022
grew by 9% (2021: 9%).

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

The evolution of learning

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

Pearson+ had a successful first year since itlaunched in 2021 and
has reduced costs far users considerably, when compared to buying
stand-alone textbooks. With its new ‘Channels’ feature it enhances
the fearning expertence of afl tearners, offering thousands of tutor
videas and practice questions bringing life to learning. Pearson+1s
also partnering with orgarusations that share our values such as
Headspace, together offering consumers affordable mental weliness
content at a discounted student rate.

We also want to ermnpower learners by giving them the contro! and
the flexibility to fit learning into their lives. The recent acquistion of
Mandly is another example of how we are investing in personalised
learning. The integration of Mondly inte Pearson- brings the world of
language learmng ta Pearson+ users at just a click of a button.

Responsible and sustainable content

We have 3 clear role to play in creating content, products and
semvices that help solve the major envircnmental and societal issues
of our time. These will encompass formal primary, secondary and
higher education, but alsc, the world of work, to meet increasing
demand from consurmers wha are upskilling while employed to
imprave their capabilines and opportunities for both themselves and
their employers.

For example, we have developed online sustainability courses for the
Smmith School of Enterprise and the Envirenment, University af
Oxford, in partnership with Pearson. Both courses, The Future of
Sustamnable Business: Enterprise and the Emvironment course, and
the Law and Sustainability’ Tackling Global Ernvironmental Chalienges
course are eight-week courses that certify participants upon
completion, Through these courses we have already equipped 232
learners with fundamental skills in sustainability, leadership and
systems thinking. Dunng 2023, we aim to expand our reach, and are
explonng a bespoke smplementation of these courses internally.
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Our new project-based experiental learning platform, Pearson's Skills
Accelerator is another great example. Starting in 2023, we will see
enterprise customers offered three courses focusing on tackling
climate change, peace-building and conflict prevention. These
courses, developed in partnership with the One Young World,
through our Workforce Skills division, will help future leaders gain the
knowledge and the know-how to solve business-critical challenges,
leading to outcomes that accelerate the impact to build a fair and
sustainable world.

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

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

Accessibility in our product and content development

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

We have made good progress in bullding accessibility throughout our
product development process, including in the early stages of
planning and design. Qur learning design principles (LDPs) are a
portfoho of learning science research summaries, pared with design
recommendations intended to include everyone. Over the past year,
we have refreshed our LDPS to include a specific section en how to
ensure an equitable application of our design recommendations,
These updated LDPs will be part of our product designs from 2023

In our Higher Education Dwision, we are now Global Certified
Accessible™. We provide 'horn accessible’ digital Iearning (eBook)
options far students warh disabilities, which are designed so all
learners, no matter their ability, have the same access to learning
content and materials. Accessibility training 1s a requirement far key
employees, who also complete courses in disability fundamentats,
basic web and document accessibility, and disability etiquette. We
have built processes and systems to ensure that we are delivering
caomphiant tools and content to both learners and instructors.

Qur Global Content and Editarial Policy (GCEP) surte 15 a range of
tools and guidance G support our empicyees and business partners
as we Improve our content standards. It includes content guidelines
on the representation and inclusion of disability, gender, ethmaty
and race and LGBT+ communities in our content, among cther
guidance and tools. In 2022, approximately 70% of our identified
content business partners recelved an orentation to the GCEP
training, representing over 6,000 businesses and freelancers. We
provided mandatory training to aver 11,000 colleagues across the
globe who are involved with our content. During 2023, we will
develop additional online and live training and embed our maturity
maodel and health assessment, which will allow us o track and
monitor the implementation and impact of our content standards
initiatives on our business
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w1 | Empowering our people to

make a difference

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

Following our Chief Human Resources Officer's appointment in 2027,
we have refreshed our people strategy, with three focus areas:

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

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

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

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

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

Prioritising employee engagement
throughout Pearson

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

We launched a company-wide focus on engagement and high
performance as part of our refreshed people strategy, with a new
global employee engagement survey, increased manager upskilling
and a new digital employee expenence platform. Qur new survey
includes 12 core engagement questions from our survey partner
Gallup. It also includes questions on inclusion and coaching, which
are key areas of focus for us. Gallup's approach to engagement is
backed by rigorous science, linked to integral performance outcomes,
and actionable at the local leve!. The approach is simple, has been
proven to work and prowides access to global benchmarks to
Measure progress, It1s encouraging to see a significantly higher
number of respondents for our 2022 survey than Pulse surveys run
In previous years, and a Gallup GrandMean resuit of 3.96 on a
5-peint scale.

The results tell us where we are now and where we can improve, Qur
highest-ranking questions, compared to Gallup's database, were: "My
manager, or sameone at work, seems to care about me,” and: "My
co-workers are cormmitted to doing qualty work " This is a great
position from which to start our conversations with one another, as it
shows our people care for each other's experiences and are
committed to going great work together. Qur GpPOTUnities to
improve include danfying roles and demonstrating recognition, and
we also need to ensure we continue 10 emphasise the importance of
having reguiar performance conversations.

Manager development to support engagement

As our managers play a pivotal role in employee engagement, 1N
2022, we had a key focus on building employee engagement via
manager upskilling and reskilling. For example, for new-to-role
managers we developed a programme called iManage Foundations,
a 6-month learning experience focused on developing foundational
management and leadership skills across four critical skill areas. We
are pleased to report that 286 colleagues enrolled. Acress the four
modules delvered, 80% of respondents who provided feedback said
they had learned at least cne new skill and on average 86% said they
would apply the skills in their daily work.

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

Our employee resource groups (ERGS) are voluntary, employee-led
groups whose aim is to foster a diverse, inclusive and equitable
workplace culture for Pearson employees. They continue £o support
leadership to champicn inclusive efforts and promote collaboration
and a community between all Pearscon employees. We have
restructured our nine ERGs to better align with our DE&I strategy,
address the needs of our community, and contribute to progress
throughout the organisation.

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

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

Investing in talent

As we transform to a digtally-led, direct-to-consumer model, we are
purposefully evclving our arganisational makeup and investing in
talent to drive our ongoing success. We are hiring people with digital
skills, upskilling and reskilling pecple to support their learning,
growth, and progress, while also taking action to retain our current
colleagues. Each of these investments is critical te fuel our
organisational evolution and ongoing business transformation.
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Turnover

Qur Group staff turnover was 33% (22% voluntary/1 1% involuntary).
This was in ine with expectations and comparable to 2021. There
were two areas of high veluntary turnover. The first area was in our
retail model businesses (Pearson VUE), which makes up 34% of
voluntary exits. VUE roles are more transient and have an expected
higher turnover rate.

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

Acquisition of skills

We are evolving our suite of learrung and career developrment
soluntons to fuel skills development, and we are focused on upskilling
and reskilling all our people to develop talents needed for the future
of work and to provide them with rmore opportunities for continuous
learning and growth.

In 2022, we sald the majonty of our K-12 publishing business in
international markets, and made two sigruficant acquisitions in Credly
and Mondly. This activity accelerated the acquisition of key underlying
skills in our employees, including: digital content development
(multimedia production, application management services and
content development); technology (scftware development, software
quality and cloud hosting services); and 1n digital sales and marketing
{channe! and special market sales)

In the UK and US, where 73% of our workforce 1s based, we are
developing additional pathways into Pearson, especially in these
areas of high dermand. As of 31 December 2022, our Pearson
Campus Ambassadors programme in Higher Education now has
146 ambassadars, our internship programmes currently have 100
interns, and we have 160 apprentices across the company. All
participanis acquire professional skills by working side-by-side with
experts, and can apply for permanent jobs within Pearson.

Reskilling and upskilling

We value upskilling highly and during 2022 we used Faethm's
proprietary Al to continue to refine our capabilities framework to
drive enterprise-wide transformation through capability building and
develop the skilis needed for the future of work, The framework
currently spans business and leadership skifls, with technical skills to
be added 1n 2023. Employees use the capabiiities framework to plarn
their own learning journeys to help them upskill and reskill, learn, and
grow as individuals.

I parallel with our investrments in manager upskilling and reskilling,
we are evolving our solutions for all our people to upskill and, in
2022, expanded our flagship global Learning at Work Week o a
manthly sertes. Each manth, we focus on a priority skill from the
capabilities framework, with a programme of live and on-demand,
video-based micro-learning, Last year, we covered engagement,
consumer culture and empathy, and inclusion. We feature live
sessions with external experts, Pearson authors, Pearson leaders as
teachers, and we curate learning pathways and provide team guides
to support self-directed learning.

In 2022, we also gave our pecple free access to more commercial
learning opportunities, mcluding our direct-to-consumer apps
Pearson+ and Mondly, and via our pilot of digital credenuals powered
by Credly. These joint offerings include Pearson eTextbooks via
VitalSource, Golden Personality Profiler, Accelerated Pathways

and Apprenticeships.

If our US-based people wish to continue formal education, we will
reimburse tuition costs for up 10 18 credit hours if their education
programme s related to a job or skills needed within Pearson,
Tuition costs are reimbursed after pupils successfully complete a
course with a grade C or better, or equivalent mark.
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In our 2022 employee engagement survey, 72% agreed or strongly
agreed they had had access to opportunities to learn and grow over
the past six months. We also asked our people what job-related skills
they wanted to develop, and we are using the findings to drive our
pipeling, e.g. for the 2023 Learmng at Work series

Building an inclusive culture with increasingly diverse
representation

Transforming learning starts with transforming ourselves, which

is why much of our work in diversity, equity and inclusion {DE&)

1s focused on what we can do within Pearson, From how we select
candidates to how we help them grow, our goal 15 to add more
vibrant and enriching experiences at more mements for more
people at Pearson, 50 we ¢an do the same for more people on
the world.

Our DE&I approach has four parts: recruitment and prometion;
retention; inclusive culture; and social impact. In each part, we have
planmed outcormes over & set time frame. Each diviston and
corporate function has developed plans for the four parts that reflect
its DE&I ambitions and to operationalise our organisational goals.
Our non-financial KPIs, see page 18, will also help us to bulld an
inclusive culture and increase diverse representation,

We lead from the top. Our business leaders and CEQ champion the
hink between DE& and business performance and have made
inclusion a persanal priority. Since becoming CEO, Andy Bird has
increased both gender and ethnicity representation on the executive
leadership team. We have increased female representation by 32%
(38% to 50%) with ethnicity remaining the same year-on-year. At
Board level, female and diverse representation remains at 50%
fernale, including our CFO, and ethnic diversity (US/UK only) has
increased from 20% to 30%. Further detall on our Biversity figures
can be found in the ESG performance section pages 224-226,in
accordance with FCA listing rules and both the Parker and the
Rampton-Alexander reviews.,

The percentage of diverse employees in leadership roles, featuring in
succession planning and partiapating in leadership development and
mentoring programmes are key measures of our DE&I targets. In
2022, we exceeded our targets for diverse representation in
leadership development programmes and met our succession plan
objectives, with 52% women and 26% pecple of colour across our
succession plans {target 50% women: 20% people of colour). Evolving
a pipeline of talent takes time, but we are excited to see the
upcoming team of colleagues participating in Board mentoring,
executive coaching, the McKinsey Managerment Accelerator
programme and executive leadership programmes.

Our data shows females make up 59% of our workforce, but we want
to achieve parity of female representation at VP-and-above levels. We
are currently at 43%. We also want to increase diverse representation
at all career levels. Pearson s in line with the UK national average for
employing under-represented people of colour - 18%, but in the US,
we are below the national average with Pearson at 32%. We will
continue to invest in increasing recruitment of peaple of colour at all
career levels, and of warmen at senior levels, by providing specrfic
upskilling for managers on inclusive hinng pracuces and Inciusive
Partnerships by working specifically with organisations such as
Pecple of Color in Tech, and Historically Black Colleges and
Universines (HBCU) Connect

Also, we give full and fair consideration to all applhicants and support
the continued employment of disabled parsons, having regard to
their aptitudes and abilities, and making reasonable adjustments

to address ndividual needs. Recruitment, promotion, and training
are conducted on the basis of ment, against objective cnteria

that avard discnmination, We are also proud that ‘Disability:

IN' {https://disabilityin.org/what-we-do/disability-equality-
index/2022cormparwes) recognised Pearson as a Best Place

10 Wark on its 2022 Disability Equality Index.



Skill-based volunteering to create sustainability and
social impact

We also continue to invest in our talent through our valunteering
programme. Gur volunteering policy applies to full- and part-time
colleagues. All people who participate in a charitable or community
imbatives may claim up to five days (35 hours) of paid leave from
waork in a calendar year, pro-rated for people working less than five
days a week.

As we entaer 2023, wo want to find now ways to nvbilise thie sucial
impact of our talent through volunteering, to face the challenges of
today and the future. We will evolve our volunteering policy to enable
our people to make an impact in their communities by bringing their
unigue skill sets, interests, and professional development goals to
not-for-profit organisations.

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

Reward, benefits and wellbeing

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

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

Outlook

Qur pricrity in 2023 is to drive progress against engagement baseline
measures and our other nan-financial KP|s:

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

— Investing in talent: enhancing how we support career
development by further resourcing managers to have
conversations about progress, learning and growth. We will also
continue 1a test and scale the integration of our commercial
solutions {especially digital credentialling) in support of developing
the core business, leadership, and technical skills our employees
need for the future of work.

— Diversity, equity, and inclusion' by further integrating a focus on

inclusivity Into how we develop cur managers and leaders, and
inking increases in diverse representation to Executive reward.

“As we transform to a
digitally-led, direct-to-
consumer model, we are
purposefully evolving our
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organisational makeup
and investing in talent to drive our

ongoing success. We are acquiring
people with digital skills, upskilling
and reskilling people to support
their learning, growth, and
progress, while also taking action
to retain our skilled colleagues.
Each of these investments is critical
to fuel our organisational evolution
and ongoing business

transformation.”

Ali Bebo,
Chief Human Resource Officer

72%

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

2 significant acquisitions

(Credly and Mondly)

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

gh) | L eading responsibly for a

better planet

As one of the world's most prominent learning companies, Pearson
has a duty to lead responsibly in all areas of its business and
operations, Our stakeholders rety on us to provide excellent
products, created with the utmost integrity to millions of individual
learners, educational institutions, governments andg enterprises
around the world, whilst also looking after our own 20,400
emplayees ta the highest possible standards see page 33,

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

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

Customer data and safeguarding

Data privacy and cyber security

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

Pearson's Executive team has overall responsibility for data privacy
and security Our reporting and risk management structure feeds
upwards from individual businesses to Board level,

In 2022, we budt on gur seven data security and privacy principles
introduced in 2021 and established clearer lines of accountability
and better reporting. This enables senior management execunves
and dwvisional privacy owners to have greater visibility over managing
data privacy and security risks. Our clear system of escalation gives
them awareness and oversight of key areas and activities. We also
prowde all colleagues with traiming on cur updated and strengthened
data privacy and cyber security principles and processes Mare detail
on the rale our Board Committees play in data privacy and cyber
security, and therr focus areasin 2022, is on page 82
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In 2022, several operational inttiatives contnbuted to our
strengthened processes in data privacy and cyber security:

- weincreased transparency arcund what happens to an
individual's data and their choices. This helps us develop our
digrtal products with the confidence that customers can easily
exerdise control over the use of their personal information.

In 2022, we launched a new Privacy Centre for consumers,
linked to all our products to a newly developed universal
preferences centre,

we also strengthened our internal resources to help drive a
cuiture of data privacy at Pearscn. Senior leaders in each of our
divisions and corporate functions have been appointed as Privacy
Cwners. They are gccountable for, and direct the activities of,
designated Privacy Leads who are responsible for implementing
Pearsan's global privacy programme an a day-to-day basis, and
all of those involved in this effart have been trained on how to
deliver on their responsibilities under that framework.

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

Safeguarding our customers against online harms

Qur safeguarding programme is undergoing rapid change, driven
both internally by new product development and externally by
changes in technology and legislation. The protection of our learners
against online harms is particularly important to Pearson as the
company continues 1ts transition from traditional ‘bricks and mortar
schoals and colleges to a more digital, direct to consumer model,
such as that delivered through our online schools, tutoning and
Pearson~ products. To ensure that our systems and processes
suppaort a positive user experience, while reducing the risk of online
harms, we have:

strengthened our data collection regarding
safeguarding incidents.

+ esiablished a set of 10 safeguarding standards, including around
social media, live-streaming and user-generated content,
implemented a process for business lines to assess themselves,
progressed our 'Safety by Design’ programme to engage with
product teams o ensure safety against online harms and
comphance with standards ke the UK Age-Appropriate Design
Code is embedded in our produdts.



Our journey to net zero

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

We continue to make steady progress in reducing our carbon
emissions and at the end of 2022 they had reduced by 33%
compared to the 2013 baseline. In 2022, we reduced carbon
emissions by 3.3% compared 1o 2021, through actons such as
continuing to shift from print to digital products and rationalising our
property footprint. These reductions were achieved despite a bounce
back in operartions following the pandemic and associated increased
emissions in energy, travei and transport of goods.

We present our carbon footprint and progress against our target in
two separate tables in this report;

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

Carbon reduction and our net zero roadmap

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

Building sustainable supply chains
Paper and printing actions

Pearson's shift from physical books to digital media continues 1o
accelerate. During 2022, we purchased 24,187 tonnes of paper
{2021: 29,056) and we expect the amount to continue to reduce over
the years as more of our products move cnline.

Nonetheless, we are recrganising our print supply chain to drive
efficiencies and are shifting to printing on demand and better
forecasting to reduce our inventory of print products. We are also
rationalising our paper suppliers to significantly increase our use of
responsibly sourced paper from the Forestry Stewardship Council
(FSC ) and the Programme for the Endorsement of Forest
Certification (PEFC) schemes, which both work for the protection of
forests and biodiversity, alongside recogrised national schemes such
as the Sustainable Farestry Intiative (SFI). This year, FSC certified
paper accaunted for 33% of our paper consumption,; in addition to
20% PEFC certified paper, and 6% SF! certified.

Supplier engagement actions

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

Key actions with our suppliers

— Business partners fellow our Code of Conduct and Responsible
Procurement Policy, and comply with national environmental
laws and regulations.

— Qur net zero strategy goes hand in hand with ethically sourcing
materials, and ultimately protecting biadiversity, Our paper
and print suppliers are integrated to the Book Chain Project
platform, which monitors and tracks actions to protect
biodiversity. It analyses the origins of tree fibres to ensure
no paper is coming from protected species, and it also tracks
the content of chemicals and components in prninted materials.
Finally, the platform enables us to ensure that international
environmental, human rights and safety regulations
are followed

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

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

— Our own sustainability perfarmance was assessed by EcoVadis,
and we scored i the top 11% of our industry, earning a Silver
medal. We also received & B score across our CDP (formerly the
Carbon Disclosure Project) responses, which includes the areas
of climate, forest and water.

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

Driving operational change
Operational actions

Carbon emissions awareness and environmental considerations are
progressively being embedded into most aspects of Pearson's
operations. Seeking to align cur business and investments with low
carbon, we have provided carbon data at divisional level, to enable
decisicn-making by senior executives with aversight of internal P&Ls,
We are also integrating key environmental ¢rteria such as
Greenhouse Gases (GHGs) emissions into our product design and
development processes. This will help us analyse the carbon
footprint (ncluding scope 3) of our digital products as cur portfolio
continues Its transition frorm print to online.

Employee awareness and engagement actions

Achieving our climate goals will naturally require engagement
throughout Pearson. The executive team’s commitment to our
climate agenda has been a key enabler for the implementation of our
plan going forward. But egually, employee engagement is critical to
the success of any sustainability programme. See page 33 to see how
during 2023 we aim to integrate sustainability into learning and
development activities 1n our people strategy.
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Strengthening governance

We describe in detail the steps we have taken to strengthen our
governance of climate change in our TCFD report see page 39, Qur
Net Zero Steering Cornmittee is responsible for implementing our
ciimate action plan, based on the key principle that Pearson's
operating units have ownership of targets and include
decarbonisation as a core business objective. Work is also underway
to assess the mast effective iong-term investment options in
high-quality environmental projects to enable Pearson to meel its net
zero goal by 2030.

Resource use

Qur digital growth is much less rehant on raw materials such as
paper, and more dependent on green energy for improving our
footprint. Our renewable energy is purchased through green energy
tariffs or renewable energy certificates (RECS) in the country of
consumption. This accounts far 39% of our electricity use.

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

Investing with purpose
Social bond

In 2022, we allocated the remaiming £110m of the £350m education
bond we launched in June 2020 10 support of Pearson Connechions
Academy. Cannections Acadermy is a tuition-free anline public school
that provides a Ifeline to learners who need an alternative to a
traditional '‘bricks and martar schoal and who rmay otherwise miss
out on a formal education. We have so far supported over 100,000
learners, with 94% of learners completing their course. The net
promoter score for Connections Academy was also up in 2022 (2022
+~67; 2021: +62), indicating how important a role it plays in students
ives. OQur latest Education Bond report provides rricre inforration
and can be found on our website: https.//plc pearson.com/en-GB/
Investors/debt-nvestors/social-bond-framewark.

Investing in our global communities

Learning outcomes are closely linked to the prosperity of lacal
carmmunities. Pearson contindes ta lend its support to people
impacted by the conflict in Ukraine, and as part of our commitment.
we pravided financial and in-kind support to make a difference in the
lives of those affected by the hostilities.

Through our match-giving programme, employees rallied

behind three global charitable organisations delivering in-country
and refugee relief in Ukraine and surrounding countries: the
International Rescue Committee (IRC), World Central Kitchen, and
the International Committee of the Red Cross (ICRC) Pearson made
an initial £1 million donation, and our colleagues made over 1,400
donations to those organisations, totalling £1306,000. Pearson
matched their donations, providing a further £130,000.

In addition to grant giving, our in-kind donations included providing
free access to electronic materfals, for example, launching a webpage
where teachers can find information on Pearson's support for
Ukrainian refugee students by offering free matenals (subject to legal
restraints) Pearson and the charity Talent Beyond Boundaries have
also partnered to offer free English language tests to refugees, Over
600 refugees have so far benefited frarn the partnership.
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Earth Day campaign

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

Rankings and recognition

FTSE 4 Good Index

Pearson remains a
constituent of the FTSE 4
Good Index senas.

Human Rights
Campaign (HRC)

Pearson was named to the
HRC Corporate Equality Index.

Dow jones
Sustainability Indices
(DJs1)

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

Stonewall WE!

Pearson is recognised as a
Stonewall Top 100 company
for LGBT+ inclusion, for 2022,
we ranked 19",

Disability: IN

Pearson was named to DE&!
Index with a 100 score in
the US.

Ciean200

Arnong the largest 200 pubiic
campanies ranked by clean
econommy revenue,

Moody’'s ESG Solutions

Robust performance awarded
by Moody's ESG Solutions,

MSCt ESG

As of 2022, Pearson recened
an MSCHESG rating of AA,

Logas removed




Task Force on Climate-related
Financial Disclosures

Summary

Our commitment to operate our business more sustainably is
demenstrated by our ambitious target to reduce our absalute
scope 1, 2 and 3 carbon emissions by 50% by 2030 (validated by
the Science Based Targets initiative) using a 2018 baseline, and
our goal to be net zero by 2030, with investments in carbon
removal selutions

Below we set out our climate-refated financial disclosures compliant
with the four Task Force on Climate-related Financial Disclosures
(TCFD} recommendations, and 11 recommended disclosures in the
2017 report ‘Recommendations of the Task Force on Climate-related
Financial Cisclosures’, together with its subseguent annex and
implementation guidelines.

We assess chmate change risk as an integral part of our risk
management process, and in 2022, we updated our assessment of
the financial impact of chmate risks and apportunities under multiple
future chimate change scenarios. This identified a number of physical
and transitional rsks as described below, however none of the risks
identified were matarial or required further action beyond what the
management teams are already planning. We concluded that while
climate change was not a principal risk for Pearson for the year
ending 31 December 2022, the climate transition continues to be an
emerging risk due to its intensifying importance to all stakeholders.

In making this assessment, we considered the actions needed to
achieve our Commitment to net zero by 2030, as well as the strategic
and finanaal impact of potential physical and transition risks. We
concluded that these did not have a material impact on the carrying
value of any assets and liabilities as at 31 December 2022, as we
explain in further detall in note 1d. to the finanaal statements. During
2022, we also strengthened our governance of climate change,
introducing a central steering committee and working groups to
manage and execute our cimate plans and actions.

To advance our net zero action plan, please see: https://plc.pearson.
com/en-GB/purpase/our-esg-reportng. Our key priorities for 2023
are to drive further change within our suppler network, fully plan our
emissions reduction strategies, and embed the cost of carben into
business planning decisions, We will also continue to develop
climate-related opportunities such as new content and products that
educate and inform Pearson's employees and custemers on the
threats and challenges from climate change. In 2024, we will also
pubiish 3 standalone climate transition plan in alignment with the UK
Transition Plan Taskforce

Governance

The Board continues to have ultimate oversight of Pearson's climate
change strategy and achievement of our targets. Sustainability forms
part of the company's strategic non-financial KPls, see page 18. The
Board reviews progress against these targets six times per year. Daily
responsibility is delegated to the Board's Reputation & Responsibifity
Committee (RRC). Members of the RRC include the Group Chief
Executive and three Nen-Executives Directors, Qur Chief Legal Officer
{the executive leader responsible for the development, monitoring
and execution of Pearson’s sustainability strategy) is a regular
attendee. Reductions in Pearson's carbon footprint contribute to the
annual incentive plan for all eligible employees within the
organisation, as detailed on page 88.

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

During the year, we established additional management committees
to communicate progress against climate-related issues and
implement our climate transition plans as follows:

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

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

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

Risk Management

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

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

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

strategic planning.

Strategy

Pearson's shift fram physicai publishing to digital media contirnues to
shape our environmental footprint. During our baseline year (2018),
our physical book value chain was the largest contributor to our
carbon emissions. Since then, the key efements of book production
{paper, printing and distnbution) have declined sharply and
accounted for only 19% of our carbon footprint in 2022; we expect
this trend to continue. This year, we have reduced our emissions by
33% against our 2018 baseline, while our products and services
reached more than 160 million users around the world,

Annual report and accounts 2022 Pearson plc 39



Sustainability continued

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

Amid this digital transformation, we commissioned the specialist
consultancy ERM to undertake a climaie risk assessment to identify
and gquantify the potential impacts of cimate change risks and
opportunities on our businesses, strategy and financial planning.
The analysis ran across multiple time penocds up to 2050, to help
us assass the speed of impact on our business model of various
scenarios, and to reflect the cnitical future dates for reducing
carbon emissions.

The physical risk of Pearson’s business was assessed using both the
RCP 2.6 scenario (low GHG emissions that keep the world below 2 °C
warming by 2100, aligned to current commitments under the Paris
Climate Agreement), and the RCP 7 scenario (high GHG ernissions
with average warming greater than 3 °C by 2100). Six physical assets
were assessed for exposure to material physical risk. These were
chosen because they represent a sample of assets providing a range
of critical Pearson services that, if disrupted, could result in delivery
failures caused or aggravated by chimate physical risks. Each physical

hazard was mapped on a materiality matrix and changes in

materizlity from 2022 present day to 2050 we

re projected

Climate-related risks and opportunities

Risks/Opportunities

Scafe of Risk/
Opportunity*

The analysis concluded that Pearsan’s business is moderately
vulnerable to climate change from physical risks 1n the medium and
long term The main areas of exposure are climate-change-driven
extreme heat and water scarcity which rmay affect the operatons of
cloud-based data centres that play a central role in our business
strategy. Some of Pearson's physical locations, such as testing
centres, are also moderately vulnerable to wildfires or flooding that
could impact normal business operations. However, we have
business conungency plans, including insurance, in place 1o reduce
our patentidl financial exposure to such impacts,

The transition risk of Pearson’'s business was also assessed,
using four scenarios from the LEA's World Energy Qutlook 2021,
(WEQ-2021). The analysis concluded that Pearson is minimally
vulnerable to transttion risk in the 2030 time frame, but risk
mcreases for longer tima harizons across all risk categories.

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

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

Pearson actions

Physical risks

Facmty or data centre damage due to
flooding and hurricanes

Water scarcity: may affect Pearson globa\ty
but Pearson's consumphion levels are
smal! overall

Incressed paper cost due to adverse
weather events

Time frame - short
Likelihood - possible
Magnitude of impact - low

Time frame - medium
Likelihood - likely
Magnitude of impact ~ fow

Time frame — medium
Likelihcod - likely

Magnitude of \mpacr -

Tume frame —long
Likelihood - likely
Magnitude of impact - low

» Shifting services to atternative locations or servers

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

+ Insurance cover

Shifting tests to alternative locations
Rescheduling tests

Maoving to digital on-screen assessments
Insurance cover

. Proper(y Updates
Consumption levels remaining minimal

Shortterm pnong changes reflected in operational and
strategic plans
Medium-term digital preduct/services alternatives will be avallable

Transition risks

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

Procurement costs of
sustainably-certified paper

Reputational risks tied to offsetting

Time frame — short
Likelihood - likely
Magnitude of impact - low

Time frame - medium
Likehhood - Iikely
Magnitude of impact - low

Time frame - medium

Likelihood - passible
Magnitude of impact -
maoderate**

Tirme frame - |cmg
Likelihood - likely
Magnitude of impact -

+ Fixed lease agreemems in the shaort-term
Selection criteria welt above buiiding efficiency minimal requirements
for newly leased properues
Praperty strategy including reduction of property arega, leasing/
sub-leasing and service charging
Flexible working policy

Paperuse reduction based on ongoing digitalisation strategy, and
avallability of digital alternatives
Improved product design and greater pricing pass-through

Digitalisation assumes a lower ETS exposure lavel
Product design and pricing pass-through from pulp and paper mills

Active plans to reduce the amount of carbon Sequestratlon/ offsets

required; httpsi//plc.pearson com/en-GB/purpose/aur-esg-reparting.
+ Currently developing offsetting strategy rentred around portfolio

of high quality activities and projects that remove carben from

the atmosphere.

£ffective comrmunication pians of net zero progress and

sequestration strategy
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Scale of Risk/

Risks/Opportunities Opportunity* Pearson actions
Opportunities

“Continuous decarbomsanonofPearsons ---------------------------------------------------- - Please refe.r:.t-;:-a"t-r-{é[e"a“ding RESponSi-B-\')}"s-éE'c'lgﬁ on éages 36-38of
products and operaticns through digitisation, this report

energy effiaency, and flexible working policy

Increase in consumer demand for Please refer to the Responsible and sustainable content section on

sustainability-related learning content page 32 of this report

* Impact scales

Time frame Likelihood Magnitude of Impact
Short: within 5 years Possible Low: below £5m
Medium: between 5 - 10 years Likely Moderate' £5m - £20m
Long: more than 10 years High: £20m or above

Time frames were selected 1n relation to our 2030 target date.

** Due to the nature of the nsk, and the degree of external variables affecting the matter, it is difficult to meaningfully quantify the risk. However, if not managed
effectively, costs associated with nffsetting carhon emissions which cannat be fully veduced, indy lead 1o decreased margins,

Metrics and targets

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

Our emissions data

-tC0.e/sales
{Scopes 1,2 market-based and 3) 110.7 95.6

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

Table of contents

Section Section Page Reference
66, 78-79

Governance Board's oversight of climate-related risks and opportunities

\d managing ciimate-related risks and opportunities £

30, 3941, 4352

3.1, 4352
3641, 43:52

18,41, 221-226

41,221-226

‘Metrics and targets

21226

18,3641,
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Sustainability continued

Non-financial and sustainability

Statement

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

in specific non-financial areas,

Non-financial matter and relevant sections of Annual Report

Page/Link Reference

Business model

Ervironmerial matters
Climate
Resource use

Social and cDmmumty matters
Criving learning for everyone with our praducts
Social engagement

Employee matters

Employee engagement
investing in talent

Diversity, equity and inclusion

“Human rlghts matters

Customer welfare (data privacy, security, and safeguarding)

Empowering our people to make a difference
Sustainable procurement

Business model: Pages 16 & 17
Stakeholders: Pages 26 to 29
ESG-linked remuneration: Page 98

Palictes: Addressed in the pages betow, with full pohcres for Pearson Plc availadle at.
https://plc.pearson com/en-GB/corporate-pohicies

Position and performance; Pages 30, 36-41

Risks/opportunities: Pages 36-41

KPIs: Pages 18, 221-226

Palicies: Addressed in the pages below, with full polmes for Pearson Pic avaw!able at:
https#/plc. pearson.com/en-GB/corparate-policies

Position and performance: Pages 30-38

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

KPIs: Pages 18, 221-226

Policies: Addressed in the pages befow with full pohcms for Pearson Pic avalable at
nttps //plc.pearson.corn/en-GB/corporate-policies

Pasition and perfarmarnce: Pages 30-38

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

KPls: Pages 18,221-226
Policies Addressed in the pages beWow with full polu:les for Pearson Plc available at
https/pic.pearson.com/en-GBrarporate-policias

Position and performance; Pages 30-38

Risks/oppartunities: Pages 30-38, 43-52, 82-83

KPis: Pages 18, 221-226

Anti- (orruptmn and brlbery matters

Policies: httpsi//plc.pearson.com/en-GB/corperate-policies
Pasition and performance: Page 82

Risks/opportunities. Pages 43-52, 82

KPls: Page 226

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

— Pearson Code of Conduct

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

— Respansible Procurement Policy; and cur Human Rights Statement
— Anti-Bribery and Corruption (ABC) Policy; Raising Concerns and Anti-Retaliation Policy

— Pearson's safeguarding prinaples (inchide data privacy/secunty)
— Global Content and Editorial Policy; Responsible Advertising Policy

The implementation of these palicies are discussed throughout the repart and i the prior sustainability sectian.
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Risk

Risk management

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

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

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

Iﬂc Board (oversrght)_l
— Responsible for the Group's strategy

— Approves the annual budget and long-range financial
plans

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

Reputation & Responsibility Committee
(oversight)

|iudit Committee {oversight) |

— Provides oversight and assurance to the Board
concerning the integrity of the company's
procedures for identifying, assessing,
managing, and reporting on risk

— Considers the company’s impact on society and the
communities in which Pearson operates, including
ensuring that rsk management processes are in place

— Monitors and evaluates the Group's to manage relevant risks

compliance and risk management processes

and control programmes

— Approves the Group risk management
framework

— Approves internal audit plans

LE(ecutive leadership (assessment and mitigation) |

— Compnises the CEQ, CFO, divisional presidents and
functional heads (including finance, strategy,
technology, direct ta consumer, legal and HR)

— Accountable for ensuring that risks are miigated in line
with risk appetite

— Responsible for the execution of the Group's strategy

— Responsible for reviewing and approving the principal
risks, mitigation plans and controls

|E‘oup risk function (support and report) —l

- Prepares the risk management framework

— Prepares a consolidated risk view for the executive

— Maintains the Group risk register and the list of leadership
principal risks — Provides oversight over Group risk management
— Rewviews risks with divisions to assess and montor risk actmity

EXposUres — Reports to the Audit Committee on risks

|i3nior leadership (identify, assess and mitigate) ] [Technical specialists (identify, assess and mitigate) |

— Functional leaders are supported by technical
specialists who are responsiple for risks that require
corporate oversight

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

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

— Risk committees within each divisicn assess the
principal risks and implement further sub-
committees as appropriate for division-specific
exposures

[ Risk management experts {mitigation and assurance) ]

-— Financial functions, compliance, controls, legal

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

The Board is ultimately responsible for reviewing management's assessment of the Group's principal risks and setting the Group's
risk appetite.

The internal audit
function
(Assurance)

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

Risk oversight

Risks are managed by members of the Pearson Executive
Management team [PEM), &ither on a divisional basis or by function
{as set out in the changes in and accountability for principle risks
section on pages 45-50Q).

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

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

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

The Audit Committee uses these deep dive sessions to understand
the ngour of managements risk scanning and to challenge any
judgements being made In response to risks,

The internal audit team provides independent assurance 1o the Audit
Committee on the design and effectiveness of internal processes, to
mitigate strategic, financial, operational and compliance risks. Internat
audit plans are afigned to the principal risks but also consider other
key risk areas and other assurances available, Plans are agreed in
advance with the PEM team and the Audit Committee

Risk environment

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

Factors affecting the markets in which the Group operates indude a
growing number of digital learming providers, technological change,
the level of education tuition fees, potential recessians in the UK and
Us, and the high level of inflation in these markets. The Group seaks
to maximise the opportunities from changing market conditions
while balancing its expansion with appropriate monitoring and
understanding of associated risks.

Cur Higher Education division serves learners in the US and
internationally, and performance is dependent on enrolments, the
competitive environment, and changes in consumpron. The Higher
Education division served around 18m fearners in 2022; and, as
expected, continued to see learners shift to digital methods of
consumption. We saw growth in Pearson+ paid subscribers and our
Inclusive Access offer, but declines in tradibional delvery methods,
particularty print and print/eText bundles.

The Group's Assessment & Qualifications business provides secure
professional, cdlincal and academic exarmnations. VUE provides
professional tests in a VUE test centre or online through proctoring.
During 2022, VUE test volumes grew by 16%, with pacticularly strong
growth in [T and healthcare. US Student assessments are typically
awarded as large contracts by states and nation-states, making the
poliical chmate an important factor in performance in this area
(guanufied by Pearson under the heading accreditaton risk)
Performance in Clinical Assessment benefited from good availability
of government funding in 2022,

Growth in the Greup's Virtual Learning offering 15 expected to come
mainly frem demand for virtual schools, driven by a strong national
brand and significant scale.
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The strategies for our English Language Learning and Workforce
Skills divisions anticipate significant growth. For Workforce Skills,
success in the enterprise-focused Workforce Solutions area will be
contingent on our ability to sell to enterprises and to provide
employees with a consumer-grade learning experience, backed up by
our ability to assess and verify skills. For English Language Learning,
growth is expected to come from direct-to-consurmer growth with
Mondly, and through increased adoption of the Pearson Test of
English, our market leading language learning assessment.

Risk identification and manitoring

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

Detalled intenviews are conducted throughout the year with each
dvision to assist with risk assessment and management. Risks are
then ranked according Lo their hkely impact as principal risks,
sigrificant near-term risks, emerging risks, or other nsks.

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

we define our prinaipal risks as those which could have a significant
and ongoing effect on the Group's valuation by reducing the demand
for or profitability of its products and services, Effective management
of these risks is essental to executing our strategy, achieving
sustainable shareholder value, maintaining our reputation, and
ensurning good governance However, they da not comprise afl the
risks associated with our business, and are not set out in priority
order, Additional risks not known to managernent, or currently
deemed to be less material, may also have an adverse effect on our
business.

Significant near-term risks are risks which could have a significant
near-term cash impact or affect the Group's short-term results, but
wauld not be expected to have a significant ongoing effect on
campany valuation

Emerging risks are risks which we believe are well mitigated in the
short term but may represent a significant future opportunity er
threat. These include cormpany-specific risks and risks affecting the
Macro economy.

Principal risks

The Board of Directors has undertaken a robust assessment of the
current risks facing Pearson, in accordance with Provision 28 of the
2018 UK Corporate Governance Code. This assessment identified the
following principal risks, as well as a number of emerging risks and
risks which whife mare modest could have a significant near-term
impact. For each of our principal risks, the tables below identifies:
— the changein the nsk over the last 12 months

— mavement and outlook for that risk

— management acticns

— the link between the nsk and Group strategy

— our nsk tolerance

— examples of the risk

— risk'contagion’, e, the extent to which 1ssues in one area could
increase the risk in other areas

— assessed risk ‘velocity, 1.e, an indication of the speed at which a
risk could matenally impact the Graup



Accreditation risk

Description

VExampIes of I’ISkS
Risk contagmn o

Risk velocity

__ltolearners.

Accreditation risks are Iike!y to have a fina ncr-a-\"i-rnhact but have limited risk of con-t-égio

Terrmination of accreditation due to policy changes or failure to maintain the accreditaticn of our courses and
assessments by states, countries, and professional associations, reducing their eligibility for funding or attractiveness

The risk is at @ moderate to hrgh level, due to a desire t ‘reduice and/or reform standardised testing in the UK,
Australia and US, as well as increased global palitical nsk.

The outlock is for the risk to remain at a similar evel for the foreserahln finiira,

1. Contrnue to evolve and enhance secunty, data and goverrlance standards to ensure the Group meets the requrred
standards to be an accredited prowder.

2. Complementary acquisitions to suppornt movement into formative assessment.

3. Continue to grow full-service offering, including online proctoring. This helps to ensure the Group has products
~and services that can cater for custamers many needs, especrally in the global assessment market,

Paltical and regulatory

If there were to be major long-term changes in regulation, itis Irke\y that these would occur over a multt year penod

Capability risk

Description

Movement and outlook

Management actions

Link tostrategy

Risk velocity

Inability to meet our contractual obligations or to transform as required by our strategy due to infrastructure or
O aNISAN O] LAl gES.

This risk remains at a moderately high tevel, due to the execution risk associated with delivering the Group's strategy
and high competition for talent, especially in the technology space.

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

The risk is expected to remain at a similar etevated levet for the next 12 months as key new requirements of the
strategy are |mplemented

isk ratings are applied to eac system and plans put in place to maintain system upnme and recovery plans are
in place in the event of downtime to aflow customers to maintain as much functionality as possible or to get back
online as soon as possible.

2. Each division conducts ongoing reviews of its key systems and implements updates and remedies where
necessary.

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

4. The divisional structure allows decisions t¢ be made by those dosest to each market, to speed innovation and
responsiveness,

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

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

Capabllrty relates to the three priorities to unlock growth:

— Consumer-focused and data-led approach
— Portfoiio and organisational structure
— Talent and culture

Medwum - the Group ams o ensure it has the capability to deliver strategic objectives, requrr ng strong cocrdination
and planning, but without stifling innovation

Business transformation and change
Talent

iT resillence

Failures in rapabrlrry could result in increased reputation and responsibility risk and failures to meet custormer

expectations.

Failures of capabmty could rmpact within a six-month period.
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Risk coritinued

Competitive marketplace

Description

Movement and outlook

Significant changes in our target markets could make those markets less attractive. This could be due to
significant changes in demand or in supply which impact the addressable market, market share and margins (e 8.,
changes in ehro!ments msourcing of Iearning and assessment by customers, cpen educational resources, a shuft

This risk continues to be 5|gn|ﬂcar\t inour ngher Education business due to declining enrolmems and competmon
from non-mainstream publishers, incuding open educational resources. In our other divsions, the risk remains
moderately high, due to the pace of innovation and Increased competition, although market growth provides some
mitigation.

The risk is expected to rernain elevated for the next 12 months, due to the fevel of competitor activity being observed,
as well as continued Investment in educational technology.

Management actions

Risk velocity

1. The Group's Assessment & Qualifications and Virtual Learning businesses, as service busmesses ave a particular
focus on working in partnership with customers, including P owners, to ensure that thefr needs are being met,
resulting in high retention rates on the long-term contracts in place.

2. The Group invests in ernerging and maturing technologies to lead and respond to changes in market dynamics.
Examples include online proctoring and digital-first scoring in assessments and qualifications, and virtual reality
language learning in Mandly.

3. The Group’s strategy 1s to address fearners wherever they choose to learn, reducing relignce on fearners’ choosing
particular institutions. Direct to consumer offerings such as Mondly and Pearson- can be accessed via
smartphone by anyone, while the developing Workforce Skills division addresses learners in the workplace. This
cormnplements our existing businesses such as Higher Education and US Student Assessment where the Group is
introduced to learners through their college or schoo!.

4. Competitive analysis 1s undertaken to monitor and respond to competitive threals, with decentralised teams able
to mobilise quickly to maximise opportunities and manage risk
5. Subscription product faunchies, including Pearson+, improve the customer value proposition.

"We have identfied three big global opportunities and associated marketplaces:

- The rise in online and digital tocls for schoois and education
— The workforce skills gap

-— The growing need for accreditation and certification

edium - This is a strategic nsk associated with successfully selecting attractive global opportumtles and SElzmg them.
Pearson seeks to lead the shift to digital ways of \earnmg and consequentiy to maintain strong market positions.

— Substitutes
— Product differentiation
— Consumerlearning preferemces

The changes in the globa[ learning market over a four- year perlod are expected to be significant. The pace ofthese
changes is uncertain but could be rapid, espedially given the significant disruption and innovation since the spread of
COVID-19.
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Content and channel risk

Description Failure to select content and dehvery channels to convemently deliver anticipated learning, resulting in loss of sales.

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

The risk is expected to reman at a moderate level for the next 12 manths, given the cngoing proliferation of methods
for learners to choose for their learmng and, the funding still available for educatlonal technology businesses

\ncreasmg Use ofmteractlwty and multi-channel content, partrcularly on Pearson+ including by of ering podcast
content and videos (Pearson+ Channels).
2. Continuing focus on efficacy t¢ ensure that Pearson products and services help the learner achieve better
outcomes.
3. Actions to reduce piracy and to manage and enforce intellectual property rights.
777777777777777777777777777777777777777 4. Imvestment in acquisitions offering new methods for testing or delivering content.
Link to strategy Mar naging content and channel risk helps achieve our offermg of hlgh ~-quality, affordable products ‘which lead to better
access and outcomes.

Management actions

Risk tolerance Medium - This is a strategic risk and Pearson should be rewa rded for Succegsfuﬂy developmg and de!wermg products 7
and services that consumers value. Some risk is accepted to ensure the consumer remains at the centre of what we
e e do .............................................................................................................
Examples of risks Zintellectual property protection

— Methed of delivery
— Ba\ance of content creatlon arrd content purchased

Risk contagion
e responsibility nsks and on meeting customer expectations.
Risk velocity Due to longer-term contracts or the time requued for rnstructors or consumers themselves, 1o learn how to use the
new products and services, the impact of changes would have some short-term impact, but is more likely to be fully

fetr aver the fonger-term.

Customer expectations

Description Rising end-user expectations increase the need to offer differentiated value propaositions, risking margin pressure to
et e e €L thESE EXPECtations and potential loss of sales if not successful,

Movement and outlook The risk 1s still at a moderate level, with an expectation from consumers of an rr{&réasmgw hlgh quallty and engagmg
user experience.

The outlook is stmilar for the next 12 months, with expectations rising in line wath other mdustries

Management actions Consumer acnvnty is reviewed via a network of Campus Ambassadors as well as learner su rveys et promoter scores
and external reports.

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

The group's direct to consumer offerings of Mondly and Pearsan+ provide valuable insights about usage to help keep
pace with changing custamer expectations.

Our service businesses conduct regutar reviews with customers to ensure that their expectations are well understood
and met and where gaps arise, steps are taken to address these concerns.

Link to strategy Focus an direct to consumer will help to successfully meet customer expectations. Direct-to-consumer underping our
five business divisions,

Mediurm - This is a Srrateg|c risk and Pearson should be rewarded for successfully developing and delivering products
and services that caonsumers value, Some risk is accepted to ensure the consumer remains at the centre of what we

da.

Examples of risks —Customer experience S
— Data architecture and usage
— Accessibility

Risk contagion " Failure zdb’r’é&id’éé}i}éa;j'c'i?:;}-;'Ei'd'"s"e"ri/{ééé"r%}'é'é'f{ﬁg"c"u"s”tar'ﬁé?éibé’éiéi&b’ﬁéE’o‘i)i'd'éié'ci'iéﬁbé‘éi"r'éﬁijiéaan"and T

) responsibility rsks.

Risk v-élic;ti:lty T Typlcallyometothree years as Iong term contracts run off. T
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Risk continued

Portfolio change

Description Failure to effectively execute desired or required portfotio changes to promote scale or capabifity and increase focus
on key divisional and geographic markets, due 6 either execution failures or inability to secure transactions at
appropriate valuations.

‘Movement and outlook  The risk has increased in the last 12 months as the Group has made key strategic acquisitions such as Facthm,
Mandly and Credly, which have been integrated wittun the company, and with the forthcoming acquisition of PDRI due
to complete in M1 2023,

The nisk is expected (0 remain igh in the next 12 months as these transactions are executed and the integration of
recent acqmsmons continues.

Management actlons [ Investmem pJans Inc uded in straregxc plans alignmg requ\rements with dvisional structure
2. An experienced Corporate Finance team to execute transactions, supported by 2 dedicated post-deal Operations
team who oversee the integration and ensure that the required value is achveved.
3. PearsonVentures aHQws Pearson to take stakes in early funding rounds supperting growth thraugh innovation
le ed for the W|der Group

Risk tolerance Medium - The Group seeks to balance carefully the opportunity 1o achieve growth through mcreasmg capablllty and/
or scale with the execution risk of portfoho (hamge

Examples of risks — Idennfication of reqwrements
— Achreving value on acquisttions/disposals

— lntegration of acquis‘rn‘ons

Risk veloc|ty The speed of achieving the full benefits of an acquisition will vary depemdmg on the size and Scope ofthe acqu\s ition,
tut typically from six manths for a simple small acquisition to two years for a larger complex transaction.
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Reputation & responsibility

Description The risk of serious reputational harm rhrough fallure to meet obligations to key stakeholders. These include Iegal and

Movement and outlook The Group's aim is to operate ina h|gh|y reputable and respongble rmanner and 50 we intend to maintain strong
mitigations to reputation and responsibility risks. However, numerous threats exist including from those who seek to
do harm to the Group or to its customers, including nation-state actors, organised criminal rings, and ransomware
attackers, so constant wiglance is required.

The nisk is cansidered te be ar 1 moderate to Ligli level, increased sinice the tast year end due to the general increased
proliferation of cyber secunty and data privacy events and the businesses increasing online presence as well as the
carmplexity of navigating different regional regulatary envircnments.

The Group has continued to irmnplerment and follow proposals made by the company's advisers in relation to a
2018 cyber security incident in connection with its AIMSweb 1.0 software, which resulted in a settlement with

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

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

2. All staff are required to undertake training on educaticnal policy, hew to identify cyber threats and data privacy,
amongst other topics.

3. The Group makes significant investments to ensure high levels of IT resilience and to ensure it has tocls in place to
repei cyber threats and safeguard customer information.

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

S. Strong finandial controls are in place which are monitored by the contrals steering committee and compliance
tearms as well as local management.

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

timely mappgr,
Link to strategy Cur reputation and commitment to behavmg responsrbfy underpm our strategy to be a trusted par‘mer for
consumers, businesses and educators.

Risk tolerance Low - the Group seeks o be a h|g y trusted consumer Ieamlng brand.
our relationship with consumers today and in the future.

Examplesofnsks — Cornpllance thh Iaws and regulatlons
— Cyber security

— Data privacy

— Safeguarding

— Test failure

— Use of third partieg

Rlsk contaglon S|gn|’r“ca nt failtres in this area could increase Pearson's ca pa b|||ty and accreditation risks and weaken our pOS\tIOD "
e the competitive marketplace. L
Rlsk velocrty Reputarlonaf risks could impact within a six-month period.
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Risk continued

Changes in and accountability for principal risks

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

since 2021 are marked in the table:
Risks

Accountability

Change sin

ce 2021

Accreditation risk

Paltical and regu!atory

Chief Legal Officer and Divisional Presidents

NG

Capability risk

Busmess resilience

Ta!ent

Competmve marketplace rlsk

substitutes

Content and channel risk

Effective method of dehvery (podcast wdeo
test, in-person, orﬂme)

“Products and services - ef‘fectlve mvestment
inown and third- party content

Balance ‘of content creation v content purchased

Customer expectations risk

Data architecture and usage

Portfoho change risk

Integration of acquisitions

and Chief Strategy Ofﬁcer

Crief Executive Officer, Chief Financial Officer

Reputation and responsibility risk

- Cyber Secumy
Safeguardmg

Tesr falhure

Dats privacy

Use of third pames

Chief Information Officer

Chief Legal Officer and Divisional Presidents

Assessment & Qualifications, Engl sh Language Learning and
Workfor(e Skills DIVIS\Oﬂal Presndents

Chief Financia! Officer and Divisional Presidents
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Significant near-term and emerging risks

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

the previous year

Risks Description

Classification and change
Accountability since 2021

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

CoviD-19
affecting multiple Pearsen major markets appears tc be
subsiding. These markets appear to have high levels of
acquired immunity and the political desire for lockdowns
has reduced Consequently, while the risk remains 1S
High g\oba! inflation risks i mcreasmg  the cost of producmon
for Pearsan, which the Group rmay not be able to fully
Pdbs 01,

Recessmn Recession in global markets could put preSSure on school
enterprise and consumer budgets, reducing demand for
our products and services, This has particular potential to
negatively impact our English Language L earning and
Workforce Skills divisions, unless disruption in the labour
markel encourages more people to retrain.

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

Our Assessment & Gualifications and Virtual Learning
divisions typically benefit from long-term contracts, often
with state funding, and so are less likely to be affected in

-Dlsrupt\om a ports globa\ v an challenges or suppllers
may lead to business interruption if not fully planned for
and mltigated

Supply chain

Brazil could lead to significant one-off costs or benefits in
the near-term.

War in Ukraine
by numerous countries, and as a result the Group closed
i's Russian operations during 2022. Pearson's operations
in Ukratne are smali and so any related disruption would
be expected to have an immaterial impact an Group
sales, profits and cash. However, an escalation of the
conflict could fead to a material risk if extended beyond
those countries.

The risk of future long term COVID-19-related lackdowns  Chief Executive Officer
* Chief Financial Officer and  E

© ChiefExecutive Officer

The outcome of State Aid decisions and a potentla\ riskin Chief Financial Officer

This has resulréd lal sancttoms belng mposed om Ru55|a ChlefExecutlveOfﬁcer

Chief Legal Officer and Divisional Emerging risk No change.
Presidents

Significant near- term risk. No
change.

Nivisinnal Presidents

New emerging risk.

Chief Financial Officer and Emergmg ek e Change

Divistonal Presidents

ignificant near-term risk. No
change.

Emerging risk. No change.
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Risk continued

Risk assessment of prospects and viability

Corporate planning process

The Beard assessed the prospects of the cormpany using the
cormpany's long-range plan, reviewing going concern over the period
to 30 June 2024 and wiability to 31 December 202610 2021 a
five-year strategic plan was produced with financials, which was
revised and updated during 2022, to cover the remaining four-year
period, as the group focusses on executing its strategy. Pearson's
strategic planning process is discussed by the Board at least annually
and represents the time over which the company can reasonably
predict market dynamics and the impact of additions to the

product portfolio.

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

Going concern

Disclosures relanng ta the gomng concern process can be found in the
Director's repert on page 120.

Viability assessment approach and outputs

Base case long term plan

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

As 371 December 2022, the group had available liquidity of £1.4bn
comprising central cash balances and its undrawn $1.19bn Revolving
Credit Faclity (RCF)y which matures in December 2026, The RCF was
reduced ta $1 birllion in February 2023 and the same time the
documentation was updated to allow Pearson to request that the
facility be extended by a further year. The first of these options is
exercisable in Decernber 2023 and the model conservatively
assumes that only seven of the group’s eight banks agree to extend
the facility 1o February 2027, The model also assumes that the PDRI
acquisition completes in H1 2023, and downside scenarios
conservatively assume a further capital allocation outflow of £350m.

Severe but plausible downside model

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

Under the severe but plausible downside case, the company would
maintain comfortable hquidity headroom and sufficient headroom
against covenant requirements during the period under assessment.
That1s, even before modelling the mitigating effect of actions that
management would take if these downside nsks were to crystabse.
Such measures could include discretionary cost cutting measures,
refinancing debt, reducing dividends, reducing the size of the
thearetical capital outflow, and reducing Investment

Reverse stress test

A reverse stress test was modelled {0 detérmine the reduction in
adjusted operating profit versus the plan that would be required to
exhaust hguidity (as this was shown to require a lower profit
reduction than would be reguired to breach covenants). The
consequences of exhausting hquidity would mean that the Group
would no longer be able to senvce its debr,
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A reduction in adjusted operating profit of over £300m In each of the
four years of the model would be required, significantly more than
the severe but plausible model, before allowing for potential
mitigation strategies available.

Conclusion

Based on the results of these procedures, and considering the
company's strong balance sheet, the Directers have a reasenable
expectation that Pearson will be able to continue in operation and to
meet its liabilines as they fall due over the four-year period ending 31
December 2026, Further details of the Group's fiquidity are shown in
the Financial Review page 24.

Below are the inputs included in the severe but plausible scenaria

Accreditation Risk

— Risks associated with potential political and regulatory changes in
Schoel Assessments

— Risks associated with potential political and regulatory changes
Virtual Schools

-— Loss of Pearson Test of English recognition in Austrahia
Capability Risk

— Additional cosis to recruit teachers and students due to
market canditians

— Capability challenges in sales and technology reduce sales and
resultin increased costs
Competitive Marketplace

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

— Pearson Test of English declines due to lower immigration
— Compention from lower cost proctoring cfferings
Content 7 Channel Risk

— Additional costs to ensure accessible cantent
— Lass of sales due to paor charce af content and/ar channel

Customer Expectations

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

Portfolio Change
— Faifure to achieve anticipated acquisition synergies

Reputation and Responsibility

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

— Potential safeguarding incidents negatively impacung reputation
on an ongoing basis
Recession and inflation

— Potential for increased costs and lower sales because of a weak
Macro environment



Governance

Report

Board Governance

Directors’ remuneration report

Additional disclasures
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Chair's Letter

Image removed

“A focus on strategic clarity,
operational discipline and

sustainable success for the
benefit of all stakeholders.”

Dear shareholders,

Itis a pleasure to introduce our Governance Report for 2022, inmy
first year as Chair, | have drawn great confidence from the disciphned
approach to governance at Pearsan, and the high calibre of our
Board rmembers, Their expertise and integnty have helped to cement
our strong finanaial position in 2022 and to advance gur purpose: to
add Ife to a hfetime of learring.

Strategy and performance

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

A highlight of 2022 was the completion of the first year af Pearson+,
with 4.8 million registered users in that full calendar year, it 1s an
important milestone in our journey to realise a digital ecosystemn for
Iifelong learning. Developing cur workforce skills strategy has been
another priority for the Board in 2022, With more than 2,000
enterprise learning clients, it is the next big opportunty for Pearson
to suppart employers and employees through Assessment &
Qualfications, Workforce Skills, and English Language Learning.

The Board alse continued to reshape and refine Pearson's portfolio
in support of our strategy through both acquisitions and divestitures.
In 2022, we acquired consumer language learnming app Mondly, a
cornerstone of our direct to consumer approach in English Language
Learning - you can read more about this acquisition and the Board's
considerations in relatian to it on page 69. Anather consumer-
focused acquisition was the digital credentials platform Credly,
through which we are tapping into the vast and growing focus far
learners to be able to evidence their achievements and progress
through digital certification. Itis also valued by employers to
encourage skills development in their workierces and has issued
more than 50 million credentials, with some 70,000 new joiners a
week, Additanally, the Board oversaw the sale, through a number

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

The Board continued to pay close attention to maintaining a strong
financial position, which enabled us to increase the dividend in 2022,
in line with our progressive dividend policy. We were also able to
launch a £350m share buyback programme, while remaining well
placed to pursue strategic opportunities as they arase, such as the
annaouncement in December of our proposed acquisition of
Persannel Decisions Research Institute (PORI), which we look forward
1o completing subject to receiving the relevant clearances.

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

The Board's oversight of performance and risk is underpinned

by the excellent work of our Audit Committee, which you can read
more about on pages 80-87, Including @ number of strategic risk
deep dives and a particular focus on data privacy and cyber security,
as well as overseeing the important matter of our external audit
transition in 2022.

Sustainability, stakeholder engagement and culture
As the world's leading learning company, Pearson recognises its
enormous potential to make a positive Impact on people and the
planet, as outhned in our environmental. social and governance (ESG)
framewark, which you can learn maore about on page 30. The
Reputation & Responsibility Cornmittee has primary responsibility for
monitoring and Inputting into Pearson's sustainability strategy and
initiatives on behalf of the Board, with more on this described in the
Committeg's report starting on page 78,

Understanding the views and priorities of all our stakeholders 15 key
1o running a successful, sustainable company that meets the needs
of learners, educators, governments and employers, You can read
mare about the Board's engagement activities in the section
Understanding our stakefolders on page 67. The Board has engaged
extensively with our larger shareholders regarding Pearson's
proposed new Directors’ remuneration policy to be tabled to
shareholders at the 2023 AGM. More information on remuneration
and the Board's engagement work, through the Remuneraton
Committee, is included in the Directors’ remuneration report starting
on page 88,

Qur Employee Engagement Netwoerk remained a valuable forum for
the Board to hear employee views 1n Z022, supported by our Board
members Sherry Coutu and Annette Thomas. Read more about this
engagement, and plans for evolving the Board's engagement with the
workforce, an page 68. Promating a diverse and inclusive workforce
ervironment throughout Pearson remains a Board prionty and
relevant KPIs form part of the regular dashboard reviewed by the
Board. We have accelerated our progress on improving our
workforce diversity, but we also recognise there Is more to be done,

Talent development and succession planning are also ongoing
themes in the work of the Board and s Committees, and the Board
runs a Mentoring programme to support seniof talent. The Board
has been working with Al Bebo, Pearson’s Chief Human Resources
Officer, 1o assess our culture and employee engagement levels. Itis
also supporung the executive management team to drive a culture of
performance and accountabifity throughout the organisation, which
15 covered in more detail on page 65.



Board composition, succession and evaluation

As a Board, we pride ourselves on the diverse backgrounds,
perspertives and skill sets of our Dircctors, whose range ul exper Lise
includes digital and direct to consumer strategy and business
models, sustainability, education and workforce learning, and
leadership of global, complex orgamisations through periods of
transformanon and disruption, as well as, of course, financial
acumen. | am exated to contribute my own leadership expenence
from Twatter, Google and other tech businesses. You can read more
about the Board's skills and expenence on page 75.

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

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

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

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

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

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

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

As part of this, we have reviewed the remit of each Committee and
how we collaborate on organisation-wide topics, such as culture and
sustainability - more detail on the Board and Committees’
collaboration on ESG oversight is set out on page 66, as part of our
explanation of how the Board is kept wiformed on relevant matters.

Conclusion

I hope this report explains ctearly to you how Pearson is run and how
we dlign governance and our Board agenda with our strategic
direction. Shareholders are always welcome to put their questions or
feedback to us, either via our website (www.pearsenplc.com) or at
our AGM. Once again this year, shareholders will be able to join us
and vote at our AGM either in person or virtually. Details wilk be
included in the forthcoming AGM notice.

It only remains for me to thank our sharehoiders far their continuer
support and interest in this fantastic company. ft has been a privilege
to step into the role of Chair and | look forward to maintaining our
stakeholders' confidence as we seek 1o capture Pearson’s enormous
growth potential as a lifelong digital partner for learners everywhere

Omid Kordestani
Chair

Compliance with the UK Corporate

Governance Code

The principles set out in the UK Corporate Governance Code {the
‘Code’) emphasise the value of good corporate governance to
the long-term sustainable success of listed cornpanies. The
Pearson Board 1s responsible for ensuring that the Group has in
place appropriate frameworks to comply with the Code's
requirements. This governance report and the strategic report
set out how Pearson has applied the principles of the Code
throughout the year.

The Board believes that during 2022 the company was in full
compiiance with all applicable principles and provisions of the
Code, save that, as described last year, Pearson is not fully
compliant with Provision 36 of the Code on the basis that the
shares awarded under the Chief Executive's co-investment award
made in 2020 are subject to a post-vesting holding period until
31 December 2023, rather than the total vesting and holding
pericd of five years or more required by the Code. Further detail
is provided in the Directors’ remuneration report.
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Board of Directors

Leading the way

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

All Board rnembers have strong
leadership experience at global
businesses and institutions,
Our Board members’
biographies Wustrate the
contribution each Director
makes to the Board by way of
their individual experience

Key to Committees

©Q ~ucit

@ Nomination & Governance
@ Reputation & Responsibility
o Remuneration

O Committee Chair

Current nptable commitments
reflect other listed company
directorships and fuli-time cr
executive roles.

)

@
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Omid Kordestani

Andy Bird, CBE

Sally Johnson

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

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

First appainted to the Board
1 May 2020

Chief Executive Officer since
19 October 2020

Chief Financial Officer since
24 Apri) 2020

Skills and experience

Cmid is aninternational
businessman who serves onthe
boards of Klarna 8ank AB and Klarna
Holding AB and is a Council Member
for Balderton Capital. He was
Executive Chair of Twitter, Ing.
Letween Crtober 2015 and May
2020, and a Board Member until
October 2022. From August 2014 to
August 2015, Omid served as Senior
Vice President and Chief Business
Officer at Google and previously
from May 1999 to April 2009 as
Senior Vice President of Global Sales
and Business Development. From
1995 to 1999, Omid served as Vice
President of Business Oevelopment
at Netscape Communications
Corparation. Prior to jeining
Netscape Communications
Corporation, Omid held pasitions int
business development, product
management and marketing at The
300 Company, Go Corporation and
Hewlett-Packard Company.
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Andy has a long and distinguished
career spanning over 35 years

in the media industry, and he

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

Mostrecently, he spent 14 years
working for The Walt Disney
Company, joining the business as
President of Walt Disney
International in 2004 before being
appointed Chair in 2008. He held this
role for a decade, during which time
he transformed the organisation
into a digital-first, direct to consumer
business, focused on serving the
diverse needs of customers around
the world. in addition, Andy worked
to establish the icanic brand In
China, through the creation of
Disney English, teaching English
language to local families through
immersive learning experiences.
Prior ta Disney, Andy worked ina
number of senior positions at AOL
Time Warner, and spent the earlier
part of his career at Piccadifly
Radio, Virgin Broadcasting
Company, BSB Music Channel,

Big & Good Productions, and
Unique Broadcasting,

Sally joined Pearson in 2000 and has
held various finance and operations
roles across the business, hoth ata
corporate level and within the
divisions, including The Penguin
Group. She brings to the Board
extensive commercial and strategic
finance experience as well as
expertise in transformation,
treasury, tax, risk management,
business and financial operations,
investor relations and mergers

and acquisitions, She has held
various senior-level roles across
the business, most recentiy as
Deputy CFO of Pearsan. Sallyisa
member of the fnstitute of
Chartered Accountants in England
and Wales and trained at
Pricewaterhouseloopers.

She was also a Trustee for the
Pearson Pension Plan from
2012t02018.
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Sherry Coutu, CBE

Non-Executive Director
Aged 59

Esther Lee

Non-Executive Director
Aged 64

Linda Lorimer

Non-Executive Director
Aged 70

Graeme Pitkethly

Non-Executive Director
Aged 56

Appointment

Non-Executive Director since
1May 2019

Non-Executive Director since
1 February 2022

Non-Executive Director since
T uly 2013

Non-Executive Director since
1 May 2019

Skills and experience

Sherry is a seasoned non-executive
director with extensive pic
experiencein the financial services,
technology, and education sectors
where she has held numerous senior
leadership positions, including Chair,
Senior Independant Director, and
Chief Executive Gfficer. Prior to her
partfolio career, Sherry founded
several technology companies and
invested in 70 companies and five
venture capital firms,

Presently, Sherry serves as the Chair
of Workfinder, a technology start-up
specialisingin Al-based recruitment
services, and Raspberry Pi, a
computer company. Sherry’s
previous hon-executive director
experience includes the London
Stock Exchange Group ple, DCMS,
Zaopla ple, and RM plc. She has also
served on the Advisory Boards of
LinkedIn, the National Gallery, the
Royal Society, and NESTA.

Esthar brings significant experience
tothe Pearson Board through her
prior executive leadershiprolesin
developing customer strategies to
drive growth, global marketing and
branding; driving digital
transformation; and building
high-performance teams.

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

The Clorox Company where

she chairs the Nomination

& Governance Committee,

Current notable commitments

The Clorox Company
(Non- Executive Director)

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

Graeme is the Chief Financial Officer
and a Board member of Unilever. He
joined Unilever in 2002 and, priorto
his appointment as the CFO, was
responsible for its UK and Ireland
business. He also held a number of
senior financial and commercial
roles within Unilever and spent the
earlier part of his career in senior
corporate finance roles inthe
telecommunications industry,
Graeme served as Vice President of
Financial Planning and Vice President
of Corporate Development at FLAG
Telecom and started his career at
PricewaterhouseCoopers. Graeme is
a Vice Chair of the Task Force on
Climate-Related Financial
Disclosures, a Member of the
Strathclyde University Centre for
Sustainable Developmentandisa
Chartered Accountant.

Current notable commitments
Unilever plc (Chief Financial Officer)
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Tirn Score

Deputy Chair and Senior

Independent Director
Aged 62

Annette Thomas

Non-Executive Director

Aged 57

Lincoln Wallen

Non-Executive Director

Aged 62

Appointment

Naori-Executive Director
since 1 January 2015

Senior Independent Director
since 30 Aprif 2021

Deputy Chalr since 29 April 2022

Non-Executive Director
since 1 October 2021

Non-Executive Director
since 1)anuary 2016

Skills and experience

Tirm has extensive experfence of the
technology sector in both develaped
and emerging markets, having
served for 13 years as CFO af ARM
Holdings plc, the world's leading
semiconductor IP company. He isan
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 Non-Executive
Director of the Football Association,
and a Trustee of the Natianal
Theatre, Tim has garnered extensive
financial and listed company
experience during previous and
current positions. Be served on the
board of National Express Group plc
from 2005 to 2014, including time as
interim Chair and six years as 510.
Earlier in his career, Tim held senior
finance roles with Rebus Group,
Williarm Baird, LucasVarity plc and
BTR plc.

Current notable commitments

The British Land Company plc
{Chair}, Bridgepaint Group PLC
{Non-Executive Director)

Annette has a 25-year track record in
leading giobal publishing and data
analytics businesses, across
academic, educational and
consumer media verticals. Most
recently, she served as CEQ of
Guardian Media Group, 3 position
she held until june 2021. Prior to this,
Annette was CEO of the Web of
Science Group at Clarivate Analytics,
adata, analytics and software
business focused on research and
higher education. She has also
served as CEQ of Macmillan
Publishers and (ed the digital and
global transformation of Nature
Publishing Group.

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

as a Board member for Cambridge
University Press and Cambridge
Assessment (2019-2020).

She has also previously acted

as an advisor to Creative Commohs
and Bain Capital.
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Lincaln has extensive experience in
the technology and media
industries, and is currently CTO of
improbable, atechnology start-up
supplying next-generation cloud
hosting and networking services to
the video game industry, Lincoln was
CED of DWA Nova, a software-as-a-
service company spun out of
DreamWorks Animation Stugios in
Los Angeles, a position he hejd until
2017. He worked at DreamWaorks
Animation for nine years in a variety
of leadership rales including CTQ
and Head of Animation Technology.
He was formerly CTO at Electronic
Arts Mobile, leading their entry inte
the mobile gaming business
internationally. Lincolnis a
Non-Executive Director of the Smith
Institute for industrial Mathematics
and Systems Engineering, and Varjo,
amanufacturer of augmented,
virtual and mixed reality headsets
far professionals. His early career
involved 20 years of professional IT
and mathematics research, including
as a Reader in Computer Science

at Oxford.

Current notable commitments

imprabable
{Chief Technology Officer)



Board compasition

Gender Ethnicity!
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This data reflects Directors in office as at 31 Decernber 2022. To learn more about Board diversity, please see page 76. For diversity data in the format

prescribed by LR 9.8 6R(10), please see page 225.

1 Frhricity categoncs are based on the UKs Office for Natienal Statistics dassificaton

Independence of Directors

All of the Non-Executive Directors who served during 2022 were
considered by the Board to be independent for the purposes of the UK
Corporate Governance Code (the Code). The Board reviews the
independence of each of the Non-Executive Directors annually. This
includes reviewing their external appointments and any potential
conflicts of interest, as well as assessing their individual circumstances in
order to ensure that there are no relationships or matters likely to affect
their judgerment. In addition to this review, each of the Non-Executive
Directors is asked to provide confirmation of thewr independence on an
annual basis (as defined by the Sarbanes-Oxley Act, the New York Stock
Exchange (NYSE) listing rules and the Code).

In January 2024, Mr Score will reach nine years service on the Pearson
Board. Upon or in anticipation of attainment of nine years’ service by
any Non-Exacutive Director, the Board undertakes an assessment 1o
satisfy itself as to the continuing independence of that Director. The
Nomination & Gavernance Committee gave particular consideration to
Mr Scare’s independence in March 2023 ahead of proposing to
shargholders that he be re-appainted for a further year at the
forthcoming Annual General Meeting, recognising that he will reach nine
years' senvice during the coming year, if re-elected. tn doing so, the
Committee assessed the degree of objective judgement and
canstructive challenge demonstrated by Mr Score, and confirmed that
his skills, experience and knowledge contribute to productive Board
discussions, Accardingly, the Board is satisfied that Mr Score remains
independent, and that he continues to provide constructive challenge
and hold management to account

In accordance with the Code, Omid Kordestani was considered to be
independent upon his appaintment as Chair on 29 April 2022.

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

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

Key
Qinternal appointment
@ External appointrment
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Image removed

Image remaoved

Image removed

Tom ap Simon O

President - Higher
Education and Virtual

Ali Bebo @

Chief Human
Resources Officer

Tim Bozik ©

Interim Chief Product
Officer and Co-

Lynne Frank ®

Chief Marketing
Officer and Co-

Gio GiovannelliQ

President - English
Language Learning

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

Aged 61 Aged 56
Appointment

Joined Pearson 1 December
2004

Appointed to the PEM

1 April 2021

loined Pearsen 13 December
2021

Appointed to the PEM

13 December 2021

Joined Pearson 18 May 1998

Appointed ta the PEM
23May 2013

Joined Pearson 16 November
2020

Appointed to the PEM
16 Novemnber 2020

Joined Pearson 1 February
2014

Appointed to the PEM
1 April 2016

Skills and experience

Tomn has 19 years of
international business and
finance experience. At
Pearson, he has led the
Virtual Schoaols business,
worked in finance for

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

Aliis a senior executive with
over 25 years of experience
building culture for
transformative business
perfarmance acrass multiple
industries. Prior to joining
Pearsan, she was an officer
and CHRO for Hologic, Inc,, a
global medical technology
company. Prior to Hologic,
she held various HR
leadership roles with the
specialty retail company.
ANN INC. Ali earned her BAiIn
Pelitical Science from the
University of California,

Los Angeles.

Tim has more than 30 years
of extensive leadership
experience in higher
education products and the
busitiess of delivering them
at Pearson. Tim earned a
Bachelor's Degree from
the University of Notre
Dame and currently serves
on the Board of Directors
for the Association of
American Publishers.

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

in economics and business,
and a certificate in corporate
boarg governance from the
University of Califarnia, Las
Angeles (UCLA}.

Gio has aver 25 years of
international business
experience, including four
CEO roles in Brazil.

Previous board roles include
BOVESPA-listed Natura and
CVC Viagens, Glo graduated
from Bocconi University,
hoids an Ecanomics PhD
andg is an OPM graduate of
Harvard Business Schoal.

PEM Composition
Gender

Ethnicity’

L
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These figures reflect 1re executive tear excluding tne Company Secretany. “ne Chief Executve and Chiet Financlal Officer nave been excluded and are counted in * 1@ Board mMetncs on
page 59. For dversity data it the furmat prescribed by LR 9 8 6R(10). please see page 225

T Etqnicity categories are hased on the JK's Office for hanonal Statistics ¢ lassification
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Mike Howells @

President - Workforce

Skills
Aged 46

Sulaekha 'Sue’
Kolloru Barger ®

Chief Strategy Officer
Aged 47

Cinthia Nespoli ©

Chief Legal Officer

Aged 42

Art Valentine 0

President -
Assessment &
Qualifications
Aged 58

Marykay Wells ©

Chief information

Officer
Aged 60

Appointment

Joined Pearson 1 December
2020

Appointed to the PEM
1 December 2020

Joined Pearson 16 May 2022

Appointed to the PEM
16 May 2022

joined Pearson 1 February
2014

Appainted to the PEM
21 May 2020

Joined Pearson Z3 january
2006

Appointed to the PEM
1 February 2022

Joined Pearson 14 july 2014

Appointed t¢ the PEM
16 March 2022

Skills and experience

Mike has more than 20 years
of International business
experience. Previously, he
has worked in the British
diplomatic network and
the UK Foreign,
Commeonwealth and
Development Office. Mike
holds a Master's degree in
International Law from the
University of Nottingham
and an Anthropology
degree from University
College Londen.

Sue has more than 20 years
of global strategy and
corporate experience.
Previously, she held
engineering roles at
technology companies. Sue
holds an MBA from The
Wharton School at the
University of Pennsylvania
and a BSc in electrical
engineering from the
University of Ottawa in
Canada. She has served on
several non-profit boards
and cauncils facused on
diversity and STEM.

Cinthia has over 13 years of
international legal

and compliance experience.
Previously, she

held leadership roles in legal
and compliance

at multinational companies.
Cinthia was admitted to the
Brazilian bar in 2004 and
earned her law degree from
Pontificia Universidade
Catdlica de Campinas as well
as a post-graduate degree in
tax law from Pontificia
Universidade Catdlica de
Sdo Paulo.

Art has more than 30 years of
leadership experience in
assessments, testing, and
technology. Prior to his 16
years at Pearson serving as a
senior leader of Pearson VUE
and as Managing Director of
Pearsan Clinical Assessment,
Art worked at Praomissor,
which was acquired by
Pearson in 2006. Art earned
his MS in Mathematical
Science/Computer Science
from the University of North
Carolina Chapel Hill,

Marykay has over 30 years of
strategic planning and large,
global technolegy
transformation experience,
Prior to joining Pearson,
Marykay had ClO roles at
Naortel, Tekelec {acquired by
Oracle) and Extreme
Networks. Marykay holds a
BS degree in Computer
Information Science from
Clarkson University and is a
member of the organising
committee for the Accenture
Women's Summit, Salesforce
Advisory Board, Google
Leadership Advisory, and a
member of the Gartner
Research Board.

Nationality

External/Internal Appointment

Chart removed

1L

Chart removed
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Division of responsibilities

The Board

The Board has established four formal Committees. The Committees focus on their own areas of
expertise, enabling the Board meetings to focus on strategy, performance, leadership and people,
governance and risk, and stakeholder engagement, thereby making the best use of the Board's
time together as a whole. The Committee Chairs report to the fult Board at each Board meeting
following their sessions, ensuring a good communication flow while retaining the ability to escalate
items to the fuil Board’s agenda, if appropriate.

'S

v

5

!

Nomination &
Governance Committee

Reviews corporate governance
matters, including Code
compliance and Board
evaluation; considers the
appointment of new Directors,
Board experience and
diversity; and reviews Board
induction and succession
plans as well as wider
workforce engagement.

v

The Chairis primarily
responsible for the ieadership
of the Board and ensuring its
effectiveness. They ensure that
the Board upholds and
prorotes the highest
standards of corporate
governance, setting the
Board's agenda and
encouraging open,
constructive debate of all
agenda items for effective
decision-making. They regularly
meet the Chief Executive to
stay informed and prowide
advice. They also ensure that
shareholders’ views are
communicated to the Board.

i /7

e

Reputation &
Responsihility
Committee

Oversees our sustainability
and ESG framework, including
progress towards our
sustainable business strategy
commitrnents. Works to assess
and advance Pearson's
reputation with stakeholders,
including through the areas of
branding, culture, employee
engagement and values,

Chief Executive

The Chief Executive is
responsible for the operational
management of the busimess
and for the development

and implementation of the
company’s strategy, as
agreed by the Board and
management. They are
responsible for developing
operations, propoasals and
policies for approval by

the Board, they promote
Pearsan’s culiure and
standards, and they are

one of the key representatives
of the campany to 1its

external stakeholders,

v

Audit Committee

Appraises our financial
management and reporting
and assesses the integrity of
our accounting procedures
and financial controls. The
Cormnmittee also oversees risk,
compliance and internal audit,

Deputy Chair and
Senior Independent
Director

The Deputy Chair and

Senior Independent Director
supparts the Chair on Board
effectiveness and governance
matters. This rale includes
meeting regularly with the
Chair and Chief Executive to
discuss spealficissues, as
well as being available to
sharehalders generally, should
they have concerns that have
not been addressed through
the normal channels. The
Ceputy Chair and Senicr
Independent Director also
leads the evaluation of the
Chair on behalf of the

other Directors.

Pearson Executive
Management

The Pearson Executive
Management team Consists

of the Chief Executive and their
senior direct reports, They are
the executive leadership group
for Pearson and are responsible
for delering Pearson's
strategy under clearly defined
accountabilites and in line
with agreed governance

and processes.

Standing Committee

A Standing Committee of the
Board is establshed to approve
certain operational and ordinary
course of business items such
85 banking matters, guarantees
and intra-Group transactons,
They also make routine
approvals relating to employee
share plans. Additional authority
may be defegated on an ad-hoc
basis, e.g. to approve and

conclude corporate transactions.

Authorities and duties

The authorties and duties of
the Board and its Cormnmittees,
as well as the roles and
responsibilities of key individuals
on the Board, are clearly set out
1N writing, These documents are
reviewed and approved by the
Board on an annual basis and
are available on the company's
website (www.pearsonplc.comy,
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Remuneration
Commiittee

Determines the remuneration

and benefits of the
Executive Directors and
Oversees remuneraton

arrangements for the Pearson
Executive Management team,

as well as monitaring
remuneration policies for the
wider workforce.

Company Secretary

The Company Secretary
advises on governance matters
and compliance with Board
procedures. They are
responsible, under the
direction of the Chair, for
ensuring the Board receives
accurate, clear and high-quality
information, and has adequate
time and apprapnate
resources to function
effectively and efficiently.

They also support the Chair

in delivering the corporate
governance agenda, and
organise director induction,
training programmes and the
Board evaiuation process



Board activities

Th

The Board is deeply engaged in developing and measuring the
company's long-term strategy, performance, culture and values. We
believe that Board members provide a valuable and diverse set of
external perspectives and that rabust, open debate about significant
business issues brings an additional discipline to major decisions.

e role and business of the Board

The key responsibilities of the Board include:

overall leadership of the company and setting the
company’s values and standards, including menitaring
culture and diversity, equity and inclusion (DE&) initiatives

reviewing and determining the company's strategy.
including in relation to envirormental, social and
governance (ESG) matters, in consuitation with
managernent, assessing performance against the strategy
and overseeing management's execution of it

supenvising major changes to the companys carporate,
capital, management and control structures

approval of all trransactions or financial commitments in
excess of the authority limits delegated to the Chief
Executive and other executive management
assessment of management performance, Board and
executive succession planning and talent pipeline

effective engagement with key stakeholders

Board meeting focus during 2022

Strategic planning and decision-making

The Board spends considerable time assessing whether any
proposed action akgns with the strategy and future direction of the
business, while taking into consideration sustainability and impact on
our stakeholders, In addition, the Board regularly holds strategy
discussions, whether in relation to the specific strategies of Pearson’s
five business divisions or the vision and wider strategy of the
company as a whole, both of which enhance the Board's decision-
making in shaping the company’s strategic and financial plans.

The Board and Comimittees receive timely, regular and necessary
financial, management and other information to discharge their
duties. Comprehensive papers are circulated to Board and
Committee members approximately one week in advance of each
meeting. The Board receives a regular perfarmance dashboard and
key milestones report, together with updates from the Chief
Executive and Chief Financial Officer. In addition to meeting papers, a
library of current and tustorical corporate information is made
available to Directors to support the Board's decision-making
process. For itemns that require significant consideration and review
in advance of a decision, such as the portfolio changes during 2022
in support of company strategy, the Board's discussions can take
place over a number of sessions.

Leadership & peopie

Governance & nisk

Shareholder engagement

Strategy Performance

— QOngoing digital — 2021 preliminary results
transformation and annual report

— Direct to consumer and accounts
strategy — 2022 gperating plan

— Pearson+ performance, including
performance interim results and

trading updates

— Regular dashboard and
milestone reparts

Implementation of
Group strategy

Oversight of o i
Four-Year Strategic — Continuing review
Plan and approval of of forecasts

2023 annual — Final and interim
operating plan dividend proposals

M&A pipeline and
post-acquisition
reviews, as well as
consideration,
approval and regular
updates of major
transactions

Enterprise and
ecosystem strategic
update

Data strategy

— Talent review, pipeline
development and
succession planning

— Culture

— DE&linitiatives

— Emplaoyee
Engagement Network

engagement and
feedback

— Employee survey
assessments

— Purpose, vision,
mission and values

— Workforce learming
and development

Legal and regulatory
governance compliance

Data privacy and cyber
security matters

Board and Committees’
effectiveness evaluation

Regular review and
annuat confirmation of
conflicts of interest

Approval of Committees’
terms of reference

Approval of dwvision

of responsibilities
between Charr,

Deputy Chair and Senior
Independent Director,
and Chief Executive

Risk managernent
report

— investor relations
strategy, updates, and
share price
verformance

— Shareholder issues
and voting

— AGM and related
shareholder interactions

— Feedback from Board
member meetings with
shareholders

— Major shareholders and
share register analysis
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Board activities continued

The Directors recognise their duties towards the shareholders

and other stakehalders as set out in Section 172 of the Companies
ACE 2006, and a cortinued understanding of the key issues affecting
stakeholders is an integral part of the Board's deaision-making
process. You can read maore on pages 67-69 about how the Board
engages with stakeholders and takes their views into account when
making deqisions.

Portfolio changes

The Board receves regular updates on portfolio and corporate
finance activities throughout the year, including regular updates on
live transactions (disposals, acquisitions and corporate joint venture
activity) and outputs of penodic portfolio reviews. These updates can
take the form of presenting key summaries of informanon in Board
packs, or oral updates on key matters. These discussions are typically
led by executive and divisicnal management, supported by the
Corporate Development team and, where necessary, external
advisers, Subsequently, once portfolio transactions have closed, the
Board is also kept informed of the integration or transition progress.
including post-acquisition reviews conducted to assess transaciion
success and any learnings to be taken for future projects. In 2022,
such portfolio updates included the significant acquisitions of Credly,
and Mondly (which you can read more about on page 69) and,
subject to closing, PORI, as well as a review of potential pipeline
opportunities and the disposal, across several transacuans, of our
international courseware local publishing businesses.

Board meetings

The Board held six scheduled meetings in 2022, with discussions and
debates focusing on the ongoing implerentation and execution of
the strategy, as well as other key strategic issues facing the company.
Major items covered by the Board in 2022 are shown in the table on
page 63. In addition to its scheduled meetings, the Board convenes
as necessary to consider matters of a ume-sensitive nature. In 2022,
the Board also miet on a number of additional occasions to consider
the unsolicited approaches by Apollo Global Management. The Board
welcomed the opportunity In 2022 to return to a fuller schedule of
in-person meetings but, following its experiences during the
pandemic, also continued to operate effectively In a virtual
enviranment where needed.

Reflecting on the level and quality of engagement by the Board in
2022, the Board is satisfied that each Director contnbuted to Board
discussions and demonstrated sufficient commitment (0 be able to
meet their responsibilies. As shown in the table below, each of the
Non-Executive Directars attended all scheduled Board meetings
during 2022. in addition, the Nomination & Governance Comymittee
confirmed in its annual assessment that each Director demonstrates
the reguisite level of commitment and cantribution in accordance
with Principle H and Provision 18 of the Code.

Board attendance

Directors are expected ta attend all Board and Committee meetings,
butin certain exceptional circumstances, such as pre-existing
business or personal commitrments, it1s recognised that Directors
may be unable to attend. In these circumstances, the Directors
receive relevant papers and, where possible, will commuricate any
comments and gbservations in advance of the meeting for raising as
appropriate during the meeting. They are updated on any
developments after the meeting by the Chair of the Board or
Comrnittee, 3s appropriate

Individuals’ attendance at Board and Committee meetings 1s
considered as part of the formal review of their performance. There
was a high level of attendance by the Directors at Soard and
Committee meetings 1n 2022, as shown in the table to the nght and
in the Comrmittee reports that follow.
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Directors’ commitments and conflicts of interest

Under the Companies Act 2008 (the 'Act’), the Directors have a
statutory duty to avoid conflicts of interest with the company. The
company's Articles of Association allow the Directors to authorise
ronflicts of interest. The company has an established procedure to
identify actual and potential conflicts of interest, including ali
directorships or ather appointments to, or relationships with,
companies that are nat part of the Pearson Group and which could
give rise to actual or potential confiicts of interest. Additionally, in
response to Provision 15 of the UK Corporate Governance Code,
Pearson has developed internal guidance to be taken into account
when considering changes to a Director's commitments, or when
appointing a new Director, as well as formalising the Board approval
process for such matters

Once notified to the company, any potential conflicts and
commitments are considered for authorisation by the Board at its
next scheduled meeting or, where necessary in the interests of
tirmeliness, by a committee comprising the Charr, Senior Independent
Director and Company Secretary. In particular, the Board or
cormmittee considers the type of roie, expected time commitment
and any impact this may have on the Director's duties to Pearson, as
well as any relationships between Pearson and the external
arganisation. The interested Director is not permitted to vote on, or
be counted in the quorum for, any resolution relating to their
commitments, conflict or potential conflict. The Board reviews any
authorisations granted on an annual basis

When making new appointments in 2022, the Board considered
other dernands on Directors’ time, Esther Lee's existiing commitrnent
as Nan-Executive Director and Chair of the Nomination &
Governance Committee at The Clorox Comparty, a NYSE-listed
manufacturing company with a global portfolio, was considered as
part of her appointment process. The Board agreed that Esther's
existing commitment would not have a negative impact on her ability
1o contribute to Pearson

Omid Kordestani's existing commitrments were considered as part
of his appointment process. The Board was of the opinion that
Omid's additional notable commitment as a Board Member of
Twitter, Inc. was acceptable as there were no conflicts perceved,
and that his exsting cormmitments would not prevent Qmid from
giving the time and attention that his role as the Chair of the Pearson
Board would require

The Board believes that the experience gained by Directors through
therr other commitments brings valuable perspectives to the
Pearson Board.

Scheduled meetings attended

Chair e
Grd Kordestan! 4/4
Sdney Taacer T 33
Executive Directors o
ANy BT e 2B
Sally Johnson 6/6

Non-Executive Directors
SheryCouny

Estherlee’
Lmda Loﬂme_r__

Graeme Pitk-e'-th‘

Lincaln wallen 7 ) T e

Orrid Kordestam yoined the Board as a hon-Executive Direcior on 1 march 2022
dand becarre tre Char ari 29 April 2022

_ Sudney Taurel resigned frorm the Board on 29 April 2022
Esther Lee joined the Board on 1 February 2072,

w



How the Board is kept informed

The application of our Board and governance processes ensures that our Directors receive
accurate, timely and clear information from a range of sources. This allows Lhe Board and
Committees to monitor and provide feedback on matters of importance, as well as to make
informed decisions in the best interests of the company and its stakeholders,

Talent and culture

Ensuring that we have both a talented, engaged workforce that

15 focused on delivering our strategy and an inclusive organisational
culture that enables and encourages that delivery, is critical ta
Pearson's sucCess, During the past year, the Board and executive
team have led our focus on making sure Pearson offers a culture and
environment that is inclusive and high-performing, and in which our
people can leverage their strengths. We track Group-wide progress
by our ‘Culture of engagement and inclusion’ non-financial KPI {see
page 18 for more detalils on our KPIs).

Inearly 2022, Pearson launched its new purpose, vision, mission and
values (set out on page 2), and the Board was instrumental in their
development. The adoption of our new values by our empioyees

is a key step in developing our culture to support our strategic vision,
particularly in driving a culture of performance. Qur 2022 'People

of Pearson’ campaign featured diverse employees throughout

our global workforce, showing how they bring our culture and

values to life.

Recognising the glabal need for learning, relearning and upskiliing at
the heart of our business, our Learning at Work programme provides
an all-employee opportunity to build 2 more inclusive fearning culture
across Pearson, alongside a continued drive for high performance.
This programme is built arcund Pearson's capabilitres framework,
which the Board and Executive team believe closely matches the
knowledge, skills, mindset and experiences that will enable our
peopie to drive Pearson's evolution. Recent medules include
engagement, being customer- and consurner-driven, and strategy,
planning and value.

The Board manitors culture and arganisarional health together with
its Committees, and receives regular updates from the Chief
Executive and Chief Human Resources Officer. In addition to tracking
culture as a non-financial KP, the Board monitors other Group-wida
initiatives that underpin our culture (see table below for examples).

During 2022, the Reputation & Responsihility Committee expanded
its remit to include oversight of culture and employee engagement,
increasing the Board-level focus on these matters. The Chief Human
Resaurces Officer is a frequent attendee at Board meetings, as well
as a standing attendee at the Reputation & Responsibility,
Rermuneration, and Nomination & Governance Committees, Her
attendance and contributions, together with the Board's own direct
engagement with the warkforce, ensure that our Directors are
attuned to our culture and ernployee-related considerations through
multiple lenses, including in strategic decision-making (see our Case
study on page §9), and in conducting their business more broadly.

During the year, the Board and Reputation & Responsibility
Committee considerad reflections and insights from the Chief
Human Resources Officer following her first few months post
appointment. Focus areas included cultural themes and principles
that will underpin successful navigation of Pearson's next phase, and
attributes that are proven to predict performance, accelerate growth
and increase the velocity of innovation - key to instil and hane
throughout the company. The Board also has a particular focus on
the current and future leaders of Pearson, including our talent
pipeline for ieadership and other pivotal roles, and we conducted our
annual deep dive into talent and succession planning in December
2022. Read more on page 75.

Read maore about how we empower our people to make a difference
on page 33,

Board level

Culiural inchcarar How IL IS Oversean respansihility
Employee The Board ensures engagement through multiple channels, including the new Pearsen Engagement Survey in
engagement 2022 (the results of which were discussed by the Reputation & Responsitility Committee), our Employee FEN
77777777777777777777777 nd town hall sessions, Read more o page 68.
Code of conduct ormmittes is briefed on our annual Code of Conduct programme mduding development of the o
and training code, completion rates, training and certification methods. Certification of the code 1s mandatory and we

achieved a 100% employee completion rate in 2022, We also have mandatory training for all employees on
77777777777777777777777 cyber security and data privacy, and targeted training for employees in certain roles, divisions or geographies,
Compliance, The Chief Compliance Officer reports to the Audit Committee at every meeting cn new and ongoing °
including Invesogations, including matters raised through our SpeakUp process. The Audit Committee considers the
whistleblowing programme’s effectiveness annually, including peer benchmarking, The Audit Committee Chair ensures the
and investigations  Board has wisibility of matters of note. The Board s free to request further information 10 support its oversight.
Internal audit Insights into elements impacting cur culture and cultural behaviours are prowded where necessary by internal o
audit to the Audit Committee as part of the findings and recommendationsinitsreports. .~~~ 7
Heaith and safety  The Reputanon & Responswblhty Comrmittee receives an annual H&S report, so Directors can monitor the key @
H&S) strands of our H&S framework, including: oversight of how Pearson is enabled through awareness,

competency, resources and guidance to allow for agile and effective management of H&S risk, while aiso
o receiving comfort that we have controls for compliance and assurance purposes.
Remuneration The Remuneration Committee monitors the wider Employee Reward framework, including incentive targer o
practices and setting for group plans, fair pay analysis, Chief Executive pay ratios and aiignment of Directors’ pension
rewarding the contribution to the workforce. It also oversees integration of ESG measures into incentive targets. This suite
workforce of actmty provides insights into the roles that remuneration and setoing performance goals play in promoting

the right behaviours, particularly in driving a culture of performance, and how incentives and rewards align
_______________________ with culture o
Talent attraction The Chief Human Resources Officer regularly updates the Remuneration Cormmittee on talent considerations, o

and retention

including trends on recruitment, retention and staff turnover. Talent attraction and retention plays into our

ability to execute our strategy, so it Is considered in strategic discussians by the Board and executive team.
Recognising the importance of our people, Talent is a sub-category of our principal sk, Capability. Read more

about our risk management approach starting on page 43.

The Board hds a Strong interest in all areds relating to Pearson's talent and culture, and may choose to spend additional time considening the cuttural indicators shown in the table, and

cthers, over and abave the input provided by our Committees
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How the Board is kept informed continued

Sustainability

Pearson has a strong governance structure through which the Board and its Committees monitor and oversee the company's ESG framewaork,

The company's ESG framework inciudes three pilfars: driving learning for everyane with our products, empowering our peaple to make a difference,
and leading responsibly for a better planet. These pillars represent the areas where Pearson can make the biggest positive impact and where our
responsibilities he towards society and the emaronment,

The Board's ESG governance structure
indicative ESG duties falling within remits of Board Committees

Board

Reputation &

Responsibility Audit Committee
Committee
— Overseeing — Integrity and assurance
sustainability strategy of ESG data, reporting
— Overseeing matters and metrics
relating to non-financial — Strategic risk
KPls through the managemant
products, people and

" — Compliance elements
planet pillars of 'governance’ strand
— ESG regulatory of ESG
landscape and
external reparting

Nomingtion &

Remu ne_ration Governance
Committee Committee
— Considerations relating — Ensuring requisite
to incorporation of ESG strengh aof ESG
metrics within expertise cn Board
remuneration — Corparate governance
frarmeworks elements of ESG

— Performance against

ESG metncs to support
remuneratian decsions

The Reputation and Responsibility Committee (RRC) leads the Board's
oversight of ESG matters

Given the breadth of topics that feed into our sustainable business
pillars, as well as the fast mowing and increasingly complex external
landscape around these matters, a review was underiaken in 2022 to
ansure the Board's overall governance framework for ESG remained
fit for purpose. In particuler, the following steps were undertaken:

we revised the terms of reference of the RRC to reflect Pearson’s
sustainable business strategy and to ackrnowledge the RRCs role
with respect to the requirements of the external SG landscape

we formally included employee engagement matters in the RRC's
remit, alongside culture, with a particular emphasis on diversity
and high-performance

we further codified the ESG duties of the other Commuttees,
such as the Audit Committee’s role in overseeing the
integrity and assurance of ESG data, reporting and metrics,
and the Remuneration Committee’s considerations around
incerporation of, and performance against, ESG metrics

in reruneration decisions

Inorder to support alignment in approach and nformation
sharing across all Committees, Annette Thomas, Non-Executive
Director, was appomnted to the Remuneration Committee, in
addition to her existing mernbership of the RRC and Nomination
& Governance Committee
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— we held a dedicated session for the Remuneration Cornmittee on
the topic of Pearson’s sustainability strategy, to ensure that it was
fully apprised of key matters in this space as it began work on the
new Directors’ remuneraton policy. The session was led by the
Chief Legal Officer and VP - Sustainability, with the Chair of the
RRC, Linda Lorimer, also in attendance.

The graphic above lustrates how the Committees work together to
support the Board In overseeing sustainability at Pearson,

In addition to the specific actions noted above, during the year the
Board and 1ts Committees discussed and monitared a vanety of
other topics pertinent to Pearsar's sustainable business strategy.
These included:

— manitoring the performance of Pearson+ and considering the
next steps for its expansion, in support of our ams to extend our
digital content offering, reach and accessibifity

— continued aversight of data privacy and cyber securnity matters by
the Audit Committee. This included monitonng management's
implementation of actions that were recommended as part of a
review of Pearson's privacy and secunty programme,
commissioned by the Board in 2021

— discussion and endorsement of talent, culure and employee
engagernent Initiatives, as set out on pages 65-68.

You can read more on the sustainability matters covered during 2022
throughout this Governange Report, in particutar in the RRC's report
on pages 78-79,




Understanding our stakeholders

As required by the UK Cerporate Governance Code, the Baard
ensures Pearson engages effectively with, and encourages
participation from, its key stakeholders, The Board maintains its
oversight through s variety of direct and indirect mechanisms,
and the Reputation & Responsibility Committee monitors our
stakeholder engagement framework.

The Board recognises that stakeholder views are integral to
decision-making and setting the company’s strategy. More
information on Pearson's key stakeholders, including the
outcomes of pur engagement throughout 2022, is in the
strategic report on pages 26-29. Further information on how
the Directors discharge their duties under Section 172 of the
Cormpanies Act 2006, 15 on page 29.

Engagement in 2022

Throughout the year, the Board ensured that it was kept informed of
stakeholder views, concerns, and commentary, through engagement,
bath direct and indirect, physical and virtual. This engagement took
place through a variety of ways, Including in-person and virtual
meetings, reports and presentations at Board or Committee
meetings, feedback from members of the executive management
team and other employee groups, and interactions with different
functions, teams and adwisers, both inside and outside Pearson, The
use of digital technology allowed for broader engagement, helping to
ensure that stakeholders retained a voice within the Boardroom.

A key factor in any decision-making is listering to and considering the
interests of stakeholders. We have set out below examples of the key
employee and shareholder engagement activities undertaken by the
Board and by individual Directors over 2022. A detailed review of our
acquisition of Mondly, and how it relates to our stakeholders and
Pearson's long-term success, is on page 69,

A strong understanding of all our stakeholders and their perspectives
is integral to our strategic planning and operational delivery. Our
Board strategy sessions are informed by the views and needs of our
eight stakeholder groups: consumers, educational institutions and
educators, employers, business partners and institutions, government
and regulators, employees, shareholders, and our communities.

Shareholders

Shareholders are a key consideration in the Board's decision-making.
As the world emerged from the pandemic, we have once more
focused on driving shareholder engagement through in-person
meetings and events, while also using digital technology to reach a
wider base of shareholders.

Ihe Board is committed to fostering shareholder engagement by
making it easier for all types of shareholders to attend annual general
meetings (AGMs), recognising that they represent an opporturity for
shareholders to interact with the Board and share their views,
concerns, and feedback. In 2022, we held our first hybrid AGM, with
sharehoiders able to attend the meeting in person or virtually. The
digital technology adopted by Pearson also allowed shareholders to
vote and ask questions to the Board, both in-person and online.

We believe that the hybrid approach enables a broader cross-section
of our shareholders to participate in general meetings. Reflecting on
the positive experience of our AGM arrangements in 2022, we will
again be holding a hybrid AGM in 2023, and look forward to
welcoming our shareholders. Further details will be shared in our
notce of the 2023 AGM.

The Board ensured a continued shareholder dialogue throughout
the year. In accordance with the UK Corporate Governance Cade, we
engaged with sharehoiders following a significant minority vote
against our Directors’ remuneration report at our 2022 AGM and
reparted back to the market on the major themes discussed. The
Remuneration Committee completed a comprehensive review of
Pearson's executive remuneration framework ahead of the renewal
of the Directors’ remuneration policy at the 2023 AGM, in line with
the normal three-year cycle in the UK. As part of this process, the
Committee engaged extensively with many of its larger shareholders
and proxy agencies, and held virtual or in-person meetings with a
significant proportion of those it approached. Further information on
the Directors’ remuneration policy, and shareholder engagement
after our 2022 AGM, is on pages 88-91.

Shareholder engagement at a glance

Qver 2022, our Chief Executive, Chief Financial Officer and
Divisional Presidents, as well our investor relations team,
participated in meetngs, conferences, roadshows and events
across the world. This concluded with an intensive Q4 roadshow
with outreach to over 350 investors and conference participation
across the US, Europe and the UK

Over Over

370 with 190

meetings institutions
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Understanding our stakeholders continued

Employees

The Reputation & Responsibility Committee leads on employee
engagement and its evolution on behalf of the Board. The Board
recognises that our employees are one of our most important assets
and are integral to our business and is commitied to strengthening
their voice. Examples of how the Board engaged with employees in
202210 ensure that they are listened to, supported and rewarded,
are illustrated below.

Employee Engagement Network

Our Ermployee Engagement Netwark (EEN) acted as a feedback
rmechanism, enabling the Board to hear directly from employees.
Representing the voice of our employees, the EEN consisted of a
selected group of active listeners, good comrmunicators, and solid
employee ambassadors across the company and in key geographies
These indwiduals included diverse genders, ethnicity groups,
geographies, ages and tenures.

In 2022, the EEN welcomed Annette Thomas as a regular attendee
alongside Sherry Coutu, increasing Non-Executive Director
participation in the EEN.

Between November 2021 and December 2022, our second cohort of
EEN members held five meetings focused on innovation, systems
and processes, reward and recognition, structure and change, and
cross-collaboration, Each meeting was structured to ensure that any
views or feedback on key topics raised by employees could be
passed on to the Board in advance, allowing each Director ta review
ermployee input ahead of Board meetings and consider it in their
decision-making. Fallowing EEN meetings, the Board received an
update on any discussions that had taken place, such as the
network’s collective feedback and several thernes that arose as part
of thair discussion about reward and recognition.

The Board was also supportive of executive management receiving
regular feedback from the network. in many cases, this feedback
helped reaffirm the case for action in areas that were already being
improved, such as the simplification of staff onboarding and user
experience of internal systems. With the support of the network,
approval escalation for many routine requests has been removed,
reducing an administrative barner for employees and

ther managers.

Locking ahead, the Board believes there is an opportunity to evolve
its approach to employee engagement to enstire we continue to be
inclusive, authentic and representative of our diverse employee base,
The Board has endorsed & wider programme of engagement
activities with employees to be rolled out in 2023, which will
complement existing executive employee engagement and expand
opportunities for direct engagement by Non-Executive Directors, This
programme will Inciude in-person, structured listening sessions, as
well as informal site visits at Pearson locations and virtual events.
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Town halls

Throughout 2022, the Chief Executive, Chief Financial Officer and
the executive management team held town hall meetings, which
Pearson employees were invited to attend. These discussions took
place at significant points In the year, such as following key financial
results announcements,

Surveys

In 2022, we launched a new approach to engagement, Including our
new Pearson engagement survey. We partnered with Galiup and
used their (12 survey questions and supperiing resgurces. We
collected actionable feedback at the manager level and benchmarked
ourselves against 12 item areas proven to power engagement. We
heard from over 14,000 employees - an increase In the overall
response rate compared to previous engagement surveys, The
Reputaton and Responsibility Committee received a detalled update
on the survey results, including additional insights on the culture of
inclusion, coaching effectiveness, and upskiling, which were also
discussed at Board level. Further information on the outcemes of the
Pearson engagement survey is on page 33

Image removed




Our Board's decision-making in action
Acquisition of Mondly

This case study on our acquisition of Mondly, which was announced
In April 2022, llustrates how the Directors considered the various
aspects of their statutory duties in making the dedisions related to
the acquisition and its implications for stakeholders. This case study
should be read in conjunction with the Directors’ duties statement on
page 29.

Mondly offers consumers high-quality learning in English and 40
other languages through its app, website, and its virtusl reality and
augmented reality products. It delivers language courses for personal
and professional learning in a combination of more than 1,300
language pairs alongside enterprise solutions and an award-winning
app that helps children learn languages.

Mondly was Pearsons first major acquisition in the English Language
Learning (ELL) division since the implementation of the new divisional
structure, and is integral to its growth plans. The Board paid
particular attention in its decrsion-making to assessing the strategic
rationale, integration plans, and synergies to ensure these were
ropust, clear and achievable. The Board was of the view that Mondly's
technological capability and user experience, combined with the
growing direct to consumer language learning market, could provide
an engine for future growth of the ELL division based on a successful
platform that was well-regarded in the market and had begun ta
scale while maintaining profitability.

Alongside these considerations, the modulansed, application-based
nature of Mondly's products had the potential to integrate with
Pearson~ The Board understood that Mondly represented a
potential avenue to link together ELL's assessment capability and
world-class content through a new channel, as well as noting
potential synergies across the portfolio, such as offering the
opportunity to bundle language learning with upskilling and reskilling
products through Pearson's Workforce Skills division. The Board was
positive about how these potential synergies could play an important
role in Pearson's continued commitment to serve the lifelong
learning needs of people arcund the world.

When considering this acquisition, the Board received detailed
updates fram management {with input from specialists within the
business and external advisers) setting out the strategic rationale,
anticipated commerdial synergies, due diligence findings, valuation
and returns analysis, stakehalder considerations, structuring
considerations, risks and detailed post-acquisition integration plans.

The Board noted how the broader Pearson organisation could
support Mondly In eptimising its content for Pearson’s target
audience of lifelong tearners. This was balanced against key risks,
such as the difficulty of profitably scaling a direct to consumer
proposition and the cultural and operational challenges of post-
acquisition integration. Overall, the Board considered Maondly to be
an attractive acguisition cpportunity, underpinned by its
management, the skills and transformational potential of the Mondly
team, and strang market fundamentals.

Throughout the decdision-making process, the Board considered how
the acguisition could accelerate the company's strategy and how the
expertise acquired as a result of the acquisition would benefit
Pearscn stakeholders, all while ensuring that the acquisition was
financially viable. The Board was mindful that this acquisition could
promote sustainable economic growth and inclusively support
learners in their language (earning journey. In its decision-making, the
Board considered Pearsan's key stakeholders in the following ways.

M&NAd|ly LANGUAGES

by Pearson

Consumers

QOur strong direct to consumer ambitions put consumers at the heart
of our strategic decisions. Mondly’s mission is to build bridges
between people and cultures by making language tearning fun and
easy through technological Innovation, The ambition to bring people
together sits at the core of Mondly's work. Furthermore, it
strengthens Pearson’s commitment to its purpose of addingiife to a
lifetime of learning, offering learners new experiences and powerful
ways to immerse them in a new language, including, in the long term,
Lhrough its AR and VR capabilities. As part of its decision-making, the
Board noted the broader appeal of develeping transierable skills,
including foreign language fluency, which can boost employability
and success in life.

Communities

Mendly presented the cpportunity to reach learners of all languages
across the world by providing a go-to solution for both adults and
children. In the Board's view, Pearson could play an impertant role in
upscaling content by leveraging its existing capabilities, excelient
content, and network of customers and consumers to enhance the
Mondly offering. This could benefit learrers at all stages of their
language learning jeurney - from beginner to advanced - using
different features to make learning fun, engaging and accessible for
users from a wide spectrum of sociceconormic circumstances and
backgrounds globally.

Employees

Pearson and Mondly's communications and HR teams worked closely
to form an acquisition communications plan for employees and
customers. For example, Pearson employees heard directly from the
Chief Executive about how Mondly aligned with the company’s
strategy, particularly in the ELL space.

The Board viewed people and talent integration as crucial for this
acguisition, noting that it was imperative to retain Mondly employees,
and to maintain their customer-centric approach. In particular, the
Board considered various initiatives to retain the skill set of Mondly
employees, acknowledging that some of Pearson's existing employee
base might need to pivat their skill set and approach to support the
speed and growth of Mondly and to develop into & multi language
learning business.

Considering the relatively small size of its team, the Directors were
also aware of minimising the strain of integration on Mandly. They
ware keen to ensure appropriate acguisition speed and to prepare
for a muttiyear gradual and disciplined approach to reach full
integration of Mondly into Pearson, while also remaining mindful of
Maondly's obligations once part of the Pearson group.

Employers

MandlyWORKS, the language learning solution for businesses offered
by Mondly, provided the opportunity for Pearson to strengthen
Mondly's appeal by leveraging existing content and assessrent
solunons. The Directors alkso noted that Mondly's solutions would be
a strong addition to Pearson’s existing language learning products for
corporate customers, The Board considered MondlyWORKS to be
capable of offering commercial synergy opportunities that would
benefit employers through sophisticated language learning content.

Shareholders

In considering the acquisition, the Board paid particular attention to,
among other factors, commercial and revenue synergies, integration
and employee retention costs, the potential financial returns on
nvestment and the risks involved, the structure of the transaction,
and whether the commercial terms of the acquisition werein the
interests of shareholders as a whole. The Directors agreed that the
acquisition had the potential to be transformative for the ELL division
and could gradually strengthen Pearson’s offering in the Workforce
Skills area and Pearson+, highlighting the already strong returns
profile of Mondly.

Annual report and accounts 2022 Pearson plc 69



Directors' induction

On joining the Board, each Director completes a bespoke induction
programme that is guided by the Chair or Deputy Chair and Senior
Independent Director, supported by the Company Secretary, and
overseen by the Nomination & Governance Committee. Every
programme builds on the particular skill set, attributes, and
background of the joining Director, their interests in Board or
Committee roles, and the company's recommendations.

In addition to background information on the company, every
induction covers a range of topics including Board pracedures,
recent oparational performance and strategic direction of the
company. purpese and values, key areas of the business, as well as
Directors’ duties and responsibilities, The Directors also cover various
governance-related issues and their legal obligations, induding
procedures for dealing in Pearson shares,

Each induction typically includes a series of meetings with the
members of the Board, the executive managerment team, external
adwvisers and brokers, and other senior management. Directors
receive a walk-through of the business from senior executives and a
briefing on Pearson’s investor relations programme. A newly
appointed Director will have met some, If not all, fellow Board
members as part of the onginal search and appointment process,
but additiona! meetings may nevertheless occur with the same Board
members as part of a rich and tharough nduction.

Inductions for Esther Lee and Omid Kordestani

Esther Lee joined the Board on 1 February 2022 and Omid
Kordestani joined as a Non-Executive Director on 1 March 2022,
subsequently becorning the Chair on 29 April 2022, As part of their
onboarding programmes, Esther and Omid received comprehensive
and engaging induction programmes that included a series of
meetings, beginning before their joining the Board and running for
several consecutive weeks.

in addition o meeting the Chair, Chief Executive and Chief Financial
Officer, Esther and Omid met with each of the executive
management team mermbers, key representatives of our corporate
functions, and brokers. Both induction programmies also included
one-to-one meetings with each of their fellow Non-Executive
Directors and a comprehensive introduction to the activities of each
of the Board's Committees, including thefr abjectives and priorities.
Esther and Omid also held meetings with the companys legal
advisers to discuss directors’ duties, corporate governance and
external reporting, among other topics,

Following the initial phases of her induction, Esther was keen

to understand in greater detail our Workforce Skifis division

and reviewed Its competitive landscape, acquisition strategy,
market dynamics, and how each of these areas was linked to the
stratagic plan. The Nomination & Governance and Remuneration
Committees, her planned contribution to which she discussed with
their respective Chairs, were of particular importance to Esther.
A meeting with the company's external consultants on reward
matters was subsequently arranged for Esther to learn more
about the Remuneration Committee's pricrity areas and the UK
market landscape.

As Chair Designate, Omid held regular meetings with the Chair,
Deputy Chair Designate and Senicr Independent Director, as well as
the Chief Executive. Having met the executive management team in
person and following his introductory meetings with the company’s
advisers, Ormid was also invited to join the meetings of each of the
Board's Committees, The table below illustrates the purpose of some
of the meatings that formed part of Omid's induction programme.

"l welcomed the
opportunity to get to
know other Directors

in advance of my joining
the Board and to
subsequently meet the
executive management.
From governance matters
to divisional deep-dives,
my induction programme Esther Lee
included everything
necessary to understand
the dynamics of the
Board and how to
effectively contribute

to its discussions as a
Non-Executive Director.”

Image removed

Appointed to the Board on 1
February 2022

Inductian programme participants Meeting pur pose

Charr, Deputy Chair Designate and
Senior independent Director

Imtroductory meetings ta cover the COmpany's governance structure, the Board's priority areas and ways of

Chairs and members of the Board's Overwew of the respomsmmnes and composmon of the Board's Commlttees their governance, regular

Committees attemdees and advisers,

Executive Directors;
Duwisional Presidents.

Heads of Corporate Functions

Ebmpany Secretary;
legal advisers

Induction planmmg, governance framﬂwork Board and Committee matters, duties and responsibilities ofa
company director, the company's policies and procedures, and other legal and regulatory considerstons

Directors’ training

responstilites under the Market Abuse Reguilatian.

All Directars receive training on topics of importance for the company. Following takeover approaches to the company from Apello Global
Management, the Directors received additional training on the application of The Crty Code on Takeovers and Mergers as well as ther
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Board evaluation

The Board operates a three-yearly evaluation cycle which employs a
variety of methodologies to ensure the most effective results

Following an externally led review in 2020 and an internally facilitated
review in 2021, led by the Senior Independent Director, the 2022
evaluation would normally have been questionnaire-based. However,
given the recent appointment of Omid Kordestani as Chair in April
2022, it was felt that 1t would be beneficial for a further internally
farinnred evaluation tw be conductad Junng 2022, which Mr
Kordestani agreed to lead.

Typical three-yearly evaluation cycle

Last
Veal Methodclogy undertaken
Questionnarre, tailored to specific needs 2018
of the business

:3 Internéaily facillta[ed iHTéNiEWS, to be |E‘dr 2019,

by the Chair, Senior Indcpendent 2021,
Director and/or Company Secretary as 2022
appropriate

In-depth evalu-ation, externally 20200
facilitated

Approach and methodology

The 2022 evaluation was carried out by Omid Kordestani, Chair,
through a series of one-to-one conversations with each Director and
anchored in a set of questions shared with Birectors in advance. The
one-to-ones were conducted in a free-format style, to allow crganic
discussions and to provide ample opportunity for Directors to ratse
matters of importance.

Discussion areas included matters that are relevant to Pearson in
particular, as well as those items laid down in the Code and
assodiated guidance, including:

— the effectiveness of the organisation and dynamics of the Board,
including composition, competencies, diversity, leadership,
agendas, Meeting cadence, quality of information provided.
governance and decision-making

— relationships between the Board and senior leaders, and
between members of the Board itself, including the remits of and
interaction among the respective Committees and with the Board

— succession planning and talent pipeline for Executive Directors
and other senior leaders

— the company’s purpose and the Board's monitoring of
arganisational culture, behaviours and employee sentiment

— articulation and implernentation of strategy

— understanding of risks facing the company, including likelihood
and mitigation

— understanding of stakeholder views, products and markets

— oversight of sustainability matters, including DE&!

— concerns and areas for improvement.

The Nomination & Governance Committee reviewed the findings
from the evaluation together with the full Board at its meeting in
December 2022 The Committee will develop an action plan to
address areas for improvement and will monitor progress during
the year.

In reporting back to the Board, the Chair noted that conversations
with Board mernbers were positive, there was much consistency in
the feedback provided by indmdual Directors, and there was
unanimous agreement that the Board operates effectively

Board evaluation process

v The format of the review was agreed hy the Chair and
Deputy Chair & Senior Independent Director (including in
the latters capacity as Chair of the Nomination &
Governance Committee).

v The scope of the review was finali edbytheChalr with
support from the Company Secretary.

v The Chair interviewed each of the Directars on a
Confidential and unattnbutadle basis.
v The output of the evaluation was captured in a report to
the Board in December 2022, with the Board then
discussing the points raised by the review.
v Pragress gn the findings of the evaluation will be
monitored by the Nomination & Governance Committee

Key findings included:

— Directors are highly motivated and there is a strong diversity of
talent on the Board, with the Board as a whole considered to be
knowledgeable, respectful and fully engaged.

— Board members have relevant skills and expertence, albeit the
Board recognised the importance of paying particular attention to
its composition and skill sets in light of expected departures
during 2023 and 2024 as certain Directors reach the end of their
tenure and as the company's strategy continues to evolve. The
Board acknowledged the strength and variety of contributions
made by all, including its longest serving Directors.

— Board meetings and discussions are considered to be insightful,
with valuable and constructive conversations. The Board is
appreciative of the continued efforts by management to deliver
focused, succingt meeting papers and materials.

-— The Board recognised the progress that had been made an
strategy, led by the Chief Executive and the refreshed executive
team, including the new Chief Strategy Officer. The Board 15
appreciative of the in-depth conversations that have taken place
on Pearson's strategy and vision, with the important next step
being to focus on execution.

— The Board appreciates both the openness and transparency of
the Chief Executive and the access to, and engagement with, the
exgcutive managemeant team.

— The Board 1s supportive of the evolution of the company towards
a more performance-criented culture and looks forward to
updates from the Chief Hurman Resources Officer in this regard.

— The Board recognised the work led by the Chief Legal Officer
and her team in respect of Pearson's sustainability strategies,
with guidance and cversight from the Reputation
& Responsibility Committee,

There was unanimaous agreement that the Chair leads the Board in
an effective manner, fulfilling Principle F of the Code. The Directors
agreed that he demonstrates objective judgement, promotes a
culture of openness and debate, and facilitates constructive 8oard
relations and the effective contribution of all Non-Executive Directars.
This, in turn, supperts Non-Executive Directors in fulfilling the
requirements of Principle H of the Code in providing ranstructive
chalienge and strategic guidance, offering speciahst advice and
holding management ta account.
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Board evaluation continued

The main areas identified by the Board for particular focus during
2023 were:

— Continued focus on execution Gf strategy, induding clarity on how
the Board can best monitor and measure the execution plan
while maintaining its distance from operational matters.

In particular, the Board identified the importance of ensunng
accountability for execution in the next phase of the
company’s transformation.

— Continued sharing of customer and marketplace insights with
the Board, which 1s seen as particularly importany at this time as
Pearson evalves on multiple fronts.

— Ongoing focus on succession planning and talent review, both
at Board and executive level as well as more broadly, 1o ensure
Pearson has both the right skill set to deliver on its strategic vision
and a strong pipeline of talent 1o allow continued execution in
the future

— Adesire to identify and focus on the elements of sustainability
that are particularly relevant and critical for Pearson's success.

— As Pearson continues to grow in the direct to consumer space,
an ongoing focus on the importance of the risks inherent in the
technology. cyber and online spaces, induding information
security, safeguarding and reputation,

— Following a period of significant acquisition activity, a desire for
the Board to focus on post-acquisition integration and evaluation
of the performance of acquired businesses.

— Ongoing davelapment of the Board's roadmap far market visits
and deep dives to ensure this is aligned with Pearson's aspirations
and internaticnal footprint.

in addition to the annual evaluation exercise, the Chair meets
regularly with the Non-Executive Directors and these sessions
include reciprocal feedback on the functioning of the Board.

individual evaluation

In addition to the evaluation of the Board as a whale, Executive
Directors are evaluated each year on their overall performance
against goals agreed by the Board, and in respect of strategic
measures under the company’s annual incentive plan. These goals
are inked to the key financial and strategic objectives of the
company. Progress against each of these metrics 1s reviewed by the
Board on a regular basis, as part of a dashboard of KPIs

Foliowing his appointment as Charr, Mr Kordestani intends to lead a
formal individual evaluation of each Non-Executive Director every
other year, similar to the practice adopted by the previous Chair,
Sidney Taurel, and he encourages open channels of communication
with Directors on an ongoing basis. In the Board's opinion, these
ongoing lines of communication, combined with a Group-wide
culture which allows and encourages feedback at any time, provide
the most effective means for evaluation, In assessing the contribution
of each Non-Executive Birector, the Chair, with the support of the
Nomination & Governarice Committeg, has confirmed that each
conthues t© make a significant contribution 1o the business and
deliberations of the Board. The Non-Executive Directors, led by the
Deputy Chair & Senior independent Director, Tim Score, also conduct
an annua! review of the Chair's performance, with Mr Score providing
feedback from this review to the Chair,

Committee evaluation

All Committees undertake an annual evaluation process Lo review
therr performance and effactiveness. For 2022, the Committee
evaluation process was fachtated internally by the Secretary of each
Comrrittee through use of a tailored questionnaire, except for the
Nomination & Governance Cammittee, the evaluation of which
formed part of the broader Board evaluation process, The findings
from the Committee evaluation pracess were cansidered at the next
applicable meeting, Read maore In the Committee reperts on the
pages that follow.

Progress on findings of previous evaluation

A number of actions were taken during the year in response to findings from the 2021 Board evaluation process, as set out below. The Board has
confirmed that these itemns were addressed to its satisfaction, with recommendations having been put inta practice or a clear action plan identified for

each to be taken forward in 2023

Finding ar focus area

Respanse or action taken

Continued focus on execution of strategy in each
of Pearson's five divisions, including clarity on how
the divisions work together and continued
optimisation of the mare established businesses

‘Continued discussions on portfolio, Investment
prioritisation, capital allocation and other
carporate finance matters, in support of delivery
of the strategy.

Invalvernent in the selection of KPlS with the Board
having visibility of supporting data to allow
evaluation of relevant metncs,

“Comtinued -s-l-'mar-mg of cUstomer |n5|ghts with the
Board to aid understanding of the quality of
praduct, content and services,
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The Board has considered divisional execution plans as part of its strategy discussions
throughout the past year. Inter-divisional synergies also continued to be assessed and
discussed, including as part of considering acquisition opportunines. Opumisation of
established businesses was also a consideration in the Board's strategic execution
discussions: e.g. the agreement to acquire PDR), announced in December 2022 and
subject to completionin 2023, which augments Pearson's offering to enterprises and US
federal job seekers.

Additionally, the Audit Committee has discussed key strategic nisks with the Presidents of
each of Pearsan's five dwvisions over the past year as part of a suite of strategic nisk deep

___ dives. Read more about the work of the Audit Committee on page 80.

The Board discussed these topics on a regular basis, with input from divisional Ieadersmp
and Pearson’s strategy and corporate development teams, resulung 1in a number of
changes to the partfolio as described eisewhere in thus report, Including Pearson’s
acguisition of Mondly (read more about this acquisition on page 69). The Board also
determined to undertake a £350m share buyback programime to return capital to
sharehoiders, which was completed in December 2022 (see page 120),

Strategic KPis were agreed by the Board in early 2022 and incorparated into the Board's
reguiar milestone and dashbaard report tc ailow angoing oversight and evaluation. The
Board has subsequently discussed with managernent the metrics and defintions

_underpinning certain KPIs and the ways in which these are communicated to siakeholders.

Customer feedback was shared wirh the Board as part of br\efmg sessions on
developmeants to the Pearson- offering, Customer and competitor insights remain an
area of particular interest for the Board in 2023. The Reputation & Responsibility
Committee also considered the sentiment of different consumer audiences towards

_ the Pearson brand.



_Finding or focus area

Response or action taken

Ungoing focus on succession planning and talent
management, at both senior levels and more
broadly, to ensure Pearson has the right skill set to
Bxecute il slialegy.

Refinement of Iong range planmmg in I|ght ofthe

new strategy and business structure.

Fnsure work to refresh the ris managemem

framework continues, particularly given the
increasing importance of information security, data
management and privacy, and cyber risks.

Continue to evolve ways of monitaring the culture
and behaviours throughout the organisation, as
well as overseeing the implementation of
Pearson's new purpase, mission, vision and values.

_cade

Ali Bebo was appointed as Chief Human Resources Officer in fate 2021 and worked wath
management throughout 2022 in relation to the organisational design, particularly at
senior levels. and talent management. This wes distussed in detail by the Board at its
meeting in Decermnber 2022

New appointments at both Board and Executive level in 2022, as described elsewhere in
this report, have brought valuable additional skills and experience to the company's

-Fol\owmg the appomtmemt ‘of new Chief Strategy Officer, Sulaekha {(Sue) Kolloru Barger, in

May 2022, the Board has continued its oversight of substantial strategic planning and
initiatives, In particular, work has been undertaken to refine Pearson's strategic planning
in alignment with the annual budget cycle.
Divisional strategic risk deep dives at the Audit Commitree have been well received by
Directors and are proving beneficial for management in developing new ways of thinking
about risk.

Cyber and data-related risks continue to be key topics arising across the work of the Audit
Committee, and the addition of the Chief Information Officer as a regular Audit Committee
meeting attendee will enhance oversight and monitoring of these areas.

Read more about our approach to risk on page 43 and the work of the Audit Committee on

The Board recognises the progress made by the Chief Human Resources Officer in
to drive a company-wide focus on engagement and development of a performance culture.
This has included a new approach to measuring employee engagement, relaunch of a
Learning at Work programme, and the successful roll-out of Pearson's new purpose,
mission, vision and values. The Reputation & Responsibility Committee will lead oversight of
culture and employee engagement following revisions to its terms of reference in late
2022, further aiding the Board's oversight of these matters.

The Board is mindful that «t s particularly important to pay close attention to culture and
engagement throughout the year, particularly following a period of strategic and
operational transformation. 1t will, therefore, he attentive to these matters in 2023,

Read more about culture and employee engagement on pages 65-68.

Image removed
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Nomination & Governance Committee report

Image removed

J Tim Score - Committee Chair

Principal Committee responsibilities

Appointments
Identifying and nominating candidates for Beard vacancies.

Balance

Ensuring that the Board and its Committees have the
appropriate balance of skills, experience, independence,
diversity and knowledge to operate effectively.

Succession

Reviewing the company's leadership needs with a view to
ensuring the continued ability of the organisation to compete
in the marketplace,

Governance

Reviewing and overseeing Pearson's corparate governance
framewark, Board evafuation and training plans, and the Board
Diversity Policy.

Terms of reference

The Committee has written terms of reference which clearly
set out its autharity anc duties. These are reviewed annually
and can be found in the Governance section of cur website

(www.oearsonplc.comn)

Committee members and attendance

Attendance by Directors at scheduled Nomination & Governance
Committee meetings throughout 2022:

Committee members Meetings attended

Sherry Coutu o .

2/2

21

1 Mr Kordestar was appointed o *he Cammittee 01 1 Agnil 2022,
Z. Ms lee was appainted w tie Committee on 1 April 2022
3 Mr Taurel resigned from the Board arvd the Comrmitiee on 29 Aprt 2022
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Role and composition of the Committee

I am pleased to present my first report as Chair of the Nomination &
Governance Committee, having been appointed to the position in
April 2022 following the renrement of Sidney Taure), Board Chair, |
offer my thanks to Sidney for his substantial contributions te the
Cormmittee’s work, most particularly in ensuring we have a strong and
diverse Board in place to lead our company.

The Commuittee monitors the compasition and balance of the Baard
and of its Committees, identifying and recommending to the Board
the appomtment of new Directors and/or Committee members. The
Committee has oversight of the company’s compliance with, and
approach to, all applicable regulation and guidance related to
corporate governance matters. The Committee is also available to
support the Board as needed in relation to talent and succession
plans for senior rales.,

The Committee currently has five members including me as Chair,
with Omid Kordestani and Esther Lee having joined the Committee
following thelr appointments to the Board in early 2022, The Chief
Executive and other senior management, including the Chief Human
Resources Officer, attend Committee meetings by invitation,

As Committee Chair, | am available to engage with any shareholders
who would like to discuss the work of the Committee and look
forward to taking any shareholder guestions at our forthcoming AGM
in Aprit 2023.

Board succession planning, skills and expertise

Akey element of the Cornmittee’s remit is to lead the process for
Board appaintments in line with appropriate succession plans. The
company has contingency plans in place for the temporary absence
of the Chief Executive for health or other reasons. The matter of
Chief Executive succession 1s a regular itern for disqussion and review
by the Board on an annual basis. Succession planning for the Board
as a whole is considered at least annually by the full Board, and on an
ongoing basis by the Committee,

The Committee has defined a set of speaific criteria for potential new
Non-Executive Directors, in particular giving consideration 16 the
skills, experience and knowledge required in any candidates. Pearson
expects all Non-Executive Directors to demonstrate the highest level
of integrity and credibility, independence of judgerment, maturity,
coliegiality and also a commitment to devote the necessary time to
the company's business

As part of the Committee’s regular succession planning actiity. all
Board members are asked penodically to complete a self-assessment
of the skilis and experiance which they believe they each bring to the
Board The assessment focuses on those categories of skills and
experience which are relevant to Pearson's strategy, business model
and particular organisational characteristics, When mapped against
expected retirement gates, the assessment helps the Committee to
rdentify the areas where it may need to focus any future search
activity. The results of the most recent assessment (shown opposite]
dermonstrate that Pearson currently has a strong spread of skills
across all areas identified as being of particular importance,

Hawving regard to the upcoming retirement of Ms Lorimer from the
Board at the 2023 AGM, as well as looking further ahead to
anticipated Board retirements over the next two to three years, the
Committee agreed to commeance a Non-Executive Director search
process in the latter part of 2022. In preparing for this search, the
Committee agreed that it was particularly interested to identify
candidates who would collectively brnng a combination of skills and
expertise In the following areas:

— operating experience with subscription and/or enterprise SaaS
business models, at a scale and complexity commensurate
to Pearson

— experience developing innovative digitai products and/or driving
digital business transformaticn

— an active senior finance leader, with a deep understanding of
public company governance standards, ideally from a UK listed or
global business

— capacity to serve on the Audit Cormmittee,



Skills matrix

This matrix represents the number of Directors with core or supplemental capability in areas that are refevant to Pearson’s strategy, business model
and organisational characterstics. A core capability is une of the strongest areas of a Birector's skill and expertise, where they bring considerable value
to Board discussions. A supplemental capability is an area where the Director is competent or has experience, but is not one of the primary skills or

attributes that they bring to the Pearson Board.
Category

1. Accounting and finance 6. Education and public
sector

Globdl markets

3. Digital and technology 8 People/general talent
focus, indluding workforce

2. Data and cyber security
graarnance

-

4. Disruption management,

including: Talent fearning
leadership through 9. Policy and government
change, Marketing and refations
data insights, New 10. Prior CEQ experience,

business models and particularly of

Innavation multinational businesses
5 Nirect to consumer
business models
{including consumer
brand and marketing)

11.Remuneration
12.5cale and complexity
13. Sustainability

14, UK plc governance

@ Core capability @ Supplemental capability

Charts removed

Taking into account the agreed person specification, the Committee
has engaged Spencer Stuart to undertake a search pracess for new
Non-Executive Directors. |nline with the objectives of the Board's
Diversity Policy, the Committee has asked Spencer Stuart to ensure
that the list of candidates reflects diversity of gender, ethnicity,
geography and age as well as diversity in its broadest sense. You can
read more about the Board Diversity Policy and diversity across
Pearson on page 76. In addition to the Non-Executive Director search
process, Spencer Stuart also undertakes broader executive search
activity for the Group and is a signatory to the Voluntary Code of
Conduct for Executive Search Firms. Spencer Stuart has no
connection with Pearson or members of the Board beyond its
expertise in board and executive search.

Executive succession planning

Succession planning for key positions at executive management level
is primarily overseen by the full Board, with support provided by the
Committee in respect of particular initiatives. The executive team has
a key role to play in our strategic planning process, in the angoing
development of our talent pipeline and in fostering the cutture and
values required to continue to deliver on our strategy. In December
2022, the Board held a discussion on talent, including a succession
planning session focused on the executive pipeline from which the
future leaders of Pearson were likely to emerge, both at Pearson
Executive Management level and for other key roles. A diverse
pipeline of ready now and ‘ready later’ emerging talent has been
identified, and plans are in place to accelerate these individuals’
development and path to succession where possible. These
measures Include inviting individuals to participate in Board and
Comrmittee meetings, mentaring by Non-Executive Directors, and
encouraging and enabling indmduals to take on externat non-
executive roles in arder to increase their exposure to new areas

of business. The company also has targeted development
programmes for hugh-potential talent and mentarship programmes
for diverse leaders, as well as development programmes for junior
and middle management.

Other areas of focus during 2022

The Committee Gversees the company's compliance with the UK
Corporate Governance Code and reviews a status tracker 1o enable it
to consider the appropriateness and maturity of various elements of
our governance framework and to monitar any areas of qualified or
non-compliance. Learn more about Pearson's cornpliance with the
Code on page 55.

Other areas of focus for the Committee during the year included:
aversight of composition of the Board's Committees, assessment of
the independence of Linda Lorimer pricr to making a
recommendation for her re-election at the 2022 AGM (recognising
her length of service on the Board), and the annual review of the
contribution of each Director to the Board. As Committee Chair and
Deputy Chair of the Board, | alse paid particular attention to the
onbearding and induction of Omid Kordestani as the new Board
Chair. You can read more about the inducton process for both Omid
Kordestani and the recently appointed Non-Executive Director Esther
Lee on page 70.

Committee evaluation

The Committee undertakes an annual evaluation process to review
its performance and effectiveness. For 2022, feedback relating

to the Committee was sought from Directors as part of the wider
Board evaluation led by the Board Chair Topics coverad included
the effectiveness and dynamics of the Committee, oversight of

key areas within the Committee’s remit, the quality of papers and
meeting discussions, and the relationships between the Committee
and management.

The findings of the effectiveness review process for 2022
indicated that the Committee is considered to be working well
with appropriate agendas, papers produced to a good standard
and high-guality discussions.

Committee aims for 2023

The Committee’s priorivies for the coming year will be to lead

and conclude the current Non-Executive Director search process,
and to oversee the planned externally-facilitated Board evaluation
process. Additionally, together with our colleagues on the Audit
Committee, we will monitor any propesals by the regulator to revise
the UK Corporate Governance Code in light of the UK Government's
response to the consultation on Restoring Trust in Audit and
Corporate Governance, and will oversee management's response
to this.

Tim Score
Chair of Nomination & Governance Committee
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Nomination & Governance Committee report continued

1 Diversity across Pearson

We have been on an intentional journey to redefine what diversity,
equity, and inclusion (DE&I} mean at Pearson and to take action. We
have reshaped our policies, practices, and princigles around DE&d
and created a long-term strategy focusing on recruitment and
promotion, retention, inclusive culture, and social impact.

Our ambition is to be an inclusive and high performing place 1o work
where everyone can leverage their unigue strengths. That's why our
updated people strategy has DE& as one of our three pillars with the
aim of creating a culture of belanging and increasing diverse
representation throughout the company. As part of our new Pearson
engagement survey, we have a culture of inclusion index to
benchmark and measure against three principles: employees are
treated with respect, managers value employees for their strengths,
and aur leaders do what is right.

in addition, Pearson’s Code of Conduct in relation to ethical practices
takes account of gender, age, race, ethnicity, disability, and sexual
onentation, and applies to all emplayee levels, including the executive
management team. It 1s underpinned by a global statement on DE&,
along with country and business-specific policies. Standards are set
consistently worldwide ~ both internally and externally - as part of
our efforts to make Pearson a great place to work.

Together, our goal is to drive the transformation of learning,
making it more diverse, equitable, and inclusive. It 15 a continuous
combination of intentional bottom-up and top-down leadership
across alf levels of the company to foster a culture where everyone
feels a sense of belonging.

Board diversity

We believe that Board diversity makes us a better and mare
sustainable business, contributing to high performance, enhanced
commeraial results, and an inclusive leadership culture. Research
indicates that high-performing boards provide an increased
campetitive advantage and wider perspectives, while the needs for
greater inclusion and diversity continue to influence global trends.

We are determined that, as a Board, we must be representative of
our employee base and wider society, including the countries in
which we operate. The Board embraces the Code's underlying
principles with regard to Board balance and diversity, including in
respect of ethnicity, gender and age. The objectives set out In the
Baard's Diversity Policy and aur progress towards thiese are showri in
the table on page 77.

The Nomunation & Goverpance Committes ensures that the
Directors of Pearson demonstrate 2 broad balance of skills,
background and experience, 1o support our strategic development
and reflect the global nature of our business. It requires
appaintments to be made on merit and relevant experience, while
taking into account the broadest defintion of dwersity. In any
Non-Executive Director search processes, the Nominanon &
Governance Committee encourages the retained search firms to
place an emphasis on putting forward candidates who would
enhance the overall diversity of the Board.

in ight of the changes put forward by the Finangial Conduct Authonty
(FCA), the Nomination & Governance Committee has updated the
objectrves that suppart the Board Diversity and Inclusion Policy, and
which underpin Pearson’s commitment to creating a more equitable
and inclusive company. The current objectives are set out below:

— at least 40% female directors
— at least two directors from an ethnic minority background

— atleast one of the Charr, Chief Executive, Deputy Chair and Senior
Independent Directar or CFO is a woman
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We have also expanded our objectives to confirm that the Board will
consider its own diversity, and that of its Cormmittees, as part of the
annual effectiveness review processes. Further, the Board will
explore expanding its diversity considerations to include
charactenistics such as sexual orientation, disability and socio-
economic background.

The Nomination & Governance Committee has confirmed that it will
adopt a principles-based approach to diversity on the Board's
Committees. It is recognised that it is not necessarily practical to set
meaningful metrics or targets for diverse membership of Committees
due to the notably srmaller membership of each of the Commitiees
compared ta the size of the Board Accardmingly, our principlas-based
appreach endarses the impartance of bringing diverse perspectives
to all areas of Board and Commuttees’ work. As an example of this
principles-based approach in practice, as part of its regular
Committee succession pianning activity, the Nomination &
Governance Committee considers the gender and ethnic balance on
each Committee when assessing its composition and future needs.

As at 31 Decemnber 2022, 50% of Directors were women (2021 50%),
exceeding the target of 40% women's representation by the end of
2025, as recommended by the FTSE Wormen Leaders Review. We are
also satisflied that, ahead of the target implementation date, we are
compliant with the new FCA requirements stating that boards shoufd
have at least cne woman in the Chair, Chief Executive, Senior
Independent Director or Chief Financial Officer role, and that at least
one member of the Board should e from an ethnic minority
background, among other targets. The FCA requirements are
applicabie to Pearson with effect from the financial year which began
on 1 January 2023

One of the topics the Board considered durnng its evaluation process
conducted in 2022, was the effeciiveness of the organisation and
dynamics of the Board, including in respect of diversity. The results
and feedback provided by the evaluation indicated that the Directors
believe the Board's diversity is strong, The Board recognised the
increasing importance of DE& and acknowdedged the pragress being
made. It noted that wider forms of diversity, such as sexual
onentation, disability, age, and socio-economic background, would be
considered when making new appeintment decisions

Diversity and talent at executive level

Five members of our executive team of 10, excluding the Chief
Executive and Chief Financial Officer who are counted in the Board's
metric, are wamen (50% as opposed to 37.5%in 2021). Incuding the
Chief Executive and Chief Financial Officer, this ratio stays at 50% (six
wormen out af 12 members} (2021 40%). As of 31 December 2022,
the senior management team (as specified by the UK Corporate
Governance Code), i.e. the executive management team and their
direct reponts, including the Company Secretary, contained 53
women, representing 50% of that group (2021: 49%). For diversity
data n the format prescribed by LR 3.8.6R(10), please see page 225,

All leadership and mentaring prograrmemes aim 1o have 50% of their
candidates from diverse backgroungs. The Nomination &
Governance Committee recelved updates on twonternal mentorning
schemes that it supports. The first scherme pairs a high-potential
leader (typically at Semvor Vice President level) with a Non-Executive
Director. The second scheme involves members of the executive
management team spansoring a small group of ndiiduals at
management level, identified through our talent review process as
potantial successars of senior management.

In 2022, we revised our approach to strengthen mentoring schemes
by focusing on the creation of mentoring partnerships based on skill
development needs We are currently gathering feedback on the
outcomes of Board sponsorship and mentoring schemesin 2022
and are in the pracess of identifying candidates for apportunities

in 2023



Board diversity objectives

The Nomination & Governance Committee monitors the progress on the company’s DE&4 framework, governance and measurement models, and
prionty areas, As part of this, the Nomination & Gavernance Committee reviewed and updated the abjectives which underpin the Board Diversity
Policy. The objectives in place dunng 2022 and Pearson's performance against them are set out below, together with an indication of the amendments
{highlighted) to the objectives that have been approved in respanse to the FCA regquirements;

Ohjectives Progress

As at 31 December 2022:

We will strive to achieve and maintain & Board composition of:
@ 505 Dircotars wore wuihen
@ The Board included three Directors from an athric minority

— at least 40% Directors are women
— at least two Directors from an ethnic minority background

— at least one of the Chair, Chief Executive, Deputy Chair and
Senior Independent Director or CFO is a woman

All Board appomtments will be made on merit, in the context of the
skills and relevant experience that are needed for the Board to
oversee Pearson's strategic development and that reflect the global
nature of our business,

The Board will continue to incorporate a focus on a diverse pipeline
in its succession and appointment planning, including to pricritise
the use of search firms which adhere to the Voluntary Code of
Conduct for Executive Search Firms (the Voluntary Code) whan
seeking to make Board-level appointments

The Board wi Commue to adopt best practice, as appropriate, in
response 1o the Parker Review, FTSE Wornen Leaders Review, FRC
Board Director Effectiveness Review, and Financial Conduct
Authority reguirements.

The Board will c0n5|der its compaositton and dlverswy andthatof

its Commiittees, as part of its consideration of effectiveness in the
Board evaluation review process. The Board will also expiore
expansion of these considerations to cover ethnicity, sexual
orientation, disability and socio-economic background
characteristics,

Where appropriate, we will assist with the developmem and
support of initiatives that promote all forms of BE&Iin the Board,
Pearson Executive Management team and cther senior
management,

we will review and report on our progress in fine with the policy
and our objectives in the annual report, including providing details
of initiatives to promote DE&! in the Board, Pearson Executive
Management team and other senior management.

we will continue to make key DE& infarmaticn about the Board,
senior management and our wider employee population available
in the annual report, and aim for ongomng transparency in this area
in line with best practice.

__ Dwersity Policy.
@& These matters were considered in the 2022 evaluation process.

background

One of the Chair, Chief Executive, Deputy Chair and Senior
Independent Director or CFO 15 a woman

Our Non-Executive Director search process considers a wwde range
of candidates, including from diverse backgrounds, all of whom were
evaluated on the basis of merit. Qur most recent search processes
resulted in the appointment of Esther Lee and Omid Kordestani,
whorm the Buaid believe possess the requisite skills and experience
for their roles.

The Committee actively includes dIVErSI'[y in its search criteria for
Board appointments, and proactively encourages engaged search
firms to indude candidates from a range of diverse backgrounds in
its candidate lists.

Spencer Stuart assist Pearson with search activities, including for the
external element of the Non-Executive Director search processes.
er Stuart 1s a signatory to the Voluntary Code.

The Board is cognisant of the recommendaticns of the FTSE Women
Leaders Review, which has succeeded the Harmpton-Alexander
Review, and the findings of the FRC Board Diversity and Effectiveness
report. The Committee also reflected the new FCA requirements in
respect of gender and ethnic diversity in its review of the Board

Read more on page /1.

Six mentees at the Semor Vice President (SvP) level were mentored
by six Non-Executive Directors in 2022, 67% of SVP participants were
female and/or persons of colour (target at 50%).

Obijectives that accompany the Board's Diversity Palicy have been
updated. The Committee continues to monitor developments on
DE&I in the external landscape.

This informaton is included in the annual repor-t Read more about
DE&I matters in the wider employee population on page 34.

Key

& Target achieved

& Target not mer

New objective for 2023
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Reputation & Responsibility Committee report

Image removed

LLinda Larimer - Committee Chair

Principal Committee responsibilities

Stakeholders: Monitoring reputational issues that could
significantly affect Pearson's reputation with stakeholders,
including consumers, employees, shareholders, educational
institutions and educators, employers, governments and
regulatars, communities and business partners

Sustainability and non-financial KPis: Overseeing Pearson’s
sustainabity strategy including: targets and public
comrmitrments; regulatory landscape, reporting and ratings; ESG
due diligence in our supply chains and business partnerships,
matters relating to the non-financial KPIs inked to the three
pillars of the ESG Framework.

Culture and employee engagement: Overseeing Psarson's
approach to employee engagerent. Monitoring the company's
culture, which stresses diversity and high performance.

Communications and regulatory matters: Overseeing
Pearson's communications, strategies, policies and plans
related to reputational issues and the people, processes and
poiicies that are in place to manage them

Branding: Oversight of how the company’s brands are
managed and promoted to ensure that their value and the
company’s reputation are mamtained and enhanced

Risk: Pearson's approach to the reputation aspects of the risk
register and ensuring that clear roles have been assigned for
the management of these

Terms of reference

The Comrittee has writien terms of reference that clearly set out its
authority and duties. These are reviewed annually and can be found
in the Gavernance section of our website {www.pearsenplc com).

Cammittee members and attendance

Attendanice by Diectors at scheduled Reputation & Responsitihity
Cornmittee meetings throughout 2022

Committee members Meetings attended

Andy Bird

Lincoln Wallen
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Reputation & Responsibility Committee role

The Committee works to assess and advance Pearson's reputation
across the range of its stakehelders and to maximise the company's
positive impact on society and the communities in which we work
and serve.

We are the main governance body for sustainabillity at Pearson,
providing impartant oversight of our envirenmental, social and
governance (ESG) framework; this includes climate change
considerations. As part of this role, we promote and oversee
Pearson's sustainable business strategy and assess progress
against its commitments. We also monitor branding, culture and
values, and provide ongoing oversight and scrutiny across all
reputational matters.

The full Board is kept abreast of the Committee's work through
reports | make following each of our sessions, These reports include
highlighting any areas of concern ang offering specific
recommendations for the Board's action,

In 2022, we led a comprehensive review of the Board's governance
framework for ESG matters, and made the following
recommendations for enhancing the Directors’ collective aversight of
ESG matters, all of which were approved by the Board:

— the Audit Committee will assume responsibility for assurance and
integnty of ESG data and metrics

— the Remuneration Committee will formally incorporate £5G
considerations in remuneration frameworks and decisions

— employee engagement will be faormally added to this Committee’s
rernit, alongside culture. We have invited the Chief Human
Resources Officer to be a regular attendee at our meetings as
a respurce on the important topics of employee engagement
and culture.

We also conducted a thorough review of our own terms of reference.
The Committee’s principal responsibilines, as revised, are
summarised to the left of this page and you can read more about our
overall Board framework for ESG governance on page 66.

As Cornmittee Chair, | am available at any time to engage with any
shareholders who would hke to discuss the work of the Commitiee,
and particularly look forward to taking any shareholder questions at
our farthcaming AGM in Aprd 2023.

it hias bean my privilege to serve as Chair of the Cormmuttee since
2016, most notably to have had the opportunity to contribute to
Pearsan's sustainable business strategy as it has matured and to the
development of cur ESG framework. 1 am delighted that the Board
has chosen Annette Thomas to be my successer as Chair; Annette
has shown a real passion for the work of our Committea and has
both experience and expertise in the rermit of the Commuttee.

Committee composition and attendees

The Commuttee currently has five mernbers, including me as Chair,
The mernbers bring a range of expertse across the key areas of the
Comrmittee's remit, including sustainability, stakeholder management,
people and talent, and policy and government relations.

In addinon, we benefit from the regular attendance of senior
exaCutives whose work s centrai to the remit of the Committee.
These inclyde the Chief Legal Officer. wha 1s the executive
leader responsible for the development, monitoning and
execution of Pearson's sustainability strategy: the Chef
Marketing Officer and Co-President of Direct to Consumer;

the Chief Human Resources Officer; SYP - Investor Refations;
anrd SVP - Corporate Communications,

Sustainability activities in 2022

Throughout the year, the Committee paid particular attention o the
continued evolution of our sustamability strategy, including how it
aligns to our greatest areas of opportunity and challenge as a
business, and how to communicate its tenets to all our stakeholders
in a clear and impactful way.



As described in greater detail In our Sustainabifity report starting on
page 30, our ESG framework comprises three pillars that align with
the interpsts nf stakeholders, and where we can make the biggast
positive Impact:

— Driving learning for everyone with our products
— Empowering our pecple to make a difference
— Leading responsibly for a better planet

These areas are also materially influenual in helping Pearson succeed
as a business. The pillars have a dedr, natural fit to our non-financal
KPls, reflecting the commaon goal of alignment between our
corporate and sustamability strategy. The sustainability strategy is
supported by Pearson's robust cOrporate governance, strong
corporate culture and a range of effective policies to ensure we
achieve our ambitions.

The Committee receives regular updates from management on
progress against specific elernents of the sustainability strategy. Qver
the past year, key activities of the Committee in relation to our three
sustainable business pillars included the foltowing;:

Driving learning for everyone with our proeduct

In the course of the year, we had reviews of product efficacy and
learning design; we undertook our annual safeguarding review, which
inciuded our growing attention to digital products and services; and
we assessed the company's consumer brand equity study.

At each meeting, the Committee receves a report on recent incidents
and issues that could have an impact on the company’s reputation,
including those relating to cur products. We consider Pearson's
responses to coverage on sacial media and in traditional media,
including paying particular attention to our protocols for responding
to guestions about our content, the integrity with which we handle
such situations, and any lessons learned. In response to these
reports, the Committee provided input about addressing the specific
incidents at hand, and made recommendations about how the
company can be respanding to the general 1ssues raised.

Empowering our people to make a difference

In the course of the year, the Committee asked the Chief Human
Resources Officer to lead a session devoted to tatent, performance
and engagement. We also reviewed new plans for the evolution of
our overall approach to employee engagement and continued our
practice of an annual review of health and safety across the cormpany.

Leading responsibly for a better planet

in the past year, the Committee maonitgred progress in respect of
clirnate transition plans, including receiving an update on Pearson's
decarbonisation journey. As part of this, we provided
recommendations ta management on how to approach reduction in
Pearsors scope 1, 2 and 3 emissions, with reference to the maturity
of climate performance in our supply chain

Given world events, the Committee received an update on the status
of Pearson's business operations in Ukraine, Russia and Belarus.

ESG governance and policies

Our three sustainable business pillars are underpinned by robust
governance, a strong culture and effective policies, In this regard,
during the year.

— we reviewed an ESG materiality assessment which canfirmed that
the views of our external stakeholders align well with our internal
ambitions. With input from management and external adwvisers,
we noted improvement cpportunities for our core business areas
to enhance their impact on Pearson’s sustainability ambitions

— we revised the Board's ESG governance framework, as noted on
page 66

— we recerved an update about how the company will be reporting
its ESG progress ta external regulatory bodies, including the
approach for our narrative, non-financial KPI reporting and
external data verification, where we work closely with our
colleagues on the Audit Committee. We also noted how
management plans to evalve our reporting in line with
regulatory changes

— we reviewed the annual Modern Slavery Staterment with
management prior to recommending that the Board approve the
starement for pubhcation.

Other areas of focus during 2022

in addition to the work relating to the three sustainable business
pillars, we spent time considering a broader range of matters relating
to Pearson's reputation and key stakeholders, including the following:

— with the help of cclleagues and external advisers, the Committec
conducted a horizon scanning exercise to identify key
reputational risks and trends facing Pearson such as critical race
theory, social 1ssues and increased scrutiny of branded content
platforms, This exercise, which we tntend to conduct periadically,
helps to ensure that the Comrmittee and our Board is alert to
external factors that may impact our business

— we reviewed a new framework to guide the company about when
it will ordinarily make public staternents concerning societal
events. Factors that are part of this decision framewaork include
whether the event could have a8 material impact directly on our
business or people and whether the issue is aligned or misaligned
with Pearson's purpose and values

— after the US midterm elections and the change in the leadership
inthe UK, we received a government relations update, which 1s a
periodic topic for the Committee’s agenda.

Committee evaluation

The Cammittee undertakes an annual evaluation to review its
performance and effectiveness. For our evaluation in 2022,
Cormmittee members and other key contributers to the Committee
were invited to provide their views by way of a tailored questionnaire.

Topics covered included the effectiveness and dynamics of the
Committee, oversight of key areas within the Committee’s remit, the
quality of papers and meeting discussions, and the retationships
between the Cornmittee and management

The Cammittee considered the findings from this process at its
Novermnber 2022 meeting and concluded that:

— the Committee is working well with appropriate agendas, papers
produced to a good standard, and high-quality discussions

— some refreshing of the Committee’s remit was warranted 1o
specify explicitly that employee engagement and the company's
culture are part of the Committee's remit as well as expanded
responsibility for £5G and sustainability. This feedback guided the
revisions to the terms of reference review undertaken towards
the end of the year

— 1t may be beneficial to provide greater exposure for the
Committee to a range of external viewpoints and advice.
In direct response to this suggestion, the Committee welcomed
external advisers te its ESG deep dive session, where external
perspectives were provided on Pearson's ESG materiality
assessment and ambitions.

The matters identified during the previous year's evaluation process
have been addressed to the Committee's satisfaction during the year,
as described elsewhere in this report.

Committee aims for 2023

Qur priarities for the coming year nclude the publication of
Pearson’'s climate transition plan and the launch of various activities
to empower our people to make a difference through learning
opportunities and skill-based volunteering. We will continue to
oversee Pearson's ESG framework including progress under each of
our three sustainable business pillars, as well as overseeing the newly
refreshed approach to employee engagement and culture.

Linda Lorimer

Chair of Reputation & Responsibility Committee
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Audit Committee report

[ Graeme Pitkethly - Committee Chair

Principal Committee responsibilities

Financial reporting

The quality and integrity of Pearson's financial reporting and
statements and related disclosures, including significant
reporting judgements,

Policy

Group financial pelicies, iIncluding accounting policies
and practices.

External audit

External audit, including the appomntment, qualification,
independence and effectiveness of the external auditor.
Internal audit, risk and internal control

Risk management systems and the internal control
environment, including oversight of the work and effectiveness
of the internal audit function.

Compliance and governance

tegal and regulatory requirements in relation to financial
reporting and accounting matters, and oversight of compliance
programmes and investigations.

Terms of reference

The Committee has written terms of reference which clearly
set out its authority and duties. These are reviewed annually
and can be found in the Governance section af aur website
fwww. pearsanplc.com),

Committee members and attendance

Attendance by Directors at scheduled Audit Committee meetings
throughout 2022:

Committee members Meetings attended

Lincaln Wallen N 44

T Mr Piketnly was unable to atend one meeling prior to becoming Commiitee Char
due o a pre-existng commitment He reviewed the papers and provided tus
perspectives to the Cammittee Char sutside the meeting

Audit Committee role and composition

larm pleased to present my first report as Chair of the Audit
Committee following my appointment to the role on 1 August 2022
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My predecessor in the role, Tim Score, remains 8 valued member of
the Committee and | offer my thanks to Tim for his considerable
contributions as Committee Chair,

The Committee has been established by the Board primarily for the
purpose of overseeing the accounting, financial reporting, internal
control and nsk management processes of the company and the
external audit of the financial statements aof the campany. As a
Committee, we are responsible for assisting the Board's oversight
of the quality and integrity of the company's external financial
reporting and statements, and the company's accounting policies
and practices.

Pearson’s Vice President — Internal Audit has a dual reporting line
to the Chief Financial Officer and to me, and both she and the
external auditors have direct access to the Committee to raise

any matiers of concern and to repart on the results of work directed
by the Committee. As Audit Comrmittee Chair, | ensure that the full
Board is kept abreast of the business of the Committee in a timely
manner, including highlighting any areas of concern or specific
recommendations. | also work closely with the CFO and senior
financial, risk, legal and internal audit personnel outside the
formal meeting schedule to ensure robust oversight and challenge
in relation to financial control, comphance, investigations and

risk management.

As Committee Charr, | am avaflable to engage with any shareholders
who would like to discuss the work of the Committee, and lock
forward to taking any shareholder questions at our forthcoming AGM
in April 2023,

Audit Committee meetings and activities

Animportant area of focus for the Committee throughout 2022 was
the transition of Pearson's external audit from
PricewaterhouseCoopers LLP (Pw(C) to Ermst & Young LLP (EY), who
were selected following a competitive tender process in 2021, The
transition process and first audit by EY have necessitated
considerable efforts by all involved, and | would like to acknowledge
the commtment demonstrated by ali Pearson colleagues throughout
the financial year who have supported the audit process. You can
read more about how the Committee has montored the transition to
EY on page 84.

Other prominent themes in the Committee’s work throughout
2022 included.

— important areas such as data privacy. cyber security and business
and technolagy resilience. In addition to continuing to increase in
importance at a macro level, these are key factors in the success
of Pearson’s digital and consumer-focused strategy

— astrong focus on risk, supported by & new programme of
business-focused deep dives led by the Dwisional Presidents

— oversight of accounting treatment relating to portfolic changes,
Including the strategic review of Pearson’s international
courseware local publshing businesses

— continued oversight of Pearson's key judgements and key areas of
estimation as described in the financial statements.

At every meeting, the Committee aiso cansidered reports on the
actmties of the internal audit and compliance functions, including the
results of internal audits, project assurance reviews and fraud and
whistleblowing reports, The Committee also monitored the
companys financial reporting procedures, discussed the finance and
IT controls environment, reviewed the senvices provided by the
external auditars and considered any significant legal dlaims and
regulatory Issues In the context of their impact an finandial reporting,
each on a regular basis. You can view the key activities of the
Cammuttee and read more about aur work In these areas on the
pages that follow.

Additional meeting attendees

The Chwef Financial Officer, Deputy Chief Financial Officer, Chief Legal
Officer, Chuef Infarmation Officer, other executives and semor
managers from across the business also attended meetings dunng
the year, either as regular invitees of the Commuittee or to discuss
particular items of business.



This direct contact with key leadership augments the Committee’s
understanding of the 1ssues facing the business as well as helping 1o
develop Pearson's talent pipeline through fadlitation of Board-level
engagement opportunities for those leaders and managers. The
Committee also meets regularly in private with the external auditors
and with the Vice President - Internal Audit.

In addition to the Committee’s formal meeting schedule, | meet as
needed with the external auditors, Chief Financial Officer, Deputy
Chief Financial Officer, Chief Legal Officer, Chief Compliance Officer
and Senior Vice President - Treasury, Risk and Insurance in order to
keep abreast of afl relevant matters within the Committee’s remit.

Audit Committee training and knowledge sharing

The Cammittee receives technical updates at each meeting, including
on matters such as accounting standards and the audit and
governance landscape, and members are able ta request specific or
personal training as apprepriate. In particular, we remain attentive to
developmenits at a legislative and regulatory level, including the
proposals announced in May 2022 by the UK Gavernment's
Department far Business, Energy and Industnal Strategy (BEIS) in
response to the consultation on ‘Restoring trust in audit and
corporate governance’.

The Committee's focus areas for 2023 will include:

— Following up an continuing improvernents in the external audit
process, as discussed further on page 84.

— Monitoring progress of the UK Government's proposals on
audit and corporate governance reform, any impacts on the
company's processes and practices, and consideration of
rmanagement’s response.

— Monitering emerging developments in non-financial reporting,
including proposals from the ISSB, EU and SEC.

— Continuing our attention to technology and cyber risk, through an
increased frequency of cyber security deep dives and the addition
of the Chief Information Officer as a standing attendee at all
Committee meetings.

Committee evaluation

The Committee undertakes an annual evaluation process to review
its performance and effectiveness. For 2022, the Committee
evaluation process was conducted by way of a tailored guestionnare.
The process sought views on an ananymous basis from Committee
members and other key contributors to the Committee, including the
lead external audit partner, the Chief Financial Officer, Deputy Chief
Financial Officer, the Chief Legal Officer, the Vice President - Internal
Audit, and senior financial, risk and compliance management.

Topics covered in the evaluation included the effectiveness and
dynarmics of the Committee, the Committee's oversight of key areas
within its remit, the guality of papers and meeting discussions, and
the relationships between the Cormnmittee and management. The
Committee considered the findings from the evaluation at its
Novermnber 2022 meeting, including the following key points:

— The Committee is considered by Directors and other contributors
to be working well with appropriate agendas, papers produced to
a good standard and high-quality discussions.

— Respondents welcomed the addition of divisional nsk deep dives
to the Committee’s work plan and noted the importance of
dedicating sufficient time to the overview of risk and associated
remediation actions.

— Respondents recognised that it is important for all parts of the
Group's assurance framework to remain attuned to the changing
risk profile of the company, mcluding data and cyber risk. It
remains impartant for the Committee 1o ensure that it conunues
to have appropriate levels of support and expertise to assess and
manage these areas.

— Given the quantum of Pearson’s business in the US, there was a
suggestion that at least one meeting per cycle be US-based to
allow the Committee in-person access to US management and
ather stakeholders. We expect to be able to reintroduce this

element to the Committee’s annual schedule following the
relaxation of COVID-19 related travel restrictions.

— Responses highlighted the Committee's role in encouraging
collaboration and alignment between the central corporate
risk assessment and compliance functions and the work of
internal audir,

Actions taken following the previous year's evaluation

Based on the recommendations from the previous year’s evaluation,
the Committee took the tollowing actions in 2022.

— We assumed responsibility in our terms of reference for matters
relating to assurance of ESG metrics. During the year, the
Committee considered and approved Pearson's policy on
greenhouse gas emissions re-baselining and restatement. This
policy has established guidelines for the recalculation of the base
year, as well as restatements, for scope 1, 2 and 3 emissions in
the event of significant changes to Pearson's portfolio.

— Recognising the importance of technology and cyber-related
matters to Pearson's business and strategy, we invited the Chief
Infarmation Officer to become a standing attendee at the
Committee’s meetings. Previously, the Chief Information Officer
was invited to atrend for specific agenda items. This strengthens
the oversight that the Committee has of technology matters and
enables timely engagement with the responsible executive
whenever technology-related topics arise in our discussions.

Fair, balanced and understandable reporting

We are mindful of the Code's Principle N relating to fair, balanced and
understandable reporting, and we build sufficient time into our
annual report timetable to ensure that the full Board receives
sufficient opportunity to review, consider and comment on the report
as It progresses, Learn more about fair, balanced and
understandable reporting on page 123.

Financial repdFting and policies

In February 2022, the Commuttee considered the 2022 preliminary
results announcement and annual report and accounts. induding the
financial statements, strategic report and Directors' report. The
significant issues considered by the Committee relating to the 2022
financial statements are set out on pages 86-87.

Correspondence with Financial Reporting Council

In October 2022, Pearson received a letter from the Financial
Reporting Counal {FRC) confirming that it had completed a limited
scope review of the company's 2021 annual report in cannection
with their thematic review of deferred tax asset disclosures. There
were no questions or queries to which the FRC required a formal
written response. Two matters were raised regarding possible
improvements to our existing disclosures. These have been

addressed in the 2022 annual report where material and relevant.

The FRC's role is to consider campliance with reporting standards
and is not to verify the information provided. Therefare, given the
scope and inherent imitations of their review, which does nat benefit
from any detailed knowledge of the Group, it would not be
appropriate to infer any assurance from therr review that our 2021
Annual Report and Accounts are correct in all material respects.

Risk assessment, assurance and integrity

Akey role of the Committee 1s to provide oversight and assurance to
the Board with regard to the integrity of the company's procedures
for the idenbification, assessment, management and reporting of risk
In fulfiling its remit, the Committee remains mindful that effective risk
management is essential to executing Pearson’s strategy, achieving
sustainable shareholder value, protecting the brand and ensuring
good governance.

in 2022, the Committee had oversight of management's refreshed
approach towards risk identification and monitoring. Pearson's risk
management programme has evolved in line with the structure of
the business, which is managed through five global operating
divisions supported by enterprise-wide corperate functions.
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Audit Committee report continued

Through a series of business-focused risk deep dives, the President
of each operating division provides an overview of its risk register o
the Committee at least annually and leads a session on the key risks
facing their particular division. The process is suppaorted by central
risk team experts as required, providing the Comrruttee with a clear
and consistent framework within which to evaluate the strategic
and business risks to the company, based upon the principal,
emerging and significant near-term risk categories described on
pages 45-51

The Committee uses these deep dive sessions te understand the
rigour of management’s risk scanning and to challenge judgernents
being made in response to risks. The Committee has reviewed the
refreshed risk managerment approach to ensure 1ts robust and
proportionate, and cantinues to facilitate a culture of accountability
and ownership among business leaders. The introduction of
divisional nsk deep dives has provided a valueble strategic lens to the
risk management process that has been welcomed by the
Committee and management alike.

During the year, the Committee also conducted a number of deep
dives with selected enterprise-wide functions including data
privacy, cyber security, tax, anti-bribery and corruption, and
business resdience.

Data privacy, cyber security and technology resilience

Prudent management of data privacy, cyber security and Pearson’s
technology estate are fundamental to the company’s success and to
building and maintaining trust with our customers. The Committee
oversees these matters on behalf of the Board from a risk and
assurance perspective and monitors the maturity of Pearson’s
associated governance frameworks. It does this through annual deep
dives, as well as through oversight of the nsk-based internal audit
programme, 1n which these topics are key areas of focus

As part of the data privacy deep dive led by the Chief Privacy Officer, the
Cormmittee considered developments in the global reguiatory landscape
and trends in enforcement actions, focusing on the impertance of
transparency and controls around the use of personal information.
These regulatory trends, combined with Pearson’s direct to consumer
strategy, mean that a compelling user experience is imperative.
Accordingly, the Committee discussed the progress that had been made
through the launch of a new public-facing privacy centre, which prowides
an effective and customer friendly approach to explaiming how Pearson
uses persanal information. The Committee also considered the ongoing
enhancements to Pearson's data privacy governance structure, including
a newly implemerited network of designated privacy owners,
strengthening of the internal incident management framework, and
continued focus an data retention programimes with a particular focus
on customer products, platforms and services.

The Committee also considered the status of Pearson's cyber security
programme, through & deep dive led by the Chief Information Officer
and Chief Information Security Officer This deep dive was set in the
context of the challenges and threats prevalent in the dynamic global
security landscape. As part of thus, the Committee received a report on:

— Pearson's gyber risk profile, including the status and trend of top
threats and response to these threats, with a particular focus on
strategic products

— Management's key achievements and focus areas in 2022, which
included: simplifying and updating mformation security policies to
support Pearsomn's digital strategy, enhancement of identity
management capabilities; development of role specific security
training; implementation of supplier security risk management;
and continued attention to best practices for cloud security

— Objectives for the continued enhancement of Pearson’s cyber
security Infrastructure and governance frameworks, including the
key achievements in 2022 and aims for the coming year

— Findings of the annual third party assessment of Pearson's
cyber capability maturity, which continues to demonstrate
Yyear-on-year improverment.

Audit Committee meeting focus during 2022

Internal audit, Compliance
Financial reperting Policy External audit risk and internal control and governance
— Accounting and — Accounting — Oversight of external suditor — Internal audit actmty — Fraud,
technical updates matters and transition and first-year audt by reports and review of whistleblowing
— Impact of legai clarms Group new auditor key findings reports and
and regulatory issues atcounting — Prowision of non-audit services — 2022 internal audit plan compliance
on financial reporting pohcies by external asditor - policy and including resourcing nvestgations

— Fair, balanced and
understandable

Treasury Policy
and reporting

regular reporting

— Appointment of

Report on half-year procedures

reporting, going — Tax update external auditors
concern and viability — CGreenhouse _

statements inclucing gas emissions . Confirmation of
supporting analysis - policy for

— 2021 annual report
and accounts;
preliminary
announcement,
financial staterments

and Income statement

— Review of interim
results and trading
updates

— Form 20-F and related

disclosures, including
annual Sarbanes-
Oxley Act Section 404
attestation of
financial reporting
internat controls

— Significant issues
reporting

re-baselining
and
restatement

auditor independence

— 2022 external audit plan

Rermuneration and engagement
letter of external auditors

Review opinion on interim results

Rewiew of the effectiveness of
external auditors

EY feedback an

nternal controls aver financial
reporting

Reteipt of external

auditors’ report on annual
report, Form 20-F and year-end
audit

EY feedback an

internal controls over financial
reporting

Assessment of

the effectiveness of
internal audit function,
internal control
ervironment and risk
management systems

Risk management
including Group's
principal and
emerging risks

Strategic risk reviews led
by Divisional Presidents

Group-wide risk deep
dives on cyber securty,
data privacy; treasury
and insurance;
anti-bribery and
corruption; and
business resiience and
crisis management

Controls Centre of
Excellence updates,
including 2022 work plan

— Compliance with
accounting and
audit-related aspects
of the UK Corporate
Governance Code

— Audit Committee
and internal audit
function terms of
reference

— Oversight of Group's
schedule of
delegated financial
authority

— Regulatory briefings,
including proposals
resufting from BEIS
consultation on audit
and corporate
governance reform

— Review of minutes of
the Verification
Committee’s
meetings
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The Committee has a strong facus on Pearson's oyber security
matunty and willincrease its scrutiny of this topic by conducting two
deep dwes each year from 2023, As mentioned elsewhere in this
report, the Chief Information Officer now attends every Commitiee
meeting, to ensure ongoing focus on matters of bath cyber security
and technology resilience, among others.

As indicated in last year's annual report, the Committee also continued
to maenitor management’s implementation of the Board's agreed
action plan following a 2018 security incident affecting AMSweb 1.0,
The Commifter has concluded that the kry warkstrearns, Dave boen
successfully defivered, with the agreed improvernents now having
been incorporated into standard company practices.

The Committee also holds a separate annual deep dwve, fed by the
Chief Information Officer, focusing on Pearson's technology resilience
capabilities. In 2022, this session included updates on infrastructure
enhancerments, management of the end-of-life technology estate,
product avallability and incidents, and technclogy-specific talent risk.

Members

As at the date of this report, the Committee comprises four
independent Non-Executive Directors, all of whom have financial
and/or related business experience due tc the senor positions
they hold or have held in other listed or publicly traded companies
and/or large organisations. The Committee possesses a good
balance of skills and knowledge with competence and experience
covering all aspects of the sectors in which Pearson cperates and
the company’s key markets. Each member is “financially literate”
for the purposes of the NYSE listing standards.

Graeme Pitkethly, Chair of the Cormnmittee since August 2022, is
the Committee’s designated financial expert within the meaning
of the applcable rules and regulations of the SEC, having racent
and relevant financial experience, and s a Chartered Accountant.
Graeme is Chief Financial Officer for Unilever plc and serves as
vice-Chair of the Finanoial Stability Board's Task Force on
Climate-related Financial Disclosures (TCFD). Graeme's full
biography is shown on page 57.

The qualifications and relevant experience of the other Committee
mempbers are detailed on pages 56 to 58. You can read more on
page 59 about the process through which the Board assesses the
independence of Non-Executive Directors.

Compliance, fraud and whistleblowing

The Chief Compliance Officer oversees compliance with our Code of
Conduct and works with senior legal, HR and other relevant
personnel 1o investigate any reported incidents, including ethical,
corruption and fraud allegations. The Committee receives an update
at each meeting on all significant investigations as well as reviewing
data regarding matters raised through our whistleblowing reporting
system. If applicable, any findings of the external auditors with
respect to a particular matter are also considered as part of these
discussions. The Committee may also meet in private if required with
the Chief Compliance Officer. On behalf of the Board, the Committee
considers an annual review of the effectiveness of the whistleblowing
system including through benchmarking against peers and by
monitoring progress against previous years' findings. The Committee
Chair's regular reports 1o the Board include a review of investigations
or whistleblowing matters of note.

The Pearson ant-bribery and carruption (ABC) and sanctions
compliance programmes provide the framework to support our
compliance with various regulations such as the UK Bribery Act 2010
and the US Foreign Corrupt Practices Act. The Committee uses this
framework to conduct a deep dive into the ABC and sanctions
compliance prograrmmes on an annual basis. In 2022, in addition
to s regular review of investigations, the Committee noted the
continued enhancements made to the overall compliance
programme, including ongoing training for staff, development

of a set of FAQs for employees to provide insight into the
investigations process, and enhancements to the ways in which
Pearson monitors third partes with which it does business.

The Committee also paid parbcular attention to the work of
the sanctions team and wider business in response to the war
In Ukraine.

Internal audit

The internal audit function is responsible for praviding independent
assurance to management and the Cornmittee on the design and
effectiveness of internal controls to mitigate strategic, financial,
operational and compliance risks. The Vice President - Internal Audit
repunts jouinty to the Charr ul the Committee and the Chief Financial
Officer and 15 responsible for the day-ta-day operations of internal
audit and execution of the annual audit plan.

The internal audit mandate is approved annually by the Cormmittee.
The audit plan and any changes thereto are also reviewed and
approved by the Committee throughout the year, and the Committee
is attentive to the resourcing of the internal audit function. The
internal audit plan is aligned to Pearson's greatest areas of risk, as
identified by the organisational risk management process, and the
Committee considers issues and risks arising from internal audits,
Management action plans to improve internal controls and to
mitigate nsks are agreed with the business area after each audit.
Internal audit has a robust process in place for the implementation of
audit actions, which also includes review and testing of evidence to
corroborate acticn implementation. Progress of management action
plans 1s reported to the Committee at each meeting, Internal audit
has a formal collaboration process in place with the external auditors
to ensure efficient shaning of insights and outcomes. Opportunities
for reliance by the external auditor on internal audit outcomes are
limited due to strict rules set by the external regulator. Regular
reports on the findings and emerging themes identified through
internal audits are provided to executive management and, via the
Committee, 1o the Board.

In 2022, internal audit carried out engagements across Pearson's
business units and corporate functions covering most of the principal
nsks. The audit plan changes throughout the year based on changes
in Pearson's risk profile. Key thernes in 2022 related to information
security and data privacy, cyber security, data architecture and usage,
digital safeguarding and business resilience, as well as financial
controls in international businesses.

Internal audit evaluation

At its November 2022 meeting, the Committee considered the
findings of the review of the performance and effectiveness of
Pearson's internal audit function, a process which is undertaken
annually. The 2022 review was conducted by distributing a
questionnaire to the key stakeholders of the internal audit function
- including Committee members, the lead external audit partner,
members of the executive management team, and senior financial,
legal and operationat management.

The evaluation process sought views on an ancnymised basis on the
internal audit function's work programme, resource levels, skills and
experuse, and ways of working, Based on the findings of the 2022
review, the Committee is of the opinion that the guality, experience
and expertise of the internal audit function is appropriate for the
business. The Committee recognised the findings of the review which
noted that the internal audit function continues to improve
cellaberation with other teams, including the corporate risk and
compliance teams, and is supportive of the desire to bring a greater
level of data-based insight to add context to the findings of internal
audit's work. The Committee will remain attentive to the use of
co-sourcing arrangements to supplement the internal audit
function’s resource, particularly to ensure appropriate coverage of
specialist areas.

The Comrmittee will ensure that an independent third-party
assessment of the effectiveness and processes of the internal audit
function 1s conducted at least once every five years, in line with the
requirements of the Institute of Internal Auditors’ International
Standards for the Professional Practice of Internal Auditing. The most
recent such assessment was undertakenin 2018,
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Audit Committee report continued

Internal control and risk management

The Board has overall responsibility for Pearson's systems of internal
control and risk management, which are designed to manage, and
where possible mitigate, the risks facing Pearson, as well as to
safeguard assets and provide reascnable, but not absolute,
assurance against material finanaal misstatement or loss,

The Beard agrees risk management requirements and, In assessing
the effectiveness of the risk management effort, reviews a range

of inputs as described elsewhere in this repert. The Board can

and does challenge the reporting it receives and will request further
information as needed to make its assessment.

The Committee monitars the effectiveness of the company's risk
management and internal control systems on behalf of the Board,
The Committee oversees a risk-based internal audit programme,
including periodic audits of the nisk processes across the
orgamsation. It provides assurance on the management of nsk
(including via risk deep dives, as described on page 81), and receives
reports on the efficiency and effectiveness of internal controls with
input from the Deputy Chief Financial Officer and external auditor.
Each business area maintains internal controls and procedures
appropriate to its structure, business environment and risk
assessment, while complying with company-wide policies, standards
and guidelines. These cantrols and procedures are monitored and
certified through the Group-wide Controls Centre of Excellence and
are subject to testing as part of both the internal and external audit
processes.

The Committee, acting on behalf of the Board, confirms that it has
conducted and continues throughout the year to review the
effectiveness of Pearson's systerns of risk management and internal
control in accardance with Provision 29 of the Code and the FRC
Guidance on Risk Management, internal Control and Related
Financial and Business Reporting {FRC Guidance’). In making its
assessment as to the effectiveness of these systems for 2022, the
Comrnittee had regard to an assurance opinion fromthe internal
audit function. Factors considered in this process included:

— the outcomes of internal audits completed during the year
— significant changes in Pearson's strategy, processes and systems

— the wider Pearson risk management and assurance framework
which includes other assurance actwities by first and second line
of defence teams, including enterprise risk management, the
Controls Centre of Excellence. divisionat and technology
assurance teams

— work conducted by the external auditor
— the organisanion’s response to internal audit actions

— whether any fundamental or significant actions have not been
accepted by managerment and the consequent risk

— whether any limitations have been placed or the scope
of interral audit

The Committee reviewed the detail underpinning these factors as
part of the 2022 year-end process. The Committee reviewed all
internal control deficiencies identified during the year and noted that
the majarity have been remediated during 2022 In particular, the
Committee reviewed the control imphcations of the issue related to
investments in unlisted secunties {see page 87) and were satisfied
that the contral deficiency has been remediated, They afso
considered feedback on information provided by the entity (1PE) that
underpins control operation. Following this review, the Committee
confirms that Pearson’s systems of risk management and internal
control operated satisfactonly throughout the year.

The Board 1s ultimately accountable for effective nsk management in
Pearson and determines our strategic approach to nsk, It confirms
our enterprise risk management framework as well as our risk
appetite targets The involvernent of the Board and Committee in the
design, implementation, identfication, monitanng and review of nsks
(including setting risk appetite and reviewing how risk 1s being
embedded in gur culture) is outhned in more detail in the Risk
management section on page 43,
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External audit

[njune 2027, the company announced the Boards intention to propase
to shareholders that EY be appointed as the company's statutory
auditor for the financial year ending 31 December 2022, The audit
tender process was described in detail in the 2021 annual report and
EY's appointment was approved by shareholders at the 2022 AGM
Foliawing the tender process in 2021, Pearsan will put the external
audit contract out to tender at least every ten years and will seek the
rotation of the audit partner in ine with regulation and professicnal
and ethical guidance. The external auditors are reguired to rotate
the audit partner responsible for the Pearson audit every five years.
The 2022 audit was the first year for the EY lead audit partner, Ben Marles.

A detaed audt plan was received from EY at the beginning of the
audit cycle for the 2022 financial year, which gave an overview of its
approach to the audit, outhining the sigruficant risk areas andin
particular the approach to materiality and scoping of the audit.

The Committee regularly reviawed the significant audit risks and
assessed the progress of the audit throughout the year. The Commitiee
also received updates throughout the year from both management
and EY on the progress of the first-year audit to allow the Committee
to assess the effectiveness of the transition process and to monitor the
status of specific areas such as EY's review of internal cantrols and
their assessment of accounting judgements.

The Committee reviews and makes recommendations to the Beard in
respect of the appointment and compensation of the extarnal
auditors. These recommendations are typically made by the
Committee after considering the external auditors’ performance during
the year, reviewing external auditor fees, conducting an effaciiveness
review, considering the annual report on audit quality of the intended
external audit firm and confirming the independence, objectivity,
gualifications and expeneance of the external auditors

External audit effectiveness review

In conducting 1ts review of the effectiveness of EY, Pearson's external
auditors for 2022, the Committee had regard to certain factors set gut
in the FRC's guidelines titled "Audit Quality Practice Aid for Audit
Committees as well as the key areas of iImpartance from a strategic,
operational, reporting and regulatory perspective In particular, the
Committee considered its own observations and interactions with the
external auditors, the guality of the audit, the auditors’ independence,
the prograrmme of work conducted by the auditors and their reports
on that wark.

The review was conducted by distributing a questionnaire to key audit
stakenholders, including members of the Committee and key management
who interact with the external auditors on a regular basis, including the
Chief Financial Officer, Deputy Chief Financial Officer, Senior Vice President
- Treasury, Risk and Insurance, Vice President - Internal Audit, Senior
Vice President - Finance for each business division, and other heads of
corparate functions. The process sought views on an anonyrised
basis on many aspects of EY's work and interactions with the company,
as well as their mindset, skills and knowledge. In the first year of EY's
tenure as Pearson’s external auditor, there was a particular focus on
the transition process, EY's review of the control environrment, ways of
working between the Pearson and EY teams, and the observations that
EY had made on Pearson's business, processes, controls and systems.

In considering the independence of the external auditor, the Committee
has regard to, among other things, EY's challenge to management, the
degree to which they demonstrate professional scepticism, integrity
and judgement in therr work, the amount of time passed since a rotation
of audit partner and the level of non-audit work that the external
auditor undertzkes (detalls of which can be found on page 85)

The responses to the evaluation indicated that the external audit
partners and staff extubit professional scepticaisen in therr work and are
robust in dealing with issues identified during the audit. In particular,
respondents remarked upon the scrutiny demonstrated by EY in
testing the system of internal controls and the Committee noted the
challenge presented to management by the auditors in respect of
accounting juggements from prior years, Overal, having reviewed the
effectiveness and independence of the external auditors dunng 2022,
the Committee concluded that the auditors provide effective
Independent chalienge to management,



In early 2022, the Committee asked the outgoing auditor, Pw(, to
share Its perspectives on outpurs from the previcus year's evaluation
process. The purpose of this was to support a smanth fransition by
enabling the Committee and EY to take forward the apportunities for
improvement identified in the 2027 review.

The Committee will continue to review the performance of the
external auditors on an annual basis and wiil consider thair
independence and objectivity and the guality of the external audit,
taking account of all appropriate guidelines.

Maturally, given this was a year of transinon, a number of
opportunities for further improvement were identified through the
effectiveness review. These primarily related to ways of working
between the Pearson and EY teams. Following the conclusion of the
2022 audit, Pearson and EY, led by the Deputy Chief Financial Officer
and lead audit partner respectively, will work together to develop an
action plan in response to the recommendations. The Committee will
oversee implementation of this plan throughout the coming vear.

Compliance with the CMA Order

Pearson confirms that it was in compliance with the provisions of The
Statutory Audrt Services for Large Companies Market Investigation
{(Mandatory Use of Competitive Tender Processes and Audit
Committee Responsibilities) Order 2014 during the financial year
ended 31 December 2022,

Review of the external audit

Dunng the year, the Committee discussed the planning, conduct and
conclusions of the external audit as it proceeded.

Atits Apniand July 2022 meetings, the Committee discussed and
approved the external audit plan and reviewed the key risks of
misstatement of Pearson's financial statements. The external
auditors provided an update to the risk assessment at the November
2022 Committee meeting, following the acquisition and disposal
transactions in the second half of the year. These risks were then
confirmed as final at the conclusion of their audit of the financial
statements in February 2023.

The table on pages 86-87 sets out the significant issues considered
by the Committee together with details of how these items have
been addressed. The Committee discussed these issues with the
guditors throughout the audit year.

In November 2022, the Committee discussed with the auditors the
status of their work, focusing in particular on internal controls and
Sarbanes-Oxley testing,

As the auditors concluded their audit, they explained to the Committee:

— the work they had conducted over revenue, including over
contracts in certain of the Group's businesses in the US and UK
that span the year end, where revenue is recognised using an
estimated percentage of completion based on costs and
judgements in relation to provisions for returns

— their work in evaluating management’s goodwill impairment
exercise, on a value-in-use basis, including assessing assumptions
around the cash-generating unit (CGU) reassessment, goodwill
reallocation, operating cash flow forecasts, perpetuity growth
rates and discount rates

— their work in assessing management’s judgements and
assumptions regarding the impairment of its night-of-use
assets and whether property assets should be classified as
investment property

— their work conducted over the accounting treatment of certain
unlisted securities and their procedures performed over the
restatement of prior year comparative numbers and the
associated control implications in relation to this matter

— their procedures performed to audit the material acquisitions
and disposals completed in the year in addttion to evaluating
management’s judgement that the businesses under strategic
review do not meet the IFRS 5 criteria to be held for sale at
31 December 2022

— the work performed over the nature and presentation of
adjusting 1terms, focusing on subjective judgements and the
tansparency with which related adjusted measures are
presented, and in particular the exdusion of costs related to
Major restructuring programmnes

— therr work in assessing management's judgerments and assumptions
regarding provisions for uncertain tax positions, in particular the
provision made in relation to the EU state aid tax matter

— the results of their contrals testing for Sarhanes-Oxley Act Section 404
repLlting purposes and in support of their financal staterments audit

— the results of their work over the company’s going concern and
viability statement repaorts

— their work in relation to information provided by the entity (IPE)
disclosures and other matenal internal contral over financial
reporting (ICFR) matters

— their work in relation to other matters which are not classified
as key audit matters, but may give rise to additional
disclosure requirements, such as pensions, restructuring and
asser capitalisation

— the wark performed over the carrying value of investments in
subsidiaries for the Pearson plc parent company.

The auditors also reported to the Committee the unadjusted
misstatemnents that they had found in the course of their work, which
were immaterial, and the Committee confirmed that there were no
material iterns remaining unadjusted in these financial statements.

Auditors’ independence

In line with best practice, our relationship with EY is governed by our
policy on externai auditors, which 1s typically reviewed and approved
annually by the Cornmittee. The policy establishes procedures to
ensure that the auditors’ independence is not comprormised, as well
as defining those non-audit services that EY may or may not provide
to Pearson. Any allowable services are in accordance with relevant
UK and US legislation and auditor standards. The policy takes into
account certain voluntary commitments by EY regarding
independence and applies to all Pearson businesses globalky,
including associate companies.

The Committee approves all audit and non-audit services provided
by EY. Our policy on the use of the external auditars for non-audit
services complies with the FRC's Revised Ethical Standard published
in December 2019. The standard applies restrictions on certain
non-audit services and applies a cap on the level of permitted
non-audit services fees which can be billed in any year. The policy
also reflects the restriction on the use of pre-approval in the 2016
FRC Guidance on Audit Committees and, accordingly, all non-audit
services, irrespective of value, are required to be approved by the
Committee. In particular, we expressly prohikit the provision of
certain tax, HR and other services by the external auditor. We review
non-audit services on a case-by-case basis, including reviewing the
ongoing effectiveness and appropriateness of our policy.

The Committee receives regular reports summarising the amount
of fees paid to the auditors. During 2022, Pearson spent a similar
amount on non-audit fees when compared with 2021. For 2022,
non-audit fees represented 1% of external audit fees (2% 1 2021).

For all non-audit work in 2022, EY was selected only after
consideration that it was best able to provide the services we
required at a reasonable fee and within the terms of our policy on
external auditors. Where EY is selected to provide audit-refated
services, we take into account its existing knowledge and experience
of Pearson. Where appropriate, services were tendered prtor to a
decision being made as to whether 1o award work to the auditors.

Significant non-audit work performed by EY during 2022 included:
— half-year review of interim financial statements

A full staternent of the fees for audit and non-audit services is
provided in note 4 to the financial staterments on page 158.

Graeme Pitkethly

Chair of Audit Committee
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Audit Committee report continued

Significant issues considered by the Audit Committee

Issue Action taken by Audit Committee Qutcome

Goodwill allocation and Impairment reVIews o

— Pearson carries significant goodwill and  — The Committee considered the mpact of — The Committae is satisfied with the
other intangible asset balances. As a acquisitions, disposals and changes in determination of cash generating units and
result of business disposals and an organisation design on the datermination of the assodated goodwill realiocation.
associated change in organisauon cash generating units and in particular the level  _ Tre committee is satisfied with the annual
structure there has been a change in the at which goodwaill is menitored. The Committee Impairment review with confirmation of
determination of cash generating units reviewed the reallocation of goodwill across the sufficient headroom in each of the cash
and goodwill has been resllocated. There cash generaling units incduding those disposed.

L ; generating units,
are significant estimates and

assumptions used In the impairment
reviewy, Pearson has made significant
impairments to goodwill across a variety
of its businesses in past years.

— The Committee monitored the Group's plans
and forecasts during the year to determine if
there were impairment triggers. The Committee
considered the results of the Group's gocdwill
impairment reviews which were undertaken in
December and refreshed post year end. Key
assumptions - including cash flows derived
from strategic and operating plans, long-term
growth rates and the weighted average cost of
capial - were reviewed and challenged. The
Committee considered the sensitvities to
changes in assumptions and the adequacy of
disclosures required by 1AS 36 Impairment of
Assets' in relation ta the Groug's CoUs.

— The Commitiee is satisfied with the
disclosures relating to goodwill,

—_ The assessment of the Groups vnablhty — The Committee reviewed future budgets and — The Committee 1s satisfied with the

and the appropriateness of the gaing rash flow forecasts to understand the Group's maodelling process and the risks identified. In

concern assumption. avarlable iquidity and ability to continue as a addition, the Committee is satisfied with the
going concern. The Committee reviewed and stress testng perforred and the severe but
challenged the risks identified to the forecasts plausible scenario modelling, The
The Committee reviewed the outcome of the Committee noted that in all scenarios the
severe but plausible scenario modelling and Group had a high level of liquidity headroom
stress testing, and sufficient headreom against covenant

reguirements.

— The Committee s satsfied with the
assessment of the Group's viabrity and is
satisfied that the Group is a going concern

— The Committee is satisfied with the
disclosures related to going concern

and viability.
Acquisitions and disposals
— Pearson disposed of its interests in its " "The Committee reviewed the accounting for the  — The Committee determined that disposal
international courseware local publishing disposal of the internationa! courseware local accounting for the international courseware
businesses, disposing of assets in French publishing businesses with speafic focus on local publishing businesses had been
speaking Canada, ltaly. Germany, South consideration, net assets disposed and disposal appropnately recorded. The Commutiee is
Africa and Hong Kaong. In addition, costs. The Committee alsa reviewed tax satisfied with the judgement that the results
Pearson announced a strategic review of assurmptions relating to the disposal and cash flows of the disposed businesses
its Gnline Program Management transactians 'n addition, the Committee should nat be classified and presented gs
business. reviewed the judgement related to whether the discontinued operations and is also satisfled
Pearson acguired Credly Ing, increasing results and cash flows of the disposed with the disclosures related to this tem
its ownership from 19.9% to 100%. businesses should be classified and presented . 1re Committee also agreed that the IFRS 5

as discontinued operations by reference to the criteria to be classified as held for sale in

crteria st outin IFRS 5. respect of the Online Program Management
— The Committee reviewed the status of the businesses had not been met as at 31

strategic review of the Online Program December 2022

Management businesses and censidered this

against the IFRS 5 critena to be classified as

— Pearson acquired 100% of ATI STUDIOS
APPS SR (Mondiy)

— The Committee determined that the
acquisition accounting for Credly and

held for sale Mondly had been undertaken appropriately
— The Committee reviewed the accounting for the but notes that it remains provisional as at
Credly arnd Mondly acquistions with specific 31 December 2022

focus on the step acquisiion accounting for
Credly, consideration, net assets acquired
including the valuation of intangibles and the
recognition of goodwill. The Committee noted
the use of third party valuation experts 1o value
the acquired intangible assets.
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Issue

Action taken by Audit Committee Qutcome

— Pearson has a number of revenue
streams where revenue recognition is
complex. Far some revenue streams
significant judgements and estimates
are required in order to determine
the amaount anid Liming of
revenue recognition

— The Committee s satisfied that revenue is
being recognised appropriately.

— The Committee regularly reviews and
challenges revenue recognition practices and
the underlying assumptions and estimates. In
addition, the Committee has visibility of internal
audit findings relating fn revenue recognition
contrels and processes and routinely monitors
the views of external auditors on revenue
recognition issues.

— The Committee monitored the Group's ~ The Committee is satisfied with the results

assets in rejation 10 leased properties.
The property portfolio has been further
simphified, significantly reducing the
sguare fontage required. The night-of-use
assets have canseguently been impaired.
In addition, assumptions made in
previous years regarding the ability to
sublet have been revisited. There are
significant estimates and assumptions
used in the impairment review,

In light of the changes in use of
Pearson's property assets from awn use
to sublet, the dlassification of property
assets has been assessed resultng in
recogninon of certain assets as
investment property in 2022,

property strategy during the year to determine
if there were impairment triggers. The
Committee considered the results of the
Group's property impairment reviews with
specific focus on the 80 Strand and Hoboken
properties. Key assumptions - including
potential rental value, expected sublease
durations and terms such as rent free perinds
- were reviewed and challenged. The
Committee considered the adequacy of related
disclosures. The Committee noted the ingut of
third party property specialists in determining
the key assumptions.

The Committee reviewed the assessment of the
property assets against the criteria to be
classified as investment property.

of the property iImpairment reviews and the
subsequent impairment charges recognised
In the INCcome staternent.

The Cormmittee is satisfied that the
charges relate to a major restructuring
programme and so meet the Group's
criteria to be excluded from adjusted
performance measures.

The Committee Is satisfied with

the disclosures relating to

property impairments.

The Committee is satisfied with the decision
to classify certain property assets as
investment praperty and the disclosures
relating to this classification

LUNCRrTain tax positions.

In 2021, Pearson paid £105m {(including
interest) in relation to the EU state ad
matter and at that time the amount was
recognised as an asset as it was
expected to be recovered in due course,
In 2022, the EU General Court dismissed
the appeal made by the UK Government
in relavion to this matter. As a resuft of
the dismissal, Pearson have concluded
that a provision is now required in
relation 1o this issue.

In 2022, Pearson have released tax risk
provisions totalling £72m following the
expiry of the statute of iimitations for
certain periods 1n the US,

Changes to, and the application of, tax
legislation continues to be a complex
and judgemental area.

— Pearson holds provisions i relation to

The Committee considered various
developments during the year, including
Pearsor's ongoing response to the European
Commission's decision that the UK's Finance
Company Partial Exemption rules constituted
state aid ('EU state aid). The Committee noted
that the EU General Court dismissed the UK
Government's appeal in relation to the EU state
aid matter and concur with management that a
pravision is now required for this item.

The Committee reviewed the release of the

tax risk provisions resulting from the expiry of
the statute of limitations, including the
presentation of these tems within adjusted
and statutory earnings.

The Compmittes is satisfied with Pearsan's

approach to managing the impact of tax
legislation changes and agreed with the
views of management regarding tax
provisicning levels.

The Committee is satisfied with Pearsen's
approach to the EU state aid matter
including the provision made in relation to
amounts paid in 2021 and ongoing
disclosure abour this matter.

The Commitiee is satisfied with the release
of US tax provisions and the presentation of
the items within the income staterment.

— Pearson holds investments in unlisted

securities. Historically, all of these
investments have been classified as fair
value through other comprehensive
income. On further review of mited life
funds the classification for certain funds
has been changed to fair value through
profit and loss.

The change in classification represents
an error in the prior year accounts and
prior year comparative numbers have
been restated.

certain hrnited life funds held by Pearson and
agreed with the reclassification.

The Committee considered the need for
restatermnent of prior year comparative
numbers cansidering both quantitative and
gualitative factors,

The Committee reviewed the disclosures
relating to the restatement.

The Committee reviewed the control
implications refating to thrs matter.

The Committee agreed with the
reclassification of certain unlisted securities.

The Committee agreed with the requirement
o restate comparative figures based on
quantitative size but reviewed and agreed
with management's determination that the
gualitative factors suggest this 1s not a
material item to users of the accounts.

The Committee is satisfied with the
accounting treatment in the current year
and the disclosures related to the
restatement of comparative figures.

The Committee were satisfied that the
control deficiency has been remediated.
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Directors’ remuneration report

image removed

Sherry Coutu - Committee Chair

Key messages from the Remuneration
Committee

During thea year, the Committee undertoak a
comprehensive review of the Directors' remuneration
policy, which is due for its triennial renewal at the 2023
AGM. Following extensive consultation with shareholders, it
was determined that a conventional UK incentive structure
would be retained but with modifications to quantum and
enhancement of key UK governarice features

The Committee also reviewed the implementation of the
Divectars' remuneration policy for 2023, in particular the
performance framework, to ensure it appropriately
supports delivering Pearson’s forward-looking strategy.

The Committee spent significant tme during the year
considering the inclusion of strategic and ESG prionties in
incentives and benefited from insights provided by Annette
Thomas given her key role on Pearson's Reputation &
Responsibility Committee. We will introduce a new ESG
metric Into the LTIP and remove digital sales from the AlP.

As Cormmittee Chair, } engaged extensively with shareholders
and their advisers throughout 2022, and all feedback received
was considered by the Committee when finalising the
Directors' remuneration policy and its implermentaticn

for 2023,

The Committee considered performance cutcomes far
2022, The annual incentive outcome for Executive Directors
is 76% of maximum reflecting strong financiat and strategic
progress delivered in 2022. The long-term incentive granted
In 2020 will vest at 58% of maximum considering the
profitable growth and sharehalder value created over the
three-year performance period

Athorough review was conducted ahead of the release of the
second tranche of the co-investment award for the Chief
Executive, considering perfarmance underpins, broader
company performance, and stakeholders’ experience and it
was determined that this tranche should vest in full.

The Committee remains focuseod on ensuning remuneration
policies and practice for all Pearson’s colleagues are
consistent with our need to attract and retain the right
talent for our digital future, and are appropriately afigned to
our forward-looking strategy, our purpose, and our mission,
vision, and values,

Dunng the year, | engaged with colleagues on executive pay
and wider reward matters through several channeis,
including the Employee Engagerment Network,
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Terms of reference

The Committee’s terms of referance are in ine with the 2018 UK
Corparate Governance Code and are avatlable on the Governance
nage of our website at pearsonplc.com {a summary of the
Comrmittee’s responsibilities 15 on page 111).

Board Committee attendance

There were 7 scheduled meetings of the Rernuneration Committee in
2022, Attendance by Diractars was as follows:

Committee members Meetings attended

T Esther Lee jpined the Remunerauon Commitee on 1 April 2022

2 Sidney Taurel stepped down ffom Pearson’s Board and the Remuneraton
Comrstee at ne AGM on 29 April 2022

. Annette Tnomas joned the Remuneration Commuittee on 1 August 2002

i

Dear Shareholder

On behalf of the Board, | am pleased to present the 2022 Directors’
remuneration report, which includes our 2023 Directors'
remuneration policy.

Pearson cornpleted 2022 ahead of original expectations. The Group
delivered a robust financial performance, with underlying sales up
5% and an underlying increase in adjusted operating profit growth of
11% as well as being on-track to deliver significant cost efficiencies

in 2023

Pearscn made strong strategic progress over the year, including
reshaping the portfolio for growth, adding capabilities and increasing
interconnectivity between divisions to unlock synergies and build
further tifelong learning potential. The Caompany’s strong strategic,
operational, and financial progress was reflected in the share price
and value delivered to our shareholders. Pearson ended the year as
one of the top performers in the FTSE 100, delivering a total
shareholder return of over 50% n 2022,

The work undertaken by Andy Bird and fis new executive team over
the last two years has ensured robust digital foundations for the next
stage of Pearson’s journey which will enable new digital products and
services to be brought to market at pace. Gaing forward, Pearson
intends to capitalise on the momentum to date and continue ta
accelerate the growth of the business through s connected
commercial and consumer strategy.

Directors’ Remuneration Policy review

In ine wath the normal three-year cycle in the UK, Pearson's Directors’
remunaration pohcy will be subject to shareholder vote at the 2023
AGM. In advance of this, the Committee has spent significant time
rigorously reviewing the Directors' remuneration policy and its
implementation to ensure it remains fit for purpose as Pearson Jopks
to the future. This review considered Pearson's renewed strategy, the
strong performance of the business, and the views and expectations
of our shareholders. ther advisers, and other stakeholders

Andy Bird was appointed Chief Executive shortly after the approval of
our existing Directors’ remuneration policy at the 2020 AGWM Under
his leadership, Pearson attracted several new experienced individuals
te lead the business and the whole organisation 1s energised and
focused on executng our new strategy. Additionally, Pearsan has
moved from near the foot of the FTSE 100 1o around 607 due to the
significant increase in market cap during 2022.



The continued execution of the renewed digital-first strategy, through
which Pearson aims to deliver innovative digital learning products
through an integrated cammercial and consumer strategy, demands
a highly skilled and experenced management team. Attracting and
retaining the correct calibre of talent has been and will remain crucial
1N accelerating the growth of the Company and ensuring it is well
pesitioned to compete globally and capture market share.

North America 1s a key talent and growth market for Pearson and
critical to the future success of the business. Pearson needs to be
able to recruit and retain talenr from this market, which gonerates
two-thirds of Pearsan's tatal revenue, to deliver on its strategy.
However, remuneration practices in the US differ significantly from
the UK both in terms of quantum and structure, particularly with
regard to long-term equity arrangements.

Highlighted by the appeintment of Andy Bird, the Committee believes
that the existing executive remnuneration framework does not
adequately act as an attraction, retention and incentivisation tool for
US tzlent. To secure his appointrment, the Committee developed a
bespoke one-off coanvestment award. This illustrates the challenges
of recruiting in the US market, and the Committee is keen to ensure
that the new Directors’ remuneration policy appropriately rewards
the current Executive Directors, whose skills and experience will be
particularly sought after for their contribution, while also containing
additional flexibility to attract future talent if required over the
three-year life of the Directors’ remuneration policy.

In this context, the Committee is proposing to implement a package
of changes to the Directars’ remuneration policy and its
implementation for 2023,

Initially, the Committae considered various alternative incentive
framewaorks, including a hybrid structure comprising both
parformance shares and restricted shares, which is very common in
the US market, and operated by Pearson for senior management
below Executive Director level. Feedback from some investors
highlighted a continued preference for performance shares only, and
so the Committee determined that a conventicnal UK incentive
framework should be retained.

To support the attracton, retention and incentmsation of the critical
executive talent needed to deliver the forward-looking strategy and
ultimately the creation of long-term sustainable value far our
shareholders and other stakeholders, the Committee is proposing to:

— adjust the percentage that pays out under the Annual Incentive
Plan (AlPy and Long-Term Incentive Plan (LTIP) for threshold
performance to 25% and 20% of maximum, respectively

— increase the Policy maximurm opportunity level under AIRP from
200% to 300% of salary

— increase the Policy maximum opportunity level under LTIP from
350% to 450% of salary,

For 2023, it is proposed that the Chief Executive will participate in the
AIP and LTIP with maximum cpportunity levels aligned to these
increased maximums. For the Chief Financial Officer, maximum
opportunity levels for 2023 will be increased to 200% of salary for the
AIP and 300% of salary for the LTIP {an increase from 170% and
245% of salary, respectively), See page 94 for further details on the
market data considered ty the Comrmittee in assessing pay
competitiveness at Pearson.

The Committee believes that retaining a UK market-aligned
remuneration framework for the forward-looking Directors’
remuneration policy, but with INcreased opportunity levels, 1s the
best way to continue to drive a streng pay for performance culture
and respond to the needs of the global talent mariet for digital
innovators, whilst remairiing mindful of the UK governance
environment and the views of our shareholders.

Performance framework

While the Directors’ rernuneration policy contains sufficient flexibility
to adjust performance measures on an annual basis, the Committee
took the apporturity as part of the Directors' remuneration policy
review to undertake a full review of the performance framework to
ensure it continues to closely align to the forward-looking strategy.
Overall, the Committee considered that current performance
framework principles remain appropriate, although a number of
changes to how this is implemented are being proposed for 2023

Incorporation of ESG into the incentive framework

Pearson s a purpose-driven Company - we add life to a lifetime of
learning through creating vibrant and enriching learning experiences
designed for real-life impact, so everyone can realise the life they
imagine. We believe learning 1s one of the greatest forces for change
in the worid, and as the world's leading learning company, we have a
duty to help drive that change and deliver aganst our purpose. The
strategy and priorties for the business are therefore anchored
around this, and everyday actions and behaviours have a strong
social impact.

The Committee spent a significant amount of time during the year
debating the most appropriate ESG measures for inclusion in
incentives, The strategic element of the AIP already includes relevant
ESG priorities, and this will continue for 2023 In terms of specific ESG
metrics, the AIP will include two targets for 2023 - one focused on
investing in a diverse pipeline and increasing representation of
ermployees from an ethnic minority background at management
levels, and the other focused on achieving a step change towards our
2030 carbon reduction goal. Reflective of the importance of
delivering against our strategic commutments, the Committee chose,
for the first time in 2022, t¢ prospectively disciose annual
performance targets in respect of strategic measures.

Asimilar approach has been taken in respect of ESG measures

for 2023

In addition to the AIP, taking on board feedback from our largest
shareholders and reflecting the fact that progression of our ESG
priorities is integral 1o long-term sustainable growth of the business,
Pearson is introducing an ESG measure into the LTIP for 2023 with a
weighting of 10%. For 2023, the £5G measure will centre on building
an inclusive culture and increasing fermale representation at
leadership levels.

When considering specific ESG measures for incentives, the
Committee wanted to ensure strong relevance to the strategy and
that measures should be quantifiable. Pearson is dedicated to
creating bias-free content that reflects the diversity, depth, ang
breadth of all iearners’ lived experiences. Within its content, Pearson
acknowledges its responsibility to demonstrate inclusivity and
incorporate diverse scholarship so that everyone can achieve their
potential through learning. In this context, an oNgoing focus on
dversity, equality, and inclusion at all levels of the Company 1s
important - embracing diversity throughout our own arganisation will
lead to a more diverse and representative Pearson praduct. The
Committee therefore considers it appropriate that such metrics are
inctuded within both the AIP and LTIP. The focus of each measure
does however differ - the AIP considers ethnicity across a broader
management population, while the LTIP is focused on female
representation in leadership roles.

Proposed changes to other measures

For the AP, it 1s proposed that the operating cash flow measure,
which has a weighting of 20%, 1s replaced with a free cash flow
measure. Free cash flow is a measure preferred by some investors as
it better corresponds to the cashflows available to return to thern.
The introduction of this measure reflects the importance of free cash
flow generation to Pearson's fundamental value, and ensures
executives are incentivised to improve it
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The digital sales metnc which formed part of the strategic AIP
measures in prior years will be removed for 2023. Considering the
grewth in digital and digitally-enabled sales over the last five years,
and that this now accounts for around three quarters of total sales,
the Committee, with input from key shareholders, determined that
inciuding both a sales metric and a digital sales metnic within the AiP
was no longer appropriate. The strategic element of the AIP will
therefore focus solely on ESG measures for 2023, at the same
welghting as in 2022 (10% of the total AIP).

For 2023, in response to the removal of digital sales, the weighting of
the adjusted operating profit measure wil be increased ta 40% to
further incentivise the drive for profitable growth. The Committee dia
consider whether to include an additional strategic measure In place
of digital sales, for example, a measure related to consumer
engagement or product effectiveness. it was however determined
that further work was required to ensure a sufficiently robust metric
which could be linked to incentives, although the current intention

of the Committee is that such a metric will be incorporated in

future years.

Overall, therefore, for 2023, the AW will be based 40% on adjusted
operating profit, 309 on sales, 20% on free cash flow and 10% on
strategic £5G measures. [0 line with normal practice, the Committee
will review its approach in advance of each financial year to ensure
that the balance of performance measures remains appropriate and
aligned to the financial and strategic prionties of the Group.

For the LTIP, the majority of the awards wili continue to be based on
adjusted EP5, relative TSR and a return measure, with these three
measures equally weighted at 30% each. The introduction of the new
ESG measture, as descrnibed above, accounts far the remaining 10%. I
is however proposed that, from 2023, Return on Capital replace net
ROIC as the return measure. Return on Capital 1s considered a more
appropriate and simpler measure for the business in terms of
measuring how efficiently returns are generated from our asset base
and is more consistent with the approach taken by other companies
in the market.

The Committes also carefully considered the peer group against
which to measure relative TSR performance, reflecting on whether a
bespoke peer graup, international index or & sector-specitic index
should be used instead of or alongside the FTSE 100. Initially, it was
determined that the FTSE 100 should be retained gven its simplicity,
the fact that Pearson is a constituent of the FTSE 100 and subject to
similar market dynamics as other global UK-listed cornparies.
Further, the Committee was mindful of the challenges of identifying
either an appropriate bespoke peer group or a defined sector group
or index which adequately reflects Pearson's business mix and
UK-listing.

However, during the sharehaolder cansultation exercise, it became
ciear that sharehaolders held a broad range of views in relation ta the
maost appropriate TSR comparator group for Pearson, Whilst it was
generally recognised there 1s no "perfect” comparator group, seme
preferred the simpiicity of the FTSE 100 whilst others thought an
international or sector-specific comparator group would more closely
reflect Pearson's strategic ambition. The Committee therefore
re-visited its initial deliberations, and to balance the various
perspectives, it has ultmately been determined that a hybnd
approach will be taken - 50% of the TSR element will continue to be
measured relative to the FTSE 100 while the other 50% will be
measured relative to the 5&P 500. For both the FTSE 100 and S&P
500, certain sectors - financial services, energy, basic materials,
utilities and healthcare - will be excluded as companes within these
sectors are subject to very different market forces to Pearson and
are therefore not considered relevant comparators,

Target-setting for 2023

One of Pearson's remuneration principles, which apply across the
whole organisation, centres on pay for performance, and this 1s
actively considered by the Committee when determining targets. Far
2023, in hine with usual practice, 8 robust target-setting pracess has
been followed considering Pearson's strategic plan as well as analyst
consensus to reflect market expectatons
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This year, the Committee also considered the increased oppertunity
levels under the Directors’ remuneration policy to ensure that any
pay-out will appropriately reflect the performance delivered and
ultimately value created for our sharehalders. For maximum pay-out,
performance must be significantly in excess of current market
guidance. Overall, the Committee believes that the 2023 LTIP targets
are appropriately stretching in the context of the business and
external environment and would onfy result in significant value
delivered to management where there has been significant value
created for shareholders and other stakeholders, See page 93 for full
details of 2023 LTIP targets.

The Committee has a strong focus on pay for performance and a
robust track record of setting stretching targets, as demonstrated by
the targets set in recent years and subsequent incentive outcomes,
The approach taken this year is no different,

Shareholder engagement

Over the last year, as part of the Directors’ remuneration policy
renewal, the Committee has engaged extensively with shareholders
and shareholder representative bodies. | would persanally like ta
take this opportunity ta thank all those who tock the time to engage
with us and provided feedback on the executive remuneration
approach at Pearson, As always, your feedback is invaluable,

Since the introduction of the one-off co-investment award, which was
designed to secure the appointment of Andy Bird, a significant
minority of shareholders have continued to vote against Pearson's
remunerabion resolutions, including the 2021 Directors’
Remuneration Report at the 2022 AGM. The Committee is naturally
disappointed with this outcome, but equally is committed to ensuning
Pearson has an executive remuneration frarmework which allows 1t to
be rompetitive,

When developing the new Directors' remuneration policy, the
Committee took a phased approach to shareholder engagement,
nitially seeking the views of our major shareholders on the direcoion
of travel, before building out more detalled proposals. These initial
conversations with shareholders in June and July 2022 resulted in the
Committee deciding to retain the existing incentive framework rather
than pursue an alternative

Overall, the Committee recewved feedback from, or directly engaged
with, approximately 55% of Pearson's ownership as well as the key
proxy advisors, We highly value the inputs and views of all
shareholders and their advisors and have taken these into account
when finalising our approach. It is worth highlighting, however, that
throughout the engagerment process we recerved a broad range of
feedback, with the views of individual shareholders often differing,
and as a result it is not necessarily always possible to meet the
preferences of all shareholders,

In my conversations, there was a general understanding af the
challenges faced by Pearson - the need, despite being a UK-listed
company. to develop an executive remuneration framewaork which
adequately acts as an attraction, retention and incentivisation tool for
US talent given that North Amaerica is a key walent and growth market
for Pearson, and cntical to its future success. That said, the
engagement exercise highlighted specific areas of concern for some
shareholders, and reflective of this, the Committee has modified 1ts
proposals. This includes:

— Introduction of annual bonus deferral. In resporise to
shareholder feedback, the Committee determined to introduce
annual bonus deferral where an Executive Director has not yet
met the relevant shareholding guideline In such crcumstances, it
is proposed that an Executive Director would defer a third of any
bonus earned into an award of Pearson shares for two years.

— Increase in shareholding guidelines i line with increased LTIP
opportunity. Several shareholders noted that considenng the
propased mcrease in LTIP opportunity they would expect a
corresponding increase in shareholding guidelines, strengthening
the alignment of Executive Director interests with those of
shareholders. The Committee is therefore proposing that
shareholding guidetines will increase to 450% of salary for the



Chief Executive Officer and 300% of salary for the Chief Financial
Officer, in line with the proposed annual LTIP award levels.

— Reduction of LTIP threshald Lo 20% of maximum. Our original
proposal was to Increase the LTIP percentage that pays out for
threshold performance to 25% of maximum for all measures in
ine with market norms. However, cambined with anincrease in
the maximum LTIP opportunity to 450% of salary, this resulted in
a threshold vesting level in excess of 100% of salary. Mindful of
the higher opportunity level, but in line with the original intention
to align the threshnid vesting percentage across all long-term
metrics, the Committee 15 now propesing to reduce threshold
vesting to 20% of maximum. This wili mean that for threshold
performance, LTIP vesting would be 90% of salary for the CEC as
opposed to 112.5% of salary.

— Re-balancing of LTIP measures. Shareholders expressed a
range of views In relation to leng-term performance measures,
particularly 1n relation to our original proposal to reduce the
weighting of Return on Capital In favour of TSR and EPS, Mindful
of this feedback and the focus on capital allocation as Pearson
tooks to grow for the future, the Committee determined that TSR,
EPS and Return on Capital should be equally weighted within
the LTIP.

Shareholder feedback also informed the Committee’s decisions in
relation to the TSR comparator group and Executive Director salary
increases for 2023,

Pearson remains committed to 8 constructive and positive
relationship with all its shareholders and their advisers and will
continue to engage widely as appropriate going forward.

Incentive outcomes for 2022

2022 AIP and 2020 LTIP

The strong financial and strategic progress delivered in 2022 resulted
in a formulaic AIP outcome for Executive Directors of 76% of
maximum. Overall, the Committee was satisfied that the formulaic
outcome was reflective of the performance achieved.

The LTIP granted n 2020 will vast in 2023 at 58% of maximum
reflecting profitable growth and shareholder value created aver the
three-year performance period. Only the Chief Financial Officer
participated in this award, and shares vesting will remain subject to a
two-year holding period.

As disclosed in the 2020 Directors’ Remuneration Report, mindful of
the share price volatility at the time the 2020 LTIP was granted, the
Committee exercised its discretion to use a five-day average share
price to 1 March 2020 (573.72p) rather than the share price prior to
the date of grant in May (459.80p) This resulted in approximately
55,000 fewer shares being granted ta the Chief Financial Officer.

The Committee considered that the Gverall vesting outcome reflected
the performance of the business over the three-year penod, in
particular the success of the new strategy, and therefore no further
discretion was applied.

Second tranche of the Chief Executive’s
co-investment award

The second tranche of the one-off co-investrment award granted to
Andy Bird to secure his appointment vested following 31 December
2022. Vesting was subject to achievement of performance underpins
linked to strategic progress and there being no significant ESG issues
resulting in significant reputational damage. These underpins are
intended to guard against payment for failure, ensuring the
Committee can reduce vesting if in its opinion the performance of
the business or the individual does nat support this,

The Commuttee undertook a rigorous assessment of the relevant
performance underpins as well as a holistic review of broader
Pearson performance and the experience of ail stakeholders.

Inits assessment, the Committee followed the framework developed
and disclosed in prior years, Overall, the Committee determined

that the second tranche of the award would vest in full and full
disclosure of the Committee’s deliberations in this regard is on
pages 103 and 104.

Shares vesting remain subject to a holding period until 31 Decermnber
2023, The final tranche of the award will vest fallowing 31 December
2023 subject to the relevant performance underpins, which include
an additional TSR underpin, and Andy Bird's continued employment
at the vesting date.

Salaries for 2023

for 2023, salary levels for Executive Directors were considered in the
context of general economic and market conditions, the level of
Inereases made across the Company as a whale, and individual
performance. In addition, the Committee recogrused that Andy Bird
had not had an increase in his salary since his appointment in 2020
and that, from an overall package perspective, his remuneration s
significantly below US levels. Mindful of this, and the exceptional
performance of the Campany since his appointment, the Committee
felt that it would have been warranted tQ increase Andy Bird's salary
significantly, and consulted with shareholders on this basis.

However, cognisant of the current external environment, which over
the last year has steadily become more challenging for our broader
employee population who are more exposed to high levels of
inflation and the associated cost-of-living pressures, and shareholder
feedback and guidance in this area, the Committee determined that
the salary increase for Andy Bird should be 3.5%, in line with the
average salary increase awarded to the US workforce and below the
average rate for the UK workforce and Pearson as a whole.

The salary for the Chief Financal Officer will be increased by 4% in
line with the average increase for the UK workforce,

Remuneration across Pearson

Pearson's remuneration principles are consistent across the
organisation and are designed to support Pearson's culture and to
make Pearson an employer of choice and able to attract and retain
talent to execute our digital-first strategy Remuneration across the
workforce 1s designed to reflects the role, skills and expenence, and
performance of any relevant individual as well as local market
practice. Many of the features of our Directors’ remuneration policy
apply more broadly, for example, over half of ali Pearson employees
(€.11,200 employees) participated in an AIP during 2022 which was
funded based on similar performance measures as Used for
Executive Directors.

wMindful of the energy cnisis which has had a disproportionate impact
on Pearson's lowest paid employees in the UK and elsewhere in
Europe, Pearson made a one-off cost-of-living payment equal to
£1,000 or €1,000 to these individuals at the end of 2022, As a giebal
cornpany, Pearsen manitors the impact of external worldwide events
on pay competitiveness and makes adjustment where appropriate
to ensure employees are rewarded fairly for their contribution, for
example, targeted pay solutions have been implemented in

markets suffering from acute inflationary pressures such as Srit Lanka
and Turkey.

The Committee receives regular updates on talent matters and wider
workforce considerations and actively considers the appreach to
reward throughout the crganisation when determining executive
rermuneration. In addition, the Committee closely reviews relevant
pay ratios and pay gaps and supports efforts 1o make progress
against these metrics. Last year, (0 ensure a more proactive
approach and enable a two-way conversation, the Employee
Engagement Network held a discussion on reward and incentives
at Pearson. The EEN met to discuss how the annual bonus plan

15 funded and how we seek to achieve alignment between
Executive Directors and the wider workforce through the use of
consistent measures.

I would like to thank shareholders for their continued support at the
2023 AGM in relation to both our 2022 Directors’ remuneration
report and 2023 Directors’ remuneration policy.

Sherry Coutu, CBE

Chair of Remuneration Committee
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Pearson’'s Remuneration
Framework At a Glance

Remuneration principles

Pearson's remuneration principles govern pay for the whole organisation, We have developed remuneration arrangements for our Execunive Directors
with these principles in mind.

1 2 3
Aligned to Pay for Market
longer-term performance competitive
strategy Rernuneration Pay levels are
Reward is lnked to framewark and market competitive,
achieving Pearson's outcomes are based onrole,
longer-term aligred with grade, and
strategy, growih, performance contribution, and

and sustainablity

ensure individuals
are fairly rewarded
in line with the

4

Targeted
differentiation

We operate
targeted
differentiation

of reward across
our employees,
linked to talent
and performance
management

5

Tailored

Our approach

to reward s tailored
in certain
circumstances to
address a specific
market/business
need, and 1s
consistent with our
underlying reward

6

One part of the
employee value
proposition
Remuneratiom is
one part of our
broader employee
value proposition
- and not the only
reason to wark for
Pearson

market

philosophy

Our Directors’ remuneration policy and its implementation supports
our Company purpose of adding life to a lifetime of learning, our
strategy and ultimately the delivery of long-term sustainable value
for all stakeholders, including our shareholders.

In developing the forward-locking Directors' remuneration policy.
the Committee had due regard to the principles outlined within
the UK Corporate Governance Code.

— Pearsor's remuneration principles, as set out above, align with
our culture and position us as an employer of chaice, so we can
continue to attract and retain the right talent, and support aur
digital future. We recognise that remuneration is only one part
of Pearson’s employee value praposition

— Our forward-looking executive remuneration framework 1s
designed to be simple, with total remuneration made up of
fixed and performance-linked elements, supporting different
strategic objectives

— Our remuneration framewocrk and outcomes are designed 1o be
aligned with perfermance:

— Selected perfarmance measures for the AlP {Annual Incentive
Plan) and LTIP {Long-Term Incentive Plan) are key to achieving
the Group's strategic objectives, The Committee reviews
performance measures annually 1o ensure they incentivise
appropriate management behaviours and goals

— The Committee carnes out a robust target-seting process
aarh year, considenng Pearson's strategic plan, as well a5
analyst consensus to reflect market expectations. This results
in stretching, yet achievable, AIP and LTIP targsts

— Maximum awards under the AIP and LTIP are capped and
clearly disclosed In our Directors’ rernuneration policy
alongside predictions of how the Directors' remuneration
policy may apply In various performance scenarios
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— When determining pay-outs, the Committea considers
whether the outcome reflects overall company performance
and the expenence of stakeholders over the period, including
sharehaoiders and colleagues. If not, 1t has the discretion to
adjust outcomes

The Cormmittee is mindful of reputational and other risks
when implementing the forward-looking Directors’ remuneration
policy and determining outcomes for Executive Directars and
senior management. Pearson has safeguards in place, such as
malus and clawback provisions and a two-year LTIP holding
perod, as well as robust shareholding gudelines, which extend
post-employrment,

Before signing off the Directors’' remuneration repart, the
Committee reviews drafts and inputs to clarify our disclosures.
in renewing the Directors’ remuneration policy this year, the
Committee engaged extensively with shareholders 10 ensure
they fully understood the rationale for change, and to give them
the opportunity to feed into the decision-making process and
inform final conciusions



2023 Directors’' Remuneration Policy

The 2023 Directors' remuneration policy will be subject ta shareholder approval at the AGM to be held on 28 April 2023, This section outlines key
changes to the Directors' remuneration palicy following the Remuneration Committee's extensive review over the last year. The 2023 Directors’
remuneration policy is set out in full on pages 112 to 119.

Key changes to Directors’ remuneration policy

Key features of the 2020 Directers’ remuneration policy

Outline of proposed changes for 2023

Salary

Allowances and
benefits

Retirernernt
henefits

Annual
incentive

‘Long-term
incentive

Shareholding
guidelines

 Post-employment sharehclding guidelines ap

Base salanes reflect level, rale, skills, experience, the competitive
market and individual contribution.

Base salaries are normally reviewed annually, with any increases
normally in line with typical increases awarded 1o other

Group employees.
Reflects the local competitive market and may include travel-
related, health-related and risk-related benefits as well as any
ather benefits provided to the majority of employees.

The Committee may introduce other benefits if it 1s considered
appropriate to do so.

Employees in the UK, including Executive Directors, are eligiole

10 join the Money Purchase 2003 section of the Pearson
Pension Plan.

The Committee has discretion 1o put in place retirement benefit
arrangements in line with local market practice.

Executive Directors, who opt cut of the pension, can receive a
cash allowance of up to 16% of base salary, in ine with the
maximum company contribution as a percentage of salary that
UK employees of a similar age are eligible to receive.

Maxtmum cpportunity of 200% of base salary.

Based on the achievement of annual business goals and strategic
objectives, with financial metrics accounting for at feast 75% of
total opportunity.

Normally no payout for threshold performance, with 50% payable
for on-target performance.

Discretion to adjust formulaic outcome where this does not
reflect underlying perforrmance.

Awards paid fully in cash.
Malus and clawback provisions apply.
Maximum opportunity of 350% of base salary

Based on achievernent of targets for earmings per share, a return
on measure and relative total shareholder return (weighted
equally) over a three-year performance pericd.

Discretion to adjust formulaic outcome where this does not
reflect underlying performance.

Awards are subject to a post-vesting holding period of two years.
Malus and clawback provisicns apply.

Current in-employment guidelnes of:

— 300% for the Chief Executive

— 200% for the Chief Finanaial Officer

"No changes to policy

No changes to policy

increase in maximum opportunity to 300% of base
salary. For 2023, maximum opportunities are:

— 300% for the Chief Executive

—= 200% for the Chief Financial Officer

Increase in payout for threshold performance to 25%
of maximum.

Introduction of bonus deferral where sharehclding
guidelines have not been met.

Increase in maxinmum opportunity 1o 450% of base
salary. For 2023, maximum opportunities are;

— 450% for the Chief Executive

— 300% for the Chief Financial Officer

Proportion of award that vests for threshold aligned
at 20% across all performance measures,
Introduction of ESG into the performance framework.

in line with increase LTIP opportunity:
— 450% for the Chief Executive

— 300% for the Chief Financial Officer
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Consideration of market data in assessing pay competitiveness at Pearson

in determining the 2023 Directors’ remuneration policy proposals and their implementation, the Remuneration Committee considered remuneration
levels at comparable companies both in the UK and US. The approach to market data was to consider multiple different reference points, including
those described below, to pravide a rounded view of overall positioning against the market. The Committee has not sought to fellow any specific
market reference and is mindful that, whilst the primary talent market is likely to continue to be the US, Pearson is a UK-listed company
and operates a UK market aligned remuneration framework.

Market reference points

— Executive Director remuneration in UK-listed companies of a similar market capitalisation to Pearson, the FISE 41 1o 100. This comparator
group recognises Pearson's London listing, the fact that Pearson is a member of the FTSE 100, and that UK investors and proxy agencies
would likely consider competitiveness of remuneration levels at Pearson in this context primarly. Pearson is currently pesitioned ¢.60" in
the FTSE 100 (based on a three-manth average market capialisation). Market data for the FTSE 100 as a whole was also considered as an
additional reference point given Pearson’s growth in 2022,

— Executive Director remuneration in US-listed companies of a broadly similar financial size and in a similar sector to Pearson. This
comparator group included companies in the broadcastng, interactive media and software sector with similar revenue to Pearson. It
considers what Executive Directors are paid in broadly similar US-listed companies, although it does not directly align to Pearson's
talent market.

-— Remuneration in US-listed companies more closely aligned 1o Pearson's talent market and strategic ambibons. This comparator group
comprised US technology, communications, and consumer discretionary companies, in particular those that are at the forefront of
transformative, inndvative plays within technology and digital, based on the Nasdag-100 Index. Recognising, however, that many of these
companies were materially larger than Pearson 1n terms of financial size, rather than considering remuneration levels for the CEQ role, the
market data considered was for roles reporting into the CEG (primarily heads of business units or Chref Executives of subsidiary
businesses) which is analogous ta Andy Bird's previous executive role. This data was only considered in respect of the CEO role at Pearson.

The Committee is mindful of the views of many investors in relation to setting executive pay solely based on market data as well as views on using
international peer groups. The Committee therefore wanted 1o take a balanced and thoughtful approach which incorporates the views of all key
stakeholders.
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Pay positioning

Overall, the Intention of the Committee was to ensure a package for the (hief Fxerutive which was compctitive corsidening Pearson's primary tatent
imarket. While it s acknowledged the proposed package for the Chief Executive is towards the top end of market practice from a UK perspective, itis
within the broad range of pay received by executives below CEQ level at relevant US-listed companies whom Pearson might lock to approach for future
Executive Director roles - total compensation for such roles typically ranged c.$4mto ¢.$17m at target. This is still welt below that of CEOs at similarly
sized US companies.

| Chief Executive Officer | | Chief Financial Officer

I r US positioning J l

' UK positioning UK positioning l r US positioning I

Salary

Towards the top end of
UK practice

within LS market
competitive range

Within UK market
competitive range

Within US market
competitive range

for CEO roles

For CEQ roles, the market data illustrated that annual bonus opportunity levels in the US were around double
opportunity levels in the UK. The same picture is not however true for other executve roles, where annual bonus
Annual honus nppartunity in the US 15 more closely «ligned Lo, although still marginally higher than, UK levels,

opportunity

Within US market
competitive range

Within UK market
competitive range

Within US rmarket
competitive range

Towards the top end of
UK practice

Long-term incentive opportunity is the key driver in the difference between UK and US remuneration levels. Opportunity
levels in the US gre many multiples of UK levels, For CEO roles in US-hsted companies in a similar sector and of a similar

financial size to Pearson, many receive long-term incentives with a target opportunity greater than 1000% of salary.
LTIP opportunity Y 2 PP i

Towards the top end of
UK practice

Substantially below
US levels

Substantially below
US levels

Towards the top end of
UK practice

Conclustons

The market data highlighted the stark difference in pay practices between the UK and US, and the Remuneration Committee applied careful
judgement when considering how remuneration at Pearson should be positioned taking into account the various reference points as well as the
views of shareholders.

The Committee determined, with input from shareholders, that the incentive framework at Pearson for Executive Directors shauld continue to align to
typical UK practice, and as such incentives remain fully performance-linked, which is not typically the case in the US market where often a significant
proportion of the long-term equity award is delivered in restricted stock with no performance conditions and over shorter time horizons. In addition,
annual bonus deferral and additional holding periods on LTIP awards are uncommon in the US market.

Overall, while it is acknowledged that the 2023 Directors’ remuneration policy proposals and their implementation position Pearson
towards the top-end of the UK market, the Committee has not sought to match US quantum levels or market practice in terms of incentive
design or the overall remuneration framework.

lllustrations of application of the 2023 Directors’ remuneration pelicy in different performance scenarios

Chief Executive (Andy Bird) $000 Chief Financial Officer (Sally Johnson) £000

Chart removed Chart removed
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Directors’ remuneration report continued

Alignment of performance framework to Pearson’s strategy

Annual
Incentive Plan

Long-term
Incentive Plan

Adjusted Operating Profit (40%)

Increased weighting for 2023

"Free Cash Flow (20%)

Replacing operating cash flow for 2023

Srrarngc measures (1 O%)

Reduced weighting for 2023

Relative TSR (30%)
Changes to TSR peer group for 2023

Retum on Capital (30%)
Replacing net ROIC for 2023

£5G ¢10%)
Introduced far 2023

Discretion framework

A key financial performance indicator reflecting the underiying
operational performance of the Group, and rneasuning Pearson's
ability to reinvest.

A key financial performance Indicator and measure of
top-iine growth.

A key finanaial performance indicator reflecting the |mpar‘(ance o
Free Cash Flow generation to Pearson's fundamental value, and
ensures executives are incentivised (o improve cash flow.

Speufc objectlves and targets selected annuaﬂy to reflect
relevant strategic priorities of the Group at the time. For 2023,
this strategic elernent will focus on Pearsan's ESG priorties, in
particular increasing representation of employees from an ethnic
minerity background at management levels and achieving a step
change towards Pearson's 2030 carbon reduction goal, o
Total Shareholder Return (TSR) is a measure of value created for
our shareholders. Following a review of the peer group against
which TSR is assessed, a hybrid approach will now be used to
better refiect Pearson's strategic ambitions. For 2023, TSR will be
measured relative to:

— 50% versus FTSE 100 {excluding certain sectors)

— 50% versus S&P 500 (excluding certain sectors)

Companies within financial services, energy, basic materials,
utilities and healthcare sectors will be excluded as these are
subyect to very different market forces to Pearson and therefore
not considered relevant comparators.

A key financial performance indicator used by management to
evaluate performance and by investors to mare easily, and
cansistently, track the underlying operational performance of the
Group over time

Akey financial performance indicator measurmg how efficiently
Pearson generates returns from its asset base. This 1s considered
a more appropriate and simpler measure for the business
compared to net ROIC, and mare consistent with the approach
taken by other companies in the market.

Pearsonis a purpose-driven Company and everyday actloms and
behaviours have a strong social iImpact. Progression of our ESG
priorities is integral to long-term sustainable growth of the
business. For 2023, the ESG measure will centre on building an
inclustve culture and increasing fernale representation at
leadership levels

when determining performance outcomes, the Remuneraton Committee has the ability to adjust payments up or down if it believes that the outcome
does not reflect underlying financial or nan-financial performance or if such other exceptional factors warrant doing <o. In making this determination
the Rernuneration Commuttee apphes the following framework.

considering

existing targets
and underpins

Formulaic outcome

performance versus

Is this consistent
with the wider

stakehoider

experience?

Is this consistent
with overall
Company
performance?

Are there any
significant culture,
ESG or operational
issues to be
considered?

Are there any
one-off or
excepiional events
to be taken into
consideration?

Are outcomes
appropriate or
should an
adiustment be

considered?
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Performance in 2022

A year of strategic and operational progress

Revenye

£3,841m

5% underlying
adjusted growth
on prior year

Adj. operating profit

£456m

11% underlying
adjusted growth
on prior year

Operating cash flow

£401m

3% growth
on prior year

Adjusted EPS

51.8p

484% growth
on prior year

Net debt

£557m

59% increase
on prior year due
to £350m share

Dividend per share

21.5p

5% increase
on prior year

buy back

Strategic highlights

— Significant crganic Investment, bringing new capabilities

— Acquisitions, including Mondly and Credly to support growth across the Pearson ecosystem

— Completion of the strategic disposal of Pearson's International Courseware local publishing businesses
— Launch of 18 study channels on Pearson+

— Launch of new people strategy with a focus on engagement and high-performance

— Annpuncement of £120m of cost efficiencies, accelerating improved margin

Generation of significant returns for shareholders
Pearson TSR performance versus FTSE 100 over 2022

Chart removed

Executive remuneration outcomes for 2022

Chart removed Chart removed

Note 1: Target assumes AP and LTIP cutcome at 50% of maximum
Note 2:The vestng of the second tranche af the Chief Drecltive's coamvestment award 15 notingluded in te above dlistration
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Directors’ remuneration report continued

Implementation of executive remuneration framework for 2023

Base salary

Retlrement beneflts

‘Annual incentive p|an

Andy Bird - $1,293,750 (3.5% increase)
Sally jJohnson - £557,225 (4% increase)

The salary increase for the Chief Executive is Iine with the average salary increase awarded to the US workforce and
balow the average level for the UK workforce. The salary increase for the Chief Financial Officer is in hne with the
increase for the UK workforce,

N change for 2023

Executive Directors will conunue to receive iravel, health, and risk-related benefits. Andy Bird will also receive a
contﬂbutson towards accommadation costs.

For 2023, both the Chief Exacutive and Chief Financial Officer will receve a cash allowance of 16% of salary in hew of
pension. This 1s aligned with the pension provision that UK employees of a similar age are eligible to receive.

As described in relation to the Commuttee’s review of the remuneration policy for 2023, Pearson has retained a UK
remuneration framework for Executive Directors which does not réflect US practice in terms of plan design or pay
lavels. It is therefore considered appropriate that a consistent UK approach s applied with regard to pensions for

the CEO. For US emplayees below Board level, whilst pension arrangements are in line with loca! practice, Pearson
adopts US pay practices mere broadly - such as grants of restricted shares in addition to performance shares -

—  300% of base salary for the Chief Executive
— 200% of base salary for the Chief Financial Officer

For 2023, the foliowing balanced mix of financial and strategic measures will be used to determine any pay out,
with a third of any bonus paid deferred inte shares for two years if an Executive Director has not met their
shareholding guideline.

Adjusted operatmg profit Sales Free cash flow strategrc measures
T aow A% A 0%
Strategic targets are as follows:

We|ghtmg Threshoid Target Maximum
Invest in diverse 5% 2%increasein  S%ncreasein 10% ncrease m
pipeline and representation of represeniation of representation of
increase BIPOC/ BIPOC/BAME BIPQC/BAME BIFOC/BAME
BAME employees at employees at employees at
representation at all Manager level and Manager level and Manager level and
manager fevels above above above
+ maintain gverall
gender parity as an
e e o STGEIPIN e e
Reduce carbon 5% 1% reduction 2% reduction "5 reduction

factprint - net
annual reduction
versus 2022
baseline as step
towards 2030 goal

As In previous years, we will apply a fmammaW underpm ta the Strategxc measures, We wm disdose financial targets in
full retrospectively following the end of the performance period
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Implementation of executive remuneration framework for 2023 continued

Long-Term Maximum opportunities for Executive Directors are:
Incentive Plan —  450% of base salary for the Chief Executive

— 300% of base salary for the Chief Financial Officer
Performance measured over three years, with any shares vesting subject to an additional two-year holding period.

For 2023, performance measures and targets are as follows:

% of Payout at Payout at Payout at
total Threshold Stretch Maximum  threshold stretch  maximum
Adjusted EPS 20% 530p 630p  680p  20%  55% 100%
Return an 30% 85% 10% 11.5% 20% 65% 100%
Capital O
Relative TSR vs, 15% Median - Upper quartile 20% - 100%
FTSE 100 {excl.
certain sectors) .
Re\at\ve TSR vs. 15% Median - Upper quartile 20% - 100%
500 (e}\L,l.
ESG 10% Improve gender  Achieve gender Achieve gender 20% 65% 100%
representation parity at parity at all
at leadership leadership leadership
levels overall levels in levels
vs 2022 aggregate (VP and above)
VP and above) (VP and a00Ve)

Note 1 2023 LTIP targets nave heensat atan USDIGRP exrhamge rate of 1.21.

Shareholdlng Shareholdmg guidelines are:

guidelines —  450% of salary for the Chief Executive

—  300% of salary for the Chief Financial Officer
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Directors’ remuneration report continued

Workforce remuneration
at Pearson

The Committee takes seriously its responsibilities concerning the oversight of remuneration policies and practices for the wider organisation. Gur
remuneration principles are consistent for all our colleagues, and applied depending on business need. level, and geography

The key difference in our executive remuneranon, compared to the approach to remuneration across our workforce, is that remuneration for our
Executive Directors is more heavily weighted towards vanable pay and linked to the delivering of strategic objectives.

Approach to remuneration across Pearson

Base salary Set considering economic factors, compentve market rates, roles, skills, experience, and indvidual performance
Allowances and Reflect the local labour market in which colleagues are based.
benefits

All eligible colleagues (including Executive Directors) can participate in savings-related share acquistion programmes in the
UK, US and the rest of the world, and these are not subject toc any performance conditions

Retirement Reflect local market practice,

benefits Pearson CO”EBgUES in the UK may participate in the same underlying pension arrangements as the Executive Directors,

Annual Incentlves Around 11,200 colleagues partl(lpate in an Annual Incentive Plan, which is funded based Al colleagues
on similar performance measures to the Executive Directors,

o ‘ ‘ Over half of all Pearson
Several other colleagues participate in alternative cash-based annual bonuses, such as employees participate in the
sales incentive and com:‘mssmn plans, based on performance targets and profit-shares annual Incentive plan

Long -term Senior management particpates in a long-term mcentlve arrangement with both Al colleagues
incentives performance shares and restricted shares, recognising the markets in which we
campete for talent. At other levels awards are typically made in restricted shares only. Around 4% of all Pearson
. employees participate in
Approximately 800 calleagues partiaipate in the annual long-term incentive plan a long-term incentive plan

grant, who are selected based on their role, performance. and potential; with other
awards being made from tme to time on an ad-hoc basis to certain roles based on
market neecl.

During the year, the Commiittee received reparts from the Chief Executive and Chief Hurnan Resources Officer on pay and conditions across Pearson,
and on the recruitment and retention experience. We took these Into account when determining Executive remuneration. We have established
channels in place tainform our colleagues and help them understand how executive remuneration and wider pay policies are aligned, although we
contirue to develop how best ta engage with employees. Further detail on Pearson's approach to employee engagerment is provided on page 33.

Rermuneration Committee Chair, Sherry Coutu, CBE 1s our designated waorkforce Non-Executive Director. She leads the Board's engagement with
colleagues, including attending meetings of the Employee Engagement Network (EEN). Annette Thomas, a member of bath the Remuneration
Committee and Reputation & Responsibility Committee, also attended meetings of the EEN throughout the year, increasing Non-Executive Director
participation, Feedhack received through the EEN is reported to the Board. Views and sentiment expressed by colleagues around matters relating to
reward and culture are taken into consideration by the Remuneration Committee when determining pay for senior management. Last year, o ensure a
more proactive approach and enable a two-way conversation, the EEN held a discussion on reward and incentives at Pearson. The EEN met to discuss
how the annual bonus plan is funded and how Pearson seeks to achieve alignment between Executive Directors and the wider workforce through the
use of consistent measures. See page 68 for more on how the Board engages with employeaes,

The Committee also considers Pearson’s gender pay gap and ethnicity pay gap in Great Britain. The Committee was pleased to note the improverment
in Pearson’s gender pay gap for 2022, which decreased to 11% (from 13% in pricr year), howeaver acknowledged there was still progress to be made in
terms of closing the gap. Pearson continues to review and update its poliaes and prachices relating to the hinng, retention, and development of
wornen, as well as other diverse talent groups, 1o ensure equal opportunities for all its people. This year, inline with the commitment as a signatory to
the CBIl Change the Race Ratio campaign, Pearson will voluntarily be publishing its ethnicity pay gap for Great Britain for the first ime, Building an
inclusive culture and increasing diverse representation is one of Pearson's six strategic pillars, and reflective of the Company's commitments in this
area diversity targets have been included in both the AIP and LTIP for Executive Directors for 2023 Further details can be faund within our fair pay
report which will be published ahead of the AGM.
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Remuneration report for 2022

Certain parts of this repor have been audited, as required by the Large and Medium-sized Companies and Groups (Accounts and Reports) Regulations
2008 as amended. Thoss tables subject to audit are marked with an astensk.

Single total figure af remuneration and prior year comparison*

Taral ageregate emolumonts for Frecntive and Mon-Execulive Directors were L10,/38k in 2022, These emocluments are included within the total

Ty

amployee benefit expense (in Note 5 to the financial statements page 159).

Executive Director ‘single figure’ remuneration

The remuneration received by Executive Directors for the financial years ended 31 December 2022 and 31 December 2021 is set out below,

Overall, the Committee considers that the Remuneration Policy operated as intended during 2022

Executive Director ‘single figure’ remuneration

Andy Bird Sally Jonhnsnn
$000s £000s

Total remuneration

Notes to single figure table*

Base salary

The base salary shown in the single figure table above reflects satary
paid in the financal year as a Pearson Executive Director. Andy Bird 1s
paid in USD, and Sally Johnson is paid in GBP,

Allowances and benefits

The breakdown of benefits is as follows for 2022:

Andy Bird sally Joehnson
$000s £000s

N

Accommodation

Travel benefits comprise car allowance and reimbursements of a
taxable nature resulting from business travel and engagements.
Health benefits comprise healthcare, health assessment and dental
care. Risk-related benefits comorise of life and other insurance
policies. Accommodation benefits for Andy Bird relate to a
contribution towards the rental costs of an apartment in New York
used for business purposes. This cost is capped at $240,000 per year
{$20,000 per month) priar to any taxes due. The gross value for 2022
is higher due to a higher tax rate compared to 2021.

in addition to these allowances and benefits, Executive Directors may
also participate in company benefit or policy arrangements that have
no taxable value and/or are available to all other colleagues in the
same tocation. Sally Johnson's Iife cover is arranged under an
excepted policy on a similar basis to other ermmployees who are
affected by the Iifetime allowance and have opted out of The Pearson
Pension Plan.

Retirement benefits
Further detail on retiremeant benefits is on page 105.

Annual incentives

The 2022 AP for the Executive Directors was based on a mix of
financial (80% weighting) and strategic measures (20% weighting).
The 2022 AIP resulted in a 76% of maximum payment for both Andy
Bird and Sally Johnson. Bonus is calcuiated using salary at 31
December 2022, in line with how bonuses are calculated for all
participants. More detail on performance metrics and performance
against targets in 2022 is on page 102,

Long-term incentives

The 2020 LTIP award was subject to performance conditions
assessed to 31 December 2022. Performance targets were partially
met resulting in the award vesting at 58% of maximum, The 2020
LTIP award for Saily Johnscn was granted on 1 May 2020, based on a
share price of 573 7p (five-day average to 1 March 2020). The value
of the 2020 LTIP included in the single-figure table is based on a
three-month average share price to 31 December 2022 of 939 4p.
The proportion of the 2020 LTIP attributable to share price growth is
therefore £466,633 for Sally Johnson. The Remuneration Committee
did not exercise discretion in respect of this share price appreciation.
For further details see page 102.

Co-investment award

The second tranche of the ocne-off investment award, granted to
Andy Bird to secure his appointment, was subject to performance
underpins assessed to 31 December 2023. it was determined the
second tranche of the award would vestin full. The value disclosed,
which includes an additional amount equal to the value of dvidends
payable on the shares vesting, is calculated using the share price at
the date of vesting (being 3 March 2023) of 893.5p and was
converted using a USD:GBP exchange rate of 1.2371 {average
exchange rate for 2022) The award was onginally granted based on a
share price of 590.2p, and so $1,512k of the figure included in the
single figure table is attributable to share price growth. The award
has been satisfied using market-purchased shares and shares
retained after tax must be held until 31 December 2023, For further
details see pages 103-104.
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Directors’ remuneration report continued

Executive Directors’ annual

incentive payments for 2022*

Andy Bird and Sally johnson were eligible to participate in the 2022 AIP. The following table summarises the performance targets (presented on a
consistent basts 1o the actual results, considering portfolic and currency movernents) and performance against these targets, which resulted in & 76%

of maximum payout,

Overall cutcome

% of total

Threshold

Performance range

Ta rget

Maximum

Payout
Actual % of max benus
results opportunity
fasem 20w
£3,841m 22%
£401m 20w

Performance against strategic measures

The targets and outcomes for performance against each of the strategic measures are shown in the table below.

Strategic priority Weighting Threshold Target Maximum Qutcome

Digital sales growth 10% Planless2% ] Plan Planplus2% Merf’,‘%n plusﬂ 8% (9%) )

Invest in diverse 50% fernale and ethric minonty Threshold ~ 10%  Achieved threshold of mare

pipeline and representation in leadership Threshold + 5% increase In female than 5% increase in ethnic

increase development and mentoring increase in female  and ethnic minority representation,

representation at programmes + 50% female and and ethnic minority  minority but less than 5% increase

management levels 20% ethnic minority representation  representation at representation at in female reprasentation, at
_________________________ 5% in leadership succession plans VP level and abave VP level and above VP level and above (1%)

Reduce carbon

footprint - net

annual reduction

versus 2021 baseline ! 5% 1% reduction _Z%reduction ¢ Sreduction _3.3% net reducuon (4%

Total 20% 14%

Note, Internal Audit prowded an independent assessrment of the resalt for the Cormmittee
Executive Directors’ Long-Term Incentive Plan award vesting for 2022*

In May 2020, Sally Johnson was granted an LTIP award This award s due o vest based on performance the business defivered over the three-year
period from 2020 to 2022. The targets and performance against these targets are as follows

Performam:e range Vesting
""""""""""""""""""""""""""""""" ‘Percentage
Payout at Payout at Payout at Percentage of total
% of total Threshold Stretch Maximum threshold stretch maximum Actual  achievement award

Ranked 10
out of 93

Upperm

Relatwe "SR was measured agaimst tne coasutuents of g bSE 100 of the w7ars of tne performance pencd

In determirang the veaung outcome, tne Camiciee carefuily considered the portialio charges aver the (a5t tnree years and made modest adiustments ta redect 1 rmpact of these, n
paructlar the divestment of vanous businesses under strategic review during tne periermance prnod - the adjusted targets and adjusted results are presented in the table abovse Overall
ihe 1mpact o0 wesimg was anoncrease rom 573% 1o 98% of maximLm The Commutiee roasiders 3uch adjustments 4ppropnate s ensure perfonmanice is measured an 3 bke-for-like basis

and reflect tne principles against which the onginal targets woere set as tese oid not Sonsider the mpadt o the portfolio changes

COwverall, 58% of this award wili vest on 1 May 2023, and 1ts value 1s included in the single figure table on page 101. Shares vesting are subject to an
additional two-year holding period to 1 May 2025.
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Co-investment award*

To secure the appointment of Andy Bird as Chief Executive, the Committee designed a one-off co-investment award. The grant of this award was
conditional on Andy Bird buying Peaisun ordinary shares equal to 300% of his base salary, which he must continue to hold until 31 December 2023.
The co-investment award vests in three equal annual tranches, with shares vesting subject to 3 holding period until 31 December 2023,

The vesting of each tranche of the award is subject to these performance underpins:

— anappropriate level of continued progress being made in relation to delivering Pearsor's strategy, including the ongoing transition
from print to digital, and

— no significant ESG issues occurring, which relate to Andy Bird's tenure as Chief Executive, and which result in <ignifirant reputaticnal
damage [ur Pearson

In addition, the vesting of the final tranche of the award 1s subject to the following TSR underpin:

— Pearson's TSR from the date of the announcement of Andy Bird's appointment to 31 December 2023 is either (1) positive; or {2) is at median
or above when compared to the performance of the FTSE 100

If one or more of the underpins are not achieved, then the Committee will consider whether, and to what extent, a discretionary reduction
in the number of shares vesting is required.

Assessment of performance underpins

The second tranche ot the co-investment award vested as seon as practical following 31 December 2022, In advance of this, the Committee undertock
a rigorous assessment of the relevant performance underpins, reviewed broader Pearson performance, and evaluated the experience of all
stakehotders. The Committee followed the framework disclosed in the 2020 Remuneration Report.

Initial review of underpins

Progress in delivering  Significant strategic progress was made during 2022 in the face of macroeconomic headwinds. This included:

Pearson's strategy — Significant organic investment, bringing new capabilities. For example: invested in new capabilities for Pearsons+,
including Channels functionality; expanded reach of VUE remote proctoring solution; launched Skills Accelerator,
developed MondlyWORKS capabilities to grow cur presence In the enterprise language learning market.

— Acquisitions to support growth strategy across the Pearson ecosystem. These include Credly, Mondly, Navvy, and
ClutchPrep, and Pearson has also signed an agreement to acquire PORI.

— Refinement of Pearson’s portfolio through the completion of the strategic disposal of Pearson’s International
Courseware local publishing businesses.

— The delivery of £120m of cost efficiencies, accelerating improved margin expectation.
— Launch of people strategy with a focus on engagement and high-performance

In 2022, there have been no ESG issues which, in the opinion of the Commuttee, have resulted in significant reputational damage.

Consideration of broader performance and stakeholder experience

Robust financial performance

Revenue Adj. operating profit Operating cash flow Adjusted EPS Net debt
£3,841m £456m £401m 51.8p £557m

5% underlying 11% underlying 3% growth 48% growth 59% increase

adjusted growth on adjusted growth on on prior year on prior year on prior year due to
prior year prior year £350m share buy back

Wider stakeholder experience

Shareholders

— Strong strategic. operational, and financial progress was reflected in Pearson's share price and value defivered to shareholders.
Pearsan ended the year as one of the top performers in the FTSE 100, delivering a total shareholder return of 57% in 2022.

— Streng finanaial position has enabled Pearson to grow its dividend (up 5% to 21.5p 10 2022), in line with Pearson's commitment to a
progressive and sustainable dvidend. The Board also approved a £350m share buyback programme in February 2022 to return capital
to shareholders.

— Pearsan has strong and constructive relationships with its key institutional investars. During 2022, Pearson held 373 meetings with 192
institutions, both virtually and in person.
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Directors’ remuneration report continued

Employees

Launch of people strategy with a focus on engagement and high-performance,

Refresh of non-financial KPIs to measure how well Pearson is delivering on its people strategy, and to cover employee engagement, investing
in talent, and diversity, equity, and inciusion,

Launch of a new employee engagement survey to better understand employees' needs and enable Pearsan to henchmark itself glabally.
In addition, Pearson launched a new digital employee experience platform to improve communication across Pearson. Over 70%

of colleagues participated in the new engagement survey in 2022, and more than 34,000 users have afready accessed the new digitaf
employee experience platform.

Investment in learming, for example, manager upskiling and reskiling to drive engagement and high performance, new acguisitions such as
Credly ta certify employee skills; development of leaders via McKinsey accelerator programmes; and coaching and Board mentonng
opportunities Over 70% of Pearson's employees agreed or strongly agreed they had access to opportunities to learn and grow over the past
six months.

Expansion of Pearson's flagship Global Learning at Work week to a monthly series focused on prionity skills from the Pearson Capabilities
Framework featuring live and on demand sessions with external experts, Pearson authors, Pearson leaders as teachers, and curated learning
pathways and team guides to support self-directed learning.

Continued focus on building a culture of inclusion and increasingly diverse representation through inclusive learning experience for
employees, and 75% of particinants on [eadership development and mentonng programs were diverse.

Evolution of Pearson's Employee Engagement Network, enabling the Board to hear directly from employees and creating additional insight on
how to enhance employee satisfaction and engagerment levels,

Customers

Pearson+ registered users compared ta prior year Fall grew to 2.83m (2021: 2.75m) , and there was a three-fold increase compared to prior
Fall semester in Pearson+ paid subscriptions to 406k (2021: 133k). Through increased understanding of consumer behaviours and
preferences, Pearson continues to evolve Pearson+, exploring new types of content and enhancing features such as Pearson+ Channefs,
which launched in Autumn 2022.

In English Language Learning, enhancements were made to the user experience to ensure courseware 15 the most engaging and effective on
the market, leveraging our partnerships with major corporations including Disney and the BBC.

In Mondly, development of a new Al virtual tutor to be integrated nto the product in 2023 to support where it is difficult for individuals to
access in-person tutors.

Reshape of Workforce Skills portfolio to better match the suite of products and services with the different needs of our enterprise customers.

Launch of Skills Accelerator in Workforce Skills - a suite of peer-supported, project-based learning courses - to support people complete
business-critical projects while developing future skills.

Pearson opened its first virtual schoo) in Virginia and helped to enact new legislation in Missoun facilitating easier access to publicly funded
virtual learning,

Launch of a new Privacy Centre for consumers which will be linked to sll our products and a newly developed universal preferences centre.

70% of content partners are now traned in editonal guidelines released for Pearson's authors, reviewers, and editors to ensure meaningful,
diverse representation in content.

Suppliers & Business Partners

Supplier diversity and responsible procurement are key prionties for Pearson. In 2022, two new supplier portals were added that
provide access ta over one million diverse accredited suppliers. Pearson progressed towards its goal of increasing spend with
diverse-accredited suppliers.

Continued progress towards Pearsan's goal of ethucally sourcing 100% of its paper by 2025, Paper and print supplers are integrated to the
Book Chain Project platform winich monitors and tracks actions and strateglies to protect biodiversity. Pearson has also rationalised 1ts paper
suppliers to significantly increase use of responsibly sourced paper from the Forestry Stewardship Counail and the Programme for the
Endorsement of Farest Cerufication schemes

For the first time 1in 2022, we asked cur key suppliers to partiapate in an EcoVadis sustainability assessment (or equivalent). We reviewed
performance across environmental and human rights areas to ensure that they align to Pearson's standards. Our key suppliers performed
well, with an average score of 57 3/100 (average supplier’s score of 44.9/100).

Pearsen 1s working i partnership with other corporates to understand the decarbonisation plans of its top 50 supphers ahead of developing
tallored engagement plans for those suppliers that need support to drive change

Pearson continues to add business partners who contribute to the diversity of ts workforce. In 2022, new partners included People of Colour
in Tech and the Hispanic Asscciation on Corporate Responsibility.

Taking all the above into account, the Committee has determined that the second tranche of the co-investment award will vestin full.
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Long-term incentives awarded in 2022*

The follovang LTIP awards were granted during the year:

Value for
thrashold
Date Vostng Nurmber Face Face value performance Performarice
[rector of award date of shares value {% of base salary) (% of maximumy’ period
O SN O 1Jan22,
Andy Bird e 3May2022 T May2025 356065 E2775171 300% 183%  31Dec2d
1Jon 22 -
Sally Johisun 3May 2022 1 May 2025 168,415 £1,312,627 245% 18.3% 31 Dec 24

Note 1 wnder the adjusted FPS and ROIC elemenis, 15% vests for threshold performance: under the TSR element, 25% vests for threshold performance This is the weighted aver age of

vesting for threshold

Face value was determined using a share price of 779.4p (five-day average to 3 May 2022), which is the share price used to determine award values for

LTIP awards for all employees

Performance targets for the 2022 LTIP awards are:

Adjusted rarnings per share (EPS) {one-third) Net return on invested capital (ROIC) (one third)

Relative tatal sharehotder return (TSR) (one-third)

Ranked posiuan vs

Vesting schedule (% rmax} Adjusted EPS for FY24 Vesting schedule (9 max) Adjusted net ROIC for £Y24 Vesting schedule (% max) FTSE 100
0% T a0 S 60% 2% Medan
S B eI S -

100% 64p or above 100% 8.0% or abov 100% Upper quartile

Note 1: Straghi-line vesting will aocur in between the paints shown, with no vestng for performance helow thieshold
Nowe 2: Peatoms TSR performance s measured relative 10 Lhe consttuents of the #15F 100 Index over the performance period

The Committee reserves the right to adjust pay-outs up or down before they are released, if it believes the vesting outcome does ot reflect underlying
financial or non-financial performance, or for other exceptional factors. In making any adjustments, the Committee are guided by the principle of

aligning shareholder and management interests.

Any shares vesting based on performance to 31 December 2024 will be subject to an additional two-year holding period to 3 May 2027,

Executive Directors’ retirement benefits and entitlements*®

Details of the Executive Directors’ pension entitlements and pension-related benefits in 2022 are as follows:

Accrued pension at 31 December 2022

Andy Bird
$000s

Sally johason
£000s

hare 1 The value of defined henefit reflects the change in vatue over the penaod, fess inflation,
Nate 2: Othar allowances in liew of pension represent the cash allowances paid
Nate 3- Folal value is the sum of the prewvious two rows and 15 disclased in the single figure of remuneration table

Nate 4: ihe accriued pension at 31 Decernber 2022 1s the deferred annual pension ta which the member would be entitled on ceasing pensionable service on 31 December 2022, Itrelates

o the pension payable from the UK Plan. Normal reticement age is 62,
Pension Plans

Andy Bird - Payment in Lieu of Pension

Andy Bird receives a payment in lieu of pension at 16% of hus base salary, in ine with the pension provision for UK employees of a similar age.

Sally Johnson - The Pearson Pension Plan and Payment in Lieu of Pension (from 1 October 2022)
Sally Johnson was a member of the Final Pay section of the Pearson Pension Plan. Her pension accrual rate is 1/60™ of pensicnable salary per annum,

restricted to the Plan's earnings cap

Sally Johnson has now reached her pension lifetime allowance and therefore rno further contributions will be made to the Pearson Pension Plan.
Instead, from 1 Qctober 2022, Sally johnson receives a payment in heu of pension at 16% of her base salary, in line with the pension provision for UK

employees of a similar age.
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Directors’ interests in shares and value of shareholdings*

Shareholding guidelines

Executive Directors are expected to build up a sutistantial sharehoiding in Pearson, in line with our policy of encouraging widespread employee share
ownership, and to align the interests of Executive Directors and shareholders.

For 2022, the shareholding guideline was 300% of base salary for the Chief Executive and 200% of base salary for the Chief Financial Officer. These
sharehelding guidelines will increase under the 2023 Directors’ Remuneration Policy.

Shares that count towards these guidelines include any shares held unencumbered by an Executive Director, their spouse and/or dependent children,
plus any shares vested but held pending release under a share plan, and any shares unvested but not subject to future performance conditions (or a

net of tax basis). Executive Directors have five years from their date of appointment to the Board to reach the guideline. Once the guideline is met, 1t is
not re-tested, other than when shares are sold.

Executive Oirectors are expected to retain their current guideiine {or actual shareholding if lower) for two years following stepping down as an
Executive Director. This guideline does not apply to shares purchased by the Director.,

The shareholding guidelines do not apply to the Chair, Deputy Chair and Senior Independent Director and Non-Executive Directors. However, a
minimurn of 25% of the Chair, Deputy Chair and Senior Independent Director and Non-Executive Directors’ basic fee is paid in Pearson shares, which
the Chair, Deputy Chair and Senior Independent Director and Non-Executive Directors have committed to retain for the period of their directorships.

Directors' interests

The share interests of the Directors and their connected persons are:

Current Corditional Londional Toua! numbey of
sharenolding  sharessubject o snares subjectto ordinary and Sharenalding
(ordinary shares) performance at - employment only candiional shares  guideline Tor 2022 Candeline

Directar at 31 Dee 22 31 Dec 22 at 31 (ec 22 at 31 Dec 22 (% salary} met?

Lincoln Wa[[en e 16,315 T * - - - S

Note T Share interesrs are shown as at 31 December 2022, For Direciurs who stepped down from the Board dunng the year, share interesss are shown as at e date of their stepping
down. Sidney Taure! stepped down from the Board az the AGM o7 29 April 2022

Naote 20 Ordinary shares include both ordinary shares fisted on the [ondon Stock EXchange and American (Jepositary Recaipts (ADRS) hsted an tne Mew York Stock Exchange "he figures
include botn shares and ALRs acquired by indmiduals under the L IF and any other share plans i wmen they mignt have parsapared.

Nate 3 Corndmionat shares subject fa perfarmarice micqns unvested shares, which dre subjfect (o per‘ormance canditions andéor prerfarmantce underpins ancl continuing erployment for &
pre-defined peried Tris includes the | TIP awards granted in 2020, 2021, and 20722 and. i respect 0 Andy Bird, ine second and third iranche of his o wvesiment award.

Nate 4; Candiional shaigs subyect o employment oy reans urvested shares, wicn are sehect 1a a nolding period and cantinued employment. Far Andy Bird this includes the first
rranche of tis convestment award Far Sally ‘chnzon, this mcludes wnare awards gramed be‘ore ner sppomtiment "o the Board in May 2020

Note 5 5ally Johnson neld 2,658 ophioas under the Poarson Seve For Saaros schoeme, 3 5awngs selated snare 4 quisrion programime open 10 all employees, whicn she exescised dunng the
financial year. Mnese were nol subject 1o performance conditions

Mote &. Sally Johnsnon nas five years fram the date of ner appomnzment a5 an Dxecutive Directar on 24 Apnl 2020 1o reach ine shateniclding guideline

Note 7 The secend tranche of Andy Bird's ce-irwestment award, 423,786 snares (induding 20842 dradend equivalent shares) vested on 3 March 2023, waking nis condinoaal share subject
tu employment only 1 407,575 shares (after the sales of shares to cover any tax habiling ard conditional snares sulyect s performance 1o 1,081,335 shares The vested co investment
shares are subject 1o a nolding pericd untl 31 December /022 and canunued employrient “here have bheen no otner cianges in the interests of any Director between 31 Decernber 2072
and 13 March 2023, boing the latest practicable date prior to the publicanion of ™is repart.
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Chair, Deputy Chair and Senior Independent Director and Non-Executive Director remuneration*

Remuneration in 2022
The remuneration paid to the Chair, Deputy Char and Senior Independent Director and Non-Executive Directors for the financial years ended 31
December 2022 and 31 December 2021 is set out below.

2022 2021

Directorn
£0005 Total fees Taxable benefits Total Total fees Taxable benefits

TN S COre e BB Y T B0
Annette Thomas % 6 8 2 -
lncolnWallen B
Total - 1,029

hote 12 A minimurn of 299 of the Chair, Deputy Chan and Senior Independent Directar and Non-Executive Directars’ basic fee 1 paid in shares,

hiote 2: Taxable benetits refer 1o travel, accarmmaodauon and subsistence oxpenses ncurred while attending Board meetings duning the period that were paid or reimbursed by the
rompany. andwhicn HMRC deers taxable m the UK

Note 3. Omid Kordestani joined the Pearson Board with effect from 1 Maron 2022 He succeeded Sidney Taurel as Chair on 29 April 2022 sidrwy Taurel stepped down fram the Board on
29 April 2022

Note 4 Fsther Lee joined te Pearson Board wath eftect tfrom 1 February 2022

Nate & Seme iigures and subtotals add up to differernt ainounts than the 1etals due o rounding.

Impiementation for 2023

The fee for the role of Chair of the Remuneration Committee has been increased with effect from 1 January 2023 to £27,500 (2022; £22,000). There will
be no other changes in the Chair, Deputy Chair and Senior Independent Director or Non-Executive Directors' fees for 2023,

Raole Fees for 2023
CNBl e ... £500000
Deputy Chair and Serwor Independent Director fee e £175000
Base fee for Non-Executive Directors £70,000
Role Member
AuditCommmee T T e £150007
Remuneration Committee e E2TO00 £10,000
Nomination & Governance Commiittee e E02000 e EBR00
Reputation & Responsibility Committee £15000 £8000

Payments to former Directors*

There were no payments to former Directors in 2022.

Payments for loss of office*

There were ne payments for loss of office made to or agreed for Directors in 2022.

Sidney Taurel stepped down from the Board on 29 April 2022, Other than fees payable for the period up to 29 April 2022, he did not recenve any
remuneration or payrment in connection with ceasing to be Chair.

Service contracts

Terms and condittons of our Directors’ appointment are available for inspection at our registered office during normal business hours and at the AGM.
So that appropriate arrangements can be made for shareholders wishing to inspect documents, we reguest that shareholders contact the Company
Secretary by email at companysecretary@pearson.com in advance of any visit to ensure that access can be arranged.

The Executive Directors have notice pericds in their service contracts of 12 months from the company and six months from the Executives. Their
contracts are dated 23 August 2020 (Andy Bird) and 15 January 2020 (Sally Johnson).

The Deputy Chair and Senior Independent Birector and Non-Executive Directors serve Pearson under letters of appointment, which are renewed
annually and do not have service contracts, The Deputy Chair and Senior Independent Director and Non-Executive Directors' letters of appointment do
not contain provision for notice penods or for compensation if their appeintments are terminated. The Chair's appointment may be terminated on 12
months’ notice,

Executive Directors’ Non-Executive directorships

Neither of the current Executive Directors, Andy Bird nor Sally Johnson, hold any notable external commitments,
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Historical performance and remuneration

Total shareholder return performance

Set out below 1s Pearson’s total shareholder return (TSR) performance, relative to the FTSE All-Share index, on an annual Basis over the 10-year period
1 Janvary 2013 to 2 December 2022. We chose this comparison because the FISE All-Share represents the broad market index within which Pearsen
shares are traded. TSR s a measure of returns a company provides for sharehclders, reflecting share price movements and assuming reinvestment
of dividends,

Alongside this a surnmary of the single figure of total remuneration for the Chief Executive over the last 10 years 1s provided, and a summary of the
variable pay outcomes relative to the prevailing maximum at the time.

Chart removed

Sgurce: Refinitiv Datastream

singie figure, £000s)

Annual incentve (9% of

MR e 3000 3% il 24% 4a% LA Ni NN 63 %
Long-term incentive (% of
maximurm) Nil Nil Nit Nik Nil 42% 33% Nl N/A N/A N/A

Note 1' Total remuneration s as reflected in the ungle total figure of temuneraton wable, The 2021 and 2022 igures for Aqdy Bird include vesting of tne first and secand tranches, of the
o invesiment award

Note 2- Annual incenive 15 the dttual aanual Incenlive recened 1y he 1ncLrsent ay @ peroeitage of Maxirmim opporiunty

Nute 3 Long-term incentive is the payol: o parfarmance relaied snare awards where 1@ year snawn s tne final year of the performance penod for the purposes of calculating the wingle
total figure of vernuneration

hore 4 The wngle dgure remuneration for 2022 Andy Bird nas beencanverted using a oS0 GRE oxchange rate of 1 2971 [aversge exchange rate far 2022
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Comparative information

The following information provides additonal context regarding Directors’ total remuneration.

Relative percentage change in remuneration of Directors and employees

The following table sets out the year-on-year percentage change in base salary/fees, allowances and benefits and annual incentives in respect of all
Directors during the year, compared to the average percentage change for all employees of Pearson. The figures for all Directors are calculated based
on remuneration received in the relevant year as set out in the tables on page 101 and page 107, For base salary/fees, we have annualised part-year
figures for this disclosure. Part-year allowances and benefits are not annualised and are excluded from the table.

While the Committee reviews base pay for the Executive Directors relative to Pearson's broader emplnyee population, local praclices drive pur
approach to bepenits, and we determine eligibility depending on level and individual circumstances, which do not lend themselves to comparison.

2022 2021 2020

Base Allowances 77777777777 A nnual Allowances Annual Base Alfowanc es Alnual

salary/fees  and benefits Incentives salary/fees and benefits Incentives salarysfess and benefits Incentives

Average employee’ 4% 8% 16% 17% 38% 1% 6% 9%

Andy Bird
Sally Johnson

Lincoln Wallen 0% - -

Note 1: Changes in NET) fees duning the year are g result of cnanges in Commitiee Chalrs and merberstig:

fote 20 Increase due to Tim Score taking over as Deputy Chair in April 2022

Nore 3 The Cnair and Non Exec utive Ditectors did not receve any berefits in respect af 2021, and tnere‘ore 1t 1s not possible to calculate the relanive change for 2022

Relative importance of pay spend

The Commuttee considers Directors’ remuneration in the context of
the company’s allocation and disbursement of resources to different
stakeholders. Adjusted operating profit measures Pearson's ability
to reinvest, and dividends are an impartant element of our return

to shareholders,

Headline change

Al figures in£ 2022 2021 f %
adiusted operating T
Profit 36 385 AN 8%
Dividend per share 21.5p 205p P %
5,“?.’.9?!4)(???.‘.‘5 ----------------------- 353 N -
Total wages T
and salaries 1,382 1,180 202 17%

Note 1: Adjusted aperating profitis as set out inthe financial staterments
Note 2- The Board appraved a £350m share biuyback prograrmme in Febroary 2027
Note 3-Wages and salanies include continuing operatinns anly and include Divectors.

Chief Executive to employee pay ratio

The table below illustrates the ratio of Chief Executive to employee
pay for 2022. we use the single total figure of remuneration (as
disclosed on page 101), cormpared to the full-time equivalent total
reward of employees whose pay 1s ranked at the 25 50" and 75"
percentiles (as identified by the gender pay gap methodology) in
Great Britain's (GB) workfarce,

Chief Executive pay ratio

5 B 75"
Year Methad percentile percentile percentile
"""""""""" B: Gender paygap
2022 .methodology ... 2143 813 M2l
B: Gender pay gap
2021 ) metnodology ... 1501 1450 884
B: Gender pay gap
2020 . methodology 3250319 123
B: Gender pay gap
2019 methodology 659 472 36.0

— We used GB gender pay gap data from April 2022 to identify
employees at the 25™, 50 and 75" percentiles, and anatysed
data for employees around each quartile figure to ensure there
were no anomaties
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Directors’ remuneration report continued

— Using the gender pay gap data to identify the quartile
employees gives a general representation of the relevant
employee population at the year end, and is the most
practicable methodology given the timing of the disclosure
and determination of remuneration outcomes for the
wider workforce.

— We compared total remuneration for each employee, calculated
with reference to 31 December 2022, compared to the Chief
Executive’s singfe figure (this was converted using a USD:GBP
exchange rate of 1.2371 - the average exchange rate for 2022),

— For the guartile employees, we calculated total rermuneration on a
similar basis to the Chief Executive's single figure. We based base
salary. penston and benefits on full-year figures taken from
payroll. Annual bonus figures are based on the relevant manager
recommendations and relate to performance 1n 2022, None of
the employees at the 257, 50™ or 75" percentile had share
awards vesting in 2022

— Tatal remuneration figures for the 25", 50" and 75" percentile
employees are: £31,998, £37,822 and £58,525. The respective
base salaries are: £29,500, £30,257 and £50,078.

— Asignificant proportion of the Chief Executive's pay is inked to
performance and, in respect of the LTIP and co-inwvestment award,
share price performance, Therefore, the Chief Executive's pay can
vary significantly year-on-year, based on company performance.

— The increase 0 this year's pay ratio is a result of a higher payout
under the AIP for the Chief Executive (76% of maximum
compared ta 63% of maximum last year) as well as the strong
share price performance over the fast year which has resulted in
a higher valuation of the vesting of the second tranche of the
Ca-rmvastment award,

— The median pay ratio is consistent with our wider policies on
employee pay, reward and progression. The Committee is
focused on ensuning that remuneration for all Pearson colleagues
reflects our need to attract and retain the right talent for our
digital future.

Dilution and use of equity

We can use existing shares bought in the market, treasury shares or
newly issued shares, to satisfy awards under our vanous share plans.
Far restricted stock awards under the LTIP, we would expect (o use
market-purchased shares. There are limits on the amount of
new-issue equity we can use. In any rolling 10-year period, no mare
than 10% of Pearson equity will be issued, or be capable of being
issued, under all Pearson’s share plans, and no more than 5% of
Pearsan equrty will be 1ssued, or be capable of being issued, under
Executive or discretionary plans. The headroom available for all
Pearson plans, Executive or discretionary, and shares held in trust is
as follows:

2022

Shares heid in trust
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The Remuneration Committee in 2022

Role Name Title

Chair Sherry Coutu CBE independent
Non-Executive

Independen
Non-Executive
Director

Members " Esther Lee

Independent
Non-Executive

Reward

~ Company Secretary

sers Deloitte LLP

Advisers to the Remuneration Committee

During 2022, the Remuneration Committee received advice from
Beloitte LLP, our independent Remuneration Committee advisers.

Deloitte LLP was appointed by the Committee in July 2017, following
a competitive tender process, It advises the Committee on market
trends and developments, incentive plan design and target setting,
investor engagement and other general executive remuneration
matters. For provision of these services in 2022, Deloitte LLP were
paid fees of £260,150, based on time spent. During the year,
separate teams at Deloitte LLP also provided Pearson with certain tax
and other advisory and consultancy services,

Deloitte LLP 1s a founding member of the Remuneration Consultants’
Group and adheres to its Code of Conduct.

The Committee 15 satisfied that Delotte LLPs advice was objective
and mdependent, and that the provision of other services in no
way compromised its independence. The Committee believes
that the Delaitte LLP engagement partner and team that prowdes
remuneration advice to the Committee does not have any
connections with Pearson or its Directors that may impair its
independence. The Committee reviewed the potental for conflicts
of interest and believes there are appropriate safeguards against
such confiicts.

Terms of reference

The Committee’s full charter and terms of reference are available on
the Governance page of our website. A summary of the Committee’s
responsibilities is below

The terms of reference reflect the provisions of the 2018 Code,

Committee responsibilities

Determine and review policy

Determine and regularly review the remuneration policies for the
Executive Directars, Presidents, and other members of Pearson's
Executive Management who report directly to the Chief Executive.
These policies Include base salary, annual and long-term
Incentives, pension arrangements, any other benefits, and
termination of employrment. When setting remuneration policy,
the Committee considers remuneration practices and related
policies for all employees




Shareholder engagement

Ensure Pearson engages with its shareholders and
shareholder representative bodies on the remuneration
policy and its implementation

Review and approve implementation

Regularly review the implementation and operation of the
remuneration policy, and approve the individual remuneration and
benefits packages of Pearsan's Executive Management tearn,
including Executive Directors

Approve performance-related plans

Approve the design of, and determine targets for, any
performance-related pay plans cperated by the Group for
Pearson's Executive Management team, and approve total
payments to be made under such plans

Set termination arrangements

Advise and decide on general and specific remurieration
arrangements in connection with the termination of
employment of Pearsan’s Exerutive Management tcam,
including Executive Directors

Determine Chair's remuneration

Delegate responsibility for determining the Chair's remuneration
and benefits package

Appoint remuneration consultants

Appoint and set the terms of engagement for any remuneration
consultants who advise the Committee, and moniter the cost of
such advice

Talent, retention, and gender pay gap
Review updates from management on talent, retention and gender
pay gap

Workforce remuneration

Have oversight of workforce remuneration, policies, and practice
for the wider organisation

Remuneration Committee meeting focus during 2022

During the year the Committee undertook the following activities:

— Reviewed and approved annual and long-term performance and
payouts 1o Executive Directors and senior management for 2021

Voting on remuneration resolutions

The following table summarises votes cast for remuneration resclutions:

Reviewed and approved incentive arrangements for Pearsen, and
how these will apply to Executwe Directors and senior
management in 2022

Reviewed the Directors’ remuneration policy and its
implementation ahead of its renewal at the 2623 AGM

Engaged extensively with shareholders following the 2022 AGM
and (n respect of the Directors’ remuneration policy review.
Reviewed and considered all feedback and considered ongoing
shareholder engagement strategy

Approved remuneration arrangements for new senior
management appointments

Received updates on Pearson's finandial performance and
progress against strategic measures. Noted and reviewed the
status of in-flight incentives

Receved updates on pay and conditions across Pearson, and
0ok these into account when determining executive
remuneration

Noted updates on corporate governanre, including a review of
the 2022 AGM remuneration reporting seasan, and anticipated
areas of focusin 2023

Reviewed Pearson's gender and ethrucity pay gap disclosures and
noted actions to address the respective gaps

Noted the activity of the Standing Committee on operating
Pearson's equity-based reward programmes and noted Pearson's
use of equity for employee share plans

Committee evaluation

Annually, the Committee reviews its performance, constitution,
charter, and terms of reference to ensure it is operating at maximum
effectiveness, and recommends ary changes it considers necessary
to the Board for approval. Overall, following its review in 2022, it was
considered that the Committee is operating effectively with high
levels of discussicn and questioning. New members of the
Committee brought a different perspective and enhanced visibility
of matters that extend across the different Board Committees.

In 2023, the Commiittee will continue to focus on ensuring
remuneration arrangements for senior management and the
wider workforce continue to support the attraction and retention
of key talent as well as the delivery of Pearson's strategy. The
Cammittee cortinually assesses how its activities support and
enable Pearson's progress.

Votes cast for % of votes Votes cast against % of votes Votes
cast for cast against withheld

Annual report on Remuneration (2022
A 462488192 7653% 141832706  2347% 3136939
2020 Remuneration Policy
(2020 A0M) ...0B6460258  8512% 30706736 488% - 219641
Amendment to 2020 Remurneration
Policy (2020 GM) 417,060,592 67.22% 203,423,538 32.78% 370,074
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2023 Directors’ remuneration policy

The Remuneration Committee presents the 2023 Directors' remuneration policy {2023 policy}, which will be put to sharehelders for binding vote at the
AGM to be held on 28 April 2023. Subject to shareholder approval, the effectuive date of this policy will be 28 April 2023, However, it s proposed,
subject to approval at the AGM, that changes to Executive Director incentives be made effective from the start of the 2023 performance periods, The
intention of the Committee is that the policy will remain in place for three years from the date of its approval.

Review of the Directors’ remuneration policy

In determining the 2023 policy, the Committee foliowed a robust procass which included discussions on the content of the policy at Remuneration
Committee meetings throughout 2022 and in early 2023. The Committee considered the input of management and its independent advisors, while
taking steps to ensure any conflicts of interest were appropriately managed. The Commuittee alsa sought the wiews of Pearsoi's major shareholders
and therr advisars, considering afl feedback receved during the extensive shareholder engagement exercise when finalising the 2023 policy. Further
information on the Committee’s decision-making process 1s set out in the remuneration report

Changes to policy

The key changes to this 2023 policy compared to the 2020 policy are surmmarised below:

— Increase in the maximum opportunity under the Annual Incentive Plan to 300% of base salary.

— Increase in the maximum apportunity under the Long-Term Incentive Plan to 450% of salary.

— Increase in proportion of the Annual incentive Plan that s payable for threshold performance to up to 25% af the maxmmum Spportunity.
— Introduction of deferral under the Anrwal Incentive Plan where an Executive Director has not met their shareholding gurdeline.

— Changes to allow for the introduction of strategic measures, e.g. an ESG measure, into the long-term incentive performance framework
— Increase in shareholding guidelnes.

Other minor changes have been made to the drafting of the policy to simplfy and aid its operation and to increase clarty.
Policy table for Executive Directors

Total remuneration is made up of fixed and performance-linked elements, with each element supporting different strategic objectives. Remuneration s
normally reviewed annually in the context of business performance and conditions prevailing, taking into account pay levels for similar positions in
comparable cormpanies as well as internal ratios.

Base salary

Purpose and link to strategy
— Helps to recruit, reward and retan.
— Reflects level, role, skills, expenence, the competitive market and indivduat contribunon.

QOperation Opportunity Performance conditions and period
Base salaries are set to provide the appropriate While there is no maximum saiary level or None, althaugh performance of both the
rate of remuneration for the job, taking into maximum increase that may be offered, salary company and the individual are taken into
accaunt relevant recruitment markets, business increases will normally be inline with typical account when determining an appropriate
sectors and geographic regions. inCreases awarded to other employees in level of base salary Increase each year,

) the Group.
Base salaries are normally reviewed annuaily

taking into account: general economic and market  However, increases may be above this leve!, for
conditicns; the level of Increases made across the  example, in circumstances including but not
company as a whole; particular circumstances limited to:

such as changes in role, responsibilities or
organisation; the remuneration and level of
increases for executives in similar positions in
comparable companies in both the UK, US and
internationally; and indwidual performance.

— Where a new Executive Director has been
appointed to the Board at a lower than typical
market salary to allow for growth in the role
then larger increases may be awarded 10 move
salary posiioring closer to typical market level
as the Executive Director gains experience

— Where an Executive Director has
been pramoted or has had a change
in respansibilities.

— Where there has been a significant change in
market pracuce or where there has been a
significant change in the size and/or scope of
the business
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Allowances and benefits

Purpose and link to strategy
— Help to recryit, reward and retain.
— Reflect local competitive market.

Operation

Opportunity Performance conditions and period

Allowances and benefits comprise cash
allowances and non-cash benefits which
maAy inriirte

— travel-related benefits (such as car allowance,
company car and private use of a driver)

— health-related benefits (such as healthcare,
health asséssment and gym subsidy) and

— risk benefits (such as additional life cover and
long-term disability insurance that are not
covered by the company’s retirement plans).

Executive Directors are alsn eligihle to partiapate
in savings-related share acquisition programmes,
which are not subject to any performance
conditions, on the same terms and to the same
value as other employees,

Where an Executive Director s required to
refocate to perform their role, appropriate one-off
or ongoing expatriate/relocation benefits may be
provided (e g. housing, schooling, etc.).

The Commuttee may introduce othar benefits if it
is considered appropriate to do so, taking into
account the individual circumstances, the country
of residence of a Director, the benefits available to
all employees and the wider external market,

The cost of the provision of allowances and Not applicable
benefits varies from year to year depending on

U Lust Lo Pedrstin and there 1s no prescribed

maxirnum limit. However, the Committee monitors

annually the overall cost of the benefits provided,

to ensure that it remains appropriate.

Retirement benefits

Purpose and link to strategy
— Help te recruit, reward and retain.

— Recognise long-term commitment to the company.

Operation

Opportunity Performance conditions and period

Employees in the UK are eligible to join the
Money Purchase 2003 section of the Pearson
Pension Plan. Executive Directors are eligible to
join this plan or recerve a cash allowance of
equivalent value,

UK Executive Directors who are, or become,
affected by the lifetime allowance may be
provided with appropriate benefits, as an
alternative to further accrual of pension benefits
such as a cash supplement, in line with the
treatrment for the employee population.

If any Executive Directar is from, or works, outside
the UK, the Committee retains a discretion to put
in place retirement benefit arrangements for that
Director in hne with local market practice including
defined benefit pension arrangements cperated
by Pearson lacally. The maximum value of such
arrangernent will reflect local market practice at
the relevant time.

The Committee may also honour all pre-existing
retirement benefit obligations, commitments or
other entitlernents that were entered into by a
member of the Pearson Group before that person
became a Director, such as participation in the
Final Pay section of the Pearson Pension Plan
which 1s now Closed to new members,

Executive Directors are eligible (o receve pension  Not applicable
contributions or a cash allowance in line with the

maximum company contribution as a percentage

of salary that UK employees of a similar age are

eligible to receive. For UK employees who are over

45, this is currently 16% of base salary.

Current Chief Executive QOfficer: Andy Bird receives
a payment in lleu of pension at 16% of base salary
in line with the pension provision far UK
employees of a similar age.

Current Chief Financial Officer: Sally Johnson is a
member of the Final Pay section of the Pearson
Pension Plan which she joned prior to becoming
an Executive Director. Her pension accrual rate is
1/60™ of pensionable salary per annum, restricted
te the Plan earnings cap.

Sally Johnson has reached the hfetime allowance,
and therefore now receives a payment in lieu

of pension at 16% of base salary in line with

the pension provision for UK employees of a
similar age.
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Directors’ remuneration report continued

Annual incentive plan

Purpose and link to strategy
— Help to recruit, reward and retain.

— Motivate the achievement of annual business goals and strategic objectives.
— Provide a focus on key financial and non-financial metrics,

— Reward individual contribution to the success of the company.

— Align to strategy execution priorities.

Operation

Opportunity

Performance conditions and period

Measures and performance targets are
typically set by the Committee at the
start of the ygar with payment usually
made after year end following the
Cormnmittee’s assessment of performance
relative to targets.

Annual incentive plans are discretionary
The Committee reserves the right to
adjust payments up or down if it believes
that the outcome does not reflect
underlying financial or non-financial
perfarmance or if such other exceptional
factors warrant doing so

Where an Executive Director has nat
met their shareholding guideline,
normally a third of any payment would
be deferred into Pearson shares for a
period of two years

Participants may receive additional
shares representing the gross value
of dividends that would have been
paid on shares that vest during the
vesting period.

The Committee may apply malus and/or
clawback for a period of five years in
certain circumstances, such as financiat
misstatement, indnvidual misconduct or
reputational damage to the company.

Annual incentives will not exceed 300%
of base salary

For 2023, the individual maximum
incentive cpportunity that will apply for
the Chief Executive Officer is 300% of
base salary and for the Chief Financial
Officer is 200% of base salary.

The proportion of the award
that s payable for threshold
performance may be up to 25%
of the maximum opportunity.

50% of the maximum opportunity
Is payable for on-target levels
of performance.

The Committee has the discretion to select the performance
measures and relative weightings from year to year to ensure
continuing alignment with strategy and to ensure targets are
sufficiently stretching. The Committee sets performance
targets for each measure annually.

Annual incentives will normally be based on financial and
strategic performance targets. Financial metrics will normally
account for at least 75% of the tetal annual opportunity with
the remaining portion normally being based on strategic and/
or performance against personal objectives. The Cormittee
would intend to consult with shareholders in advance if there
was to be a significant change in the weighting of financiai and
strategic measures.

The plan is designed to inceritivise and reward underlying
performance. Actual results may be adjusted to remove the
effect of foreign exchange and portfolio changes (acquisitions
and disposals) and other relevant factors that the Committee
considers do not reflect the underlying performance of the
business in the performance year,

Details of performance measures, weightings and targets will
be disclosed in the annual remuneration report for the
relevant financial year If and to the extent that the Committee
deems them not to be commercially sensitive,

The performance period is ane year
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Long-term incentive plan

Purpose and link to strategy
— Help to recruit, reward and retain.

— Drive long-term earnings, share price growth and value creation.

— Ahgn the interests of executives and shareholders.

— Encourage long-term shareholding and commitment to the company.

Operation

Opportunity Performance conditions and period

Awards of shares are made on an annual basis,
which vest an a sliding scale based on
performance against stretching performance
targets measured at the end of the three-year
performance period.

Awards are normally subject to a post-vesting

holding period (on an after tax bawis) for two years

following the end of the performance period.

Participants may receive additional shares
representing the gross value of dividends that
would have been paid on shares that vest during
the performance period.

The Committee reserves the right to adjust the
vesting outcome up or down before they are
released if it believes that this does not reflect
underlyng financia! or non-financial performance
or if such ather exceptional factors warrant doing
0. In making such adjustrents, the Committee is
guided by the principle of aligning shareholder
and management interests,

The Committee may apply malus and/or clawback
for a penod of five years in certain circumstances,
such as financial misstatement, INdividual
miscanduct or reputational damage to

the company,

The maximum award is 450% of base salary in

The Committee will determine the
perfarmance measures, weightings and
targets governing an award of shares prior
to grant to ensure continuing alignment
with strategy and to ensure that targets are
sufficiently stretching.

respect of a financial year.

The Committee establishes a threshold
helow which no payout is echieved and a
maximum at or above which the award
pays out in full. The proportion of the
award that vests at threshold may be up to
25% of the maximum opportunity.

Awards will normally be subject to the
achievernent of financial targets (e.g.,
earnings per share and a return measure},
shareholder returns (e.g., relative total
shareholder return) and strategic
objectives (e.g., an environmental, social
and/or governance measure). Where
strategic objectives are incorporated,
financial targets and/or shareholder
returns will comprise the majority of
the award.

The Cormmittee may determine that
different measures or weightings may
apply for future awards; however, the
Committee would intend to consult

with sharehaolders in advance if there

was 1o be a significant change in the
weighting of measures or the performance
measures used.

The perfarmance period is three years.

Shareholding guidelines

Purpose and link to strategy

— Align the interests of Executives and shareholders and encourage iong-term shareholding and commitment to the company.

Cperation

Opportunity Performance conditions and period

Executive Directors are expected to buld up a
shareholding in the company.

Executive Directors are expected to reach
the guideline within five years from the date
of appointment

Post-employment shareholding: Executive
Directors are expected to retain their
shareholding guideline (or actual holding if
lower) for two years following stepping down
as an Executive Drrector. This provision does
not apply to any shares purchased by the
Executive Director,

The target holding is currently 450% of base salary  Not applicable
for the Chief Executive Officer and 300% of base
salary for other Executive Directors.
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Directors’ remuneration report continued

Notes to the policy table
Selection of performance measures and target setting

In the selection and weighting of performance measures for the annual and long-term incentive awards, the Cornmittee takes into account Pearson's
strategic objectives and short and long-term business prionties,

Annual incentive plan  For 2023, the Committee identified sales, adjusted operating profit, free cash flow and key strategic measures as being
relevant measures of Pearson's performance against its shorter-term strategic ohjectives and business priorities. Further
detalls on how these performance measures align to Pearson's strategy are set out in the remuneraton report

Long-term For 2023 LTIP awards, the Committee has judged the following to be most closely matched to sustained delivery of
incentive plan strategy and alignment with sharehalders’ interests.

— Adjusted earnings per share {30%) rewards the delivery of the desired cutcomes from our strategic growth
objectives and 15 imperative if the company is to improve our total shareholder return and our return on capita).

— Return on capital (30%) is a measure of how efficiently Pearson generates returns from its asset base and is
considered a fair and robust assessment of managements performance given the current structure of the business.

— Relative total shareholder return (30%) is used as the Committee believes, in line with many of our shareholders,
that part of Executive Directors’ rewards should be inked to long-term perfoermance relative to comparable
global companies.

— An Environmental, Sacial and Governance measure (10%) has been selected to reflect that progression of
Environmental, Social and Governance priormies are integral to the Jong-term sustainable growth of the business.

Performance targets are set t¢ provide a careful balance between upside opportunity and downside risk and are narmally setin accordance with the
company's operating and strategic plans, while also considering analyst consensus to reflect market expectations.

Pre-existing commitments

The Committee reserves the right to make remuneration payments and payments for lass of office (which includes exercising related discretions) that
are not in ine with this policy if the terms of the payment were agreed:

-— before the policy came into effect, if the payment was agreed or made in line wath the policy in force at the time or was otherwise approved by
shareholders; and

- at a time when the recipient was not subject to the policy, provided the Committee does not consider the payment to have been made in
consideration of the recipient becoming subject ta the policy.

For these purposes ‘payment’ means any payment that would otherwise be subject ta the poicy and, in relation to a share award, will not be
considered to have been‘agreed any later than the date of grant.

Remuneration policy for other employees

Pearson has a set of remuneration principles that govern pay for the whole organisation, although how these principles are applied varies by business
need, level and geography as required. The key difference in remuneration for Executive Directors compared to the approach to remuneration across
the workforce is that remuneration for Executive Directors is more heavly waighted towards vanable pay and linked to the delivery of Pearson's
strategic abjectives and short and lang-term business priorities.

Further details on remuneration across the warkforce at Pearson are set cut in the rernuneration report on page 100,
Pay and performance scenario analysis

The charts below illustrate what each Executive Director coutd expect to receive under the 2023 policy in different performance scenarias. The relative
weighting of fixed and performance-related remuneration and the absolute size of the remuneration packages for the Chief Executive Officer and the
Chief Financial Officer 1s shown. Consistent with its policy, the Committee places considerable emphasis on the performance-linked elements {the
annual and long-term incentives) and will continue to review the mix of fixed and performance-linked remureration on an annual basis.

Chief Executive {Andy Bird) $000 Chief Ainanaial Officer (Sally Johnson) £000

Chart removed Chart removed
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Performance scenario Elements of remuneration and assumptions

Maximum plus 50% share  — Fixed pay
price appreciativn
Financial Officer)

Maximum individual annual incentive (300% of base salary for Chuef Executive and 200% of salary for Chief

— Maximum value of 2023 LTIP award (450% for Chief Executive and 300% of salary for Chief Financial Officer) with

Maxirmum — Fixed pay

50% share price growthassumed

— Maximum individual annual incentive (300% of base salary for Chief Executive and 200% of salary for Chief

Financial Officen)

— Maximum value of 2023 LTIP award (450% for Chief Executive and 300% of salary for Chief Financial Offtcer) with

Target  — Fixed pay

_no share price growthassume_d

— 50% of the maximurm individual annual incentive

Minimum — Fixed pay only

Note 1- Fixed pay incudes 20573 base salary (51,293, /50 for the Chief Executive and £557,225 “or the Chief inanaal Officer); allowances and benefits are the actual amounts incurred inthe
2022 financial year Reurement benefits for bath Fxecutive Directors are included at 16% of their hase salary
Note 2: e value of long-term incenuves does aat take into account dividend awards 1hat are payable on the release of LTIP shares.

Recruitment

The Committee expects any new Executive Directors to be engaged
on the same terms and to be awarded vanable remuneration within
the same normal limits and subject (o the same condinions as for the
current Executive Directors outlined in the policy.

The maximum level of variable remuneration which may be awarded
(excluding any ‘buyout’ awards) in respect of recruitment is 750% of
salary, which is in line with the current maximurm limits under the
annual and long-term incentive

In setting the basic salary for any néew Executive Director, the
Committee will apply a level appropriate to recruit a suitable
candidate, having regard to the factors set out in the policy table.

The Committee recognises that it cannot always predict accurately
the circumstances in which any new Directors may be recruited.
The Committee may determine that it is in the interests of the
company and shareholders to secure the services of a particular
individual which may reguire the Committee to take account of
the terms of that individual's existing employment and/or their
personal drcumstances, The Committee may do this in the
following arcumstances:

— Where an individual 1s relocating in order to take up the role, in
which case the company may prowde certain benefits such as
reasonable relocation expenses, accommodation and assistance
with visa applications or other immigration issues and ongoing
arrangements such as tax equalisation, annual flights home,
schooling and housing allowance.

— Where an individual is required to forego compensation to take
up the appointrent or forfeits outstanding variable pay
opportunities or contractual rights at a previous employer as a
result of appointment, the Committee may offer compensatory
payments or awards, (n such form as the Committee considers
appropriate taking into account all relevant factors including
where applicable the form of compensation or awards, expected
value and vesting time-frame of farfeited opportunities. The
Committee would require reasonable evidence of the nature and
value of any foregone or forfeited amounts and would, to the
extent practicable, ensure any compensation was provided on a
like-for-like basis and was no more valuable than the foregone or
forfeited amounts.

— Where an indwvidual incurs legal or other professional fees in
connection with their appointment as an Executive Director, the
Committee retains the discretion to compensate for these.

In making any decision on any aspect of the remuneration package
far a new recruit, the Committee would balance shareholder
expectations, current best practice and the requirements of any
new recruit and would strive not 10 pay more than 1s necessary to
achieve the recruitment. The Committee would give full details of the

terms of the package of any new recruit in the next annual
remuneration repert.

Where an existing employee of the company is promoted to the
Board, the company may honour all existng contractual
commitments including any outstanding share awards and benefits,
including retirement benefits,

Pearson expects any new Chair or Nan-Executive Diractor to be
engaged on terms that are consistent with the general remuneration
principles outlined in the relevant sections of this Policy.

Service contracts and termination provisions

In accordance with Jong established palicy, alt Executive Directors
have service agreements under which, other than by termination in
accordance with the terms of these agreements, employment
continues indefinitely.

There are na spedial provisions for notice or non-share-based
compensation in the event of a change of control of Pearson.

The Chair and other Non-Executive Directors serve under letters
of appointment

It1s the company's policy that the company may terminate the Chair's
letter of appointrment and the Executive Directors’ service
agreerments by giving no mare than 12 months’ notice, Other
Non-Executive Directors letters of appointment do not contain
provision for notice periods or compensation if their appointments
are terminated.

Payment in lieu of notice

As an alternative, for Executive Directors the company may at its
discretion pay in lieu of that notice. Payrment in lieu of notice may be
made in equal monthly instalments from the date of termination to
the end of any unexpired notice period. Payment in liey of notice in
instalments may also be subject to mitigabon and reduced taking into
account earnings from alternative employment,

For Executive Directors, payment in fieu of notice comprises 100% of
the annual salary at the date of termination and the annual cost to
the company of providing pension and all other berefits. For the
Chair, payment in lieu of notce comprises 100% of the annual fees at
the date of termination.

The company may, depending on the crcumstances of the
termination, determine that it will nat pay the Director in lieu of
notice and may instead terminate a Director's contract in breach and
make a damages payment, taking into account as appropriate the
Director's ability to mitigate his or her loss,
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Directors’ remuneration report continued

The company may also pay an amount considered to be reasonable
by the Rermuneration Comrnittee in respect of fees for legal and tax
advice and outplacement support for the departing Director. The
Committee reserves the rnight 1o make any other payments in
connection with a Director's cessation of office or employment where
the payments are made in good faith, in discharge of an existing legal
abligation (or by way of damages for breach of such an obliganon) or
by way of settlement of any claim arising in connection with the
cessation of a Director’s office or employment.

Share awards

On cessauon of employment, treatment of unvested shares awards
will be determined based on the rules of Pearson's share plans.

In respect of unvested deferred annual incentive awards, these will
ardinarily subsist, except in drcumstances where an individual is
summarily dismissed. Awards would ordinarily vest on the original
vesting date/be released in line with narmal tirme horizons unless
determined otherwise by the Committee.

In respect of unvested long-term incentive awards, unless otherwise
provided for under the rules of Pearson’s discretionary share plans,
Executive Directors’ entitlements would lapse automatically. In the
case of death, injury, disability, ill-health or redundancy (as
determined by the Committee), where a participant’s employing
business ceases to be part of Pearson, or any other reason if the
Committee sa decides in its absolute discretion:

— awards will stay in force as if the participant had not ceased
employment and shall ordinarily vest on the original vesting date/
be released in line with normal time horizons subject to
performance conditions.

— the number of shares that are released shall be pro-rated for
the period of the participant’s service In the vesting period
(although the Committee may in its absolute discrenon waive or
vary the pro-raung)

In determining whether and how to exercise its discretion under
Pearson's discretionary share plans, the Committee will have regard
to all relevant arcumstances distinguishing between different types
of leaver, the crcumstances at the time the award was originally
made, the Director's performance and the circumstances in which
the Director left employment,

The rules of Pearson’s discretionary share plans also make provision
for the treatment of awards in respect of corporate actvty, including
a change of control of Pearson. The Committee would act in
accordance with the terms of the awards in these drcumstances,
which includes terms as to the assessment of performance
conditions and time apportionment,

Annual bonus

On cessation of employment, Executive Directors may, at the
Cammittee’s discretion, retain entitlement 1o a pro rata annual
incentive for their period of service In the financial year prior to their
leaving date. Such payout will normally be calculated in good faith on
the same terms and paid at the same time as for contnuing
Executive Directors

Other elements of remuneration

Eligibility for allowances and benefits including retirement benefits
{other than pension payments in connection with subsequent
reurement) normally ceases on retirement or on the termination of
employment for any other reason

The termination provisions described above may be vaned 10 the
extent necessary to comply vath apphcable laws, nduding taxaton
laws In the United States.
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Individual service agreements and letters of
appointment
Details of each individual's arrangernent are outlined in the table

below. Employment agreements for other employees are determined
according to local labour law and market practice.

Compensation on
termination of
employment by the

Date of letter / company without

Position agreement Notice period notice or Cause

Chawr Omid 12 months Payment in heu of
Kordestan, from the notice of 100% of
16 December  Director; 12 annual fees at the
2021 months from  date of

the company termination

Executive Andy Bird, 6 months Payment in liew of
Directors 23 August fromthe notice of 100% of
2020 Directar; 12 annual salary at

manths from  the date of
Sally johnsen,  thecormpany  termination and
15 January the annual cost of
2020 pension and ali
other benefits

Note 1 Jnder payment i ieu of notce, the annual cost of pension for Executive
Directars 15 narmially calculated a5 the sum, where applicable, of an amount equal to
e company's cast af provicing the Fxecuive’s pensian under e pension plan based
on the Future Senvice Company Connibution Rate for the relevant section of the
pension plan as stated in e most recent actuarial valuation (as at the date of
terminaunn of employmentj as imited by the earnings cap, ard any casn allowance i
lieu of pension or 1o take account af tne fact that pension benefits and e assurance
cover are resiricted by the caraings cap

Executive Directors’ non-Executive Directorships

The Committee’s policy 1s that Executive Directors may, by agreement
with the Board, serve as non-executives of other companies and
retain any fees payable for their services.

Consideration of employment conditions
across Pearson

Under the Committee’s charter and terms of reference, the
Commyttee’s remit includes determining rermuneration for the Chief
Executive Officer, other Executive Directors and other members of
the Pearson Executive Management team. In addition, the
Committee’s remit Includes oversight of certain remuneration
matters below this level and review of remuneration policies and
practices across the broader employee population

When detarmining remunaration for Executive Directors and other
mermpers of the Pearson Executive Management team, the
Committee considers reports from the Chief Executive and Chief
Human Resources Officer on pay and condrtions for the broader
employee populauon, including information on the recrutment and
retention of talent, general pay trends in the market and the level of
pay increases and Incentives across the company as a whole This
helps to ensure that remuneration for senior management 15
considered in the context of the wider organisation,

There are a number of established channels for consulung with
employees and employee representative bodes - including trade
unians and works councils in some jurisdictions - about the
company's strategy, competitiveness and performance of the
business and ather matters affecting ernployees. The views of
employees are also sought via the Employee Engagement Network,
feedback from which 1s reported to the Board, and engagement
surveys, These activities provide employees with the opportunity to
express how they feel about working for Pearson, what they think
about the work they do, the opportunities they have and the rewards
(ncluding pay and benefits) they get

The Committee has not consulted directly with empiloyees on the
development of the Directors’ remuneration policy.



Consideration of shareholder views

The company consults regularly with shareholders on all matters
affecting ils strdlegy and business operations, This includes executive
rernuneration. Over the last year, whilst developing the 2023 policy
and considering its implementation, the Remuneration Committee
has engaged extensively with shareholders to ensure remuneration
for Executive Directars is set appropriately, rewards for performance
and aligns management with the shareholder experience.

This engagement exercise included writing to and meeting with many
of Pearson's shareholders and their advisars, 1o seek their input on

the proposed changes to the policy. We would hke to thank our
shareholders for the time they have spent with us in this regard. All
feedback received, which reflected o sigiificant range of opinmions,
was duly considered by the Remuneration Committee as it finalised
the 2023 policy. Further details on the shareholder engagement
exercise can be found in my letter on pages 90-91.

The Committee continues to monitor and respond to best practice
guidelines published by shareholders and their representative
bodies. Pearson remains committed to an open and transparent
dialogue with its shareholders.

Policy table for Chair's and Non-Executive Directors’ remuneration

The table below summarises the policy with respect to rermuneration of the Chair and Non-Executive Directors.

Chair and Non-Executive Directar remuneration

Purpose and link to strategy

— To atrract and retain high-calibre individuals, with appropriate experience or industry-relevant skills, by offering market competitive fee levels

Operation Opportunity

Performance conditions and period

The Chair and Deputy Chair are paid a single fee Fee levels are reviewed on a penodic basis. None.

for all of their respansibilities.

The Chair and Deputy Chair fee 15 set at a level

The total fees payable to the Non-Executive
Directars {excluding the Chair) are subject to the

that is competitive considering similar positions in - limit set out in the Articles of Association of the

comparable companies.
The Non-Executive Birectors are paid a basic fee.

The Committee Chairs, members of the main
Board Committees and, if relevant, the Senior
Independent Director are paid an additional fee to
reflect their extra responsibiities. Fees far
Non-Executive Directors are determined by the
full Board having regard to market practice.

Additional fees or ather payments may be paid to
reflect additional responsibilities, roles or
contribution, as appropriate.

The Chair, Deputy Chair and Non-Executive
Directors are not eligible to participate in any
annual or long-term incentive, nar are thay
entitled to any retirement or ather employee
benefits. Selected benefits may be introduced, if
considered appropriate.

The company reimburses travel and other
business expenses and any tax incurred thereon,
if applicable.

Normally a minimum of 25% of the Chairs, Deputy
Chair's and Non-Executive Directors’ basic fee 1s
paid in Pearson shares that they have committed
to retain for the period of their directorships,
Shares are normally acquired quarterly at the
prevailing market price with the indvidual's
after-tax fee payments.

company {(currently £750,000) and as increased by
ordinary resolution from time to time.

The Drrectors’ Remuneration Report was approved by the Board on 15 March 2023 and signed on its behalf by:

Sherry Coutu CBE
Chair of Remuneration Committee
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Additional disclosures

Pages 54-124 of this document comprise the Directors report for the
year ended 31 December 2022.

Set out below is other statutory and regulatory inforrmation that
Pearson is required to disclose inits Directors’ report.

Going Concern

The Directors have confirmed that there are no matenal
uncertainties that cast douht on the Group's going concern status
and that they have a reasonable expectation that the Group has
adequate resources to continue In operational existence beyond
30 june 2024. The consolidated financial statements have therefore
been prepared on a gaing concern basis

Further details an the procedures undertaken may be found on
page 147.

Viability statement

The Board assessed the prospects of the company using the
company's long range plan. together with downside scenarios.
Based on the result of these procedures and considering the
company's strong balance sheet, the Directors have a reasonable
expectation that Pearson will be able to continue in operabion and to
meet its habilities as they fall due over the four-year period ending 31
Decernber 2026. Further details may be found on page 52,

Share capital

Details of share issues and cancellations are given in note 27 1o the
financial statements on page 191. The company has a single class of
shares which is divided into ordinary shares of 25p each. The
ordinary shares are Iin registered form. As at 31 Decermnber 2022,
715,733,241 ordinary shares were in issue. At the AGM held on

29 Apnl 2022, the company was authonsed, subject to certain
conditions, to acguire up to 75,727,045 ordinary shares by market
purchase and to 1ssue up to 504,846,968 ordinary shares.
Sharehalders will be asked to renew these authorities, subject to
revised caps, at the AGM on 28 April 2023.

As at 13 March 2023, 2,487 record holders with registered addresses
in the United States held 33,286,790 ADRs which represented 4.65%
of the company’s outstanding ordinary shares. Some of these ADRs
are held by nominees and so these numbers may not accurately
represent the number of shares beneficially owned 1n the Uruted States,
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Share buyback

On 25 February 2022, the company announced its intenticn to
commence a share buyback programme during 2022, which was
subsequently launched on 4 April 2022 and completed on

7 December 2022, Under the programme, approximately 42.3m
shares were bought back and cancelled at a cost of £353m. The
nominal value of these shares, approximately £10m, was transferred
to the capitai redemption reserve. The Board believes that the
company’s strategic priorities, combined wath the disciplined
approach to capital allgcation, will enable Pearson to create
sustainable, long-term value for every stakeholder.

We have set out clear capital allocation prionines as follows.
— Maintaining a strong balance sheet and solid investment-grade
credit ratings through an appropriate capital structure

— Focused and disciplined approach to investing in the business to
accelerate growth cpportunities

— Delvering shareholder returns through a progressive and
sustainable dividend policy

— Returning surplus cash to shareholders as and when appropriate
through buybacks or special dividends

Major shareholders

Infermation provided to the company pursuant to the Financial
Conduct Authority's Disclosure Guidance and Transparency Rules
(DTR) is published on a Regulatary Inforration Service and on the
company's website.

As at 31 Decernber 2022, the company had been notified under
DTR 5 of the following holders of significant vating rights in its shares.

Perzentage a5 at
MNurmiter date «*
af valng rights —oufication

36,003.705 <5%

Libyan Investment Authority? 24,431,000 3.01%

1 trcludes 7,864,838 (0.94%) guahiying ‘inandial instruments ro which voling rights
are arachied

7 Based on natificanion to the compaty dated 7 June 2010, We have not been
nanfied af any change ta this holding since thar date. Assets belonging to, or
owned, held or cantrelled on 16 Seprember 2011 by the Libyan Investment
Authoriy and locaied outside Libyas on thet date, are frozen in atcordance with "he
Litryd (Sanctionsy (B Cxit) Regulations 2020,

Batween 31 December 2022 and 13 March 2023, being the latest
practicable date before the publication of this repert, the company
received a further notification under DTR 5, with the most recent
position being as follows:

Percentage s at

Number amwe of
of vorng rights. netficatn
BlackRock, Inc.? 78810810 11.00%

3 ncludes 88478717 {1 23%) quahfping francial insiraronts to wWheem yoling ngnrs
are attached



Annual general meeting

The notice convening the AGM, 1¢ be held at 9:30am on Friday,
28 April 2023 at R0 Strand. | ondon WC2R ORL, is contained in a
circular to shareholders to be dated 24 March 2023,

Registered auditors

In accordance with section 489 of the Companies Act 2006 (the Act),
a resolution proposing the re-appaointment of £rnst & Young LLP as
auditors to the company will be proposed at the AGM, at a level of
remuneration to be agreed hy the Audit Committoe,

Amendment to Articles of Assaciation

Any amendments to the Articles of Assaciation of the company (the
Articles) may be made in accordance with the provisions of the Act by
way of a special resolution.

Rights attaching to shares

The rights attaching to the ordinary shares are defined in the Articles.
A shareholder whose name appears on the company's register of
members can chaose whether his/her shares are evidenced by share
certificates (i.e. in certificated form) or held electronically (i.e.
uncertificated form) in CREST (the electronic settlement system in
the UK),

Subject to any restrictions below, shareholders may attend any
general meeting of the company and, on a show of hands, every
shareholder (or his/her representative) who is present at a general
meeting has one vote on each resolution and, on a poll, every
shareholder fwhether an individual or a corporation) present in
person or by proxy shall have one vote for every 25p of nominal
share capital hetd. A resolution put to the vote at a general meeting
held partly by means of electronic faciity or facllities shall, uniess the
chair of the meeting determines that it shall be decided on a show of
hands, be decided on a poll. Subject to this, at any general meeting, a
resolution put to the vote at the meeting shall be decided on a show
of hands, unless before, or on the declaration of the result of, a vote
on a show of hands, & poll is demanded. A poll can be demanded by
the chair of the meeting, or by at (east three shareholders {or their
representatives) present in person and having the right to vote, or by
any shareholders (or their representatives) present in person having
at least 10% of the total votng rights of all shareholders, or by any
shareholders (or their representatives) present in person holding
ordinary shares on which an aggregate sum has been paid up of at
least 10% of the total sum paid up on all ordinary shares. At this
years AGM, voting will again be conducted on a poll, consistent with
best practice.

Shareholders can declare a final didend by passing an ordinary
resclution but the amount of the dividend cannot exceed the
amount recommended by the Board, The Board can pay interim
dividends an any class of shares of the amounts and on the dates
and for the periods they decide. In all cases, the distributable profits
of the company must be sufficient to justify the payment of the
relevant dividend.

The Board may, if autherised by an ordinary resolution of the
shareholders, offer any shareholder the right tc elect to receive new
ordinary shares, which will be credited as fully pard, instead of their
cash dividend.

Any dividend which has not been claimed for 8 years after it became
due for payment will be forfeited and will then belong to the
company, unless the Directors decide otherwise.

If the company 1s wound up, the liquidator can, with the sanction
of a spedial resolution passed by the shareholders, divide among
the shareholders in specie all or any part of the assets of the
company and can value assets and determine how the division
shall be carried out as between the shareholders ar different
classes of shareholders.

The liquidator can also, with the same sanction, transfer the whole or
any part of the assets to trustees upon such trusts for the benefit of
rhe shareholders.

Voting at general meetings

Any form of proxy sent by the shareholders to the company in
relation 1o any general meeting must be delvered to the company
(via its registrars), whether in written or electronic form, not less than
48 hours before the time appointed for holding the meeting or
adjniirned meeting at which the person named i Le appohiic et
proposes 1o vore.

The Board may decide that a shareholder is not entitled to attend or
vote either personally or by proxy at a general meeting or to exercise
any ather right conferred by being a sharehclder if they or any
person with an interest in shares has been sent a notice under
section 793 of the Act (which confers upon public companies the
power to require information with respect to interests in their voting
shares) and they or any interested person failed to supply the
company with the information requested wirhin 14 days after delivery
of that notice.

The Board may alsc decide, where the relevant shareholding
comprises at least 0.25% of the nominal value of the issued shares of
that class, that no dividend 15 payable in respect of those default
shares and that no transfer of any default shares shall be registered
unless the shareholder is not himself in default as regards supplying
the infarmation requested and the transfer, when presented for
registration, is accompanied by a certificate from the shareholder in
such form as the Board of Directors may require to the effect that
after due and careful inguiry, the shareholder is satisfied that no
person in default is interested in any of the ordinary shares which are
being transferred, or the transfer is an approved transfer as defined
in the Artcles, or the registration of the transfer is required by the
Uncertificated Securities Regulations 2001.

Pearson operates an employee benefit trust to hold shares, pending
employees becoming entitled to them under the company’s
employee share plans, There were 1,863,202 shares held as at

31 December 2022. The trust has an independent trustee which has
full discretion in relation to the vating of such shares. A dividend
waiver operates on the shares held in the trust.

Pearson also operates nominee shareholding arrangements which
hold shares on behalf of ermployees. As at 31 December 2022,
there were 2,247,759 shares held in the Sharestore account
administered by Equinit Limited (Equiniti). The beneficial owners of
shares held in Sharastore are invited to submit voting instructions
online at www.shareview.co.uk. If na instructions are given by the
beneficial owner by the date specified, the trustees holding these
shares will not exercise the voting rights.

As at 31 December 2022, there were 3,028,933 shares held in the
Computershare Share Plan Account (SPA), which 1s administered
by Computershare Investor Services ple {Computershare)
Beneficial holders of shares held in the Computershare Share Plan
Account (SPA) are invited to submit voting instructions enline at
www.eguateplus.com. If no instructions are given by the beneficial
owner by the date specified, the nominge holding these shares will
not exercise the voting rights.
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Additional disclosures continued

Transfer of shares

The Board may refuse to register a transfer of a certificated share
which s not fully pald, provided that the refusa! does not prevent
dealings in shares in the company from taking place on an open and
proper basis. The Board may also refuse to register a transfer of a
certificated share unless: (i) the instrument of transfer 1s lodged, duly
stamped (if starnpable) or duly certified or otherwise shown to the
satisfaction of the Board to be exempt from stamp duty, at the
registered office of the company or any cther place decided by the
Board, and is accompanied by the certificate for the share to which it
relates and such other evidence as the Board may reasonably
require to show the nght of the transferor to make the transfer; {ii) it
is in respect of only one class of shares; and (it} it 1s in favour of not
more than four transferees,

Transfers of uncertificated shares must be carried out using CREST
and the Board can refuse to register a transfer of an uncertificated
share in accordance with the regulations governing the operation
af CREST.

Variation of rights

If at any time the capital of the comparniy is divided into different
classes of shares, the special rights attaching to any class may be
varied or revoked either:

(i) with the wntten consent of the holders of at least 75% in nominal
value of the issued shares of the relevant class or

(i) with the sanction of a special resolution passed at a separate
general meeting of the holders of the shares of the relevant class.

Without prejudice to any special rights previously conferred on the
holders of any existing shares or dass of shares, any share may be
issued with such preferred, deferred or other special nghts, or such
restrictions, whether in regard to dividend, voting, return of capital or
otherwise as the company may from time to time by ordinary
resolution determing

Appointment and replacement of Directors
The Articles contain the following provisions in relation 1o Directors.

Directors shall be no less than two in number. Directors may be
appointed by the company by ordinary resolution or by the Board.

A Director appointed by the Board shall hoid office only until the next
AGM and shall then be eligible for re-appointment. The Board may
from time te time appoint one or more Directors to hold Executive
office with the company for such pericd (subject to the provisions of
the Act) and upon such terms as the Beard may decide and may
revoke or terminate any appointment so made,

The Articles provide that, at every AGM of the company, every
Director shall retire from office and, unless not wiiling to act, be
eligible for re-appointment.

if a Director 1s not re-appainted, they shall, subject 1o the Articles,
retain office until the meeting appomnts someone in their place, or, if
it does not do so, until the end of the meeting, or, if the meeting 1
adjourned, the end of the adjourned meeting. Where a Director has
been appointed after notice of the annual general meeting has been
given, that Director shall retire at the next annual general meeting of
which notice 1s first given after his or her appointment as Director

If there 15 an insufficient number of appainted or re-appointed
Directors at any of the company’s annual general meetings thus
rendering the Board inquorate, all Directors shall be automancally
re-appointed only for the purposes of filling vacancies and converning
general meetings of the company and to perform such duties as are
appropriate to Maintain the company as 2 gaing concern and to
enatle it to comply with 1ts legal and regulatory obligations. The
Directors are required to convene a further general meeting of the
company as soon as reasonably practicable to allow new Directors to
be appainted, and such Directors who were not appointed at the
original general meenng shall subsequently retire,
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The company may by ordinary resolution remove any Director before
the expiration of their term of office. In addition, the Board may
terminate an agreement ar arrangement with any Director for the
provision of their services ta the company.

Powers of the Directors

Supject to the Articles, the Act and any directions given by special
resolution, the business of the campany will be managed by the
Board who may exercise all the powers of the company, including
powers relating Lo the issue and/or buying back of shares by the
comparty (subject to authorisation, and any statutory restrictions or
restrictions imposed by shareholders in a general meeting).

Directors’ indemnities

A qualifying third-party indemnity (QTPI), as permitted by the Articles
and sections 232 and 234 of the Act, has been granted by the
company to each of its Directors. Under the provisions of the QTPI,
the company undertakes to indemnify each Director against liability
to third parties (excluding criminal and regulatory penalties) and to
pay Directars’ costs as incurred, prawded that they are reimbursed to
the company if the Directar s found guilty, the cournt refuses o grant
the refief sought ar, i an actron brought by the company, judgement
is given against the Director. The indemnity has been in force for the
financial year ended 31 Decernber 2022 and is currently in force. The
company has purchased and maintains Directors’ and Officers’
Insurance cover against certain legal liabilities and costs for claims in
connection with any act or omission by such Directors and Officers in
the execution of their duties

Significant agreements

The following significant agreerments contain provisions entithng the
counterparties to exercise termination or other rights in the event of
a change of cantrol of the compary,

As at 31 December 2022, the Group's principal bank facility, the
$1.79 billion Revolving Credit Facllity (RCF) agreement, aliowed that
upon a change of control of the company, any participating bank may
require its outstanding advances, together with accrued interest and
any ather amaunts payable i respect of such facility, and its
commitments, to be cancelled, each within 60 days of notification to
the banks by the agent. The facility was undrawn at year end. The
group's outstanding fixed rate notes (see note 18 Borrowings for
more information) also contain a prowvision reguinng that, in the
event of a change of control wihich leads to a downgrade in credit
rating below Baa3 (Moody's) or BBB- (Fitch Ratings), the cormpany is
required to make an offer to investors to repurchase outstanding
instruments at par plus accrued iNterest, which investors are not
obliged to accept. For these purposes, a ‘change of control accurs if
the company becomes a subsidiary of any cther company, or one or
more persons acting either individually or in concert obtains control
tas defined in section 1124 of the Corparation Tax Act 2010) of the
company. In February 2023, the Group renegotiated its Revolving
Credit Facibty. reducing the maximum faclity to $1 billion,

Shares acquired through the company's employee share plans rank
pan passu with shares in issue and have no speciaf rights. For legal
and practical reasons, the rules of these plans set out the
consequences of a change of control of the company,



Other statutory information

Other information that is required by the Act and by the Large and
Medium-sized Companies and Groups (Accolints and Reports)
Regulations 2008 (as amended) to be included in the Directors’
report. and which is incorporated by reference, can be located as
follows:

Summary disclosures index See maore

Dividend rec

S &lgagem
Statement describing regard to supphers,
customers and other stakeholders' interests

with the exception of the dividend waiver described on page 121
there is no information to be disclosed in accordance with Listing
Rule 9.8.4.

No political donations or contributions were made or expenditure
incurred by the company or its subsidiaries during the year.

Our disclosures are consistent vath the recommendations of the
Task Force on Climate-related Finanoal Disclosures {TCFD) and are
Set out on pages 39-41.

Fair, balanced and understandable reporting and
disclosure of information

As required by the UK Corporate Governance Code, we have
established arrangements to ensure that all information we report to
investors and regulators 1s fair, balanced and understandable. In its
assessment, the Board paid particular attention tc a set of criteria
recornmended by the Financial Reporting Council, including the use
of straightforward language, focus on content that is important to
investors, and exclusion of irrelevant information

A process and timetable for the production and approval of this
year's annual report and accounts was agreed by the Board at its
meeting in December 2022. The full Board then had the opportunity
to review and comment on the report as it progressed. The Audit
Committee 1s also available to adwse the Board an certain aspects of
the annual report and accounts, 1o enable the Directors to fulfil their
responsibility in this regard.

The Directors consider that the annual report and accounts, taken as
awhole, are fair, balanced and understandable and provide the
information necassary for shareholders to assess the company’s
position, performance, business model and strategy.

Representatives from Financial Reporting, Strategy, Investor
Relaticns, Corporate Affairs, ESG & Sustainability, Company
Secretarial, Legal, Internal Audit, Risk, HR and Reward teams are
involved in the preparation and review of the annual report to ensure
a cohesive and batanced approach and, as with all of our financial
reporting, a thorough verification of narrative and financial
statements is conducted. We also have procedures in place to
ensure the timely release of inside information, through our Market
Disclosure Committee.

The Directors atso confirm that, for each Director in office at the date
of this report:

— s far as the Director is aware, there is no relevant audit
information of which the Group and company's auditors are
unaware

— they have taken all the steps that they ought to have taken as
Directors to make themselves aware of any relevant audit
information and to establish that the Group and the company's
auditors are aware of that information.

Directors in office

The following Directors were in office during the year:

AP BIrd G D Pitkethly

StCoutwa [ TSCO® e
S KM jehnson S Taurel - resigned on
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, WApril 2022
O Kordestani - appointed an A C Thomas
IMarch2022
E S Lee - appointed on L Awallen

L K Lorimer

The Directors' report has been approved by the Board on 15 March
2023 and signed on 1ts behalf by:

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 prepanng the annual report and
accounts and the finanaial staternents in accordance with applicable
law and regulation.

Company law requires the Directors to prepare financial staternents
for each financial year. Under that law, the Directars have prepared
the Group and company financial statements In accordance with
UK-adopted international accounting standards. In preparing the
Group and company financial statements, the Directors have also
elected to comply with International Financia! Reporting Standards
issued by the International Accounting Standards Board (IFRSs as
issued by JASE).

Under company law, the Directors must not approve the financial
staternents uniess they are satisfied that they give a true and fair view
of the state of affairs of the Group and company and of the profit or
loss of the Group for that period. In preparing the financial
staternents, the Directors are required to:

— Select suitable accounting policies and then apply
them consistently.

— State whether applicable UK-adopted international accounting
standards and IFRSs issued by IASB have been followed, subject
to any material departures disclosed and explained in the
financial staterments.

— Make judgements and accounting estimates that are reasonable
and prudent.

— Prepare the financial statements on the going concérn basis
unless it is inappropriate to presume that the Group and
company will continue in business.

The Directors are responsible for safeguarding the assets of the
Group and company and hence for taking reasonable steps for the
prevention and detection of fraud and other irregularities

The Directors are responsible for keeping adequate accounting
records that are sufficient to show and explain the Group and
company's transactions, and disclose with reasonable accuracy at
any time the financial position of the Group and company and enable
them to ensure that the financial staterments and the Directors'
remuneration report comply with the Companies Act 2006.

The Directors are responsible for the maintenance and integrity of
the company's website. Legislanon in the United Kingdom governing
the preparation and dissemination of financial statements may differ
from legislation in other jurisdictions,

Directors’ confirmations

Each of the Directors, whose names and functions are listed in the
Governance report, confirms that, to the best of their knowledge:

— The Group and company financial statements, which have been
prepared in accordance with UK-adopted international
acceounting standards and IFRSS issued by 1ASB, give a true and
fair view of the assets, liabilties and financial position of the
Group and company, and of the profit of the Group,

— The Strategic report includes a fair review of the development
and performance of the business and the position of the Group
and company, together with a description of the principal risks
and uncertainties that it faces

This responsibility statement has been approved by the Board an
15 March 2023 and signed on its behalf by:

Sally Johnson
Chief Financial Officer
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Independent Auditor’s Report

Independent Auditor’s report to
the members of Pearson plc

Opinion

In our opinion:

— Pearson plc's group financial statements and parent company financial staterments (the "financial statements”) give a true and fair view of the state
of the group’s and of the parent company's affairs as at 31 December 2022 and of the group's profit for the year then ended;

— the group financial statements have been properly prepared in accordance with UK-adopted international accounting standards;
— the parent company financial statements have been properly prepared in accordance with UK-adopted international accounting standards as

applied in accordance with section 408 of the Campanies Act 2006, and

— the financial statements have been prepared in accardance with the requirements of the Companies Act 2006,

We have audited the financial statements of Pearson plc {the ‘parent company) and its subsidianes (the ‘group’) for the year ended 31 December 2022

which comprise:

Group

Parent company

Consolidated statérﬁent of comprehenSNE income for the year ended 31
Decem ber 2022

Consalidated statement of changes in equlty for the year ended 31
December 2022

Company Balance sheet as at 31 December 2022

Related notes 1 to 11 1o the financial statements including a summary of
significant accounting policies

Related notes 1-38 to the financial statements, mcludmg asummary of
significant accounting policies

The financial reporting framework that has been appled in their
preparation is applicable law and UK adopted international
accounting standards, as applied in accordance with section 408 of
the Comparies Act 2006,

Basis for opinion

We conducted our audit in accordance with international Standards
on Auditing (UK) {ISAs (UK)) and applicable law. Cur responsibilities
under those standards are further described in the Auditors
rasponsibilities for the audit of the financial statements section of our
report. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our apinion.

Independence

We are independent of the group and parent in accordance with the
ethical requirements that are relevant to our audit of the financial
statements in the UK, nduding the FRC's Ethical Standard as applied
to listed public interest entities, and we nave fulfilled our other ethical
responsibilities in accordance with these requirements

The non-audit services prohibited by the FRCs Ethical Standard were
not provided to the group or the parent company and we remain
independent of the group and the parent company 1in conducting the
audit.
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Conclusions relating to going concern

In auditing the financial statements, we have concluded that the
directors’ use of the going concern basis of accounting in the
preparation of the financial staternents is appropriate. Our evaluation
of the directars’ assessmient of the group and parent company’s
ability to continue to adopt the going concern basis of accounting
included:

— We performed our own independent assessment of the risk
around going concern at the planning and year end phases of the
audit.

— In comunction with our walkthrough of the Group's financial
staternent close pracess, we confirmed our understanding of
management’s going concern assessment process and engaged
with management early to understand and assess the key
assumptions made in therr assessment

— We agreed the 31 December 2022 cash and debit balances
incuded in the going concern assessment 1o the Group's year
end balances.

— We read the group's debt agreements to understand the
covenant reguirements and tested to check that no covenants
have been breached during the year to 31 Decernber 2022 and
there is no forecast covenant breach in either the base or severe
but plausible downside case scenanas during the going concern
assessment period covering the peried ta 30 june 2024,

— We checked the logic and arithmeucal integrity of management's
going cencern model that includes the cash forecasts for the
going concern assessment period.



— We gssessed the appropriateness of the duration of the going — We considered the Group's reverse stress testing to identify the

concern assessment period to 30 June 2024 and considered the magnitude of dechine in revenue and operating profit that would
existence of any significant events or conditions beynnri this lcad to the Group ulilising allliguidity or breaching a cavenant
period based on our procedures on the Group's long-range plan during the going concern assessment period and we have

and knowledge arising from other areas of the audit considered the likelihood of such a decline.

— We considered the appropriateness of the assumptions used to — We reviewed the Group’s going concern disclosures included in
calculate the cash forecasts under base and plausible downside the Annual Report, in note 1(¢) to the financial statements, to
case scenarios by reference to historical forecasting accuracy and assess that they were accurate and in conformity with the
companson te sector benchmarks. We challenged whether the reporting standards.

downside scenarigs utilised were sufficiently severe for a going

i nagement’ n vere but
CONCern assessment. We observe that in management's base case and severe b

plausible downside scenarios, there is significant headroom without
— We assessed the reasonableness of the cash flow forecasts taking the benefit of any idenafied mitigations.
included ir the going concern assessment by understanding the
potential impact of the Group's principal nisks as well as any Based an the work we have performed, we have not identified any
potential Impact from COVID-19, current geopolitical matters and material uncertainties relating to events or canditions that,
the impact of dhimate change have been reflected in the forecasts. indwidually or collectively, may cast significant daubt on the Group
and parent company's ability to continue as a going concern for a

— W | i i
e evaluated the key assumptions by searching for contrary ceriod to 30 June 2024

evidence 1o challenge these assumptions, including third party

sector farecasts and analyst expectations. Further, we ensured In relanion to the Group and parent company's reporting on how
these assumptions were consistant with the budget approved by they have applied the UK Corporate Governance Code, we have
Pearson's Board, nothing material to add or draw attention to I relation to the

directors' statement in the finanaal statements about whether the

— We also challenged the measurement and completeness of the
directors considered it appropriate to adopt the going concern basis

downside scenario modelled by management by reference to the

Group's prindipai risks and uncertainties of the Group. of accounting.
— We considered the mitigating actions that are within the control Our responsibilities and the responsibilities of the directors with
of the Group and evaluated the Group's ability to contral these respect to going concern are described in the relevant sections of
outflows If required. this report. However, because not all future events or conditions can
— We considered whether the Group's forecasts in the going be predicted, this statement 1s not a guarantee as to the Group's
concern assessment were consistent with other forecasts used by ability to continue as a going concern.
the Group in Its accounting estimates, Including goodwill
impairment.

Overview of our audit approach

Audit scope - We performed an audit of the complete financial information of 4 components and audit procedures on specific
balances for a further 11 components. We also performed specified audit procedures on specific balances for a further
4 camponents.
The components where we perfermed full or specific audit procedures accounted for 85% of adjusted Profit before
tax, 89% of Revenue and 95% of Tota! assets.

Key audit matters - Fraud risks in revenue recognition
+ Valuation of acquired intangible assets
Uncertain tax provision for EU State Aid case

Materiality - Overall group materiality of £20.9m which represents 5% of adjusted Profit neforetax.
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Independent Auditor’s Report continued

An overview of the scope of the parent company and group audits

Tailoring the scope

Our assessment of audit risk, our evaluation of matenality and our
allocanon of performance materiahty derermine our audit scope for
each company within the Group. Taken together, this enables us to
form an omnion on the consolidated financial statements We take
into account size, nsk profile, the organisation of the group and
effectiveness of group-wide cantrols, changes in the business
environment, the potential impact of clirnate change and other
factors such as recent Internal Audit rasults when assessing the level
of work to be performed at each company

The Group operates finance shared service centres in Belfast and
Manila, the outputs of which are included in the financial information
of the reporting components they service and therefore they are

not separate reporting components. Each of the service centres

is subject to specified risk-focused audit procedures, predominantly
the testing of transaction processing and controls testing. Additional
procedures are performed at the scoped cormponents to address the
audit nisks not covered by the work performed over the shared
service centres, or where the scoped components are not served by
the shared service centres.

In assessing the risk of material misstaterneant to the Group finanaal
statements, and to ensure we had adequate quantitative coverage of
significant accounts 1N the financial statements, of the 189 reporting
components of the Group, we selected 15 components covering
entities within the UK, US, Brazil and Australia, which represent the
principal busimess units within the Group.

Of the 15 components selected, we performed an audit of the
complete financial Information of 4 components (“full scope
components” which were selected based on their size or risk
characteristics. For the remaining 11 components {"specific scope
components”, we performed audit procedures on spedific accounts
within that component that we considered had the potential for the
greatest impact on the significant accounts in the financial
statements either because of the size of these accounts or their risk
profile,

For an additional 4 camponents ("specified procedures
components”), we performed certain audit procedures on spedific
accounts within that componerit that we considered had the
potential for the greatest impact on the significant accounts in the
finarcial statements, either because of the size of these accounts or
therr risk profile, These procedures were undertaken by separate
component audit teams under the primary audit team's girection,
The audit scope of these components may not have included testng
of all significant accounts of the componeant but will have contributed
to the coverage of significant accounts tested for the Group

The reporting companents where we performed audit procedures
accounted for 85% of the Group's adjusted Profit before tax, 89% of
the Group's Revenue and 95% of the Group's Total assets. For the
current year, the full scope components contributed 71% of the
Group's adjusted Profit before tax, 73% of the Group's Revenue and
88% of the Group's Tatal assets. The specific scope companernts
contributed 14% of the Group's adjusted Profit befare tax, 16% of the
Group's Revenue and 7% of the Graup's Total assets. The audit scoge
of these components may not have included testing of all significant
accounts of the component but will have contnibuted ta the coverage
of significant accounts tested for the Group We also instructed 4
focations to perform specified procedures over certain balances,
including aspects of revenue recognition.
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Of the remaining 170 components that together represent 15% of
the Group's adjusted Profit befare tax, nane are individually greater
than 5% of the Group's adjusted Profit befare tax. For these
romponents, we performed other procedures, including analytical
review, testing of consalidation journals and intercompany
eliminations to respond to any potential risks of material
misstaternent to the Group finanoal statements.

Involvement with component teams

in establishing our overall approach to the Group audit, we
determined the type of wark that needed to be undertaken at each
of the components by us, as the primary audit engagement team, or
by cormponent auditors from other EY global network firms operating
under our instruction. The audit procedures performed at the
finance shared service centres were performed by the primary team
wath assistance from the Philippines member firm. Of the 4 full scope:
components, audit procedures were performed on 1 of these directly
by the primary audit team. Of the 11 speaific scope components,
audit procedures were performed on 2 of these directly by the
primary audit team. For the 3 full scope and 9 specific scope
components, where the work was performed by component
auditors, we determined the appropriate level of involvement to
enable us ta determine that sufficient audit evidence had been
obtained as a basis for our opinion on the Group as a whole,

The Group audit team followed a programme of planned visits that
has been designed to ensure that each full or specific scope
component was visited by either the Senior Statutory Auditor, or
other senior members of the Group audit tearm. During the current
year's audit cycle, visits were undertaken by the Group audit team to
the component teams in the US, Brazil and Australia. These visits
involved discussing the audit approach with the component team
and any issues arising from their work, meeting with local
management, attending planning and progress meetings and
reviewing relevant audit working papers on nisk areas. The pnmary
team interacted regularly with the component teams where
appropnizte dunng various stages of the audit, reviewed relevant
working papers and were responsible for the scope and direction of
the audit process. Close meetings for full, specific, and spacified
procedures components lexcluding those performed by the pnimary
audit team) were held wa videg conference in january and

February 2023 and were attended by the Senior Statutory Auditor
and/or gther members of the primary audit team. This, together with
the additional procedures performed at Group level, gave us
appropriate ewdence for our ggirnon an the Group finanaal statements.

Climate change

Stakeholders are increasingly interested in how climate change will
impact Pearson. The Group has determined that the most significant
future Impacts from climate change on their operations will be from
physical risks in the medium and long term. These are explained on
pages 39-41 in the required Task Force for Climate related Financial
Disclosures, They have also explained their chmate commitments on
pages 37-38, all of these disclosures form part of the "Other
information,” rather than the audited financial statements. Our
procedures on these unaudited disclosures therefore consisted
solely of considering whether they are matenally inconsistent with
the financial statements, or our knowledge obtained In the course of
the audit or otherwise appear to be matenally misstated, in line with
our responsibilities on "Other informauon”.



In planning and performing our audit we assessed the potential
impacts of climate change on the Group’s business and any
consequenlial mdlerial impacl on its finandial statements.

The Group has explained in the Basis of Preparation note the key
areas of the financial statements that may be impacted by climate
change and the Group concluded there is no material financial
staternant impact from climate change. These disclosures also
explain where governrmental and sodietal responses to cimate
change risks are stll developing, and where the degree of certainty of
these changes means that they cannot be taken into account when
determining impairment assessments under the requirements of
UK-adopted International accounting standards,

Our audit effort in considering the impact of climate change on the
financial statements was focused on evaluating management's
assessment of the impact of physical and transiton climate risk, their
climate commitments, the effects of material climate risks disclosed
on pages 40 to 41 and whether these have been appropriately
reflected in asset values where these are impacted by future cash
flows and associated sensitivity disclosures, this primarily being
impairment assessments following the requirements of UK-adopted
international accounting standards. As part of this evaluation, we

misstatement in the financial staterments from climate change which
needed to be considered in our audit.

We also chalfenged the Directors’ considerations of climate change
risks in their assessment of going concern and viability and
associated disclosures. Where considerations of climate change
were relevant to gur assessment of gaing concern, these are
described above.

Based on our wark we have not identified the impact of climate
change on the financial statements to be a key audit matter or to
impact a key audit matter.

Key audit matters

Key audit matters are those matters that, in our professional
judgment, were of most significance in our audit of the financial
statements of the current perniod and incdude the most significant
assessed risks of material misstatement (whether or not due to
fraud) that we identified. These matters included those which had the
greatest effect on: the cverall audit strategy, the allocanon of
resources in the audit; and directing the efforts of the engagement
team. These matters were addressed in the context of our audit of
the financial statements as a whaole, and in our opinion thereon, and

performed our own risk assessment, supparted by our climate

change internal speciafists, to determine the risks of material

we do not provide a separate opinion on these matters.

Risk

Our response to the risk

Key observations communicated to the Audit Committee

Fraud risks in revenue
recognition (revenues of
£3,841m, PY £3,428m)

Refer to the Audit Committee Report
(page 80); Accounting policies

(poge 145), and Note 3 of the
Consalidated Financial Statements
(page 157).

Given revenue is a key performance
indicator, both In communication of
the Group's results and for
management incentives, we have
identified a risk of management
override of controls through:

Manipulaticn of the rate of
completion for contracts that
span the year end; and

+ Topside manual journals
to revenue.

We obtained an understanding and evaluated the
design and tested the aperating effectiveness of
controls over the Group’s material revenue processes.
We performed testing over revenue recognition in 4
full scope components, 8 specific scope components
and 4 specified procedures components. We have
performed testing over rate of completion in 2 full
SCOpe Components.

The audit of topside manual journals was performed
in all full, specific and specified procedures scope
locations and on consolidation.

For rate of cormpletion, where relevant, we performed
our own independent assessment of the stage of
completion of contracts based on actual and forecast
costs and course completion rates. We have
assessed the forecast costs to complete by contract,
considered historical forecasting accuracy as well as
vouching that all forecast costs aggregate to the
relevant budget amount for each business.

We looked for contradictory evidence by analysing
contract forecast profitabity for cutliers.

For marual journals, we instructed our full, specific
and specified procedure scope compeonent teams to
test all manual journals recorded against revenue.
We tested that these journals were appropriately
approved and evaluated supporting evidence,

The Group team tested all manual journals recorded
on consalidation. We tested the completeness

of journals posted and tested that these journals
were appropriately approved and evaluated
supperting evidence.

Revenue for the year to 31 December 2022 has
been recognised appropriately.
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Independent Auditor’s Report continued

Risk

Qur response to the risk

Key observations communicated to the
Audit Committee

Valuation of acquired intangibles

{£110m, PY £27m)

Refer to the Audit Committee Report {page 80);
Accounting policies (page 143); and Note 30 of
the Consolidated Financial Statements (page 193).
During the year, Pearson made two significant
acquisitions; Credly and Mondly,

The identification of acquired intangible assets
requires specialised skills. The valuation involves
complex judgement, due to the estimation
uncertainty and the application of valuation
technigues built, In part, on assumptions around
the future performance of the acquired
businesses, including assumptions impacted by
future events, such as revenue growth rates,
customer churn rates and profitability. Changes
in these assurmptions can have a material effect
on the valuation of identifiable intangible assets.

We focused our nisk on the most significant
elements of the valuation, namely the

Credly customer relationships and technology
asset and the Mandly technology asset.

The sensitive assumptions for Credly customer
relationships are revenue from existing
custamers, retention rate, profitability and
discount rate. For the Credly technology asset,
these are revenue grawth and rayalty rate.

For the Mondly technology asset, these are
revenue growth, obsolescence, profitability and
discount rate.

* and the risk that the acquired incangibles are overstated

Uncertain tax posl
case (£63m, PY £nil)

Refer to the Audit Committee Report (page 80);
Accounting policies (page 145); and Notes 7 and
34 of the Consolidated Finoncial Staternents
fpoges 160 ond 188).

Following an EU General Court Decision on 8
June 2022 on whether certain elements of UK
tax code constituted State Aid, a provision of
£63m has been recorded in the Group financial
statements in respect of a potential tax
exposure. A payment on account to HMRC of
£105m had been made in 2027 for this matter.
The prowision has been recorded through
income tax expense against this receivable, with
the balance disciosed as a conungent liability,
Auditing the Group's recorded £63m provision
at 31 December 2022 required significant
auditor jJudgement IN assessing management’s
expectations of the outcome of matters as there
15 & significant range of possible outcormes
between £nil and the maximurn exposure of
£105m and therefore a risk of misstatement.

Cur audit of the fair values of the acquired assets and
Labilities was performed by the Group audit team.

We cbtained an understanding and evaluated the
design and tested the operating effectiveness of
controfs over the Group's process to identify and

value intangible assets, including their use of 3
valuation specialist.

We assessed the independence and expertise of
managerment’s valuation specialist.

We challenged the existence and completeness of
identified intangible assets by involving EY valuation
specialists with the appropniate experience,

We reviewed the valuation methodologies applied, with
the assistance of EY valuation spedialists, to vahdate
that they were appropriate.

Wwe focused our testing of the prospective financial
information included in the valuation calculation on the
key assumptions that are most sensitive to the
valuation

We challenged these assumptions by involving our
valuation specialists where appropriate for
assumptions such as discount rate and royalty rates.
For revenue and profitability assumptions we validated
these by comparison to historical performance,
underlying contractual terms, benchmarking to a range
of peer companes provided by our valuation
specialists and third party sector analysis.

We evaluated the adequacy of the business
combination disclosures to the requirements in IFRS 3.

The primary audit team performed full scope
procedures over this matter,

We obtained an understanding and evaluated the
design and tested the operating effectiveness of
controls over the Group's tax process over uncertain
13x positions,

We understood the background the case by reviewing
correspondence with HMRC.

We reviewed management’s analysis to support their
conclusion that the exposure was now "more likely
than not” following the 8 June 2022 EU General Court
hearing. We reviewed correspondence with
management's specialist, assessed their independence
and expertise, and held a virtual meeting with them to
discuss their considerations.

We challenged management's conclusion by involving
an EY EU State Aid specialst to assist us in farming our
own view about whether the exposure was more likely
than not.

We reviewed management’s calculation of the
provision and assessed the appropriateness of the
methodology used. We considered the
appropnateness of the potential outcomes included In
the calculation and the probabilities assigned to each
outcame. We challenged the probabilities by seeking
the input of an EY tax speciakst.

We reviewed the disclosures in the Annual Report.

Based on the procedures
performed, we agree that the
assumptions, valuation of the
acquired intangibles are
appropnate.

Disclosures in Note 30 of the
consolidated financial statements
are appropriate.

Based on the current status of
proceedings and the opinion of the
Group's external legal counsel, we
conclude that management’s
provision 1s appropriately stated.
We agree that disclosure set out in
Notes 7 and 34 of the consclidated
financial statements is appropriate.
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Our application of materiality

We apply the concept of matenality in planning and performing the
audit, in evaluating the effect of identified misstatements on the audit
and in forming our audit apinion.

Materiality

The magnitude of art uriivsior: or msstatement that, indwidually or in
the aggregate, could reasonably be expected to influence the
economic decisions of the users of the financial statements.
Materiality provides a basis for determining the nature and extent of
our audit procedures.

We determined materiality for the Group to be £20.9 million , which
15 5% of adjusted Profit before tax. We believe that adjusted Profit
before tax provides us with the most relevant performance measure
to the stakeholders of the Group given the prominence of this metric
throughout the Annual Report and consclidated financial statements,
analyst presentations, and profit metrics focussed on by analysts.

— We determined materiality for the Parent Company to be £44
million , which is 1% of net assets. Where Parent Company
balances were audited as part of the Group audit, they were
audited to an allocation of the Group's performance materality.

During the course of our audit, we reassessed initial materiality of
£18.4m and increased it to reflect the actual results for the year

The previous auditor determined materiality for the Group to be
£18.5m for the year ended 31 December 2021.

Performance materiality

The application of matenality at the individual account or balance
level. It 1s setat an amount to reduce to an appropriately low level the
probability that the aggregate of uncorrected and undetected
misstatements exceeds materiality.

On the basis of our risk assessments, together with our assessment
of the Group's averall control environment, our judgement was that
performance materiality was 50% of our planning materiality, namely
£10.5m. We have set performance materiality at this percentage on
the basis that this is our first year as auditors of the Group. Audit
work at cormponent locations for the purpose of obtaining audit
coverage over significant financial statement accounts is undertaken
based on a percentage of total performance matenality. The
performance matenality set for each component is based on the
relative scale and risk of the component to the Group as a whole and
our assessment of the risk of misstatement at that component, In the
current year, the range of performance materiality allocated to
compenents was £1.8m tc £5.0m.

Starting

basis — Profit before tax - £323m

N

— Add: net £185m adjustments against operating profit, including; cost of restructuring, intangible charges,
transaction costs and profit on disposal of businesses.

Adjustments | _ Less: net £56m adjustments against finance income, including; fair value movements and pensions.
— Less; £34m reversal of interest on the release of a historic tax liability
\/
Materiality — Adjusted Profit before tax £418m (materiality basis)

— Materiality of £20.9m (5% of materaility basis)

Reporting threshold

An amount below which identified misstatements are considered as
being clearly trivial

We agreed with the Audit Committee that we would report to them
all uncorrected audit differences in excess of £1.05m, which is set at
5% of materiality, as well as differences below that threshold that, in
our view, warranted reporting on gualitative grounds

We evaluate any uncorracted misstatements against both the
quantitative measures of materiality discussed above and in light of
other relevant qualitative considerations in forming our opinion.

Other information

The other information camprises the information induded in the
annual report set out on pages 1 to 120, other than the financial
staternents and our auditor's report thereon. The directors are
responsible for the other information contained within the annual
report.

O opininn nn the financial statements docs not cover the other
information and, except to the extent otherwise explicitly stated in
this report, we do not express any form of assurance conclusion
thereon.

Our responsihility is to read the other information and, in doing so,
consider whether the other information is materially inconsistent
with the financial staternents, or our knowledge obtained in the
course of the audit, or otherwise appears to be materially misstated.
If we identify such material inconsistencies or apparent material
misstatements, we are required to determine whether this gives rise
to a material misstatement in the financial statements themselves. If,
based on the work we have performed, we conclude that there is a
material misstatement of the other information, we are required to
report that fact.

wWe have nothing to report in this regard.

Opinions on other matters prescribed by the
Companies Act 2006
In our opinion, the part of the directors' remuneration report to be

audited has been properly prepared in accordance with the
Cornpanies Act 2006.

in our opirion, based on the work undertaken in the course of the audit:

— the mforrnation given in the strategic report and the directors'
report for the financial year for which the financial statements are
prepared is consistent with the financial statements; and

— the strategic report and the directors’ report have been prepared
1N accordance with applicable legal requirements.
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Independent Auditor’s Report continued

Matters on which we are required to report by
exception

In the Light of the knowledge and understanding of the group and the
parent company and its environment obtained in the course of the
audit, we have not identified material misstatements in the strategic
report or the directors report.

We have nothing to report in respect of the following matters in
relation to which the Campanies Act 2006 requires us to report to
you if, in cur opinion:

— adequate accounting recards have not been kept by the parent
cormpany, or returns adeguate for our audit have not been
received from branches not visited by us; or

— the parent company financal statements and the part of the
Directors' Remuneration Report to be audited are not in
agreement with the accounting records and returns; or

— certain disclosures of directors’ remuneration specified by law are
not made; or

— we have not received all the information and explanations we
require for our audit

Corporate Governance Statement

We have reviewed the directors’ statement in relation to going
concern, longer-term viability and that part of the Corporate
Goverpance Statement relating to the group and company’s
compliance with the provisions of the UK Corporate Governance
Code specified for our review by the Listing Rules.

Based on the work undertaken as part of our audit, we have
concluded that each of the following elements of the Corporate
Governarice Staternent is matenally consistent with the financial
statements or our knowledge obtained during the audit:

— Directors' statement with regards to the appropriateness of
adopting the going concern basis of accounting and any material
uncertainties identified set out on page 116;

— Directors’ explanation as to its assessment of the company’s
prospects, the period this assessment covers and why the pericd
is appropriate set out on page 52;

— Director's statement on whether it has a reasonable expectation
that the group will be able to continue in operation and meets its
liabilities set out on page 52;

— Directors' statement ¢n fair, balanced and understandable set out
on page 123;

— Board's confirmation that it has carried out 3 robust assessment
of the emerging and principal risks set out on page 44;

— The section of the annual report that descrnibes the review of
effectiveness of risk management and internal control systems
set out on page 84 ; and,

— The section describing the work of the audit commuittee set out on
page 80.

Responsibilities of directors

As explained more fully in the directors’ responsibilities statement set
out on page 124, the directors are responsible for the preparation of
the finanaal statements and for being satisfied that they give a true
and fair view, and for such internal contral as the directors determine
is necessary to enable the preparation of financial statements that
are free from material misstaternent, whether due to fraud or error.

In preparing the financial staternents, the directors are responssble
for assessing the group and parent company's ability 1o continue as a
going concern, disclosing, as applicable, matters related to going
cancern and using the going concern basis of accounting unless the
directors either intend to liguidate the group ar the parent company
or 1o cease operations, or have no reahistic alternative but to do so.
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Auditor's responsibilities for the audit of the financial
statements

Our objectives are to obtain reasonable assurance about whether
the financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an
auditor's report that includes our opinion. Reasonable assurance is a
tigh leve! of assurance but is mot 3 guarantee that an audit
conducted in accordance with I1SAs {UK) will always datect a material
misstatement when It exists. Misstatements can arise from fraud or
error and are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the econemic
decisions of users taken on the basis of these financial statements.

Explanation as to what extent the audit was considered capable
of detecting irregularities, including fraud

Irregularities, including fraud, are instances of non-compliance with
laws and regulations. We design procedures in hine with aur
responsibilities, outlined above, to detect irregularities, including
fraud. The risk of not detecting & material misstaternent due to fraud
15 higher than the nsk of not detecting one resulting from error, as
fraud may involve deliberate concealment by, for example, forgery ar
intentional misrepresentations, or through collusion. The extent o
which our procedures are capable of detecting irregularities,
ncluding fraud is detailed below.

Haowever, the primary respansibility for the prevention and detection
of fraud rests with both those charged with governance of the
company and management.

We obtaired an understanding of the legal and regulatory
frameworks that are applicable to the group and determined that the
most significant framewaorks which are directly relevant to specific
assertions in the financial statements are those that relate to the
reporting framework (UK-adopted International Accounting
Standards, the Companies Act 2006 and the UK Corporate
Governance Code) and the relevant tax laws and regulations in the
countries n which the Group operates.

We understood how Pearson plc is complying with those frameworks
by making enquiries of management, Internal Audit, those
respansible for legal and cornpliance procedures and the Campany
Secretary, We corroborated gur enguiries through review of Board
minutes and papers provided to the Audit Committee and
observation in Audit Committee meetings, as well as consideration of
the results of our audit procedures across the Group

We assessed the susceptibility of the group's financial statements to
material misstatement, including how fraud might cccur and met
with finance and operational management from vanous parts of the
business to understand where they considered there was
susceptibility to fraud. We also considered performance targets and
their potential 1o Influence management to Manage earnings or
influence the perception of analysts, We have determined that there
i5 a fraud risk with aspects of revenue recognition. We considered
the policies, processes and contrals that the Group has estabhished
to address the risks identified, including the design of controls aver
sach significant revenue stream. We also considered the controls
that the Group has that otherwise prevent, deter and detect fraud,
and how senior management monitors those controls

Based on this understanding we designed our audit procedures to
identify non-cornpliance with such laws and regulations. We
performed audit procedures to address the identified fraud risk,
ncluding testung over the specific revenua recognition fraud rsk as
noted in the key audit matters section of this report, These
procedures were designed to provide reascnable assurance that the
finanqial statements as a whole are free from material misstatement,
due to fraud or error. In addition, we cormpleted procedures to
conclude on the compliance of the disclosures in the Annual Report
and Accounts with all applicable requiremenits. Any instances of
non-compliance with laws and regulations were cocmmunicated by/to
components and considered In cur audit approach, if apphcable.



A further description of our responsibilities for the audit of the
financial statements is located on the

Finarcial Repors ng Counal's website at https:/Awww frc org uk/
auditorsresponsibilities. This description forms part of our auditors
report.

Other matters we are required to address

— Following the recommendation from the Audit Committee, we
were appointed by the Company at its Annual General Meeting
or 20 Awnil 2022 W audil Lhe Ninancial staternents for the year
ending 31 December 2022 and subseguent financial periods.

The period of totat uninterrupted engagement Including previous
renewals and reappointments is one year, covering the year ending
31 December 2022.

— The audit opinicn is consistent with the additional report to the
Audit Committee,

Use of our report

This report is made salely to the company’s members, as a body, in
accordance with Chapter 3 of Part 16 of the Companies Act 2006.
Our audit wark has been undertaken so that we might state to the
companys members those matters we are reguired to state to them
in an auditor's report and for ne other purpose, To the fullest extent
permitted by law, we do not accept or assume responsibility to
anyane other than the company and the company’s members as a
body, for our audit work, for this repert, or for the opinions we have
farmed.

b Loy U7

Ben Marles

{Senior statutory auditor)

for and on behalf of Ernst & Young LI P, Statutory Auditor
| ondon

15 March 2023
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Financial statements

Consolidated income statement

Year ended 31 December 2022

All figures in £ millions Netes 2022 2000 2620
Continuing operations o
Sales 23 384 3428 3397
oS O 000 S0 e (2.045) a.ran (1.767)
Gross profit ' ' 1,795 1,681 1,630
Operating expenses 4 (1,549) {1,562} (1.402)
Other net gains and losses 4 24 63 178
Share of results of joint ventures and associates S R 12 i ! =N
Operating profit p 2N 183 411
Finance costs 71) (68) (107)
Finance income & 123 62 76
Profit before tax 323 177 380
e 7 0 L €]
Profit for the year 244 178 330
Atwibutable to: T
Eguity holders of the company 242 177 330
Non-controlinginterest B OO, 2 L -
Earnings per share attributable to equity holders of the company during the year
{expressed in pence per share}
basic 32.8p 235p 437p
diluted 32.6p 23.3p A37p

1 Comparative balances have been rosiated - see hote 1h
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Consolidated statement of comprehensive income

Year ended 31 December 2022

All figures in £ millions hotes 2022 221! 20200
Profit for theyesr T 244 7 330
Items that may be reclassified to the income statement

Net exchange differences on transtation of foreign operations 330 (6) (109)
Currendy transhation adjusliene dispused (5) 4 (70)
Attributable tax 7 4 10 (13
Items that are not reclassified to the income statement

Fair value gain/{loss) an other financial assets 18 4 (12)
Attributable tax 7 1 () _
Remeasurement of retirement benefit obligations 25 54 149 (23)

Attributable to:
Equity holders of the company 630 276 105
Non-controlling interest 4 ! -

1. Comparauve balances have been restatod  see Note 1b.
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Financial statements

Consolidated balance sheet

As at 31 December 2022

Non-current assets

Property, plant and eguipment 10 250 366
Investment property 10 60 ~
Intangible assets 11 3177 2,769
Investments in joint ventures and assocates 12 25 24
Deferred income tax assets 13 57 57
Financial assets - derivative finandal instruments 16 43 30
Retirement benefit assets 25 581 537
Other financial assets 15 133 113
Income tax assets a 97
Trade and other receivables e 22 139 129
4,506 4122
Current assets
Intangible assets - product development 20 975 894
Inventories 21 105 93
Trade and other receivables 22 1,139 1,257
Financial assets - dervative financial instrumenits 16 16 2
Income tax assets 9 26
Cashand cash equivalents (excluding overdrafts) e e OB 937,
3214
Assets classified as held for sale 3z 16 7
Fotmlassets |
Liabilities 7
Non-¢current liabilities
Financial liabilities — borrowings 18 (1.144) {1,245)
Financial liabilities - derivative finanaal instruments 16 (54} (30)
Deferred income tax liabilities 13 (37) (40)
Retirement benefit obligations 25 {61) (66}
Provisions for other liabilities and charges 23 (14) (7
Otherliabiiies e 24 0 (5
(1,430) {1.483)
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Consolidated balance sheet continued

As at 31 Decernber 2022

All figures in £ millions Notes 2022 2021

Current liabilities

Trade and other liabilities 24 (1,254) {1,256)
Financial liabilities - borrowings 1R (RR) {158)
Financial liabilities - derivative financial instruments 16 (11) {4
Income tax kiabilities 43) {(125)
Provisions for other liabilities and charges 23 @8 g
{1,479) (1,580)
Liabilities classified as held for sale 32 - -
Total llabilities (2909 (3.063)
Net assets 4415 4,280
Equity
Share capital 27 178 189
Share premium 27 2,633 2626
Treasury shargs 28 {15) (12)
Capital redemption reserve 28 18
Farr value reserve (13; )
Translation reserve 709 386
Retained earnings . B&1 1067
Total equity attributable to equity holders of the company 4,402 4,270
Non-controlling interest 13 10
Total equity 4,415 4,280

1. Comparative balances have been restared - see Note 1b.

These finanaal staternents have been approved for issue by the Board of Directors on 15 March 2023 and signed on its behalf by
Sally Johnson

Chief Financiat Officer

Pearson plc
Registered number:; 00053723
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Financial statements

Consolidated statement of changes in equity

Year ended 31 December 2622

Equity attributable to equity halders of the company

Capital Fair Non-
Share Share Treasury redemption value Translatien Retained controliing Total
Ali figures in £ mifiions capital premium shares reserve  reserve reserve earnings Total interest  equity
AT iy 20z W ze% Gz W6 @ 36 06 4370 0 4280
Profit for the year S - - - - -~ 242 242 2 244
(Other comprehensive income/(expense) - S L I 323 47 388 2 390
Total c&mprehensi-\-r-é‘i.hcornel(‘é;ﬁgnse) - - - - 18 323 289 630 4 634
Equity-settled transactions - - - - - - 38 38 - 38
Taxation on equity-settled transactions - - - - - - 3 3 - 3
Issue of ordinary shares under
share option schemes - 7 - - - - - 7 - 7
Buyback of equity (10) - - 10 - - (353) (353) - (353)
Purchase of treasury shares - - (37) - - - - 37) - 37
Release of treasury shares - - 34 - - - 34) - - -
Transfer of gain on disposal of AYOC investmenit - - - - (27} - 27 - - -
Dwdends B e T - (56 _(s6) () (157)
At31December2022 T 179 2,633 (15) 28 (13) 709 881 4,402 13 4415
Equity attnbutalie to equity holders of the company
Capital Non-
Share Share  Treasury  redempbon Failvalue  Iranslation  Retaned controlling Tortal
All figures in £ millions capizal - preryum shares reserve  reserve’ CSLTVE BArNINgs Total nterest equly
AT January 2021 B8 2620 (h W64 388 922 4125 9 4134
Profit for the year o - - - - - 177 177 1 178
(Other comprehensive income/lexpense) : - - T A 2 97 %8 . T 9%
Total t:lbmprehens‘i-\;é.incornef(é-)'(aense) ----- N - - - 4 {2} 274 276 1 277
Equity-settied transactions - - - - - - 28 28 - 28
issue of ordinary shares under
share option schemes 1 6 (N - - _ _ 6 _ 6
Buyback of equity - - - - - - - - - -
Purchase of treasury shares - - (16) - - - - (16) - 116)
Release of treasury shares - - 12 - - - {12} - - -
Transfer of gain on disposal of FvOC! investment - - - - 4) - 4 - - -
Dividends - - - - - - 4y N4 - (149)
At31December2021  7T4Es oe26 na 18 W 386 1067 4270 10 4280
Equity allribuzable e equity holders ¢ the company
Capral Non
Share Share  Treasury  redempusn Fanvalue  Translaticn Retaned contralling [oal
All figures in £ millions capital - premuin snares resnrv  reserve TESErVE  earmingy Tortal nreres: equTy
ACTJamuary 2020 T 195 2e14 24 N 39 567 911 4313 10 4323
Adustment (seenote 1) ot T e . L T
ALY January 2020 frestated) 95 2614 (@4 AN B 567 84 a¥3 10 4323
Profit for the vear I - - . - 330 330 33
Other comprehensive incomed(expensey - S T R Q2 07 B4 @25 - (225)
Total comprehens'i'\rl’é incomei{ékﬁénse) """"""" - . - - (12) (179) 296 105 - 105
Equity-settled transactions - - - - - - 29 29 - 29
Issue of ordinary shares under
share option schemes - 6 - - - - - 6 - 6
Buyback of equity (7) - - 7 - - (176) (176) - {176)
Purchase of treasury shares - - (6) - - - - (&) - (6)
Release of treasury shares - - 23 - - - (23) - - -
- - - - - 146} (148) - m (147)
""" @ 18 W 388 922 4125 9 4134

1. Comparative balances have been restated - see Note 1b.

The capital redemption reserve reflects the nominal value of shares cancelled in the Group's share buyback programmme. The fair value reserve arises
on revaluation of other financial assets. The translation reserve includes exchange differences arsing from the transiation of the net investment in
foreign operations and of borrowings and other currency iInstruments designated as hedges of such investments.
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Consolidated cash flow statement

Year ended 31 December 2022

All figures in £ millions e 2022 2021 2020-

Profit before tax 323 177 380
Net finance (costs) / Income (52} &) 31
Cprediativn and nupan e - PPE and invesunent property 136 241 125
Amortisation and impairment - software 125 117 112
Amortisation and impairment - acguired intangible assets 54 50 80
Other net gains and losses {24) {63) (178)
Product development capital expenditure (357) (287) (323)
Amortisation and impairment - product development 303 279 280
Share-based payment costs 35 28 29
Change ininventories 34) 22 35
Change in tradle and other receivables 33 {71) m
Change in trade and other liabilities 84) 37 (26)
Change in provisions far other liabilities and charges 50 14 (37)
Othermovements B L 0 57
Netcashgenerated from operatb'rr{sr. ---------------------------------------------------------------------------------------- 527  5/0 450
Interest paid (57) 67 63)
T pald e Ce e e oy Q77 e 2
Net cash generated from opeﬁﬁﬁ&é&i—;i{{é; """""""""""""""""""""""""""""" 361 326 389
Cash flows from investing activities
Acquisition of subsidiaries, net of cash acquired 30 (228) (55) {6)
Acquisition of joint ventures and associates {5) (10) -
Purchase of investments (12) {4) 6)
Purchase of property, plent and equipment and investment property (57 (64) (53)
Purchase of intangible assets (90) (112) 81)
Disposal of subsidiaries, net of cash disposed 31 333 83 100
Proceeds from disposal of joint ventures and associates 31 - - 531
Proceeds from dispasal of investments 17 43 -
Proceeds from disposal of property, plant and eguipmenit 14 - -
Lease receivables repaid including disposals 18 21 41
Loans repaid by related parties - _ 48
Interest received 22 13 13
Dividends from jOInt Ventures and associales oo L .
Net cash generated froml(useilwi.ﬁ-)' |nvestmgact|wtles ------------------------------------------------------------------ 13 (SD) i 591
Cash flows from financing activities
Proceeds from issue of ordinary shares 27 7 6 6
Buyback of equity 27 (353} - (176)
Purchase of treasury shares 28 {37} (16} (6)
Proceeds from borrowings - - 346
Repayment of borrowings (171) (230
Repayment of lease habilities (93) (92)
9 (156) (146)
ncing ctivities (804) (299)
Effects of exchange rate changes on cash and cash equivalents .. 2 2
Net (decrease)/increase in cash and cash equivalents @94 679
Cash and cash equivalents at beginming of year [ .- LA 434
Cash and cash equivalents at end of year 17 543 1113

1 Comparative balances have been rastgred - ser Note 10 In addition, the Group has changed the presentation of the consolidated cash flow statement with the aim of sumplifying for the
reader. The reconchalion o net (ash generated from operatons s now presented above and certain ine iterms have been aggregared and disaggregated There has been no change to
the classificarion of casn flows as operating, investng and finanding, or to the definiuon of the Group's alrernative performans e measare refated to cash flaw as sel ourin note 33
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Financial statements

Notes to the consolidated financial statements

General information

Pearson ple (the company), its subsidiaries and assodiates
{together ‘the Group’) are international businesses covering
educational courseware, assessments and services.

The company is a public limited company incorporated in England
and Wales and domiciled in the Untted Kingdem. The address of its
registered office 15 80 Strand, London WC2R ORL.

The company has its primary listing on the London Stock Exchange
and 15 also listed on the New York Stock Exchange.

These consolidated financial statements were approved for issue
by the Board of Directors on 15 March 2023,

1a. Accounting policies

The prinapal accounting policies applied 1n the preparation of these
consolidated financial statements are set out below,

Basis of preparation

These consolidated finanaial statements, and the company financial
staternents, have been prepared on the going concern basis

(see note 1¢) and in accerdance with the Disclosure and
Transparency Rules of the Financial Conduct Authority and in
accordance with UK-adopted International Accounting Standards and
with the requirements of the Companies Act 2006. On 31 December
2020, IFRS as adopted by the European Union at that date was
brought into UK law and became UK-adopted International
Accounting Standards (IASs), with future changes being subject to
endorsement by the UK Endorserment Board. The Group and
company transitioned to UK-adopted {ASs an 1 fanuary 2021, This
change constituted a change in accounting framewaork. However,
there was no impact on recognition, measurerment or disclosure as
a result of the change in framework. The consolidated and company
financial statements have alsc been prepared in accordance with
IFRSs as issued by the International Accounting Standards Board
{1ASB) as they apply to annual reporting periods beginning on 1
January 2022, In respect of accounting standards applicable to the
Graup, there is no difference between UK-adopted IASs and I1FRSs
as issued by the |ASB as they apply to annual reporting periods
commenang on 1 January 2022

These consolidated financial statements, and the company financial
statements, have been prepared under the historical cost convention
as modified by the revaluation of financial assets and liabilities
(including derivative financial Instruments) at fair value.

These accounting policies have been consistently apphed to all years
presented, unless otherwise stated.

1. Interpretations and amendments to published standards
effective 2022 - No new standards were adopted in 2022.

A number of grher new pronouncements are effective from 1 January
2022 but they do not have a matenal impact on the consolidated
financial statements, or the coampany financial statements. Addtional
disclosure has been given where relevant.
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2. Standards, interpretations and amendments to published
standards that are not yet effective - The following new
accounting standards and amendments to new accounting
standards have been issued but are not yet effective and unless
otherwise indicated, have been endorsed by the UK Endorsement
Board:

— IFRS 17 Insurance contracts’

— Amendments to IAS 1 and IFRS Practice Statement 2 ‘Disclosure
of accounung policies’,

— Amendments ta 1AS 1 Classification of hatnlities as current or
non-current (not yet endorsed);

— Amendments to IAS 1 Non-current liabilities with covenants' (not
yet endorsed);

— Amendments to IAS 8 Definition of accounting estimates);

— Amendments to 1AS 12 ‘Deferred tax related to assets and
liabilmes arising fram a single transaction’; and

— Amendments to IFRS 16 'Lease liability in a sale and leaseback’
(not yet endorsed).

The Group is currently assessing the impact of the above changes,
but they are not expected to have a material impact. The Group
does not plan to early adopt any of the above new accounting
standards or amendments. The Group has not adopted any other
standard, amendment or interpretation that has been issued but
is not yet effective.

3. Critical accounting assumptions and judgements - The
preparation of financial statements in conformity with IFRS requires
the use of certain crntical accounting assumptions and estimates. It
also requires management to exercise its judgement in the process
of applying the Group's accounting palicies.

All assumpticns and estimates constitute management’s best
judgement at the date of the financial statements, however, in the
future, actual experience may deviate from these estimates

and assumptions.

The areas requiring a higher degree of judgement or complexity,

or areas where assumptions and esumates have a significant risk of
resulting in matenal adjusiments to the carrying value of assets and
liabilities within the consolidated financial statements are:

— Intangible assets: goodwill and acquired intangitle assets

— Taxation

— Revenue: provisions for returns

— Ermployee benefits: pensions

— Praperty, plant and equipment: right-of-use assets

— Classification as discontinued operations

The key Judgements and key areas of estimation are set out below,

as well as In the relevant accounting policies and in the notes to the
accounts where appropriate



I Key judgements

— The applcation of tax legislation in relation to provisions
for uncertain tax positions. See notes 7 and 34.

— The allocation of goadwill to the cash-generating units and
groups of cash-generating units. See note 11.

— Whether the Group will be gligible to receive the surplus
associated with the UK Group Pension Plan in recognising
a pension assol, Seu note 25,

— The results and cash flows of businesses disposed do not
meet the critena to be classified and presented as
discontinued operations. See note 31

l Key areas of estimatian

— The recoverability of goodwill balances. Key assumptions
used in goodwill imparrment testing are discount rates,
perpetuity grawth rates, forecast sales growth rates and
furecast uperdling profits, See note 11

— The valuation of acquired intangible assets recognised on
the acquisition of a business. See notes 171 and 30.

— The level of provisions required in relation to uncertain
tax pesitions is complex and each matter is separately
assessed. The estimation of future settiement amounts
is based on a number of factors including the status of
the unresclved matter, clarity of legislation, range of
possible outcomes and the statute of limitations,

See notes 7 ang 34,

— The level of provisions required for anticipated returns is
estimated based on historical experience, customer buying
patterns and retaller behaviours including stock levels.

See note 3.

— The determination of the pension cost and defined benefit
abligation of the Group's defined benefit pension schernes
depends on the selection of certain assumptions, which
include the discount rate, inflation rate, salary growth and
longevity. See note 25.

— The recaverability of right-of-use assets and in particular
assumptions related to the ability to sublease vacant
leased assets in the future. See note 10.

The Group has assessed the impact of the uncertainty presented

by the volable macro-economic and geo-political environment on the
financial statements, specifically considering the impact on key
judgements and significant estimates along with other areas of
increased risk as follows:

— Finandial instruments and hedge accounting; and
- Transiation methodologies.

No material accounting impacts relating to the areas assessed
above were recognised in the year. The Group will continue to
maonitor these areas of increased judgement, estimation and risk

The Group ne longer considers the COVID-19 pandemic 1o be an
area of significant uncertainty and 1s no longer specifically assessing
the impact of the COVID-19 pandemic on areas of judgement,
estimation and risk.

Consolidation

1. Business combinations - The acquisition method of accounting 13
used to account tor business combinations.

The consideration transferred for the acquisition of a subsidiary is
the fair value of the assets transferred, the liabilities incurred and
the equity interest issued by the Group. The consideration
transferred includes the fair value of any asset or liability resulting
from a contingent consideration arrangement. Acquisition-retated
costs are expensed as incurred in the operating expenses line of
the income statement. |dentifiable assets acquired and identifiable
lablities and contingent fiabilities assumed in 3 business
combination are measured initially at their fair values at the
acguisition date. The determination of fair values often requires
significant jJudgements and the use of estimates, and, for material
acquisitions, the fair value of the acquired intangible assets is
determined by an independent valuer. The excess of the
consideration transferred, the amount of any non-controlling interest
in the acquiree and the acquisition date fair value of any pravious
equity interest in the acquiree aver the fair valie of the idenrifiahle
net assets acquired is recorded as goodwill (note 30).

See the 'tntangible assets’ policy for the accounting policy on goodwill,
If this Is less than the fair value of the net assets of the subsidiary
acquired, in the case of a bargain purchase, the difference is
recognised directly in the income statement.

On an acquisition-by-acquisition basis, the Group recognises
any non-controlling interest in the acquiree either at far value
or at the non-controlfing interest's prepartionate share of the
acquiree’s net assets.

IFRS 3 ‘Business Combinations’ has not been applied retrospectively
to business combinations before the date of transition to IFRS.

Management exercises judgement in determining the classification
of its investments in its businesses, i line with the following:

2. Subsidiaries - Subsidiaries are entities over which the Group has
control. The Group controls an entity when the Group is exposed to,
or has rights to, variable returns from its involvement with the entity
and has the ability to affect those returns through its power over the
entity. Subsidiaries are fully consolidated from the date on which
control is transferred to the Group. They are deconsolidated from
the date that control ceases.

3. Transactions with non-controiling interests - Transactions

with non-controlling interests that do not resultin loss of control are
accounted far as equity transactions, that is, as transactions with the
owners in their capacity as owners, Any surplus or deficit arising from
disposals to a non-controlling interest is recorded in equity. For
purchases from a non-controlling interest, the difference between
consideration paid and the relevant share acquired of the carrying
value of the subsidiary is recorded in equity.

4. Jeint ventures and associates - Joint ventures are entities in
which the Group haolds an interest on a long-term basis and has
rights to the net assets through contractually agreed sharing of
control. Associates are entities over which the Group has significant
influence but not the power to control the financial and operating
policies, generally accompanying a shareholding of between 20%
and 50% of the voting rights. Ownership percentage is likely to be t
he key indicator of investment classification; however, other facters,
such as Board representation, may also affect the accounting
classification. Judgement is required to assess all of the qualitative
and quantitative factors which may indicate that the Group does,
or does not, have significant influence aver an investment.
Investments in joint ventures and associates are accounted for

by the equity method and are nitially recognised at the fair value
of consideration transferred.
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Financial statements

Notes to the consolidated financial statements continued

1a. Accounting policies continued

Consolidation continued

The Group’s share of its joint ventures’ and associates’ post-
acqguisition profits or losses is recognised In the income statement
and its share of post-acquisition movements In reserves |s
recognised in reserves.

The Group's share of its joint ventures” and assocfates’ results is
recognised as a component of operating profit as these operations
form part of the core publishing business of the Group and are an
integral part of existing wholly-owned businesses. The cumulative
post-acquisition movements are adjusted against the carrying
amount of the investment. When the Group's share of losses in a
jont venture or associate equals or exceeds its interest in the joint
venture of associate, the Group does not recognise further losses
unless the Group has incurred obligations ar made payments on
behalf of the joint venture or associate.

Unrealised gains and losses on transactions between the Group and
its joint ventures and associates are eliminated to the extent of the
Group's intarest in these entities.

5. Contribution of a subsidiary to an associate or jeint venture
- The gain or loss resulting from the contribution or sale of a
subsidiary to an associate or a joint venture is recognised in full.
Where such transactions do not involve cash consideration,
significant Judgements and estimates are used in determining

the fair values of the consideration received.

Foreign currency translation

1. Functional and presentation currency - ltems included in the
financial statements of each of the Group's entities are measured
using the currency of the primary economic environment in which
the entity operates (the functional currency). The consolidated
financial statements are presented in sterling, which is the company's
functional and presentation currency.

2. Transactions and balances - Foreign currency transactions are
translated into the functional currency using the exchange rates
prevailing at the dates of the transactions. Foreign exchange gains
and losses resulting from the settlernent of such transactions and
from the translation at year-end exchange rates of monetary assets
and liabilities denominated in foreign currencies are recognised in
the income statement, except when deferred in equity as qualifying
net investment hedges.

3. Group companies - The results and financial position of all Group
companies that have a funcuona! currency different from the
presentation currency are transiated into the presentation currency
as follows:

— Assets and liabilities are transiated at the closing rate at the date
of the balance sheet

— Income and expenses are translated at average exchange rates

— Al resulting exchange differences are recognised as a separate
compenent of equity.

On consolidation, exchange differences arising from the translation
of the net investrment In foreign entities, and of borrowings and other
currency Instruments designated as hedges of such investments, are
taken to shareholders' equity. The Group treats specific inter-
company loan balances, which are not intended to be repaid in the
foreseeable future, as part of its net investment. When a foreign
aperatiorn s sold, such exchange differences are recognised in the
Income statement as part of the gain or loss on sale.

142 Pearson plc Annual repert and accounts 2022

The principal overseas currency for the Group is the US dollar,
The average rate for the year against sterhing was $1.24 (2021:
$1.38; 2020: $1.28) and the year-end rate was $1.271 (2021; 1.35;
2020: $1.37).

Property, plant and equipment

Property, plant and equiprnent are stated at historical cost less
depreaation. Cost includes the original purchase price of the asset
and the costs attributable to bringing the asset to its working
condiion for intended use. Land is not depreciated, Depreciation on
other assets is calculated using the straight-line method to allecate
their cost less therr residual values over their estimated useful lives
as follows:

Buildings (freehold): 20-50 years
Buildings (leasehold): over the period of the lease

Plant and equipment; 3-10 years

The assets’ residual values and useful lives are reviewed, and
adjusted if appropriate, at each balance sheet date.

The carrying value of an asset is written down to its recoverable
amount if the carrying value of the asset is greater than its estimated
recoverable amount.

Investment property

In 2022, the Group classified certain assets as investment property-
Propertes that are nolonger occupied by the Group and which are
heid for operating lease rental are classified as investment property.
Investment property assets are carried at cost less accumulated
depreciation and any recognised impairment in value, The
deprecation policies for investment property are consistent with
those described for property, plant and equipment

Intangible assets

1. Goodwill - For the acquisition of subsidiaries made o or after

1 January 2010, goodwill represents the excess of the consideration
transferred, the amount of any non-controliing interest in the
acquiree and the acquisition date fair value of any previous equity
interest In the acquiree over the fair value of the identfiable net
assets acguired, For the acquisiton of subsicharies made from the
date of transition to IFRS to 31 December 2009, gocdwill represents
the excess of the cost of an acquisition over the fair value of the
Group's share of the net identifiable assets acquired. Goodwill on
acquisitions of subsidiaries is included in intangible assets. Goodwill
on acquisition of associates and jaint ventures represents the excess
of the cost of an acquisition over the fair value of the Group's share
of the net idenufiable assets acquired.

Goodwill on acquisitions of assaciates and joint ventures 1s included
i investments in assodiates and joint ventures,



Goodwill is tested at least annually for impairment and carried at
cost less accumulated impairment losses. An impairment 10ss is
recogrised to the extent that the carrying value of goodwill exceeds
the recoverable amount. The recoverable amount 15 the higher of
fair value less costs of disposal and value in use. These calculations
require the use of estimates in respect of forecast cash flows and
discount rates and significant management judgement in respect
of cash-generating unit {CGU) and cost allocation; impairment is a
key source of estimation uncertainty and has a significant risk of
resulting in a material adjustment to the carrying amount of relevant
assets within the next financial year. A summary of these assets by
CGU and a description of the key assumgtions and sensitivities is
included in note 11.

Goodwill s allocated to aggregated CGUs for the purpose of
impairment testing. The allocation is made 1o those aggregated
CGUs that are expected to benefit fram the business combination
in which the goodwill arose. Where there are changes to CGUs,
goodwil is reallocated to the new CGls and aggregation of CGUs
using a relative value method.

Gains and losses on the disposal of an entity include the carrying
armount of goodwill relating to the entity sold.

2. Acquired software - Software separately acquired for internal
use is capitalised at cost. Software acquired in material business
combinations is capitalised at 1ts fair value as determined by an
independent valuer, The assets are assessed for impairment triggers
on an annual basis or when triggering evenrts occur. Acquired
software is amortised on a straight-line basis over its estimated
useful life of between three and eight years

3. Internally developed software - Internal and external costs
incurred during the prefiminary stage of developing computer
software for internal use are expensed as incurrad. Internal and
external costs incurred to develop computer software for internal
use during the application develapment stage are capitalised if
the Group expects economic benefits from the development.
Capitalisation in the application development stage begins once
the Group can reliably measure the expenditure attributable to
the software development and has demonstrated its mtention to
complete and use the software. Interally developed software is
amortised on a straight-line basis over its estimated useful life

of between three and ten years. The assets are assessed for
impairment triggers on an annual basjs or when triggering
events oLeur.

4. Acquired intangible assets - Acquired intangible assets include
customer lists, contracts and relationships, trademarks and brands,
publishing rights, content, technalogy and software rights. These
assets are capitalised on acquisition 2t cost and included in intangible
assets. Intangible assets acquired in material business combinations
are capitalised at their fair value as deterrmined by an independent
valuer, The valuation of these assets are a key source of estimation
uncertainty. Intangible assets are amortised over their estimated
useful lives of between two and 20 years, using an amortisation
method that reflects the pattern of their consumption. The assets
are assessed for impairment triggers on an annual basis or when
triggenng events occur.

5. Product development assets - Product development assets
represent direct costs incurred in the development of educational
programmes and titles prior to their publcation. These costs are
recognised as current intangible assets where the title will
generate probable future economic benefits and costs can

be measured reliably.

Product development assets relating to content are amortised upon
publication of the title over estimated economic lives of seven years
or less, being an estimate of the expected cperating lifecycle of the
ttle, with a higher proportion of the amortisation taken in the earfier
years, Product development assets relating to product platforms are
amortised over 10 years or less, being an estimate of the expected
useful life.

The assessment of the useful economic life and the recaverability
of product development assets involves judgement and is based
on historical trends and management estimation of future
potential sales.

Praduct development assets are assessed for impairment triggers
on an annual basis or when triggering events occur. The carrying
amount ¢f preduct development assets is set cut in note 20.

The investment in product development assets has been disclosed
as part of net cash generated from operating activities in the cash
flow statement (see note 33}

QOther financial assets

Other finanaal assets are non-derivative financial assets classified
and measured at estimated fair value.

Marketable securities and cash deposits with maturities of greater
than three months are ¢lassified and subsequently measured at
fair value through profit and loss (FVTPL). They are rermeasured at
each balance sheet date by using market data and the use of
established valuation technigues. Any movemnent in the fair value
1$ immediately recognised in finance income or finance costs In
the income statement.

Investments in the equity instruments of cther entities are
classified and subseguently measured at fair value through other
comprehensive incorme {FYOC!. Changes in fair value are recorded
in equity in the fair value reserve via other comprehensive income.
On subsequent disposal of the asset, the net fair value gains or
losses are reclassified from the fair value reserve to retained
earnings. Any dividends recelved from equity investments classified
as FVOCI are recognised in the income statement unless they
represent a return of capital.

Investrments in funds which have a limited life are classified and
subsequently measured at fair value through profit and loss (FVTPL).
Changes in fair value are included within net finance costs within the
income statement and excluded from adjusted earnings.

Inventories

Inventories are stated at the lower of cost and net realisable value.
Cost is determined using the weighted average method or an
approximation therecf, such as the firstin first out {FIF0) method.
The cost of finished goods and work in progress comprises raw
materials, direct labour, other direct costs and related production
overheads. Net realisable value is the estimated selling price in the
ordinary course of business, less estimated costs necessary to make
the sale. Provisions are made for slow-moving and obsolete stock.
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Notes to the consolidated financial statements continued

1a. Accounting policies continued

Royalty advances

Advances of royalties to authors are inciuded within trade and other
receivables when the advance is paid less any provision required to
adjust the advance to its net realisable value. The realisable value of
royalty advances relies on a degree of management estimation in
determining the profitability of iIndividual author contracts. If the
estimated realisable value of author contracts 1s overstated, this will
have an adverse effect on operating profits as these excess amounts
will be written off,

The recoverability of royalty advances 1s based upon an annual
detailed management review of the age of the advance, the future
sales projections for new authors and prior sales history of repeat
authors.

The royalty advance is expensed at the contracted or effective royalty
rate as the related revenues are earned. Royalty advances which will
be consumed within one year are held in current assets, Royalty
advances which will be consumed after one year are held in
non-current assets,

Cash and cash eguivalents

Cash and cash equivalents in the cash flow statement include cash in
hand, deposits held on call with banks, other short-term highly liquid
investments with original maturities 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 securities with maturities
of greater than three manths do not qualify as cash and cash
equivalents and are reported as financial assets. Movernents on
these financial assets are classified as cash flows from financing
activities in the cash flow statement where these amounts are
used to offset the borrowings of the Group ar as cash flows from
investing activities where these amounts are held to generate an
investment return.

Share capital
Ordinary shares are classfied as equity.

Incremental costs directly attributable to the issue of new
shares or Qptions are shown in equity as a deduction, net of tax,
from the proceeds.

Where any Group company purchases the company's equity share
capital (treasury shares), the consideration paid, including any directly
attributable incremental costs, net of Income taxes, is deducted from
equity attributable to the company’s equity hotders until the shares
are cancelled, reissued or disposed of. Where such shares are
subsequently sold or reissued, any consideration received, net

of any directly artributable transaction costs and the related

income tax effects, is included in equity attnibutable to the company’s
equity holders.

Ordinary shares purchased under a buyback programme are
cancelled and the nominal value of the shares is transferred to
a capital redemption reserve.

Borrowings

Borrowings are recognised initially at fair value, which 1s proceeds
received net of transaction costs incurred. Borrowings are
subsequently stated at amortsed cost with any difference between
the proceeds (net of transaction costs) and the redemption value
being recognised in the Income statement over the period of the
borrowings using the effective interest method. Accrued interest Is
included as part of borrowings.

Where a debt instrument is in a fair value hedging relationship,
an adjustment s made ta 1ts carrying value in the income statement
to reflect the hedged risk.

Where a debt instrument 1S 1n a net investment hedge relationship,
gains and losses on the effective portion of the hedge are recognised
in other comprehensive income.
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Derivative financial instruments

Derivatives are recognised at fair value and remeasured at each
balance sheet date. The fair value of derwatives is deterrmined by
using market data and the use of established estimation techniques
such as discounted cash flow and option valuation models.

For derwvatives in a hedge relationship, the currency basis spread
is excluded from the designation as a hedging instrument.

Changes in the fair value of derivatives are recognised immediately in
finance income or costs. However, derivatives relating ta borrowings
and certain foreign exchange contracts are designated as part of a
hedging transaction

The accounting treatment 1s summarised as follows:

Reporting of gains

and losses on Reporting of
effective portion  gains and losses
of the hedge on disposal

Typical reason
for designation

Net investment hedge
The derivative creates a  Recognised in other  On the disposal
foreign currency liability  comprehensive of foreign
which 1s used to hedge  income. operations or
changes in the value of a subsidianes, the
subsidiary which accumulated
transacts in that value of gains and
currency. losses reparted
in other
comprehensive
neome is
transferred to the
incame
statement.

Fair value hedges

The derivative Gains and losses on  If the debt and
transforms the interest  the derivative are derwnative are
profile on debt from reported in finance  disposed of, the

fixed rate to floating income or finance value of the
rate. Changes in the costs, However, an derivative and the
value of the debt as a equal and opposite  debt (including

result of changes in
interest rates and

change is made to
the carrying value of

the fair value
adjustment) are

foreign exchange rates  the debt {a far reset 1o zero. Any
are offset by equaland  value adjustment’) resultant gain or
opposite changes in the  with the berefit/ loss is recognised
value of the dervative. cost reported in in finance iIncome
when the Group's debt  finance income or or finance Costs.
15 swapped to floating finance casts, The

rates, the contracts used net result shoulc be

are designated as fair a zero charge on a
value hedges. perfectly effective
hedge.

These are not Recognised in the

designated as hedging income staterment
instruments. Typically, No hedge

these are short-term accounting applies
CONtracts to convert

debt back to fixed rates

or foreign exchange

contracts where a

natural offset exists.



Taxation

Current tax is recagnised at the amounts expected to be paid or
recovered under the tax rates and laws that have been enacted or
substantively enacted at the balance sheet date.

Deferred income tax is provided, using the balance sheet liability
rethod, on temporary differences arising between the tax bases of
assets and liabilities and thair carrying amounts. Deferred income
tax is determined using tax rates and laws that have been enacted or
substantively enacted by the balance sheet date and are expected to
apply when the related deferred tax asset Is realised ar the deferred
income tax liability is settled

Deferred tax assets are recognised to the extent that it 1s probable
that future taxable profit will be available against which the
temporary differences can be utilised.

Deferred income tax is provided in respect of the undistributed
earnings of subsidiaries, associates and joint ventures ather than
where it is intended that those undistributed earnings will not be
remitted in the foreseeable future.

Current and deferred tax are recognised in the income statement,
except when the tax relates to items charged or credited directly to
equity or other comprehensive income, in which case the tax is also
recognised in equity or other comprehensive income.

The Group is subject to Income taxes in numerous Junsdictions.
Significant judgemenit is required in deterrnining the estimates in
relation to the worldwide provision for income taxes. There are many
transactions and calculations for which the ultimate tax
determination is uncertain during the ordinary course of business.
The Group recognises tax provisions when it 1s censidered probable
that there will be & future outflow of funds 1o a tax authority. The
provisions are based on management's best judgement of the
application of tax legislation and best estimates of future settlement
amounts (see note 7). Where the final tax cutcome of these matters
is different from the armounts that were initially recorded, such
differences will impact the income tax and deferred tax provisions in
the period in which such determination is made.

Defarred tax assets and liabilities require management judgement
and estimation 1n determining the amounts to be recognised In
particular, when assessing the extent to which deferred tax assets
should be recognised, significant judgement is used when
considenng the timing of the recognition and estimation is used to
determine the level of future taxable income together with any future
tax planning strategies (see note 13).

Employee benefitg

1. Pensions - The retirernent benefit asset and obligation recognised
in the balance sheet represent the net of the present value of the
defined benefit obligation and the fair vaiue of plan assets at the
balance sheet date. The defined benefit obligation 1s calculated
annually by independent actuaries using the projected unit credit
method. The present value of the defined benefit abligation is
determined by discounting estimated future cash flows using yields
on high-quality corporate bonds which have terms to maturity
approximating the terms of the related liability.

When the calculation results in a potential asset, the recognition

of that asset is limited to the asset celling - that is the present value
of any economic benefits available in the form of refunds from the
plan or a reduction in future contributions. Management uses
Jjudgernent to determine the fevel of refunds available from the
plan in recognisiNg an asset.

The determination of the pension cost and defined benefit cbhgation
of the Group's defined benefit pension schemes depends on the
selection of certain assumptions, which include the discount rate,
inflation rate, salary growth and longevity (see nate 25).

Actuarial gains and losses arising from experience adjustments and
changes 1n actuarial assumptions are charged or credited to equity
in other comprehensive income in the period in which they arise.
The service cost, representing benefits accruing over the year, is
included in the income statement as an operating cost. Net interest
is Laltulated by applying the discount rate to the net detined benefit
obligation and is presented as finance costs or finance income.

Obligations for contributions to defined contribution pension plans
are recognised as an cperating expense in the income statement
as incurred

2. Other post-retirement obligations - The expected costs of
post-retirement medical and life assurance benefits are accrued over
the period of employment, using a similar accounting methodology
as for defined benefit pension obligations. The liabilities and costs
relating to signihicant other post-retirerment obligations are assessed
annually by independent gualified actuaries.

3. Share-based payments - The fair value of options or shares
granted under the Group's share and gption plans is recognised
as an employee expense after taking into account the Group's best
estimate of the number of awards expected to vest. Fair value is
measured at the date of grant and is spread over the vesting period
of the opticn or share. The fair value of the options granted is
measured using an option model that is most appropriate to the
award. The fair value of shares awarded is measured using the
share price at the date of grant unless another method is more
appropriate, Any proceeds receved are credited to share capital
and share premium when the opticns are exercised.

Provisions

Provisions are recognised if the Group has a present legal or
constructive obligation as a result of past events; it is more likely
than not that an cutflow of resources will be required to settle the
obligation and the amount can be reliably estimated, Provisions are
discounted to present value where the effect is matenal.

Revenue recognition

The Group's revenue streams are courseware, assessments and
senvices. Courseware includes curriculum materials provided in
book form and/or via access to digitat content. Assessments includes
test development, processing and scoring services provided to
governments, educational institutions, corporations and professianal
bodies. Services includes the operation of schoals, colleges and
universities, as well as the provision of online learning services in
partnership with universities and other acadernic institutions.

Revenue is recognised in order to depict the transfer of control

of promised goods and services to customers in an amount that
reflects the consideration to which we expect to be entitled in
exchange for those goods and services, This process begins with

the identification of our contract with a custormier, which is generally
through a master services agreement, customer purchase order, or
a combination thereof. Within each contract, judgement is applied to
determine the extent to which activities within the contract represent
distinct perforrmance obligations to be delivered and the total
amount of transaction price to which we expect to be entitled.
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Notes to the consolidated financial statements continued

1a. Accounting policies continued

The transaction price determined s net of sales taxes, rebates and
discounts, and after eliminating sales withun the Group. Where a
contract contains multiple performance obligations such as the
provision of supplementary materials or online access with
textbooks, revenue is allocated on the basis of relative standalone
selling prices. Where a contract contains variable consideration,
significant estimation 1s required to determine the amount to which
the Graup is expected to be entitled.

Revenue is recognised on cantracts with customers when or as
performance cbligations are satisfied, which is the period or the
point in time where control of goods or senaces transfers to the
customer. Judgement is applied to determine first whether control
passes over time and if not, then the point In time at which control
passes. Where revenue 15 recognised over time, judgement is used
to determine the method which best depicts the transfer of
control. Where an input method is used, significant estimation is
required to determine the progress towards delivering the
perfarmance obligation.

Revenue from the sale of books is recognised net of a provision for
anucipated returns. This provision 1s based primarily on historical
return rates, customer buying patterns and retailer behaviours
including stock levels (see note 24). If these estimates do not reflect
actual returns in future pertads then revenues could be understated
ar overstated for a particular penaod. When the provision for returns
is remeasured at each reporting date to reflect changes in estimates,
a corresponding adjustment 1s also recorded to revenue

The Group may enter into contracts with another party in addition to
qur customer. In making the determination as to whether revenue
should be recognised on a gross or net basis, the contract with the
customer is analysed to understand which party controls the relevant
good or service prior to transferring ta the customer. This judgement
is informed by facts and circumstances of the contractin determining
whether the Group has promised to provide the specified good ar
service ar whether the Group is arranging for the transfer of the
specified good or service, including which party is responsible for
fulfilment, has discretion to set the price to the customer and is
responsible for ventory nisk. On certain contracts, where the Group
acts as an agent, only commissions and fees receivable 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 in revenue.

Income from recharges of freight and other activities which are
incidental to the normal revenue-generating activities is included in
other incame.

Additional details on the Group's revenue streams are also included
in note 3.

Leases
The Group as a lessee

The Group assesses whether a contract 1s or contains a lease at the
inception of the contract. A contract 1s, Or contains a lease, if the
contract conveys the right to control the use of an identrfied asset for
a period of time in exchange for consideration The Group recognises
a right-of-use asset and a lease hability at the lease commencement
date with respect to all lease arrangements except for short-term
leases (leases with a lease term of 12 months or less) and leases

of low-value assets. For these leases, the jease payments are
recogrséd as an operatng expense on a straight-iine basis over

the term of the lease
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The right-of-use asset 1s initially measured at cost, comprising the

initial amount of the lease liability plus any initial direct costs incurred

and an estimate of costs to restore the underlying asset, less any

lease incentives received. The right-of-use asset is subseguently

depreciated using the straight-line method from the commencement

date to the earlier of the end of the useful life of the asset or the end :
of the lease term. The Group applies I1AS 36 to determine whether a

right-of-use asset is impaired. The lease hahility is 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

incrernental borrowing rate. The lease liability i1s measured at

amortised cost using the effective interest method. It is remeasured

when 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 termination cption, When

the lease lability is remeasured, a corresponding adjustrment is made

to the right-of-use asset.

Management uses judgernent to determine the lease term where
extension and termination options are available within the lease.

The Group as a lessor

when the Group is an intermediate lessor, the head lease and
sublease are accounted for as two separate contracts. The head
lease Is accounted for as per the lessee policy above. The sublease
15 classified as a finance lease or operating lease by reference to the
right-of-Use asset arising from the head lease. Where the lease
transfers substantially all the risks and rewards of ownership to the
lessee, the contract s classified as a finance lease; all other leases are
classified as operating leases. Rental income from operating leases
is recognised on a straight-line basis over the term of the relevant
lease. Amounts due from lessees under finance subleases are
recognised as receivables at the amount of the Group's net
investment in the leases discounted using the interest rate implicit in
the lease or, If that rate cannot be readily determined, the discount
rate used in the head lease

Dividends

Final dividends are recorded in the Group's financial statements in
the period in which they are approved by the company's
shareholders. Interim dividends are recorded when paid.

Discontinued operations

A discontinued operation is @ component of the Group's business
that represents a separate major line of business or geographical
area of aperations that has been dispesed of or meets the ¢riteria
to be classified as held for sale,

When applicable, discontinued operations are presented in the
income statement as a separate line and are shown net of tax

Assets and liabilities held for sale

Assets and liabilities are classified as held for sale and stated at the
lower of carnying amount and fair value less casts to sell if 1t 1s highly
probable that the carrying amount will be recovered principally
through a sale transaction rather than through continuing use.

No depreciation Is charged in respect of non-current assets classified
as held for sale. Amounts relating to non-current assets and liabilities
held for sale are classified as discontinued operations in the income
staterment where approprate.

Trade receivables

Trade recewables are stated at fair value after provision for bad and
doubtful debts. Provisions for bad and doubtful debts are based cn
the expected credit loss model, The ‘simplified appreach’ I1s used with
the expected loss allowance measured at an amount equal to the
hfetime expected credit [osses. A proviston for anticipated future
sales returns 1s Included within trade and other Liabilities (also see
Revenug recognition policy).



1b. Comparative period revisions

In 2022, the Group identified an error related to the classification of
certain investments in unhsted sccurities. investrnents that should
have been accounted for at farr value through profit and foss were
previously accounted for at fair value through other comprehensive
income. The investrments are hetd at fair value within other financial
assets on the balance sheet. Having assessed both the quantitative
and qualitative factors, the Group has determined that the error did
not have a materfal fmpact on its previously issued consolidated
financal statements. However. the romparative financial statement
line items have been corrected to reflect the change In accounting
treatrnent. The fair value movements are now recorded within finance
income, rather than within other comprehensive income. All impacted
primary statements and refated notes have been restated.

For the year ended 31 December 2021, the revision has resulted in
anincrease in finance income and a corresponding increase in profit
before tax of £20m, a reduction in the income tax benefit of £2m, an
increase in profit for the year and profit for the year attributable to
equity holders of the company of £18m, a decrease in the fair value
it o uther financial assets through other comprehensive incorme
of £20m with an increase in the attributable tax of £2m, resulting in a
decrease in other comprehensive income for the year of £18m, and
no change in total comprehensive income for the year, all as
compared to amounts previously reported.

For the year ended 31 December 2020, the revision has resulted in
anincrease in finance income and a corresponding increase in profit
before tax of £26m, an increase In income tax expense of £6m, an
increase in profit for the year and profit for the year attributable to
equity holders of the company of £20m, a decrease in the fair value
gain on other financial assets through other comprehensive Income
of £26m with an increase in the attributable tax of £6m, resulting in a
decrease in other comprehensive income for the year of £20m, and
no change in total comprehensive income for the year, all as
compared to amounts praviously reported.

The impact on both basic and diluted earnings per share attributable
to equity holders of the company is an increase of 2.4p for 2027 and
2.7p for 2020

The restaternent had no balance sheet impact except within equity.
Opening retained earnings as at 1 January 2020 have increased by
£31m and dosing retained earnings as at 31 December 2020 have
increased by £57m and an equivalent decrease has been recorded
to the opening and closing fair value reserve. Closing retained
earnings at 31 December 2021 has increased by £37m and an
equivalent decrease has been recorded to the closing far value
reserve. The restatement has no impact on the carrying amount of
other financial assets in the balance sheet and has no impact on
reported net assets, cash flows or total equity. Accordingly, an additional
balance sheet as at 1 January 2020 has not been presented.

The fair value movements now presented in the income staternents
are excluded from adjusted measures as described in note 8, as a
result there 1s no impact to any adjusted measures.

1c. Going concern

In assessing the Group's ability to continue as a going concern for the
period to 30 June 2024, the Board reviewed management's four-year
plan, which was used as the base case. The review included available
Iquidity throughaout the period and headroom against the Group's
wo main covenants, which require net debt to EBITDA to be a
maximum of four nmes and interest cover to be at least three times.

AL 31 December 2022, the Group had available liguidity of £1.4bn,
campnsing central cash balances and its undrawn %1.18bn Revolving
Credit Facility (RCF). In February 2023, the maximum RCF facility size
was reduced ta $1bn and the model used reflacts this change.
Significant liquidity and covenant headroom was observed
throughout the assessment period in this base madel.

A severe but plausible scenaric was analysed, where the Group is
impacted by all principal risks in both 2023 and 2024, adjusted for
probability weighting as well as nther significant risks. For this and
other downside scenarios tested, the acquisition of PDR} is assumed
to be completed and a further capital allocation outflow of £350m is
maodelled. in the severe but plausible scenario, adjusted operating
profitis reduced by around 30%, with a sirilar impact on operating
cashflow. Significant liquidity and covenant headrocm was observed
throughout the assessment period even before any mitigation
actions which management would take if these downside risks were
to Crystalise.

A reverse stress test was performed to identify the reduction in profit
required to cease to be a going concern at or before 30 June 2024
This was achieved in the model through a covenant breachin june
2024 tnggering repayment of the Group's debts. The model showed
that operating losses were required, with profits reduced by around
£750m per yvear in both 2023 and 2G24. Ths significantly exceaded
the severe but plausible downside scenaric. The Directors consider
this reverse stress test scenano to be implausible

The Directors have confirmed that there are no material
uncertainties that cast doubt on the Group's going concern status
and that they have a reasonable expectation that the Group has
adequate resources to continue in operational existence beyond
30 June 2024 The consolidated finanaal statements have therefore
been prepared on a going concern basis.

1d. Climate change

The Group has assessed the impacts of climate change on the
Group's financial statements , including cur commitment ta achieving
net zero by 2030, and the actions the Group intends to take to
achieve those targets. The assessment did not identify any material
impact an the Group's significant jJudgements or estimates at 31
Decermber 2022, or the assessment of going cencern for the period
to June 2024 and the Group's wiability over the next four years.
Specifically, we have considered the following areas:

— The physical and transition risks associated with ciimate change;
and

— The actions the Group is taking to meet its carbon reduction and
net zero targets.

As a result, the Group has assessed the impacts of chmate change on
the financial staterments, and in particular, on the following areas:

— The impact on the Group's future cash flows, and the resulting
impact that such adjustments to our future cash flows would
have on the outcome of the annuat impairment testing of our
goodwill balances (see note 11 for further details), the recagnition
of deferred tax assets and our assessrment of geing concern,

— The carrying value of the Group's assets, in particular the
recoverable amounts of Inventories, product development assets,
intangible assets and property, plant and equipment; and

— Any changes to our estimates of the useful economic lives of
product development assets, intangible assets and property,
plant and equipment.
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Notes to the consolidated financial statements continued

2. Segment information

On 8 March 2021, the Group announced a new strategy, which included a new management structure and operating model. As a result, the primary
operating segments reported to the Group's chief operating decision-maker, the Pearson Executive Management team, changed from 1 July 2627 to
reflect the new Group structure. There are five main global business divisions, which are each considered separate operating segments for
management and reporting purposes. These five divisions are Assessment & Qualifications, Virtual Learning, Enghish Language Learning, Righer
Education and Workforce Skills. In addition, the International Courseware local publishing businesses, which were under strategic review, were being
managed as a separate division, known as Strategic Review. In 2022, some of the businesses from the Strategic Review division have been disposed of
(see note 31) and the decsion was made to retain the English-speaking Canadian and Australian K12 courseware businesses, Both of these businesses
have been transferred from the Strategic Review division to the Assessment & Qualifications division to reflect changes to the management and
reporting structure, Comparative figures for 20271 and 2020 have been restated to reflect the move between segments, resulting in £34m of sales
being transferred from the Strategic Review division to the Assessment & Qualifications division in 20271 and £36m in 2020. The Group has separately
disclosed the results from the Penguin Random House assaciate ta the paint of dispesal in April 2020,

The following describes the principal activities of the five main operating segments:

— Assessment & Quatifications - Pearson VIUE, US Student Assessment, Clinical Assessment, UK GCSE and A Levels and international academic
qualifications and associated courseware including the English-speaking Canadian and Australian K-12 businesses;

— Virtual Learning - Virtual Schools and Online Program Management;

— English Language Learning - Pearson Test of English, Institutional Courseware and Enghish Online Solutions;

— Workfarce Skills - BTEC, GED, TalentLens, Faethm, Credly, Pearsan College and Apprenticeships; and

— Higher Education - US, Canadian and International Higher Education Courseware businesses.

For more detail on the services and products included in each operating segment, refer to the strategic report.

English Penguin

Assessment & Virtual Language Workferce Higher Strategic Random
All figures in £ millions Notes Qualifications Learning Learning Skills Educatian Review House Group
Sales 0000000000003 444 B0 3 204 0 8B 154 T 384
Adjusted operating profit 258 70 25 (3) 9 15 - 456
Cost of major restructuring (39) (29) {11) {7) (63) (N - {150}
Intangible charges (14 (2t {6} (12} (31 - - (56}
UK Pension discretionary
increases 4 m - - (1) - - (3)
Othernetgainsandlosses @ @ an.o T - - S .
Operating profit/(loss) 202 17 (3) (22) 24 53 - 271

Finance costs
Finance income

Profit before tax
Income tax 7
Profit for the year

Other segment items
Share of results of joint ventures

and associates 12 - (2} 4 (W) - - - 1
Depreciation and impairment 10 63 31 7 6 26 3 - 136
Amortisation and impairment 11,20 139 77 44 27 175 20 - 482
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2021

[nglish Penguin
ALowanent & Virtwal Lattiguicigt Wwuorklorce Higher Strategic Random
All figures in £ million, Notes Cualfications Learning Learnirg Shakts Educsuen Review House Group!
sales 30238 M3 238 2 849 218 - 348
Adjusted operating profit 219 32 15 27 73 19 - 385
Cost of major restructuring (48) (48) 127) (28) {63) - - (214)
Intangible charges {13) {(25) 3) (7} {2) (1} - (51
Ol nelgdns ditd lusses T N D BB
Operating profit/{loss) 158 4 (5) (10 8 83 - 183
Finance costs 6 (68)
Financeincome 6. 62
Profit before tax ) 177
Incometax —
Profit for the year 17
Other segment items
Share of results of joint ventures
and associates 12 - M 3 n - - - 1
Depreciaton and impairment 10 92 43 14 9 63 15 - 241
Amortisation and impairment 11,20 134 67 34 25 165 21 - 446
1 Comparative balances nave been restated 1o reflect the move betwenn operating segments.
2020
English Fenguin
Assessment & virtual Language Warkforce Higher Strategic Randarn
Al figures in £ millions Notes Qualficarions Learning tearning Skills, T'ducation Review House Group!
Sales 3B 82 28183 . o%6 250 .. S 3397
Adjusted operating profit W47 29 1 26 93 16 1 313
Cost of major restructuring - - - - - - - -
Intangible charges (29) (30) 7) 8) 13) 3) - (80)
Othernetgainsandlosses - SR e, T et 2. 180 178
Operating profit/lossy g Mmoo 6) 18 90 17 181 211
Finance costs (107
Fin

Profit before tax 380
O A e (50)
PrOfEfortheyear e EEN
Other segment items

Share of results of joint ventures

and associates - - 4 - - - 1 5
Deprediation and imparrment 53 21 7 5 28 11 - 125
Amortisation and Impairment 154 64 34 24 167 29 - 472

1. Compardtve balances have been restated to reflect rhe muve beoween operating segrments
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Notes to the consolidated financial statements continued

2. Segment information continued

There were no material inter-segment sales in either 2022, 2021
ar 2020

Corporate costs are allocated to business segments on an
appropriate basis depending on the nature of the cost and therefore
the total segment result is equal to the Group operating profit.

For additonal detalled information on the calculation of adjusted
operating profit as shown in the above tables, see pages 215-219
(Financial key performance indicators).

Adjusted operating profit is shown in the above tables as itis

the key financal measure used by managernent to evaluate the
performance of the Group. The measure also enables investors to
more easily, and consistently, track the underlying operational
performance of the Group and its business segments over time by
separating out those items of Income and expenditure relating to
acquisition and dispasal transactions, major restructurng
programmes and certain other items that are also not representative
of underlying performance, which are explained below and
reconciled in riote 8

Cost of major restructuring - In August 2022, the Group anncunced
a major restructuring programme to run in 2022. The programme
includes efficiencies in product and content, support costs,
technology and corporate property. The restructuring costs in 2022
of £150m mainly relate to staff redundancies and impairment of
right-of-use property assets. In 2021, restructuring costs of £214m
mainly related to the impairment of right-of-use property assets, the
write-down of product development assets and staff redundancies.
The 2022 charge includes the impact of updated assumptions
related to the recoverability of right-of-use assets made in 2021. The
costs of these restrucrunng programmes are significant enough to
exclude from the adjusted operating profit measure so as to better
highlight the underlying performance (see note 4). There was no
major restructuring in 2020.

Intangible charges — These represent charges relating to intangibtes
acquired through business combinations, These charges are
excluded as they reflect past acquisition activity and do not
necessarily reflect the current year performance of the Group.

The Group operates in the following main geographic areas:

Intangible amaortisation charges in 2022 were £56m compared to a
charge of £51m in 2021, This s due to increased amortisation from
recent acquisitions which is partially offset by a reduction in
arnortisation from intangible assets at the end of their useful iife and
recent disposals. In 2022 and 2021, intangible charges incduded no
impairment charges. In 2020, intangible charges were £80m
including impairment charges of £12m.

Other net gains and tosses - These represent profits and losses on
the sale of subsidiaries, joint ventures, associates and other financial
assets and are excluded from adjusted operating prefit as they
distort the performance of the Group as reported on a statutory
basis. Other net gains and losses also includes costs related to
business closures and acquisitions. Other net gains and losses in
2022 relate to the gains on the disposal of our international
courseware local publishing businesses in Eurcpe, French-speaking
Canada and Hong Kong and a gain arising on a decrease in the
deferred consideration payable on prior year acquisitions, offset by a
loss on disposal of our International courseware local putlishing
businesses 1n South Africa due to recycling of currency translation
adjustrnents and costs related to disposals and acquisitions, Cther
net gains and losses in 2021 largely related to the disposal of PIHE
and the disposal of the K12 Sisternas business in Brazil offset by
rosts related to the acquisition of Faethm and the wind down of
certain strategic review businesses. In 2020, they largely relate to
the sale of the remaining interest in Penguin Randorm House
(£180m gain).

UK pension discretionary increases - Charges in 2022 relate to
cne-off pension increases awarded to certain cohorts of pensioners
in response to the cost of Invng crisis.

Adjusted operating profit should not be regarded as a complete
picture of the Group's financial performance. For example, adjusted
operating profit inciudes the benefits of major rastructuring
programmes but excludes the significant associated costs, and
adjusted operating profit excludes costs related to acquisitions, and
the amortisation of intangibles acquirad in business combinations,
but does not exclude the assocated revenues. The Group's definition
of adjusted operating profit may not be comparable to other similarly
tiled measures reported by other companies.

Sales Nor-cLrrent assets
Al figures in £ milhons 2022 2001 2020 2022 2021
UK 424 355 319 527 578
Other European countries 192 249 216 192 122
us 2,668 2,182 2,335 2,333 2,034
Canada 110 111 g1 243 217
Asia Pacific 290 359 251 200 150
Other countries L 172 8 1718
Total 3.841 3,428 3,397 3,512 3159

Sales are allocated based on the country in which the customer is located. This does not differ matenally from the location where the order is received
The geographical sphr of non-current assers is based on the subsidiary's country of damiclle, This is not materially different to the location of the assets.
Non-current assets comprise investiment property, property, plant and equipment, intangible assets and investments 1N joint ventures and associates
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3. Revenue from contracts with customers

The following tables analyse the Group's revenue strearns, Courseware includes curriculum materials provided in book form and/or via access

lu digildl conilenl, Assessments includes integrated test development, processing and scoring services provided to governments, educational
institutions, corporations and professional bodies. Services includes the operation of schoals, colleges and universities, including sisternas in Brazil,
unitil disposed, as well as the provision of enline learning services in partnership with universities and other acadermic institutions, Comparative figures
for 2021 and 2020 have beenrestated to reflect the move between segments,

The Group derived revenue from the transfer of goods and services over time and at a point in time in the following major product lines:

2022
English
Assessment & Virtual Language Workforce Higher Strategic

All figures in £ millions Qualifications Learning Learning Skills Education Review Total
Courseware
Products transferred at a point in time 64 - 110 2 302 148 626
Products and services transferred over time L S S T8 s 640

""""""""""""""""""""" 85 - 135 2 890 154 1,266
Assessments

Mroducts transferred at a puint o Line

Products and services transferred over tim

Services
Products transferred at a point in time - - 29 - - - 29
Products and services rensferred overtime - 820 1446 8 - ..Bes
e 820 04 % 8 T 9n7.
Total 1,444 820 321 204 898 154 3,841
2021
English
Assessment & virtLal Language Workforrce Higher Srrategic
All figures in £ millions Qualitications Learning Learning Skills Fducation Review Toual
Courseware
Products transferred at a point in time 62 - 108 - 283 180 634
Products and services transferred over time 30 S .S . LA 631
"""""""""" 92 - 135 - 841 197 1,265
Assessments
Products transferred at a point in time 173 - 6 16 - - 195
Products and services transferred over time L T LS. L1 S e L1 1.
T 1,146 - 78 135 - - 1,359
Services
Products transferred at a point in time - - 22 - - 14 36
Procucts and services transferced over time I3 33 8 768
I : AE R T 37 Bl B0
Total T 1238 713 238 172 849 218 3,428
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3. Revenue from contracts with customers continued

2020
English
ASgCasmEn: & La1guage Worlk‘orce Higher Stiategic

All figures 10 £ millions Qualificatlons Learning Skilts Education Review Total
Courseware
Products transferred at a point in time 66 106 - 313 185 670
Products and services transferred over time 27 L S 630 . LEN 696
7 T T e 92 130 - 943 200 1,366
Assessments
Products transferred at a point in time 138 3 7 - - 148
Products and services transferred over time. 887 e BN ] LA

------------------------------------------- 1,025 B4 130 - - 1,219
Services
Products transferred at a paint in time - 22 - - 22 44

a. Nature of goods and services

The following 1= @ description of the nature of the Group's
perfarmance obligations within contracts with customers broken
down by revenue stream, along with significant judgements and
estimates made within each of those revenue streams.

Courseware

Key areus of estimation J

The level of provisions required for anticipated returns is
estimated based on Mistorical experience, customer buying
patterns and retailer behaviours including stock levels,

Revenue is generated from customers through the sales of print and
digital courseware materials to schools, bookstores and direct to
individual learners. Goods and services may be sold separately

or purchased together in bundled packages. The goods and
services included in bundled arrangements are considered distinct
performance obligations, except for where Pearson provides both a
licence of intellectual property and an ongoing hosting service.

As the licence of intellectual property is only available with the
concurrent hosting service, the licence is not treated as a distinct
performance obligation separate from the hosting service.
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The transaction price is allocated between distinct performance
obligations on the basis of their relative standalone selling prices.

In determining the transaction price, variable consideration exists

in the form of discaunts and anticipated returns. Discounts reduce
the transaction price on a given transaction. A provision for
anticipated returns 1s made based primarily on historical return rates,
customer buying patterns and retailler behaviours including stock
levels (see note 24). If these estimates do not reflect actual returns in
future periods then revenues could be understated or overstated for
a particular period. Variable consideration as described above is
determined using the expected value approach. The sales return
liabibty at the end of 2022 was £53m (20271 £83m; 2020: £86m). This
represents 8% of courseware sales transferred at a point in time,

While payment for these goods and services generally occurs at the
start of these arrangements, the length of tme between payrmerit
and delivery of the performance obligations 1s generally short-term in
nature or the reasen for early payment relates to reasons other than
financing, including customers securing a vendor in a 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 practical
expedient on short-term financing, significant financing components
are nat recognised within Courseware transactions.



Revenue from the sale of physical books is recognised at a point in
time when control passes. This is generally at the point of shipment
when title passes ta the customer, when the Group has a present
right to payment and the significant risks and rewards of ownership
have passed to the customer. Revenue from physical books sold
through the direct print rental method is recognised over the rental
period, as the customer is simultaneously recemng and consuming
the benefits of this rental service through the passage of time.

Revenue from the sale of digital courseware products 1s recognised
on a straight-line basis over the subscription period, unless hosted
by a third-party or represenitative of a dewnloadable product, in
which case Pearson has no ongoing obligation and recognises
revenue when control transfers as the customer is granted access to
the digital product.

Revenue from the sale of ‘off the-shelf software is recognised on
delivery or on installation of the software where thatis a condition
of the contract. In certain circumstances, where installation 1s
complex, revenue is recognised when the customer has completed
their acceptance procedures,

Assessments

Revenue s primarily generated from multi-year contractual
arrangements related to large-scale assessment delvery, such as
contracts to process qualifying tests for individual professions and
government departments, and is recagnised as performance occurs.
Under these arrangements, while the agreerment spans multiple
years, the contract duration has been determined to be each
testing cycle based on contract structure, including clauses
regarding termination.

While in sorme cases the customer may have the abilty to terminate
during the term for convenience, significant financial or quahtative
barriers exist limiting the potential for such terminations in the
middle of a testing cycle.

Within each testing cycle, a variety of service activities are performed
such as test administration, delivery, scoring, reporting, item
development, operational services and programme management,
These services are not treated as distinct in the context of the
customer contract as Pearson provides an integrated managed
service offering and these activities are accounted for together as
one comprehensive performance oblgation.

within each testing cycte, the transaction price may contain both
fixed and vanable amounts Variable consideration within these
transactions primarily relates to expected testing volumes ta be
delivered in the cycle, The assumptions, risks and uncertainties
inherent to long-term contract accounting can affect the amounts
and timing of revenue and related expenses reported. Variable
consideration 15 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 amount approach. In
estimating and constraining variable consideration, historical
experience, current trends and local market condiions are
considered. To the extent that a higher degree of uncertainty exists
regarding variable consideration, these amounts are excluded from
the transaction price and recognised wheri the uncertainty is
reasonably remaoved.

Customer payments are generally defined in the contract through a
payment schedule, which may require customer acceptance for
services rendered. Pearson has a history of providing satisfactory
services which are accepted by the customer. While a delay between
rendering of services and payment may exist, payment terms are
within 12 menths and the Group has elected to use the practical
expedient available in IFRS 15 ‘Revenue from Contracts with
Customers’ and not identfy a significant financing component

on these transactions

Revenue is recognised for Assessment contracts over time as the
customer 15 benefiting as performance takes place through a
continuous transfer of control to the customer. This continucus
transfer of control to the customer is supported by dauses in the
contracts which may allow the customer 1o terminate for
convenience, compensate us for work performed to date, and take
possession of work in process.

As control transfers over time, revenue 15 recognised based on the
extent of progress towards completion of the performance
obligation. The selection of the method to measure progress towards
completion requires judgement and is based on the nature of the
services provided. Revenue is recognised on a percentage of costs
basis, calculated using the proportion of the total estimated costs
incurred to date. From 2021, the proportion of estimated costs
incurred to date was primarify based on historical cost analysis for
similar groups of contracts, with regular true-ups to contract costs
throughout the contract pericd. Previously, the propartion of
estimated costs incurred to date was based on individual contract
analysis. The change in input methodology did not resultin a material
impact on revenue recognition. Percentage of completion is used to
recognise the transfer of control of services provided as these
services are not provided evenly throughout the testing cycle and
involve varying degrees of effert during the contract term.

Losses on contracts are recognised in the period in which the loss
first becomes foreseeable. Caontract losses are determined to be the
amount by which estimated total costs of the contract exceed the
estimated total revenues that will be generated.

In Assessments contracts driven primarily by transactions directly to
end users, Pearson's main obligation to the customer involves test
delivery and scoring. Test delivery and scoring are defined as a single
perfermance obligation delivered over time whether the test is
subsequently manually scored or digitally scored on the day of the
assessment. Customers may also purchase print and digital
supplemental materials. Print products in this revenue stream are
recognised at a point in time when control passes to the customer
upon shipment. Recognition of digital revenue will occur based on
the exterit of Pearson’s ongoing hosting obligation.
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3. Revenue from contracts with customers continued

Services

Revenue is primarily generated from multi-year contractual
arrangements related to large-scale educaticnal service delivery
to academic institutions, such as schools and higher education
universities. Under these arrangements, while an agreement may
span multiple years, the contract duration has been determined to
be each academic perod based on the structure of contracts,
including clauses regarding termination. While in some cases the
customer may have the ability to terminate during the term for
convenience, significant financial or qualitative barriers exist
limiting the potential for such terminations in the middle of an
academic penod. The academic period for this customer base 1s
normally an academic year for scheols and a semester for higher
educatian universities.

within each academic period, a variety of services are provided such
as programme development, student acquisition, education
technology and student suppaort services. These services are Not
distingt in the context of the customer contract as Pearsen provides
an integrated managed service offering and these activities are
accounted for together as a comprehensive performance obligation

Where Services are provided to university customers, volume and
transaction price are fixed at the start of the semester. Where
Services are provided to school customers, the transaction price may
contain both fixed and vanable amounts which require estimation
during the acaderic period. Estimation is required where
consideratton is hased upon average enrolments or ather metrics
which are not known at the start of the academic year Variable
consideration 1s measured using the expected value method.
Historical experience, current trends, local circumstances and
customer-specific funding formulas are considered in estimating and
constraining variable consideration. To the extent that a higher
degree of uncertainty exists regarding variable consideration, these
amounts are excluded from the transaction price and recognised
whien the uncertainty is reasonably removed.

154 Pearson plc Annual report and accounts 2022

Customer payments are generally defined in the contract as
occurring shortly after invoicing, Where there 1s a longer payment
term offered to a customer through a payment schedule, payment
terms are within 12 months and the Group has elected to use the
practical expedient avalable in {FRS 15 and not identify a significant
financing component on these transactions.

Revenue is recognised for Service contracts over time as the
customer 1s benefiting as performance takes place through a
continuous transfer of control to the customer. This continuous
transfer of control to the customer 1s supported by clauses in the
contracts which may allow the customer to terminate for
convenience, compensate for work performed to date, and take
possession of work in process.

As control transfers gver time, revenue s recognised based on

the extent of progress towards completion of the performance
obligation. The selection of the method to measure progress towards
completion requires judgement and is based on the nature of the
products or services provided. Within the comprehensive service
obligation, the timing of services occurs relatively evenly over each
academic period and, as such, ume elapsed is used to recognise the
transfer of control to the customer on a straight-line basis

Losses on contracts are recagnised in the period in which the loss
first becomes foreseeable. Contract losses are determined to be the
amount by which estimated total costs of the contract exceed the
estimated total revenues that will be generated.

In cases of optional or add-on purchases, institutions may purchase
physical goods priced at their standalone value, which are accounted
for separately and recognised at the paint In time when control
passes to the customer upon shipment

b. Disaggregation of revenue

The tables in notes 2 and 3 show revenue fram contracts with
customers disaggregated by operating segrment, geography and
revenue stream. These disaggregation categories are appropriate as
they represent the key groupings used in managing and evaluating
underlying performance of each of the businesses. The categones
also reflect groups of similar types of transactional characteristics,
among similar custorners, with similar accounting conclusions.



c. Contract balances

Transactions within the Courseware revenue stream generally entsil customer billings at or near the contract's inception and accordingly Courseware
deferred income balances are primarily related to subscription performance obligations to be delivered over time.

Transactons within the Assessments and Services revenue streams generally entail customer billings over time based on periodic intervals, progress
towards milestones or enrolment census dates, As the performance obligations within these arrangemenits are delivered over time, the extent of
accrued income or deferred income will ultimately depend upon the difference between revenue recognised and bilings to date.

Refer ta note 22 for opening and closing balances of accrued income. Refer to note 24 for opening and closing balances of deferred income. Revenue
recognised dunng the period from changes in deferred incorne was driven primarily by the release of revenue over ume from digital subscriptions.

d. Contract costs

The Group capitalises incremental costs to obtain contracts with custorners where it is expected these costs will be recoverable. Incremental costs to
cbtain contracts with customers are considered those which would not have been incurred if the contract had not been abtained. For the Group,
these costs refate primarily to sales commissions. The Group has elected 1o use the practical expedient as allowable by IFRS 15 whereby such costs will
be expensed as incurred where the expected amortisation period 1s one year or less. Where the amortisation period is greater than one year, these
costs are amortised over the contract term on a systematic basis consistent with the transfer of the underlying goods and services within the contract
to which these costs relate, which will generally be on a rateable basis.

The Group does not recognise any material costs to fulfil contracts with customers as these types of activities are governed by other
accounting standards.

There were no deferred contract costs in 2022, 2021 or 2020.

e. Remaining transaction price
The below table depicts the rernaining transaction price on unsausfied or partially unsatisfied performance cbligations from contracts with customers.

2022
Total
remaining
Deferred Committed transaction 2025
Allfrgures in £ rillions Sales income sales price 2023 2024 and later
Courseware
Products transferred at a point in time 626 1 - 1 1 - -
ST SN O SRS S b S -3
Assessments
Products transferred at a point in time 188 - - - - - -
Products and services trransferred over time 1470 262 472 734 524 206 4
Services
Products transferred at a pont in time 29 - - - ~ - -
Products and services transferred over time -
subscriptions 351 20 7 27 27 - -
Products and services transferred over time - other
ongoing performance goligations 837 2 25 247 . 247 T T
Total 3,841 400 704 1,104 855 220 29
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3. Revenue from contracts with customers continued

2021
Tonal
remainivg
Ceferred  Commitied  transaction 2024
Allfigures 1n £ raillions Sdles income: sales price 2022 2023 and later
Cou‘rsewa;'e '''''
Products transferred at a point in time: 634 1 - 1 1 - -
Products and senvices transferred overtime 833 T BB B0 ] LS 22
Assessments
Products transferred at a point in time 195 - - - - - -
1062 .. 255 M2 697 503 913
Products transferred at a point in time Elel - - - - - -
Products and services transferred over time - subscriptions 290 13 10 23 23 - -

Products and services transferred over time - other ongoing

performance obligations

Totaf
2020
Total
remarning
Deferred  Committed  transaction 2023
All figures in £ millions Salos Income sales price 2021 272 and later
Courseware
Products transferred at a point in tme 670 - - - - - -
Products and services Uransferred overtime 696 1es 1A L Ie s Moo A
Assessments
Products transferred at a point in time 148 1 - 1 1 - -
Products and services transferred overtime L LA A7 LMEL 630 . 4% 203 1
Services '
Products transferred at a point in time 44 - - - - - -
Products and services transferred over time - subscriptions 323 18 10 28 27 1 -
Products and services transferred over time - other ongoing
performance OOIgAtIONS o s DUOLL S [EER— 23 213 T -
Total 3,397 359 632 991 751 218 22

Committed sales amounts are equal to the transaction price from contracts with customers, excluding those amounts previcusly recognised
as revenue and amaunts currently recognised in deferred income. The total of committed sales and deferred income is equal to the remaining
transaction price. Time bands stated above represent the expected timing of when the remaining transaction price will be recognised as revenue.
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4. Operating expenses

All figures i £ milians 2022 2021 2020
By function:

Cost of gocdssod 2046 1,747 1,767
Operating expenses

Distribution costs 61 62 55
Selling, marketing and product devetlopment costs 564 521 572
Administrative and other expenses 823 802 816
Restructuring costs 150 214 -
Other income 49 (37} 45)
Total net operating expenses 1,542 1,562 1,402
Other net gains and losses (24 (63) (178)
Total 3.571 3,246 2,991

Other income includes freight incame and sublet income. Included in administrative and other expenses are research and efficacy costs of £10m
(2027: £12m; 2020: £11m). Other net gains in 2022, largely relate to the gain on the sales of certain businesses (see note 31} and a gain arising on a
decrease inthe deferred consideration payable on prior year acquisitions, offset by costs related to dispasals and acquisitions. In 2021, other net gains
and losses largely relate to the sale of interests in PIHE in South Africa and the school business in Brazil. In 2020, other net gains and losses largely

relate to the sale of the remaining interest in Pearson Random House (£180m gain).

In August 2022, the Group announced a major restructuring programme to run in 2022, The programme includes efficiencies in product and content,
support costs, technology and carporate property. The restructuring costs 1in 2022 of £150m mainly relate to severance and impairment of right-of-use
property assets, In March 2021, the Group announced a major restructuring programme to run in 2021, principally comprising the reorganisation

of the Group into five global business divisions and the simplification of the Group's property portfolio. The costs of these programmes have been
excluded from adjusted operating profit so as to better highlight the underlying performance (see note 8). An analysis of major restructuring costs

are as follows:

All figures i £ mulligne, 2022 2021 2020
By nature:

Product costs 1 19 -
Employee costs 73 32 -
Deprediation and impairment of non-current assets 51 145 -
Property and facilities 7 11 -
Technology and communicatons 3 -
Professional and outsourced services T 4 —
Total restructuring - operating expenses 150 214 -
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4. Operating expenses continued

Allfigures in £ millions Noteg 2022 2021 2070

By nature:

Rayalties expensed 194 185 91
Other preduct costs 412 353 345
Employee benefit expense ) 1.605 1,365 1,337
Contract labour 73 69 67
Employee-refated expense 52 21 30
Promotional costs 268 239 233
Depreciation and imparment of property, plant and equipment and investment property 10 136 241 125
Amortisation and impairment of iIntangible assets - product development 20 303 279 280
Amortisation and impairment of intangible assets - software 1 125 17 112
Amortisation and impairment of intangible assets - other I 54 50 80
Property and facilities 102 124 85
Technology and communications 221 215 216
Professional and outsourced services 501 477 498
Other general and administrative costs 76 58 71
Costs capitalised (478) (447 (460)
Other net gains and losses (24) 63) (178)
Otherincome .. GO .../ S, ETAR— 45
Total 3571 3,246 2,991

All figures i+ millions 2022 2021 020
The audit of parent company and consolidared ﬁnanoa! statements 6 5 5
TR audit Of e oAy S SO Ies e et LN i Z
Total audit fees 7 7 7
Audit-related and other assurance services - - -

Other non-audit services _ _ _

Total other services - - -
Total non-audit services T T -
7 7
Recondiliation between audit and non-audit service fees is shown below:
All figures in £ millions 2022 2021 2020
Group audit fees including fees for attestation under secnon 404 of the Sarbanes Oxley Act 7 7 7
O AU RS e e oo oo T R, -
Total 7 7 7

Fees for attestanon under section 404 of the Sarbanes-Oxley Act are allacated between fees payable for the audits of consofidated and
subsidiary accounts.
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5. Employee information

All figures in £ rlkens Mates 2022 2021 2020

Employee benefit expense

Wages and salaries (induding terrmination costs} 1,382 1,180 1,152
Sociat security costs 113 95 956
Share-bhased payment osts 26 35 28 29
Retirement benefits — defined contribution plans 25 46 37 47
Retirernent benefits - defined benefit plans 25 29 25 13
Total 1,605 1,365 1,337

An additional £3m of share-based payment costs {2021: £nil; 2020: £nil) in respect of remuneration for post-acquisition services for recent acquisitions
1s included in other net gains and lasses in the income statement.

The details of the emoluments of the Directors of Pearson plc are shown in the report on Directors' remuneration,

Average number crmployed 2022 2021 2020

Employee numbers

UK 3,244 3,395 3,304
Other European countries 809 878 886
us 11,357 11,757 11,432
Canada 522 593 648
Asia Pacific 3,369 2738 2812
Other countries 1137 1,383 2,109
Total 20,438 20,744 21,191

6. Net finance costs

All figures in Lmifhons Neotes 2022 2021 20200
Interest payable on financial ligbilities at amortised cost and asscciated derivatives (32) (30 31)
Interest on lease liabilities (25) (27) (41}
Net foreign exchange losses - - (6}
Interest on deferred and contingent consideration (5) - -
Interest on tax provisions (7 amn u
Derivatives not in a hedge relationship & - (22)
Financecosts A))] (68) {197
Interest receivable on financial assets at amortised cost 18 5 9
Interest on lease receivables 5 S 9
Net finance iIncome in respect of retirement benefits 25 9 4 6
Fair value remeasurement of disposal proceeds - 6 26
Fair value movements on investments held at fair value 28 20 26
Net foreign exchange gains 1 1 -
Interest on tax provisions 35 - -
Derivatives not in a hedge relationship 2 20 -
Finance income 123 62 76
Net finance incomef{fcostsy 52 (6) (31
Analysed as:

Net interest payable reflected in adjusted earnings () (57) (61}
Other net finance income 53 51 30
Net finance income/{costs) 52 (6) (31}

1 Comparative balances have been testated  see Note 1b

Net movement in the fair value of hedges is further explained in note 16. Derivatives not in a hedge relationship include fair vaiue movements 1n the
interest rate and Cross-cUrrency interest rate swaps, For further information on adjusted measures above, see note 8.
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7. Income tax

Allfigures in £ millions Nores 2022 2021 20207
Current tax

Charge in respect of current year (18
Adjustments in respect of prior years A
Total currenttax charge ) a4
Deferred tax

In respect of temporary differences 29 103 (34)
Other adjustments inrespect of prioryears e e e LI 13 ] (2
Totaldeferred tax credit/(CharBE) | e e e LE 0 08 . 438)
Total tax (charge)/credit (79) 1 {50

1. Comparative balances have been restated - see Nowe 1h

The adjustments in respect of prior years in 2022 is pnmarily due to mevernents in prowvisions far tax uncertainties, whilst in 2021 and 2020 the
differences primarily arise from revising the previous year’s reported tax provision to reflect the tax returns subsequently filed. This results in a change
between deferred and current tax as well as an absolute benefit to the total tax charge. The tax on the Group's profit befare tax differs from the
theoretical amount that woulg arise using the UK tax rate as follows:

All figures i £ initlions 2022 2001 7020
Profitbefore tax T 323 177 a0
Tax calculated at UK rate (2022: 15%; 2021 19%; 2020° 19%) (62) (34) (72)
Effect of overseas tax rates (12) {24) 7
Effect of UK rate change 3 25 (5)
Jomnt venture and assadiate income reported net of tax - - 1
Intra-group finanang benefit - 7 14
Net expense not subject to tax (9 (9) )
Gains and losses on sale of businesses not subject to tax 2 4 21
Unrecogrised tax losses 3 9 (27}
Benefit from changes in local tax law - 11 ~
Benefit from LIS accounting methad changes - " -
Mavement in provisions for tax uncertainties - current year 23) - 24
Adjustments in respect of prior years - movement in provisions for tax uncertainties 13 - -

Total tax {charge)/credit - () ! (5(:3’:]:

Tex rate reflected in earnings 24.5% {0.6)% 13.2%

1. Comparaive balanices nave beenrestated  see Note 16

Included in net expense not subject to tax are foreign taxes not
creditable, the tax impact of share-based payments and other
| expenses not deductible.

| Key judgements

The application of tax legislation in relation to prowsions for
uncertain tax pasitions,

Factors which may affect future tax charges include changes in
tax legislation, transfer pricing regulatians, the jevel and mix
Key areas of estimation —l of profitatility in different countries, and settlements with

tax authorities.

The level of provisions required in relgtion to uncertain tax
positions is complex and each matter is separately assessed.
The estimation of future settlement amaunts is based on a
number of factors including the status of the unresclved
matter, clanty of legislation, range of possible outcomes and
the statute of limitations.
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The movement in provisions for tax uncertainties primarily reflects releases due to the expiry of relevant statutes of fimitation, settlement of certain
audits and the establishment of provisions for new uncertain tax positions, primarily the potential State Aid exposure offset against the release of US
provisions following the expiry of the statute of imitations for certain periads. The current tax hability of £43m (2021: £125m; 2020: £84m)includes
£28m 12021 £104m; 2020: £104m) of provisions for tax uncertainties principally in respect of several matters in the US and the UK

The Group is currently under audit in several countries, and the timing of any resolution of these audits is uncertain. In most countries, tax years up to
and including 2017 are now statute barred from examination by tax autherities, however, a balance of £3m relates to certain remaining open issues.
Of the remaining £25m balance, £1m relates to 2078, £14m 1o 2019, £5m to 2020, £3m to 2021 and £2m to 2022, The tax authorities may take a
different vew from management and the final liability may be greater than provided.

The matters provided for include a provision of £63m related to the potential State Aid exposure and the potential disallowance of intra-group charges.
In relation to the potential State Aid exposure, a payment has been made in relation to the maximum potential exposure with the provision of £63m
offser against this resulting in a £41m non-current tax debtor.

Contingent liabilities relating to tax are disclosed in note 34.

The tax rate reflected in adjusted earnings 1s calculated as follows:

All figures in £ millions 2022 2021 2020
Profit before tax 323 177 380
Adjustments:
Cost of majer restructuring 150 214 -
Other net gains and losses (24) {63 (178)
Intangible charges 56 51 80
UK Pension discretionary increases 3 - -
Other net finance income 51) (30
Adjusted profit before tax 328 252
Total tax credit/{charge) (79) 1 (50)
Adjustments:
Tax benefit an cost of majaor restructunng 37 473 -
Tax charge on other net gains and losses 10 14 3
Tax benefit an intangible charges “n (12) (22)
Tax benefit on UK pensions discretionary increases (1) B B
Tax charge on other net finance costs 13 8 10
Tax amortisation benefit on goodwill and intangibles 16 8 24
Benefit from changes in local tax law - 1113 -
Tax benefit on UK tax rate change {1) 125) -
Other tax itgems 19 - -
Adjusted tax charge T (64 (35)
Tax rate reflected in adjusted earnings 15.6% 19.5% 13.7%
1. Comparalve balances have been resrared - see Nate 1h.
For further information on adjusted measures above, seeé note 8.
The tax benefit{charge) recognised in other comprehensive income is as follows:
All figures 1 £ millions 2022 2021 2020
Net exchange differences on translation of foreign operations 4 10 (13}
Fair value gain on other financial assets 1 nm -
Rermeasurement of retirement beneht obligations 02 61) 2
) (52) 1)

1 Comparglive balances have been restated - see Note 1b
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8. Earnings per share

Basic earnings per share is calculated by dividing the profit or loss
attributable to equity shareholders of the company (earnings) by the
weighted average number of crdinary shares in issue during the year,
excluding ordinary shares purchased by the compary and held as
treasury shares,

Diluted earnings per share is calculated by adjusting the weighted
average number of ordinary shares to take account of all dilutive
potential ordinary shares and ad)usting the profit attributable,

if applicable, to account for any tax consequences that might
arise from conversion of those shares,

Certain contingently issuable shares vested on 31 December 2022
but have not yet been issued, these shares are considered dilutive
for 2022 but do not maternally impact basic EPS.

Allfigures in £ rillions 2022 2021 20000

Earmings for theyear 244 1 78 330

Nomeeontrollinginterest @ L0 S T
Earnings attributable to equity shareholders 242 A7 330

Weighted average number of shares (miltions) 738.1 754.1 755.4

Effect of dilutive share opticns (millicns) 3.9 5.0 -

Weighted average number of shares (millions) for diluted earnings 742.0 759.1 755.4

Earnings per share (in pence per share)

Basic 32.8p 235p 43.7p

Diluted 32.6p 233p 43.7p

1. Comparative balances have beenrestated - see Note 1h

Adjusted

For additicnal detailed information an the calculation of adjusted
measures, see pages 215-219 (Financial key performance indicators)
See note 2 for detalls of specific items excluded from or included in
adjusted operating profit in 2022, 2021 and 2020.

in arder to show results from gperating activities on a consistent
basis, an adjusted earnings per share 1s presented. The Group's

definition of adjusted earnings per share may not be comparable
with ather similarly titled measures reported by other companies

Adjusted earnings 1s a non-GAAP (non-statutory) financial measure
and s included as it is a key financial measure used by management
ta evaluate the performance of the Group. The measure also enables
investors to more easily, and consistently, track the underlying
cperational performance of the Group and its business segments
over time by separating out those items of income and expenditure
relating to acquisition and disposal transactions, major restructunng
programmes and certain other items that are also not representative
of underhying performance.

Adjusted earnings per share is calculated as adjusted earnings
divided by the weighted average number of shares in issue on an
undiluted basis. The following items are excluded from or included
in adjusted earnings:

Cost of major restructuring - (n August 2022, the Group announced
a major restructuring programme to run in 2022, The programme
includes efficiencies in product and content, support casts,
technology and corporate property. The restructuring casts in 2022
of £150m mainly relate to staff redundancies and impairment of
right-of-use property assets. The 2022 charge includes the impact of
updated assumptions related to the recoverability of right-of-use
assets made in 2021, In 2021, restructuring costs of £214m mainly
related to the impairment of right-of-use property assets, the
write-down of product development assets and staff redundancies.
The costs of these restructuning programmes are significant enough
to exclude from the adjusted operating profit measure so as to
better highlight the underlying performance (see note 4), There was
no major restructuring in 2020.
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Intangible charges - These represent charges relating to intangibles
acquired through business combinations. These charges are
excluded as they reflect past acquisition activity and do not
necessarily reflect the current year performance of the Graup.
Intangible amortisation charges in 2022 were £56m compared o a
charge of £51mimn 2021. This s due to increased amortisation from
recent acquisiions which is partially offset by a reduction in
amortisation from intangible assets at the end of their useful hfe and
recent disposals. In 2022 and 2021, intangible charges included no
impairment charges. In 2020, intangible charges were £80m
including smpairment charges of £12m.

Qther net gains and losses - These represent profits and losses on
the sale of subsidiaries, joint ventures, associates and other financiat
assets and are excluded from adjusted operating profit as they
distort the performance of the Group as reported on a statutory
basis. Other net gains and losses also includes costs related to
business closures and acquisitons, Other net gans and losses in
2022 relate to the gains on the disposal of our International
courseware local publishing businesses in Europe, French-speaking
Canada and Hong Kong and a gain arsing on a decrease in the
deferred consideration payable on prior year acquisitions, offset

by a loss on dispesal of cur international courseware |ocal publishing
businesses in South Africa due to recycling of currency translation
adjustments and costs related to disposals and acquisitions. Other
net gains and losses in 2021 largely related to the disposal of PIHE
and the disposal of the K12 Sisternas business in Brazil offset by
costs related to the acquisition of Fasthm and the wind down of
certain strategic review businesses. In 2020, they largely relate

to the sale of the remaining interest in Penguin Random Haouse
(£180m gain).

UK pension discretionary increases - Charges in 2022 refate to
one-off pension increases awarded to certain cohorts of pensioners
1IN response to the cost of hvng crisis,



Other net finance income/costs - These include finance costs in respect of retirement benefits, finance costs relating to acquisition and disposal
transactions, fair value movements on investments classified as fair value through profit and lass, foreign exchange and other gains and losses on
derivatives. Net finance income relating to retirement benefits is excluded as management does not believe that the consolidated income statement
presentation under IAS 19 reflects the economic substance of the underlying assets and habilities. Finance costs relating to acquisition or disposat
transacucens are excluded from adjusted earnings as they are considered part of the acquisition cost or dispesal proceeds rather than being reflective
of the underlying financing costs of the Group. Foreign exchange, fair value movements and other gains and losses are excluded from adjusted
earnings as they represent short-term fluctuations in market value and are subject to significant volatility. Other gains and losses may not be realised
in due course as jt 15 normally the intention to hold the related instruments to maturity.

Tax - Tax on the above items is excluded from adjusted earnings. Where relevant, the Group atso excludes the benefit from recognising previously
unrecognised pre-acquisition and capital lasses. The tax benefil rein tax deduclble goodwill and intangibles is added to the adjusted income tax
charge as this benefit more accurately aligns the adjusted tax charge with the expected rate of cash tax payments. In addition, one off items such
as the impact of the UK tax rate change and changes in local tax law have been excluded.

Non-cantrolling imterest - Non-controlling interest for the above items 1s excluded from adjusted earnings.

The adjusted earmings per share includes both continuing and discontinuad businesses on an undiluted basis when relevant. The Group's definition
of adjusted earnings per share may not be comparabie to other similarly titled measures reported by other companies.

The following tables reconcile the statutory income statement to the adjusted income statement.

2022
Other net
Statutory Cost of Other net UK Pension finance Adjusted
income major gains and Intangible discretionary income/ Other tax income
All figures in £ millions statement restructuring losses charges increases costs items statement
Operatingprofic a2 Tase ey 56 3 - S 456
Netfinancecosts .52 . T T - - ) I 0}
Profit before tax 323 150 (24) 56 3 (53) - 455
NCOMe A o R 8D 0 a1 3 e
Profit for the year 244 113 (14) 45 2 (40) 34 384
Non-contrallinglterest B i o T e - |
Earnings 242 113 14) 45 2 (40) 34 382
Weighted average number
of shares (millicns) 7381 7381
Weighted average number of shares
{millions) for diluted earnings 742.0 742.0
Earnings per share (basic) 32.8p >1.8p
Earnings per share (diluted) 32.6p 51.5p
2021
Orher net
Statutary Costof Other net LUK Pension finance Adjusted
IMCoIme iMajor gains and Inzangible discreliomary income/ income
All figures in £ millions statemern restructLring losses charges increases costs' Other tax items statement
Operating profit 183 214 (63) 51 - - - 385

Net finance costs

Profit before tax__

Income tax

Profit for the year
Non-controling interest I

Earnings

Weighted average number
of shares {millions) 754.1 754.1

Weighted average number of shares
{millrons) for diluted earnings 7591 7591

Earnings per share (basic) 23.5p 34.9p
Earnings per share (diluted) 233p 34 6p

1 Comparatve bakinices nave been restated - see Note 1h,
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8. Earnings per share continued

2020
Statutary Cost of Qther net LK Pensions Qtner net Adpusied
Income major gains arxd Intangible discretionary  inance income/ Other tax 1N ormg
All figures in £ rubhons statemeny restructuring losses charges increases costs! LTS, statement
COperating profit 411 - (178) 20 - - - 313
Net finance costs (31) - - - - (30) - 61)
Profit before tax 380 - (178) 80 - (30) - 252
Income tax (50) - 3 (22) - 10 24 135)
Profit for the year 30 - 1175) 58 - (20 24 217
Non-contralling interest - - - - - - - -
Earnings 330 - (175) 58 - (20) 24 217
Weighted average number
of shares (millions) 755.4 7554
Weighted average number of shares
tmillions) for diluted earnings 7554 7554
Earnings per share (basic) 437p 287p
Earnings per share (diluted) 43.7p 28.7p
1 Comparative balances have been restated - see Note 1b.,
9. Dividends
Al figuros in £ rulbons 2022 2021 2020
Final paid in respect of prior year 14.2p (2020: 13.5p; 2021 13.5p) 107 102 1071
Interim paid in respect of current year 6.6p (2020: 6 Op; 2021: 6.3p) - 49 47 45
156 149 146

The Directors are proposing a final dividend in respect of the financial year ended 31 December 2022 of 14.9p per equity share which will absorb
an esymated £107m of shareholders' funds. It will be paid on 5 May 2023 to shareholders who are on the register of members on 24 March 2023.
These finanaal statements do not reflect this dividend.

10. Property, plant and equipment and investment property

Right nf use assets Owned assets
Assels n
IRvestment Land and Plant and Land and Plan: and the course of
Allfigures in £ milliens properzy builchings equipment buildings CUIMENt constructian Tomal
Cost
AU T January 2021 - 439 12 296 308 21 1,076
Exchange differences - - - 2 (3 - m
Additions - 32 - 8 17 39 96
Disposals and retirerments - {6) (7} {100} (72) - 1185)
Redlassifications and transfers - - - 35 - (31 4
Transfer to assets classified as held for sale - - - {15) - - (15)
At 31 December 2021 - 465 5 226 250 29 975
Exchange differences - 30 - 18 23 - 71
Additions 22 33 1 4 8 33 101
Transfers to Investment property 174 {141) - (32) [4))] - -
Disposals of businesses (note 31) - (10) - nm (8) - (19
Disposals and retirements (6) 23) (1) (5) 39) - {74}
Reclassifications and transfers - - - 13 27 (40) -
Transfer to assets dlassified as heldforsale - e .. T - S
At 31 December 2022 , 190 354 5 178 257 22 1,006
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Right-of use assers

Owned assets

Irvostment L ang and Flant and Land and Iflant and he %ﬁfg :3}
Al figures in £ millions pProperty buldings equIpment buldings equIpment COMSLTUE TR Total
Depreciation and impairment e T
At 1 January 2021 - (110 (9 (199 (243) - 561
Exchange differences - (m 1 n 1 - -
Charge for the year - (46) 3 (16 (30) - (95)
Disposals and retirements - 7 5} a4 1 103
reclassitications and transfers - - - 15) 7 - P
Inmpairment - (119) - (22} (%) - {146)
Transfer (o assets classified as held for sale - - e 8 - - B
At31Decemberz021 T E— @9 . I (36,099 .. - (609)
Exchange dlfferences— (17} - 77(14) (18) - (49)
Transfers to investment property (105) 101 - 3 1 - -
Charge for the year {6) (44) m 13) (26) - (20)
Disposals of businesses (note 31) - 2 - 1 5 - B
Dispasals and retirements - 13 1 5 39 - 58
Redlassifications and transfers - - - - - - -
Impairment (19} (15) - (9) (3) - (46)
Transfer 1o assets classified as held for sale T e e 30 2 32
At 31 December 2022 130y (229) 5)  {133) {199) - (696)
Carryingamounts
At 1 January 2021 - 328 3 97 65 21 515
At 31 December 2021 - 196 - g0 s 29 366
At 31 December2022 77 60 125 - a5 58 22 310
Investment property
I Key areas of estimation I Buildings, or porticns of buildings, that are no langer occupied
by the Group and are held for operating lease rental are classified

The recoverabulity of right-of-use assets and in particular
assumptions related to the ability to sublease vacant leased
assets in the future

Depreciation expense of £45m (2021: £40m; 2020; £44m) has been
included in the income statement in cost of goods sold and £45m
(2021: £55m; 2020: £81m):n operating expenses. The impairment
charge of £46mi (2021: £146m;, 2020: £nil) has been included within
operating expenses within the income statement.

Property, plant and equipment (including investment property) assets
are assessed for impairment triggers annually or when triggering
events occur. In 2022, similar to 2021, as part of a major
restructuring programme, the Group continued to simiglify its
property portfolio, reducing the overall office space required. All
property related assets were assessed for imparment as a result of
this triggenng event and impairment charges of £46m (2021: £141m)
have been recognised within costs of major restructuring (see note 4
for detalls). The recoverability of certan of the Groug's right-of-use
assets 15 now based on the Group's ability to sublease vacant space.
This involves the use of assumptions related to future subleases
including the achievable rent, lease start dates, lease incentives such
as rent free periods and the discount rate appled. Should the future
sublease outcomes e more or less favourable than the assumptions
used by management this could result in additional impairment
charges or reversals of impairment charges.

as investment property. Investment property inciudes both,
right-of-use assets and owned assets. The Group recognised rental
income of £3m (2021: £nil; 2020 £nil) in relation to properties
classified as investment property. Investment property is measured
using the cost model. As a result of recent impairments, the fair value
of investment property is equal to the carrying value. The fair value of
investrment property has been determined using a discounted cash
flow madel. The valuation model is internally generated but uses
inputs from external, independent property valuers, having
appropriate recognised professional qualfications and recent
experience in the location and category of the property being valued.
The valuations reguire the application of judgement and involve the
use of known inputs for existing contracted subleases as well as
assumptions related to future potential subleases including the
achievable rent, lease start dates, lease incentives such as rent free
periods and the discount rate applied. The fair value measurement of
investrment properties has been classified as level 3 within the fair
value hierarchy based on the inputs and valuation technigue used.
Should the future sublease outcomes be more or less favourable
than the assumptions used by management this could resultin
additional impairment charges or reversals of impairment charges.
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11. Intangible assets

Acquired

customer fists, Acquired Acguired Qther

contracts and Trademarks publishing nzangibles
All figures in £ millions Cuadwill software relationships and brands rights acguired Total
Cose T
At 1anuary 2021 2,094 1,104 751 198 a7 349 4,593
Exchange differences 8 5 4 2) - (2 13
Additions — internal development - 110 - - - - 110
Additicns - purchased - 2 - - - - 2
Disposals and retirements - (139) - (25) - (43) (203)
Acquisition of subsidiary {nate 30} 43 - - - - 27 70
Disposal of subsidiary (note 31) - - (14) 3) - 10 (27)
Transfers T L T S e e L
At 31 December 2021 2,145 1,087 741 168 97 3217 4,559
Exchange differences 206 83 80 20 5 a4 438
Additions ~ internal development - 86 - - - - 86
Additions - purchased - 4 - - - - 4
Disposals and retirements - (131) -~ - - - (131)
Acquisition of subsidiary (note 30) 204 - 37 6 1 &6 314
Disposal of subsidiary {note 31) {75) 9 20 (8) - N (113)
T A S e S - S e T ] T I -}
At 31 December 2022 o 2480 1,115 838 186 103 430 5,152

Acquired

customer bists, Acquired Acguired Cxther

CORLrGc TS and trademarks pubhshing mrangibles
All igures in £ millions Gagdwill Software relatcnships and brands rights acqguned laotal
Amortisation and impairment T e
At 1 January 2021 - 1676) (594) (158) 195) (328) (1.851)
Exchange differences - (5) (4) 1 ) 4 (5)
Charge for the year - (113) (24) 8) - (8) (163)
Impairment charge - (4) - - - - 4)
Disposals and retirernents - 135 - 25 - 43 203
Disposal of subsidiary (note 31) - - 12 2 - 10 24
Transters - e T U S T B
At31December2021 - (657) (620) (138) (96) (279) (1,790)
Exchange differences - (49) (65) (16) (5) 37 (172)
Charge for the year - (1253 (33) (8) - (13) (179}
Impairment charge - - - - - - -
Disposals and retirernents - 130 - - - - 130
Disposal of subsidiary (note 37) - 8 20 7 - 1 36

Carrying amounts

AL T January 2021

At 31 December 2022

2,094 428 157 40
2145 43 12y 30
2,480 422 140 31

,,,,,,,,,,,, L - 7
2 102
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Goodwill

The goodwill carrying value of £2,480m (2021: £2,145m) relates to
acquisitions compieted after 1 January 1998, Prior to 1 January 1998,
alt goodwill was writtan off to reserves on the date of acquisition.

For acquisitions completed between 1 January 1998 and 31
December 2002, no value was ascribed to intangibles ather than
goodwill which was amortised over a penod of up to 20 years, On
adoption of IFRS on 1 January 2003, the Group chose not to restate
the goodwill balance and at that date the balance was frozen (ie.
amortisation ceased) If goodwill had been restated, then a significant
value would have been ascribed to other intangible assets, which
would be subject to amortsation, and the carrying value of goodwill
would be significantly lower. For acquisttions completed after

1 January 2003, value has been ascribed to other intangible assets
which are amortsed.

Software and acquired intangible assets

Acquired intangible assets are valued separately for each acquisition.
For imaterial busingss combinations, the valuation is carried out by an
independent valuation specialist. The primary method of valuation
used is the discounted cash flow method. Acquired intangibles are
amortised either on a straight line basis or using an amortisation
profile based on the projected cash flows underlying the acquisition
date vatuation of the intangible asset, which generally results in a
larger proporuon of amortisation being recognised in the early years
of the asset’s life, depending on the individual asset The Group
keeps the expected pattern of consumption under review. Other
intangibles acquired includes technology.

Amortisation of £32m (2021: £25m; 2020:; £22m)1s included in the
income statement in cost of goods sold and £147m (2021: £138m;
2020: £158m) in operating expenses. Impairment charges of £nil
(2021; £4m; 2020: £12m} are included in operating expenses within
the income statement, of which £nil (2021: £4m; 2020 £nil) relates
to software, £mil [2021: £nil; 2020: £2m) relates to customer lists,
contracts and refationshups, and £nil (2021: £nil; 2020: £10m) to
other intangibles acquired.

The range of useful economic lives for each major class of intangible asset (excluding goodwill and software) is shown below:

2022

Useful economic life

Class of intangible asset

Acquired customer lists, contracts and relationships 3-20 years
Acquired trademarks and brands 2-20 years
Acquired publishing nghts 5-20 years
Other intangibles acquired 2-20 years
The expected amortisation profile of acquired intangible assets s shown below:

2022

Oneto Six ta Eleven to Sixteen to

Allfigltes m £ millicns five years tenyears fifteen years twenty years Total
Class of intangible asset T
Acquired customer lists, contracts and relationships 92 30 10 8 140
Acquired trademarks and brands 24 6 1 - 3
Acquired publishing rights 2 - - - 2
Other intangibies acquired 82 20 - - 102

Annual report and accounts 2022 Pearson plc 167



Financial statements
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 described below. Goodwill was allocated to CGUs, or an aggregation of CGUs, where
goodwill could not be reasonatly allocated to individual business units, CGUs were revised in 2021, Impairment reviews were ¢onducted on these
revised CGUs as summarised below:

2022 CGUs

2022
All figures in L millicns Goodwill
Assessment 8 Qualifications 1.3861
Virtual Learning 443
English Language Learning 259
Workforce Skifls 348
B O OO oo S .-
Total 2,480
2021 CGUs

2021
All figures in £ railhons Gochwill
Assessment & Qualifications 7 1,198
Virtual Learning 395
English Language Learning 153
Waorkforce Skills 223
Higher Educaton 68
Strategic Review includes the separate CGUs of Ching, India, South Afnca, Canada and Giher Strategic Review) ] 198
Total 2,145

Goodwill is tested at least annually for impairment. The recoverable amount of each aggregated CGU is based on the higher of value In use and fair
value less costs of disposal. The impairment assessment is based on value in use. Other than goodwill there are no intangible assets with indefinite
lives. No impairments of goodwill were recorded in 2022 or 2021.
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, Key judgements '

The aliocation of goodwll to the cash-generating units and
groups of cash-generating units.

I Key areas of estimation J

The recoverability of goodwill balances, Key assumptions used
in goodwill impairment testing are discount rates, perpetuity
growth rates, forecast sales growth rates and forecast
operating profits.

The valuation of acquired intangible assets recognised on the
acquisition of a business. See note 30,

Determination of CGUs and reallocation of goodwill

Pearsonidentifies its CGUs based on its operating model and how
data is collected and reviewed for management reporting and
strategic planning purposes in accordance with 1AS 36 Impairment of
Assets” The CGUs and CGU aggregations reflect the level at which
goodwill is monitored by management.

In 2021, the CGUs and aggregations of CGUS were revised to take
into account the announcement and implementation of a new
strategy including five new business divisions and a strategic
review division.

In 2027, goodwill was reallocated to the new CGUs and aggregations
of CGUs. The majority of the goadwill balances were directly mapped
from one previous CGU {or CGU aggregation} to one newly created
CGU (or CGU aggregation). Where it was not possible to directly

map the goodwill it was reallocated using a relative value method.
The key area where the relative value method was used was for

the goodwill related to the previous International CGU aggregation
which was reallocated across the newly crested CGU aggregations
where applicable.

In 2022, the separate CGUs of China, South Africa and Canada
have been disposed. The goodwill related to the Strategic Review
CGU has been reallocated between businesses disposed and
businesses retained. All of the goodwill related to businesses
retained has since been transferred to the Assessment &
Qualifications CGU aggregation.

Key assumptions

For the purpose of estimating the value in use of the CGUs,
managemernt has used an income approach based an present
value techniques. The calculations for all CGUs use cash flow
projections based on financial budgets appraved by management
covering a four-year period, except for Virtual Learning which for
OPM uses a longer range plan out to 2038 reflecting the term of
existing contracts.

The key assumptions used by management in the value in use
caleulations were:

Discount rates - The discount rates are based on the Group's
weighted average cost of capital, where the cost of equity is
calculated based on the risk-free rate of government bonds, adjusted
for a risk premium 1o reflect the increased risk in investing in equities.
Where CGUs cover multiple territories, a blended risk-free rate is
used. A further risk premium is assessed for each CGU, The average
pre-tax discount rates range from 11.6% to 12.0% (2021 pre-tax
8.9% to 17.1%).

Perpetuity growth rates - The perpetuity growth rates are based
on inflation trends. A perpetuity growth rate of 2% (2021: 2%) was
used for cash flows subsequent to the approved budget period for
CGUs operating primarily in mature markets. This perpetuity growth
rate is a conservative rate and is considered to be lower than the
long-term historical growth rates of the underlying territories in which
the CGU operates and the long-term growth rate prospects of the
sectors in which the CGU operates. Blended growth rate of 3.5%
(2021: 2.0% to 5.0%) was used for cash flows subseguent to the
approved budgert period for ELL which has a higher exposure to
emerging markets with higher inflation. This geographically blended
growth rate is generally in line with the long-term historical growth
rates in those markets. The longer-term plan prepared for OPM
focuses on delivery of existing contracts until their expiration, as
such, a perpetuity growth rate was not applied to OPM cashflows
within the Virtual Learning CGU.

The key assumptions used by managerment in setting the financial
budgets were as follows:

Forecast sales growth rates - Forecast sales growth rates are
based on past experience adjusted for the strategic direction and
near-term investment priorities within each CGU. Key assumptions
include growth in English Language Learning and Workforce Skills - in
part due to contribution fram new acquisitions, stabilsation and
recovery in Higher Education, growth in Virtual Learning - albert
impacted by the unwinding of COVID-19 enralments and school
churn in Virtual Schools in the short term, and steady growth in
Assessments and Qualifications. The sales forecasts use average
nominal growth rates of low-mid single digits for mature businesses
in mature markets and double digit growth where there is significant
organic and inorganic investment. The Virtual Learning CGU assumes
low-single digit growth for Virtual Schools, and delivery of existing
contracts in OPM which is under strategic review.

Operating profits - Operating profits are forecast based on
histarical experience of operating margins, adjusted for the impact of
changes to product costs, committed restructuring plans, strategic
developments and new business cases to the extent they have been
formally approved prior to the balance sheet date. Management
applies judgement in allocating corporate costs on a reasonable and
consistent basis in order 1o determine operating profit at a CGU level.
Forecasts reflect margin improvements secured in 2022,

Management have considered the impact of climate change risks
{including physical and transition rnisks and the costs associated with
achieving the Group's net zero commitment) and are satisfied that
any related costs wili not materally impact the Group's profit
forecasts or impairment judgements at 31 December 2022,

Anrual report and accounts 2022 Pearson plc 169



Financial statements
Notes to the consolidated financial statements continued

11. Intangible assets continued

The table below shows the key assumptions used by management in the value 1n use Calculations.

Poipetury

Discount rate growth rate

Assessmemtgréﬁévliﬂcatior{sr, 77777777777777777777777777777777777777777777777777777777777777777 12.0% 2.0%
Virtual Learning 11.9% 2.0%
Enghsh Language Learning 11.8% 3.5%
workforce Skills 11.6% 2.0%
Higher Education 12.0% 2.0%

Sensitivities
Impairment testing for the year ended 31 December 2022 has identified that the Virtual Learning CGU aggregation 1s sensitive to reasonably possible

changes in key assumptions. The Virtual learning headroom at 31 December 2022 is £82m), this headroom would be eliminated if the discount rate
ncreased to 12.8%, the long term growth rate reduced to 0.8% or the adjusted aperating profit per annum reduced by £8m.

12. Investments in joint ventures and associates

The amounts recognised in the balance sheet are as follows:

All figures in L rmiflions

The amounts recognised In the income statement are as follows:

Al figures in F milhons 2022 021
Assoclates T 1
Total 1 1

The Group has no material associates or joint ventures. The largest associate 15 a 40% interest in the Academy of Pop (AOP), which was set up in 2021.
it had a year end carrying amount of £9m (2021 £10m), of which £5m (2021: £7m) was stifl to be paid as at 31 Cecember 2022 (see note 36). AOP Is
incorporated in Delaware and Is a Limited Liability Company. It was set up with XIX Entertainment to create a new entertainment driven performing arts
learning platform, which will offer coaching from renowned instructors, with & cormbination of physical locations and online learming,

There were no other material transactions with associates or joint ventures during 2022 or 2021.

13. Deferred income tax

All figuresin £ rulhornis 2022 2021
Deferred incame tax assets 57 57
Deferred incame tax liablives S R en_ (40)
Net deferred income tax asset/(liability) 20 17

Substannaily all of the deferred income tax assets are expected to be recovered after more than one year.

Deferred income tax assets and liabilities shall be offset when there is a legally enforceable right to offset current iIncome tax assets with current
incormne tax liabilities and where the deferred income taxes relate to the same fiscal authority

At 37 December 2022, the Group has grass tax losses for which no deferred tax asset 15 recognised of £547m (2021: £721m}) The expiry date and key
geographic split of these losses 1s set outin the fellowing table.

170 Pearson plc Annual report and accounts 2022



Grass Tax effected

Year ended 31 December 2022 UK us Other Total UK us Other Total

Taxlosses expring T

within 10years - s 3o 33 S - 0 10

within 10-20years - 104 - w4 - s - 5

pvallableindefiovely 166 30 24 40 4l 2 8 m

Total 166 137 244 547 41 7 78 126
Gross Tax effected

Year ended 31 December 2021 UK us Other Total UK us Other Total
Tax losses expiring:

withn 10years P T - - 10 10
within 10-20years T N /A - a T e 14
pvllebleindefiavely 16b 86 i3 388 Al 5 a9 95
lotal 166 392 163 721 41 19 59 119

The reduction in unrecognised tax attributes in the US has been impacted by two factors, Firstly certain US tax attributes have now been recognised,
however, due to uncertainty Over recoverability have been prowded against. Offsetting this is the de-recognition of certain state tax losses following
changes in the forecast profitability of US legal entities. The increase in unrecognised tax losses in other territories is primarily due to foreign exchange
and additional losses incurred across territories which have incurred losses either in the ordinary course of trade or as a result of wind down activities.

Other gross deductible temporary differences for which no deferred tax asset 1s recognised tatal £218m (20271 £22m). This includes £193m in respect
of interest limitations, with the increase from 2021 due to changes in the forecast profitability of certain US legal entities, The amaunt of temporary
differences associated with subsicharies for which no deferred tax has been provided totals £275m (2021: £229m)

In the UK March Budget 2021, the Government announced that fram 1 Aprd 2023 the UK corporation tax rate will increase to 25%, and this was
substantively enacted on 24 May 2021, UK deferred tax balances have been remeasured at the enacted rate.

Deferred income tax assets of £14m (2021: £19m) have been recognised in countries that repcrted a tax loss in either the current or preceding year.
This primarily arises in Brazil in respect of tax deductible goodwill and tax losses. Itis considered more likely than not that there will be sufficient future
taxable profits to realise these assets.

The recognition of the deferred income tax assets is supparted by management's forecasts of the future profitability of the relevant countries. In some
cases deferred income tax assets are forecast to be recovered through taxable profits over a penod that exceeds five years. Management consider
these forecasts are sufficiently reliable to suppornt the recovery of the assets. Where there are insufficient forecasts of future profits, deferred income
tax assets have not been recognised.

The movement in deferred income tax assets and liabilities during the year is as follows:

Accruals and Retirerment
Trading orher benefit Defened  Goodwill and Interest
Al figures in £ millions Insses provisions ahbligenions revenue intangblies hmitations Other Toal
Deferred income tax assets/
(liabilities)
At 1 January 2021 47 35 (49) 45 (209) 76 25 (30)

At 31 December 2021 T e T T e T T T osy 52 (178) 55 50 17
Exchange differences - 7 2 [ 21 6 4 4
Acquisitons and disposals of T
subsidaries T ] T e2n 1y (26)
Income statement benefit/(charge) ¥ @ ® 5 14 @ 30
TaxchergenOCl/equy 4 S i R T i 3.8
At 31 December2022 130 67 (127) 63 (206) 55 38 20

Cther deferred income tax items include temporary differences in respect of right-of-use assets (deferred tax asset of £66m, with an offsetting
deferred tax liability of £50my), accelerated capital allowances (£13m) and share-based payments (£9m).

As at 31 December 2022, no deferred income tax assets or liabilities were classified as held for sale (2021: £nl).
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14. Classification of financial instruments

The accounting classification of each class of the Group's financial assets, and their carrying values, 1s as follows:

2022 2021
Amortised Arnertised
Fairvalue cost bair value cGst
Fair value Fair value Fawrvalue Fair valLe
through other through  Fair value Total through other  thraugh  Fair value lotdl
comprehensive profitand - hedging Financial <arrying comprehensie profitand - hedging linanaal carrying
All figures in £ millions Notes income loss instrument assets value wicenme! lass! wnslrument a55005 vale
Investments in
unlisted securities 15 24 109 - - 133 28 85 - - 113
Cash and cash
equivalents 17 - 40 - 518 558 - g4 - 853 937
Derivative financial
instruments 16 - 5 54 - 59 - - 32 - 32
Trade receivables 22 - - - 825 825 - - - 854 854
Investment in finance
lease receivable 22 - - - 121 121 - - - 115 115
Otherreceivable e T I 3.3 e 87 .. e BT
Total financial assets 24 154 54 1,467 1,699 28 256 32 1,822 2,138

1 Comparatve balances have been restated - see hote 1h,

The carrying value of the Group's financial assets is equal to, or approximately equal to, the market value. The ather receivable relates to the receivable
which arose on the disposal of the US K-12 business and was paid during the year.

The accounuing classification of each class of the Group's financial habilities, together with their carrying values and market values, is as follows

2022 2021
Amortised Amortised
Fair value cost Fai value cost
Fair value Fair value
through Fair value Other Total Total thiough Fair value Othet Total fotal
profit and - hedging financial  earrying market profis and - hedging financal carrylng market
All figures i L millions Noites loss instrument liabilities value value 10ss  ImsLrumen habllities valle valua
Derwvative financial
instruments 16 (2) 63) - (65) (65) (12) {22) - (34) (34
Trade payables 24 - - (348) (348) (348) - - (351) (351) (3513
Deferred and contingent
consideration 24 (79) - - (79) {79) {44) - - (44) (44)
Other borrowings due
within one year 18 - - (86) (8a) (86) - - (155) (155) {155)
Borrowings due after
morethanoneyear 18 e T (144) (1,144 0.09%) ] T (1.245) {1,245 (1.276)
Total financial
liabilitieg {81) (63) (1,578) (1,722) (1,674) (56) (22) (1,751)  {1,829) (1,860)

The market value of leases has been stated at book value
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Fair value measurement

As shown above, the Group's dervative assets and liabilities, unlisted securities, marketable securities and deferred and contingent consideration
are held art fair value. Financial instruments that are measured subsequently 1o Initial recognition at fair value are grouped into levels 1 1o 3, based
on the degree tc which the fair value is cbservable, as follows:

Level 1 fair value measurements are those derived from unadjusted guoted prices in active markets for identical assets or liabilities

Level 2 fair value measurements are those derived from inputs, other than quoted prices included within level 1, that are cbservable
for the asset or Lability, either directly (as prices) or indirectly (derived from prices).

I el 3 fair valiie measurements are those derived from valuation technigues that include inputs for the asset or liakllity that are not based
on observable market data (unobservable inputs).

The Group's bonds valued at £610m {2021 £767rm) and money market funds of £40m (2021: £84m) included within cash and cash equivalents are
classified as level 1. The Group's derivative assets valued at £59m {2021: £32m) and dervative liabiltties vatlued at £65m (2021: £34m) are classified as
level 2. The Group's investments in unlisted securities are valued at £133m (2021: £113m) and the other receivable that was repsid in the year £3m
12021 £87m) are classified as level 3.

The following table analyses the movements in level 3 fair value remeasurements:

2022 2021

{nvestments

Other in unlisted
All tigures in £ millions receivable securities Total Total
AL beginniﬁg of year 87 113 200 234
Exchange differences 1 9 10 2
Acquisition of investments and other receivabie 7 12 19 4
Repayments (92) - (82) (16)
Disposal of nvestments - (48) (48) (54)
Fair value moverments - OCl - 18 18 4
At end of year 3 133 136 200

1 Comparative balances have been restated - see Note 1b

The fair value of the investments in unlisted securities is determined by reference to the financial performance of the underlying asset,
recent funding rounds and amounts realised on the sale of similar assets.

The other receivable at the beginning of the year arose on the disposal of the US K-12 business, and was repaid in January 2622, following a £16m
partial repaymentin 2021.

15. Other financial assets

All figure:s i £ millions 2022 2021
Atbegirming ofyear 113 138
Exchange differences 9 1
Acquisition of investments 12 4
Disposal of investments (48) (54)
Fair value movernents - OCI 18 4
At end of year 133 113

1. Comparative balances nave beenrestared - see Note 1h,

Other financial assets are unlisted securities of £133m {2021: £113m), of which £24m (2021: £28m) are ciassified at fair value through ather
comprehensive income (FYOCI), with the remaining £109m (2021: £85m) mainly relating to investments in funds, being required to be held at farr
value through profit and loss (FYTPL). The assets, which are not held for trading, relate to the Group’'s interests in new and innovative educational
ventures across the world, These are strategic investments and where permitted, the Group made the election to classify such investments as FVOCI
oninitial recognition of the assets. None of the investments are individually sigruficant to the financial statements and therefore sensitivities have not
been provided.

During the year, the Group disposed of investments that were dassified as FVOC! for £31m (2021: £6m). These disposals predominantly relate to the
Group’s investments in Credly in 2022 and Faethm in 2021 In both cases the remander of the share capital was purchased by the Group and so the
investment is disposed as the companies are now fully consolidated. The cumulative gain an disposal was £23m (2021: £4m).
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Notes to the consolidated financial statements continued

16. Derivative financial instruments and hedge accounting

The Group's approach 1o the managerment of finandial risks 15 set out i note 19, The Group's outstanding dervatve financial instruments are

as follows:

Interest rate dervatives - in a fair value hedge relationship
interest rate derivatives - not In a hedge relationship
Cross-currency rate derivatives - in a hedge relationsihip
FX derivatives - in a hedge relationship

Analysed as expiring:

In less than cne year

Later than cne year and not later than five years
Later than five years

2022 2021
Gross

notional G 05 MOV
amounts Assets Liabilities SIMIOLTS Assers Liabilizies
177 - (11} 168 5 -
260 19 - 217 - (9)
g3 (43) 331 24 20
355 1 9 237 3 (1}
573 5 2) 193 i 3
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 1448 L2889 Lhase o Be
1.028 16 (11} 393 2 &)
420 43 (54} 679 30 (26)
,,,,,,,,,,,,,,,,,,,, eSO OO .
1,448 59 (65) 1,146 32 (34)

The Group's treasury pclicies only allow derivatives to be traded
where the objective is risk mitigation. These are then designated for
hedge accounting using the following criteria:

— Where interest rate and cross-currency interest rate swaps are
used to convert fixed rate debt to flaating and we expect to
receive inflows egual to the fixed rate debt interest, these are
classified as fair value hedges

— Where derivatives are used to create a future foreign currency
exposure to provide protection against cCUrrency movernents
affecting the foreign currency movements of an overseas
investment, these are designated as a net investment hedge

— All other derivatives are not designated in a hedge relaticnship.

The Group's fixed rate GBP debt is held as fixed rate instruments at
amortised cost.

The Group uses a combination of interest rate and cross currency
swaps to convert its £300m EUR debt,

Recewve Receve

Notional coupan FX rate Nantonal Pay caupon
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, GBPEUR
,,,,,,,,, €100m  1.375% 11205 £8/m  351%

GBPUSD.
Jgem Ik 1.206 £160m  3402%
GBPUSD: USD Libor
€19m 1.375% 1208 £23m +1 36%

To create the synthetic debt positions cuthned above the Group
converts €100m to £87m at a rate of 3.51% this 1s not in & hedge
relationship, The remaining €200m of its EUR fixed debt 15 swapped
to EUR floating debt via interest rate swap contracts that are in a
designated farr value hedge. The EUR floaung debt is then converted
tc GBP floating debt via cross-currency swap contracts that are in a
designated fair value hedge. The GBP floating debt is then converted
to USD floating debt through cross-currency swap contracts that are
in a designated net Investment hedging relationship, £160m of the
EUR debt 15 finally converted to USD fixed debt via interest rate swap
contracts that are not in a hedge relationship.
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Additionally, the Group uses FX derivatives including forwards, collars,
cross-currency swaps and swaptions to create synthetic USD debt as
a hedge of its USD assets and to achieve reasonable certainty of USD
currency conversicn rates, in line with the Group's FX hedging palicy.

As at 31 Decernber 2022 the Group held FX outrights with a notional

of $378m at an average rate of GBPUSD rate of 1.24.

The Group's portfolic of dernatives is diversified by maturity,
counterparty and type. Natural offsets between transactions within
the portfoho and the designation of certain derivatives as hedges
significantly reduce the risk of income staterment volatlity. The
sensitivity of the portfolio to changes in market rates is set out

" note 19.

In 2021, the Group transitioned GBP exposures from GBP LIBOR to
SONIA. During the year, for USD expaosures the Group transitioned
its RCF from USD LIBOR to SOFR, it plans to move ather exposures
including dervatives in the pear future. The Group's risk
management strategy has not changed as a result of IBOR Reform
and 1t 1s considered to be immaterial to the financial statements.

Fair value hedges

The Group uses interest rate swaps and cross-currency swaps as
fair value hedges of the Group's euro issued debt.

Interest rate exposure arises from movernents in the fair value of
the Group's euro debt attributable to movements in euro iNterast
rates. The hedged risk is the change in the suro bonds fair value
attributable to interest rate movements The hedged items are
the Group's euro bonds which aressued at a fixed rate. The
hedging instruments are fixed to floating euro Interest rate swaps
where the Group receives fixed interest payments and pays
three-month Euribor.

As the critical terms of the interest rate swaps match the bonds,
there is an expectation that the value of the hedging instrument and
the value of the hedged item will move equally in the opposite
direction as a result of moverments in the zero coupon Euribor curve,
Potential sources of hedge ineffectiveness would te material
changes in the credit nsk of swap counterparties or a reduction or
modification in the hedge item



Aforeign currency exposure arises from foreign exchange fluctuations on translation of the Group's euro debt into GBP. The hedged risk is the risk
of changes in the GBPEUR spot rate that will result in changes in the value of the euro debt when translated into GBP. The bedged items are a portion
of the Group's euro bonds. The hedging instruments are floating to floating cross currency swaps which mitigates an expnsure to the effect of euro
strengthening against GBP within the hedge item.

As the critical terms of the cross-currency swap match the bonds, there is an expectation that the value of the hedging instrument and the value
of the hedged itern move in the apposite direction as a result of movements in the EUR:GBP exchange rate. Potential scurces of hedge ineffectiveness
are a reduction or modification In the hedged itemn or a material change in the credit risk of swap counterparties.

The Group held the following instruments to hedge exposures to changes in interest rates and foreign currency risk assaciated with borrowings:

2022
"""""""""""""""""""" Change in falr value of T
hedging insurument
Carrying amount of used ta determine Nomizial arnounts of
All figures in £ mullizns hedging instrurments hedge incflectiveness, nedging instruments
Derivative financial instruments for interest rate risk (1) (16) 177
Derivative financial instruments for currency risk 33 9 266
2021
Change in fair value of
hedging instrument
Carrying amount of used to determine Norminal amourits of
All figures in £ mullions hedging Instruments hedge insffectiveness hedging nstruments
Derivative financial instruments for interest rate risk 5 5) 168
Derivative finandial instruments for currency risk 24 {20) 168
The amounts at the reporung date relating to items designated as hedge items were as follows:
2022
Accurmlated amownt of
farr value hedge  Change in fair value of
adjustments an the hetged iterm used to Lme item in profiv or
Carrying amount of hedged tem includedin determine hedge Hedge loss that includes hedge
All figtires in £ millions hedged terrs the carrying armournt neffectiveness ineffectveness ineffactiveness
Interest rate risk
Financial liabilities - borrowings (167) 11 15 [4))] Finance costs
Currency risk
Financial liabilities - borrowings (167) n/a (14) - n/a
201
Accumulated amount of
fair value hedge
adjustments on - Changein fair value of
the hedged item hedged item Lsed o line ftem in profit o
Carrying amount of - included in the carrying determing hedge tledge loss that includes hedge
All figures In £ millions hédged Lo, ameount, ineffectivences Ineffectivensss Ineffectiveness
Interest rate risk
Financial fiabilines - borrowings (173) 4 5 - n/a
Currency risk
Financial liabilines - borrowings (173) n‘a 20 - n/a

Hedge of net investment in a fareign operation

Aforeign currency exposure arses from the translation of the Group's net Investments in its subsidiaries which have USD and EUR functional
currencies. The hedged risk is the risk of changes in the GBP:USD and GBP:EUR spot rates that will result in changes in the value of the Group’s net
investment in its USD and EUR assets when translated into GBP. The hedged iterns are a portion of the Group's assets which are denominated in
USD and EUR. The hedging instruments are debt and derivative financial instruments, including cross-currency swaps, FX forwards (including
nen-deliverable forwards) and FX collars, which mitigates an exposure 1o the effect of a weakening USD or EUR on the hedged item against GBP.

Annual report and accounts 2022 Pearson plc 175



Financial statements
Notes to the consolidated financial statements continued

16. Derivative financial instruments and hedge accounting continued

It is expected that the change in value of each of these items will offset each other as there is a clear and direct economic relatonship between
the hedging instrument and the hedged item in the hedge relationship

Hedge ineffectiveness would arise if the value of the hedged items fell below the value of the hedging instruments; hiowever, this is urilikely
as the value of the Group's assets denominated in USD and EUR is significantly greater than the proposed net investment programme.

Tha amounts related to items designated as hedging instruments were as follows:

2022

Change in
carrymng value of hedging Nesrminal Hedging Hedge
amaunt of  instrument used to amounts  gans/losses) meffectiveness
hedgng  deterrmine hedge of wedging  recogmised in recognisedin
All figures in £ milliens instruments neffectveness instrurnents ol profi or lnss
Derivative financial instruments (50} (31) 172 31) -
Financial liabiities — borrowings {89} (5} (88) (%) -
2021

Change in
Carryng value ¢ hadging Nominal Hedgirg Hedge
amount of insorument used to amounts gamsfinsses) mef‘ectivoness
hedging determne hedge of hedging  recognised In recognised in

Al figures in £ millions instruments neffeciiveness instrments 0l

Derivative financial instruments (2 -
Financial habilities - borrowings 4 -

Included in the transiation reserve is a cost of hedging reserve relating to the time value of FX collars which is not separately disclosed due to
materiality. The value of that reserve will decrease over the life of the hedge transaction. The balance as at 1 January and 31 Decembar 2022 was £1m.
During the year £2m of hedging gains were recycled to the profit and loss on the discontinuance of the net investment hedge of our Italian business.

Offsetting arrangements with derivative counterparties

All of the Group's derivative financial instruments are subject to enforceable netting arrangements with individual counterparties, allowing net
settlement In the event of default of either party. Dervative finandial assets and lisbilities subject to offsetting arrangements are as follows:

2022 2021
Net
Gross Gross derivative Gross Gross  Met dorvative
derivative derivative assets/ derivative derwative assers/
All figures in £ millions assets liahilities liabilities 35501 labilties habiities
30 a7 13 17 (12) 5
T ... AU . FOVUOL TN 222 I 1)
59 {65) (6) 32 (34) 12

Offset arrangements in respect of cash balances are described in note 17.

Counterparty exposure from all derivatives is managed, together with that from deposits and bank account balances, within credit limits that reflect
published credit ratings and by reference to other market measures (e.g. market prices for credit default swaps) to ensure that there is
na significant exposure 1o any one counterparty's credit risk.

The Group has no material embedded derivatives that are required to be separately accounted for in accordance with IFRS 9 'Rinancial Instruments'.

176 Pearson plc Annual report and accounts 2022



17. Cash and cash equivalents (excluding overdrafts)

All figures in £ millinng 2022 2041

Cash at bank and 1n hand o 269 660

O ON M ANk BODOSIIS e oot e 2B 277,
558 937

Short-term bank deposits are invested with banks and earn interest at the prevailing short-term deposit rates.
At the end ot 2022 the currency split of cash and cash equivalents was LS dollar 31% (2027, 37%), sterhng 6% (2027 24%), and other 63% (2027: 39%).
Cash and cash equivalents have fair values that approximate to their carrying value due to their short-term nature,

There is no cash and cash equivalents balance classified as held for sale (2021: £nil). The Group has certain cash pooling arrangements in US dollars,
sterling and Canadian dollars where both the company and the bank have a legal right of offset. Offsetting amounts are presented gross in the balance
sheet. Offset arrangements in respect of derivatives are shown in note 16.

For the purpose of the cash flow statement, cash and cash equivalents are £543m (2021: £937m), which includes £15m (2021: £nil} of overdrafts.
18. Financial liabilities - borrowings

The Group's current and non-current borrowings are as follows:

Al figures n £ rmullicins 2022 2021
Non-current
3.25% US dollar notes 2023 (nominal amount $94m) - 70

1 375% Euro notes 2025 (nominal amount £300m)
3.75% GBP notes 2030 (nominal amount £350m)
Lease liabilities (see note 35)

Current (due within one year or on demand)

3.75% US dollar notes 2022 (nominal amount $117m;} - 87
Lease liabilities {see note 35) n o8
Overdrafis

Total borrowings

Included in the non-current barrowings above is £10m of accrued interest (2021: £10m). No accrued interest is included in the current borrowings
above (2021 £0.5m). In addition to the above, there are ne non-current borrowings (202 1: £nil} or current borrowings (20271: £nil) classified as held for
sale. The maturities of the Group's non-current borrowings are as follows:

All figures in £ millions 2022 20211
Between one and two years 72 140
Between two and five years 442 435
Over fiveyears . e B30 870
1,144 1,245

The carrying amounts and market values of borrowings are as follows:

2022 2021

Effective Carrying Market Effectpse Carrying Marke:

All ‘iguresan £ millians, interest rate value value interest rate walue value
375% US dollar notes 2022 n/a - - 3.94% 87 87
3.25% US dollar notes 2023 n/a - - 3.36% 70 71
1.375% Eura notes 2025 1.44% 257 252 1.44% 257 260
3.75% GBP notes 2030 3.93% 353 310 3.93% 353 380
Overdrafts e AN S e SR -
o 625 577 767 798
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18. Financial liabilities - borrowings continued

The market values stated above are based on clean market prices at the year end or, where these are not available, on the quoted market prices
of comparable debt 1ssued by other companies, The effective interest rates above relate to the underlying debt instruments

The carrying amounits of the Group’s borrowings befare the effect of derivatives (see nates 16 and 19 for further information on the impact
of derivatives} are denominated In the following currencies:

Al figures in £ milions 2022 2021
USdoflar T 276 434
Sterling 672 674
Euro 262 268
O - 24
""""""""""""""" 1,230 1,400

The Group had $1.19bn (£0.9bn) of undrawn capacity on its committed borrowing facilities as at 31 December 2022 (20217: $1.19bn {£0.9bn) undrawn).
The committed borrowing facilities have subsequently been reduced to $1bn. In addition, there are a number of short-term facilities that are utlised in
the normal course of business. All of the Group's borrowings are unsecured. In respect of lease obligations, the rights to the leased asset revert to the
lessor in the event of default.

19. Financial risk management foreign exchange swap and forward contracts the mast commonly

executed, Speculative transactions are not permitted.
The Group's approach to the management of finanaal nsks together

with sensitivity analyses of its financial instruments 15 set out below. Capital risk

Treasury policy The Group's objectives when managing capital are:

Pearson's treasury policies set out the Group's principles for — To maintain a strong balance sheet and a solid investment
addressing key financial risks including capital nisk, iquidity risk, grade rating;

foreign exchange risk and interest rate risk, and sets ouUt measurable — To continue to invest In the business arganically and
targets for each. The Audit Committee receives guarterly reports through acquisitions; and

incorporating cormpliance with measurra ble targets and reviews and — 7o have a sustainable and progressive dwdend policy.
approves any changes to treasury policies annually.

At 31 Decernber 2022 the Group and its bonds were rated BBB-
{stable outlook) with Fitch Ratings Limited and Baa3 (stable outiook)

with Moody's Investor Services,

The treasury function is permitted to use derivatives where their
use reduces a risk ar allows a transaction to be undertaken more
cost effectively. Derlvatives permitted include swaps, forwards and
collars to manage foreign exchange and interest rate rnisk, with

Net debt

The Group's net debt position is set out below:

All figures in £ millions 2022 2601

Cash and cash aquivalents 558 937

Overdrafts (15} -

Derivative financial instruments {6) (2)

Bands (610) (767}

Investment in finance lease recevable 121 115
iabilities e e (605) | (633)

Net debt ' ' ’ ’ (557) (350)

There are na balances held for sale as at 31 December 2022 or 31 December 2021,
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Interest and foreign exchange rate management
The Group's principal currency exposure is to the US dollar which represents almost 70% of the Group's sales.

The Group's long-term debt is primarily held in US dollars to provide a natural hedge of this exposure, which is achieved through issued US doliar debt
or converting euro debt to US dollars using cross-currency swaps, forwards and collars, As at 31 December 2022 and 2021, the Group's debt of
£1,230m (2021: £1,400m) is all held at fixed rates.

See note 16 for details of the Group's hedging programme which addresses interest rate risk and foreign currency risk.

Overseas profits are converted to sterling to satisfy sterling cash outflows such as dividends at the prevailing spot rate at the time of the transaction.
To the extent the Group has sufficient sterling, US dollars may be held as dollar cash to provide a natural offset to the Group’s debit or to satisfy future
Us doliar ¢ash outtlows.

The Group does nat have significant cross-border foreign exchange transactional exposures.

As at 31 December 2022, the sensitivity of the carrying value of the Group's financial instruments te fluctuations in interest rates and exchange rates
is as follows:

2022

Impact of

impact of 1% Impact of 1% Impact of 10% 10%

Carrying increasein  decrgasein strengthening weakeningin

All figres in £ milions value interestrates interestrates in sterling sterling
Investments in unlisted securities T gy T gy T a2

Other receivable 3 - - - -

Cash and cash equwalents 558 - - (25) 31

Derivative financial instruments (6) 7 (6) (4[V)] 12
Bonds {610) 4 (4) 24 (30}
Other borrowings (620) - - 26 (32)

Investment in finance lease receivable 121 - - [4h)] 13
Deferred and contingent consideration (79) - - 4 (5)

Other net financial assets 477 - - (38) 47
Total Commmmmmmm T ey A @0 48

2021

Impact of 1% Impact o 1% Impact of 10%  Impact of 10%

Carrying Ncrease in decreasein  suengrhening wedkening in

Al figures in £ milhore value  nterestrates  Inlerostrates in sterling storing
Investments in unlisted securities 7T T o T g

Other receivable 87 - - (8) 10

Cash and cash equivalents 937 - - (43) 53

Derivative financial instruments 12) 6 (6) mnm 1
Bonds {767) 5 (5} 37 (45)
Other borrowings 1633 - - 57 (709

Investment in finance lease receivable 115 - - (1) 13

Other net financial assets 502 e - 42 51
Total T ey 11 { ﬁ) (20) 24

The table above shows the sensitivities of the fair values of each class of finandal instrument to an isclated change in either interest rates or foreign
exchange rates. Other net financal assets comprise trade receivables less trade payables. A significant propertion of the movements shown above
would impact equity rather than the income statement due to the location and functional currency of the entittes in which they arise and the avaiability
of net investment hedging.

The Group's income statement is reparted at average rates for the year while the balance sheet is translated at the year-end closing rate. Differences
between these rates can distart ratio calculations such as debt to EBITDA and interest cover. Adjusted operating profit translated at year-end closing
rates would be £9m higher (2021: £6m higher) than the reported figure of £456m (2021: £385m) at £465m (2021: £391m). Adjusted EBITDA translated
at year-end closing rates would be £12m higher (2021: £8m higher) than the reported figure of £667m (2021: £598m) at £679m (2021: £606m).
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19. Financial risk management continued

Liquidity and refinancing risk management

The Graup regularly reviews the level of cash and debt facilities
required to fund its activities. This involves preparing a prudent

cash flow forecast for the next three to five years, determining the
level of debt facilities required to fund the business, planning for
shareholder returns and repayments of matuning debt, and
identifying an appropriate amount of headroom to provide a reserve
against unexpected outflows.

At 31 December 2022, the Group had cash of £0.5bn (2027: £0.9bn)
and no outstanding drawings (2021: £nil} on the US dollar
denominated revolving credit facility due 2026 of $1.19bn (2021:
$1.18bn).

The $1.19bn facilty contains interest cover and leverage covenants
which the Group has complied with for the year ended 31 December
2022, The maturity of the carrying values of the Group's borrowings
and trade payables are set outin notes 18 and 24 respectively.

At the end of 2022, the currency spht of the Group's trade payables
was US dollar £234m (2021: £199m), sterling £71m (20271: £76m) and
other currencies £43m (2021: £76m). Trade payables are all due
within one year (2021: all due within one year),

The table below analyses the Group's bonds and derivative assets
and liabilities into relevant maturity groupings based on the
remaining period at the balance sheet date to the contractual
maturity date. Short dated derivative Instrurments have not been
included in this table. The amounts disclosed in the table are the
contractual undiscounted cash flows (including interest} and as such
may differ frorm the amounts disclosed on the balance sheet.

Any cash flows based an a floating rate are calculated using interest
rates as set at the date of the last rate reset. Where this is not
possible, floating rates are based on interest rates prevailing at 31
December In the relevant year.

Financial counterparty and credit risk management

Financial counterparty and credit risk arises from cash and cash
equivalents, favourable derivative financial instruments and deposits
with banks and financial institutions, as well as credit exposures ta
customers, Including outstanding receivables. Counterparty credit
limits, which take published credit rating and other factors into
account, are set to caver the Graup's total aggregate exposure to a
single financial institution. The imits applicable to published credit
rating bands are approved by the Chief Financial Officer within
guidelines approved by the Board. Exposures and limits applicable
to each financial Institution are reviewed on a regular basis

Analysed by matunty

Analysed by currency

Greater than Later than
ane monta and one year
less than bug ey than Frva years

All figures in £ milho-g ONe year five years armore fetal usD LEP Other Toral
At 31 December 2022 T o T
Bonds - 342 389 731 - 455 276 31
Rate derivatives - inflows (11} 471) - (482) (24) (170) (288) (482)
Rate derivatives - outflows 1 490 - 49 224 255 12 491
FX forwards — inflows (304) - - {304) - (304) - (304)
FX forwards - outflows 33 - " 33 R M3 T 313
Total I 361 ;s 749 200 549 - 749
At 31 December 2021
Bonds 107 386 403 896 162 468 266 896
Rate derivatives — inflows 7 (33 - (338) 9 {(150) (179 (338)
Rate derivatives — outflows 12 339 4 355 203 150 2 355
FX forwards - inflows (148) - - (148) - {148) - (148)

Cash deposits and derivative transactions are made with approved
counterparties up to pre-agreed limits. To manage counterparty risk
associated with cash and cash eguivalents, the Group uses a mixture
of money market funds as well as bank deposits. As at 31 December
2022, 77% (2021 81%) of cash and cash equalents was held with
investment grade bank counterparties, 8% (20271 9%} with AAA
money market funds and 15% (2021: 10%) with non-investment
grade bank counterparties.

For trade receivables and contract assets, the Group's exposure
to credit risk is Influenced mainly by the individual characteristics
of each customer, However, risk associated with the industry and
country in which customers operate may also influence the credit
nsk. The credit quality of customers 15 assessed by taking into
account finandial pasiion, past experience and other relevant
factors. Individual credit imits are set for each customer based
oninternal ratings. The compliance with credit hmits is regularly
monitored by the Group. A default on a trade receivable 1s when the
counterparty fails to make contractual payments within the stated
payment terms. Trade recewables and contract assets are written
off when there is no reasonable expectation of recovery
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The carrying amounts of financial assets, trade recevables and
contract assets represent the maximum credit exposure,

Trade recewvables and contract assets are subject to impairment
using the expected credit loss model. The Group apphes the IFRS 9
sirnplified approach to measuring expected credit losses which uses
a lifetime expected credit ioss allowance for all trade receivables

and cantract assets. To measure the expected credit losses, trade
recevables and contract assets have been grouped based on shared
credit risk characteristics and the days past due. See note 22 for
further detalls about trade receivables and contract assets including
movements in provisians for bad and doubtful debts,



20. Intangible assets - product development

All figures in £ millions 2022 2021
cost S
At 1 )anuary 2,698 2,514
Exchange differences 235 -
Additions 357 287
Disposals and retirements {191) (92)
Disposal of subsidiary (note 31} {180) €}
At31December e 2918 2698
Amortisation T

At 1 January {1,804) (1,609
Exchange differences {174) 3)
Charge for the year (288) (260)
Impairment (15) (19
Disposals and retirements 191 92
Disposal of subsidiary (note 31) 147 3
T S e - (8)
At31December 0943 (1804
féfri'ryﬂi'ﬁéramounts at 31 December oo o 975 894

Product development assets are amortised over their estimated useful economic lives. Product development assets relating to content are amortised
over seven years or less, being an estimate of the expeacted operating lifecycle of the title, with a higher proportion of the amortisation taken in the
earlier years, Product development assets relating to product platforms are amortised over 10 years or less, Amortisation is included in the income
staterment in cost of goods sold.

Product development assets are assessed for impairment triggers on an annual basis or when triggenng events occur, In 2022, of the £15m (2021:
£19m) impairment charges, £13m (2021: £14m, 2020: £nil} have bheen recognised as a result of asset write-offs related to the major restructuring
programme. The full arinual impairment test showed that there is adeguate headroom across all product development assets and accordingly no
further impairment charges were recognised in 2022 (2021: £nil; 2020: £nil).

21. Inventories

All figures in £ rouflons 2022 2021
Rawmaterials s 7
Wark in progress 2 2
Finished goods 93 84
RO IS SO e e LI 5.

The cost of nventeries recognised as an expense and included in the income statement in cost of goods sold amounted to £166m (2021: £171m;
2020: £218m) including £16mm (2021 £22m: 2020: £41m) of inventory provisions. None of the inventory 15 pledged as security. Included within the
inventory balance is the estimaticn of the right to receive goods from contracts with customers via returns, The value of the returns asset is measured
at the carrying amount of the assets at the time of sale aligned to the Group's normal inventory valuation methodology less any expected costs to
recover the asset and any expected reduction in value. Impairment charges against the inventory returns asset are £rulin 2022 (2021: £nil; 2020: £nil}.
The returns asset all relates to finished goods. The obsclescence provision takes account of the Group's digital first strategy and the increasing shift
towards print on demand. The year-on-year reduction in inventories is due to increased provisions for obsclescence and a reduction in the production
of inventory due to the Group's digital first strategy and the increasing shift towards print on demand.
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22. Trade and other receivables

All figures in £ mulhons 2022 2021
Gl SO SOOI
Trade receivables 824 853
Royalty advances 1 2
Prepayments 200 198
Investment in finance lease recevabile 17 15
Accrued income 15 14
Other TS e, 82 B
e RE
N‘on-curré-r-\-i 777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777777
Trade receivables 1 1
Royalty advances 5 5
Prepayments 12 10
Investment in finance lease receivable 104 100
Accrued income 2 i
Interest recewvable 3 =1
Otherrecavables 2o A
S ) T 13 129

Accrued income represents contract assets which are unbilled amounts generally resulting from assessments and servicas revenue strearms where
revenue to be recognised over time has been recognised in excess of customer billings to date. Impairment charges on accrued income assets are £0il
(2021: £nil). The carrying value of the Group's trade and other recevables approximates its fair value. Trade receivables are stated net of provisions for
bad and doubtful debts. In addition to the abave, there are trade receivables of £nil (2021, nily classified as held for sale (see note 32},

The movermenits in the provision for bad and doubtful debts are as follows:

Allfigures in £ millions 2022 2021
Atmbeginnl'rﬁéaf'year """""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""" (63) """"" {74)
Exchange differences (3) -
Income statement movements (18) (15)
Utilised 12 26
D ROSal O S Ty e e e L3
Atendofyear T e 89 (63)

Concentrations of credit risk with respect to trade receivables are limited due ta the Group's large number of customers, who are
internationally dispersed.

The ageing of the Group's gross trade recewnables is as follows:

All figures in £ millions 2022 2021
Within due date and one month past due dare T 663 766
One to three months past due date 118 58
Three to six months past due date 25 20
Six to nine months past due date 14 13
Nine to 12 months past due date 14 5
More tnan 12 months past dUB date e e oo e e &0 .23
Gross trade receivables 8ga 917

The Group reviews its bag debt provision at least twice a year following a detailed review of receivable balances, historical payment profiles, and
assessment of relevant forward-looking risk factors including macroeconomic trends. Management believes all the remaining recervable balances
are fully recoverable.

The decrease in trade recevables neld by the Group is driven by current year disposals Other current receivables have decreased due to the receipt
of deferred proceeds in relation to the US K-12 disposal.
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23. Provisions for other liabilities and charges

Disposals Legal
All figures in £ millions Property and closures and ather Toral
At 1 January 2022 15 2 30 47
Exchange differences - - 4 4
Prowvisions made during the year 9 - 87
Provisions reversed during the year (1) - {7}
Provisions used during the year m - (31
Disposal of subsidiary O iy
At 31 December 2022 22 99
Analysis of provisions:
2022
Disposals Legal
All figures in £ millions Property and rlosures and other loal
Current 9 2 74 85
Nen-current . e B T A
22 2 75 55
2021
Current M1 2 27 40
Nom-current R L S i S
15 i 30 47
Property provisions in 2022 and 2021 relate to the simplification of the Group's property portfolio (see note 4). Disposals and closures relate
to the disposal of the Pearson Institute of Higher Education.
Legel and other includes legal claims, contract disputes and potential contract losses with the provisions utilised as the cases are sertled.
Also included in legal and other are other restructuring provisions that are generally utifised within one year.
The year on year increase in provisions is mainly due to the 2022 restructuring programme {see note 4).
24, Trade and other liabilities
All figures n £ milhons 2022 200
Current
Trade payables 348 351
Sales return liability 53 83
Deferred income 340 330
Interest payable 10 42
Accruals and other Kaoilities e et e et eee et aene e 503 450
1,254 1,256

Non-current
Deferred income

Accruals and ather liabiliti

120 95

The carrying value of the Group's trade and other liabilities approximates its fair vaiue. The deferred income balance comprises cantract liabilities in
respect of advance payments in assessment, testing and training businesses; subscription income in school and college businesses; and obligations to
deliver digital content in future periods. In addition to the above, there are accruals of £nil (2021: £nil) and deferred income of £nil (2021; £nil) classified
as held for sale (see note 32). The increase in trade and other liabilities held by the Group is driven by an increase in accruals related to severance
arising from the 2022 restructuring programme and the recognition of deferred consideration in relation to acquisitions made in 2022,
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25. Retirement benefit and other post-retirement obligations

Background
The Group operates a number of defined benefit and defined contribution retirement plans throughout the world.

The largest plan is the Pearson Pension Plan (UK Group plan) in the UK, which 1s sectionalised to provide both defined benefit and defined contribution
pension benefits, The defined benefit section wes largely dosed to new members from 1 November 2006. The defined contributicn section, opened in
2003, is epen to new and existing employees. Finally, there is a separate section within the UK Group plan set up for auto-enrolment.

The defined benefit section of the UK Group plan is a final salary pension plan which provides benefits to members in the form of a guaranteed level of
pension payable for Iife. The level of benefits depends on the length of senvice and final pensionable pay.

The defined contribution secticn of the UK Group plan operates a Reference Scheme Test (RST) pension underpin for its members. Where a member's
fund value is insufficient to purchase the RST pension upon retirement, the UK Group plan is liable for the shortfall to cover the member’s RST pension.
In addition, in recent years, the scheme rules were amended to enable members who have sufficient funds to purchase an RST pension the ability 1o
convert their fund value into a pension in the UK Group plan as an alternative to purchasing an annuwity with an insurer. The Group recognises any
assets and liabilities relating to these features of the defined contnbution section as part of the overall UK Group plan obligation. From 1 January 2021,
the Group also recognised the assets and labilities for all members of the defined contnbuton section of the UK Group plan, accounting for the whele
defined contribution section as a defined benefit scheme under 145 19 ‘Employee Benefits’ as there is a risk the undarpin will require the Group to pay
further contribunons to the scheme.

The UK Group plan is funded with benefit payments from trustee-administered funds. The UK Group plan is administered in accordance wath the Trust
Deed and Rules in the interests of its beneficiaries by Pearson Pension Trustee Limited.

At 31 December 2022, the UK Group plan had approximately 26,500 members, analysed in the following table.

Allfiguresn % Active Deferred Pensioners Total
Defined beneft - 16 33 49
Defined contribution 12 3 Sl L0
Total 12 55 33 100

The other major defined benefit plans are based in the US. These are

alsc final salary penston plans which provide benefits to members in

the form of a guaranteed pension payable for life, with the leve! of Key judgements |
benefits dependent on length of service and final pensionabie pay. Whether the Group will be eligible to receive the surplus

The majority of the US plans are fully funded. assodiated with the UK Group Pension Plan in recognising a

nsion asset.
The Group also has several post-retirement medical benefit plans pension ass

(PRMBs), principally in the US. PRMBs are unfunded but are I Key areas of estimation J
accounted for and valued similarly to defined benefit pension plans.

The determination of the pension cost and defined benefit

The defined benefit schemes expose the Group to actuanal risks, obligation of the Group's defined benefit pension schemes
such as life expectancy, inflation risks and investment nsk including depends on the selection of certain assumptions, which
asset volatility and changes in bond yelds. The Group 1s not exposed include the discount rate, inflation rate, salary growth and
to any unusual, entity-specific or plan-speaific risks, longevity.
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Assurnptions

The principal assumptions uséd for the UK Group plan and the US PRMB are shown below. Weighted average assumptions have been shown for the
other plans, which primarily relzste to US pension plans.

2022 201 2020
114
Group Other LK Group Other UK Croup Otner

Al figures n % plan plans PRMB plan plans PRMB plan plans PRMB
Inflation 3.4 2.0 - 33 14 - 28 0.6 -
Rate used to discount plan habilities 4.9 5.3 5.3 1.9 2.8 26 14 » 2 2
Expected rate of increase in salaries 3.9 2.9 - 38 27 - 34 22 -
Expected rate of increase for pensions in payment and 1.85t0 23510 205t0
deferred pensions 5.20 - - 5.10 - - 5.05 - -
Initial rate of increase in healthcare rate - - 6.5 - - 63 - - 65
Ultimate rate of increase in healthcare rate - - 5.0 - - 5.0 - - 5.0

The UK discount rate 1s based on corporate bond yields adjusted to reflect the duration of liabilities.

The inflation rate for the UK Group plan of 3.4% (2021: 3.3%) reflects the RPI rate. In line with changes te legislation in 2010, certain benefits have
heen calculated with reference to CPJ as the inflationary measure and in these instances a rate of 2.7% (2021: 2.6%) has been used. The CPJ rate is
determined as a weighted average deduction from the RPI rate, and allows for the expected change to the formula for calculating RPI to be inline
with CPIH from 2030 onwards.

For the UK Group pian, the mortality base table assumptions are derived from the SAPS 53 for males and fermales, adjusted to reflect the observed
experience of the plan, with CM| model improvement factors. A 1.5% long-term rate improvement on the CMI 2021 model is applied for both males
and females, with a weighting to 2021 mortality experience in the CMI model of 10% to make an approximate allowance for the impact of the COVID-19
pandemic. The analysis of experience, and standard tables, do not reflect the impact of the ongoing COVID-19 pandemic, the ultimate impact of which
remains uncertain.

For the US plans, a mortality table (Pri - 2012) and 2021 improvement scale (MP - 2021) with generational projection for male and female annuitants
has been adopted.

LUsing the above tables, the remaining average life expectancy in years of a pensicner retiring at age 65 on the batance sheet date for the
UK Group plan and US plans is as follows:

UK s
Al figLres in years 2022 2021 2020 2022 2021 2020
Male 225 226 240 720.6 205 204
Female 247 24.8 24.3 226 225 224

The remaining average life expectancy in years of a pensioner retining at age 65, 20 years after the balance sheet date, for the UK and US Group plans
is as follows:

UK s
All figures in years 2022 2021 2020 2022 2021 2020
Male T 241 242 %6 221 220 e
Fernale 26.4 265 26.1 24.0 239 238

Although the Group anticpates that plan surpluses will be utilised during the life of the plan to address member benefits, the Group recognises it's
pension surplus in full in respect of the UK Group plan on the basis that it is management’s judgement that there are no substantive restrictions on the
return of residual plan assets in the event of a winding up of the plan after all member obligations have been met.
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Financial statement information
The amounts recognised in the iIncome staternent are as follows:

2022
Defined
UK Group benefit Defined
All figures in £ rillions plan other Sub-total  contribution PRMB Total
Curremtsenice cost 17 2 19 46 - 65
Past service cost 3 - 3 - - 3
ADMINIStration expenses T A A T e 1
Total operating expense - 27 2 29 46 - 75
Interest on plan assets (77) 3) (80) - - (80)
Intereston planliabilities 67 AN 0 e LS .
Netfinance (income)/expense (10 IR .. S LI
Net income statement charé;a 7777777777 17 2 19 46 1 66
2021
Defined
LK Group bene i Detined
All figures In £ millions plan ather Sub-total contrbrion PRME Tolal
Current senice cost 17 2 19 37 - 56
Past service cost - - - - - -
A At O XIS e 6 T 6 R T B
Total aperating expense 23 2 25 37 - 62
Interest on plan assets (2) (57) - - (57
Interest on plan habiities o 3 52 = 1

2020
Dafined
JK Group beretit Defirwed
All figures in £ millions plan other Sub total contrbution PRMB Total
Current service cost 5 2 8 47 - 55
Past service cost 1 _ i _ _ 1

Curtallments
Administration expenses

Total operating expense
interest on plan assets
Interest on pian liabilities

Net finance (income)lexpeh;g

Net income statement charge
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The amounts recognised in the balance sheet are as follows:

2022 2021
Othwer Other
UK Group Other funded unfunded UK Group  Other funded Lrifunded
Allfiguios i mllions plan plans plans Total plan plans plans Toral
Farvalue of plan assets 3088 104 - 3192 415 iz o aas
Present value of defined
benefit obhgation @5 o0& 07 2e3n 8588 023 29 B73)
Net pension asset/(liability) 574 (2) (17 555 537 13 (0 014
Other post-retirermnent medical
benefit abligation (25) (34)
Otherpensicnaccruals 0 9
Net retirement benefit asset 520 471
Analysed as;r:
Retirement Gerefit assets 581 537
Retirement benefit obligatons (61) {66)
The following gains/(losses) have been recognised in other comprehensive income:
Alf figures in L milliones 2022 2021 2020
Amounts recognised for defined berefit plans 44 145 (24)
Amounts recognised for post-retrement medical benefitplans L0 A 1
Total recognised inyear 54 149 (23)
The fair value of plan assets comprises the following:
2022 201
UK Group Other UK Graup irher
All figures in % plan funded plans Total plan  funded plans Total
Insurance T 33 o 33 T - T35
Equities 15 1 16 11 1 12
Fixed interest securities 7 2 9 7 2 9
Property 6 - 6 5 - 5
Pooled asset investment funds {including LDI) 22 - 22 30 - 30
Other 14 - 14 g - 9

The plan assets do not include any of the Group's awn financial instruments, or any property occupied by the Group. The table below further
disaggregates the plan assets into those assets which have a quoted market price in an active market and those that do not:

2022 2021

Quoted No quoted Quated No quated

All figures in % market price market price market price market price
Insurance 7 T 33 — ‘ 35 o -
Equities 16 - N 1
Fixed-interest securities 2 - 9 -
Property - 6 - 5
Pooled asset investment funds (including LDI) 22 - 20 -
Other . R OO, SRS SO, S 2
Total S - 81 19 85 15

Annual report and accounts 2022 Pearson plc 187



Financial statements
Notes to the consolidated financial statements continued
25. Retirement benefit and other post-retirement obligations continued

Financial statement information continued
The ligudity profile of the UK Group plan assets s as follows:

All figures in % 2022 2021
Ligquid - call <1 month 47 51
Less liquid - call 1-3 months 2 -
lliquid - cail >3 months 51 49

Changes in the values of plan assets and liabilities of the retirement benefit plans are as follows:

2022 2021
UK Group Other UK Group Other
Al iigures in £ milluns plan plans Total plan plans Tutal
Fair value of ;-l-;an asséts ---------
Opening fair value of plan assets 4,125 120 4,245 3,588 119 3707
Recognition of Money Purchase assets - - - 513 - 513
Exchange diffarences - 12 12 2 2
Interest on plan assets 77 3 80 55 2 57
Return on plan assets excluding interest (1,000) (18) (1,018) 71 6 77
Contributions by employer 15 2 17 14 1 15
Berefits paid {136} {15} {151} (123} a0 {133}
Contriputions by emplayees LA e LA A - T
Closingfair value ofplanassets 3088 104 3192 4125 120 4245
Present value of defined benefit o Iigatior; ------------------
Opening defined benefit obligaticn (3,588) (143) (3,731) (3.178) (156) (3.334)
Recognition of Money Purchase liabilities - - - (513 - (513)
Exchange differences - Q5] (14) - Mm )
Disposals - 1 1 - -
Current service cost ) (2) (19) (7 (2) (19)
Past service cost (3) - (3) - -
Admunistration expenses 7@ - 7 (&) - &)
interest on plan liabilities 67) (3} (70) {49 (3) (52)
Actuarial (lossesy/gains - experience (25) {2) {27) {100) 3 97y
Actuarsal gains/(losses) - demographic 14 - 14 mn - m
Actuarial gains - financial 1,050 25 1,075 160 [ 166
Contributions by empioyees (€)] - 7 17 - )]
Benefitspaid . 136 5 LS 0 133
Closing defined benefit obligation (2,514) (123) (2,637) (3.588) (143} 3.731)

From 1 January 2021, the Group has recogrised the assets and liabiities for all members of the defined contribution section of the UK Group plan,
accounting far the whole defined contribution section as a defined benefit scheme under IAS 19 'Employee Benefits. The net impact on the balance
sheet was Enil, however, the gross amounts of £513m can be seen in the table above. Subsequent movements 1o those assets and liabilities are
included in the relevant lines i the table above.

The weighted average duration of the defined benefit obligation 15 13 years for the UK and six years for the US.
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Changes i the value of the US PRMB are as follows:

Al figuresin £ millions 2022 2021
Opening defined benefit obligation (34) (39)
Exchange differences 3 (m
Interest on plan habilities ()] 4}
Artuarial gains - experience 5 2
Actuarial gains - financial 5 2
ool S
Closing defined benefit obligation (25) (34}
Funding

The UK Group plan is self-administered with the plan's assets being held independently of the Group in trust. The trustee of the UK Group planis
required to act in the best interest of the plan's beneficiaries. The most recent triennial actuarial valuation for funding purposes was completed as at
1 January 2021 and this valuation revealed a techrical prowsion funding surplus of £160m. The UK Group plan expects to be able to provide benefits
(in accordance with the plan rules) with a very low level of reliance on future funding from the Group.

Assets of the UK Group plan are divided into two main elements: liability matching assets and return seeking assets. The UK Group plan's investrment
strategy allocates approximately 9% to matching assets and 5% to return-seeking assets.

Liability matching assets are assets that produce cash flows that can be expected to match the cash flows for a proportion of the membership, and
include a liability-driven investrment mandate (LDI} for which a Qualifying Investor Alternative Investment Fund (QIAIF) was established, managed by a
subsidiary of Legal & General Investrment Management. The QIAIF invests in UK bonds, interest rate/inflation swaps and other derivative instruments
in order to reduce interest rate and inflation risks using accurate cash flow matching and risk control. Other liability matching assets include pensioner
buy-in insurance policies, bonds and inflation-linked property and infrastructure.

Following the purchase of buy-in polices with Legal & General and Aviva in 2017 and 2019, 85% of the UK Group plan's pensioner liabilities were
matched with buy-in policies. These transfer significant longevity risk to Aviva and Legal & General, reducing the pension risks being underwritten by
the Group and prowding additional security for members,

Return-seeking assets are assets invested with a longer-term harizon 1o generate the returns needed to provide the remaining expected cash flows
for the beneficiaries, and include diversified growth funds, property and alternative asset classes.

Recent economic and geopolitical uncertainty has increased volatility in the valuation of certain assets, in particular the LDl and insurance contracts.
However, these movements are offset by eguivalent movements in the defined benefit obligation. The UK Group plan divides its assets between a
number of Investment managers and across different types of assets, as such there s no significant concentration of nisk.

Regular employer contributions to the UK Group plan in respect of the defined benefit sections are estimated to be £nil for 2023
Sensitivities

The effect of a one percentage pont increase and decrease in the discount rate on the defined benefit abliganon and the total pension expense
is as follows:

2022
Alfigures mimillons T W inciease 1% decrease
Effect
(Decrease)increase in defined benefit obligation - UK Group plan (209) 261
{Decrease)increase in defined benefit obligation - US plan {7) 7
The effect of members living one year more or one year less on the defined benefit obligation is as follows:

2022

“Oneyear | Oneyear

All figures in £ miliens increase decroase
Increase/({decrease) in defined benefit obligation - UK Group plan 59 {59)
Increase/{decrease) in defined benefit obligation - US plan 3 )
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25. Retirement benefit and other post-retirement obligations continued

The effect of a half percentage point increase and decrease 1n the inflation rate is as follows:

2022
All figures in £ rmitons OS%mcreaseDS%decrease
Effect:

Increase/(decrease) in defined benefit obligation - UK Group plan 59 {57)

Increase/(decrease) in defined benefit obligation - US plan - -

The above sensitivity analyses are based on a change in an assumption while holding all other assumptions constant, although in practice this is
unlikely to occur and changes in some assumptions may be correlated. When calculating these sensitivities, the same method has been applied to
calculate the defined benefit obligation as has been applied when calculating the liability recognised in the balance sheet. This methodology is the
same as prior periods.

26. Share-based payments

The Group recognised the following charges in the income statement in respect of its equity-settled share-based payment plans:

All figures in £ midlions 2022 2021 2020

Pearson plans 38 28 29

The Group operates the following equity-settled employee cption and share plans

Worldwide Save for Shares Plan - The Group has a Worldwide Save for Shares Plan. Under these plans, employees can save a portion of their monthly

salary over a pericd of three years. At the end of this period, the employee has the opfion to purchase ordinary shares with the accumulated funds at a
purchase price equal to 80% of the market price prevalling at the time of the commencement of the employee’s participaticn in the plan. Cptions that

are not exercised within six months of the end of the savings pericd lapse unconditionatly.

Employee Stock Purchase Plan - in 2000, the Group established an Employee Stock Purchase Plan which allows all employees in the US to save a
portion of their monthly salary over six-month periads, At the end of the period, the employee has the option to purchase American Depositary
Receipts (ADRs) with their accumulated funds at a purchase price equal to 85% of the lower of the market prices prevailing at the beginning or end
of the period.

Long-Term Incentive Plan - The plan was first introduced in 2001 and from time to time the plan rules are renewed. The plan consists of restricted
shares. The vesting of restricted shares 1s normally dependent on continuing service over a three (o five-year pericd, and in the case of Executive
Directors and senior management upon the satisfaction of corporate performance targets over a three-year period. These targets may be based

on market and/or non-market performance criteria. Restricted shares awarded to Executive Directaors in May 2022, May 2021 and May 2020 vest
dependent on relative tatal shareholder return, return on invested capital and adjusted earnings per share growth. These awards are in addition to
the 2020 one-off co-investment award for the Chief Executive, vesting in three equal tranches based on market and non-market performance criteria
The applicable market condition for the vesting of the final tranche is on tatal sharehelder return. Cther restricted shares awarded in 2022, 2021 and
2020 generally vest depending on continuing service over penods of up to four years, Included within the total share-based payments charge in 2022
was £3m (2021: £nil; 2020: £nil) in respect of remuneration for post-acguisition services for recent acquisitions, which was included within other net
gains and losses in the income statement.

Management Incentive Plan — The plan was introduced in 2017 combining the Group's Annual Incentive Plan and Long-Term Incentive Plan for senior
management. The number of shares to be granted to participants is dependent on Group performance in the calendar year preceding the date of
grant (cn the same basis as the Annual Incentive Plan). Subsequently, the shares vest dependent on continuing service over a three-year pericd, and
additionally, in the case of the Pearson Executive Management team, upon satisfaction of non-market based performance criteria as determined by
the Remuneration Committes, Restricted shares awarded as part of the 2020 Management Incentive Plan were granted in April 2021, In 2027 this
scherne was replaced by the Long-Term Incentive Plan for senior management.

The following shares were granted under restricted share arrangements:

2022 2021

Number of Weighted average number of Weighted average

shares fair value shares fair value
000s £ 000s

Leng-Term Incentive Plan

Management Incentive Plan - - 630 7.7

In 2022, £26m of shares vested across the Worldwide Save for Shares Plan, the Long-Term Incentive Plan and the Management incentive Plan.

The fair value of shares granted under the Long-Term Incentive Plan and the Management Incentive Plan that vest unconditionally 15 determined using
the share price at the date of grant. Participants under the plans are entitled to dwvidends durning the vesting pericd and therefore the share price Is
not discounted.

Restricted shares with a market performance condition were valued by an independent actuary using a Monte Carlo model Restricted shares with
a non-market performance condition were fair valued based on the share price at the date of grant. Non-market performance conditions are taken
nto consideraton by adjusting the number of shares expected to vest based on the most ikely outcome of the relevant performance criteria
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27. Share capital and share premium

Number of Share Share

[EIEEN capital premi.m

anos fm £m

At January 2021 T 753258 188 2620

Issue of ordinary shares - share option schemes 3,544 1 6

Purchaseof ownshares R S
At31December2021 ... 796802 189 2626
lssue of ordinary shares - share option schemes - 1,199 - 7

Purchase of ownshares (42268 09 -
At31December2022 T - 715,733 179 2633

The ordinary shares have a par value of 25p per share (2021: 25p per share). All issued shares are fully paid. All shareholders are entitled to receive
dividends and vate at general meetings of the company. All shares have the same rights.

On 24 February 2022, the Board approved a £350m share buyback programme in order to return capital to shareholders. During the year,
approximately 42m shares were bought back and cancelled at a cost of £353m. The nominal value of these shares, £10m, was transferred to
the capital redemption reserve, and the remainder of the purchase price is recorded within retained earnings. In 2021, no shares were bought back.

The Group manages its capital to ensure that entities in the Group will be able to continue as a going concern while maximising the return
to shareholders through the optimisation of the debt and equity balance.

The capital structure of the Group consists of debt (see note 18), cash and cash equivalents (see note 17) and equity attributable to equity holders
of the parent, comprising issued capital, reserves and retaned earnings

The Group reviews its capital structure on a regular basis and will balance its overall capital structure through payments of dividends, new share issues
as well as the issue of new debt or the redemption of existing debt in line with the financial nisk pohcies cutlined in note 19.

28. Treasury shares

Number of
shares
000 fm

At 1 January 2021
Purchase of treasury shares

Newly issued treasury shares
Release of treasury shares

Purchase of treasury shares
Release of treasury shares

At 31 December 2022

The Group holds Pearson ple shares in trust to satisfy its obligabons under its restricted share plans (see note 26). These shares, representing 0.3%
(2021: 0.2%) of called-up share capital, are treated as treasury shares for accounting purposes and have a par value of 25p per share.

The nominal value of Pearson plc treasury shares amounts to £0.5m (2021: £0.4m). Dividends on treasury shares are waived.

At 31 December 2022, the market value of Pearson ple treasury shares was £18m (2027: £10m).
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29. Other comprehensive income

2022
Attributable to equity holders of the company Non-
Fairvalue  Translation Retained controlling
Al figures in £ rulhos reserve reserve earnings Total interest Total
Items that may be reclassified to the income statement
Net exchange differences on translation of foreign operations - 328 - 328 2 330
Currency translation adjustment disposed - (5) - (5 - (5)
Attributable tax - - 4 4 - 4
Items that are not reclassified to the income statement
Fair value gain on other financial assets 18 - - 18 - 18
Attnbutable tax - - 1 1 - 1
Remeasurement of retirement benefit obligations - 54 54 - 54
Attributadletax S SO (B a2 SR 1)
Other comprehensive income/{expense) for the year 18 323 47 388 2 390
2021
Attributable to equity helders of tne company
Fair value lranslaton Retained comrllj\ilri]r:‘g
All figures i £ millians reserve reserve earnings Total ITerest Total
Items that may be reclassified to the income statement
Net exchange differences on translation of foreign operations - {6) - 6) - (&)
Currency translation adjustment disposed - 4 - 4 - 4
Attributable tax - - 10 10 - 10
Items that are not reclassified to the income statement
Fair value gain on cther financial assets 4 - - 4 - 4
Attnbutable tax - - (1 -
Remeasurement of retirement benefit obligations - - 149 -
Attributable tax - e1)

Other comprehensive income/{expense) for the year 4 {2) 97 -
1. Comparative balances have been restated — see Note tb,
2020
Attribntable to equity holders o tne company
MNon
Fair value Translation Retanerd canrruling
Al figures i £orilhions FELSErve resarve earings Tozal Interest Tatal
Items that may be reclassified to the income statement
Net exchange differences on translation of foreign operations - (109) - (10%) - (109)
Currency translation adjustment disposed - (70) - 70 - 70
Attributable tax - - (13) (13) - (13)
Items that are not reclassified to the income statement
Fair value gain/{loss) on other financial assets (12) - - (12) - (12
Attributable tax - - - - - -
Remeasurement of retirement benefit obligations - - (23) (23) - (23)
Al X e IR 2 . -
Other comprehensive income/(expense) for the year (12) {179) [34) {225) - (225)

1 Comparative balances have been restated - see Note 1b,
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30. Business combinations

On 28 January 2022, the Group acguired 100% of the share capital in Credly Inc (Credly), having previously held a 19.9% interest in the company. Credly
was founded in 2012 1n New York and is a digital credential service provider whose platform enables custormers to design, create, issue and manage
digital credentials. It now forms part of the Workforce Skills dwvision. Total consideration was £149m comprising upfront cash consideration of £107m,
Pearsaon's existing Interest valued at £31m and £11m of deferred consideration. The deferred consideraticn is payablé in two years, with additional
amaunts being payable if certain revenue and non-financial targets are met, and dependent on continuing employment, and therefare these additional
amounts will be expensed over the period and are not treated as consideration

On 28 April 2022, the Group acquired 100% of the share capital of ATI STUDIOS AP.P.S S.RL (Mondly), a global online learning platform offering
customers learning in English and 40 other languages via its app, website, virtual reality and augmented reality products. It now forms part of the
english Language Learming dimvision. I otal consideration was £135%m compnsing uptront cash consideration ot £1U5m, and deferred consideration ot
£30m. The deferred consideration is payable over the next two years with na performance conditions attached. In addition, & further $29.6rm (c£24m)
of cash and $10m (¢£8m} in shares will be paid over the next four years, dependent on continuing employment, and therefore these additional
amounts will be expensed aver the period and are not treated as consideration.

These transactions have resulted in the recognition of £202m of goodwill, which represents the expected growth through new preducts and
customers, the workforce and know-how acquired and the anticipated synergies, none of which can be recognised as separate intangible assets,
The goodwill is not deductible far tax purposes.

Intangible assets of £99m have been recognised in respect of Credly and Mondly. The valuations of these assets were carried out by third party
specialists, and were based on discounted cash flow models. The key assurmptions that feed into the valuations are the cash flow forecasts, revenue
projections from existing customers, forecasted profit margins and discount rates. For Credly, £49m of intangible assets were recognised, mainly
relating 10 the existing customer relationships that will be amortised over 20 years, and technelogy which will be amortised over five years. For Mondly,
£50m of intangible assets were recognised, the majority of which relates to acquired technology, and will be amortised over periods up to seven years.

In 2022, the Group also made three smaller acquisitions in the period for total consideration of £11m. In December 2022, the Group announced that
it had signed a deal to acquire 100% of Personnel Decisions Research Institutes, LLC, the transaction has not yet completed.

In September 2021, Pearson completed the acquisinan of 100% of the share capital of Faethm Holdings Pty Limited (Faethmy, having already held 9%
of the share capital previously Faethrn uses artificial intelligence and analytics services ta help governments, companies and workers understand the
dynamic forces shaping the labour marker, Faethm now forms part of the Workforce Skills division, The total consideration for the transaction was
£65m, which included £10m of contingent consideration, dependent upan meeting certain earnings targets. The contingent consideration was valued
at the net present value of the Group's best estimate of the amount that will be payable, In 2022, contingent consideration amounts have been settled
resulting in the recognition of an £8m gain in the income statement within other net gains and losses.

in addition, the Group made twa additional acquisitions of subsidiaries for total consideration of £11m. In both cases, the Group acguired 100% of the
share capital of the respective entities. Opinion Interactive LLC (also known as Spothght Education) was acquired in February 2021. MZ Development
Inc. was acquired in July 2021, Both farm part of the Assessment & Qualifications division.

The Group also made additonal investments in assodates, which are detailed in note 12, and are not included below.

Details of the fair values of the assets and habilities recognised at the acguisition date and the related consideration is shown in the table below.
Amaounts for intangible assets and goodwill for Mondly are provisional as management finalise reviews of the asset valuations. There were no
significant acquisitions in 2020,

2022 2022 2022 2022 2021 2020
All figures in £ millions Credly Mondly Other Total Total Total
Intangiole assets A 49 50 11 110 27 -
Deferred tax asset 7 1 - 8 11 -
Trade and other receivables 6 2 - 8 2 -
Cash and cash equivalents 12 1 - 13 4 -
Trade and gther Labilities {18) (8) - {26) (5) -
Deferred taxliabilites e 2@ @ (22). O -
Net assets acquired 44 38 9 91 33 -
GO0 s 2 T 04 BB -
Total 149 135 11 295 76 -
Satisfied by:
Cash consideration 107 105 11 223 54 -
Contingent or deferred consideraton 11 30 - 41 16 -
Fair value of existing nvestment e 3 B e -
Total consideration S 149 135 11 295 76 -

Credly generated revenues of £13m and a loss after tax of £4m for the period from zcquisition date to 31 Decernier 2022. Mondly generated
revenues of £11m and a profit after tax of £3m for the period from acquisition date te 31 December 2022, If the acquisitions had occurred on 7
January 2022, the Group's revenue would have been £7m fugher and the profic after tax would not have been materiaily different.
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30. Business combinations continued
Total acquisition related costs of £20m were recognised in 2022 within other net gains and losses.

The net cash outflows related to the acguisitions are set cut in the table below. In addition to the current year acquisitions, the other net cash outflows
on acquisition of subsidiaries in 2022 and 2027 relate to deferred payments for prior year acquisitions,

2022 2021 2020
All figures in £ millions Tetal Toial Total
Cash flow on acquisitions

Cash - current year acquisitions (223) (54) -
Cash and cash equivalents acquired 13 4 -
Deferred payments for prior year acquisitions and other items (10) 4 (6)
Acquistioncostspaid s o
Net cash outflow (228) (55} (6)

31. Disposals and business closures

In March 2021, the Graup announced that it was launching a strategic review of its international courseware local publishing businesses. In 2022, the
Group disposed of its interests in the Canadian educational publisher (ERPI), Pearson ftalia S.p.A, Stark Verlag GmbH, Austin Education (Hong Kong)
Limited, Pearson South Africa (Pty) Ltd and various other South African companies. Total cash consideration received was £287m resulting in a pre-tax
gain on disposal of £42m. All entities disposed of were previously in the Strategic Review segment. £5m of losses arose from other immaterial disposals
and costs related to the wind-down of certain businesses.

Whether the associated results and cash flows of the businesses disposed in 2022 should be classified and presented as discontinued operations

15 a significant sjudgement. The Group's judgement is that the results and cash flows of the related businesses shoutd not be classified and presented
as discontinued operatians, The basis of this judgement is that the businesses disposed do not constitute a separate major line of business or
geographical area of operations. The Group will continue to operate in the international K12 courseware market and in all gecgraphical areas where
disposals have taken place. All of the businesses subject to this jJudgement are within the Strategic Review segment and represent £126m of sales for
the year ended 31 December 2022 out of the total sales in the Strategic Review segment of £154m. If the Group had concluded that these businesses
represented discantinued operations, their results and the related gains on disposal would not have been included within each of the continuing
operations income statement ines. Profit for the period frorm continuing operations would have been £52m lower and this amount would have been
separately presented as profit for the period from discontinued cperations as a single line item. Adjusted operating profit would be unchanged

In February 2021, the Group completed the sale of its interests in the Pearson Institute of Higher Education (PIHE) in South Africa resulting in a pre-tax
loss of £5m. In Cctober 2021, the sale of the Group's interests in K12 Sistemas in Brazil was also completed for cansideration of £108 million, resulting
in a gain 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-down of certain businesses under strategic review,

In April 2020, the Group completed the sale of the remaining 25% interest in Penguin Random House resulting in & pre-tax profit of £180m.
There were no other material disposals in 2020. Deferred proceeds relating to the K12 sale were received in 2022, 2021 and 2020 {see note 14).

None of the 2027 or 2020 disposals met the critena to be considered a discontinued operation on the basis that they did not represent major lines
of business or gecgraphical areas of operations.
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The table below shows a summary of the assets and liabilities disposed of:

All figures ind mithons MNotes 2022 2021 2070
Disposal of subsidiaries and associates
intangible assets, including goodwill 77 3 -
Property, plant and equipment mn (48) -
Investmeants 1N joINt ventures and associates - - (418)
Intangible assets - product development (39) (6} -
Inventories (33) @

Trade and other receivables (106) {6) -
Deferred tax 12) - -
Cash and cash equivalents (excluding overdrafts) 21) (24} -
Provisicns for other liatihties and charges 1 3 _
Retirement benefit obligations 2 - -
Trade and other liabilities 52 4 -
Financial ligbilities - borrowings 8 67 -
Net assets disposed e T as (@18}
Cumulative currency translation adjustment 5 (4) 70
Cash proceeds 291 108 531
Deferred proceeds 2 - -
Costsofdisposal . S - I 0N 1.
Gainondisposal 7 37 65 184
All figures in £ milhiares 2022 2021 2020
Cash flow from disposals o
Proceeds - current year disposals 291 108 531
Proceeds - prior year disposals 86 16 105
Cash and cash equivalents disposed (21) 24 -
Costs and other disposal liabllities paid e 2B S0 S (5
Neteashinflow S - - S B -1
Analysed as: I

Cash inflow from disposal of subsidiaries 333 83 100
Cash inflaw from disposal of joint ventures and associates - - 531
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32. Held for sale

At 31 December 2022, the Group has entered inte an agreement to dispose of a property that was previgusly accounted for as investment property.
The sale is expected to complete in 2023. Two other properties are currently also in the process of being sold, with the sales also expected to complete
in 2023. The properties are all classified as held for sale and have a carrying value of £16m as at 31 December 2022

At 31 December 2027, only one property, which was disposed of in 2022, was classified as held for sale, and had a carrying value of £7m as at 31
Decernber 20271, The businesses that were included in the Strategic Review segment as at 31 December 2021 did not meet the critena for classificaion
as held for sale as at 31 December 2021 on the basis that the Group was not suffiaently advanced in the sales process at that time for the sale to be
caonsidered highly probabie.

The held for sale balances are analysed as follows:

2022 2021
All tigures in £ milhons Total Toral
Non-current assets
Property, plant and equpment o 7 16

16

Net assets classified as held for sale 16 7
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33. Cash generated from operations

Operating cash flow and free cash flow are non-GAAP measures and have been disclosed as they are part of the Group’s corporate and operating
measures. These measures are presented in order to align the cash flows with corresponding adjusted profit measures. The table below reconciles
the statutory profit and cash flow measures to the corresponding adjusted measures. The table an the next page reconciles operating cash flow to
net debt.

Cihe Dividends.
net Purchases frorm juimt
2alns UK Pensicn disposal of Net addition YOTLTES
Statutory  Cost of majar avd  Imangible discreuonary PPEand  of right-of use and  Adysted
sll igures i £ railhion measLres  restructuring [[SEECS «harges ing1eases sottware® assets®  associates measures
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, B
27 150 (24) 56 3 - - - 456 Adjusted
operating
profit
Net Cash generated from 527 35 - - - (133) (29) 1 401  Qperating
operations cash flow
T
Operstngprofit 183 214 (&%) &I - - - - 385 Adjusted
operating
profic
Net Cash generated from 570 24 - - - (176} (30 - 388  Operating
operations cash flow

Operating profit a7 azey s0 - o T 0313 Adusted

operating
profit
Net Cash generated from 450 38 - - - (134) (42) 4 315 Operating
operations cash flow
* Includes Investment properly
All figures in # rmuffions 2022 2021 2020
Operating cash flow e a0 388 315
Tax paid (109) (177) 2
Net finance costs paid (35) (54) (50}
Net costs paid for major restructuring e B9 128 BB
Free cash flow 222 133 229
Dwidends paid (including to non-controlling INterests) e BT A9 (147
Net movement of funds from operations 65 {(16) 82
Acquisitions and disposals 105 62 819
Disposal of lease liabilities 8 67 -
Loans repaid - - 48
Net equity transactions (383} (10 (176)
Other moverments on financal NSt uments e L LA (20
Movement innetdebt @o7) A3 553
Opening net debt (350) (463) (1.016)
Closing net debt {557) (350) (463)
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33. cash generated from operations continued

Net cash generated from operations is translated at an exchange rate approximating the rate at the date of cash flow. The difference between this rate
and the average rate used to translate profit gives rise to a currency adjustment in the reconaliation between net profit and net cash generated from
operations. This adjustment reflects the timing difference between recognition of profit and the related cash receipts or payments.

Operating cash flow and total free cash flow are non-GAAP (non-statutory) measures and have been disclosed and reconciled in the above table as
they are commonly used by investors to measure the cash perfarmance of the Group. In the cash flow statement, proceeds from sale of property,

plant and equipment comprise:

All figures in £ mithons 2022 2021
Net book amount 9 4
Profit/{loss) on sale of property, plant and equiprment 5 (4)
Proceeds from sale of property. plant and equipment 14 -
The movements In the Group's current and non-current borrowings are as follows:

Fair valle Faoreign Transter from Mew leases/

and alner exchange  tinanang cash  non carrent o disposal of
All figuresin £ millons 2021 moverients mavements flows current lrases 2022
Financial liabilities
Non-cUrrent borrowings 1.245 14) 61 (76) (92) 31 1,155
Current borrowings 157 LA e (es) 92 W 66
Total 1402 (24) 77 (264) - 30 1,221

Fair value Foreign Transfer ftom New feases/

and otner exthange  FNanang cash Non Curvent o dinprosal o
All figures in £ millicns 2020 movements mavements flows cLrrent lrases 2021
Financial liabilities
Non-current borrowings 1,458 (20) 3 - (160) (36) 1,245
Current borrowings ) 248 9 4) (255) 160 4D 157
Total 1,706 (1 (1) (255) - (37 1,402

Non-current borrowings include bonds, denvative financial instruments and leases. Current borrowings include loans repayable within one year,
derivative financiat instruments and leases, but exclude averdrafts dassified withun cash and cash equwalents.

34, Contingencies, other liabilities and commitments

Key judgernents |

— The application of tax legislation in relation to provisions
for uncertain tax positions

Key areas of estimation ]

— 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 1s
based on a number of factors including the status of the
unresolved matter, clarity of legislation, range of possible
outcomes and the statute of limitations.

There are contingent Group habilites that anse in the normal course
of business in respect of indemnities, warranties and guarantees in
relaton to former subsidianes and in respect of guarantees in
relanion to subsidiaries, joint ventures and associates. in addition,
there are conungent liabiliues of the Group in respect of unsettled
or disputed tax liabilines, legal claims, contract disputes, royalues,
copyright fees, permissions and other rights. None of these claims
are expected 1o result in a matenal gain or loss to the Group.

On 25 April 2019, the European Commission published the full
decision that the United Kimgdom controlled foreign company group
financing partial exemption (FCPE) partially constitutes State Aid, This
decision was appealed by the UK Government and other parties. On
8 June 2022, the EU General Court dismissed the appeal following
which it has been concluded that a prowision is now required in
relation to this issue,
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The total exposure in relation to this issue is calculated to be £105m
(excluding interest) with a prowsion of £63m now in¢luded 0 the
results representing our esumate of the expected value. At 31
December 2021, it was considered to be a contingent ability. This
issue 15 specific to periods up to 2018 and is not a continuing
exposure.

The Group s under assessment from the tax authorities in Brazil
challenging the deduction for tax purpases of goodwill amortisation
for the years 2012 to 2017. Similar assessments may be raised for
other years. Potential total exposure (including possible interest and
penalties) could be up to BRL 1,212m (£190m) up ta 31 December
2022 Such assessments are common in Brazil. The Group believes
that the likelihood that the tax authorities will ultimately prevail is low
and that the Group’s position 15 strong. At present, the Group
believes no prowvision is required.

The Groups also under assessment from the UK tax authaorities
relation to an issue related to the UK's FCPE legislation with the
relevant years being 2019 to 2027, The maximum exposure 1S
calculated to be £44m, with a provision of £13m currently held in
relation to this issue. The prowision s calculated considerning a range
of possible outcomes and applying a probability to each, resulung in
a waighted average outcome. The possible outcames considered
range from no liabihity through to the full expasure (£44m). This issue
15 specific to 2019 to 2021 and 1s not a continuing exposure

At the palance sheet date there were no commitments for camtal
expenditure contracted for but not yet incurred. Commitments in
respect of leases are shown 1N note 35,



35. Leases

The Group's lease portfolic consists of approximately 720 property leases, mainly offices and test centres, together with a number of vehicle and
equipment leascs. Tha Group has clected not to racogrise right-ul-use assels and ledse liabilities for short-term leases that have a lease term of 12
manths or fess and leases of low-value assets. The Group recognises the lease payments associated with these leases as an expense on a straight-hne
basis aver the lease term,

As a lessee:
The amounts recognised in the income staterment, are as follows:

All figures in £ milicns MNote 2022 2021 2020

Interest on lease hab}-\_ii;é; ------------------------- (25) 27 {413
Expenses refating ta short-term leases - - n
Depreciation of right-of-use assets 10 (46) (49) (68)
impairment of nght-of-use assets 10 (34) {119) 4

Lease liabilities are included within financial liabilities - borrowings in the balance sheet, see note 18. The maturities of the Group's lease liabilities are
as follows:

Al figures in £ millions 2022 2021
Lessthenoneyear T T T ea 9
Cnre to five years 320 318
O R I TS e 332 394
Totalundiscounted leaseliabilities 746 804,
Lease liabilities included in the balance sheet 605 633
Analysedas:

Current 71 68
Non-current 534 565

There are no lease habilites classified as held for sale.

The amounts recognised in the cash flow statement are as follows:

All “igures in £ milliens 2022 2021 2020
Total cash outflow for leases as a lessee 118 115 133

At the balance sheet date commitments for capital feases contracted for but not yet incurred were £5m (2021: £3m). Extension and termination
options and vanable |ease payments are not significant within the lease portfolic. Short-term leases to which the Group s commutted at the balance
sheet date are similar to the portfolio of short-term leases to which the short-term lease expense is disclosed above.

As a lessor:

in the event that the Group has excess capacity in its leased offices and warehouses, the Group subleases some of its properties under operating and
finance leases.

The amounts recogrised in the income statement are as follows:

All figures in f millions 2022 2021 2020
Interest an lease recetvables 5 5] 9
Income from subleasing right-of-use assets (within other income) 4 2 7

The amounts recognised in the cash flow staterment are as follows:

Allfigures nf rrallions 2022 2021

Total cash inflow for leases as a lessor 23 27 50
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35. Leases continued

The following table sets out the maturity analysis of lease payments recenable for subleases classified as operating leases, showing the undiscounted
lease payments to be receved after the reporting date, and subleases classified as finance leases showing the undiscounted lease payments 1o be
received after the reparting date and the net investment In the finance lease recevable. Buring the year, the investment In finance lease receivable
increased by £6m (2021: decreased £15m), primarily due to new finance subleases entered into in excess of payments received.

Operating Finance 2022 2071 2020
All tigures in £ millians leases leases Total Tozal Tolal
Lessut-i‘-n;a.;'; one;;-a“r-m o 3 21 24 21 24
One to two years 5 23 28 18 24
Two to three years 5 23 28 20 18
Three to four years 5 23 28 21 18
Four to five years 5 24 29 20 18
Morethan five years SO - S-S M A 2.
Total undiscounted lease payments receivable 44 137 181 141 158
R T O T e S
Netinvestment in finance lease recewable 121

36. Related party transactions

Joint ventures and assaciates

In 2021, the Group acquired a 40% interest in Academy of Pop and s accounting for the investment as an associate. At 31 December 2022, the Group
had a current liability payable to Academy of Pop of £5m (2021: £7m), which relates to the Group's mitial capital contribution that had not yet been paid
as at 31 December 2022, This balance was paid in early 2023,

Key management personnel

Key management personnel are deemed to be the members of the Pearson Executive Management team (see pages 60-61). It is this Committee which
had responsibility for planning, directing and controlling the actwities of the Group in 2022. Key management personnel compensation is disclosed
below:

Al figres in £ milions 2022 2021 2020
Short-term employee benefits 7 6 6
Retirement benefits 1 1 1
Share-besed payment COsts B S - S 6
Total 17 15 13

Short-term empioyee benefits and retirement benefits exclude Execunve Directors which are shown on page 101 of the Directors
Remuneration Report,

There were no other material related party transactions. No guarantees have been provided to related parties.
37. Events after the balance sheet date
In February 2023, the Group renegotiated its revolving credit facility, reducing the maximum facility to $1bn.

Pearson holds investments in urdisted securities with a value at 22 Decernber 2022 of £133m. Some of the businesses relevant to this investment,
bank with Siflicon Valley Bank which colfapsed in early March 2023. Given the US Government has announced that it will guarantee afl deposits held at
Silicon Valley Bank, any subsequent risk to the valuation of these investments I1s considered by management to be low, but possible.
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38. Accounts and audit exemptions

The Pearson plc subsidiary comipanies fisted below are exernpt from the requirements of the Comparnies Act 2006 relating to the audit of individual
fmianual slaleinients by wirtue ol section 479A,

Company nuimber Campany number
Aldwych Finance Lim.(;(ed 04720433 Pearson Loan Finance No. 5 Limited 12017252
Education Development International plc 03914767 Pearson Loan Finance No. 6 Limited 12030662
Faethm Limited 11842984 Pearson Loan Finance Unlimited 05144467
Longman Group {Overseas Holdings) Limited 006590236 Pearson Management 5Services Limited 00096263
Pearson Australia Finance Unhmited 05578463 Pearson Overseas Holdings Limited 00145205
Pearson Canada Finance Unlirmited 05578491 Pearson Pension Trustee Services Limited 10803853
Pearson Dollar Finance plc 05111013 Pearson Professional Assessments Limited 04904325
Pearson Dollar Finance Two Limited 06507766 Pearson Strand Limited 08561316
Pearson Education Holdings Limited 00210859 Pearson Services Limited 01341060
Pearson Education Investmeants Limited 08444933 Pearson Shared Services Limited N4R?3186
Pearson Education Limited 00872828 Pearson Strand Finance Limited 11091691
Pearsan International Finance Limited 02496206 PVNT Limited 08038068
Pearson Lean Finance No. 3 Limited 05052661 TQ Global Limited 07802458
Pearson Loan Finance No. 4 Limited 02635107
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As at 31 December 2022

All figures i £ mllions Motes, 2022 2021
A.,ssas _________________________________________________________________________________________________________ s
Non-current assets
Investments in subsidiaries 2 6,738 6,632
Amounts due from subsidiaries 1,667 2,387
Deferred income tax assets 44 27
Finandial assets - dervative financial INSTUMENTs e+ e R a 230
""" 8,492 9.076
Current assets
Amounts due from subsidiaries 526 548
Currentincome tax assets 4 9
Cash and cash eguivalents {excluding overdrafts) 4 240 310
Financial assets - derivative financal instruments 5 16 2

Other assets

Total assets

Liabilities

Non-current liabilities

Amounits due to subsidiaries (3,380) (3,605)

Financiat habilities - dervative financial Instruments e T . S (30
""""""" (3.434 (3,635)

Current liabilities

Armounts due to subsidiaries (1,383) {1,853)

Cther liabilities (1) 1)

Financial liabilities - derivative financial instruments ) 5 L)) (4)

Equity

Share capttal 6 179 189

Share premium 6 2633 2,626

Treasury shares 7 (15) (12)
Capital redemption reserve 28 18

Special reserve 447 A47

Retained earnings - including profit for the year of £499m (2021: £29r) oo Aams 1Ted
Total equity attributable to equity holders of the company 4,450 4,452

These finanaial statements have been approved for 1ssue Dy the Board of Directors on 15 March 2023 and signed on its behalf by

Sally johnson
Chief Financial Officer
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Company statement of changes in equity

Year ended 31 December 2022

Equity attribLrable to equity holders of the company

Share Share Treasury lPdE\rrnrz;?l‘gar1I Specral Retained

Al figures £ rions capital promivn shares ToneTve reserve oAINgEs Toal
AT January 2022 oo.....189 2626 (2 18 s LA« O oL
Profit for the year - - - - - 499 499
Equity-settled transactions' - - - - - 38 38
Issue of ordinary shares under share option
schemes! - 7 - - - - 7
Purchase of treasury shares - - (37) - - - (37)
Release of treasury shares - - 34 - - (34) -
Buyback of equity (10) - - 10 - {353) (353)
OIS e eeeeeseee e eoeeeemee e ] e T S e (56 (136)
At 31 December 2022 o 179 2,633 {15) 28 447 1178 4,450

Equity attributable to equity holders of the compary

Capital
Shre Share Tredsury redempiinn Special Retained

All figures in fomillions capital premiLm shares reserve reserve earnings lotal
AVanway202i 88260 (). 08 A7 129 4556
Profit for the year o - - - - 27 27
Equity-settied transactions - - - - - 28 28
Issue of ordinary shares under share option
schemes' 1 3] (M - - - 4]
Purchase of treasury shares - - {16} - -
Release of treasury shares - - 12 - -

At 31 December 2021 _ 189 2676 (12) 18 447

The capital redemption reserve reflects the norminal value of shares cancelled in the Group's share buyback programme. The special reserve
represents the cumulative effect of canceliation of the company's share premium account.

1 Fultdetails of the share based payment plans are disclosed 11 nate 26 o the consoldated firiancial statements,
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Company cash flow statement

Year ended 31 December 2022

Cash flows from operating activities
Net profit

Adjustments for:

Income tax

Net finance costs

Share-based payment costs
Impairment charges

Net cash generated from operations
Interest paid
Tax received
Net cash generated from/(used in) operating activities
Cash flows from financing activities

Proceeds fromiissue of ordinary shares

Buyback of equity

Purchase of treasury shares

Cash and cash equivalents at end of year

Notes 2022 2021

499 27
{15) (9

a8 41

38 28

5 -
SN - N (93)
478 6)
(44) 166}
.. S, -
438 (72)

6 7 6

(353) .
(37) (16)
(156) (149)
(539) {159)
B N T
(70) (2313
R 310 541

4 240 310
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Notes to the company financial statements

1. Accounting policies
The financial staternents on pages 202-212 comprise the separate financal staternents of Pearson plc.

These company financial statements, have been prepared on the going concern basis and in accordance with UK-adopted International Accounting
Standards and with the requirements of the Companies Act 2006. The company transitioned to UK-adopted 1ASs on 1 January 2021. The company
financial statements have also been prepared in accordance with IFRSs as issued by the International Accounting Standards Board (IASB). in respect
of accounting standards applicable to the Group, there is no difference between UK-adopted IASs and IFRSs as issued by the 1ASB.

These consolidated financial statements, and the company financial statements, have been prepared under the historical cost convention as modified
by the revaluation of financial assets and liabilities (including derivative financial instrurments) at fair value.

As permitted by section 408 of the Companies act 2006, the consolidated income statement and statement of comprehensive income have not
been presented.

The company has no emplayees (2021 nil).

The basis of preparation and accounting polioes applied in the preparation of these company financial statements are the same

as those set cut in note Ta to the consolidated finandial statements with the addition of the following:

Investments

Investments in subsidiaries are stated at cost less provision for impairment, with the exception of certain hedged investrents that are held in a foreign
currency and revalued at each balance sheet date.

Lending to/from subsidiaries is considered to be an operating activity and any movements are classified as cash flows from operating activities

in the cash flow statement.

Amounts owed by subsidiaries

Amounts owed by subsidiaries generally mature within five years, but ¢an be called upon on short notice, or are repayable on demand. Amounts owed
by subsidiaries are classified as current if they mature within one year of the balance sheet date or if the company intends to caff the loan within one
year of the balance sheet date. All other amaunts are classified as non-current. The company has assessed and concluded that these loans will be fully
recovered. Therefore credit losses are considered to be immaterial.

Parent company guarantees

The Company has guaranteed the repayment of bonds and certain other liabilities due by subsidiary undertakings primarnily to third parties.
Such guarantees are accounted for by the Company as insurance contracts, In the event of default or non-performance by the subsidiary,
a liability is recorded in accordance with 1AS 37.

New accounting standards
No new standards were adopted in 2022,

A number of cther new pronouncements are effective from 1 January 2022 but they do not have a material impact on the company
financial statements.

2. Investments in subsidiaries

Al figures in £ millions 2022 2021
Atbeginning of year T T 6632 6619
Distributions (49) -
e Gy T A OS85 3.
At end of year 6,738 6,632

There were no impairments in 2022 or 2021.

The recoverability of investmenits is tested annually for impairment in accordance with 1AS 36 ‘Impairment of Assets'. The carrying value is compared to
the asset's recoverable amount which is generally assessed on a value in use basis. Significant estimaticn is required te determine the recoverable
amount, The value in use of the assets is calculated using a discounted cash flow methodology using financial information related to the subsidiaries
including cash flow projections in conjunction with the goodwill impairment analysis performed by the Group The key assumptions used in the cash
flaw projections are discount rates, perpetutty growth rates, forecast sales growth rates and forecast operating profits. See note 11 of the consolidated
financial statements for further details.
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Financial statements
Notes to the company financial statements continued

3. Financial risk management

The company’s financial instruments comprise amounts due to/from subsidiary ur;dertakmgs, cash and cash equivalents, derivative finanaal
instruments and current borrowings. Derivative finandial instruments are held at fair value, with all other financial instruments held at amortised cost,
which approximates fair value. The company's approach to the management of finandial risks is consistent with the Group's treasury policy, as
discussed in note 19 to the consolidated financial statements. The company believes the value of its financial assets to be fully recoverable.

The carrying value of the company's financial instruments is exposed to movements in interest rates and foreign currency exchange rates (prmarily US
dollars). The company estimates that a 1% increase in interest rates would result in a £7mincrease {2021: £6m increase) in the carrying value of its
financial Instruments, with a 1% decrease in interest rates resulting in a £6m decrease (2021: £6m decrease) in thair carrying value. The company also
estimates that a 10% strengthening in sterling would decrease the carrying value of its financial instruments by £136m {2021: £117m), while a 10%
weakening in the value of sterling would increase the carrying value by £153m (2021: £139m). These increases and decreases in carrying value would
be recorded through the income statement. Sensitivities are calculated using estimation technigues such as discounted cash flow and option valuation
models. Where modelling an interest rate decrease of 1% led to negative interest rates, these points on the yield curve were adjusted to 0%.

The following table analyses the company's derivative assets and liabilities into relevant maturity groupings based on the rermaining period
at the balznce sheet date to the contractual maturity date. The amounts disclosed in the table are the contractual undiscounted cash flows
{including interest] and as such may differ from the amounts disclosed on the balance sheet.

Analysed by matunty Analysed by currency
Greater than Later than
one month one year but
and less than less than Five years
All fipures in £ millions one year five years or more olal us -BP Other Total
At 31 December2022 T
Rate derivatives — inflows (1) (471) - {482) (24) {170) (288) {482)
Rate derwatives - outflows 1 490 - 491 224 255 12 491
FX forwards — inflows {304) - - (304) - (304) - (304)
FX forwards - outflows 313 - - 313 - 313 - 313
Total 7T (1) w9 T - T 200 94 (276) 18
At 31 Decemnber 2021
Rate derivatives - inflows [€)] (331) - (338) 9) (150) {179) {338)
Rate dervatives - outflows 12 339 4 355 203 150 2 355
FX forwards - inflows (148) - - (148 - (148) - (148)
FX forwards - outflows B 148 - - 148 90 - 58 148
Total T g 8 4 17 284 (148) a7
All cash flow projections shown above are on an undiscounted basis The value of the hedged items and the hedging Instruments is
Any cash flows based on a floating rate are calculated using interest £1.4bn (2021: £1.3bn} and the change in value during the year which
rates as set at the date of the last rate reset. Where this is nat was used to assess hedge ineffectiveness was £155m (2021, £13m).
possible, floating rates are based on interest rates prevailing at There was no hedge ineffectiveness.

31 December in the reievant year. All derivative amounts are
shown gross, although the company net settles these amounts
wherever possible,

Cashflows from the £300m EUR 2025 bond are received by the
company from its subsidiary creaung a foreign currency exposure
upon the translation from EUR to GBP. Changes in the GBP:EUR spot
Fair value hedge accounting rate will result in changes to the value of amounts due from
subsidiaries when translated into GBP. The hedged item is €100m of
this amount due from subsidianes denominated in EUR. The hedging
instrument is 8 €100m 2025 cross currency swap. It s expected that
the change in value of these iterns will move in the ocpposite
directions as a result of movements in the EURIGBP exchange rate.

A foreign currency exposure anses from foreign exchange
fluctuations on translation of the company’s investments in
subsidianes dencminated in USD into GBP. The hedged risk is the
risk of changes in the GBP:USD spot rate that will result in changes in
the value of the USD investments when transtated into GBP. The
hedged items are a portion of the company’s equity investment in Credit risk management
subsidianes dencrminated in USD. The hedging instruments are a
portion of the company's intercompany loans due from subsidiaries
which are denominated in USD.

The company's main exposure to credit risk relates to lending to
subsidianes. Amounts due from subsidiaries are stated net of
provisions for bad and doubtful debts The credit risk of each

It is expected that the change in value of each of these items will subsidiary 1s influenced by the industry and country in which

offset each other as there is a clear and direct ecanomic relationship they operate; however, the company considers the credit risk of
between the hedge and the hedged item in the hedge relationship subsidiaries to be low as 1t has visibility of, and the ability to influence,
Hedge ineffectiveness would anse if the value of the hedged items therr cash flows

fell below the value of the hedging instruments; however, this 1$
unlikely as the value of the company's investments denominated in
USD 1s significantly greater than the proposed fair value hedge
programme.
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4, Cash and cash equivalents (excluding overdrafts)

Alltigures i & milhons 2022 2040

Cashatbankandinhand 240 310

At the end of 2022, the currency split of cash and cash equivalents was US dollar 79% (2021: 66%), sterling 18% (2027: 32%) and other 3% (2021 2%).

Cash and cash equivalents have far values that approximate their carrying amounts due to their short-term nature, Cash and cash equivalents include
the tallowing Tor the purpose of the Lash Muw statenenl,

Allfigures it millians 2022 2021
Cashandcashecunalents o 2400 310
240 310

5. Derivative financial instruments

The company's outstanding derivative financial instruments are as follows:

2022 2021

nn:?;:l:sl Gross national

All figures in £ mallions amounts Assets Liabilities ArMounts Assets Liabilives
Interest rate dervatves 7777 a3z 19 @y 385 5 (<)
Cross-currency rate derivatives 83 34 (43) 3N 24 21
PXdervatives e 6 wow o 4ase AW
Arr'\'élrysed as expiring: '

In less than one year 1,016 16 (11) 393 2 4
Later than one year and not later than five years 420 43 (54) 679 30 (26)
Later than fiveyears S L 5.

Total - 59 (65 1146 32 24)

The carrying value of the above derivative financial Instruments equals their fair value. Derivatives are categorised as Jevel 2 on the fair value
hierarchy. Fair values are determined by using market data and the use of established esumation technigues such as discounted cash flow and
option valuation models.

6. Share capital and share premium

Number of Share Sharg
shares capral premiurm
000s £ £m

A1 January 2021 ' 753258 188 2620
Issue of ordinary shares — share OPUION SCNEMES oo 354 L. 6.
At31December 2021 T 756,802 189 2626
Issue of ordinary shares - share option schemes 1,199 - 7
Buy-back of equity OSSR ... SR 11 SO .

At 31 December 2022 715,733 179 2,633

The ordinary shares have a par value of 25p per share (2021: 25p per share}. All issued shares are fully paid. All shareholders are entitled to receve
dwidends and vote at general meetings of the company All shares have the same rights.

On 24 February 2022, the Board approved a £350m share buyback programme in order to return capital to shareholders. During the year,
approximately 42m shares were bought back and cancelled at a cost of £353m. The norminal value of these shares, £10m was transferred to the
capital redemption reserve. In 2021, no shares were bought back.
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Financial statements
Notes to the company financial statements continued

7. Treasury shares

Nurer of
shares
a0ns Im
At 1 January 2021 903 7
Purchase of treasury shares 2158 6
Newly issued treasury shares 2,500 1
Release of treasury shares B {3,990) (12)

At 31 December 2022 ' ' " 1,864 s

The company holds its own shares in trust to satisfy its obligations under its restricted share plans. These shares are treated as treasury shares for
accounting purposes and have a par value of 25p per share

The nominal value of the companys treasury shares amounts 0 £0.5m (2021: £0.4m). Dmdends on treasury shares are waived.

At 31 December 2022, the rmarket value of the company's treasury shares was £18m (2021; £10m). The gross book value of the shares at
31 December 2022 amounts to £15m (2021: £12m).

8. Contingencies

There are contingent liabilities that anse in the normal course of business in respect of Indemnities, warranties and guarantees in relation to former
subsidiaries and in respect of guarantees in relation to subsidiares. The total value of guarantees made by the company 0 relaton o its subsidiaries
is £889m. In addition, there are contingent liabilities in respect of legal claims. None aof these claims are expected to result in a material gain or loss to
the company.

9. Audit fees
Statutory audit fees relating to the company were £38,037 (2021: £35,500).

10. Related party transactions

Subsidiaries
The company transacts and has outstanding balances with its subsidiaries. Amounts due from subsidiares and amounts due to subsidiaries are
disclosed on the face of the company balance sheet

These loans are generally unsecured and interest is calculated based on rnarket rates. The company has interest payable to subsidiaries for the year of
£137m{2021: £91m) and interest and guarantee fees receivable from subsidianes for the year of £105m (2021, £32m) Management fees payable to
subsidiaries in respect of centrally provided services amounted to £16m (2021: £11m). Management fees recewable from subsidiaries in respect of
centrally provided services amounted to £34m (2021: £30m). Dividends received from subsidiaries were £605m (2021: £72m), which includes £49m
(2021 £nil) of returns of capital distnbuted by subsidianes,

Associates

There were no related party transactions with associates 1in 2022 or 2021,

Key management personne!
Key management persennel are deemed to be the members of the Pearson Executive Management team.

Itis this Commuttee which had responsibility for planming, directing and cantrolling the actraties of the company 1n 2022, Key management personnel
compensation is disclosed in note 36 to the consoldated financial statements.
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11. Group companies

In accordance with section 409 of the Companies Act 2006, a full list of subsidiaries, partnerships, associates, joint ventures and joint arrangements,

the country of incorporation, the registered address and the effective percentage of equity owned, as at 31 December 2022, is disclosed below. Unless
otherwise stated, the shares are all indirectly held by Pearson plc. Unless otherwise stated, all wholly-owned and partly-owned subsidiaries are
included In the consolidation and all associated undertakings are included in the Group's financial statements using the equity methad of accounting,

Principal Group companies are identified in bold.

Wholly-owned subsidiaries

Cauntry Reg Catntry Reg Counuy Reg
Registercd company name o' lncorp offce Registered company name oftcep office Regoiered company nave of Incorp office
Addison Wesley Longman, Inc LS 3 Ealstaff Hokden tne us 4 Pearson Canada Inc CA H0
Addison Wesley Educationsl Publishers  US 4 Falstalf ine, us 55 Pearson Centrs! Zurope Spdlka z PL 39
Inc. M. e s a ogranicsong odpawiedaiinosoy
r Rl v 9] E ] 3 il
ALL (5) °TE Lirmited 5¢ 73 Geurge (Shanghan Lommer i N 2 Pearson College Limitad [WLY i
Aldwych Hiance Lirmited LK 1 Intarmation Censulting Co, Ld Pearson OBC Holdings Inc LS 4
ATl Professional Development LLC Us 4 (lobe Fearon Inc, us 17 Pearson Desarrollo y Capacitacion L a1
ATl Studios APP'S SRI RO 7% Lemernann Ecucational Botswana W 8 Profesianal Chile Limitada
Atkey Finance Lirited It 7 (Pubiishers) (Proprietary) Limited Fearson Deutschland GrrbH [B]3 82
Axis Minance Inc Us 4 InchaCan Education Private timred N 2 Pearson Digital Learning Puerto Rice. Inc - PR 76
Camsaw, rc. Us 4 Integral 7, Inc us 4 Pearson Dollar Finance ple! UK 1
CAMSAWLISA, ne us 17 INTELLIPRO, INC us 13 Pearson Dollar Finance Two |imied [SE4 1
Certro Cultural Amercano franguias e BR 15 Knowledge Analysis Technalogies, [11C us 18 Pearson Eduracion de Chile |imitada < el
Comeéruo Lids LCCIEE Training Consultanry , Ltd N &4 Pearson Educacion de Colombia SAS (g8 84
Century Corsultants Lid, s 13 Lessor_ab, ne us 17 Fearson Fduracion de Mexico, 5 A MX 85
Certiport China Holding, LLC us 1 Ligrarm Gil Compary S 4 de v
Certiport, e s q LN G BTE 7D, o 13 Fearson Fducacian de Pandrma SA PA 86
Cluteh Learmrg, Ine s 4 Langman (Malaw) Limsted MW &5 Pearson Educacion de Peru 5 A PE 87
- 2 EduCacion SA F§ 28
Cogmed Systems AB SE 11 Longman Group{Cverseas Holdings} LK 1 Pearsan Bdutacion _
Conrechians Acadermy of Flonda, (LT us 29 Limted Pearson Lducation (Singapore) Pte Led”— 5G s
Coneections Academy of lows, LLC us 24 lorgman Indoching Acquisition, = L.C. us 4 Pearson ducation Affca (Py) Ltd ZA 47
Conmections Acadery of Maine, LLC s 28 Lorgman Tanzaria Limited® 12 a8 Pearson Fducation Asia Limited HK 53
Conrections Academny of Maryland, LIC LS 29 Lorgrnan Zarmtna Educational Publishers  ZM &8 “earson “ducation Botswana Bw 8
. Fry Led {Propiietary) Limited
Connections Academy ot Nevada, LLC us Eal )
. Lorgman Zirrbabwe (Private) td W 47 Pearson Education do Brasil s tda BR 60
Conrections Academy of New Mexico, Ls 32 N _
G Lorgmanes Eclador S A C 1 Pearson Education Hellas 54 CR 26
Connactions Acaderry of Oregon, LLL s 37 Lumerit Eclucation, _LC LS 4 Pearson Education Holdirgs Limited' UK 1
Connections Acadermiy of Pernsylvania s I8 Majar123 timited* Lk S0 Pearson Education Indochina | imited ™ 59
oLc Measurellp of Delaware, |1 C s 4 Searsor Education Investments Limited LK 1
Connections Acaderny of Tennessee, LLC - US 40 Maodern Curricalum Inc us 1/ Pearsor Lducation Korea Lirmited KR 90
Connecnons Acsderry of Texas LLC Us a1 Multi Treinamento ¢ Fditora | tda 3R o0 Pearson Education Limited [l's 1
Cormections Edacation LLE L5 4 WZ Developinent Inc. S 4 Fearson Fducatior Marribia (Piyy Limited Na 31
Lonnections Education of Flonda, LLC L5 24 National Computer Systems Japan Co. ltd P 74 Pearsar Cducation Publishing Lirited NG 927
Connections Educatian, Inc us a Nawwy Ldutation, LLC s 22 Pearsor Lducation Resources ltalla SRL 1T 67
Credly, Inc us 4 NCS Information Senvices Technalogy N 75 Pearsor Education S.A Uy 93
Domere Press, Inc us 17 (Beifing} Co Ltd Pearson Fducation SA AR 94
Dorlar Mnance Limited It / NCS Pearson Pty Ltd Al 48 Pearson Fducation South Alnica (Pty) td - ZA a7
FBNT Canada Holdings L _C A £ NCS Pearsor Puerto Rico, Inc R e Pearson Fducation South Asia Pte. Lid, 56 73
FBNT Holdings Limited CA 57 NCS Pearson, Inc. s 30 Pearson Fducation Tawan Lid W
ERNT USA Holdings Inc us 4 Opihior interactive LLC s 16 Pearson Education, Inc. " 4
eCallege com us 4 Ordinate Corparation s v Pearson Fducational Measurement CA 36
t dexcet Lmited!* UK, [ Prarsan (Beirg) Management N 77 Canada, Inc.
Corsulting Co., Lod ‘ ' ,
Education Development 'nternational Plc’ UK 1 ; f e . 4 Pearson Educational Publishers, LLC L5 4
earsor America LU W ” .
tducation Resources [Cyprus) cimited e} 51 Pearson Egitim Cozumleri Tikaret TR 61
Pearsor Armsterdam BV, N 79 Limied Sirkets
Lducational Managernent Group, Inc us 52
) N Pearsor Australia Finance Jolrrited I 1 Pearson Falstaff (Haoldings) Inc. Js 4
Cmbanet U_C CA 44 B
. Pearson Australia Graup Pty Ltd AL 48 Pearsor Falstaff | loldoeo LLC us 4
Frbanet Compass Xnowledge Croup Inc. US 20 X .
Pearson Australia Holdings Pty Ld Al a8 Pearsor Mrance R 70
Frglish Language | carring and us 54
Instructior Systerm, g, Pearson Benelux 8.V, NL 79 Pearsor Funding Four Limited"” UK 50
-aethm Haldings Py, Limited AL 45 Prarson Books Limited™ Uk 50 Pearson Funding ple! LK 1
“acthm IP Pry. Limired AL 48 Pearson Brazil Tinance himited* LK 50 Pearson Holdings e, LS 4
Caethm Ltd UK 1 Pearson Busiess Senvices Inc us 4 Pearson Holdings Sauthern Africa A 47
Fasthm Py, Limited AL, AB “earson Canadd Assessment Inc A B0 {Py) Lmited]
Egethim USA LLC 5 & Zearson Canada Finance Unlirmited Uk 1 Pearson nurgary L H 75
“earson Canada —oldings Irc A 80 Prarson rdia Education Services 1IN 23

Private Limined
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Financial statements

Notes to the company financial statements continued

Country Reg Launtry Reg
Registered fOMPany namae offncorp  office Registered company name ofincorp office
Pearson Infernational Pnance Lirpited’ K i 13 Capham Lmyed® [NLS a0
Fearson Investment Holdings, Inc LS 4 1Q tducation ard Traring Limited LK 1
Pearsan [srael (P11 td IL a6 10 tducation ard Trarung Limited A 56
Pearson Japan KK I a5 1Q) Global Limited LIK 1
Pedrsen Lanka (Private) bimited LK G3 10} Groap | imited UK 1
Pearson Lanka Support Services K 12 1 Holdings Lirmited UK 1
(Private) Lumitedt Vue Testing Senvices israel 1 td IL 46
Pearson Lesotl o (Piy) L1d Ls 62 Vue Testing Services Korea - imited KR 35
Pearson Loan Finance Ne 3 Limited L« 1 Willarme Eclucation Gmbt | D a2
Poarson Loar Sinance No 4 Limited UK 1
PRArSo Loan Finance MNo 3 Lined LK 1 *In hguidanon.
Pearson Lodn Finance No. 6 Limited UK 1 T Directly owned by Pearson ple.
Poarson Loan Firance Urlimited UK 1
Pearson Longman Uganda Limited uG 43
Pearson Malaysia Sdr Bhd, MY 59
Pearson Managemenit Serices Limited” UK 1
Pearsor Management Sservices ’H 33
Fhilippines Inc
IPearsor Marylard, Irc, Us 1
Pearson Mogambigue. Limitada 4 42
vearson Netherdands Y. R 79
Fearsan Netherfands Holdings B M k]
Pearson Nominees Lirnited' LiK 1
Fearson Online Tutoring LLC Us i
Fearson Querseas Holdings Limited’ UK 1
Pearson PEM 2 R, Inc R 149
Pearson Pension Momirees Limited U i
Pearsan Pension Praparty Fund Lemted UK i
Pearson Pension Trustee Senaces UK 1
Limited”
Peacson Phoeow Pty Lud All a8
Pearson Professional Assessimernty K 1
_irrited
Pearsan Real Fstate Haldngs Inc LS 4
Pearson Real Estate Holdings Limited” LK 50
Fearson Schwers AG {F 34
Pearsen Services arited: Jr 1
Pearson Shared Services irnitedt UK i
Pearson Strand Finarce | imited L 1
Pearsan Strand Lirited UK 1
Pracsan Sweden AR St 14
Pearsor VUL Lurope B, NL 79
Pearson Vit Philppnes, Inc, Ph 27
“enguin Lapital |, C LS 4
PN Holdings Inc s A
ProctarCar, no JS )
FT Efficient Fnghsh Seraces 1o a3
PYNE L imited L 1
Reading Property +loldings |L_C s 3
Rebas Planaing Assaciates. Ing 15 10
Restor Publishing Tompary, irc 05
Rycade Capital Corporation LS 4
Shangha AW Zducation Software Ltd” [N 72
Sikver Burdeft Girn Ine Js 4
Skylight Traming and 2ublishirg ire JS 52
Smarthinking, Inc LS 4
Soand Holdirgs ne. s 4
Sparrow Phoenix Pty (o AL 48
Spear Insurance Company Lireited s 45
The Waite Graup, Irz, Y 17
10 Catalis imited* 1< ]
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11. Group companies continued
Subsidiary addresses

I he tollowing hst includes all Pearson registered

offices worldwide.

Registered office address

1
2z

20

21

22

23

24

25

26

27

28

29

30

31

32

B0 Strand, London, WC2R DRL, Lrgland

The HIVE. 3 'Flaor, No 44, Pilhayar Koil Street,

Jawaharlal Nebru Road, Anng Nagar, Chennal,

TN 630040, Inchia

€ T Canrpanations Systemn, 195 Federal SU Sute /00,

Buoston, MA 02110, Jnited Stales

The Corperarion Trast Company, Corporatien lust

Center, 1209 Orange Street, Wilmingron, New Castle,

DIE 19501, Urited States

9, #13-05/06, North Buona Vista Drive,

The Metropolis lower One, 138588, Singapore

340 Halsa Dr, Chattahcochee Hills, GA, GA 30268,

United States

1" Floor The | ffey Trust Centre, 117-126 Sheriff

Sueet Lpper, Dablin 1, Iretand

ps Consnltieg Senares Proprierany imited Plol

54513, Unit 6a, Courtyard, Village, Gaborone,

Botswarta

T1F No 209, Sec 1, Civic Bivd . Datong Drstrict, 1aipel

City, 10357, Tanvan (Province of Chingl

The Corperation Company. 40600 Ann Arber Rd

E Suite 201, Plyrouth, M1, 481 70, United States

The Corperation Trust Ircorporated, Suite 207, 2405

York Road. Lutherviffe Timonium, MD, 21093, Linited

“tares

#1,3, 9" Flocr, Fast Tower, World Trade Centre,

Lehelon Square, Colomboe, O, St Lanka

820, Sear lavern Road, West Trenton, Morrer,

N, 08678, United States

Gustavslurdsvagen 13/, 16/ 51 Bramima,

stockholm, Sweden

Averida Frarcisca Matarazza n® 1400 Edifine Milano
7° andar, Conjunto /2 - Sala 25 de Marqo - Agia

Branca, 580 Pauln, 05001 903, Brazil

105 E Street #2A, Davis, CA CA 95616, Lnited Slate

C T Cotparation Syster, 330 N Brand Blvd, Glendale,

CA, 91203-2336

The Corporation Company, 7700 £ Arapahoe Rd

Sute 220, Centenmial, CO, 80112-126H, United States

500,407, Calle de la Tanca Edificio Ochiog, San Juan,

009017-1969. Pucrto Rico

C T Corpararion Systerm, 1200, South Pine Island

Raoad, Plantation, FL, 33324, United States

Suite A7h, 3/F, No 586 _ongchang Road, Yangpu

District, Shanghan, China

Cl Corportion Systern, 289 S Cutver St, Lawrenceville,

GA, 30046 4805, United States,

7V Floor, SDB2.0ODC 7, 8 & 9, Survey No.0T ELCOTIT/

TES SEZ, Shohnganallur, Chenral, TN 500119, India

C T Corporation Systern, 400 € Court Ave,

Des Moires, 1A, 50309, United States

22 B, 13 em, Nepfurdd utca, Budapest, 1138, Hungdary
4 Zalogou Str, 15343 Agia Paraskev, Athens, Greece

27/F Tridert Tower, 312 Ser Cil Puyat Avenue,
Makati Oity, Metro Marila, Philippires

C T Corporation Systemn, 128 State St #3. Augusta,
Wt 04330, Jnitect States

/5t Paul Street. Suite 1660, Baltimere, MO, 21202,
Linited States

€ T Corparation Systerr Inc, 1010 Dale Street North,
St Paul MN, 5511 /-5603, United States

The Corporation Trust Company of Nevada.
7015 Carson St Saite 200, Carson Oy, NV, 35701,
Urited States

€ T Corporatinn System, 206 § Coronado Ave,
Fapanola, NM, B/532-2792, Urited States

Repretered office address

Regstered offce address

13

34

36

37

38

39
A0

41

42

43
A1

45

A6

47

48

=y

61

2

o3

64

[=e)

67
[21-1

7/F North Tower, Rockwell Business Center £ OR,
Shendan & United Srreer, Bray. Highway Hills,
Mandaluyorg, Philippines

10 Gewerbestrasse, Charm, 6330, Switzerland
21, Mugyo to,ung gu, seoul, Republi of Korea

199 Bay Strect, Commerce Coart West, Suite 2800,
loranto, ON, MSLTAS, Canada

C T Carporatior Systern, 780 Lommerdial Street SE,
STE 100, Salern, OK, OR 97301, United States

C T Corporatior Systern, 600 N, 2" Street, Suite 401,
Harrisburg, A, 17101 1071, United States

Uhca s2amocka 8 §1-748, Warsrawa, Polard

€ 1 Corporatior Systern, 300 Montvae Rd, Knoxuille,
TN, 37915-55160, Urited States
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wilmington, DE, 18808, United States

28 Liperty Street, New York, NY, 10005, United States
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Room 305, Building 2, 6555 Shangch.aan Road,
“adong District, Sharghai, China

AMG Glotal, Global tHouse, Kestwick, Masauko
Chipembere Highway, Blantyre, Malaw

Meitar Law Offices, 16 Abba Hillel Rd., Ramat Gan,
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Via (ostanza Arcanaty, 1, Milano, 20135, ltaly
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Plot 1281, angwebungu Road Rhndes Park, | asaka,
Zambng

Ter dtdge, 2 rue Jedn Lantier, Paris, /5001, France

Andalacia y cordero £12-35 Ldifico OYEDL
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268 Viunos Rivera Avenue, Suite 1400, San Juan,
00918, Puerto Rico

Suite 1208, 12/F, Tower 2, ha 36 North Third Ring
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str. Politekrucii 3, Bragov, 500019, Romania
Kabelweg 37, Amsterdam, 1014 BA, Netherlands

176 Yonge Street, 6" Maoar, Toranto, ON, M5C 217,
Carada
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N°838-A Santiage Contro, Sanbago, Chile
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Murick, 81541, Germigny

30" Floor, Ratd Plaza Office Tower, JI [pnd. Sudirman
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Cal Zedec ed Plaza Santa Fe, del Atvarn Obregan,
Ciwdad de Mexico, CP 01210, Mexico

Punta Parifica, Torres de las Armerkas,
larre A Pisa 15 Otic 1517, Panama, 0832-0588,
Panama

Cal L os Halcones, no, 275, Urb. dmatombae, Lima,
Perd
16, Ribera del Loira, Madrid, 28042, Spain

87/1 Capital Tower Bulding, All Seasons Place unit
1604 - 6 16" floor, Wireless Road, | umpini,
Pathumwan, Bar gkok, Thatland

6F Kwanjeong Bailding, 35, Cheonggyechean Ro,
Jongno-ga, Seoul, 03188, Republic of Korea
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Windhoek, Namibia

8, Secretanat Road, Obaferni Awaluwo Way,
Aldusa. keja, Lagos State, Nigeria

ydan Berito Blanco 780 - Plaza Business Center
Mantovideo, Urugady

498, |ibertador Ave, City of Buenos Ares, 3 floor,
Buenos Aires, Argenting
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Financial statements

Notes to the company financial statements continued

Partly-owned subsidiaries

Partly-owned subsidiaries and associated
undertakings cornpany addresses

County % Reg
Registered company Name ofincarp. Owned  offce
Certiport China €o ltd N 5069 1
Fdurational Publishers 1 LP LK a5 2
GED Domains LLC LS 70 3
GED Testing Service LLC us 0 4
Pearson Education Achievernent 2A 9/3 5
Solutions {RF} (Pty) Limtted
Pearson Pension Trustee |imited UK 50 2
Associated undertakings

Couriry Reg,
Registered compary hame of lrcorp - Owred  oftce
A(adomyrcrni{brop L T us 40 1
Learn Capital Specia s 5953 8
Opporturities Fund |, LP
Learn Capial Venture s J2u3 8
Partners I, L.1?
Learn Capital Venture RY 99 9
Partners [IA, L P.
Learn Capital Venrture s 9315 8
Partners, LP'
Peking University Pearson (Beprg) (N 45 e
Cultural Development Co. [ td
Prepona Sistemas de Testagem e BR 227 7
Avaliagio LA,
Fur Man Publishing Lirrited N 49 1"
Srmashcut, N, % 2583 12
The Egypuan Interrationdl Lis 49 13

Fublishing Campary-Lorgman

* In hiquidation

T Accounted for as an ‘Other financial asset’ within

non-current assets

Registered office address

1

Saite 1804, No 39 Huichuar Road, Changning Jistrict,

Shanghal Ciry, China
80 Suand, Lendon, WC2R ORL. Ergland

CT Corporation Systerm, 4707 Cox Raad., Saite 285,
Clen Aller, Henricao, VA, 23060-0000, United States

Tre Corporation Trust Company, Carporation Trust
Center, 1209 Orange Street, Wilmington. New Castle,
DE, 13801, United States

Aute Atlantic, 4 Hoor, Correr Hertzog doulevard
ard fleerengracht, Cape Town, BO01, South Africa
251, Little Falls Drive, Corporstior Service Carr party,
Wilmington, DE, 19808, United States
515110741112, 35 Rua Pedre Lessa, Centro, Rio de
|lanewao, ®), 20030 030, Brazil

Incorporating Senvices, | td 3500 % Dupont Way,
Dover, Kent, DL, Urited Stales

Carrpbells Corporate Serviees Limited, Floor 4,
Willow House, Cricket Square, Grand Cayman,
KY1-5010, Caymar 'slands

Suite 216, No 127 1 Zhangguantun North Stroet,
Haidian Oistrict, Beijing, Chird

Faa de Pequirm No 230-246 17 L Macau Finarce
Centre, Macau

C/a Corparation Serace Campany, 2711 Centeralle
Qoad, Suite 400, Wilmirgtor, Delaware, 19808, Urated
States

104 Hussein Wassef St, Midan Missaha, Dokl Giza,
12317, Faypr

212 Pearson plc Annual report and accounts 2022




Five-year summary

All figures i ¢ millions 2022 2020 2019 2018
Sales: By operating segment

Assessment & Quabfications® 1,444 1,238 1,118

Virtual Learning 820 713 692

English Language Learming 321 238 218

Waorkforce Skills 204 172 163

Higher Education 898 8439 956

Strategicreview* .. B IB 250
Totalsales 3841 3428 3357 3869 4129
Adjusted operating profit: By operating segment

Assessment & Qualifications™ 258 219 147

Virtual Learring 70 32 29

English Language Learning 25 15 1

Workforce Skills {3) 27 26

Higher Education 91 73 a3

Strategic review® 15 19 16

Penguin Random House T T L
Total adjustedoperatingprofit . 4% 38 33 5Bl 56
Operating margin - continﬁﬁ;g 11.9% 11.2% 9.2% 15.0% 13.2%
Adjusted earnings

Total adjusted operating profic 456 385 313 581 546
Net finance costs (1 (57) 67) 41 (24)
Income tax (71) (64} {35) (89) 27
Non-controlling interest oSO - U L AU . 72 . =2
Adjusted earnings 382 263 217 449 547
Weighted average number of shares (millions) 7381 L . 524 770 7781,
Adjusted earnings per share 51.8p 34.9p 287D 57.8p 70.3p

Pricr periods have not been restated to reflect the adoption of IFRS 16 in 2019.

Sales and adjusted operating profit for periods prior to 2020 have not been restated to reflect the new organisational structure including the transfer
of retained English-speaking Canadian and Australian K12 Courseware businesses from Strategic review to the Assessment & Qualfications division.

* Comparative amounts for 2021 and 2020 have been restated to reflect the move between operating segments.
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Other information

All figures in £ millions 2022 2001 2020 2019 2018
cashflow

Operating cash flow 388 315 418 513
Operating cash conversion 101% 101% 72% 94%
Free cash flow 133 229 213 473
Free cash flow per share 17.6p 303p 27.4p 60.8p
Net assets 4,280 4,134 4,323 4525
a7 A 3O 4631016 143,
Return on invested capital

Total adjusted operating profit 456 385 313 5871 546
OPEIBUNEIaX PAIC e @3 (60} aom (% @3
Return 361 325 303 572 503
Gross basis;

Average invested capital 10,89 9857 10,625 11,096 10,672
Return on invested capital 3.3% 33% 2.59% 5.2% 4.7%
Net basis:

Average invested capital 7,896 7,161 7,708 8,097 7,544
Returnoninvestedcapital a6% asw 3% 7% ! 67%
Dividend per_;r-x-é-r-c-e- ------ 21.5p 20.5p 19.5p 19.5p 18.5p
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Financial key performance indicators

The following tables and narrative provide further analysis of the financial key performance indicators which are descnibed in the financal review
of the annual report on pages 20-25, shown within the key performance indicators on page 19 of the annual report and shown in notes 2 and 8
of the notes to the consolidated financial statements.

Adjusted performance measures

The annual report and accounts reports results and performance on a headline basis which compares the reported results both on a statutory

and on a non-GAAP (non-statutory) basis. The Group's adjusted performance measures are non-GAAP {non-statutary) finandial measures and are also
included in the annual report as they are key financial measures used by management to evaluate performance. The measures also enable investors
te more easily, and consistently, track the underlying operationa! performance of the Group and its business segrments by separating out those items
of income and expenditure relating to acquisition and disposal transactions, major restructuring programmes and certain other tems that are also not
representative of underlying performance.

The Group's definition of adjusted performance measures may not be comparable to other similarly titled measures reported by other companies
A reconciliation of the adjusted measures to their corresponding statutory measures is shown below.

Sales

Underlying sales movements exclude the effect of exchange, the impact of portfotio changes arising from acquisitions and disposals and the impact

of adopting new accounting standards that are not retrospectively applied. Portfolio changes are calculated by taking account of the additional sales
{at constant exchange rates) from acquisitions made in both the current year and the priar year. For acquisitions made in the prior year, the additionai
sales excluded is calculated as the sales made in the period of the current year that corresponds to the pre-acquisition period in the prior year. Sales
made by businesses disposed in either the current year or the prior year are alse excluded. Constant exchange rates are calculated by assuming the
average exchange rates in the prior year prevailed throughout the current year. These non-GAAP mieasures enable management and investors to track
mare easily, and consistently, the underlying sales performance of the Group.

ASECSEMOTT & virtual Larﬁgilai‘gsz workforce ligher Strategic

All frigures in £ millions Cualfications Learning Learning Skills Education Review Total
Statutorysales 2022 1 444 820 321 204 398 154 3,841
Statutorysales2021 1238 AER 238 V2848 2183428
Statutory sales increase/{decrease) 206 107 83 32 49 (64) 413
Comprising;

Underlying increasef{decrease)} a5 28 57 12 (33) 5) 154
Portfolio changes - - 9 15 B 61 (37)
Bxchangediferences e TV T B 2226
Statutory salesincrease/(decrease) 205 107 &3 %2 4964 413
Statutery increase/(decrease) 17% 15% 359 19% 6% [29]1% 12%
Constant exchange rate increase/{decrease) 8% 4% 289% 16% (4% (30)% 3%
Underlying increase/{decrease) 8% 4% 24% 7% (4% (16)% 5%
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Other information
Financial key performance indicators continued

Adjusted operating profit

Adjusted operating profit excludes the cost of major restructuring, other net gains and losses on the sale or closure of subsidiaries, joint ventures,
associates and other finanaial assets; and intangible charges, including impairment, relating only to goodwill and intangible assets acquired through
business combinatians or relating to associates. Qther net gains and losses also includes casts related to business closures and acquusitions, Further
details are given below under ‘Adjusted earnings per share’. Underlying adjusted operating profit movermnents exclude the effect of exchange, the
impact of portfolio changes arising from acguisitions and disposals and the impact of adopuing new accounting standards that are not retrospectively
applied. Portfolio changes are calculated by taking account of the additonal contribution {at constant exchange rates) from acquisitions made in both
the current year and the pnar year.

For acquisitions made in the prior year the additional contribution excluded is calculated as the operating profit made in the penad of the current year
that corresponds to the pre-acquisition penod in the prior year. Operating profit made by businesses disposed in either the current year or the prior
year is also excluded. Constant exchange rates are calculated by assuming the average exchange rates in the prior year prevailed throughout the
current year. This non-GAAP measure enables management and investors to track more easily, and consistently, the underlying operating profit
performance of the Group.

All figures in £ milliors 2022 021
Operating prafit 271 183
Cost of major restructuring 150 214
Other net gains and losses (24} (63}
intangible charges 56 51
UK penston discretionary INrease 3 -
Adjusted operating profit 456 385
English

Assessment & Virtal b guage Workforce Higner Stratagic
All figures i £ millions Qualificazons Learning Learning Skills Education Review Total
Adjusted operating profit increase/(decrease) 39 38 10 (30) 18 {d 71
Comprising:
Underlying increase/(decrease) 14 28 5 (18} 9 - 38
Partfolio changes - - 2 [fe)] - 5) 13)
Exchange differences o 2 L 3o @ 9 1. %
Adjusted operating profit
increase/(decrease) 39 38 10 g9 o @ n
Canstant exchange rate inCrease/(decrease) 6% 88% 47% {(104)% 12% (26)% 6%
Underlying increase/(decrease) 6% 88% 33% (67% 12% - 11%

Adjusted earnings per share

Adjusted earnings includes adjusted operating prefit and adjusted finance and tax charges. Adjusted earnings is included as a non-GAAP
measure as it is used by management to evaluate performance and by investors to more easily, and consistently, track the underlying operational
performance of the Group over time. Adjusted earmuings per share is calculated as adjusted earnings duded by the weighted average number of
shares in issue on an undiluted basis,

The following items are excluded from adjusted earnings:

Cost of major restructuring - In August 2022, the Group announced a major restructuring programme to run in 2022, The programme includes
efficendes in product and content, support casts, technalogy and carporate property. The restrudtunng <osts n 2022 of £150m mainly relate to
severance and impairment of right-of-use property assets. tn March 2021, the Group announced a restructuring prograrm me to run prirmarily in 2021,
The programme includes the reorganisation of the Group into five global business divisions and the simplification of the Group's property portfolio to
drive significant cost savings. The costs of these restructuring programmes are significant engugh to exclude from the adjusted operating profit
measure 50 as to better highlight the underlying performance {see note 4),

Other net gains and losses - These represent profits and losses on the sale of subsidiaries, joint ventures, associates and other financial assets
and are excluded from adjusted earnings as they distort the perfarmance of the Group as reported on a statutory basis.

Intangible charges - These represent charges in respect of iIntangible assets acquired through business combinations or relating 1o associates.
These charges are excluded as they reflect past acquisiion activity and do not necessanly refiect the current year performance of the Group
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Other ret finance income/costs - These include finance costs in respect of retirement benefits, finance costs of deferred consideration, fair value
maovements in relation to financial assets held at fair value through profit and loss and foreign exchange and other gains and losses. finance income
relating 1o retirement benefifs is excluded as managerment does not believe that the consolidated income statement presentation under 14519
reflects the economic substance of the underlying assets and liabilities. Finance costs relating to acquisition transactions are excluded as these relate
to future earn-outs or acquisition expenses and are not part of the underlying finanaing. Foreign exchange and other gains and losses are excluded as
they represent short-term fluctuations in market value and are subject to significant votatility. Other gains and losses may not be realised in due course
as it1s normally the intention to hold the related instruments to maturity.

Tax - Tax on the above itemns is excluded from adjusted earnings. Where relevant the Group also excludes the benefit from recognising previously
unrecognised pre-acquisition and capital losses. The tax benefit from tax deductible goodwill and intangibles is added to the adjusted income tax
charge as this benefit more accurately ahgns the adjusted 1ax charge with the expected rate of cash tax payments.

In addition, one off items such as the impact of the UK tax rate change and changes in local tax law have been excluded.

All figures n £ millions 2022 2021
Profit for the year I ~ 244 178
Naon-controlling interest (2) (1)
Cost of major restructuring 150 214
Other net gains and losses (24) (63)
Intangible charges 56 51
Other net finance incornme (53) (51)
UK pension discretionary increase 3 -
Weighted average number of shares {millions) 738.1 7541
Adjusted earnings per share 51.8p 349p

Return on invested capital

Return on invested capital (ROIC) 15 included as a non-GAAP measure as it is used by management to help inform capital allocation decisions within the
business. ROIC is calculated as adjusted operating profit less operating cash tax paid expressed as a percentage of average invested capital, Invested
capttal includes the original unamortised goodwill and intangibles. Average values for total invested capital are calculated as the average monthly
balance for the year. ROIC 1s also presented on a net basis after removing impaired goodwaill from the invested capital balance. The net approach
assumes that gocdwill which has been impaired is treated consistently to goodwill disposed as it 1s no longer being used to generate returns,

2022 2021 2022 2071
All figures 1 F millions Gross Groms Net Net
Adjusted operating profit 456 385 456 385
Operatingtaxpaid e fem L ED) 498 (60)
Return .31 325 361 325
Average goodwill 6,490 5,758 3,490 3,063
Average other non-current intangibles 2,012 1,970 2,012 1,870
Average intangible assets - product development 948 892 948 892
Average tangble ixed assets andworking capital 1446 1237 1446 1237
Averageinvestedcapital 108% 9857 . 7896 7162
Return on invested capital 3.3% 3.3% 4.6% 4.5%
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Other information
Financial key performance indicators continued

Return on capital

Return on capital (ROC) is included as a non-GAAP measure of how efficiently we are generating returns from our asset base. ROC is calculated as
adjusted operating profit less adjusted income tax as a proportion of capital, where capital adjusts net statutory assets for net debt, retirement benefit
assets, other post-retirement medical obligations and cther non-operating iterms. These adjustments t0 net statutory assets have been made to better
reflect the asset base that generates returms

Allfigures i £ millions 2022 2021
Adjusted operating profit 456 385
Adjusted INCOMS 1aX CNTBE I ()
L 385320
Net statutory assets 4,415 4,280
Adjustments for:

Net debt 557 350
Retirerment benefit assets (581} (537
Other post-retirement medical benefit obligation 25 34
Other non-operatingassets OO <~ SO . )
Capital e ) 4438 4086
Return on capita 8.7% 7.9%

Operating cash flow

Operating cash flow is calculated as net cash generated from operations before the iImpact of itemns excluded from the adjusted income

statement plus dividends from joint ventures and associstes (less the re-capitalisation dwidends from Penguin Random Bouse); less capital
expenditure on property, plant and eguipment (including addiions to right-of-use assets) and intangible software assets; plus proceeds from the sale
of property. plant and equipment (including the impacts of transfers to/from investment in finance lease receivable) and intangible software assets;
plus special pension contributions paid; and plus costs of major restructuring paid, Operating cash flow 1s included as a non-GAAP measure in order
to align the cash flows with the corresponding adjusted operating profit measures.

Al figures in £ millians 2022 2021
Net cash generated from operations 527 570
Dividends from joint ventures and associates 1 -
Purchase / disposal of PPE and software (133) (176)
Net addition of right-of-use assets (29) (30)
Netcostspaid for major restructuring V3B A
Operating cash flow 401 388

Cash canversion, calculated as operating cash flow as a percentage of adjusted operating profit, is also shown as a non-GAAP measure as this is used
by management and investors to measure cash generation by the Group

All figures n £ miflions 2022 2021
Adjusted operating profit 456 385
Operating cash flow OO 40 388
Cash conversion 88% 101%

Operating cash flow, operaung free cash flow and total free cash flow, which are nan-GAAP measures, are disclosed and reconoled in
note 33 of the notes to the consolidated financial statements as they are commaonly used by investors to measure the cash performance
of the Group.
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Net debt and adjusted earnings before interest, tax, depreciation and amortisation (EBITDA})

For information, the net debt/adjusted EBITDA ratio is shown as a non-GAAP measure as it is commaonly used by investors to measure balance sheet
strength. Adjusted EBITDA s calculated as adjusted operating profit less depreciation on property, plant and equipment, and amartisatian on
intangible software assets.

All tigures in £ millions 2022 2021
Adjusted operating profit 456 385
Depreciation {(excluding iterns included i *cost of major restructuring) 38 100
Amortisarion on Infangible software assers (excluding items included in ‘cost of major restructringd o 128 113
Cash and cash equivalents 558 937
Overdrafts (15) -
Investment in finance lease receivable 121 115

Derivative financial instruments
Bonds

Lease liabilities

Net debt/adjusted EBITDA ratio
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Shareholder Information

Shareholder Information

Shareholder Information

Pearson ordinary shares are listed on the London Stack Exchange
and on the New York Stock Exchange in the form of American
Depositary Receipts.

Corporate website

The investors' section of our corporate website www.pearsonplc.

com/investars provides a wealth of information for shareholders.
Itis also possible to sign up to receive ematl alerts for reports and
press releases relating to Pearson at www.pearsonplc.com.

Shareholder information online

Shareholder information can be found on our website at
WWW.DEArSonplc.comy/investors.

Cur registrar, Equiniti, also provides a range of shareholder
information online, You can check your holding and find
practical help on transferring shares or updating your details at
www shareview.co.uk. For more information, please contact our
registrar, EqQuiniti, Aspect House, Spencer Read, Lancing, West
Sussex, BN93 6DA, Telephone 0371 384 2043* or, for those
shareholders with hearing difficulties, text phone number

0371 384 2255*.

Information about the Pearson share price

The company's share price can be found on our website at
www.pearsonpic.com/investors/performance/share-price-dmvdend.
It also appears in the financial columns of the national press.

2022 dividends

Payment Date Amount per share

Interim 20 September 2022 6.6 pence

Final' 5 May 2023 14.9 pence

1. subject o approval by shareholders at the 20023 Annual General Meenng
2023 financial calendar

Ex-dvidend date 23 March 2023
‘Recorddate 7T 3 March 2623

Last date for dividend renvestment 13 Apnl 2023
election

Annual General Meeting 28 April 2023
‘Payment date for dvidend and share ¢ 5 May 2023

purchase date for dividend reinvestment

Payment of dividends to mandated accounts

Should you elect to have your dividends paid through BACS, this
can be done directly nto a bank or building society account, with
the dividend confirmation voucher sent to the shareholder's
registered address. Equiniti can be contacted for information

on 0371 384 2043%

Dividend reinvestment plan (DRIP)

The DRIP gives shareholders the night to buy the company's shares
on the London stock market with their cash dmadend. For further
information, please contact Equini on 0371 384 2268*
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Individual Savings Accounts (ISAs)

Equiniti offers a Flexible Stocks and Shares ISA For more
information, please visit www.egi.co.uk or call customer services
on 0345 070 0720*.

Share dealing facilities

Equiiniti offers telephone and internet services for dealing in Pearson
shares. For further information, please contact their telephone
dealing helpline on 0345 603 7037* or, for online dealing, log on

to www.shareview.co.uk/dealing. You will need your shareholder
reference number as shown on your share certificate.

A postal dealing service I1s also available through Equiniti.
Please telephone 0371 384 2248% for details or log on to
wwaw,shareview.co uk to download a form.

ShareGift

Shareholders with small holdings of shares, whose value makes them
uneconomic to sell, may wish to donate them to ShareGift, the share
donation charity (registered charity number 1052686).

Further information about ShareGift and the charities it has
supported may be obtained from their website, www ShareGift.org,
of by contacting them at ShareGift, PG Box 72253, London,
SWIPSLQ.

American Depositary Receipts (ADRs)

Pearson's ADRs are listed on the New York Stock Exchange

and traded under the symbol PSO. Each ADR represents one
crdinary share. For enguiries regarding registered ADR holder
accounts and dividends, please contact BNY Mellon Shareowner
Services, PG Box 43006, Providence, RI 02940-3078, telephone
1(866) 259 2289 (tall free within the US) or 001 201 680 6825
{outside the US). Alternatively, you may email shrrelations@
cpushareownerservices,com.

votng nights for registered ADR holders can be exercised through
Bank of New York Mellon, and for beneficial ADR holders (and/or
nominee accounts) through your US brokerage institution. Pearson
will file with the Securities and Exchange Commission a Form 20-F,

Share register fraud: protecting your investment

Pearson does not contact its shareholders directly to provide
recommendations or investment advice and neither does it appoint
third parties to do so. As required by law, our shareholder register 1s
avattable for public inspection, but we cannot control the use of
informaticn obtained by persons inspecting the register. Please treat
any appraaches purporting to originate frem Pearson with caution,

For more infarmation, please log on to our website at www
pearsonplc.com/en-GB/Anvestors/shareholders/shares-shareholding

Tips on protecting your shares

— Keep any documentation that contains your shareholder
reference number in a safe place and shred any unwanted
documentation

— Infarm our registrar, Equiriti, promptly when you change address

— Be aware of dwvidend payment dates and contact the registrar
If you do not receive your dividend cheque or, better still, make
arrangements to have the dmidend paid directly irito your
bank account

— Consider holding your shares electromically in a CREST account
via a nomineg

ko tines open 830 am 10 5,30 pm Monday to Friday (exchuding LK public holidays)




ESG data

Our performance

About our reporting

This report provides a summary of Pearson's sustainable business strategy and our environmental, social, and governance (ESG) perfermance for
the calendar year ended 31 December 2022, Our Reputation and Responsibility Committee, the highest Board Committee respansible for our
sustamabilty agenda, has reviewed the reported information, including the list of material topics on page 30.

Global Reporting Initiative (GRI)

Qur report is 1 accordance with the GRI standards, using the GRI 1: Foundation 2021 guidance. There is no relevant GRI sector standard for
our industry,

Sustainability Accounting Standards Board (SASB)

We continue to report in line with the SASB's standards to provide industry-based insights into the mast relevant sustainability-related risks and
opportunities for the media, and professional services sectors.

UN Global Compact {UNGC) and the UN Sustainable Development Goals (SDGs)

We were proud to participate in the Early Adopter Programme of the UN Glabat Communication on Progress (CoP) designed to add value and
streamiine sustainability reporting for all participating companies of the UN GC. Our CoP is publicly available on our panticipant profile at: https://
unglobalcompact.org/what-is-gc/participants/7319-Pearsen-plc

Lifelang learning and education have an important role to play in achieving all the UN SDGs, but we focus our efforts on those where we have
the greatestimpact Our priority SDGs are: 4 quality education, 8 decent work and economic growth, and 10 reducing inegualities.

ESG material Issues reporting against GRI and SASB

Material issues  GRI SASB Page/web reference Comments/omissions

Product GRI 203-2: significant indirect Risks, opportunities, and managemernt
effectveness  impacts approach: Pages 30-38
Performance: Page 18
Social Bond Reporting: https://plc.
pearson.com/en-GB/investors/
- debt-investors/social-bond-framework
Consumer GR| 203-2: significant indirect Risks, opportunities, and management
engagement  ImMpacts approach: Pages 18, 30-38
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, Perormance Page 18 e
Digttal growth  GRI 203-2: significant indirect Risks, opportunities, and management
impacts approach; Pages 30-38
Performance non-financiat KPIs -
________________________________________________________ Do B
Employee GRI 404-1: average hours of Risks, opportumities, and management  We do not report on
learningand  training per year, per approach: Pages 30-38 average hours of training.

development

employee

GRI 404-2: programmes for
upgrading employee skills
and transition assistance
programmes

GRI 404-3: percentage of
employees receiving regular
performance and career

SV-PS-330a 2. (1) voluntary and

Performance: Pages 18, 221-226

Risks, opportunities, and management

In 2022, we launched a
new approach to
engagement as a

driver of growth and
retention, including a set
of performance
measures. 100% of direct
employees covered by

Gallup survey.

Employee
engagement (2) involuntary turnover rate for - approach: Pages 20-36
employees SV-P5-330a.3. Performance: Pages 18, 221-226
employee engagement %
Inclusion and  405-1 Diversity of SV-P5-330a.1. & SV-ME-260a 1.  Risks, opportunities, and management
diversity governance bodies and percentage of gender and racial/  approach: Pages 30-36

employees

ethnic group representation for:

executive management

(2) professionals

(3) all other employees
SVY-ME-260a.2. description of
policies and procedures to

ensure pluralism in news media
content

Performance: Pages 18, 221-226
Social Equity portal: https://www.
pearson.com/en-us/social-equity.html
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ESG data continued

Material issues

GRI

SASB

Page/web reference Comments/omissions

Reducing our
environmental
impact

Data privacy
and cyber
security

GHG Emission scope 1, 2, 3,
Baseline and methodology
Any offsets including type,
amount, criteria

I/_HB 1'subs antiated
complaints received
concerning breaches of
customer privacy, and losses
of customer data

SV-PS-230a Tdescription o
approach to identifying and
addressing data security risks
SV-PS-230a.2. description of
palicies and pracuices relating to
collection, usage, and retention
af custormer information
SV-PS-230a .3,

number of data breaches
percentage involving customers'
confidential business
information or personally
identifiable information

number of customers affected

Risks, opportunities, and management
approach: Pages 30, 36-38

TCFD Report: Pages 39-41
Performance: Pages 18, 36-41,

e following sections af our report

detail: of a reportable breach,
— our approach to data security nisks:  we would disciose
Pages 43-52 information about the

incident and commit to
contact any affected data
subjects in a timely way.
In line with regulations,
we will disclose matenal
lapses to the relevant
regulators. To the extent
that any relevant
regulator should fing
fault with our data
management and/or data
security practices, they
will publish their findings/

— governance of data privacy, cyber
security and technology resiience:
Page 82

approach to custorner data and
safeguarding and training provided:
Pages 30, 36

consumer-faang privacy center
explaining how Pearson uses
personal information; NS //www.
pearson.com/en-us/privacy-center.
html

2-7 Employees

2_—8 Workers who aréﬁhort”e'mptoyees
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sanctions.
GRI General Disclosures Index
T:lisclosure Page/Location Comment
2-1 Organisational details 120,140,
150
22 Entities included in the organisation's sustainability re repomng """ 209217 7
2.3 Reporting penad, frequency and contact point T 2022 gnnual report,
77777 i W‘m“____S_ustatnabmty@pearson com
4‘ 4 Restatements of mformatmﬂ 223
i5External assurance e https/plc pearson com/
en-GB/purpose/our-esg-
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, reporlng
6 Actiities, vatue cham amd other busmess relatlonshlps 16-17

We do not curremtly report
on workers who are not
employees, Most common
type of workers are regular
employees (12,051} and
most commaon type of wark
performed is in testing
centres, technology, sales,
customer services, and
prof. development




Page/Location Comment

Disclosure
2-24 Embedding policy commitments 30-42
2-25 Processes to remediate negative impacts  hups//plcpearsoncom/
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, en-GB/corporate-policies
2-26 Mechanisms for seekmg adwce and | raISlng cancerns https.//plc.pearson.com/
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, en-GB/carporate-policies
2-27 Compliance with laws and regulatloms 80-87
2-28 Membership associations ST 3 We are also members of the
Clobal Business Coalition for
Education, and the
Corporate Consultive Group
of the World Resource
2-29 Approach to stak 26-29
230 Collective bargaining agreements 88 OurEmployee Fngagement

Netwark (EEN) champion the
voice of our employees at
board level Members
represent diverse genders,
ethnicity groups,
geographies, ages and
tenures,

ESG performance tables

Environment

Re-baselining: Following our re-baselining policy, in line with best practices standards, we have re-based our emissicons to reflect the change in
reporting scope and categories, as well as reviewed and updated calculaton methodologies for the reparting period 2018 - 2022. This process has
been verified and assured by a third-party auditor, Corporate Citizenship.

Methodology: We follow the requirements from the GHG Protocol Corporate Accounting and Reporting Standard {revised edition) to calculate our
emissions. For scope 2, we use the dual reporting methodology (location and market-hased approach), together with some of the latest emission
factars from recognised public sources, including, but not limited to, the UK Departrment for Business, Energy and Industrial Strategy, the International
Energy Agency, the US Energy Information Administration, the US Environmental Protection Agency, and the Intergovernmental Panel on Climate
Change (IPCC). Energy use includes gas and electricity consumption in Mwh and vehicle fuel use converted from mileage into MWhH using BEIS
conversion factor. For 2022, we are also using the latest global warming potential from the IPCC's Sixth Assessment Report.

Corporate Citizenship, an independent third party has verified our energy consumption; scope 1, 2 and 3 GHG emissions; and renewable electricity
claims, as well as our social KPIs. See Corporate Citizenship assurance statemant here: https://plc pearson.com/en-GB/purpase/our-esg-reporting

Greenhouse gas (GHG) (carbon dioxide equivalent) emissions overview {(metric tons CO,e)

2018 rebaschned 2018 prewously
2022 2021 figures od

Total UK scope 1 and 2 (market-based)
Intensity ratio

tCO,/ ME sales revenue {scope 1, 2 market-based and 3

Energy

Annual report and accounts 2022 Pearson ple 223



ESG data continued

Resource use 2022 7021

Share of waste recycled in office space
Water 2021
Totalwater consumption ¢y s3g556+  1sp702

* Wereport estimated warer aad waste 1IN some of our properties by applying an intensity rauin per sgm based on all sctual data available,
This year, we extended the scope of sites with actual data that are included in 2022 figures

Social

All employee figures, with the exception of total average number of employees (as noted below) are based on employee volumes as at
31% December 2022.

Our Empioyees 2022 2021
Total average number of employees fortheyear* . 20438 20744
Employees by geography (Regional Representation) =~ 20,169 21,350
S a8 O A D T e e lae84 11RO
UK as of 31 December e oo et 3931 ... 3826
Rest of World as of 31 December 5,544 5854
* lotal average number of employees 1 calculated using 4 Full ume Equivalent {F TE) methodclagy, 4 an average across the reporting
period
Gender diversity breakdown 20225 202120 2021

NOONETY - — Y
Not Disclosed 1% 1%

Not Disclosed S 1% 1%
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Number ot senior
positions o the Percentage of
Number of board Percentage of the board (CFO, CFG, Number in execurive executive
moernkens hoard SID and Chair) managamant* 13N 3smant

m's gender idenogy ar sox

e A OIS e eoeeee e e e
Not specified / prefer not to say

Number ot senior
pasitons an the Percontage of
Nurber of board Percentage of the board (CFO, CFG, Number in executive executve
Boartd and b xecunve Team's ethnic background rmernbers Eoard SID and Char) Mmanagerent management

White British or other White
(ncluding minority-whitegroups) 7 70 4 8 72.73

Mixed/Multiple Ethnic Groups
Asi

No: speciﬂed/ prefer not ta say

t ernale leader ship breakdown 2022 2021

Senior leadership
VP & Director
Percentage of women in technology rO\érsr(VIT/engmeering) 31% 29%

Employee racial and ethruc dversity breakdown 2022 2021

Tot.
seniorleadersnipUs and UKy e 19% (US) 7 12% (UK)

VP and Director {US and UK) SR 1.4 ) LALE .1 UL, I,
Manager {US and UK) 25% (JS) / 14% (UK)

Frmployee racial and ethnic diversity breakdown - US 2022 2021

?@_ofto
ASIBN
Black O AFICAN AMENICAN e
HispanicorLatine

tal workforce

Not Stated

Frployee radial and ethnic diversity breakdown - LK 2022 2021

WOIR e L T0%
Not Stated 16% 11%

* As prescribed by LR3 8.6R(10), far the purpose of this distlosure, the Fxecurive Management includes the Company Saoretany.
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ESG data continued

% of wtal ranagerment workforce (US and UK) 2022 2021

)%x:g.ian
Black or African American

Not Stated

Turnaver 2022 2021

Turnover rate, total averageforteyeart 6974/33% 7.232/33%
voluntary turnover 4,658 / 22% 5,062 / 23%
Involuntary turnover 2316/ 11% 21707 10%
*9% calculated using average 2022 H/C of 21,342, not 2022 year end position.

Turnover by gender 2022 2021

4233/20%  4512/20%
2,659/ 12%

2,709/ 12%

Total female

Not disclosed

Turnover by age group 022 2021

_.3A449706%
 1,785/8%
20/ 0%

5,600 /26%
3378/60%

Total number of new hires - not disclosed
*% calculated using average 2022 H/C of 21,342, not 2022 year end position.

New hires by age group

Uncer 30yearsold

No date

Frnployee engagement measures® 2022 2021

Progress e eT
Leam'”ga”d@o""fh ,,,,, TR
*Sourced from Gallup AccessPropnety d
AGrandMean cn a S5-point Likert scale

Governance 2022 2021

Percentage of employees compleung code of conduct certification or training 100% 100%
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Reliance on this document

The intention of this document is to provide infermation to
shareholders and is not designed to be refied upon by any other
party or for any other purpose.

Forward-looking statements

This document includes forward-tooking statements concerning
Pearson's financial condition, business and operations and its
strategy, plans and objectives. In particular, all staterments that
express forecasts, expectations and prajections, including trends
in results of operations, margins, growth rates, overall market
trends, the impact of interest or exchange rates, the availabifity of
financing, anticipated cost savings and synergies and the
execution of Pearson's strategy, are forward-locking statements.
By their nature, forward-looking statements involve known and
unknown risks and uncertainties because they relate to events
and depend cn crcumstances that may occur in the future. They
are based on numerous expectations, assumptions and befiefs
regarding Pearson’s present and future business strategies and
the environment in which it will operate in the future, There are
various factors which could cause Pearson’s actual financial
condition, results and development to differ materially from the
plans, goals, objectives and expectations expressed or implied by
these forward-looking statements, many cf which are outside
Pearson's control. These include international, national and local
conditions, as well as the impact of competition. They also
include other risks detailed from time to time in Pearson's
publicly-fited documents and, in particular, the risk factors set out
in this docurment, which you are advised to read. Any forward-
looking statements speak only as of the date they are made and,
except as required by law, Pearson gives no undertaking o
update any forward-looking statements in this document
whether as a result of new information, future developments,
changes in its expectations or otherwise. Readers are cautioned
not to place undue reliance on such forward-looking statements.
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